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ACRONYMS

AA
AALS
Agribank
CDRS
DVEM
FAO
GRN
Ha
IPPR
LAC
LSU
MAWAF
MLR
N$/Ha
N$
NAU
NRP
OPM
SSuU
SPSS
TCP

. Affirmative Action

. Affirmative Action Loan Scheme

. Agricultural Bank of Namibia

: Computerised Deeds Registry System

: Directorate of Valuation and Estate Management.
: Food and Agricultural Organisation of the United Nations
: Government of the Republic of Namibia

: Hectares

. Institute for Public Policy Research, Namibia

: Legal Assistance Centre, Namibia

. Large Stock Unit

: Ministry of Agriculture Water and Forestry, Namibia
: Ministry of Lands and Resettlement

: Namibian Dollars per hectare

: Namibian Dollars

: Namibia Agricultural Union

: National Resettlement Policy

: Office of the Prime Minister, Namibia

: Small Stock Unit

. Statistical package for social scientists

: Technical Cooperation Programme

DEFINITION OF KEY TERMS

Carrying capacity

Nominal Price
Price Index

Real Price

. Carrying capacity refers to the number of kilograms live body mass of
farm animals which can sustainably be kept on one hectare of natural
grazing for optimum production without causing degradation to the
resource.

. Actual price paid.
: Representation of percentage changes in a given item.

: Price adjusted for inflation.
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EXECUTIVE SUMMARY

Introduction: The Ministry of Lands and Resettlement (MLR) requested for assistance from the Food
and Agricultural Organisation of the United Nations (FAO) in the investigation of commercial farm
prices in Namibia. The investigation aimed at systematically analysing th@exial agricultural land
markets since 1985 to early 2011 examines the interactions of me@woomic, legal, policy and other
factors having an impact ocommercialagricultural &nd prices.The project scope was to assemble
relevant data for the periodl985 to May 2011 regarding commercial agricultural land prices in
Namibia together with relevant economic data and policy information and to undertake appropriate
analysis to enable the relationships between land prices and causative factors to be detgrmi

Problem addressed by the studyfhe Namibian Government observed that over the years, the
programme of acquiring land for land reform purposes has been undermined by high prices of
commercial agricultural land. It has been observed that the processliaig-buyer willingseller has
become too slow because of what is seen as arbitrarily inflated land prices and the unavailability of
productive land. In 2005, the Agricultural Bank of Namibia (Agribank) placed a moratorium on the
Affirmative Action LoarBcheme, arguing that farm prices had gone out of control, mainly because
buyers had access to large loans and were buying farms at inflated prices. In some cases, farms
reportedly had less production value than quoted when loans were applied for. Cadisenoted

that the high land prices made it difficult to make loan repayments, as profit margins were low and this
reduced the intended benefits of the Affirmative Action Loan Scheme. In 2009, Parliamentary debates
highlighted that offer prices for landave in some cases exorbitantly high and simply determined by
YSNB &aLISOdzA dAz2yd LG 61&a 20aSNBSR GKFG &az2yYSia
productivity of the land and that in most instances, the sellers had a presumption that Government
would just pay the asking prices for farms located in good areas. The number of farms purchased on an
annual basis had reportedly dwindled over the years and this became an issue of concern to the
leadership of the Country.

Studyapproach: Giventhe backgroud to the outlined problem of supposedly high commercial farm
prices, this study therefore attempted to answer the following questions:
1 Are commercial farm prices in Namibia indeed high?
T 1 Fa GKS D2@SNYYSyidiQa LINBTSNSE Yy Affirnafival Kction Kioan LJdzNJ
Scheme caused the commercial farm prices to be at the levels at which they are?
1 What other factors could have led the commercial farm prices to reach the levels currently
obtaining?
It is generally accepted by farmers and lawbnomists that agricultural factors, and the earnings that
can be derived from them, are a prime determinant of farm priddsus, if the purchase price of a
farm cannot be sustained by farming earnings alone, it would be considereddmigfre purposesof
this study. Thusthe price to earningsatio obtained by dividing the price of a farm by the potential
annual net farm earningsvas examined. The other approaches determine whether farm prices
were high or normal are
1 Gomparison oNamibianfarm pricelevelsto other muntries;
1 Comparison of farm prices to prices of red meat, inflation badk lending rates;
1 Administering a questionnaire to a leading estate agemicommercial farms
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¢2 RSUSNNAYS (GKS AYLI Ol ghtRo piréhdse IBrdl,@nd stadypenodi dder LINS
review i.e. 1985 to 1995 was divided into two periods namely 1985 (five years prior to National
Independencejo 1995the year that the Agricultural (Commercial) Land Reform Act was passed. The
second period 14996 until May 2011cut-off date for the study) The price levels and price trends for

each of the two periods were compared for each identified market both at regional and national level
and appropriate conclusions deduced.

Results:Theapproach revealedhat not all farms sold on the land marketgere W K XXokever, the
majority of the farms were sold at high prices. The Government was found to be buying the highest
proportion of farmsat high prices followed by theffimative action loan scheme buyerThe least
percentage of farm$ound to have been bought at higtrices occurred in the free market from 1985

to 1995. On this basis, it is safe to conclude that the preferent right to purchase land as well as the
Affirmative Action Loan Schaemresultedin high farm prices.

The study found thatdrm earnings in Namibia fail to provide a direct correlation with farm prices and
only partially expain the significant increases and variationgarm prices experienced in recent years.
While the average nomal producer prices of red meat have increased, the study has established that
the prices of beef and lamb which are the main products on most of the farms has gone down over the
years in real terms. The meat prices are the main determinant of farm earrand therefore the
failure of these prices to keep up with inflation is one of the reasons why the majority of farm prices
prove to be high.

International experience shows that similar spikes in farm prices that occurred in Namibia also
occurred in many @untries during the early 1980and 198@. This led to some of the Countries in
Europe such as France, Germany, Sweden, Norway, Switzerland, Netherlands and Denmark to
introduce various policies aimed at reducing farm prices through restrictionpunchases by rich

hobby farmers and use of the pmmption right to intervene where prices were considered way
beyond the production potential of the land.

¢2 FYasgSNI 0KS ljdzSadAz2y ¢ K $anKiBeNVALS verSsNdisvbisfgr iigha LINIS
prices, 1 wasfound that prior to the passing of the Agricultural (Commercial) Land Reform Act, the
YFE22NAGE 2F GKS LINAOSaA | i .Hokevedikometiatdlyhatier DN & 2
farm prices began to increase and at a higher pace adptstrg both inflation and potentiafarm

earnings. This leads to the conclusion that the implementation of the preferent right for the
Government to purchase land resulted in high levels of famces. HoweveE (G KS D2 @SNYY
preferent right to purchaséand and the Affirmative Action Loan Scheme came into being in response

to the high demand for land that came after Namibia attained her independence in 1990. Previously
the apartheid and other discriminatory laws could not allow the black or indigeneaple to freely

own land. Part of the reasons for the fight for independence was the issue of land. Therefore the
ultimate cause for high prices is the pressure for land by the greater majority of the Namibian people
who were dispossessed of land by coldnsettlers. The preferent right and the AALS are only
instruments that were coined to assist with a more orderly redistribution of land.

The total amount of land purchased by Government, AALS and the private sector were analysed by
region. Inthose areaswhere Government and AAlfacked purchases were active, such as Omaheke,
Otjozondjupa, Oshikoto and Kunene Regions, the proportion of farms sold at high prices is greater.
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AALS is by far the most significant, in terms of both numbers and size of transaetmml when taken
together with Government purchases they represent more than half of all transactions involving larger
farms over more than 2,000 hectares in size. In some areas, where either land is particularly well
suited to resettlement or AALS, orhere the Minister directed that as much land as possible be
purchased, Governmérand AALS candidates were the maimrchasers during certain periods. This
effectively means that demand for land in these sectors increased, with the result that relatively few
land parcels reached the open market (Waiver Market in this c&a)prisingly bwever, prices of
farms remaine lower than Government purchase prices except for cases where good farms were sold
at high prices at auctiong\part from the possibility of widespread price unetclarations,tican be
concluded that since thewwA @S NJ YI NJ SiG A & margtytSe pticks/aBhied throughW T NB
the free interaction between buyers and sellers resulted in more normal prices compared to the higher
percentage of high prices achieved at Government and AALS markets whiclotanpen, freeor
competitive. Inthe // KarasRegion, Government decided not to purchase after 2010 as prices had
become too high and farms offered to Government were therefore waived and allowed to trade freely.
Data for this region shows prices for farms waived to be falling as farmers strugge tbuyers
willing to meet prices previously paid by Government. Again, this affirms the conclusion that the
implementation of these policies has resulted in higher farm prices.

Since the AALS was introduced in 1992, it was found that the prices pailLl8 etween 1992 and

1995 were at the same normal level as most of the transactions on the free market. This therefore

f SFRa G2 GKS O2yOfdzaAizy OGKFG GKS "1 [{ AYLXSYSyYy
could contribute less to high farm p8ca ® LG Oly GKSNBFTF2NB Ffa2 o06S O
preferent right to purchase land coupled with the Affirmative Action Loan Scheme (AALS) have
resulted in high farm prices on the majority of farms. Howevérshould be noted thatthe

D 2 @S NJ&prefgrénQright to purchase land and the Affirmative Action Loan Scheme came into
being in response to the high demand for land that came after Namibia attained her independence in
1990. Previously the apartheid and other discriminatory laws could hoivahe black or indigenous

people to freely own land. Part of theeasons for thefight for nationalindependence was the land

issue. Therefore the ultimate cause for high prices isptessurefor land by the greater majority of

the Namibian people whavere disposessed of landy colonial settlers. The preferent right and the

AALS are only instruments that were coined to assist with a more orderly redistribution of land. Thus,

it can be concluded that even if the two policies are revoked, the demarndiwiply be suppressed

FYR GKIFG gAtft y20 LINRPGARS | fladiy3a asdt @2xg i NkZ
majority. The land reform policies are not entirely poor in themselves but it appears that there is need

for some amendments inorder to be more effective. Improvements or modifications to existing policy

can be done to try and mitigate the problem of high land prices.

To answer the question whetheasther factorscaused high pricedarm prices werecompared to
inflation, beef prces, lamb price, exchangerates, andpopulation However, none othese factors

could fully account for the high levels of farm prices witnessed in thectagble ofyears.In order to
explore possible relationships between average farm prices and various data, timings of significant
eventssuch as drought, legal amendments and other land reform evesmt® plotted to the price

trend graphs and relevant patterns observétbneof these factors could explain the high farm prices.
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Findings on how the farm prices are influenced by Government policy:

1.

It was found that once the Government buys a farm at a given price, such a price would be
considered to be the market price by lanevioers, estate agents and Government Valuers alike
who would base their estimates around such a previous price achieved.

A considerable percentage of farms were purchased at high prices by Affirmative Action Loan
Scheme buyers. Thus the prices at which ABligrs were purchasing the farms were also
considered to be the market prices by land owners, their estate agents and Government Valuers.
Land owners made offers based on comparison to the prices of other farms previously sold to AALS
buyers who were puttasing land at high prices.

The Ministry of Lands and Resettlement normally makes cotofters based on the valuations
done by internal Valuers in the Directorate of Valuation and Estate Management (DVEM). The
Government Valuers have been valuing farmainty using the comparison method of valuation
which entails comparing to other sales in order to arrive at a value estimate for a subject farm.
Government would then be advised to make counter offers based on these value estimates, which
after negotiatiors with owners would become the sale prices of these farms. The valuations are
thus influenced by previous high Government purchase prices as well as high AALS purchase prices.
The implication on the valuation methods used by Government valuers is thaiving at a value
estimate for a farm, appropriate adjustments to comparable farm sales must be made to reflect
circumstances obtaining between the parties to the transaction. While comparison with similar
properties has long been accepted as the bestitéw assessing likely selling price the argument
boils down to which conventional technique makes the best ussofparableand whether there

is a better way of utilising comparable information.

The Government decides at what price to buy farms throwghuntary acceptance of the
negotiated price with a land owner. Thus Government is responsible for setting the prices for land
offered to it which it is interested to buy. Normally, these prices at which Government buys the
farms set precedence for futurigansactions as sellers will make reference to these prices. In this
sense, it can thus be concluded that Government has been to some extent responsible for the high
prices as it has voluntarily accepted high price offers and voluntarily purchased expfmsig.
Anecdotal evidence suggests that estate agents do influence the prices at which land is offered.
The agents often do this by making comparison to previously achieved farm prices when advising
their clients. However, their advice is normally giterthe land owners and therefore has no real
effect as an offer price only becomes the sale price if the offeree accepts it. The same applies to
private valuers who advise land owners.

Prior to 2004, Government had budgeted an amount of N$20 Million peumnto purchase
farms. Subsequently, after 2004 the budget was increased to N$50 Million per annum. Further,
amounts of approximately N$20 Million per annum collected in land taxes began to be deposited
into the Land Acquisition and Development Fund frod®2 onwards and hence available for the
purchase of farms. However, due to the slow pace of acquiring land, the funds accumulated in the
Land Acquisition and Development Fund. This bugldf large sums of monetary resources made

it possible for Governmerto buy farms at high prices from 2008 onwards before such funds got
exhausted in 2010/11.

The Government decided to accelerate the purchase of farms even at prices higher than what the
Government valuers had estimated. The effect is that this resulted in sharp increases in farm prices

Page | 9



Executive Summary

10.

11.

12.

to high levels. Eventually, the funds were exhausted in 2l (eading to a suspension in the
purchase of farms in less productive regions of Karas and Hardap and prices began to drop in these
areas.

The Agricultural (Commercial) Land Reform Act provides that if no agreement is reached on the
purchase price of aafm, such a case would be referred to the Lands Tribunal (or Court) to make a
decision. Like any other court process, resolving a matter via litigation can be costly and long and
hence not a good option. Anecdotal evidence appears to such that less ttyateve farms out of

the hundreds of farms that have been offered to Government since 1996 have been referred to

the Lands Tribunal. This could among other things be an indication that Government probably tries

to avoid tribunals and thus tends to comprois 2y (0KS I yR 2g¢gySNRa 2 7F1
waive the farms altogether if the prices are unfavourable.

¢tKS D2OSNYYSyild KIFa oSSy dzyRSNJ aS@OSNB LINB A adz
disadvantaged by past discriminatory apartheid laws. Howeves, ghce at which land was
purchased and redistributed for resettlement under the National Resettlement Policy proved very
slow. Hence Government has been willing to pay more for farms to induce faster acquisition of
land. The land acquisition target of 15limn hectares by 2020 put pressure on Government to
accelerate farm acquisition rate and in the processes bought farms at high prices. Under the new
national development plan, government policy is to increase the rate of farm purchases. This will
tend to exacerbate price increases and create a further bubble. There will be even fewer
LINRLISNIASAa NBFOKAY3a (KS WFNBSQ YIN)JSGE FyR TS,
and yet demand will remain high.

Factors affecting how the actual purcleagrices by AALS buyers were achieved include:

w Availability of cheap financing;

F'INROIY]1Qa SNNRyS2dza F2N¥dz I dzASR OF f OdzA F GAY
Suspension of AALS in 2004/5;

Lack of information wittAALS buyers on farm profitability as observed in chapter two;

Poor farm price negotiation skills by some AALS buyers;

w Influence of purchase prices by Governménin 2008 onwards

The AALS purchases affected all other transactions on the other maddatling Government
purchases as the prices obtaining were referred to in negotiating subsequent transactions.
Anecdotal evidence suggests that some AALS buyers bought farms mainly out of the drive to own
land without due consideration for farm profitaky.

W
w
w
w

Both Government and Agribank rely upon valuations which are rarely professionally challenged.
Valuations therefore tend to be sdiilfilling as transaction comparables are, to a certain degree,
GKS NBaZdia SGF GUAtydzt A2y BE® 08 &ARXB BEKLHSYy @Il A dzl &7
YEN]L SO NIGKSN) GKIFyYy WF2i€26Ay3Q GKS YIN] SO
developed, with farmers in particular receiving little or no professional advice. The Directorate of
Valuation and EstatManagement within MLR is undstrength, and there is no uniform valuation
methodology or standards to which farmers, Government or Agribank subscribe. In addition,
valuation inconsistencies and variations when tracking market transactions due to weak
institutional capacity have added an extra dimension to the problem. This lack of consistency,
together with the dependency of the market upon Government and Agribank valuations,
emphasises the need for valuation and other land administration activitie® torldlertaken at an
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optimal level. Yet, research undertaken during this study indicates that these institutions are
operating sukoptimally. Consequently, there is an urgent need for institutional capacity building.

Policy options andecommendations:In order to assist the Ministry of Lands and Resettlement to
come with possible interventions to help reduce the prices of commercial farms, the study arrived at
various policy options and recommendations.

Should the AALS and2@ZS NI YSy (1 Qa LINEchaSeNahy tie reMdked kimaintain2d? ASdzNJ
SOARSYOSR Ay GKAA NBLR2NI:X (GKS D2OSNYyYSyidiQa LINEB
created some distortions to the land markets resulting in more farms being sold at high prices than
before. However, the study found that approximately 1d#4he farms transacted from 1985 to 1995
gSNBE &a2fR |4 KAIK LINAOSAE FyR GKFIG ¢l a o0SF2NB i
NAIKG G2 LJHzZNOKEFA&AS O2YYSNODAFE FIENYad ¢KSNBEF2NES
preferent right willimmediately result in all farms being sold at normal or low prices. Further, before
AYRSLISYRSYyOSs (KS WRSYIYRQ F2NJflFyR ¢6la RIYLSYyS
Namibians from freely owning land. Therefore, the relatively low demamdd partly be the reason

gKe GKS YlI22NRGE 2F FIFINyYa ¢gSNB az2ftR |4 y2N)YIf
AYRSLISYRSYOS® ¢KSNBEF2NBX AT GKS D2@SNYyyYSyidoa LI
may reduce but not to the levels (iterms of high or normal) that they used to be prior to the
AYLX SYSy Gl A2y 2F D2@SNYYSyGiQa fIFyR NBRA&GNRKO dz
removal of these policies might even make the pace of land redistribution even slower andlyossib
result in the use of expropriation as a means to acquire land at a faster pace by Government. However,
the preferent right to purchase farms and the AALS can be revoked in future once the Government
achieves its target to purchase 15 million hectareotl by 2020.

Improvement offarm earnings Thestudy has established that the real prices of red meat (beef, lamb

etc.) which are the main products on most of the farms have gone down over the years. The meat
prices are the main determinant of farm eamgs and therefore the failure of these prices to keep up

with inflation is one of the reasons why the majority of farm prices prove to be high. There is therefore
need for Government and other key stakeholders to ensure that meat prices are optimised which
would subsequently make farm prices more sustainable. This is in light of the meat prices in countries
such as South Africa which are higher than Namibia. However, the levels of farming costs (which are
outside the scope of this study) and ways of miningghem must be investigated if found to be high.

Induce increase in supply tdnd: Thesupply of commercial farmland is fixed, therefore, supply in this
case means the amount of land that farm owners are willing to sell during any given period. As noted
supply and demand factors are key in determining farm prices on land markets. Below are some
measures that can be considered in helping increase the supply of land and possibly reduce land
prices:

1. Consideration should be given to the feasibility of idigimig underutilised land that could be
suitable for resettlement. A process of identifying idle land and urging owners of such land to
voluntarily offer the land for sale may be worked out. In the event that some absentee owners or
other land owners noutilising their land are unwilling to sale their land, the State can consider
expropriation with just compensation. The problem with this approach would be the practical
FALISOG 2F ARSYGATeAy3d ARES fFyR ¢Ai gaidas toA y T NR
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their property as it might among other things entail physically inspecting farms in the Country. A
L2fAOe YIe 0S RNI}gy 2dzi 6A0GK adF1SK2f RSNAR GKI
FIENYaQ | NB SyO02dzNJ 3 S Rcotiogic fardiogrRukit® Ang &xcefisHaBd offdred R A
F2N) a4l fS G2 D2@SNYYSydod ¢KS LINFOUAOFtAGE 27
acceptability by land owners would need to be verified.

2. Revising the rate for land tax upwards to compel Namiléaa owners not fully utilising the land
to sale it can be considered. Further, land ownedTog NB A angubits ko @lmost 1.3 million
hectares and currently, the rate of land tax is higher for foreigners. This should possibly be
reviewed to determine howhe tax is assisting in making absentee foreign owners to release land
into the markets. However, caution should be taken that this measure does not negatively affect
land owners that are using their land productively.

3. Expropriation in the public interesinay be used where absolutely necessary but will require
further consultation with key stakeholders. Expropriation will however not in itself reduce farm
LINAOSad |1 26SOSNE GKSNBE Aa | LaaroAftAde GKIG
land and hence reduce farm prices on the markets. Precautions would need to be taken to avoid
protracted court proceedings, extremely high compensation and to avoid negative publicity to
investors and the international community. Further, the dangers waf flarm productivity resulting
from widespread expropriations should be taken into account. It has been observed that despite
AGa aK2NIO2YAy3aaxr GKS YIN)QJSG o0FadaSR fFyR NBRAA
seller approach is still the besiol for land redistribution.

4. The Government can also consider purchasing unsuitable land strategically. This is because it has
been found that in many cases when a farm is bought by Government or an AALS buyer, some
neighbouring land owners decide to stilkirs too as the location may no longer be favourable to
them with the new neighbours on board! This would hence increase the supply of land if
Government can even buy some unsuitable farms to induce sales from neighbouring owners
whose farms may be bedt or more suitable for resettlement.

5. Government should consider buying more land that is offered to it. Statistics obtained show that
40% of farms offered to Government were waived for various reasons such as not meeting the
suitability criteria, failureby Government to accept offers within stipulated the timeframe and
recently running out of funds to buy more farms. While it is acknowledged that some farms are too
small for resettlement, records show that more 400 farms of more than 3,000 hectare=ihasie
been waived since 1996. The rate at which farms are waived would significantly make it harder to
achieve the targeted 15 million hectares of land to be acquired by Government by 2020.

6. Stricter monitoring of transfer of shares in close corporation @ther company types that own
farms may be done. The Agricultural (Commercial) Land Reform Act of 1995 provides for this but
monitoring mechanisms should be watertight. New transfers to close corporations should only be
allowed if strict conditions are &t or barred altogether.

7. The Agricultural (Commercial) Land Reform Act of 1995 does not permit a land owner to
withdrawal an offer after Government makes a counter offer. This is likely to have inhibited the
supply of land as land owners would not be wglito offer their land in the first place due to the
risk of not being able to achieve a sale price of their liking. This is evidenced by the fact that in
2008, after the Ministry of Lands and Resettlement decided to permit negotiations on land prices
between land owners and Government valuers before Government officially made cenffees,
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the number of farms offered to Government increased. Thus, the State should consider including a
provision in the legislation to permit withdrawals if a land ownemnas$ satisfied with the counter
offer made by Government.

Reduce demand foland: The Agricultural (Commercial) Land Reform Act restricts the sale of land to
foreign owners. This should continue as it helps lessen pressure on the limited supply of lagrd. Oth
measures can be undertaken to ensure that citizens can in the meantime earn a living from other
sectors of the economy and not overly rely on resettlement on commercial farms while Government is
working on acquiring more land.

Introduction of price contols: As observed in chapter two, price controls can be put in place to ensure
that the land prices do not exceed the operative agricultural value of the farms. As historically
practiced in parts of Europe, a requirement can be put in place to the etfettthe land price should

be determined by valuation based on the agricultural use of the land and not based on other uses such
as tourism. However, the ramifications of this approach would have to be investigated further and
such a proposal would most éiky be met with fierce resistance and possibly protracted litigation by
land owners.

Introduction of capital gains tax A policy may be put in place to avoid speculation with land as
practiced historically in part of Europe. For example, a capital gainséads can be introduced.
However, this study has revealed that speculation does not seem to be widespread as only about two
repeat sales (farms resold) take place annually for the whole country. On average, it takes about seven
to ten years before suchafms are resold and clearly this is evidence that speculation is almost non
existent.

Restriction of marketparticipants. Restrictingcertain types of buyers can be done. For instance
certain wealthy potential buyers intending to purchase farms for hobby farming may need to be
barred as was the practice in Europe (see chapter two). This has to be done within the legal confines of
the law.

Budget allocationconsiderations:Thecurrent pace of farm purchases is constrained by a budget that
has not increased in line with comparative purchasing power. There appears to be a disconnect
between the importance accorded by Government to land mefgolicy objectives and the low budget
allocated. The annual N$54illion grant is tiny by comparison with, for example, the current budget
provision for affordable housing, which is N$Bilion. Budgetary constraints reflect upon not only on

the number of farms that can be purchased but also the capacity of the land administration
institutions involved in the process. Both of these constraints have affected the number of purchases
that have taken place. However, the consequences of increasing the badgetvealed by the data
Fylrfeara Aa GKFEG FENY LINKROSAE oAttt SOSy AYyONBI a
the owners ask for might lead to pressure in other sectors such as residential markets and push prices
up since anecdotal édence suggests that some sellers of farms would in turn buy houses.

Replace preferent right with right of first refusalGovernmentcan consider replacing its preferent

S

NAIKG SAGK F NRAIKG 2F FANBRG NBTdzal faz oooker OKK Sp 24¢

interaction of buyers and sellers). The right of first refusal has been defined in chapter two. However,
there is a likelihood that with this approach, the pace of land acquisition or redistribution might reduce
as there is a possibilithat other potential buyers would be offering more to the land owners thereby
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W2dzio ARRAYIQ D2@SNYYSyild 2FFSNR oAGK GKS NBadz i
there is no guarantee that implementing the right of first refusal will lower famges in the most
productive parts of the Country going by what some buyers are willing to pay at auctions. Under the
right of first refusal, clandestine activities where third parties offer fictitious amounts to push
Government to pay more would possibBnder such an approach unworkable.

Improve the affirmative action loarscheme:Agribankneeds to relook at the methodology or formula
that they use currently in deciding which farms to finance under the Affirmative Action Loan Scheme.
Awareness programnge must be strengthened targeted at wodbd AALS buyers to help them
understand the implications of farm prices at which they would be willing to pay for farms. This would
be aimed at assisting them in negotiating for reasonable prices at which to bug.farm

Gonsideration on pace of government purchase§ghe Government purchasing targets for
resettlement are likely to push prices up, but once fulfilled prices may slump. This policy is likely to
exacerbate the boom and bust cycle and may result in newly eveped AA candidates owing more
than the resale value of their farms (negative equity). A loagggm programme would tend to even

out prices by reducing demand.

Improve valuation profession: There is an unprecedented reliance on Government and Agribank
vauations which require strengthening. The valuation methodologies need to be improved and as such
there is an urgent need for institutional capacity building for more accurate valuations. The valuation
profession as a whole in Namibia needs to be strenggiae
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CHAPTER ONE - INTRODUCTION AND BACKGROUND

1.1INTRODUCTION

In continuation of the long-term cooperation between FAO and the Ministry of Lands and
Resettlement (MLR), in November 2010, FAO received a request for assistance in the
investigation of agricultural land prices in Namibia. The request for the study was based upon
a general perception of rapidly increasing property prices in Namibia, particularly in the context
of commercial agricultural land. Strategically, the importance attached to these issues by MLR,
the reserve bank (Bank of Namibia) and the key Government bank in the sector (Agribank),
and their commitment to co-operation, reflect the national significance and timeliness of this
study. The proposal for the study was agreed in principle and in March 2011, Dr Paul Munro-
Faure, Chief of FAO Land Tenure services, undertook a short mission to Namibia. Terms of
reference were subsequently drafted for the implementation of the study (appendix 1). In this
report, the terms o0l andbéd, 6commerci al agr.i
are used interchangeably and include both the land and improvements on such land.

1.2 THE PROBLEM OF HIGH COMMERCIAL FARM PRICES IN NAMIBIA

The Namibian Government observed that over the years, the programme of acquiring land for
land reform purposes has been undermined by high prices of commercial agricultural land. It
has been observed that the process of willing-buyer willing-seller has become too slow
because of what is seen as arbitrarily inflated land prices and the unavailability of productive
land (OPM 2004). The Namibia Agricultural Union (NAU) observed that some of its members
had been accused of inflating land prices (NAU 2003). Further, some landowners had been
accused of stubborn attitudes in demanding for high land prices (LAC & IPPR 2005).

In January 2005, the Agricultural Bank of Namibia (Agribank) placed a moratorium on the
Affirmative Action Loan Scheme (AALS), arguing that farm prices had gone out of control,
mainly because buyers had access to large loans and were buying farms at inflated prices. In
some cases, farms reportedly had less production value than quoted when loans were applied
for (Odendaal 2005). Cabinet also noted that the high land prices made it difficult to make loan
repayments, as profit margins were low and this reduced the intended benefits of the
Affirmative Action Loan Scheme (The Namibian, 2006).

In 2009, Parliamentary debates highlighted that offer prices for land were in some cases
exorbitantly high and simply determined by mere speculation. It was observed that sometimes
such offer prices didn thave regard to the productivity of the land and that in most instances,
the sellers had a presumption that Government would just pay the asking prices for farms
located in good areas (MLR 2009). The number of farms purchased on an annual basis had
reportedly dwindled over the years and this became an issue of concern to the leadership of
the Country which made indications of a need for an investigation into the underlying factors to
these high prices (MLR 2011).

The perception that external factors, such as Government of Namibia purchases of land using
the Land Acquisition and Devel opment Fund,
the Agribank Affirmative Action Loan Scheme, are affecting the relative balance of supply and
demand, and hence prices, was also widespread.
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Chapter One Introduction and Background

1.3 STUDYQUESTIONS

Given the background to the outlined problem of supposedly high commercial farm prices, this
study therefore attempts to answer the following questions:
1. Are commercial farm prices in Namibia indeed high?
2. Hast he Government 6s pr ef e raswetl asithe Affirmative Actiop
Loan Scheme caused the commercial farm prices to be at the levels at which they are?
3. What other factors could have led the commercial farm prices to reach the levels
currently obtaining?

1.4 STUDYAIMS ANDOBJECTIVES

The aim of the study is to identify causative factors that have led the commercial farm prices to
be at the level at which they are, and if found to be high, to make policy recommendations on
how to possibly reduce such prices.

The objectives of the study are to investigate and systematically analyse the commercial
agricultural land markets since 1985 to May 2011land to examine the interactions of macro-
economic, legal, policy and other factors having an impact on agricultural land prices by:

1. Collecting farm transactions data;

2. ldentifying land markets and analysing farm prices;

3. ldentifying potential causes of changes to farm prices;

4. Establishing relationships between farm prices and causative factors on the land markets;

5. Deducing appropriate conclusions and making recommendations based on the findings.

1.5 SCOPE OF THE STUDY

The project scope was to assemble relevant data for the period 1985 to May 2011 regarding
commercial agricultural land prices in Namibia together with relevant economic data and policy
information and to undertake appropriate analysis to enable the relationships between land
prices and causative factors to be determined.

1.6 STUDY RESOURCES

The project team comprised the team leader Mr Andrew Hilton and the consultant valuer Mr
Fleefort Muzyamba financed by the TCP, both of whom were recruited internationally and
have extensive experience in Namibia. National team members from the Directorate of
Valuation and Estate Management within MLR include: Mr Gabriel lindombo (Valuer); Mr
Martie Mushaukwa (Valuer Technician); Ms Rosalia Katanga (Valuer Technician); and Ms
Memory Mutelo (Polytechnic of Namibia Student on internship programme). The Valuer
General in the Ministry of Lands and Resettlement Mr Mackay Rigava and his deputy Mr
Rudolf! Nanuseb provided necessary support to the study project. The project was planned to
be completed in six months from mid May 2011. The project schedule on appendix 2 shows
the phases of the project and the respective time allocated.
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CHAPTER TWO: LAND MARKETS , PRICE S AND POLICY CONCEPTS

To provide a better understanding regarding the issue of land prices, this chapter provides a
theoretical background to the concepts of land markets, land prices and land reform policy.

2.1 MARKETS AND FACTORS AFFECTING PRICES

While a real estate market may not necessarily mean the same thing to different people it may
be defined as the interaction of individuals who exchange real property rights for other assets,
such as money. Specific real estate markets are defined on the basis of property type,
location, income-producing potential, typical buyer characteristics, typical tenant
characteristics, or other attributes recognized by those participating in the exchange of real
property (Kahr & Thompsett 2005).The market concept implies that goods including land may
be traded among buyers and sellers without undue restriction on their activities. Therefore,
buyers and sellers will respond to supply-demand relationships and other price-setting factors
as well as to their own understanding of the relative utility of the goods and individual needs
and desires. Markets rarely operate perfectly with constant equilibrium between supply and
demand due to various imperfections. Common market imperfections include disruptions of
supply and sudden increases or decreases in demand. Since market participants react to
these imperfections, at a given time a market is likely to be adjusting to any change that has
caused disequilibrium. When demand is high in relation to supply, prices would be expected to
rise which tends to attract more sellers to enter the market and the converse is the case when
demand is low and prices are falling(IVSC 2010). Factors that determine whether a person is
willing and able to purchase | and include

related property, the expectations of the potential buy er and t he per sond¢

preferences (Eckert et al 1990). Market price is represented by the equilibrium price
determined by supply and demand in a market. The market price is the actual amount paid in
the market and may even result from impulse, carelessness, desperation, egotism, pressure,
ignorance, sentiment, social ambition and several other factors (Eckert et al 1990).

In a market assisted land distribution model, land prices are determined by supply and
demand. A well-functioning land market will determine the equilibrium land price but distortions
by policy can lead to a divergence from the market price. In such cases, it is argued that there
is a justification for Government intervention to correct the market and policy failures (Docstoc
2009). The role of Government is to create a climate for the normal functioning of the market
and should only intervene in cases where distortions influence market transactions. Market
failure or unfair distortions could result from the fact that Government is the sole buyer in
specific cases, especially against the background of being pressurised to buy to meet goals
(Docstoc 2009).

The physical and environmental aspects of the property assume special importance in
influencing the price of agricultural land. These aspects include features such as carrying
capacity for livestock which is influenced by soil types and their productive capability, climate
and the availability or absence of underground water. Economic factors that influence property
prices include incomes of potential buyers, prevailing interest rates for borrowed money, and
the availability of financing. Governmental factors include land policies and social factors such
as size of families and educational levels can influence demand and prices of property (ODR
2003).Various studies have found that agricultural commodity prices are one of the most

t he
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significant drivers of agricultural land prices. A study by Edwards (1994) found that changes in
farm land prices were not simply due to changes in the Australian Consumer Price Index or
general economic indicators but linked more to the income generated from farm operations.
Further, studies identified the positive correlations between commodity prices; farm input costs
and net farm income to changes in farm land prices in Australia and the continuing trend of
increasing farm size to increase overall farm net profit (Eves & Painter 2008). Prices of

agricultural out puts can change farmersd deci s
Rising commodity prices have the potential to make farms more profitable and thus, general
expertsd opinion is that commodity pSwinreeetalar e a
2009).

2.2 LAND PRICE BARGAINING OR NEGOTIATIONS

In competitive land markets for agricultural land, buyers and sellers mutually interact and
bargain the terms of the sale with each other. Applying the bargaining literature to agricultural
land, the buyers and sellers bargain over the price of a given quantity and quality of farm land.
If they reach agreement on a price, the transaction is completed but if not, the buyer resumes
the search for another property or drops out of the market, while the seller also resumes the
search for buyers or removes the property from the market (Swinnen et al 2009). The relative

bargaining strength indeed affects market outcomes. Even i n Oopend6 agricult
the observed price and quantity of itvamdarketsol d
outcomes (Siegel & Fouraker 1960). He nc e, 6opén fmar kagtrs cul t ur al

necessarily imply free and competitive prices. This is particularly important when considering
land markets with few transactions. Hence, the more the land markets are segmented spatially
(i.e. the pieces of land offered for sale are far from each other) and few land market
transactions there are in a given area, the higher is the probability that the observed sales
price is not representative of the equilibrium price of perfect and competitive markets (Swinnen
et al 2009).Sometimes sales price may not be a bargaining outcome between buyer and seller
as it may be set by land owners having a monopolistic market power over the land supply in a
land market. Ultimately, it is the number of suppliers and demanders on the market that will
determine the outcome (Kilian & Salhofer 2008).Price regulations may facilitate the emergence
of a black market for agricultural land, where an additional amount of money is paid in an
envelope. However, the existence of such black markets is usually difficult to determine due to
the lack of reliable data (Swinnen et al 2009).

2.3 REAL ESTATE BUBBLES

A real estate bubble is a type of economic bubble that occurs periodically in real estate
markets and is characterised by rapid increases in prices of real property until they reach
unsustainable levels and then decline. The financial crisis of 2007 to 2010 was related to the
bursting of real estate bubbles around the world (Wikipedia 2011a).The question of whether
real estate bubbles can be identified and prevented is contentious. Some argue that real
estate bubbles cannot be identified as they occur and should not be prevented by
governments and central banks. Others argue that market indicators can be used to identify
real estate bubbles and that governments and central banks can and should take action to
prevent bubbles from forming, or to deflate existing bubbles (Wikipedia 2011a).
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Market prices may depart from fundamental value due to overreactions or rational
expectations bubbles. Fundamental value is often defined to be the present value of the future
cash flows associated with an asset (Lavin & Zorn 2001). The agricultural land boom of the
1970s followed by the bust of the 1980s in the United States generated great interest in the
determination of land prices and the study of whether those prices reflect fundamental value.
Featherstone and Baker (1987) found that land values overreact to changes in asset values,
returns to assets, and interest rates in the United States. Lloyd (1994) found that land values
overreact to changes in rents and underreact to changes in inflation in the United Kingdom.

2.4 MARKET VALUE AND FAIR VALUE

The international valuation standards (IVSC 2010, p.20) define Market value as ithe estimated

amount for which an asset should exchange on the date of valuation between a willing buyer

and a willing seller in an armdés |l ength transa
had each acted knowledgeably, prudently, and without compulsion. Thus a pre-condition to

achieve market value basis of valuation is that proper marketing of the property should have
occurred. The international valuation standards d e s c r i b e ptopeematketingdh o mean
that i t lasset would be exposed to the market in the most appropriate manner to effect its

disposal at the best price reasonably obtainable in accordance with the market value
definitiono (IVSC 2010, p.22). The concept of market value presumes a price that is negotiated

in an open and competitive market where the participants are acting freely (IVSC 2010).
According to the case of Inland Revenue Commissioners v Clay?, it was found that the open

market exists under conditions enabling every person desirous of purchasing to come in and

make an offer and if the proper steps are taken, to advertise the property and let likely
purchasers know that the land is in the market.

Unlike market value, fair value basis of valuation involves situations whereby the property is
not necessarily exposed in the market and the price agreed may be one that reflects the
specific advantages or disadvantages of ownership to the parties involved rather than the
market at large (IVSC 2010). Thus, fair value is the estimated price for the transfer of an asset
or liability between identified knowledgeable and willing parties that reflects the respective
interests of those parties. Although in many cases the price that is fair between two parties will
equate to that obtainable in the market, there may be cases where the assessment of fair
value will involve taking into account matters that have to be disregarded in the assessment of
market value (IVSC 2010).

Comparison with similar properties has long been accepted as the best basis for assessing
likely selling price. However, the argument boils down to which conventional technique makes
the best use of comparables and whether there is a better way of utilising comparable
information (Baum & Crosby 2007). Sales Comparison can lead to mispricing as current
markets can be far out of equilibrium during bubbles or busts. Thus recent transactions can
paint too rosy or pessimistic a picture of longer-term outcomes (Kummerow 2003).

13 KB 466
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2.5 LAND POLICY

Land policy may be defined as the set of agreed principles to govern ownership or access to
the use and management of land resources to enhance their productivity and contribution to
social, economic, political and environmental development and poverty alleviation (AU et al
2009). Land reform is a process which involves comprehensive restructuring or redesign of at
least three components of the land system namely its property structure, use and production
structure and the support services infrastructure (AU et al 2009).

2.5.1 RIGHT OF FIRSTREFUSAL AND RIGHT OF FIRST OFFER

In the context of land, a right of first refusal requires the owner of land to offer it to the right
holder on the same terms as those offered by a third party before the owner can sell the land
to that third party (Kahan 2000).A right of first refusal requires that in the event that the land
owner receives an offer to purchase the land from a third party that the owner is willing to
accept, then such owner must submit this offer to the right holder, who then has the right to
purchase the subject land on the same terms and conditions as set forth in the third partyd s
offer. Only if the offer is rejected by the right holder, or the right holder fails to timely respond
to the offer, may the land owner then proceed with the sale of the subject property to the third
party in accordance with the terms of the offer (Foster 2011). In contrast to the right of first
refusal, the right of first offer requires that prior to marketing the land, the land owner must give
notice to the right holder that the subject land is being made available for purchase on the
terms set forthinth e | and o wamathabtke right hiolger has the right to purchase the
property pursuant to that offer by giving the land owner appropriate notice. Thus, a right of first
offer gives the grantee of that right the right to buy property before it is offered for sale to third
parties (Foster 2011).

2.5.2 THE INFLUENCE OF A LAND TAX ON LAND PRICES

A 19th-century American economist, Henry George, a d v 0 ¢ a t esihgleftaxdthat showdd be

levied only on the value of land, not on labour or capital. Many countries levy some tax on land

or property values. However Henry Geor ge6s single tax has never
partly due to fears that it would drive down land prices too much or discourage efforts to

improve the quality or economic value of land (Bishop 2004). Henry George addressed this

concern by arguing that thetaxshouldb e | evi ed against the onpAue of
land tax has obvious advantages as it is simple and cheap to levy, evasion is difficult and it

penalises owners who do not put their land to work (Bishop 2004).

2.5.3 CAPITAL GAINS TAX AND REAL ESTATE SPECULATION

Capital gains tax is a form of tax charged on capital gains, i.e. the profit realised on the sale of
a non-inventory asset that was purchased at a lower price (Wikipedia 2011b). Property capital
gains tax can be effective in curbing speculation on real estate. However, imposition of such a
tax may also discourage owners from selling their property resulting in an artificial shortage
thereby causing an increase rather than a reduction in property prices (Thirsk 1997).
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2.5.4 PRICE CEILINGS

A price ceiling is a sale price regulation for agricultural land in which a maximum sales price
may be imposed in an effort to reduce land prices for instance. However, there are
implications on seller and buyer behaviour for such a price ceiling. Maximum price reduces

l and supply, i f t hpeice & higherehgnuthe anmpesedricenceiling. & black
market of agricultural land sales may arise, where in addition to the regulated sales market
price, the difference between the equilibrium p

thecount er 0 ( ®tvai2008)e n

2.5.5 COMPARATIVE LAND POLICY

2.5.5.1 Historical Perspective of Land Policies Affecting Farm Prices in Europe

The control of acquisition of rural land was the rule in Western Europe and the object was to
restrain competition for farmland from public companies and those who saw the land as
recreational (Carty, 1977). Control could consist simply of regulation or it could go as far as
public use of a right of pre-emption. In the former case a public body would simply direct that
certain categories of persons may not buy land, or may buy it only upon the observance of
certain conditions. In the case of pre-emption the public body intervened itself, buying land to
redistribute in accordance with its land policy. Control of land transactions was considered
perhaps the most reliable long-term means of ensuring that land was effectively used, but it
could serve as a short-term way of penalising an owner who under-utilised the land where
such owner had been subjected to certain conditions in purchasing the land (Carty, 1977).

In Norway, the County Agricultural Committee exercised a right of pre-emption under section
14 of the Concessions Act of 1974. The committee could object that the purchase price
exceeded the operative agricultural value of the property and require that the amount due
should be determined by valuation. Valuation was based on the use of the land, for agricultural
purposes and not for a different use such as tourism. Market value as a basis for valuation
was excluded (Carty, 1977).

France controlled the purchase price of land and one of the stated purposes of the exercise of

the right of pre-emption was to prevent speculation in land and inflation of prices. Thus, the
pre-empting authority the SAFER (Sociétésd 6 Am®nagement Foncier et do
or The Land Development and Rural Settlement Associations) would refer a price to
adjudication if it considered it exaggerated. The SAFER succeeded in exercising a certain

control over land prices (Carty 1977).

The experience of Denmark and Norway as contrasted with Sweden and West Germany
suggested thatitwasonl y very strict control, which woul d
1973 sections 16 and 17 provided the strictest controls. They served to keep farm prices much

below those of Holland and West Germany, and to exclude all use of land for recreation or
hobby-farming. No farm could be bought if the main aim was investment of capital or if there

was a disparity between the purchase price and the actual operative value of the land. The

Swedish Land Purchase Act 1965 was criticised by farmers that it did not prevent the larger,

richer farmers outbidding others, amassing land holdings and inflating prices, leading to
speculation in land and absenteeism (Carty, 1977).
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In Norway, Sweden and Denmark, companies were excluded from virtually any part in rural
land transactions. This was to prevent the use of such land as an investment or the buying up
of land on a large scale. Exclusion of companies served well to depress land prices and
thereby allow those who wished to farm the land to obtain adequate return for the capital
which they were able to invest in a purchase (Carty, 1977).

In West Germany, the Land Transaction Act 1961 section 9 provided that a sale of land may
be prohibited or subject to conditions where alienation would imply an unsatisfactory
distribution of land and soil, an uneconomic division of holdings, or sale at a price which was
grossly disproportionate to the value of the land. The Act Served to exclude pure speculation
in land, the spread of holiday homes and hobby-farms (Carty, 1977).

2.5.5.2 Effect of Land Policy on Land Prices in South Africa

The South African Government uses the market-assisted approach for its land redistribution
program (Docstoc 2009). At its core is the market-assisted model which depends on voluntary
and negotiated transactions between sellers and buyers of land, while allowing for grants to
targeted groups. This approach assumes that a well-functioning land market will lower land
prices while efficiently distributing land. However, Government found it difficult to progress with
the process to redistribute privately owned land through the process of willing buyer willing
seller and one of the arguments is that land prices have risen to unrealistic heights where
Government was involved(Docstoc 2009). Further, a high percentage of farms earmarked for
redistribution were delayed due to disputes with prices resulting in an argument that the basis
for determining land prices through the principle of willing buyer willing seller was not working
appropriately due to distortions in the market. The intervention policy in the land market
created speculative land holdings which spiralled land price trends due to uncertainty in the
land market. However, the market based land distribution model is still considered the best by
most international financial institutions (Docstoc 2009).

Page | 30
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3.1 LAND USE AND FARMING PRACTICEB$SNAMIBIA

Namibia, with a geographical land area of 824,295km? and an estimated population of around

two million is Southern Africa® most sparsely populated and arid Country. On average, there

are about two persons per square kilometre. Na mi b i a & docaledchbetdveen two deserts
with the Nami b Desert stretching along Namibi abd
its eastern and southern neighbours, Botswana and South Africa. The annual rainfall ranges

from 650 mm in the far north-east to less than 50 mm in the south-west (Odendaal 2005). The
overriding factor that determines land use in Namibia is the availability of water. The growing

period analysis confirms that only a small part of Namibia receives sufficient rainfall to make

crop production feasible. Even so, cropping remains risky and often unproductive, due to
variable rainfall and low moisture retention capacity of the predominantly sandy soils. With the
exception of the commercial maize farming in the Maize Triangle and a few small-scale
irrigation schemes, all farming systems in the higher-rainfall areas are mixed systems, of which

the livestock component is often the most important (De Pauw 1996). The greater part of
Namibian agricultural land is utilised by both commercial and communal farmers for livestock
farming, with natural vegetation used for grazing. Thus, Namibia is largely occupied by vast

cattle and small-stock farms and commercial farms are mainly orientated towards red meat
production for local and export market with beef as t he agri cul tur al sec
product . Nami biads | ow and wunreliable rainfall
sufficient and reliable agricultural crop producer and periods of drought impact heavily on the
agricultural sector. Commercial livestock farmers have moved increasingly towards mixed

game and livestock farming and many have embarked upon wildlife-based tourism enterprises
(Odendaal 2005).

3.2 PREVIOUSNVESTIGATIONSON LAND PRICES IN NAMIBIA
A number of papers on aspects of Land Reform in Namibia have been published over the
years. Some of the papers that discuss farm prices are highlighted in the sections below.

3.2.1 Paper on High Land Prices

Sherbourne (2003) argues that the price of commercial farmland in Namibia is high in relation
to profits that can be realised from commercial livestock farming. It was observed that as a
result, farmers were getting involved in other ventures such as tourism businesses other than
just livestock production. The paper argues that farming was rapidly becoming the preserve of
the urban rich who farm as a hobby and are prepared to subsidise their farms from other
sources of income. It is noted that some business people may simply want to visit their farms at
weekends and holidays to enjoy a rural lifestyle in contrast to their urban daily lives. The paper
observes t & &dvernmént poley to ¢néourage black Namibians into commercial
farming through the Affirmative Action Loan Scheme (AALS), the high prices of land will cause
many AALS farmers to struggle to create commercially viable farms (Sherbourne 2003).

3.2.2 Report on Training Needs of AALS Farmers

Vigne and Motinga (2005) conducted a survey on the Affirmative Action Loan Scheme farmers
to assess their training needs. When the farmers were reportedly asked whether they believed
that they would have benefited from farming-related training before purchasing their farms
under the scheme, a greater majority agreed. The farmers stressed that they would have
benefited considerably in terms of evaluation of farms for sale and negotiating sales prices



Chapter Three Land Use, Farm Prices and Land Reform Policy In Namibia

among other things. Some AALS farmers stated that they would not have purchased their
farms under the scheme had they properly understood what they were getting themselves into
(Vigne and Motinga 2005).

3.2.3 Report for Parliamentary Debate on Farm Prices

The Ministry of Lands and Resettlement prepared a report (MLR 2009) intended for the
Minister of Lands and Resettlement to use as the basis for responding to questions in
Parliament on high farm prices. The report observes that the increase in the prices of
agricultural land in Namibia may be attributed to factors broadly categorised as: (a) supply and
demand factors, (b) the lack of, or existence of State intervention on the land market, (c)
inflation associated with mortgage values or interest rates and (d) clandestine or speculative
activities (MLR 2009). The report further highlighted that the promulgation of the Agricultural
(Commercial) Land Reform Act of 1995 saw a number of close corporations being established
to counteract the requirements of the Act insofar as land ownership is concerned. Thus a farm
owned by a close corporation could be transferred by merely changing ownership of such an
organisation. The formation of such corporations was seen as having contributed to
diminishing the supply of land being made available for sale resulting in land price increases.
The report observed that the introduction of a capital gains tax may help mitigate the increases
in land prices but that this in itself may not be a lasting solution (MLR 2009).

3.2.4 Report on Land Acquisition and Related Land Prices

Werner (2009) highlights that many observers believe that the land market in Namibia is
distorted and a number of factors have been identified which may contribute towards rising
land prices. It is argued that the question whether land prices have increased way beyond the
productive value of land is beyond doubt. The paper observes that among other things, the
distortion to the land market is ascribed to the fact that land owners do not have the right to
withdraw their offers when no agreement can be reached. The report argues that with the
exception of a brief spell during 2007 and 2008 when Valuers in the Ministry of Lands and
Resettlement were requested by the Land Reform Advisory Commission to discuss the prices
of land with land owners after the valuation reports were prepared, land owners had no insight
into the land value estimated by Government Valuers. Thus, land owners did not know in
advance whether their offer prices were higher or lower than the valuations. Although price
negotiations took place after the Government had made formal counter offers, the prohibition
by the Agricultural (Commercial) Land Reform Act of 1995 to withdraw an offer during this
process was regarded as amounting to a restriction of the normal rights of land owners and
hence a distortion of the free market (Werner, 2009). The report further found that the land
market and land prices were distorted because the Government, through its National
Resettlement Programme and Affirmative Action Loan Scheme buyers, had become major
players on the market and enjoy priority in land purchases. This reportedly caused the supply
of land for the market for ordinary buyers to shrink. The interest subsidy enjoyed by AALS
buyers in particular was argued to have increased the demand for land and hence drove land
prices up, especially in the absence of an increase in the supply of land. It is argued that this
situation led prospective buyers to offer far higher prices than would normally be the case and
this partly explains why prices obtained for farms at auctions are very high. The report noted
that while no ready-made solutions exist to control land prices, a number of options which may
bring land prices down should be looked into such as suspending the Go v e r n npeefererd
right to acquire land and the introduction of a capital gains tax (Werner 2009).
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3.2.5 Agribank Report on High Farm Prices

A report by Agribank of Namibia (Maletsky 2005) indicated that farm prices had gone out of
control, mainly because affirmative action farmers had access to large loans and were buying
farms at inflated prices. Some prospective farmers had reportedly been applying for loans
amounting to more than the value of the farms they bought and then allegedly pocketed the
difference. The Agribank board reportedly referred back some Affirmative Action Loan Scheme
(AALS) applicants in 2005 to renegotiate the prices of farms resulting in some getting farm
prices reduced by as much as 10% thereby raising questions about how the deals were done
in the first place. Government earlier suspended its 35 per cent guarantee on the AALS in
December 2004 and prospective beneficiaries of the AALS were expected to produce 10% of
the purchase price to qualify for the scheme. Agribank found that the AALS had neither been
sustainable nor affordable to a significant number of purchasers because the loan amounts far
exceeded the respective production values. AALS farmers were expected to struggle to repay
the loans because of the huge amounts they were expected to pay because some farms had
less production value than quoted when loans were applied for, while in other cases the land
was being under-utilised. The report observed that farm production was critical to the success
of the Affirmative Action Loan Scheme (Maletsky 2005).

3.2.6 Agribank Report on Error in AALS Loan Formula

Agri bank r eveal e that nditrert Gowernntebt ina Agribanmk roficrals picked up
until 2004 existed with the formula for calculating loans for buying commercial farms (Namibia
Economist 2004). The formula, was believed to have pushed up the amount of money loaned
by as much as 60%, thus massively exaggerating the debt the borrower was required to repay
and in effect, pushing up the land prices as well(Namibia Economist 2004). The error
reportedly arose because 35% of the land value, which was offered as security to Agribank by
the Government, was added to the loan amount. The total loan amount was determined by
evaluating the carrying capacity of the farm which in turn, determined the potential stock value
that particular land could carry and the profit that could be realised. It was reported that with
the 35% security guarantee added to the estimated value of the farm, it made it impossible for
the new farm owners to pay back the loans as the total amounts loaned were higher than the
income that could potentially be generated to pay back the loans. It was believed that all of the
loans granted since the introduction of the Affirmative Action Loan Scheme by the Cabinet
Resolution of 1992 until 2004 where calculated based on this erroneous formula (Namibia
Economist 2004).

3.2.7 MLR Accountability Report

The Mi ni stry of Lands and Resettl ement 6s adhatcount
there was a general consensus that land prices had increased considerably and that there was

a widening gap between Government land valuations and the prices offered for land. It was
observed that whilst landowners were willing to offer their land to AALS buyers, they were

hesitant to offer land to the Ministry of Lands and Resettlement. The main reason reportedly

given by land owners was that the prescribed process of land acquisition did not allow land

owners to negotiate a price with the Ministry before an offer was either accepted or rejected.

The effect of this was that many land owners opted not to sell as they would not have a

chance to negotiate a price for their land before a counter offer was made (MLR 2009b).
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3.3 LAND REFORM POLICY IN NAMIBIA

Under German colonial rule and subsequently the South African administration from 1883 to
1989, much of Namibia's land was occupied by the minority white settlers. The Country was
divided along North-South borders, known as the red line with the southern lands falling under
the white ownership of Germans and South Africans, while the north remained with black
Namibians. The problem of land ownership was central to the struggle for national
independence (SEEN 2005). At independence in 1990, the Constitution of Namibia was
passed and despite the history of colonial oppression, apartheid and land dispossession, the
Constitution was built on national unity and reconciliation as evidenced by article 16 of the
Namibia Constitution which entrenches the right to property, including land (OPM 2004).About
one year after independence, the National Conference on Land Reform and the land question
took place (Adams and Devitt, 1992). The outcome of the National Land Conference was a
consensus document which endorsed a comprehensive programme of commercial land
reform. Subsequently, Government made a decision to implement Commercial Land Reform
through two major policies namely: (a) the National Resettlement Policy (NRP); and (b) the
Affirmative Action loan Scheme (AALS). The two policies were designed to complement each
other (Sherbourne, 2010).

The founding legislation to the National Resettlement Policy namely the Agricultural

(Commercial) Land Reform Act of 1995 was passed about four years after the National

Conference on land reform but the National Resettlement Policy was only published in 2001.

Section 1 of the Agricultural (Commercial) Land reform Act defines agricultural land as i a n 'y

land or an undivided share in land, other than:-

(a) Land situated in a local authority area as defined in section 1 of the Local Authorities Act,
1992 (Act 23 of 1992);

(b) Land situated in a settlement area as defined in section 1 of the Regional Councils Act,
1992 (Act 22 of 1992);

(c) Land of which the State is the owner or which is held in trust by the State or any Minister for

any person;
(d) Land which the Minister by notice in the Gazette excludes from the provisions of this Act.0

The Agricultural (Commercial) Land Reform Act of 1995 provides for the acquisition of land by

the State for the purposes of resettling Namibian citizens who do not have any or adequate
agricultural land and who have been socially, economically and educationally disadvantaged

by past discriminatory practices. This legislation, provides for two methods of land acquisition

by Government. The first met hod i s-sellerhvgllingdwiylelribngappr oach,
Government has the preferent right to purchase agricultural land which any owner intends to

sell. The other method is expropriation of land in the public interest, subject to just
compensation. Placing its confidence in the hope that political independence had ushered in a

sense of national unity to facilitate land redistribution, Government decided to pursue the
principle of willing-seller willing-buyer to acquire land for redistribution (OPM, 2004).
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3.3.1 COMMERCIAL FARMLAND ACQUISITION PROCESS IN NAMIBIA

Prior to the introduction of the Agricultural (Commercial) Land Reform Act of 1995, commercial
farms were traded freely. However, the Market was not entirely free because before
independence in 1990, non-whites could not freely own commercial farms due to
discriminatory apartheid laws. The Agricultural (Commercial) Land Reform Act of 1995
introduced the preferent right of the State to purchase land. Section 17(1) of the Agricultural
(Commercial) Land Reform Act of 1995 p r o v i d etle Statd shall have a preferent right to
purchase agricultural land whenever any owner of such land intends to alienate such land.
The processes of land acquisition are illustrated on figure 1 below. Thus, when land owners
intend to sell their land, it is a requirement under the agricultural commercial land reform Act
that such land must be offered to the Government first. Such offer must be made on a
prescribed form which requires details of the owner, farm improvements, farm characteristics
and offer price to be completed. To decide whether or not to purchase such land, the
Government land-use planners make assessments of its suitability for resettlement. The
factors taken into consideration include water availability, type of vegetation, infrastructure,
carrying capacity and farm size. If the land is found unsuitable, the planners would inform the
Land Reform Advisory Commission which if it deems it necessary, would recommend to the
Minister of Lands and Resettlement to issue a waiver certificate. Further, if the Government is
not willing or unable to purchase land for whatever other reasons such as budget constraints
or failure to accept the offer within the prescribed period, a waiver certificate would normally be
issued in such a case. A certificate of waiver in relation to any offer to sell agricultural land
means a statement in writing made by the Minister certifying that the State waives its preferent
right conferred and does not intend to acquire the agricultural land in question at the time of
the offer. This certificate of waiver which is valid for one year effectively permits a land owner
to sell their land to buyers of their choice except foreign nationals. Sale of land to foreign
nationals is restricted under the Agricultural (Commercial) Land Reform Act of 1995.

If the land-use planners find the land to be suitable for resettlement, they would make a
recommendation for the farm to be valued by Government valuers. Once the valuation is done,
which is often lower than the offer price, the Land Reform Advisory Commission is informed
and Government would subsequently make a counter-offer. The process of acquiring land
from the date of offer must be finalised within 104 days, with the possibility of extending the
period by not more than 90 days by written agreement between farm owner and the Minister.

Once the Government makes a counter offer, the land owner cannot withdraw the offer. If the
land owner is not happy with the farm counter-offer price by Government, such owner may
seek redress through the Lands Tribunal to decide the price of the land in contention.
However, the Land Tribunal has dealt with very few cases and this it is argued undermines the
Government 6 s c Ipeécesnare tob high if tha Gavesnment itself is not using the
tribunal to resolve the very issue it is complaining about (Odendaal 2005).
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Figure 1: Land Acquisition Processes based on the Agricultural (Commercial) Land Reform Act of 1995
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To facilitate the acquisition of commercial farm land by previously disadvantaged Namibians
under the AALS, Government decided that Affirmative Action Loan Scheme buyers will be
exempt from the preferent right to acquire land. There is no specific legal provision to grant
exemptions to AALS buyers but section 17(3)(f) of the Agricultural (Commercial) Land Reform
Act stipulates that the Minister may prescribe circumstances under which the preferent right of
the State to purchase agricultural land shall not apply. This appears to provide legal powers to
the Minister to provide for exemptions to be granted to AALS buyers (Werner 2009).

The AALS was established by cabinet resolution of 1992 with the following aims:

1 To promote ownership of Namibian farmland by formerly disadvantaged Namibians;

1 To encourage communal farmers with large livestock herds to move to commercial
farmland to free space for smaller upcoming communal farmers;

1 To encourage formerly disadvantaged farmers to become strong and well-established
commercial farmers abletocontr i but e to the countydés economy.

1 Agribank, which is subsidised by an annual government allocation, provides the subsidised
loans (LAC 2005).

The AALS involves granting subsidised loans to full-time and part-time communal farmers
possessing over 150 head of large livestock or 800 head of small livestock. Loans are
available for a period of 25 years and for full-time farmers the first 3 years are free of interest
and capital repayment, and the capital amount is repaid over the remaining 22 years at an
escalating interest rate. The Government issues guarantees of up to 35% of the purchase
price of the land, including transfer fees and costs. Part-time farmers may choose for the first 3
years to repay the interest portion only, and thereafter the capital amount at the appropriate
interest rate or may elect to capitalise the interest portion for the first 3 years, and thereafter
pay the capital amount at the appropriate interest rate (LAC 2005). The subsidised interest
rate ranges from 2% below prime for part-time farmers to 4% below prime for full-time farmers.
Full-time farmers enjoy an interest and capital repayment holiday for the first three years, while
part-time farmers are given an income-based loan payment deferment. The Government pays
the difference bet weterm interbseratAand theé iaterdstorate thatotimeg
client is paying. A ten-year restriction clause is registered against the property. If the client
wants to sell the property within the 10 years, he or she has to repay all the interest paid by
the Government.

The loan price refers to the loan value amount that Agribank is prepared to advance to the

applicant while taking into account the fair agriculturalv al ue as wel | as the ri
ability to service the loan. The fair price refers to the agricultural production value, which is

normally 20% higher than the loan value (LAC 2005).

In the recent past a number of farmers have reported that they were unable to meet the
repayment conditions. The formula used by Agribank for land valuation and assessment until

2005 entailed taking 35% of the selling price and adding it to the loan value determined by the

valuer, thereby inflating the land prices. Thus, the Government guarantee of 35% was added

to the valuerds | oan value. Then, an own contri
price with [ittle at tdetionhdapaaty tp sustain the mantrepagmehta r moé s
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In addition, Agribank had assessed loan recipients as if they were at full production, and as
such has approved | oans, thereby stretching the
(LAC 2005).

Another land acquisition option is enshrined in article 16(2) of the Namibian Constitution as

well as the Agricultural (Commercial) Land Reform Amendment Act which provide that that

property may be expropriated in the public interest. In 2004, the Office of the Prime Minister
announced the Governmentods intention to commenoc
has been used sparingly.

Under the Agricultural (Commercial) Land Reform Act, deceased estates and foreclosures are

exempt from t he Gifissteafusairemdherie do not reddtto be offered to the
State unless the owners intend to do so of their own wish.
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CHAPTER FOUR: STUDY METHOD S AND DATA COLLECTION
This chapter outlines the study approaches undertaken in order to obtain the required results.

4.1 IDENTIFICATION OF LAND MARKETS

Land markets have been defined in chapter two and in order to effectively analyse commercial
farm prices in Namibia, land markets were identified to provide a better insight on how land
owners and buyers interacted in each respective market to arrive at the farm prices. As noted
in chapter two, there are various ways to classify land markets. For the purpose of this study,
land markets have been classified or identified as follows:

A). Land markets which existed until the end of 1995 upon the enactment of Agricultural
(Commercial) Land Reform Act of 1995 are as follows:
1. The free land market from 1985 (cut-off date for study) to 1995.

2. A plots market comprisingma i nl'y of smal |l 6farmsd e. g.
thismarketwas ndét t he sfudy@auland anthis tndrketsis often located close town
lands and mainly used for housing among other uses. Thus inclusion of these plots in the
analysis would create a distortion.

B). Land markets existing from 1996 onwards arising from the implementation of the
Agricultural (Commercial) Land Reform Act of 1995 as follows:

1. Government Land Market (i.e. market on which the Government is the sole buyer on the
basis of the preferent right to purchase land);

2. Affirmative Action Loan Scheme Land Market (where Government exempts it preferent right
to purchase land in favour of Affirmative Action Loan Scheme borrowers mainly);

3. The Waiver Land Market (market for farms where the Government waives its preferent right
to purchase the land). After 1995, the plots market comprising small pieces of land became
a submar ket of the waisde rootsnage ibfkee waiver sThes\Wiaovdr
market has some resemblance to the dreedmarket which existed before 1996 in the sense
that once a land owner is issued with a waiver certificate, such owner can sell to anybody of
their choice. However, there is a restriction on selling to foreigners which was not the case
in the free market that existed prior to 1995. Further, the waiver certificate is normally valid
for one year only.

4. The Foreclosures Market (the study does not focus on this market as transactions may not
be reflective of farm price trends for typical farms);

5. Deceased Estates Market (this market is excluded from analysis as many transactions may
not have been arms-length transactions and hence not a true picture of market trends);

6. The close corporation market (this is market where transfer of shares or controlling interest
constitutes a sale is not included in the analysis in this study due to lack of information on
transactions).

Due to regional variations in quality, rainfall, size and the use to which the land is put, there
are separate regional submarkets which differ in levels of market activity and comparative
price levels within the above identified markets. The eight regions of Namibia covered by
commercial farms are Karas, Hardap, Khomas, Omaheke, Erongo, Kunene, Oshikoto and
Otjozondjupa regions. Figure 2 below diagrammatically depicts how the markets could be
broadly visualised before the enactment of the Agricultural (Commercial) Land Reform Act of
1995.

50 he
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Figure 2: Land Markets 1985 to 1995

Free Land Market-
1985 to 1995

Figure3bel ow shows how the | and markets were furt
the Agricultural (Commercial) Land Reform Act of 1995 whic h i ntroduced the G
preferent right to purchase land.

Figure 3: Land Markets from 1996 Onwards

Government Market

Close Corporation Market

Foreclosures Market

4.2 DETERMINATION ORPRICELEVELSUSINGPRICE TO EARNINGRATIO

The first question to be addressed by the study i s are cdmmercial farm prices in Namibia
high?0 Th e t e r nis sdbjedtige hdépending for instance on the would-be pur chaser 0.
affordability. A review of literature revealed that there is general consensus that agricultural
factors and the earnings that can be derived from them are a prime determinant of farm prices.
Thus, if the purchase price of a farm cannot be sustained by farming earnings alone, it would
be considered high for the purposes of this study. However, a farm price which may be
considered high today may no longer be considered so if looked at in retrospect if for instance
meat prices subsequently increase dramatically coupled with a minimal increase in farming
costs. On the other hand, farms that may be considered to be sold at normal prices in a given
year may later be looked at as have been bought at high prices if they prove unsustainable
due to subsequent high farming costs or lower commodity prices. For the purposes of this
study, high or low price is merely a snapshot or observation at a given point in time and thus

Page | 40



Chapter Four Study Methods and Data Collection

may not reflect the overall situation. The methodology thus measures the level of farm prices
based on the year of purchase only.

In order to determine whether farm prices are high or normal, the price to earnings ratio was
used (Wikipedia 2011a). This ratio is obtained by dividing the price of a farm by the potential
annual net farm earnings. The price at which each farm was purchased was compared to the
potential annual net farming income assumed to be 30% of the potential gross annual farm
earnings (before loan mortgage repayment where applicable).The 30% was arrived at by
making international comparisons to net farm earnings taking into account the Namibian
context. Thus, the potential earnings would vary depending on the assumptions used. The
prices used for this study are the red meat abattoir prices obtained from the meat board of
Namibia. If one uses different meat prices from what has been used in this study, different
results would inevitably be achieved. To determine whether commercial farm prices were high
or not, involved computing the income-generating capacity of farms based on the fact that the
predominant farming activity is livestock farming as observed in chapter three. Thus, income
that could potentially be derived from other activities such as game farming, crop production
and other activities was ignored. Similarly, income losses due to drought, fires, flooding and
other events were also ignored. Sub optimal productivity due to other factors such as bush
encroachment was also ignored. Above average productivity and farm profitability arising from
the farmerds exceptional e n The mput parameterg usadknithisl s wa
criteria to determine high or normal farm prices are: the @fficialdcarrying capacity of the land
from MAWAF; the sizes of the farms sold; the average annual producer prices of red meat
(beef or lamb) per year; and the farm purchase price. The potential farm earnings were
calculated on the assumption that a farm would be utilised for livestock farming at full capacity.
Using this criteria, if the price to earnings ratio exceeded 25, it means that the farm price is 25
times more than the annual net earnings and hence the respective farm price is considered
high. The rationale behind this approach is that 25 years is usually the maximum term of a
mortgage loan in Namibia and hence considered a good benchmark in determining how many
times the annual net farming income covers the farm price.

The steps used in determining whether or not the price of each farm was high or normal were
as follows:

1. Obtain the purchase price of the farm;

2. Determine the capital (farm price) recoupment period (25 years in this case);

3. Determine the official carrying capacity e.g. 1 Large Stock Unit (LSU) to 12 Hectares
(i.e. 1:12);

4. Determine total number of livestock units that can be stocked at full capacity by dividing
the total number of hectares by the carrying capacity- (e.g. if farm is 4,800 hectares,
total number of cattle for a carrying capacity of 1:12 will be 4,800/12 =400 Cattle);

5. Multiply the result by the stocking rate at 75% which works out to 75% x 400 cattle =
300 cattle that can be stocked,;

6. Determine the annual off-take rate i.e. 35% for large stock units and 70% for small
stock units (e.g. 300 cattle x 35% =105 cattle will be cropped per year);

7. Obtain the average carcass weight e.g. 240 Kg for LSU and 17 Kg for SSU;
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8. Determine the total annual production in kilograms of carcass weight by multiplying the
total number of LSU or SSU to be cropped per annum by the average carcass weight
(e.g. 105 LSU x 240 = 25,200 Kg or 25.2 tonnes);

9. Establish average producer price of meat per kg for the year in question (e.g. N$25/kg);

10. Determine the gross annual income by multiplying the total annual production in
kilograms by the producer price per Kg (e.g. 25,200 kg x N$25/kg = N$630,000);

11. Compute the estimated potential annual net farming earnings by multiplying potential
gross annual income by 30% (i.e. 30% x N$630,000 = N$189,000 per year);

12. Calculate the price to earnings ratio by diving the purchase price by the estimated
annual net farming income;

13.If the ratio is greater than 25, it means the farm price is high;

14.To determine the maximum farm price that should be paid for a farm to be farmed
profitably, calculate the potential net annual earnings (at 30% of the potential gross
annual farming income) and multiply it by 25 (years) to arrive at the maximum purchase
price required to stay profitable.

This method has avoided estimating the net present value of the future stream of income
which would require obtaining a market related yield and estimation of capital growth. While,
capital growth prospects can also be considered as an income, evidence revealed that some
areas witnessed marginal or negative growth. Further, benefits of capital growth on
Government purchased farms remain theoretical as Government never re-sales the farms nor
does it receive financing for purchases of farms which would entail adjustments to mortgage
payments on account of capital gro wt h . l'tdés not clear how this i
bank of Namibia in administering the Affirmative Action Loan Scheme. Hence, capital gains
were disregarded in the computation of potential gross annual farm earnings. The downside to
this approach in determining high and normal prices is that it would falsify the results if there
were widespread under-declarations as some prices may be identified as normal when in
actual fact, farms were sold at high prices. However, under-declarations would only be limited
to waived farms which form a smaller percentage compared to the combined Government and
AALS farm purchases. One of the strengths of the approach is that the same methodology
was used to determine the high and normal prices for all markets and thus useful in
highlighting differences even though the absolute figures could be disputable.

4 3DETERMINATION OF PRICES LEVELS BY COMPARISON TO OTHER INDICES AND RATIOS

The other approaches do determine whether farm prices were high or normal are as follows:

1 Comparison of average farm price levels in Namibia to those in other countries;

1 Comparison of price to earnings ratios for farms in Namibia to those in other countries;

1 Creation of a national farm price index and comparing it to the price index for beef, lamb;
inflation, bank lending rates and population trends;

1 Administering a questionnaire to a leading estate agent for farm sales (appendix 3).

4.4 APPROACHTO! 33%33 )-0!'#4 | & '/ 6%2.-%. 463 00ONo& %2 %.
LAND PRICES

To determine the | mpact of the Governmentods pl
period under review i.e. 1985 to 1995 was divided into two periods namely 1985 (five years
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prior to National Independence) to 1995 (the year that the Agricultural (Commercial) Land
Reform Act was passed). The second period is 1996 (after passing of aforementioned Land
Reform Act of 1995) until May 2011. The price levels and price trends for each of the two
periods were compared for each identified market both at regional and national level and
appropriate conclusions deduced. Charts showing farm price trends were generated using the
median farm prices for each land market at regional and national levels. The median price is
one of the most common measurements used to compare real estate prices in different
markets, areas, and periods. It is said to be less biased than the mean or average price since
it is not as heavily influenced by small number of very highly priced properties (Wikipedia
2011c). An easily understood method of tracking price trends is to plot unit prices over time
using an appropriate unit of analysis. Tracking changes in prices not expressed in per unit
basis is not advisable as prices may vary greatly with size (Gloudemans 1999). Thus, the unit
used for purposes of tracking farm prices is the Namibian Dollar per hectare (i.e. N$/Ha). This
i s a Ocompo s iircledés impeovements buchcas buildings. As such, there is an
inherent error in using the dollar per hectare unit since the improvements on each farm vary.
However, the effect of the error tends to be reduced when dealing with larger farms than with
smaller ones. Hence 06s mere dissegabded iratnaakisg farm price trends.

4.5 APPROACHES TO DETERMINE IMPACT OF OTHER FARS ON LAND PRICES

Nominal and real farm price indices at market level and national level were generated. In order
to explore possible relationships between average farm prices and various data, timings of
significant events were plotted to the price trend graphs and relevant patterns observed. The
effect of supply and demand on commercial farmland was examined in the context of various
events such as National Independence and introduction of land reform policies. An attempt
was made to determine the relationship between land prices and commodity prices, bank
lending rates, foreign exchange rates, meat producer prices and land productive potential. The
price formation processes on the land markets were analysed to assist in determining how the
observed farm prices were achieved. The spatial distribution of farms bought vis-a-vis the
carrying capacity zones in each of the markets was examined with a view to unearth relevant
patterns. Computer software such as Microsoft Excel, SPSS and ARCGIS were used in the
data manipulation and analysis processes.

4.6 CREATION OF FARM TRANSACTIONS DATABASE

The most crucial task for the study was the creation of a farm transaction database which was
required to contain sufficient data for the required analysis. Reliable data on farm sales, and
hence prices, have previously been difficult to source. A key component of the study design
was therefore data capture and cleaning. The main data sources were the Deeds Registry
Office, the Land Use Planning database of purchases, waivers and exemptions, and the
Agribank database of mortgage loans. Initial activities focussed on collating data from these
sources, cleaning data where possible, and creating a more reliable and comprehensive
database. This not only formed the basis for analysis but also represents a significant
contribution for on-going land administration and management, despite the errors and
inconsistencies which still remain.
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Collection and analysis of farm transaction data from 1985 (five years prior to National
Independence) to May 2011 was undertaken. The Deeds Registry within the Ministry of Lands
and Resettlement (MLR) provides access to farm transfer reports on the Computerised Deeds
Registration System (CDRS). The farm transfer reports from both the Windhoek and Rehoboth
Deeds Registries provided title deeds numbers, names of transferors and transferees, farm
number, farm name, registration division, farm size, date of registration and declared price.
The data contained in the farm transfer reports was sufficient to create the required transaction
database for the study and therefore these reports formed the primary source of data for sale
prices. However, it was observed at the inception of the study that the complete data-set
required was not immediately accessible due to both gaps in the data in the reports and also
the format in which the data was held. Therefore significant work was done in order to produce
a complete and reliable data-s et . Conversion of the farm

format on the Computerised Deeds Registration System to Microsoft Excel format was
successfully completed with the aim of assisting the research team to avoid retyping
thousands of records into the Microsoft Excel spread sheets for further analysis. The capture
of the missing data was addressed by conducting searches at the deeds registry to establish
farm prices and verify related details. The searches were done manually (i.e. by physically
visiting the MLR deeds registry) to capture data that was not available digitally. The search
was also done using the CDRS to capture data from title deed images. Performance of quality
verifications on the farm transfers reports was done by comparing to actual title deeds and
making necessary corrections. The information that was captured manually from the Deeds
Registry as well as information captured from the title deed images on the CDRS was entered
into the spread sheets in Excel format.

4.7 SCREENING OF FARM TRANSACTIONS

A record of over 9000 transactions for the period January 1985 to May 2011 was obtained
from the Computerised Deeds Registration System and analysed on Microsoft Excel spread
sheets. The breakdown of the transactions is illustrated in figure 4 below. The 777 plots on
figure 4 do not include those existing in other categories listed.

Figure 4Composition of Recorded Farm Transactions on Deeds System
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4.71Non! Of 8 O ,,TAhs&tdEs

From the comprehensive list of transactions, non-arms-length transactions assumed to have
occurred between relatives were extracted. Non-ar mo6 s traesacgonshoften indicated sale
prices that were not representative of the market due to the relationship between the parties to
a transaction. Thus, such transactions were eliminated from the sales analysis. These were
isolated based on similarities between the surnames of the respective transferors and
transferees. There is a possibility that in some cases, the transferor and transferee shared
similar surnames but were not relatives. However, since there was no other way to distinguish
non relatives from relatives among respective transferors and transferees, such transactions
were not included in the land price analysis. The converse is also true that there could have
been transactions which occurred between relatives but bearing different surnames and thus
not identified as non-arms-length. Further, it is also possible that some sales which took place
bet ween relatives could have been transact
that in future, the Ministry must work out ways of establishing the relationship between parties
to a transaction such as amending the current verification form which is normally completed
before a transfer is registered at the deeds registry. The computerised deeds registry system
must also be modified so that non arms-length transactions can be entered.

4.7.2 Transfers to Close Corporations

A close corporation is a small form of company that can be registered in Namibia and is
governed by the Close Corporations Act No. 26 of 1988. A number of transactions occurred
whereby farms were transferred from individuals to Close Corporations as illustrated in chapter
five. These transactions were considered not good for analysis of land price trends as they
may not haeal beénadasactions since farms co
owners to respective close corporations solely owned by the same individuals.

4.7.3 Other Transactions Wrongly Appearing on Deeds Database

As illustrated on figure 4, 350 transactions involved town lands. These are properties that are
located within respective city or municipal areas and thus not commercial farms. Another set of
erroneous entries on the deeds database were farm transactions entered more than once that
are referred to as duplicates and perhaps triplicates etc. These were found to be
approximately 1,532 as illustrated on figure 4.

4.8 COLLECTION AND ANALYSIS OF EXPLANATORY DATA

The farm transaction data showed what happened in terms of trends in farm prices but not
why. Thus, data was collected in order that appropriate analysis can take place to adequately
address research questions. In order to identify the type and nature of the data required,
underlying factors that possibly affect the agricultural land market were investigated. These
factors fall generally into supply-side and demand-side categories and in particular the effect
of Government policies. Therefore, a range of data that may have an impact on the agricultural
land market in Namibia and hence farm prices was collected. This included commodity prices
(red meat prices in particular), inflation data, foreign exchange rates, population information,
land reform events, farm productivity data, policy information, drought periods and information
on valuation advice among others.
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Chapter Four Study Methods and Data Collection
4.9 COLLECTION OF DATA ON SUPPLY OF LAND

In order to get the total fixed supply of farm land in Namibia, the 2010/11 billing valuation roll
was obtained for further analysis. Data regarding the pattern of ownership of farms was also
obtained from various secondary sources.

4.10 STUDYLIMITATIONS ANDCHALLENGES

4.10.1 Quality of Deeds Data

At the time of this study, it was observed that the quality of the data needed to be improved.
Substantial work and amount of time was consumed byt he research team to
that had already been entered on the computerised deeds registry system.

4.10.2 Fragmentation and Inconsistencies between Data Sources

Information on farm transactions was obtained from three sources namely the Deeds Registry,
the Directorate of Resettlement in the Ministry of Lands and Resettlement (for Government
Purchases) and the Agribank (for AALS purchases). Data from these three sources was
inconsistent and the research team had a hard time reconciling the transactions from these
sources. It would have been ideal if the CDRS had a provision to indicate which farms were
bought through affirmative action loan scheme, farms bought by Government etc. Storing such
information in a central location as opposed to the current fragmentation would be very useful
to allow for quick and easy access to information whenever needed.

4.10.3 Data Limitations on Use of Multiple Regression Analysis

In order to determine the relationships between land prices and causative factors, the study
initially intended to employ econometric modelling mainly through the use of multiple
regression analysis. However, the effective implementation was constrained by the inadequate
number of sales per year to effectively carry out and arrive at meaningful results.

4.10.4 Limitations of Research Assistants

The research assistants from the Ministry of Lands and Resettlement were highly committed to
their work and did a commendable job in as far as collecting farm transaction data where gaps
in the Deeds farm transactions data existed. However, the research assistants need to have
their capacity strengthened through some formal training courses in property market research
and analysis.
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CHAPTER FIVE : FINDINGS AND DISCUSSION

5.1 STATISTICS ®I LAND IN NAMIBIA

Secondary data sources indicate that Namibia has a landmass of approximately 824,295km?

of which 14% of the total area comprises national parks, 2.5% isa restri ct edcad®di a
57% are commercial farms and 26.5% consists of communal land. The commercial farms and
communal land, making 83.5% of thec ount r y 6 s aré comsiderea $o e available for
agricultural land use (Odendaal 2005). Commercial farms cover eight regions out of the

thirteen Regions (or Provinces) of Namibia. The eight Regions are Karas, Hardap, Khomas,
Omaheke, Erongo, Kunene, Otjozondjupa and Oshikoto. Figure 5 illustrates the spatial
distribution of commercial agricultural land in Namibia.

Figure 5: Regions Covered by Commercial Farmland
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According to the valuation roll for land tax which contains a comprehensive list of commercial
farms in Namibia, there are 12,469 farms listed as of 2011. This includes all sizes of land from
less than a hectare to more than 50,000 hectares per farm. The plots of say 1 hectare or less
in size are also listed as farms in line with the definition of a farm given in chapter three.

The number of farms varied slightly over the years due to subdivisions or consolidations and
rezoning. More statistics on land appear on appendix 5, though not entirely consistent with
latest information on land statistics appearing on the valuation roll. The statistics on appendix
5 show that the minority white community own the majority of commercial farms and this is part
of the reason why Government embarked on a land redistribution programme.

The number of farms categorised by region and size are tabulated in table 1 below.
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Table 1: Number of Farms by Region and Size

Erongg 183 123 374 682 2,614,13
Harday 1012 1838 1407 4267 9,008,007

Karas 235 187 1254 1680 10,338,79
Khomas 307 684 625 1623 3,684,597
Kuneng 35 94 561 690 2,991,354
Omaheke 107 134 943 1184 4,525,531
Oshikotg 28 71 164 263 882,68¢
Otjozondjupa 462 466 1317 2248 6,244,393
Totalg 2369 3597 6647 12629 40,289,484

Source: Computations from the 2010/11 Land Tax Billing Valuation Roll

As can be noted from table 1 and figure 6, the Karas region has the largest total area of farms
and accounts for 25% of the approximately 40 million hectares of commercial farmland. As can
be observed on figure 6, the Karas Region has fewer farms than the Otjozondjupa Region but
yet has a larger total surface area of commercial farms than the latter Region. This shows that
the average farm sizes are larger in the Karas Region.

Figure 6: Comparison of Percentage Number of Farms to Percentage Hectares per Region
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The Oshikoto region has the smallest total number of hectares of commercial farms at less
than a million hectares. Plots of 50 hectares or less form a total of 2,369 farms for all the
regions. The Hardap Region has the highest number of farms with over 2,000 of them being
undivided portions in the Rehoboth District. The land tenure system in Rehoboth is quite
different from the rest of the Country. For instance, two or more persons can hold different title
deeds for undivided or unsurveyed portions of a single surveyed piece of land. The
percentages of farms in each region by size category are illustrated in figure 7. Kunene,
Omaheke and Karas Regions have greater percentages of larger farms while Hardap and
Khomas have greater percentages of smaller to medium sized farms.
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Figure 7: Comparison of Percentage Number of Farms by Size and Region
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Figure 8 shows that plots or small farms of 50 hectares or below in size form a significant
portion at 19% or one-fifth of commercial farms in Namibia. However more than half (53%) of
farms are 2,000 hectares and above in size.

Figure 8: Number of Farms Segmented by Size

The total number of farms owned by foreign nationals is approximately 212 as illustrated in
table 2 below.

Table 2: Number of Farms and Hectares owned by Foreign Nationals per Region

0

11] 65,791
70 676,263
24 119,995
30 149,325
2 10,003

0 0
75 274,434
212 1,295,814

Source: Compiled from 2010/11 Billing Valuation Roll, from Ministry of Lands and Resettlement
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In terms of size, the total number of hectares of farmland owned by foreign nationals is
approximately 1.3 Million hectares which works out to 3% of total commercial farmland (figure
9).

Figure 9: Percentage of Commercial Farmland Owned by Foreign Nationals

Foreign
Ownership
1,295,814
Hectares
3%

Source: Compiled from 2010/11 Billing Valuation Roll, from Ministry of Lands and Resettlement

The percentages of hectares of commercial land owned by foreigners per region is illustrated
in figure 10. It appears that of the total land owned by foreigners, the majority of that land
(52%) is located in the Karas Region, which is one of the least productive a reas in Namibia.

The Gover nment polich onNesmdting iforedys ownership as embodied in the
Agricultural (Commercial) Land Reform Act has reduced potential demand and hence price
pressures, from wealthy foreign individuals, corporate asset investors and sovereign wealth
funds active in other parts of Africa.

Figure 10: Percentages of Hectares Owned by Foreign Nationals by Location

Omaheke

A number of farms were owned by close corporations as of May 2011. Table 3 below shows
the number of farms and total hectares per region owned by close corporations. The total
hectares owned by close corporations amount to approximately 6 million hectares or about
15% of the total commercial farmland in Namibia.
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Table 3: Farms Owned by Close Corporations by Region

Karas 167 1,179,124
Hardap 340 1,444,87¢
Khomas 183 701,844
Omaheke 252 936,864
Erongo 128 446,582
Kunene 107 416,376
Otjozondjupa 360 921,544
Oshikoto 38 80,518
Totals 157 6,127,731

Source: Compiled from 2010/11 Billing Valuation Roll, from Ministry of Lands and Resettlement

If the Agricultural (Commercial) Land Reform Act is not effective in monitoring transfer of farms
via the transfer of the controlling interest in these close corporations, then a substantial
number of farms are not available to the Government through its preferent right to purchase
farms.

5.2 FARMS OFFERED, WAIVED AND EXEMPTED

The statistics on farms offered to Government for sale; withdrawn by owners; exempted;
consented to (e.g. for sale to foreigners) and waived by Government by year are shown in
figure 11.

Figure 11: Supply of Farms by Year
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The overall supply of farms for the period 1996 to May 2011 is summed up in figure 12 below.
Almost half of the total supply of farms available for sale were either exempted to pave way for
AALS purchases or where purchased by Government. Almost another half was waived, but as
can be seen under the waiver market findings below, the farms waived include a vast number
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of very small farms or plots which are too small for commercial farming purposes in the
Namibian context (i.e. below economic farming unit).

Figure 12: Supply of Farms 1998 to July 2011
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The Agricultural (Commercial) Land Reform Act does not allow a land owner to withdrawal an
offer after Government makes a counter-offer. This is likely to have inhibited the supply of land
as land owners would not be willing to offer their land in the first place due to the risk of not
being able to achieve a sale price of their liking. This is evidenced by the fact that in 2008,
after the Ministry of Lands and Resettlement decided to permit negotiations on land prices
between land owners and Government valuers before Government made counter-offers, the
number of farms offered to Government increased slightly. This is because the owners would
in essence withdraw their offers if they were not happy with the price at which Government
was willing to pay for the land. This increase in supply has had a tendency to reduce pressure
on prices. In 2010, the Minister of Lands and Resettlement engaged land owners across the
Country urging them to offer land to Government for sale. This could have yielded some
results (figure 11) as the supply of farms was stable in 2010 though mainly coming from the
less productive southern regions.

Figure 13 below shows a breakdown of farms waived, exempted and purchased by the
Government in all the regions from 1996 to May 2011. It appears that the supply of farms was
highest in Hardap Region and the least was Khomas Region. The greatest number of farms
exempted mainly to facilitate Affirmative Action Loan Scheme (AALS) purchases occurred in
Otjozondjupa Region. The greatest proportion of farms waived, mainly due to unsuitability for
resettlement, are located in the less productive area of Hardap and Karas Regions.
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Figure 13: Farms Waived, Exempted and Purchased by Government by Region
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5.3 ANALYSIS OF FARMRANSACTIONS

5.3.1 Trend in Farm Transactions

Analysis was performed on the transactions obtained from the Deeds Registry in the Ministry
of Lands and Resettlement for the period 1985 to 2011. As illustrated in figure 14, it was found
that the number of farm transfers exhibits a downward trend from 1985 to 1988 followed by a
sudden increase in 1989. The possible explanation to the sudden rise in transactions in 1989
could be fears associated with the National independence of Namibia which occurred in 1990.
Between 1990 and 1994, the number of transactions fluctuated but saw another sudden rise in
1995. The possible explanation to the sudden rise could be perceptions of the Agricultural
(Commercial) Land Reform Act which was enacted in 1995.

Figure 14: Number of Farm Transactions by Year and Region
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In 1996, the number of transactions fell again but started rising steadily from 1997 and peaked
in 2002. This preceded the 2003 amendment to the Agricultural (Commercial) Land Reform
Act of 2003 which provided for the Minister to expropriate land in the public interest.

5.3.2 Plots
Figure 15showst hat a consi der abl e naf 50thectaresoof beldw wene ms 6 o

transacted from 2005 to May 2011.

Figure 15:Proportion of Plot Transfers by Size and Year
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Most transactions which include small plots of 50 hectares and less occurred mainly in
Otjozondjupa, Khomas and Hardap Regions as illustrated in figure 16 below with Khomas
Region recording the greatest share. Appendix 6 shows the detailed levels of transactions in
these small plots at regional level.

Figure 16: Plot Transfers by Size and Region
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Thus, a large number of transactions tend to involve land parcels of 50 hectares or less. While
technically classified as 6écommer c i-eedndmicfurats ms ,
and many, being less than 1 ha in size, are being sold for the dwellings on them or as building

plots. In addition, the smaller land parcels are not suitable for either resettlement or for AALS
activity and therefore they have not been directly influenced by the central government land
reform policies. The analysis undertaken has therefore attempted to avoid potential distortions
created by such diverse markets.

5.3.3 Transfers to Close Corporations

The study established that farm transfers to close corporations were relatively high from 1995

to 2003 with the year 2002 recording the highest (figure 17). This may probably have been

done to circumvent the impending amendment of section 1 of the Agricultural (Commercial)

Land Reform Amendment Act Nu mb e r 13 of 2002 whi clenate,edd e f i n ¢
relation to agricultural land to include i t Isade or transfer of shares of a company which

results in the controlling interest in the company being passed to another person; or in case of

a close corporation, the sale or transfer of
interest, which results in the controlling interest in the close corporation being passed to

another person.o

Figure 17: Proportion of Farm Transfers to Close Corporations
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Previously, shareholders of companies or close corporations could transfer their farms by
selling off their shares or interests without any restrictions and therefore such transactions
would go unnoticed by the Government. Hence, the Government introduced the above-
mentioned amendment into the law. It is not known how effective the provision is in serving the
purpose for which it was intended. If the transfer of farms to new owners via transfer of
ownership of close corporations is still rife, then this would have a secondary effect of reducing
the supply of land available on the land markets. Sales prices of shares for such
organisationswere not readily available and even if they were, it would be impractical to
determine or disaggregate what component of the shares can be attributed to the land
excluding other assets.
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5.3.4 Repeat Sales

Cases where the same farm was sold more than once during the period 1985 to May 2011
were extracted from the farm transactions database. Repeat sales are commonoly used to
generate property indices. However, in this case, there has been very few repeat sales over
the 27 year period because as can be seen in table 4 all the regions had no repeat sales in
some years. The data also shows that the most repeat sales occur from the seventh year
onwards after the date of purchase. Another issue regarding the few repeat sales is that when
it comes to the consideration of introducing a capital gains tax to curb speculation, the tax may
not be helpful in this sence since the few repeat sales are testimony to the fact that
speculation on commercial farmland is almost non-existent. However, the capital gains tax can
be used to raise funds but not necessarily to curb speculation which does not exist in the first
place.

Table 4: Number of Repeat Sales per Region- 1985 to May 2011
Region KaragHardap KhomagOmahekgEronggKunengOtjozondjupa Oshikoto| Total
No. of casep 6 15 6 4 2 5 16 8 62

5.3.5 Comparison of Offer Prices, Government Valuations and Declared Prices

A sample of 65 declared farm prices along with the respective, offered prices and valuations
by Government was compiled. The purpose was to make analysis by comparing offers prices
to valuations and actual prices sold in order to identify possible under-declarations in cases
where the disparities between the offer prices and declared prices were high. Figure 18 below
illustrates that the majority of offer prices were above the valuations by Government Valuers
(blue squares above the green boxes on figure 18) . Thi s tends t o

observation that the disparity between offer prices and valuations is widening. A number of
farms (below the green boxes can also be observed meaning farms were sold at prices below
the initial offer prices and even below the valuations by Government. The interpretation of this
could be that in case of farms waived which Government considered them too expensive, the
land owners subsequently failed to achieve the prices originally offered to Government hence
the sale at lower prices. This would go to show that if the market were to be opened, farm
prices could go down. However, the second possibility to the reasons why some declared sale
prices (red triangles on figure 18) are below both the offer price and the Government counter-
offer price is that such prices could have been under-declared.

A considerable number of declared prices were identical to the Government Valuations (i.e.
red triangles overlapping the green squares on figure 18). This means that the farms were sold
at the price estimated by Government Valuers. This to some extents validates the view that
valuers are making the market rather than following the market.
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Figure 18: Comparison of Offer Prices, Declared Prices and Government Value Estimates

5.4 FACTORSPOTENTIALLY INFLUENCING FARM PRIGE

5.4.1 Bank Lending Rates
The average lending rates dropped in 1987 before peaking in 1991 as illustrated in figure 19
below. From then on, the lending rates have been generally going down. The favourable
lending rates are therefore likely to have put pressure on farm prices by buyers other than
Government or AALS buyers.

Figure 19: Average Annual Bank Lending Rates
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5.4.2 Foreign Exchange Rates

The Namibian dollar had been steadily losing strength to the United States Dollar from 1985
until 2002 when the trend peaked. After, 2002 until 2005, the Namibian Dollar gained strength
against the US dollar before weakening and finally gaining again. The weakening currency
could have made it easier for foreign buyers to purchase more land. However, the restriction
against foreigners to buy land avoided such a situation.
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Figure 20: Average United States Dollars to Namibian Dollars Exchange Rates
12

Source: Bank of Namibia 2010

5.4.3 Red Meat Prices

The nominal and real producer prices of beef and lamb have been increasing steadily since
1985 to 2011. There were sharp rises of beef prices in 2002 and 2008. The producer prices of
beef were even higher than lamb prices in 2008. While the nominal producer prices of red
meat have been rising since 1985, the real prices as have experienced negative growth when
benchmarked to the 1985 prices as can be seen in figure 21.

Figure 21: Red Meat Nominal and Real Producer Prices
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5.4.4 Inflation

The consumer price index (figure 22) shows the cumulative inflation increases with a total
increase of over 800% since 1985! The inflation estimations were based partly on the
Windhoek Consumer Price index and partly on the national consumer price index as the latter
was only produced by the Central Bureau of Statistics in recent years.
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Figure 22: Consumer Price Index, 1985 to May 2011
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5.4.5 Population

The Namibian population is projected to have increased by over 300 000 over a ten-year
period from 2001 to 2011 as illustrated on figure 23. This is likely to have contributed to
pressur e oforladddoessomee extebit.

Figure 23: Namibia Population- 2001 to 2011
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5.4.6 Registration of Usufructs

The Directorate of Deeds in the Ministry of Lands reported that a rise in the number of
usufructs registered with the Deeds Office was experienced, an indication that potential sellers

might be utilising this loophole in the law to transfer the use of property to others (MLR
accountability report 2009b). This has the effect of diminishing the supply of land on the
6conventional 6 mar ket sA usérsctis theilega right to ude angl deeive pr i ¢
profit or benefit from property that either belongs to another person or which is under common
ownership (Wikipedia 2012). However, no information was collected for this study to verify the
extent of t hi s edvpuldcdl foreammaparadenrateanttetminvestigate.

v8t18x &AAOI OO0 AOIHontAflVieweOOAOA | CAT 060

As outlined in chapter, a questionnaire was administered to a leading Estate Agent specialised

in commercial farms in Namibia. The full responses provided are embodied in appendix 3. In
summary, the agentoés opinion was that i n compa
high but in relation to mortgage loan repayments, farm prices are high in Namibia. Various

reasons were given that prompt people to sell their land as well as factors that land owners
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take into account when offering their farms for sale (appendix 3). These can be taken into
consideration when coming up with polices aimed at increasing the supply of land. The Agent
advocated for the use of a right of first refusal (see chapter two for theoretical perspective) as
opposed to the preferent right to sell property currently held by Government. The Estate
Agent 6s pr opans@éndiadp p ®Whi ¢ e t he proposal mtag d e | |
farm prices, there is no guarantee that all farm prices will go down especially for highly
productive farms. Further, this might also reduce the pace at which Government has been
purchasing farms. The introduction of the right of first refusal could also bring about a situation
where third parties offer very high prices to b

5.4.8 Policy and Other Events

Various events that would potentially influence the price of commercial farmland were
identified as indicated on table 5 below. In the subsequent sections, the said events were
plotted against the farm price trends on various charts in an attempt to identify any visible
correlations between the events and trends in farm prices.

Table 5: Events Potentially Influencing Land Prices

EVENT | YEAR | EVENT DETAILS

Event A | 1990 | National Independence

Event B | 1990 | Passing of Namibian Constitution

Event C | 1992 | Affirmative Action Loan Scheme Introduced

EventD | 1993 | Drought

EventE | 1995 [ AgriculturéCommercial) Land Reform Act Passed, December 1995

Event F | 1996 [ Allocation of N$20 Million per annum for purchase of land

Event G | 2000 | Agricultural (Commercial) Land Reform Amendment Act 16 of 20 Establishment of the Land
Acquisition amevelopment Full

EventH | 2001 | Agricultural (Commercial) Land Reform Amendment Act 2 of 20q Requirement for land tax clear
certificate before transfer of la|

Event | 2002 | Agricultural (i Al i enate, in relation to agricultur
(Commercial)| name of(a) a company, the sale or transfer of shares of the company which resul
Land Reform | controlling interest in the company being passed fesswiher (b) a close corporatid
Amendment [t he sale or transfer of any member 6s
Act 13 of 200} interest, which results in the controlling interest in the close corporation being pag
passed person. o

EventJ | 2003 | Drought

Event K | 2003 | Agricultural (Commercial) Lanq The Minister may, out of moneys available in txegEivadn the pub
Reform Amendment Act 14 of ] interestin accordance with the provisions of this Act, agricultural

EventL | 2003 | Agricultural (Commercial) Land The Registrar shall not register any transfer of agriculturat(ane ¢
Reform Second Amendment A| certificate of waiver; (b) a land tax clearance certificate; and (c)
of 2003 completed land tax registrédtirm contemplated in section

Event M | 2003 | The budget allocated for the purchase of land by the Government increased to $N50 Million

Event N | 2004 | Suspension ofiffative Action Loan Scheme.

Event O | 2004 | Announcement of the commenceriapropriation announced by Prime Minister Honousable Ghea]

Event P | 2005 | Moratorium on affirmative action loamesithstabilise farm prices.

Event Q | 2005 | Land Tax Payments Start

Event R | 2007 | Negotiation on land price between land ovdaveandhent Valuers before Government makesftaunt
permitted and stopped

Event S | 2008 | Negotiation on land price between land owner and Government Valuers befonakesvesnmteffer
stopped.

Event T | 2008 [ Decision to purchase farms@as even above Valuers' estimates to accelerate land acquisitions by}

Event U | 2009 | Negotiations on land prices between land owners and Government Valuers before Government
offer rentroduced 2009

EventV | 2010 | Minister otands and Resettlement engages land owners across the Country urging them
Government for sale.

Event W | 2010 | Conference on proposed land bill 2010.

Event X | 2010 | Budget for land purchases exhausted for the first time 2010

EventY | 2011 | Decision by Government to suspend farm purchases in Karas and Hardap Regions.
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5.5 FREE LAND MARKET985 TO 1995

The 6freeod |l and ma r k e existad sbefore dtleenrestrictive e Agricuttuoal
(Commercial) Land Reform Act of 1995.

Findings and Discussion

5.5.1 PRICELEVELS FOR FARMS SOLD ON THE FREE MARKET 1985 TO 1995

Based on the assessment of the farm price to earnings ratio used as a rule of thumb to
determine whether a farm was sold at a high or normal price as explained in chapter three, the
farm prices levels for each of the eight regions on the free market are illustrated on appendix
7. It can be observed that during the period 1985 to 1995, an overwhelming majority of farms
in Karas and Omaheke Regions were sold at normal prices, while a greater proportion of
farms in the Khomas Region were sold at high prices.

Figure 24 illustrates the proportion of farms sold at high prices against those sold at normal
prices for all the regions on the free land market from 1985 to 1995. The proportion of high
farm prices peaked in 1992 which may be explained by | and o wrospect$ ef higher
prices from the Affirmative Action Loan Scheme buyers following its introduction the same

year.
Figure 24: Proportion of High and Normal Farm Prices on Free Market by Year

Percentage
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The study found that overall, 14% of farms were sold at high prices while 86% were sold at
normal prices on the free land market from 1985 to 1995 for all the regions (figure 25).

Figure 25: Overall Percentage of High and Normal Far Prices on Free Market
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Figure 26 below is a scatter diagram that depicts the levels of farm prices. The figures on the
y-axis represent the farm price to earnings ratios obtained by dividing the respective farm
prices by the annual net farm earnings as discussed in chapter four. If for a particular farm this
ratio exceeds 25, it means that the farm was purchased at a high price. Each little circle or dot
on the chart (figure 26) represents a respective farm price to earnings ratio. The red line is the
ceiling meaning that dots or circles above it represent farms sold at high prices while dots on
or below it represent farms sold at normal prices. The further up a dot or circle is from the red
line, the higher the price is for that particular transaction.

Figure 26: Price to Earnings Ratios on Free Market- 1985 to 1995
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It can be observed that most of the dots fall below the redline meaning a vast majority of farms
from 1985 to 1995 were transacted at normal prices.

5.5.2 PRICE TREND&FORFARMS SOLD ON THE FREE MARKEIP®85 TO 1995

On appendix 7, it can be observed that in 1989, sharp increases in nominal and real farm
prices were experienced followed by steep drops in 1990 (the independence year) for farms
sold on the free market in the Karas, Hardap and Khomas Regions (figures 65, 67 and 69).
The events marked on the charts on appendix 7 can be read against table 5 above for details.
Farms sold on the free market in all other regions except Omaheke experienced decreases in
the nominal and real farm prices in 1990. In terms of real growth, farm prices on the free
market in the Karas, Omaheke and Oshikoto Regions experienced negative growth during the
period 1985 to 1995 as illustrated on figures 65, 75 and 79 on appendix 7. On the other hand,
farms located in the Khomas and Otjozondjupa Regions of the free market experienced
marginal positive growth while those located in Hardap, Erongo and Kunene Regions were
virtually static. The market was quite active as can be noticed from the volume of transactions
that took place during the period 1985 to 1995 (appendix 7).

A farm price index with 1985 as the base year for farms on the free market for all regions was
created and is shown on figure 27 below. It can be noticed that though the farm price index
exhibits an upward trend, there was no overall growth in real prices (after inflation adjustment)
for farm sales in all the regions during the dreeémarket era from 1985 to 1995.
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Figure 27: Comparison of Free Market National Farm Price Indices and Number of Farms Sold Index
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The drought which occurred in 1993 (event D on figure 27) coincides with a slight decrease in
the farm prices and therefore cannot be ruled out as a contributory cause to this marginal dip
in nominal farm prices on the free market.

5.6 GOVERNMENT LANIMARKET- 1996 TO 2011
As described in chapter f our Goverrnmerd is thessole duyer
through its preferent right to purchase commercial agricultural land.

5.6.1 PRICE LEVELS FOR FARMS PURCHASED BY GOVERNMEMNDb TO 2011
The levels at which Government had been buying farms in all the regions is represented on
appendix 8. Based on the methodology explained in chapter four, evidence suggests that most
of the farms bought from 2008 onwards were purchased at high prices by Government.
Evidence shows that all the farms bought in Oshikoto Region were at high prices followed by
the Otjozondjupa Region. On the other hand a greater proportion of farms in the Karas and
Hardap Regions were purchased at normal prices (see figures 81 and 83 on appendix 8).

The overall proportion of farms bought at high prices versus those at normal prices on a year
by year basis are represented in figure 28 below. Again, it can be observed that from 2008
onwards, almost all of farms were bought at high prices by Government in all the Regions.

Figure 28: Proportion of High and Normal Government Farm Purchases Prices by Year

Percentage

M Farms Purchased at High Prices & Farms Purchased at Normal Prices

Figure 29 below shows that for the entire period of 1996 to May 2011, 52% of farms bought by
Government in all the regions were purchased at high prices.
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Figure 29: Overall Percentage of Farms Purchased by Government at High and Normal Prices 1996 - 2011

However, from 2008 onwards, 91% of farms were purchased at high prices by Government

(figure 30).

Figure 30: Percentage of Farms Purchased by Government at High and Normal Prices 2008- May 2011

Farms
Bought at
High Prices

The chart below (figure 31) shows that several farms were bought by Government at high
prices. Each dot or small circle on figure 31 represents the farm price to earnings ratio for a
given farm. The distance of a dot or circle from the red line depicts the level of the respective
farm price. Each circle above the red line represents a farm price to earnings ratio which is
more than 25 times more than the annual net earnings and hence the respective farm price is

considered high.

Farm Price to Earnings Ratio

Figure 31: Price to Earnings Ratios on Government Farm Purchases
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5.6.2 PRICE TREND$OR FARMPURCHASEBY GOVERNMENT1996 TO 2011

In Karas, Hardap, Kunene and Omaheke Regions, the trend in nominal farm prices at which
Government was buying farms remained almost unchanged from 1996 until around 2006 to
2007/8 when dramatic increases were registered (appendix 8). During this period, the real
prices on farms bought by Government went down on average before picking up from around
2008. The prices at which Government bought farms in the Khomas and Erongo Regions
portrays an erratic pattern partly due to the absence of purchases in those areas in most years
except for 2001, 2005 2007 and 2011. The Government budget available for purchasing
farmland has remained fairly static over the years and as a result has decreased its
purchasing power. Recently, the annual budget was exhausted and farm purchases halted in
the less productive areas such as the Karas Region. Analysis of recent market transactions
shows prices to be decreasing in these areas indicating that Government purchases have
been supporting prices, effectively creating a bubble, andthat Gover nment 6 s wi t hdr
the market in Karas Region has resulted in lower prices for waived farms (figure 113 on
appendix 10).

The thick blue line on figure 32 below represents the national farm price index that was built
for farms purchased by Government in all regions. Generally, nominal farm prices have
increased by more than 500% in comparison to the 1996 levels. However the real prices (after
inflation adjustment) show an increase of just above 100% over a period of 15 years from
1996. In 2006, the percentage of farms purchased increased tremendously compared to the
previous year. There was also an increase in farm prices but not of the same magnitude as
that of farms bought. The number of transaction dramatically reduced from 2007 onwards to
an all-time low in 2009 coupled with a drastic increase in farm prices the same year.

Figure 32: Comparison of Government Farm Price Indices and Number of Farms Purchased Index
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5.6.3 LOCATION AND SPATIAL DISTRIBUTION OF FARMS BOUGHT BY GOVERNMENT

A simple geospatial analysis was done using the ArcGIS software in which the farms
purchased were overlaid on the 2003 carrying capacity map from MAWAF. Figure 33 below
illustrates the spatial distribution of farms bought by Government. The pattern suggests that
the farms purchased by Government are evenly distributed between the less productive
southern regions as well as the more productive northern regions. The pattern also seems to
suggest that farms owned by Government are adjacent, close or clustered together. Apart
from the fact that at times, two or more adjacent farms would be sold to Government in a
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single transaction, the pattern also reinforces anecdotal evidence which suggests that once a
farm is bought by Government for resettlement, some neighbouring farm owners cease to
consider the neighbourhood favourable and so decide to sell as well.

Figure 33: Spatial Distribution of Government Resettlement farms
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5.6.4 PRICE PER HECTARE AND CARRYING CAPACITY CORRELATIONGEDAERNMENT PURCHASES

Evidence suggests that Government farm purchase prices were to some extent influenced by
the productive potential of the land. Thus, on average more was paid on farms with a higher
carrying capacity than those with less. Figure 34 below shows a boxplot with the horizontal
lines within each rectangle representing the median prices for the period 1996 until May 2011.
The boxes on figure 34 represent the interquartile range (or the middle 50% of farm prices)
The o6whi sker sé thebboxeserepresent thdse dasesvthat are closest to the box
but not more than 1.5 lengths from the end of the box. The dots and asterisks (*) represent
high and very high price respectively. However, the productivity potential only accounts for the
differences in levels of prices paid for farms in different carrying capacity zones but does not

explain why land prices are high.

Figure 34: Carrying Capacity and Price Per Hectare Relationship for Government Land Purchases
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5.6.5 PRICE FORMATION ON GOVERNMENT FARM PURCHASES

The following sections describe what has been found to be the factors influencing how the
actual purchase prices are formed on farms bought by Government.

5.6.5.1 Influence of Previous Purchase Prices by Governm ent

Once the Government buys a farm at a given price, such a price would be considered to be
the market price by land owners, estate agents and Government Valuers alike who would
base their estimates around such a previous price achieved.

5.6.5.2 Influence of Affirmative Action Loan Scheme Purchases

As discussed under the AALS Market section below, a considerable percentage of farms were
purchased at high prices by Affirmative Action Loan Scheme buyers. Thus the prices at which
AALS buyers were purchasing the farms were also considered to be the market prices by land
owners, their estate agents and Government Valuers. Land owners made offers based on
comparison to the prices of other farms previously sold to AALS buyers who were purchasing
land at high prices.

5.6.5.3 Influence of Farm Valuations on Government Farm Purchase Prices

The Ministry of Lands and Resettlement normally makes counter-offers based on the
valuations done by internal Valuers in the Directorate of Valuation and Estate Management
(DVEM). The Government Valuers have been valuing farms mainly using the comparison
method of valuation which entails comparing to other sales in order to arrive at a value
estimates for a subject farm. Government would then be advised to make counter offers based
on these value estimates, which after negotiations with owners would become the sale prices
of these farms. The valuations are thus influenced by previous high Government purchase
prices as well as high AALS purchase prices.

A sample of 40 valuation reports done by the Ministry of Lands and resettlement from 1998 to
2011 for farms in various regions were reviewed and indeed confirmed the widespread use of
the comparison method in the valuation of farms for purposes of advising Government on the
counter-offer prices that were made. The valuation reports that were reviewed indicated that
the basis of valuation was open market value. However, as observed in chapter two, the
Market value is fthe estimated amount for which an asset should exchange on the date of
valuation between a willing buyer and aaftewvi | | i1
proper marketing wherein the parties had each acted knowledgeably, prudently, and without
compulsiono IVEC 2010, p.20).Therefore, a pre-condition to achieve market value basis of
valuation is that proper marketing of the property should have occurred. @fter proper
marketingbmeans that fi t lasset would be exposed to the market in the most appropriate
manner to effect its disposal at the best price reasonably obtainable in accordance with the
market value definitiono (IVSC 2010, p.22).Further, the concept of market value presumes a
price negotiated in an open and competitive market where the participants are acting freely
(IVSC 2010). It appears that the &sovernment Land Marketdand the ffirmative Action Loan
Scheme L and Mare koefted, open or competitive markets. Therefore, the Government
Valuers in trying to estimate the market value of a given farm must make the necessary
adjustments to the comparable transactions relating to previous Government and AALS
purchases to reflect the fact that prices for such transactions where achieved on markets that
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are not open, free or competitive. Since there is no prior exposure or proper marketing of the
farms before they are sold to the Government or AALS buyers, it appears that the farm prices
achieved for these buyers are on dair valuedbasis. As discussed in chapter two fair value basis
involves situations whereby although the parties may be unconnectedand negoti ati ng a
length, the asset is not necessarily exposed in the market and the price agreed may be one
that reflects the specific advantages or disadvantages of ownership to the parties involved
rather than the market at large (IVSC 2010). The implication on the valuation methods used by
Government valuers is that in arriving at a value estimate for a farm, appropriate adjustments
to comparable farm sales must be made to reflect circumstances obtaining between the
parties to the transaction. As observed in chapter two, while comparison with similar properties
has long been accepted as the best basis for assessing likely selling price the argument boils
down to which conventional technique makes the best use of comparables and whether there
is a better way of utilising comparable information.

5.6.5.4 Acceptance of High Farm Price Offers by Government

The Government decides at what price to buy farms through voluntary acceptance of the
negotiated price with a land owner. Thus on the Government Land Market, the State is
responsible for setting the prices. Normally, these prices at which Government buy the farms
set precedence for future transactions as sellers will make reference to these prices. In this
sense, it can thus be concluded that Government has been to some extent responsible for the
high prices as it has voluntarily accepted high price offers and voluntarily purchased expensive
farms.

5.6.5.5 Influence of Estate Agents and Private Valuers on Farm Prices

Anecdotal evidence suggests that estate agents do influence the prices at which land is
offered. The agents often do this by making comparison to previously achieved farm prices
when advising their clients. However, their advice is normally given to the land owners and
therefore has no real effect as an offer price only becomes the sale price if the offeree accepts
it. The same applies to private valuers who advise land owners.

5.6.5.6 Availability of Funds

Prior to 2004, Government had budgeted an amount of N$20 million per annum to purchase
farms. Subsequently, after 2004 the budget was increased to N$50 million per annum. Further,
amounts of approximately N$20 million per annum collected in land taxes began to be
deposited into the Land Acquisition and Development Fund from 2005 onwards and hence
available for the purchase of farms. However, due to the slow pace of acquiring land, the funds
accumulated in the Land Acquisition and Development Fund. This build-up of large sums of
monetary resources made it possible for Government to buy farms at high prices from 2008
onwards before such funds got exhausted in 2010/11.

56.57- ET EOOOU 1T &£ , AT A0 AT A 2BAyAHIYO PrikdsAT 060 $AAEC
The Government decided to accelerate the purchase of farms even at prices higher than what

the Government valuers had estimated. The effect as can be seen on the charts on appendix

8 is that this resulted in sharp increases in farm prices to high levels. Eventually, the funds

were exhausted in 2010/11 leading to a suspension in the purchase of farms in less productive

regions of Karas and Hardap and prices began to drop in these areas.
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5.6.5.8 Avoidance of Legal Disputes

The Agricultural (Commercial) Land Reform Act provides that if no agreement is reached on
the purchase price of a farm, such a case would be referred to the Lands Tribunal (or Court) to
make a decision. Like any other court process, resolving a matter via litigation can be costly
and long and hence not a good option. Anecdotal evidence appears to suggest that very few
farms out of the hundreds of farms that have been offered to Government since 1996 have
been referred to the Lands Tribunal. This could among other things be an indication that
Government probably tries to avoid tribunals and thus tends to compromise on the land
owner 6s osfof otherwige waive the farms altogether if the prices are unfavourable.

5.6.5.9 Pressure for Land Resettlement and Land Acquisition Targets

The Government has been under severe pressure to resettle 6 | a n ddeaple svido were
disadvantaged by past discriminatory apartheid laws. However, the pace at which land was
purchased and redistributed for resettlement under the National Resettlement Policy proved
very slow. Hence Government has been willing to pay more for farms to induce faster
acquisition of land. The land acquisition target of 15 million hectares by 2020 put pressure on
Government to accelerate the rate of farm acquisitions and in the processes bought farms at
high prices. Under the new national development plan, Government policy is to increase the
rate of farm purchases. This will tend to exacerbate price increases and create a further
bubbl e. There wildl be even ffewer propert.i
remaining pool of potential farms available and yet demand will remain high.

5.7 AFFIRMATIVE ACTION LOAN SCHEMEAND MARKET 1996 TO 2011

This is the dand Marketd which is dominated by Affirmative Action Loan Scheme (AALS)
buyers who are exempt ed préfareatmight th purchase faenrs rupoa
application. This exemption cannot be issued in favour of a non-previously disadvantaged
person and thus cannot participate on this market as a buyer. The AALS Market came into
being after upon enactment of the Agricultural (Commercial) Land Reform Act of 1995.

5.7.1 Price Levels for Farms Bought by AALS Buyers 1996 to 2011

The actual farm prices paid by AALS buyers varied in the various regions of Namibia. Based
on the methodology outlined in chapter four, it was found that in the Karas Region, all farms
were bought at normal prices by AALS buyers (figure 98 on appendix 9)! In Hardap and
Omaheke Regions, a high proportion of farms were bought at normal prices as shown on
figures 100 and 108 on appendix 9. The Khomas Region had the highest proportion of highly
priced farms purchased by AALS buyers. The rest of the regions each had a fair share of high
and normally priced farms.

At national level, the proportion of farms bought by AALS through Agribank loans is presented
in figure 35 below. The proportion of farms bought at high prices had been rising until it
peaked in 2004 followed by a slump in 2007. The proportion of highly priced farms began to
increase again from 2007 onwards. The high proportion of highly priced farms can mainly be
attributed to the large loans and favourable loan repayment terms available to AALS buyers.
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Figure 35: Proportion of High and Normal AALS Farm Purchases Prices by Year
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As shown on figure 36, the overall levels of farms bought at high prices from 1996 to May
2011 stood at 49% compared to the 51% for farms bought at normal prices.

Figure 36: Overall Percentage of Farms Purchased by AALS Buyers at High and Normal Prices - 1996 to May 2011

Figure 37 however shows that from 2008 to May 2011, 53% of farms purchased by AALS
buyers were sold to them at high prices compared to the 47% for farms bought at normal

prices.

Figure 37: Percentage of Farms Purchased by AALS Buyers at High and Normal Prices - 2008 to May 2011
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Figure 38 below shows the degree or extent to which farm prices are high or normal. Each of
the small circles or dots on the chart represents a respective farm price to earnings ratio. The
higher up the dot is from the redline or ceiling, the more expensive a farm is and vice versa
(figure 38).1t can be observed that the majority of farms bought by AALS buyers were very

high in 2004 whi ch tends to wabhhnhdatoe hAgr ish arklofhhgh der s ¢

prices as discussed in chapters one and three.

Figure 38: Price to Earnings Ratios on AALS Farm Purchases
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5.7.2 Price Trends for Farms Bought by AALS Buyers - 1996 to 2011

The farm price trends on AALS purchases show that in Hardap, Khomas, Omaheke,
Otjozondjupa and Oshikoto Regions, there were relatively steady increases in the nominal
farm prices until 2004 when sharp increases occurred (appendix 9). With the exception of the
Erongo Region, the farm prices on AALS purchases show an upward trend in both nominal
and real terms. In can also easily be observed on appendix 9 that farm prices in most of the
regions increased abruptly from 2007/8 onwards, a pattern than could also be witnessed on
Government purchases as shown on appendix 8.

A national farm price index was built based on median prices paid by AALS buyers in all
regions. This is compared to the real national farm price index for AALS purchases as well as
the index tracking the number of transactions that occurred (figure 39). The farm price indices
indicate that overall farm prices bought by AALS buyers drastically increased in 2004 before
dropping in 2006 after the AALS was temporarily suspended. The AALS market was fairly
active from 2000 with the number of transactions steadily increasing until 2007 when they
began to drop. This drop in number of transactions is coupled with greater increases in prices,
signifying less supply as Government could have reduced on the number of farms exempted.
This suspension in the AALS resulted in a reduction in farm prices which leads to the
conclusion that the scheme contributed to high farm prices which began to drop when it was
temporarily suspended.
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Figure 39: Comparison of Government Farm Price Indices and Number of Farms Purchased Index
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5.7.3 Location and Spatial Distribution of Farms Bought by AALS Buyers

A basic geospatial analysis was done by overlaying farms purchased by AALS buyers on top
of the carrying capacity zones layer. It appears that AALS buyers have bought land in in areas

where the carrying capacity of the land is higher as can be observed on figure 40 below.

As observed on Government purchases, it appears that several farms bought by AALS buyers
are clustered together or located close to each other in blocks. This leads to the conclusion
that in many cases, when a farm is bought by an AALS buyer, some neighbouring land owners
decide to sell theirs too as the location may longer be favourable to them with the new

Figure 40: Spatial Distribution of Affirmative Action Loan Scheme Farms
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neighbours on board.
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5.7.4 Price per Hectare and Carrying Capacity Correlation for AALS LandMarket

Figure 41 is a boxplot on which AALS farm transactions are plotted by carrying capacity and
farm prices per hectare for the period 1996 to 2011. The boxes or rectangles on the chart
(figure 41) represent the interquartile range (or the middle 50% of farm prices). The protruding
|l ines or Owhiskersd above and below the Dboxes
1.5 lengths from the end of the box. The dots and asterisks (*) represent cases of high and
very high farm prices respectively. The evidence suggest that on average, Affirmative Action
Loans Scheme buyers paid more for farms in higher carrying capacities than they did for areas
where the official carrying capacity was less as expected. For instance for the lowest carrying
capacity of 1 small stock unit to 14 hectares (1:14) the median price paid (indicated by the
horizontal lines in each box) was the lowest compared to the highest median amount for the 1
large stock unit to 12 hectares occurring mainly in the northern regions. However, it does not
necessarily follow that the prices paid by AALS can fully be accounted for by productivity
potential. The diagram simply shows that carrying capacity did influence purchase price but
only to some extent.

Figure 41: Relationship between Carrying Capacity and Price Paid per Hectare - AALS Land Market
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5.7.5 Price Formation on Farms Bought by AALS
Factors affecting how the actual purchase prices by AALS buyers were achieved include:
1 Availability of cheap financing;
Agri bankdéds erroneous formula used calcul atin
Lack of information with AALS buyers on farm profitability as observed in chapter two;
Poor farm price negotiation skills by some AALS buyers;
Influence of purchase prices by Government from 2008 onwards;
Suspension of AALS in 2004/5.

=A =4 =4 =4 =4

The AALS purchases affected all other transactions on the other market including Government
purchases as the prices obtaining were referred to in negotiating subsequent transactions.
Anecdotal evidence suggests that some AALS buyers bought farms mainly out of the drive to
own land without due consideration for farm profitability.
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5.8 WAIVER LAND MARKET-1996 TO 2011

This is the land market in which any buyer can participate after Governments waives its
preferent right to purchase land. However, foreigners cannot freely purchase waived farms as
this requires special permission as discussed in chapter three. Figure 42 illustrates the number
of farms that have been waived according to size category since 1996.

Figure 42: Farms Waived by Size and Year
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The majority of the farms waived were those measuring 1,000 hectares and below as can be
observed in figure 42 and 43. This a reflection of Governments suitability criteria which
requires that the farm to be purchased must be capable of being subdivided into economic
farming units for purposes of resettlement.

Figure 43: Farms Waived by Size for all Years
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It is also observed that a fairly large number of farms whose sizes exceed 5,000 hectares were
waived. However, figure 44 shows that several large farms that were waived are located in the
less productive regions or areas within Karas and Hardap Regions. Again, this shows that for
resettlement purposes, the Government prefers to purchase farms in the more productive
northern regions than the less productive or drier southern regions.
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Figure 44: Farms Waived Categorized by Size and Region
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5.8.1 Price Levels for Waived Farms - 1996 to 2011

As illustrated on appendix 10, analysis of the sales in the Karas and Hardap Regions show
that the majority of waived farms were sold at normal prices from 1996 until about 2008 after
which the proportion of farms sold at high prices increased (figures 114 and 116). In Khomas
Region the waived farms sold at high or normal prices had been fluctuating over the years with
no consistent pattern (appendix 10, figure 118). The proportion of waived farms sold in the
Erongo Region has been increasing with all the farms in 2010 and 2011 being sold at high
prices (appendix 10, figure 120). In the Kunene Region the proportion of high farm prices was
at 100% in 1996 but steadily declined over the years with 2002 recording all farms as having
been sold at normal prices. However, from 2004 to 2006, all farms sold in Kunene Region
were at high prices. In 2006, there was a reduction in the proportion of farms sold at high
prices but this changed in 2009 to 2010 when all farms were sold at high prices again. In 2011
(up to May) only about 33% of farms had been sold at high prices in Kunene (appendix 10,
figure 122). Surprisingly, the majority of waived farms sold in the Omaheke Region (one of the
most productive Regions) shows that for most of the years, most farms were sold at normal
prices except for 2004, 2005, 2009 and 2010 when 100%, 50%, 60% and 50% of farms were
sold at high prices respectively (appendix 10, figure 124). In Otjozondjupa Region, the
proportion of waived farms sold at high prices had been increasing steadily with 2011 showing
that all farms were sold at high prices (appendix 10, figure 126). The analysis of transactions
in the Oshikoto Region shows that all the waived farms sold had been high in most of the
years (appendix 10, figure 128). Generally, it can be observed that more waived farms in the
less productive Regions namely Karas and Hardap had been sold at normal prices. Further, it
can also be observed that the price levels for farms waived has been following the levels at
which Affirmative Action buyers had been purchasing farms until about 2007. From 2008
onwards, it appears that the waived farms have been sold at price levels similar to those at
which Government has been buying farms.

The price levels in the waiver market started with fewer farms (i.e. 13%) being sold at high
prices and continued to fluctuate until they peaked in 2009 (figure 45). It is interesting to note
that the pattern of higher percentage of highly priced farms that was witnessed on AALS
purchases in 2004 is also reflected on the waiver market suggesting that the prices at which
affirmative action buyers were purchasing farms did influence the prices of farms that were
waived.
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Figure 45: Proportion of High and Normal Waived Farm Prices by Year
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Contrary to popular belief, the overall percentage of farms bought at high prices for waived
farms from 1996 to May 2011 was found to be lower than the overall percentages of high farm
purchase prices for Government and AALS buyers at 35% (figure 46).

Figure 46: Overall Percentage of Waived Farms Sold at High and Normal Prices - 1996 to May 2011

However, for the period 2008 to May 2011, the percentage of high prices stood at 56%
compared to the 44% of normal prices on waived farms sold (figure 47). These percentages
are higher than those obtaining on the AALS purchases during the same period but still less
than Government farm purchase price levels.
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Figure 47: Percentage of Waived Farms Sold at High and Normal Prices - 2008 to May 2011
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It has been consistently argued by various stakeholders or at least theoretically that the low
supply of farms in the waiver market has driven prices up. It can be argued that in some areas
Government and AALS candidates are virtually the only buyers and Government demand has,

in some cases, resulted i n a Thigitcarcbe arguedsresalts any
in non-Governmental buyers competing for an ever decreasing pool of properties, often at

auctions, which has tended to push-up true O6armdés | engthdé prices.
been used as comparables for subsequent valuations. The demand f or |l and by

advantaged personsdé namely the white community
the fewer farms that have been available on waiver, foreclosures and deceased estate
markets. However, despite the afore-mentioned arguments, evidence suggests that while few

farms sold via auctions fetch very high prices, the majority of waived farms sold are not sold at

prices as high as those for which Government and AALS buyers have been paying. The holder

of a waiver certificate can sell their land freely and factors of supply and demand determine

the price at which the land will be bought. This leads to the conclusion that since the waiver

mar ket is some kind of a Afreedo market, t he ¢
between buyers and sellers resulted in more normal prices compared to the higher percentage

of high prices achieved at Government and AALS markets which are not open, free or
competitive. The supply of land on the waiver market however consists of land which is mainly
unsuitable for resettlement and hence rejected by State. This can also be used to support the
argument that more farms are sold at normal prices on the waiver market because such farms

are not so productiveand consequently the low prices paid for such farms. Another reason why

price levels on the waiver market are lower could be that there is widespread under-
declarations on waived farms unlike Government and AALS purchases which cannot be easily
under-declared.

Figure 48 illustrates the farm price to earnings ratio for each of the waived farms that were
sold. Each little circle represents a ratio on a particular transaction. As explained in the
methodology in chapter four, any farm whose price to earnings ratio exceeded 25 was
considered high. The higher the ratio is above the red line on the chart (figure 48) the higher
the farm price and vice versa. A considerable number of farms were sold within the normal
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price range. The farms with price ratios way above the red line could represent sales at
auctions which tend to be high for good farms in Namibia.

Figure 48: Price to Earnings Ratios on Waived Farm Purchases
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5.8.2 Price Trends for Waived Farms - 1996 to 2011

Apart from the Khomas, Omaheke and Otjozondjupa Regions, nominal and real prices for
waived farms were fairly stable from 1996 until around 2008 when dramatic increases were
witnessed (appendix 10). The farm price trends for the Khomas region were the most erratic
with a dramatic increase in 2005 followed by a drastic slump in 2006 and 2007 only to be
followed by a peak in 2009 and a severe drop in prices in 2010. The pattern of nominal and
real farm prices is strikingly similar between the Omaheke and Otjozondjupa Regions both
showing steady increases from 2002 onwards. Apart from the Omaheke, Otjozondjupa and
Oshikoto Regions where farms prices which showed reasonably fairly high overall growth
rates, there was marginal real growth (after inflation adjustment) in the prices of waived farms
in rest of the regions (appendix 10).

Based on the median farm prices for waived farms, a farm price index was created as
illustrated in figure 49 below. The overall situation at national level for waived farms is that
prices have been increasing steadily except for the sharp drop in 2010 followed by a rise again
in 2011. The waiver market farm price index is plotted against the number of farms sold index
(figure 49). The index shows that the number of farms sold remained fairly constant from 1996
to 2011 while the nominal farm prices went up.
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Figure 49: Comparison of Waiver Farm Price Indices and Number of Farms Purchased Index
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5.8.3 Location and Spatial Distribution of Waived Sold

The result of the simple geospatial analysis as illustrated by figure 50 below suggests that
waived farms are more concentrated in areas of lower carrying capacities. This reflects the
preferences of the Government and AALS buyers to purchase in higher carrying capacity
areas leaving the rest of the land that is less productive to be bought by other buyers when it is
waived by Government. There also appears to be a high concentration of waived farms in the
Rehoboth district within the Hardap Region probably as a result of their unsuitability for
resettlement due to the tenure system which favours ownership of undivided portions mostly
held by members of respective family trees.

Figure 50: Spatial Distribution of Waived Farms Sold
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5.8.4 Price per Hectare and Carrying Capacity Correlation for Waiver Farms

As has been witnessed on the Government and AALS land markets, there is a positive
correlation between the prices paid for land and the carrying capacity of such land as
demonstrated by figure 51. The box plot demonstrates that on average, the higher the carrying
capacity, the higher the median farm prices. However, the carrying capacity alone cannot
explain the price levels as the farm earning achievable cannot sustain the prices at which
some farms were purchased.

Figure 51: Relationship between Carrying Capacity and Price Paid Per Hectare - Waiver Land Market
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5.8.5 Correlation between Farm Price per Hectare and Farm Size

A sample of 82 farms from 2010 to 2011inthe Karas and Hardap regions were examined to
determine the relationship between farm size and price per hectare. The prices per hectare
were generally found to be inversely proportional to the size of a farm meaning that the larger
the farm, the lower the price per hectare. This can mainly be attributed to the element of
improvements whose value contribution is more apparent in smaller farms than in larger ones.
This is because the ratio of the value of improvements to the value of the land tends to
increase as the land sizes get smaller. This is an important consideration which valuers ought
to take into account when valuing farms. If a valuer is using the comparison method, due care
must be taken when comparing to the purchase price of a farm that is smaller than the farm
being valued and thus, appropriate adjustments ought to be made to the comparables.

5.9 NATIONAL LEVEL FARM PREE TRENDSOR ALL LAND MARKETS

At national level, the proportion of farms bought at high prices has been increasing since 1985

with spikes in 1992 and 2004. The year 1992 coincides with the introduction of the Affirmative

Action Loan Scheme (event c on figure 52). The proportion of highly priced farms increased

from 2008 to 2011. This is |ikely to havoebubyeen
at a n y approachcire & drive to accelerate farm purchases, which eventually saw the

budget allocation for farm purchases being exhausted for the first time and leading to a
suspension of farm purchases in Karas and Hardap Regions of Namibia.
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Figure 52: Proportion of High and Normal Farm Prices at National Level
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The number of farms transacted generally increased after the introduction of the Agricultural
(Commercial) Land Reform Act of 1995 as can be observed on figure 53 below.

Figure 53: Farm Prices and Supply of Farms at National Level
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One of the conclusions that can be drawn from this is that because Government and AALS
buyers were willing to offer more for the land, the supply increased as the land owners were
attracted by the higher prices. As can be observed from figure 53, the rate of increase in the
nominal farm prices became higher from 1996 onwards with a spike in 2004 when farm prices
at which AALS buyers were purchasing reportedly went out of control. The previous year (i.e.
2003), the greatest number of farms (over 150) had been exempted thereby increasing the
supply of farms on the AALS market. However, this increase in farm prices did not help in
reducing the prices, in fact the opposite happened as farm prices peaked in 2004 instead. The
year 2003 saw the highest supply of farms along with a sharp increase in both the nominal and
real average farm prices. A possible reason to explain this could be that this is the year that
the budget allocated to the Land Acquisition Fund was increased from N$20 million to N$50
million per annum thereby putting pressure on farm prices. There was also drought the same
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year as well as an amendment to the Agricultural (Commercial) Land Reform Act which states
that land may be compulsorily acquired in (events J,K,L M on figure 53).

The introduction of the land tax or commencement of billing in 2005 does not seem to have
caused any changes to neither the supply of land nor the prices of farms. Therefore, it is safe
to conclude that one of the objectives of the land tax namely to éeduce land prices and thus
broaden the access to ownershipdhas not been achieved. It appears that land owners can
simply absorb the taxes as they may be low. Thus, increasing the rate of tax can be
considered but with due consideration on negative effects that an excessively high land tax
would bring with it. Further, the global financial crisis that occurred from around 2007 to 2010
does not seem to have affected farm prices in Namibia.

5.10 FARM PRICETRENDCOMPARISONS

5.10.1 Comparisons between Land Markets

Inordertodetermine t he effect of Government 6swglasdheer ent
Affirmative Action Loan Scheme on land prices, the farm price levels for the free market,
Government land market, AALS land market and waiver land market were plotted and
compared.

Figure 54: Comparison of Price to Earnings Ratios on the Different Markets
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Figure 54 above portrays a comparison of the farm price per hectare levels for:

T Farms sold on the o6freed market from 1985 t
(Commercial) Land Reform Act of 1995 was passed;

1 Farms bought by Government from 1996 until May 2011 after the enactment of the Land
Reform Act;

1 Farms bought through the Affirmative Action Loan Scheme from 1992 until early 2011;

1 Farms sold to other persons after Government waived its preferent right to purchase the
land from 1996 until May 2011.

Figure 54 above shows a comparison of price to earnings ratios on the different land markets.

I't is clear that, more farms were s o01B8tod995 nor m:
with very few very high prices. The proportion of farms further above the red line is higher on

the AALS market signifying that the prices were not just high but very high. The Government

farm purchases are widely dispersed above the ceiling ratio of 25 meaning that even more

farms were bought at very high prices. Figure 54 above illustrates that after the introduction of

AALS the price levels of farms went up particularly those bought by Government and AALS

buyer. It can therefore be concluded that the implementation of these land redistribution policy

had a great impact on price levels.

The farm price trends for the different markets were also compared as illustrated in figure 55
below. Bank lending rates peaked during the period 1990/91 (figure 19) and farm prices on the
free market went down during the same period (figure 55). Thus it appears that the high
lending rates in 1990 helped in pushing down farm prices. However, 1990 was the
independence year and the speculation by white land owners about what was going to happen
after independence is likely to have affected farm prices. In subsequent years, there appears
to be no direct correlation between bank lending rates and prices at which Government was
buying farms as Government does not need to borrow from banks to buy farms. Similarly, the
AALS subsidised borrowing rates remained unchanged for a long period and therefore farm
purchase prices were not directly affected by lending rates for commercial banks. However,
the purchases prices of farms waived could have been influenced by lower interest rates since
the farm prices on the waiver market have generally increased over time. This in turn would
indirectly affect prices at which Government and AALS buyers have been purchasing farms
since some prices obtaining on the waiver market would be used as reference point or
comparables in subsequent farm offers and valuations.

While the Deceased Estates Market is not the focus of this study, the median farm prices for

this market are plotted on figure 55 below just for comparison purposes. The Deceased Estate

declared farm prices were consistently lowest until 2008 when they rose above those prices

obtaining on other markets other than the Government market. In many cases, the Deceased

Estate far ms ar e normally inherited and thus the pri
purposes only and not necessarily a true reflection of the prices obtaining. This finding

therefore justifies the reason why the Deceased Estates where omitted in the analysis of farm

price levels and trends as they would distort the analysis.
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Figure 55: Comparison of Farm Price Trends between Land Markets
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As observed in chapter two, the Affirmative Action Loan Scheme was brought into being by the
cabinet resolution of 1992. This was before the passing of the Agricultural (Commercial) Land
Reform Act of 1995 which not only introduced the preferent right but also conferred the
Minister with powers to exempt farms from the preferent right to allow a formerly
disadvantaged person (by apartheid regime) to buy a farm from a land owner. Figure 55
shows that in 1995, the prices of farms at which AALS buyers were purchasing farms followed
the trend that occurred on the free market. However, from 1996 onward, the prices at which
AALS buyers were buying farms began to increase. The peak prices of 2004 (figure 55) led to
a suspension or moratorium on AALS loans. Thus, it can be deduced that the introduction of
the AALS coupled with the introduction of the Agricultural (Commercial) Land Reform Act led
to higher farm prices.

As of 1996, the Government purchase prices started at a higher note compared to prices
obtaining on the waiver and AALS markets. In 2004, the AALS farm increased sharply while at
the same time, Government was purchasing at the lower prices reaching the lowest ever in
2005 before increasing drastically again in 2006. The median prices for farms waived have
been increasing but remained mostly at levels lower that median prices paid by Government
and Affirmative Action Loan Scheme buyers.

5.10.2 Comparison to Plots

Analysing the 6 f a r m@ots of b0 hectares or less in size, it is interesting to note that at
national level, prices in this sector do not show significant real increases in recent years (figure
56) as witnessed for larger farms except for Khomas Region due to the growing urban
population of Windhoek the capital of Namibia.
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Figure 56: National Farm Prices for 50 Hectare or less Plots (Smoothed)
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Since the plots are not greatly affected by Government land redistribution policy, it could
explain why there has been no dramatic increases in this market at national level. This also
leads to the conclusion that Government Land Reform Policy could be responsible for the
6 hi g h 6of gpmniercial &arms.

5.10.3 Comparison of National Farm Price Index to Other Indices

A national farm price index for all markets was built and plotted along with the consumer price
index, beef price index, lamb price index, exchange rate index and number of farms
transactions index for purposes of comparison (figure 57). It is can be observed almost
immediately that from 1996 onwards, the wedge between the national farm price index and the
rest of the indices began to widen reaching its widest in 2011. Further, there was a sudden
rise in farm prices in 2004 followed by a decline in 2005 but the increases continued till 2011.
A comparison with the rate of inflation over the study period shows that land price levels have
outstripped inflation, and therefore prices may

Figure 57: Comparison of National Farm Price Index to other Indices
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The increase in nominal farm prices (before adjustment for inflation) cannot be fully attributed

to the rate of increase in population as seen on figure 23 above. The events labeled on figure
57 can be read on table 5 above.

5.10.4 Comparison to Namibian Housing Price Indices

National farm price trends indicate a similar pattern of price increases to Windhoek only but
prices have been relatively stable in other cities in recent years. Appendix 11 presents the
housing indices for the different regions of the Namibia. Central house prices peaked in March
2011 but begun to moderate in May 2011 mainly due to slowdown in the medium price
segment where house price increases are well below housing inflation. Coastal property prices
fell for the third consecutive month as the properties in the upper price segment went into their
seasonal slump, which reduced house prices by 12% year on year as there were more
properties than buyers looking for coastal homes due to the increase in land delivery at the
coast (FNB 2011). Southern property prices stabilised in 2011 as prices across all price
segments found themselves at similar levels to the same time in 2011, with supply dropping
somewhat in the towns of Keetmanshoop and Karasburg and very little to no growth in the
remaining towns. Northern residential property prices picked up momentum even though
volumes increased 14% (FNB 2011). At National level, the national housing price index (figure
58) shows that from mid-2008 until April 2011, the drastic increases in nominal farm prices
witnessed on farm transactions are absent on the housing price index.

Figure 58: Housing National Price Index
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This again increases the probability that the farm price increases and high levels could be a

result of Government policy which is a direct result of demand for land by the previously
disadvantaged.

5.10.5 Comparison to International Farm Prices

A direct comparison of international land prices in the region (Botswana, South Africa and
Zambia) i indicates that prices are not high for the region (figure 59).However, a mere
comparison of farm prices may be an over-simplification without looking at other factors such
as the profitability of farming in other countries. Thus, it was found logical to compare the
returns on farm internationally and make a better comparison.
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Figure 59: Comparison of Farm Prices in Southern Africa
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Figure 60 indicates the producer price differences between that of Namibia (AB2, B2), RSA
(AB2, B2), Botswana (Super grade), Australia (Steer 220kg to 260kg) as well as EU (R3)
prices. The EU prices were considerably higher than Namibia prices. The Botswana price was
higher than that of Namibia in 2010 but since November 2010 Namibian prices surpassed
those of Botswana. Namibia compared favourably with the on-the-hook prices of Australian
steers in 2011 (Meat Board of Namibia 2011).

Figure 60: Namibia Beef Producer Prices vs International Competitors
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If compared to South American producer prices, Namibian on-the-hook prices are favourably
comparing to Argentina but lower than Uruguay and Brazil (figure 61). This does not indicate
the profitability of producers as production cost is very low in the mentioned countries (Meat
Board of Namibia 2011).
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Figure 61: Namibian Beef Producer Prices vs International Competitors: South America
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Farm price trends for Argentina are indicated on figure 62. Argentina is an attractive area for
agricultural investment, as there is good value quality land, the potential to farm large areas
with good legal title, sophisticated farming techniques and probably the lowest production
costs in the region (Savills 2011).

Figure 62: Argentina Farm Prices
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As of 2005, New Zealand land prices had been skyrocketing. While they were experiencing
very good growth in revenues and net income, farmland prices rose an average of 28% in
each of the previous five years, which reportedly implied a land price bubble. When a price to
earnings ratio was calculated for each country Australia farmland price was at 15 times net
earnings, USA and Canada at 24 and 26, respectively, and New Zealand at 40 times net
earnings. It was reportedly questionable whether New Zealand farm revenues and net
incomes can grow fast enough in the next several years to justify its current land prices (Eves
& Painter 2008). The Namibian median farm price to earnings ratio has been computed at 45
which is higher than that for New Zealand, USA Canada and Australia! This implies that land
prices in Namibia are high. The Namibian Price Earnings ratio is even above the price to
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earnings ratio that what was obtaining in New Zealand where the high price earnings ratio was
seen as a sign of land price bubble.

Figure 63: National Farm Price Trends in South Africa
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Figure 63 above summarises the scenario of farmland prices in South Africa over the past 15
years (Aliber 2009). As shown by the thick, solid line, between 1994 and 2001 land prices
were more or less stagnant, but since 2001 there has been a steep rise in the average price
per hectare, to the extent that land prices have more than quadrupled since their 1994
average. A key influence to farm price increases in South Africa was found to be the interest
rate, represented on figure 63 by the prime rate (designated by the broken line). The upsurge
in land prices roughly coincided with the downturn in interest rates as the lower cost of
borrowing facilitates land acquisition, put upward pressure on land prices. (Aliber 2009).

5.11 DIAGRAMMATIC SUMMARISATION OF FARM PRICES CAUSATIVE FACTORS

Figure 64 summarises what may ultimately be considered as factors that have led to the high
farm prices currently obtaining in Namibia.

Figure 64: Farm Prices Cause Effect (Fish Bone) Diagram
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CHAPTER SIX : CONCLUSIONS , POLICY OPTIONS AND RECOMMENDATIONS

6.1 CONCLUSIONS

Reliable data on farm sales, and hence prices, were previously been difficult to source. A key
component of the study design was therefore data capture and cleaning. As outlined, the main
data sources were the Deeds Registry Office, the Land Use Planning database of purchases,
waivers and exemptions, and the Agribank database of mortgage loans. Initial activities of the
study focussed on collating data from these sources, cleaning data where possible, and
creating a more reliable and comprehensive database. This not only formed the basis for
analysis but also represents a significant contribution for on-going land administration and
management, despite the errors and inconsistencies which still remain. There is therefore an
urgent requirement for the DVEM to maintain and update the databases created during this
study as part of its regular programme.

This study has developed a reliable database of farm sales. This will be handed over as a
deliverable at the end of the project. The study has also created an electronic system for
transferring farm sales data from the registrar of deeds to the DVEM; in addition, it has
developed a system for identifying sales which may have been under-declared for tax
avoidance purposes. It is therefore important that DVEM is capacitated to maintain and update
the systems and databases created during this study as part of its regular institutional
functions.

The study set out to investigate whether farm prices are high and to conduct an explanatory
analysis as to the causes of the current levels of commercial farm prices which are perceived
to be high. As detailed in chapter four, land markets were identified for the periods before and
after the introduction of the Agricultural (Commercial) Land Reform Act of 1995. The study
found that prior to 1995 there was a dreebmarket for land in Namibia. However, this market
was not entirely free because before independence in 1990, non-whites could not freely own
commercial farms due to the discriminatory apartheid laws. After 1995, new markets emerged
as a direct consequence of the enactment of the Agricultural (Commercial) Land Reform Act of
1995. The markets that have been the focus of this study are the 6 Gover nment Land
the @Affirmative Action Loan Scheme Land Market, and the &aiver Land Market6each with
regional and other submarkets. Farm prices were analysed for each of the markets at regional
level. Regional variations in quality and rainfall, size, and the use to which the land is put,
resulted in separate submarkets which differ in levels of market activity and comparative price
levels. These submarkets were analysed to seek correlations and conclusions.

To answer the research question whether farm prices are 6 hi gh 6 or appraachmal 06,
described in chapter four which is based on the price to earnings ratio was used. The
approach revealed that not all farms sold on the land markets are high. However, the majority

of the farms were sold at high prices. The Government was found to be buying the highest
proportion of farms at high prices followed by the affirmative action loan scheme buyers. The

least percentage of farms found to have been bought at high prices occurred in the free

market from 1985 to 1995. On this basis, it is safe to conclude that the Go v e r n npeefereri s

right to purchase land as well as the affirmative action Loan scheme resulted in high farm



Chapter Six Conclusions, Policy Options and Recommendations

prices. The methodology to determine which prices were high was based on outlined
assumptions in chapter four and thus the estimated percentages of high or normal prices may
vary if different assumptions were made. However, the findings appear consistent with the
complaints in Namibia about 6 hi ghdé f ar m p,rwhiteeddferent Tappeoackes orr e
assumptions can be made about how to determine high and normal farm prices, the results
are not likely to be dramatically different from the current findings.

It has been found that it is generally accepted by farmers and land economists that agricultural
factors and the earnings that can be derived from them, are a prime determinant of farm
prices. This would mean that market price movements should be tied closely to actual or
expected changes in net farm income. However, farm earnings in Namibia fail to provide a
direct correlation with farm prices and only partially explain the significant increases (and
variations) in farm prices experienced in recent years. While the average nominal producer
prices of red meat have increased, the study has established that the prices of beef and lamb
which are the main products on most of the farms has gone down over the years in real terms.
The meat prices are the main determinant of farm earnings and therefore the failure of these
prices to keep up with inflation is one of the reasons why the majority of farm prices prove to
be high.

However, international experience in farm (and other property investments) indicates that this
scenario where earnings do not correlate with price is common. Also, if capital growth is taken
into consideration as a comparative yield, then annual returns are significantly higher than net
earnings alone. However, no evidence was found to show the role of capital growth income in
commercial agricultural land ownership in Namibia. Further, international experience shows
that similar spikes in farm prices that occurred in Namibia also occurred in many countries
during the ear | y Ths9edGodsomeahte caudti®ed h Europe such as
France, Germany, Sweden, Norway, Switzerland, Netherlands and Denmark to introduce
various policies aimed at reducing farm prices through restrictions on purchases by rich hobby
farmers and use of the pre-emption right to intervene where prices were considered way
beyond the production potential of the land as discussed in Chapter two of this report.

To answer the question whether Government policy and the affirmative action loan scheme
caused high prices it was found that prior to the passing of the Agricultural (Commercial) Land
Reform Act of 1995, the trend in national farm prices was in line with AALS purchase price
trends. However, immediately after 1995, the farm prices began to increase at a higher pace
outstripping both inflation and potential earnings. This leads to the conclusion that the
implementation of the preferent right for the Government to purchase land resulted in high
levels of farm prices.

The total amount of land purchased by Government, AALS and the private sector were
analysed by region. In those sectors where Government and AALS-backed purchases were
active, such as Omaheke, Otjozondjupa, Oshikoto and Kunene Regions, the proportion of
farms sold at high prices is greater. AALS is by far the most significant, in terms of both
numbers and size of transactions and when taken together with Government purchases they
represent more than half of all transactions involving larger farms over more than 2,000
hectares in size. In some areas, where either land is particularly well suited to resettlement or
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AALS, or where the Minister directed that as much land as possible be purchased,
Government and AALS candidates were the main purchasers during certain periods. This
effectively means that demand for land in these sectors increased, with the result that
relatively few land parcels reached the open market (Waiver Market in this case). Interestingly
however, prices of farms remained lower than Government purchase prices except for cases
where good farms were sold at high prices at auctions. Apart from possibilities of widespread
price under-declarations, it can be concluded that since the waiver market is some kind of a
Afreedo market, the prices achi evehbdyers éind sellegsh t he
resulted in more normal prices compared to the higher percentage of high prices achieved at
Government and AALS markets which are not open, free or competitive. In Karas Region,
Government decided not to purchase after 2010 because among other things, prices had
become too high and farms offered to Government were therefore waived and allowed to trade
freely. Data for this region shows prices for farms waived to be falling as farmers struggle to
find buyers willing to meet prices previously paid by Government. Again, this affirms the
conclusion that the implementation of Government land reform policies has resulted in higher
farm prices.

As already noted, at the introduction of the AALS in 1992, it was found that the prices paid by

AALS between 1992 and 1995 were at the same normal level as most of the other
transactions on the free market. This therefore leads to the conclusion that the AALS

i mpl emented in the absence of Governmentds pref
prices. It can therefore alsobeconcl uded t hat trdfieeent Gohtvtee puchasent 6 p
land coupled with the Affirmative Action Loan Scheme (AALS) have resulted in high farm

prices on the majority of farms. However, t he Go v prefenenteight t@ purchase land

and the Affirmative Action Loan Scheme came into being in response to the high demand for

land that came after Namibia attained her independence in 1990. Previously the apartheid and

other discriminatory laws could not allow the black or indigenous people to freely own land.

Part of the reasons for the fight for independence was the issue of land. Therefore the ultimate

cause for high prices is the pressure for land by the greater majority of the Namibian people

who were dispossessed of land by colonial settlers. The preferent right and the AALS are only
instruments that were coined to assist with a more orderly redistribution of land. Thus, it can be
concluded that even if the two policies are revoked, the @emandéwill simply be suppressed

and that will not provide a lasting solution to the underlying problem of ® and| e s stheess ©
Count ryds Thus jhe land teform policies are not entirely poor in themselves but it

appears that there is need for some amendments in order to be more effective. Improvements

or modifications to existing policy can be done to try and mitigate the problem of high land

prices.

Anot her explanati on f or hifts meaemand iwlgdh davef asigemfrom r i c e s
increasing population levels, urban expansion (especially the Khomas in Region), non-
agricultural uses (game farms, tourism), etc. This is partially offset by restrictions on foreign
ownership which has reduced cross-border potential demand, particularly price pressures from
wealthy individuals, corporate asset investors and sovereign wealth funds which have been
experienced by other countries in Africa. Anecdotal evidence suggests that several land
owners have gone into other activities such as game farming or tourism related activities to
supplement their income. This appears to be consistent with the findings that in many
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instances, the high prices at which farms are being sold cannot be sustained buy livestock
production alone. The sale of farms at auctions at prices far above the productivity value of
farms is testimony to the fact that such buyers may not necessarily purchase farms for
profitable livestock farming.

In order to answer the question about what other factors could have influenced farm prices, a
national farm price index was created and compared to the consumer price index, beef price
index, lamb price index, exchange rate index and population trends. However, none of these
factors could fully account for the high farm prices obtaining on the land markets.

With regard to how farm prices come about, both Government and Agribank rely upon
valuations which are rarely professionally challenged. Valuations therefore tend to be self-

fulfilling as transaction comparabhessadeval owat

To some extent it may be said that valuat i ons are Omakingdé the
the market. The valuation profession in Namibia is not well developed, with farmers in
particular receiving little or no professional advice. The Directorate of Valuation and Estate
Management (DVEM) within MLR is under-strength, and there is no uniform valuation
methodology or standards to which farmers, Government or Agribank subscribe. In addition,
valuation inconsistencies and variations when tracking market transactions due to weak
institutional capacity have added an extra dimension to the problem. This lack of consistency,
together with the dependency of the market upon Government and Agribank valuations,
emphasises the need for valuation and other land administration activities to be undertaken at
an optimal level. Yet, research undertaken during this study indicates that these institutions
are operating sub-optimally. Consequently, there is an urgent need for institutional capacity
building.

mar k e

Analysing the oO0far mso6 or,itipinteréssng o hote3hat athnatiortala r e s

level, prices in this sector do not show significant real increases in recent years witnessed for
larger farms except for Khomas Region. Since the plots are not greatly affected by
Government land redistribution policy, it could explain why there has been no dramatic
increases in this market at national level. This also leads to the conclusion that Government
Policy could be responsible for the &édhigho

International studies, in the US, the UK, EU, and many developing countries as well have also
shown a pattern of farmland price growth apparently based upon net increases in income
derived from the land based upon farming fundamentals including increasing population,
increasing food prices, mechanisation, improvements in productivity through fertilisers and
higher-yielding crop varieties, increased capital investment, government farm support policies.
However, these do not explain the more recent spikes in prices experienced in those
countries.

6.2 POLICY OPTIOSAND RECOMMENDATIONS

In order to assist the Ministry of Lands and Resettlement to come up with possible
interventions to help reduce the prices of commercial farms, the study arrived at various policy
options and recommendations.
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6.2.1 SHOULD THEAALSAND' / 6 %2 . - %. 4063 02 %&%2%. 4 2)' (4
LAND BE REVOKED OR MAINTAINED?

As evidenced in this report, the Go v e r n mprefareatsright to purchase commercial
agricultural land created some distortions to the land markets resulting in more farms being

sold at high prices than before. However, the study found that approximately 14% of the farms
transacted from 1985 to 1995 were sold at high prices and that was before the coming into
effect of the Gover nmentecommercia farens. @herefore, thgeis t o
no guarantee that r evoki ngimmeliaely$esult in alldaamspaingf er e n
sold at normal or low prices. Further, bef or e i ndependence, the O0de
dampened as the discriminatory laws could not permit black Namibians from freely owning

land. Therefore, the relatively low demand could partly be the reason why the majority of farms

were sold at normal pricesdur i ng the o&6freed | and maThkrefdre, er a
ifthe Gov er n me nt 06 srighpanetheeAALS nvhere stopped, prices may reduce but not to

the levels (in terms of high or normal) that they used to be prior to the implementation of
Government 6s | and r BEudhers withautbworkable alterratoés, remowalsof

these policies might even make the pace of land redistribution even slower and possibly result

in the use of expropriation as a means to acquire land at a faster pace by Government.

However, the preferent right to purchase farms and the AALS can be revoked in future once

the Government achieves its target to purchase 15 million hectares of land by 2020.

6.2.2 IMPROVEMENT OF FARM EARNINGS

The study has established that the real prices of red meat (beef, lamb etc.) which are the main
products on most of the farms have gone down over the years. The meat prices are the main
determinant of farm earnings and therefore the failure of these prices to keep up with inflation
is one of the reasons why the majority of farm prices prove to be high. There is therefore need
for Government and other key stakeholders to ensure that meat prices are optimised which
would subsequently make farm prices more sustainable. This is in light of the meat prices in
countries such as South Africa which are higher than Namibia. However, the levels of farming
costs (which are outside the scope of this study) and ways of minimising them must be
investigated if found to be high.

6.2.3 INDUCEINCREASHN SUPPLY OF LAND

The supply of commercial farmland is fixed, therefore, supply in this case means the amount of
land that farm owners are willing to sell during any given period. As noted, supply and demand
factors are key in determining farm prices on land markets. Below are some measures that
can be considered in helping increase the supply of land and possibly reduce land prices:

6.2.3.1 Release of Under-Utilised Land

Consideration should be given to the feasibility of identifying under-utilised land that could be

suitable for resettlement. A process of identifying idle land and urging owners of such land to
voluntarily offer the land for sale may be worked out. In the event that some absentee owners

or other land owners not utilising their land are unwilling to sale their land, the State can

consider expropriation with just compensation. A policy may be drawn out with stakeholders

that works out a mechanism whereby owners of 6 | a r g e ard eacourageil to subdivide the

land into economic farming units and excess land offered for sale to Government. The
practicality of this approach, the constitutional | egal ity and ités accept a
would need to be verified.
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6.2.3.2 Revising the Rate of the Land Tax

Revising the rate for land tax upwards to compel Namibian land owners not fully utilising the
land to sell it can be considered. Further, land owned by foreigners amounts to almost 1.3
million hectares and currently, the rate of land tax is higher for foreigners. This should possibly
be reviewed to determine how the tax is assisting in making absentee foreign owners to
release land into the markets. However, caution should be taken that this measure does not
negatively affect land owners that are using their land productively.

6.2.3.3 Expropriation

Expropriation in the public interest may be used where absolutely necessary but will require
further consultation with key stakeholders. Expropriation will however not in itself reduce farm
prices. However, there is a possibiltyt hat expropri ation might

of land and hence reduce farm prices on the markets. Precautions would need to be taken to
avoid protracted court proceedings, extremely high compensation and to avoid negative
publicity to investors and the international community. Further, the dangers of low farm
productivity resulting from widespread expropriations should be taken into account. It has been
observed that despite its shortcomings, the market based land redistribution model often

assi
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The Government can also consider purchasing unsuitable land strategically. This is because it
has been found that in many cases when a farm is bought by Government or an AALS buyer,
some neighbouring land owners decide to sell theirs too as the location may no longer be
favourable to them with the new neighbours on board! This would hence increase the supply
of land if Government can even buy some unsuitable farms to induce sales from neighbouring
owners whose farms may be better or more suitable for resettlement.

6.2.3.5 Relax Suitability Criteria on Land Offered to Government

Government should consider buying more land that is offered to it. Statistics obtained show
that 40% of farms offered to Government were waived for various reasons such as not
meeting the suitability criteria, failure by Government to accept offers within stipulated the time
frame and recently running out of funds to buy more farms. While it is acknowledged that
some farms are too small for resettlement, records show that more 400 farms of more than
3,000 hectares in size have been waived since 1996. The rate at which farms are waived
would significantly make it harder to achieve the targeted 15 million hectares of land to be
acquired by Government by 2020.

6.2.3.6 Monitoring Farm Transfers by Close Corporations

Stricter monitoring of transfer of shares in close corporation and other company types that own
farms may be done. The Agricultural (Commercial) Land Reform Act of 1995 provides for this
but monitoring mechanisms should be watertight. New transfers to close corporations should
only be allowed if strict conditions are met or barred altogether.

6.2.3.7 Permit Offer Withdrawals after Government Makes a Counter -Offer

The Agricultural (Commercial) Land Reform Act of 1995 does not permit a land owner to
withdrawal an offer after Government makes a counter offer. This is likely to have inhibited the
supply of land as land owners would not be willing to offer their land in the first place due to
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the risk of not being able to achieve a sale price of their liking. This is evidenced by the fact
that in 2008, after the Ministry of Lands and Resettlement decided to permit negotiations on
land prices between land owners and Government valuers before Government officially made
counter-offers, the number of farms offered to Government increased. Thus, the State should
consider including a provision in the legislation to permit withdrawals if a land owner is not
satisfied with the counter-offer made by Government.

6.2.4 REDUCE DEMAND FOR LAND

The Agricultural (Commercial) Land Reform Act restricts the sale of land to foreign owners.
This should continue as it helps lessen pressure on the limited supply of land. Other measures
can be undertaken to ensure that citizens can in the meantime earn a living from other sectors
of the economy and not overly rely on resettlement on commercial farms while Government is
working on acquiring more land.

6.2.5 INTRODUCTION OF PRICE CONTROLS

As observed in chapter two, price controls can be put in place to ensure that the land prices do
not exceed the operative agricultural value of the farms. As historically practised in parts of
Europe, a requirement can be put in place to the effect that the land price should be
determined by valuation based on the agricultural use of the land and not based on other uses
such as tourism. However, the ramifications of this approach would have to be investigated
further and such a proposal would most likely be met with fierce resistance and possibly
protracted litigation by land owners.

6.2.6 INTRODUCTION OF CAPITAL GAINS TAX

A policy may be put in place to avoid speculation with land as practised historically in parts of
Europe. For example, a capital gains tax can be introduced. However, this study has revealed
that speculation does not seem to be widespread as only about two repeat sales (farms
resold) take place annually for the whole country. On average, it takes about seven to ten
years before such farms are resold and clearly this is evidence that speculation is almost non-
existent.

6.2.7 RESTRICTION OF MARKET PARTICIPANTS

Restricting certain types of buyers can be done. For instance certain wealthy potential buyers
intending to purchase farms for hobby farming may need to be barred as was the practice in
Europe (see chapter two). This has to be done within the confines of the law.

6.2.8 BUDGET ALLOCATION CONSIDERATIONS

The current pace of farm purchases is constrained by a budget that has not increased in line
with comparative purchasing power. There appears to be a disconnect between the
importance accorded by Government to land reform policy objectives and the low budget
allocated. The annual N$50 million budgetary allocation is tiny by comparison with, for
example, the current budget provision for affordable housing, which is N$2.6 billion. Budgetary
constraints reflect upon not only on the number of farms that can be purchased but also the
capacity of the land administration institutions involved in the process. Both of these
constraints have affected the number of purchases that have taken place. However, the
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consequences of increasing the budget as revealed by the data analysis is that farm prices will
even increase further. In addition, paying forfarmsa t 6 w hopriteghe ewners ask for might
lead to pressure in other sectors such as residential markets and push prices up since
anecdotal evidence suggests that some sellers of farms would in turn buy houses.

6.2.9 REPLACE PREFERENT RIGHT WITRIGHT OF FIRST REFUSAL

Government can consider replacing its preferent right with a right of first refusal, which would
help to esmabkeshpoircesd ( by oftbliyers abd sellers).6Thei right
of first refusal has been defined in chapter two. However, there is a likelihood that with this
approach, the pace of land acquisition or redistribution might reduce as there is a possibility
that other potential buyers would be off er i ng more to the | and

Government offers with the result that Government purchases may diminish. Further, there is
no guarantee that implementing the right of first refusal will lower farm prices in the most
productive parts of the Country going by what some buyers are willing to pay at auctions.
Under the right of first refusal, clandestine activities where third parties offer fictitious amounts
to push Government to pay more would possibly render such an approach unworkable.

6.2.10 IMPROVE THE AFFIRMATIVE ACTION LOAN SCHEME

Agribank needs to relook at the methodology or formula that they use currently in deciding
which farms to finance under the Affirmative Action Loan Scheme. Awareness programmes
must be strengthened targeted at would-be AALS buyers to help them understand the
implications of farm prices at which they would be willing to pay for farms. This would be aimed
at assisting them in negotiating for reasonable prices at which to buy farms. AALS buyers
should also be encouraged to use the services of independent valuers for professional advice.
However, the valuation profession in Namibia needs to be strengthened.

6.2.11 CONSIDERATION ON PACE OF GOVERNMENT PURCHASES

The Government purchasing targets for resettlement are likely to push prices up, but once
fulfilled prices may slump. This policy is likely to exacerbate the boom and bust cycle and may
result in newly empowered AA candidates owing more than the re-sale value of their farms
(negative equity). A longer-term programme would tend to even-out prices by reducing
demand.

6.2.12 IMPROVE VALUATION PROFESSION

There is an unprecedented reliance on Government and Agribank valuations which require
strengthening. The valuation methodologies need to be improved and as such there is an
urgent need for institutional capacity building for more accurate valuations. The valuation
profession as a whole in Namibia needs to be strengthened.
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Appendix 1 Terms of Reference for Consultant/PSA

Food and Agriculture Organisation of the United Nations

Name: Andrew Hilton and Fleefort Muzyamba

Job Title:  Consultant i Land Prices

Division/Department: FAO Representation, Namibia

Programme/Project Number: TCP/NAM/3301

Location: Windhoek, Namibia

Expected Start Date of Assignment: 16 May 2011 Duration: 5 weeks in 3 missions and 6 months respectively

Reports to: Name: Paul Munro-Faure Title: Principal Officer - Land Tenure

General Description of task(s) and objectives to be achieved

To assemble relevant data for the period 1985 to date regarding agricultural land prices in Namibia
together with relevant economic data and policy information and to undertake appropriate econometric
and other analysis to enable the relationships between land prices and causative factors to be
determined. The project will face challenges in relation to the availability of adequate data (for example
in relation to improvements and their value at the time of transaction) and reliability of data (for example
in relation to the general practice of under-declaration of prices on transaction). The project is helped
by the work that has been undertaken within MLR to digitise data and to make it available using a
common unique parcel identifier. Informal testing of the digitised deeds register revealed that data
mining using this tool is feasible within the time table of the project. A further challenge will be to ensure
that there is adequate data regarding policies over the period under study affecting supply and demand
for land, and overcoming this will be assisted by the support promised by the Bank of Namibia and
Agribank, among others. Particular care will be taken in the analysis to look practically at the data to be
analysed to ensure that the econometrics and modelling reflect adequately any shortcomings in the
quality and reliability of the data.

Key Performance Indicators
Expected Outputs: Required Completion Date:

1 Preparation of the inception report following the inception mission; 22 November 2011
1 Planning data capture, review and preliminary analysis;
1 Preparing mid-term review with small review workshop to enable
consideration of data challenges and finalisation of approach and to
allow the discussion with core stakeholders of all appropriate issues
in the analysis;
1 Preparation and presentation of results at final workshop; and
1 Finalisation of the report.




Appendix 2 Indicative Timetable

_ September November 2011
Project phase May 2011 June 2011 July 2011 August 2011 2011 October 2011
Week 2 4 2 13 |4 2 |3 |4 2 |3 |4 2 |3 |4 2 (3|4 |1 |23 |4
1 Inception

2 Data capture

3 Midterm workshop

4 Analysis

5 Final workshop

6 Finalise report

Staffing

Team leader

Consultant valuer

Research technicians

DVEMteam

Full time
Part time/on call
Use of resources

Team leaderTotal time required: approx. six weeks in three missions (two weeksie week; two weeks; | week desk work)
Consultant valuerTotal time required: approx. six months in one mission (six months)

ResourcesRequirements: Office space supporting local costs

DVEM teamProfessional valuation staff: as required over six morgh
Technician researchers: as required over six months
FAO backstoppingTotal time required: approx. three weeks in two missions (one week; one week; one week backstopping)



Appendix 3: Questionnaire Completed at Leading Estate Agency in Farm Sales

1. Name H.V.A. Dreyer i Aqua Real Estates.

2. In which year did you start offering commercial farms to the Government on behalf of
Land Owners? 2002

3. Approximately how many farms did you offer to the Government from the year that you

indicated above? 318

4. How did the land owners arrive at the offer prices? (List the various approaches used).

1. My clients are advised by way of Comparable Market Analysis. This is however in some

areas very difficult due to a lack of comparables i no sales due to the legislation.

2. They fihear o0 what ot her f ar mer s get f q

Waiver, and then have the same expectancy.

3. They calculate the replacement cost of the infrastructure and by adding that to the

ibared value as calculated by the Ministr

an offer price.

4. They find out what a house in the town (Windhoek or Swakopmund) would cost them

and adding what money they need to retire, they arrive at what they need and therefore

the offer price (it really happens).

5. What were the reasons that prompted your clients to offer their land for sale? (List as

many reasons as you may be aware of).

There will always be farmers who want to sell and farmers who want to buy.

Older farmers want to retire and need to sell their farms in order to do so.

Some farmers are in financial difficulties and NEED to sell their farms.

Ll (S A |

Some farmers are afraid of the Land Reform program and what happened in Zimbabwe

and therefore not willing to continue farming.

5. Some farmers are prone to theft in certain areas and therefore want to sell.

6. Sometimes the children want to continue farming, but in order to pay the parents they

need to transfer the farm into their names otherwise they will not be able to get a bond on

the farm. They then offer the farm in the hope to get a Certificate of Waiver.

7. llinesses of the owner are sometimes the cause that they need to sell.

8. Some farmers get frustrated by Government restrictions on movement, marketing, etc.

9. Sometimes friction between farm owners and labourers occur prompting the owner to

sell.
6. In your own opinion, do you think the average commercial farm prices are too high? Yes
or No? Yes - if you take affordability for Namibians into consideration.
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Appendix 3 : Questionnaire Completed at Lead ing Estate Agency in Farm Sales

No i1 if you compare the land prices in Namibia to other Countries.

7. If your answer to above question is yes, what do you think are the reasons for the high
prices? (If your answer is No, skip to question 10)

1. The price of any commodity is determined by offer and demand. Due to the Land Policy

of the Government they are creating a HUGE demand for farmland. Any farms that may

then become available in the hHnopenodo mar ket a

high price. Because these fnavail ableodo far

it is constantly pushing the prices upwards, and the Government has to follow suit in order

to pay a fAmarket relatedo price.

2. The price of the farming commodity like meat almost doubled over the last two years

and therefore creating a further demand for farmland.

8. What criteria did you use to conclude that average farm prices are high?

When you use the income potential of the land to determine the potential to repay fully

bonded properties, it becomes impossible.

9. What do you think should be done to help lower the commercial farm prices?

See attached proposal (appendix 5).

10. There are indications of under-declarations of commercial farm sale prices. In your
view, how common is this problem in percentage terms?
Less than 10%

11. Please provide any other details that you think may be useful to the land prices study.

1. If we compare land prices in Namibia to our neighbouring countries you will find that

prices for comparable farmland in South Africa are more than double than in Namibia. In

Botswana the prices of the farmland are more or less comparable, but in Botswana you

can ddnulyw ion a 99 vear | ease and nonkegistentn f r g

2. Since August 2009 when the Minister changed the way whereby an owner can withdraw

his offer to sell if an acceptable price cannot be negotiated, we can clearly see that a lot

more farms has been offered to Government and a number of farms been bought by

Government. That lead to the situation that most of the farms in the South has been

Waived in 2011, and we can already detect

come down. There are currently a number of farms for sale in the South (Waived), the

demand has been satisfied and therefore the prices starting to come down.

NB: Please use additional paper if you run out of space
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Appendix 4: Proposal on Land Reform and Land Prices by Leading Estate Agent for Farms

At the moment the Government has a pre-emptive right by law that all farms have to be
of ered to State first. This causes a situza
farmland in an Aopend mar ket sitwuation and
or the farm to be put on auction as the Law permits. This is creating a situation where we not
only transgress on Art. 16 of the constitution of Namibia, we also have a HUGE demand for
farmland which per se is inflating the prices to a large extent. We are further in a situation
where the farm owners are very reluctant to offer their farms to the Government due to the
following reasons:

They do not trust that the Government will offer them a market related price for their farms.

If a counter offer has been made by the State they cannot, by the Law as it stands, withdraw
their offer.

If an acceptable price is not offered by the Government, the owner has to lodge an appeal to
the Lands Tribunal. This process can be a very lengthy and VERY costly affair.

The farmers have the perception that if they sell to the Government, the farms will be
vandalized and neglected.

They have a further perception that some of the resettled farmers, who cannot sustain their
farming activities, may turn to theft and they do not want to expose their long time neighbours
to such a situation.

They believe that if they can get a Certificate of Waiver on the farm, they can sell the farm for a
far better price in the open market, than the Government is prepared to pay.

They further believe that if the farm can be auctioned due to attachment or a deceased estate,
in most cases they can get a very high price.

This again leads to situations where every loophole in the act is exploited and every means
possible is used to get a farm on auction and the employees of the Government are targeted
for corruption. The farmers are also inflating their prices when a property is offered, which
again leads to a situation of mistrust on the side of the Government. The Government on the

ot her hand wil |l get into a sit uatfarmsnthawaneenote

suitable for resettlement, are offered. This again may lead to a situation where the
Government will have no other choice than to expropriate some farms, which in turn will further
lead to a lot of court cases and international reaction.

| personally would propose a change in the act where | would recommend that the
Government move from a pre-emptive right situation to a right of first refusal. This roughly
means that every farm that is for sale still has to be offered to the Government, but this time a
price has already been determined by offer and demand. With a right of first refusal situation a
farmer can widely advertise his property to get a willing and able buyer who is prepared to pay
a market related price. They can then enter into a written Agreement of Sale where the Seller,
Buyer, Property and price is described. It is then offered to the Government to assess and
valuate, and if find suitable, bought for a market related price. If not find suitable or too costly
the Government can issue a Special Certificate of Waiver/Exemption which exactly indicates
the Seller, the Property, the Buyer and the purchase price.
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Appendix 4 Proposal on Land Reform and Land Prices by Leading Estate Agent for Farms

The Buyer than has to be a Namibian Citizen and if the buyer is a Close Corporation or
Company, the majority shareholding must be Namibian. This Waiver can be valid for 6 months
only and if the property is NOT sold to the indicated person against the indicated price during
that period, the Waiver will lapse and the Government will again have a right of first refusal if
the farm is offered to another buyer and/or another price. If the Seller has no buyer for his
property it can still be offered to the Government after which it can be assessed/valued and
waived/bought by the Government exactly as we are doing now. This type of situation will
have the following advantages:

A market related price for farmland will be restored driven by offer and demand.

Inflated prices will be nullified, due to the fact that the selling price will be indicated on the
AWai ver 0 nedhythe@eeds Office in payment of transfer duty.

A situation of trust between farmers and the Government will be restored.

A |l ot more fisuitabled farms in the fAbetterd
No need for corruption will exists.

Foreigners can still invest most needed money in for example Lodges and Game farms with a
Namibian counterpart. The large amount of money needed to run such business will then be
available and thus a huge advantage for the community and country.

To my personal opinion this will benefit the Country immensely in the long term. Although the
prices maybe a little higher than the Government is currently prepared to pay, a lot more
foreign donations towards acquiring farmland will be received, which can also be used to
assist the Affirmative Action Loan Scheme through subsidies.

The farmers currently on the land will again start to invest money in the infrastructure on the
farms, which they are currently very reluctant to do.

This is just an outline proposal on ways to fasten the slow pace of Land Reform according to
my personal experience.
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Appendix 5: Namibia Farmland Ownership Statistics

No. | OWNER Total hectare | %age of| %age off %age off REMARKS
CATEGORY title Agricultural | Na mi b

deed land land
land surface

1 White individuals| 17,.@0000 ha| 40% 24.7% 20.6%

2 Companies 6,320000ha| 14.9% 9.2% off 7.7% In many cases the company ownership is no
agricultural but could include any combination of white a
land. Namibians and foreigners.

3 Black individuals 1,980,00ha| 4.7% 2.9% 2.4% Black individuals bought their own farms (rao
(Commercial independence) either from own resources or
Farming Area) the Agricultural Ban

Programme to assist previously disadva
farmers.

4 Black individual 8,400,00ha| or 19.8%| 12.2% 10.2% Thesocal | ed fAOdendaal
live (Nor bought out from white farmers in the 1960s
Commercial part of the so call ¢
Farming Areas) of Namibia remains the title deed holder, w

black families resettled there have a ri
occupation.

5 Government 1,360,00ha| 3.2% 2.0% 1.7% This includes a few agricultural research stat
quarantine stations, but most of this additio
was acquired after independence for the pu
resettling black Namibians.

6 NonNamibian 470,00ha| or 1.1% | 0.7% 0.6% These owners include foreigners with temp

citizens permanent residence permits who live on th
and absentee owners who either have mg
running the farms or keep the land com
unoccupied and agriculturally waired

7 Municipalities, 590,00ha| 1.4% 0.9% 0.7%
organisations (e
churches) an
trusts (mostly
deceased estateg

8 Remainder 6,340,00ha| 14.9% 9.2% 7.7% Notunclear at pres¢p005)

9 In total, title des 61.8%
farms (of mor
than 3 000 h
each) constitute

10 | The notitle deeg 31.8% This land is held traditionally and is all
areas or commur according to the respective customary land
areas constitute Na mi bndigeoss peoples. More than h

million people live on this land, most in dire p

11 | Smaller title deg 6.4% This last portion consists mainly of smallh

plots make up

around towns, in many cases just in res
areas. The lackanfequate rainfall or irrigation \
means that most plots are too small for 1
enterprises.

Source: (LAC 2005)




Appendix 6: Farm Transfers Histograms Categorised by Size and Region
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Appendix 7 Regional Farm Price Trends for the Free Market

- 1985 to 1995

Figure 65: Karas Region Free Market Farm Price Trends - 1985 to 1995
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Figure 69: Khomas Region Free Market Farm Price Trends - 1985 to 1995

Farm Prices per Hectare Trendline- Nominal

12

-
o

a

Number of Farms.
B

Figure 71: Erongo Region Free Market Farm Price Trends - 1985 to 1995
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Figure 66: Karas Region Free Market Farm Price Levels
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Figure 68: Hardap Region Free Market Farm Price Levels
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Figure 72: Erongo Region Free Market Farm Price Levels
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Appendix 7

Regional Farm Price Trends for the Free Market

- 1985 to 1995

Figure 73: Kunene Region Free Market Farm Price Trends - 1985 to 1995
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Figure 75: Omaheke Region Free Market Farm Price Trends - 1985 to 1995
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Figure 74: Kunene Region Free Market Farm Price Levels
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Figure 76: Omaheke Region Free Market Farm Price
Levels
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Figure 77: Otjozondjupa Region Free Market Farm Price Trends - 1985 to 1995

Figure 79: Oshikoto Region Free Market Farm Price Trends - 1985 to 1995
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Figure 78: Otjozondjupa Region Free Market Farm Price
Levels
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Appendix 8  Regional Farm Price Trends for Government Purchases - 1996 to March 2011

Figure 81: Karas Region Farm Price Trends for Government Purchases

Figure 82: Karas Region Government Farm Purchase
Price Levels

Figure 83: Hardap Region Farm Price Trends for Government Purchases
Figure 84: Hardap Region Government Farm Purchase
Price Levels

Figure 85: Khomas Region Farm Price Trends for Government Purchases
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Figure 87: Erongo Region Farm Price Trends for Government Purchases
Figure 88: Erongo Region Government Farm Purchase
Price Levels






























