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Abstract:

This study compares the financial costs and returns to tobacco growing with twelve (traditional
and non-traditional) alternative crops, looking at profitability, costs, labor intensity, and production
risks. It aims to provide an improved understanding of the trade-offs farmers face in deciding what
crops to grow.

This study finds that tobacco is a highly profitable cash crop for both large and small farmers.
Tobacco would remain relatively profitable at considerably lower prices or yields than pertained in
2001. However, even for farmers in suitable agro-ecological areas, tobacco is expensive to grow,
with high up-front costs and high labor requirements. Many commercial farmers have diversified
sources of income, and most smallholder tobacco farmers grow only small amounts of tobacco,
and grow other food and cash crops (maise, soybeans, cotton, groundnuts, and wheat) as part
of a crop rotation system, to help provide a steady cash flow and/or as an essential part of their
household food security strategy.

In early 2001, there were about 2,000 large-scale commercial tobacco growers, and 16,000
tobacco-growing smallholder farmers in Zimbabwe. Simbabwe exports almost all of her tobacco
crop, so if global demand for tobacco were to fall significantly in the future the impact on
employment and the broader economy would depend on the extent to which commercial farmers
were able to switch to other high value export crops, which are also highly labor intensive. It should
be noted that some analysts predict robust or growing global tobacco demand, others predict a
very gradual decline. Changes in Zimbabwe's land policy in 2001/2002 are likely to have a much
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larger impact on tobacco growing an exports and on the economy than demand-induced changes
in the global market for tobacco.
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Tobacco would remain relatively profitable at considerably lower prices or yields than pertained in
2001. However, even for farmers in suitable agro-ecological areas, tobacco is expensive to grow,
with high up-front costs and high labor requirements. Many commercial farmers have diversified
sources of income, and most smallholder tobacco farmers grow only small amounts of tobacco,
and grow other food and cash crops (maize, soybeans, cotton, groundnuts and wheat) as part of a
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Executive Summary

Why this study?

Zimbabwe’s economy depends heavily on tobacco. There is concern that global efforts to
reduce tobacco use may reduce demand for tobacco and significantly affect Zimbabwe’s
economy and tobacco exports. Global tobacco demand has recently been stable or falling
very gradually. However, public health efforts to reduce demand are offset by aggressive
cigarette marketing, rising population and incomes, and the strongly addictive effects of
nicotine. But tobacco prices have softened, and the long-term prospects are uncertain.
Governments concerned about the future of tobacco are considering diversification options
and strategies to develop other high-value crop substitutes (as well as broader
diversification and growth opportunities).

The world’s fourth largest flue-cured tobacco producer and the largest producer of tobacco
leaf in Africa, Zimbabwe exports 90 percent of its raw tobacco and has typically earned
around USD 600 million in foreign revenue annually, equal to almost 10 percent of GDP,
30 percent of total exports and 50 percent of agricultural exports. Moreover, 250,000
people or 5% of Zimbabwe’s total labor force are engaged in tobacco-related work
including tobacco farming, manufacturing and retailing. Most tobacco in Zimbabwe is
grown by large-scale commercial farmers, who account for about 87% of the land under
tobacco and 95% of the total crop.

This study compares the financial costs and returns to tobacco with twelve (traditional and
non-traditional) alternative crops, looking at profitability, costs, labor intensity, financial
support, technical infrastructure, land-suitability, marketing difficulties, world demand,
and production risks. The information may be useful to agriculturalists and government
officials who are interested in exploring the potential for diversification by different sized
farmers, as Zimbabwe considers options for the future. The study aims to provide an
improved understanding of the trade-offs individual growers face in deciding what crops
to grow. The analysis is based on an original set of 91 production budgets estimated in
January 2001 specifically for this study, that estimated financial costs and returns in
Natural Region II at the time.

It should be noted that in 2000/2001, veterans of the independence war occupied several
commercial farms and Government subsequently gazetted over 5,300 farms for
compulsory acquisition and resettlement. This study took place before the impact of these
events on agricultural output (and tobacco in particular) was evident, and does not address
whether and how they might affect tobacco farming and its contribution to the economy of
Zimbabwe.

Short summary of the Study

The study shows that tobacco is a highly profitable cash crop for both large and small
farmers, generating direct income for large-scale farmers, and indirect (wage) income for
smallholder farmers. Dramatic changes in prices and yield are unlikely in the near future.
And tobacco would remain relatively profitable, even if prices fell considerably.

Farmers in Zimbabwe are aware of the risk of depending on one cash crop and have begun
diversifying to lessen their tobacco dependence. Large scale commercial (LSC) farmers
have diversified into coffee and paprika, and horticultural crops - notably roses and
supermarket vegetables- using their tobacco profits. These products can be grown in the
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same soil as tobacco, and generate high profits as well as employment opportunities. The
study discusses the limitations of these alternatives, and notes that despite some rapid
increases in some crops (especially horticulture), they are still grown at a very limited
scale compared with tobacco.

Tobacco

Tobacco is one of the most profitable cash crops for both large-scale commercial and
smallholder farmers. The study shows that tobacco would provide good financial returns
even after a large drop in yield or price. Tobacco is likely to remain a very attractive crop
for all categories of farmer even under progressively difficult market conditions.

There are around 2,000 large-scale commercial tobacco growers, and 16,000 tobacco-
growing smallholder farmers — less than 1.5% of all smallholder households. Most
smallholders grow only very small amounts of tobacco, in part because few smallholders
have land that is suitable for intensive farming of tobacco. Even for farmers in suitable
agro-ecological areas, however, tobacco is expensive to grow, with high up-front costs that
smallholder farmers may not be able to cover. For example, high costs of production of
flue-cured tobacco are a barrier to most cash-poor smallholders in tobacco areas. The
financial incentives to smallholder farmers with the appropriate land to grow tobacco are,
however, strong with the relative returns to cash and labor considerably higher than for
most other crops.

Traditional Crops

The study examined five traditional crops: maize, soybeans, cotton, groundnuts, and
wheat. These crops are cheaper to produce but provide much lower income to farmers. In
fact, LSC farmers appear to earn a net loss from many of these crops when the annual
depreciation cost of fixed assets is taken into account. In addition to being an important
part of most crop rotation systems, however, these traditional crops provide farmers with a
steady cash flow, and in the case if maize, are important for on farm consumption.

For smallholder farmers, maize, cotton and groundnuts are important sources of cash
income and an essential part of most household food security strategies.

a. Cotton is Zimbabwe’s third most valuable agricultural export after tobacco and
horticulture and is a key economic sector in terms of contribution to GDP,
employment, and export earnings. More than 200,000 smallholder households
derive their livelihood directly from cotton. 60% to 80% of Zimbabwe’s total cotton
crop is produced by communal and resettlement farmers (part of smallholder farms).

b.  Groundnuts are suited to tobacco soil, which makes it an excellent rotation crop.
Smallholder farmers produce 95% of the crop, most for domestic consumption, with
only 5% grown as a cash crop. Groundnuts are more labor intensive than other
traditional crops except cotton and are one of the most important sources of protein
in rural diets. Smallholder groundnuts are generally not exported due to problems
with mixed and outdated varieties and with aflatoxin.

c. Soybean is mainly produced by LSC farms. Soybeans can often return a net loss,
but are inexpensive to produce and can provide a good gross income to finance other
more profitable enterprises. Soybeans are the least labor intensive crop and are
rotated with irrigated wheat, which is highly profitable.

Page ix



Costs and profitability of tobacco compared to other crops in Zimbabwe

d.  Wheat is much cheaper to produce than cotton and groundnuts, but more profitable
than all other traditional crops and requires very little labor. Wheat prices were
controlled until 1994, and all sales had to be through the state-owned GMB. LSC
farms are not equipped with storage space for wheat, and therefore need to sell their
crops in the high supply season when the prices are low. Zimbabwe is a net
importer of wheat.

e. Maize is Zimbabwe’s primary staple food and arguably more important to the
national economy than even tobacco. Communal and resettlement farmers grow
60% of the national maize crop, mostly for their own consumption. Because of low
producer prices and market uncertainty, most emphasis by LSC and smallholder
farmers alike is now given to producing maize mainly for on-farm consumption
rather than cash sale.

Alternative crops and diversification

Most commercial farmers already have diversified sources of income, and have introduced
various high-value crops including export roses, supermarket vegetables, paprika and
coffee as part of their farm system, specifically to lessen their dependence on tobacco. As
with all business decisions, the challenge for farmers is to find the right blend of crop
enterprises that works best for them. Beyond the enterprises covered here, for example,
the study indicates that, other than the crops discussed in the study, many other niche
products also offer diversification potential for smallholder and LSC farmers including
mushrooms, flower seeds, medical plants and spices. Citrus crops, including oranges,
grapefruit and lemons are an important diversification option with more than 88,000
hectares of orchards planted on LSC farms as of 1999. Game ranching on LSC farms has
been another popular diversification activity and can provide an important source of
supplemental income.

Issues with alternative non-traditional and horticultural crops:

Non-traditional crops are costly to produce when compared to traditional crops but less
costly than tobacco and horticultural exports.

a. Non-traditional crops have their own limitations. For example, paprika is highly
dependent on climatic conditions (rainfall), coffee is a relatively new crop and would
require substantial investment. Cotton offers lower income than tobacco but does offer an
excellent rate of return on cash and total production costs.

b. Smallholder farmers generally enjoy fewer opportunities to grow and market non-
traditional cash crops than LSC farmers because of the lack of extension support,
uncertain returns and special infrastructure requirements.

C. The study shows that these alternative highly profitable crops, specifically
horticultural exports - roses and supermarket vegetables - are very expensive to grow and
require large capital investment to create specialized infrastructure and processing
facilities, (eg special irrigation equipment) and are highly skill intensive. These crops face
marketing constraints when compared to tobacco.

d. The study indicates that horticulture is Zimbabwe’s second most valuable
agricultural export after tobacco and earned more than USD 124.9 million in gross foreign
income in 1999/2000 season, equal to approximately 1.5% of total GDP. More than 80%
of horticultural exports are grown on LSC tobacco farms and were first developed using
tobacco revenues.
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e. For smallholder farmers, successful horticultural exports depend heavily on
technology transfer. The exporter provides extension agents to give advice and ensure that
each crop is being grown to the required standards. The study reports that despite the
barriers to entry, there are now plans to try and expand to new areas and involve more
farmers.

Employment and income generating potential

One of the main arguments against measures to reduce the demand for tobacco is the
worry that falling demand will cause job losses in the farm sector. Tobacco is a good
source of indirect income for smallholder farm households with family members who
work as wage-laborers on large-scale commercial tobacco farms. Simple calculations
suggest that the total wage bill for tobacco grown on LSC farms is around USD 47.3
million. To the extent that a share of this income is sent as remittance payments to family
members in communal areas, tobacco can play a major role in helping to finance the
inputs needed for improved management of major smallholder crops including maize and
cotton.

In countries where most of the tobacco crop is consumed domestically, expenditure
switching will create demand for other goods and services, and employment gains in these
other sectors are likely to offset the losses in the tobacco sector. Zimbabwe exports most
of her tobacco crop, however, so if global demand for tobacco were to fall in future
(although this is by no means certain and some analysts predict robust or even growing
global demand), the impact on employment would depend on the extent to which
commercial farmers were able to switch to other export crops such as roses, paprika,
coffee and vegetables which are also highly labor intensive. Many other crops have
similar per hectare labor requirements to tobacco, and some have further opportunities for
downstream processing and growth linkages. Most of these crops are currently grown on
a fairly limited scale, however, so the question would be how quickly and successfully
farmers would be able to scale up exports and production of these crops, in the face of
declining tobacco markets.
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THE COSTS AND PROFITABILITY OF TOBACCO
COMPARED TO OTHER CROPS IN ZIMBABWE

L. INTRODUCTION

1. This paper considers the financial costs and returns for tobacco and twelve other
important crops grown by commercial and smallholder farmers in the intensive farming
areas of northern and central Zimbabwe. Tobacco is of critical importance to the
Zimbabwean economy and typically generates around USD 600 million in foreign revenue
annually, equal to almost 10 percent of GDP and 30 percent of total exports. Although
global demand for tobacco is still strong, pressure from international health organisations,
anti-smoking groups and new trade protocols all threaten the long-term prospects of this
important crop. As Zimbabwe looks to the future, therefore, it is important to consider
diversification options and growth strategies in which other crops could play an
increasingly important role and eventually substitute for some of the foreign earnings and
employment currently accounted for by tobacco.

2. Towards this end, the primary aim of this analysis to provide an improved
understanding of the trade-offs individual growers face in deciding which crops to grow.
Agricultural production begins with the decisions farmers make and any successful
diversification strategy must have the costs and returns for individual producers in mind.
More specifically, at this critical juncture in the development of Zimbabwe, how do
different crops and production technologies now compare in terms of total production
costs, investment requirements, farmer profitability, employment creation, demand for
credit and other matters of private and social importance? Are there attractive crop
options that would justify farmers making a shift away from tobacco and what would be
the implications for Zimbabwe’s trade balance and local employment opportunities? This
paper has been prepared to help answer some of these questions and to provide an
improved basis for discussion of recent development trends and future growth strategies.

3. Table 1 provides a complete list of agricultural enterprises covered by the analysis.

Table 1: List of Enterprises Analysed.

Large-Scale Commercial Smallholder

Dryland Irrigated Dryland

Tobacco
Flue-cured X X
Burley

Traditional Field Crops
Maize
Cotton
Groundnuts
Soybeans
Wheat

elelole
oo R R T i

Non-traditional Crops
Coffee
Paprika
Marigold

olie

Horticultural Exports
Mangetout
Baby carrots
Baby corn
Roses

R e R o R T P i I e e e
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A. Background

4.  In geographic terms, it is first important to note that tobacco is grown almost
exclusively in high-potential farm areas of Natural Region II in northeastern and central
Zimbabwe. This zone accounts for less than 15% of Zimbabwe’s total land area (5.86
million hectares), but is ideally suited to intensive farming with a more or less reliable 750
to 1 000 mm of rainfall coming in the summer months from late-October until the end of
March. Large-scale commercial farmers occupy almost 63% of this high potential
farmland. By contrast, Natural Regions III, IV and V are much less suited to intensive
farming with progressively arid conditions less suited to tobacco and other crops.
Smallholder farmers occupy about 71% of the farmland in these lower-potential areas
equal to about 18.7 million hectares in total. Natural Region I is mostly in the Eastern
Highlands with a mild climate suited to specialised farming and forestry. Maps showing
the location and rainfall expectations of each Natural Region and also the location of
Zimbabwe’s 15 main flue-cured tobacco growing districts are given in Appendix 1.
Further details on the breakdown of land classification by farm sector and area planted to
different crops in each Natural Region are given in Appendix 2.

5. Ininterpreting the discussion that follows, it is also important to bear in mind that
large-scale commercial farmers dominate Zimbabwe’s tobacco sector. Although there are
fewer than 2 000 commercial tobacco growers, these producers account for about 87% of
area planted and 95% of the total crop equal to some 180 to 240 million kilos of flue-cured
tobacco annually. Furthermore, most commercial farmers already have diversified sources
of income. Although tobacco is still the backbone of commercial agriculture in most
locations, other important crops for large-scale farmers include wheat, soybeans, maize,
groundnuts and livestock, which (in tobacco areas) are typically grown in rotation with
tobacco. Most commercial tobacco farmers practice a 5-year rotation and these crops are
an important part of the overall land use system and help provide a steady cash flow.

More recently, many commercial growers have also introduced other high-value crops
including export roses, supermarket vegetables, paprika and coffee as part of their farm
system specifically to lessen their dependence on tobacco. More than 80% of all
horticultural exports, for example, are grown on tobacco farms and were first developed
using tobacco revenue.

6.  Smallholder farmers, by comparison, are only marginally involved in the direct
production of tobacco. Although there are roughly eight times as many smallholder
tobacco growers (about 16 000 in total for burley and flue-cured tobacco) compared with
large commercial farmers, these account less than 1.5% of all smallholder households and
just 7% of those in suitable agro-ecological areas. Certainly, the importance of tobacco as
a high profit crop with fully developed market outlets cannot be overlooked for these
producers, but it should also be noted that maize, cotton and groundnuts are all more
important for smallholder farmers in most locations. In this respect, the greatest threat
from shrinking tobacco markets for the smallholder sector is not so much the potential loss
of direct farm enterprise income, but rather the loss of remittances sent by family members
employed on large-scale commercial farms.

7.  Before proceeding, it should also be noted that this analysis has been prepared at a
critical time in the development of Zimbabwe. Apart from the pressure on tobacco from
international health organisations, new trade protocols and other sources, the overall future
of the agriculture sector is now facing great uncertainty in terms of the controversial
program of land acquisition and resettlement. Although this paper has no interest to enter
the political debate over land or to predict the outcome of current events, it is not possible
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to overlook the present situation and implications for development opportunities in
agriculture.

8. No matter how one interprets recent events, for example, it is clear that current
conditions in Zimbabwe not only discourage new investment but also make it difficult to
sustain existing farm production in terms of access to seasonal credit, fuel shortages, high
inflation, land occupations and foreign exchange controls that distort the cost of imported
inputs. For large-scale commercial farmers, the strategy now is mainly one of survival
and bracing for the worst rather than to invest in new technologies and infrastructure as
part of a drive towards crop diversification. Smallholder farmers have likewise been
affected by the poor investment climate and are perhaps even more dependent on
improved conditions than commercial growers. One of the key findings from the analysis
is that that the most profitable crops and management systems depend on specialised
infrastructure and technical support services. Quite simply, until the economic and
political situation improves, few entrepreneurs are willing (or able) to invest in these
services, thereby limiting the opportunities for broad-based growth and diversification.

B. Main Findings

9.  Putting aside current political and economic constraints, the overall results of the
analysis are encouraging and show that several crops apart from tobacco offer an
opportunity for high producer profits and attractive rates of return. Other crops that rival
and/or surpass tobacco in terms of potential net profit include roses, paprika, coffee and
supermarket vegetables for large-scale commercial farmers and paprika, coffee and cotton
for smallholder growers. These crops can all be grown in the same areas as tobacco and
provide excellent rates of return to total production costs. On the other hand, these crops
are also relatively expensive to produce and, with high-input management, are sometimes
more costly than tobacco. This is especially true for high-value horticultural crops and
long-season irrigated paprika on commercial farms.

10. The analysis also shows that many traditional agricultural crops including wheat,
soybeans, groundnuts and maize are now marginal activities for large-scale commercial
farmers and, in some cases, even return a net loss and fail to cover the long-run
depreciation cost of fixed assets. On the other hand these traditional crops do, in most
cases, provide a positive gross income and are therefore important in terms of helping to
finance other more profitable and expensive crops like tobacco, paprika and coffee. In
turn, the very good financial returns from these high-value enterprises help offset the net
losses from traditional field crops and the analysis shows these are still a fundamental
ingredient to most successful farm strategies.

11.  For smallholder farmers, the opportunities to earn high profits from crops other
than tobacco are more limited. Although paprika, coffee and cotton do, in certain cases,
offer a potential for more income compared with burley tobacco and low-input flue-cured
tobacco, these crops each have their own limitations.

12.  In the case of paprika, for example, which is the most profitable smallholder crop
apart from tobacco, yields are highly dependent on rainfall and can easily be wiped out by
adverse growing conditions. Whereas large-scale farmers are able to protect themselves
from some of these risks through irrigation, most smallholder farmers do not have access
to this technology and paprika is typically considered a risky enterprise for smallholder
growers. Coffee is likewise an attractive possibility and can provide a net income that
rivals many tobacco scenarios, but is a relatively new crop in tobacco areas and would
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require a substantial investment in farmer training and also pulping and processing
facilities before it can be widely promoted in these locations. With respect to cotton, this
enterprise generally provides a much lower income that tobacco (except compared with
some levels of burley management), but does offer an excellent rate of return to cash and
total production costs. At the national level, cotton is the most widely grown smallholder
cash crop.

13.  Importantly, for all categories of farmer, the analysis shows that the most
profitable crops and production technologies require specialised infrastructure, processing
facilities and other support services. This is especially true with respect to roses and
vegetable exports, which can be very profitable but are also extremely expensive to grow
and extraordinarily skill intensive. These enterprises also require a large capital
investment in processing and packing facilities, special irrigation equipment and other
infrastructure including greenhouses and insulated trucks for roses. Some large vegetable
exporters have been working with smallholder farmers near Harare to provide inputs and
develop a network of collection points for baby corn and mangetout, but these programs
are expensive to establish and are still relatively small with only limited farmer
participation.

14. In this respect, marketing constraints are one of the main obstacles to success with
most high-value crops that could compete with tobacco in terms of profitability and
potential export earnings. Again, this is most obvious in the case of roses and export
vegetables, which must be grown to exacting European standards and delivered in fresh
condition according to a tight time schedule. Paprika, on the other hand, is far more
forgiving and can be sold to local export agents and processing companies on forward
contract. Although this helps to minimise some production and marketing risks, relatively
small world demand for paprika means that prices are highly sensitive to increased
production and the crop could never substitute for tobacco on its own.

15.  Interms of labour requirements, the data show that tobacco generates more
employment opportunities per hectare than nearly every other enterprise analysed. This is
one factor often noted by proponents of tobacco to illustrate the overall importance of the
crop to the national economy and the calculations here suggest that the total wage bill for
tobacco grown on large-scale commercial farms could be as high as ZWD 2 600 million
(USD 47.3 million)." To the extent that a share of this income is sent as remittance
payments to family members in communal areas, tobacco can play a major role in helping
to finance the inputs needed for improved management of major smallholder crops
including maize and cotton.

16.  Although these benefits of tobacco cannot be ignored, the data show that many
other crops are also very labour intensive and so offer similar opportunities for
employment creation on a per hectare basis. Roses are perhaps the best example of this
where just one hectare generates almost as many jobs as 25 hectares of flue-cured tobacco.
Of the other (more comparable) field crops, paprika, coffee and export vegetables all
demand a similar amount and sometimes more labour than tobacco with further
opportunities for downstream processing and growth linkages. Because of limited market
outlets and intensive management requirements, however, these crops are mostly grown
on a much smaller-scale than tobacco and it is unlikely any single enterprise could ever

! Calculations based on average per hectare wage bill for LSC flue-cured tobacco of ZWD 34 053
(USD 619.14) and total area planted in 2000 (76 110 hectares).
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substitute for a loss of tobacco employment without growth in other economic sectors
including industry and tourism. It should also be noted that crops with a high labour
requirement are not always attractive from the farmer’s point of view. Given the potential
for labour unrest, concerns over security and still rising rates of HIV infection, machine
cultivated crops can sometimes be more attractive even with lower financial returns.

17. Finally, in terms of vulnerability to variations in price and yield, the analysis shows
that tobacco is one of the most robust options available to both large-scale commercial and
smallholder farmers in that the crop is still able to provide good financial returns even
after a large drop in yield or price. Although Zimbabwe’s ability to compete in world
tobacco markets also depends on the costs of production compared with other tobacco
growing countries, this finding is important and suggests that tobacco is likely to remain a
very attractive crop for all categories of farmer under progressively difficult market
conditions. This statement is not to suggest that Zimbabwe can afford to be complacent in
terms of aiming for an agriculture sector that is less dependent on tobacco. The long-term
future of tobacco is still under considerable pressure. The analysis does, however, suggest
that time may be on Zimbabwe’s side as it works to develop other high-value crop
substitutes.

18.  No matter how the results are interpreted, it is important to stress that the analysis
has been prepared mainly to stimulate discussion of the opportunities for agricultural
growth and diversification and cannot point to optimal or best farm strategies for
individual tobacco growers. Profitability, risk and production costs are important to the
process of farm decision-making but only tell part of the story. Each grower must
consider their own cash flow requirements, distance to market, local climate and personal
preferences among other factors in deciding which crops to grow. Many other farm
enterprises besides those covered here also offer diversification potential including spice
crops, game ranching, medicinal plants and sun-dried vegetables. These and other crops
can all provide an important source of farm income and the challenge for each farmer is to
find the right mix of enterprises that works best for them.

II. METHODOLOGY AND PROCEDURES

19. This section summarises and explains the methodology, key assumptions and
financial indicators used for the analysis. All monetary values are expressed in Zimbabwe
Dollars (ZWD) using observed financial prices prevailing in late January 2001. The
official exchange rate of ZWD 55.00 = USD 1.00 was used to convert foreign values as
needed.

A. Approach

20. The quantitative analysis is based on a set of 91 production budgets estimated
specially for this study to reflect current financial costs and returns to agriculture in
Natural Region II to the best extent possible. These budgets cover fourteen distinct crop
enterprises including flue-cured and burley tobacco plus twelve other crops that either
complement tobacco or offer diversification potential. To provide a broad indication of
the relative costs and returns for different crops, several levels of farm management are
considered for each enterprise. Livestock enterprises have not been covered, but do offer
a certain amount of diversification potential in terms of their capacity to provide a regular
income and help in sustaining other farm activities.
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21.  Data collection was carried out in Zimbabwe during the second half of January
2001 with assistance from a local counterpart. This exercise involved first-hand
discussions with large and small commercial farmers as well as other smallholder growers,
input dealers, commodity brokers, extension workers, government and donor
representatives, farmer unions and others with a first hand knowledge of agriculture
conditions in Zimbabwe. Draft crop budget data were supplied by the Commercial
Farmers’ Union (CFU), Zimbabwe Farmers’ Union (ZFU), Agritex, Zimbabwe Tobacco
Association (ZTA), Farmers’ Development Trust (FDT), Horticultural Promotion Council
(HPC) as well as other corporate and private producers met along the way.

22.  Based on the results of this exercise, the next step was to prepare the full set of
indicative production budgets being analysed here. This was done by comparing the draft
budget data and other information collected in Zimbabwe for consistency and by
crosschecking this with CSO and other statistical data for general accuracy. Yield and
input assumptions are based on high-potential farm areas in Natural Region II where most
tobacco is grown.

23. Although great care was taken to produce a consistent data set based on current
prices, standard investment costs and realistic yield assumptions, it should be stressed that
these models do not provide a definitive picture of all the costs and returns for individual
producers. Rather, the overall objective is to provide an indication of the costs and returns
for a broad range of crops and it is most helpful to think of the results as a continuum of
production possibilities. Specific levels of input use, actual yields and overhead costs all
vary substantially from producer to producer. It must also be emphasised that the analysis
cannot point to optimal farm strategies. Profitability, risk, operating costs and investment
requirements are critical to the process of farm decision making but only tell part of the
story. Many other demand-side factors, including regional market conditions, price trends
and consumer preferences must also be considered in deciding which enterprises should be
pursued and how best to allocate scarce investment resources.

24.  In presenting the results for each enterprise, a brief overview of production trends
and marketing issues is given to help interpret the quantitative indicators. Brief summary
tables with key financial results for each crop accompany the narrative test. The complete
data set is presented in Part Two with separate tables ranking each enterprise by selected
indicators.

B. Farm Sectors

25. The production models developed here cover three farm sectors including (i) large-
scale commercial farmers; (ii) small-scale commercial farmers; and (iii) communal and
resettlement farmers. These distinctions are especially important to how annualised per
hectare investment costs for each enterprise are calculated. They also help to separate
farmers in terms of management skill, input use, labour requirements and access to
technology and credit.

26. Throughout the text, the term “smallholder farmer” is often used to refer both to
small-scale commercial (SSC) and also communal and resettlement farmers. Although
SSC farmers generally produce at a much higher level than communal and resettlement
farmers, this approach is consistent with the use of crop budgets to represent a continuum
of production possibilities. A distinction is still made in terms of how annual investment
costs are calculated for each sub-sector based on the additional inputs required for more
intensive management.
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27. Large-scale commercial farmers (LSC). LSC farmers are characterised by their
use of modern machinery, overhead and drip line irrigation and permanent waged labour.
Holdings in this sector can be very large and it has been estimated that fewer than 5 000
LSC farmers occupy 21% of Zimbabwe’s total land area equal to 8.2 million hectares,
including 3.69 million hectares in Natural Region II. Less than 20% of all LSC farms are
smaller than 200 hectares and half are greater than 1 000 hectares. Of this total, however,
only a relatively small area may be suitable for cultivation and most LSC farmers crop
between 100 to 500 hectares annually. The majority of LSC farms are under freehold
ownership by individuals, limited liability companies and large corporations.

28.  For this study, it is assumed that LSC farmers in tobacco areas cultivate a total of
300 hectares annually of which 80 hectares are irrigated and therefore double cropped.
This gives a total farm size of 380 hectares against which the per hectare depreciation
costs of basic machinery, vehicles and buildings are calculated.” Again, specific
conditions can vary quite considerably from farm to farm with important implications for
overall crop profitability.

29. Small-scale commercial farmers (SSC). Loosely defined as indigenous
commercial farms, these holdings were first developed by the Rhodesian Government
between 1931-1961 in an effort to reduce congestion in communal areas reserved for the
indigenous population. There are about 9 000 holdings in the SSC sector occupying a
total area of 1.4 million hectares including 240 000 hectares in Natural Region II. Half of
these farms are under conditional freehold title, while others are under a long-term lease
with an option to buy. Although not as advanced as LSC growers, most SSC farmers still
produce at a reasonably high level and enjoy good access to basic equipment including ox
ploughs and carts, hand sprayers sufficient barn space for curing tobacco and baling
equipment. It is not unusual for some SSC farmers to cultivate by own or hired tractor.’

30. For this study, it is assumed that SSC farmers have access to a total of 10 hectares
of arable land of which 6 hectares are cultivated each year. These farmers are assumed to
own two teams of work oxen and most basic implements.

31. Communal and resettlement farmers. Communal areas were previously referred
to as native lands or tribal trust lands and collectively occupy about 42% of Zimbabwe’s
total land area equal to 16.4 million hectares. Although most of Zimbabwe’s 1.13 million
communal farmers are located in the relatively drier parts of the country outside Natural
Region II, there are still an estimated 243 000 holdings (covering 308 000 hectares) in
high potential areas suitable for tobacco. The concept of resettlement farming was
introduced shortly after independence in 1980 to ease congestion in communal areas, and
also to resettle landless people. There are approximately 71 000 resettlement farms
occupying a total area of 3.3 million hectares, including 590 000 hectares in Natural
Region II. Especially in areas where farmers have recently been resettled, however,
limited access to rural services and other infrastructure needed to support commercial and
subsistence agriculture is often a major constraint.

32.  For this study, it is assumed that communal and resettlement farmers have access
to 5 hectares of arable land of which 3 hectares are sown to crops each year. These

? This applies to most field crops. For coffee, roses and export vegetables separate calculations of
appropriate investment costs have been carried out. See Appendix 3 for details.

? Because of recent fuel shortages, most of these farmers have had to revert to ox cultivation.
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farmers produce at a fairly basic level, but still use some purchased inputs including
fertiliser and agro-chemicals at most management levels. It is assumed that cultivation is
by hired ox plough.

C. Management Levels

33. Several levels of commercial and smallholder management are analysed for most
enterprises. For LSC farmers, the first or “low” input level is intended to reflect fairly
basic management practices and is characterised by relatively light application of
fertilisers, pesticides, herbicides and other inputs. The second, or “medium” production
level is based on a more intensive use of inputs and, in a broad sense, is roughly indicative
of the management practices employed on most LSC farms. The third, or “high” input
level is based on even more intensive use of crop inputs and yields that can be achieved
through very good management under most normal conditions.

34.  For smallholder farmers, similar definitions of low, medium and high input
management apply. Each successive level is based on better weed control, timelier
planting and more intensive use of purchased inputs. For many crops, only three levels of
smallholder production are considered. In these cases, production using low and medium
management is attributed to communal and resettlement farmers and production at the
high level is attributed to SSC growers. In the case of tobacco and maize where
management practices vary more widely, three management levels are considered for each
sub-sector. Again, actual conditions can vary quite considerably from farm to farm it is
most helpful to think of the results (for all farm sectors) as a continuum of production
possibilities rather than a literal expression of the costs and returns for individual growers.

D. Main Assumptions

35.  Yield. Yield assumptions are intended to reflect the output farmers in Natural
Region II can expect in a year with normal growing conditions using the inputs costed in
each production model. These assumptions are based on budget information collected
during fieldwork and discussions with farmers, crop experts, input dealers and others with
a detailed knowledge of farm conditions in Zimbabwe. To ensure that these estimates
reflect actual performance by each farm sector, CSO data for the past six agricultural
seasons were also compared to derive the estimates used for budget analysis. A complete
list of all yield assumptions is given in Appendix 3.

36. Prices. Current prices as of January 2001 are applied to the analysis of each
enterprise. This snapshot approach assumes that domestic inflation will affect all prices to
the same extent so that future costs and returns for each enterprise retain their same
general relation. The only exception to this approach is the case of maize where additional
calculations are made based on the higher cost of purchasing grain ten months after
harvest when local supplies are scarce. More detailed analysis would require estimation of
a monthly cash flow using expected future prices.

37. Crop marketing. Marketing arrangements vary by crop. For most commodities,
it is assumed that farmers transport their output to Harare where it is sold directly to the
Grain Marketing Board (GMB), a private buyer or, in the case of tobacco, by auction.
With vegetable exports, it is assumed that farmers deliver their crop to a nearby depot
where it is collected by an export agent. For roses, two marketing arrangements are
considered in which farmers either sell 100% of their flowers through the Dutch auction or
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as part of an export consortium with a direct contract for delivery to a European buyer.*
As noted, a special exception is also made in the case of maize, which is grown by both
LSC and smallholder farmers as a cash crop and for on-farm consumption. In this case,
imputed farmer profits are calculated for growers who sell different shares of their total
harvest.

38. Transportation costs. So that the results for each enterprise can be compared
directly, all farms are assumed to be 100km from Harare. This is where all crop inputs are
procured and most outputs sold. A standard cost of ZWD 680.00 (USD 12.36) per ton is
charged in all production budgets for fertiliser and other heavy items that must be moved
over 