Kaiser Associates South African Floriculture Cluster Study

[11. Products

Classification of product opportunities

‘Horiculture products, for the purposes of this exercise (and for the best way to
categorise opportunity) has been divided into three main aress.

1. Indigenous products
a. Proteaand other fynbos (Proteaceae)
b. Foliage (eg. Leatherleaf, Cord fernsetc.)
c. Indigenous bouquets (combining a and b.)
2. Traditiona greenhouse products
a. ‘Classics (Roses, Carnations, Chrysanthemums etc.)
b. ‘Exatics (Orchids, Lilies etc.)
c. Summer flowers (fillers, eg. Gypsophila, Monte Casino etc.)
d. Traditiona bouquets
3. Mixed bouquets (combining 1. & 2.)

Process for product prioritisation

Using the above categories, Kaser Associates conducted a screening andyssto identify
the highest opportunity products in the short, medium and long term, using the following
criteria

Market demand/product preference
Current South African export volumes
Perception of South African products
Ease of increasing capacity
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A summary of the findings againgt the above criteria can be found on the next page.
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Market demand/product preference Current South African export volumes

Largest volume demand (world-wide):
traditional greenhouse products (although
highly competitive and commaoditised)
Strongest growth in demand: novelty,
variety, exotic (indigenous)

Perceptlon of South African products
Indigenous products: generally good
quality, good continuity of supply and
(obviously) strong associations with South
Africa
Traditional greenhouse: lower quality and
non-cost competitive (both primarily
perception- based)

Top export products: Protea, other fynbos
and indigenous foliage

Penetration across all products
unnecessarily low (average 0.44%)

Ease of increasing capacity
Traditional greenhouse products most
flexible in terms of capacity increase (less
market reaction time) although more
capital intensive

Indigenous products require limited capital
investment although cycletime
significantly greater for indigenous cut
flower cultivars

Figure 11: Results of product screening analysis

Product prioritisation

Source: Kaiser Associates

Based on the interviews with the 15 top floriculture importing markets, and in particular
the top target markets of Germany, UK, Japan (and Netherlands), Kaiser Associates
arrived a a product prioritisation plan. The prioritisation criteriafocuses on identifying

the highest demand products in the short, medium and long term in order to determine the
product areas for immediate production and export focus from a physicad standpoint.
Although there will be an immediate ramp up of physical production in certain
indigenous product types, there still needs to be concur rent enabling environment

investment across all product types.

NB: Thisproduct prioritisation plan focuses on production and export volumes
only. Thisdoesnot dictate all investment levels, merely those relating to physical

production.
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The production prioritisation can be summarised as follows:

SPECIALITY/COMMODITY
COMBINATION

SPECIALITY COMMODITY

MIXED BOUQUETS EXOTICS': ‘CLASSICS":

ORCHIDS ~ SUMMER ROSES

TRADI Tiop, AL FLOWERS

LILIES CARN-
ATIONS

\
OTHER
FYNBOS INDIGENOUS —_—

PROTEA | |\pIGENOUS
LEATHER- | BOUQUETS
LEAF

—

OTHER
FOLIAGE

SHORT TERM MEDIUM TERM LONG TERM

Quickest revenue gain Use “mixed bouquets’ to
from ramping up gradually expose the
indigenous production, mar ket to high quality

South Africa’s exports
will ultimately be
dominated by traditional
greenhouse products

particularly foliage traditional products

Figure 12: Product prioritisation model (based on production volume focus)
Source: Kaiser Associates

By concentrating first on increasing the scale of itsindigenous product exports,
South Africa will realise the quickest gain in revenue and employment due to the
high vaue added labour intensve nature of the products. South Africa currently exports
$12m in foliage and $9m of protea and other fynbos (together over 70% of SA’stota
exports) mainly to the European, US and Japanese markets, yet market demand for these
products is sgnificantly higher and inward buying trips from these marketsindicate a
continual increase in consumer demand for these“ novelty” products. The only way
for South Africato ensure that it capitalises on the revenue gain and associated
employment cregtion opportunities deriving from its“ naturd” competitive advantage in
indigenous products is to increase production and export of these products (foliage,
proteas and other fynbos) as quickly as possible.

Once the market demand for these products has been satisfactorily serviced and the South
African floriculture indudtry is recognised as a high quality and consistent volume

supplier, South Africa can start larger-scale production of awider product range and
export sgnificantly increased volumes of traditional greenhouse products. Therefore,
whileinitid production increase concentrates on indigenous products, in thelong run it
will be critical to also ramp up production of traditional greenhouse products.

The key to developing arobust industry based for the most part on traditiona greenhouse
productsisto preparethe marketsfor traditional greenhouse productsthrough the
use of mixed productsover atranstional period of time. Essentidly this meansthat
as soon as South Africa has gained a strong foothold in the target markets with its
indigenous products, it must begin sending mixed bouquets of indigenous and
traditional greenhouse productsin order to sowly expose the market to South
Africa’straditional greenhouse products. In order for this to succeed, the quality of the
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traditiona products must match if not surpass the quality of the indigenous products
supplied in order to preserve South Africa s established reputation as aquality supplier.

Whilg the focus on production will be on specidity products as afirst priority,
gmultaneous investment in the enabling environment for al products will set the scene

for divergfication. In other words while the indigenous grower s are focused on
producing volume, therest of the industry will be investing in marketing, logistics
and salesimprovementsto improve South Africa’sdeivery capability for all
products. Marketing and sdesinitiativesin the main target marketswill focuson
changing per ceptions about South African products as being low quality or protea
only. Logidicsinitiatives will improve freight rates and freight space issues so that South
African growers will never have to turn down orders due to unreliable transport. By the
time the mixed bouquet drategy isin place, the enabling environment will bein place
to support a South African floriculture export industry based primarily on
traditional greenhouse products.

Bouquet assembly and improved distribution capability

As bouquets not only play an important role in the transition of South Africafrom a
predominantly indigenous product exporter to a predominantly traditional greenhouse
product exporter, they are increasingly important as the super market channel world-
widegrows. South Africa should explorethe possbility of assembling bouquets
overseasfor ease of distribution. Kaiser Associates proposes that the South African
floricultura industry consdersinvesting in a Eur opean depot for the assembly of
bouquets which would dlow more efficient exports to smdler volume markets such as
Eastern Europe and the niche markets of Switzerland and Scandinavia. For example:

Emerging
Markets
Volume Markets
Volume Markets

Netherlands (for
non-logistics -
friendly markets)

EUROPEAN
DEPOT

(See next page for
potential location)

products

&
00(70@(?

products

Three primary roles:
1.  Distribution Depot

2. Assembly for bouquets (tailored for individual markets)

3. Provide detailed up-to-date market information to South Africa

Direct to
logistics-friendly
markets

Figure 13: European depot scenario
Source: Kaiser Associates
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