Kaiser Associates South African Floriculture Cluster Study
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111.1 Objectives

Toensurethat all floriculture products are exported in
atimey and cost effective manner whilst maximising
quality throughout the cold chain.

I11.2 Background

Currently, export logigtics across the South African floriculture industry are
characterised asfollows:

Thereisinaufficient arfreight capacity, particularly to Europe, in pesk
season (October to February)
Other perishables receive preferentia treatment, particularly fish
SAA isaggravating the Stuation by

- Blocking airlines from entering with more space

- Giving preferentia trestment to products from Harare
The airfreight rates are too high for some products to be cost competitive
Thereis no industry-wide cold chain strategy (particularly for
internationd transfers)

Floriculture exports by ar are currently conducted on an ad-hoc basis. Asa
result, the industry does not attract any benefits from economies of scale and the
arlines have minima moativation in reducing rates and guaranteeing space.

Worse ill, there have been numerous occasions where customers' orders cannot
be met due to insufficient space. 1n one case, flowers had to be destroyed as the
airline could not accommodate the products. Not only does the Situation need to
be improved for current volumes, but aso to accommodate the significant growth
in volumes from theindugtry — logistics is the single greatest infrastructural
constraint to the expansion of South African floricultural exports.
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In terms of cold chain management, dthough this is accepted in the worldwide
floriculturd industry as being the Sngle most important qudity detracting dement
of the export process, South African exporters have aso only addressed it on an
ad hoc rather than an industry-wide basis. Generdly, exporters and handlers have
little communication about the conditions for trestment and no one & the airports
wants to assume full respongibility for the qudity.

I11.3 Areasfor strategic focus

I11.3.1 Specific initiatives

1. POOL PRODUCTS 2. DEVELOPCOLD
ACROSS CHAIN
FLORICULTURE, MANAGEMENT
THEN PROTOCOL
AGRICULTURE

I nitiative 1: Pooling strategy (across floriculture and across
complementary perishables)

Context

All agriculturd products, particdarly floriculture, are grown and
exported seasondly. The predominant volumes of traditiond
greenhouse products (roses, carnations etc.) are exported in October to
March, whereas Protea and Cape Greens are exported April to
December. Therefore, when individua exporters approach the airlines
(the vast mgority of floriculture products are flown), it isimpossible

to guarantee year-round minimum volumes for export. Theresultis

that neither competitive freight rates, nor guaranteed space, is

achieved.

The way to negotiate the freight rate is by sgning year long contracts
guaranteeing a minimum volume of monthly exports, but this requires
acertan critical mass.

Kaser Associates analysed the various options and came up with two
distinct but intertwined solutions for gaining the needed criticdl mass:

1) Pool al floricultura products together
2) Pooal dl floriculturd products with other ‘ complementary’
perishable products
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Kaser Associates therefore anadlysed dl the monthly volumes of
floriculture products and then selected the * complementary’ perishable
products based on those whaose air freight exports focus on South
Africa swinter months, the off pesk months for floricultura products.
By focusing on complementary perishable products exported during
floriculture’ s low months, Kaiser Associates was able to even out the
dip in volume and guarantee an dtractive minimum per month.

The products selected were melons, avocados, pinegpples and
agparagus, which follow the export timings as shown below:

D)=SIINANIONS

Holland
Germany

TIMINGS

Overall peak in October
to March

PRODUCT:

TOIAL
ELORICULETNURE

VOLUME (kg)*

3,195,835

Y ear round

UK
RINEARPILIES 3,369,780 (over 70% of total volume)

UK Jan-March
Germany
Holland

Holland
Germany

MIELGNS 844,717

April-September

AVOECADBS 1,215,274

September- November

Gerl
(ovérn%/o of total volume)

ASPARAGUS 541,781

TOTAL VOLUME:

Equal emphasis on
floriculture’s main 3
destinations (particularly

Continuous supply all
year round with rounded
peak from October to

OUTCOM E 9,167,387 UK) March)

*Only to main 3 destinations, Holland, UK and Germany — Source PPECB

Figure 14: ‘Complementary’ perishables export profile
Source: PPECB
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Figure 15 shows which products command the mgority airfreight
volumes, by month, by floriculture s top 3 European destinations:

JANHFEEBH FMARY FARRE EMAYA SJUN- S JUIES FAUG | [SEPH [ OCH || NOV

HOLLAND e

GERMANY

CF = Traditional cut flowers AVO = Avocados
PR = Protea and Cape Greens PIN = Pineapples
MEL = Melons ASP = Asparagus

Figure 15: Monthly majority product, by volume, to top 3 destinations
Source: PPECB

Clearly, floriculture has the controlling volume to the Netherlands, and

to thisdestination it is clear that traditiona cut flowers, and Protea and
Cape Greens can potentialy complement one other thereby boosting
minimum rmonthly volumes even before bringing in any other

perishable products. I n fact, by pooling all floricultural products, the
minimum monthly volume to these three destinations moves from O
to 130,000kgs.

The opportunity becomes even stronger when looking at the other
perishables and other markets. To take an example, pinespples cannot
get space to Amsterdam because of flowers, and flowers cannot get
gpace to the UK because of pinegpples. They are effectively
competing with one another (and both paying over the odds per kg)
and they do not end up with adequate volume to their target markets.
Furthermore, the reason that pinegpples are dl going to the UK is
because they cannot get space direct to Holland, so they must use the
UK asaredigtribution market. Infact, they are competing for space to
the “wrong” degtinations as greater volumes of the pinegpples actudly
want to go to Holland and greater volumes of flowers actualy want to
go to the UK. With communication and appropriate planning, there
should be sufficient space to get dl products directly to their desired
end market. By pooling all of the above productsto the 3 markets, a
minimum volume of 430,000kgs per month can be achieved.
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The resulting position can be shown graphicdly asfollows:

Line service freighters
Immediate benefit of or independent charters
pooling on floriculture

/—_Volurne* t
-
//,,-/ \\\
430,000

PERISHABLES

POOLED MINIMUM
VOLUME*

130,000

FLORICULTURE
POOLED MINIMUM
VOLUMET

T T T
Jul Aug Sept Oct Nov Dec Jan Feb Mar Apr May Jun

* Pooling all floriculture products with pineapples, melons, avocados, asparagus
1 Pooling all floriculture products

Figure 16: Monthly minimum volumes for two pooling scenarios (floriculture alone and floriculture +
complementary perishables)
Source: Kaiser Associates

Note: Thedip in floriculture exports between November and February
isadirect result of pressure on space. As soon as minimum volumes
are guaranteed, this pressure disappears.

This puts this group of agricultura products in a highly favourable
negotiating pogition with the arlines for both freight rates and
guaranteeing space. Not only will airlines guarantee existing space
and reduce freight rates, they will dso provide a‘line freighter’
sarvice. In the months where supply exceeds natura capacity, the
arlineswill provide freighter planesto cover specific pesks. Again,
they will only do this once minimum dl-round volumes are guaranteed
through year-long contracts with the airlines.

The reaction from the other perishables associations (eg Vegetable
Exporters Association, Avocado Growers Association, etc) and
exporters of complementary perishables (eg Westphdian Marketing,
CapeSpan, Rolex Perishables Exporters) has been very encouraging.
All partiesinterviewed expressed a strong willingness to teke
discussonsfurther. The only condition that was consgtently raised
was that the floriculture industry hasto first prove that successis
achievable across floriculture before the group can be widened. See
DFD for further detalls.
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Key action steps

Podling floriculture

Thefirst step in building a fully integrated pooling strategy, isto
pool all floricultural products.

In order to do this, it is necessary to understand al export requirements
acrosstheindustry. SAFIC, through the support services group (see
industry organisation section), must capture in detail the forecasted
export volumes, by month, of al growersdexporters, establishing the
minimum monthly volume, using more sophisticated production

planning and forecasting mechanisms. Pooling across al floricultura
products must take place prior to the involvement of the other
perishable exporters. Communication and transparency across the
chain will be essential for success.

Pooling roundtable

The next step isto set up aworkshop between the growers, exporters,
freight forwarders and arlines to discuss the impact that these volumes
will have on rates and guaranteed space. Floriculture producers, via
SAHC, will have to sign 12-month contracts (which will have built-in
terms for cancellation and reselling of space).

Freight negotiations

There are two fundamenta options with the airlines
1) Singlearline solution (SAA)
2) Dedtination contracts

The former option isto fly al exportsto Germany, the UK and
Holland usng SAA. Thiswill require SAA to guarantee that they can
accommodate al monthly volumes to the required destinations (either
using their own fleet or by arranging dternative trangport) as well as
being highly competitive on rates. The second option isto consider
contracts by destination (failing full agreement on thefirst option), i.e.

Exportsto UK fly BA or Virgin or SAA
Exportsto Holland fly KLM or SAA
Exportsto Germany fly Lufthansaor SAA
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Market specific recommendations

Although pooling isafairly sandardised approach, there are afew
market specific congderations when exporting to Germany, the UK,
and Japan that if included, will make digtribution of product from
entry point more effective.

Germany — When exporting to Germany use as much direct flight
gpace as possible in order, for example, to minimise transport costs
and auction mark-ups going through Holland.

Currently, SAA and Lufthansa both fly to Frankfurt so South Africa
will need a digribution strategy for Munich, and Dussddorf aswell,
and can even explore agriculturd charters to these additiona
destinations.

UK — Usedirect flight space to Heathrow as easest didtribution point
for target customers and multiple channels throughout UK.

Condder specid preference agreements with BA or Virgin for freight
rate negotiation.

Japan — Create adigtribution strategy that takes into account various
trandfers necessary asthere are currently no direct flights to Tokyo.
Explore connections through Amsterdam or other destination where
specidised cold Sorage is available during transfer time.

Explore option of agriculturd charter flights directly to Tokyo.

Initiative 2: Cold chain management strategy

Context

The marketplace currently views South African floriculturd products
as being lower in quality than those from other developing nations
such as Kenyaand Colombia. Thisis particularly the case for the
traditiona greenhouse products, dthough the condition of the
indigenous products at market entry points could also be improved.
Although the qudity issues are largely perception based overdl, there
are some changes in the way in which the product is handled (non
perception basad factors) that will improve the qudity.
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Key action steps

In order to improve the physical handling of the product, industry
needs to pull together dl the relevant players and engagein a
congructive didogue that sets out guidelines for the effective

handling of floriculturd products. This discussion should address
specific concerns such as the fact thet floriculturd products are often
left to stand in the sun between flights, and the fact that the
responsibility between the arport handlers and the airline handlers are
at present unclear.

In short, the South African floriculturd industry needsto write a
“post-harvest handling protocol” for the handling of the product in
South Africa, en route to the end market, and at the point of entry. It
Isessentid that the code also include better education of customers
who may inadvertently mistrest the products due to lack of knowledge
about the best conditions for a particular product.

The partnersto be included in the didogue should be the growers,
ARC, PPECB, exporters, airline representatives, and the airports
company. The success of the protocol will depend on the strength of
information going in, and on expanding the degree of viable solutions
which growers have experienced on asmall scaeto the industry asa
whole.
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[11.3.2 Key responsibilities

Lead | SAHC Pooling - The support services group must
oversee the whole pooling initiative

Cald chain — Provide aforum for discusson
and drafting of the “Post- handling Protocol”
between growers and handlers, etc.

Growers Poadling - Open communication across
exporters growers and exportersis critical. The
development of more sophidticated
Support forecasting and production planning must also
take place.

Cold chain - Discussfailures and successesin
dedling with the airport and airline handlers as
well as end customersin order to shape best
protocol possible,

Government | Podling - Department of Transport must
facilitate smilar work to be conducted across
al arfreight export products.

Cald chain — ARC to provide technica
expertise about improvementsin
trestment/spraying of products aong the cold
chain. The Perishable Products Export
Control Board (PPECB) can play arolein
advisng on qudity control issuesfrom a
physica handling point and should therefore

aso help to shape the protocal.
Related Freight forwarders and airlines - If both the
indudtries freight forwarders and the airlines want to

compete for this business, they will haveto
play akey rolein offering support to the
industry. The main freight forwardersin

South Africamust be proactive in assigting the
Support services group to get thisinitiative off
the ground.

Handlers must dso assume a greater
respongbility for the qudity of the product en
route and should receive specid training and
ingtructions on how to keep the productsin
optimal conditions during transport.

Page 53 of 107



Kaiser Associates South African Floriculture Cluster Study

[11.4 Implications for other agricultural sectors

Of all the categories across the value chain and enabling environment, logistics
has the greatest implications for other sectors, asthe greater the involvement of
other sectors, the greater the efficiency of the total airfreight process. The
ultimate impact on improving freight rates and guaranteaing space will be

immense.

The Department of Trangport is currently investigating ways in which to improve
the airfreight efficiency across exports, and there is no doubt that solving this
issueis critica to the success of dl export industries and dlowing them to attract
foreign exchange and create more jobs.

The following logigtics issues should be explored from a pan-agricultura
perspective:

Pooling
Perishables export cargo centre

Currently thereis no specidised facility for the pooling and storage of
perishables in South Africaand only one mgor freight forwarder who
specidisesin perishables trangport. Training perishables exporters and
investing in a dedicated perishables export centre for pooling, packaging and
shipping is therefore ancther initiative that may best be addressed on a pan-
agriculturd leve.

Export manager

In order to facilitate a fully integrated pooling strategy, the industry will need
an efficient system of organisation and a qualified export manager to co-
ordinate the dropping off of cargo and the negotiations with the airlines on
the ar freight.

Designing a pooling system and employing an export manager istherefore
something else that should be explored from a cross-sectora perspective,
perhaps even wider than just perishables, or agriculture.

Coald chain management

Designing a protocol

The problemsin respect of the handling of floricultura products within South
Africa, particularly at the airports during transfer times, are directly applicable
to at least all other perishable exportsif not to al types of export product.

Asthefloriculture industry begins a diaogue with the rdlevant playersin the
cold chain, (primarily the freight forwarders and airport handlers) to design a
“Post- harvest handling/cold chain protocol”, specificdly for floricultura
products, it would provide agreat opportunity to find out what the core
elements of the problem are for dl perishable products.
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Furthermore, as there will certainly be overlap, it may be most senshleto
write a“ Perishables Handling Protocol” addressing the core common
problems that would then aso have product specific sections attached with
differences in temperature, etc for each product.
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