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~ EXEGUTIVE SUMMARY.

he Western Cape and Eastern Cape

are important farm areas in South

Alfrica for the growing of deciduous
and sub-tropical fruit respectively, In
addition these growing areas are
characterised by their close proximity to
fruit processing factories. Such industrial
agglorucrations are required to process the
fruit before it can be damaged through
transit. But, the industrial agglomeration
debate has been revitalised throughout the
world recently, not because of mere
agglomeration, but because of the synergy
which this agglomeration tends to
encourage.

In selected regions throughout the world,
from Traly to Brazi! to Kenya, some
industrial agglomerations have risen to
prominence through thejr economic pawer,
job creation capacity, wstitutional strength
and relatively positive labour refations.
One of the factors leading to the
development of these characteristics 1s the
fevel of co-operation and nstitutional
structures in the agglomeration area.

Two industrial agglomeration areas in the
Western Cape and one in the Eastern Cape
were selected and evaluated in terms of
their level of co-operation and insttutional
provisions. On the basis of these
investigations policy proposals are made in
this paper.

1o the two study areas in the Western
Cape it was found that a thriving smal} and
medium-sized enterprise (SME) scetor
producing a variety of jams, preserves and
fruit juices existed. These enterpnses do
not comprise an homogenous group.
Some are format small companies that
demonstrate real dynamism and are highly
successful. Others are best deseribed as
‘micro’ organisations and are teetering on
the brink of closure. The problems they

face relate to lack of marketing support,
production information and the inability to
source certain vital inputs. The successful
SMEs sufter difficulties around export
marketing and the capacity to fill large
orders. The level of co-operation amongst
all these organisations is invanably low,
with the only exceptions being the two
successful exporters in the sample.

The policy proposals suggested aim to
address these weaknesses through the
development of better information flows,
export assistance, production advice and

the identification of tourists as a potentiai

market.

The study area in the Eastern Cape is
dominated by three large canneries
producing canned fruit products such as
pineapple chunks and slices largely for
export. This study area does not show the
proliferation of SMEs that the Wesiemn
Cape does.

In addition, as a result of increasingly
difficuit intemational trading conditions
these ficms are being forced to diversify
into other products. Economies of scale in
this processing industry are high and
opportunities are being lost due to.the
nabihty of some farmers to maintain high
production levels. This is further
exacerbated by an apparent lack of skilled
supervisory staff which would aliow the
cannenes to nun two of even three shifts as
is the norm in the international industry.

A perception, not withouf some
foundation, that the Eastern Cape is
dangerous has resulted in decliming tourist
numbers. This was a significant source of
income for the region as well as for some
pineapple farmers who run guest-houses.

Policy proposals broadly include those
proposed for the Western Cape but inciude
assistance for canneries to develop the
necessary capacity to run second or third
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production shifts, More emphasis on export market but also at tourist and
product innovation aimed not only at the domestic markets is suggested.

2 THE SOUTH AFRICAN FRUIT PROCESSING INDUSTRY
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critics further argue that, far from being a
new phenomenon, flexible specialisation
merely involves the mass production of
sophisticated products, rather than new
WOTK Processes,

Further, Gordon suggests that the
‘existence and character of local linkages
remain largely presumptive’.’”” Indeed it is
extremely difficult to establish the
importance. of local cultural characteristics
10 innovation in industry. it is equally
difficult to maintamn the associated
assumption that small firms are aimost
inherently innovative, particularly against
the background of substantial innovation
by large Japanese corporations and
empirical evidence that most small finng
tend not to be innpvative.” Industrial
district theorists implicitly helievs that all
districts fit the same model of
contemporary economic development,
notwithstanding what Gordon terms
‘effectively quite distinet forms of regicnal
economic development’ in Silicon Valley,
Baden-Wurtermnburg, Emilia-Romagnia and
elsewhere, "’

The empirical basis of the Third taly
industrial district has aiso been questioned
by Murray,"S Murray argues tha
conditions in the indusiries characterised as
Post-Fordist are far from the rosy picture
most researchers depict. His concerns are
based primarily on the sstablishment of
causality between weak trade union

" Gordon, R., 1994, Indusirial Districts and the
Glabalizetion of Innavotion: Regions snd
Nesworks in the New Economic Space.

¥ waomack, .. et ab. 1990, The Machine tha!
Changed the orkd

M Gordon, R., 1994, inddusirtal Districts and ihe
(Hlobolization ¢f Imnovation: Regiony end
Networks in the New Economie Space.

1* Murray, F.. 1987, Hlexible Specialisation in the
“Third ltaly’,

orgasation and poor working condittans.
Murray thus argues that ‘many workers are
exposed to the unmediated market Forces’
which ‘create wide differentials of wages
and conditions” ' This view is however
contradicted by the vast majority of
kiterature written about the region which
was, sccording to Schiitz, found 10 be the
area Iralians would most like to live and
work."”

Murray's argument cannot be lightly
disimissed, nor can it be adequately

rebutted without extensive empirical work.
However many industrial socteties with and
without strong trade unions are subjeet to
the damaging excesses which unregulated
labour markets encourage. Whether or not
tabour conditions are better or worse in
industrial distncis compared to other —
production areas is difficul 1o establish.
However, the balance of empiricai evidence
tends to suggest that at the very least theré
is a sizedole group of artisans and small
bustness entrepreneurs who are refatively
insulated from highly exploitative labour
relations. In addition, with a world
econamy which is experiencing its highest
sustaired level of unemployment since the
Great Depression, perhaps any employment
is positive, This is not fo suggest that any
form of employmeut should be welcomed
uncritically. Clearly minimum standards
should be upheld, but if this is at the cost
of employment and production, a strong
case can be made for govermment
intervention to ameliorate the broader casts
of production for industrialists in order to
uphold some basic level of labour
protection.

In addition to empirical cnticism, the
debate has also been described ag both
conceptually and emipirically muddied  As

'8 1hid.

1 aehanitz, H, 1998, Small Shoeaioksrs vud
Fordist Glasis: Tale of a Superclusier,
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1. INTRODUGTION

r | Yhe previous government’s Regional
Industrial Development Policy
(RIDP) was premised on a logic of

dispersien. This policy resulted in the

relocation of labour-intensive industries to
the homelands and other ‘deconcentration

potnts’.

Notwithstanding these attempts at
industrial dispersal, significant industrial
agglomeration has occurred. The
concentralion of clothing and textde firms
in the Western Cape, the mietal working
industry in the East Rand, and the motor
industry in Port Elizabeth are cases in
potat. Here industrial aggiomerations have
developed and show signs of decline in the

—medrameterm.  [ris this realisation, coupled

with important new and/or revitalised
theoretical positions, which see the debate
comne full circle back 1o policies which
highlight the economies of scale ard scope
of industrial concentration.

The Scuth African fruit processing industry
is one such industrial agglomeration.

Three areas of concentration can be
identified. They are the Montagu/Ashton
and Paarl/Wellington areas in the Westem
Cape and the Bathuest/East Londen area in
the Eastern Cape. These areas form the
‘heartiand’ of South Aftica’s fruit growing
region and exhibit significant fruit
processing capacity. These industrics are
however factng important challenges on the
international market and this report will
argue that in order for them to maintain
their international position and to further
capitalise on their comparative and
competitive advantage policy interventions
will be required.

It is to the theoretical positions
underpianing recent agglomeration theory
developments that this paper now tums in
order to inform the design of the
methodology. Thereafter the report
highlights some of the main features of the
domestic agriculture sector before
presenting the research findings and
analysis in each of the three districts. Its
from this body of information that pohcy
interventions and recommendations will be
devetoped.

4 THE SOUTH AFRICAN FRUT PROCESSING INDUSTRY
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2. THEORETICAL
ORIENTATION

he modern production unit, or firm,
Tand the enviromment in which it

operates bears little resemblance to
that of 50 years ago and even less to that
af 100 years zgo. There have been world-
wide changes in production technoiopy,
work organisation, materials management
and pre-production planning. The
Tudustrial Districts (ID) model embraces
many of these changes and is presented in
the following section. This section
concludes with a discussion of the
significance and applicability of this model
to middle-income developed countries such
as South Africa (SA).

2.1 The Industrial Districts Modei:
2.1.1 Overview-Historical Development:

The ID approach has iis historical roots in
the work of the econemist Alfred Marshall
who attemptied to explain localised cutlery
and textile manufacture in Sheflield and
Lancashire respectively, in 19th century
Britain. Marshall claimed that small
establishments could rival the economic
efficiency of large mass-producers if they
were ‘specialised for the performance of a
particular stage of the process of
production in particular localities’.*

The approach has been populansed
recently, particutarly in Europe, in an
attempt to explain the apparent {export)
successes of firms in parts of ltaly and
elsewhere in the face of increased
globalised competition. While it is by no
means the only approach, this madel more
than any other embraces and exploits the
geographically concentrated nature of

“\Whinaker, 1., 1975, The Early Fconomic
Hiritings of 4 {fred Morshall F867-189C

production in the 1980s and 1990s to
support its analysis.

The most well-known industrial districts
are in the North Central and North Eastern
regions of ltaly. These regions have been
collectively termed the “Third Italy’,

Foliowing World War 1{, ths I1alian
government closed large numbers of
armament factories throughout [taly. This
had a severe effect on the many plant
eorporations which supplied the armuament
industry and resulted in large-scale
unemployment. In some towns
employment declined by over 94% over a
period of one year.” In response to this
cerisis the Commumst Party, which was in
the majority in the region, encouraged the
creation of small businesses and assisted
previously salaried workers 10 become self-
employed. A small quantity of funds from
the Marshall Plan was made available,
althaugh only 0.75% of the total funds
went to the Emilia-Romagna region.’
These regiuns have however seen
phenomenal growth rates and rank as the
highest income regions in Haly. In addition
they have propelled [taly to the ranks of
Europe’s most prosperous nations, with
high penetration of export markets and
aross national product ligher than that of
Britain.! However the "Third Lialy” is
important for more than just its economie
SUCCESS,

Economic development in the reglon was
accompanied by soctal development. Co-
inciding with the unemployment caused by

? McDonald, F., 1994, Industrial Disiricts-A
wlable coniritbution towards economic
reconstruction In South Africa.

* One of the mast successfi! falian industiinl
¢istrict arcas,

* Pyke, W. et al, 1992, Jadustrial Districts and
local ecoromic regeneration,
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the ending of the war, agricultural
employment also declined substuntially,

The long-term negative effects of this were
amelioraled by significant iterventions by
local social networks, for example political
parties and the Catholic church. These
groups encouraged the mobility of a
peasant/agriculiural working class to
become a small business entrepreneurial
class. Furthermore, they provided not only
support for small business but were
responsible for & wide range of secial
support services such as public transport,
child-care centres, and low-cost housing.

Thus McDonald argues that this
environment provided the ideal "démocratic
climate in which opponunities ta enter
small business were enhanced’.” While

Tesearchers have acknowledged the
importance of the Third Italy to the [D
model, a number of other regions
throughouwt Lhe world, particularly in
Western BEurape, exhibit similar patterns of
development, On this basis 1t kas been
possible to draw attention to thelr
similarities and construct a ‘stylised’ model
of what pre¢isely industnal districts looks
like.

2.1.2 Industrial Districts - “stylised facts’

B Spatial and geographic concentration.
Industrial distrivis 1end 1o be focalised in g
limited geagraphical area. For example in
the Sinos Valley, Brazl more than 1 $00
firms invelved in the footwear sector have
been identified within an area with 3 radws
of 50 km.?

*MeDonald, Fo. 1984, frchistrial Districts-i
viahle contribuiion lowardy econvnic
recomitruction in Suuth 4 fricu.

¥ Sehuits, H., 1993, Satl Shoemokers and
Forchal Giants: Tale of a Superciiesivr.

W Sectoral concentration and networks,
An industnal district is not merety an
agglomeration of firms. Presest ina
district are alt the firms involved in
producing a family of products. This
inchedes firms producing inputs to the
production process as well as frms which
supply services to the industry, This
network of upstream and downstream
snecialised, mainly small firms,
subcontracts extensively. The result is a
level of collective capability which far
outweighs that which can be achieved by
any single irm. Economies of scale and
scope {low from this, leading to collective
efliciency.

W Skilled human resources.

Production runs arc typically shorter thun
conventional mass production runs and e
product is generally ctistomised to its
customers” broad specifications. Thts type
of near ‘craft’ produstion requires uunan
resources which are not only Ingbly skilled
and innovative but highty mouvated,
Fordist control would be undikely 10 foster
this type of skill base. udustriai relations
lave thus developed to the point where
tabous is regarded as crucial to the
production process and the rigid divisions
between manager and workforce that
characterise Fordist production are largely
moderated.

8 [rust, socio-cultural identity and co-
operation.

The industrial district 1s iimbued with a high
level of trust and co-operation not only
amongst workers and managers but more
importantly amongst firms wiach are
themselves competing, and also amongst
supplier and end-user finms. The network
is often eharacterised by high levels of non-
price based competition. Cormpetition tends
t¢ be based on innovation znd non-price
factors such as quality, delivery fimes and
product differentiation As a result
emplovee wages are not seen 85 a
component of production costs o be

B THE SOUTH AFRICAN FRUIT PROCESSING INDUSTRY
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reduced as far as possible. In fact
employee remuneration and quality of
lving tend to be significantly higher than
elsewhere. Furthermore, economic activity
is strongly impacted upon by sociat and
cultural dimensions. Thus Pyke argues that
‘it is hard 1o say in many cases where the
local community stops and industry
begins’.” It is this socialisution of work
and industry whieh fosters and reinforces
the high levels of trust and co-operation
detailed earlier.

B Entrepreneurial dynamism,

The industrial district is dominated by small
firms with owner/managers rather than
professional maragers. Furthermore as the
barriers to entry for new entrepreneurs are
often low in terms of financial outlay and
institutional support for all facets of
business is available, large numbers of
people are able to take this option if they
so desire. In addition there is an element
of the socio-historical with many
entrepreneurs having continued familial
businesses and exhibiting similar cultural
characteristics to other entrepreneurs in the
region.’

B [astitutional service networks.

Of extreme importance is the institutional
suppert framework which extends to all
aspects of the production process. This
support network may consist of both
private and/or public sector organisations.
The assistance they provide ranges from
market information to administrative duties
to technology acquisition functions. Active
regional and municipal governments act in
conjunction with employer associations and
trade unions 1o strengthen the innovative
capacity of local industry.

" Pyke, W. et ak. 1992, Industrial Districts and
local economic regenceration,

 Schmitz, H. 1995, Small Shoemakers and
Fordist Gignts; Tale of o Supercluster.

The [ approach also suggests that the
presence of these factors have two main
benefits: firstly, transport and transaction
costs are reduced, and secondly,
continuous communication between firms
1s fostered. This results tn substantial
synergy eifeets which secure a degree of
collective efficiency far outweighing that
whiclt could be achieved by any individual
isolated firm.” The presence of an entire
cluster of industries magnifies and
accelerates the dynamic process of
innovation and upgrading as groups of
interconnected mdustries invest in
specialised buf related technologies,
infrastructure and hurpan resources. '’

2.1.3 Industrial Districts - Criticism

‘Industrial Distriets’ have been criticised on
a number of grounds. The 1D model feeds
into a wider debate which involves the
apparent global shift from Fordist mass-
production to flexibie specialisation as the
priniary production paradigm. Thus one
cnticism of Fordism, and by implication
flexible specialisation, is based on the
empirical weakness of the Fordist
paradigra. Sayer argues that the
pereentage of workers employed world-
wide in Fordist production i$ no more than
5% of iotal employment, rendering it
totally insignificant in terms of a general or
wide-spread mode of preduction.’’ In
addition some of the assumptions
assocrated with the influence of the
Japanese experience on models of
production are questioned. In particular,
the flexibility of {abour, existence of crafl
industries and product customisation ave
argized to ba over-emphasised or over-
stated in impartance in the modal. These

s Pyke, W. et al, 1992, Indusiriatl Districts and.
focal ecoromic regenerntion.

1% thid.

& Sayer, A., 1989, Fost-Fordism in Quastion,
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a result thers are disputes over the
significance of industrial districts, their
characteristics and their sustainability.
However, in so far as the [D model
provides a relatively more equitable vehicle
for the administering of government policy
than does ‘hard targeting’, the model is
useful. '

2.1.4 The case of South Alrica

Most of the literature written describing
the 1D phenomenon has been based on
research conducted in developed countries.
Developing and middle-incotne countries
such as SA generally face significant
difficulties in terms of distance to major
markets, weak human resource
development and weak institutional service
providers. It remains to be seen whether
South African manufacturers will be able to
overcome {hese disadvantages and become
and/or remain major participants in various
global industry sectors.

In terms of the policy environment
nnportant new approaches have been
undertaken by the government. The
Government of National Unity has rightly
identified the paucity and poor
performance of stmall and medium-siZed
enterprises (SMEs) as a particularly
damaging weakness in the SA economy.
Throughout the world, SMEs are seen a3
the key to econemic regeneralion, renewed
growth in output and a more satisfying
work experience. ' However their
position in the South African economy has
in the past been tenuous to say the least.
Past government policy has indirectly or

'® Hard 1argeting refers to the identfication of
specific industries for their strategic andfor
economic importance. These induslries are usually
granted special concessiens in order to encourage
their development.

' A more satisfying work experience is nat always
characteristic of SMEs bul is a defining feawure of
industrial distocts.

directly impeded their growth and many of
the supposed advantages which flow from
SMEs have been nuilified by these polictes,
In particular the high cost in recent years of
tapilal and a conservative banking secter
has resulted in SMEs not being able to
purchase technology which embodies the
more advanced microelectronics-based
machinery now al the leading-edge of
technology. The result is an SME sector
which shows little evidence of the highly
productive, innovative and flexible
production processes usually associated
with this sector in industrial districts. In an
attempt to remedy this situation the
government’s Department of Trade and
Industry (DTI), with significant assistance
from the Industrial Strategy Project (ISP},
has propesed a range of palicies detailed In
the Naticnal Strategy for the Development
and Promation of Small Business in South
AJrica to bolster the competiftive position
of these enterprises.”

These policies include:

+ Creating an enabling legal framework
and streambining reguiatory conditions
to facilitate SME development;

¢ Assisting SMEs to access infonmation,
markets, technology and advice;

« Upgrading physical infrastructure in
both urban and rural areas;

o Offerimg SMEs concessionary finance
and tax incentives; and

e Encouraging joint ventures and greater
co-operation between organisations of
all sizes.

It is suggested here that the industrial
districts approach sits very comfortably
with the policies outlined above, as well as
the new government’s commitment to both
transparency and equity in all its dealings.
The Industrial District Model, emnphasising

® Depariment of Trade and [ndustry, 1995,
National Strategy for the Developiment and
Promotion of Small Business in South Africa.

O INDUSTRIAL STRATEGY PROJECT
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the support of whole fiieres of mostly
smaller enterprises, certainly reduces the
possibility of rent-seeking by individual
‘powerful firms which has characterised
past industrial policy-making’ in South
Africa

Furthermore by applying government funds
to institutional suppert rather than direct
suppott, the government reduces the
potential political fall-out which could
follow the collanse of a {(financially)
supported firm, and ensures that a larger
number and range of businesses benefit
from govermnment support.

Finally, it would appear that at least some

3 Minister Trevor Manuel, guoted in Fuancial
Matl, Qowher 1995,

of the assumptions embodied in the
agproach are both conceptually and
empitically supportable, There can be little
argument with the notion that transaction
costs are reduced by agplomeration and
that communication flows are facilitated by
spatial concentration. By taking only {hese
factots as given, the research has been
undertaken with as open-minded and
conceptually unencumbered an spproach as
possible.

Section three thus describes the domestic
agriculiure industry. This 15 fellowed by a
more detailed description of the scope and
dynanues of firm level co-operation
exhibited by the filiere of fruit processing
industries in the three fruit growiniz areas.

10 THE SOUTH AFRICAN FRUIT PROCESSING INDUSTRY
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3. SOUTH AFRICAN
AGRICULTURE

he South African agriculiure sector
I in {he early 1990s has been

characlerised by large changes in its
level of output and profitability partly as a
restit of widespread drought and stagnant
productivity. Thus in 1992 production fell
by 27.2% only 1o increase by 21.3% the
following year.™ Notwithstanding this, the
sector remains vital 1o the national
economy with direct employment of over
I,1 piillion in 1992 and a contribution of
R15.7 bilhon or 4.6% to national GDJP in
1993.% Although the sector's exports are
smalter than that of the manuficturing
sector, its trade balance is significantly
positive and on an upwerd tread while that

In addition, the phasing-out of the General
Export Incentive Scheme (GEIS) 13 likely
1o impact more severely an the
manufacturing sector than on agriculture as
GEIS benefits mostly mamufaciured
exports such as auto components, while
many agricuttaral sector exports are well-
eslablished on the world market
{notwithstanding the sanctions era) in
terms of both cunsumer awarengss o
muarketing, and export infrastruciure such
as shipping agents and distribution
channels. The main components of
agriculiure in terms of gross value of
produciion are:

* Field crops (35.5%),
= Animal products (42.9%%);
v Hortigulture products (21.6%%).

, TRADE BALANCE: 1988 TO 1394
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of manufacturing is strongly negative and
on a steeply declining trend {see Figure
N
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7 C8S, 1994, Census of Agricalture 1992

* This figure includes small confributions from
the fishing and fresty industries.

DA, 1995, Manufecturtng Sectoral Databarc.

While field crops are clearly an important
sector, the horticulture industry is by far
the most significant in terms of exports and
accounts for 62.6% of agricultural foreign
exchange. Horticulture compnses:
viticuhture, fruit, vegetables and other ™

s Other® inciudes flower, eompost and Frewvood
production
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SECTORS, CLUSTERS and REGIONS

Figure 2 shows the relative importance of
the fruit industry in terms of Gross Farming
Income.® This sector directly employed
over 500 000 people and produced 4.1
million tons of fruit in 1992

As can be seen from Figure 3, the fruit
farmer has s number of outlets for his/her
preduce, -

80% of all deciduous fresh fuit exports
were supplied 1o the EU. Germany and the
UK are traditionally important destinations
for South African fresh fruit.

However, inevitably a proportion of the
fruit erop is unsuitable for marketing in a
fresh form. These fruits are either dried,
canned or juiced. In

Fresh fruit expornts
accounted for almost

90% of all iy

. AR TR RAL
horticullural exports el
and were worth
approximately

R2 bitlion in 1992,
Fresh fruit on the
export market earns a

HORTICULTURAL PRODIUCTS - GROSS
IHCOME EARNED IN 1982

the case of sub-

tropical fruit the skin

which is discarded

during the peeling

process prior Lo ]
* canning is alsc used to
produce juice, These
industries also add
significantly to the

FRULE

premivm and 1t is e
———thesefore ro surprise

that most farmers attempt to maximise

their level of exportable fresh-fruit

production.

Deciducus and citrus fruits dominate South
Africa’s fresh fruit exports accounting for
60% and 29% respectively of fresh fruit
export earnings in 1992, The European
Union {EU} is by far the largest destination
for deciduous freshy fruit.  1n 1992 over

fruit industries expont
earnings. The.
deciduous and pineapple processing
industries joinily exported canned or juice
products worth R600 nuliion in the
1992/93 season.

1t is at this, the processing end of the
filiere, where the greatest potendial for
innovation and value-ndded exports
exists. 1t is therefore to these industries
that the report now {urns.

OPTIONS FOR URE OF FRUIT PRODUCE

FARM FRIAT PRODUCTS

Pt & Fulp

| FRESHFRUTY | PRIED FRUIT
iiscintali
l I .
P Lo} [ Eapan | | Leeal | l| Eiyuort | Eams

: |
Lagel {i Eran |'wal‘ E1;m1‘ Hm-ﬂl

t
(o]

o] [oe] (] (o) (5] [ [oon

** €SS, 1594, Cunsns of Agriculture 1992,
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4. HORTIGULTURE INTHE
WESTERN GAPE PROVINGE

.....

he agneouiture industry is an
important component of the

agriculture provides a livelihood to
between 1.8 10 2.0 million people in the
WC.* In addition, agricultural
employment in the province grew at rates
of eight to nine times the national average
for the period 1980-1991/2. 7 The gross

Table 11 Components of Agricultural Production in the Western

Cape.”’ _
Agricultural Product Rand millioans ‘ Percentage
Poultry and Beef 964 | a%
Dairy 210 e
Mutm;l and Pork 170 4%

174 3%

Wool and Ostriches

e
Al

Deciduous fruit 1273 27%
Citrus fruit -« 75 2%
Wine-grapes 700 1594
Vegetables 430 10%
Processed fruit 187 4%
Flowers 10 -

Wheat, Barley and Tobacco

Lucerne seed and Rooibos. tea

economy of the Western Cape (WC). This
sector provides 38% of the formal
emplayment opportunities in the rural areas
and 27% of the economically active
population in the whole of the WC are thys
involved in agriculture. It is estimated that

' Wemzel. W, 1993, Horticulture in ihe Western
Capa.

value of agoicultural production in the WC
was approximately R4 683 million w 1992.

% Thid. These Ngnares have been subject (0 scruliny
and should be treated with somie reservation,

** Data comparisons should be trealed with care as
some sectors of national agricutinre declined
alarmingty over this pericd.
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Horticulture is the most important
compenent of agriculiure (see Table ).
Furthermore, the production of a number
of high value, export-intensive agricultural
products is concentrated in the WC (see
Table 2).

Whilst the deciducus fiuit industry
occupies no mare than 1% of agricultural

land, it accounts for about one quarter of
the value of agricultural cutput in the
Western Cape®’ This industry employs
approximately 230 000 in farming and
processing and had international export
earnings of R1 887 million in 1990.7
Direct employment in pulp, puree and
juice-concentrate processing plants
amounts to some 9 200 factory workers.*

TABLE 2: Councentration of Horticultural Production in the

Western Cape.*

Agricaltural Froduet Western Cape production as a %
of natioral production

Deciduous fruit 94%

Wine grapes 94%

Canned deciduous fruit 100% i
Hoos 100%

Barfey 8%

Oriental tobacco 100%

Luceme seed 100%

Rooibos ez 100%

Wheat 68%

% Eckert, )., 1994, The Western Cape Economy

¥ De Klerk, M,, 1992, Prospects for Commersial

Agricubiuers in the Western Cape. The deciduoits

fruét indusirFy alse acconnts far the single karges
coptribution to value of agriculiurm] output.

2 foid.

¥ Wesgro, 1992, South Africa’s Leadivg Fdge?
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5. INDUSTRY OVERVIEW-
DECIDUOUS FRUIT
PROCESSING

5.1 Industry participants

he fruit processing industry is

retatively regulated.™ At the fruit

canning end of the pipeline all
organisations dealing in canning fruit are
required to be registered with the Canning
Fruit Board (CFBY.” With regard to fruit
preserves all producers must similarly be
registered with the South African Dried
Fruit Co-operative Ltd. (SAD). Juice
producers are not required to be registered
with any board in terms of the production
of juice, but as they are dependent on
canning fruit for their raw material inputs
they have Lo be regisiered in terms of the
purchase of canning grade fruit.

.

S.1.1 Fruit Canning Industry

This industry has twa mam vertical
compenents; producers or farmers and
processing companies. Both compaonents
are required to be registered with the CFB,
In the 1993/94 season | 102 farmers were
registered as delivering more than three
tons of canmng grade deciduous fruit.
During the same period 10 progessors were
registered with the CFB, although there
were 11 in the previous season and 15
twenty years ago.

**The (resl fruil export industry is similarly
regubated with Unifrueo administering a single
channed poal scheme on behalf of (he Dectduous
Fruit Beard [or the export of alt deciducus [ruils,
The domesiic fresh freit indusiry is subject to the
(ull force of the free markel.

" Carming fruit refers 1o [t uged in the canning
process. I oay be low quality Mt of the same
cattivar used for fresh fruil production but could
alsa be fower quality cultivars belter sutted 10
anfavourable soit-andfor other climatic condilions.

A dramatic increase in production levels of
both farirers and canneries in Greece and
Chnle has been the main cause of the
decline in the number of cannertes in South
Africa.

The CFB is a statutory, supervisory board
reporting to the Minister of Agriculture. [n
keeping with the functions of other
Agricultural Boards in South Aftica, the
CFB is responsible for the ‘orderly
marketing of canned {ruit’ and 'regulaies
the export of canned fruit’ through the
setting of minimum prices and the
application of levies on canning grade fruit
and canped fruit. These levies fund the
adiministration of the CFB, research inio
cultivar improvement, general purpose
research/extension services and local sales
promotien, In additian the board has the
fotiowing functiens:

® Keeping relevant statislics,

® Fipancially supporting research;

® Agcumulating and distibuting marketing
information;

® Acfing as lobbying agent for the
industry;

® Striving to maintain the industry’s
imernational compelitiveness;

® Promoting growth, job creation and
stability in the industry: and

® Supporting structures and systems thal
will encourage the develppment of small
scale farm opportumities.

The indusery has been in decline for a
nurmber of years and the CFB itself has not
escaped the rationalisaticn which has taken
place amongst both producers and canners.
From employing 16 people in 1992/93 it
has reduced its staff complement to a mere
six. Some depantments have been harder
hit than others, with the Marketing
Committee in particular declining in
prominence (0% less funding in
1993/1994), The impact of the decling in
the Marketing Commitiee’s budget should
not be over-estimated as most of the large
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Capnng compame; have ther owi
rarketing divisions wilp agents in most
mayor ch:es m Evrope  1n addition the
tight trading combiuons foreed the board to
litt att lavies on bolk canning and carned
frut i FHR3004,

The ten processing corjpanes repisersd
with the board zre involved (e any one or
mafe of she follewing activiteey:

W Frist carning:

B Puly production,

# Furée producnon;

B Sauce procucton,

B liaze or juite cunceniiaie produchion,
W Baby food groduction

These compaiues, @ the 99293 season,

__caporl 735 000 coms of Brus and exporied

products worth spprosimalay 1475
muiflion (oF almee 90%

host of the remaimeng sis Camines s are
refatyvely smail producers and 1end (o
operale m nnche markets &2 Cohnan
Foods produce & variery 0f baby foody

According (o the L5 Depariment of
Agrizubiure, Souln Afnea s the mon
efficient producer of canned frint e e
workd. T 1987 # cosl Sowth Adnsan
producers 310 *o prisduce a bane canog of
cimed Foul, Gréecs and Chile 311 30 gnd
thiz a1her producsig courines moie than
8.3 Aunluted to the same source @ the
nabion 1hat Souts Afnca prodiaces the hew
g ality peached m the witld

Notwathiianding 1he abeve, the oeal
canguig «ndusiny has peen s dechine o
profies over Bhe lest three years Tivd is
said 1o Be a5 o rekd oF Dved-pi Gdlchon un
e wepvia market which las led 1o n dechine
w1 the price nf a hase

aF their total

Angla Amﬁﬂﬁan Faims

crton o levels fower than

moduction)  Linkages mﬁ'ﬂfﬂ%ﬁ? l:l;iq'::d Lig i ke mmid- 9ROy Thae
ta other iIndusines Cerss Fand fadustias B Ld CFB i not ovesiy

nchede the gigar, tin,
earran and labeikng
sdustrgs {egrt i

Cotes Frih Growers Co-operaiive
Agseanlion (P i
Caofman Feoda (F1y) Lid

goRcereed il oy -
production as they heheve
it oeeurs periodiculty a3

G0 i Langkicof {Ply) Lid
wotsl amost : m% Fomds i{Jdﬂ stroag demand smd thus
RYES mulltonn [993) 84 Preperving Go, JPhy) Lid high prices cnooutate pow
Eylkerbeikiy (Fhy) L gttty which in Lm

The mdustry 15 domenated &y four inrge
caanery each of which has limky 10 ong gl
the large food conglomerates  Lanpstery,
foor example, which 18 miso Lhe marker
lcader, 15 owmed oy Tiger Oats  This
comoany”s markat share |5 BEpprosumilely
6% Although iz volumes are gk o
Eol=ies to be relatvely Bexibis ad s resull
of wechaningmeal improvements e s
pepLlaRery and 45 Conumitnenl 10 Dmegus
market tasegrch

“ 1n Sivstztrineed s adnch <3 i on e
meviidc 3§ WOry pigeeiar 2o | Sngelery e
prodhiey B fang 29 Cashid poathcd wiich hne
hpme gmete g fnmned b e wwhair B the cutde”

pushes op the price of the canming sl
TTeTs

iy the wery ragure of the e fdustiy,
with long lead times required before irecs
produce Faut n eplimal quaniies, the
wotld mnacket lends tn be characterised by
boom-bust cveles &5 Aew proGucson
gvenually comes on stremnt and Floods the
markes.”

Indugtry sources ate hiweser qQuio
poditive aboul the prispects for e

..... TS LT TP

T i et e rasanRaely § 5 pekd fiar o P B
iy bk gl

e —
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necessary they increase the level of
sulphur, The frut is then packed nnd sold
to the retail market, or is minced to make a
variety of sweet based products, sold to
bakeries in large volumes, or cut into cubes

for use in chutney.

Apart from the SAD, only one other
preserving company was found in the two
study areas. It was considerably smaller
and was involved in higher value added
_gcthvities than SAD.

This company was packing gift baskets of
dried fruit for up-market retailers such as
Woolworths. They had experienced some
difficulty in setting-up their operation, not
only from SAD but also from the
Wellington municipality.

Having first outiined the general
characteristics of the fruit processing
tndustry, the report will now deal
specifically with the research findings in the
various study areas.

—
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8. THE STUDY AREAS -
MONTAGU/ASHTON

a1 Tprrogduermop

F I Ve Bideile River vegindy curimsts of
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Talsle: T3
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Due to the relatively small quantities of
fruit purchased and close personal ties with
local farmers, the company gets
preferential treatment with regard to the
supply of fruit, i.e. the fruit is picked early
in the morning and used almost
immediately (a crude but effective form of
just-in-time). In addition the CFBs
minimum price does not apply to Jamcol

and they are also able to purchase lower
quality fruit as the sorting is done manually
which al:ows damaged parts of the fruit to
be cut-oft and discarded. This lowers their
cost structures significantly. The
companies were unable to quantify this and
this is indicative of the low level of
production monitoring occuring
{excluding product quality).
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7. STUDY AREA - -
PAARL/WELLINGTON

7.1 Introduction

aarlfWellington is situated some
P40km from metropaolitan Cape

Town, This area produces a
significant proportion of the WC total

horticulture crop although it is better
known for its viticulture and vine-stocks.

7.2 Industry overview

Langeberg has a fruit eanning plant in Paarl
which is similar 10 its ptant in Montagu and
produces stardard jams and other canned
products. This plant is reasonably modern
and is presently undergoing a complete
restructuring which will include new
machinery, work organisation and quality
control

The ‘informal’ canning industry in
Paarl/Wellington consists of 10 micro
processors and one small prosessor.™ The
micro processors had all received limited
funding from the Small Business
Development Corporation (SBDC) and
were involved in activities ranging from the
production of jams and pickles to chuming
cheese ard butter.

7.2.1 Micro processors

The micto processors i PaarlfWellingron
supply local fanmstalls, Being closer to
Cape Towrti does however bave certain
benefits, and industry sources believe that
at least five processors sell some
praportion of their produce to sial! shops
and farmstalls in Cape Town. n a small
number of cases marmalades are also sold
to restaurants in Cape Town. These
processars tend to employ very few people
ather than the owner/entrepreneur. Ouly
* Personal communicalion. SBDC regional
disegtor in Paarl.

two of the ten processors employ female
domestic workers who, aside from doing
general household duties, also assist in fhe
kitchen. These processors purchase their
raw materials from wholesalers in Cape
Town and receive small discounts.

Canning frait is purchased on an informal
basis from local farmers. The packaging of
the product is unsaphisticated although of
a slightly higher standard than that found in
Montagu/Ashton.

7.2.2 Small Processors

A processor (Jamco2) employing
approximately 25 people was found 10 be
operating in the Paarl/Wellington district.
Jameo?2 has capital investments, excluding
Guildings, of approximately R200 GQUO and
hag successfully tried to increase its
turnover by 100% each year for the last
four years, reaching R3 million per annum
in {995,

The company produces a range of
approximately 40 different types of jams
and preserves using fruit sourced from
local farmers. As a resuit of problems with
the supply of glass receptacles, the
company has reduced its range of product
sizés to three, Like Jameo! the company
felt that Consaol Glass was not able to
supply quality products at a competitive
price or even make timely deliveries,

Jamco2 had been approached by a number
of expori agents, but fels that if they did
axport they wanted te do so through an
agency which specialised in fruit ar food
products. The company believes that
general product export agents are unabie i0
offer the specialised services, e.g. product
mformation 1o itmporters and that their
good name would suffer as a result.
Jameo2 approached the South African
Foreign Trade Office (Safto) for advice on
exporting but found them unable to assist.
The expon agents Safto recommended
were al] agents responsible for a range of
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diverse products. Jameo? felt that they
would be & minor customer for these
agents and would not receive the
gpecialised information which would enable
them fo remain competitive on the
international market. The company is
actively looking for an export agent who
fits their needs, but-until now, without
SUCLEss.

Jamco? has mechanised part of its
production process. It uses a semi-
automatic peeling machine and cooks the
jams in large suspended copper vats. This
allows it to produce consistently high
quality products. The company has also
wdentified 2 manufacturer of food
processing equipment in Cape Town who
could produce a blending machine for
them. -This would enabie JamcoZ to
produce a wider variety of products in
more congistent fashion} However, the

machinety is expensive and would require
significant capital invesinent from Jameo?2,
Interestingly, a major food processing
machinery manufacturer was found 10 be
operating in Paarl. This company exports
new and refurbished food processing
squipment to the EU. It did not appear to
bhave attempted 10 supply JamcoZ with
equipment. Jamco?2 was of the opinton
that their products were too expensive.

Jamco2’s main customer was Woolworths.
Woolworths tends to purchase products
which are new and different or which are
of an exceptional standard of quality. The
company will usually only evaluate a food
product if it is substantially different to
what il already stocks or what its
competilors stock.” Jamco2 found this
retailer's quest for gh quality products
and presentation a spur to the development
af its own products.

M Persenal communication, Woolwonihs regional
food divisian inanager.
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fanuly for generations and it appears that in
very few cases has farming land been
purchased outright by newcomers at the
market value. If indeed this is an accurate
reflection of the situation, then a number of
questions anse surrounding the potential
profitability of pineappie farms which are
purchased at market-related prices in order
to further the Government of National
Unity's redistribution of land proposals.

The growers employ some 3 475
labourers.™ Average cash payment to
labourers is approximately R260 per
moath. This excludes payment in kind and
contributions by the farmer to medical
expenses and pension funds. In additien,
apart ffom extremely limited access to the
Basic Conditions of Employment Act,
many of these workers arc ciployed on a
casual basis with the farmer abie to reduce
his labour intake refatively easily and at
tinited expense to the farm.

» Pineapple Canners

Al present there are threg canning factones
eperating in the arca, compared 10 siX in
the 1970s. These canners process
approximately 160 000 tons of fruit of
which 8§5% to 90% is exported in various
processed forms. These canneries have
expenienced sgverg losses over the last few
years and two canners were soid oft by
multinationals in the late 1980s and early
19602, Sunny South cannery was
purchased by u consortium of growers whe
had in the past supptied the factory with its
raw input while the second cannery now
has its workers holding a 40% shareliolding
in the company. This cannery is also
vertically integrated with the wwo parastatal
grawing organisations Ulimocor and Neera
Agricultural Development Company.

——

M agri-Afried, 1993, Sty nte the World
Produgrion antd Marketing of Pineapples.

All three canneries have seen significant
restructuring in recent years with
retrenchiments varying from 20% to 50%.
At present the canners employ some 1 200
people with by far the majority of these
workers employed on production lines
responsitle for sorting and seteciing the
various pineapple products, e.g. rings,
chunks efc. Although data on average
wages and salaries are not readily available,
data sources indicate that in 1993 biack
workers carnesd an average of R993 per
month in the Canning and Preserving
industry (ISIC 3113). By comparisun,
white workers, presumably managerial or
skilied staff, eamed RS 436 per month ¥
Employment in the industry is generally
heavily skewed towards unskilled or at best
semi-skilled jobs.

The industry produces four main products:
» Pineappie Slices;

» Pineapple Pieces,

s Pineapple Crush; and

» Pineapple Juice.

Pineapple slices are by far the inost
profitable product but inevitably same
portion of the pineapple is unsuitable for
reasons of size or quality and these are then
used for the production of pieces or
chunks. Further down the quality chain
crush or juice ts produced with even the
pineappie sking being used in juice
production. The waste peel which renains
is often given to farmers in the area who
use this as a supplementary catile {eed
during times of drought.

The pineapple industry in SA has besn in
decline for a number of years. With the
advent of trafde sanctions in the early 1980s
South African pineapple products, unlike
fresh dectduous fruil, alf but disappeared
from the intemational market. Canada and
the US, bath important markets for SA

SIDC, 1993, Seclom! Data Series -
Manulisiuring.
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producers, were entirely off limits to SA
pines or pineapple products. In addition, a
number of Asian countries have since
enfered the intefnational pineapple market
and through low cost, efficient production
have captured significant shares of markets
which SA producers previously dominated.
In particular, China, Thailand, Indonesia,
Malaysia and the Philippines have
consistently increased their level of
pineapple production from the early 19803
to the early 1990s. These countnes all
have tdeal pineapple growing climatic
gonditions, and as a result the growing lime
for a pineapple to reach matority is a third
of that required in South Africa, Locally it
takes approximately 18 months for a
pineapple to reach maturity and ripen,
while in most Asian countries this ocours ip
_six months. In addition, soil conditions and
the humitl ervironment give Asian pines a
bright yellow hue as well as an increased
sugar content which 1s very popular on the
international market, Particularly in Japan
where great emphasis is placed on the
texture and colour of food, SA pines,
which tend to be pale yellow and rather
acidic or sour io the taste, are finding that
it is difficult to win further market share.

Furihermore, pineapple farming in Asin i3
dominaied by small, near subsistence
farmers. These farmers oflen deliver their
pineapples to the canning factory by the
bakkie™ or wheelbarrow load. They are
entirely at the mercy of the canning factory
which can raise or lower prices at will. In
this way the cost of the unprocessed pine is
kept low. This combined with efficient
{actory production processes has resulted
in Asian producers being able to produce at
considerably lower cost than SA canners.

As a result a pumber of canneries have
attempted to diversify into producing other
products. [n some cases this diversification
process has barely begun and the
compantas are still undertaking viability
studics. In onc other case, the cannery had
begun producing small quantities of
pineapple jam and was tentatively
marketing it nationally. This same
company had sub-let a portion of its
factory to an entrepreneur who was
packaging small quanfities of pineapple
chunks for the frozen vegetable producers.
Pincapplz chunks are used in particutarly
the “stir ity’ and ariental vegetable mixes.
Other possibilities for diversification
include the production of hard-boiled
sweets, & variety of jams, and more biended
juices.

“ ~Bakkie' is the South Alrican term for a pickup
truck.
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S.1 Farmers/Printary Producers

elative to metropolitan Cape Tows,
Rbmh study areas are sparsely

populfated, and the almost
exclusively white farrming community is
close-knit with considerable contact
amongst farmers in the area. This contact
often takes place on a day te day basis and
15 fargely informal. In addition, this contact
ts formalised through membership of the
Western Cape Agricultural Union and
simmilar town-based farmers’ asseciations,
As repistered members-of the CEFRB, farmers
are kept informed of the activities of the
board. The research actjvities sponsored
by the board are of particular interest to the
local farmers,

in general, however, there is only very
limited co-operatian taking place
horizontally, i.e. amongst farmers. The
most common example of co-operation is
when one of the farmers nins out of
fertiliser or some similar input. In cases
like this, farmers will contact their
neighbours and request a loan if the
neighbour has sufficient for histher own
needs.

With regard 10 ce-operation in the use of
machinery and equipment like harvesters or
ploughs, the options are considerably more
limited. Firstly, almost all the farms
surveyed used labour 1o harvest the fruit.
Of critical importance for those farmers
arowing for the domesttc or export fresh
fruit market is that the fruit is harvested at

** Apparently some skill and experience ks
required 1o identify {ruit at the comrect stge of
rigening so 1t it can be 1ransporied without
aver-ripening.

the optimal time and not {efl on the tree (o
overaripen, If delays in harvesting are
experienced, e.g through having to wai
for a tractor, the quality of the entire crop
may be compromised, In addition, if the
fruit is leR on the tree and not picked, this
impacts negatively on the following
seagon’s crop. The difference in the price
paw for export fresh fruit and that for
carning grade fruit is substantial and most
farmers were unwilling to take the risk
implied in co-operative or group
purchasing of tractors. Where a very
specialised piece of equipment is required
such as a deep plough 2nd where the ime
that each farmer will require it is known
well in advance, such as priot to new
planting, the inachine can be leased from
service providers in the area. In this way
the large capital outlay which would
otherwise be required if the machine were
to be purchased is avoided.

In the Montagu/Ashiton area the main crop
is apricots. Approximately five years ago
there were 800 - 1 000 small farmers in the
area. These farms often consisted of g
handful of hectares of fand and were
generally run by the farmer and his wife
with the occasional seasonal employment
of two to five labourers during the picking
season. Amongst these fanmers 1he sharing
of bakkies and traiers to transport the crop
10 the canning company was auite
common. With the industry in decline the
last few years, however, many of these
small fanmers have gone bankrupt and this
type of assistance mo longer takes place to
any significant degree."s

The only substantial co-operation
occurring between farmers is with regard
to the statnory marketing of their fresh
praducs through the single channel expor
markefing organisation Unifruco.

 _cxs than 400 small apricol [anmers are still
operziing in Lhe area.
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Contact between farmers and the various
research institutions e.g. Infruitec and
Elsenberg seems on the surface to be good.
Farmers are not entirely happy with the
costs involved, which in one case ran (o
R200 per hour plus travel expenses, but
they do acknowledge the expertise of these
institutions as well as those of the
agricultural extension officers.

Innovation in the industry is at a low level
with few exceptions. Tn Wellington water
is in short supply and the introduction of
micro-jet irrigation has resulted in cost
reduotions in terins of water and weed
kitler. Micro-jet irrigation allows water to
be used more efficiently as it is sprayed
directly on the tree. The gaps between
tress, where weeds grow, receive less
_water and subsequently weeds are Jess
likely to survive and thus require weed
killer.

Al the machinery level an engineering
company in the Wellinaton area has
pioneered the development of a purposeful
plough which can be used to uproot young
vine-stocks. The Wellington area has the
perfect mix of climatic factors for the
growing of vine-stocks and this has led to a
concentration of producers in the area.
The original design for the plough was seen
by Nederburg Wines in Germany. They
approached the engineering company with
rough drawings of the plough. The
engineering company then built prototypes
and refined certain details until they had
found a design which fitted the local
conditions best, The company had close
contact with Nederburg throughout fo
ensure that the design of the plough was
such that it would not damage the vine or
its roots. The local market for the plough
is relatively limited with about 40 units the
maximum that could be sold in the district
area. As a result the engineering company
made further refinements which now allow
the plough 1o be used to uproot sweet

potatoes, an increasingly important crop in
the area.

Exports of the plough are limited as its size
to value ratio does not make it viable to
transport over long distances, The
company is however informally marketing
the product in nearby towns,

The potential benefits of a greater degree
of co-operation in this section of the
pipeline are hard to establish. While
farmers consistently bemoan the low prices
they are paid for canning grade fruit the
canners acknowledge that the returns for
farmers are not al] that high. The canners
retort is that if the international playing
fields were level they would be able 1o pay
the farmers more per ton. However with
the canners themselves subject to declining
margins as Greece and Chile increase thesr
production {evels, this is unlikely 1o oceur
in the short to medium term. Considerable
resources have been and are siil being
alfocated to research to extend the growing
and harvesting season of the various fruit
cultivars.

Developments in this area appear limited as
South Africa (being in the Southern
hemisphere) already enjoys a seasonal
advantage over Greece although nor Chile.
Our harvestipg season is also longer than
that of either of our main competitors and
the possibilities of extending it through the
development of longer producing cultivars
are subject to the basic constraint of the
long time period required before a tree is
able to produce at optimal level, For this
reason farmers are unwilling 1o re-plant
whole sections of their land although they
are planting the new cultivars during their
periodic re-planting. A fruit tree has a
limited period during which it produces
optimally. After a number of years its level
of production begins 1o decline and it needs
to be destroyed and a new tree planted.
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9.2 Processors/Secendary Producers

In both study areas these organisations
show an exceptionally low leve] of co-
operation at both the horizontal and the
vertical fevels. By and large they operate
as isolated units and have minbmal contact
with either the producer of the fruit, the
supplier of the equipment used in the
processing plant or the marketing agent.
This is true for the industry as a whole
although less true in the case of small ard
medium sized enterprises (as opposed to
the recreational and micro enterprises).

9.2.1 Recreationnl Processors

The owner/managers of these enterprises
were found to know one gnother
reasonably well particularly in the close-
knit Montagu study area. However co-
operation a! the horzoatal level is non-

" existent.

At the vertical level because of the
community spint particularly amongst
farmers and farmers wives, co-operation
around the sourcing of some inputs was
found. This mostly applied to the sourcing
of receptacies (glass jars) and to a lesser
exient the vessel used for making the jam
(lasge pots). The other inputs such as
sugar, grease-proof paper, string and labels
are purchased from the focal supermarket
at refail prices. Often friends and
neighbours were approdched as sources of
glass jars. Frocessors i thus category are
motivated by the ‘tradition of making jam’
rather than any profit motive.

9.2.2 Micro Processors

These enterprises do not co-aperate at the
horizontal leve! at all. In fact their
products terd to be very similar in terms of
price, quality and presentation. In many
cases outlets will stock (wo, somelimes
three, different enterprises’ preducts and

competition for shelf-space at the local
farm-stall is relatively fierce. Innovation
around the presentation of the product
seems to have reached a platean with
products at first glance indistinguishable,

The owners of these enterprises know one
another weli or at the very least know who
their competitors are. Notwithstanding
this, they tail to exhibit any tendency
towards co-operation or mutual benefit
assistance, A number of reasons for this
could be proposed:

® The refatively depressed state of these
small town economies has led to increased
competition amongst these informal
processors. The massive influx of tourists
to the Western Cape has not tranglated into
increased sales volumes for these
£nLerprises.

® There is still a tendency amongst this
group towards regarding processing as a
hobby and not as a serious business
proposition. This tendency is partly caused
by an inability to fimance cxpansion and (o
innovate around the presentation of the
product. There is certainly a desire to
expand aperations but these high potential
enterprises are constrained by the lack of
fairly basic information and funds.
Informaticn flows asound issues like local
marketing, {i.e. farmstalt level) and regional
imarketing, (i.e. metropolitan Cape Town}
and beyond are imperfect.

® These eaterprises uncritically assume
that they cannot benefit from the use of the
same tactics, e.g. bulk buying, used by
larger organisations. This holds true only
tnder certain circumstances and certainly
co-operation amongst these small
“informal producers around the purchase
of inputs like sugar, glass receptacles and
gven printing would lead (o substantial
SAVINZS.




SECTORSE, CLUSTERS and REGITNE

ALt vertcal eved of co-nperation thitigs
ek shaklly revr prEmeng. Soow ol
These PrOCETEOTE e Yavraily mpraed
with (e suppdiy of fresh trot (ofben
thyreph saniame o oifer fesellsl el o
Thizss Cages the oo of the fud o
erenple. efficien snd highly cop -effaoyve
Where sndl whies the st dost doed 10 be
epprtath 1is of By seiphbouring Farmds
o ffesds o relebives whe wre lomrers B
ahdition et o thie prosducsioy procesr o
smmechamsce, the PrUGEEROT TEY [HCTRE
the Towest quality Frait =s e sbemagrd
parts owe vesly be distarded. Tnothln o,
he cos; of the Ent i = orsmise

With regand b the pundiesieg of si wiley
it 05 chiterY bofury heraeen e
PEFSCESEOY BRG e mothanss o e mmmsl

4.1 5 Swmall Frocetsomy

Ad Ve rridal fove] Palpoad las very
Yitle coptacy with wihes puly o feise
mAEErs. | hETe are (v prosblE fnasins
for thie. Firstly, U other pulp o ok
MmepkerE i fye eepien are phostes soies
disance fioin Folpou]  This natkess i repre
difficuk for o co-opesative relhonghip 1o
develop  Hesoudly, Py ere alme
comsderatiy lerper gnd wtilse fuch moe
sfvanced wotnalogy  This should b= »
pusitive aspect 5 thal Pulpon | can inkiate
the miore d vianced Ledlinaiagy
Unfartunatety, acesss 10 finance |¢ s
firmired that e (kis cage technologicsl
wpgsRding iz acl # posabiiiy

Thirdly, the mansesial reclarn of fhe
aempany & mpl Semducive e, say, e
produchion mimmger faking ne-aiT i viglh
alhir plands o the regim

A sirhifar siuabier s Toene i Fhe
gregerslig aptugtry Prgserveco ! hed e
erropetiie delihonship wab SAL ns
mrain competdor m e Sty - o
Howeeer. oformml shoml gomtec ooy e
dhve parrd s of Froseeeii§ wirked

SAD fon @ neonBar of wem) Thes contsct
e resufied o Presanveent bemg mede
rwnse o' pene of (he aew rechaodogues
being employes by SALT B joas hawerves
i musbervatieed dwin aayiling msoe, Ee Hhe
s ey {beser anenern) nged by SAL
i i more SRpERTn B o desgaoit
hamlle mmech kotgey mecragping vava gty
epkures the Preservers:|. Prowpsveen)
bt sttt & ERBehine Prore & luge
fvod pevdensing dovugemny i the tudy doex
fam founed Theds 1o ba aapendive wnd
wrmnhalde =ik ragand Io boeous deiney

Yanvio| et Vonmeod eivist sgrifoasesy
gty oveh of eo-opttehin thie de the
Jam TnEEre iy the secventional end saorn
sttt The pumers oF Janwnd B 7 Leow
sommr praklen veel] sl e @ letoplae e
peswal ot 52 ofton & (el a vk
Thess ram coEDEMER So-ppeEnte mamdy
wtorore] Hee sourting of the fruil vommpuenes
o their bgama Far essmple I itw farmery
£ The Fear BaE 4re 301 Alde 10 mipphy
Jamied s sffickent Trul they Wil
apprtsih Tivs | sl ety parChase
friet dhvecily Tiom: thom o ermhete shothio
Ty Lah FECRIFTERE SOTROTRE (i The Srem
wihar will be able 1o sapply theen with il
necessary guatly and goend By f bl
lamcnd asanrie sher the price Sameg i
ety charges fiem i ey fpishehiee e
Frut Frosn Uhemn rathier than the fedat
fermer, |8 very compeiilvl wills &
neglgie margin charged by fameod

Whits hoth coesmantes are pware nf the
tecieaticndl Bod micro enterprise Jam
mplrre m their regoschive nfead they 3o
sty any of them »e B Asrenug theer)
arsl do aot actually Bave Aoy oAbl with
them  Both compenies hove censderable
cemkait Witl thalr dupplier of recopiasies
Cemant (71258 han a monopoly i Uie gleas
ar wicker ané sigmfionnt problems with
the procarement of gims recegiclor lave
ey emitifiend by o) aml & They
g ik thouste dhent Soombining thei
ordery b they do ocommanally cowgperie

- m—

ad *HE $CUTH AFRICAN FRAET FROCESBING INDUSIHRY



DEVELOFMENT PELICY RES E—.EE H UHNET

of weoe o i rums on? of # Rtk pat
andd kus an imgant eeder 1o fill

Borh commanjes also discnss comomers and
partularly bad cosemeeery gt the “nek

of hed debis i reduced” ™

There dn sol sppear to bo any seoretl
shgot thetr respective jam Tecipsy und they
do oz ecnally crympete head-on wich haa
tetdped kesp thelr relationshen soncane

Al W vestrcai levd botk coriprities bave
frogutnt sontast wiils Consol Cllass. Bath
repo dizsadidfsction with Tie piboe ewl
servcs of this vied it supplier James |
reporty thal Cansol wad anahile 1 supply
thewn with & wery womll docirative ja o
194 &5 e moald for Ut gemicniug
had baer parchesed by snother sompoeny
The codl of making a wew' Mol ol
huve beea asromomizal and weudd nsl
havy been p wishle optooe e such 2 pmall
COIRpars - Apparenily the pribiems wis
walved recently but it s still questionable
w hether Connal has the abilfy 1o supply
thise companina eficam |y sml cond-
eifetiely  Jamon® reported sosiar
prohiema and fa mfrot goer eo Eres
Ly 12 mmapoad! parocubarty the gmall
deccmapive (42 g} mrs. They befieve thas @
twiia bl b chapinr than purchaume locslly
bast wre dmceernged by (ki large ordor
winch the exporicr regumer.  boporfing the
Jara wouh] dlso require thisl capius of sdame
F200 00 ke made xvacuble as o letier af

sredit T the ssppler cotmpany

5 T " ; ™

= ey Comat nait b e apecilis b o Ngus
prETstianmd s e T HI0 000,

T g s

tersro alvo feports that Conss| uften
tkay uy fo thuee deyy 10 nomoed 1 an
ordsr nilen ey (o iokorm e din) the
oiter gammet be ied for lack of stoeke
Thtts w 8 pacticolarty serious problem
sonemeths the entl of the year when Juinea®’s
istomens wek o3 Wooke onle arc omaide
w wail for arders  Jamco? clalire 1o kave
sabvid this protiem by ordering lerge
=ocky o ot Of moniks Seftrs
Decomber Hosever thos i s resctwe
rveagirs and there appean tn Be s vesy
wity ol tieatang the real caise Lifthe

Pt

Ligth compeemisd have lud comset vrth
Infrubten s the patd and i the cage ol
Jagnegad report Ml tis contagl Maa been
very eduabile Sumeo? roports tha thy
had 5 machoe but!l th presrye e st
wnd Ininraes eem o food wehinologiss 16
|l prsstriises 30 comdnnr Rl (e on bhoth
e wizbing of thie reachies and the gualln
of the fimal prati?  Soma dlesanfaction
wny cxpiessenl af it wem of hese caercones
wineh nchkidod Usvel edporses and en
Wowrly fale

With regard to CO-Operatian DR Matkinery
suppiies, Jamoo | does oot e mechines &
gl Mameo? hed m-depth digonaons with
Lher sembactarey oF itr machiney although
o & lnge salest! Lhe machiibs uped =g
large Suspended tookwng oty BE
relativaly unsaphisticated  Thess
dmeuintm meluded contact s the depigh
napn tee seile wodol stage, ond then
regidar copon backs for the firm fow
il

3 wnunTRIAL STRATESY PROJECT



SECTORS, CLUSTERS and REGIONS

40 BEGREEOFCG.
OPERATION IN EAST
LONDON/BATHURST

10.1 Farmers/Primary Producers

he pineapple farmers in the area
I know one another well, They are

aiso alf members of the Pineapple
Growers Asgsociation and are thus in
regular contact with one another. The
farmers are well aware that their individual
existence is dependent on the success of
their neighbouring farmers, as the canners
are now extremely vulnerable fo further
daclines in production volume. Levels of
co-operation thus seem high and some
farmers were in fact willing to volunteer
their time to assist the neighbouring
" parastatals {o increase their production
volumes.*!

10.2 Processors/Secondary Producers

The processing industry is highly
concentrated and ail three canners are well
aware of the activities of their competitors,
Canco2 which claims to be the most
gfficient producer in the area also claims to
have an open-door policy for other canners
in the industry. It is unclear to whal extent
this opportunity is utilised although
Canco2 estimates that the other canners
visit them at least lwice per year.

Co-operation is high at the association
level where the Pineapple Association has
pioneered an innovative marketing tool in
Sauth Africa,

* Serious problems with the farm management of
both parastatals were raised and these issues have
been deatt with at some lengih in botls local aad
naliona! newspapers. [Uis beyond the scope of this
report 1o adequalely evahuale these claims. tis
clear however (int serious investigation inlo the
activitics of ibese parastatals is now overdue.,

The Association has designed and built an
extremely farge fibreglass pineapple
approximately three stories high, which is
housed on a working pineapple farm in
Bathurst. The fibreglass pineapple houses
a smatl lecture room in which a video
deseribing the farming and canning of
pineapples may be viewed. It also houses
an impressive exhibition of pincapple
tarming paraphernalia as well as glass cases
containing exhibits of the wildlife which
can be seen in the area. The farm on which
the exhibit is housed contains a restaurant
and pub, conference facilities, curio shop,
holiday chalets and organises tractor tours
for people interested in learning more
aboul the practicalities of pineapple
farming. Some pineapple farmers also run
informal Bed & Breakfast establishments
tor tourists wanting the ‘farm experience’.

Unfortunately, the increased violence and
crime seen in the area over the last few
years has taken its toll on tounists who now
prefer to drive from Cape Town along the
Garden Route as far as Port Elizabeth
(PE). From PE tounsts either fly 10
Johannesburg or East London bypassing
Bathurst which has seen a drastic fall-off in
tourists passing through the area. This has
negatively affected not only the pineapple
industry but the whole tourism industry in
the area which includes important craft
markets in both Ciskei and Transkei.

The industry association has also been
responsible for commissioning two reporis
detailing the state of the industry.” While
the documents in question are of
undoubted assistance it is unfortunate that
they have tended to take on the appearance
of lobbying mechanisms, Furthermore
their diatribe against the government and
its economic policies imply a rather

R Agm-Adrica, 1993, Study ints the World
Producticn and Marketing of Pineapplas,

Agri-Afsica, 1995, Likely socio-econuntic ¢ffects
on the Eastern Cape in the event of a collapse of
the Sauth African canned plneapple industiy
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.11 POLICY PROPOSALS |

11.1 Gavernment-National Level

Trade & Industry (DT]) distributed a

Discussion Paper proposing a wide
range of changes to thé entire framework
within which small businessas operate.
This paper was widely discussed and more
than 60 workshops were held country-wide
during which input arourid possible
changes to the paper was requested.
Subseqguently a White Paper (Policy
Framework) was tabled in parliament. The
White Paper was also presented to the
President’s Conference on Small Business
in Mgrch 1995 and af this conference the
government’s proposals were widely
discussed and on the basis of the
representalions made by the more than
2 D00 delegates, a National Program of
Action on Sinall Business Development
was constructed.

In Qctober 1994 the Department of

The DTI's White Paper outlines an holistic
naitonal strategy for the development of
small business. This section will aitempt to
facus these policies for the national fruit
precessing industry.

11.2 Government-Provincial Leved

The Western Cape Provincial
Government’s Department of Econoime
Affairs and RDP bas stacted a process
airred at developing the ‘agro-processing'
mdustry in the province. With this in mind
the Depariment recently held a workshop
attended by community-based
organisations, e.g. RDP Forwns, and
NGQOs involved either in SME or agro-
processing development. The next siep in
the process is the commissioning of a three
month research project which 15 intended
10 answer the following quesiions:

W What economic activiiies are being
purstued i each major town in the WC?

B Whether they are conomically viable in
the long-term and exhibit any ‘competitive
advantages'?

M which industnies should on the basts of
the above be supported and what suppos
is required?

The provincial government has also
expressed it8 intention of livolving farge,
established businesses in its strategy for the
province and to this end intends
approaching business organisanons in
Western Cape and requesting their
assistance (financial or otherwise) in
fusthering the economic dévelopment of
the Westert Cape.

The departmént remains tentative in its
proposals untit the research has been
contpleted but possible strategies include
the seiting up of piiot projects and the
encouragement of mentoring relations
and/or jownt ventures.

11.3 Proposals Based On Findings In
Study Areas

In many ways the threats and oppotiutities
facing the fruit processing industry in the
WC and the EC are similar. To some
extent the proposals 1o minimise the threais
and maximise the opportusiities in these
two provinces thus evertap. These
propesals acknowledge this and sugpest
inter alia ways for the W and EC fruit
industries to interact.

11.3.1 Information Centre

The most critical barrier to entry found in
the stutly areas was an absolute lack of
information relating to 8 whola range of
business issues. Perhaps the most tefling
observation was that the desire 1o start
their own business was expressed by many
people and organisations in RDP Fonuns
but they had no idea of what business to
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start, what to produce, how to produce 1,
or who to market their products to.

The D¥TT White Faper proposes that Local
Business Servige Centres (LBSCS) be set-
up in various towns and that they act as the
main supplier of both information and

‘real’ services. While these LBSCs are an
inportant pillar in the DTL strategy, this
paper suggests that they néed lo explicitly
have a sectoral focus. Tlus is not to say
that other industries should be discouraged
from the area but rather that the limited
financial and other resources available from
the DTI be applied to those industries with
the greatest potential for success.

The study areas at worst exhibit a static
comparative advaniage In the production of
fresh fruit. Al best, the knowledge and
expertise in the production of processed
fruit products is strong and linuted
interventions could see this compeutive
advantage exploited more effectively. The
production process in the production of
jams and preserves is relatively simple and
well-known throughout the study areas.”
While congiderable variation is possible
with regard ta the ‘mix’ of fruits used, the
cooking time and sugar content is largely
standardised, The LBSCs in the study
areas therefore need not concemn
themselves with how the fruit is processed,
but rather with supplying information

_relating 10 materiais management, potential

markets, rharketing and presentation of the
final product.

11.3.2 Export Assistance

Although the micre and small compariies
identified in the WO study areas all have
the potential to produce export-quality
products, they lack the financial base to

53 . iTe i
Apparcully praclicaily every farnes’s wile is
capable, i not aciually doing so, of makicy jeuns

of some sort or anolher.

P —

gllow ihem to produce sufliciently farge
guantities to make up an export order, In
addition they would require assisiance 1o
bring them into conrtact with export agents
who are able to assist them efficiently and
cost effectively. While this function could
well be provided by private sector
companies, it is proposed here, that it
should rather be part of the services taken
over by the LBSCs in the area. [n this way
the suitability of the agents could be
established beforehand. Tius 13 importunt
as the teruous financial position of the
small and micro entzrprises would make
them highly susceptible to bankruptey if an
export order were cancelled ar incorrectly
filled Tkis is also an area where inter-
province co-operation could be
successfully encouraged. The basic exporl
marketing for deciduous and sub-tropical
fruit is very similar. One could thus
envisage a focused export agent operating
out of 2 L.BSC who is responsible for
marketing both the WC and the EC fruit
processing capabifities. While many of the
canneries in the two provinces have
discussed co-operation amongst themselves
it uppears that parochial provincial interests
have prevented this type of inter-provincial
go-operation from being placed on the
agenda Further investigation of this
option is recommended.

11.3,3 Food Processing Forum

The production processes for the small and
micro producers and the large formal
producers are very different. However, the
managem:nt skilfs relating 1o issucs such as
inpul procurement and imarketing are to an
extent transferable, In addition,
Woolworths has a well-funded food
processing research facility. Early
indications are that the company would be
willing to assigt micro and smatl ventures
by offering advice around the processing of
fruits. In addition, the main player in the
‘formal” canning industry has no pbjoctions
10 assisting ‘informal” processers although
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the exact termis and nature of the assistance
ts unclear. At this point it is essential that a
pro-active stance be taken and that 2 forum
representing all role players from retailer to
producer of inputs be established so that
offers such as these can be utilised before
the willingness to offer them is lost.

Woolworths encourages product
innovation through its policy for new
product selection. Essentially this retailer’s
‘competitive advantage' lies in is ability to
offer customers food products of very high
guality and low preparation tie or food
products of a unique nature. The latter
suggests that jams and juices of different
fruit blends would be encouraged. Perhaps
the entrepreneurs in the processing
industries need 1o be even more innuvative
and look to completely new fruit-based
products. A variety of national and
international 'life-style’ magazines are
available. These often highlight new
developments in the food industry such as
the.increased popularity of fruit cheeses
and butter on the international market.

The exploitation of this type of opportunity
rests squarely with the fruit processing
industry and it is envisaged that this forum
acts as the main conduit through which
innovative new products can be identified,
discussed and designed.

11.3.4 Tourism Assistance

Al the study areas identified tourism as
being of importance at the moment and
likely to increase in importance in the near
fiiture. Assistance should therefore be
offered in this regard and could lead to the
establishment of a ‘Fruit Route’ based on a
concep! simifar to the highly successful
Stelienbosch ‘Wine Route’. As a result of
the greater distances to be travelled to
reach Montagu as compared 10
Stellenbosch, the potential also exists for
farmers 10 open their farmhouses for use as
overnight guesthouses as well as (¢ provide
tourists with the oppertunity to sample a

variety of branded preserves and jams. In
the EC this already occurs to a limited
extent with both individual farmers and the
Pineapple Association offering
accommodation facilities. With the
national government planning to raise the
profile of the tourist industry in terms of its
potential for job creation it is important
that the farmimg mndustry grasp this
opportunity. The basis of such an
operation, €.g. a Fruit Route, should still be
the export of high quality, high vaiue-
added products with a strong emphasts on
brand name marketability.

11.3.5 Manufacturing Assistance

Particularly in the EC a number of
manufaciuring inefficiencies were
identified. These included the impossibility
of operating a second or third shift in the
factory as a result of the lack of
supervisory staff. While this report gcannat
make firm recommendations arcund the
work orzanisation of the canneries a few
observalions are appropriate.

The shopfloor operates on the basis of
production lines with people assigned to
either the pineapple ‘pieces’ or the
pineapple ‘chunks’ line. Teamworking is
non-existent and supervisors are
prominent. It is suggested that the industry
investigate the use of teamworking and
new teamn-based incentive schemes to
increase productivity at this level.

Furthermore, the Industrial Develapment
Carporation (IDC) offers special schemes
to encourage companies to install Rurther
shifts. If the fortunes of the EC pineapple
industry depend on the canneries running a
second or third shift and the main
impediment to this is a lack of skilled
supervisory staff then two options can be
proposed. [nthe first instance the
canneries could attempt 1o use more
modern participatory management and
supervisory systems or, alternatively, lobby
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the relevant government departments
(including the DTY) for funding for the
establishment of training facilities for
supervisory staff. Naturally the industry’s
case would be considerably stronger if the
Pineapple Association took a more
supportive and pro-active stance on this
issue. In addition at the level of the largs
‘formal’ canneries the possibility of training
supervisory staff for both deciduous and
sub-tropical fruit processing plant
managemen! would appear tc have some
viability.

Itis im'portant to note that second or third
production shifts would be totally
insupportabie if the supply of pineapple

fruit is not guaranteed. Inthe light of the
declining pineapple production emanating
from the parastatal farms it is suggested
that the Pincapple Association actively
supports the upgrading of the parastatal
farms growing capability, As pineapples
require approximately {8 months to reach
the harvesting stage U would take s
mitimurm of two years for these parastatal
farms to rzach optimal production levels.
It is further suggested that, concurrent 10
the re-development of the parastatal farms,
a supervisory training facility is established,
In so doing, by the time the new pineapple
produclion comes G SLream supervisory
statT will be available to ensure that second
or third production shifts betome a reality.
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[ 12.CONCLUSION. ]
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