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South Africd s Citrus Export Commodity Chain(s)

ABSTRACT

This pgper discusses changes in the regulation of dtrus exports from South Africa It
traces the changes from date regulatiion of the citrus chain to very recent forms of
private regulation in the context of highly competitive globd markets The paper
agues that while these forms of private regulaion are podtive in that they ae
encouraging the indudry to shift its focus from volume to qudity — in line with
overseas maket demands — there are dso limits and problems with private market
regulation. The evidence thus far suggests that private reguldion is limited to certan
export chains associated with specific overseas markets and that it serves particular
priveteinterests.
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1. INTRODUCTION

South Africa's dtrus indudry, unlike much of the country’s manufacturing sector, hes
aways been outwardly focused and ‘globaly integrated’. Exports of citrus to the UK
dated in the firsd decades of the last century; by the 1960s South Africa wes
exporting wel over hdf of dl southen hemisphere fresh citrus and was ranked
amongd the top five fresh ditrus exporters in the world (Dixie, 1995). By the mid-
1990s, the 40 million cartons of dcitrus exported to over 60 countries represented one-
third of the totd locd and export vaue of South African fresh fruit production.

Degpite its longer higory of globd integration, changes in internationd markets and
the domedtic regulatory environment have had a serious impact on the indudry.
Globd dtrus consumption has been stagnant for more than a decade. In the most
important fresh ditrus consuming countries — induding Germany, France and the UK
— consumption has nat increased dgnificantly snce the 1980s. Based on demographic
changes and trends in consumer preferences, the Intergovernmental Group on Citrus
Fruit (IGCF) predicted a dow increese in citrus consumption to 2005 (IGCF, 1998).
Increasng competition has exacerbaied the problem of stagnant demand, and northern
hemisphere markets are regularly oversupplied. Indeed, while South Africa dominated
southern hemisphere production for much of the pos=WWII period, it now competes
with Argenting, Audrdia and Uruguay in northen hemisphere markets. Longer
northern  hemisphere  production seesons have dso  contributed to the persstent
problems of oversupply.

Changes in the domedtic regulatory environment have dso played an important role in
reshgping the indudry. Between the 1940s and the mid-1990s citrus exports were
controlled by a dngle desk exporter cadled the South African Cooperaive Citrus
Exchange (SACCE). In 1996, new marketing legidaion was pessed and despite
vigorous atempts by the dngle channd exporter to mantan an export monopoly,
exports were liberdised and growers were now in a pogtion to choose an independent
exporter. Given South Africals podtion as an important  southern  hemisphere
exporter, the industry expected a strong ‘private sector response (Bayley, 2000). The
extent of this ‘response exceeded expectations in the fird year after deregulation,
there were more than 200 exporters roaming the country trying to procure both citrus
and deciduous fruit. Mgor multinationd exporters — induding Dole and Dd Monte —
a0 esablished a presence and invested in packing and cold storage facilities.

For growers the impact of liberdisaion snce 1997 has been mixed. Although they
can now sdect an export agent, returns have declined and aso appear to have become
more volatile from season to season. In the third year after liberdisation (2000), the
fruit export industry as a whole log an esimated R1 hillion in export earnings and the
industry dedared itsdf in crigs. Poor returns were blamed on qudity, oversupply and
the exigence of too many inexperienced export agents. Since the disagtrous 2000
season, there have been various atempts to privaidy regulate severa specific citrus
‘chains. These disparate efforts have culminated in the establishment of a nationd
organisdtion, which is dtempting to reimpose voluntary messures on growers and
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exporters with a view to improving the qudity of citrus exports, while a& the same
time preventing markets from being oversupplied.

Recent changes in the citrus export sector rase interesting theoreticd and policy
questions regarding the theme of this yea’'s TIPS Forum: Globd Integration and
Sudanable Devdopment. While the dtrus indusry has a long higory of globd
integration, it currently faces enormous chdlenges in globd makets which ae
regularly oversupplied and increesngly demanding of higher qudity fruit. Based on
detalled research with exporters, growers and oversess retalers and importers, this
paper examines changes in the regulation of citrus exports both before and after
liberdisation. | argue tha while the sngle channd had certain benefits, it dso faced
dructurd  problems that manifeted themsdves long before forma deregulation. With
regad to the period after deregulation, the paper focuses on recent atempts to
privately regulate exports in a free market environment. In the condusion, theoretica
and policy questions are raised about private forms of regulation in a sector.

The paper is dructured as follows in Section One, the globa citrus chain is described
and South Africas role in it is contextudised. In Section Two, the paper examines the
sngle channd and the contradictions it faced during the late 1980s and ealy 1990s
The third section of the paper explores privae forms of regulaion and the
edablishment of Citrus Southern Africa, an organisttion that it atempting to ‘teke
back ownershipt of the dtrus indudry. Findly, in the concluson, theoreticd and
policy quesions reating to the experience of this indusry ae consdered in the
context of the key theme of the Forum.

2. THE GLOBAL CHAIN AND SOUTH AFRICA

South Africa is an important player in the globd dtrus indudry. While totd world
production of citrus is more than 60 million tons, only 11% is exported fresh; the rest
is consumed domedticdly or processed for juice The mogt important fresh citrus
exporters ae Span and the US in the northen hemisphere and South Africa,
Audrdia and Argentina in the southen hemisphere. During the 1970s and 1980s,
South Africa produced wel over hdf of al southen hemisphere citrus. Incressing
volumes of fruit from southern hemisphere ditrus producers have more recently
chdlenged South Africals dominant postion (Figure 1). Southern hemisphere exports
are consumed north of the equator, where they have a counter-season advantage over
northern hemisphere citrus producers.*

! Tariffs for most citrus varieties are lower during the southern hemisphere production season.
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Figure 1: Southern Hemispher e Citrus Production
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Citrus represents one of South AfricAds most important agrecommodities by vadue
and by volume. Production occurs manly on white-owned farms in the Western Cape,
the Eagern Cape, Mpumdanga, KwaZulu-Naa, and Limpopo provinces (Figure 2).
Black growers have paticipaed in the indusry through projects in the former
homdands of Bophuthatswana, Lebowa, Gazankulu and the Ciskei. Many of these
fams, which dways faced problems of economic viability, have collgosed with the
incorporation of former homdand depatments of agriculture into  provincid
dructures. Within the region, Zimbabwe, Sweziland and Mozambigue aso produce
atrus, dthough in much smdler volumes

There are important differences between production regions in South Africa based on
climate and fam dructure. The Western Cape and Eastern Cgpe are conddered to be
‘cooler’ citrus growing aress and production is focused on Navel oranges and lemons.
The cooler cliimae has dlowed famers to respond to consumer demand for easy
pedes like cdementines and satsumas, and mogt of the country’'s essy pedes ae
produced in these two regions Farm Szes are ds0 smdler and mogd ditrus in the
Wesern and Eastern Cape is packed by privatised cooperdtives in huge fadilities thet
are amongst the largest in the world.

In Mpumdanga, Limpopo and KwaZulu-Natd, the climate is warmer and better
suited to the cultivation of grapefruit and Vadencia oranges Farm dzes in these
regions ae larger and many more famers pack in amdler privatdy owned fadilities.
In terms of volume, Mpumalanga and Limpopo provinces produce mog citrus.
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Figure 2: CitrusProduction in South Africa
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3. THE RISE AND FALL OF A PARTIALLY SUCCESSFUL
‘PRODUCER-DRIVEN' CHAIN

Fom the ealy 1940s until the mid-1990s South African ditrus was exported through
a dngle desk exporter known as the South African Cooperative Citrus Exchange. In
the period after 1960, the Citrus Exchange used its monopoly over a large proportion
of the southern hemispher€s ditrus crop to improve the qudity and quantity of fruit
exported by inveding both backward and forward of farm production. In South
Africa, an impressve research and export infrasructure was built that  included
ressarch ddtions, extenson officers, and a citrustree (budwood) propagation farm
located in the Eastern Cape.

By the lae 1970s, there were more than 40 extension officers working throughout the
country and 30 researchers (many with PhDs) a the Outspan Laboratory in Nespruit
(Cartwright, 1977). The Citrus Exchange's technicd divison was the largest of Al
other divisons with a daff of over 120 people From the late 1970s the Citrus
Exchange focused its dtention on improving the infratructure for fruit export
innovations in handling and precooling facilities The pace of invesment accderated
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in the 1980s with the upgrading of port fedilities first in Maputo in 1983, and laer a
Durban, Port Elizabeth and Cape Town.

From the 1960s, the Citrus Exchange extended its reech to overseas markets. In his
1960 report, the charman of the Citrus Exchange noted that while “it was dways our
policy to control the didribution of fruit down to the firsd point of sde...we ae now
adopting a policy which is desgned to endble us to control the flow of our fruit right
down to the ultimate consumer” (cited in Cartwright, 1977, 84). This Statement
opened the way for important changes in the coordination of fruit sdes in Europe.
Previoudy, fruit had been sold a wholesde markets or, in the case of Rotterdam,
through an auction system.

In 1964, the Citrus Exchange decided to bypass both the wholesde market and the
auction sysem — which they sad was respongble for wild dayto-day swings in price
— and agppointed dedicated marketing agents cdled pandligs Pandligs were
encouraged to work cdosdy with the Exchange's oversess office by esimaing the
demand for citrus in their desgnaed ‘market region’ severd months before the
beginning of the dtrus season. Once the levd of demand was edablished, the
oversess office would then maich this information with production edimetes from
South Africa

The god of maching supply and demand was to prevent surpluses, which had a
negative impact on prices and therefore returns for growers in South Africa During
the season, oversess offices monitored markets and competition and the daily sdes of
fruit through the pandlig sysem. If market conditions were dow or oversupplied, the
Exchange was able to dore citrus — for limited periods depending on the vaiety —
until demand improved or competitors stocks were exhaused. Pandlists asssted the
Exchange by decreesng prices to dimulae demand, paticulaly in oversupplied
markets or when the quality of fruit was poor. In France, for ingance, pandlists were
encouraged to compete for the ‘Pandligt of the Year’, an award given to individuds
who not only sold high volumes of fruit & recommended prices but dso “for other
reesons such as unpopular varigties or counts sold at difficult times’ (Citrus Journal,
31 duly 1993).

Former Citrus Exchange employees pointed out severd other advantages of the single
channd. From the mid-1960s, South Africa and the Citrus Exchange ganed the
reputation of a reiable supplier of large volumes of citrus. With oranges, for ingance,
exports were highly dructured around time and vaiety. In the beginning of the
season, Navels were exported, first from the hotter northern growing arees and then
from the cooler Cape ditrus regions. When the Navel cop was exhauded, the
Exchange would announce — via its pandligs — the beginning of the Vdenda season
and exports would proceed in the same north-to-south pattern.” With a monopoly over
a range of vaidies and dzes, the Exchange was dso able to supply different ‘market

>The Exchange' s ability to announce the arrival of new shipments and new varieties was an attempt to
re-clam ‘market information’ from buyers. With amonopoly over market information the Exchange
hoped to stabilise fruit prices.
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segments  according to specific testes For ingance, while French consumers appear
to prefer larger szed fruit, in the UK, the demand is for smdler szed oranges and

easy peders.

Fndly, the Citrus Exchange played an importait role in  monitoring qudity,
eypecidly after the fruit was deivered to European and other overseas ports.
Although fruit qudity wes assessed a cooperative and private packhouses by the
Perishable Products Export Control Board and later a cold dore fadlities a the
vaious South African ports pod-havest diseases and other qudity problems
frequently manifested themsdves after a two-week voyage in a refrigerated ship. The
Citrus Exchange played a key role in managing these problems by resorting fruit to
prevent decayed and damaged fruit from reaching retailers or wholesale markets.

Dexpite these advantages, the Citrus Exchange's ability to regp the rewards of a
producer-driven chain dways faced serious chdlenges and these intendfied in the
mid-1980s  Although it could manage South Africas fruit during the northen
hemisphere summer, it was unable to control the increesing volumes of fruit from
southen  hemisphere  competitors and  from unsold sock produced by northern
hemisphere citrus producers® This excerpt from the Citrus Board's 1984 annud report
istypicd of the Stuation it faced through the 1980s.

A crop reduced by drought had firss to face a record European overlgp of unsold
Mediterranean citrus. In Europe, South American fruit competed fiercely — often at prices a
or below ther freight costs. In the Far East and Canada the markets were flattened by the al-
time record (US) Vdencia crop (Citrus Board, 1983/4).

In the face of increesng competition from the southern hemisphere and larger
‘overlgg’ volumes from northern hemisphere producers, the Exchange was finding it
increesingly difficult to execise its make power. When northen hemisphere
production was more limited and there was less competition from the south, the single
channd exporter did appear to be in a podtion to take advantage of favourable market
conditions Yet seasons where the Exchange was able to take advantage of lower
supplies from its competitors with good qudity South African fruit were increesingly
rare.

Larger volumes of fruit in Europe exposed the persstent qudity problems associated
with South African citrus* The Exchange's problem was not that South African fruit
was generdly of a poor qudity. On the contrary, good qudity South African fruit
could be compared with the best from anywhere in the world, thanks in pat to the

®|tisfascinati ng to note that the single channel itsalf may have sown the seeds of its own destruction:
the difficulty of dedling with the single channel, according to some service providersin the UK, led to
buyers encouraging production in other southern hemisphere countries, notably Uruguay and
Argentina When these efforts began to beer fruit, and resulted in greet er competition in European
markets, it exposed key problems of the single channdl, discussed in more detail below.

* This problem manifested itself as early asthe late 1970s. “ The 1978 season highlighted the changing
market Situation — it is becoming progressively harder to sell fruit of poor quality and condition, but the
market is prepared to pay premiums for excdlent fruit” (Citrus Board, 1979, 2).
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resources spent on research and on improving the infragtructure for exports. It was
ingead the grest unevenness in the qudity of fruit exported by the Citrus Exchange's
grower members?®

Here the ‘pool’ sysem, which rewarded growers for volume raher than for qudity,
gopears to be respongble for the problem. Grower payments were based on the
average returns to seasond pools determined on the basis of dze (‘count’) and variety.
This sysem rewarded ‘pool participation’ rather than internadl and externd qudity and
as a oonseguence planting decisons were frequently guided by tree productivity
rather than oversees market demand.® The pool, rather than individud growers, was
dso chaged for fruit that could not be sold on arivd in a northern hemisphere port.
In other words, poor growing practices were shared by dl the contributors to the pool
regardess of differences in faming practices Although the sngle channd dlowed
the Exchange to manage a limited amount of poor qudity fruit, in many seesons the
scde of qudity problems was beyond its control.

The dtuation of oversupply in Europeen makets exposed an additiond problem
asociaed with the single channd: its inflexibility and rigidity. Retallers and former
UK pandligs expressed their great frudration with the single channd exporter's
uwillingness — or indblity — to provide fruit demanded by consumers in an
increesingly competitive retail environment.” This frudration was not redtricted to the
Citrus Exchanges cusomes interviews with senior employees of the Exchange's
oversess office suggest that they were equdly frudtrated by the lack of the industry’s
response to ‘market Sgnas . As one manager recdled:

As the UK office we were redly a branch of the head office based in South Africa By
implication we were grower driven. But we couldn’t get growers to do what we wanted them
to do. There were huge pow-wows over quaity standards. We tried to st a common standard
for the sugar acid ratio of grapefruit. This was one of Tesco's demands. But the growers
couldn’t agree so in the end we had to say to Tesco: do you want the fruit or don’t you?

The South African industry was dso dow in responding to the demand for easy
peders, despite the fact that consumption of this variety grew three times faster than
for oranges and other citrus cultivars in the 1980s. At least part of the reason for its

®The problem of varying quality, as one UK service provider noted, isthat it is as bad as poor qudity.
® Theissue of tree productivity and itslink to the single channel isrevealed in adiscussion held with a
former high ranking Outspan employee: “ Grapefruit isacasein paint. It is over-produced. Thewriting
was on thewall in the early 1990s. Grapefruit consumption was stagnating, but the single channel kept
on managing volumes. As a consequence growers till got atractive returns. They kept on planting. |
warned againgt it but the growers said to me: we produce the fruit, you must sdll it. They kept on
planting on rootstocks that gave high yields but low qudity. The Japanese want high interna quality,
that isthe only way to sustain that market, but the farmers planted on rough lemon rootstock. It gives
good yidds, but the quality of the fruit is mediocre’.

" This was the comment from Marks and Spencer’ sfruit buyer who had 20 years experiencein the
industry: “Whilst there was generdly pesking a controlled marketing of fruit (in the single channd) in
adisciplined and fairly sophisticated way, when retailers wanted specific requirements of size,
vaieties, different standards, it used to be extremely frustrating. We aways found it frustrating because
we couldn’t necessarily get what we wanted. And that would be from a size point of view, an esting
quality point of view, and from avarieta point of view.”

10
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inertia was that the infrastructure and marketing drategy were geared to harder
vaidies of citrus that could be packed in gandard 15kg boxes and had the ‘legs to

last along journey in arefrigerated hold.

Indeed, the dominance of Vadencia producing trees in South Africa is a consequence
of ther hardiness, the fact that they can be dtored for severa weeks in cold chambers
before being sold, and ther high yidds Yet the Vdenda is not highly vaued on
oversees markets as an ‘eding orange and in most countries, Navels are preferred
and conggently fetch higher prices Easy pedes on the other hand, ae not only
more complex to grow, with thinner skins they are more vulnerable to damage
through handling and cannot be stored for any length of time in oversees cold dores
The infragtructure that was suited to growing and marketing Vaencia oranges was
amply not suited to easy peders despite oversees demand and, as a reault, the
industry has lagged behind in the development of these new varieties®

Chdlenges to the dngle channd were dso emerging domedticdly: South African
atrus growers were increesingly criticd of the Citrus Exchanges peformance on
export markets. Growers in generd were concerned about the poor returns on exports,
paticulaly ater the mid-1980s and the depreciation of the South African currency.
There were other concerns about the bureaucratic nature of the Exchange and the
inability or unwillingness of officias to answer a range of quesions associated with
export markets.

However, the most vehement criticism of the Exchange was reserved for the pool
system. Growers in the Western and Eagtern Cgpe fdt that northern Vaencia
producers dominated the indudry and that it faled to capitdise on the demand for
Navels produced in the Cgpe There were unconfirmed rumours that the Citrus
Exchange sold Navels a cut prices as long as buyers were willing to accept large
volumes of less popular Vaencias. Growers who damed to have better qudity fruit
complained that they were subsdisng growers with poor agriculturd practices Many
of these growers had identified the dtructurd problems of the single channd and were
urging the Exchange to respond to changes in overseas markets, a chdlenge to which

it failed to respond:

Even before deregulation we redised that niche markets need to be addressed. | had some
new varieties tha fit into my ‘portfolio’, but they weren't in the country’s interest, they were
in my own interest... They could have accommodated it but it wasn't in the nationa interest.
There was a0 no research or any extension for thet kind of thing.

Fndly, sndler growers damed — with judification — that the pooling sysem
favoured growers with larger volumes of fruit. By the lae 1980s and early 1990s,
grower dissatisfaction with the Exchange had ayddlised in the formation of a smadl,
but very vocd, organisation demanding the deregulation of citrus markets.

8 | nteresti ngly, Capespan (the private company that emerged out of the Citrus Exchange) and the larger
cooperatives continue to suffer from the reputation of not being able to handle easy peder varieties of
citrus.

1
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The Citrus Exchange's response to the sructurad problems of the single channd began
svead yeas before the formad deregulation of agriculturad markets in South Africa
In 1992, the Citrus Exchange was trandformed into the ‘policy setting faum' of the
indugry and in its place a new cooperaive cdled Outspan Internationd was formed.
Shares in the new company were didributed to cooperaives and individuad growers
based on the number of cartons exported in the previous five years Two years later,
Outspan Internationd was privatised usng a 1993 amendment to the Cooperatives
Act, which sanctioned the privaisaion of cooperaives. Shortly afterwards, the
compay announced its merger with Unifruco, the sngle channd exporter of
deciduous fruit, to creste a new company caled Capespan. The new company has in
tun edablished formd rdations with a number of oversses companies including
Fyffes, the Irish multinationa fruit exporting company.

In the period leading up to the liberdistion of citrus exports, Capespan lobbied hard
to convince the Depatment of Agriculture to mantan the single channd. Its
arguments in favour of the dngle channd drew on ressarch comparing its returns on
overseas markets with those of its competitors. Returrs for both Audrdian and
Argentinean citrus growers were dgnificantly lower, it damed, because of the
fragmented dructure of the industry compared with South Africa (Stanbury, 1996).
Capespan dso pointed out that the establishment of new black citrus growers would
be more difficult, if not impossble in a deregulaed maket. Here the organisation
promised to cortinue and expand its (very limited) efforts in assging exiging and
new black growersin becoming competitive citrus exporters.

Despite these efforts, the Miniger of Agriculture and Land Affars, Derek Hanekom,
declared on various occasons that he was unconvinced of the dedrability of the sngle
channd. A factor that influenced his decison was an African Nationd Congress pre-
eection policy guiddine, which expressed concern over the ‘hidden monopolies thet
exiged between the various agents in white commercid agriculture and the desire to
see them broken.

4. LIBERALISATION AND PRIVATE REGULATION

The impect of liberdisation on South African citrus growers has been mixed. As in
other African countries where agriculturd marketing sysems were liberdised,
competition for fruit has increased dgnificantly. In the fird year dfter deregulaion,
there were more than 200 export agents competing for dtrus The intense competition
for fruit was partly due to the large volumes of citrus, deciduous and subtropicd fruit
produced in the country and its proximity to Europe relative to other fruit producers in
South America and Audrdia® This explains why fruit multinaionds like Dde ad
Dd Monte have established a base in South Africa The emergence of a large number

® The fact that the Rand is not pegged to the dollar —as was the case for other southern hemisphere
citrus producers like Argentina—was an additiona attraction to sourcing from South Africa.
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of smdler expot agents many run by ex-Outspan employess, is lagdy a
conseguence of the structure of trading in Europe. ™

While importers in the UK (now cdled ‘sarvice providers) demand programmes of
fruit supply that last weeks and even months importers in Europe ae willing to
accept smdl ‘one-off’ conggnments of fruit. South African exporters in this category
cdl themsdves ‘niche volume playes and operae excusvey in this marke, as it
would be very difficult for them to sdl fruit anywhere dse® Amongst South African
exporters, importers in Belgium and the Netherlands have the reputation of being
excdlent ‘traders and there are, of course, higtoricad ties between South Africa and
these fruit importing countries.

Compstition for fruit has improved payment sysems for dl growers a phenomenon
adso obsarved in other pats of sub-Saharan Africa after market liberdisation. During
the regulated period, growers were pad an initid sum after ddivery and then severd
additiond payments as the season progressed. These additiond payments were,
however, dow and in some cases growers were havesting the next seasons  fruit
before the find payment was received. Liberdisgtion growers are pad more promptly
and some have secured fixed payments and minimum guarantees from export agents
willing to accept grester risk in return for fruit. Fixed prices and minimum guarantees
are, nonethdess, usudly offered to growers with larger volumes of fruit and with a
reputation for good qudity citrus These terms were not normdly offered to growers
with smdler volumes and poorer qudity fruit.

A more dgnificant and longterm impact of Cgpespan’s loss of the single channd has
been grower exposure to different ‘citrus chains associated with specific overseas
markets. When the dngle channd was in place, most South African growers were
largly oblivious to different market ssgments and produced ingead for the ‘pool’,
which rewarded volume rather than the internd and extend qudity of the fruit.
Although the pool sysem was adgpted in the early 1990s, the incentive to produce
higher volumes of fruit remained the key god of most famers. In the period since
liberdisation, citrus farmers have become much more aware of the different citrus
chans and ae now able to diginguish between UK retallers who have ‘unredidic
demands for qudity’ and other markets like continental Europe, West Africa and the
Middle Ead, where the qudity requirements are not as high. Since redrictions on
exports to Jgpan and the US were lifted, growers are dso far more cognisant of the
phytosanitary regulaions associated with these two ‘very tricky’ and risky markets. A
key feature of the post-liberdisation era is the ability of both growers and exporters to
describe the specific demands and requirements of different citrus export chains.

10 Despite the existence of large multinational fruit trading companies, the structure of the industry is
extremely fragmented. The top four multinationa fruit companies — Dole, Dl Monte, Chiquitaand
Fyffes—control only 6% of the wholesde vaue of world fruit (Rabobank, 2001).

" Thestrict phytosanitary requirements required in the US, Japan and other Far Eastern countries has
discouraged smaller agents from these markets.
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A soond reaed devdopment has been the emergence of a nationd organisation
representing the interests of citrus farmers in Southern Africa. Citrus Southern Africa
has enormous support from growers, not leest because of the disastrous 2000 season,
consgdered to be the worst in decades. Returns to groves plummeted from dmogt
R2000 per ton in the 1999 season to just over R1200 per ton in 2000 (Department of
Agriculture, 2002). In many cases, growers recaived no payment for fruit, or worse,
an invoice from ther exporter to cover trangport and marketing codts. Low returns
were blamed on deregulation and on the exigence of too many sndl and
inexperienced exporters, dthough the scde of the decline and the fact that 10 agents
procure about 80% of the crop suggests that there were other contributing factors.

One of these factors was the large overlgp of northern hemisphere fruit that remained
avalddle into the southern hemigphere ssason and large volumes from  South
America, both of which resulted in a Stuation of oversupply. A second factor was the
gengdly poor qudity of South African fruit, which during the regulaed era might
have been better managed. Despite the complexity of the cause of the poor 2000
season, the charperson of Citrus Southern Africa declared the need to ‘take back
ownership’ of the ditrus indudry, presumably from smadler exporters and oversess
importers and retailers.

Snce 2001, Citrus Southern Africals efforts have focused on regulaing citrus
volumes, primaily by redricing lower qudity fruit from being sent oversess
Although its efforts in this year were piecemed, in the 2002 season Citrus Southern
Africa edablished a joint maketing forum consging of representatives of both
growers and exporters. In this season, the organistion has embarked on an ambitious
progranme of regulaiing dl dtrus exports from South Africa by preventing the
oversupply of citrus to specific makets” By drawing up maket demand projections
and comparing them to South African production estimates Citrus Southern Africa is
hoping to prevent supplying markets with too much poor qudity fruit, as occurred in
2000.

Where production egtimates are likdy to lead to oversupply and lower prices the
organisttion is recommending that growers and exporters limit the cop by not
shipping unpopular Szes and varieties of fruit. Since Citrus Southern Africa has no
power to sanction growers or exporters who ‘bresk the rules, it will instead expose
the identity of agents who export lower qudity fruit. Citrus Southern Africas effort to
privately regulate exports through the voluntary cooperation of growers and exporters
does not, however, represant the firgt attempt to coordinate South African citrus. The
organisation owes its origins to three specific atempts to privatdy regulae markets
for citrus A dosr examindgion of these three atempts provides ingght into the
nature of private forms of regulation and the long-term sustainability of these efforts.

4.1 Japanese Grapefruit Chain

12 Although it isabit early to say, easy peeler producers appear not be interested in having their exports
coordnated by Citrus Southern Africa.
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The firg atempt to privately regulate citrus exports occurred in the grapefruit chain.
Returns for grapefruit farmers during the 1990s have been much worse than has been
the case for the citrus industry more generdly. In the 1997 season, export returns were
lower than they had been in 10 years In October 2000, grgpefruit growers in
KwaZulu-Natd coordinated a meeting of dl Southern African grapefruit growers in
Swaziland. Reasons for the poor return to this sub-sector of the industry were blamed

on poor quaity and the oversupply of key markets, especidly Japan.

Snce liberdisation, these problems have been exacerbated by a lack of coordination,
which saw more than hdf of the grapefruit crop sent to Japan in one week. The result
was a huge oversupply of the market and as a consequence much lower prices for
gowers. In an efort to improve qudity and coordingtion, a decison was made to
limit exports to Jgoan to three million catons congderdbly less then production
edimates indicated. By redricting smdl-szed fruit, which are less popular in Jepan,
and by indsing on higher sugar leves paticipants & the meting agreed to the
required volume. Exporters dso agreed to coordingte shipments so tha 300,000
cartons would go every week for the 10 weeks of the season.

4.2 US Chain

A second ingance of private regulaion was edablished in the lae 1990s in the
Wesern Cagpe for exports destined to the US. Prior to 1997, South African dcitrus
exports to the US were bared through a phytosanitary trede barrier: citrus in South
Africa is vulnerable to ‘black got’, a disease that affects the fruit but poses no risk to
the tree itsdf. The incidence of black spot is however, geogrephicdly varidble and in
1997 the Wedtern Cegpe was declared ‘black spot free; fruit produced in this region
could now be exported to the lucrative US market.

In the firg year, export volumes were smdl and the USDA ingpector based & Cape
Town rdected much of the fruit. Volumes increased dgnificantly in 2000 and more
than 80% of the fruit passed the dringent testing procedures. Despite passing the
phytosanitary  hurdles, oversupply, poor coordingtion and uneven qudity led to prices
for oranges and easy pedes plummeting from between $25 and $36 dollas per
caton to as low a $12 pe 15kg caton. South Africds man counter-season
competitor in the US is Audrdia, and the lower prices for South African ditrus aso
affected growers in this country. Indeed, with a sronger currency and higher cost
dructure due to trangport costs and labour, the Audrdian citrus industry was faced
with a crigs Stuation.

In 2001, representatives of the Audrdian Citrus Growers Associdion gpproached
ther Western Cgpe counterparts with a proposd to coordinate citrus exports to
prevent oversupplying the US maket. According to a prominent grower in the
Western Cape:
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The Audtrdians contacted us. They told us that they couldn’t operate a these prices, that we
were pulling the market out for them as well as for us. They sad we can't control it but we
can try to coordinate it and so we decided to export 1.2 million cartons each. They showed us
the prices they got through DNE (their single channel) and they were between $23 and $36
per carton.

In order to coordinate exports with the Audrdians growers in the Western Cape
edablished the ‘USA Nave Allianceg, where it was agreed to limit the number of
catons exported to the US to between 1.2 and 1.4 million catons for each exporting
country. Since the volume of Navels produced in the Western Cape exceeded this
quota, the USA Nave Alliance ageed to redrict fruit with low sugar levels fruit that
was too green, and fruit with a low juice content. The dtructure of the Audrdian citrus
export chan rased some complications for the participation of South African
exporters in this cooperative effort between citrus exporting countries. Citrus exports
from Audrdia are coordinated by a number of agents within the country, but in the
US they use only one agent, DNE, to fadlitate better coordination of supply. While
growers in the Nave Alliance were prepared to send dl ther fruit through DNE,
Capepan baked a udng a sngle oversees agent when it dready had a presence
through its offshore company Fshe-Capespan. Despite resstance from growers,
agents and even former cooperatives, Capespan was able to convince the dliance to
use two oversess suppliers, DNE and its own overseas company.

43 Middle East Chain

A third foom of regulation has emerged for the Midde East and incudes three
vaidies lemons, Naves and Vdencias. The Middle East market was, for various
reesons, a vey important one for the Citrus Exchange during the regulaed era
Openad initidly in the 1970s, this market played an important role in the 1980s as
South Africen fruit became the target of sanctions and anti-apartheld protestors.
Rather than using its famous ‘Outspan’ brand, the Exchange developed the ‘Goldland
brand name for use exdudvdy in the Middle East. A second dtraction of this market
is that dthough wholesders dominate the sde of fruit, four large campanies control
imports and they offer fixed prices to producers.

In the regulated era, the Citrus Exchange — and later Outspan Internationd —
edablished very dose ties with these buyers and dthough it is not as lucrdive a
market as the UK or Japan, the Middle Eagt was highly vaued as an outlet for South
African dtrus Following the liberdisation of the domedtic citrus market, there was
the red posshility that Capespan would lose this market to its competitors However,
in the late 1990s, the conpany edablished a ‘dub’ of producers condgting of three
large cooperative packhouses in the Cgpe and three large-scde growers in the
northern citrus growing arees. With large volumes of ditrus and a close rdaionship
with the Midde Eagt-based buyers, they have been dble to limit competition from
other exporters. Indeed, there is evidence that Capespan played a role in forcing out a
gndler fifth buyer that esablished itsdf as an dternative route for South African
citrus to the Middle Eag.

16



South Africd s Citrus Export Commodity Chain(s)

The governance dructures of these three chains goes some way to explaining why
private market regulaion has been possble for exports to the US, Jgpan and the
Middle East. The US and Far East ae conddered to be ‘difficult markets on two
counts. Fird, the dgtance to these markets is condderably longer than is the case for
Europe and the likdihood of fruit decaying en route is grester. Second, and probably
more importantly, these makets have extremedy drict phytosanitary  regulaions
Japan was opened to South African ditrus exports in the mid-1990s after condderable
effort. Exports to Jgpan must be cold deilized, which involves cooling the fruit & a
temperature of -0.5°C for aperiod of 12 days to destroy any insect infestation.

In the case of the US, as noted earlier, citrus exports were redtricted due to citrus
black spot. High rgection rates at the ports by the Japanese and USDA ingpectors has
discouraged smdler export agents from usng what ae conddered to be ‘tricky’
markets and exports ae dominaed by the former sngle channd exporter (Capespan)
and multinationds like De Monte and Dole. The fact that exports to the US can only
be produced in the Western Cape has dso made it easier to coordinate exports, a task
that would be much more difficult if exports were to come from the entire country.

Although grepefruit is produced in mogt dcitrus growing aess, production is
concentrated in Mpumadanga, KwaZulu-Natd and Swaziland on large edates, which
hes dso fadlitated private regulaion. For South Africals other key markets —
continental Europe and the UK — private regulation has been more difficult, and in the
long term is unlikely to succeed due to the governance structures of these chains.

44 UK Chain

The rde of UK multiple retalers in globd fruit and vegetable chains has been the
ubject of severd recent dudies (Dolan and Humphrey, 2000). These have shown
how the concentration of the retaill industry hes led to the consolidation of the supply
base through the sdection of a smal group of ‘preferred buyers. Consolidating the
supply base has dlowed retalers to ‘cascade responghbility to service providers who
ae now expected to cary out ‘due diligence and grower audits where facilities and
working conditions are monitored. Service providers are dso required to take
respongbility for increesng maket dhare, ensuring profitebility and even product
development. The consolidetion of service providers in the citrus chain gopears to
have been more extreme than deribed by studes of fruit and vegetables more
genedly. It may be that dow growth in dtrus consumption over the last decade has
encouraged  retalers to limit the number of suppliers, while a the same time
demanding that they increase consumption through better quaiity fruit and newer
vaieties.

In late 2001, ASDA had only one citrus supplier, Tesco and Sainsbury’s use between
four and five suppliers, and Marks & Spencer has reduced its supply base to two. The
extent to which these tasks have been passed down the chain does however, vary
between retallers. Marks & Spencer’s two service providers are closdly involved with
the retaler's fruit buyer in maketing and procurement plans, in growing market
dhae, and in monitoring the profitability of the ditrus category. While Tesco now has
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much doser rdations with its supply base than before it has not devolved what it
consdersto be*critica aspectsof itsbusiness':

We aren't moving in the direction of category management: we won't devolve anything that
we oonsider to be criticd to our busness We won't dlow price setting, marketing,
promotions, ranging. etc. We congder these to be fundamental to our business.

Notwithsanding these variations in approach, fruit buyers dl agree that there is a
‘new patnership’ between retailers and service providers. As noted earlier, the new
tems of this patnership place many more demands on the UK-based service
providers that have survived consolidation:

So what do we expect in return (for being sdected)? Instead of spending £20 million of our
citrus business with 10 people, now 2 people share that business. That means that they have
£10 million going through their books, it means that they can fund the right resource, it
means that they can fund the right kind of plan etc. (M& S buyer)

The change is that we now require a more rounded service. They will be looking a consumer
research etc. The buyer used to be in a postion of doing this and that; now that has been
shifted to the service providers who are now much more mature businesses. They have their
own technologists, their own marketing people, they have logidticians — they are a more
mature kind of organisation (Sainsbury buyer).

They ae dso monitored much more cosdy in tems of a range of ‘objective
measures caled key peformance indicaiors (KPIs) tha monitor performance in terms
of qudity, market share and profit margins In some cases, retalers demand that the
percentage of fruit that is rgected is less than 0.5%. Fruit that is rgected is charged to
the sarvice provider, as are ‘ customer returns’.

While we must be careful of taking the discourse of partnership too far, it does have
important implications for agents towards the production end of the chain. The smadl
number of service providers involved in procuring citrus in South Africa have in turn
edablished rdations with a limited number of mosly new mid-szed exporters.
Severd ae grower/exporters, which is conddered to be an advantage as they will
have control over some of the dtrus they handle Growers who are ‘atractiveé to
these agents usudly have larger volumes of fruit, they have a range of fruit varieties
they often have their own packing faciliies and they are often consgdered to be high
qudlity growers.

A second consequence o the ‘partnership’ is that UK-based importers and their South
African agents procure dtrus in ‘progranmes rather than in smdl one-off
condgnments.  Thee programmes run through the entire season and  incdlude
gpecifictions on volumes and varieties. The impact of this much doser rdaionship
between retailers, service providers and growers is that it is now much more difficult
for exporters and growers to supply retallers independently of their preferred service
providers. As one service provider argued:

It is not redligtic to try and bresk into another retailer. We' ve spent a long time with them and
a new agent can't just come in and replace us. If someone came to our buyer at Marks &
Spencer he would refer them to us. Only in an extreme case would he listen to what they had

to say.

18



South Africd s Citrus Export Commodity Chain(s)

The buyer for Sainsbury’s argued that procuring the crop was the responghility of the
savice provider and dthough he demanded ‘due diligence and good qudity fruit, he
would not become involved in sourcing fruit. These changes have dgnificant
implications for attempts to privatdy regulate exports from South Africa the ditrus
chan to the UK is tightly controlled (driven) by retalers who have ensured that
paticipation is limited to preferred suppliers who in turn sgect ‘preferred growers in
South Africa In this buyer-driven chain, the problems that Citrus Southern Africa is
atempting to address — oversupply and qudity — are not issues because both are
determined by importers and retailersin the UK.

4.5 Continental Europe Chain

The chan to continentd Europe is ggnificantly different, but it dso redricts the
posshility for privaete forms of regulation. Although there are large retdlers in
continentd  Europe, the indudry is highly fragmented and it is gill dominated by large
numbers of importers who can be identified through the Internet or through trade
magazines.

As note ealier, the large number of smdler South Africa-based exporters who call
themsdves ‘niche volume players supply fruit amost exdusvely to Europesn
importers. They often operate in only one region of the country and may adso export
deciduous fruit when the citrus seeson ends. Although this chain is not ‘driven’ from
the north in the same way that the UK retaler chain is, South African exporters are at
a didinct disadvantage. Fruit dedined to Europe is sent on ‘condgnment’, which
means that the importer has no fixed market for the fruit. Importers refuse to negotiate
prices beforenand and they will not condder any minimum guarantees or upfront
payments. Returns to importers, and ultimately to growers, is determined by supply
and demand.

Dexiite these disadvantages, Europe remans an importat maket for smaler
exporters who supply niche volumes normdly to Dutch and Begian inporters.
Smdler exporters are less likdy to send fruit to other markets notably the US or
Japan, where the risks are higher due to dricture phytosanitary regulations. At the
same time, they are extremey wary of efforts by Citrus Southern Africa to manage
volumes and qudity: the organistion is seen to be representative of the large
multinationd exporters like Dole, Dd Monte and Cgpespan. Ther waines is
judified: on severd occasons Citrus Southern Africa has argued that there are too
many smdl exporters who lack the experience and the resources to compete in the
globa fruit indudry. In these two important citrus chains — the UK and continental
Europe — Citrus Southen Africa is likdy to find it extremdy difficult to privatdy
regulate exports.

5. CONCLUSION: THEORETICAL REFLECTIONSAND
POLICY IMPLICATIONS

This paper has traced changes in the citrus export chain both prior to and after
liberdisation. An important devedopment in the postregulation period has been the
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atempt to privatdy regulae the indudry in an effort to improve its sustanability in
highly competitive globa markets Wha does this important sector of the South
African economy tell us about regulation and globa integration?

Firg, there is little to be ganed from ‘drong forms of date regulaion, which in the
ctrus indudry took the form of a sngle channd between the 1940s and mid-1990s.
The dngle dek sysem was facing severe chdlenges a least a decade prior to
deregulation. A key problem was its ingbility to respond to globa markets that were
increesingly oversupplied and demaending better qudity fruit. In other words it lacked
the flexibility to adgpt to dgnificant changes in overseas consumption patterns and the
consolidetion of retall power. Recent atempts to privatey regulate exports represent a
podstive dep: the focus of these efforts is on reducing volumes by increedng the
quaity of the fruit exported. This agpproach represents an important ‘paradigm shift’
for the indudry, which was aways focused on producing volume, often & the expense
of qudity.

Private forms of reguldion are not without their problems primarily because they
represent ‘private€  interests. In the citrus industry, blame for recent poor seasons has
ben levdled a amdler operators, who gpparently lack the experience to export in a
highly competitive environment. There is drong evidence to suggest thet these private
regulators would prefer to see a Stuation where five or Sx large exporters control the
industry. My own research suggedts that while there are some exporters who lack
experience, many smdl operators ae highly efficdent. With smdler volumes, they
have to be more careful about markets and many spend consderable effort reducing
cod in the chain. If larger exporters begin to dominate private regulaors, there is the
danger that they will use resources to force smdler players out, when there is little
judtification for doing 0.

A scond problem for private regulation is that it is very undable At present, the
extremdy poor 2000 season has ensured that most growers support privae regulation
in the form of Citrus Southern Africa At the same time there are growers and
exporters who bresk the rules by exporting lower qudity fruit in volumes that go
beyond those prescribed by indusry regulators. Underlying the action of ‘renegade
exporters and growers is a reasonably convincing argument that it is possble to find
markets where qudity condderations are not as important. The third problem relates
to representivity in the indudry. As noted much earlier in this paper, citrus production
in South Africa was not limited to white producers. Citrus production was established
in former homeands of Bophuthaiswana, Ciskd, and Gazankulu on edaies dosdy
managed by former homeand departments of agriculture.

In the 1990s, the single channd exporter for citrus was involved in transforming these
edaes into smdlholder schemes for individud black famers The organisation weas
ds involved in assging famers to produce fruit that met export standards. In the
period snce deregulation, respongbility for these projects has shifted to provincid
depatments of agriculture and most have collapsed due to a lack of financid and
other support. The prospects for these famers in a privatey regulaied environment
are extremdy blesk.
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If privete regulaion has certain limits should Sae regulaion be reconddered? This is
an issue that is currently being debated within the agricultura sector. A recent
discusson document that has emerged from the Depatment of Agriculture suggests
that the free market has not benefited commercid farmers, it dso appears to have
hampered atempts to develop emerging famers. Depite this debate, in the current
context dtate regulaion — even of a limited type — seems unlikdy. In the period snce
1994, the date has deregulated agricultural markets while & the same time regulating
other aspects of the agriculturd economy, notably through labour and land reform
legidation. A revesal of this dtuaion in the short term is improbable and the
regulation of the citrus export markets by private interests is likdy to continue for
ometime.
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