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Prepared for Fruit SA by Mitchell Brooke
13th January 2011
Production and Logistics Cost Trend Analysis – 4th Quarter 2010

Key Findings:
1. Key Fruit Trading Currency Adjustments: the three major currencies being the US Dollar (US$), the British Pound (£) and the Euro (€) were still trading negatively from an exporters perspective. The 2010 ZAR / US$ 4th quarter trading average was R6.91 to US$1.00 compared to a R7.33 average in the 3rd quarter of 2010. Again this positively influences shipping costs, but export trade returns may not bear positively against the current production and FOB cost. Similarly in the case with the £ (~R10.00) and € (~R9.00) exchange rates, these have both fallen sharply against the rand at the end of 2010. The current outlook in the 1st quarter of 2011 shows no positive result with a further strengthening of the ZAR against the US$ (R6.81) and the Pound (R10.80) and Euro (R9.00) remaining stable on the 3rd quarters trading values.. 
2. Key Production and Consumer Index Adjustments (CPI / PPI): PPI – Domestic Output Index can be seen to be heavily influenced by the changes in the domestic electricity and fuel index. Both of these indexes saw a sharp increase during the 3rd quarter winter months when the winter electricity surcharge commences. There is a negative outlook on domestic production for the future due to the current electricity and fuel indexes. A more stable result can be seen in the PPI – Exported and Imported Commodity index on the back on the increase seen during the 1st quarter of 2010.
3. Key Producer Price Index Adjustments - Fruit: the PPI index for fruit exports has continued to stabilize albeit where electricity and fuel indexes continue to rise, there is no clear explanation for the decline from the 70 points seen during the 2nd quarter of 2010.  There is still concern at the rapidly increasing electricity and Diesel indexes.
4. Basic Diesel Price in Relation to US$ Brent Crude & ZAR Price Brent Crude: the RSA basic Diesel price is determined by a factor of the monthly average of US$ Brent Crude and the average US$ exchange rate with a recovery factor included. During the 1st quarter report it was stated that the price of Brent Crude would exceed the US$100 mark, this at a time when the price of Brent Crude increased from US$40 the previous year. The price of Brent rose to US$90 at the end of the 4th quarter 2010 and has continued to the current US$98. The strengthening of the Rand against the Dollar has declined a severe increase in the Basic Diesel price in the short term. If the exchange rate had continued at the 2010 average of R7.50 to the US$, the price of Diesel could have exceeded the R6.50 per litre mark at the current price of US$98 per barrel. The Basic Diesel price has continued around the R4.00 – R5.00 since January 2009 due to the strengthening of the rand against the rising oil price, this post the 2008 high of R9.00 per litre. Business Report 13th January 2011 reports that US$100 per barrel seems imminent in the short term and presumptions indicate a further increase. This a result of shortened supply globally as stocks plummet down by 2.15m barrels last week. An assumption that this will add pressure on strengthening the rand to compensate the higher oil price.
5. Relationship between EU Freight Rates, Bunkers & BAF (Reefer & Container): BAF levels lowered in the 2nd and 3rd quarter of 2010 then saw a sharp increase in the 4th quarter of 2010. This increase is in line with the rising bunker price. BAF levels are expected to increase further in the 1st quarter of 2011 judging by the current RTM – SIN bunker average. The current strengthening of the ZAR is offsetting the increased freight all in rate on US$ terms – which is showing an increase in the 4th quarter of 2010 and expected to increase in the 1st quarter of 2011. An interesting note is that the container BAF levels are not as volatile as the Reefer BAF levels due to the BAF formula used by both shipping modes. The volatility of the bunker price fluctuation affects the Reefer BAF levels while the container BAF levels are only marginally influenced by the bunker price fluctuation. This makes sense if one considers that a container ship loaded with 4,000 TEU’s is the equivalent of 40,000 citrus pallets where a Reefer ship loads an average of 4,500 pallets. Something else to consider, the average ZAR freight all in rate was R1250 per pallet in 2006 and 2007, post the 2008 oil price hike the freight all in rate is now averaging R1750 per pallet. This is a R500 per pallet increase and R7 per carton (70 cartons per pallet).
6. Truck Operating Cost Trends (7-Axle Rig): The Truck cpk value has remained fairly constant during the 4th quarter of 2010. The CPK value is expected to increase in the 4th quarter but not significantly should the repo rate remain unchanged and the ZAR exchange rate remain firm. Transport rates to growers should not increase beyond 5-10% of the 2010 rate leading to the commencement of the citrus season. In 2005 the average CPK rate was R6.00 per kilometre. A production point located 1,000 Km from the port would have paid R14,000 per truck trip (R14.00 CPK total) and roughly R7.00 per carton (28 plts of 70 cartons per plt). In 2010 the average CPK rate was R10.00 and the same distance would have cost R18,000 per truck trip (R18.00 CPK total) and roughly R9.00 per carton. A R2.00 per carton increase is probable during this 5 year review period.
Conclusion
The strengthening of the ZAR against major fruit trading currencies continues to negatively impact the ZAR valued return to growers. 2011 will see the 2nd of the 3 NERSA approved annual electricity tariff increases and this will add pressure on production and storage costs. There is strong evidence that the price of Diesel will increase beyond the May 2010 high when the Basic Diesel price rose to R4.75 per litre – the highest since the 2008 peak of R8.92 per litre. 
The red flags for the moment are on the ZAR - US$ exchange rate and the price of Brent Crude increasing beyond US$100 per barrel.
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1.Key Fruit Trading Currency Adjustments
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3. Key Producer Price Index Adjustments - Fruit
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4. Basic Diesel Price in Relation to US$ Brent Crude & ZAR Price Brent Crude
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5. Relationship Between EU Freight Rates, Bunkers & BAF (Reefer & Container)
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6. Truck Operating Cost Trends
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