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Preface

_ Rapid growth in consumer demand for an industry’s products frequeatly triggers change throughout the supply chain. The
expansion creates opportupities for existing firms to grow, for new. fxrms to'enter, and for market channels to reorganize with
new links between producers, brokers, manufacturers, distributors, and reta;iers Fast growth also poses risks for established

firms and new entrants because of volatility and uncertainty:

Market development is a process composed of many decisions by the public sector and private firms. For example, the govern- '
meht may specify conditions to avoid excessive market power by a few conipanies. Private firms may agree upon iﬁdustry~wide -
safety standards. Sound decisions depenci on high quality information, and determine the extent to which the iong«ierm inter-
ests of society are met. We often take for granted the public information for mature product markets, such as regular price and
quantity reporting. These data enable buyers, sellers and government to make well-informed choices. Such information for

small markets is often incomplete or entirely missing. Under such conditions, a-variety of market inefficiencies may occur.

By all accounts, the small, but fast growing, US. organic food market is in the midst of dramatic change that will alter the
industry. Yet, theifg is little public information'to understand the nature-and potential effects of this change. The lack of infor-
mation may prevent researchers and éolicymakeré from identifying problems and crafting possible solutions. Research can
contribute vital intelligence on such emefging markets to shape their development in the long- term interests of private firms
and consumers. This report begins to serve that role. The authors assemble existing and new data to analyze the rap;dly
unfolding developments in the structure and operation of the organic foods market. Their principal contribution is to 1dent1fy
the most critical issues confronting the industry, develop potential approaches to resolve the issues, and outline a future

research agenda : o . _ -

This research is a collaborative effort by researchers from the Henry A. Wallace Center for Agriculmrai & Envuonmentai
Policy at Winrock International and the US. Department of Agriculture’s Economic Research Service as part ofa Fund for
Rural America research project entitled “Market Development for Organic Agricultural Products” This report contributes
directly to thé principal objective of the project — to develop and analyze information to conduct 2 national assessment of the -
market for organic products. We believe that the report prowdes new insights into the develaping organic market by combin-

ing information from a 1998 Wallace survey, case studies and existing industry information sources.

David E.Ervin . - Barry Krissoff - R
Senior Policy Analyst o Chief, Specialty Crops Branch
Henry A. Wallace Center for ' Market and Trade Economics Division
Agricultiral & Environmental Pokfcy ‘ ' Economic Research Service -

Winrock International . 7 Us. Department of Agriculture
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EXECUTIVE SUMMARY.

tis no secret-t;ila{ for the past several years the organic
foods industry has been growing at a remarkable rate.
 Toidustry sources report that sales of organic commodities”
“in natural foods stores approached $3.3 billion in 1998, as
cémpared 1o $2.08 billion in 1995. Sales of orgahid prod-
ucts in conventional. supermarkets have also grown - by

576 percent in Houston, 303 percent in Baltimore, and 210

percent in Boston — between 1997 and 1998, according to

the Natural Foods Merchandiser. Industry experts expect
that current average industry growth rates of 20 1o 24 per-

cent annually will continue well into the next decade.

Such growth has led to 2 transformation in the organic

foods induééry. Firms that have been in the industry for -

mérzy years not only face great pressure to expand; in some

cases, they are strugghng to keep up with demand for their

products, They have also been «confronting new competi-

" tion in the form of firms that have recently entered the
organic foods market. Some established firms welcome the
_changes: they are happy to grow and willing 16 tweak their
production and marketing approaches to appeal to a new
rénge of consumers, Overall, they would like to see an
increase in thé number of sizable organic producers, manu-
facturers, wholesalers and distributors. Their perspective is
in marked contrast to that of others established in the busi-
ness, who maintain that organic food should be grown,
processed; distributed and retailed on a smali, regional

" scale. According to them, the competition that comes with
growth in the organic foods market may put small family

- farms at a disadvantage because it encourages large conven-

tional corporations to enter the market, thereby decreasing

apportunities for those that farm and ranch in rural areas. A

major focus of this-report is to determine how new and
established firms are faring in this entrepreneurial climate,
and whether they can.expect to coexist and thrive in.what is

a umque and mcompietely understooci market.

Part of what makes the organic market unique is that the
businesses and consumers it serves judge food not only by
its taste, price and appearance, but also by the social and

_environmental benefits it represents. In this respect, itisa

market that does not rely solely on economic factors in
defining its products. Another difference is that, unlike the
early growth of many conventional industries, the organic

foods industry has grown in response to increased con-

sumer demand, not increased supply. In other respects,

however, the organic foods industfy is behaving much like
other iridustries for other agricultural commodities. As the
industry has grown, it has lured new firms that are now
actively competing with established businesses. “This J
growth has led to two major challenges: ensuring product
1ntegrzty and ensurmg efficient pmducnon and distribution -
of orgamc products At this writing, both the industry and
governments (state, federal and international) are still trying
to establish a uniform definition for “organic” food — _

an effort that has thus far met with littfe success. Firms are

- also having to combat the specter of fraud, which in this

case translates 1o the marketing of conventionally grown
products as organically grown. Meanwhile, industry firms
are attempting to find more efficient ways to grow, manufac-
ure and'distribut}e enough organic products to meet ‘

consumer demand,

In this report, we took three approachesto examining how

. firms operate in the current organic foods marﬁet and how

they are responding to the challenges posed by its rapid
growth. First, we made a comprehensive search of the trade

- and academic resources available to us. Because the orgapic .

fFoods'industry is still neglected insources of data that econ-
omists typxcaily use when describing industries (the Census
of Manufacturers ‘Census of Wholesalers, Census of
Retailers, Census of Agriculture and many s;at:stfcai
resources collected by the US. Department of Agriculture),

we relied on a range of current literature as well as-surveys

ORGANIC FOOD MARKETS IN TRANSITION
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from the Organic Farming Rescarch Foundation (OFRF) ;
and the Organic Trade Association (OTA). Second, we

- useda survey from the Henry A. Wallace Instjtute for o

Alternative Agriculture. Designed for an earlier repori, The
Natural Foods Market: A National Survey of Strategies for
Growth, the survey provided descriptive and statistical data.

on 118 organic food producers, manufacturers, distributors

and retailers. Third, we completedreight case studies: two
each for retailers, manufacturers, distributors and farmers

- in the organic foods industry. Four were relatively large,”

" national compames in‘the organic foods mdnstry, four were
smaller, regtonal firms. They included purveyors of both
fresh and processed organic products: grains, fruits and
vegetables, dairy products and meats. The case studies sup-
plied special insight into issues of.intense interest to both
large and small firms: standards, sourcing, distributing,

_copperatives, contracting, advertising,-targeténg a consumer

base and eco—Eabeling. :

Although the dearth of datz on the organic foods industry

' made it impossible for us to describe its structure and activ-
ities complétely, the results of our research were revealing.
We found that some large, national organic firms achieved
success by emulating strategies used by mass market (that is,
coavemmnai) firms. For example, large natural foods retail-
ers have cieveloped their own “private labels™ (house
brands) and own wholesal_mg facilities, Large organic man-
ufacturers contrac;t with farmers for agricultural commodi-

‘ E;es, and large natural foods distributors use many techno-

" logically and managerially advanced Efficient Consumer

Response (ECR) techmques Large organic compames have

also been innovators-in areas sich as eontractmg and coop-

erative development. In contrast, smaller retallers distribu-

tors and farmers have achieved success in large part througb

emphas;zmg customer service and developmg strong per-’

sonal relationships with both sellers and buyers.

1

- Based or our research, it appears that the challenges of

ensuring product integrity and adequate production and
distribution of organic products wili be ongoing. For

instance, aver though mass market supermarkets are likely

to continue adding organic foodsto their product lines,

- they may have weak or non-existent screens for accepting

ofganic products, perhaps making them more vulnerable ro
frauci They may also place little value on products that ﬂ_
meet the social and environmental sustamabxhty aspects ' of
organic Earmmg, depending on whether and how their con-
SUMers want those values expressed in their organic food
products. There is also the question of when the U.S. gov-
ernment will approve a standard definition for the term
“organic” — a decision that is slated to take place in 2000,

* but that has engendered a wealth of controversy in the.

interim. With regard to meeting defand, it is possible that

~ market imperfections may have, through a variety of factors,
-ranging from lack of proper'distribution channelsto lack of .

credit, prevented the marketing of as many organic com-
modities as consumers would like. Although market i 1mper—
fections are d:fflquit to document iri thzs case, it is consis-
tent with these difficulties, which create incentives for man-
ufacturers and retailers to conclude special contracung

arrangements wuh farmers and rancimers

At this-writing, no one can'have a clear picture of exactly
how the organic foods market is changing and what it ®ill
fook likewhen the process is compiete:ﬁ}timﬁe[y,} however,
we believe thar as the organic-foods industry continues to
expand, rew and estabEi§héa coﬁl_pénies can coexist and

prosper — prpvlided that they squarely face the challenges

posed by an immature distribution network and less than

complete regulation. If they are successful, the organic
foods industry has the potential 1o deliver significant mar-
ket environmental and so¢ial bénefits not oaly to its own -

suppliers and consumers, bufalso to society at large.

2 EXECUTIVE SUMMARY
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CHAPTER ONE

The Organic Food

Market in Perspective

odern organic farming began developing in the éag_iy

1920s and 1930s through the work of a few individ-
aals. The firse, Rudolf Steiner, laid the foundation of bio-
‘dynamic farming, which embraces the relationship ot phi-
losophy, spirituality and the earth (Steiner, 1924).

According 1o the Biodynarmic Association, “biodynamics is -

a method of agriculture which seeks to actively work with
the health-giving forces of nature” Steiner’s composting
methods have since been adepred by many organic farmers.
The Demeter Association, a bioﬁynamic certification
organization, began operating in the 1930s and continues to
certify farms today (Demeter Association, 1999). Sir Albert
Howard and Lady Eve Balfour also contributed to early
organic farming. They believed that “the soif’s microbial life
..helped turn organic matter into food for crops” They
began farming without chemicals and created a unique
method of layered composting to develop organic matter in
soil (Mérgentime, 1994). The Rodale Institute, started in
Pennsylvania by |. L. Rodale, was instrumental in promoting
orgaiic farming in the United States through research into
building soil fertility (Klonsky and Tourte, 1998}, The -

Rodale Institute delivered its message to the public through

many Rodale periodicals, including Health Bulletin and

Organic Farming.

1n the early days, peopié bought and grew organic food for
purely philosophical reasons. But in the early 1960s,
Rachel Carson’s Silent Spring revealed in chilling detail
some of the environmental and health consequences of
intensive agriculture that relied on chemical pesticides.

Demand fororganic food increased, as did the number of t

organic farmers (Mergentime, 1‘?94), and a genuine organic
foods industry was born. Since then the industry has grown,
it has encountered many of the traditional problems faced
by any industry on the rise.

A key issue in today’s érgarﬁc foods market is simply its
size. When an industry is small, the participants know one

 another and mdy also share a common ideology, making it

possible to attain and uphold a consensus about rules or

quality standards. Reneging on a contract may give someone
a réputation for dishonesty, and under certain circum-
stances, this threat keeps participants honest. As the num-
ber of participants increases, however, personal refation-
ships are less common and the ideology of the group is like-
ly to grow more heterogeneous. Consequently, it is difficult
to reach a consensus when defining standards and ethical
trading practices, or to enforce rules. And reputation, which
works to preserve honesty in a small indusery, is not as
effective in a large industry (Milgrom, North, and
Weingast, 1990); This kind of problem often leads 1o instic

" tutional change, such as industry self-regulation or govern-

ment intervention {North, 1990). For agricultural com-
modities, most kinds of institutional change are implement-
ed to regulate the quality available in the market. Three
ways to accomplish this goal are through imposing mini-
mum quality.standards (Leland, 1998), third party certifi-
cation (Viscusi, 1999) and inspection (Dimitri and
Lichtenberg, 1999). ' )

An historical example serves to iliustrate the point. In the
early 1900s, rail transportation made it possible for agricul-
rural commodities to be shipped over long distances. As a
result, certain regions specialized in the production of cer-
tain commodities: grains were grown in the US. Midwest
and fruit in the Pacific for sale nationwide. However, many
farmers experienced severe problems as they tried to sell
their products in distant markets. Disputes over quality and
price, as well as failures to pay for goods, contributed to
general chaos in marketing. Farmers in certain regions (for
example, Pacific apple growers) were able to overcome
many of these problems; others (for example, Eastern apple
growers) were not. To address these problems, the US.
Department of Agriculture (USDA) designed and adminis-
tered quality standards and inspection services. It defined
trading practices for commodities as well (Dimitri, 1999}

Like the early 20th century markets for agricuitural com-
modities, today’s organic fdods industry is grappling with
the problems of how to maintain quality during the trip

. from farm to market, how to describe quality and how to
standardize the description of quality How can buyers and
sellers be sure that their business partners are honest and
adhere to contract terms? What recourse do buyers and
sellers have when partners renege on a contract™
Manufacturers {both in today’s organic market and in the
early 20th century) have been concerned with procuring

ORGANIC FOOD MARKETS IN TRANSITION
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7 high quality foods and maintaining product quality during

the manufacturing procéss. Their dilemmas are part of the

’

universal experience of any agricultural industry: growth |
changes the relationships between sellers and buyers; intro-
ducing a range of new conflicts and challenges and often
drastically altering institutional structure.

Perhaps the most difficult challenges for today’s organic
foods market are how to secure and distribute sufficient -
supplies of organic food and how to ensure their integrity.
Ensuring integrity in turn means many things: how to-mar-
ket and manufacture the food while preserving its “organic”

4 qualities, how to assure buye:rs that food is grown organical-

1y, knowing what type of processing is appropriate for
organic foods, and being able to define exactly what “certi-
fied organic” means. A key problem has been that since the
industry’s inéeption,' there has been no universally accepted
definition for “organic,” making it difficult for consumers
and retailers to understand what they are getting when they
purchase “organic™foods, In 1973, 50 California farmers
addressed the issue by forming the California Certified
Organic Farmers, which defined standards for-org#nicéﬂy
growrn food and created a certification system (Lipson,
1998). By 1980, a riumber of states had given authority for
defining and enforcing standards to state departments of
agriculture, and simultaneously, many private certifiers
emerged. Currently, there are at least 44 different organic
standards in the United States and at least 27 private certi-
fiers (Fetter, 1999).

This‘siate of affairs, in the context of rapidly growing

~ demand, has created two distinct marketing problems. First,

each cemﬁer uses slightly different standards. For ¢xample,”
California farmers can régister with the state after produc-

irig in a particular way for one year, while other certification -

systems require a three-year period. Further, although many . i .

foods can be called organically grown if pesticide residues’

“are less than ten percent of the U.S. Environmental

Protection Agency’s tolerances according to some states,
states such as New Hampshire require that residues be less
than one percent. This variation in standards continues to

make it difficult to know exactly what the term “organic”

“means. Second, because most organic products sell for high

prices, farmers have.incentives to fraudulently label their

conventionally grown food as erganic. In 1997, the state of

" Minnesota prosecuted Glacial Ridge Foods, a wholesale

- .
food processor, for selling conventionally grown beans as

organic (Mergentime, 1997). OFRF reports thar several
other firms were recently fined for violating the California -
Organic Foods Act. These kinds of problems led Congress
to include the Organic Food Production Act (OFPA) in the
1990 Farm Bill. The OFPA, which defined the methods
and materials allowed in orgatiic production, established
the National Organic Standards Board (NOSB), W_hich
includes food industry, consumer and environmental repre-
sentatives, and the National Organic Program {NOP) with-
in the USDA’ Agricultural Marketing Service. The NOP
will promulgate a proposed rule for national organic stan-

"dards in 2000, although drafting such standards has already

proven difficult. Myriad interested parties - including
thoéé who wrote over 200,000 comments to the USDA —~
have spoken out regarding which practices should be per-
mitted in organic production processes. In Europe and
Japan, there are still more standards for organic foods —
many significantly different from those in the United States.
Private and public policy bartles about s-tandardsr for other
forms of sustainable agriculture are also ongoing throughout
the c_c;ﬁntry and the world on local and regional levels.”

While the batles for standards rage on, the organic food
industry must-,contin'ue? to focus on how to produce, manu-
facture and distribute the products that consumers want = -
while maintaining their quality. To maintain quality, both

* buyers and sellers-must want to do business with people

who will honor agreements, which includes sending the

‘agreed-upon product and paying the agreed-upon price.

Buyers and seflers must also ensure that the product is truly
organic — in a generally accepted,if not governmentally -

mandated, sense of the word. Further, buyers and selless

" must navigate successfully within the structure of their

industry, which can be defined here as the number of firms
in each link along the marketing chain and their relative
bargaining positions. Market structure affects both prices
and quantities, and se determines whether firms on one end
of the chain have market power over firms on the other. For

example, there is a limited number of manufacturers of con-

ventionally produced breakfast cereais. They sell their

products 1o a small number of retailers, which makes it dif-

* ficult for retailérs to exert market power over them
(Cotterill, 1999). On the other hand, there are many pro-

ducers of iceberg lettuce and few retailers, making it possi-

ble for retailers to exert market power over lettuce growers

during certain times of the year (Sexton and Zhahg; 1996).

4 _CHAPTER-ONE
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" CHAPTER TWO

The Marketing Chain:
From Farm 'to Mark_et

Foéd passes th:éugh many hands as it moves from farmto -

consumer. Some foods are fresh when cfelivereclz(apples and

eggs) while others'are processed before delivery (pasta and
bread). Regardless of whether they are fresh or processed,
higher quality products generally have a higher selling price.

- As a result, farmers have a strong incentive to produce and
sell commodities of the highest possible quality. Yet, since
most foods pass through 2 mimber of intermediaries as they

_move from the farm 1o the consumer, maintaining quality

" along the marketing chain is a challenge. To do so, each

agent along the marketing chain must begin by moving the

product to the next agent quickly. Farmers need to sell their
perishable commodities immédiateiy after harvesting,

while middlemen (mainly distributors and wholesalers)

~ need to get fresh praducts to retailers as quickly as possible..
Retailers want to be able to'purchase a consistent and large"
enough supply-of a wide variety of uniform quality fresh
food. Consumers want to be able to buy a wi.de variety of

i. fresh food that is bath high quality and low pri(ﬁed Andall
consumers want to feel confident that they are. buymg food
that not onEy was grown organically, but also has kept its

" “organic miegnty at each stage in its journey to the market.

" Each commodity, depending in large part on whether-it is
" fresh or processed, follows an individualized path from
farm to market. Because fresh foods rapidly deteriot:ate, )
'they must be'delivered to the market quickly: Processed
foods, on the other hand, have a tonger shelf life — but the
-products that go into them must be harvested at the right
time, delivered at the right time and satisfy the processor’s
quality requirements. In this chapter, we will trace the mar-

keting chain for three types of agricultural products: dairy -

-products, fresh fruits and vegetabies and processed foods™
{e.g breakfast cereals pasta, and “frozen and canned foods).
Among all orgamcaily grown foods, these three product cat-
 egories have the mos highly developeci mari(etmg chains.

, Marketing chains for other products, such as organically

grown meat (which could not be labeled as such until

1999), remain-underdeveloped. _ o -

N

Marketing Dairy Products .

The first step in marketing organic dairy products is simply
producing the miik to make them. To produce organic milk,

_cows must be fed organically grown grain and hay. Organic

dairy farmers may grow all of their own feed, may growa -
portidn amd purchase some, or may purchase all the feed. '
Because procuring organically gi'own feed is difficult at
times, raany dairy farmers seem to produce at least a por-
tion of the feed they use. Organic milk produced by small
farms is usually sold locally However, some farmers may
resort to séEling'their organically grown milk in convention-
al markets when they have access to no other markets
{Intervicws: sustainable cairy farmers in Comanche |
Country, Texas, 1994-95). There are a few large producers
of organic dairy products; including Horizon, Organic
Cow and Organic Valley (a case study of which is featured
in this report). In addition to bottling milk from their own
cows, these companies pasteurize and bottle the milk of
other dairy farmers, either throughi a marketmg cooperative
or thr_ough direct contracting with small and mid-sized fam-
ily farms. The milk and mitk products are distributed
nationwide, mostly through private distribution networks
(Horizon Organic and Organic Valley websites).
o — ) \
ORGANIC MILK MARKETING CHAIN

‘Organic feed = cows = milk= bottler distributor = retailer _

:

Organic feed ~ cows = milk = consumer

Marketing Fresh Fruits and Vegetables

The first stage in the fresh organic fruit and vegetable mar-
keting chain — the produiiction and preparation of produce
for sh1pment inivolves growers, packers and shippers

workmg together in a number of possible comibinations. In

_some cases, one firm grows, packs and ships the produce,

while in others one firm grows and anoti'mr packs and ships.
After it is shipped, produce can either be sold to retailers
by a broker or delivered to a terminal market, where it is
sold to retailers by wholesalers. In practice, most organic
produce is sold through a specsaity broker rather than in 2
terminal market. In some instances, when a spemﬁc variety,
quality or quantity is desired, larger retailers may buy fresh

-6 - CHAPTER TWO
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fruits and vegetables directly from shippers. Organic pro-

"duce can also be sold directly to consumers through farm-

ers” markets, community supported agriculture {Ina CSA
arrangement, consumers purchase “shares” from a farm for'
a fixed price, acting as creditors and bearing production

risk}, and farm stands.

7 - -
FRESH FRUIT AND VEGETABLE
MARKETING CHAIN -

Farm = shipper =+ wholesaler retailer
. Farm = shipper = retailer

Farm = consumer (community supported agriculture,

farmers’ market)
AN e S /

N

Marketing Processed Foods

-

Organic'processed foods include frozen vegetables, pasta,
canned vegetables and sauces in jars. Specific proéuéts
must be used to manufacture these fosds — for example,
pasta processors need to use a particular variety and grade
of wheat, while frozen fruit and vegetable processors need
produce that is a ;pecific size and quality. All processors
want uniform quaility 80 they gan offer froducts that consis-
tently taste the same. Consequently, the biggest challenge
facing organic manufacturers is how to secure a steady sup-
ply of organic ingredients of 2 consistent quality. The next
biggest challenges are how to transport their processed
goods to the éupermark‘et and how to secure shelf space.

There are two basic marketing channels for processed
foods. In the first, the farmer produces raw commodities
such as grains or fresh vegetables. These commodities are
then sent to the manufacturer, who converts them into a
processed product, such as pasta. A distributor acts as a
middleman, moving processed products from manufactur-

ers to retailers. In the second scenario, a middleman (ship-

~ per) procures raw commodities from farmers and delivers

them to manufactarers. The middleman secures the quanti-
ties needed; he or she also ensures that the commodities are
high quality and meet the manufacturer’s organic standards.

( - ‘.. - - G o \
PROCESSED FOODS MARKETING CHAIN
Furin _rkanujizcn—treruwhalem!gr.;» retailer

- Farm = shipper/procurer = manﬁﬁcthrer» wholesaler m

‘retailer

Ensuring High Quality Through
Organic Cert_ificati_oz;' o .

Consumers, retailers, manufacturers, distributors and farm-
ers of organic food all want to be assured thar food sold as
organic really is organically produced. To do so, the indus-
try currently uses a system of third-party certification (see
the following box). To be certified, participating farmers
must use production processes thatmeet the certifier’s
requirements. Oregon Tilth, a certifying agency in Oregon,
for example, has‘specific requirements for ecoiog’icéi soil
management, soil conservation and manure management, as
well as lists of substanceés that can be added to the soil.
Manufacturers, distributors and retailers involved in the
natural foods market have a logical strong interest in stan-
dards as well. At least one system, California Certified
Organic Food (CCOF certifies firms that provide organic
handling services, such as distributors, packers ‘:;nd repack-
ers. CCOF also requires processors to use a system that .
ensures that no_niorganic products and other prohibited
substances do not contaminate organic food during pro-
cessing. Retailers do not have o be certified at this point,
but the National Organic Standards Board recommends
that all handlers, including retailers, be centified if they
repackage, process or prepare any organic foods. I a new
twist, some upscale restaurants have begun to work roward

organic certification as well.

Creating and maintaining standards is a key marketing
challenge for farmers, handlers and retailers of organic

“food. Farmers make a significant investment when they con-
vert their land to “organic” acreage; as a result, they want to
be sure they can sell their products as organic. To de so, \
they must grow food in accordance with_orgahic standards
that are generally accepted by the industry. Manufacturers
not only want to make sure that they start With organic
inéreciients; they must also be concerned about how and -
whiere they. manufacture their products. Standards for

ORGANIC FOOD MARKETS IN TRANSITION
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manufacturers are not as widely accepted and used as those
 for farmers, and the concept and practice of “manufactur-
ing” or “processing” Organié—food products is itself a matter
of much debate. Some propo’nems of organic foods -
{Clancy, Kitschenmann) believe that there can bé no
“organic” processing, because the term “organic,” as
defined by the OFPA, is only a production standard, These
advocates believe that organic processihg must take place
.dire«;tls'r\on the farm and use only additives made on the
farm. They believe that “organic” food processing must be
limited to minimal procedures {grinding, canning and dry-
ing are'allowed, but chemical bleaching, commercial ‘
enzyme treatments and irradiation are not). Others (Kahn,
Weakley, 'Harper) are strongly in favor of allowing synthetic

materials and more complex processes to be used in organic.

foods | processing (oil expellér presses, enzyme conversion
of starchj}, as long as they are consistent with an orgamc
processing pfulosaphy . )

Retailers’ coficerns focuson s:tandards for the farmers and
manisfacturers who produce the food they sell. Retailers do
noi,worry so much about being certified as sellers of narural
foods; rather; they need to be assured that ali of the prod-
‘ucts on their shelves are safe, healthful and accurately
labeled. Retailers know that if the products they are selling
do not live up o the standards that the farmers and the -
manufacturers claim, they will be the first to hear about it
{from consumers) and the _Eii_-sg to suffer the consequences,

?

In 1995, there were 4,856 certified organic farmers in the

United States (OFRE, 1999) and 694 certified organic han-

dlers {(Dunn, 1997}. (Handlers include not only manufac-

- turers but also brokers, distributors, wholesalers and retail-

ers.) The number of certified US. Qrganic product handlers

-grew between 20 and 39 percent per year from 1992 o

1995. More up-to-date, figures are currently being < com-
plled However thexe are likely many more uncertified
organic handlers, as most organic certification schemes do

not require ti‘lai handlers i)e certified..

GROWTH OF CERTIFIED ORGANIC
HANDLERS FROM 1991-1995

Year " Numberof Percent Change
. Certified Handlers Jfrom Prior Year
1991 217 . wa
1992 - 385 39%
1993 -, 464 21%
1994 : 857 . 20%
1905 694 25%

{Source: Iuije'Ame_n Dunn, 1997)
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CHAPTER THREE

The Marketing Chain
Up Close: Roles,

Strategies, Concerns

N
Y

: A ithough we have a general idea of how and through ™
whom organic gdocis make their way to market, we do
not have in-depth knowledge of every player in the market-
ing chain, Here we examine {10 the extent possible) the spe-
cific roles, concerhs and strategies of retailers, distributors,
manufacturers and farmers alike. Although the small size of
our survey sample prohibits us from making general state-
ments about the industry, it does /provide a perspective on
what its members are doing, what their concerns are, and

which strategies they have used to help them succeed.

Lackof mformauon makes it chfhcuit to diseern who hoids
the most power in the industry. Some industry analysts
“believe that manufact}lrers are the most powerfui force in
the food marketing channel (Kinsey, 1996), while others
believe that retailers hold the bulk of the powe.r (Cotterikl;
1997). Indeed, retailers of natural foods appear to be doing
exceptionally well in the current business climate. Although
" accurate figures for retail sales of organic food are not avail-
able, the industry trade magazine Natural Foods |
Merchandiser has reported significant annual sales for nat-
ural foods retailers, who are purveyors of the majority of °
organic products. (If at least 40 percent of a store’s sales
come from natural products, it qﬁaﬁifies as a “natural foods”
store.) In 1998, 43 percent of all natural products were soid
in independent natural foods stores and supermarkets,
while 149 percent were sold in two national chains: Whole
Foods and Wild Qats. In 1998, nationwide sales in narural
foods retai] outlets totaled $12.34 iaﬁhon (a 10 percent
increase over 1997 sales) in 16,479 stores. Fifty-four per-
cent of the $12.34 billion was for food, 36 percent for sup-
plements (the rest was for non-food items such as paper
products). About 27 percent of natural food store sales
{$3.28 billion) involved organic products, Fresh produce
accounted for the largest share of organic sales (66 percent
of all sales in natural foods stores), with a value of $708_
million. Small chains or independent stores accounted for

. about 75 percent of nationwide sales; the remaining 25 per-

cent were sold in Whole Foods, Wild Oats, Gf\IC and

other large chain stores. The Pacific and eastern regions

" accounted for the largest share of sales: each region repre-

sented 20 percent of total national sales, Mass market sales
of natural foods totaled $2.1 billion'in 1998, while mass
market sales of supplements totaled $3.12 billion. -

Sharing in the profits of the burgeoning organic foods
industry are manufacturers, who, some analysts believe,

represent the industry’s fastest growing group. Sales of man-

" afactured foods including organic ingredients totaled
'$1.033 billion in 1996, according to the market overview of

the Natural Foods Merchandiser. Among the problems

specific to organic manufacturers are ensuring that ingredi-

ents procured are organic and maintaining their organic sta-
tus during the manufacturing process. Manufacturers can be
sure of ingredient quality b'y purchasing those that are certi-
fied organic. By certifying their production process, manu-
facturers can assure both retailers and consumers thatthe

final product is indeed orgaruc

The distribution link in the organic foods industry — bro-
kers, handlers and wholesalers — is criticaily important, if
poorly documented. According to the Thompson Food
Industry Business List, there are about 3,000 natural foods
distributors in the United States. Natural foeds distributors

"are, unsirprisingly, more likely to sell organic food prod-

ucts than are mass market distributors. This said, there are
many mass market distributors who have decided to inte-

grate organic food items into their product mix.

Organic production is generally the best understood part of
the organic foods market (Clancy, Kirschenmann). The

‘most comprehensive source of information on organic farm-

ers comes from the Organic Farming Research Foundation

" {OFRF) National Organic Farmer’s Survey. OFRF has been

following the development of organic agricultural produc-
tion in the United States through biennial surveys of organ-

ic farrﬁers and ranchers conducted in 1993, 1995 and 1997

~ In addition to surveying farmers about organic agricultural

“research and information sources, as well as organic on-
rl

farm production and management methods, OFRF has also -
collected marketing data. Accgording to these data, both the
number of organic farmers and acres farmed organically -
grew steadily throughout the 1990s {Dunn, 1995). 7
Although they make up a very small percentage of farms in
the United States, they are among a very few categories of
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farms that are groﬁing in number rather than decreasing. In
1997, according to OFRE, there were at least 4,638 certified
farmers, up from 3,480 certified farmers in 1995 and 2,700
in-1993.! Despite the fact that this knowledge base is good
relative 1o those for other areas in the organic foods market,
much remains unknown, in part because there is Very_iittié
federal funding provided for organic production (OFRF},
Further, there are many serious information gaps in our
understanding of the pricing and marketing of organic food
 products, which have not been as carefully studied and
documented.as the production side. I .

v

Organic and Natural Foods
Retailers - '

Retailers in the organic and natural foods industry behave.
much as their counterparts in other industries do. To make
money, they naturally choqse the prices, quantities and

‘ product mixes that are optimai for them. Marketing strate-
gies are important, 100, since retailers’ profits depend on
how many people shop in their stores and how much
monéy each person spend‘s'_t\here. As a result, most market-
ing efforts are devoted 1o atfraétiag new customers, main-
taining existing customers and increasing sales. To meet
these goals, retailers attempt to provide customers with a

wide variety of high quality foods. Putveyors of natural

products have functioned in this fashion since the beginning

of the organic moverment. However, as consumer demand
for organic products increases, more and more mass market
(convéntional) retailers have become interested in selling

organic foods (Food Marketing Institure Retatlers Guide,

1997). They usually. include organic foods in larger “natu- Ic

ral” food sections, or integrate organic foods along with .
othgr'foods in the “natural” category on the supermarket
shelves. This trend is expected to continue. According to
the Fobc_i Marketing Institute’s Retailers Guide, 56 pércent
of mainstream retailers believed in 1994 that natural prod- |
ucts were ~very important” or “important”; a full 72 per-
cent anticipated that natural foods'would be “very impor-
tant” or “important” by 1996.

BUSINESS STRATEGIES INCLUDED IN OUR-SURVET:

STRATEGIES DIRECTED TOWARD CONSUMERS
Developing a natural foods label
"Advertising by newspaper and direct mail

Fi-storé advertising, demonstrations and samples
Thrgeﬁng a specific market '

Diversifying product selection

STRATEGIES DIRECTED TOWARD SUBPLIERS
Contracting with seflers and buyers

Joining a cooperative or limited partnership

INTERNAL STRATEGIES
Hiring special staff for natural foods

Increasing scale.of natural foods operations

. Retailers can increase their efficiency by sharing infortaa-

+

Like their counterparts in other industries, retailers of
organic foods want to have consistent supplies of products.
They also need to be able to assure their customers that
their organic food is truly organi¢. Consequently, they have
made a point of establishing long-term relationships with

- wholesalers, who keep the retailers’ needs in mind when

purchasing commodities. More recersziy; however, a signifi-
cant number of mass market retailers have stopped dealing
with wholesalers and are purchasing directly from otg_ezriic
growers or mahufé‘cturers. Most of these retailers have their
own warehouses and distribution centers (McLaughlin,
1994). These retailers {more accurately called “integrated
wholesaler-retailers™) are part of the marketing chain for
many large mass market supermarkets and many large natu-
ral foods supermarkets. For example, Whole Foods -
Markets, the nation’s largest purveyor of ’nafural foods,
relies on the distribution centers that it owns and operates.
The first of these, Texas Health Distributors, also serves as
distributor for Internet sales from Wholefoods.com ('soc)n
to be Wholepeople.cor). Almost all retail supermarket
chains with more than 40 supermarkets and $500 million
in sales in 1996 were vertically integrated with regard to
wholesaling; owning and operating wholesale distribution
for their retail stores (Connor, 1997).

N

7 ! Fifty-five {our of an estimated 64} organic certification agencies shared their list of certified producers with OFRE. The numbers of organic farmers do ot include

those who were certified by the remaining 9 agencies. Also, some producers may certify with more than vne agency, and so may be counted more than one time.
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tion with'business partners and str_éamijg_ing théir opera-. - .
' tions. Curgentlﬁ the most.popular term for information-
sharing/streamlining management tools is Efficient
Consumer Response (ECR), an umbrella concept that com-
prises for_j; bésic. activities: category management, electronic
- datz interchange, activity-based costing and continuous
replenishment. ECR techniques enable retailers,

N

‘Private Label Pro-duats

“Today, just about every supermarket product is available
in both store and national brands” {Mogelonsky, 1995).
Private label products (also known as “house brands”) bear
the name of the retail outlet where they are sold (such as
Safeway or Stop & Shop). Suppliers and retailers can lower
costs and increase gross margins by selling Qﬁvate label
products: in fact, they are, very popular with both retailers
and consumers, according to Information Resources, Inc.
{IRI). IRI found that sales of private label products rose 8.3
percent in 1996 to reach $40 billion (up from $36.6 billion
in 1995). These sales accounted for more than half of all
dollar volume gains. Sales of private fabel products are
increasing in almost all large supermari-_:ét chains: between
12 and 23.5 percent of their sales were from private label
products in 1998 (Food Institute Report, selected issues).

wholesalers disﬁribﬁigrs and manufacturer suppliers to -
establish electronic links among themselves and tooiae;éte
closely to improve the efficiency of the entire food delivery
system (Kinsey, 1996). ECR techniques are more widely
used by mass market retailers, E_a'sge‘_manufacrurers and
some farge producers than by smaller players in the 4

industry,

- THe top private label products last year were milk, fresh

bread and rolls, cheese, fresh eggs.and ice cream. Privaré

 label carbonated beverages, frozen plain vegetables and

sugar were also very popuiar (Food Institute Report, select-
ed issues). ' '

The CEOs of Big V, Safeway and other large supermarket
chains see major growth potential in the private label ~
portion of their sales. Many plan to expand their private

“|abel lines and increase the number of their private label

products {Orgel, 1999). Kroger, a major national S_upermar-
ket chain, for example, says that private label penetration is
éurrently 25 percent of dollar sales and 30 percent of unit
sales. The company sees privéte label sales growihg faster

than total sales and exgects this trend to continue
(Orgel, 1999).
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My Orgamc Market: Sensible Growth and Great Cnstromer Service

-

My nganlc Market is a thriving o!gamc food store ini the Washmgtcm DC, suburb of Rockvilie, Maryland. The store

. owner, Scatt'Nash, is a.young entrepreneur whose success came from.a combination of hard work, a strong husiness
olan, a joyal customer base and sheer fuck. Nash and a partner.entered the organic grocery business in 1987 with
_ Organic Foods Express, a home delivery and mail order business operating out of Nash’s mother's garage. Their initial
and only formal advertising effort was 10 distribute ﬂye{s on people’s cars. After four months, Nash bought out his
partner and moved Orgamc Foods Express to a QOquuare -foot warehouse At the time, he sold mostly htgh quallty
organ;c produce and bulk organic items such as nuts, flour and grams._

in 1990, Nash moved Organic Foods Express to a 2,000-square-foot warehouse in Rockville,. Marylan&, in order to be
closer to his home delivery customers. He imfnediately faced stiff competition: B. Gordons, the first large natural
foods-supermarket in the Washington, DC, area, opened down the street from his new location. Three manths tater,
Fresh Fieids.{the Washington, DT, regional name for Whole Foods) opened a store across the street from 8. Gordons.
During this period, & number of organic food stores ctosed (inciuding, eventually, 8. Gordons}), and many former cus:
tomers of the closed stores began fréquenting Organic Foods Express. Nash faced g number of financial hurdies at
this point and resorted to innovative financing methods, such as paying an employee with his motorcycle and relying '

- on personal credit to finance hig busmess By 1993, Nash had phased out the mail order and dehvery aspects of his
busmess and by 1995, his sales revenues had grown-to about $17,000 a week.

: thle Juck may have played a role in his success, Nash hxmseif was an equally critical factor, His philosophy has been"
to focus on customer service — and in an industry that has been plagued by out-of-stock problems at the shipper, pro-
ducer and mantfacturer level, customer service has had tg compensate for the fact that sometimes Nash has not
always had the pfoducts his customers want. Nash knows many of his cusiomers by name and his employees have
always camed their gmcenes to their cars. Nash often takes the time for a quuck chat and makes a consistent effort
10 have the h;ghest quality produce available. :

In 1996, Nash moved Organic Foods Express to a new, larger (SOOO-square-féotS location. The store was reborn as My
Organic Market, also known by the acronym “MOM’s.” During the first year, MOM's had average sales of $35,000 per
week. In-1998, Nash expanded his store to its current size, 11,300 square feet, and during the past year has consis- -
tently had sales revenues in excess of $100,000 per week. The character of his store has changed with the market —
his oldest customers', the 10ng—téme'buyers of organic food, now make up the minorify of his customer base, and many of
his sales are made 1o new consumers of organic food. Fresh Fields, which was once a,major ihreat to Nash's survival,
now provitles MOM's with the bulk of its new customers. Nash belleves that consumers become educated about organic
i farming and orgénic foods -through shbpping at Fresh Fields, and soon become frustrated with the relatively small amounts
of organic food ayailable there. Wgrd of mouth often reaches these consumers, who then shift their loyalty to MIOM'S.

Nash buys most of MOM's produce and grocery items through food brokers or wt&blesalers, and most supplements
directly from their manufacturers. When buying produce, MOM’s halimark category, Nash looks for particular growers
and always inspects the items personally. MOM’s also supports some local farmers, The ECR techmques that are wide-
ly used in the mass market and large natural foods supermarkets are not used at MOM s. Instead, mformancr% gather-
ing, product mixes and displays result from the personal relationships of food brokers, wholesalers and MOM’s buyers.
Nasi does no format advertising; his busir;_éss'has grown on word of mouth. MOM's has a unique relationship with a-
focal baker, Spring Mit Béke:ies, which has a separate counter in.the front of Nash's store, near the entrance. Spring-
~Milt sells a wide variéfy of hreads, muffiris énd_ cookies made with organic fiour and gives customers free samples.
MOM’'s also“has instore samples of different natural focds products aer'hosts an annual alternative heaith open house.

In today's changing organic market, Naéh distinguishes his store from others by providing top guality personal cus-
“tomer servi;::e offefing a'widé variety of high quality 6rganic produce and striving to be the best organic food store in
- the region. His strategnes have been 50 successful that he is now searching for a locatmrz for a secend store, which he
plans 1o open sometime in 2000
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A few large natural foods retailers are béginning 10 de'veio'p
private label food préducts, in the belief that private labels
will increase profits and consumer loyalty through store
brand recognition (Mergentime, 1997). This strategy has
not been widely adopted, however — some natural foods
retailers are concerned that develop’ing_ private label prod-
ucts will create tension between them$elves and branded
natural foods manufacturers with whom they want to main-
tain good relationships. (Interestingly, these same manufac-
turers are sanetimes émployed by retailers to produce store

brand products)

Some industry analysts believe that natural foods retailers
have an edge on mass market retailers in the private label
area because consumers who shop in natural foods stores
have greater trust in the store itself {(Mergentime, 1997).
However, because mass market retailers have more knowl- -
edge of the private labeling process, they may have an edge
in developing private label foods and thus creating a masket

\

niche with high margins.

.

Retailers’ perspectives

Conducted in 1998, The Natural Foods Market: A
National Survey of Strategies for Growth was designed by
the Henry A. Wallace Institute for Alternative Agriculture
for an earlier report. The survey provided descriptive and
statistical data on 118 organic food producers, manufactur-
ers, distributors and retailers and included a variety of
‘questions about demographics, management and operations
issues, product mix, market obstacles and marketing strate-
gies. {The entire survey can be found in Appendix B.) -

Although the survey was not comprehensive, and so did not

represent the entire population, we gained some insight

from the responses. Of the 21 natural foods retailers sur-

veyed (some of whom sold a mix of organic and non-organ-
ic natural prodﬁcts_), each claimed that 80 percent of its
sales were natural foods; 12 claimed 100 percent of sales |
were natural foods. The retailers had been in business for
an average of 17 years. One had reportedly been in business
for 41 years, while another had been operating for only one
year. All but one of the retailers surveyed said that they had -
hired personnel specifically to.work exclusively or natural
foods:produéts. : :

Efficient Consumer Response (ECR) techniques are espe-
cially important to these retailers. For them, ECR can
translate directly into iower phone and fax bills, more effi-
cient ordering and stocking, less shrinkage and many other
operational benefits that translate into fewer transactions
costs. To reap these benefits they must work closely with
the businesses that supply them with natural foods. Two
ECR techniques were particuie;.riy popular among the firms

“surveyed: 57 percent& reported using category management

-and 48 percent reported using electronic data interchange.
The other two ECR technologies, activity—baised costing
and continuous rep'ienishment, were slightly less popular.
Only 26 and 24 ;;ercent_of the firms surveyed, respectively,
used them. )

_Two of the largest thallenges in marketing organic and natural
foods, according to the survey respondents, are related to the
“in-store logistics of selling non-mass market natural foods.
In fact, they are directly related to a perennially critical,
issue for food retailers of all types: gaining new skills and
allocating staft time. In our survey, gaining new skills was
perceived to be a major obstacle to success in the natural

foods market for seven of 21 retailers. Allocating staff time

. 1
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Whole Foods Market: Building a National “All Natural” Chain

With total sales of $7.6 billion in 1996 and $8.4 billion in 1997, ‘natural food supermarkets are consistently gaining

populanty and market share {Health Food Busmess) Although they are still- the smallest supermarkets in terms of

both numbers and share of ovefall sales (0.7 percent in each category) natural foods supermarkeis are growmg at &
much faster rate than mass market supermarkets

Whole Foods Market, the n’ation’s largest natural foods superma?ket, is afguably the leader in its field. Starting as one
store in Austin, Texas, in 1980, the‘corﬁpany' began ifs current course of rapid expansion and acquisition with the
acquisition of Wellspring Grdcery in 1991. It followed that acquis'ition with the purchase of several natural foods stores
and chains cross the country including Bread & Circys in New England, Mrs. Gooch’s in California and Fresh Fields in
‘the Mnd Atlantic. By 1998, Whole Foods was operating 85 siores nationwide. Now a $1 billion business, it plans to
have 100 stores by 2000 and twice thatimany by 2003, in such cities as New York {Manhattan) Denver and Atlanta.
The firm's growth strategy is “to open or acquire stores in metropohtan area where [it] believe[s] lif] can become a
Ieadang natural foods supermarket retailer.” These areas incfeasingly include piace&that were orice commonly believed
unable to support a iarge natural foods supermarket such as Albuguergue and Denver
‘Whole Foods Markets has a strong prlvate iabel program. Its house brand ss called 365 emphasnzmg the company s
abmty to offer natural foods at good prices every day of the year. First introduced in 1990, the pnvate iabel now covers
products as diverse as barbecue sauce, nut butter, vitamins, tea and tofu, Some Whole Foods Markets iocations carry
spring water and Jersey milk in glass bottles as well The company now has more than 500 products, or stock keeping
units, {SKUs) in 22 categories. Whole Foods also sells orgamc foods ‘such as pasta under the “Whole Foods” private

~ label. The company’s private label sales are expected to generate $25 million in sales between 1998 and 2000. In
the long term, Whole Foods wants 20 percent of all branded products to be sold under its own labels, .

., Whole Foods works with hundreds of other businesses o ensure that it has the products, services and retail environ-
ment that its customers desire. When choosing which natural foods suppiers to-work with; the company tests its prod-
ucts to make sure they meet store quality standards for taste, nutrition and freshness. its products generally come
from its own distribution centers. The company focuses on carrynrsg a wide selection of organic pmduc’ts and support-’
-ing organic and other forms of sustainable agriculture, It refraing from stocking products with artificial ﬂavors colors or
preservatives, and sells only meat and seafood that are-free-of chemigals and hormiones. To tailor 6fferings to cus-
tomers’ :egibnal tastes, the company aliows Whole Foods supermarkets acrossrthe c_ountr)} to individuatize their prod-

. uct mix, promotions and “look.” The company also pafticip,ates"in_acti'vities that jibé with its customers’ values and
beliefs: for example, it donates five percent of its aftertax proﬂis to not—for-brofit organiza’iions. The emphasis that .
Whole Foods Markets places on its customers is-in keeping with its philoéophy that its stores are “E)Léying agents for
[their] customers, not selling agents for the manufacturers.” . ] ) : .

in March 1999 Whoie Foods became an online pionger: the first U.S. supermarket chain fo Eaajnch a national online

- shopping serv:ce Wholefoods.com, which seils dry goods. The company is heavily invested in understandlng how it

" can prof‘ i from using new Internet technology properly. There is good reason to fi gure this out-early — the “first
mover's advantage” for Internet ventures is enormous. By seiling directly to consumers over the Internet, the company
4] gures that it can improve its gross margins by up 10 35 percent, In 2000, the company pians to introduce a new
Entemet venture, Wholepeople.com, an updated version of Wholefoods.com, which will develop a high level of Internet
marketlng capabaizty :

Whole Foods Mhrkets is run using a business model based on the concept of “democratic capitaﬁisrﬁ."’ The concept -
uses selfdirected teams of employges. A variety of company-sponsored programé 'encourage staff to be involved and
active in the internal communtty that the company strwes to build — even to the extent of giving-teams the power 10
approve-hires for full time JObS The company also has a program Team Members, that offers employees financial sup-
port for deing voluntary community service. . N
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{ie. directing employees’ time durmg the working day) was
rated as a major obstacle for the same number of retailers.

Finding, training and retaining good on-the-floor employ-
ees is extremeiy difficult for any kind of supermarket, mass
market or natural foods: (Food Marketing Institute, 1998).
In narural foods supermarkets, however, there are addition-
al challenges. First, the floor employees need a working
knowledge of how natural foods différ from mass market

. foods: an understanding of how certain herbs work, for
example, what the social benefits of shade grown coffee are,
or why.organic agriculture is go-od for the environment.
Thirteen of the 21 retailers .
(62 ;ﬁercent} we surveyed said
that they had hired special
staff specifically to work with

‘their natural foods selection.

Supermarket retailers also

rated finding sustainable and

organic farmers as a major

. challenge. Six retailers (29
percent) in our survey rated
finding reliable farmers as &
major barrier. In addition, the
ownérs of natural foods supermarkets felt that standards for
natural foods were of utmost importance. They expressed
concern primarily about the current lack of strong stan-
dards for organic, eco-labeled and other natural foods, and
the uncertainty about future standards for these foods.
Seven of 21 {33 percent} rated the tack of government stan-

 dards as a problem and nine of 21 (43 percent} rated the h
uncertainty about future standa;‘ds asa problem,
Nonetheless, retailers (as well as wholesalers, manufactur-
ers, and farmers themselves) appear 1o believe that the mar-

ket is functioning fairly well given its rapid growth, and that

there are no large, overarching barriers impeding it.

Among the retailers surveyed, in-store advertising, demon-
strations and/or samples have been used frequently. All 21
retailers said that they had promoted products in-store, and
of those, 16 (76 percent) claimed that they had been suc-
cessful. Eighty-six percent said that they had distributed
newspaper and/or direct mail advertising, with 78 percent
claiming success. A smaller share, 43 percent, said that they
had created 2 natural foods label, and all rated it as a suc-

cessful business strategy.

Natural retailers have also used many company-based

- business strategies to ensure their success in the natural

foods marker. All but one had diversified their natural foods
offerings and 76 percent stated that they had increased the
amount Qf natural foods on their shelves. Although growth

_and diversification are crucial to capturing a share of con-

sumers’ food dollars, they are far less successful if retailers
are not targeting their consumer base. Accordingly, 16 of the
21 retailers we surveyed were active in targeting their clien-
tele. For a retailer, targeting activities can Segin with analyz-
ing the best site for a store and continue with plans forspe-
cial product mixes and other
strategies designed to build
good, foyal consumers for
each individual store.

Some retailers are also
involved in industry-based
 business strategies. Of the 67

percent in our survey who
said that they had entered
contractual rel#tiodships with
other businesses, 64 percent

said the effort was successful.

Thirty-eight perﬁ:em of the survey respondents said that

they had joined a cooperative of limited partnerships. (In
#his regard, independent retailers may mean a buying coop-
erative or joint ownership of wholesale facilities.)

Findings

To miaximize profits, retallers must work from two sides:
revenue (or demand) and cost (or supply) The case studies
suggest that large-scale and smaller retailers adopt different

strategies when maximizing profits. Whole Foods had

adopted marketing strategies similar to those used by mass
market stores, including in-store advertising, demonstra-
tions, food samples, use of ECR techniques and doing
much of its own distribution. In additon, the company has .

ereated two private labels: one for its natural line and the

other for its organic merchandise. MOMS, in contrast, has
focused primarily on providing personatly selected, high
qﬁah‘ty organic produce and personalized customer service,
although it does provide product demonstrations and sam-
ples as well. These differences are likely the result of three
phenomena. First, as noted inthe MOMS case study, the
two stores target different clientele. Second, private labels
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and ECR techniques aré expensive to implement and so
may be restricted to large retail and wholesale firms. Third,
smaller firms rely on personal relationships, and it appears

" that (according to the MOM:5 case study) the functions per-

formed by private labels and ECR techniques are being
filled by empioyees, brand names, and wholesalers and
food brokers.

Whole_salers’, Brokers and
Distributors of Organic and Natural

Foods .-

Nearly all commodities pass through the hands of at least -
one intermediary on the way from farmer to retailer. For |
some pfoducts, this intermediate stage consists simply of
packing and sorting. For others, it is a much more complex
process, For example, fruits and vegetables are simply sort-
ed by quality, packed and then sold through wholesalers,
while milk produets first go through a processor and then a
distributor. Meats are processed and distributed; frozen
foods are usually highly processed. Each kind of food pres-
ents a specific marketing challenge. FO‘E fruits and vegeté-
bles, the major challenge is to get the product 10 market
quiéidy, before it deteriorates significantly. For milk prod-
ucts and meat, it is important to avoid bacterial contamina-
tion. In addition, all erganic products must remain “organ-
ic” during processing (e.g., pasteurization and packaging) ‘

and delivery from farmer to retailer.

Natural foods distributors sit between manufacturers and
retailers inthe marketing chain: they warehouse food sup-
plied by manufacturers and deliver products to retailers.
Ten years ago, these distributors were virtually all special-
ized, regional businesses that had served small, regional
health food stores for decades. Now, changes in the natural
foods business environment have made it possible for a few

to claim legitimate status as national corporations, Whether

* large or small, however, today’s natral foods distributors

" are operating in an increasingly competitive business envi-

ronment that is, in some senses, more risky than the mass
market. Many of them have to work with refatively
unknown buyers who are new to the natural foods industry.

These new bﬁyers dan be quite small and unfamiliar with
standard pay practices (The Packer, 1999). Other chal-

lenges faced by newcomers inchide learning the language
sellers use when ordering and working to develop relation-
ships with unknown companies and people.

Margins in the natural foods distribution field are shrinking
by most accounts. The Natural Foods A{erchandiser esti-
mates that distributors of natural products made between
19 and 2] percent inmargins in 1995, down from 33 per-
cent in prévious years. The Natural Foods Merc/mndiser
notes, howeve, that natural products distributors stiii earn
a Higher margin than their mass market counterparts
(Esterson, 1995). And, as their competition increases, natu-
ral foods distributors can still pull away from the pack and

ensure their success by adding new products, carrying
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brand name commodities or simply becoming larger: One
way to become larger is to attract the new venture capital
that has started flowing into the organic and natural foods
markets; another is to acquire or form a strategic alliance

with another firm.

Distributors’ Perspectives

The 37 distributors who participated in the Wallace \
Institute survey handled a mixture of organic and natural
food products. They had been in business for an average of-
17 vears, with a median of 16 years and a standard devia-- 7
' tion of 87 years. One had been in business for a full 47
years; another had been in business less than one year.
Sixteen of the distributors sold organic and natural foods

products internationally.

The shares of natural foods sales varied widely among the -
distributors in the survey. Sixty-five percent said that from
90 to 100 percent of their sales were in natural foods, 19 -
percent quoted a figure between 50 and 80 percent, and the
remaining 16 percent said that natural foods accounted for
less than 40 percent of sales. This distribution reflects the
varied tacks that distributors can take in terms of natural
foods. If they decide to sell primarily organic and other nat-
ural foods, they risk being pulled down if the natural foods
tide begins to turn. If they don’t sell primarily natural prod-
ucts then they may fail to attract the consumer base they
origin(ally targeted. However, retailers look first to those
distributors that can provide them with all of the products
they need at once. They want 1o avoid the extra costs asso-
ciated with building multiple relationships with specialized
distributors. At the same time, tBey want to get the highest
quality products from distributors who genuinely under-
stand those products. Alf types of distributors have the _
opportunity o excel in product and service provisioﬁ - 10
one particular size of business or business philosophy has a

clear edge in all cases. ,

The intermediaries we surveyed distributed a wide variety
of products. Fourteen {38 percent) of the respondents sold
grain products. However, only two (5 percent) of them sold
more than 90 percent grain products. Although 10 (27 per-
cent) sold fruit, oaly one sold 100 percent fruit; all of the
others sold 50 percent fruit or less. Six {16 percent) sold
vegetable products. Ailtilough none of the six sold more
than 50 percent vegetable products, the two who sold the

 highest percentage {40'and 50 percent, respectively) also
sold a large percentage of fruit products. Nine of the dis-

- .tributors {24 percent) we surveyed sold dairy products,

while five sold meat products. The highest percentage of
sales in these two categories was 75 percent in dairy. More
distributors were involved in selling legymes than anything
else — 18 in all. Two soid 100 percent legumes while all the
rest sold 50 percent or less. Finally, 15 distributors sold 40
percent or less in fdts, 16 sold 60 percént or less in sweets
and one reported sélling 5 percent in liquor. The wide
range of product mix reflects the changing character of the
OFganic foods industry, Initially, most orgénic products were
fresh produce, grains and Eegu;nes, and distributors special-
ized in particular products. Over time, more items have
been lproduced organically, and distributors have added
“more products to their lines. :

Twenty-five of our 37 respondents reported that at Jeast
some part of ti_leir' product mix included items that do not
appear in the product categories defined in the survey (see
Appendices A and B). Close to half of these 25 reported
that such items comprised 80 percent or even 100 percent’
of all their products. The fact thiat many distributors carry a
large percentége of non-food items means that they feel a
distinct need for a diverse product mix. Many distributors
see high complementarity between food and non-food

- items. Of the food items, to;a-seﬁing products cover a large

range, from energy foods to supplements to rice products.

Even though ECR techniques can have a large impact on
the day-to-day business operations of distributors, they had
not been widely adopted by the natural foods distributors
surveyed. Only 16 percent were involved in category man-
agement or did activity-based costing. Even fewer (2 and 5
percent, respectively}-tried eiectronic data_intercha;lge and

continuous replenishment. These figures contrast markedly
with those reported for mass market wholesalers by the
Food Marketing Institute. According to the FMI’s 1997
annual repf)rt, The Food Marketing Industry Speaks

Detailed Tabulations, 35.9 percent of all mass market
wholesalers divided products into formal categories. A total
of 36.7 percent used electronic data interchange; only 13.4
percent used continuous replenishment. The percentage of
companies using activity-based costing varied: only 4.6
percent with some projects completed used the system; 11.8
percent with pilots in progress did; and those with plans for
next 12 months coﬁprised 24.8 percent.
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United Natural Foods:"&Making National Distribution a Reality .

United Natural Foods, inc., is the country’s leading iridependent distributor of natural foods and related products. In
fact, with the exception of Tree for Life; it is the Ur;jted States’ only national natural foods distributor, United Naturai
sells groceries, general merchandise, natriﬂdnal suppiements, buik and food service products, personal care items, .
perishables and frozen foods. '

United Natural is_a success by all acc'ouhts Between October 1997 and October 3998 its gross profi t increased
about 24.6 percent {$8.4 million) to a total of $42:6 milli ior. The company operates out of three regsor;s as
Cornucopla Matural Foods and Stow Mills in the East, Ralnbow Naturai Foods in the dentral region and People’s
Mountain Warehouse in the West. United Natural also operates 16 retail natural foods stores through its subsidiary,
the Naturat Retail Group, in the eastern United States. The company sold three of its retail stores to Wild Oats and
one to Mrs, Green's Natural MarkeZS in Aprit 1999. It remains the primary supplier to these four stores, continues to
operate i1 retaii szores and is in the market to acquire more.

i

United Na‘{urai went public in June 1998 offering 3,250,000 shares at $23 each. As a maturmg company, it has
invested significantly in streamlining operations and recently commissioned a KMPG study that found $3.4 miltion in
operating excess (unnecessary expenditure). As a result of the study, the company decided to focus on its distribution
efforts and has continued to grow by opening new distribution centers in new geographic areas and expanding exisﬁng
ones. To improve: efficiency, 'ghe cémpany. is continually integrating accounting and administrative funcé;ions.h expanding
mérketing and customer service, expanding national purchasing opportunities, consolidating systems dpglications
between physical locations and regions, and reducing geographic overlap between regions.

The company has also been invoived in strategic me}ge{s and acquiéitions It cohcluded‘a merger with Stow Mills in
October 1997 and, in September 1998, acquired Albert’s Orgamcs Albert’s Organics was the largest wholesale dis-
tributor of ergamc fruits and vegetables in the United States, with sales of nearly $50 million in 1997, Albert's brought
a wealth of expertise in sourcing and handling orgamc produce that compiemented United Natural's sales forpé‘ and
distribution resources, It alse brought to the table 800 customers, three distribution sites and 450 products. United
Natural also recently acquired Hershey Imports, an international trader, roaster and packager of nuts, seeds, dried
fruits and snack items. ) - '

_The bulk of United Natural's sales are made to independent retailers and some supermarket chains, aithough' they are
not its largest Véingieici.ustqmers. The firm seils 26,000 products to more than 6,500 customers in 47 states, se’rving
natural product supersiores, mass market retailers and ir%dep.endent retall operators. s fop two customers are the
country’'s two major natural foods retailers: Wriole Foods and wild Oats. Although Whole Foods is the largest customer,
accounting for about 16 percent of the company’s net sales in 1998, conventionat subermarket accounis are the

© company’s fastest growing sector nationwide. United Natural sees many more mass market retailer prospects in
_development: l ‘ :
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The relatively low use of ECR techniques is not surprising.
First, natural foods market distributors are likely to be -
small, making it financially challenging for them to absorb
the cost of investing in ECR technology. Further, because
nataral foods distributors have traditionally conducted
business through personal relationships, they are used to
dealing with retailers who understand them and to having a
recognizable set of consumers interested in their products,
reducing the need for ECR technology. As a result, some of
these distributors are not ready to deal with the new retail
outlets and mass market consumers (NFM) Their lack of
preparation has created an opening for both mass market
distributors who can find their way into this profitable
niche and for natural foods distributors who can grow 1o
serve mass market retaiters in the manner in which they are

accustomed.

Thirty-five percent of the distributors surveyed saw lack of
government standards as a major challenge; 41 percent saw’
uncertainty about future standards in the same light. They
expressed concern regarding pricing and marketing narural
foods (38 percent) and finding farmers who could ensure a
consistent supply of products (32 percent). Another major
challenge, sdid 27 percent of the distributors, was insuffi-
ciént market supply. -

Nearly 60 percent of the distributors attempted to create a
natural foods label. Eighry—two percent of those who tried it
rated it as a successfu! business strategy. Many distributors
tried various forms of adﬁzertising:‘morﬁ: than 85 percefit
provided in-store édvértising and demonstratioss. This
strategy appeared preferable to newspaper and direct mail
advertising, which was tried by only 24 percent of the
respondents, Twenty-six (70 percent) of the distributors &
surveyed attempted 1o succeed in the natural foods market
by diversifying their offerings, while 68 percent did so by
increasing their scale. A full 68 percent also said that they

had tried to target a market fof their products. Such target-
ing activity can take many forms. Some are quantitative and
sophisticated; others reflect only the instincts of a particular
management team. In terms of working with other business-
es in the industry, only 27 percent of the distributors had-
atternpied to join a cooperative or other limited parmer-

ship. However, a full 59 percent have been involved in -

some type of contracting arrangement.

Findings

More than one-third of the survey respondents expressed
conéern about government standards for organic food. A
natural response would be to develop an individual label,
one that would convey information to the buyer about its
quality, as well as identifying the product as organic. One of
the distributors (Rootabaga) developed natural foods
labels, as did more than half of the survey respondents.
Most survey respondents who tried this technique indicat-

ed that their labels successfully increased their business.

The survey and the case studies suggest that many distribu-
tors feel they face insufficient market suﬁply. Their percep-
tion may be accurate, and there may indeed be fewer organ-
ic, eco-labeled and other narural produ'cfs on the market
than retailers ask distributors to pfoviée. Second, there may
be a lack of adequate communication between the generally
srmailer and less technologically sophisticated natural foods
suppliers than there would be in the mass market. This dif-

“ficulty in transmitting information along the marketing

chain may cause breaks in the natural food supply. Third,
farmers and manufacturers may have grown quickly, but not
in a way that improves the flow of the desired natural foods
products ta distributors, retailers and eonsumers. It is not
surprising that distributors — who are the link between
manufacturer and retailer — would bear the brunt of this

miscalculation and lack of information and communication.
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'Rootabaga Enterprises: Specsahzmg for Success

Rootabaga Enterpnses lnc began in 1984 as Roger's Brokerage a distributor of fresh preduce located in Sedro-
Wooiey, Washington. Under the direction of founder Roger Weschier, it was a part of Gascadian Farm before being
reborn-in 1993 as Rootabaga Enterprases Rootabaga is now a premier broker of a wide variety of organic and “transi-
tional” products (grown on land making the transitien to organic status). it has remained a viable business-in the face
of competition from much larger, naticnal organic and naturai foods suppliers by providing quaiity and service.

- Rdotabaga sells organic and transitional a.ppiesf pears, fruit, vegetabies, jams, jellies, apple juices and ‘other products
to wholesalers, retailers, manufacturers and food services. Under the fresh produce part of the operaticn, called CF
Fresh, Wescj'h'iez‘ maéntaéns four saparate iabels. Viva Terra is the label used for oréanic apples, pears, garlic, apple
juice and other commodities. Viva,Te,rra products, which originate in Washington State, Chile and Argentina, are sold
thrpug?tout the United States. Rootabaga Country is the label toz' organic vegetat;les grown and sold in the Northwest.

"_ Steilar is the label developed for orgénic fruits sold in British Cotumbia, Canada. Many of the Stellar label products are
also grown in Canada, Nature Conserve, the fourth tabel, was developed exclusively for transitional products, including

- juices.

Rootabaga's use of four different labels highlights the trend in the natural foods ir;dastry of targeting consumers in an
extremely precise way. In éssence, customers are being placed in nichea of their own, at least for the. purposes of
marketing. The concept of “cne size fits ali” product development and marketinig is. becoming fess prevalent as this.
trend takes hold. Although the trend of specialized product introduction and marketing apphes to all ty;}es of products,
it has been adopted espec:aliy by those supplying premium;, gourmet or specralty products

Rootabaga chooses its international suppliers carefully, ensuring that they are trustworthy organizations and business-
es that wilt uphold the strict standards and conventions reqmred of U.S. suppliers, In Argentina, for instance,
.Rootabaga works with just one farm, Agro Roca S.A., which is ‘makihg the transition to organi'c production with the
assistance of the Argentine Ecological Foods Foundation. -Rootabaga has been working with the farm, which now has
80.'acres of organic pears and apples, for four years. in Chile, the company works with three different operations, one
of which is composed of severai growars._Another is the only organic producer in-Chile that has been certified to sell

 organic products in the United States. Five separate Bri'tis‘h Coiumbian cperations are finked with Rootabaga, one of
them a.partnership between two farms. n dealing with each international operation, Rootabaga goes several extra
steps to make sure that the products it buys are organic or transitional, and that they meet all of the guideiines the
company sets out for its growers. Specifically, the company provides direct support to the farmers it works with
through “grower' representatives.” These representatives provide knowledge, expertise and assistance to farmers on a
variety of topics. v '

With alt of these farms helping to provide buyers with organic and transrtrohal products Roctabaga manages to have a
wide variety of items — including garlic, ginger, app%es limes, pears and pmeapples - available year round. Other
. products available on a seasonal basis include plums, peaches, nectarines, grapefrmt cherries, apricots, asparagus
beets, onions and potatoes. The company would be more aitractive to potential buyers if if could provide a year-round
- supply of an even larger number or products. But Wechsler and his staff keep their eyes on the main goal providing
the highest quallty products and the best service possible to their customers.

interestingly, the company also donates time 1o related non-profit and trade organizations as well as a small percent-
age of its prof its to the Organic Farming Research Foundation research fund, which is distributed in the form of smalt
grants to organic farmers. Rootabaga is a member of the Organic Trade Assomation the Commumty Alliance with

Family Farms and the Committee for Sustamable Agrlculture Such contributions are a hallmark of companies that are
interested in working toward the publsc good, being stewards of ttze land and striving to help create a more susta;nable )

- -

food system as a whole.

-
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In the mass market, ECR techniques foster efficient infor-

mation and product flow.

The case study of'Uni,téd Natu'réi Foods reveals that the
company employs many of the techniques used by mass
market distributors, such as ECR. Adopting these market-
ing technblogies is probably essential, since United distrib-

utes to large chains, both natural and mass market, and it is

likely that large retailers will conduct business only with
. distributors able to provide-these services, In addition, -
United distributes a wide variety of products, from fresh
produce to manufactuted goods. In contrast, according to
the Rootabaga case study, it seems that smaller distributors
specialize by produet or product category Instead of rely-
ing on high-tech'methods, these companies. put their J

emphasis on customer service and personal rélationships.

Manufacturers of Organic and

'Natura'.l Processed Food Products

Manufacturers convert raw agricultural products into pre-

pared and processed foods such as canned and frozen veg- '

etables, pasta, ice creané and cookies. Manufacturers of

both conventional and organic foods must cope with the

" problems of how to produce a uniformly consistent product
and how to secure shelf épace in the supermarket. However,
manufacturers of organic products face three additional
challenges: how to secure a large enough and chea.p enough
supply of organic ingredients,-how to verify that those
ingredients are organic and how to maintain their organic
integrity durinsg processing. Manufacturers of conventional

" processed foods can overcome the supply problem by con-
tracting directly with farmers or by-establishing ongoing
relationships with them. Recently, some large organic man-
ufacturers have begun cc;n_tracting with farmers-and also
working closely with them to provide ghidélines for what
kinds of prodﬁczs are needed. Manufacturers of conven-
tionally produced goods often pay fees 16 secure shelf space
{called slotting fees}. Although no definitive information is
available, industry trends point to the possibility that organ-
ic food manufacturers are heading in the same direction.

Organic foods have traditionally been manufactured by
small businesses that fitinto a profitable niche in a region.

Their success, like that of many organic and sustainable

food businesses, can be attributed in many cases to a blend

of quality, taste, safety, environmental artributes, auributes
of local production {sometimes known as regionality) and
artisanship {IATP, 1999). However, the market for organic
foods was fairly small and specialized when many of these -
businesses first opened their doors. That market is much
larger now and, as mass market food businesses enter'it,
ma_ny.long-iéme organic foods manufacturers must merge

and grow to stay competitive. (Others, of course, remain

small and serve regional niche markets.)

Market growth presents opportunities for traditional orgzin_—
ic manufacturers such as Cascadian Farm, whic{x has been
able to increase the scale of its operations to meet growing
demand (see case study}. Nonetheless, market growth may
also be threatgning to other manufacturers, who may stand
1o lose market share to large businesses that create products
similar to their own. In addition, increased competition and
market .size may mean that these manufacrurers will lose the
market premium that their product once commanded. .
Whether these. ‘ch'anges‘aré threatening depends in large
part on whether the maﬁufactﬁrers can carve out and main-
tain their market shares thxlough quality and price competi-

tiveness.

Manufacturers of natural foods are i‘ncreasingily interested
in selling in mass marker venues. Unfortunately, they lack
the expertise and experiénce of their competition (mass
market distributors) when it comes to knowing what to offer
customers_(NFM).‘Like retailers and wholesalers of organic

foods, as well as many small conventional industry mem-

"bers, they have been slow to adopt ECR techniques, which

can be invaluable in streamlining and minimizing the costs
incurred on the path from the assembly line to the con-
sumers shopping cart. ;
Many natural foods market manufacturers are interested in
growth strategies, The great majority have been growing

rapidly and plan to continie doing so for the foreseeable

future (OTA, 1999). Supply chain management is increas-
" ingly complex for these businesses, and many are as yet

unable to cope adequately with the problems this complexi-
ty brings. Many natural foods manufacturers have been
growing swiftly without well-defined growth plans, which
means they have run into severe logistical problems. On the

farm side, manufacturers are concerned with obtaining a

supply of high quality inputs. On the retail side, manufac-
’ - . 3 - .
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turers are concerned with finding and maintaining markets
for their products. These challenges are common to natural
and conventional manufacturers, but most conventional
manufacturers have more experience in dealing with, and
knowing how to avoid, both (NFM).

Many manufacturers of organic foods, natural foods or a

- mix of the two have not yet had to provide the services that
their mass market counterparts provide to dmtubutors and
retailers (NFM, FMI}. They have tradxz:onally been
involved in selling their products to distributors and retail-
ers who cater to “the converted” ~ consumers who are
‘already interested in natural foods and take the timeto go to
health foods stores. The failure to provide these services is
becoming costly as manufacturers are increasingly working
with mass market distributors and retailers. .

v

Manufacturers' Perspectives

Thirty-two naturai‘foodq manufacturers participated in the
Wallace Institute survey, Of these, 23 percent said that they
manufacaired only organic products, 35 percent produced
a mix of organic and non-organic aatural foods {or prod-
ucts made with a certain percentage of organic ingi’edients)-
. and 42 percent produced only non-organic “natural” foods
products. “Natural” foods manufacturers may or may not.
use food from farmers using sustainable agriculture tech-
niques, and may or may not mark some or all of their prod-
ucts with third paréy certified eco-labels such as “IPM”
(integrated pest management or “reduiced pesticide”). They
were included in the survey because, as 2 group, they are
highly likely to use some organic agricultural products in
the future.

PERCENTAGE OF 3 DIFFERENT TYPES OF
MANUFACTURERS IN SURVEY

35%
Mixed
organic and
non-organic

42%
" Natural
ron-organic

3%
All organic

The seven organic manufacturers surveyed had been in
business for an average of 12 y‘earsf, for periods ranging
from 20 years to just five years ago. Six of the seven report-
ed that 100 percent of their sales came from natural (as
opposed to strictly organic) foods. The “mixed” manufac-
turers that we surveyed had been in business for an average
of 17 years, for periods ranging from 42 years to only two
yeafs. The natural foods manufacturers were in business for
an average of 13 years, with the longest in business for 30
yeaxis and the shortest for three years.

YEARS IN BUSINESS: AVERAGE AND
RANGE FOR FACH OF THE THREE
CATEGORIES

) . Average - . . . Range

- Organic 12 5-20

Mixed -7 © 2-42

Natural | 13 | . 3-30
non-erganic ' '

No organic manufacturers had the same top-selling items.
Each had a different “top three” list, which generally
included such products as chocéiate, oils, beverages, soy
products, dairy products, rice products, snack foods and
végetables. Three of the seven said they had sales outside
the United States. Of th§ 13 natural foods manufacturers in
the survey, four manufactured fegumes (all at 20.percent or
less), three manufactured grains {one.at 100 percent, one at

97 percent, and one at 10 percent); and three manufactured

dairy products (one at 100 percent and two at less than 5

percent). Four manufactured sweets {two at 100 percent,
one at 60 perceat and one at 20 percent). Others manufac-
tured products using fruit (30 percent and 25 percent), veg- ‘
etables (100 percent and 63 percen,t} and fats (5 percent).
Six manufacturers said they manufacnired “other” products
such as herbs, spices, énergy bars, supplements and vita-
mins. Four manufacturers devoted themselves exclus;ively to
manufacturmg these “other” products. Eight of the * ‘mixed”

‘manufacturers in the survey sold pmducts internationally.

Five of them manufactured fruit and vegetables (with one
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The Cou[ee Region Organw Produce Pool Cooperatlve On the Cutting Edge

Headquartered in La Farge, Wsscons;n the Coutee Reglon Crganic Pfocfuce Pool {CROPP) Cooperatzve began in 1988
with only seven vegetable farmers. Since then, it has bevome the largest erganic farmers’ coopera‘iwe in the United ’
Statés. representing 160 farm families in nine states from Maine to Oregon. The cooperative has been highly success-
fusl: its revenues doubled over the past few years 10 reach mare than $30 million in 1999, Currently selling products in
all 5¢ states and Japan, CROPP is considering expanding to more international outlets once it can meet current i
demnand for its dairy and vegetab&e‘produets. At this writing, it employs and supnorts a total of 350 people. Al of its
products conform to an agreed-upen definition of “organic™: they are produced through “a system of philosophy and
proéuctlon that mirfors the natural laws of living microorganisms and emphasizes the interdependency of all life.”

CROPP, which is made up_ exch;swely of small and mid- snzed famlly farmers; has always been on the cutting edge of
“the organic foods industry. The nation's first organic vegetable and dairy cooperative, it was also the first organic milk
producer for Horizon organic yogurt in 1992, In addition, it developed the first organic cheese in the early 1890s. i
currently mahages a pool of produce, dairy, poultry and meat producers, and under s own br_énd, QOrganic Valley, sells
a wide variety of cheese, butter, egg and vegetable producté as weil as milk. The coopezétive also selis eggs, beef, all
peef hot dogs and ground beef under the Valley's Finest labet, due to restrictions on using the organic iabel on meat .
progucts. {Sznce the USDA deciced to allow crgamnic. meat certification and labeling, the company has expanded its
_meat offerings from 3 products to 22 in anticipation of latent consumer demand.) All in ali, Organic Valley's daary prod-
ucts constitute 90 to 95 percent of total sales. Demand for Organic Valley dairy products, and for its seasonat pro-
duce, far exceeds suppéy, the company reports.

"CROPP has taken several steps toward becoming a value added, vertically integrated enterpri'se. It maintains its own
warehouses and has invested in a production system for cutting and wrapping its own products. CROPP afso runs the
former Chaseburg Creamery in Chaseburg, Wiscensin, which:manufactures organ;c cultured and sai'{ed butter and
orgamc milk powders it reloads liquid organic mni« here into tankers for further shipment. These steps toward vertical
integration help to lower operat;ng costs and improve quaizty control and milk utilization.

Despite these substantial investments, CROPP does not haye' ali of the productién, distribution and marketing capabili-
ties that it needs. The cooperative’s farmers view this as an opportunity to help other small businesses stay afioat.
For instance, besides its own Chaseburg Creamery, CROPP uses 25 smali to mid-sized facilities nationwide to produce
and co-pack_its line of dairy products. It also uses independent milk hauters and semi drivers to deliver its milk. .

>

“CROPP’s soil, crops, livestock, manufacturing plant and packaged products are all certified organic by an independent
certification organization. (The Chaseburg Creamery, for instance; is certified by Oregon Tilth, an Oregonhased certification
O{ganizatiorz )

CROPP has carrled its interest in organic and sustamable food outside U.S. borders. Organic Valley Ultra Fresh Organic
chocolate mitk, for instance, contains organic chocolate grown in Costa Rica on the Taiamanc- Carribean Biologica
Corridor's 90,000-acre wildlife reserve and organic sugar from Paraguay. CROPP. is careful to establish farmer»deter
mined food prices to reflect fair return and to use these prices to guide the cooperatlve s marketing. CROPP s farmers
make a significant premium for their proddcts over the prices for their conventional counterparts. The cooperative also '
tries to assist others in making connections in the organic foods market. “The -Organic Trader,” which appears on the

: Orgamc Valley webs;te mciudes classified advertisements about feed grains, forages, livestock and other items, as
well as special announcements The web page also features mformatmn about the company and eye-catching graphics.

Organic Vailey products are sold through four distribution channels: natural foods warehouses, chain warehouses, job-
bers (independent conventional grocery warehouses) and foot services. Theresa Martinez, CROPP’s 6perations direc-
tor, estimates that close to 60 percent of sales come from natural food warehouses. Chain warehouses and jobbers

- together make up about 40 percent; food services generally constitute less than one percent. CROPP recently-started
using electronic data interchange (EDI) with some of its larger customers "(a small percentage of customers overall}.
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specifications.

The Coulee Reéion Ofganic Produce Pool Cooperative continued

Most orders still come in by fax, however. Eventually, one of the cooperative’s seven primary gqéls is to market food
as directly as possibie to the consumer. it will custom manufacture most dairy, egg and meat products to customer

CROPP has been extremely active in the public policy world. Organic Valley employees, for instance, wrote an analysis
of the proposed national organic rule for their cuastomergaand, through’an advertisement, asked their customers to
submit comments. CROPP farmers organized the first national initiative to ailow the certification of organic meat. The
cooperative also fought for the right to label poultry and egg products as organic, as well as for the right to iabel its
Organic Valley dairy ;Jr_oducts as rBGH-free. Anther effort invalved working with consumérs, envimnrﬁentalists and other
farmers in suing the H.5. Environmental Protection Agency to withdraw the registration of genetically engineered.
Bacillus thuringiensis {Bt), because it threatenssustainabie agriculture, and te withhold approval of any new biotech-
related registrations. CROPP farmers regularly speak at seminars and continuaily' experiment on their own farms fo dis-
cover the best ways to produce high quaiity, certified organic dairy, meat and vegetable products.

each in the 100 percent category}, while three each manu-
factured legumes and sweets, Only two manufacturers pro-
duced products using grains (both under 20 percent), one
manufacrured products using a small percgﬂfage of dairy
ingredients'and one manufactured wine. None manufac-

tured products using fats. : .

Few of the manufacturers surveyed had adopted ECR tech-
niques. Cnly two of the )
organic manufacturers used
electronic data inferchange

and only onle used continuous
replenishment. As more natu--
ral foods companies become,
{arger and more experienced,
and as these companies
increase the amountof business that they do with mass mar-
ket distributors and retail supermarkets, it is likely that
more will addpt these techniques. They will need to do so
to remain competitive with the mass market manufacturers
who are becoming incre:_asingly interested in organic and

other “natural” food products.

Slightly moré natural foods manufacturers than organic -
food manufacturers used ECR techaigues. Four used cate-
gory management, three used activity-based costing, two
used electronic data interchangé and one used continuous
replenishment. Just one of the natural foods manufacturers
used all four techniques. Natural foods manufacturers’

greater use of ECR techniques (relative to the organic food

products) may be due to the fact that they are generally big-

ger and more involved in the mass market foods market
than organic foods manufacturers. More natural foods man-
ufacturers are pricing their products within the mass market
product range and have had more success thus far at cross-

ing over into the mass market venues.

ECR techniques were most
popular with the group of
“mixed” manufacturers.
Three participated in a cate-
gory mariagement program,
three in electronic data inter-
change and three in activity-
based costing. Four were
involved in continuous replenishment. Two of the compa-

nies used all four techniques.

In contrast to the retailers, distributors and farmers partici-
pating in the Wallace Institute survey, manufacturers saw
few major challenges to their success in the natural foods
market. The only significant obstacle, in their view, was the
lack of current and future government and industry stan-
dards for natural foods. However, less than half (43 per-
cent) of the manufacturers perceived lack of standards to be
2 major problem. Manufacturers know that for ponsumer§
to feel confidence in and loyalty toward their product;, they

need to live up to high expectations.
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Cascadian Farm: Meking Or.ganic Equal Convenierﬁ'

if you have ever been in a natural foods store or the natural foods section m; a mass market supermarket, you have
most likely seen the brand name Cascadian Farm. Now the largest organic foods company in the world, Cascadian
Farm produces, manufact'ures, distributes and markets & wide variety of food prodUéis globally in eight major food cat-
egories. Cascadian Farm products are sold ih both natural and mass market retail stores in the United Sta’ges, Japan,
England Canada, Australia, Singapore and Korea. Sales have been growing at 40'to 50 percent each year over the
past few years. The company attributes its success to founder Gene HKahn's recognition that controling processing,
distribution and marketmg functions is key 1o producing high quahty products and professional service.

Casadian Farm began in 1972 as a small, local supptier of fresh oafgansc produce based in Sedr&WooEey, Washington.
ks first processed product was strawberry jam, a creation born of frustration with the short shelf life of fresh organic
strawberries. The jam was a success, and the company soon started & line of frozen fruits and vege%abies. Some of
its newest products are Veggie Bowls, Vegetable Stirfry Blends, a variety of sweet frozen treats and.an array of orgahic
hoxed vegetables, Cascadian Farrn new supplies more than 180 organic products in categories ineiuéing frozen
desserts, frozen novelties, frozen vegetables, vegetarian meals and entfees, frozen fruit, frozen juices, pickles and
kraut, and fruit spreads. In addition to selling processed products Cescadfan Farm alsé seils bulk products such as

' organic processed vegetables, fruits, juices, pickies, potato ﬂakes chopped spmach and other mgredrents to both
domestic and internationat food manufacturers,

Cascadign Farm canzﬁot, of course, produce ail.of these products by itself. As the company grew to its current propor-

tions, its production demands became s¢ grea{ that it began to contract with farmers in the Pacific Northwest to pro-

vide additional organic preduce. Because the company could not find enough arganic farmers to supply its needs, it

recruited and trained hundreds of new ones. Cascadian Farm has now developed a complete agricultural services divi-
sion, which provides these farmers with information on agriculiural research and development, field seiviees and pur-

chasing..

Marketing is crucial to Cascadian Farm’s growth and continued success. The ‘company markets its products.in both

‘natural foods stares and mass market supermarkets. It also maintains a good' web site that contains a wide range of
information about organic foods, the company and how to order it_s products. The company sells iiseif on the “com-

bined strengths of [its] a’griculturé production and-guality assurance teams™ and its ability 1o satisfy the need for *con-

sistent supply and guaiity” to other manufacturers. 1t also devotes a significant amount of capltai to advertising and
“brand building.” .

Cascadian Farm is owned by an-umbrella organization, Small Planet Foods which was also created by its founder. A
strategic aZIViance between Fantastic Foeds, Muir Glen and Cascadian Farm, Small Planet Foods was developed to cre-
ate a worldwide organic foods company and to penstrate both natural and mass market foods channels. Total sales in
the categorles that the companies owned by Smau P fanet Foods compete in make up 30 percent of all natuyal foods
sales in those categories (about $4 billion annually). The altiance pians to expand through future acquisitions.
CascadianFfarm has recently been in merger negotiations with General Mills. If this merger is approved by the Federal
Trade Commission, L'[ will be one of the largest me;'gers concerning an organic food company to ever take place.

One main goal of Cascadian Farm is to bolster consumer support of sustainable agricultural systems. The company is
a self-proclaimed advocate for sustainable living and a leader in the fight for worldwide organic standards. It puts its
convictions into action in several ways. Through its affiliation with the Organic Qutreach Fund of the Organic Trade
Association, it helps to educate consumers and the food industry on the benefits of organic production. Cascadian
Farm also works with Community Alliance with Femii;? Farmers, which is dedicated to community organizing, policy
advocacy, education ancﬁ helging conventicnal farmers learn organic methods. Founder Gene Kahn was a charter mem-
ber of the National Grganic Standards Board, where Cascad;an Farm is still represented by a high-levet staff member.

ORGANIC FOOD MARKETS [N TRANSITION . : CHKAPTER THREE 25



Many Ifiaf_!i!fécmreré wha sell products inithe patural foods .

market are in the business of developing labels for natural
foods. In fact, all of the organic manufacturers in our survey
teied to develop a natural foods label; 85 percent of the nat-
ural foods manufacturers and 91 percent of the mixed man-
ufacturers had done the same. Most felt that developing a
label had been a successful business strategy. However,
their responses concerning the success of newspaper adver-
tising and other direct mail advertising were a different ‘
story. Fully 57 percent of the organic producers had tried
this business strategy, but not one rated it asa success. The
62 percent of natural manufacturers and 73 percent of
mixed manufacturers wheo tried using newspaper advertis-
ing and other direct mail advertising agreed. '

'

Growth strategies addressed in the survey included diversi-
fyin-g offerings, targeting a market and increasing scale of
_ operdtions. Seventy-one percent of organic manufacturers
had diversified their offerings, as had 82 percent of the
mixed manufacturers and 54 percent of the natural foods
manufacturers. All of the organic thanufacturers surveyed
had targeted a market as a specific Business strategy; 91 per-
cent of the mixed manufacturers and 62 percent of the natu-
ral foods manufacturers had done so. All of the organic and
- mixed manufacturers had attempted to increase the scale of
ihei; operations, while 77 percent of the natural foods man-
ufactizre_r'S‘ had done so. Taken together, organic and mixed
‘manufacturers were more likely to be implementing the

three growth strategies than their non-organic counterparts.

Of the organic manufacturers susveyed, only 19 percent
had contracts with suppliers and only 14 percent had joined
a copperative or limited partnership. For mixed manufac-
turers the percentages were significantly higher: 91 percent
had contracts with suppliers and 27 percent joined a coop-
eTative of limited partnership. Among the natural foods
manufacturers, 46 percent were in contracting relationships
and 23 percent in cooperative or limited partnership rela-
tionships with other manufacturers, The survey results
clearly indicate that the organic manufacturers surveyed
were less likeljto take part in these types of collaborative
activities, ’

i Findings

Sales of manufactured organic goods are experiencing the

. fastest growth of all organic food categories. Anecdotal evi-
dence suggests that natural foods retailers are eager for new
products, especially those that meet consumer demands for
convenience, Accordingly, manufacturers do not perceive.
significant barriersto success, although standards remain an

_ important issue (as reflected by the survey results and the

involvement of both Organic Valley and Cascadian Farm in

- the national debate surrounding organic standards).

Because demand is so high, procuring sufficient supplies of
* high quality products is a challenge for all manufacturers,
regardless of whether they sell conventional, natural or

-~ organic products. Contracting and cooperatives are two

common sclutions to this challenge for conventional and
natural foods manufacturers alike. The survey indicates that
~“mixed” and natural manufacturers have entered into con-
tracts more often than their organic counterparts, Yet with-
out more specific contract information, it is difficult to dis-
cern why the frequency of contracts differs. The case stud-
ies show that two companies have employed very different
methods for procuring supplies. Cascadian Farm directly
contracts with farmers and helps them to make the transi-
tion from conventional to organic farming. CROPP, which
runs Organic Valley, cooperatively markets organic dairy
products. As most conventionally grown dairy products are
sold cooperatively, CROPP is following an already estab-

lished marketing strategy.

Branding is a strategy extensively used by conventional
manufacturers, usually as an attempt to separate their prod-
ucts from the multitudes in the marketplace. Although.

-organic food shelves are not yet as congested as conven-

- . tional ones, manufacturers of natural food and organic

products are also developing brand names. The'survey
shows that all of the organic, 85 percent of the narural anc_i
91 percent of the mixed foods manufacturers had devel-

oped a natural foods label. Both minufacturers featured in

- the case studies used the same strategy: the names

Cascadian Farm and Organic Valley appear on a wide array
- of organic products.
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Farmers of 'O-rgan,ic"and Natural

~

Foods

Markenng is a significant chailenge for most farmers. They
usually have little say in the prices they garner for their
products in the marketplace. This is because' most agricul-,
tural commodities are grown on a Eérge number of farms
“and are sold to a small number of buyers (¢.g. manufactur-
_ers or retailers). Farmers have developed 2 number of dif-
ferent strategies 1o get higher prices despite this imbalance '

of power. One strategy has been to market products collec-

tively, through marketing caopetatives. By pooling their
output and acting as one selling agent, farmers are often
able to meet buyers from a position of greater strength and

command higher prices. But the-process of forming a coop- -

erative (and receiving the dverage price of the pooled output)

makes one farmer’s output indistinguishable from another’s.
This simétiou creates an incentive for some farmers to slack
off and produce low quality prodﬁcts, subsequently tinder-
mining the effectiveness of marketing as a group. Thus, mar-

keting cooperatives are not always successful.

Another résponse has been fof farmers to form marketing
agreements and strategic alliances. Marketing agreements
and strategic;al_iiancés can take many forms, but most are
designed to heip farmérs (and shippers) draw on one anoth-
er’s inventories, thereby increasing their market share.
These strategically. related farmers and shippers are able to”
provjdé awider range of crops and varieties than they
could independently, thereby gaining an-advantage over
other farmers and shippers with fimited offerings. One such
agreement reported in The Packer was concluded between
an apple shipper and a pear shippér: each could provide
buyers-with one sourze for both products. In other cases,
farmers have pooled résources and built 1arge.packing
sheds. These kinds of strategic alliances are beginning to
occur between conventional and organic farmers. In 1999,
the country’s second largest conventional lettuce grower
(Tanimura and Antle} and its largest organic vegetable ship-
per {Natural Selection Foods, which markets the ©

* Earthbound Farm brand) became partners, with the aim of
supplying organic lettuce to large, mass market supermar-

kets (The Packer, October 1999},

Most marketing problerz;s faced by organic farmers are the

same as those faced by more conventional farmers: where to’

- market their products and how to receive the highest possi-

-~

.

ble prices for them. In addition, organic farmers must con-
tend with the eritry of large agribusiness firms that see '

- organic production as a new, profitable area in which they .

can develop a high margin business (IATP, 1999).
However, the viability of organic farms has not been seri-
Ously ;eopardized by the. entry of large firms such as
General Mills and Dannon. Small organic farmers do not
seem to be experaencmg difficulties as severe as those of
conventional farmers, who are strugghng 10 compete with

-

large conglomerates.

kae some of their conventionai counterparts, some small
organic farmers are also tirning to direct sales, either on

their farms or in farmers’ markets, Eocai restaurants and

local grocery stores. Organic farmers have also relied on

CSA - community supported agriculture — arrangements as
an alternative marketing technique. In a CSA arrangement,
consumers pﬁrchase_“shares” from a farm for a fixed price,
acting as creditors and bearing production risk. According
to a survey conducted in 1997 by the Organic Farming
Research Foundation (OFRF), fruit, vegetable and live-

stock farmers use direct marketing most frequently; field

crop farmers use it infrequently. Of the 28 percent of fruit,
nuts and tree crops marketed directly to consumers, 4G per-
cent of themn were sold on the farm, 42 percent in farmers’

markets and 15 percent through aCSA.

The market for foods grown by organic or sustain:a_bie agri-
cuyltural methods has become significantly larger and more
complex. For those who want to make the most of their

businesses in this market, the two most eritical factors are

. producing the right product and ensuring the quality of the

product. For farmers, this means listening carefully to their

* buyers and getting correct and timely information about

prices and markets available to them. Buyers, by-definition,
have more close contact with the consumer and therefore -
know more about what consumers want from the natural
foods market, and what they are willing to pay for organic
and other eco-labeled foods. Farmers of organic and sus-

-tainable produce want to be sure that the food they grow is

handled and processed according to the standards neces-
sary to garner adequate profits. They understand that they
are responsible for producing products that consumers can .
buy with confidence — especially as zhéy are paying a pre-

mium for benefits that are not immediately apparent.

According to the OFRF survey, 56 percént of all organic
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farmers surveyed planned to increase the number of acres
they had in organic production. Sixty-three percent planned
_to increase the number of markets and/or buyers and 74 .
percent planned to increase the volume of organic product
they marketed (OFRF, 1999). The suryey results indicated
that most farmers marketed their organic products through
- wholesalers: 51 percent of fruit farmers, 61 percent of veg-
etable farmers, 72 percent of livestock and animal products
farmers, and 82 percent of field crop farmers. A smaller '
 percentage of farmers made direct-to-retail sales: 22 per-
cent of fruit farmers, 19 percent of vegetable farmers, 8 per-’
cent of animal products fairmerjs and only 6 percent of field
crop farmers. In comparison, anecdotal evidence suggests
that most conventionally grown fruits and vegetables are
sold directly 1o retailers. o

When asked about how they wanted to change their mar-
keting strategies in the next several years, 77 percent of all
respondents to the OFRF survey said that they would like
to increase their sales at the local level. Seventy-four per-
cent were interested in doing more direct to consumer sales.
-Thirty-nine percent wanted to increase their export sales
{OFRF, 1999).

- The federal governmént collects and publishes shipment
and price information for many agriculrural pr(iduc‘ts {for
example, fresh fruits and vegetables and grains). Suppliers
and buyers use this information when making shipment

 decisions and before entering sales agreements. Yet this

information is not available for organically grown com-
modities, making it difficult for farmers to have access to-
pricing and marketing information. Generic market chan-
nels and marketing infﬂrm&tion( for.organic products are not
available to organic farmers either, making it difficuit for
them to price their products and market their prodicts to
the best poséibie advantage, There are only several small
generic sources for this type of information, such as “The

Orga-ﬁ'ic Trader” {www.organicvalley.com/traderhtm) and,

the Organic Farmers Marketing Association’s (OEMA) .

. “Farmers’ Market” (web.iquest.net/ofma/4sale.hitm).

The OFRF survey asked farmers about the proposed

" national organic standards. The three wishes most frequent-
ly expressed by farmers were that a national standard would:
“establish a level playing field for all US. organic produc-
er's_,” thata étringem,staﬂdard would be established, and :
that consumer education and awareness about organic food

and farming would accompany the national standard.
Farmers were concerned that the national standard might
weaken-the meaning of “organic,” that genetically modified -
organisims would be permitted and that the cost of using a

natjonal standard would be prohibitive {OFRF, 1997).

Farmers' Perspectives . . .

Twenty-eight farmers took part in the Wallace Institute sur-
vey. Eighteen produced all of their products organically;
and 10 produced some food organically and also used
other sustainable agricultural production methods {eg.
reduced pesticide). All 28 farmers considered themselves
part of the natural foods market. The organic-farmers had
been in business for an average of 20 years. One of these
farmers said that 95 percént of sales were made in the natu-
ral foods market; all of the rest made 100 percent of their

sates there. Thirteen of the fourteen farmers using mixed’

{organic and other sustainable) rechniques indicared how
fong they had been in business: the newest entrant had been
farming for three years, the most senior had been farming
for 34 years. These farmers average length of time in busi-

ness was 15 years.

WHAT SURVEYED ORGANIC
PRODUCERS GROW

Grains ) . 39%
Legumes 11%
Vegetables L A%
Meat . 33%
Dairy 40%-
N s

The organic farmers surveyed grew a wide variety of crops
(above). Thirty-nine percent of the respondents produced
grains; of these, 17 percent produced only grains and 22
percent reportéd that grains constituted between 5 percent
and 90 percent of their total production. Eleven percent'of
the respondents grew organic fegumes: one counted
legumes as 50 percent of output, while for the other they
were less than 10 percent of output. Six of the organic farm-
ers who grew fresh fruits and vegetables devoted éd_me

acreage to fruit crops, ranging from 1 percent to 35 percent
- . R}
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W CASL STUDY ” I

Pavnch Family Farms

7
Pavich Family Farms, which has land in production in the San Joaguin Valiey, California, ané Datelané and Harquahala
Valley, Arizona, is one of the largest organic famiiy farms in the United States. It has 4,000 acres of 100 percent certi
fied orgamc soil under cultivation, and another 500 acres in transition to orgamc certlﬂcatlon =

Pawch is the largest procﬁucer of certified organic table grapes in the world. In 1997, It shipped 2.5 million boxes of
12 dlfferent varieties of certified organic grapes (up from 600,000 in 1883). Blzt its range of prqdudzs éxteﬂds far-
beyond grapes: it markets more than 100 products, selling everything from apples (six kinds), cabbage and iceberg
lettuce to dried pineappie, sweet corn and zucchini. In developmenit are exotic products ranging from dates to
snacadamia nuis to tangelos. With this array of prbducts, it comes as little surprise that Pavich is one of the nation’s
most successful marketers of certified organic produce. The business grew 300 percent from 1983 to 1998 and-
continues to grow 25 percent per year (higher than the 20 percent to 24 percent growth rate of the organic ingustry
as a whole). Currently selling products in both conventional and natural foods suplerma_rkets in the United States, _
Europe and Japan, Pavich plans to continue expanding its product line. The business has been so successfui on

- preduction level matters and has such a wide range of production-level expertise that its iilfiuenc'e has come to extend
beyond the organic niche. Even large cogventionél growers look to Pavich for information about prodUcing high quality
crops efficiently. o )

When Tom and Steve Pavich started Pavich Family Farms they knew they wanted not only to succeed as entrepreneurs,
but also to make changes in the food system itself. They broke new grouﬂd in the 1980s when they began to intro-
duce organic produce o mainsiream supermarkets. They wanted big supermarket chains to step in and help the food
system make a move toward sustainability and organic foods. However lacking sufficient supply channels and fearful
of casting aspersions on the rest of their produce, the stores dld not do so..

Marketing in the early days was challenging because most of the Paviches' accounts were heaith food st?ares and
co-0ps — a steady but small market. A further problem was supgly: After the Paviches convinced Raiph's
Supermarkels, a conventional chain, to carry their organic grapés, they found they could not provide a continuous
supply. But instead ol‘ giving up, the Paviches decided to. acquire more acréage and expanded their'operatiorz, They
eventually landed accounts with the Raley's, Jewel and Dominick's supermarket chains, as well as Ralph's and others.
Size became.an advantage for the Paviches because, unlike the owners of small farms, they were able 10 provide
continuous supplies of organic produets. After this initial success, the Paviches began to seli under their name fruits
and vegetabies that were partially produced by smaller farmers. in 1997, Pawch employed between 150 and 700

~ people depending on. the season. :

Pavich Family Farms is a busi{less serious about using new, innovative ways 1o market its products. Not only does its
web site have beautiful graphlcs, comprehensive issues and company info?mation, and good crdering information; the
business has altso been unafraid to join forces with"other organic farmers. For example, the company'supplies raisins
for the New Qrganics Company’s raisin bran cereal, a union that marks the first time two organic food companies have
teamed up to co-market a product. The Pavich Family Farms logo and & brief history of the business are prominently

. displayed on the raisin bran box. Pavich is also serious about supporting other famlzy farms. it markeis the products of
40 independent farmers. These farmers sell most of their prodice through CSA (community. supported agriculture)
arrangements, farmers’ markets and restawrants; they then sell the;r extra.volume to Pavich. These exira sales allow
-many of them to stay financiaily wable ; - -

Pavich Family Farms is run eniirely by family lnembers who do not intend to take their company public or sell out,
Rather, they want the business 1o grow in a way that helps the network of small farmers they work with. That commit-

- ment includes worklng with certified arganic fruit growers in Chile, Costa Rica, El Salvador and South Africa to help
them find markets for their sustainably grown food products. Pavich has even “develdped a cooperative effort (its first) _
with & local organic cashew nut grower in El Salvador, which helps sustain indigenous piants and communities as well .
as contributes to the health and well bemg of about 5,000 local residents.
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Pavich Family Farms con:tinued

When members of the ?a\{ich famiiy talk about the national organic standards, they speak from experience but do not
always agree. Steve Pavich, who was on the National Organic Standarcfs Board {(NOSB), believes that the consumer,
not the government, should call the shots. Tom Pavich, in contrast, believes that new government standards will help
safeg&'a'rd organi¢ industry members. Both, of course, believe that organic foods must be kept pure and therefore they
remain active in the pubhc policy arena. In addition to servmg on the NOSB, for instance, Steve is-a member of the
California Organic Foods Advisory Beard, president of the Organic Farming Research Foundation and treasurer of the
Organic Trade Association. He and his brother were among the first to lobby for state standards and certification for
organic products. They also mailed out more than 5 000 alerts to their buyefs urging them to act by writing ietters
and sending e-mails urging USDA to develop strong orgamc standards.

of total production. For 44 percent of the organic farmers,
vegetables made up between 50 percent and 93 percent of
totakoutput. One-third produced meat (between5 percerzt
and 30 percent of total output) and 40 percent produced
dairy products. (One produced dairy products exclusively;
for the other three, dairy products cdmprised_béwveen 2
perceht and 40 percent of toral production).

Among the 10 farmers using 2 mix of techniques, several
focused 100 percent of their efforts on one product, spe-
cializing in fruit, meat grain and dawy products. Some
farmers devoted more than 50 percent of their output to
vegetables. Le.gumés and other types of crops were limited
16 less than 35 percent of the
surveyed farmers’ output.

All of the farmers surveyed,
whether they were wholly
organic or used a mix of tech-

(niques, saw three major chal-

E
lenges to their efforts to suc-
ceed in the natural foods mar-
ket. In their view, the first
challenge was gaining new i
skills, training, financing,
equipment and/or processes.
Fmancmg may be the most importarit part of this equation.
Orga_mc farmers, as well as farmers using sustainable agri-
culture production methods, have long had problems get-
ting credit and other forms of financing and insurance for
their operations, in part because they are more likely to be

* small farmers. They do not always fit easily into the cate-

gories and boundaries set up by the lenders, creditors and
insurance agencies due to certain established rules and

regitlations in those industries {Small Farms Commission,

1999

The second major challenge for the farmers was marketing
their products. The problem, prevalent in the industry, is
twofold. First, farmers of organi¢ produce generally do not
have easy access to market price and market information,
and so de not know what priééé to expect for their prod-
ucts. Next, farmers have difficulty finding distributors who
could ensure proper handling of their prodﬁcts after they
left the farm gate. Most handlers of organic and sustamable
products are not certified to
handle them {handler certifi-
cation is not requz’redj. in
fact, with the market for
- organic and sustainable
foods burgebning beyond the
traditional scope of retailers,
more and more handiers who
are primarily interested in
mass market foods recently
have begun carrying organic
" - and other sustainably grown
foods. The larger number of distributors may make it more -

difficult for farmers to locate onesable to properly handle

" their products.

.

One-third of the organic farmers and fully one-half of the
farmers using a mix of technigues thought that lack of

government standards presented a third ‘challenge to their
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success in the natural foods market, When considering  ~ ¢ attempting more sophisticated advertising, the farmers

uncertainty about future standards, 56 percent of the organ- wanted to know whom they were trying to reach. Generally,
ic farmers and 60 percent of the farmers using a mix of when _Earmers such as those surveyed want to reach out to a
techniques thought it was a signifiéant' barrier to success in target audience, they need to take on two main tasks. First,
the natural foods market. One-third of the organic farmers they most likely need to.increase the scale of their natural
and 60 percent of the mixed technique farmers said they food préduction. (Twelve of the 18 organic farmers and six
had developed their own natural foods labels in the .1 of the 10 mixed-technique farmers surveyed said that Ehe)%'
absence of government standards for conveying production | had increased the scale of their operations.) Second, farm-

information to.consumers. - érs need 1o target the markets where their products can -

) L ‘ make the biggest impact. To do so, farmers must use
With regard to publicizing their products, 44 percent of the " T e - o . .
. o ) inward focused” or “outward focused” targeting. Inward
organic farmers and 60 percent of the farmers using mixzed .- . .« ; I
i - ] focused targeting, a “gut instinct” method, has been the
rechniques took advantage of relatively inexpensive adver- . .- . . :
: ‘ mainstay of organic and sustainable agricultural producers

tising through newspaper ads and by direct mail. Before .
‘ 8 ¢ pap Y since the beginning of the natural foods movement.

CASE STUDY ' '

.

Fliickerville Mountain Farm and Ground Hog Ranch

&
Fiickerville Mountain Farm and Groundhog Ranch is a small, laborintensive, highly diversified operation located in

southcentral Pénnsylvania. Owners Cass Peterson and Brian Cramer have been growing and marketing their products
there since 1983. They have 65 acres, 14 of which are currently in cultivation? All of their products are grown using
organic production methods. They use an Integrated Pest Management (IPM} program including beneficial insects and
big-controls, ' ' '

As was mentioned before, Peterson and Cramer's operation is highly diversified. They carry a wide variety of vegeta-
bles and flowers, focusing on those that provide the most iaste and are less well known than their more traditional
supermarket counterparts. Théy specialize in tomatoes, growing about 50 different types, some of which are heirloom:
" and/or open poliinated. They operate a greenhouse from Aprfl te June in order to expand further the number of prod-
ucts they can bring to market. They work to pFoéuce the highest quality premium products possibie. ’

Peterson and Cramer handle the marketing of their products with their on—farm sta'ff.'They work to bring their products
to consurmners as directly as possible. They believe in trying 10 develop a more regional food system. In fact, they it
their area of sales to a radius of less than 200 miles. ‘fhey' attemnpt to avoid selling to wholesale and brokering épera—
tions entirely, seliing to them enly as a Iasﬁ resort. when no more direct market can be found. The farm atso operates
a w'eb site where its sales locations can be accessed and information about its growing and ma{kéting practices can
“be found. ‘ !

Most of their products are sold through farmers’ markets and 1o restaurants in the urban Washington, DC, neighbor-
hood of Dupont Circle. They limit the farmers’ markets they attend by going only-to those that are “producer only,”
meaning that no vendors are allowed — only farmers who have grown {an-in some cases processed} everything that
they are selling. The dozen or so upscale restaurants that they'sell to include Nora, the first restaurér;t- in America to
be certified as organic. Flickerville also runs an on-farm sales site, but describes it as limited in comparison to their
farmers’ market and restaurant sales operations.

Fiickerville Mountain Farm strives to maintain itself as a high quality, strictly regional food producer. Besides working'
toe make their farm succeed on a daily basis, Cass Petersol and Brian Cramer alsc work toward a more loéal, less tra-
ditional food system off the farm. They have done this in part by volunteering on the Board of the Henry A. Wallace
institute for Aiternative Agriculfure Policy Studies Program Board.
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Qutward focused targeting involves quantitative methods of

" measurement and analysis. Twelve (67 percent) organic '

‘farmers and eight (80 percent) mixed-technique farmers
said that they worked to target a market. The fact remains,

" however, that some kind of targeting is essential to success
in the natural foods market. Due to a lack of marketing
kaow-hew, some organic and sustainable farmers have been
forced to sell their value-added praducts as iower-priced

cenvent;onaliy grown mass market products.

‘Cooperation and contracting relationships were important
to mariy of the farmers surveyed. About half of the brgar_aic
farmers had concluded contracts with other businesses and
45 percent had joined a cooperative or limited partnership.
One-third of the mixed-technique farmers had concluded
contracts with other businesses and half had 1omed a coop—
erative or limited parmership. '

Findz‘ngé

The problems facing organic farmers are similar to those
" facing conventional farmers: where to market, how to get
their products to the market and what kind of prices to ask
for and receive. Some problems are; rowever, unique to
organic farmers. Even though it has become much easier for
farmers of organic food to find 4 market (as long as they
remain open to a wide range of buyers to whom they will
sell), problems with supply persist. Farmers are simply
unable to produce enough to meet marker demand, prima-
rily because their operations are small. Even though the
numbers of organic‘ farms and acres farmed using organic
-téchniques have increased rapidly, organic farms remain
much smaller than their conventional counterparts. For
example, in 1997, the average conventional wheat farm

was 242 acres, while the average organic wheat farm was
“only 107 aeres. The average conventional vegetable farm
was 70 acres (USDA, 1998); the average organic farm was
estimated 1o be less than 12 acres (OFRE, 1997) More than

half of the organic farmers surveyed by OFRF planned to
increase the number of acres they farmed orgamcal!y

Because the organic market is not as amply supphed as the
market for conventionally produced agricultural commodi-
ties, some businesses suffer periodic shortages of special
commodities. Organic manufacturers, as an example, may
run out of potatoes and find themselves unable to sell
frozen french fries in the summer. Further, large manufac-
turing firms may be fentative about entering the organic
industry because they are aware that farmeérs may find it -
difficult to produce the large quantities needed o supply
the industry. On the positive side, the very scarcity of
supply means that organic farmers have greater bargaining
power in the marketplace than conventional farmers. For

the time being, at least, it seems that manufacturers,

‘retailers and farmers in the natural foods marketare on
equal ground.

Organic and mixed sustainable agricultural farmers usually
lack twa things that make good marketing possible: finan-

cial means and knowledge of marketing institutions. They

* are accustonted to marketing to a relatively small group of

people who have already cenverted to eating organic and

other sustainably grown products. They understand that

they have 2 much larger group to appeal to, but are unused

~ to working with advertising consultants and firms. In many

cases ti-ley do not have the money to do so, even if they

wish to. 'Another financial problem is that farmers who want
to increase their acreage farmed organically may not be able
t0 afford to purch&se more Eand Even if they can; farmers -
will be unable to earn revenues from the land during the
time required to convert it from conventional to organic use
{assuming the land has not afready been certified for organ- .
ic production). Fortunately, the foss of revenue during this
pericd may be not as severe as it was in the past, since tran-

sitional products having recently begun appearmg in natural

foocis stores.

{
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CHAPTER FOUR

Looking Ahead

As we have seen, the structure and very nature of the organ-
ic foods industry are changing dramaticaily. As consumer
demand for erganic foods skyrockets - a trend that seems

likely to contirme into the next decade 2nd possibly beyond -

— the range of firms that produces them has expanded dra-
matically. The organic market is no longer smiall and épe-
cialized, as it has traditionally been; it is becoming special-
ized but mainstream. Organic food is now sold in 2 wide
variety of retail outlets: local health food stores, natural
foods supermarkets and even mass market supermarkets.
Heightened awareness of the organic food industry is
reflected in such governmental policy initiatives as the
Ofganic Food Production Act and the creation of the

" National Organic Standards Board. Public and private
research into organic farmi}:g and marketing has increased

as weﬂ,-aithéugh it has been limited due to lack of funding.

As the organic foods industry has grown, new and estab-

lished firms have become ever more competitive, Large,

national organic foods firms are adopting strategies used by

mass market retailers, distributors and manufacturers to
achieve success. Smaller, regional retailers, distributors and
manufacturers have not used these strategies; rather, they
rely on customer service and personal relationships to stay

- competitive. Among both groups, however, there has been

significant uncertainty about whether all firms in the marker

can co-exist and prosper.

- The uncertainty stems from a variety of concerns, among
them a lack of basic data about the market. Although there
are more people buying organic products and more prod-
ucts to bﬁy, there are not enough data available at this writ-
ing 1o assess how much growth is due to new consumers .
versus traditionial consumers of organic products. Similarly,
data shortages make it impossible to assess how many man-

ufacturers are new to the organic foods ind/ustry, how many

" are expanding their prodact lines and, among the later,

how they are expanding their lines. Farmers’ responses.to

increased consumer demand are also difficult to gauge
accurately without data on how many farmers are convert-

ing from conventional to organic farming methods, how

~

many farmers are increasing the number of acres they farm

organically and how many began as organic farmers.

The current lack of uniform organic food standards is a key

" problem. Although the industry has been successful in cre-

ating certification systems, there are currently too many;
what the industr}li needs is standardization, particularly in
light of the fact that European buyefs do not accept all of
the US. certification systems {which effecti\zeiy‘é!iminét_es .
exports). In the long term, uniform standards will be essen-
tial for US. producers and manufacturers of organic foods

who want to enter international markets.

Standardization had been difficult to establish in the US. -
In 1990, Congress passed the Organic Foods Production

Act (OFPA). OFPA created the National Organic Program

{NOP}, which is administered by the Agricultural
Marketing Service (AMS). The goal of the program is 1o

create federal Tegulations that define standard organic farm-

ing practices and a National List of acceptable organic pro-
duction’inputs. The NOP has been working to draft nation-
al organic standards since 1990. Et‘promuigéted a proposed
rule in mid-December 1997, The public comment period
for this rule drew over 200,000 comments — more than
any other rule promulgated by the USDA. The revised
proposal could be published in the Federal Register in

early 2000.

Whether or not the rﬁle is established in 2000, if is clear

- that organic food will continue to be sold in mass marker

supermarkets, natural foods retail stores and smaller region-
al outlets, all targeting different groups of consumers.
Although farge firms, be they producers, distributors, or

retailers, have nearly eliminated small firms in conventional

- markets, we do not think that the organic food industry will

- follow suit. Instead, we believe that the future orgahic foods

market m-ay become .highly specialized. Smaller regional
outlets will likely targer the consumer who buys organic
food for philosophical reasons; mass market supermarkets

will likely target new consumers of organic foods who are-

- more concerned about health issues. Conventional stores

may be more likely to carry organic products manufactured
by conventional firms that have only recently entered the
organic and natural foeds industry. These firms are more '
likely to e the ones with which they are familiar, and which
have not traditionally operated with a particular deference

to the social and environmental aspects of organic farming,
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However organic food is'marketed in the future, a continu-

- ing concern will be to distribute a consistent supply of com-
modities aiozlg the marketing chain. Anecdotal information
in trade literature, survey results and case studies provides

- documentation of small natural foods retailers that cannot
provide enough commodities, at prevailing market prices,
to meet market demand. However, there is no hard evi-
dence on out-of-stocks or other supply problems. Some
question whether retail prices are failing to respond quicki%}
enough to equalize supply and demand, or whether prices
farmers receive are failing to rise enéugh to provide incen-
tives for increased production. Others believe that an
immature distribution syster is the problem. In any case, '
manufacturers seem to be responding by entering creative
contracting arrafgements with farmers (Cascad‘ian Farm) to
secute their needed supplies. We identify this as a possible
area for public policy intervention.

Another place where public policy intervention may be
appropriate and useful is in the provision and collection of
information. Researchers and industry members would

benefit from information about the number of organic

~

" farmers, how much land they farm, the crops they grow,

farm level prices, sales, and retail prices. Information on
marketing and production contracts for different commodi-
ties would also aid farmers when making decisions, and

‘would guide researchers and policy makers in their work.

Much of this information is available for conventionally
grown food products, and having this information for
organic products would aid producers, manufacturers, dis-
tributors; and retailers in their decision-making.

‘We believe that new and established firms in the organic
foods industry can coexist and prosper. In fact, according to
some of our case studies, the presence of both may aid in

market growth. But two critical challenges remain as the

market develops. The first is defining a uniform standard

for organic foods and ensuring that products labeled

“organic” satisfy the criteria for organic food. The other

major challenge will be identifying why out-of-stock prob-
lems persist at the retail level and taking appropriate_meas-
ures to correct them. If these challenges are addressed in a
timely fashion — with the benefit of detailed research - the -
future of the organic foods industry looks bright indeed.
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APPERD!X A

.

Emerg:ng Trends in the Natural Foods Industry
Survey Metkodolagy and Sample Origins

A} Survey, methocfoiogy and Sampie Origms : B

The Henry A. Wallace Insntute for Alternative Agnculmre com pleteé the survey used in thxs reportin May 1998.
Entitled “Emerging Trends in the Natural Foods Industry,” the survey was acimxmstered by telephone to miarket managers
of 290 food mdustry businesses by ‘Westat, Inc., of Rockville, Maryiand The names of the responding firms and their

responses are conﬁdentlal

The businesses analyzed in this report fall into four carggories:

CATEGORY ' _ 'NUMBER OF RESPONDENTS

Natural agricultural pro(ducers- - _ - LI
Natiral foods manufacturers/processors o 43
Natural foods distributors/brokers/wholesalers -1
Natural foods retailérs ' - 33

The survey sample origins were as follows: -

Natural agricultural producers ra:l_d(;mly sampled By Nessa Richman from lists provic_ie& by-27 state and regional

sustainable and organic agricuhural producer organizations
Natural foods manufacturers/processors ra:‘idor{lly sampled by Nessa Richman from the Whole Foods Source Book

Naural foods distributors/ brokers/wholesalers randomly sampled by Nessa Richman from the Whole Foods

Source Book
Natural foods retailers random sample purchased from Venture Direct Worldwide, a list management service- _
B) The survey questions are reported in Appendix B.

C) The authors of this report performed an additional level of data analysis by phoning all natural agricultural producers and
manufacturers/processors surveyed to ascertain whether they produced or distributed strictly or'gariic products, both
organic and natural non-organic {called mixed), or all natural non- orgamc The following table reveals the number of

firms in each, category.

PRODUCERS" . . MANUFACTURERS
Organic Mixed Organic _ Mixed - Natural
18 10° .8 S 13

D)} The survey is not stratified, and so the results are not representative of the population being studied. As a result, the sur-
vey results should be interpreted caunously The results can give mmghz but not definitive statements, into issues that the

survey group feels are important in producing and marketing organic food products.
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APPENDIX B: .

1998 Survey of Em'erging.Tr'ends in the
Natural Foods Industry |

-

Wallace Institute Marketing Project
1998 Survey of Emérging Trends in the Natural Foods Industry

Please answer all questions in evej’y section by checking a box (I, circting a number (@), or “writing in” your response,
Aé you provide your ansﬁers, please use the following definitions:

1.  The term “natural foods” refers to foods which do not contain synthetic or artificial ingredients and are not more than
" minimally processed, and foods which are produced organically or with other sustainabie farming methods.

2. The term “supblier” means the businesses/individuals from whom you purchase your inputs.
3. i‘he term “consumer” means the business/individuais to whom you sell your pmduqts.
4, The term “barriers” refers to inipediments to market entryf and market success.

Please know that all responses will be kept strictly confidential. Your answers will be used only for statistical tabulation
‘purposes in combination with all other replies. ’ : : ’

Your '}'esponse should be returned in tpe attached business reply envelope no later than Aprii_ 10, 1898,

If you want to receive a summary of our survey findings, please provide your name and a‘ddfess here: -

Your name:
Your organization’s name: . ' i o

Street address: .

City: - : State: Zip:
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Part_l‘. Génerai Informatjon

1. " Please check the single primary function of yoﬁr business. If your business is.equally involved in more-thén_dne function,
i please select the most important function performed by your company. :

Agricuttural Prod_uce; I Retail supermaﬂtét : 3

Food manufacturer/ processor. . . "Other {Specify 4

Food distributor/broker/wholésaler .. ) : ' :

. 2.. ' In which state(s) do you sell your'preduc_t(s}.? )
- ’ National {all states) ]

Individual States: .
e iN... : NE..
S 0 DI VN NV .
vl KS NH ..
e Ky. Ni ..
- LA . NM..
e ME NY....
1 NC .
ln ND..

(m ‘OH
b i O OK
- OR...
el PA ..
3. Does your company sell its products internationally?
Yes O Ne. O  Dontknow.mdd -
If yes,what countries are ma.ior markets for your preducts? :
- What percentage of your company’s sales are in the following categories? ’

{SUPERMARKETS GO TO Q5)
Grain producs. .. : %
Fruits ' . : ___ %
Vegetables ;! e B
Dairy ; S . .
Meat, poultry, fish, and eggs 5 ‘- %
Legumes and nuts : : g _ %_
Fats and cils ' : : %

" Sweets (including soft drinks) : % 5
Alcoholic beverages o _ e
Other (Specify: ) - . e %

100%

What percent of your company’s sales come from natural foods? Remember, the term “natural foods™ refers to foods
which doe not contain synthetic or artificial ingredients and are not more than minimally processed, and foods which are

' produced organically or with other sustainable farming methods.

Percent: %  Notinvolved in nasurai foods... [ (GOTO QUEST'iON 9 .
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How long has your comparnty been involved in the natural foods market?

Number of years ......d  Lessthan I year .....00 Don't know. .o 0.

Do you have any pérsonnel SOLELY dedicated to natural foods activity In your firm?

YES oovmreersesecessesssssssaseres O | R — £l Don't know e 0

If yes, how many people in your company are dedicared 1o natural foods?  Number:

Please list the top three selling natural foods marketed by your company:

1. . -

2

3 -

Efficient Consumer Response (ECR),'as you may know, enables food retailers, distributors, manufacturers and producers
to be linked together electronically and cooperate closely in order to ihprove the efficiency of the food'deiivery system.
Are you working with your suppliers and/or buyers te implement any of the following ECR techniques?

9.1 Category Management: Merchandising of product groupings based on actual consumer purchasing patterns?

' Yes .... 4 Don't know.....

-0

If yes, are narural foods included in your category management initiatives? ' ”

b (R W | LTS S W |

9.2 Electronic Data Interchange (EDI): Transfer of data between trading partners in a standardized, paperless

environment?

Yes ommemeren b

| Don't know .

If yes, are natutal foods included in your ED1 initiatives?

R EN——. b O] i I

i

93 Activity-based Costing: Distribution of costs to specific activities performed in divisions of an organization?

b TR B | NO meesmerssenere Don’t know.mmnnld :
1£ yes, are natural fonds included in your ABC initiatives? ] ‘
| 0 NG eersrierssniessrec b -

[

94 Continucus Replenishment: System of electronic custom inventory replenishment using EDl-standard forimulas?

b (- J ] NO e Don’t know ...veen B

Yes oo B No s
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Part 2. Barriefs in the Natural Foods Market

¢

1. The following items examine your perceptlons abaut bamers in the natural foods market. Remembet, the term “barriers”
refers to-impediments to market entry and market success. ‘Please circle a number hetween- 1 and & for each of the fal-
lowing items to indicate whether you feel.z barrier exists in the market. If you have “No Opinion.” circig 9.

.

11

POTENTIAL FIRM LEVEL BARRIERS ‘

a.

Strategically Planning Natural Food Ventures

~ * Finding timely; complete market price and

guantity. inférmation e 2 3 4 5 6 9
= Integrating new natural food ventures into -
existing operations 1 2 3 4 5 46 9
b. Launching Natural Food Ventures _
+ Linking with natural foed Input suppliers 1 3 3 .4 5 6 9 . ‘
" Gaining new skills, rraining, financing, . o
equipment and/or Processes ... 1 2 '3 4 5 6. 9
c. Managing Natural Food Ventures - .
» Maintaining quality and safety standards 1 2 3 4 5. 6 9 )
» Allocating staff time 1 2 3 4 5 6- 9
+ Implementing efficient production
" management mgthods 1 z -3 4 5 6 e
" = Packaging ratural food pro{:lnrr':. 1 2 3 4 5 6 9
d. Selling Natural Food Products .
» Linkiag with buyers’ interest in eayironment, - )
. health, and safery ... - 1 2z 3 4 5 6 9
*» Pricing and marketing narural food produccs A _ 3. 4 5 6 9.
12 POTENTIAL INDUSTRY LEVEL BARRiERS 7 -
’ a. Market lssues - ’ N ) 7
+ Difficuity finding agricultural producers; 2 3 4 5 6 9
+ Difficuity finding ménufgcturers 2 3 4 5 6 9 -
+ Difficuity finding distributors 2 3 4 -5 6 9,
« Difficuity finding rerailers..... 2 3 4 5 6. 9 '
* Market demand insufficient 2 3 4 3 & 9
*» Market supply insufficient z2 3 4 56 9
'» Uneeliable market quality o P 3 4 5 % 9
b. Foligy Issues A o
+ Lack of govérnment standards fornatural foods vl 23 45 6 9
» Lack of industry standards for nariral foodsiniccenecenl 2 30 4 56 9
+ Uncertainty about future standards o natural o
foods 12 3 4 .5 6 9
2. Piease'des;cribe any other MAJOR barriers you percelve In the natural foods market:
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'Part 3. Business Strategy

\

1. - The following Items detemme what if anything, you have done to lower barriers in the market for natura! foorfs Ef you
have used a strategy, please rate its success on the foiiowing 6-point scale hy circling the appropriate number. if you
have “No. Oplnion, circle 9

5

«+ Developed a natural foods lapel .. g O 1 .2 3 4 5 "6 . 9
« Distributed newspaper/direct mail advertising . 3B 1 2 3 4 5 .6 g
s Provided in-store advertising/demonstrations/ samples...;........ﬂ 0 1 2 3 4 5 6 g
+ Soid a unigue product .. y 1 \\ Bl 1 2 3 .4 5 & 9
s Soid a high-quality product 0o o> 1 2 3 4 5.6 g
*» Diversified natural foods offerings .2 S o I 1 2 3 4 5 &6 9 -
» Targeted a specific market ‘ Y i 2 3 4 5 6 9
* Conmcted with setlers/buyers - 0 0O-» ‘i 2- 3 4 5 6 9 -
* Joined a cooperative/fimited partnership...........................:;...;....13 0= 1 27 3 "4 5 & 9
+ Hired special staff for natural foods ; O 05 1 -2 3 4 § 6 9
» Increased scale of naturai foods opefation. 0o 0 .2 3 45 46 9.
. »  Other strategies (Please specify) : :
1 : : 0o o 1 2 "3 4 .5 % 9 )
2 oo 1z 3 4 5 6° 9
3. . Srani g o> 1 2 3 4 5 ] 9
& : . . -
2. ' _Please mdicate which of the followmg resources for information and assistance you find to be the most useful for your

natural foods-related business, If you have used a source, please rate its usefulness on the tollowing 6-point scale by cir-
cling the appropriate number. If you have “No Optmon, circle 9. :

’

o Internal staff resoupces. .. 0o o3 1 2 3.4 5 6 9
«  Other industry members. 0, O H 2.3 4 5 6~° 9,
* Federal government ... " g b-» 1 273 4-5 6 9
.+ State government B0 d-=» i -2 3 4 3 6 9 -
+ ‘Trade organizations {eg. Food Marketing Institute, -
Grocery Manufaceurers Association, Organic Trade ’ - : ,
Associztion, etc.} £ o b= .1 23 4.5 6 9 ’
‘e Research/academic instinztion o B 1 2 3 4 35 6 9
« Private consultanx ; o 0O 1 2 3 4 5 6 S
» . Other sources {Please specify] ] . ’ . ’
L. e 20 O 1 2 3 -4 5 06 £
2... o o= 1 2 3 . 4 5. 6. 9
3 oo o2 3 4 5 6 9
.Section 4. Profile Questions - . - . v o R

Kéeping in mind that zll of your fesponses will be kept strictly confidential, please answer the following questions:

1. - What were your total (gross) sales in 19977 S _ . e _.-00

2. What pércautagé of your tot'al (_gross) ,séles was from patural foods in 19972 .. %

3‘.' What percentage of your.totai gross sales do you estimate will be ffom..\
K natural foods in 3 years? ... " _ S %
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Errata

Chapter 2
Page 8, lines 4-13 should read as follows:

... Some proponents of organic food (Clancy and Kirschenmann, 1999) believe that it is
inaccurate to refer to “organic” processing because the term “organic” describes a way of
farming that means “parts integrated into a whole” (p. 2). Since the food processing of
organically grown ingredients does not function as a system, they argue, and since the
philosophy of “organic food processing” has not been delineated, the better term would be
natural or minimally processed. The latter includes processes like grinding, canning, and
drying. Some synthetic additives would be allowed in such foods — but only those that have
a long history of use in home food preparation (baking powder, baking soda, etc.). Others
(Kahn et al., 1999) . ..
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