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Foreword and Acknowledgments

As the global market for and movement of food grows apace, it brings to the fore the
considerable and fundamental issues of the cost of choice and the worldwide impact
of freer markets in production, marketing, technologies and labour. Specifically, there
are governance, market structural and ethical consequences that must be considered.
Developments in agri-food may not easily cross national boundaries in terms of market
adaption, regulation and, most important, consumer acceptability. Issues that have
emerged from developed, western food and agricultural economies (quality, health,
environmentalism, animal welfare) are becoming global issues, as is the case for the
development of innovative production and food science and systems, centralized
supermarket channel power and the brand strength of global companies. From all of the
undoubted benefits of the modern agri-food economy, there are also many problem areas
to be addressed if we are to realize the best and fairest systems in the delivery of good
food choices for all.

The overall objective of this book is to provide a wide-ranging collection of cutting-
edge research on controversies in food and agricultural marketing, especially in terms of
the consequences for businesses and appropriate marketing strategy plans. This book’s
19 chapters are organized into four sections: (1) Food crisis and responsibility, (2) Agri-
food systems, product innovation and assurance, (3) The consumer view and (4) Fair
engagement? The section themes are introduced and the chapters briefly outlined here.

Food Crisis and Responsibility

The agri-food industry has been rocked by notable and, at times, momentous crises of
disease and food quality (for example, contamination, poisoning). Sometimes, problems
are localized to specific product or geographic areas; however, in this age of global
sourcing and markets, such localization is seldom the case for long. In many cases, the
response has been support for isolationism based on nationalistic market protection (for
example, the responses of European neighbours to the UK BSE outbreak in the 1990s).
However, this approach has become increasingly unrealistic. What globalization has
taught us is that protectionism is unworkable when world trade and interlinked, cross-
border production, value adding and consumption is commonplace. Another lesson we
note is that the developing world is fast catching up with the developed world in terms
of not only food products, systems and product branding but, perhaps more significantly,
in the development of consumer power and lobby strength.

In this first section of the book, we consider crises and critical incidents for food. One
of the major lessons to be learned is that global brand power is no insulation against errors
of judgment (and worse) — matters critical to food quality and safety. Similarly, it matters
increasingly less whether organizations operate in developed or emerging economies,
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because consumer expectations of brand owners the world over are converging in their
demands for moral and ethical leadership on issues of quality, safety and assurance,
whether domestic or international. The chapters in this section demonstrate the need
for a coordinated and interrelated stakeholder approach to food safety and quality and in
response to crisis incidents. Such an approach would further help head off the possibility
of future calamity. Therefore, the ideal is sound quality and safety systems, as well as the
proactive network integration of all key stakeholders, including governance, principal
channel actors, consumers and media.

Chapter 1 (Carroll) presents the failure of the launch of Dasani® bottled water by
Coca-Cola® in Europe. This chapter encapsulates the key issues associated with the
risks and dangers in international product development, even for global brand giants.
The chapter also provides a significant lesson in crisis management when faced with a
controversy concerning product contamination. In particular, it offers a key consideration
of the importance of stakeholder engagement and role of the media in handling crisis
and responsibility.

In a second offering by the same author, Chapter 2 (Carroll) explores how another
global household name, Cadbury, handled a major and costly contamination crisis. In
this case, stakeholders’ perception of the crisis provides the main focus of attention,
including how the interpretation and handling of the problems differed among those
involved. Corporate organizations, to their detriment, underplayed the perception and
reality of the risk to consumers; the media was the catalyst in bringing the controversy
into focus. The chapter thus identifies a significant lesson with regard to organizational
learning.

Chapter 3 (Charlebois and Watson) also provides a case study of contamination risk,
this time regarding an outbreak of E. coli in fresh spinach. This chapter conceptualizes the
process of risk and crisis management by creating a model that encapsulates a response
framework for all of those concerned and that makes critical recommendations for
systematic handing of future crises.

By taking a supply chain view of food quality and safety issues in a continuous
channel, Chapter 4 (Engelseth, Takeno and Alm) draws on supply chain management
and integrates this knowledge stream with issues of ethics, food safety and channel
information transparency. This approach highlights the importance of a whole chain and
network perspective in dealing with matters of risk, responsibility and assurance.

In Chapter 5, Pedregal and Luan investigate the controversies surrounding marketing
a food product in an emerging economy whose growing demand outstrips supply
and the consequent dangers of ‘cutting corners’. This case involves milk, specifically,
passing off powdered milk as fresh in Vietnam. The issues identified in previous cases
regarding the risks and controversies surrounding product and brand development
in western economies are being fast followed in developing countries. Domestic and
exporter organizations ignore consumer sensitivity at their peril; this case highlights the
importance of organizational and government accountability and the need to implement
processes for consumer protection and engagement.
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Agri-food Systems, Product Innovation and Assurance

Controversy often surrounds the development of new agri-food production systems and
methods of production. In some cases, the contention can loom for a considerable length
of time, whereas in others, it may be simply part of the natural process for consumer
acceptability in a world of increasing choice. Consumers often lead busy lives and
assimilating detailed choices about complex food production systems and scientific data
can be difficult. As a result, consumers rely on the short-cut guidance provided by product
promotional campaigns to make their purchase decisions.

This section of the book therefore details some controversial food systems, ingredients
and processes that consumers now face. Genetically modified production systems, foods
and ingredients, for example, create not only emotive and often polarized responses from
concerned parties but also consumers who are left bewildered by the partisan views for
and against them. Similarly, functional foods may offer some tremendous benefits but
also open up a world of confusion surrounding the multiplicity of ingredients, product
offers, combinations and benefits. The chapters in this section consider controversial
food systems and processes to rationalize and create frameworks for consumer choice.
Furthermore, this section explores the important theme of the approach to market
governance and assurance, along with appropriate ways to communicate them to
consumers in a world of conflicting information and expanding choices.

The opening contribution, Chapter 6 (Gay, Giray, Vlandas and Libeau-Dulos), sets the
scene by outlining and defining the different types of and differences between quality
assurance schemes. Their impact on the food chain is notable and empirical support
identifies the impact of assurance on stakeholders. The authors draw some conclusions
regarding the present and future role of assurance schemes.

Chapter 7 (Cisilino and Cesaro) considers the challenges and development of a
particular agricultural system, namely, organic production of wine and the subsequent
issues of marketing this system. The authors adopt an Italian perspective. Furthermore, this
chapter follows the theme established in the prior chapter regarding assurance and market
regulation and makes some recommendations for system and market developments.

The Italian context again appears in Chapter 8 (Platania and Privitera), though this
chapter refers to a production system diametrically opposed to the organic method. That
is, it focuses on the contentious market for genetically modified products and outlines
consumer attitudes toward such products. These attitudes are complex, but they do not
necessarily reflect poor label information. Controversy and confusion surround the issue,
the role of media is significant in generating and driving opinion, and great general
mistrust of the food industry exists. Some future strategies for developing genetically
modified products are proposed.

Chapter 9 (Esposti) is the first of three chapters that considers different issues related
to the development of functional foods. This first chapter considers the issues and
controversies surrounding the challenges of meeting consumer expectations and demands
through innovation and niche marketing, as well as how expectation and technological
development can come together to combine what might have been seen as divergent
ideas, such as functional and ‘natural’ foods.

The theme of functional foods continues in Chapter 10 (Puspa, Voigt and Kiihl),
which draws on different sector disciplines (pharmacy and food) to raise to the challenge
of managing organizational competences and capabilities in an area still open to debate,
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that is, scientific evidence of positive health links and diverse consumer attitudes. The
authors use network marketing theory to provide a framework for managing competences
in new market areas, centred on health and well-being, where matters of consumer trust
are vital.

The final chapter on functional foods, Chapter 11 (Krystallis, Linardakis and Mamalis)
focuses on the controversial area of children’s diet and health. This empirical study
considers the role of parents and their aspirations for their children regarding diet, as
well as how buyers manage the difficult equation of managing health, value and taste
aspirations.

The Consumer View

In the increasingly demand-driven world of food choice, it seems easy to make assumptions
about how consumers see the world, and then to fall into the trap of identifying neat,
standard viewpoints of consumer needs and wants. Yet consumer attitudes are diverse,
and opinions constantly evolve. Consumers (especially in developed economies) may
offer, when asked, received wisdom or attitudes that they believe are expected of them,
or perhaps even what they think the questioner wants to hear; but these responses do
not necessarily translate into their buying behaviour. In the real world of harsh economic
choices, consumers can rationalize contradictory personal actions — believing and stating
one thing but behaving in an entirely opposite way when it comes to actual purchases
—as is all too apparent in the controversies surrounding ethical questions of production
methods and their consequences on the planet, people and other species.

This third section attempts to plumb consumer attitudes toward controversial food
market systems, products and developments. Although consumers appear concerned and
responsive to the world around them, they are not supine, nor do they compliantly buy
in to associated product offers developed on the back of ethical agendas.

Thus, Chapter 12 (Walley, Custance and Parsons) starts off by providing an overview of
empirical work that evaluates UK consumer views regarding food, farming and the impact
of economic activity on the environment, animal welfare and production practices. This
longitudinal study tracks the crises, twists and turns in the food and farming controversy
that has provided signposts on recent history. The catalogue of consumer responses
outlines levels of concern, as well as the responses and compromises made by consumers
who make their food choices against a backdrop of constant change.

Chapter 13 (Markbak, Christensen and Hasler) continues the theme of consumer
attitudes toward animal welfare and food safety, this time using case material related to
chickens and consumers’ willingness to pay for various welfare attributes. The authors
identify several differences between the stated willingness to pay and actual behaviour
and emphasize the role of industry (for example, retailers) in purchase decision making.

To focus on ethics with regard to animal welfare, Chapter 14 (Costa and Cone) uses
a detailed empirical investigation. The authors emphasize that consumers are driven by
personal and self-interests; it is habit and hedonic preference, not ethical considerations,
that tend to drive purchase behaviour.

Chapter 15's (Dagevos) study of consumer behaviour centres on organic foods, in
an attempt to determine whether these foods are ‘real’ goods or ‘feel’ goods. That is,
do consumers choose them for perceived or emotive reasons, or do they have a more
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grounded dimension? The proposed model encompasses an expanded marketing mix,
comprised of eight Ps, to reflect what the author sees as a more rounded approach to
decision making.

The last chapter in this section, Chapter 16 (Henseleit), investigates the issue of green
consumerism and, as in previous chapters, consumer preparedness to pay for ethical
choices. The author outlines the gap between consumer interest in environmentalism
and actual consumer behaviour. This investigation also suggests some directions for
business organizations that want to market green products more effectively and engage
more constructively with their consumers.

Fair Engagement?

Power, influence and control all are highly significant to the global food economy. Supply
chains can be long, even intercontinental, and the food sector, like all business chains and
networks, contains certain power brokers. In demand-led chains, power often migrates to
large, significant, global buyers, such as multinational brand manufacturers or retailers. In
this often power-imbalanced food market, it becomes important to identify how smaller-
scale or weaker players (though the range is large, most suppliers of big global branding
and retailing organizations are smaller) manage their relationships in this context.

In this last section, Chapter 17 (Parker and Byrom) investigates the role of retailers as
powerful and controversial figuresin food and agriculture. The authors draw on relationship
marketing theory and chronicle buyer-supply relationships in the Australian food supply.
The controversy surrounds the often adversarial and power-skewed environment that
delivers control to retailers over food suppliers. Case studies of buyer-seller relationships
chart the issues of disaffection and offer some suggestions for directing and resolving
such conflict.

The theme of supply channel equity continues in Chapter 18 (Moustier, Figui¢, Anh
and Loc), in the context of supermarkets in Vietnam; this chapter highlights the challenges
and controversies of the global impact of foreign investment and the evolution of trading
formats in emerging economies. Although the poor are excluded from the supermarket
sector, the range and scale of street trading provides large-scale employment and supplier
market access. The authors make recommendations for balancing the needs of diverse
stakeholders in the supply, retailing and consumption of food.

Finally, Chapter 19 (Vieira and Aguiar) considers the issue of fair trade and its role
in the global economy, as well as how small-scale specialist producers can compete in
the complex and harsh world of global trade. The context, honey producers in Brazil,
effectively represents the issues of trade barriers and market facilitators, which enables the
authors to make recommendations for overcoming the disadvantages and deprivations
of origin.

Closing Remarks

The double-blind process for selecting entries for this volume required the assistance of
many reviewers who dedicated time and effort to provide helpful feedback to the authors.
We greatly appreciate their work, which helped improved the chapters herein. We extend a
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special thanks to Gower Publishing and its staff, which has been most helpful throughout
the entire process. Equally, we warmly thank all of the authors who submitted their
manuscripts for consideration for this book. They have exhibited the desire to share their
knowledge and experience with the book’s readers — and a willingness to put forward
their views for possible challenge by their peers. Finally, we thank Erasmus University
Rotterdam, Harper Adams University College and Hull University Business School for
their support in this venture. Special thanks go to Elisabeth Nevins Caswell and Jon
Reast.

We are hopeful that the chapters in this book fill knowledge gaps for readers but also
that they stimulate further thoughts and actions regarding issues of contention in the
agri-food environment. Controversy can be both fast emerging and long lasting, and
stakeholder understanding may be fragmented and contradictory. One clear message from
the chapters of this book, however, is the ongoing need for an integrated, coordinated,
open and transparent approach to handling and managing present, current and potential
controversy.

Professor, Dr Adam Lindgreen, Hull University Business School.
Reader, Dr Martin K. Hingley, Harper Adams University College.
Associate Professor, Dr Joélle Vanhamme, IESEG School of Management.
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CHAPTER

1 The Dasani Controversy:
A Case Study of How the

Launch of a New Brand
Jeopardized the Entire
Reputation of Coca-Cola®

BY CONOR CARROLL"

Keywords
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Abstract

This chapter discusses the failed launch of Dasani® by Coca-Cola® into the European
market. The Dasani case highlights the importance of crisis management and the
implications of getting a new product launch fatally wrong, along with the dangers of a
contamination scare and the ensuing implications for the parent brand. The following
topics are discussed: the need for effective crisis communications during a food scare and
the need for effective scenario planning. Also discussed is the role of the media during
a crisis, the importance of stakeholder support during a crisis and, finally, the need for
cultural awareness and sensitivity in international marketing.

Introduction

Dasani, a ‘pure’ still water brand, was launched in the UK in February 2004, with a huge
promotional budget. The Dasani brand is well-established in the US, launched as a purified
water product several years prior to tremendous success. The parent brand Coca-Cola had
hoped to emulate that success by launching it in the UK and Europe, using the same
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marketing formula. But things went badly wrong. Coca-Cola could never have envisaged
the level of negative publicity that would ensue, turning the launch of Dasani into one
of the worst marketing debacles ever witnessed in Europe that damaged the company’s
European reputation once again after a recent contamination scare in Belgium.

Dasani initially sold for 95p per S00ml bottle, but the source of contents was ordinary
tap water from Thames Water, a water utility company in the southeast of England, which
charges only 0.03p for the same amount of water. The Dasani beverage thus was 3000
times more expensive than its key ingredient. A media frenzy ensued when consumers
discovered that the expensive bottled water was in fact just processed tap water. The
newly launched brand faced a barrage of negative publicity, but the company persevered
with the launch. When it seemed that things could not get any worse, they did; the
entire range of Dasani products had to be recalled in the UK when a known cancer-
causing chemical was found in the water. This event signalled the death knell of the
new brand in the UK, the postponement of the pan-European rollout of Dasani and
the loss of millions of pounds in investments. The debacle highlights the importance of
effective crisis management for reputation management. By tracing the UK launch of the
maligned Dasani brand, this case illustrates the valuable lessons to be learned from this
epic calamity. The case of Dasani will join the pantheon of other infamous UK marketing
gaffes, such as “The Hoover® Free Flight Promotion’, Ratners and the crap comment, and
the Post Office®s confusing Consignia brand.

Dasani Launch

Dasani had the support of a £7 million promotional campaign for its launch. Coca-
Cola initially developed the Dasani brand in the US, in an effort to capture the lucrative
bottled water market. In just more than 20 years, this market had undergone a remarkable
transformation. Previously, people drank bottled water only if they feared a contaminated
tap water supply. Today, people consume huge volumes of bottled water as the drive
toward healthier lifestyles continues. The success of bottled water brands largely rests on
their claims of absolute purity and association with active and healthy lifestyles. Since
its inception, the Dasani brand had achieved tremendous sales growth in its domestic US
market, fully utilizing Coca-Cola’s powerful distribution system. Based on this success,
Coca-Cola decided to launch the brand in continental Europe, first in Britain, and then
in other countries. Coca-Cola executives thought that the brand’s American success
would be quickly replicated in Europe. But things went wrong — badly wrong! They never
envisaged the level of negative publicity that would ensue, turning the launch of Dasani
into one of the worst marketing debacles ever witnessed in Europe.

Coca-Cola, throughout is history, has had it fair share of crises and controversy. In the
mid-1980s, the company suffered its New Coke fiasco, in which the company replaced
the original Coke brand with a newer version in an effort to defeat its archrival PepsiCo.
The Pepsi® brand was gradually eroding Coke’s market share with its Pepsi Taste Challenge
campaign, and Coca-Cola executives thought a new formulation and rebranding of Coke
was required. After extensive product and taste testing, New Coke was launched with
huge fanfare. However, a cult following of diehard Coke fans were outraged with the
demise of their beloved brand. National boycotts and protests were organized, forcing
Coke to rescind its new strategy. Coke Classic reappeared on shelves.
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Then in the 1990s in Belgium, a carcinogenic scare erupted, when a number of people
became sick from drinking contaminated Coke. The contamination was later traced to a
chemical used in the cleaning transportation pallets. However, the company was widely
criticized for its slow reaction and handling of the crisis, which severely damaged its
reputation in Europe.

Yet Coca-Cola remains one of the world’s most ubiquitous brands, with a massive
global presence and double-digit growth throughout the late twentieth century, achieved
particularly through expansion to international markets. As this spectacular expansion
levelled out, the company was striving to achieve new growth opportunities, and bottled
water, the next big thing in the beverage industry, provided an avenue for future growth.
The water sector achieved substantial growth rates compared with those for carbonated
soft drinks (see Table 1.1), and all the large beverage companies continue to vie for a
larger slice of the bottled water market. These companies pour massive investments into
promoting their brands, including PepsiCo’s Aquafina®, launched in 1995 as a non-
carbonated, purified drinking water. Coca-Cola offered Dasani in response in 1999; it has
grown to be the second most popular drink in the US. Coca-Cola previously distributed
other water brands through its distribution networks, including a brand called Naya that
enjoyed stellar success in the 1990s, with 30 per cent annual growth. However, after
introducing the Dasani brand, Coca-Cola halted Naya’s lucrative distribution agreement,
seeking a bigger share of the bottled market in terms of both manufacturing and
distribution.

Dasani achieved enormous success for a relatively new brand, ensured largely by Coca-
Cola’s huge marketing muscle and extensive distribution network. The brand of purified
‘tap’ water with added minerals sat beside natural spring waters from mountain peaks on
shelves, yet it still won over customers. The American public appeared not particularly
concerned or were simply apathetic about the origin of brands, as long the bottled water
was safe. With this first foray into the bottled water market a barnstorming success, Coca-
Cola viewed Europe as the next target. The company had long craved a successful new
product launch in new product categories, rather than more similar line extensions, such

Table 1.1 Water market at a glance

¢ IntheUS, bottled water earns an estimated $8.3 billion in revenue (2003), compared
with $1.1 billion in 1984.

e The UK bottled water market is estimated to be worth £1.1 billion, compared with
an estimated worth of £360 million in 1998.

e TFastest growing sector of the drink market.

e The volume and value of UK bottled water marketing is expected to double by
2011.

e The sector includes still, sparkling, sport bottles, kids packs, flavoured and even
light sparkling.

e 80 per cent of bottled water is sold as still water.

e  Water with added flavours and minerals is a huge growth area. Some such waters
are classified as health waters, while others aim at the fitness sector (for example,
Reebok Fitness Water).

e Volvic is the UK market leader, followed by Evian, Highland Spring and Vittel.
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as Vanilla Coke that achieved only modest growth targets. In the US, Coca-Cola even
segmented the bottled water market by price, dividing it into three tiers: Dannon as the
low-tier brand, Dasani in the middle and Evian as their high-price distribution., using
strategic alliances to boost its portfolio with Danone, the French group.

Coca-Cola chose the UK as the launch site, because it appeared ripe for exploitation.
British consumers drink far less bottled water than their continental neighbours, at 34
litres per capita, compared with Germany’s 116 litres, France’s 149 litres, Spain’s 126 litres
and Italy’s 203 litres per capita. Predictions suggested the market for bottled water would
grow rapidly in response to environmental factors, such the drive toward a healthier
lifestyle and growing concerns about the safety and quality of local water supplies.

Aquafina, the key Dasani competitor in the US market, had not launched yet in the UK
because of contractual obligations with PepsiCo’s European distributor, which gave Coca-
Cola an extra impetus to launch there. Dasani would gain an important head start in the quest
to establish a sustainable market presence in the purified bottled water market. Other major
players already had well-established market positions in the UK, including the European
behemoths Danone and Nestlé, both of which owned multiple water brands (see Table 1.2).
These traditional water brands faced the prospect of two huge beverage companies, with
massive marketing resources, aggressively trying to enter their market. In the US, Coca-Cola
and PepsiCo outspend their rivals by up to three times on advertising. Already the Dasani
brand was on sale in almost 20 different countries; now Europe was next.

The company had existing brand names for purified bottled water products in some
European countries, including the Irish Deep River Rock® and Portuguese Bonaqua®
brands. Coca-Cola decided to retain the Dasani brand name for the major European drive,
a made-up name that tried to evoke the brand’s core values of ‘relaxation, pureness and
replenishment’. A series of advertisements featured the catch phrase, ‘Prepare to get wet!’
The company planned to dedicate an initial marketing budget of more than £7 million
and position the new brand as ‘urban water for the fast-living generation’. The target
market for Dasani was 20 to 35 year olds who would see Dasani as a lifestyle brand. Prior
to the general launch, Coca-Cola placed a series of advertisements in retail trade journals,

Table 1.2 Dasani’s key competitors

Aquafina Evian Perrier

Purified still water Natural mineral water Sparkling mineral water

Source: various
Owned by PepsiCo
US market leader

Vittel

Natural mineral water
Source: Vosges, France
Available in over 80 countries
Owned by Nestlé

Source: France
Owned by Danone

Volvic

Natural mineral water
Source: Auvergne, France
Owned by Danone
Produces over 2 million
bottles a day

In the UK it sells over £98
million and is the market
leader

Source: Vergeze, France.
Owned by Nestlé

Highland Spring

Natural spring water
Source: Scotland
Leading UK supplier
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publicizing the imminent arrival of the brand to interested retailers. The company’s
dominance in retail shelves greatly increased the likelihood of a successful launch. In
some cases, the company simply leveraged its power with retailers by allocating space
within Coca-Cola refrigerators to the Dasani brand, supplanting existing water brands,
and forcing retailers to stock the Dasani brand as their only water brand. This strategy
antagonized some small retailers who wanted to stock local bottled water brands, leading
some of these retailers to remove Coca-Cola refrigerators.

Dasani Media Firestorm

The brand was sold in distinctive blue bottles, with a label that described ‘pure, still water’
which simply mimicked the format used so successfully in the US in the UK context.
However, prior to the release, trade journalists noted that the water was just purified tap
water and published articles about the source of this new Coca-Cola product, namely,
Thames Water. A national syndicated news organization published these stories, which
spread like wildfire in tabloid, broadsheet and other news sources. A media frenzy developed
surrounding Dasani and Coca-Cola, perhaps because of the cultural sensitivity of the topic
and the price mark up, which consumers viewed as virtual extortion. Coca-Cola had a
major incident on its hands that threatened the very survival of its nascent UK brand.

The media compared Dasani with a classic BBC comedy, Only Fools and Horses, in
which the two lead characters, Del Boy and Rodney, sell tap water as ‘Peckham Spring’ for
ridiculously high prices. Numerous media showed images from that well-known episode,
in which the characters fill bottles with a hose in their council flat, with the comment
that the water comes from ‘a natural centuries old source — the Thames!” The irony was
not lost on the media or the public; the Dasani plant was only a few miles from Peckham
in London. Commentators argued that Coca-Cola had showed barefaced cheek in selling
ridiculously overpriced tap water to the unwitting general public. The Dasani brand was
appearing in headlines for all the wrong reasons. Consumers’ confidence in the brand
was decimated as a result, and retailers grew nervous about stocking this brand, though
most continued to do so in the hope that the initial furore would dissipate.

Coca-Cola’s incident management team swung into action to assess and respond to
the barrage of negative publicity. The crisis management team pressed ahead with the
launch of the brand, reassuring retailers, releasing press releases and responding to media
queries. Company spokespeople tried to reiterate that the product was entirely safe and
that the water had undergone a ‘highly sophisticated filtration process’ developed by NASA
engineers. Yet journalists and headline writers retained the opinion that the general public
was being duped by a large multinational. Table 1.3 lists examples of the types of headlines
the Dasani launch garnered from the UK and international press, across the various forms
of media - press, radio, Internet and television. Eventually Coca-Cola acknowledged that
the bottled water was in fact processed tap water, taken from the regular mains of Thames
Water, in Sidcup, Kent. A spokesperson for the brand commented, “We would never say tap
water isn’t drinkable. It’s just that Dasani is as pure as water can get — there are different
levels of purity.”! Some press commentators openly criticized Coca-Cola’s handling of the
crisis, particularly a radio interview on BBC Radio 4 in which the spokesperson’s media skills
were panned as the ‘most embarrassing and excruciating’ they had ever heard. A journalist
commented that the spokesperson failed to give a straight answer, fudging the issue, and
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Table 1.3  Typical newspaper coverage of Dasani® launch

‘Real thing or rip off’ — The Evening Standard

‘Fau de Sidcup’ — The Daily Mail

‘Eau bother’ — The Financial Times

‘Eau dear’ — The Guardian

‘Coke puts bottled water plant on ice’ — The Independent

‘Should i really despise Coca-Cola?’ — The Independent

‘Tunk medicine’ — The Times

‘For Coke, it’s water down the drain’ — The International Herald Tribune

‘Has Coca-Cola’s bubble burst?’ — Sunday Telegraph

‘How Coca-Cola conned the world?’ — Daily Mail

‘How Coca-Cola is selling water from the tap at 95p a bottle’ — The Daily Mail
‘Coke’s 95p tap water versus the real thing’ — The Sun

‘Coke’s pure water claim hard to swallow’ — The Times

‘Water waste; after 7m launch, Coke drops ‘pure’ water over cancer fears’

— The Mirror

‘Coke takes a bitter gulp of “the realty thing”. The drink icon’s humbling over Dasani
is not the first humiliation for a company that seems to be taking too many wrong
turnings’ — Sunday Telegraph

‘Remember that dodgy Coke water they won’t be bringing it back now’

— The Express

‘Soft drinks giant copies del boy’s crazy scheme; Coke sells tap water...for 95p’
— The Express

even quoted Oscar Wilde, saying that any publicity was good publicity for a firm. In the
wake of this media storm, PepsiCo sought to launch its Aquafina brand, to capitalize on the
failure of Dasani, but the firm’s UK Britvic® Soft Drinks distributor vetoed the effort.

Furthermore, Coca-Cola had incurred the wrath of the Natural Mineral Water
Association by using the words ‘pure, still water’ on Dasani’s product label. The
Association considered the label misleading and referred it to the Food Standards Agency,
arguing Dasani could not use the word ‘pure’ because it added calcium and magnesium
during the filtration processes. Coca-Cola noted that its lawyers confirmed compliance
with labelling regulations, but the Food Standards Agency initialled an investigation. The
Natural Mineral Water Association then created a generic packaging logo, featuring a leaf
and a drop of water, to certify water from an accredited natural mineral water supplier. To
be classified as mineral water, the water must naturally contain certain specific quantities
of minerals. The bottled water industry continues to protect the usage of terms such as
‘mineral’ and ‘spring’ which represent key differentiating factors (Table 1.4).

Product Recall

During this problem-laden product launch, another shock came in the form of a
massive product recall, triggered when samples of Dasani revealed excess levels of
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Classification of water types
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Natural Mineral
Water

Spring Water

Table Water

Tap Water

The water must

be free from any
pollution, have a
stable composition,
originate from a
protected source and
have no treatments.

Spring water must
originate from an
underground source
and must be bottled
at source. Companies
are allowed to treat
the water to improve

Typically bottled
filtered water, used in
the restaurant trade.
It can be filtered and
treated.

Water companies
treat this water,
making it safe for
domestic use

The addition of
carbon dioxide is
allowed to make it
sparkle.

Must comply with
strict EU guidelines.
Examples include
Buxton, Badoit,
Perrier, Vittel and
Volvic.

the taste or remove
undesirable elements,
under EU guidelines.

bromate, a known carcinogen, in the water. The company had to withdraw close to
500 000 bottles of Dasani from the market, because samples showed that the traces
of bromate were double the EU limit.? Coca-Cola had added calcium chloride, which
contains bromide, to change the taste of the water and match consumer preferences
for ‘designer water’. The bromide oxidized into bromate, and long-term exposure to
this chemical can increase the risk of cancer. The company immediately decided to
pull the product off the shelves (see Table 1.5), just a few weeks after the launch. The
recall signalled Dasani’s death knell. All Dasani products were destroyed by Coca Cola,
and within 24 hours, 85 per cent of the recall was complete.®* However, Coca-Cola
continued to maintain that the situation was an isolated incident and that the risk
was small.*

In the wake of the decision to axe Dasani, on 24 March, Coca-Cola formally announced
it was delaying the proposed rollout of the brand in France and Germany, stating that the
‘timing is no longer considered optimal’. The brand was scheduled to launch in France
a month behind Dasani’s launch in the UK. Coca-Cola instead released a French press
statement in the wake of the recall in the UK:

Although the incident was isolated, specific to Great Britain and rectified, Coca-Cola has
decided to suspend the launching of the Dasani brand in France and Germany. Indeed, the
timing for launching the brand in these two countries is not regarded any more as optimal.... In
France, we have not yet created customer interest, the production of Dasani in France had not
started and we wished to limit as much as possible the impact for our distributors. This is why
it was essential to make a fast decision. Our determination and the motivation of our teams to
develop the company in the bottled water category in Europe and France remains intact.
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Table 1.5 Coca-Cola’s statement issuing a recall of Dasani®

Voluntary Withdrawal of Dasani in UK - 03/19/04

To ensure that only products of the highest quality are provided to our consumers, the Coca-
Cola system in Great Britain is voluntarily withdrawing all Dasani products currently in the
marketplace in UK. The withdrawal began on Friday, March 19, 2004 and will be 80-85%
completed within 24 hours.

Calcium is a legal requirement in all bottled water products in the UK, including Dasani. To
deliver the required calcium, the company adds back Calcium Chloride into the product.
Through detailed analysis, the company discovered that its product did not meet its quality
standards. Because of the high level of bromide contained in the Calcium Chloride, a derivate
of bromide, bromate, was formed at a level that exceeded UK legal standards. This occurred
during the ozonization process the company employs in manufacturing.

Immediately after the company identified this issue, it consulted with the Food Standards
Agency. The FSA has confirmed that there is no immediate health or safety issue. The
withdrawal is a precautionary measure. The company welcomes consumers to return
purchased product by contacting the free phone consumer care line 0800 ------- or to call if
they have other concerns. The care line number appears on all Dasani packs.

The company is working closely with all its stockists to remove the product from the market
place. This withdrawal only affects Dasani in the UK market. Consumers rightly expect that
products of The Coca-Cola Company meet only the highest possible standards for quality as
well as all UK regulations.

Ironically, the company planned to launch Dasani using a bona fide spring water
source from Belgium. The failure of Dasani in Britain wrecked all plans for a pan-European
water brand.

The Dasani brand still enjoys success in the US, untouched by the commotion in
Europe. However, the Dasani brand name in Europe will probably remain in the graveyard
of failed brands. The Dasani disaster may be one of the biggest faux pas in marketing
history — industry professionals voted it the worst case of marketing mismanagement ever
— yet Coca-Cola remains committed to entering the fast growing water market in Europe
in the future. In looking for potential sites for a bottled water brand, a Dasani Version
2.0 could be hitting supermarket shelves in the not too distant future. The company
is considering establishing a plant in Derbyshire, with a name yet to be decided. It is
estimated that Coca-Cola lost approximately £40 million on the failed launch.

Affected Stakeholders

A crisis may affect just one stakeholder group, a combination or all of the company’s
stakeholders. The Dasani debacle had far-reaching consequences for all of Coca-Cola’s
stakeholders. The series of mishaps during the launch eroded any consumer confidence
in the new brand and also damaged their confidence and trust in the parent brand. Coca-
Cola was also derided and lampooned in the media for its inept mismanagement of the
launch and for failing to send out forthright spokespeople.

Thames Water, the supplier, was enraged at the suggestion that its water was inferior
and needed further purification. Furthermore, the contamination led Thames Water
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customers to become worried about their water supply. Retailer confidence was also
extremely shaken by the failed launch, which could have jeopardized Coca-Cola’s future
trade relations with key retailers. Retailers may not stock future Coca-Cola water brand
launches, for fear of a repeat contamination scare, and instead just stock trusted, well-
established water brands. Competitors initially worried about the launch of Dasani, which
would take up sought-after shelf space, but its failed launch became an opportunity for
them to educate customers about the differences among the different types of water,
strengthen their individual brand propositions and launch their own new water brands.

Government organizations such as the Food Standards Agency may have directly
affected the marketing strategy of the firm, in terms of both labelling and manufacturing.
The contamination scare placed the spotlight firmly on Coca-Cola UK. Powerful lobby
groups, such as The Natural Mineral Water Association, highlighted to other stakeholders
the differences in product offerings. For Coca-Cola shareholders, this calamity likely
shook investors’ confidence in the management team, which lost millions of pounds
in the investment.®* The company desperately wanted a share of the burgeoning bottled
water market to achieve growth targets. The crisis influenced investment decisions by
both existing and prospective shareholders. Even US media organizations reported on the
contamination scare, affecting the brand internationally. Coca-Cola’s foreign subsidiaries
in Europe also had to cancel their launch plans, severely curtailing their bottled water
strategy and giving competitors an edge.

Lessons Learned

In essence, the launch was severely curtailed and fatally damaged by Coca-Cola’s poor
appreciation of cultural dynamics and sensitivity. Coca-Cola failed to understand that
the European customer is more discerning about buying bottled water, because the
market has been exposed to many spring water and mineral water brands. The source of
water matters in a European context. The brand launch may have been successful if it
used purified tap water from a rural source, rather than water from the heart of London.
Bottled water is typically associated with clean, natural mountain springs; Dasani was
associated only with a classic BBC comedy. Just because one format is successful in one
country does not mean it will be successful in another. It is surprising that Coca-Cola’s UK
executives did not appreciate these important cultural sensitivities. The goal of effective
crisis management may be ending the external crisis as reported in the media in as few
news cycles as possible.® In contrast, Coca-Cola executives focused on using their plant
resources, failing to look at the bigger picture.

Their decision making was also flawed from the start, beginning with the unsuitable
location for sourcing the product. Prospective customers also saw the price as exorbitant,
which the media considered extremely newsworthy. The company failed to communicate
why the product was worth such a hefty price premium. In the wake of the crisis, Coca-Cola
needed stakeholder support,” and therefore, it should have highlighted to stakeholders
why the product was a good value proposition and why customers were not being duped.
Instead, the UK market sees the Dasani brand as expensive tap water in a blue bottle. A
better choice would have been positioning the product correctly compared with existing
mineral water brands.



12 The Crisis of Food Brands

Dasani spokespeople exhibited poor crisis communication skills, fudging their
responses to questions and replying in marketing babble about the brand. The bad
press they received further exacerbated the problem, whereas positive media relations
are vital in a crisis. The media processes a company’s message and disseminates this
information to various stakeholders, which means that the interpretation they offer of
an event or the company’s response has enormous repercussions for perceptions of the
company. Ulmer advocates the use of a credible and well-trained spokesperson in a crisis
situation.® Spokespeople must have significant media training and a well-crafted, well-
rehearsed message to send to concerned stakeholders if the company hopes to be seen
as trustworthy and credible. Effective crisis communications is just one part of a holistic
crisis management recovery plan.

Another error pertains to the need for greater product testing prior to the launch.
The product recall may have been handled well, but the contamination should not have
happened in the first place. Consumers demand the utmost confidence in the safety
of their food or beverages. In today’s business environment, quality and safety are
paramount, and threats to these aspects can have serious consequences for the company’s
share price, sales, relationships with key trading partners, reputation and scrutiny from
the media and advocacy groups. If a crisis creates a public panic, the government may
even intervene, which again places greater scrutiny on the organization and its behaviour,
from which investigations, litigation, greater governmental controls and legislation may
emerge. As Tsang observes, firms must strike a delicate balance between full disclosure
and silence, based on stakeholder reaction.’

The use of the word ‘pure’ in the product’s labelling seemed misleading to modern
consumers, suggesting the water came from a natural source in the countryside. Prior to
the recall, Dasani was already being investigated by the Food Standards Agency, which
could have resulted in a damaging reprimand. The launch provoked powerful lobby
groups; in particular, the Natural Mineral Water Association was enraged by the use of the
word ‘pure’. Dasani represented a significant threat to members, because of Coca-Cola’s
power. Furthermore, Thames Water vehemently denied Coca-Cola’s suggestion that its
water product was not sufficiently pure and required further purification to make it
consumable. The failure to disclose uncertain information may negate public confidence
in that entity, if the uncertainty is disclosed at a later date.!® As Johnson and Slovic note,
if an organization conveys uncertainty, the audience can perceive as either a signal for
incompetence or honesty.!!

Finally, this incident was the second major contamination scare faced by Coca-Cola
in Europe in recent years. In 1999, a dioxin contamination occurred in Benelux countries,
and the company faced widespread criticism for its handling of the crisis, which made
it seem unresponsive and uninterested about stakeholder concerns. The company issued
a recall only after the Belgian Government issued a ban on Coke products. In the UK
case, it appears Coca-Cola learned its lesson and voluntarily recalled the entire inventory.
The experience of a crisis thus can provide an organization with positive effects, such
as change and learning."”? The company successfully managed a national recall in a 24-
hour period. For an effective crisis management plan to work, it must be well-prepared,
supported by the right team and given sufficient resources. The recall might even have
been serendipitous in the wake of all the bad press coverage surrounding the Dasani
launch; it provided Coca-Cola with an exit strategy.
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Conclusions

In the aftermath of the crisis, Coca-Cola has several options available. The UK bottled
water market still has great growth potential, and if the company wants to realize its
growth targets, it needs to have a brand in this product category. The company could have
relaunched the Dasani brand using the same water source, but consumers, distributors,
retailers and shareholders lacked confidence in the brand in the wake of the contamination
and negative media coverage. Frewer and colleagues find that trust in information links
to the accuracy, knowledge and concern for the public welfare demonstrated by a food
company, whereas distrust relates to perceptions of a history of providing erroneous
information and deliberate distortions of information.!* The company thus could
relaunch the Dasani brand using a different water source and clearly communicate
that the product is safe and sourced from an entirely natural source, not the Thames.
Similarly, it could launch a new water brand in Europe using a different source, which
would enable Coca-Cola to use its strong marketing muscle and leverage its extensive
distribution network. The company must develop a clear, believable positioning strategy
for the new brand; it might use its existing brand names in Europe, such as River Rock or
Bonaqua. However, stakeholders may be extremely cynical about the idea of Coca-Cola
getting involved again in the water business. Finally, the company could develop links
with existing water brands and act as a distributor, though this option would mean it
would lose out on valuable revenue streams. An expensive alternative would involve
buying an existing water brand with an established presence and develop it further using
Coca-Cola’s distribution and marketing clout.

The Dasani fiasco highlights various key issues surrounding crisis management and
reputation management, including the importance of considering different stakeholder
needs, media training, fast responses to a crisis, effective strategic planning and the need for
risk assessment and scenario planning. If companies fail to conduct sufficient stakeholder
research, they may risk losing their hard-won reputations in an instant, along with cash,
careers and brand value. Stakeholders during a crisis event want communication to gain
a better understanding of events, determine causation, associate blame and determine
the impact of the crisis.'* People constantly use cues and filters to assess various entities,
whether they be individuals, groups, products or companies. Coombs argues that crises
create two main threats to an organization: reputational threat, which jeopardizes how a
firm’s stakeholders perceive that organization, and operational threat, such that the firm
cannot function properly.!® This episode placed the reputation of Coca-Cola in the UK at
risk. Managers placed their new brand as well as the parent brand in jeopardy by sourcing
tap water from the heart of London. Surely they should have realized how consumers,
shareholders and the media would react upon discovering that fact, regardless of the level
of public relation spin.

References

1. Poulter, S. (2004), ‘Coke pulls the plug on its £70 million Dasani’, Daily Mail, 25 March,
p- 32.

2. Vickers, A. (2004), ‘All 500 000 bottles of Dasani are recalled because of high levels of chemical
linked to tumours; cancer alert over Coke’s “Tap water”’, The Express, 20 March, p. 4.



14

10.

11.

12.

13.

14.

1S.

The Crisis of Food Brands

Cowell, A. (2004), ‘Coke recalls bottled water newly introduced to Britain’, The New York Times,
19 March, p. 3.

Jones, A., & Liu, B. (2004), ‘Dasani recall leaves Coke dangling over murky water’, Financial
Times, 20 March, p. 3.

Johnson, J., Jones, A., & Liu, B, (2004), ‘Coca Cola hit by new debacle at Dasani’, Financial
Times, 20 March, p. 1.

Carmichael, B. & Rubin, J. (2002), ‘Dow Corning — a new model for crisis management’,
Strategic Communication Management, Vol. 6, No. 1, pp. 22-25.

Heath, R. L. (1997), Strategic Issues Management: Organizations and Public Policy Challenges.
Thousand Oaks, CA: Sage.

Ulmer, R. R. (2001), ‘Effective crisis management through established stakeholder relationships.
Malden Mills as a case study’, Management Communication Quarterly, Vol. 14, No. 4,
pp. 590-611.

Tsang, A. S. L. (2000), ‘Military doctrine in crisis management: Three beverage contamination
cases’, Business Horizons, Vol. 43, No. 5, pp. 65-73.

Miles, S. & Frewer, L. J. (2003), ‘Public perception of scientific uncertainty in relation to food
hazards’, Journal of Risk Research, Vol. 6, No. 3, pp. 267-284.

Johnson, B. B. & Slovic, P. (1995), ‘Presenting uncertainty in health risk assessment: Initial
studies of its effects on risk perception and trust’, Risk Analysis: An International Journal,
Vol. 15, No. 4, pp. 485-494.

Elliott, D., Smith, D., & McGuinness, M. (2000), ‘Exploring the failure to learn: Crises and the
barriers to learning’, Review of Business, Vol. 21, No. 3/4, pp. 17-24.

Frewer, L. J., Howard, C., Hedderley, D., & Shepherd, R. (1996), “‘What determines trust in
information about food related risks?’, Risk Analysis, Vol. 16, No. 4, pp. 473-486.

Sellnow, T. L. & Seeger, M. W. (2001), ‘Exploring the boundaries of crisis communication’,
Communication Studies, Vol. 52 No.2, pp. 153-167.

Coombs, T. W. (2002), ‘Deep and surface threats: Conceptual and practical implications for
“crisis” vs. “problem”’, Public Relations Review, Vol. 28, No. 4, pp. 339-345.



CHAPTER

Cadbury’s Salmonella
Scare: Good or Bad Crisis
Management?

BY CONOR CARROLL"

Keywords

crises, food scare, crisis management, Cadbury.

Abstract

In this chapter, the author discusses the Salmonella scare that enveloped the iconic
Cadbury brand in late June 2006, when the company had to recall seven of its leading
branded products in the UK and Ireland due to possible contamination. This chapter
details the following topics: the difference between issues and crises; the different lenses
stakeholders use to observe a crisis; crisis lifecycles; and crisis communications response
strategies.

Introduction

Cadbury Schweppes, the world’s largest confectionary company, had to recall seven of
its branded products in the UK and Ireland due to Salmonella Montevideo contamination
in June 2006. Salmonella causes severe food poisoning and leads to extensive diarrhoea
and vomiting. Yet the chocolate company knew of the possible contamination as early
as January 2006 and did not inform regulatory agencies. The company was castigated
in the media by the Food Standards Agency and lambasted for its negligence. Finally,
the company decided to issue a recall of more than a million affected products, though
in January, it stated that its chocolate was safe for public consumption despite the
contamination and did not pose a risk to the public. The Food Standards Agency instead
declared that Cadbury products posed an ‘unacceptable risk to the public’.! Cadbury’s
crisis management strategy thus was counterintuitive compared with the traditional
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crisis management mantra of being open, honest and responsive. Despite this contrarian
approach though, demand for Cadbury products soon normalized.

The information provided in this case comes from secondary published sources,
including newspaper articles, recall notices, official Food Standards Agency briefings,
press releases and television newscasts. It is necessary to rely on such sources because
research into crises often creates challenges, in that stakeholders are reluctant to divulge
information, particularly for legal and commercial reasons.

Cadbury’s Salmonella Scare

The name Cadbury has been synonymous with chocolate for nearly two centuries.
Founded in England in 1824, the company produces more than 50 different chocolate
brands and employs 4500 people. To the UK public, Cadbury has the same iconic status
as a Hershey® bar in the US. In addition to its widely known brand name, the company
gained fame for its Bournville® project, which housed workers in designer communities
close to the factory and was one of the world’s most successful business innovations.
Other leading business innovations initiated by Cadbury included provision for pensions,
work committees, analytical laboratories and training and education for employees.
The company has held its position as the leading chocolate brand in the UK for several
decades. Its major tourist attraction, Cadburyworld, allows visitors to see chocolate being
made, learn about Cadbury’s history and, most importantly, buy chocolate.

Cadbury Schweppes plc merged in 1969; the combined company owns a variety of
well-known brands such as Trident® gum, Snapple®, 7Up®, Halls® and Dr Pepper®. For
decades, Cadbury had cultivated an excellent reputation and in this sense became an
integral part of UK culture, beloved by customers, retailers and employees alike.

Cadbury currently holds 30.84 per cent of the UK confectionary market, and its
popular Cadbury Dairy Milk® brand (begun in 1905) is the best-selling brand, with 8.75
per cent of the UK market. The brand also has developed an array of successful brand
extensions and product variants. Cadbury produces more than 2500 different chocolate
product variants, from a select stable of core brands. In 2004, Cadbury Schweppes was
voted Britain’s ‘Most Admired’ company by the business magazine Management Today.
Figure 2.1 describes the UK chocolate market.

2006 Salmonella Outbreak

In the summer of 2006, Britain experienced a prolonged heat wave. On 22 June 2006,
Cadbury issued a major recall of seven of its brands on sale in the UK and Ireland, in
response to reports that traces of Salmonella were found in a variety of Cadbury chocolate
bars, which represented a risk to public health. In total, more than 1 million chocolate
bars were recalled and then destroyed. The company had to recall seven well-known
Cadbury’s branded product lines in the UK and two in Ireland. The products recalled
included the iconic Dairy Milk® ‘8 Chunk’ bars, Turkish Delight®, the 10p Freddo, Dairy
Milk Mint®, Dairy Milk Caramel® and Dairy Milk Buttons® Easter Egg. But the debacle was
not a straightforward recall, as first thought. During the spring of that year, the number
of reported food poisoning incidents dramatically increased, which drew the concern
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Figure 2.1 UK chocolate market at a glance’

and attention of a number of public health watchdogs in the UK. Salmonella is a form of
bacterium that, if present in food, can lead to severe food poisoning, diarrhoea and, in
extreme cases, death for vulnerable members of the general public, such as children and
the elderly.

The controversy grew when an independent laboratory asked the UK Health
Protection Agency (HPA) to confirm a sample that it had tested was indeed a strain of
Salmonella. When the HPA validated the findings and requested the source of the sample,
the laboratory refused to identify its client. Alarmed by this lack of transparency, the HPA
contacted the Food Standards Agency (FSA) to leverage its legislative powers and force the
independent laboratory to reveal the client’s identity. Only after this request did Cadbury
come forward and admit that it had sent the sample for evaluation. The typical protocol
for food safety authorities and crisis management experts suggested Cadbury should have
contacted government agencies as soon as it recognized a potential problem, as mandated
by legislation. However, Cadbury argued that the levels of Salmonella were so low that it
did not warrant concern. A spokesperson further justified this stance, arguing, “The level
we found was so incredibly low that we decided there was no need to inform the FSA.”
Cadbury emphasized its opinion that the traces of the rare strain of Salmonella found
were so minute, it would not be a risk to the general public. Was the company right, or
was it just safeguarding its valuable Easter egg sales?

The UK FSA then revealed that traces of Salmonella had been found in Cadbury products
as far back as 2002. Furthermore, the factory at issue suffered outbreaks in April and
October 2002 but did not inform regulators. Salmonella poisoning causes severe stomach
pains, cramps and diarrhoea, which can last for days, and in some cases, hospitalization is
necessary. In total, more than 180 people were infected by the outbreak, according to the
HPA. Although many people think of Salmonella exclusively as a poultry infection, the
bacteria can thrive in chocolate, such that low levels can cause significant food poisoning
incidents. Chocolate preserves the bacteria for a substantial period, due to its high sugar
and fat levels. Food safety experts concur that there should be zero presence of Salmonella
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in chocolate products; in contrast, the food scientists at Cadbury deemed its presence a
minimal risk and no real danger.

Cadbury agreed to a voluntary product recall only after notification from the HPA
about high numbers of Salmonella food poisoning. A month after the product recall, the
incidences of Salmonella poisoning dropped substantially. In the previous year, there had
been 14 cases of Salmonella poisoning in the UK, most of them people returning from
trips abroad. In 2006, 180 people had been struck down by food poisoning, many of them
children, and many of those were under the age of four. The number of people infected
could have been much higher, because many victims do not report stomach upset to
their doctors. After the recall, Internet discussion boards were flooded with comments
from hundreds of individuals who had been terribly sick, possibly as a result of eating
Cadbury chocolate.

With this type of food poisoning, evidential links can be proven through laboratory
testing, because each bug has a unique genetic fingerprint. A food poisoning outbreak
can be traced to a geographic area, such as a restaurant or butcher shop, but when a
contamination occurs in a product that is nationally distributed, it is harder to trace or
form causal linkages. The HPA investigates all Salmonella cases occurring in the UK and
attempts to establish causality patterns. First, it considers an affected person’s dietary
habits and detailed food consumption histories. Second, it rules out other possible causes,
such as other common food brands, outlets, restaurants or food types. Cadbury was the
one brand common to all the cases associated with the Salmonella outbreak. Following
laboratory analysis of the samples taken from the Cadbury factory, the HPA was able to
link the Salmonella outbreak to a chocolate crumb plant.

But the company had known about the production problem in January 2006, though
it did not inform government sources until June — 23 weeks later. Cadbury also waited for
2 days after receiving the FSA's request for a full voluntary food product recall. Cadbury’s
response included a comprehensive cleaning of the factory, the introduction of a positive
release system (product would be released for distribution only after testing negative for
Salmonella), and increased sampling and testing to provide a higher degree of reassurance.
Cadbury’s official response noted though that, ‘“This is being done purely as a precautionary
measure, as some of these products may contain minute traces of Salmonella.... Cadbury
has identified the source of the problem and rectified it, and is taking steps to ensure
these particular products are no longer available for sale.... Salmonella can come from any
number of sources. Our view is that the chocolate was perfectly safe.”*

The Salmonella outbreak occurred at its plant in Marlbrook, Herefordshire. The plant
blends milk, sugar and cocoa liquor to create a chocolate crumb, which gets transported
to other production sites, where it is blended with cocoa butter to form milk chocolate.
The company could yet face further legal challenges in light of the outbreak, from either
affected consumers or public health agencies. In its defence, Cadbury claimed that the
bug originated from the manufacturing process and that the contamination occurred in
minuscule levels; its experts concurred that the occurrence was too small to be of any
consequence. In contrast, the HPA found levels of Salmonella in the samples it took that
represented a significant risk.

In the very early stages of the scare, the source of the problem was unknown. The
source of the Salmonella outbreak might have been a composting company, close to
the Cadbury plant, that accepted waste, such as carcasses of chickens, meat and unsold
supermarket food produce, then churned it for 4 days and incinerated it at 70°C to kill
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any pathogens. The food waste is then sold as compost. Any rotting food that fails to
break down sufficiently is spread out on fields. The compost company strongly denied
any link or suggestion that it was associated with the problems. Although the media
picked up this story, there was absolutely no link between the compost company and
the outbreak. A potential third-party scapegoat thus failed to materialize for Cadbury;
the responsibility for the incident was solely its own, due to a technical breakdown in its
production systems.

Specifically, the outbreak occurred because of a leak in a pipe at the plant, whereby
waste water, contaminated with vermin and bird waste, dripped into the chocolate
mixture. Cadbury’s independent testing procedure mandated sampling of ingredients
from the production line and finished products three times a day at 8-hour intervals. These
samples are tested by an independent analytical laboratory. The company obviously had
concerns over food safety, yet still it did not tell food safety authorities immediately and
continued to churn out chocolate in the run up to its busy Easter period. This delay and
intransigence further infuriated food safety watchdogs, as did the lack of transparency. In
response to these criticisms, a spokesperson for the company stated, ‘The Food Standards
Agency does not set a protocol for Salmonella testing in products. It is left to manufacturers
to determine their own.... We based our protocol on sound science and at all times we
have acted in good faith. We have worked with the authorities and now have a new
protocol: If there’s any contamination in a product, regardless of its level, the product
will be destroyed.”s The actual text of the recall appears in Figure 2.2.

On July 4, 2006, the UK news network ITN carried a news report on the recall and
highlighted some major inconsistencies between the company’s viewpoint and the
beliefs of independent health experts with regard to Salmonella. An investigate journalist

June 23, 2006

Cadbury is conducting a recall of seven of its products in the UK and two in Ireland. The
products affected are:

250 gram — Cadbury Dairy Milk Turkish

250 gram — Cadbury Dairy Milk Caramel

250 gram — Cadbury Dairy Milk Mint (including 33 per cent extra free bars)

Cadbury Dairy Milk 8 chunk

1 kilogram — Cadbury Dairy Milk

Cadbury Dairy Milk Button Easter Egg — 105 gram

Cadbury Freddo 10p

This is being done purely as a precautionary measure, as some of these products may
contain minute traces of salmonella. Cadbury has identified the source of the problem and
rectified it, and is taking steps to ensure these particular products are no longer available
for sale. Cadbury expects to have fresh stocks of these products back on the market in the
near future. The decision was made in consultation with the Food Standards Agency with
whom Cadbury has worked closely. “We’ve been making chocolate for over 100 years
and quality has always come first,” said Simon Baldry, the UK Managing Director of
Cadbury. “We have taken this precautionary step because our consumers are our highest
priority. We apologise for any inconvenience caused.’

Figure 2.2 Cadbury’s product recall
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called Cadbury’s telephone helpline and asked how many chocolate bars a person could
eat before facing a risk of Salmonella. The spokesperson answered, ‘As far as we have
been advised you have to eat in the region of 60 standard bars.” This response directly
contradicts the independent FSA, which argues there is no safe level when Salmonella is
present in chocolate. Cadbury’s UK Managing Director, Simon Baldry, also asserted, “We,
like the Food Standards Agency, have a common goal and that is to protect public health.
Our products are perfectly safe and we say that because of rigorous testing based on solid
science that we have done, therefore I can assure you these products are perfectly safe.’

In August 2006, Todd Stitzer, CEO of Cadbury Schweppes, publicly apologized for
Cadbury’s quality assurance lapses in an interview with the BBC, ‘We are truly sorry for
that, we acted in good faith all the way through, but we have caused customer concern,
and we apologize.”” The forlorn CEO used numerous public vehicles to publicly express
a belated apology; Figure 2.3 contains a message posted on the company’s website. The
company also asserted that it was stuck in a ‘regulatory catch 22’ because the industry
was self-regulatory, with insufficient safety protocols, which caused concern.

But Cadbury also claimed it had changed the rules (Figure 2.4). The disparity of
opinion between the food safety regulators and the company about the appropriate
remedial action during the scare raised many serious concerns for stakeholders. Such
confusion could jeopardize consumers’ confidence not only in Cadbury and its brands,
but also in the statutory powers of government bodies responsible for food safety.

Ramifications of the Salmonella Outbreak

A tiny leak in a pipe had serious ramifications for the firm not only economically but
in terms of reputational risk. It cost the firm £30 million, which was budgeted into its
2006 annual report. More than £7 million was collected from the company’s insurance
policies, so the real cost was in excess of £37 million. The company also set aside £5
million for a marketing communications campaign to rebuild consumer confidence. The

UK PRODUCT RECALL: A MESSAGE FROM TODD STITZER
August 2, 2006

Quality has always been at the heart of our business but the quality assurance process
we followed in the UK has created concern about this in the eyes of our consumers.
Although we have acted in good faith throughout, we have caused concern and for that
I sincerely apologize.

I have instructed that changes to our manufacturing and quality assurance processes
should be made so that this occurrence cannot happen again. We are now moving
forward and are focused on delivering the very best confectionery and some great new
products for our consumers this autumn.

The last few weeks have without doubt tested the strength of our relationship with our
consumers and customers and the resilience of our colleagues. I'm grateful to our
consumers and customers for their patience and loyalty and I'm grateful to our
colleagues who worked nights and weekends to respond.

Figure 2.3 Cadbury’s apology?
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April and October 2002 Company discover traces of Sal/monella in product range but does not recall
or report the incident to the statutory governmental agencies.

January 20, 2006 Cadbury discovers Salmonella traces in its chocolate crumb factory.
Contamination originated from a leak in pipe carrying waste water from
cleaning machinery to the production line.

March 2006 HPA starts tracking the national increase of Salmonella Montevideo in the
UK.

June 19, 2006 FSA learns of the Salmonella contamination in Cadbury products.

June 21, 2006 FSA requests Cadbury to issue a full recall, in the interests of public safety.

June 22, 2006 Cadbury issues a recall of seven brands.

June 23, 2006 Recall begins.

June 23, 2006 FSA documents say Cadbury posed unacceptable risk to public, ‘All requests

for information (to Cadbury) have to be reinforced.’

June 30, 2006 Documents supplied by Cadbury reveal that the same factory was infected
with salmonella in April 2002.

July 3, 2006 FSA expert advisory committee criticizes Cadbury's product safety system as
unreliable, out of date, and underestimating the likelihood of salmonella
contamination. It also states that Cadbury did not conduct appropriate
modern risk assessments of Sa/monella contamination.

July 6, 2006 Representatives of the FSA, Cadbury and the Herefordshire council meet at
the plant to discuss remedial actions. Cadbury enforces only a positive
release system.

July 21, 2006 Salmonella Montevideo National Outbreak Control Team (OCT), comprising
representatives from the HPA, FSA, Department of Food, Agriculture and
Rural Affairs and local authorities concludes that Cadbury was the likely
cause of the Salmonella outbreak that infected 180 people.

August 2, 2006 Chief executive Todd Stitzer announces he expects full-year cost of recall to
be £20 million.
August 15, 2006 FSA announces intention to give money to a council investigating

salmonella at Cadbury factory.

February 12, 2007 Cadbury issues further recall of several product lines due to a labelling error
for a selection of Easter products that failed to carry warnings about potential
nut allergies.

February 21, 2007 Cadbury Schweppes plc announces profits of £909 million, down 7 per
cent from previous year. Market share remains steady. The scare cost the
firm an estimated £37 million, £7 million of which was recovered by
insurance policies.

July 17,2007 Cadbury pleads guilty and is fined £1 million by a Birmingham
Magistrates Court and Herefordshire Council.

Figure 2.4 Crisis timeline
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recall cost the firm underlying profits of between £5 and £10 million. Despite these losses,
UK revenues for Cadbury increased by 1 per cent. The timing of the recall minimized the
impact; it was at the height of a torrid heat wave, when demand for chocolate was very
weak, so customers barely noticed the recall, and retailers were not unduly concerned.

Possible civil claims and regulatory actions based on environmental health laws
could have been taken against Cadbury, with costly ramifications. Cadbury thus faced a
barrage of litigation claims from victims of the Salmonella outbreak. Solicitors’ websites
offered free legal advice, such as, ‘Do you have a claim? If you or someone you know has
been affected by Salmonella atter consuming Cadbury’s products, or any infected product,
seek free legal advice immediately. Visit our product liability section.”” One possible
claimant emerged in the national newspapers. A 62-year-old woman from Northern
Ireland believed she fell victim after eating a Cadbury Caramel bar. She spent 5 days in a
hospital’s isolation ward with severe food poisoning. The company also faced litigation
from government authorities because it had not informed them in time and pushed
delays in issuing the recall. The FSA vigorously critiqued Cadbury’s slowness in providing
information about the incident. The reverberations of this event may lead to increased
governmental scrutiny, fines and further amplified media exposure of this unsavoury
affair, which could jeopardize Cadbury’s reputation.

ACNielsen market researchers indicate that demand for chocolate declined by 5.5 per
cent in the third quarter of 2006, attributed to both the record-setting warm temperatures
and Cadbury’s recall. The company’s stock price dropped due to financial irregularities in
its Nigerian subsidiary; the CEO and chief financial officer had fled the country, a debacle
that cost the firm £53 million. The Salmonella scare also had global ramifications, affecting
product sales in Ireland, Malaysia, the United Arab Emirates and Singapore. Malaysia issued
a product recall; Singapore undertook precautionary checks and quarantined inventory to
await inspection. In 2006, Cadbury Schweppes reported revenue growth of 4 per cent but
profits down 7 per cent.!'® The company also dropped from third to ninth in the ‘Most
Admired’ poll, evidence of the negative effects on Cadbury’s reputation. The embattled CEO
complained that, ‘People want to focus on the negative when the bullets are flying."!! The
company now insists that no product will be sold unless it passes rigorous Salmonella tests.

In February 2007 more troubles occurred for Cadbury, when it recalled a suite of Easter
chocolate products because of a failure to warn allergen suffers of nut contents on the
packaging. Brands such as the Cadbury Creme Egg were affected by the recall, and Cadbury
was severely castigated in the press for another lapse in food safety protocols. The products
themselves were safe for consumption; however, they posed a risk to consumers allergic to
nuts, a potentially fatal allergy that means sufferers cannot eat any products that contain
traces of nuts or that are manufactured on productions lines that might contain traces of
nut. The failure could have been catastrophic for Cadbury, as such products aim almost
exclusively at children. Once again, Cadbury hit the headlines for all the wrong reasons:

We're concerned about consumers with nut allergies. We’ve largely gotten the inventory back;
we’re stickering the packs. Some of you may have seen some of the stickered packs out on the
shelves today. We think it will have an immaterial impact on our financial performance. Given
the late Easter, we're turning around the whole thing so that we’re back on shelf pretty quickly.
So I don’t think that’s a big deal.

— Todd Stitzer, CEO Cadbury Schweppes'



Cadbury’s Salmonella Scare 23

The bad press continued, with more sound bites about the crisis released to the media.
With the media spotlight on ‘the nation’s favourite’ chocolate, the company suffered
more intense scrutiny from its key stakeholders — consumers, the media, investors, and
local and national government agencies. Politicians castigated the company in the
UK Parliament for failing customers, and claims of a corporate cover-up were issued.
The political pressure led to more investigations of the Salmonella outbreak, as well as
a possibility of litigation. The scare was widely publicized in traditional media, online
discussion boards and Internet blogs, which damned Cadbury’s response and handling of
the Salmonella scare (see Figure 2.5 for some sample editorial coverage).

Cadbury pleaded guilty to nine health and safety charges, including distributing
unsafe chocolate to the general public and failing to inform authorities, in July 2007.
In two separate rulings from the Herefordshire Council and a Birmingham Magistrates
Court, the company was fined in a excess of £1 million. Specifically, it was fined £700 000,
plus £52 000 in costs, in relation to the Birmingham charges, then fined £300 000, plus
£100 000 in costs, for the Herefordshire charges.'® The guilty plea meant the company

‘Poisoned Choc Firm Bosses Could Face Massive Fines’ — The Sunday Mirror

‘A million “‘food bug” chocolate bars taken off shelves’ — The Times

‘Meltdown! 1m choc bars recalled over salmonella alert’ — The Sun

‘Chocalert; Cadbury Ordered To Recall Imillion Bars...But Why Did It Take 5 Months?’ — The Mirror
‘Million chocolate bars withdrawn over salmonella’ — The Independent

‘Salmonella alert: Boss of Cadbury under fire’ — The Sunday Express

‘Chocolate bug cases spread’ — The Sunday Times

‘Cadbury needs its sweet image to shrug off the bad publicity’— The Daily Telegraph

‘Salmonella scare: Chocolate may have poisoned more than 40: Watchdog says Cadbury's should have
acted earlier: Contamination caused by leak of waste water’ — The Guardian

‘Chocs away: One million bars recalled after salmonella contamination’ — The Guardian

‘Salmonella chocolate still on shelves; Food Safety: Recall; Cadbury’s reputation is on the line as it comes
under fire for dragging its heels over a bug discovered months ago’ — The Sunday Herald

‘Unwrapped; How a leaking pipe poisoned Britain’s favourite chocolate. Cadbury denies a cover-up, as
millions of chocolate bars are removed from the shelves six months after contamination was detected’
— Independent on Sunday

‘Cadbury facing legal action: Consumer backlash catches chocolate giant by surprise as questions grow
over health alert delay’ — The Observer

‘Cadbury’s scare: Three in hospital’ — The Daily Mail

‘Cadbury salmonella alert has spread to 30 products’ — The Daily Mail

‘Cadbury’s safety checks “unreliable”’— The Guardian

‘Cadbury’s “knew of bug” four yearsago’ — The Times

‘Revealed: watchdog’s damning verdict on Cadbury’s over salmonella scare’— The Independent
‘The secrecy that left a bad taste in the mouth and spoilt a reputation’— The Sunday Express

‘Cadbury fined pounds Im for poisoned chocs’— The Mirror

Figure 2.5 Typical news coverage of Salmonella scare



24 The Crisis of Food Brands

avoided a lengthy courtroom drama and minimized the potential for other damaging
evidence being exposed to the media. Although it was a large punitive fine, the figure is
of small consequence to the future heath of the company. This strategy of limiting the
potential of further amplification of the crisis ensured that the Salmonella scare story
was not prolonged in the media spotlight. In responding to the ruling, the company
apologized for the incident and added that it had changed its production systems, such
that ‘the processes that led to this failure ceased last year and will never be reinstated’.!*

In 2006, company profits fell, after accounting for one-oft costs such as the Nigerian
accounting scandal and the Salmonella recall. The UK market share for December actually
grew by 2 per cent. Share remained at 34 per cent of the UK chocolate market, the same
figure as in 20035, prior to the crisis. Sales for the Dairy Milk brand fell by 2.5 per cent in
2006, according to ACNielsen. However, in February 2007, Cadbury Schweppes reported
that sales of Cadbury in the UK had returned to the level prior to the recall. It seems that
the Cadbury brand weathered the storm successfully.

Cadbury put its long-term reputation at risk in a calculated gamble. If the food
poisoning incident had created greater loss, anguish and dread among customers, it would
have caused a mass furore that could have decimated the brand. The company would
have been seen as putting profit before the public’s health. The voluntary recall may also
have amplified concerns unnecessarily amongst the general public. In summary, Cadbury
was very lucky on a number of fronts - timing, severity of impact, lack of relentless media
scrutiny and brand strength — which helped insulate the company from the impact of
the crisis. The crisis management strategies deployed by Cadbury jeopardized a trusted
and beloved brand, and the lack of transparency and timeliness in handling the crisis
led to greater media and governmental scrutiny. But what can be learned from this
controversy?

Lessons of the Cadbury case

This episode raises some very interesting questions and lessons in relation to crisis
management within the food industry. By its very nature, the food/agricultural sector is
exposed to various risks, some of which increase to the level of full-blown crises. Almost
any company in the industry could suffer a breakdown in its food safety protocols. This
case shows the need for companies to understand the nuances and dynamics of a food
safety crisis and the possible crisis communication strategies that might be deployed to
negate negative repercussions for the firm. Food companies can survive such an episode,
yet they must consider the variety of stakeholder communication needs, as well as the
short- and long-term ramifications of their crisis management response.

It is important to delineate the difference between an issue and crisis. Not every
incident should be viewed as a full-blown crisis. Issues are commonly misconstrued as
crises, but the definition is in the eyes of the stakeholder. If a food safety event raises dread
about consuming a product and makes it a risky purchase, demand may disappear. Crises
differ from standard issues, in that crises hyperextend the capabilities of the organization,
whether in terms of resource availability, executive decision making or resource usage.'®
Fink argues that a crisis occurs when an event creates closer scrutiny of the organization
by media or government, devalues the public image of a company, interferes with day-to-
day operational activities and affect the firm’s bottom line.'® The Salmonella scare created
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all these results at Cadbury. Issues thus can emerge into full-blown crises. A simple leak
in a production facility can snowball and jeopardize an entire brand. Issues between an
organization and its stakeholders arise frequently in the modern business environment.
Nonetheless, a minor issue often can be hyped into a frenzy as a result of sensational
media coverage that raises public awareness of an issue and influences public perceptions.
Media have a vicarious appetite for obtaining newsworthy material, so any material that
is somewhat controversial, with conflicting points of interest, liable will be publicized
therein. This likelihood increases the visibility of crises in the public domain. Companies
must develop communications strategies that contain an issue, not amplify a crisis.
However, if a company appears to act in a manner that jeopardizes stakeholder interests,
the future repercussions could be severe.

Issues arise when one or more individuals attaches significance to a perceived problem
or situation.!” Alla company’s stakeholders could be affected by a crisis and become victims,
suffering financially, mentally or physically as a result.!®* When a crisis breaks, affected
stakeholders and the general public seek information on its cause and the responsible party.
By their very nature, crises require organizations to communicate with their stakeholders,
providing detailed and accurate information about causality, prognosis and rectification
strategies. Stakeholders’ expectations of a company’s communications activities increase
during a crisis event.” These stakeholders need more and better information about how
the crisis event affects their interests. A crisis event also requires an extraordinary effort
to identify and communicate with all potential stakeholders who may be affected.?® The
company should consider the informational needs of all affected stakeholders, including
shareholders, employees, government authorities, suppliers, retailers and, above all,
customers. Each of these stakeholders will use a different lens to evaluate a company’s
organizational response. Shareholders will be concerned about legal liability, retailers
about out-of-stock situations and category impacts, government authorities about the
public good and possible contravention of regulations, and customers will be concerned
about whether the product is safe for consumption. Companies must ensure crisis
communications strategies that meet the informational needs of their stakeholders to
minimize the impact of a crisis.

This case demonstrates that crises have lifecycles that can be prolonged or shortened
depending on the managerial reactions to the crisis. Theories of crisis management
typically craft crisis lifecycles that begin with normality and end in normal operations.
As Siomkos and Kurzbard note, crisis management involves the complex realms of
perception, understanding and abatement.?! Stakeholders’ attitudes are shaped not only
by crisis events but also by their pre-existing attitudes and the impact of the crisis after it
terminates.?? Crisis communications management should not been seen as dealing solely
with a triggering event in isolation but rather as a key component in holistic reputation
management. Crisis patterns are problematic, in that a crisis does not follow a clear
predictable path due to its inherent unpredictability and contextual variables.

This crisis case study should not be viewed as a panacea for how to manage a crisis
effectively, though notable lessons emerge. The crisis communication response strategies
adopted by Cadbury were fraught with risk and could have been extremely detrimental to
the brand. Standardized crisis management tactics dictate the need for timely, open and
credible communication strategies with all affected stakeholders. This case demonstrates
that the firm was less than forthcoming about the problem, and much of its reaction
was measured, to curtail legal liability and further media amplification. The firm pleaded
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guilty to charges to ensure that the details of the debacle did not emerge for public
consumption, which would have harmed the firm even further.

Conclusions

This type of controversy points at critical systems failures within the firm, which could
have been severely detrimental to its future success and survival. Not only does a
controversy of this nature damage consumer confidence in a brand, it intensifies both
the media and legislative scrutiny of the firm and its management. In the event of future
crisis incidents affecting the firm, it severely curtails positive goodwill that stakeholders
might have exhibited toward the firm. A ‘small leaky pipe’ can have dire consequences.
In the event of such incidents, firms need to have effective business continuity planning
and crisis management plans in place.

The handling of this controversy also goes against the traditional rules for handling
a crisis, that is, being open, transparent, honest and quick to respond to the threat.
However, the newsworthiness of the controversy eventually diminished, and demand
continued as normal. Several factors helped alleviate the impact of the crisis, including its
timing, the relatively low numbers of people stricken by the food bug, and the company’s
reputation and once stalwart and pristine brand image. Some commentators would
argue that Cadbury’s handling of the scare was deplorable; others view Cadbury’s crisis
management strategies as appropriate, according to sales figures. Cadbury was extremely
lucky to survive this incident, as just one or two factors could have tipped the balance to
make it a complete catastrophe for the brand. This crisis case poses some very interesting
points that warrant further debate and discussion regarding how to handle a crisis that
affects a firm. Does a firm risk greater amplification of the crisis threat when it undertakes
typical prescribed crisis communication response strategies, or is best to operate under a
policy of intransigence? Every crisis should be put into context; other companies in the
same position as Cadbury may not have survived such a damaging scare.
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CHAPTER 3
Risk Communication and
Food Recalls
BY SYLVAIN CHARLEBOIS® AND LISA WATSONT
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Abstract

In this chapter, we propose a framework for the analysis of risk communication and a list
of recommendations to provide a new direction for industry pundits and policymakers.
Specifically, we will present a conceptual model of risk communication; understand how
risk communication efficiency can be enhanced by better accounting for the role of socio-
political units; suggest how risk assessors should consider knowledge as a commodity;
and, finally, present six recommendations for risk communication.

Risk Communication

It is widely accepted that consumers have a richer and more multifaceted definition of risk
than do experts.! Risk perceptions differ between consumers and experts as well.? With
regard to food safety concerns, regulators must cope with these perceptual asymmetries,
particularly when dealing with food recalls. Industry and government have mismanaged
public perceptions of potential environmental and technological health risks.® The risk
of a communication vacuum may result in escalating consumer unease and plummeting
credibility of authority figures. In addition, the lifestyle, expectations and tastes of
many consumers have undergone substantial changes during the past decade, and these
changes have had considerable impacts on food safety standards, practices and risk
communication strategies.
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The specific practice of interest in this study pertains to food recalls. Food recalls
have increased in the past 10 years in North America,* largely due to microbial outbreaks.
Manufacturers usually go beyond government standards, such as gaining ISO certification,
to ensure their food products meet and exceed compliance with health and safety
requirements.> However, the number of lawsuits is growing, and some argue that it is
only a matter of time before these trends spread.®

Insurance policies also are increasingly becoming a concern for the food industry.
Food packers and manufacturers have access to contamination coverage, but insurance is
not an industry standard.” In many cases, insurance also does not make financial sense.
For example, a $100 000 deductible may be required on a policy to cover one truckload of
produce, with an average market price of less than $20 000. Thus, food recalls remain the
preferred method for protecting the public and industry from microbial outbreaks.

AN INCIDENT

The September 14, 2006 recall of spinach drastically lowered the share price of spinach.
The US reported an outbreak of E. coli 0157:H7 illnesses, later found to be associated with
the consumption of bagged fresh spinach. The Canadian Food Inspection Agency (CFIA)
followed with its own public advisory on September 15, 2006.8 More than 200 consumers
were hospitalized in over 26 states and some provinces in Canada. At least three direct
deaths were reported in the United States. Even though food recalls usually have only a
marginally negative impact on commodity prices,’ the September 2006 recall wreaked
havoc on the spinach farming industry. Sales fell significantly, down by more than 15 per
cent 6 months after the outbreak.'®

The CFIA is the main regulatory agency responsible for food safety in Canada, similar
to the Food Safety and Inspection Service of the US Department of Agriculture. A recall
requires removing the affected product from the market and encompasses all tiers of
the affected product distribution system.!' Food recalls in the US and Canada can be
either mandatory or voluntary. A mandatory recall occurs declared when the Minister
of Agriculture believes, on the basis of reasonable grounds, that a product regulated
by the CFIA poses a risk to the public, as specified by Section 19 of the Canadian Food
Inspection Agency Act (1997). A voluntary recall is initiated and carried out by the recalling
firm, without ministerial order. Public warnings (that is, Health Hazard Alerts) are issued
for recalls that require recall of a product to the consumer level. The US regulations
for agricultural products, governed by the US Department of Agriculture (USDA), are
somewhat similar to those in Canada. Most recalls are voluntary, with a great emphasis
placed on the performance of plant managers in the industry.'? In September 2006, most
spinach bags available to consumers had been packed by California-based manufacturers,
which voluntarily recalled all their spinach products.'?

This study attempts to measure consumers’ perceptions of the latest food recall of
tainted spinach. We attempt to understand the relationship between food recalls and
food safety perceptions. In addition, we provide some policy directions for food industry
pundits and policymakers regarding how to establish more efficient risk communication
strategies in the future. To reach these objectives, we first present a conceptual model of
risk communication that depicts the roles of risk assessors and risk makers/takers in an
aggregate environment. Next, we present empirical results from a survey. Supported by
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the conceptual framework and empirical findings, we offer some recommendations for
practitioners and policymakers involved in food safety practices.

Risk Communication: A Model

Most linear risk communication models appear flawed, in light of their failure to consider
audiences and additional holistic issues.!* Furthermore, risk may be socially constructed,
which implies that social systems can help bridge the gap between risk assessment and
risk communication.!s

The model we present in this chapter (Figure 3.1) suggests not only that risk
communication relates to myriad levels of discourse, both within and outside the food
industry, but also that risk is socio-politically constructed. In the model, social and political
rules converge into one force that influences the distribution of power and dependency
amongst nations and food safety regulators.!® Insofar as it is possible, all socio-political
issues should be explicitly considered and integrated in considerations of food safety
crises.'” Socio-political considerations also are key in food safety because the basis of
many food safety recalls and alerts is an influence external to the industry.'®

RISK ASSESSORS

Food safety regulators, labelled as risk assessors in Figure 3.1, are mainly concerned with
the interface between the social and political units or agents of the market itself. Risk
assessors are units and individuals linked to food safety structures and processes. Risk
communication is socio-politically charged because it raises issues about access (or lack
of access) to information, self-interested behaviour, legal interpretation, community and
property rights and persuasion.!” Even at its most basic, risk communication invokes a
tangle of complex ethical issues.
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Social and political units in a global system attempt to control their environment and
reduce uncertainty.?’ Global food safety systems extend the scope of markets beyond the
borders of a single organization or a distribution channel to become regional, international
or global in nature. With regard to food safety, external agents have great influence over the
socio-political units of a given nation. Within global food safety systems, socio-political
structures are defined by patterns of power and dependence relations amongst socio-
political units. One given unit may exert more power over another with similar functions
and responsibilities that is located in another region of the world. The environment
confronts socio-political units with both dependency and uncertainty.?! Dependency is
created by the lack of alternatives or resources.

Nations tend to grant asymmetrical decision-making power to risk assessors, which
insufficiently accounts for the complex socio-political production of risk. Risk assessors
apply policies prescribed by political authorities, whether domestic or abroad. Domestic
policies tend to have more weight for food safety regulations than do foreign policies,
though recently increased global food trade has shifted the power balance. Specific
incidences such as mad cow or foot-and-mouth disease are good examples. Regulatory
agents or risk assessors that consider risk an exclusively empirical phenomenon may
be regarded with suspicion or perceived as impersonal organizations that hide value
judgments behind incomprehensible jargon. Values have a great impact on the technical
choices of risk assessors. The inclusion of particular value assumptions depends in part on
whether the question at hand is inherently or conditionally normative.??

Risk perceptions differ due to differences in values and experiences among consumers,
and attitudes and social norms influence the perception of hazards and how consumers
make preparedness decisions.?* Value judgments get applied during the active assessment
of risks. For consumers, the crucial element of risk communication is a dynamic process
thatencourages transparent dialogue and debate among stakeholders. Risk communication
should be free of value assumptions, to the greatest possible extent. Risk communication
processes also should allow risk assessors to adapt to the values expressed by consumers.
Finally, risk controls provide current practices to monitor and manage risks domestically
and internationally.

A risk communication strategy is designed on the basis of the outcomes of a risk
assessment. Factual and perceptual risks get considered simultaneously. On the basis
of factual evidence, risk assessors try to reduce ambiguity, anxiety and uncertainty by
normalizing incidences.?* A risk communication approach that considers factual risks
only employs scientific evidence, in which case the answers that the method offers, the
answers that scientists seek, and how scientists perceive the nature of resolution becomes
a value commitment. The role of science-based risk assessment and communication in
policymaking is noteworthy, that is, as the long-established model that is essentially
probabilistic and thereby quantifies risk levels. This notion of risk provides an aura of
objectivity to scientifically-based public policy.

Government announcements about risk that only use scientific language may not
appear trustworthy though, as was the case with the Bovine Spongiform Encephalopathy
(BSE) outbreak in the UK.? Attitudes towards uncertainty can be either implicit or explicit.
Public authorities often do not address uncertainty about food safety because they fear
overreactions by the public.?® Many authorities’ general tone in risk communications
therefore is reassurance, employed in part because of their fear of general public dismay
toward food supplies. Authorities thus may patronize the public regarding their assumed
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inability to cope with uncertainty. A scientific approach to risk communication is linear,
with simple causes and effects, known as the technocratic approach.?” A factual-based
message thus is broadcast in a one-way relationship between experts and consumers.
Within this paradigm, risk assessors intend to educate and influence consumers with
regard to risks.

CONSUMERS AND RISK

However, public conception of risk is more nuanced. Consumers are not exclusively
irrational or emotional in times of calamity; rather, people tend to view risk along a
wide spectrum of emotional and intentional responses, such as anxiety, vulnerability and
feelings of uncertainty, security or well-being.?® Crisis events heighten risk perceptions
and shape future behaviour in response to risk.?’ For risk assessors, the focus should be on
perceptual risks in addition to factual risks. As is the case for factual risks, perceptual risks
may be quantifiable and predictable.

By studying information dissemination, we address not only the extent of disclosure
but also what gets disclosed and the means of that disclosure.**> When information
dissemination is excessive, it may cause the unintended effect of cognitive shutdown
in the audience and thereby reduce protective responses.3! A robust risk communication
strategy must identify fields of intersection among government, industry, media and
experts in the context of risk perception and science. Information dissemination should
cater to both risk makers and takers.

RISK MAKERS

Risk makers are those who manufacture risks, usually organizations and individuals
engaged in food production and processing. Consumers are rarely considered risk makers,
but they should be. Manufactured risks are products of human activity in general rather
than specific subgroups.3? Risk takers usually assume the risk of purchasing and consuming
food produced by the risk makers; they lie on a continuum between being risk taking and
risk averse. Those who are risk taking do not fear pain or failure and are willing to take
chances to gain benefits. Those who are risk averse are more cautious and avoid taking
chances. Again, risk takers can include both consumers and organizations. The number
of risk makers and takers varies by the scope of the risk communication strategy, which
may be localized or internationalized.

Collaboration within a community can lead to a more efficient risk communication
strategy, because the community agrees on an interactive process among risk assessors,
makers and takers/avoiders according to their shared rules, norms and structures. These
shared values may differ depending on the particular power-dependence forces that
affect socio-political units within the community. The primary role of risk assessors is to
maintain positive discourse about hazards with risks makers/takers.

By considering risk as a socio-political construction, knowledge production becomes
implicit and included in the process. Two corollaries relevant to risk scholarship are
evident. First, the gap between risk assessment and risk communication is eliminated,
because the organic nature of this approach includes all socio-political units involved.
Second, rather than considering consumers as passive audiences disconnected from
decision-making processes, this approach involves the exchange and collaborative
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generation of knowledge, which improves the public policy, risk control procedures and
value judgements that underlie risk communications. Because knowledge is a collection
of perceptions agreed upon by a community, it becomes a commodity accessible to
everyone, which addresses uncertainty and makes shared trust the dominant sentiment
in the exchange.*

The model presented here highlights the multifaceted nature of consumer risk
behaviour. Risk communication adapts technical communication to the realm of civic
discourse. If regulators or risks assessors fail to build a communication bridge between
themselves and risk makers/takers, undesired outcomes may occur. For example,
consumers may not engage in the self-protective behaviour necessary to reduce personal
or group vulnerability to a risk, because personal experience likely affects not only
the recognition of risk itself but also the intention to engage in those self-protective
behaviours.** An overoptimistic bias, or the unfounded belief that one’s own risk is lower
than that of others, also can become a significant barrier to self-protective behaviour.* For
risk communication to be efficient, risk makers/takers must be receptive to risk assessors,
but if people believe that a risk poses little or no threat to their well-being, they are
less likely to seek information or attend to risk communication.*® Grobe, Douthitt and
Zepeda indicate that responsibility for the health of others is a greater motivator to take
action than responsibility solely for oneself.?” Risk communication strategies therefore
should recognize the intertwining and active roles of consumers and their communities
in risk perception.

In the next section, we present the methodology and findings of a survey conducted
following the spinach food recall during fall 2006.

Methodology

This study attempts to test the effects of information dissemination on risk taker
perceptions and behaviours, resulting from the spinach food recall during fall 2006.
The study findings suggest some recommendations about relevant aspects of our risk
communication model.

We employed a survey method and developed the instrument in two steps. First, we
reviewed more than two dozen publications (for example, British Food Journal, Food Policy
and Journal of Public Affairs) to learn about previous surveys of consumer attitudes about
food recalls. Second, we undertook a questionnaire design to maximize response ease and
encourage completion. To this end, the instrument consists of nine items and should take
no more than 5 minutes to complete. We also made appropriate changes on the basis of
comments from a pre-test group, prior to data collection.

Unless indicated otherwise, the survey questions employ bipolar (yes/no) scales. The
first two questions ask whether the respondent had heard of the September 2006 spinach
recall and were aware the recall had finished. Respondents who had not heard of the recall
then simply completed the three demographic questions at the end of the survey. Next,
respondents who had heard of the recall indicated if they had spinach in their homes at
the time of the recall and, if so, if they had thrown it away. The fifth question asked these
respondents to rate how their perception of the safety of spinach had changed since the
recall, on a five-point scale of safer, just as safe, slightly less safe, somewhat less safe, and
much less safe. After the respondents indicated whether they had eaten spinach since the
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recall, they noted their age group (younger than 15, 15-24, 25-34, 35-54, or 55 years and
up), gender and whether they were the primary household grocery purchaser.

Respondents to the survey, conducted in classes at the University of Regina in
Saskatchewan over an 8-day period in March 2007, 6 months after the recall occurred,
included 839 part-time and full-time students. Although the demographics therefore
skew toward a younger age group, we take this bias into account in our analysis. In our
sample, 51 per cent of the respondents were women, and more than 90 per cent have a
university education.

Some limitations affect the findings from this survey. First, the respondent pool
reflects a convenience sample and may not represent the total Canadian population.
Second, we did not screen for food taste biases, so consumers who do not eat spinach also
appear in the survey. We chose to include these consumers in the sample because some
may purchase spinach for other household members. Third, the survey was conducted 6
months after the recall was issued. Individual differences in long-term memory among
respondents thus may have influenced the results.

Results

Descriptive statistics show that 75 per cent of risk takers sampled had heard of the
September 2006 spinach recall, yet only 57 per cent of these respondents knew that
the recall had ended. This percentage seems sizeable, considering that the recall ended
in November 2006 and the survey was conducted approximately 4 months later. These
findings therefore indicate that the CFIA, as risk assessor, was effective in disseminating
information about the initial recall to the public, but it appears to have been unsuccessful
in following through with relevant updates. The CFIA’s methods of communicating with
the public therefore require re-evaluation.

RECALL INERTIA

Another somewhat disturbing finding indicates that of the 25 per cent of respondents
who knew about the recall and had spinach in their homes at that time, only 53 per cent
threw it away, whereas 47 per cent did not, indicating a surprising lack of concern about
safety. Of those who threw away their spinach, 77 per cent reported having eaten spinach
since then, indicating that the recall did not diminish their perceptions about the safety
of spinach. Furthermore, the respondents’ perceptions of the safety of spinach were not
significantly changed by the recall. Fifty-eight percent reported believing spinach to be
just as safe as or safer than before the recall, and another 21 per cent believed it to
be only slightly less safe. Only 14 per cent of respondents who knew about the recall
perceived spinach as somewhat or much less safe than before the recall. These results
were particularly unexpected, given the level of media attention focused on the more
than 200 people who were hospitalized as a result of the tainted spinach. This result may
suggest that different methods of communicating risk are required to ensure that risk
takers’ perceptions of risk match the factual risks.

Social marketing literature demonstrates that young consumers tend to consider
themselves impervious to harm,*® which warrants further examination of the sample
demographics’ influence on our findings. According to an ANOVA, gender and age
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have significant main effects on consumers’ perceptions of spinach safety. Consistent
with previous findings, women and older consumers are significantly more concerned
with spinach safety than are men and younger consumers. Although serving as the
primary grocery purchaser for a household does not significantly influence food safety
perceptions, older women traditionally play such care-giving roles. As Grobe, Douthitt
and Zepeda indicate,* our findings may suggest that responsibility for the well-being
of others is a greater motivator to take action than when simply being accountable for
oneself. However, results are not conclusive in this case.

We conducted a regression analysis to determine which factors had a significant
impact on risk takers’ perceptions about the safety of spinach. Knowing about the recall
was not enough to have a lasting effect on safety perceptions. Four variables explained 26
per cent of the variance in respondents’ spinach safety perceptions: whether they threw
spinach away after the recall, whether they had eaten it since the recall, age categories
and gender. Consistent with our intuitive logic, risk takers who had thrown away spinach
and had not eaten it since were more likely to show risk aversion and be concerned
about its safety. Consistent with previously reported ANOVA results, being older and
female are indicators of risk aversion. Thus, young, male respondents are more likely to
demonstrate risk-taking tendencies. This finding supports the previous suggestion that
different communication methods may be necessary to ensure that risk-taking risk takers’
perceptions better align with factual risks in food recall situations.

Inspired by our conceptual model and the findings of our empirical survey, we next
discuss some practical implications for the future of risk communication.

Discussion

Even though our sample is not representative of the general population, our findings show
that the CFIA successfully communicated a health hazard alert about American spinach
to the public. Respondents also are not fearful about the safety of spinach since the recall.
The data show that consumer confidence in the safety of food is fairly high, consistent
with existing food safety literature.*® Consumers seem to trust food supply chains, and
though food has never been safer in Canada, the scope of each recall is becoming more
and more difficult to manage. Enhanced surveillance techniques, demographics, increased
potential for distributing contaminated food through mass production technology and
many other contributing factors help explain the increasing number of food recalls.*!

However, as a risk assessor, the CFIA failed to nurture an interactive and effective
relationship with the risk taker subgroup. Overall, consumers seemed unresponsive
to the food recall: Many who had spinach did not throw it out after the recall, and
many did not know that the recall had been over since November 26, 2006, 4 months
before the survey. This evidence leads us to suggest that the CFIA and industry officials
should engage in fostering a more sustainable relationship with consumers through more
effective communication.

THE MEDIA

In recent years, the CFIA has built rapport with the media, but the results of this
cooperation have been mixed. Our findings suggest that the CFIA neglected consumers
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by failing to keep them informed. Although the media has focused on food recalls of
late, its reporting focuses much more on potential dangers than resolutions. The spinach
recall serves as a case study for disseminating an advisory through the media, and we
have evidence that most Canadians knew about the recall. But the level of information
flow between the CFIA and media is uncertain, as is the media’s interest in disseminating
follow-up information about food recalls after the initial danger has passed.

THE SCOPE

On the basis of our theoretical model and survey, we present some recommendations for
encouraging more desirable outcomes from the practice of risk communication.

Recommendation 1: Global food safety systems should represent the scope for accurate risk
assessment.

Global risks are viewed much differently today than in studies of preceding decades,
because risk assessment has progressed from dealing primarily with risks inside one
organization to an approach that analyzes the broader strategic objectives of an
organization. Perhaps the most obvious changes involve the scope of risks addressed and
the increased sophistication of food distribution systems employed by risk makers/takers.
Increasing public distrust and reduced consumer confidence in food safety may have
adverse economic effects on the food industry, as well as on national and international
economies at the aggregate level.

SOCIO-POLITICALLY CONSTRUCTED RISK

The establishment of new regulatory bodies and national food safety agencies around the
world makes trade and the establishment of food safety standards more sophisticated and
inclusive of various social voices and interests. Hence:

Recommendation 2: Both risk assessors and risk makers/takers should recognize that risk is socio-
politically constructed.

The power and dependence balance between social units should be considered in the
design and implementation of a risk communication strategy. Power is a relational concept
inherent to any exchange between social actors. Social systems should also be considered.
Historically, food has been an ingredient of power and weaponry in international trade.*?
Countries that are self-sufficient in their food production are less likely to depend on
other countries and tend to profit from the food reliance of their foreign trading partners.
However, many governments, both historically and recently, have resorted to stringent
food safety policies that arguably represent protectionist policies. Domestically, the
power and control schemes of socio-political networks produce conflicting or cooperative
relations amongst stakeholders, which means that risk assessors must consider where the
power lies in an industry and who is dependent on whom. Because of the primacy of
socio-political forces, which are constantly in flux, risk assessment is a dynamic process.
What is true one day may not be the next.
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FACTUAL VERSUS PERCEPTUAL RISKS

Evidence indicates that firms with multiple locations, which require more resources,
perform worse than single-plant firms during food recalls. A greater awareness of socio-
political networks may aid the CFIA in assisting industry to manage its food recalls without
requiring supplemental resources. Risk assessors should become the centrepieces of an
information-sharing network, though not necessarily the exclusive locus for information
dissemination and food science.

Recommendation 3: Factual and perceptual risks should be considered concurrently in the process
of establishing a risk communication strategy.

INFORMATION DISSEMINATION

Science provides a body of useful and verifiable knowledge, despite the uncertainty
that pervades the interpretation of scientifically derived observations. By necessity,
scientists work in conditions of uncertainty and scepticism. They tend to be at ease with
uncertainty, which becomes an issue when they must communicate science to the public,
industry, media and government. Not everyone copes equally well with uncertainty,
which may lead to founded or unfounded fears. These perceptions should be addressed
when communicating with these stakeholders. Risk assessors must deal with both fear
and risk in a synchronized fashion.

Recommendation 4: Risk assessors should develop direct communication channels for information
dissemination.

Because many respondents in our survey knew little about what happened after the
initial recall, we note some concern that consumers make decisions without understanding
the risks involved. Risk assessors should account for this gap in consumer awareness by
relying on other communication channels, such as advertisements and public relations.
Judicious strategies to communicate risks to consumers are vitally important as means
to educate the public about the complexities of modern food distribution channels.
It is not the quantity of recalls that will matter in the future but rather the quality of
the relationships risk assessors nurture with their environment and, most important,
with consumers. Risk assessors must pay careful attention to how they communicate
risk instead of focusing entirely on the message itself. Better collaboration with food
retailers, consumer-friendly websites, and newsletters may help risk assessors build new
communication channels. These channels must remain flexible because the human
mind, unfortunately, is not.

MEASUREMENTS

Recommendation 5: Apply strategies to measure risk makKers’/takers’ behaviours and
perceptions.

What information do risk makers/takers expect from risk assessors? What do the risk
makers/takers currently believe? Do risk assessors have the resources to communicate
the message? Risk assessors should address these issues, because the demands of external
stakeholders are likely to continue expanding in response to globalization and increasing
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consolidation in the food industry. Risk assessors also must convert the data gained
from these types of investigations into practical knowledge. Active communication
effectiveness, openness, transparency, action demonstration efficiency, fear treatment
efficiency, effectiveness of sources used, context and the effectiveness of enabling self-
responsibility are some of the variables that should be considered in measurement
efforts. The relationship between consumer confidence and consumer behaviour also
should be incorporated in the analysis. But to capture dynamic consumer perceptions
and behaviours with regard to the safety of food products, a longitudinal approach is
required. For ethical as well as practical reasons, these measurements and surveys should
not be conducted by risk assessors themselves. An independent and impartial agency
should be created to introduce greater neutrality into these studies.

For example, the BSE crisis in Britain led to the creation of the Food Standard Agency
(FSA) in 1999. The main objective of this agency is to protect the public health from
risks that may arise from the consumption of unsafe food and otherwise to protect
the interests of consumers in relation to food. The agency is managed by consumers
and reports directly to parliament. The FSA carries out its mandate of transparency by
making all information readily available through mailed bulletins and through the use
of innovative communication channels, such as user-friendly websites. Moreover, the
agency appears to distinguish between theoretical and real risks, which reduces unfounded
public uncertainty and improves communication and trust between risk assessors and
risk makers/takers.

KNOWLEDGE AS A COMMODITY

Recommendation 6: Knowledge is a commodity that can be produced by risk assessors, makers
and takers.

Although the spinach recall was imposed on the produce coming from only a few
farms, it affected an entire industry for months. Following the recall, some consumers
demonstrated self-protective behaviour by consuming less spinach, which explains why
sales of spinach were down in North America. For those spinach processors and packers
whose product was not at fault yet that still suffered a significant financial loss due to
consumer fear or mistrust, insurance recovery is unlikely.*?

Our call for increased stakeholder participation could take the form of consumer
advisory committees or consensus conferences. Agricultural crises should generate
a knowledge-enhancing process that includes the input of farmers, veterinarians,
scientists, policymakers, economists, consumers and sociologists, to name only a few
crucial perspectives.** A two-way dialogue between risk assessors and risk makers/takers is
essential in any effort to confront and reduce market uncertainty.

By recognizing that we do not have all the answers, we can produce positive outcomes
for risk assessors, given the connection between risk communication strategies and risk
makers/takers. Discourse should not be driven exclusively by scientific judgment but
also should absorb the personal insights that underlie normative assumptions. From this
perspective, risk communication becomes a web, a network or an inclusive process of
exchange. Because the range of assessment for food safety risk assessors in modern society
transcends the borders of any given nation, it is vital to recognize the differences in social
and political practices among the interconnected nations affected by risk.
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Conclusions

We all eat, so food risks affect us all. Inevitably, future food crises will reintroduce high
levels of uncertainty among the public and food industry. There is a need for greater
public participation and increased cooperation between the public and risk assessors when
addressing food safety events to mitigate the harmful effects of uncertainty. The public
often does not participate in these decision-making processes but rather is represented
by elected and industry officials who may be insufficiently aware of consumers’ interests
and concerns. Risk communication, or the process of honestly and effectively conveying
the risk factors associated with a wide range of natural hazards and human activities,
can be managed properly and thus foster mutual respect between stakeholders. In risk
communication, both international and national organizations that encourage dialogue
should be promoted to resist the adoption of a one-size-fits-all solution, in such a way
that enables municipal and provincial levels to ensure their particular needs are met.

Our goal for this chapter has been to present a conceptual model of risk communication
that suggests that risk assessors should interrelate more closely with their environment.
The findings of our survey suggest that risk communication efficiency can be enhanced
through better accounting for the role of socio-political units. It is also paramount that
risk assessment procedures consider knowledge as a commodity, produced and shared
among these units.

‘Knowledge is of two kinds. We know a subject ourselves, or we know where we can find
information on it.’

— Samuel Johnson (1709-1784)

This quote, from more than two centuries ago, remains applicable to food safety
and risk communication. The choice of this may be perceived as controversial, because
Dr. Johnson is usually associated with the Enlightenment, with its belief in scientific
progress and rational authority — values questioned by this chapter. Yet the framework of
international food trade has gone through innumerable changes in the past three decades,
and more developments are imminent. Westernized society has reached a key juncture in
its relationship to food supply and food policy, and both public and private risk assessors
seem to be failing to grasp the extent of the challenge. The state, the corporate sector and
society in general face difficult decisions. In food safety, public policy often lags behind
the restructuring that takes place in the food system and thus is often reactive. Food
manufacturers are driving the political agenda on food safety — arguably at the expense
of producers. Most industries adopt a productionist paradigm, focusing mainly on output
and trades and failing to synchronize production and consumption. Many agricultural
public policies around the world currently concur with this paradigm.

Food agencies worldwide offer appealing prospects, at least in theory, for maintaining
creative tensions in food governance between the establishers of food standards and the
measures that they implement.* In the meantime, more crises similar to the spinach
recall are bound to happen. The model and recommendations presented herein may
apply to modern risk communication strategies, but their empirical value for such an
implementation remains uncertain. Risk perceptions should be measured in the aftermath
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of future food recalls. In addition, measures of how much consumers value risks and
safety may become more valuable than ever for both professionals and policymakers.
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Introduction

The issue of food safety has become prominent in supply chains due to recent events,
including animal disease and human poisoning through food consumption. To counter
these problems, EU regulations have widened from food safety control measures in flows
of goods to include demands associated with information about foods, as well as the
traceability of both food products and consumer packaging. The focus of this chapter is
information about foods as a means to achieve safe, quality food supplies.

A single case study describes mackerel caught wild, processed in Norway, and then
distributed to Japan as a packed frozen product. This study was originally conducted as
an explorative quest with the general aim of providing an overview of the focal supply
chain. Empirical material also reveals some ethically pertinent issues and thereby suggests
a better understanding of the interplay between ethics and food supply, with a specific
focus on information about foods. Information represents a technical resource that links
actors to the physical supply of products and thus reflects actors’ perceptions of the
interaction between product supply and the technical flows of goods.

This study adopts a complete food supply chain perspective. The case starts with
the catch of fish at sea in Norway, follows the goods through production and logistical
and marketing activities in relation to distribution, and extends to their final sales in
restaurants or retailers in Japan. This study also considers the societal and environmental
contexts of the supply chain. The aim of this ethics-based research approach is to provide a
greater understanding of the ethics of food supply, especially as it pertains to information
about foods in a fluctuating and therefore often incomprehensible context.

Literature Review

This section provides a frame of reference and the foundation for collecting and analyzing
the data.

FOOD PRODUCTS, SUPPLY AS SYSTEMS AND ETHICS

‘Ethics’ provides guidance regarding right or wrong, good or evil, and responsibilities in
food supply chains. The supply chain is a business-driven entity with the aim of economical
product supply. It is therefore vital that foods both be safe and have quality features
to ensure customer satisfaction. These features also must be attained in a cost-efficient
manner. However, friction may occur between the two different aims of achieving food
quality and ensuring food safety. In this chapter, quality food supply also denotes food
products that are delivered economically, which helps retain customers and suppliers.
Safe food refers to the predominately societal aim of enhancing human welfare through
the physical attributes of the product.

Food chains that attempt to supply quality and safe foods consist of various cooperating
actors; they are conglomerate business entities. Supply chains also are influenced by
business competition, which may entail struggles between actors within the chain or
between complementary or competing chains. In addition, natural environmental and
societal concerns create challenges for economical food supply chains. Economic, societal
and environmental factors have ethical weight; that is, actions within the food supply
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chain can lead to more or less good or bad and positive or negative consequences in and
between supply chains, for society, and for the natural environment.

According to logistics and supply chain management (SCM) literature, food supply
involves a system that represents a particular view of reality. Ethics in the context of food
supply systems reflects Lilienfeld’s idea of an interlinked component (parts, links, goals
and feedback mechanisms) in a chain structure.! A systems approach to food supply
involves a focus on both the technical and the organizational aspects of distributing
foods through links, feedback mechanisms and boundaries.? Supply chain boundaries
are usually determined according to the core logistical flows of goods, supported
by an information flow.® Individual food supply chains connect multiple actors with
differentiated needs within a single flow of goods. Supply chain actors in most cases
also manage and operate multiple interlinked flows of different products.* This feature
increases in importance further downstream in food supply chains, such as in retail settings
that display an abundance of different products for sale. Moreover, food supply chains
must adapt to environmental constraints. Raw material supply, consumer preferences,
the competitive structure and government legislation regarding food safety and quality
often change. To counter this challenge, incremental development in supply chains helps
companies survive in the short term, even in an ever-threatening context. From a systems
perspective, managing supply chains requires the adequate coordination of resources
within the chain, as well as coordinating the complete chain with its externalities. This
chapter employs this fundamental understanding of food supply.

FLOW OF FOOD PRODUCTS

The flow of foods is the core value-creating entity in a supply chain context; therefore,
information in a supply chain should predominately reflect this flow. However, from
a logistical and marketing standpoint, food products are no simple resource. The
peculiarities of food product supply distinguish it from supply chains for other types
of goods.> As Thompson notes, food chains are ‘long-linked technologies’.® Sequential
dependencies are characteristic of value creation in the physical distribution. For example,
activities that transform downstream goods, such as during their physical distribution,
depend on preceding activities (for example, transport, storage, production, materials
handling). Damages and timeliness, from raw material supply to transport, continually
affect subsequent food production activities. Production failures also influence the quality
of retail products. These examples demonstrate the sequential logic prominent in food
supply.

From a marketing channels perspective, Alderson offers a little used but potentially
fruitful framework that imagines sequential technical activities as directed by intermittent
decision-making ‘sorts.”” Sorts refer to events that use information to both control and
direct the flows of foods. The supply chain’s purpose relates to securing safe and quality
product placement in the hands of an end-user. The scope of the supply chain in this view
is end-to-end or complete. The supply chain encompasses a starting point in an ‘original’
upstream state in which goods are ‘conglomerate resources’ (for example, raw materials,
rudimentary components). Goods are then transformed to satisfy various intermediary
and end-supply chain actors (including consumers), through the sequential provision
of the form, time, place and possession utility of products.® Alderson also argues that at
sorts, actors assign goods to operations, and laying the ground for transforming products.’
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Information thus is a vital tool that binds actors to the flow of products. Value creation
through food product transformation is a step-by-step process by which products interact
with sets of heterogeneous resources (including actor competence, information, supply
facilities and products), managed by sequentially interrelated supply chain actors.!® This
functional way of thinking may be viewed as a rediscovery of the framework for studying
product supply - intellectually ‘going back to the future’'! — as illustrated in Figure 4.1 as
a sequential and piecemeal view of product transformation through ‘flow.’

Alderson’s and Thompson'’s views represent a complete chain perspective regarding
the dependencies among the activities involved in product supply, from raw material
to consumption.'” Food safety and quality depend on the cumulative effect of activities
that precede the final supply of a product to an end user. Supply chains also interact
with other business supply chains in the increasingly competitive global marketplace.!
Moreover, individual supply chains are affected by natural environmental and societal
constraints.'* This network describes the complexity involved in achieving a safe, high-
quality food supply.

FLOW OF INFORMATION ABOUT FOODS

Information serves as a resource that directs the value-creating process and helps
communicate about products. Thus, information needs to be organized. From a structural
perspective, information flows in supply chains consist of interlinked information
systems used by different actors. Each information system is an individually implemented
medium for recording, storing and disseminating linguistic expressions, as well as drawing
conclusions from such expressions.'® Information systems may also be regarded as social
systems in which the understanding of product supply affects the information system
design and functions.!® Food supply practices also exhibit multiple, weakly interlinked
information systems that manage a common flow of foods."’

Information about foods comprises product transactions that indicate the price of
the product. Price negotiations represent the immediate context for communications
as a means to reach a price that satisfies both the buyer and the seller. Price provides a
type of product information communicated to purchasers. In addition to product utility,
price communicates product quality and safety, which affects customers’ expectations of
their potential satisfaction through purchase. Transactions then lay the groundwork for
information that directs the flows of goods.

< Actor 3

Raw- ; ;
material: L sort L sort End-use:
Measurable S \ .................... / e Measurable
fea tures o f ................ Actor 2 ................ fO o d S afety
food sort ; and quality

features

Figure 4.1 Food product transformation as sequential flow
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Information in a food supply chain offers a management and operational tool to
direct the flow of goods and control product supply, in accordance with marketing
and logistics plans. In complex, multiple interacting systems, the divergent purposes
of information about foods may become obscured, even if not intentionally. Product
information transparency depends on the efforts of supply chain actors to coordinate
the flow of information though mutual investments that secure information quality.
Information systems play important roles in facilitating the use of food safety and quality
control mechanisms, such as hazard analysis and critical control point (HACCP; http://
vm.cfsan.fda.gov).

Information about foods functions to (1) assign goods (for example, future time,
place and form of a product), (2) track goods (current location of goods), and (3) trace
products (detailed history of the time, place and form features of a product during
supply).!® These informational activities all involve communication within the context
of business relationships in supply chains. Information connectivity accordingly is a vital
feature of the information flow, especially for achieving efficient control of food safety
and quality and securing product traceability.!’ Food product traceability encompasses
the entire scope of an individual supply chain. Therefore, a complete chain approach
may account for the complete set of activities that lead to a finished product. Because
information about products encompasses a complete food chain, transparency in supply
chains, which depends on information quality, becomes vital. Managing the flow of
goods enables not only the provision of safe, quality goods, which is the core value-
creating element of food supply, but also strong information quality to support this task,
as a distinct and measurable entity.

INFORMATION ABOUT FOOD SUPPLY AND ETHICS

Delivering safe food products of high quality to end-users is in itself an important ethical
issue, because quality is a multidimensional sign that distributors take responsibility
for the health of numerous consumers. Through this action, supply chain actors avoid
recurring product failures; to do so, they must strive to learn how to develop marketing
and logistics activities that secure the delivery of safe and quality foods to end-users.
In addition, this challenge is complemented by qualities associated with the flow of
information that support the core function of physical food supply.

Supply chains comprise flows of goods, flows of information and the connections of
these flows through goods identification. Such supply chain qualities affect information
transparency and product quality, measured by the end-user upon delivery. Therefore,
these three aspects of supply quality have ethical relevance. Ethics encompasses a set of
theories about responsibility and directs attention to the features of supply chain actors,
as well as how they manage and operate in relation to other actors within the same
supply chain, which itself is embedded within a wider environmental context.?’ The joint
responsibility belongs to supply chain actors. In line with Boatright’s definition, joint
responsibility is as an expression of three basic values:*! fairness (or justice), freedom
and well-being. These values represent the joint accomplishment of supply chain actors
who seek to provide consumers with safe and quality goods, dependent on information
quality.

Information guides products, and the control of goods can update information about
products. The features of this information provision and use depend on the connections
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of information systems managed by different supply chain actors. Such connections relate
to how supply chain actors, together and over time, develop information connectivity to
secure quality information exchanges.

However, there is no guarantee that information quality will be secured in a supply
chain; rather, an embedded risk exists that information may be insufficient, distorted
or even manipulated. Therefore, supply chain actors are responsible for detecting
discrepancies in information content for the parties potentially affected by these
manipulations. Information discrepancy accordingly may affect a supply chain actor’s
ability to act freely.

The content of responsible action and its consequences and the presuppositions for
such actions in people’s attitudes and personalities represent the core of ethical behavior.??
The vast complexity of modern societies and individuals embedded in them have moved
ethics away from the notion of the free individual to the post-modern challenges of
sharing responsibility with others. Because managing supply chains involves the
coordinated technical efforts of multiple supply chain actors, this development increases
the complementary relationship between supply chain research and ethics. In this
setting, ethics provides guidance for handling potential information obscurity, linked
with supply network complexity.

The Mackerel Case
METHODOLOGICAL CONSIDERATIONS

At its starting point, this study attempted to discover potential research topics associated
with the export of Norwegian fish to Japan. This quest demanded greater research focus,
which gradually became a single case study with a product focus, specifically, mackerel
products that moved from Norway to final Japanese consumers, with a consideration of
societal and environmentally pertinent issues.

The actual case study was conducted in autumn 2006 with the assistance of 16 key
informants, including a wide range of actors directly or indirectly linked to the actual
mackerel supply chain. The initial interview with a Norwegian exporter of pelagic fish
suggested a synopsis and means to locate other key informants in the focal supply chain.
The subsequent interviews in Japan involved fish importers that had developed business
relationships with the initial Norwegian exporter, marketing consultants who aided the
Norwegian exporter and academic researchers involved in ongoing or previous research
projects pertaining to fish distribution. The study also involved observations from two
wholesale fish markets in Japan. Finally, a previous study of the pelagic fish supply from
Norway to Holland served as the basis for the case description regarding raw material
supply, production, goods handling, storage and transport of mackerel.?® This previous
study used the same firm for which the initial Norwegian exporter interviewed worked.
The interviews were semi-structured and open ended, allowing a conversation-style
interview that created an atmosphere in which informants were motivated to provide
the researcher with new understandings that would lead to further inquiries.

This case narrative describes how mackerel is transformed from its raw material
source into products sold for consumption in Japan, with a focus on the technicalities of
providing goods and how information provides support. The resulting analysis combines



Food Safety, Quality and Ethics in Supply Chains 51

the logistics and marketing channels aspects of mackerel supply. Ethics are not explicitly
considered within the narrative text. The product-oriented narrative functions mainly as
a basis for analyzing ethical aspects of mackerel exporting from Norway to Japan.

MACKEREL PRODUCTS

The mackerel market has high export volume and low prices per kilo. The average
price of mackerel for Norwegian fishermen in 2006 was 8.26 NOK (Norwegian Kroner),
approximately equivalent to one Euro. Japan is by far the largest market for Norwegian
mackerel exports, amounting to almost 600 million NOK in 2006, though down from 1200
million NOK in 2005. This decline was mainly due to decreasing demand in the Japanese
market, and the lower level of mackerel exports continued through 2007. Mackerel are
pelagic fish, which travel together in schools and migrate over large distances. Pelagic
fish are also relatively fatty and therefore considered a highly nutritious food product. An
average Norwegian-caught mackerel may weigh about 400-500 grams.

Mackerel rapidly deteriorates; it is the only cured form of sushi in Japan. Mackerel is
caught wild at sea during various seasons. In Japan, mackerel provides the raw material
for several processed food products, including surimi (fish paste) and kamaboko (fish
cakes), and is displayed as a ‘fresh’ product in retail settings. In this case, the ‘fresh’
designation indicates that distribution packaging has been opened so that the retailer
can defrost the fish and then repackage it (usually at the store) into consumer packages,
labelled with best-before dates that count from the time the distribution package was
unfrozen. In Japan, mackerel is consumed in various ways as different types of finished
products, both in home-prepared meals and in restaurants.

PRODUCT TRANSFORMATION

Distributing mackerel from Norway to Japan requires a supply chain with multiple
cooperatingactorswho playdifferentrolesinachievinglogisticaland marketingaims. These
include fishermen, industrial producers in Norway (who pack the fish into distribution-
level packages), industrial producers in China or Japan (who produce consumer-adapted
products, often packed in consumer-level packages), traders in Norway and Japan who
never actually handle the fish, Japanese wholesale distributors, Japanese fish markets,
Japanese retailers or restaurants and a range of logistics service providers.

Due to its limited durability, mackerel can be caught only 1-2 days before processing
on land in Norway. The mackerel catch is therefore a coastal form of fishery. A portion of
the products distributed to Japan are gutted, cleaned and cut in accordance with Japanese
customer specifications, prior to being packed and frozen. Most of these goods are frozen
‘round’ (rinsed but not gutted). Most mackerel products then are packed into 20kg.,
plastic-lined distribution packages that are palletted and frozen. The fish is then stored in
cold storage until transported by reefer containers on ships to Japan. About 50 per cent of
the mackerel destined for intermediary production is sent through China for processing,
due to the lower production costs there.

The import of most fish species to Japan, including mackerel, demands import
licences. At present, a surplus of Norwegian mackerel import quotas exists because
the profitability of importing this fish product is low. Japanese fish import quotas are
government regulated and seldom shift hands when given to specific trading houses. Upon
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arrival in Japan, Norwegian fish get distributed through a unique Japanese distribution
system, represented by the extensive use of different types of fish markets, organized as
‘layers’ in a distribution channel. The system includes (1) seaside markets that handle
the catch from Japanese vessels, (2) wholesale markets for trading both domestic and
imported fish and (3) consumer markets that also sell fish to private consumers. Figure
4.2 depicts various forms of direct and traditional distribution forms for Norwegian fish
in the Japanese market:

Wholesale markets are the focal actors in distributing Norwegian-caught mackerel
in Japan. These regional institutions are usually administered by local or regional
governments. Japanese wholesale fish markets consist basically of a facility that provides
the physical room for the storage and display of fish, as well as information and banking
resources that support fish-based transactions. The size of the facilities varies, from the
enormous Tsukiji market in Tokyo that covers several blocks of the city centre, to smaller
regional facilities. This study considers the relatively small Morioka facility, located in the
Iwate prefecture north of Tokyo; this fish market shares the same building with fruit and
vegetable markets. According to one of the interviewed Japanese mackerel importers, 40
per cent of its Norwegian mackerel imports are distributed through Japanese producers,
30 per cent through wholesale markets, 10 per cent direct to retailers and 20 per cent
through wholesalers to retailers. This importer noted a trend towards the increased use of
direct distribution, which omitted the use of intermediaries such as wholesale markets.
Most of the other interviewed professionals shared this opinion.

Raw material source: Norwegian fishing vessel
catching wild mackerel

v

Norwegian
exporter
Japanese
importer
Traditional
flows

Japanese producer (in China or Regional wholesale fish
Japan) or wholesaler markets

M A4

Retailer or restaurant
in Japan

Figure 4.2 Norwegian fish distribution to Japan
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Japanese importers also conveyed some positive features of ‘traditional’ distribution
structures. Specifically, they indicated that wholesale fish markets allocated a vast
number of fish species from many different suppliers (domestic and imported) to a large
number of customers. This benefit was clearly evident when observing these Japanese
fish markets. The number of species and classifications seems amazing to an observer
accustomed to fish markets with far more limited species available. In addition, the
traditional distribution system, which relies on tacit capabilities for quality control, has
proven efficient in securing quality fresh fish supply for consumers. Norwegian fresh
airfreight salmon takes 3—-4 days after harvest to reach the end-user, such as a sushi shop
anywhere in Japan. There have been no reports of quality scandals pertaining to fish
distributed through this system.

INFORMATION PROVISION AND USE

In the case, Norwegian producers and exporters and the downstream Japanese retailer
chains are also the primary users of advanced information and communication technology
(ICT)-based enterprise resource planning (ERP) systems that supports the supply chain for
distributing Norwegian mackerel to Japan. These different advanced systems are weakly
interlinked and do not provide an electronic, ‘seamless’ information flow throughout the
mackerel supply chain.

Regarding the features of goods control and data capture, Norwegian suppliers label
distribution packaging (for example, 20 kilogram cartons) and transport-level packaging
(for example, pallets of distribution-level fish cartons) with relatively advanced GS1
(www.gs1.org), standard transport labels that include barcodes to facilitate package
scanning to identify goods. In Japan, distribution-level packages are commonly hand-
marked only with the date of catch, product quantity and the name of the fish species.
The name of a producer or distributor is usually printed on the distribution-level carton.

Business relationships between Norwegian exporters and Japanese importers in this
exporter’s supply chain are well developed. Formalized agreements, including the use of
written contracts, are limited. Contracts may be written and used for guidance, but they
are usually not signed. In relation to the trading of both mackerel and salmon, Japanese
importers in the chain often send representatives for prolonged stays in Norway. During
the main mackerel catching season, representatives of seven large and five smaller fish
importers remain present. Approximately 25 Japanese representatives in all are hosted by
the focal Norwegian pelagic fish producer, located at three different production facilities in
the northwestern region of Norway, close to Alesund municipality. The seasonal presence
of Japanese representatives substantiates the importance of quality control of the raw
material from the Japanese perspective. These Japanese representatives also negotiate the
allocations of portions of the production to the different importers.

A topic of dispute in this case relates to setting the price of goods through
negotiations. Norwegian producers express their wish for greater predictability, both in
purchasing raw material through from the Norwegian monopoly (Norges Sildesalgslag:
www.sildelaget.no) and in their relations with their customers. Legislation regulates
the prices of fish raw material. Excellent catches of mackerel and herring in the past
few years have allowed Norwegian fishermen and fishing vessel owners to profit from
this situation. Pelagic fish quotas are set annually through negotiations between the
government and fishing vessel owners, based on scientific estimates of the resources
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of this species. Japanese importers seek though sales negotiations to gain the lowest
possible price to remain competitive. Both the Norwegian producers (exporters) and
Japanese importers get squeezed between the Norwegian fishermen and Japanese
retailers. The retailers in turn are pressured by Japanese consumers, who increasingly
purchase cheaper fish for their meals rather than more expensive, quality mackerel
products. Norwegian exporters and Japanese importers describe an option to bargain
with other suppliers or customers on a global market. Norwegian mackerel has become
established in the past 10 years as a differentiated product on the global market, due to
fish quality (species/handling), which limits the impact of price on product demand.

According to two Japanese importers, importing Norwegian mackerel to Japan
currently provides low profit margins. In addition, Japanese mackerel importers feel
obliged to secure continuous deliveries of Norwegian goods to customers at ‘reasonable’
prices. This situation reflects a vital aspect of the Japanese distribution system, namely, a
willingness to secure long-term business relationships, even if they may be unprofitable
in the short term. Recently, five different Norwegian pelagic fish producers, including
the focal firm in this study, merged into one firm to counter low profitability in their
industrial sector.

Traceability requirements for fish products in Japan are limited to documenting
the country of origin. One informant recalled an incident involving repacked mackerel
labelled as ‘Norwegian’ when it actually was a Korean catch. Counterfeit labelling has
occasionally been detected among fish products destined for Japan, when fish products
considered of low value get labelled as with a country of origin associated with higher
value.

Although EU regulations demand full internal and chain traceability of food products,
such formal measures only exist for oysters and beef in Japan, two products that have been
subject to food scandals and affected Japanese consumer health and welfare. These two
products are regulated by ‘experimental’ measures (www.maff.go.jp/trace/guide_en.pdf).
Full chain traceability of Norwegian fish gets lost moving through the traditional fish
market distribution system, because this market form does not identify goods in a formal
manner when packages and documents arrive at the facility. Goods may be traced accurately,
because they remain packed and labelled. Fish production is appropriately registered in
both Chinese and Japanese fish-producing plants, securing internal product traceability;
these records are accessible to other supply chain actors on demand.

Akey feature of fish product traceability in the supply chain of Norwegian fish exported
to Japan is that this capability is not highly demanded by consumers or professional
actors in the supply chain. Rather than representing efforts to sustain food safety and
quality, informants conveyed the view that implementing full chain traceability of foods
is a slow process in Japan that mostly plays the role of a formal or courtesy gesture.
Japanese fish importers are aware that this perception of fish traceability will presumably
change in coming years, due to changes in the societal and natural environment. One
informant said that if a fish scandal were to occur, the speed of implementation for fish
traceability legislation in Japan would increase, leading to Japanese product traceability
regulations comparable to those used in most other developed nations.

Another feature of product traceability is that each actor maintains ‘private’ records
of the transformation of goods in the leg of the supply chain for which it is responsible.
These records are poorly interconnected, creating a supply chain that may be described as
islands of information. Each island uses relatively more advanced ICT, but communications
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among firms are basic. In practice, supply chain actors are interconnected by relatively
primitive forms of mainly manual communication, such as fax, telephone and pdf file
e-mail attachments.

As this study revealed, when Norwegian mackerel arrives in Japan, the data capture
procedures are rudimentary. The Norwegian catch is labelled with GS1 (www.gs1.org)
transport labels that use bar codes but cannot be used at the fish markets, which lack ICT
functionality to support electronic data capture. In direct distribution, the goods (both
cartons and pallets labelled with barcodes) are manually counted. At the Morioka fish
market, a wide variety of fish products are displayed by early morning. Then, through a
market ritual, buyers and the seller who occupies a specific area of the fish market move
from product to product to negotiate sales. Only rapid sensory product control occurs.
The Japanese catch is marked on the package with the name of the species, the weight of
the contents and the name of the supplier. In Japanese supermarkets, packed mackerel
is displayed with a country-of-origin label and ‘best before date’ information. This date
is measured from when the goods were defrosted. No documentation follows fish from
wholesale markets to restaurants and retailers; only the package label may be used. In
restaurants, customers must ask the waiter for this information.

The wholesale fish markets predominately use price mechanisms, combined with
product quality control, to coordinate fluctuations in supply with fluctuations in
demand. Payment in this system is settled immediately, which in practice means within
1-3 days of purchase. Sales to retailers often involve credit terms that delay the payment
up to 3 months. The wholesale markets are traditional structures that keep the use of
modern technology seemingly to a minimum, as evident in the Morioka wholesale
fish market, which opened in May 2001. The use of ICT is limited to accounting and
financial transactions within the facility. The main criticism of the fish market relates
to the government-regulated price margins; according to Japanese fish importers, the
fish markets involve unnecessary, cost-increasing middlemen. Direct distribution of
mackerel is most common when goods get assigned to industrial production involving
large consignments.

SUPPLY CHAIN AND NETWORK CONTEXT

Production of mackerel and other pelagic fish in Norway currently suffers from
overcapacity, because the catch is strictly regulated to sustain these species. When
different Norwegian producers compete for the quota-limited catch, the price of raw
material increases. Norwegian mackerel must also compete with alternative mackerel-
type fish products, usually offered at lower prices, on the global market, such as domestic
(Japanese-caught) mackerel and Tasmanian mackerel, fish species with lower fat content
than the Norwegian product.

Due to previously limited catches of domestic mackerel, Japanese consumers have
become accustomed to the larger and fattier Norwegian mackerel product. Scottish
fishermen use trawlers to catch the same type of raw material mackerel as the Norwegian
fishermen, a more cost-efficient method than nets used by the Norwegian fishermen.
Trawls, however, damage fish to a greater degree than nets through bruising and cuts,
influencing the durability of the fish. The catch of mackerel in the last few years has been
exceptionally good but faced problems associated with illegal catches by EU fishing fleets.
This problem supposedly has been solved.
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Finally, the societal element of the focal mackerel chain pertains predominately to
changes in Japanese consumer preferences. In Japan, fish consumption trends are in
slow decline, and older people mostly remain the loyal mackerel fish consumers. There
is also a potential for switching between Norwegian and competing mackerel products
on the Japanese market. For this business-to-business supply chain, this study is limited
because it can address only superficially the more detailed aspects of Japanese mackerel
consumption.

Discussion

The case narrative describes how Norwegian mackerel gets transformed in a supply chain
context by interrelated actors managing and operating the physical transformation of
mackerel products by providing information and supplying safe and quality products.
The interrelationship with the external environment of the mackerel supply chain is
also significant; it includes issues pertaining to overfishing and product traceability
legislation. The focal ethical aspects, according to the preceding case narrative, are based
on the literature review. These ethical aspects are the demand for adequate information,
the value of freedom and human well-being. The following discussion therefore describes
two models that may provide an understanding of food supply chains from an ethical
perspective. These models are meant to complement a dominant, business-managerial
perspective of food distribution prominent in marketing and logistics research.

DEMAND FOR ADEQUATE INFORMATION

The demand for adequate information restricts the use of false and misleading information.
This issue is more problematic regarding the transfer of title to products. A seller in this
setting is not regarded as responsible for providing information that may be perceived as
valuable to the customer. The purchasing actor (customer) accordingly must actively seek
trustworthy information to secure viable transactions. Responsibility for information in
product transactions thus is shared between buyer and seller. The exact nature of this
shared responsibility depends on the situation and should not be generalized without
caution. Consumer legislation demands for adequate information are formalized to protect
consumer well-being. However, in the upstream business-to-business environment,
professional business actors supposedly do not need this protection, because they are
‘professionals’.

Several information-related issues emerge from the case narrative. Different supply
chain actors have individual economic interests that may conflict, centred on issues of
opportunism and power struggles. The centrally located actors, Japanese fish importers
and Norwegian fish exporters, express unhappiness with the price of goods purchased
or sold. Price in this respect is a symbolic measure of the value of the product. However,
these central actors mainly provide price information coupled with quantity, within a
slim range of quality variation, when negotiating transactions. Uncertainty about raw
material supply and final consumer demands in Japan are relatively low for Norwegian
mackerel, because of the standardized features of this processed and packaged product
in the important central coordinating part of the chain. These standardized product
features represent a buffering mechanism that reduces organizational complexity. Given
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the routine character of these business transactions in the central part of the chain,
information about products should be relatively simple. Yet it is not. Transactions in
business relationships always have a distinct time and situation-specific character, which
means the revealed patterns must be finite.

The case narrative also suggests a picture of how the focal food supply chain is a
network of actors that are embedded in a network of interrelated multiple supply chains.
A perception of component entanglement emerges; flows of title, information and goods
from different supply chains interweave, criss-cross and interface in different ways. In
addition, multiple supply chains have complex, changing and differentiated relationships
with one another. These flows do not exhibit an orderly, parallel distribution through
flows of goods, as is often anticipated in supply chain management literature.** For
instance, a common electronic market provides a hub to distribute multiple types of
pelagic fish products in Norway. Goods may also be transported to an export market prior
to sales, regardless of the risk this represents.

The entanglement of different and interlinked supply chains renders them difficult
to observe. In a competitive business environment between supply chains and within the
chains, product authenticity must be controlled because supply chain actors may choose
to misinform others about product features to attain a higher product value. Controls
involve documenting product features in detail through a combination of sequentially
transformed time, place and form features of the product. Unethical practices may result,
at least in part, from a lack of informational visibility within a complex supply network
setting that consists of multiple, interrelated supply chains. Sorts may be regarded as
ethically pertinent decision-making events; in this study, sorts appear as parts of a supply
system, so the ethical features of one sort are interdependent with comparable features of
other sorts in the same supply chain. The decisions to record information at one sort have
an impact on the ability to trace and track products at a subsequent sort.

At the final stage of the supply chain, a professional seller meets the consumer in retail
or restaurant settings. From the perspective of the end-user, this last professional actor is
responsible for the delivery of safe and quality products at the site of the final sort prior to
product use. In restaurants, this sort coincides with the end-use phase itself. Menus are the
main source of information for consumers regarding the food offering, though most do
not provide product traceability. In a retail setting, a product label is the common source
of food product information for consumers. This site is the place where food safety and
quality ultimately is measured in a supply chain context. However, supply chain actor
responsibility stretches into the use phase of a product, within Japanese households. In
the vital final interplay between retailer and customer in a store setting (or consumption
in a restaurant setting), a product label minimally should depict, in a complete and
trustworthy manner, where the mackerel has been caught, initially produced, its ‘best
before’ date, and the contents of the consumer-packed product. Moreover, the consumer-
packed product should provide a linkage upstream to suppliers responsible for product
safety and quality, as well as information about how to make contact upstream in the
food chain in case of queries.

VALUE OF FREEDOM

The value of freedom in the studied mackerel supply chain pertains to manipulating and
misleading information, both in transactions and for other purposes. Freedom relates to
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decision-making capabilities at sorts and consumer purchase of mackerel products based
on the adequate provision of information by other supply chain actors. This question
also involves features of ICT use that affect the information content for the mackerel
product. Information may become lost or distorted through the supply chain, reducing
the resource value of information content. In the context of the mackerel supply chain,
dissatisfaction results from low profit margins for the central actors, and the case narrative
depicts how these actors recognize that they are squeezed between the more profitable
raw material supply and retailing parts of the same supply chain.

Less directly related to transactions is the issue of product traceability. The ability
to provide detailed product information may influence a purchasing decision by a
consumer in the Japanese marketplace, which primarily represents a threat to future
business rather than a current reality. Weak information connectivity between supply
chain actors leads to insufficient product traceability. Developing the technicality of
information connectivity is clearly a joint responsibility. The sequential and dependent
nature of transforming goods means that the features of final product for end-use
purposes depends on the accumulated actions of all supply chain actors responsible for
transforming the interrelated time, place and form features of these goods. This effort
involves joint development of information systems, which allows supply chain actors to
identify and process information about goods, including how information systems in the
food supply chain are interlinked. This interlinking then affects the quality features of
the information exchange that encompass product traceability.

In traditional wholesale fish markets in Japan, product safety and quality do
not depend solely on information connectivity that secures efficient goods control
mechanisms. That is, business culture, in addition to instrumental traceability routines
and control mechanisms, contribute to secure, safe and quality fish products for Japanese
consumers. This point highlights an important issue for further study: Modern rational-
analytical management paradigms, often expressed through statements like ‘planning,
operations and control,” may be interpreted as an exhibition of poor trust in the business
relationships. This common approach to management, from an ethical perspective, may
also be interpreted as the result of weak joint and individual responsibility by actors
within supply chains.

HUMAN WELL-BEING

Well-being entails the impact of products in a societal and natural environmental context.
Regarding the social context, well-being involves mackerel product safety, such as from
poisoning or contamination, and product quality related to an adaptation to user needs in
mackerel consumption. Regarding the natural environment, examples of pertinent issues
include overfishing and the impact of supply chain activities on pollution. Intermediary
production in China may be analyzed in relation to environmental production controls
and the impact of increased transportation distance when using a third location for
intermediary production.

The mackerel supply chain from Norway to Japan provides products that are
traditionally in demand by Japanese consumers. The Norwegian product substituted
Japanese mackerel products when domestic resources previously were depleted. The
development of the studied mackerel supply chain into a substantial economic entity
accordingly results from previous Japanese overfishing of its own mackerel resources,
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providing Norwegian fisheries and exporters with a new group of customers in a global
market. This situation poses a pertinent ethical question regarding how Norwegian
fish exporters have profited from the depletion of the natural resources of other fish
species. Different supply chains intertwine; two competing supply chains may in times
of depleted resources complement each other by providing substitute products suitable
to meet specific consumer preferences. Consumer preferences also change in response to
both their knowledge of the environmental impact on raw material supply and the actual
depletion of resources, which affects price and demand. The question actually may relate
to how Japanese consumer preferences for mackerel have changed after several years of
depletion of the Japanese mackerel species. This question is especially pertinent because
this resource is again widely available for consumption. A possible dependency may
exist between raw material supply in the natural environment and consumer preferences
in a societal context, with supply chains serving an intermediating factor. In addition,
the impact of structural changes in supply chains, as they have adapted to alternative
sourcing of mackerel, requires consideration. This shift includes probes into the wider
supply network of alternative and competing suppliers, often from different countries.

Conclusions

This case study exhibits how information plays a fundamental role in securing supply
chain transparency. It also reveals that transparency depends on information connectivity
among different actors and various physical resources to secure food product supply.
Information, according to logistics and supply chain literature, has long been a core
component in supply chains. This study indicates that information provided and used in
food supply has its own ethical characteristics that influence the actors and is influenced
by and influences the flow of goods. This understanding of information as a complex
resource suggests using information as one of several core components in analytical
frameworks to develop food supply. An understanding of the role of the food supply
chain as a mediator suggests a pathway to recognize good and bad, right or wrong, and
responsibility. This approach should be developed further to create a basis for increased
understanding and develop safe, quality food supply practices in an environmentally
sustainable manner.

The view of a single, complete food supply chain in this case indicates a conglomerate
of components with the collective purpose to achieve safe and quality product supply.
This predominately business entity, the complete food supply chain, should be viewed
as a mediating resource among the pressures from (1) raw-material supply, (2) features of
end-use and (3) competition with other supply chains. The key logic of a supply chain
is economical — a collective, business-oriented rationality aimed at the efficient use of
resources to reduce costs and secure incomes through recurrent sales, in competition with
other supply chains. However, the logics of other supply chains, including the natural
and social environments, differ. This paradox requires attention from relatively divergent
actors in supply chains, who must balance the externalities with the internal workings
of supply chains. This balance may be pictured as the realm of challenges facing food
supply management today, that is, balancing the inner supply chain coordination to face
external pressures. This mediating aspect of supply chains is depicted in Figure 4.3.
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Figure 4.3 Food supply chains as a mediating resource

Figure 4.3 depicts how product safety and quality can achieved through the cumulative
effect of raw material supply and sequential goods transformations through transport,
production, storage and materials handling. These processes in practice combine logistical
and marketing activities to transform a food raw material into a finished product and
thus represent core aspects of value creation in food supply chains. The mackerel supply
chain interacts with three different types of contexts to achieve value creation through
collective actor effort. The model in Figure 4.4 depicts this interactive logic.

The supply chain in this model is depicted as the mediating entity among the different
types of environments, each functioning in accordance with different logics. The mackerel
supply chain, because it mediates different external pressures, may be regarded as an
organizational resource; it is a knowledge-based entity that, by interacting with contexts,
creates value for a multiplicity of business actors, according to how these actors interpret
the purpose of the business. In this picture, supply chains emerge as mediating resources
that interact with business, societal and natural environments; each environment
reflects paradoxical expressions of purpose that different interacting managers in the
food chain supply must take into account. The importance of supply chain management
thus becomes paramount; a business logic that should facilitate ideas for coping with
paradoxes to achieve economical, high-quality supply, including providing safe foods
through integrated supply chains. In addition, supply chain management should be
widened to encompass coping with supply chain environments.

In this arena of complex food supply, the idea of ethics directs attention to food safety
as the fundamental objective of the complete food supply chain. This view clarifies that
attaining this aim depends on the internal business-related workings of supply chains, as well
as the workings of supply chains as business entities in their wider context. This approach
also opens alternative views of managing and operating supply chains as complete entities.
According to this ethics-based systems perspective, marketing and logistics managers need to
contemplate how achieving safe (and the more business-related objective of quality) foods is
not limited to applying limited economic rationality to their business. Individual business
profitability is only one of many components involved in food distribution. Achieving safe
and quality foods is now, through legislation, explicitly coupled with product traceability.
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Figure 4.4 Food supply chains interacting with different contexts

Therefore, transparency in the chain is an important feature, achieved by creating quality
information about products. The dual development of safe and quality product supply,
matched with quality information about products, is complex. From a single-actor
perspective, it involves coupling intra-organizational with inter-organizational capabilities
to interact efficiently in a societal, natural environment and competitive business context.

In increasingly volatile environments, food supply chains face increasingly difficult
challenges to attain the multiple aims of safe, quality and profitable food supply. This
multiplicity calls for further research that explicitly approaches the complexity of
food supply. Research on food supply in fluctuating and therefore uncertain business,
societal and natural environments should analyze component features and component
interrelationships not bound by given system functions and system borders. Achieving
resource flexibility emerges as a focal issue to cope with the challenges associated with food
supply. Resources in food supply involve actor competences, products, information and
a range of product and information transforming facilities, which represents an almost
unaccountable number of resource components. However, each of these components
also has a local environment that may be mapped. As directions for further research
and process development in food supply, a combined network and radical process
thinking approaches may be worthwhile.? These extensions would require directing
analytical attention to developing a more local and time-specific approach based on the
understanding of food supply contexts and how these contexts function. The dynamics
of food supply chains as arenas for mediating both within the supply chain borders and
between these supply chains and their environmental contingencies could be further
revealed and developed through such an approach.
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Abstract

This chapter deals with a controversy that flared up in the milk marketing sector in
Vietnam. In late 2006, leading Vietnamese dairy companies were accused of providing
incorrect content information: Bottles of ‘pure fresh milk’ actually contained 40-100
per cent powdered milk. This chapter considers how the crisis was managed by different
stakeholders.

Introduction

This chapter deals with a controversy relating to food and agriculture marketing that
flared up in Vietnam’s milk marketing sector. In late 2006, leading dairy companies in
Vietnam were accused of providing incorrect content information on their fresh milk
product labels.

Many consumers, dairy distributors and journalists complained to the Ministry of
Health and other related departments about the quality of certain fresh milk products.
An enquiry by the State revealed that bottles of ‘pure fresh milk’ actually contained
from 40 per cent to 100 per cent powdered milk, far from the 10 per cent authorized in
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most developed countries and the 1 per cent stipulated by Vietnamese law (according to
Norm TCVN 7028/2002). A large-scale press campaign censured the practices of big milk
companies and spread the scandal throughout Vietnam, with consequent repercussions
for the communications and marketing strategies of dairy firms in the country.

This controversy may not seem serious, because it was not really of crucial importance
for the Vietnamese people. Nevertheless, the issue of the consequences on the public
health was raised. Comments suggested — though not scientifically proved - that the
most vulnerable population groups, such as young children who consume milk daily,
may have been affected by the lack of nutrients in the powdered milk compared with
fresh milk. This debate is not inconsequential, because it indicated that the overall supply
chain of fresh milk needed to be rethought, because there are not enough dairy herds in
Vietnam to meet the growing demand for fresh milk.

The controversy also is particularly interesting because it occurred in a country in
transition, where legal rules governing the duties and rights of consumers and firms are
still in a state of flux. The crisis was ‘treated’ and ‘managed’ by different stakeholders.' In
other words, this scandal illustrates the value of introducing business plans to a country
in economic transition, attempting to be economically reliable on the international scene
since its entry into the World Trade Organization in 2006.

After describing the background of the controversy, the literature review, and the
methodology used in this research, we detail how each stakeholder reacted upon being
confronted with the issue. In this chapter, ‘stakeholder’ refers to any actor directly or
indirectly involved in the sterilized milk crisis — dairy firms, producers, distributors,
consumers, consumer protection associations and government regulators. We analyze
how each stakeholder managed the conflict and then look at how the scandal subsided.
The chapter concludes by outlining a few managerial recommendations that will enable
marketers to recognize emerging trends in milk consumption in Vietnam and anticipate
future developments. After completing this chapter, readers should be able to understand
the mechanisms of a food controversy in a developing country and apply these findings
to other fields of research or areas of marketing.

Background to the Controversy

Vietnam is a country in economic transition. Although it is classified as having one of
the lowest levels of dairy product consumption in the world (8 litres/person in 2005,
compared with 50-60 litres in Malaysia and China and 100 litres in South Korea), the
situation is changing rapidly. The Vietnamese are quickly taking to Western tastes in
food. The consumption of fresh milk, yogurt, condensed milk, ice cream and other
dairy products is growing very fast, especially among the younger, well-educated, well-
to-do class living in urban environments (a segment that grew by 45 per cent between
2000 and 2005). Although the national production of fresh cow’s milk increased from
50 million litres in 2000 to 190 million litres in 2005, growth is still too slow to satisfy
demand that has skyrocketed to 650 million litres. Vietnam therefore has to import
70-80 per cent of its milk volume to meet its needs in the context of globalization and
opening markets.?

Since 2000, the Vietnamese government has been trying to encourage milk production
for three main reasons. First, the government wants to get away from importing powdered
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milk, which inflates costs and contributes to an overdrawn balance of trade. Second, the
Vietnamese government wants to improve the income of rural communities through
the dairy industry, as well as promote rural employment. Third, increased fresh milk
consumption is in keeping with public health programs launched by authorities. In 2007,
the Ministry of Industry approved an investment plan worth US$137 billion to meet the
demand for milk products of 10 litres/person/year by 2010 and 20 litres/person/year by
2020, meaning that the dairy industry must grow by 5 per cent to 6 per cent per year
during the next few years.?

Various obstacles stand in the way of this policy. First, it is difficult to raise dairy cattle
in Vietnam due to its hot, tropical climate. Production would have to be concentrated
in the more temperate central and northern regions, which immediately limits its scope.
Second, dairy animals need a lot of feed, which is hard to come by in Vietnam. Third, the
country’s medical sector is still weak. Veterinary care is often deficient because of the lack
of practitioners able to handle dairy animals. Fourth, the genetic dairy program chosen
in the 1990s did not fulfil government expectations. Vietnam imported dairy cows with
a high milk yield potential — Holstein Friesian and Jersey — but these breeds were unfit
for the conditions in Vietnam. Animals died, and small farmers were ruined. Today,
genetic programs that cross local and foreign races have been undertaken to improve
milk production in Vietnam.

In this context, big firms attracted by the flourishing milk market are unable to source
all the fresh milk they want. And milk sourced from numerous smallholders is not of
uniform quality. Companies therefore are inclined to add powdered milk to fresh milk
as a quality measure. Because there is no immediate, known health danger associated
with it, the practice of adulterating fresh milk with milk made from powder is quite
widespread.

In turn, we need to identify the reasons behind this debate over milk in Vietnam.
It has been unfolding in the context of heightened concern over the quality of food
products. In recent years, Vietnam has experienced a number of crises linked to food
scandals and health risks, including the much publicized avian influenza outbreak that
affected chickens and ducks, foot-and-mouth disease in cattle and swine, toxic chemicals
in water, and so forth. Urban consumers no longer grow their own food and must rely on
unknown producers and processors for their daily fare. In this context of apprehension
over food, a mere rumour of poor product quality can cause much harm throughout
the commodity chain.? In Vietnam, as in other Asian countries, people perceive a clear
linkage between food and health; the Vietnamese people are commonly preoccupied
with their health and therefore with the quality of their food. They remain distrustful
of their government’s capacity to ensure food quality, whereas imported food products,
especially from Western countries, are considered safe.

Literature Review

No scientific literature pertains to the controversy about processed milk in Vietnam,
because it is a relatively recent crisis. However, numerous newspaper articles document
the media’s discovery and analysis of the story. Articles from Vietnam Net, Vietnam News
and Tuoi Tre highlight the reactions of consumers and the response of the dairy firms.®
Furthermore, they demonstrate that the price of a litre of reconstituted liquid milk is
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close to the price of locally produced raw (or fresh) milk. Prices and the market are the
key factors for understanding this controversy.

Academic papers and detailed reports from non-governmental organizations also
provide information about the history of and trends in dairy production in Vietnam.®
As these sources show, dairy production was not a historical tradition in Vietnam; dairy
cattle breeding began only in the 1920s, during the colonial era, and the production was
intended for French residents. From the 1950s to the mid-1980s, dairy cattle husbandry in
Vietnam was restricted to a few large state-owned farms. Today, dairy farms or cooperatives
are becoming increasingly privatized and more competitive.”

Moreover, scientific research delineates the food risks and consumer behaviour in
the face of such risks in Vietnam. For instance, researchers have studied the perceptions
of food-related risks by consumers in depth, mainly with regard to vegetable and meat
consumption.® Research on quality chains also reveals that food risks remain very high
in Vietnam, despite consumer health concerns.” Nevertheless, in the controversy over
quality products, no real link can be drawn to informal businesses, despite the prominent
position occupied by the informal dairy production sector in Vietnam (19 per cent,
according Hemme).!° The controversy over fresh milk instead involved something else.

The controversy centres primarily on the usage of powdered milk, added to fresh
milk, with no indication of the addition on the packages. This practice amounts to
cheating the consumer and brings into play the social responsibility of firms'! because
consumer protection is still weak in Vietnam. Firms have been accused of committing
trade fraud - a far cry from the ideal of ‘ethical marketing’.!> Moreover, this scandal gave
fresh breath to a widespread uneasiness with regard to food products.!® It thus begs the
issue of marketing strategies in developing countries.!

Methodology

To find answers to the issues we have identified, we used qualitative methods to collect
data. Just as other researchers have suggested in their own surveys,'® we believe that in-
depth interviews are the most effective way to understand sensitive concepts, because
they allow for the exploration of implicit meanings.'® We established no pre-set number
of interviews but instead used a theoretical sampling approach. That is, our goal was to
hear the point of view of all the actors involved in the controversy: the state, the firms
implicated, milk producers, distributors, and, of course, consumers.

We conducted semi-structured personal interviews with two representatives of the
Department of Food Safety, Ministry of Health (MoH), two marketing agents of the
Moc Chau and Hanoi Milk firms, three milk producers from Bac Ninh province, two
representatives of the distributor Big C, two independent milk distributors in small shops
in Hanoi, one representative of Vietnam’s consumer protection association (VINASTAS),
and 18 end-user consumers in urban (Hanoi municipality) and rural areas (Thai Nguyen
and Hai Duong provinces). End-users included persons who purchased milk for home
consumption (all of whom were women, as might be expected in Vietnam). A member
of the French Embassy’s Economic Mission working on dairy production was also
interviewed to obtain an expert’s point of view. The interviews were conducted at the
place of work or residence of each respondent, recorded, and transcribed in their entirety.
Table 5.1 lists the interviewees’ characteristics.
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Table 5.1 Interviewees’ characteristics
Order Interviewees Characteristics
1 Consumers
Mrs T.
Age 30 years old
Address Ai Quoc district — Hai Duong province
1 Profession Cooks for a company
Household size 3
Number of children under 10 years old 1 (5 years old)
Household income 2000 000 VND/month
Mrs H.
Age 25 years old
Address Cau Giay district — Hanoi
2 Profession Small trader
Household size 3
Number of children under 10 years old 1
Household income 3000 000 VND/month
Mrs N.
Age 32 years old
Address Gia Lam district — Hanoi
3 Profession Housekeeper
Household size 3
Number of children under 10 years old 1
Household income 4000 000 VND/month
Mrs M.
Age 35 years old
Address Thai Nguyen province
4 Profession Agricultural engineer
Household size 4
Number of children under 10 years old 2
Household income 4000 000 VND/month
Mrs V.
Age 34 years old
Address Thai Nguyen province
5 Profession Worker in a factory
Household size 4
Number of children under 10 years old 2
Household income 3 000 000 VND/month
Mrs 1.
Age 29 years old
Address Cau Giay district — Hanoi
6 Profession Small trader
Household size 3
Number of children under 10 years old 1 (2 years old)
Household income 7 000 000 VND/month
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Table 5.1  Continued
Order Interviewees Characteristics
Mrs K.
Age 29 years old
Address Cau Giay district — Hanoi
7 Profession Instrumentalist of Vietnam traditional operetta
theatre
Household size 3
Number of children under 10 years old 1 (3 years old)
Household income 4000 000 VND/month
Mrs R.
Age 26 years old
Address Hanoi Agricultural University N°T — Hanoi
8 Profession Works in Hanoi Agricultural University
Household size 3
Number of children under 10 years old 1 (8 months old)
Household income 5500 000 VND/month
Mrs P.
Age 33 years old
Address Dong Da district — Hanoi
9 Profession Trader
Household size 4
Number of children under 10 years old 2 (5 and 9 years old)
Household income 5000 000 VND/month
Mrs W.
Age 43 years old
Address Dong Da district — Hanoi
10 Profession Housekeeper
Household size 4
Number of children under 10 years old 1 (7 years old)
Household income 8 000 000 VND/month
Mrs Y.
Age 29 years old
Address Gia Lam district — Hanoi
11 Profession Staff of a governmental organization
Household size 5
Number of children under 10 years old 1 (3 years old)
Household income 10 000 000 VND/month
Mrs L.
Age 30 years old
Address Gia Lam district — Hanoi
12 Profession Secretary
Household size 3
Number of children under 10 years old 1 (9 years old)
Household income 5000 000 VND/month




Is Fresh Milk Powdered Milk?

Table 5.1  Continued
Order Interviewees Characteristics
Mrs ).
Age 28 years old
Address Hoan Kiem — Hanoi
13 Profession Researcher
Household size 4
Number of children under 10 years old 1 (5 months)
Household income 6000 000 VND/month
Mr X.
Age 29 years old
Address Cau Giay district — Hanoi
14 Profession Accountant
Household size 4
Number of children under 10 years old 2 (2 and 4 years old)
Household income 5000 000 VND/month
Mrs RR.
Age 37 years old
Address Gia Lam district — Hanoi
15 Profession Staff of a governmental organization
Household size 4
Number of children under 10 years old 2 (9 and 2 years old)
Household income 5500 000 VND/month
Mrs TT.
Age 33 years old
Address Hoan Kiem district — Hanoi
16 Profession Small trader
Household size 4
Number of children under 10 years old 2 (1 and 5 years old)
Household income 5000 000 VND/month
Mrs HH.
Age 34 years old
Address Gia Lam district — Hanoi
17 Profession Accountant
Household size 4
Number of children under 10 years old 2 (2 and 9 years old)
Household income 4 000 000 VND/month
Mrs NN.
Age 26 years old
Address Tu Liem district — Hanoi
18 Profession Accountant
Household size 3
Number of children under 10 years old 1 (1 year old)
Household income 3000 000 VND/month

71



72 The Crisis of Food Brands

Table 5.1 Continued
Order | Interviewees Characteristics
n Distributors
Mrs A.
Age 36 years old
1 Professional Address Hanoi Agricultural University — Hanoi
Profession Small trader
Mrs D.
Age 42 years old
g Professional Address Gia Lam district — Hanoi
Profession Small trader
Mrs C.
Age 28 years old
’ Professional Address Big C supermarket
Profession Responsible of fresh products at Big C
Mr CC.
Age 25 years old
N Professional Address Big C supermarket
Profession Employee for fresh products at Big C
m Producers
Mr Q.
Age 58 years old
Professional Address Tien Du district — Bac Ninh province
! Profession Dairy raising farmer
Household size 4
Household income 5000 000 VND/month
Mr S.
Age 47 years old
Professional Address Tien Du district — Bac Ninh province
g Profession Dairy raising farmer
Household size 5
Household income 4000 000 VND/month
Mrs U.
Age 44 years old
Professional Address Tien Du district — Bac Ninh province
’ Profession Dairy raising farmer
Household size 5
Household income 5000 000 VND/month
v Dairy Milk Companies
Mr O.
1 Age 51 years old
Professional Address 33 Cat Linh, Hanoi
Profession Vice-director of Moc Chau
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Table 5.1 Concluded

Order Interviewees Characteristics
MrF.
5 Age 32 years old
Professional Address Cau Gia, Hanoi
Profession Marketing agent at Hanoi Milk
\" Consumer Advocacy Association
Mr G.
Age 87 years old
1 Professional Address 214/22 Ton That Tung, Hanoi
Profession Retired
\"| Political Representatives
Mr B.
Age 42 years old
1 Professional Address 138 Giang Vo, Hanoi

Representative of the Department of
Profession Food Safety — Chief of the Norms and
Technology Department

Mrs E.
Age 38 years old

2 Professional Address 138 Giang Vo, Hanoi
Profession Representative of the Ministry of

Health (MoH)
vil International Expert

Mrs Z.
Age 45 years old

1 Professional Address 57 Tran Hung Dao, Hoan Kiem, Hanoi

Economic expert on milk production
Profession and consumption at the French
Embassy’s Economic Mission

A thorough search of Vietnamese print media returned various articles written in
Vietnamese, English and French. We collected all available information about dairy
activities and dairy controversies in Vietnam in recent years. We also consulted government
decisions and changes in legislation made in the wake of this controversy.

For the qualitative analysis of the transcripts, both authors participated in the
interpretive process. We first analyzed all collected data (for example, interviews,
documents) individually, then compared and contrasted the analyses in an iterative
process to reach a consensus about their meaning. The identification of the interviewees
used just a letter to maintain confidentiality.

Throughout this paper, ‘packaged milk’ refers to milk pasteurized or sterilized (that is,
heated to destroy germs), and then bottled or put in cartons. We use the term ‘fresh milk’
to refer to liquid milk that comes directly from the dairy and has not been dehydrated in
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any way to make powder. ‘Fresh milk’ differs from ‘powdered milk’, although fresh milk
may have been ‘pasteurized’ or ‘sterilized’.

The Controversy and its Management: Findings
HOW THE CONTROVERSY STARTED

All respondents interviewed had already heard about the controversy. Although
stakeholders had differing levels of knowledge and points of view, nobody had ignored
it completely.

The controversy about fresh milk adulterated with powdered milk started in September
2006, though it is unclear who first mentioned the problem. Some respondents believed
that consumers were the first to complain about the flavour of so-called fresh milk,
whereas others, including the Hanoi Milk marketing agent, asserted that journalists with
the Tuoi Tre newspaper were the first to make an enquiry into and report on the matter.

In all cases, the respondents expressed doubts about the origin of fresh milk: ‘In reality,
in Vietnam, there are not many herds of milk cows. If powdered milk is not imported from
foreign countries to produce sterilized milk, the demand cannot be met. The misunderstanding
between journalists, consumers and milk producers was that some producers put “fresh
milk” on the package, whereas it wasn’t all fresh milk,” explains Mr E. Mr O, from Moc Chau,
sums up the situation of dairy firms, 20 to 30 per cent of milk in Vietnam comes from local
production, 70 to 80 per cent is imported, mainly in powder form. So if companies are short
of fresh milk, they reconstitute powered milk to produce milk.’

The leading dairy companies were suspected of being parties to the fraud. Currently,
approximately 20 companies collect and process milk and dairy products in Vietnam.
The first one to come under fire was Vinamilk — Vietnam'’s biggest dairy company — which
has captured more than 70 per cent of the dairy market. It is 50.01 per cent state-owned,
and foreign investors hold a 30 per cent share in it. The other key Vietnamese (Hanoi
Milk, Elovi Food) and foreign (Dutch Lady Vietnam, Nestlé) dairy groups also came under
scrutiny, though not all of them were guilty of labelling improprieties.

We begin by assessing consumer reaction to the scandal, which manifested itself very
quickly. We will then analyze the attitudes of distributors, the positions of the producers,
company strategies, the responses of consumer advocacy associations and the actual
response by the state government.

CONSUMER REACTION

Before describing consumer reaction to the scandal, a few words on consumer milk habits
are in order.

Consumers’ habits

Milk consumption in Vietnam, though very low, is increasing rapidly, especially in urban

areas. Consumers possess a very positive image of cow’s milk. According to Mrs L, ‘In
my opinion, cow’s milk is very nutritious. I am not a nutritionist, but I think that there
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are more calories in cow’s milk. For children, I think it’s good. Soya milk is good for the
health, but it is not as nutritious.” Many consumers do not have a clear idea of the health
advantages of milk but assume that ‘it helps children to grow and to be more intelligent’
and ‘it provides energy and calcium to strengthen bones and increase height’ as Mrs T
and Mrs K affirm. It is well known that the state wants to promote the idea of a ‘taller and
healthier’ nation. However, the population segments that most urgently need to improve
their nutritional status do not have easy access to dairy products because of the price and
the remoteness of the areas where they live.!”

Vietnamese consumers buy both fresh and powdered milk. Powdered milk is mainly
used for baby food, because it may be enriched with elements such as calcium, which
is viewed as important by Vietnamese mothers. Powdered milk comes mainly from
foreign countries and has been very popular in recent years, despite the government'’s
promotion of breastfeeding. This state policy is motivated by health reasons, as well as
economic reasons, in so far as nearly all powdered milk for infants is imported. Fresh milk
is consumed by children and adults alike.

Quality, convenience, habit, brand name and price appear to be the key factors
influencing the purchase of fresh milk. One consumer declares, ‘[I chose this milk]
because I heard people say that the quality is quite good. I am familiar with this milk
and it is quite cheap.” To make sure that the milk they buy is safe, many consumers
pay great attention to the product expiry date. Moreover, consumers express trust in the
person they buy milk from on a daily basis. Freshness is a major concern for Vietnamese
consumers.’ Thus, (non-enriched) powdered milk is not viewed as equal to fresh milk,
‘Powdered milk is not as good as fresh milk. I think that when it is preserved for a long
time, it is not as good as when it was fresh,” says Mrs L. People prefer to buy milk in
small, 180 ml packs, which keep it ‘fresh’ more easily. Many consumers do not have a
refrigerator, so maintaining freshness can be a problem in this tropical country.

Children are very important in Vietnam. Even in relatively poor families, they can
dictate the household’s purchasing behaviour, ‘I buy any kind of milk that my child likes.
Sometimes, if the fresh milk is in a package with exciting colours that he likes, or there is
an appealing advertisement on TV or a special offer (like a Superman or a 3D house), I buy
it. I buy milk for my son regardless of the company that produces it,” explains a mother
whose family income is only 2 000 000 VND per month (US$125).

Many suffer from a lack of information about dairy products. Consumers buy all
kinds of fresh milk but do not always know the difference between the brand name and
the dairy firm that processed the milk. For instance, Mrs T says she mainly bought Izzy
fresh milk but did not know that it was produced by Hanoi Milk. This lack of knowledge,
as well as inadequate regulations governing proper labelling, has been advantageous for
the firms involved in the controversy.

Because of this information shortfall and the general context of corruption in
Vietnam, consumers openly state their distrust of the quality of food products sold in
their country, as explained by Mrs L, an urban consumer, ‘There was recently a problem
involving imported milk, XO of South Korea, which is very popular here. It contains
some powdered milk. Well-off people bought it. But there were big problems because the
lead content was too high. It was really dangerous. Mothers were afraid. It is difficult to
have total confidence in products here ... because brand names, labels, can be sold. You
make milk, you put a brand on it and you sell it. Nobody’s going to check.” Consumers
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trust foreign and imported products but are very suspicious of Vietnamese practices, ‘I
have never trusted the quality of food sold in Vietnam,’ says Mr X.

Consumer behaviour during the controversy

The controversy became quite widely known among consumers, though details were
scarce. The respondents ‘had heard about it but didn’t know exactly’ what it involved.
They were usually aware of the problem and knew that it involved misleading labelling,
‘Vinamilk’s fresh milk label didn’t have the right information on it. It said pure fresh
milk, but in fact the product was made from powdered milk,’ claimed Mrs J. Most of
the respondents remember that the story was big news ‘in late 2006’, ‘I remember this
because at that time it was a controversial topic; Vietnam had just become a member of
the WTO.’

Many of the consumers interviewed also said they first heard about the scandal on
television. The newspaper and television media in Vietnam play a major role in people’s
perceptions of and behaviour toward food risks.” ‘The neighbourhood grapevine’ was
also mentioned by rural and urban consumers as a way to get information and find
out the degree of risk this issue may have had for their health. The Internet is not yet a
widespread information channel for the great majority of Vietnamese households.

Most consumers believed the controversy over the milk did not harbour any danger
for them, ‘The problem is only the label, the low quality of the product, but it is not
harmful to our health,” explains Mrs H. Some consumers declared they did not change
their buying practices, whereas others felt trapped by the dairy companies. As Mrs L states,
‘All companies were involved in this problem. It affected almost all dairy companies. So
there was no choice.’

A person’s circle of acquaintances can dictate attitudes. In school, mothers look at
what other mothers do, ‘I saw a number of other mothers bringing their children to the
nursery school who usually buy Izzy fresh milk. I don’t know what company produces
this milk [Hanoi Milk], but it has very catchy ads on TV. Children are impressed by that,
so I think that is the reason most children have a box of Izzy in hand before going to
class,” says Mrs T.

A lot of consumers, especially those in urban areas, significantly reduced or even
completely stopped their milk consumption for a few weeks. For instance, Mrs M explains
that she had not bought Vinamilk milk since she heard about the problem. The same
was true for Mrs J, “With this story, I changed my brand of milk right away.” Then both
consumers mentioned their consumption of new brands that appear safer, such as Moc
Chau, ‘Before last year, I had never bought Moc Chau milk. I didn’t drink Moc Chau
products and I didn't see them in stores. Now, Moc Chau does more advertising. They
launched new products. They are trying to make their products known and widen their
market,” adds Mrs J.

The reaction of rural consumers to the crisis was more limited. Many rural dwellers
kept buying fresh milk or decreased their milk consumption only a little. Nevertheless,
milk consumption in rural areas remains low in Vietnam.
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ATTITUDE OF THE DISTRIBUTORS

Distributors were affected by the scandal for a couple of months when their milk sales
decreased. The affected distributors include informal sellers who sell milk of different
origins on the street, small distributors who sell dairy products in little shops, and big
distributors such as Big C and Metro. They all sell fresh milk from big companies such as
Vinamilk or Hanoi Milk.

Informal distributors are independent buyers who buy milk from different sources (for
example, big firms, independent farmers) and sell it under various names at low prices,
not subject to any quality control. This informal sector (milk traders and informal shops)
accounts for about 19 per cent of the dairy business.?® It can lead to quality deterioration
in dairy products, because the transportation and storage of highly perishable products
is not well controlled. However, the controversy over fresh milk did not start because of
failings on their part, though it affected their activity. Informal distributors were directly
affected by the decline in milk consumption and therefore decided to sell other products
during the crisis.

Small distributors adopted a similar strategy. In Hanoi, small distributors sell all kinds
of goods, from food products to detergent, nails and light bulbs. They do not specialize
in dairy products and sometimes do not know the difference between the brand name of
the milk and the dairy firm that produces it. Similar to the end-user consumers, they first
heard of the controversy on television news, but they felt particularly concerned about it
because it threatened their business. The strategy adopted by small distributors to avoid
a loss of income was quite simple, as Mrs D explains, ‘At that time, I waited to hear the
final verdict from the authorities and cut down on the number of different kinds of milk
I was selling in my shop.’ The small distributors interviewed said that they discussed the
matter with consumers, ‘It was the talk of the town. Consumers often mentioned it.” In
the end, business losses were not as bad as expected, ‘In the wake of the controversy, the
volume of milk sales did go down. However, this situation didn’t last very long because
of consumer habits and the demand for milk,” asserted Mrs D.

Finally, the big distributors are quite new in Vietnam. Supermarkets have come onto
the scene only in the past few years in the major cities of Hanoi, Hai Phong and Ho Chi
Minh City. Consumers consider supermarkets safe places to purchase products. Although
goods sold in supermarkets are more expensive than those sold in little shops, they
are perceived as offering good quality, reliable and guaranteed by the reputation of the
distributor.?* However, sales of fresh milk in supermarkets such as Big C decreased greatly
during the period. Mrs C, the sales manager for fresh products in Big C, explains, ‘When
we look at the number of sales, we see that consumers did not want to buy Vinamilk
products anymore. Vinamilk sales started dropping in November. The decrease was 26 per
cent in November for fresh milk. It didn’t change for yogurt. In December, sales decreased
another 20 per cent. Other suppliers have seen their sales drop too, but Vinamilk was
particularly affected. Sales of Moc Chau products didn’t change in Big C. It was said on
TV that these products contained 100 per cent fresh milk, so sales didn’t change, but
actually increased a little. For the past 3 months [since early April 2007], Vinamilk has
got back to normal.’
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POSITION OF THE PRODUCERS

The milk producers interviewed in this survey have been raising dairy cows for less than 10
years. As Mr S, a producer in Bac Ninh province, affirms, in the late 1990s, ‘the movement
toward raising dairy cattle was strong and enabled us to increase our income, so I changed
from agricultural production to dairy farming.” Nowadays, income from dairy cattle
accounts for up to 90 per cent of the total breeder household income, and dependency
on this production is virtually complete. Milk producers in Vietnam are smallholders.
Livestock is raised on 95 per cent of small-scale private farms in Vietnam, and most of the
producers own from one to 15 cows for milking and breeding. Their average income is
quite high for rural inhabitants; they may earn up to 5 million VND a month (US$315).
A few are big farmers with more than 50 cows and earnings of up to 16 million VND a
month (US$1000). Dairy development so far mainly involves well-off farmers, due to the
high initial investment and technical capacities required. Most farmers are not organized
into professional associations and lack empowerment and advocacy rights. There is no
umbrella dairy farmers association in the country.?

Producers seemed well aware of the fresh milk scandal. Unlike the majority of
stakeholders, producers took advantage of the controversy though. Producers usually sold
their milk to dairy companies at prices ranging from 3500 to 5000 VND/litre (US$0.22-
0.31). The milk would then be sterilized, packaged, transported and sold in shops. At
the end of the chain, the consumer paid 14 000 to 20 000 VND (US$0.88-1.25) for a
litre of milk. While the controversy raged, some consumers were apprehensive about the
milk processing methods used by dairy firms, so they chose to buy milk directly from
the producer, at a lower cost for them but higher prices for the producer. Consumers
then pasteurized the milk themselves at home, which was more profitable for the dairy
farmers, as Mr S explains, ‘As a result of this problem, I was able to sell much more
unsterilized fresh milk, because many consumers came to my house to buy it rather than
from agents.’

STRATEGIES ADOPTED BY MILK COMPANIES

The milk firms adopted several different strategies, often depending on the extent of
their guilt. Vietnam’s largest company, Vinamilk, was stung the most in this scandal.
Many consumers linked the scandal directly to Vinamilk, ‘I remember that on TV they
said Vinamilk brand fresh milk was made from powdered milk’ and ‘Vinamilk’s factories
make fresh milk from powdered milk. However, on its labels, Vinamilk states that it is
pure sterilized fresh milk.” Vinamilk indeed resided at the centre of the controversy. The
company'’s representatives chose to limit contact with the media during the controversy
and did not respond to independent enquiries, such as ours, either during or after the
affair. To restore consumer confidence, the firm simply acknowledged its mistakes in late
2006.

Labels on Hanoi Milk products were not misleading, but the company lost sales
because of general consumer distrust of dairy products and the positions taken by those
companies. According to the Hanoi Milk sales manager,

‘The media made too much ado of the problem of fresh milk and powdered milk. Of
course, our sales have been affected. We didn’t do anything because our firm never had the
wording ‘fresh milk’ on its milk packages. The only firm that benefited from the problem
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was Moc Chau. Our turnover decreased between 25 and 50 per cent from September 2006
to February-March 2007. In fact, though, it depends on the season. There is a big difference
in milk consumption between winter and spring. In spring, we sell more milk. In winter, it's
cold, so consumers prefer hot beverages but don’t like hot milk very much. But this year, our
turnover increased only 10 per cent compared to the same period last year, whereas other years,
it increased by 20 per cent. That'’s the general situation for all dairy companies in Vietnam. It
creates good opportunities for the sale of foreign products in Vietnam.’

Only Moc Chau benefited significantly from the scandal; it took clear advantage of
the situation. The policy of Moc Chau has been well-established for 50 years, as the sales
manager explained,

‘Moc Chau went into the dairy business in 1957. Our production and marketing are carried
on in a closed circuit. That means that all breeders of Moc Chau are members of our company,
are stockholders of Moc Chau. They work for the firm but also for themselves. That is why the
quality is so high. Moreover, our milk cow herds are well adapted to the Moc Chau climate. At
the outset, we imported cows from China. But they weren’t suited to the climate here, as Moc
Chau is 1200 m above sea level. So we decided to import milk cows from Cuba, the United
States, Australia and the Netherlands, and it’s working well.’

The crisis enabled Moc Chau to put its product out front and pursue its market
development strategy. Before the scandal, Moc Chau declared in its advertisements that
it produced ‘100 per cent pure milk’ that is, ‘pure fresh milk.” After September 2006,
Moc Chau fresh milk sales jumped 200 per cent, which is remarkable in this recessive
context.

COMMENTS FROM THE CONSUMER ADVOCACY ASSOCIATION

In Vietnam, the only consumer advocacy association designed to protect consumer
interests is the Vietnam Standard and Consumers Association (VINASTAS). Unlike
Western consumer advocacy associations, VINASTAS is closely linked to the communist
government. It works with a limited budget. Nevertheless, its position during the
controversy was important, because VINASTAS was very prominent in the media. Rather
than providing information to help consumers choose among different brands of milk,
VINASTAS worked to spread news of the scandal. Mr G explains the role of this association,
‘We interviewed consumers. The media also interviewed people. We studied consumer
reactions. It was after disclosure that there was a problem. VINASTAS did not uncover the
scandal. In these kinds of controversies, VINASTAS always works with the press to inform
consumers.’

The matter of the ingredients present in powdered milk was raised by Mr G, ‘Here,
we’re not talking about the quality of the powdered milk used for making the fresh milk.
In fact, their characteristics are different. For example, powdered milk does not contain
fats, unlike fresh milk. And when we use powdered milk to make liquid milk, we have
to add ingredients.” VINASTAS lacked enough qualified members and funds to make a
comparison of the quality of different milk brands, as might be done in other countries.
Mr G only noted that, ‘An expert conference on milk took place. They spoke about the
process of making liquid milk from powdered milk. In this process, milk quality is always
preserved. Maybe it is a subjective point of view. In VINASTAS, we don’t have enough
tools to judge quality. If we want to make tests or estimations, we have to ask laboratories.
VINASTAS therefore has a challenging job to protect consumers. We mainly function as
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a media sounding board to inform consumers. Obviously, in the milk crisis, consumers
had the right to be informed, and this is in VINASTAS'’s charter, but it wasn’t respected.
In this controversy, dairy firms were not compliant with the first rule of trade - ‘the client
is king'."

WHAT THE STATE DID

While the media was creating a furore over the scandal and dairy prices were dropping,
the Department of Food Security, Ministry of Health (MoH), intervened to set up expert
committees to evaluate the situation.

Before the crisis, national regulations required that processors show the ingredients
on their product labels. Because the labelling law applies to all kinds of manufactured
products, it did not stipulate specifically that milk containers had to indicate the
percentage of pure fresh milk compared with powdered milk. Norm TCVN 7028/2002
stipulates that fresh milk cannot have more than 1 per cent powdered milk in it, but it
does not mandate that dairy companies must indicate the exact percentage of powdered
milk mixed with so-called fresh milk on their packaging.

The brunt of this food scandal fell upon the MoH. After the problem was disclosed
by the media and input was provided by VINASTAS, the ministry dispatched a group
of experts to investigate major dairy company practices. Generally speaking, the MoH
conducts two types of inspections to control food product safety. Regular inspections
occur periodically, perhaps twice a month. Spontaneous inspections are carried out
when a scandal breaks out or when a major risk appears. For both types of inspections,
companies are warned before the arrival of the government inspectors. Regarding the
milk controversy, Mrs E, an expert from the MoH Food Safety Department, related, ‘We
made inspections in November and December 2006. There were consumer complaints
because the fresh milk label of some companies did not comply with labelling standards.
It claimed to be fresh milk but it really wasn’t fresh milk.’

Inspection groups consisted of representatives of the Food Safety Department, the
National Institute of Nutrition and the Department of Goods Management, under the
Ministry of Technology and Science, which is in charge of standards and labels in Vietnam.
The inspection group leader was from the MoH. The two or three inspectors who make
up an inspection group inspected six dairy companies in six days, going directly to the
dairy companies. They looked at the formula used to produce the milk, compliance with
current standards and legislation, and so forth. They also analyzed samples at random
to check the composition of the milk. According to the MoH, the inspections were
performed to enforce sanctions on dairy companies whose labels were not compliant
with the legislation, not to preclude a repetition of the problem by clarifying the law on
dairy product labelling. There still is no specific decree about milk labelling in Vietnam.

The Controversy Winds Up: A Discussion

Stakeholders largely feel that the controversy is now over. How did that come about? A
simple settlement about product labelling resolved the crisis. First, firms guilty of not
complying with the rules, such as Vinamilk, explained their position in the media. They
acknowledged their mistake in labelling their dairy products,?* and they agreed to label
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their products more clearly. Vinamilk decided to change the wording ‘pure sterilized
fresh milk’ to ‘sterilized milk’ if the content were not entirely fresh cow’s milk. But the
company refuses to reveal in detail what its products contain, claiming it is a ‘private
formula’ and internal ‘production know-how’.%

Dairy firms that suffered economically launched a series of new products. After the
Tét period (Vietnamese New Year in January-February), the consumption of goods in
general decreases because people spent lavishly in the weeks preceding the holiday.
Vinamilk chose this period to boost its sales, launching a new 100 per cent sugar-free
‘pure sterilized milk’ and a new 935 per cent sweetened ‘pure sterilized milk,” in packages
of 1 litre, 200 ml, and smaller. Advertisements on television grew aggressive, with much
colour, singing and repetition: ‘One hundred per cent, one hundred per cent, Vinamilk
fresh milk is one hundred per cent pure fresh milk! Day in, day out.’

This kind of advertising works quite well, as attested by Mrs J, an urban consumer,
‘Vinamilk has more attractive packaging now. It has more colours. I think it is nicer than
before. They changed the design too. On TV, their advertisements are catchier. They have
songs on TV; it’s more colourful.... They also launched many new products.’ Nevertheless,
after the scandal, dairy companies tended to increase the price of their dairy products,
including fresh milk, to cover the financial losses subsequent to the scandal. Although
the producers are not earning more, prices have increased for consumers. Thus, ‘The
scandal is over now. We asked for better labelling. This is solved. But now, the most
important issue is the price of the milk,” confirms Mr G from VINASTAS. Some consumers
therefore remain unsatisfied with the current policy of dairy companies, ‘Although the
controversy has stopped, I am still not satisfied with them. During 2007, the price of
milk increased a lot. The main reason is that they had to spend so much on advertising
in order to compete with other milk enterprises, not because of the high cost of imported
ingredients.’

The government also made some recommendations for labelling. In the early stages
of the controversy, the government issued Decree 89/2006/ND-CP, dated September 30,
2006, which represents as the highest level legal document on this matter. It includes all
types of goods, but regarding foodstuffs, it differentiates ‘ingredients’ from ‘quantities
of ingredients’ instead of using the general term ‘composition’ as before. Moreover, the
ingredients must be shown in weight order from highest to lowest.?® However, there is no
mention in the new decree of better product quality or a commitment to health, social
welfare or protection of the environment, despite such calls by individual consumers and
consumer associations.

Each company tends to follow its own rules, as Mr G from VINASTAS observes, ‘It's
true that the exact ingredients are not still written on packaging. Rather, the content of
vitamins, iron, proteins, and so on, is shown. Vinamilk’s products show 95 per cent fresh
milk, sugar, and so on, but the other ingredients are not detailed. Labelling requirements
are not very precise in Vietnam. The government does not determine what information
must appear on labels. Thus every company presents the information in its own way.’
The Ministry of Technology and Science is in charge of this issue, whereas the Ministry of
Health only deals with offending firms.

Consumers are therefore still asking for a tighter legal framework and fairer dealings
in the dairy market. The respondents for this study believe the state should exert more
regulations and greater control in this area. ‘We need better monitoring of milk from the
cattle herds down to consumption. We must have greater traceability. Controls at all levels
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are needed. If things are done properly at the processing stage, but producer practices are
substandard, you can’t have a safe product at the end,” says Mrs L. According to Mrs
H, ‘To ensure consumer confidence, firstly, the authority must have clear regulations
and a method of investigation in order to properly control the enterprises. Secondly,
the enterprises need to guarantee the product quality and ingredients shown on the
label.” Small distributors note the doubt that remains in the minds of some customers,
‘The problem has blown over now. But some customers still think that there is no fresh
milk,” explains Mrs A. ‘“The legal system in Vietnam is not strong enough to protect the
consumer! In terms of laws in Vietnam, I don't feel that the legal system is strong enough
in all fields! I don’t think the laws can be relied upon to protect consumers. I would feel
more confident in milk from abroad, from Europe, for instance. Milk from France, yes, I
would trust it," adds Mrs J. Corruption is also an issue, ‘Corruption is very common here.
There is no real control on the quality of the milk sold. Farmers pay the inspectors to be
quiet. I don't trust State controls,” said Mrs ], expressing her lack of trust in government'’s
ability to protect consumers.

More broadly, consumers, small distributors and even producers remain largely
unaware of the legislation governing milk products. They do not know what may have
changed in the legislation regarding food labelling in recent years, nor what obligations
are incumbent on milk companies in terms of the information on the packaging. The
absence of communication may be the crux of the matter, ‘I believe that if people aren’t
talking about this problem anymore, it means that fresh milk is now guaranteed to be 100
per cent pure fresh milk,” declares Mrs H.

Neither consumers nor producers appear vindictive toward the dairy companies.
Powdered milk may not be as good as fresh milk but, ‘the scandal didn’t have serious
implications, because mixing powdered milk with fresh milk is not toxic,” noted Mrs L.
She went on to say, ‘If I am told that there is X per cent of powdered milk in my fresh
milk, I surely won't like it, but powdered milk is not harmful to my health. If they do what
needs to be done to protect my health, I accept it. But I prefer that they be honest rather
than making false claims about their products.” Mr S, a farmer from Bac Ninh province,
declares that, ‘(companies| have admitted their mistake and pledged not to do it again. So
it is acceptable.” Most of the consumers interviewed offer a similar assessment, ‘I think it
is not very important if it is fresh milk or powdered milk. But for business ethics, it is not
correct. It was necessary to fight against this misrepresentation, but it has no dramatic
consequence on consumers. It is unacceptable in terms of ethics,” says Mr G.

Big distributors are still distrustful of dairy firms. Employees from Big C present their
company as an active stakeholder in management of the conflict, ‘The Big C buying
group asked to suppliers to change their packaging. The government also did so. If not,
Big C returns the product to the suppliers. The government legislated concerning product
shelf-life, date of manufacture, and so on. Big C faxed the law to all suppliers. Government
inspectors used to come to Big C to verify compliance with the law. If something is wrong,
they fine the wrongdoer. In this case, the department manager pays the fine because he
is responsible for his shelf. When a new product is launched, it is necessary to be careful.
Producers also pay attention because they don’t want to pay to have goods transported
for nothing. Today, labelling rules have improved; things are more precise and clearer,’
says Mrs C. The government appears to fulfil its role when controlling products sold
in the supermarket, ‘Government representatives verify the labelling, the weight of the
products sold, and so on. It is not possible to falsify the weight of milk sold. You must
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have 1 litre of milk, not 950 ml. Some suppliers make containers of 1100 ml or 950
ml. They have to be cautious. Government inspectors often come from the Ministry of
Health. They come several times a month. During the period of bird flu, they also came a
lot. With eggs, chicken, pigs, they have many opportunities to come,’ declares Mrs C.

‘Anyway, the controversy is not over yet because firms don’t have enough fresh milk,’
warns Mr O from Moc Chau. ‘If we went on to thoroughly investigate 100 per cent fresh
milk products, other scandals may come to light. Because if we count the number of milk
cows in Vietnam, we’ll see that some fresh milk is actually made from powdered milk,’
argues Mr F from Hanoi Milk. Vietnamese dairy farmers are quite optimistic about their
future. All producers interviewed plan to increase their herds, which makes good sense as
demand continues to increase.

Conclusions and Managerial Recommendations

Big firms lost face as a result of this controversy. To restore their image, they recognized
their mistakes and launched new products with timely, powerful advertising. It worked,
as the demand for milk products quickly recovered after the crisis. But dairy firms have
two challenges to face in the milk market: milk supply and consumer confidence.

The nagging issue for dairy firms is the lack of fresh milk available from local dairy
farmers. To solve this problem, dairy companies might work in close cooperation
with the producers with regard to, for example, the choice of the races of dairy cow,
determining a ‘fair price’ for production, and so forth. Such cooperation would enable
firms to ensure producer trustworthiness at the time they sell their products. To that
effect, signing exclusivity contracts with producers might be a welcome development, as
already adopted by Moc Chau.

To ensure the growth and sustainability of the consumer market, Vietnamese dairy
firms should realize that competition is going to grow quickly with Vietnam’s entry
into the WTO. Foreign companies are victims of corruption in the country, but they
enjoy several advantages with regard to the Vietnamese market. Mrs Z from the French
Embassy’s Economic Mission explains, ‘Foreign companies must be watchful. Agreements
have been made between importers and customs officials — by means of corruption —
to allow the entry of dairy products into Vietnam. A foreign company told me it had
to pay four times between the Saigon airport and its warehouses. Nevertheless, as the
market liberalizes, foreign companies are in a position to launch very active advertising
campaigns, promoting products with a guaranteed content of 90 per cent fresh milk. This
is possible with Vietnam's entry into the WTO. These campaigns will work because the
Vietnamese consumer is extremely concerned about having quality products to ensure
good health.” As we have seen, Vietnamese consumers also have a strong preference for
foreign foodstuffs.

To that end, packaging is not the only way to give consumers a feeling of security.
Communication regarding sustainable development and the creation of organic milk
production directed to the young, well-to-do population of urban Vietnam could be
interesting approaches for diversifying products and ensuring quality. For now, very little
information about corporate environmental policies is available, making it a possible
means to ensure consumer confidence and fidelity. Further research on the willingness
of consumers to pay for safe, organic dairy products is needed. This recommendation
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could easily extend to other food products as well, because organic production is minimal
in Vietnam - only 0.07% of the total agriculture area?” — but has strong potential for
marketing to well-to-do consumers concerned about their personal health.

Programmes in schools to educate children about the importance of dairy product
quality also might be launched by the dairy firms. Children exert considerable influence
on their households’ shopping habits. With the help of the state — which is possible
because of the government policy toward milk consumption — dairy companies could
gain a reliable, stable market. Nevertheless, professional ethics and respect for consumers,
especially if they are young, represent absolute conditions to keep markets moral.?®

Asin other countries of Southern Asia, such as Laos, Cambodia, Malaysia and Thailand,
as well as in China, the fresh milk market in Vietnam is far from being mature and
saturated. There is plenty of room for modern, socially conscious enterprises in search of
business that will offer quality products and invest in not only transaction-based but also
person-based relationships with their consumers.?
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Abstract

Quality assurance schemes are increasing in importance all over the European Union.
They have considerable influence on the marketing of food products. Two main types
can be identified: in-chain quality management schemes and market differentiation
schemes. The first group has a considerable influence on the food chain, whereas the
second group is larger in numbers. This chapter discusses perceptions of stakeholders and
the functioning of selected schemes using two sets of the data gathered from stakeholder
hearings (and panels) and economic analyses of eight case studies. Quality assurance
schemes appear to be an integral part of current food marketing in the agri-food chain; a
fundamental change in the future is not likely.

Introduction

Quality assurance schemes (QAS) play an ever increasing role in food policy and, in
particular, in the food supply chain. In principle, QAS are defined as codes of practice,
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standards or sets of requisites that enable stakeholders to guarantee compliance by adhering
to that which is declared. This adherence is signalled to the end or next user, underlined
by some independent verification process that adds authority to the stakeholders’
statement.! Participation in QAS is entirely voluntary, though some schemes in some
countries have gained a quasi-mandatory status. Although QAS are homogenous in their
aims and orientation, their structure varies wildly across the EU. Some QAS are confined
regionally and hence affect a very small volume of agricultural produce; others operate
on a national or even global level. Other differentiations include that some are private
and others public, and some are regulated by national law and others by European law.

The perception of the function and importance of QAS by stakeholders varies widely.
This confusion needs some clarification. On the one hand, the proliferation of QAS is
seen as a problem, but on the other hand the aim of most QAS is to differentiate with
regard to quality. Generally, consensus suggests that no competition can function based
on food safety, which is secured by basic Food Law. Some QAS stress that they encourage
compliance with the Food Law by enforced controls, which creates an implicit competition
related to the food safety concerns of consumers. These examples show the wide range of
issues related to QAS in the field of food marketing. This chapter attempts to present these
QAS-related controversies in food marketing in the framework of the experience in the
European Union. It focuses on stakeholder perceptions and adds information obtained
from case studies of different QAS.

This chapter is based on a pilot study carried out by the European Commissions’ Joint
Research Centre, Institute for Prospective Technological Studies (JRC-IPTS), initialized by
the European Parliament. The Directorate General for Agriculture and Rural Development
requested the JRC-IPTS to carry out a project on ‘Quality assurance and certification
schemes managed within an integrated supply-chain.’

In the first section, this chapter provides a description of quality assurance schemes,
followed by a detailed discussion of stakeholder perceptions of the current situation and
future developments. The third section highlights findings regarding the economics of
QAS based on case studies. Finally, conclusions are drawn with regard to the impact of
QAS on food marketing.

Quality Assurance Schemes

A central element of all QAS is quality. Quality is the biggest ‘marketing’ tool these
schemes have, though with regard to user-oriented quality, product quality is highly
subjective and difficult to measure.® Therefore, quality has different meanings in different
contexts and for different stakeholders, ranging from intrinsic quality aspects and quality
attributes via food safety and processing guarantees to authenticity as a means to signal
quality. Therefore, quality and quality assurance are multidimensional constructs, and
the variety in quality notions implies that many different aspects can be part of a QAS.
However, QAS can be broadly classified into two main types:

1. those aiming to standardize and guarantee certain aspects or requirements of the
company or production unit; and

2. those aiming to differentiate and guarantee the product according to some peculiar
characteristics of the product, production process or production factors.
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The QAS belonging to the first group are often multinational in scope (disseminated
over several countries). They are relatively few but appear in all EU member states to
different degrees. These schemes always have a reference regulation (regulated quality)
and almost always refer to requirements dealing with the organization of the company,
production unit or production process (for example, quality management system,
environmental management system, occupational health and safety management system),
not the product’s intrinsic characteristics. These QAS apply to business-to-business (B2B)
markets and often are not communicated to final consumers.

The demand for better food quality and greater awareness of consumers about
how products are produced and processed has led to the emergence of private (and
public) standards as an increasingly dominant instrument of governance in the agri-
food chain, both nationally and internationally. At the same time, it raises challenges
for policymakers in defining appropriate responses to emerging food safety and quality
issues.* Food legislation and QAS developed rapidly in the 1980s and 1990s in Europe,
triggered by food-borne illnesses and food contaminants, combined with increasing
awareness of animal welfare and the environment.® These trends led to more QAS,
focussing especially on traceability and the production processes and practices. Private
agri-food standards appear increasingly of concern in the agri-food sector; as Fulponi put
it: ‘Those who do not meet the standard may be excluded from markets in the short run
and may eventually be forced to exit the sector.”® In addition, the balance within the agri-
food chain regarding influence on the development and application of private agri-food
standards has to be considered. Codron et al.” show that in France, the involvement of
public authorities depends on the type of product, generally higher in the meat sector
than for fresh produce.

Concerns exist not only within the EU agri-food sectors but also beyond. The World
Trade Organization (WTO) has hosted a discussion on private standards and developed
the Sanitary and Phytosanitary (SPS) Agreement.® At the moment, no defined measures
exist, but the issue is under discussion, and the outcome might influence the further
development of QAS in the EU. As the overall focus of this book is controversies in food
and agricultural marketing, the focus in this chapter remains on concerns, which should
by no means undermine the importance of QAS in the integration of the agri-food chain
and the success reflected in their wide usage throughout the EU and beyond. Jaffee and
Henson reflect on the issue of standards and the effect on agro-food exports.’ The findings
indicate that standards, as set by QAS, are less problematic than expected a priori.

The second group of QAS aims to highlight the differences between a product and
its competitors. These schemes mostly tend to guarantee claimed product characteristics
(for example, GMO-free, certain chemical composition, humane production techniques).
They are usually local or national in scope and use labels to signal product and process
qualities to consumers. Thus, they also appear in business-to-consumer (B2C) markets.

In the second group, almost 800 PDO (Protected Designation of Origin), PGI
(Protected Geographical Indication), and TSG (Traditional Speciality Guaranteed) are
covered by Council Regulation (EC) No 510/2006 and Council Regulation (EC) No
509/2006. Some research attempts to determine the value of PDO/PGI labels and indicates
that the combination of the region of origin, labelling and quality perceptions is most
important.’® A related question considers whether the same effects might be achieved
for the majority of PDO and PGI. Figure 6.1 highlights the much greater uptake in the
southern EU member states, partly due to the history of geographical identifications,
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Figure 6.1 PDO/PGI and TSG in the European Union'"

which for wines started by the nineteenth century. Other products emerged in the 1930s
in Italy and France.

In addition, approximately 350 private and public QAS in the European Union belong
to the second group. The exact number is difficult to detect because there is no official
registry, and distinguishing between QAS and brands can be subjective. With regard to
the first group, the amount of QAS is much smaller, but these QAS have generally a
much higher market penetration. Some QAS comprise elements of both objectives, which
makes it difficult to draw a clear line between the groups.

Stakeholder Perception

To capture the position of the different stakeholder categories, workshops were held
during 2005, concluding with a structured hearing in 2006. This section includes the
stakeholder groups’ answers to prepared questions. The hearing featured a set of panels,
each representing a given stakeholder category: farmers/producers (5), traders (6), food
processors (5), certification bodies (5) and retailers (7). A panel of academic experts
(10) on food quality schemes ensured that the discussion addressed pending issues and
substantiated the statements.'? Each panel received a background paper and specific
questions,'? listed in Table 6.1.

The following sections discuss stakeholder perceptions based on the information
collected from both the panel presentations and the contributions received after the
event. Furthermore, the discussions during the hearings, among each stakeholder panel,
the expert panel and the audience (90 participants), also are considered.*
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Table 6.1 Specific questions addressed at the stakeholder hearing, 2006'°
£
w
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How would you describe the roles of supply-chain stakeholders \

in developing and managing QAS?

Can you provide a brief assessment of the main costs and
benefits for stakeholders of the present state of QAS in Europe?
Are QAS achieving their intended aims in the supply chain?

What is the main impact of QAS on competitiveness,
employment and sustainable development, in particular in rural
areas?

In your opinion, what are the most important quality attributes
that should be covered by QAS?

To what extent do you consider that QAS effectively contribute
to providing consumers with reliable information?

What is the present impact of QAS on vertical and horizontal
relations between supply-chain stakeholders?

To what extent do you believe that QAS are turning into
compulsory private standards?

To what extent do QAS, in which your sector participates, also
involve farmers/producers? What are, in your view, the main
reasons for not involving them?

To what extent are small-scale producers, whether or not
organized in groups, able to attain adequate bargaining power
by means of the mechanisms considered to ensure fair and
reasonable conditions of contract with larger entities in the chain?

What are the most important drivers of change for the
development of QAS?

How do you envisage the future development of QAS in Europe?

In particular, do you believe that endogenous trends will push
towards rationalization of QAS (for example, mutual recognition
and benchmarking)?

In the light of the main challenges that you have identified, to
what extent do you believe that an EU-wide framework for the
development of QAS would help in addressing those challenges?
In particular, what is your opinion with respect to the following
options concerning QAS:

No intervention at EU level

Regulation of mutual recognition and benchmarking
Standardization of existing quality assurance schemes/general
implementing rules

European registry of quality assurance logos

European logo confirming compliance with EU regulations
Further development of existing EU schemes

Other options
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GENERAL PERCEPTION AND EXPECTATION OF FOOD QUALITY ASSURANCE
AND CERTIFICATION SCHEMES

According to several members of the farmers’ panel, the most important issue is that QAS
are feasible, take into account the structure of agriculture and do not create unnecessary or
excessive additional burdens. Regardless of participation in a QAS, every link in the food
chain must fulfil its legal requirements. Compliance with legal standards is therefore a basic
requirement for every QAS. According to the same panel members, consumers’ growing
need for food safety and transparent and traceable production and handling processes
has resulted in comprehensive, strict legislation (pertaining to food safety, traceability,
residues, labelling, the environment and animal welfare). With the introduction of QAS,
the agri-business sector and the food industry have taken on voluntary obligations to
achieve better product quality and added value.

Agri-food traders stated that they support independent standards for good production
practices and supply chain activities and the certification thereof. Traders expect QAS
certification to:

e contribute to moving toward sustainable production and high quality;

e prevent consumer health scares by providing transparency and information;

* help industry comply with legislative requirements and avoid legal problems and
litigation;

® optimize management and traceability from field to fork;

* keep the supply base diverse with fair competition;

e protect the reputation of brand or private labels;

* become more flexible and help implement innovations;

® link tracking and tracing to competitive supply chain activities.

Food processors also pointed out that the wide variety of QAS have diverse
characteristics in the supply chain. However, they believe that the distinction between
food safety and food quality requirements is essential to address the industry’s role in
QAS.

Food safety, along the entire food chain, is a fundamental and non-competitive
prerequisite before a product may enter the market. The industry does not compete on
food safety. Food safety is a joint responsibility shared by all the stakeholders in the food
chain and requires combined efforts.

Quality requirements are a private affair and can provide a competitive advantage.
The market dictates food quality, and it is the responsibility of the industry.

According to certification bodies’ representatives, standards of the agri-food system
may be classified into two categories: horizontal and vertical. The first can be applied
by each player in the food chain; if applied by all stakeholders, certification gives the
consumer guarantees from farm to fork. The second category includes standards for
individual activities (for example, agricultural activities, processing). The combined
implementation of the first and second categories of standards could lead to overlaps.
The intended goal therefore is ‘certified once, accepted everywhere’.

Retailers also present two broad categories of schemes: B2B and B2C. These main
points are summarized in Table 6.2.
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Table 6.2 Business-to-business (B2B) and business-to-consumer (B2C),
presented by retailers's
B2B schemes B2C schemes
Examples Post-farmgate (BRC/IFS), Pre-farmgate ~ PDO, PGl, organic
(EurepGAP)
Focus on Verification of practices Product differentiation
Mainstream product offering Usually forms part of a retailer’s niche
market
Application  Applied globally National or regional application
Common baisis for safe, lawful product ~ Focus on differentiating quality
(BRC/IFS) and sustainable product attributes, for example, provenance,
(EurepGAP) organoleptic
Pre-competitive between retailers Offers potential competitive
Not visible to consumers advantages for retailers
Visible to consumers
Visibility For retail label products (own brands)  Offered by retailers to increase choice

Part of supplier partnership
agreements and/or commercial

(market segmentation)
Branded offering: Usually no retail

contracts input to product development

In the past 10 years, B2B schemes have fallen in number as a result of the trend
toward rationalization in the retail sector, while B2C schemes have increased as a result
of increased market segmentation and product differentiation in Europe.

ROLES OF STAKEHOLDERS IN THE SUPPLY CHAIN AND PUBLIC AUTHORITIES IN
MANAGING DIFFERENT SCHEMES

Members of the farmers’ panel considered QAS developed and implemented in
accordance with the needs of the market. They also stated that it is very important that
all stakeholders are able to participate in the development of a QAS. But this point raises
the question of who the stakeholders are, particularly in schemes for wider geographical
areas. Farmers’ representatives must be fully involved in QAS that set the criteria for farm
production. The European Council of Young Farmers (CEJA) sees a positive role of supply
chain stakeholders in developing and managing QAS: ‘There can be no doubt that we
need to become better at producing for the market, and this is exactly why we need to get
in better touch with the market!

In traders’ opinion, QAS are effective and useful only when stakeholders have an
opportunity to provide input (for example, expertise). The structure of various QAS
differs markedly, as does the extent of stakeholder involvement. In addition, in a few
QAS, stakeholders play some role in technical committees and other such bodies.
Consequently, stakeholders have some influence over the standard and its requirements.
Traders believe that they must motivate suppliers to comply with QAS and offer effective
management solutions to ensure that involvement in QAS provides competitive advantage
to suppliers.



96 The Crisis of Food Brands

According to food processors, one stakeholder in the supply chain takes the lead in
developing each QAS, based on its own interest. However, it is essential to involve all
stakeholders who will apply the QAS when developing the scheme. This participation
helps create confidence and commitment from different stakeholders in the supply chain.
Audits are the responsibility of accredited external and independent bodies.

Certification bodies pointed out that for some standards, not all stakeholders in the
food chain segment are included in the working groups. According to them, the various
schemes in horizontal food chain segments should be harmonized, and those for each
food chain segment should be reduced. The first step would require mutual recognition
between similar schemes.

Retailers work with suppliers to establish, maintain and improve standards, which
may be perceived as an imposition on other stakeholders or look as if the retailers provide
the catalyst. Although they have Kkick-started many QAS, there has been increasing
involvement of the supply side in those schemes. Moreover, according to retailers, the
standard owners are working with them to reduce duplicated audits. In their view, it is
very important to ensure consistency for the consumer throughout the entire chain.

IMPACT OF QAS ON VERTICAL AND HORIZONTAL RELATIONS BETWEEN
SUPPLY CHAIN STAKEHOLDERS

Young producers (CEJA) believe horizontal relations could be improved through greater
collaboration between producers within the same QAS. Regarding vertical relations, QAS
have positive influences on relations between farmers and the industry, especially at local
and regional levels. Relations with retailers and consumers still require improvement.
Other members on the farmers’ panel (COPA/COGECA) believe QAS support the network
between stakeholders in the food chain by making information about the producer
available to the next customer, which brings transparency to the supply chain. Horizontal
relations in particular could improve and grow stronger if producers within the same
QAS were to act together. In any event, horizontal relations provide peer pressure and
self-regulation to protect the reputation of the industry and help with recovery after a
loss of confidence in some sectors following crises. In their opinion, QAS significantly
strengthen vertical relations in the supply chain. The main advantage is the more direct
relationship with other stakeholders in the supply chain and a more direct link to both
retail and the consumer, which represents an essential advantage of QAS.

Traders believe that vertical integration allows for a better focus on customer
demands. They worry third parties providing services to retailers may end up competing
with suppliers. Traders also believe that horizontal integration improves the chances
that suppliers can work together and share relevant best practices. Although QAS have
increased the chain approach in recent years, the traders believe that in the future, the
distance between traders and farmers/producers will narrow or even disappear, as growers
incur traders’ costs and traders enjoy growers’ benefits. Finally, the traders are involved in
implementing QAS in cooperatives.

According to food processors, QAS make relations between stakeholders easier. On
the food safety side, QAS improve vertical relations as well as horizontal relations. The
food processors also stress that quality requirements relate to the individual company
and depend on supplier-client relations. Thus, collaboration aims more toward vertical
than horizontal relations.
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FROM QAS TO COMPULSORY PRIVATE STANDARDS

According to members of the farmers’ panel (COPA/COGECA), across many countries,
food scandals, increased global trade and a larger share for retailers’ own brands are
driving retailers to develop QAS to ensure food safety and product quality. Compliance
with these standards is often a prerequisite for supplying products to the market.
Producers that export to a country in which buyers have their own QAS may be forced
to gain certification under several QAS. Young farmers (CEJA) believe that as a result of
the concentration of retailers and the processing industry, private standards get imposed
to increase traceability along the chain. Although CEJA favours increasing traceability
on the market, it argues that this traceability must be transmitted to the consumers,
including the identification of the origin of all food products.

Traders also believe that QAS are turning into compulsory private standards, raising
expectations amongst both traders and suppliers. Heavy reliance on QAS results from the
desire to reduce risk and liability. In addition, participation in such schemes has become
obligatory to satisfy the demands of the retail sector. Many retailers demand varying
requirements, such that traders and suppliers need multiple certifications.

According to food processors, a large number of retailers require certification on the
basis of their own standards, which suggest specific guidance about good practices and
compliance levels. Thus, producers that want to trade products may need to comply with
three or four different ‘compulsory’ private standards. Comparisons of these individual
standards show that the bulk of the requirements are at least similar and often identical.
The industry’s distinction between regulatory requirements and commercial (or quality)
requirements thus could help strengthen QAS and limit the specific requirements imposed
by individual standards.

Retailers stress that only regulatory standards are truly compulsory. Because B2B
schemes define requirements to meet regulatory standards and translate legal requirements
into more precise measures, they represent an important step toward a ‘level playing
field’ for all sources of supply.

FUTURE DEVELOPMENT OF QAS IN EUROPE

For young farmers, the future development of QAS depends largely on the different
stakeholders’ willingness to collaborate and give each partner the possibility to develop
the QAS. Some members of the farmers’ panel also believe that QAS will be widespread
and generally used in the future, leading to more market segmentation and higher-quality
performance by the overall supply chain. They also believe that in the future, QAS should
stay autonomous, dynamic and market-oriented, based on a legal framework, and, if
needed, interconnected through mutual recognition.

Traders stress that the number of requisites is increasing, but sometimes the increase
fails to focus enough on improving the quality management system, which implies that
some QAS are merely compliance systems. These developments may exhaust smaller
enterprises. The effort put into multiple certifications can be great, which would limit the
resources allocated to product development, research and development, or other technical
activities that improve competitiveness. Traders do not believe that endogenous trends
will push toward a rationalization of QAS; so far, the opposite is taking place. According to
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these traders, the retail sector continues to demand certification according to individual
requirements, as well as schemes with wider participation.

Considering the costs entailed in QAS, food processors see the need for rationalization
and focus on the implementation of legal requirements. The number of such schemes, in
the context of B2B, should decrease (or has already decreased), and greater transparency
in the requirements will enhance this trend. However, food processors also believe that
schemes that focus on differentiating quality attributes represent responses to consumer
demand and reflect important product differentiation in the EU.

Certification bodies imagine greater acceptance in the short term through
standardization or mutual recognition. In the medium term, they anticipate a smaller
number of schemes in each segment of the food chain.

Retailers envision an ongoing process of harmonization of QAS on the free market,
with some initiatives (for example, checklists) already in progress and gaining pace.
According to them, the number of B2B schemes has declined in the past 10 years. For
example, 31 retail members now use the pre-farmgate EurepGAP'” scheme in their supply
chains. In contrast, B2C schemes have increased in number, which reflects market
segmentation and product differentiation within Europe.

Table 6.3 summarizes the positions of the different stakeholder categories regarding
the benefits and costs of QAS. In general terms, market access appears to provide the most
important benefit, whereas the administrative burden is considered a major obstacle.
The main driver behind the development appears to be consumer demand. In this
regard, the unavailability of consumer organizations for the hearing make the results
incomplete. The translation of consumer demand into QAS normally is conducted by
other stakeholders.

Table 6.3 Summary of benefits, costs and drivers of QAS by stakeholder'®
Farmers Traders Processors Certification  Retailers
bodies
Benefits Market access Market access, Maintain Food safety Fewer standards
Greater market satisfying retail and increase Sustainability and fewer
segmentation demands consumer’s and consumer duplicated
Possibility to Improving confidence confidence audits due to
profile their technical Add value to the ~ Access to harmonization of
products, which capabilities of the  product clients and the B2B QAS
may command a  suppliers Improve the European market  Provide suppliers
premium price Customer- production with clear criteria
Ensures oriented process for market access
compliance with  approach Provide Obey
EU legislation Improving documented transparent. non-
Improving awareness and proof, in case of discriminatory
production control in raising  product liability rules
quality and quality Reduce the cost Fundamental for
efficiency Crisis of controls opening markets
management Provide in developing
options transparency in countries
Greater brand the market
protection
Increasing
liability for

suppliers
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Table 6.3  Concluded
Farmers Traders Processors Certification  Retailers
bodies
Costs and Inspection costs Financial Unnecessary Accreditation Food legislation
shortcomings  Costs for implications costs and costs of approval is not fully
complying with of gaining duplication for each scheme harmonized,
standards certification of efforts, if and qualification ~ which creates
Costs for in primary suppliers have of auditors implementation
increased agriculture to comply Maintenance problems and
administration Needs to be with different costs of such extra costs
Overlap between  certified by many  standards approval.
private and schemes Implementation Implementation,
public control Long process in of QAS and certification,
the acceptance adaptation of and certificate
of a scheme management maintenance
Overlap between  structures costs for suppliers
private and generate fixed Duplication
public control costs of audits is a
Companies with problem
different facilities
have to certify
each of their
plants
Drivers Market Preferred Consumer To reduce Loss of consumer
of QAS conditions suppliers, confidence duplication in the  confidence
development ~ Consumers expectations, Competitive same segment of  Retailers are
Legislation/ lower transaction  advantages the food chain legally the
policy costs Management To lower costs ‘producers’
Technology Inter- tool for by combining of retail-label
changeability of improving or reducing the products
suppliers process number of audits ~ Globalization of
Socio- within global and harmonizing  production and
demographic production schemes retailing
factors and systems Chain approach
consumers Documented to establish,
Technology product liability maintain
(more virtual Reduction of and improve
trading) costs regarding standards
Legislation audits Costs

Challenge by civil
society and the
media

Economic Case Studies

The goal of the case studies was to obtain a thorough understanding of the key stakeholders,
processes and performance of a broad variety of QAS in different value chains.” The case
studies include:

e Parmigiano-Reggiano cheese, a PDO in Italy, a well-established, successful QAS with
large market share.
e Comté cheese, a PDO in France that generates benefits for farmers by establishing a
product with a strong reputation in the market.
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e Dehesa de Extremadura, a PDO in Spain, exists in a niche market for cured Iberian
ham.

® Baena olive oil, a PDO in Spain, competing against industrially produced olive oil and
other PDOs in a very competitive market. Label Rouge is a well-established scheme
in France backed by the Ministry of Agriculture and organized by key actors in the
chain. It is complex and has significant market share (for example, chickens).

e The Neuland scheme, in Germany, is a very small scheme that explicitly addresses the
issue of animal welfare.

e Boerenkaas, in the Netherlands, is a Gouda-type cheese produced from raw milk on-
farm. This case involves different schemes and therefore a number of specific issues.
It is a niche product with several strengths and weaknesses.

e Red Tractor/Assured Produce Standard (UK), in which the section for potatoes sets the
standard for potato production in the UK.

e EurepGAP is a worldwide applied scheme, establishing a production standard.

To add to the discussion of the stakeholders, the case studies help analyze the
functioning of a selected group of existing QAS within the European Union. This exercise
attempts to understand the implications, in terms of costs and benefits, for different
stakeholders and the dynamics and structures within the QAS. Only the final outcomes
are summarized here, including the costs and benefits, followed by a combined discussion
of the findings of the economic case studies.

COSTS AND BENEFITS

The cost side first contains direct costs related to QAS in terms of certification, membership
fees and control costs. In some instances, governments absorb some of these costs, but
they have to be paid increasingly by the participants of the QAS. Notwithstanding many
complaints by farmers, these direct costs are usually not more than 1-3 per cent of
the price of the product. The indirect costs of QAS are usually substantially higher due
to restrictions on agricultural practices (for example, herd density, animal feed, plant
variety) and processing practices (for example, minimum maturing time, technique
used). Another indirect cost is the additional administrative paperwork that QAS create,
which is difficult to differentiate from regular administrative paperwork.

Benefits accrue to producers and consumers, as well as the general welfare. Because
many QAS protect traditional agricultural products, they are important but offer
unquantifiable benefits in terms of protecting the cultural heritage and rural landscape.
Consumers benefit from being assured of the authenticity of the product - it really is
what it claims to be. This point has particular importance for product characteristics that
cannot be detected by inspecting the product itself. The benefits for producers are mainly
in the form of attracting a price premium in the marketplace, which should at least cover
the higher production costs per unit produced. Another important benefit is the easier
market access granted to participants.

FINDINGS OF THE ECONOMIC ANALYSIS

The QAS analyzed in this study fall in two groups: in-chain quality management schemes
(first group, mostly B2B), represented by EurepGAP and the Red Tractor/Assured Produce
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Standard, and market differentiation schemes (second group, B2C), represented by
Parmigiano-Reggiano, Comté, Dehesa de Extremadura, Baena, Neuland and Boerenkaas.
The first group targets the whole market, whereas the second aims to differentiate products
and thus focuses on segments of the whole market. In other words, the objective of the
first group of QAS is to become the standard product, whereas the objective of the second
group is to be differentiated. Thus, a comparison of their respective market shares does
not offer a good instrument for comparison of the QAS groups.

The growth of buyer-driven, in-chain quality management schemes reflects a general
shift in power toward the end of the value chain. As a general conclusion, it appears that
in most cases, rents accrue more strongly at the end of the value chain (wholesale and
retail) than at the beginning (farmers).

FINDINGS RELATED TO THE FIRST QAS GROUP (IN-CHAIN QUALITY
MANAGEMENT)

The first group of QAS provides the minimum standards on which additional quality
assurance measures can be built. In some cases, a convergence between in-chain quality
management and legal requirements can be observed.

The successtul implementation and enforcement of the first group of QAS result from
effective collective action and/or market power wielded by QAS leaders. EurepGAP is
becoming a de facto international standard for in-chain quality and safety management,
likely because of the effective collective action of the retailers behind the scheme and
because their market power enables them to enforce the standards, as well as to pass on a
significant portion of the costs to producers.

An ongoing process (in many countries at least) appears to shift some erstwhile public
responsibilities to the private sector. Agricultural extension and animal health once were
considered public tasks but increasingly are seen as private sector responsibilities. A similar
shift seems to be taking place with regard to in-chain quality and safety management, by
which at least some tasks devolve to the stakeholders in the chain.

The strict requirements demanded by many of in-chain quality management schemes
(first group of QAS) promote upgrading to (inter)national standards and therefore
encourage process innovation. In contrast, the objectives of the market differentiation
schemes explicitly or implicitly aim to maintain traditional practices. A key challenge
is therefore to integrate the different objectives and approaches of the two types of
schemes.

FINDINGS RELATED TO THE SECOND QAS GROUP (MARKET DIFFERENTIATION
SCHEMES)

Successful market differentiation QAS appear to enjoy well-functioning professional
intermediate organizational structures, like the French Intra-Chain Gruyere and Comté
Committee (CIGC) or the Consorzio del Formaggio Parmigiano Reggiano (CFPR).
Moreover, these organizations have mandates and undertake activities that go far beyond
managing the PDO, which means it is not always easy to separate the PDO activities from
other activities of these organizations.

Promotion is a key condition for establishing the QAS product as a brand in the
market. Successful schemes have significant budgets for promotion, which effectively
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create the brand. The power of brands clearly has been illustrated; in some cases,
companies build brands on top of the QAS to create additional value in the market or
avoid direct competition between similar products that use the same label.

However, QAS schemes carry a risk of locking in producers to low productivity
systems, which deliver end products according to very specific standards. These standards
may limit innovativeness, which would have negative consequences for producers when
consumer preferences change. Compared with private brands, QAS are often designed to
preserve tradition and therefore are inherently less flexible than private brands.

Some QAS make significant contributions to rural development by supporting higher
prices for raw materials and, in some cases, farm incomes. In addition, QAS contribute to
environmental objectives by maintaining traditional, low-input agricultural production
systems and valuable landscapes (Comté, Dehesa de Extremadura). Possibilities also exist
for on-farm processing or agro-tourism.

Only a few QAS measure the organoleptic quality of the end-product directly. In most
cases, they assume that specific regional origin and production process characteristics
guarantee a superior, or at least different, consumer product. End-product grading
can ensure that all producers within a scheme meet the highest standards (collective
reputation of the scheme), or it can further differentiate top-quality products.

Market differentiation QAS also have the potential to maintain and improve the
position of European agriculture as a high-end producer of exclusive food products
to high-income consumers worldwide. Thus far, only one of the studied schemes
(Parmigiano-Reggiano) has developed an export strategy to grow beyond the mature
European market.

Conclusions

Combing the findings of the stakeholder consultation with the in-depth case studies
shows that many market differentiation QAS appear in the EU, but more important in
terms of coverage within the EU agri-food chain are the in-chain quality management
QAS. Although they are few in number, they represent the focus of most of the stakeholder
concerns raised. Regarding the validity of these conclusions, most existing QAS contain
elements of both groups, but for clarity, this discussion includes only the archetype.

Market differentiation QAS represent a special form of joint marketing and thus
compete with brands. The internal organization therefore must support this joint
approach. As the findings of the economic analysis (case studies) show, the most successful
market differentiation schemes are those that most closely resemble brand approaches.

In the future, market differentiation QAS will develop and perhaps disappear as
consumer demand and preferences shift. The current trend suggests more differentiation,
which will increase the numbers of QAS but also create circumstances in which those
QAS will remain niche, market-orientated schemes. Only a few QAS can compete on a
larger scale and longer term with brands.

The costs of participation in in-chain quality management QAS often seem prohibitive
for smaller farms, especially if these small businesses must comply with several schemes
across different marketing channels. Yet the benefits are substantial in terms of gaining
or maintaining market access and obtaining easier vertical integration along the agri-food
chain.
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Farmers, traders and food processors all believe that in-chain quality management
QAS are turning into ‘compulsory’ private standards, as a result of increased global trade
and the larger share earned by retailers’ own brands. Compliance with these standards is
therefore often perceived as a prerequisite for supplying products to the global market.

This point highlights the importance of involving all stakeholders in the development
and application of in-chain quality management QAS. Some stakeholders voiced their
willingness to participate but thus far have been involved to only a limited extent. The
role of public authorities could help mediate such involvement.

The parallel development of in-chain quality management QAS ensures considerable
overlap, which has prompted expressions of interest in benchmarking and mutual
recognition. Great efforts still are needed, especially to ease the international exchange
of goods within and beyond the EU. In addition, in-chain quality management QAS
force compliance with existing laws regarding food safety, especially through intensified
control. An open discussion thus remains about the possibilities of using synergies.

Because fundamental changes seem unlikely, QAS appear to be an integral part of
current and future food marketing in the agri-food chain. Different pressures will arise,
especially regarding mutual recognition and benchmarking in the field of in-chain quality
management QAS, which set the standards for participation in food product marketing.
This participation is nearly a prerequisite. Food supply chain participants should use this
opportunity to tailor these QAS to their own requirements, which move beyond legal
obligations. With regard to market differentiation QAS, no major changes are expected,
because they affect specific niche markets but rarely have an overall impact in the agri-
food chain. Market differentiation QAS thus provide an option for food supply chain
participants to market specific products, other than single-company brands.

RESEARCH LIMITATIONS AND FURTHER RESEARCH NEEDS

In the framework of the stakeholder consultation, the unclear definition of QAS appeared
to create a major obstacle during the discussion. The multiple functions of QAS also
lead to different perceptions. In addition, no consumer organizations participated in
the stakeholder hearing, though their input would have been valuable. The economic
analysis of the case studies revealed the difficulty of gathering sufficient data to conduct
a quantitative analysis. For the mostly qualitative analysis herein, the best information
available relates to long-established and well-functioning QAS, which may bias the
conclusions. Analyzing intermediate sections of the food chain made these limitations
even more severe, which indicates that these interactions should be a focus of further
research that attempts to analyze how QAS might influence the integration of the food
supply chain and the marketing of quality foods.
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Abstract

In this chapter, we will first describe the main farm characteristics, production, trade
channels and sales of a sample of organic grapes producers. Second, we explore their
main marketing strategies. Third, we examine the productive potential and market
regulatory mechanisms of these producers. Fourth, and finally, we provide evidence of
the motivations for organic choice and product marketing

Introduction

In recent decades, a considerable proportion of Italian agriculture has been devoted
specifically at high-quality production. As part of this desire for improvement, two
phenomena are worth noting: the very rapid growth of organic farming in recent years,
and the spread of recognition of quality assurance schemes and certifications for products
— for which, in terms of numbers recognized at the European level, Italy is second only
to France.* Italy ranks third in the world as a producer of organic goods, after Australia

* Dr Federica Cisilino, INEA (National Institute of Agricultural Economics), Friuli Venezia Giulia Regional Office, via
F. Crispi, 53 — 33100 Udine, Italy. E-mail: cisilino@inea.it. Telephone: + 39 0432 502 064.
T Dr Luca Cesaro, INEA (National Institute of Agricultural Economics), Friuli Venezia Giulia Regional Office, via F.

Crispi, 53 - 33100 Udine, Italy. E-mail: cesaro@inea.it. Telephone: + 39 0432 502 064.

i Reg. EC 510/06, which reformed Reg. 2081/92 on the subject of a protection system of geographical food
designations, conforms to the World Trade Organization rules for the registration of applications, equivalence and
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and Argentina, and it is first in Europe in terms of the number of farms (about 37 000);
it represents approximately 26 per cent of organic farms in the EU.! Approximately 1
million hectares are organically farmed, which is 6.2 per cent of the national cultivated
areas.” National Law 164/92 regulates the designations of origin and typical geographical
indications of wines.® Nationally, 341 wines have designations of origin, of which 34 are
controlled and guaranteed.® Most this production (56 per cent) is in northern Italy, with
more than 8 million hectolitres. Within this context, organic viticulture is a tiny niche.
Among high-quality food products, organic wine (an improper nomenclature, because it
actually is wine obtained from organic grapes) represents a small market that has only
recently gained the interest of the large producers.

Literature Review

According to Santucci, studies of the economic and social aspects of organic farming remain
rather rare.* In an evaluation of the business choices linked to the conversion to organic
farming, traditional short-term indicators of income appear poorly suited to evaluating the
financial and economic advantages of this choice. If organic farming instead is a long-term
choice, then the evaluation techniques should be adopted accordingly to analyze the initial
costs (costs of conversion) and future earnings and benefits (higher earnings).

The increasing dispersion of organic farming in Europe during the past decade has
stimulated the interest of many economists, in terms of both trade dynamics with related
market strategies and farm production and revenue performance. In the medium and long
term, organic farming can achieve acceptable profit and efficiency levels.’ Yet the most
common research approach has been to compare organic and conventional farms. According
to this branch of research, an analysis of the two different production systems can offer
important information from both a micro-economic (for example, evaluating economic
chances to convert) and macro-economic (for example, evaluating specific policies)
perspectives.® However, comparative analysis introduces some methodological problems,
including the questionable effectiveness of the comparison itself, because it consists of two
systems with very different production techniques, different technical-productive patterns
(though it is possible to define a specific pattern for each group) and heterogeneous groups,
mostly because conventional farming mixes agronomic techniques, including perhaps
organic ones. With respect to this last issue, conventional farming might be considered
the most widespread agricultural system in a given territory or it could been imagined as
everything but organic techniques and methods.” The risk of taking non-homogenous
systems into account is very high, from both technological and managerial points of view.

RESEARCH QUESTIONS

Another approach to compare the two productive systems defines conventional farms
as an approximation, or how an organic farm would be if it were conventional. The

control. Italy holds the record for specific recognitions: 155 products are registered, representing 21.5 per cent of the
entire EU basket.

§ In Friuli Venezia Giulia, 13 types of wine belong to the three categories, of which two received the label of
designation of controlled and guaranteed origin.
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similarity between the two kinds of enterprise, which operate in the same context,
depends on the same levels of potential production and available resources. Therefore,
the resulting hypothesis posits that technological homogeneity exists between the two
production systems. However, this approach also introduces many problems, including
the following:?

e The selected variables may depend on the system/context, whether organic or
conventional farming.

® More innovative farms often reveal a greater inclination to convert.

e A self-selection bias, because if all farms had the same information about maximizing
profits, there would be no reason for the comparison, because every farm would adopt
the most rewarding production technique.

With regard to organic and conventional farming, the best solution would be to
consider a constant sample of farms, such as a panel analyzed over a specified time.
This approach would enable evaluations of the conversion period, including the most
important impacts on farm economic performance and market behaviour. A temporal
analysis is preferable (if possible) because it allows both a within- and between-farm
analysis.’ This concept represents one of our purposes for further analysis.

Other recent studies instead favour the application of a spatial approach, which
analyzes farms’ structural and economic characteristics. This method fails to take into
account the possible effects of a change in business management, nor does it acknowledge
the effective advantage of converting (cost-opportunity evaluation). What emerges from
this literature review is that in the recent past, attention focuses mostly on the demand
side of organic products, without touching on production aspects, such as the motivation
for conversion, technical and economic issues, or marketing strategies.’® The need for
further studies on organic farming, including those that do not adopt a strictly economic
or income-related point of view, becomes clear from the lack of such analyses in existing
literature. Organic farming has been subject to specific statistical studies only recently
and unfortunately has produced not very encouraging results.!' Even with large data
sets, institutional sources point to significant differences, sometimes greater than 20 per
cent.'”” Some statistical sources that gather general agricultural data also might provide
detailed information about organic farming. For example, recently the FADN databank
has been used to compare traditional and organic farms, despite the difficulties associated
mainly with the size of the organic sub-sample.’® A review of the analysis methods and
the results of some analyses and comparisons appear Scardera and Zanoli’s study, which
also analyzes the availability of data and some study cases.!*

Although this study examines a particular organic product (wine), it has much wider
origins, which invite reflection on the following questions:

e How advantageous is organic farming, from a farm performance point of view,
compared with conventional crops? Does a comparison between organic and
conventional crops in terms of production efficiency have any meaning?'

e To what extent is producing in a sustainable way recognized as an added value for a
product that is placed on the market at a higher average price than its conventional
equivalent? Are the presumably lower profits of organic farms compensated for by a
higher market price for organic goods?'®
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e What effects do government funds to support organic farming have on income, and
what advantage over conventional farming derives from this support?

e How is it possible to consider socio-environmental factors in an organic versus
conventional comparison?

Attempting to provide answers to these open questions cannot be the goal of this
empirical study, which starts with survey results. Rather, this study attempts to provide
evidence of the contrast between organic and conventional farming, starting from a
behavioural analysis of a small sample of organic farms (involved in wine production).
To obtain the necessary information, we developed a questionnaire with which we
can identify farm characteristics, productive potential and the main market regulatory
mechanisms. Furthermore, this study provides evidence of the motivations behind an
organic choice, product marketing choices and trade channels and sales.

Context Analysis

According to the last agriculture census, there are approximately 790 000 wine producers
in Italy, with vineyards accounting for approximately 5.4 pe cent of the national
cultivated areas. Italian viticulture as a whole is progressively adapting to the needs
of the market, with the number of farms reducing to the detriment of their size.!” At
the same time, the number of farms orientated towards high-quality standard wines’
continues to grow, even if there are some differences between north and south.!® As
Table 7.1 shows, the variations in the Friuli Venezia Giulia region mostly confirm the
national trends. During the 10-year period addressed in the last two Census data,!® the

Table 7.1  Viticulture in Italy and Friuli Venezia Giulia: cultivated surface/land
area (hectares) and number of farms?

Farms Vineyards
N. % Var. Land (he) % Var. Average per farm (he)

2000 2000/1990 2000 2000/1990 2000 1990
Italy
Permanent crops 1858535 -12.3 2457 993 -11.8 1.32 1.32
of which:
Vines high-quality 108 711 17.4 233522 22.4 2.15 2.06
standard grapes
Vines for other wines 694 894 -36.2 442 057 -34.2 0.64 0.62
Total 2551822 -14.2 13212652 -12.2 5.18 5.06

q These productions receive the Designation of Controlled Origin (DOC) and Designation of Controlled and
Guaranteed Origin (DOCG).
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Table 7.1 Concluded

Farms Vineyards
N. % Var. Land (he) % Var. Average per farm (he)

2000 2000/1990 2000 2000/1990 2000 1990
Friuli Venezia Giulia
Permanent crops 13343 -43.5 22753 - 1.71 0.6
of which:
Vines high-quality 3195 -2.7 12935 14.2 4.05 3.45
standard grapes
Vines for other wines 9808 -50.2 4819 -31.2 0.49 0.36
Total 34 304 -39.1 238 806 -7.0 6.96 4.56

number of farms belonging to the whole permanent crops sector has slightly declined
at the national level (-12.8 per cent), but it has dramatically decreased in Friuli Venezia
Giulia (-43.5 per cent). Among farms producing wines from high-quality standard
grapes, the decrease at the regional level occurs in terms of the number of farms (-2.7
per cent), with a substantial increase at the national level (+17.4 per cent). However,
the importance of high-quality viticulture in Friuli Venezia Giulia appears confirmed
by the average extension of vineyards (4.05 he), which in 2000 approximately doubled
the national level (2.15 he).

Viticulture in the Friuli Venezia Giulia region, though unimportant in quantitative
terms, demonstrates a marked specialization in quality compared with the national
average, especially in the areas of Collio Goriziano and Colli Orientali del Friuli, on the
border with Slovenia.

Organic Viticulture: A Survey in Friuli Venezia Giulia
STRUCTURE AND IMPLEMENTATION

This study focuses on some problems related to the prospects and marketing strategies
of a group of organic producers, in a scenario characterized by strong entry barriers as
well as growing market opportunities. Regional organic farming is characterized by a few
farms of modest dimensions, which are active in various productive sectors and therefore
indicate little incidence on the market of single products. In Friuli Venezia Giulia, there
are approximately 350 organic farms,” which represent 2 per cent of the total, mostly
concentrated on hills and high plains. Production involves about 2800 hectares, and
the prevailing cultivations are field crops (35 per cent), grazing livestock (21 per cent),

*x Of the 352 registered organic farms in Friuli Venezia Giulia, 257 are producers, while the remainder are
manufacturers, gatherers or importers.?!
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viticulture (11 per cent) and horticulture (11 per cent). After a strong expansion during
2000-2001, the sector is now substantially stable.??

A survey, designed to clarify some strategic and market aspects, is based on the
administration of an ad hoc questionnaire to a sample of producers of organic grapes.
The data were collected during spring and summer 2003 and updated in April and May
2007. Three farming types are considered: organic farming (57.1 per cent of farms),
conversion farming (28.6 per cent) and conventional farming (14.3 per cent),” though
the results focus on the organic farming respondents. The survey addressed a small group
of organic wine producers (14 farms) as a subsample of the regional FADN database. The
investigation was conducted on the basis of the willingness of the farmers to provide data
and information. The sample represents nearly the 50 per cent of the total organic wine
producers located in Friuli Venezia Giulia (in 2007). The results, though they describe
a specific and locally important production system, do not aspire to being statistically
representative for the sector as a whole.

The questionnaire consists of three parts: The first investigates farm characteristics
through a brief production analysis; the second examines quality, product sales strategies
and commercialization; and the third part contains information related to farm size
(turnover/sales revenue, employees) and structure.”* The replies provided by the
participants made it possible to analyze the following:

® Main farm characteristics, including size and sales revenue.

e Main motivations that prompted the farmers to start organic production.
* Main obstacles to the development of organic crops.

® Marketing plans, promotion and advertising tools.

® Perception of the competitors.

e Commercial channels used to promote the product.

e How to improve the current market share of Friuli wines.

MAIN CHARACTERISTICS OF SURVEYED FARMS
Location, size and revenues

The farmers who took part in the survey are located in typical wine-growing areas of
the region, with a heavy concentration in Collio Goriziano. The business types are very
simple, mainly one-person businesses (57.1 per cent), limited partnerships (21.4 per cent)
and limited companies (14.3 per cent). In addition, 85.7 per cent of the respondents do
not belong to any syndicate or cooperative. Big wineries exhibit a general lack of interest
in producing organic wine; even if the grapes produced organically may be favoured and
sometimes sought out, they get made into a product sold as a high-quality wine, not as

Tt Organic farming is a system that avoids or largely excludes the use of synthetic inputs (for example, fertilizers,
pesticides, hormones, feed additives) and, to the maximum extent feasible, relies on crop rotations, crop residues, animal
manures, off-farm organic waste, mineral-grade rock additives and biological systems of nutrient mobilization and
plant protection, according to the EU Commission. Organic agriculture also may be defined as a unique production
management system that promotes and enhances agro-ecosystem health, including biodiversity, biological cycles and
soil biological activity, accomplished by using on-farm agronomic, biological and mechanical methods to the exclusion of
synthetic off-farm inputs. An organic farming approach follows the conversion of land from conventional management
to organic, according to specific standards (conversion period); conventional farms must exceed this conversion period
before receiving organic certification.
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‘organic wine’. The survey also reveals that the prevalent size is very small, with 64.3
per cent of the farmers interviewed declaring annual sales revenue of less than 100 000
euro, and 92.9 per cent of farms employ fewer than five people. Only 7.14 per cent
have more than 10 employees. In terms of sales revenues, in 2006, 42.5 per cent of the
surveyed farmers indicated sales revenues between €51 000 and €100 000, and 21.4 per
cent indicated lower (€0-50 000) or average (€101-249 000) revenues. Only 7.1 per cent
achieve the highest sales revenue band (€500 000-2.4 million). Expected sales revenues
for 2007 generally confirm the trend of the previous year, with the exception of farmers
in the sales revenue bands of €101-249 000 and €250-499 000. The former predicted a
diminution of sales revenues; the latter anticipated an increase. These declarations of
expected sales revenues seem to indicate that the medium-sized farms are more dynamic
and foresee consistent increases in their sales revenues for the coming years.

With regard to production, 57.1 per cent of farms have been organic for more than
5 years, 28.6 per cent for more than 2 years, and only 14.3 per cent began their organic
efforts just 6 months prior to the survey. Fifty per cent of the organic producers make
their own wine. About 21.4 per cent deliver grapes to wineries (14.1 per cent) or other
farms (7.1 per cent) for vinification.

UNDERSTANDING ORGANIC FARMING RELATIONSHIP MARKETING
Main motivations and obstacles

The reasons for converting from conventional to organic farming are important for
justifying a production choice that often has no clear economic or income-related
explanation. The principal motivations leading to the conversion to organic farming are
reported in Table 7.2.

The results show the high inclination toward ethical motivations, followed by the
aim of raising product quality and the chance to fill a market niche. For some farms,
especially in past years, the conversion to organic production was aided by EU and regional
grants, which partly supported their ethical and ideological motivations. Many farmers
have begun to consider the organic choice attractive from an economic point of view,
irrespective of public aids, because this type of product, characterized by high quality
standards, has started to achieve strong commercial results. Until a few years ago, these
farmers did not certify their product and, in some cases, sold them with no indication on
the organic origin of the grapes. Other farmers have begun their conversion in response
to growing market demand. Their motivations to produce organically essentially can be
attributed to their attempt to acquire commercial advantages deriving from the sales of
wine made from organic grapes. These are the most competitive farms on the market,
with clear marketing strategies in other sectors as well (for example, mid-priced quality
wine).

Two of the main obstacles for producers of wine from organic grapes are high
production costs and limited market demand (Table 7.2). The former are higher than
those for conventional crops because of the greater need for skilled personnel. The lack
of demand suggests that organic wine has yet to be fully recognized, even if organic
farming gradually has expanded its market. Although the grants have stimulated many
organic farms and prompted a transition from a tiny niche market to an ever-expanding
market,? the success of organic wine is still questionable. The complexity and cost of



112 The Crisis of Food Brands

Table 7.2  Principal motivations that prompted organic production® (%) and
main obstacles to the growth of organic crops® (%)

MOTIVATIONS First choice Second choice  Third choice
Economic (financial) 7.1 0.0 7.1
Ethical 67.8 7.1 0.0
Quality and innovation 42.8 14.3 0.0
Diversification 7.1 7.1 7.1
Market demand 14.3 0.0 0.0
Regional, national, EU funds 7.1 7.1 14.3
OBSTACLES First choice Second choice
High production costs 35.7 7.14
Certification costs 21.4 21.43
High price compared to conventional 7.1 7.14
Lack of market demand 28.5 0.00

a The total does not correspond to 100 because they are replies to multiple choice questions. The table reports the first
three choices.
b The total does not correspond to 100 because they are replies to multiple choice questions. The table reports the first

two choices.

certification are major obstacles to organic conversion, even if certification provides a
useful tool for business organization and improved quality of the products.* Because no
international, legal definition of organic wine exists, few farms can sell their produce as
organic, and even a label touting ‘wine from organic grapes’ is rarely used. In the majority
of cases, the farmers declared that they sold their organic products through direct sales, so
establishing a trust-based relationship with buyers apparently is more rewarding than any
label. All farmers have organic grape certification, but few of them put this information
on their wine bottle labels. Many farmers sell organic products through direct sales and
establish valuable affiliations with customers (58 per cent). They believe that high quality
is perceived as the most important (if not the only) information that consumers look for
when making a purchase (at least currently). Furthermore, no clarification exists regarding
which terminology is allowed. Although the EU excludes processed products (Directive
2092/91) and concedes the definition of organic only to raw materials, some standards
for organic wine have been adopted voluntarily by the certifiers and producers. These
standards impose limits on the use of sulphur dioxide, sugar and yeast. The debate about
sulphur dioxide remains ongoing, but this lack of definition affects promotion strategies
and sales.?”

o In 2005, thanks to the CAP reforms and the reopening of the Rural Development Plan for organic farming in some
regions, a more than 16 per cent increase occurred in organic productions.
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Advertising and promotions: perception of the market and competitors

A considerable percentage of farmers (35.7 per cent) indicated that planning their
marketing was an important or quite important innovation (7.1 per cent) for their farm
organization and management. The strategies adopted appear in Table 7.3.

Quality (product) is the first factor considered by producers of organic wine, though an
efficientadvertising campaign and improvements in the relationship between the producer
and distribution also are perceived as necessary. Price is considered a primary strategy, a
tool that not only covers production costs but also makes the product competitive. The
replies provided by the conventional enterprises generally are homogeneous, according
to the 50 per cent distribution of the replies across all suggested options. A generally
very low quota of sales revenue gets devoted to advertising (less than 5 per cent). None
of the farmers interviewed has a proper marketing plan, mainly because of their farms’
sizes. The size factor also tends to prohibit the use of skilled labour, other than that of
the farmer or relatives. Management needs are met internally, especially for vineyard
cultivation and vinification of the grapes, as are the administrative duties, which are
often entrusted to family members. Only harvesting and the sparkling process (if present)
require external (seasonal) labour or contractors. Yet marketing activities exist, even if
they may seems somewhat primitive, coherent with the farm sizes and characteristics.

Table 7.3 Marketing strategies and promotional tools adopted by organic
farms (%) and perceptions of main competitors (%)

MARKETING STRATEGIES Yes No Missing Total
Product 73.2 10.1 16.7 100.0
Price 36.9 38.1 25.0 100.0
Advertising & promotion 51.1 32.2 16.7 100.0
Distribution 28.0 47.0 25.0 100.0
Other 16.7 58.3 25.0 100.0
PROMOTIONS Yes No Missing Total
National and international events 60.7 14.3 25.0 100.0
Regional events 43.5 31.5 25.0 100.0
Events organized by local groups 28.0 47.0 25.0 100.0
Promotions at retailers 42.2 32.8 25.0 100.0
Sporting and cultural events 15.5 51.2 333 100.0
Exhibitions and competitions 35.1 39.9 25.0 100.0
COMPETITORS Organic Conventional Missing Total
farms farms
Co-regional 14.3 50.0 35.7 100.0
Other Italian regions 21.4 14.3 64.3 100.0

Other countries 0.0 14.3 85.7 100.0
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Despite their low cost, the types of promotion actions are both interesting and efficient
(Table 7.3). Approximately 11 per cent of the farmers regard themselves as leaders in the
production of organic wine. Moreover, neither conventional nor organic farmers perceive
other organic farms as competitors. Both categories state that the competition comes
mainly from other conventional farms, as illustrated in the last section of Table 7.3.

Sales and market share

The share of production sold directly to consumers is significant (22.8 per cent), with an
average of 42.5 per cent of total sales (see Table 7.4). Wholesalers represent the second
supply channel, with a share of 19.2 per cent, followed by restaurants (10.9 per cent) and
specialist shops (7.6 per cent). The sales share of the large-scale retail trade is still paltry
(2.1 per cent) and is either regional (1.3 per cent) or national (0.8 per cent). The large-
scale retail trade is absent in other EU and extra-EU countries, where wholesalers divide
up the monopoly with direct sales.

Farmers’ perceptions of the level of competitiveness of Friuli organic wine also is
reported in Table 7.4. These data show that the product is perceived as highly or quite
competitive not only in Italy but also in Europe and the United States. The market of
Eastern European countries is not important for 52.4 per cent of the respondents. They

Table 7.4  Average values of organic farming sales by main market areas (%)*
and perceptions of regional wines in the major markets (%)

TRADE CHANNELS FVG Italy EU Extra-EU Total
Direct sales 22.8 3.8 15.9 0.0 42.5
Wholesalers 0.0 3.3 12.9 2.9 19.2
Large-scale retail trade 1.3 0.8 0.0 0.0 2.1
Ordinary shops 0.0 0.0 0.0 0.0 0.0
Specialist shops 1.3 3.8 2.5 0.0 7.6
Restaurants 53 4.4 1.3 0.0 10.9
Total 30.7 16.1 32.6 2.9 82.3
PERCEPTION - COMPETITORS Italy EU EEC* USA
Significant 30.9 19.9 15.5 26.8
Quite significant 60.6 63.7 23.8 35.1
Not significant 0.2 8.1 52.4 29.8
Missing values 8.3 8.3 8.3 8.3
Total 100.0 100.0 100.0 100.0
*  The total is less than 100 because of missing values.

* East European countries.
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are aware that they produce high-quality wines, which are limited by both product
promotions and low production volumes. They cannot compare to the capacity of other
Italian regions, such as Piedmont, Tuscany, Veneto or Emilia-Romagna, much less the
French wine-growing regions and other European and non-European countries. The
enterprises examined generally are open to foreign markets and do not apply specific
marketing strategies, perhaps with the exception of their policy of pricing or product
range. Because exports are mainly through direct sales or wholesalers, the price is strongly
influenced by the buyer, the volume of exports and competitors’ prices. The widening of
the distribution channels, together with ongoing promotion activities, could improve
the market share of Friuli wines. Most of the farmers interviewed are convinced that
the wine produced in the region is competitive in terms of quality, but they believe the
image needs to better promotion. Regarding the quality-to-price ratio, many farmers feel
at a disadvantage compared with other Italian regions and suggest that the creation of
a single regional trademark could lead to wider recognition and product enhancement.
Although the policy of a regional trademark is constrained by EU restrictions, a policy for
promoting the local wines could be effective, if well organized.

Conclusions

This analysis highlights some characteristics and strong and weak points of organic grape
production. The study findings are influenced by (1) limited data collection resources, (b)
the characteristics of the organic wine sector (for example, small size) and (3) the need to
consider organic farms that belong to the regional FADN databank.

The businesses examined are small or very small, with an average turnover of less
than 100 000 euro and fewer than five employees. The market for these farms is mainly
local and national, while the European market is only marginal. The results can be
summarized in some key areas: competition and innovation, labels and marketing tools,
and motivations and promotions.

COMPETITION AND INNOVATION

Both technically and for conversion management, organic production methods necessitate
a high level of innovation. Growers who convert to organic methods generally are more
open to innovations. The strategies adopted by organic enterprises to remain competitive
mainly involve promotion of the trademark, but no organizational model is based on a
production chain. The few initiatives promoted by wine co-operatives appear to encounter
major business and sales difficulties. These obstacles may become more challenging if
the market expands. Distribution channels play a more important role in organic wine
production than in conventional markets, though they are still underdeveloped. Natural
channels such as direct sales are currently the best established, whereas distribution
through the large-scale retail trade is almost inexistent.

LABELS AND MARKETING TOOLS

The survey suggests that labelling is not a matter of how to tell if a wine is organic but
rather, how to avoid this information. Declaring that the wine is organic does not seem
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to be a strategic communication element, even if some consumers base their purchases
entirely on the appeal of the labels. Trying to obtain a reasonable explanation, we find
that understanding wine labels can be difficult and intimidating for consumers who are
primarily interested in the taste of the contents. Therefore, giving no information other
than an indication of high quality seems to be the choice preferred by the majority of
respondents. Furthermore, labels that carry the term ‘organic wine’ are not allowed,
though it would be possible to use the term ‘organically grown grapes’.> Most important,
the farmers involved in the survey stated that direct sales could favour communications
with customers, as no other type of trade channel could. The farm’s trademark is seen
as a guarantee of quality, leading to consumer confidence. This branding slows the
development of a common strategy for advertising and marketing. Putting information
on the label is perceived as almost inconvenient, as supported by the big wineries’ general
lack of interest in producing organic wine. Even if they prefer to buy grapes produced
organically, and sometimes seek them out, they put the grapes into a product sold as a
high-quality wine, not as an organic wine.

As far as marketing tools are concerned, the survey shows that the choice of organic
farming methods offers the possibility of a competitive advantage, thanks a wider range of
products and limited but increasing entry to foreign markets. Advertising on the Internet
is specific to organic farmers, showing that they have begun an innovative process, not
just that linked to production but also in terms of business management. A producer’s
alliance could coordinate marketing efforts, which seem too weak and fragmented to
provide an efficient and successful campaign for enhancing the Friuli Venezia Giulia
wines at an international level.

MOTIVATIONS AND PROMOTIONS

The organic sector, which experienced a strong expansion between 1996 and 2000, now
needs to consolidate. Two critical factors for organic produce are price and information,
which actually are closely correlated. The current perception is that either the cost is
too high or the value is not sufficiently communicated. Since the appearance of organic
wine on the market, communication has probably not been efficient enough, nor has
information about the benefits of organic produce as investment for well-being (both
health and environment) been adequate. If this assessment is true in general, it is even
more so for a product like wine, which from the outset might have expected to benefit
from the positive awareness of traditionally stronger organic sectors (for example, fruit,
vegetables, breads). Currently, high prices accompanied by diminished purchasing
power and the consequent fall in consumption, which significantly affects premium
price products, has demonstrated the industry’s incapacity to get better organized
and exposed organic producers to the contractual might of the large-scale organized
distribution and retail trade. Moreover, the lack of an informational campaign to clarify
the properties and peculiarities of organic products means the consumer receives no help
in purchasing decisions. Many producers believe that institutions should play a more
important role in the future. A suitable policy of support could provide an opportunity
for promoting products and give the market the possibility of not only consolidating but

§§  Organically grown grapes are grown according to strict standards, without the use of chemical or synthetic
pesticides or fertilizers and with minimum added sulfites.
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also recommencing growth, though perhaps at less feverish rhythms than in the past.
Among the foreseeable opportunities for the near future is the possibility of expanding
organic produce supply for the tourism business and restaurants. Such as commercial
outlet, as the survey indicates, is particularly well suited to a product like wine.

The choice of organic production for ethical reasons predominates among the
replies to the survey. Approximately half of the farmers declared that their main reason
for converting was ethical. This point is worth stressing, because it testifies to their
motivational calibre.

A possible explanation might be a general quest for eco-sustainability by farmers
who, in a climate of growing awareness and responsibility, place more importance on the
ethics of their production processes. The result is a product that consumers who consider
the purchase as part of a series of ethical actions, linked to their more sustainable and
equitable lifestyles, may buy. Nevertheless, the results of the survey also demonstrate that
if a producer abandons high-quality conventional farming for organic production, they
need to be guaranteed at least the same income level.

FURTHER CONSIDERATIONS

These results suggest that future development could be characterized by two major factors:
quality and sales and marketing. Another factor to consider is the competitive position
of organic wine production, which suffers exposure to both national and international
competition. Within this context, it will be necessary to target ancillary services and
marketing, not just aimed at the end-consumer but also and especially at the distribution
system. The first goal would be to ensure the visibility of added value derived from product
certification. This process can initiate only with a new marketing philosophy that places
viticulture within a wider scheme, capable of promoting high-quality local products.

This analysis offers some ideas, but further studies would be desirable to obtain more
information. A future research development in evaluating the demand side might be to
study consumer perceptions of organic wine to determine if they perceive any differences
between high-quality and organic wine. These perceived differences might appear not
only in terms of intrinsic product quality and organoleptic properties but also with regard
to healthiness and hedonism, key features for fruit and vegetable produce. Nonetheless,
perhaps because wine produced from organic grapes is undistinguishable from high-
quality wine,™T at least to the average palate, the market does not appear to be destined
for major growth in the near future.
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Abstract

In this chapter, we examine the problems connected with the perception and rejection
of genetically modified (GM) foods in Italy, highlighting both external factors and
subjective, psychological and social issues that may affect acceptance rates. Using
multivariate analysis, we also test whether interview respondents have homogeneous
attitudes towards new GM technologies.

Introduction and Background

Modern biotechnologies offer the promise of improving people’s living conditions, yet
despite these possibilities, we still know little about the long-term effects of interactions
between GM or transgenic organisms and the environment, nor are the potential
advantages or negative consequences of GM products clear for human health.

The worldwide debate over GM products is heated; in Italy in particular, the issue
has created great doubt and perplexity — not least because it contrasts with that country’s
general strategy to promote traditional, small to medium-sized enterprises that typify the

* Dr Marco Platania, Dipartimento DiSTAfA, ‘Mediterannea’ University of Reggio Calabria, localita Feo di Vito, 89061
Reggio Calabria, Italy. E-mail: marco.platania@unirc.it.

T Dr Donatella Privitera, Dipartimento DiSTAfA, ‘Mediterannea’ University of Reggio Calabria, localita Feo di Vito,
89061 Reggio Calabria, Italy. E-mail: donatella.privitera@unirc.it.



122 The Crisis of Food Brands

Italian food industry and produce ‘genuine’, traceable products with profound links to
Italian territory, history and culture.

However, the continuing debate and concerns have not hindered worldwide increases
in GM crop cultivation. According to the International Service for the Acquisition of
Agri-biotech Applications, between 1996 and 2006, the amount of land devoted to
transgenic crops increased significantly, from 1.66 to 102 million hectares, especially in
the United States (54.6 million hectares, or 53 per cent of the total area), Argentina (18
million hectares), and Brazil (11.5 million hectares). The main crops grown on this land
include soybeans (60 per cent of total hectares), maize, cotton and canola,’ all ingredients
frequently used to process food for both human consumption (for example, starch and
flour used to create candy, soups) and animal fodder.

Eurobarometer surveys, involving 25 000 people in 25 countries, also highlight
extremely positive perceptions of biotechnological applications for medicine (with
biotechnology) and the benefits for human health resulting from reduced use of pesticides
and minimized environmental impact.> Furthermore, people attach importance to the
low cost of GM products compared with conventional ones and accept the approval
of authorities (36 per cent). The countries that contain the highest percentage of GM
rejecters though are Austria, Greece, Hungary, Germany and Latvia; those most accepting
of the foods are Malta, the Czech Republic, the Netherlands, Spain, Belgium and Portugal.
Overall though, when people perceive sufficient reasons to accept GM foods, past a certain
threshold, they appear to be inclined to find additional reasons to accept GM foods.

From a legislative viewpoint, no comprehensive EU regulations pertain to the coexistence
of GM and conventional (or organic) crops, despite Europe’s acclaimed support of consumer
health and environmental protection through information about the nature and characteristics
of food products (for example, EU Directive 18/2001, EU Regulation 1829-30/03).% Nor do any
control mechanisms guarantee a transparent system that provides customers or authorities
with reliable information about the international trade in these products.

In academic literature, the debate about biotechnology and its applications in agriculture
and food production largely focuses on assessing the real economic benefits for agricultural
enterprises and the impact on the food industry, though doubts remain about whether
producing transgenic crops actually provides added value for farmers.* Other studies show
that introducing GM crops leads to variable reductions in costs, though the products do
not meet consumer requirements in terms of improved quality or protection.®

Experts also address the importance of labelling GM foods, because without detailed
label information, consumers likely cannot distinguish among products to support their
personal preferences.® Both the message contained on GM labels and the source of that
message may have significant impacts on the success of the labelling program and on
consumers’ perceptions of GM foods.” Furthermore, consumers’ willingness to pay (WTP)®
often depend on a limited acceptance, developed in a situation of substantial uncertainty
and lack of knowledge. Therefore, the central technology, the health risks a person will
accept and consumer trust in private and public organizations represent key variables.’

According to Pardo et al., European consumers’ doubts about GM foods are justifiable,
because the new technologies seem to have undesirable effects that may upset the
balance of nature.!® These same authors also note though that an optimistic attitude and
positive beliefs about biotechnological applications can precede and filter the reception
of new information, such that differences in attitude may depend partly on the level of
socio-economic development of a country and the reference culture.!’ Morris and Adley
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disagree;'? according to their sample of Irish consumers, knowledge and an understanding
of GM technologies does not automatically induce consumers to adopt a more positive
attitude but instead polarizes existing attitudes. Trail et al. also note that differences in
consumer demand have implications for international trade, because varying attitudes
towards GM foods in different countries (for example, United States versus EU) require a
different labelling system, which could change consumer attitudes.™

Methodology

This research attempted to analyze consumer attitudes towards GM products, including
the main reasons they reject GM products. In this context, it seems more valuable to
investigate ‘GM rejecters’ rather than those who accept these products.

To this end, we distributed a survey questionnaire that focuses on consumer
information, beliefs and attitudes, their opinions of GM products and their lifestyles.
Interviewees indicated their knowledge about certain categories of products and their
perceptions of any related food risk by noting their agreement (1 ‘strongly disagree’ to 5
‘strongly agree’) with a series of statements* about GM products. The statements generally
referred to the possibility they would buy GM products and covered various food-related
and socioeconomic issues, as Table 8.1 shows.

Table 8.1 Reasons for buying and not buying GM foods

GM products...

Increase public health risks varl

Are harmful for the environment var2
Are dangerous for my children var3
Lead to unemployment in agriculture var4
Are harmful to animals var5

Do not improve the quality of food var6
Do not comply with my ethical and religious beliefs var7
Contribute to the economic development of my country var8
Reduce production costs var9

Reduce the price of conventional products var10
Promote innovative farming methods varll
Reduce the use of additives in agriculture varl2
Are certified varl3
Increase profits for national food industries varl4

i We developed these statements from a review of relevant literature and submitted the derived variables to various

stakeholders for evaluation.
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The statements easily divided into two groups, namely, positive or negative statements
about the consequences of GM food production, in reference to both microeconomic and
macroeconomic scenarios.

The first group cited food safety risks (var6), environmental (var2 and var5) and social
issues (varl, 3, and 4) and ethical and moral considerations (var7). The second group
included statements about consequences for food industries (var14), the development of
the national economy (var8 and varl1) and cost considerations (var9 and var10). Other
statements noted the possibility of certification or guarantees (var13) and possible health
advantages (varl2).

We included both positive and negative statements to avoid influencing the
respondents. Furthermore, the attributes of GM products mentioned in the survey
included both scientifically accepted assertions (for example, less use of chemical additives
to protect plants) and controversial statements reported in the mass media (for example,
consequences for public health). Many consumers likely are already concerned about
biotechnological innovations, especially because of recent food-related scares, such as
BSE.

In the second part of the survey, to distinguish consumers on the basis of their attitude
toward GM products, we asked respondents to consider a shopping scenario in which
they could opt for a GM tomato product containing fewer chemical additives, when the
price of ‘conventional’ tomatoes is 1.50 €/kg. They could choose two possible answers:
interested or not interested. Thus, we could distinguish initially between those willing to
buy GM products and those unwilling, albeit in a purely hypothetical scenario.t In turn,
we identified non-consumers (or rejecters) and focused our analysis on this group to gain
a better understanding of the reasons for their rejection.

Finally, in the third section of the survey, we collected general information about the
socioeconomic characteristics of our respondents, including their individual inclination
toward risk-taking (for example, engage in smoking, betting, adventure sports, high-
speed driving, health checks).

To code and analyze the data, we first turned to descriptive analysis and employed
multivariate analysis techniques, especially factor analysis, to obtain homogeneous
segments of consumers. Factor analysis demands elaborate techniques for analyzing the
interrelationships within a group of variables and identifying those factors that appear
to offer fundamental information about the observed structure. This methodology thus
attempted to explain correlations between observed variables as a function of unobserved
factors, known as ‘components’, ‘dimensions’ or ‘latent constructs’. Furthermore, factor
analysis can transform aggregated observations into a simple structure that provides as
much information as the initial structure.

Of the various multivariate analysis techniques, factor analysis holds the greatest
interest because of its possible application in the business sphere, particularly for market
research.' Within the scope of demand segmentation, it summarizes a series of appraisals
of specific characteristics of the products analyzed. Namely, this methodology can provide
a concise explanation of the relationships identified by a market survey or condensing
and reducing the data to lose the smallest amount of relevant information.'> Specifically,
we applied factor analysis to a matrix of values referring to GM products; subsequently, on

§ Of the total sample of 1011 consumers, 736 rejected the shopping scenario, 255 accepted and 20 refused to
respond.
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the basis of the components extracted, we calculated the factor score for each interviewee
and created segments based on the aggregations of two scores. Each group therefore
contains interviewees who registered the strongest links with the extracted components,
according to a method tested in previous research.'®

The survey was carried out by means of direct interviews, during which 1250
questionnaires were administered in supermarkets in the five main towns of the Calabria
region. Sampling in the supermarkets was random; systematic sampling was used to select
the interviewees.!”

Analysis of Data and Main Results

SOCIOECONOMIC FEATURES OF THE SAMPLE

During the survey administration, 1011 valid questionnaires were completed; the
socioeconomic features of the sample are listed in Table 8.2.

More than half of the interviewees were women (53.1 per cent of the total), and
the main age range was 25 to 44 years (44.8 per cent). There was a significant presence

Table 8.2 Sample features

Variables Number % Variables Number %
Sex Occupation
Male 475 46.9 Executive 91 9.0
Female 536 53.1 Teacher-clerical worker 248 24.5
Total 1011 100.0  Tradesman 83 8.2
Manual worker 88 8.7
Age Student 140 13.8
14-24 164 16.2 Housewife 144 14.2
25-44 453 44.8 Pensioner 91 9.0
45-64 318 31.5 Unemployed 68 6.7
Over 64 76 7.5 Other 58 5.9
Total 1011 100.0  Total 1011 100.0
Marital status Education
Single 360 35.6 Primary school 67 6.8
Married 562 55.5 Middle school 247 24.4
Widow/er 45 4.5 Secondary school 486 48.0
Divorced-separated 44 4.4 University degree 211 20.8

Total 1011 100.0  Total 1011 100.0
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Table 8.2 Concluded

Variables Number % Variables Number %

Place of residence Number of family members

Town 624 61.7 1 70 6.9

Country 387 38.3 2 128 12.6

Total 1011 100.0 3 223 22.1
4 347 34.3
More than 4 243 24.1
Total 1011 100.0

of consumers with a medium to high level of education (that is, secondary school and
university graduates together account for over 60 per cent of the sample); in terms of
employment, the greatest percentage were teachers and clerical workers (24.5 per cent),
students (13.8 per cent) and housewives (14.2 per cent). Most of the interviewees live in
towns (61.7 per cent) with families of more than four members (34.3 per cent).
Aninteresting elementregarding therelationship between consumersand biotechnology
is the degree of awareness: Almost 60 per cent of those interviewed stated that they were
familiar, while only 10 per cent were uncertain about them, which confirms that consumers
can respond to questions about problems connected with food (Table 8.3).
As further confirmation, 63.6 per cent of respondents stated that they were fully aware
of what GM foods were (verified by control questions). Virtually all the respondents (95.5
per cent) wanted to be informed of the presence of GM products by means of clear label
because they feel their right to an informed choice is being threatened. Furthermore, a
majority of consumers (55.4 per cent) believed their supermarket sold GM products, even
without any additional information, especially products whose processing requires greater
safety measures and uses ‘uncertain’ raw materials (for example, pork products, meat).
The survey also assessed consumer perceptions of the risks connected with food
by asking respondents to identify the foodstuff that poses the greatest health risk (see
Table 8.4), which enabled us to evaluate consumer opinion regarding institutions and
responsibility for safeguarding health through commercially available food products.
The product considered to pose the greatest risk is fish (17.3 per cent), followed
by pork (13.3 per cent) and vegetables (13.2 per cent). Two findings were of particular
interest: The perception of risk linked more closely to food products of animal origin
than of vegetable origin, and the percentage of respondents who did not perceive any
elements of risk in their food choices was very low.

CONSUMER REASONS FOR AND AGAINST GM FOODS

In Figure 8.1, we plot the mean values obtained for each variable from the entire
sample of consumers. Of the negative statements, only varl (public health risks),
var6 (do not improve food quality) and var7 (do not comply with my ethical and
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Table 8.3 Consumer awareness of GM technology

Number %

1. Have you ever heard of GMOs (genetically modified organisms)?

Yes 584 57.8
Uncertain 108 10.7
Not at all 319 31.5

2. Do you think any of the products sold in this supermarket contain GMOs?

Yes, definitely 560 55.4
No, definitely not 82 8.1
Don’t know 369 36.5

3. Would you like to be informed by clear indications on a label?

Yes, definitely 966 95.5
No, definitely not 14 1.4
Don‘t know 31 3.1

4. To what extent are you influenced in your attitude towards GM products by your family
habits?

Very much 147 14.5
Not at all 864 85.5

Table 8.4 Categories of food products and subjective perceptions of risk

Product Number %

Fish 175 17.3
Pork 135 13.4
Vegetables 134 13.3
Fruit 79 7.8
Wheat, flour, and so on 58 5.7
Rabbit 57 5.6
Lamb, mutton 43 4.3
Milk 26 2.6
Other 231 22.8
No answer 73 7.2

Total 1011 100.0
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varl var2 var3 var4 var5 var6 var7 varg var9 varl0 varll varl2 varl3 varl4
negative statements positive statements
varl: Increase public health risks - var2: Are harmful for the environment - var3: var8: Contribute to the economic development of my country - var9: Reduce
Are dangerous for my children - var4: Lead to unemployment in agriculture - var5:| | production costs - var10: Reduce the price of conventional products - varl1:
Are harmful to animals - var6: Do not improve the quality of food - var7: Do not Promote innovative farming methods - var12: Reduce the use of additives in
comply with my ethical and religious beliefs agriculture - var13: Are certified - varl4: Increase profits for national food
industries

Figure 8.1 Mean judgements about GM foods (1-5 scale)

religious values) received very high scores, such that consumers strongly agreed with
these statements. The other statements, though negative, do not appear convincing to
consumers; the mean scores for variables related to environmental dangers (var2 and
var5) and social risks (var3 and var4) range between 2.5 and 3, which corresponds to a
mid-range opinion. For the positive statements, the mean score is approximately 2.5,
which suggests uncertainty on the part of the consumer. The only two variables with
notably different results are varl3 (certified), with a mean score of less than 2, and
varl4 (increase profits for food industries), for which consumers exhibited a high level
of agreement.

To gain a clearer understanding of the results of this preliminary analysis, we next
assessed them separately according to the classification of negative versus positive
judgements.

The former, ordered by level of agreement, showed that the variables with the highest
scores are var7 (do not comply with my ethical and religious beliefs), varl (public health
risk) and var6 (do not improve food quality), which supported our analysis based on
the mean scores (Table 8.5). However, the results obtained for the remaining negative
statements (var2-5) differ, such that consumers express heterogeneous opinions, with
scores spread across the five levels of agreement.

Among the positive statements, again ordered by level of disagreement, we found no
uniformity of opinion. For example, the variable that prompts the strongest disagreement,
var13 (certified), reaches no higher than 50 per cent, and the level of disagreement drops
even further for the next variable, var8 (promote the economic development of my
country), to 28 per cent. In addition, from the second variable downward, the most
common response is no longer ‘I strongly disagree’ but ‘I agree in part’ (Table 8.6). As
Table 8.6 further shows, for the third to the fifth ranked variable, consumers express
midrange opinions.
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Table 8.5 Classification of negative statements by level of agreement (%)

Strongly disagree Disagree Agree in part Agree Strongly agree

var7 — Do not comply with my

ethical and religious beliefs 2.8 2.2 8.0 14.3 72.7
varl — Increase public health

risks 2.5 4.7 15.8 21.8 55.1
var6 — Do not improve the

quality of food 1.5 4.1 14.4 25.6 54.3
var3 — Are dangerous for my

children 18.5 12.6 27.7 20.8 20.4
var5 — Are harmful to animals 21.5 17.5 28.0 19.8 13.2

var2 — Are harmful for the
environment 26.4 22.5 28.6 12.8 9.7

var4 — Lead to unemployment
in agriculture 21.6 28.3 29.4 13.1 7.6

Table 8.6 Classification of positive statements by level of disagreement (%)

Strongly disagree Disagree Agree in part Agree Strongly agree

var13 — Are certified 47.8 29.0 16.4 4.7 2.2

var8 — Contribute to the
economic development of
my country 28.0 30.2 25.4 11.0 5.5

var11 — Promote innovative
farming methods 26.5 18.8 30.6 16.5 7.6

var10 — Reduce the price of
conventional products 25.3 28.1 30.8 12.3 3.5

var12 — Reduce the use of
additives in agriculture 21.1 29.8 30.2 12.5 6.3

var9 — Reduce production
costs 19.2 33.5 30.3 11.1 59

var14 — Increase profits for
national food industries 8.5 11.6 29.2 25.2 25.6

The analysis of the tables therefore confirms the results we obtained by calculating
the mean scores. Whereas consumers seem more confident in expressing their opinions
in response to the negative statements, they appear perplexed by the positive claims,
provoking an uncertain rather than a negative attitude toward GM products.

Because with this research, we also hoped to gain insight into the reasons for rejecting
GM products, we next compared the two sets of consumers. Using the same methodology
applied to analyze the total sample, we assessed the mean scores and note the low level of
agreement with the positive statements about GM products. For negative statements, the
scores are not homogeneous and revealed different degrees of intensity (Figure 8.3).

As Figure 8.2 reveals, the opinions expressed by the two segments essentially coincide
(or differ only slightly) with regard to the potential to save money due to the introduction
of GM products (var9 and 10), the benefits for the economy (var8 and var14) and the use



130 The Crisis of Food Brands

O willing to buy B unwilling to buy
5
4,5
41—
357
31 1
2,5 17
51
15 1
14
0,5 17—
04
varl var2 var3 var4 var§ var6 var7 var§ var9 varl0 varll varl2 varl3 varl4
negative statements positive statements
varl: Increase public health risks - var2: Are harmful for the environment - var8: Contribute to the economic development of my country - var9: Reduce
var3: Are dangerous for my children - var4: Lead to unemployment in production costs - varl0: Reduce the price of conventional products - varl 1
agriculture - var5: Are harmful to animals - var6: Do not improve the quality Promote innovative farming methods - varl12: Reduce the use of additives in
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Figure 8.2 Comparison of opinions of consumers willing or unwilling to buy
GM products (mean scores)

of fewer harmful chemicals in agriculture (var12) - all positive statements. The negative
variables instead display slight disagreements about the possible consequences of GM
innovations for farm workers (var4) and public health risks (varl).

The greatest disagreements pertain to food (var6) and agriculture (varll) quality,
noncompliance with ethical and religious beliefs (var7), risks for future generations (var3)
and environmental risks (var2 and var5). Consumers unwilling to buy GM products
appear to give greater weight to these considerations than do consumers who are willing
to purchase them.

Again, we analyzed the classification of statements separately for consumers willing
and unwilling to buy GM products and distinguish between negative and positive
statements. Table 8.7 reveals a clear level of agreement among ‘rejecters’ regarding the
negative attributes: noncompliance with ethical and religious beliefs (var7), lack of
improvement in food quality (var6) and public health risks (varl). On these reasons, most
rejecters display the highest level of agreement.

The hierarchy of statements changes when we examine the attitudes of consumers
willing to buy GM products. As we show in Table 8.8, varl comes second and var2 last,
even though the order followed by the first group changes only slightly. We further
noted the difference in the intensity of the agreement expressed, which suggests greater
uncertainty, according to the intermediate range of opinions.

If we analyze the positive attributes, ordered by level of disagreement, we find that
the rejecters seem more perplexed by certifying GM products (var13) and the possibility
that introducing GM farming promotes innovations in agriculture (var11) (Table 8.9). At
the bottom of the list, we find var14, which refers to a possible increase in profits for food
industries.

Again, for the attitudes of consumers willing to buy GM products (Table 8.10), the
order of classification changes. A surprising item is var11, which refers to innovation and
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Table 8.7 Classification of negative statements by consumers unwilling to buy
GM products, by level of agreement (%)

Strongly disagree Disagree Agree in part Agree Strongly agree

var7 — Do not comply with my

ethical and religious beliefs 1.5 1.9 52 12.7 78.8
var6 — Do not improve the

quality of food 0.8 3.5 10.2 22.8 62.6
varl — Increase public health

risks 2.6 3.7 13.6 20.0 60.2
var3 — Are dangerous for my

children 17.0 8.6 28.3 22.6 23.5
var5 — Are harmful to animals 18.6 15.3 29.6 21.3 15.3

var2 — Are harmful for the
environment 23.1 22.0 29.6 13.6 11.6

var4 — Lead to unemployment
in agriculture 21.6 25.0 30.3 14.6 8.5

Table 8.8 Classification of negative statements by consumers willing to buy
GM products, by level of agreement (%)

Strongly disagree Disagree Agree in part Agree Strongly agree

var7 — Do not comply with my

ethical and religious beliefs 6.7 3.2 16.1 18.9 55.1
var1 — Increase public health

risks 2.4 7.8 22.4 27.1 40.4
varé — Do not improve the

quality of food 3.5 5.9 26.7 33.7 30.2
var3 — Are dangerous for my

children 22.6 24. 26.2 15.4 11.5
var5 — Are harmful to animals 29.8 24.0 23.5 15.7 7.7

var4 — Lead to unemployment
in agriculture 21.7 37.8 26.8 8.7 5.1

var2 — Are harmful for the
environment 35.8 24.0 25.6 10.2 4.3

drops from the second place it earned among the rejecter group to sixth place for the
accepter group.

The opinions of this latter group also appear much more uncertain than those of
the first group (which confirms the result from our analysis of the negative statements).
For example, if we consider var1ll, we note a much higher percentage (25 per cent) of
respondents who mark ‘I strongly agree’ than in the first group (12 per cent).

CHARACTERISTICS OF CONSUMERS UNWILLING TO BUY GM PRODUCTS

To perform a more detailed analysis, we apply factor analysis to the matrix of opinions
about GM products expressed by consumers unwilling to buy them, which reduces the



132 The Crisis of Food Brands

Table 8.9 Classification of positive statements by consumers unwilling to buy
GM products, by level of agreement (%)

Strongly disagree Disagree Agree in part Agree Strongly agree

var13 — Are certified 50.8 29.0 14.6 4.0 1.5

var11 — Promote innovative
farming methods 32.1 19.7 28.7 13.7 5.8

var8 — Contribute to the
economic development of my

country 29.3 29.2 25.6 10.1 5.8
var10 — Reduce the price of

conventional products 25.8 28.9 28.7 13.1 3.6
var12 — Reduce the use of

additives in agriculture 22.7 29.9 29.4 12.4 5.6
var9 — Reduce production costs 18.9 33.6 29.5 11.8 6.1

var14 — Increase profits for
national food industries 9.9 12.4 28.6 23.0 26.1

Table 8.10 Classification of positive statements by consumers willing to buy
GM products, by level of agreement (%)

Strongly disagree Disagree Agree in part Agree Strongly agree

var13 - Are certified 39.0 28.7 21.3 6.7 4.3
var8 — Contribute to the economic

development of my country 24.3 32.9 24.7 13.3 4.7
var10 — Reduce the price of

conventional products 23.7 25.7 37.2 9.9 3.6
var9 — Reduce production costs 20.2 33.2 32.4 9.1 5.1

var12 - Reduce the use of
additives in agriculture 16.5 29.8 32.6 12.9 8.2

var11 — Promote innovative
farming methods 10.6 16.1 36.1 24.7 12.6

var14 — Increase profits for national
food industries 4.3 9.4 31.0 31.4 23.9

reasons to a limited number of categories. Thus, we identify five components with an
overall extracted variance of approximately 62 per cent (Figure 8.3).1

The first component (15.4 per cent of variance extracted) consists of variables related
to the negative social and environmental effects of GM products. The second component

q We follow traditional procedures to identify common factors. After verifying the statistical significance of the
data with a correlation matrix, partial correlation, KMO and the Bartlett test — which suggest reducing the initial matrix
through a measure of sampling adequacy analysis'® — we extract factors from the correlation matrix using the principal
components method. The criteria for determining the number of factors to account for the correlation between variables
are an eigenvalue greater than 1 and scree plots. These methods identify five components with an overall extracted
variance of 64.24 per cent, though they are unclear and not uniformly described. We apply an orthogonal rotation using
the Varimax method, which facilitates reading the matrix of extracted components."
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Figure 8.3 Structure of the components extracted

accounts for 12.8 per cent of the variance extracted and comprises positive effects that
perplex consumers, such as the possibility of saving money for producers and consumers
and potential changes in agriculture, including less pollution and a greater degree of
innovation.

The third component, which accounts for 12.4 per cent of the variance, relates to
health risks, including the dangerous effects consumers believe GM products might have
on food and public health (var6 and varl). Consumers express a high level of agreement
with both these statements and demonstrate high awareness of these issues.

The fourth component (11.0 per cent of the variance extracted) relates to social
dangers, such as risks for future generations (var3) and advantages for food industries
(varl4). In this case, the factor analysis groups together a negative effect (var3) and a
positive one, which indicates that consumers’ opinions of possible wealth increases for
industries that manufacture GM products should not be interpreted as positive.

Finally, the last component (9.9 per cent of variance) comprises variables related to
other (hypothetical) advantages: GM products might be certified by third parties who
would provide guarantees of food quality (var13), and they might improve the national
economy (var8).

After identifying the factors linking homogeneous groups of purchasers, we next
examine the purchasers themselves, namely, those consumers who show strong ties to each
of the extracted factors.” The resulting segmentation, which features distinct agglomerated

** In practice, after calculating the factor score, we hierarchically order the 736 basic questionnaires, then consider

only those cases that have strong ties with the extracted components. A particularly strong tie appears when the value is
1.00 or greater; all cases with lower or negative values are discarded.?



134 The Crisis of Food Brands

preferences,? appears to correlate with an ‘advantages pursued’ segmentation that focuses
on differences between systems of values.?!

Even though all the consumers analyzed in this section expressed a negative attitude
toward buying GM products, and thus should be considered hostile to the set of attributes,
we find distinctions with regard to the variables over which they express the greatest
concern. For example, in some cases a segment may show greater awareness of certain
possible positive effects that could derive from the introduction of GM crops to Italian
agriculture.

The first segment, ‘the ecologists’, consists of consumers with a high level of education
(that is, university degrees), aged between 25 and 44 years, whose families consist of two
or three members. They are very well informed and use their gathered information to
make purchase decisions. They consider information about the nutritional value of a
product, its place of production and the presence of marks indicating provenance and
quality very important in their buying decisions. In line with their inclination to opt for
quality, they consider the price of the product less important.

The ecologists also are well informed about issues related to GM products and already
have developed specific beliefs about them. They are more aware of the possible negative
consequences that the introduction and consumption of transgenic crops may have
on the environment and animals. They also perceive harmful effects on the national
agricultural system, which in Italy focuses more on quality than on quantity. They appear
to lead a relatively safe lifestyle; the variables measuring willingness to take risks are
almost all negative. Finally, they devote significant time to reading, listening to music,
surfing the Internet and reading newspapers.

We refer to the second segment as ‘the savers’, who have attained a medium to high
level of education and often have large families. Their beliefs about GM products are
based mainly on the possible reduction in production costs and the prices of conventional
products. That is, though they reject GM products, they demonstrate some confusion
regarding the possibility of saving money. An analysis of their lifestyle suggests a greater
willingness to take risks (for example, they often lay bets).

The third group, defined as ‘the uninformed’, consists of consumers with medium to
low levels of education and large families. This group is the only segment that expresses a
low opinion of the possibility that introducing GM products might affect food quality and
pose a public health risk. They pay little attention to the value of information and adopt
a very sober lifestyle: They do not smoke, tend not to use cars, do not travel frequently
and do not go to the cinema.

Consumers aged 46 to 64 years, mostly living in the country, from families that greatly
influence their opinions of GM products, constitute the fourth group, ‘the pessimists’.
When choosing a product, they pay more attention to some information but not other;
for example, they look closely at ingredients but do not consider knowledge of nutritional
values important. Their beliefs demonstrate their concern about potential social risks in
the near future for GM crops, such as increased profits for food industries and the possible
risks for future generations. Their lifestyle does not exhibit a willingness to take risks.

Finally, ‘the uncertain’ segment contains male consumers who do not live alone, live
in the country, belong to a medium to low social class (mainly manual workers with a
medium to low level of education) and have small families. They pay little attention to
formal characteristics when choosing products; they are not interested in being informed
by a label about the goods they are buying, they are uninterested in the ingredients in a
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product and they do not attach importance to trademarks or the absence of preservatives.
Price, however, is of great importance to this segment of consumers.

The lifestyle of this final group aligns with their system of choices. They have regular
medical checkups, play sports but do not often go to the cinema, do not buy books and
do not listen to the radio. Their system of beliefs suggests that the development of GM
products would be a guarantee of greater economic development for the country and that
these products would offer better food quality guarantees.

Conclusions and Implications

Despite its limits, this study contributes to a better understanding of consumers who
express uncertainty about or reject GM products. By verifying and analyzing consumers’
knowledge about GM products and the reasons for their rejection, we offer better insight
into the nature of such attitudes. Consumers exhibit knowledge and a certain degree of
familiarity with the issue (almost 60 per cent of those interviewed are aware and only
slightly more than 10 per cent are unaware). In particular, this study clearly confirms
consumer interest in label information; more than 95 per cent of the sample note their
preference for such information, apparently not to resolve a lack of information but
rather because of their uncertainty and diffidence toward both the media and food
industries. This concern has various effects, including the belief among consumers that
supermarkets sell GM products not labelled as such.

The lack of trust in food industries represents a primary reason consumers reject GM
products, albeit in a hypothetical shopping scenario. Other considerations include the
fear that these products may pose a health risk to the consumers and their children and
that the introduction of transgenic products will not improve food quality. Ethical and
religious beliefs also play a significant role.

Comparisons between consumers who accept and those who reject GM products
also yield interesting results. Rejecters indicate greater awareness of the risks associated
with their consumption. Among the positive considerations, the only variable that
distinguishes these groups relates to the possible advantages for agriculture, and opinions
on this topic varied greatly. In addition, the classifications of the negative considerations
reveal great behavioural differences between the two groups.

Our methodology further enables us to investigate the profiles of rejecters and
identify five groups. Of these, the ecologist segment seems most strongly convinced of
the risks of GM foods, and the social characteristics of this group strengthen the idea that
information provides the main tool consumers use to reject these products.

In contrast, other groups exhibit controversial attitudes. The uninformed group seems
uncertain about some of the effects, such as food quality and public health risks, whereas
the uncertain group believes GM products guarantee greater economic development and
greater food safety guarantees if certified. These segments therefore contain consumers
who, despite their rejection, are close to accepting GM food.

The results therefore reveal the extent to which the value of information may increase
in critical situations, not only future food scares but also in cases of uncertainty, such as
is the current situation for GM products. The fear and mistrust shown by some segments
of consumers should make public policymakers think carefully. Accurate, impartial
information would enable consumers to make informed choices and reduce information
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asymmetry, which in turn would decrease consumer uncertainty and the costs needed to
ensure that the purchases are safe.

Finally, our segmentation result suggests several possible future scenarios for GM
foods. The ongoing debate about GM products and their effects has increased awareness,
yet uncertainties remain. Primarily, these information asymmetries relate to the amount
of risk involved in the purchase of GM food.

Although economic interests likely will prompt multinational corporations to
press for the authorization of GM foods, public policymakers must adopt a transparent
attitude and ensure the presence of GM ingredients is evident. In Italy currently, GM crop
cultivation is prohibited by a Ministerial Decree (n.72 of March 29, 2005), and similarly,
many areas in Europe conform to the ‘Charter of GM Free Regions’. This mostly economic
decision attempts to safeguard agricultural enterprises and respond to requirements for
quality, tradition and safety — attributes Italian consumers increasingly look for in their
food products.

Overall, our results undoubtedly confirm the topical nature of the issue, as well as the
fundamental role of information for influencing consumers’ opinions.
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Abstract

This chapter investigates the complex and evolving relationship between innovation and
consumer preferences in food production. The combination of new tastes and tendencies
on the demand side with new and partially unprecedented technological opportunities
on the supply side makes this relationship particularly relevant in reshaping the agri-
food sector. These changes are often considered controversial, as they apparently entail
incompatible consumer attitudes. New technologies would seem incongruent with
emerging consumer claims. This chapter stresses how this combination can bring about
production modularity in the agri-food business, increasing opportunities for targeting
production to very specific consumer needs while still maintaining the large-scale (mass)
character of most food processes (mass-customization), together with substantial changes
to key managerial strategies and practices.
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Introduction and Background

The complex relationship between innovation and consumer preferences in food
production and consumption usually is analyzed according to two basic conventional
concepts. First, the agri-food sector is regarded as a low- or medium-tech sector, in which
the role of innovation for competition is not as crucial as it is in many other sectors.
Second, consumers are supposed to have a risk-adverse and conservative attitude toward
food consumption, which sometimes also takes the form of technological scepticism or
scare.

This chapter provides a critical review of these two conventional interpretations.
On the one hand, increasing evidence indicates the evolution of food consumption, as
demonstrated by the success of apparently opposite kinds of products in the contemporary
market: organic (or all-natural) food, functional food and convenience food products.
The second section analyses how these seemingly contradictory consumption tendencies
reveal that an increasing number of consumers show a propensity (depending on age,
gender, social status and so forth) to move quite rapidly, autonomously and often
unpredictably between products, that is, within an ever-increasing ‘food space’.

What makes this growing complexity particularly relevant in reshaping the agri-food
sector, on the other hand, is the combination of these new tendencies on the demand side
and the new and somewhat unprecedented technological opportunities emerging on the
supply side. The third section of this chapter therefore analyzes how the diffusion of three
major general purpose technologies (biotechnologies, information and communication
technologies [ICT] and nanotechnologies) in agri-food production has given rise to a flow
of new food products, as well as a shorter life cycle and higher degree of failure for these
novelties.

The combination of new technological opportunities and increasing consumer
dynamism creates the conditions for modular production in the agri-food business. The
emergence of modularity is subject to analysis in further detail, in terms of the growing
opportunity for targeting production to very specific (and even individual) consumer
needs while maintaining the large-scale (mass) character of most food production; this
idea is the general concept of mass customization applied to the agri-food sector.

A major implication of modular production and mass customization in the agri-food
business, however, involves the substantial change it imposes on food firm management,
regardless of size or consumer targets, as the fourth section of this chapter notes. First,
modular production makes a firm’s technological portfolio management more complex
and crucial for its competitiveness. Second, the increasing complexity of modular food
production, in terms of consumer safety and acceptance, requires a significant extra effort
with progressively more articulated liabilities. These managerial implications, together
with a new technological environment that allows for modular production, may be
regarded as forces driving toward increasing sectoral concentration.

Relationship Between Technological Innovation and Consumer
Behaviour

Apparently, it is difficult to interpret the emerging new technologies in agri-food
production along an individual trajectory. New technological perspectives of the
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different components of the agri-food sector (agriculture, food industry, trade) emerge
very specifically and sectorally. However, this fragmented and diverse flow of new
technological opportunities can draw a unique, innovative horizon, exposing many
new perspectives and managerial issues for the agri-food sector and its branches, whose
technological innovativeness apparently differs. In his famous taxonomy of innovative
trajectories, Pavitt classifies agriculture and trade as ‘supplier dominated’ sectors and the
food industry as a ‘scale intensive’ sector.! Schettino recently updated Pavitt’s study and
classified the food industry itself as a supplier-dominated sector.?

In the former case, it implies a lack of autonomous sectoral innovative strategies,
because they ultimately are controlled by science-based or ‘specialized’ supplier sectors and
enterprises. With regard to the food industry, its greater innovative propensity usually is
considered to perform less than those of most other manufacturing sectors. For example,
in its Community Innovation Survey (CIS), Eurostat distinguishes among high, medium-
high, medium, medium-low and low-technology sectors; the food industry belongs to
the last group. Furthermore, the food industry is never included among the science-based
or high-technology sectors, which represent the major drivers of technological evolution,
even the other sectors, by providing a continuous flow of innovations in the form of new
intermediate or capital goods.

The limited innovative potential that apparently characterizes the agri-food industry
is confirmed by its low R&D intensity (sectoral R&D expenditure/sectoral value added,
or sectoral GDP). According to Eurostat (CIS) data, the food sector remains permanently
among those industries thatlag behind with respect to such indicators. In OECD countries,
the research intensity for the food industry averages about 0.3 per cent, whereas it is 11
per cent for the pharmaceutical industry and 2.4 per cent for the aggregate manufacturing
sector.

In a recent analysis, Foresti confirms that in most Western countries, the food industry
is not an R&D-intensive sector.® As Table 9.1, comparing the research intensity of the
food sector with a typical high-tech branch, namely, the pharmaceutical industry, when
considering wider innovative and technological indicators, the general contribution
of innovative activities to sectoral and firm is lower than the average among the
manufacturing industries and much lower than that of the most innovative branches.
Despite research intensity, as Table 9.2 reports, other indicators confirm that the food
industry cannot be included among high-tech sectors.

When agriculture joins the analysis, the general picture does not change. Public R&D
(asignificant part of agricultural R&D in many countries) often amounts to approximately
1 per cent of the sectoral value added. In the United States, the case is the same, even
though a significant private R&D component (for example, university research, not
computed as public R&D) is involved. Furthermore, other innovative indicators, such
as the inflow-outflow of patents across industries, corroborate that within the agri-food
sector, patent inflow largely prevails over patent outflow, which confirms the substantial
dependence on the innovative trajectories of other branches.’

This evidence should be enough to support the idea of a technologically conservative
agri-food system. Consumer behaviour itself may seem consistent with this general
idea and represents the major motive, in that food consumption is often repetitive and
dependent on established habits and tastes, which slowly and sceptically respond to new
proposals and products.
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Table 9.1 Research intensity (R&D/value added) of food industry and
pharmaceutical industry by firm size in some Western countries,
2004

Food industry Pharmaceutical industry

Size
(number 1-499 500-999 >1000 Total : 1-499 500-999 >1000 Total
of workers)

France 0.7 1.2 2.8 1.0 5.2 4.2 10.5 7.0
Germany 0.2 0.5 23 0.5 3.4 4.7 15.3 11.2
Italy 0.2 0.4 1.7 0.4 0.9 1.6 6.1 2.5
UK 0.4 0.4 1.8 0.9 3.2 7.2 11.2 6.0
USA 0.1 0.2 5.9 1.2 2.4 1.6 31.9 8.0

Source: Foresti*

Table 9.2  Contribution of innovations to performance of food and
pharmaceutical sectors in Italy, 1998-2000

% R&D % R&D for % sectoral % revenue

innovative expenditure projects revenue of generated

firms per worker and innovative by new or

(thousand  marketing firms improved

€) products
Food Industry 38.2 7.5 11.0 59.2 23.5
Pharmaceutical Industry 54.7 19.9 16.8 75.9 24.6
Total Manufacturing 38.1 9.3 7.6 65.0 29.5

Source: ISTAT

However, is this really a realistic and exhaustive picture of the sector? The first point of
potential disagreement is the allegedly conservative attitude toward food consumption.
Especially in recent years, food producers have been challenged to expend continuous
innovative efforts by increasingly demanding, curious and critical, but also capricious
and impulsive, consumers. New attitudes and consumption patterns have generated
increasingly differentiated and segmented food demand, as well as a substantial and
novel impulse towards a more innovative and creative food sector.

Sectoral research and innovative indicators therefore should be interpreted with
caution. The low innovativeness of the food sector may be, at least partially, a statistical
illusion for three major reasons. First, these ‘low’ indicators may be expressions of the
great number of small and very small enterprises within the sector that neither undergo
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any individual research activity nor show any particular innovative strategy. However,
if research attention focused on the small number of top companies operating at either
national or international levels, a substantially different picture might emerge.

Second, sectoral data could be inappropriate and misleading. Some top companies
actually extend their activity into various sectors; these multinational, multisectoral firms
attribute their innovative effort and performance to a single sector or country, which is
neither appropriate nor informative. This aspect is particularly evident for new kinds of
products, which often induce new firms to enter the sector (newcomers), though they
still operate in other sectors (sectoral convergence).

Third, being mainly demand-driven, innovation activity within the food sector usually
focuses on generating a continuous flow of only incremental or imitative new products
whose relevance is largely underestimated by conventional innovative indicators. The
creation of new products in the food sector is much more informative about innovative
effort and performance than are conventional R&D intensity or patent counts. The share
of a firm’s revenue attributable to new products (last column of Table 9.2), can itself be
a misleading indicator, though it suggests performance by the food sector that is much
closer to high-tech industries. Sectors in which this share is generated by a larger number
of new products should be considered more innovative, because they indicate a higher
intrinsic innovative propensity and dynamism, even when they are incremental or have
a limited product life cycle and a high degree of failure.

According to studies carried out by the US Department of Agriculture (USDA) on
the basis of data provided by the New Product News service® (Table 9.3), during 1990-
2007 period, between 13 000 and 22 000 new products were introduced in the domestic
market by the agri-food sector. The USDA estimates that in 2004, approximately 320 000
different packaged food products were available to US consumers. On average, a retailer
could accommodate ‘only’ 50 000 products on its shelves. Thus, the huge variety of
products was excessive with respect to the available stocking capacity. The trend of new
food product introductions was positive until 1995, after which it started declining,’

Table 9.3  Yearly new food product introductions in the United States®

1990 1995 2000 2005’
Food products 10 301 16 863 9145 NA
Non-Food products 2943 5709 7142 NA
(Pet-food, products with
cosmetic or medical use,
and so on)
Total 13 244 22572 16 390 18722
Of which: NA 4% 12% NA

all natural and organic

a Source: Harris’
Source: Martinez!®
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then stabilized in recent years, though some segments are still growing intensively (for
example, non-food, organic, all-natural). Nonetheless, the introduction of new food
products has remained massive and continuous. According to Connor, about half of all
new product introductions involve food products.?

Economists studying the agri-food business specifically have mostly neglected this
major innovative effort, and few analyses of the phenomenon have been proposed.'' One
possible explanation for this gap involves the belief that this huge flow of introductions
is not very significant or and somehow misleading, because it overstates the sectoral
innovative potential. According to the USDA,!? 95 per cent of new products are considered
‘non-innovative’. Few of these introductions are really new and survive in the market for
a long time.3

A market survey by Ernst&Young reports that most new US food products (78 per
cent) actually are limited developments of the products that firms already sell in the
market, so-called line extensions, whereas only 22 per cent are really new to the firm,
that is, new brands. Among these latter products, many products are simply imitations
(me-too products). Eventually, the survey finds that only 3 per cent of this continuous
and intense flow of food product introductions is substantially new to the market (one-
of-a-kind products). As such, the life cycle of these products is short and brutal. In 1996,
the US failure rate — products surviving in the market for less than a year — was 72 per cent
for really new products and 55 per cent for line extensions.

Nevertheless, under the surface of an apparently conservative and traditional attitude,
firms (especially top companies) engage in major efforts to launch new products, even
though they bear the risk of a high failure rate.* Incremental innovations incessantly
introduced in the market often do not involve the intrinsic or organoleptic characteristics
of food products but rather the way they are prepared, conserved, packaged or presented,
in an attempt to match increasing or changing consumer needs. To interpret this massive
innovative effort, concentrated on seemingly less relevant and incremental properties
of food products, this analysis returns to the original driver of the entire process, that is,
changing food consumption behaviour.

Consumption Scenarios: The Concept of the Food Space
CONSUMPTION SCENARIOS

Increasingly demanding and diversified consumers are the engines of innovation, at least
in the food sector, as confirmed by a careful analysis of the data on food purchasing
behaviour. A survey by Federalimentare (Italian food firm association) of Italian market
in 2004 indicates that for processed products, 35 per cent of food purchases include
‘not-traditional’ products that have some degree of relatively recent characterization or
improvement:' 9 per cent that designate the origin, 1 per cent organic, 8 per cent ‘novel
food’ products and 17 per cent improved traditional products, such as with additional
characteristics or services. The remaining 65 per cent of the processed food market consists
of traditional or undifferentiated products.

These differentiated products are somehow innovations. Even when the product
remains inherently unchanged compared with its traditional or natural properties, the
way it gets supplied to consumers is new. Unprecedented packaging, labelling, certification
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and other kinds of information all are new services with significant and sometimes
remarkable technological implications.

Theincreasing market share of these new products is often interpreted as a consequence
of two opposite consumption tendencies, though they actually are two co-existing and
somehow interdependent phenomena. According to the survey of the Italian market,'
we can distinguish two baskets of new products: the quality basket, which includes
products with a designation of origin, organic and all-natural products (that is, minimally
processed products containing no additives), and the time-saving basket, which features
functional food (health-promoting and/or disease-preventing claims, beyond basic
nutritional function), convenience food (or commercially prepared food designed for
ease of consumption), and so forth. In 2003, the former basket represented 5.8 per cent
of the Italian food consumption and the latter 4.8 per cent. However, expenditures are
increasing significantly in both cases; during 2000-2004, the increases were 2.3 per cent
for the quality basket and 13.9 per cent for the time-saving basket, which also experienced
market price increases (+8.5 per cent and +18.4 per cent, respectively). Evidently, the two
baskets behave as complements rather than substitutes, though the latter enjoys more
encouraging performance.

In this latter, more dynamic segment, the most striking case is the worldwide growth
of functional food such as soft and powered drinks and milk products (also called ‘dairy
functional food’), which together constitute more than 50 per cent of this segment. In
2000, the overall world market value of functional food (or ‘phood’) was estimated at
US$33 billion; in 2004 and just in the US, it already had reached approximately US$25
billion.

The US currently represents more than 50 per cent of the world phood market, which
now exceeds 2 per cent of the overall food market. In Europe, the phood market is less
developed, with an estimated value of between US$4 and $8 billion, still less than 1 per
cent of the overall food market. It is more developed in Central and Northern Europe
than in Mediterranean countries. For example, two-thirds of the European market for
dairy functional food concentrates in Germany, France, the United Kingdom and the
Netherlands. In some of these countries, market share also is significant and increasing for
food products with apparently opposite characteristics; for example, Germany constitutes
approximately one-third of the overall European market for organic products.

The emergence of these new food consumption patterns suggests a much more
fundamental change than that measured by conventional statistical indicators. The
growth of the phood market, for example, may be an almost negligible phenomenon,
according to most R&D or innovation variables, whereas it indicates some fairly deep
transformations within the agri-food sector. The qualitative evidence regarding this major
transformation involving food science and technology is quite impressive.

First, consider the great amount of neologisms for this food. Here is just a short and
incomplete list: functional food, convenience food, light food (containing at least 50
per cent less fat or 50 per cent fewer calories furnished by fat compared with a similar
conventional product), fit food (nutritional superiority and potential health benefits),
fortified food (supplemented with essential nutrients, either in quantities greater than
those normally present or that are not present naturally), ethical food (production and
trade fit some ethical criteria, such as animal welfare, environmental sustainability or fair
trade) and nutraceuticals (extracts of foods, usually contained in a medicinal format, that
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claimed to have a medicinal effect on human health). Many other new terms easily could
be added to this list.

Second, the renewed and, in some respects, surprising interest of the scientific
community in this topic is noteworthy. By 2004, the EU financed 36 research projects
(Fifth and Sixth Framework Programme) dealing with new technologies and food. Again,
these programs highlight the great variety of neologisms and bizarre names (for example,
Entransfood, Profood, Nutracells, Enosefoodmicrodetect, Qpcrgmfood, Goodfood).

Just as numerous, and with very diverse denominations but a common and convergent
background, are new scientific journals (Innovative Food Science & Emerging Technologies,
Trends in Food Science & Technology, The International Review of Food Science and Technology)
and scientific conferences on the subject (as just a few examples: ‘Integrating safety
and nutrition research along the food chain: the new challenge’, ‘The invisible frontier:
biomedicine, nutraceuticals, nanobiotechnologies’, ‘Life style challenges to food science
& technology’, ‘Thinking beyond tomorrow: a safe and nutritious food chain for the
consumer’, “The economics and policy of diet and health’, and ‘Economics, policy and
obesity’).

This scientific ferment suggests an evident and declared multidisciplinary inspiration,
in search of a kind of new profession: a food scientist, able to synthesize the different
disciplines involved and embody this new scientific and technological horizon.

If consumers take leading roles in shaping the innovation trajectories within the agri-
food sector, the common feature that underlies this considerable innovative ferment is
the attempt to exploit, on the supply side, these new consumption attitudes. Similar to
Harmsen and colleagues, the future of the agri-food sector can be depicted in terms of
three possible alternative directions or scenarios!” depending on how consumers might
choose from the following potential technological options:

* Naturalness scenario, expressing consumers’ prevailing techno-scepticism.

e Technology-driven health or functionality scenario, expressing consumers’ prevailing
tech-optimism.

e Tight-spending or convenience (price and time) scenario, expressing consumers’
prevailing tech-opportunism.

e The designations of these scenarios in turn express the prevalence of three kinds of
food products that embody such consumer attitudes:
1. Naturalness: organic, all-natural, designation of origin, typical products.
2. Functionality: functional food.
3. Convenience: convenience food or tertiary processed foods.

However, these scenarios, as well as respective consumer attitudes and product
typologies, should not be regarded as alternative cases. The major novelty in food
consumption, and thus in food technology, is the coexistence of all these attitudes. The
rise of all these tendencies may be a substitute for traditional, undifferentiated products,
those whose characteristics have not been improved, expanded or renewed in any of these
three directions. Eventually, all ‘new’ products, though apparently very different and even
opposing, jointly aim to compete for market share with traditional and undifferentiated
food products.

In turn, it seems plausible to depict the future not according to the prevalence of
one of these three alternative scenarios but rather as their combination as three ‘axes’
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or directions, along which overall food demand is moving. The main challenge for food
production thus becomes to find a technological platform that allows for the combination
and synthesis of these directions in ‘new’ forms with respect to traditional production
systems.

Conceptualizing the coexistence of these apparently contradictory consumer trends,
and the consequent technological opportunities thus generated, remains a challenge.
The concept of ‘food space’ may be helpful.

FOOD SPACE

Conceptually, a consumer places traditional and new needs in the space generated by
the three directions or axes. The food space therefore represents a set of technologically
affordable combinations of the joint satisfaction of the three needs. Each product can be
defined as a point in this space, with technological innovations (new products) positioned
on the surface of the food space (innovative surface) as various new forms from which
consumers can choose, according to their own specific and special circumstances (for
example, availability of time, income, access to information) see Figure 9.1.

New Technologies and Modular Production: Agri-food Mass
Customization

This conceptual representation attempts to clarify what may appear to be a set of new,
unrelated and scattered opportunities; the ‘chaotic complexity’ of innovative ferment
may be interpreted as the expression of a single technological force capable of continually
inflating this surface, thus making the three axes coexist and co-evolve over the continuum.
This underlying technological force is correlated with increasingly articulated, diverse
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Figure 9.1 Evolving directions of food demand: food space and the innovative
surface
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and complex consumer attitudes. From this perspective, technological innovations in
the agri-food sector are and will continue to be increasingly pervasive, just because they
will be capable of being ‘modulated’ according to consumers’ specific needs and thus will
move over the ‘frontier’ of the three directions of food demand.

THE AGE OF MODULARITY

The unifying force that links the current innovative trends is technological modularity, a
concept predominant in different production contexts as a means to disclose major new
opportunities and issues.'® In practice, technological modularity means the organization
of production according to the following basic elements:

e quicker and cheaper development of new products;

* much larger number of new products (higher variety);

e much greater product complexity (decoupling tasks, design freedom and continuous
upgrading all indicate the opportunity to ‘design’ new products in a much more
flexible way).

These aspects may constitute a breakthrough in many production sectors, because
they allow for the mass production of goods and services, that is, large production scale
and lower unit costs, but still maintain the possibility of ‘customizing’ products according
to the consumer’s specific needs and attitudes (mass customization). As a consequence,
on-demand business is no longer limited to handicraft contexts but may also pertain
to the large scale — even international or global — industrial environment. Somehow
paradoxically, the larger the production scale, the greater the advantages of modularity,
as described in the next section.

Classical cases of modularity include the production of hardware (IBM), software
(3Com, Palm Pilot) and, more generally, ICT (Motorola), as well as more traditional sectors,
such as the automotive industry (Chrysler), financial services (Fidelity Investments)
and watches (Swatch).” However, modularity has never been associated with the food
industry or any of its major companies. No concrete cases indicate production has been
built on modularity, and two essential prerequisites of modularity rarely are detected in
food production.

These prerequisites are the presence of ‘critical’ consumers who express new and
specific needs and the availability of a modular technology, such that it is technologically
feasible to engage in low-cost production processes. By combining modules, different
elementary technological components can be easily, effectively and efficiently integrated
into many forms across a ‘logic architecture’ (or interface).

For food production, increasing evidence indicates the existence of the first
prerequisite, and with respect to the latter, the novelty of modular technology seems
to be in agricultural and food production and transformation. In other production
sectors, modular production has become affordable, due to the advent and combination
of versatile new general purpose technologies (GPT), which are capable of various
applications in diverse contexts. These GPT have permeated economic history, as well
as agriculture and food production. The internal combustion engine and electricity both
represent GPT, because they exposed new possibilities and induced processes and product
innovations in all fields of economic activity. The major novelty is not the emergence of
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the GPT but rather their potential combination and convergence toward specific scopes
(converging technologies). The convergence of different GPT makes modular production
affordable, even in sectors and production contexts apparently unsuitable to applications
of modularity.

A plausible innovative horizon for the agri-food sector seems to emerge from the
combination of three technological revolutions currently in effect: biotechnology,
nanotechnology and ICT. These GPT and their combination may create new technological
paradigms in all three of the key stages of agri-food production: raw material production
(namely, agriculture), food processing (including packaging and distribution) and food
design.

INNOVATIVE SURFACE AND NEW PARADIGMS

Returning to the food space (Figure 9.1), note that the most important aspect of
modular production is its adaptability to a wide array of specific requirements, which
creates a continuum of intergrades and variants that can comply with continuous new
food consumption needs, combinations of naturalness/tradition, functionality and
convenience. Therefore, the idea of modularity, as a major and generalized perspective of
agri-food production, should not be confined to novel or functional food. Rather, the most
relevant aspect of modularity is the intelligent combination of technological modules to
achieve, improve or secure food origin, purity and traceability (that is, naturalness) and
provide higher food safety standards (for example, using electronic sensing to ensure the
purity and origin of wine).

This analysis may seem very abstract and, though plausible, not sufficiently supported
by empirical facts. Nonetheless, clear evidence exists of these new technological
opportunities in various segments of the agri-food system, as follows.

Intelligent agriculture (or linked-systems agriculture) refers to a series of expressions:
(1) precision agriculture or precision farming uses new technologies, such as global
positioning, sensors, satellites, aerial images and information management tools to
assess and understand in-field variations; (2) intelligent machines use robotics and
automation in agricultural production; or (3) molecular agriculture or (bio)farming,
which usually indicates the cultivation of plants to produce non-food molecules, such
as pharmaceuticals, ‘edible’ vaccines and biodegradable plastics. Despite their different
connotations or meanings, these new terms express new possibilities and the potential of
the primary sector to achieve a more targeted, designed or customized form of production.
These solutions lead to agricultural supply whose quantitative and qualitative outcomes
are less uncertain and more targeted to specific and complex consumption requirements,
as well as able to adapt quickly to changing environmental conditions and the specific
needs of downstream uses.

Intelligent processing outlines advanced technological and organizational solutions
and combinations. Among them, careful processing reflects the design of ‘minimum’ and
‘low input’ food processing strategies, which guarantee quality and food safety; mild or
fair technologies aim to minimize thermal and chemical damages in food processing and
conservation; an intelligent environment, which is equipped with sensors, actuators and
computers to enable processing to adapt to changing external conditions; or intelligent
packaging and materials, also known as active packaging or functional packaging, which
includes functions or materials that switch on and off in response to changing external/
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internal conditions and communicate the status of the product to consumers. As an
example, an interesting case of active packaging is the highly successful, foam-producing
‘widget’ in a can of beer. These technologies, in all stages of processing, indicate the
increasing capacity for integrating and adapting technological and organizational
solutions with greater flexibility to fulfil predetermined functions or objectives.

Nutritional genomics (or nutrigenomics) emphasizes the potentials of biotechnology
(especially in combination with ICT and nanomaterials) to design and control food
production, thanks to increasing in-depth knowledge about the links among gene
sequences, proteins, metabolism and specific physiological functions. It represents the
effective application of functional genomics to food production. The main perspective
of nutritional genomics involves designing customized food and diets, according to the
specific, personal, metabolic characteristics of the consumer, and eventually according
to therapeutic needs. Concrete applications in the food industry include dietary
interventions for individuals at risk of diet-related diseases for which susceptible genes
have been identified, such as type-2 diabetes mellitus, obesity, cardiovascular diseases,
some autoimmune diseases and some cancers.

Concluding Remarks: Critical Managerial Aspects of Modular
Agri-food Production

NEW OPPORTUNITIES

Meeting the growing demands for food naturalness and tradition often is associated with
the immutable techniques of traditional production and thus a lack of technological
innovation. On the contrary though, new technologies should be regarded as a major
opportunity to protect and improve product naturalness, origin and safety. Traditional
food processes do not necessarily fulfil consumer requirements in this respect. In
particular, ‘high-class’ food products must protect and secure their origin and their
organoleptic quality, which requires continuous and specific technological improvements.
These technological solutions should not be viewed as a contamination of the essential
characteristics of the product, such asits ‘purity’ and typicality, but rather as an opportunity
for conservation and restoration. In several Western countries, especially those with a
long and rich gastronomic traditions and a large variety of high-quality and typical food
products (for example, Italy, France, Spain), new opportunities from modular production
should relate mainly to this dimension of the food space.

More generally, opportunities abound in the practical expression of the innovative
surface in some specific segments of the food market, such as organic and typical products.
The needs expressed by consumers in these segments are not conservative and stable, in
that they permanently, and sometimes unpredictably, evolve and indicate new tendencies.
Modular technology offers a great variety of options for accompanying this continuous
evolution and achieving this dynamism in quality, even in contexts previously considered
unsuitable in this respect (for example, combination of naturalness and functionality in
next-generation organic products).



Solving the Controversy Between Functional and Natural Food 151

NEW ISSUES

In addition to these new opportunities, modular production may raise some critical
issues that require consequent and consistent new managerial strategies and institutional
arrangements. Major issues implied by the advent of modular food production include
the following:

e property rights regimes and the problem of anti-commons;
e advent of newcomers and increasing concentration;
e new risk profiles and respective liabilities.

The first concern is a consequence of the basic character of modularity itself, implying
a combination of technological components and innovations (modules and/or interfaces).
The access to so many modules/interfaces held (in terms of property rights) by so many
owners remains a complex issue. The need to coordinate the property rights regimes of
the different technologies involved makes technology portfolio management strategies
more and more relevant, even for agri-food companies.

Complex property right regimes implied by modular technologies also raise a major
risk for society in terms of overall welfare. Specifically, the combination of such property
rights could prevent or hinder socially relevant horizontal and non-rival technological
developments. This concern is the so-called problem of anti-commons? and mainly
concerns those minor or ‘niche’ segments of the agri-food sector in which firms may
encounter major difficulties in accessing the modular solutions designed and owned by
firms that operate in different market segments or even sectors.

The second issue raised by modular production pertains to sectoral concentration,
in that modularity favours concentration for two major reasons. First, it usually induces
scale economies. Although conventional production may give rise to decreasing returns to
scale due to the more than proportional organizational and managerial costs, modularity
can reveal major advantages in terms of greater flexibility in large-scale production
organization and planning (Figure 9.2).

Second, the advent of new modular technologies in agri-food typically is associated
with the arrival of new companies in the sector. Technologies converging towards
different applications give large firms the opportunity to converge in different sectors.
Thus, modularity itself attracts newcomers, mostly from high-tech oligopolistic sectors
in which the key modules or interfaces were actually produced, which creates higher
concentration (and market power), even in entry markets. One typical example is the
arrival of large multinational firms from the pharmaceutical sector into the agri-food
sector; Novartis Consumer Health, a division of the multinational Novartis (owned by
Sygenta, an even larger pharmaceutical multinational firm), operates in the functional
food market.

Finally, the third issue involves the implications of modularity in terms of food safety
and consequent liabilities. On the one hand, modularity may bring about innovative
opportunities, even in terms of food safety, with respect to known and well-established
safety risks. On the other hand, new and mostly unknown kinds of food risk might be
generated, or suspected, by unprecedented combinations of technologies and modules.
At least in principle, the convergence of technologies may imply the convergence of risks
and no one can rule out, a priori, that new risk profiles will emerge from the combination
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Source: Adaptation from O’Grady*

of individually safe technologies. For example, still unknown are the possible effects and
risks arising from the combination of nanotechnologies and biotechnologies (that is,
nanobiotechnologies) in food production and consumption.?

In general terms, the combination and interaction of many modules and interfaces
in a new product redefine both accountability and responsibility (or liability, in more
appropriate legal terms) to consumers with regard to the properties of the new product.
In particular, is the final producer liable for product safety, or is the entity that produces
the modules and interfaces or designs the new product? Moreover, what does liability
imply in this respect? Is it just a problem of food safety, or should liability extend to all
product properties for which it has been purchased? For example, who guarantees that
probiotic food really satisfies the function for which it has been advertised, and as such, is
also responsible for it? According to these kinds of arguments, liability issues seem likely
to become much more complex as modularity increases product complexity.
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Abstract

This chapter proposes four types of capabilities that are identified as the foremost
anchored elements for setting up a firm’s core competency, relevant for development and
launching of a functional food: technology and external knowledge adjustment, market
orientation, marketing and networking capabilities. This chapter therefore will discuss
the following three issues. First, the functional food field as an attractive business field
of the future in the context of the concept of core competencies. Second, the linkage
between strategic content and strategic process, identified by extending the framework
to the analysis of competencies in new product development. Third, and finally, the
development of certain competencies in the processes of new product development
(development and launching/marketing phases).
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Introduction

In the era of industrialization, consumers are becoming more knowledgeable and
demanding. There is therefore an emerging need for firms to improve their internal
capability for exhibiting appropriate responses to consumers’ global demand. Successful
firms in this international competition require a sustainable stream of organizational
and technological innovations to maintain their leadership in their respective market
segments. The requirements of successful innovation demand that firms establish a new
capability for combining multidisciplinary areas and building global networking for
advanced technology and material outsourcing. Newly emerging markets, such as that for
functional food, are consumer-driven industries that exist globally. The functional food
market provides a concrete example of an innovative product category in the domain of
the food and beverage industry. Functional food (FF) is characterized by great value added
to the product core that corresponds to changing customer needs, as well as providing a
basic supply of nutrients.

The FF industry also possesses a clear, distinctive market structure (consumer,
competition, technology and know-how) in comparison with the conventional food and
beverage markets. Consumers of functional food vary in terms of their psychological
perceptions (for example, awareness, acceptance, attitude, involvement level) of
potentially added values.! The position of FE, in the grey area between food and medicine
products, provides an image of unnatural, high-tech and additive food which may create
two different perceptions. In an extreme example, the first pool contains people who
have high self-preference and are among the first innovators of new foods. The second
group includes consumers who are sceptical and reluctant to accept FF, either because
they do not have knowledge of or belief in the functional benefits of FF or because
they worry about issues of product safety related to unnatural, added ingredients and
the high-technology profiles of FF. Thus, for functional food firms, market sensing and
understanding the dynamics of consumers’ needs, belief, knowledge and acceptance
remain essential drivers of innovation.

To develop a FF product, a firm faces challenges with regard to adopting new
technologies and know-how. A firm’s own technology and know-how may need to be
developed, beyond finding new designs (for example, new taste, packaging or positioning)
or simple product modifications, which are the usual paths in the food industry. Other
aspects related to investigating, searching for, finding and purifying new components
that provide added value and then testing their efficacy and safety are all relevant for
the FF market. As a consequence, developing a new FF product requires more capital
investment, a longer development process and more managerial capabilities by the firm.

In converging industries such as the functional food market, firms also face
unusual challenges associated with adopting the combined knowledge, capabilities
and technologies of two or more different markets. Moreover, to be successful in such a
converging industry, firms may be required to learn and adopt a new kind of culture, as
well as new organizational behaviours and new market structures. Converging industries
require firms to create new competencies that enable them to be established in the new
market. Because the FF market has only recently emerged, functional food firms must shape
the market structure and market behaviour (apply market-driving market orientation)
on their own rather than keep the status quo (accept existing consumers, preferences,
market structure) or apply market-driven market orientation.> Moreover, in the course
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of the evolution of high-tech products, we often find research and development (R&D)
processes separately executed from marketing activities. In contrast, in the field of fast-
moving consumer goods, especially with regards to FE, the starting process of research and
the ensuing process of development and launching (D&L) often are strongly connected.
This significant difference results because the implementation of organizational and
technological competencies for employing the necessary resources and activating the
corresponding capabilities is not simply transferable from one case to the other.

In the next section, we consider how corporate strategy, in the context of functional
food mightbeinfluenced by market dynamics (see Figure 10.1). In thisregard, we emphasize
tendencies toward market convergence as a central driving force. We then attempt to
understand the linkage between a firm’s general corporate strategy and the innovation
processes for new FF products. In the following section, we analyze capabilities and
organizational routines, with a primary emphasis on detecting the distinction between
early (new product development) and late (product launch and marketing) phases of the
innovation process. We conclude the chapter with a discussion and some implications.

Market Convergences

Since the early 1990s, a new converging market, the functional food market, has emerged
and developed. This sector merges the food industry, the pharmaceutical industry (including
over-the-counter [OTC] and prescription drugs) and the food-chemical industry. According
to Functional Food Science in Europe (FUFOSE), a food can be regarded as functional if it is
satisfactorily demonstrated to affect beneficially one or more target functions in the body,
beyond adequate nutritional effects, in a way that is relevant to either an improved state
of health and well-being and/or the reduction of the risk of disease.? This chapter does not
focus on the issue of genetically modified functional food, because of its profile as outliner,
especially in terms of the innovation process, consumers’ perceptions and ethical concerns.
Instead, most widespread and usually discussed examples of FF are the incorporation of
natural substances, such as sitosterol and sitostanol (plant sterols), into conventional food
products such as margarine, milk and yogurt, which provides a health benefit by lowering
plasma cholesterol levels by 10-15 per cent. This cholesterol-lowering effect is more or
less equal to the effect of a low-dose treatment of classic cholesterol-lowering drugs such
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as statins. FF offers a concrete example of a dynamic, innovative product category in the
food and beverage industry domain. Dynamics on the product level also can affect the
dynamics of markets and industries — or to be more precise, they may induce market
convergences. The magnitude and acceleration of market convergences in the market are
typical indicators for assessments of market dynamics. That is, market convergences are
initiated and pushed by product and process innovations, which effect a change in market
boundaries. In this context, the emergence of new products or technologies allows two or
more economically separated markets to converge.*

In terms of convergence processes in high-tech industries, firms reinforce their efforts
to find linkages between their own focal knowledge and external knowledge sources from
other markets. In the case of the FF industry, firms face unusual challenges not only
in terms of establishing a continuous market orientation concept but also in creating
new competencies that will enable the firm’s establishment in the new market. This
convergence process between the food and pharmaceutical markets includes the increasing
importance of the application of cooperative strategies for gaining the necessary market
knowledge. Level of competition likely will increase in the future, caused by the new
substitutive relationship of products from rival companies from both industries. Hence,
the food industry displays the highly dynamic development process and potential in
special submarkets, such as those for FE

Both food- and pharmaceutical-based firms have basically the same opportunities
for entering the FF market. However, different organizational adjustments are required
for each kind of firms. For food-based firms, capabilities in terms of fast learning and
understanding of the dynamics of consumers’ needs and competitors’ activities must
shift into technological- and research-oriented capabilities, which usually are developed
as a core competency in the pharmaceutical industry. The opposite adaptation process
must take place in the pharmaceutical industry.® Rigidity in competence adjustments
on either side hamper the fast and successful development of innovative functional
food products. In a nutshell, in the functional food industry, where the boundaries of
the food, pharmaceutical and food-chemical markets are merging, a strategic concept
that combines capabilities and assets, usually developed and required by either food or
pharmaceutical industries, is the salient basic requirement for corporate management.®

Core competence is not only a root system that provides nourishment, sustenance,
and business stability but also the engine for new business development. Moreover, core
competence provides a guide and pattern for the firm'’s diversification and market entry
strategy.” The efficient firm’s corporate core competencies should chart the direction
and the way processes should be implemented. In contrast, capabilities shaped along
innovation process pathways tend to determine the firm’s distinctive performance in
the long run. Before describing the firm competencies and capabilities needed to deal
with the product development and launch/marketing phases, we address the innovation
process in the area of functional food.

Innovation Process

When defining the requirements for the FF industry, we might underline at least two
types of relevant innovation: product and process innovation. Product innovation refers
to changes in the product/service an organization offers, whereas process innovation
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means changes in the ways in which a product/service is created and delivered.® These
two types of innovation represent the main application domains of a FF firm’s corporate
strategic content. The product (innovation) development process consists of a distinct
pathway of how to align the product development efforts of a food item and a drug,
especially when they pertain to the development of a functional food product that will
be marketed with a distinct health claim (see Figure 10.2). Basically, we argue that the
product development process of a FF product represents a mixture of the development
processes of all three integrated items, namely, food-chemical, packaged finished food
and pharmaceutical products. Remarkably, these processes may run simultaneously or
in parallel. The functional ingredient might be developed and manufactured within
the food firm, by an external food-chemical firm, or by a different research centre. The
development process — from mixing the functional ingredients to creating the finished
food product to the complete manufacturing of the FF food product — follows the
development processes of the food industry. Furthermore, to market this new product
with a certain health claim, the firm must undergo a process similar to the development
process for a drug. According to European Commission Regulation Nr. 1924/2006 (26 and
29), health claims must be based on generally accepted scientific evidence. Furthermore,
health claims based on newly developed scientific evidence must undergo a different
type of assessment and authorization. According to EFSA (Q-2007-066), substantiation of
a health claim requires data from human studies that address the relationship between
consuming the food/constituent product and the claimed effect.” That is, to use a new
health claim for product marketing purposes, firms must conduct different studies in
humans, similar to the design of phase II or III clinical studies in the development process
of pharmaceutical products.

Process innovation principally consists of the technology and knowledge used to
manufacture and deliver the firm’s products or services. The innovation knowledge
lifecycle, describing the use and creation of knowledge in the innovation process,
includes the firm’s focal (existing knowledge) and acquired knowledge. With regard to
the innovation process of the convergence of the FF market, there are at least three salient
types of knowledge cycles: community knowledge (for example, about consumers),
organizational knowledge (for example, managing a team, motivating people) and working
knowledge (for example, concrete working or task context). Furthermore, taking into
account the nature of the convergence market, it is crucial for a firm to enable effective
knowledge acquisition from both the original markets, food and pharmaceutical. It also is
necessary to consider the adoption of new technologies, especially for food firms, which
usually work with basic technology applications. Possible new technological applications
deal more or less with the extraction processes for functional ingredients, purification
of bioactive components used as raw materials and genomic approaches that may be
reinforced in the pharmaceutical R&D and manufacturing processes.

Two potential processes running simultaneously can define innovation strategies:
deliberate and the emergent processes.!® In the pharmaceutical industry, innovative
strategies dealing with new substance development are centralized with top management
and characterized by top-down implementation processes. In that case, deliberate strategic
processes follow. The deliberate strategy-making process is conscious, analytical and based
on a rigorous set of data. In contrast, food industry firms, especially those concerned
with product innovation, often use the emergent process to develop new products. This
strategy bubbles up from within the organization, the cumulative effect of day-to-day
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prioritizations and investment decisions made by middle managers. With regard to the
FF innovation development processes, it seems that firms may need to adopt a different
development process strategy that combines both deliberate and emergent processes. In
the beginning, during the early phase of the decision-making process regarding entering
the new FF industry, a deliberate strategic innovation process should be applied to generate
the firm’s pre-eminent strategic concept, such as formulating its core competencies,
which may include some considerations of new technologies to be applied, areas of
research strategy, the core concept of a possible business enlargement strategy and so
forth. In the strategic implementation phase, the second, emergent process may be more
relevant. The proactive involvement of the middle managers in this stage can benefits
in the form of flexibility and appropriateness with regard to the dynamics of market
conditions, because middle managers work more closely with external stakeholders, such
as consumers, suppliers, retailers and so forth, and the strategy will influence all these
groups of persons.

Capabilities Relevant for Developing, Launching and Marketing
a Functional Food

The development of the FF industry is quite challenging because of the difficult tasks
associated with functional ingredient development (through internal development or
external suppliers) and consumer relations, regulations and the marketing and selling
of products. With regard to developing core competencies in the FF industry, we must
distinguish between a competence for developing an innovative product and a competence
for launching or marketing such innovative products. In the product development phase,
market orientation, technology and knowledge adoption, as well as some networking
principals, are relevant issues for discussion. For the product launch and marketing phase
though, marketing knowledge/skills, marketing assets and, again, networking abilities
with external institutions are important features. As mentioned previously, the FF
industry accommodates the boundaries of both the food and pharmaceutical industries.
Therefore, a core competence can be based on the convergent capabilities from areas of
either industry (see Figure 10.3).

COMPETENCIES FOR DEVELOPING FUNCTIONAL FOOD

The following discussion focuses on salient capabilities that have a strong strategic impact
on the meta level. The findings from previous new product development (NPD) literature
that considers the strategic content dimension of core competencies are highlighted.
Accordingly, we identify four types of (meta-) competencies that play key roles in the
NPD processes for functional food.

Combining different component competencies (architectural competence)

A strong connection exists between platform development and leverage opportunities for a
core competence as an architectural competence. Leveraging is the basic principle on which
the platform concept is based.'?> As Kogut and Kim show,!® strategic platform concepts get
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applied in different industries, though their work has not been applied previously to the
food industry. In the case of functional food, the components include nutrition solutions
on the one hand and pharmaceutical solutions on the other hand. Both are required for the
establishment of stable core competencies in the long run. Employing a platform strategy
that provides a complex architecture of component products will become a critical success
factor for leveraging core products into multiple end products. In addition, decisions about
a firm’s platform strategy must be aligned and coordinated with the cooperation strategy.

Combining knowledge about consumers with technological know-how

The development of new FF products requires extensive R&D efforts, combining
technological knowledge (for example, new technologies required to explore a new
ingredient, new interactions of multiple ingredients, testing metabolism patterns, safety
and efficacy) on the one hand and customers’ expectations about added value and on
new product development requirements on the other hand. The great challenge is to
combine both competencies. A simple, efficient way to leverage such knowledge and
competencies involves a process of identifying further deployments for the application
of existing products.'* Often, alternative uses of a product are not discovered by the firms
themselves but rather by the firms’ customers.'® Identifying alternative applications of a
technology or competencies largely depends on a firm’s absorptive capacity and ability to
tap customers’ absorptive capacity.'®

Combining focal knowledge with external knowledge along the value chain

In general, firms deploy a whole spectrum of external technology acquisition possibilities,
such that each mode of transfer has specific advantages and disadvantages.'”” The food
processing and pharmaceutical industries employ very complex value chains, so they
must ensure close and simultaneously flexible cooperation to establish focal knowledge.

Combining focal knowledge with external knowledge of a complementary market

Convergence processes enable firms to reinforce their efforts to find linkages with external
knowledge sources from other markets. Cockburn and Henderson find that such linkages
(gatekeepers) provide crucial success factors for knowledge creation in the pharmaceutical
industry.!® Powell and colleagues also find significant alliance relationships in the R&D
used by firms in the biotech sector.’ Food processing companies that intend to establish
a core competence in the field of FF must connect their focal knowledge with that of the
complementary market. In this regard, the analysis of market pulses has great importance
for long-term R&D activities, because it builds experience in a sophisticated field of
research. Furthermore, complementary assets exist in terms of market convergences
between actors from the pharmacy industry and those from the food market.

To adopt the external knowledge related to knowledge of the supply chain and
the complementary market, both pharmaceutical and food industry firms can use
various strategic alternatives. External knowledge can be adopted both through non-
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institutionalized and institutionalized sources. Institutionalized forms of obtaining
access to external knowledge include licensing, technology buying, contract R&D and
cooperation forms such as joint ventures, virtual corporations, mergers, acquisitions and
strategic alliance.?® Knowledge also might be adopted by establishing a loose knowledge
sharing community, such as through networking with other parties along the supply
chain. Moreover, external knowledge can be obtained from non-institutionalized access,
such as recruiting personnel directly from other companies or even competitors.

COMPETENCIES FOR LAUNCHING/MARKETING FUNCTIONAL FOOD PRODUCTS

The development of marketing capabilities and competencies provides a primary way
for firms to achieve a competitive advantage.?! Marketing competencies in a broader
sense cover all aspects relevant for actualizing exchanges in the market for the purpose
of satisfying human needs and wants. Marketing competencies also include customer
relationship management skills, supply chain management and similar market-based
assets.?? Vorhies and Morgan compile at least eight distinct marketing capabilities that
contribute to business performance:?* product development, the ability to establish
an appropriate pricing strategy, abilities to establish channel management, marketing
communications, selling or the process by which firm acquires customer orders, market
information management, marketing planning and implementation.

To fulfil these tasks, either the food or pharmaceutical company usually must develop
a distinct marketing competency that combines capabilities and assets . This requirement
is all the more important because of the distinctiveness of the marketing cultures of each
industry (see Figure 10.4).

Food Industry

Pharmaceutical (OTC and prescription
drugs) Industry

Consumers Familiar with product usage. Non- Familiarity with and knowledge about the
loyal, usually variety seeking or product vary among consumers.
inertia buying process. Loyal to certain product classes.
Low involved consumers. Medium to highly involved consumers.
Price sensitive. Less sensitive to price (no bargaining
power).
Marketing Distributed widely or mass market Limited distribution channel, only via
strategy distribution via retailers. pharmacies and OTC drugstores.

No specific segmentation is applied.
Product communication is concerned
with affective issues (taste, newness,
originality) and end-consumer
oriented.

Communication is usually done via
mass communication media and low
involved media such as TV or radio
spots.

Consumers’ need orientation and
competitors’ trend are based on
developing a new product. Firm
applies a product differentiation
strategy.

Segmentation is mainly based on product’s
indication.

Communication is based on scientific
findings or cognitive issues.

Communication through personal
communication or direct face-to-face
promotion by firm’s medical representatives.

New products developed based on diseases
management orientation. Product
innovativeness is central issue for a NPD
process.

Figure 10.4 Marketing strategies of food and pharmaceutical products
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Having delineated the scope of marketing capabilities defined by previous authors, we
also acknowledge that the discussion of the boundaries of marketing competencies should
cover broader marketing terminology. ‘Marketing’ comprises not only the 4P strategy but
also understanding of market potential, relationship management with stakeholders and
product development. In this case, the broader scope of marketing consists of a mix of
‘Kotlerian’ marketing paradigms and the Nordic networking marketing concept* (see
Figure 10.3).

The Kotlerian marketing concept for functional food

A firm’s marketing capabilities should be targeted toward building and improving
consumer loyalty, such that competencies dealing with launching and marketing a
functional food product must focus on the development of knowledge and skills related
to markets and marketing (in a narrow sense of the term). Market capability includes
the firm'’s ability to understand the dynamics of consumers’ psychological sets and thus
develop an appropriate and efficient marketing strategy. The firm needs the ability to
capture, react to and satisfy consumers’ needs, wants and demands for healthy food and
nutrition-based prevention. For the FF industry, it is also relevant to have an idea of
the dynamic trends of disease management in the medical community. Understanding
such trends will enable the firm to adapt its strategic planning appropriately. Moreover,
understanding a competitor’s innovative moves will enable the firm to develop its own
strategic planning efficiently.

Marketing theories also emphasize that superior customer value orientation, as a
major goal for establishing the firm’s (marketing) capabilities and competencies, can be
achieved though four core dimensions of customer value: attribute, benefits, attitude
and network effects/communality.?® We suggest that a firm’s intelligent communication
capability, as often used to market medicine and food products, is a marketing core
capability necessary for successful marketing of a product in general. In this case, a
superior communication platform related to cognitive attributes (scientific issues) and
(health) benefits can be established without ignoring affective issues (for example. taste,
convenience, frequently used as primary messages for food products). Communication
messages should not just follow the medical communication model. Rather, the firm’s
capability to create a simple, easy-to-understand communication campaign based on
scientific medical findings represents a salient strategic communication capability.?
This combination platform also will be valid for media selection. For most consumers,
sophisticated education will be more efficient for establishing awareness, knowledge and
acceptance toward healthy foods, so television, radio or magazine advertising may not be
sufficient to create trust in functional food (with its real and proved health benefits).?” A
long-term education program, as is often performed to promote pharmaceutical products,
instead might be adopted. This strategy will be more or less relevant when the firm enters
the mass market (which also includes unaware consumers).

Consumers of FF also have different levels of awareness and acceptance regarding a
healthy life style and disease prevention, unlike their common familiarity with normal
food products. Therefore, it will be more efficient to market FF to selected customer
segments. A firm'’s ability to identify, select and develop such a market segment is the
hallmark of the initial success of launching and marketing FF products.?® Examples of
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stepwise segments include groups of patients (small segment but usually fully aware and
motivated), consumers with high risk factors, consumers who have awareness of disease
prevention, consumers who demand better health in general and finally all consumers
(including the unaware group).? This capability should be combined with the ability to
place the newly developed FF product appropriately within the existing product portfolio,
especially by food firms, which often have a very complex product assortment. Such a
capability in turn will influence the firm'’s strategy for branding, channel and positioning
strategies and thus eventually the success of the product launch.

Nordic networking concept for functional food

A firm’s (marketing) competencies for entering the FF industry should be based on
its capability to establish networking with external stakeholders, on top of its market
and marketing capabilities. From a marketing perspective, (Nordic) networking with
others not only provides a possibility of intra-institutional knowledge exchange
but also enables the implementation of marketing tasks. In this context, it seems
important to establish a working relationship with external parties, such as members
of the medical community who will act as opinion leaders. Medical associations often
provide guidelines and suggestions about disease management and nutrition-related
topics. Furthermore, establishing a good partnership with food authority bodies can be
beneficial, especially for new product submission and the usage of health claims as a
unique selling proposition.

These mentioned capabilities for launching and marketing an innovative FF product
on the corporate level span and support multiple lines of business, combined with other
firm-specific tangible assets such as marketing support (see Figure 10.3). They provide
the baseline for establishing the firm’s core competencies. Robust marketing support
resources will accelerate the development of a firm’s distinctive capabilities and make
them superior and resistant to imitation.® We argue that such marketing supports are
also relevant to ensure the success launch of a functional food product in the market.

Conclusions

The converging functional food industry merges the areas of food, pharmaceuticals
(including OTC and prescription drugs) and the food-chemical industry. In these branches,
firms face unusual challenges in terms of not only adopting their combined knowledge,
capabilities and technologies but also creating new competencies that will enable the
new firm to persist in the converging market. We note that both deliberate and emergent
innovation processes can be applied appropriately within the FF industry. The deliberate
strategic process is suitable for initiating the business, whereas the emergent process is
more relevant for strategic implementation. When considering the requirements for
a firm’s capability and organization routines, we identify at least four types of (meta-)
competencies that play key roles during NPD processes. During the launch and marketing
phase, a firm should explore its capabilities beyond the 4P strategy. The firm’s ability to
establish networks with external stakeholders also is important for successful entry into
the FF industry.
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In terms of practical implications, this chapter suggests that entering a converging
market requires a firm to evaluate its readiness (tangible and intangible) to adopt a
new culture, new technology applications and new knowledge from other industrial
branches. Pharmaceutical firms that intend to enter this market should adopt new market
cognizance (that is, market sensing, including consumer orientation, competitors and
internal infrastructure), which is usually indigenous to the food industry. In contrast,
entering the FF market requires food industry participants to adopt advanced technology
and scientifically-based knowledge regarding the nutrient-disease relationship, which
is the main domain of the pharmaceutical industry. In the early innovation process, a
firm should implement a deliberate process to build a comprehensive, grand entrance
strategy that include determining its core competencies, business strategies and
platforms for strategy familiarization. However, the participation of middle managers
cannot be neglected, because they are the ones who work closely with and have direct
access to consumers. Therefore, their involvement in the emergent process of strategy
implementation is required to ascertain the flexibility and responsiveness to the dynamics
of consumer demand. During innovative development phases, we suggest that to develop
core competencies, firms should combine market orientation with technological know-
how and focal knowledge with external knowledge along horizontal and vertical chains.
The knowledge adoption process can be maximized by establishing sustainable networking
channels with important stakeholders. Because of the different marketing cultures applied
in both industries, accomplishing successful marketing tasks within a distinct marketing
competency concept that combines the capabilities and assets usually developed by either
food or pharmaceutical industries is a salient basic requirement. Marketing competencies
should be based on a broader definition of marketing that moves beyond the 4Ps to
include knowledge, market orientation and relationship management.

In addition, improving the capability to shape the market or apply market-driving
market orientation remains an important strategic thinking pattern for entrance into the
market because of the nature of the FF industry, which may force firms to shape their
own market structure and market behaviour rather than retain the status quo. Based on
the Kotlerian concept, we suggest that to launch a FF product, a food firm must develop
internal competencies related to communication and segmentation early. It requires a
different marketing approach than the one it would use to market conventional food
products. Finally, we argue that in addition to establishing Kotlerian capabilities, a food
firm needs to network with external players who influence or contribute to the success
of a new, innovative, functional food product. By establishing this networking system,
a food firm can integrate new, external knowledge. The concept of meta-competencies
analysis, which combines the firm’s focal knowledge and this newly adopted general
knowledge, can improve the firm’s internal capabilities.
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Abstract

Following well-designed research methodologies and adopting robust statistical analysis
techniques, this chapter offers insights into some interrelated criteria for the acceptance
of functional food (FF) by consumers (that is, healthiness, taste and price). Such criteria
often confront one another to shape consumers’ decision making, which highlights one
of the most common controversies in food marketing: healthiness versus taste and price.
The results indicate that FF should deliver health benefits above and beyond standard
(high) quality (for example, nice taste for the ‘right’ price) required by consumers for any
common food product. However, careful tailoring of a successful marketing mix must
consider that for specific healthiness—taste—price combinations, there are no winning or
losing product attributes; in these contexts, real controversies do not seem to develop in
consumers’ perceptions.
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Introduction

For foods to be connected with healthy nutrition, they usually must be related to certain
food elements, such as concentrations of fat, salt, dietary fibres or vitamins.! In addition
to this conventional conceptualization of healthy foods and healthy nutrition, some
products claim to have special beneficial effects on the human organism; they usually
are referred to as nutraceuticals, pharma foods or functional foods, as well as nutritional
foods, medical foods, designer foods or super foods.? The basic idea behind functional
foods (FF) can summarized in Hippocrates’s words: ‘Let your food be your medicine, and
your medicine be your food.”

Despitethevariety of termsused, aninternationallyacknowledged definition of FFremains
lacking. According to the widely acknowledged European project FUFOSE (Functional Food
Science in Europe): ‘A food can be regarded as functional if it is satisfactorily demonstrated
to affect beneficially one or more target functions in the body, beyond adequate nutritional
effects, in a way that is relevant to either an improved state of health and well-being and/or
a reduction of risk of disease,” and furthermore, FF must maintain their nutritional nature
and easily become part of daily diets: ‘Functional foods must remain foods, and they must
demonstrate their effects in amounts that can normally be expected to be consumed in the
diet. They are not pills or capsules, but part of a normal food pattern.”

The lack of an official definition is one of the inhibitory factors for the growth, analysis
and monitoring of FF markets.® However, consumers rarely define a food according to
business or scientific terms related to health or nutrition information. On the contrary, FFs
are regarded as a category that respond to consumers’ ideas and beliefs about healthiness
in food products.® According to Schmidt,” a lot of consumers receive the FF message; they
feel that they have control over their health and know that certain ingredients can help
reduce the risk of a disease or improve their health. As a result, this particular category
seems to have many development prospects.

The category also has high diversity. From consumers’ point of view, it is not a
homogenous category, so consumer attitudes affect purchasing intentions for different
functional products differently.® Among the most important criteria for FF acceptance
are consumer health-related attitudes, such as personal motivations to engage in health
preservation behaviours and confidence in health-related information such as health
claims on food labels, and consumer-perceived characteristics of FFs, such as enhanced
healthy images compared with the mediocre hedonic feelings resulting from consumption
or the (often) higher price demanded for their purchase.’

The latter acceptance criterion constitutes the focal point of this chapter. By following
well-designed research methodologies and adopting robust statistical analysis techniques,
this chapter attempts to offer insights into consumers’ perceived acceptance criteria for
FFs’ healthiness, taste and price. These criteria often conflict, forming opposing couplets
such as healthiness versus taste or healthiness versus price.

Healthiness and Taste as Acceptance Criteria

Evidence in international literature related to these criteria (that is, consumer health-related
attitudes and consumer perceptions of characteristics of FFs) is often contradictory. European
consumers consider healthiness an important factor affecting their overall dietary choices,
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which aim to protect their health and avoid diseases.!® One of the most obvious motives
for consuming FFs is the preservation of good health, and research by van Kleef et al. (2005)
shows that the relevance of a consumer’s health condition in a product’s health claim
affects the intention to buy functional products.!’ Verbeke reports that a family member
with a specific health problem affects the acceptance of FFs positively.'? Furthermore, Jong
et al. show that 40 per cent of the consumers in their sample consider the consumption
of particular FFs an easy way to preserve their health, though in subsequent research, they
find that 19 per cent of participants with health issues use drugs, 11 per cent use FF and
only 5 per cent combine both therapies.!® These findings show that consumer health issues
do not necessarily support the consumption of FFs.

Information about the effects of diet on health and the means of communication
constitute additional important factors of FF success.!* Information about the health benefits
of a food can increase the likelihood of its consumption and liking for it, though the results
differ according to the effects on health; for example, claims related to improved physical
and mental alertness are more likely to motivate consumption of a functional fruit juice.’
Moreover, confidence in FFs, and consequently their acceptance by consumers, is largely the
result of knowledge about the issue. The purchase likelihood of a FF increases when consumers
combine the functional characteristic with the consequences of its consumption.!® That is,
consequence-related knowledge (for example, the product contributes to the preservation
of health) increases the likelihood of consumption more than does attribute-related
knowledge (for example, increased calcium level). In addition to trust in the health claims
and communication means, trust in a FF depends on the type of the base product, such that
the base product contributes to whether consumers perceive the FFs as healthy by allowing
potential buyers to trust the health claims more when the basic carrier has a positive overall
image and a history rich in health claims (for example, yoghurt).!”

Organoleptic attributes of food, especially taste, dominate food choice.!® The
development of FFs usually demands modern technology to modify the composition,
which may have negative consequences on taste and other organoleptic attributes and
thus would relate inversely to their acceptance.'” Even if the greater functionality does
not affect their organoleptic attributes, specific levels of saltiness, bitterness or sourness
result from enhancements of foods with bioactive or natural ingredients.?® Consumers
may express discomfort about the mediocre taste performance by such foods.”' For
example, the severity of a functional juice’s bad flavour decreased the probability of its
consumption, despite persuasive claims about its advantages.

Thus, FFs cannot be inferior in taste compared with their conventional counterparts.
Consumers seem to believe that perceived health benefits and pleasure are not by
definition inversely related. This point lies at the centre of the healthiness versus taste
controversy for functional foods and constitutes a great challenge for food marketing,
especially when the cost-related concerns that accompany any (food) choice also get
taken into consideration.

Aims and Objectives

The success of FFs depends on how well they satisfy various, frequently contradictory consumer
needs. Using this claim as a point of departure, this chapter attempts to offer some consumer
behaviour-related insights of more psychometric nature in relation to the healthiness versus
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taste or price controversy (that is, what motivates consumers to buy FF, and how consumers
connect their perceived knowledge about FFs to knowledge about themselves). Such ‘abstract’
insights can be particularly useful as a starting point for designing more targeted consumer
research within the wider marketing and new product development strategy of a food firm.

In addition, this research attempts to illustrate how such ‘abstract’ psychometric
knowledge can illuminate the healthiness versus taste or price controversy from a
more pragmatic, marketing-oriented point of view, to provide concrete suggestions for
marketers and new product developers. The functional children snacks category (chips®
and croissants) provides a suitable context for this task, because the difference between
the person who consumes (that is, children) and the person who usually purchases
the product (that is, parents) imposes further challenges on food marketers. This study
therefore examines how the technical translation of healthiness into different types
of functionality (or ‘levels’) might influence parents’ selection;! investigates where
functionality types, as opposed to taste or price variations, lie along a classification of
parents’ selection criteria; and determines if the dilemma between healthiness and other
criteria really exists in consumers’ perceptions.

In line with this twofold aim, this study uses means-end chains (MEC) and discrete
choice (DC) methodology. The research therefore consists of two phases, a qualitative
MEC (phase I) and a quantitative DC (phase II).

Research phase I attempts to identify the full range of FF attributes deemed important
by consumers during their selection process; investigate the motives behind FF selection
and how strongly some of these motives relate to consumers’ health-related behaviour;
and explore consumers’ overall cognitive structures by designating the links that connect
important FF attributes, consumers’ knowledge about FFs’ consumption benefits and
consumers’ knowledge about themselves.

Building on the findings from phase I, phase Il undertakes an investigation of the exact
meaning of healthiness by measuring the utility derived by various types of functionality
in consumers’ selection process, in contrast with the utility delivered by various levels of
the selection criteria under examination (for example, taste and price). It also measures
consumers’ willingness to pay (WTP) for specific combinations of functionality and taste
and thereby compares healthiness with taste and price in a ranking of consumer selection
criteria importance.

Qualitative Means-end Chain (MEC) Analysis (Research Phase I)
METHODOLOGY
AMEC model seeks to explain how a product or service selection facilitates the achievement

of consumers’ desired end states. Means are objects (product or service attributes) with
which people engage, and ends are valued states of being, such as happiness, security

§ In the UK and much of Europe, ‘chips’ are more commonly known as ‘crisps’.

q Intrinsically, snacks are not healthy, and their supplementation with calcium or vitamins does not make them healthy
in a traditional sense. From a nutrition point of view, it might be more appropriate to consider supplemented food. However,
this experimental consumer marketing research aims to incorporate two opposite dimensions in the same experiment: the
intrinsic unhealthiness of snacks and the extrinsic healthiness delivered by supplementation with functionality attributes.
This inherent opposition fits the wider objective of the book, as well as the specific objectives of this chapter.
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or accomplishment. In turn, MECs are hierarchical cognitive structures that relate
consumers’ product knowledge to their self-knowledge. Consumers regard products as
more self-relevant or involving to the extent that their product knowledge pertaining to
attributes and functional consequences connect through MECs to their self-knowledge
with regard to desirable psychosocial consequences and values.?* Laddering, the qualitative
research method that accompanies MECs, refers to an in-depth, one-on-one interviewing
technique for developing an understanding of how consumers translate the attributes
of products into meaningful associations with respect to themselves. Laddering uses a
tailored interviewing format, primarily a series of directed probes, typified by ‘why is
this important to you?’ questions, with the express goal of determining sets of linkages
between the key conceptual elements across the range of attributes (A), consequences (C)
and values (V).

To achieve the study objectives, the qualitative phase used a homogeneous sample of
younger, well-educated consumers, aged between 35 and 44 years, responsible for food
buyingin their household. Vannoppen et al. claim that convenience samples are acceptable
for laddering research.? One criterion for sample inclusion was that respondents should
be able to ‘speak out’ knowledgeably about the product. A pilot questionnaire provided
data that served as the basis for designing the MEC application.

Pilot study

The pilot study used a homogeneous sample of 60 consumers who had attained high
educational levels (university graduate or higher) and were of early middle age (35 and
44 years). These respondents must have purchased a FF during the month prior to the
pilot study (January 2006) and actively participated in food buying decisions for their
household. These respondents completed a short pilot questionnaire in the course of
a personal interview that lasted no more than 10 minutes. The pilot questionnaire
featured a master list of 58 FF attributes, covering seven concrete and abstract categories
of a hypothetical FF’s marketing mix (Table 11.1). This master list was based on previous
literature related to FF acceptance criteria, as well as past MEC applications for food.
The participants evaluated each attribute on a five-point Likert type importance scale,
anchored at 1, ‘not important at all’, and 5, ‘very important’. Attributes that earned scores
of 4 or 5 for at least two-thirds of the participants constitute the short list of attributes
used for the subsequent evaluations in the MEC study.

MEC study

The MEC study in March 2006 used a homogeneous sample of 40 consumers; the
requirements for participation are similar to those for the pilot sample. The laddering
interview process began with an introduction to inform the respondent of the purpose
of the interview and ensure understanding of the term ‘functional’ through reference
to the FF definition described at the beginning of this chapter. In the consequences and
values elicitation phase, respondents first considered buying a FF, then received the short
list of the most important FF attributes identified in the pilot study (Table 11.1). Next,
the respondent evaluated each attribute in terms of its importance when buying a FF,
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Table 11.1 Attributes list, qualitative MEC phase

Type of attributes®

Pilot sample, n = 60

Main sample, n = 40

Perceived quality attributes

Pure product 96.7%* 45%**
Safe food 100 15
Trust in brand name 83.3 45
Economical in use 56.7 -
Quiality product 96.7 40
Part of daily nutrition 76.7 20
Healthy product 100 50
High technology product 50 -
Natural product 96.7 15
Appearance and package-related attributes

Package size 233 -
Environmental friendly package 60 -
Nice package 333 -
Practical package 70 10
Different package than the conventional product 20 -
Aluminium can package 233 -
Package made of glass 333 -
Plastic package 20 -
Paper package 26.7 -
Organoleptic attributes

Strong aroma 13.3 -
Neutral aroma 20 -
Light aroma 23.3 -
Nice taste 90 40
Neutral taste 10 -
Specific texture 40 -
Specific colour 20 -
Label information attributes

Information about health/functionality claims 86.7 15
Nutritional value 86.7 20
Quality assurance (for example, ISO/ HACCP) 90 20
Best before date 100 70
Packaging date 80 15
Country of origin 86.7 60
Functionality-related attributes

Antioxidant ingredients 63.3 15
Removed dangerous ingredients 86.7 15
Fortified ingredients 63.3 0
Added calcium 80 15
Added vitamins and minerals 63.3 15
Added fibre 80 15
Added phosphor 60 0
Added functional ingredients 433 0
Low cholesterol level 86.7 55
Low saturated fatty acids content 70 30
Necessary for personal well being 83.3 15
Enforces body defence 96.7 55
Reduces cardiovascular disease risk 83.3 60
Provides more energy 70 15
Provides proved health claims 90 20
Contains probiotics 60 15
Contributes to digestion improvement 86.7 40
Contributes to vision improvement 53.3 5
Contributes to good physical condition 96.7 60
Contributes to osteoporosis prevention 86.7 40
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Table 11.1 Concluded

Type of sttributes Pilot sample, n = 60 | Main sample, n = 40
Price-related attributes

Value for money 93.3 15

Same price with conventional products 73.3 5

Price higher than the conventional product 56.7 -

Price lower than the conventional product 70 0

Brand name attributes

Promotion campaign 433 -

Known producing company 76.7 15
Familiarity with the brand name 76.7 20

* Attributes deemed important when at least 66.7 per cent of the sample scores it as a 4 or 5 in the pilot study.

** Attributes deemed important when at least one participant (5 per cent) scores it as a 4 or 5 in the main study.

using the same importance scale from the pilot phase. Finally, the attributes deemed most
important served as the starting points for the laddering technique.

Through these attributes and interviews, each respondent subconsciously connected
product attributes with consequences and/or personal values. The time necessary to
complete this task varied between 40 to 60 minutes, depending on the respondent’s ability
to express themself and their conscious involvement in the functional food purchasing
process.

ANALYSIS

The responses of the 40 consumers first were coded into common A-C-V categories. In
terms of consequences and values, 17 consequence codes and 9 value codes emerged.
The coding process was based on codes from prior FF and food-related MEC studies
(Table 11.2). The average number of codes elicited per consumer was 48, forming 10.6
ladders on average. After coding, the analysis continued with the use of the MEC Analyst
software, which provides an interactive system of data importation, inserting multiple
A-C-V ladders per participant in the form of the relevant codes. After each ladder was input,
the data analysis created a tree diagram (hierarchical value map, or HVM) that illustrated
the sample’s cognitive structure for FFs. The HVM represents 76 per cent of the direct A-C-V
links reported by at least 5 persons during the laddering interviews (Figure 11.1).

Quantitative Discrete Choice (DC) (Research Phase II)
METHODOLOGY

In a DC experimental task, respondents indicate their preference for experimentally varied
products or product profiles. This preference is expressed in the form of a choice between
two, three or more product alternatives, for a predefined number of rounds imposed by
the research design. The choice is statistically represented with a multinomial dependent
variable, such as [1 O O] to represent the first of three alternatives being chosen by a
respondent. Each product alternative consists of pre-selected product attributes that serve
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Table 11.2 List of consequences - values codes elicited from the main sample
(n = 40) and relative literature examples, qualitative MEC phase

Consequences Number of times Literature examples
mentioned by at least
one respondent

Functional

1. Body needs <5 1. Body needs?

2. Easy to choose — use <5 2. Easy to buy/use?

3. Eating - living healthy 20 3. Eating healthy?®

4. Physical appearance <5 4. Physical appearance®

5. Physical health improvement 13 5. Physical well-being*

6. Product choice — consumption 11 6. Will buy/ use®

7. Bones’ health promotion 8 7.-

8. Health promotion 20 8. Promotes health3?

Psychological

9. Eating enjoyment 14 9. Eating enjoyment*

10. Economic efficiency <5 10. Monetary considerations®*

11. Feeling good 17 11. Feel good*s

12. Performance improvement 15 12. Improved performance3¢

13. Knows what to get (price/ <5 13. Knows what to get®”
quality) <5 (price-quality)

14. Need - desire satisfaction <5 15. Quality of life®®

15. Quality of life <5 16. Time saving®

16. Time saving 16 17. Trust*

17. Trust

Values

Instrumental

18. Tradition <5 18. Tradition*!

Terminal

19. Belonging <5 19. Belonging*?

20. Good health and long life <5 20. Good health and long life*?

21. Inner harmony 11 21. Inner harmony*

22. Pleasure 14 22. Pleasure*/Hedonism*

23. Psychological satisfaction 9 23. Psychological

24. Security 16 24. Security*®

25. Self-confidence <5 25. Self-esteem®

26. Self-fulfilment <5 Achievement*°

26. Self-fulfilment®

as independent variables in the multinomial model. Such modelling has been used in
diverse consumer behaviour fields, including shopping behaviour, housing choices, travel
mode choices and health care service preferences,*? as well as food-related research.>

To achieve the research objectives, the DC experimental methodology focuses on
the Greek snack market, specifically, two different snacks for children: potato chips and
croissants. The rationale behind this selection centres on the perception (by children) of
taste versus (parents) healthiness of the product. New product development would want
to take advantage of the characteristics of the market, namely, that children’s snacks are
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consumed and purchased by different persons in the household, who have varying needs
and wants; that parents are concerned about their children’s health; and that parents
are susceptible to their children’s wants. Parents likely choose a snack whose taste their
children prefer, so to what extent should this preferred snack also be healthy? Moreover,
what is a fair price for the ‘right’ combination of healthiness and taste?

Survey design

In the DC task, respondents expressed their preferences for several experimentally
developed snack profiles. The functional product attributes selected for inclusion in the
experimental design come from the results of the MEC phase and reflect concrete elements
of the snacks’ marketing mix. Moreover, the experimental attributes reflect a health
versus taste or price controversy: Pleasure is expressed as flavour variations, healthiness
as various functionality types and price (premium above standard price) is the expected
value of each flavour—-functionality combination (Table 11.3).

Consumer preferences are expressed in the form of a choice between two alternatives
of the same snack. This choice is statistically represented with a binomial dependent
variable, such as [1 0] if the first of two alternatives is chosen. Each pair of alternative
snacks appears in visual form on a card (Figure 11.2), with coloured pictures of the two
alternatives, to increase the realism of the choice task. The number of cards was defined

Table 11.3 Attribute and attribute levels for products’ profiles, quantitative

DC phase
Chips
. COST - PLEASURE - HEALTHINESS
Price, €/unit : Flavour Functionality
Usual 0.90 Classic None
1.00 Oregano
1.10 Barbeque
Functional 1.20 Classic Enriched with Ca
1.30 Oregano Enriched with vitamins
1.40 Barbeque Enriched with Q-3 fatty acids
Enriched with fibre
. Croissants
COST PLEASURE HEALTHINESS
Price, €/unit Flavour Functionality
Usual 0.40 Chocolate None
0.50 Cream
0.60 Marmalade
Functional 0.70 Chocolate Enriched with Ca
0.80 Cream Enriched with vitamins
0.90 Marmalade Enriched with Q-3 fatty acids
Enriched with fibre
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by the orthogonal design facility in SPSS v.13.0. In total, 16 cards were designed per snack,
equal to the number of attributes under examination. The order of the cards shown was
randomized per respondent to decease any response bias effect (Table 11.4).

On each card, alternative A is always a common snack with no functionality, already
available in the market, and alternative B is always the functional snack, a hypothetical
product not available in the snack market yet. The three price levels for each alternative
A are real prices in various food outlets, whereas the price levels for each functional
alternative B are hypothetical prices calculated as price premiums imposed beyond the
price of the common snacks (+30 per cent for chips, +60 per cent for croissants). The
flavour levels also represent existing product alternatives in the market.

KPOYAZAN

ME FEMIEZH IOKOAATAL

KPOYAZA

ME FEMIZH MAPMEAAAAT

Card type 1: Common versus functional croissants. Type of functionality: added calcium

MATATAKIA hATATAI(lA

NPQTEINEE

KAAZEIKH . MMAPMIEKIOY
rEYEH :

TIMH |.40 TIMH 1.40

Card type 2: Common versus functional potato chips. Type of functionality: added vitamins

Figure 11.2 Examples of visual stimuli for data collection in quantitative DC
phase
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Table 11.4 Examples of card designs shown to consumers for data collection,
quantitative DC phase

Chips A Chips B

© Enriched with fibbers
Cost €0.90 ¢ Cost €1.40
Plain flavour With oregano flavour
O in

None of the above [

Croissant A Croissant B

¢ Enriched with Q-3 fatty acids

With marmalade flavour i Chocolate flavour
Cost €0.60 Cost €0.90
O i

None of the above [

Data collection, sample and questionnaire

The sample selected for the quantitative phase of the survey consists of 120 parents
with children of an age suitable for snack consumption (parents’ mean age: 39.2 years,
SD = 6.7), who had purchased at least one children’s snack during the month prior to the
survey (May 2006) and were aware of the meaning of ‘functionality’ in a food context.
Each respondent evaluated four chip cards and four croissant cards. The total number of
observations per product alternative thus is 480 (120 x 4) for both snacks. Most of the
respondents are women, well-educated, and of high to average income levels. Overall,
their profile resembles that of the sample used in the MEC phase. To collect background
information, a structured questionnaire accompanies the cards each respondent evaluated
(Table 11.5). Before completing the DC task, the respondents received short explanations
of the health benefits of each of the four functionality levels included in the experiment,
as well as detailed instructions about how to proceed in the DC task.

Analysis

The analysis of the binomial logit model uses Limdep v.7.0 (Table 11.6), with a significance
level of o = 0.05. The numbers in parentheses in Table 11.6 show the standard errors of
the respective coefficients. The fit of the three models can be evaluated by the percentage
of correct predictions for the actual choices of the respondents. In the present analysis,
these percentages are 53.3 per cent and 60.4 per cent for chips and croissants, respectively,
which indicate that the models capture at least the average (50 per cent) preferences of
respondents.
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Table 11.5 Respondents’ purchasing behaviour, purchasing criteria,
involvement and perceptions of children’s snacks

1. I generally buy snacks for my children regularly...
Yes No
68.3 31.7
2. | usually buy snacks for my children...
Exceptionally
< 1/week 1/week > T/week — almost never
36.7 233 8.3 31.7
3. I buy for my children...
Often Sometimes Never
1. Chips 24.2 35.8 8.3
2. Biscuits 35.0 28.3 5.0
3. Croissants 24.2 31.7 2.5
4. Savoury puffs 5.8 30.8 31.7
5. Crisps 26.7 27.5 14.2
6. Pop-corn 10.0 29.2 29.2
7. Chocolate bars 31.7 31.7 5.0

4. 1 buy snacks for my children from...

Often Some times Never
1. Corner shop 14.2 30.0 24.2
2. Supermarket 30.0 20.0 18.3
3. Hypermarket 28.3 233 16.7
4. Street kiosk 10.8 233 34.2

5. When I buy snacks for my children, | pay attention to...

Strongly Neither Strongly

agree Agree nor... Disagree disagree
1. Taste nice 19.2 32.5 10.8 4.2 1.7
2. Be innovative 1.7 10.0 233 233 10.0
3. Have seen 3.3 10.8 21.7 24.2 8.3

them on TV
4. Be less fatty 17.5 27.5 15.0 6.7 1.7
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Table 11.5 Concluded

Strongly Neither Strongly
agree Agree nor... Disagree disagree
5. Have nice 2.5 11.7 21.7 25.8 6.7
appearance
6. Be as healthy 35.8 25.0 5.8 0.8 0.8
as possible
7. Be as cheap as 0.8 10.8 16.7 21.7 18.3
possible
8. Be what 12.5 25.0 18.3 7.5 5.0

children ask for

6. When | buy snacks for my children...

Strongly Neither Strongly
agree Agree nor... Disagree disagree

1. ' look at the
ingredients 26.7 18.3 15.0 3.3 5.0
written on the
label

2. | compare
them with 11.7 18.3 21.7 12.5 4.2
other snacks
before buying

3. There are
specific brand 15.8 20.0 16.7 10.8 5.0
names that |
prefer

7. In general, |1 consider the children snacks that are in the market today to be...

Strongly Neither Strongly
agree Agree nor... Disagree disagree
1. Nutritious 4.2 12.5 21.7 26.7 3.3
2. A convenient 12.5 30.0 16.7 7.5 1.7
solution
3. Unhealthy 19.2 31.7 15.0 1.7 0.8

Results and Discussion

The sample of respondents (early middle-aged, educated consumers) in the MEC phase
considers perceived quality-related attributes (see Table 11.1), such as the product being
pure, safe, healthy and high-quality, extremely important for their FF buying choices.
The MEC sample also attaches great importance to label-related attributes, such as the
best before and packaging dates, as well as the type of health or functionality claims,
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Table 11.6 Estimation of the parameters of the binomial logit models

Chips Croissants
Valid responses (370/480), 77.7% (374/480), 77.9%
Correct predictions, 53.3% 60.4%
%
Attributes Coefficient p-value Coefficient p-value
Price -1.748 0.008 -0.402 0.690
(0.663) (1.010)
Enriched with Ca 0.919 0.001 0.909 0.024
(0.255) (0.403)
Enriched with 0.860 0.001 1.079 0.005
vitamins (0.249) (0.384)
Enriched with Q-3 0.894 0.001 0.894 0.021
fatty acids (0.249) (0.386)
Enriched with fibre 1.215 0.001 1.125 0.003
(0.257) (0.384)
Oregano -0.224 0.092
(0.133)
Barbeque -0.270 0.036
(0.129)
Cream -1.059 0.001
(0.218)
Marmalade -0.667 0.002
(0.212)

quality assurances and nutritional value. They also consider price attributes (value for
money and price the same as or lower than conventional products), brand name attributes
(familiarity with the brand and known producing company) and nice taste.

The significance of these attribute categories highlights that even if FFs are perceived
as a special category of foods, they remain foods. Consumers must be certain about the
FFs’ quality and have at their disposal all relevant information to judge the food before
they proceed to evaluate its functional benefit, which complements the product’s (high)
expected quality.

Perhaps the most interesting result from this study relates to the category of
functionality-related attributes, in which consumers of the MEC phase exhibited
substantial interest, including enforcement of the body’s defences, contributions to
good physical conditions, the provision of health claims and the removal of dangerous
food ingredients. The same consumers assign importance to more concrete functionality
attributes, such as low cholesterol levels, contributions to improve digestion, reduced
cardiovascular disease risk and low saturated fat content. Overall, these results indicate
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that consumers in their 40s emphasize disease prevention attributes, such as lower
cholesterol and cardiovascular disease risk reduction — a key finding of this research.

To obtain insights related to the FF-related buying motives of consumers and the way
FF consumption-relevant knowledge gets stored and organized in their cognition, the
analysis also focuses on the main outcome of the study, the HVM.

The most important cognitive construct of the HVM consists of consumers’ concern
about preventing risks to their health (143 direct links, or 66.8 per cent of the links in
the HVM; see Figure 11.2). This construct consists of several health promotion-related
benefits from the consumption of a FF, such as health promotion, physical health
improvement, and eating and living healthy. Consumers between 35 and 44 years of age
take advantage of a variety of product attributes related to their health status preservation,
in the sense of risk prevention (low saturated fat content), but also in terms of perceived
quality health-related attributes (pure) and label information health-related attributes
(best before date). In this sense, the direct link between the cardiovascular disease risk
reduction attribute and the health promotion functional benefit is among the most
powerful. Satisfying this particular need drives both the feeling good and, predominantly,
the improved performance psychological consequences, which form the core link of
consumers’ cognition about their preference for health-related food attributes, including
functionality, and more abstract personality constructs, such as the values of pleasure,
inner harmony and psychological satisfaction.

In addition to the health-related cognitive construct, the HVM includes eating
hedonism (27 direct connections, 12.6 per cent of links), which centres around the link
between eating enjoyment and feeling good benefits, which itself results not only from
the consumption of a food with a nice taste but also a food that improves digestion.

Thus, through FFs, consumers try to satisfy mainly their need to improve or preserve
their health status. Educated consumers in their 40s rely not only on attributes typical of
common food products (for example, practical use, fair price, nice taste, high perceived
quality, trusted brand name) but also on more targeted health-related attributes. Thus,
they perceive FF products as a hybrid of food and medicine. The results of the MEC study
further indicate that these consumers are not willing to lose taste or convenience or risk
trust in unknown brands to purchase foods with functional characteristics.

More than two in three parents purchase snacks for their children once per week or
less (see Table 11.5). The most important criteria for children snacks’ selection for parents
are as healthy as possible, taste nice, less fatty and what the children want. Among parents
who purchase snacks for their children regularly, most pay attention to the ingredients
written on the label; however, familiarity with snack purchasing is weaker, because only
half of the regular buyers have preferable snack brand names, and less than half compare
different snacks before buying. Overall, the majority of parents perceive snacks as an
unhealthy but convenient solution.

The predictive ability of the binomial logit model is very satisfactory (see Table 11.6),
which supports the robustness of the DC design. In the case of functionality, the common
product serves as a reference category. Hence, the four coefficients (per functionality
type) indicate the difference in the utility compared with that of the common product.
The four components of functionality are all statistically significant for both chips and
croissants. In addition, the signs of the coefficients are positive in all cases, indicating that
functionality increases the utility of a snack in comparison with the common product
alternative. The results further show that enriching chips with fibre or calcium delivers
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higher utility than enriching them with vitamins or Q-3 fatty acids. For croissants, the
higher utility comes from enrichment with fibre or vitamins.

The coefficients of price also are statistically significant for chips, but they reveal a
negative sign, indicating that more expensive snacks lead to lower utility. However, for
croissants, price is not statistically significant.

In the case of flavour, the classic flavour (plain) is the reference category for chips.
Hence, the two coefficients (oregano and barbeque) indicate the difference in utility
compared with that of the classic flavour. The barbeque flavour reduces the utility
significantly, whereas the oregano flavour does not influence utility. Finally, the classic
flavour is the reference category for croissants; the coefficients of the remaining two
categories are statistically significant with a negative sign, indicating that the chocolate
flavour offers greater higher utility in croissants, whereas the flavour with the lowest
utility is cream.

These results indicate that the majority of the parents in the sample understand
children’s snack purchasing. The conclusions from this assessment of the criteria that
parents use to purchase snacks for their children merit special attention (see Table 11.5).
Several of these observations are encouraging with regard to the market potential of
functional children’s snack, including the unhealthy image of existing children’s snacks,
which prompt parents to want a new snack that is as healthy as possible, for which
they would pay substantial attention to the ingredients on the label. What the children
want and cost considerations are less important purchasing motives than the snack’s
healthiness, precluding latent demand for health-enhanced children’s snacks.

Functionality is a statistically significant attribute for both snacks, which has
substantial marketing implications for the children’s snacks market. The functional
snack alternative is always perceived as different and of greater utility than its common
counterparts. At the individual snack level, fibre enrichment is the most important for
both chips and croissants.

This information should be coupled with the finding that price is statistically
significant only for chips. Thus, when functionality is coupled with price, the greatest
market potential pertains to functional croissants, for which a 60 per cent price premium
is not enough to activate consumers’ price sensitivity. This result may be because croissants
are lower priced than chips — apparently too low to stimulate price sensitivity effects. For
chips, the 30 per cent premium seems to exceed what consumers are willing to pay for
the functional version of an already high-priced snack.

Thus, (early middle-aged, well-educated) parents who want to purchase functional
snacks for their children would be willing to pay no more than 30 per cent above
standard price for functional chips but even more than 60 per cent above the standard
price for functional croissants. The most preferred type of functionality is enrichment
with fibre, then vitamins or calcium. Finally, the plain flavour in chips and the chocolate
flavour in croissants is the most preferred variation for parents. Assuming that, in terms
of taste, parents’ choice reflects their children’s preferences, functional snack developers
can assume that flavour variations in chips and croissants do not substantially alter
product choice; rather, such variations in the marketing mix can have negative results on
consumer preferences.

To contrast healthiness with the other selection criteria, the binomial logit model
can be constrained in terms of flavour (plain for chips and chocolate for croissants) and
type of functionality (O = no functionality, 1 = any type of functionality). In other words,
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functionality, irrespective of its type, contrasts with the flavour variation with the highest
utility per snack type for the given price levels in the DC experimental design.

As the results of the model for chips show (Table 11.7), all the selection criteria used in
the experimental design are statistically significant, indicating that no classification rank
can be established for chips. In the case of croissants, both healthiness and taste criteria
are statistically significant, and only price is indifferent. Overall, the results of the MEC
study thus are justified again: consumers do not compromise on taste for healthiness,
even when they must decide about the health of their children. It is thus possible that
specific product attribute combinations do not provoke the marketing controversies such
as healthiness versus taste or healthiness versus price.

Conclusions and Managerial Implications

The aim of this chapter has been to offer insights into interrelated criteria (that is,
healthiness, taste and price) for the acceptance of FFs by consumers of a certain socio-
demographic profile (that is, early middle-aged, well-educated). Such criteria often
compete to shape consumers’ decision making, highlighting the much talked-about
healthiness versus other controversy in food marketing.

The qualitative study in research phase I offers consumer behaviour-related insights
of a more psychometric nature, related to the concept of healthiness versus taste or price,
with the FF selection process as an example. Phase I employs MEC analysis to define
the most important FF attributes that affect consumers’ purchasing decisions. The study
further aims to obtain insights into the FF-related buying motives of consumers and
design a hierarchy of consumption-relevant cognitive structures to explain FF-related
purchasing behaviour.

The FF attributes with the greatest importance for (well-educated, early middle-aged)
consumers in the MEC sample are those that typically affect the choice of a common food

Table 11.7 Estimation of the parameters of the constrained binomial logit

model
Chips Croissants
Valid responses (365/480), 76.0% (374/480), 77.9%
Correct predictions 53.3% 59.8%
Attributes Coefficient p-value Coefficient p-value
Price -1.717 0.009 -0.386 0.696
(0.659) (0.991)
Enrichment 0.961 0.000 0.984 0.002
(0.213) (0.325)
Plain flavour 0.243 0.020
(0.105)
Chocolate flavour 0.857 0.000
(0.176)
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product, and the most important fuel the healthiness versus taste or price controversy,
such as functionality-related information, nice taste, right price and overall healthiness.
The most important FF purchasing motive is consumers’ interest in their health status.
Nevertheless, consumers of this profile do not appear willing to compromise taste and
overall eating enjoyment for the health benefit of FFs, irrespective of the type.

The results of the MEC analysis should promote some creative solutions to product
positioning problems. Each HVM orientation could be seen as a potential FF market
positioning strategy. The HVM presents many alternatives for developing of a strategic
placement, like increase or decrease the importance of an element on the map, create or
delete a connection among the elements, or strengthen or weaken a connection or create
a new element.

The provided HVM suggests that, in contrast with the other six functionality-related
attributesassociated with the healthrisk prevention area of themap, digestionimprovement
pertains to eating hedonism (see Figure 11.2). This finding is particularly useful in the
case of children’s snacks, for which fibre enrichment (which improves digestion) is the
functionality type with the highest utility for consumers. The mere appearance of the
eating hedonism area in the HVM is a hint to the food industry that consumers will
not accept products that could have a positive effect on their health but present worse
organoleptic attributes compared with conventional foods. Digestion improvement and
nice taste are equally strongly connected to higher-order constructs of the hierarchy, such
as eating enjoyment; therefore, a potential market positioning for snacks enriched with
fibre would highlight that the functional product can simultaneously satisfy the need
for healthiness AND the pursuit of hedonism. The result would be a strategic placement
that could communicate to consumers that they do not have to compromise taste for
healthiness.

Building on the insights from MEC phase I, phase II illustrates how to examine the
controversy from a marketing-oriented point of view and provides concrete suggestions
for new product developers. The DC methodology offers several experimentally developed
functional children’s snacks, and the binomial logit analysis identifies the exact levels of
functionality, taste and price that deliver the highest utility to consumers.

Functionality is a statistically significant attribute for both snacks in the experimental
design, which indicates the market potential of functional children’s snacks. The
functional snack alternative is always perceived as different and of greater utility
for respondents compared with its common counterpart. This type of directly usable
marketing information has special value in the technical new product development
process. Moreover, more concrete information in terms of marketing value emerges with
regard to the real potential of other elements of the marketing mix, such as the most and
least preferred flavours for each snack and the right price levels for the combinations of
healthiness and pleasure per snack, which enables estimations of consumers’ willingness
to pay.

Finally, sceptical readers should keep in mind that generalizations such as ‘healthiness
always wins’ are unacceptable; careful tailoring of detailed marketing mixes for new
product developers must realize that there are no winning or losing attributes for specific
healthiness—taste-price combinations; rather, consumers just want it all. In such cases,
the technical R&D process must to keep all options open, because real controversies do
not seem to develop in consumers’ perceptions.
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In a similar vein, generalizations of the marketing implications of this study should
be avoided, mainly because the samples used in both phases are not representative of the
wider population. Nevertheless, the choice of this specific socio-demographic stratum
helps satisfy the research design, in the sense that early middle-aged consumers should be
the focus of a recruitment process to target parents of children of snack-consuming ages;
moreover, a certain (high) level of education ensured the respondents could understand
the terminology used in relation to functionality attributes.

The success of FFs depends on how well they satisfy various and frequently
complementary consumer needs. The successful development of new functional products
should take into account the opportunities presented through consumer research. Food
manufacturers should carefully monitor consumer behaviour toward FFs to ensure that
these products match consumer needs and expectations and that health claims get
promoted by disseminating honest information in an attractive way.
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Abstract

Controversies in food and agricultural marketing have a consumer dimension, especially
when they involve issues such as food scares, pollution, food miles and animal welfare.
These effects become manifest in consumers’ attitudes, which provide a valuable
means for evaluating past events and predicting future behaviour. This chapter uses a
longitudinal data set related to consumer attitudes about various contentious issues in
UK food and agricultural marketing to offer some insights and managerial implications.
The key results reveal that consumers perceive several livestock and poultry products as
too expensive though, conversely, many consumers are willing to pay a premium for
products that ensure animal welfare. Despite EU policy encouraging more environmental
responsibility, many consumers believe farmers use too much pesticide and contribute
to pollution.
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Introduction

One of the basic tenets of a market is that the driving force is consumer demand. This
concept of consumer power and its role within market economies is often referred to by
economists as ‘consumer sovereignty’.! In turn, one of the most important indicators of
consumer sovereignty is the attitudes that consumers hold.

According to Malhotra an attitude is a ‘summary evaluation of an object or thought’.?
Although attitudes often are rooted in some aspect of reality, they are perceptual in
nature, which means that they may not be an accurate reflection of reality. Duffy, Fearne
and Healing believe that consumers receive information in an extremely fragmented
form; in the current context, this explanation may account for the discrepancies between
attitudes towards the price of selected commodities and their actual price.?

Although attitudes are not necessarily a veridical measure of an object, they remain
an important concept because they serve as a useful means of not only evaluating past
events but also predicting future action. Unfortunately, however, publications such as
the Curry Report (published by the Policy Commission),* suggest that some elements of
the UK food supply chain, especially farming, have become detached from the rest of the
economy, environment and society.

With regard to controversies in food and agricultural marketing, knowledge about
consumer attitudes is important for anyone involved in the food supply chain, including
the farmers who produce food, those involved in processing industries, wholesalers,
retailers and those associated with policy generation and implementation.

This chapter reports the results of a longitudinal research project investigating various
controversies in the food supply chain. The controversies covered include pricing of food
and farm revenues; food farming practices and pollution; food safety (including food
scares); organic food; genetic engineering and food production practices; food miles and
regional production; and animal welfare and food production.

In addition to presenting the background of each controversy and identifying the key
points arising from the survey data, we consider some implications for decision makers
in the food supply chain. The practical limitations of producing a study based on such
a large quantity of data mean that our discussion is confined to what we consider the
critical points. It is important to note, however, that readers may be able to apply these
data to the issues that they are facing and derive significant additional value from the
results.

To begin, in the next section, we briefly outline the survey that generated the data
and the way in which we will present these data.

Annual Consumer Survey

The data presented in this study were collected as part of an ongoing programme of
research into consumer attitudes in the UK regarding food and the environment. An
annual survey of the general public, covering the period 1996-2006, has been conducted
each summer in four locations in the West Midlands region.

For this survey, a large number of attitude statements were generated from a search
of the literature, then carefully reviewed by specialists in the field (including academics
working in the agriculture and agri-food sectors) to ensure content (or face) validity.®
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The many statements generated would lead to a questionnaire that takes an inordinate
amount of time to complete, yet to omit any statements would seriously detract from the
comprehensiveness of the study. Asaresult, half of the statements constitute one questionnaire
(Questionnaire A), and the other half make up another questionnaire (Questionnaire B).

The questionnaires were subsequently completed in a series of street interviews
conducted in Birmingham (city), Hanley (conurbation), Shrewsbury (large rural town)
and Ludlow (small rural town). Although all the surveys were administered in the West
Midlands region, the locations for the survey works may be considered representative of
the UK. An interlocking quota sampling approach ensured half the respondents were male,
and equal numbers of respondents fell into six predetermined age bands. Questionnaires
A and B each were completed by 300 different respondents, which makes the results
statistically significant at a 90 per cent level, given a + 5 per cent margin of error.°

An explanation of the different potential approaches for analyzing the data and
the approach actually employed to produce the data discussed in the remainder of this
chapter appears in Figure 12.1.

Pricing of Food and Farm Revenues

According to the Policy Commission,” most people in the UK have higher disposable
incomes, but the main factor determining what food they purchase is still price. This
finding is supported by the Institute of Grocery Distribution,® which finds that price, sell-
by-date and brand name are the three main factors influencing food purchases.

The price that consumers pay for food represents the revenue available to any entity
that has played some role in the food supply chain. However, according to Kohls and Uhl,
the allocation of consumers’ food expenditures between farmers and the other members
of the food supply chain, particularly retailers, is one of the most controversial aspects of
food production.’

The Department for Environment, Food and Rural Affairs estimates that between
1988 and 2006, UK farmers’ share of a basket of food staples fell by 23 per cent, and
Hingley attributes this change to a power imbalance in the food supply chain.!°

The impact of this reduction in farm incomes has been significant. Nevertheless,
the Commission for Rural Communities states that there are still 162 000 farmers who
manage approximately 75 per cent of the land in England and Wales, which means
that farming is still the major land use in the UK and that food production remains the
primary output of the land in rural areas.!!

Farming incomes can be detrimentally affected by factors such as the weather or an
outbreak of disease, but the pressure caused by reduced revenue share is an additional threat
that has materialized in recent years and become an issue of considerable concern.

In practice, total income from farming in the UK in 2006 rose by an estimated 6.9 per
cent in real terms compared with the previous year, but this rate is still 61 per cent below
the high point of 1995."2 The net result is that farm incomes and the rural economy as a
whole remain under pressure.

According to the 1996 survey data (see Table 12.1) consumers believe that lamb, beef
and free-range eggs are too expensive, but pork and (non-free-range) eggs are not. Despite
some minor variations in the data dating back to 1996, these perceptions appear fairly
consistent.
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The five possible approaches to the analysis each has inherent advantages and disadvantages and is likely to provide a
slightly different picture of the issue. Many studies that use attitude surveys employ a simple count of the frequency of
responses to conduct the analysis (Treatment 1), but this approach can be difficult to implement when attempting to make
judgements about the whole data set. As a consequence, it is often better to adopt an analytical technique that produces
a summative evaluation of the data set, such as by calculating a mean score for each rating statement (Treatment 2). This
approach is more systematic than simply trying to weigh the frequency data judgementally, but experience again suggests
that that trade off ameliorates conflicting trends in the data, hiding them somewhat from the researcher. As a
consequence, it would seem reasonable to adopt a balance of opinions approach that trades off agree and disagree data,
such as responses (Treatment 3), but this method is somewhat simplistic because it does not take into account ‘don't
know’ responses. Furthermore, even if ‘don't know’ responses were included (Treatment 4), the ‘neither agree nor
disagree’ responses would still be omitted, which is again simplistic and not comprehensive. The most comprehensive
and therefore useful balance of opinion approach includes both ‘don't know’ and ‘neither agree nor disagree’ data
(Treatment 5). Thus, the output from Treatment 5 indicates that out of the 300 respondents, a reliable majority of 146
agree that British food farmers are good food producers. This approach is based on the principle of conservativism. The
final measure depends not just on the proportion of the sample that agrees or disagrees with the statement but also is
adjusted for the worst case scenario, in which respondents who claim to hold no opinion actually hold an opinion that is
diametrically opposite that of the majority. This approach seems to offer the most prudent treatment of the data and
therefore is used to analyze the data presented herein.

Treatment 1: Frequency analysis of responses

Neither

Strongly  Slightly agree nor  Slightly Strongly
agree agree  disagree  disagree disagree Don't know

Q)] 2 (3) “4) (5) (6)
e.g. British farmers are 118 105 36 15 7 19
good food producers (39.3%) (35.0%) (12.0%) (5.0%) (2.3%) (6.3%)
Treatment 2: Mean
Calculation: (118 x1)+(105x2)+ (36 x3)+ (15x4)+ (7x5)+ (19x6)/ 118 +105+ 36+ 15+ 7 + 19
Output 2.15

Treatment 3: Balance of Opinion |

Calculation: (Strongly agree + Slightly agree) — (Slightly disagree + Strongly disagree)
(118 +105) - (15 + 7)
Output: 2.01

Treatment 4: Balance of Opinion Il

Calculation: (Strongly agree + Slightly agree) — (Slightly disagree + Strongly disagree) — Don’t know
(118 +105)— (15+7)—19
Output: 1.82

Treatment 5: Balance of Opinion Il

Calculation: (Strongly agree + Slightly agree) — (Slightly disagree + Strongly disagree)
— (Don’t know + Neither agree nor disagree)

(118 + 105) — (15 + 7) — (19 + 36)

Output: 46

Figure 12.1 Possible treatments of the data
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Table 12.1: Attitudes towards the pricing of food and farm revenues

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Lamb is too

. 53 35 37 44 37 26 21 32 26 40 33
expensive (b)

Pork is too

. 23 2 0 -3 -3 -2 -13 -19 -7 13 -20
expensive (b)

Beef is too

. 43 34 34 34 37 27 25 9 11 12 23
expensive (b)

Eggs are too

. 12 1 -6 4 -16 -23 -26 -24 -14 17 -37
expensive (b)

Free range eggs
are too expensive 52 31 27 36 29 30 16 14 21 43 11
(b)

Farmers are only
concerned with 23 23 -5 13 -2 -10 7 -19 -2 13 -5
profit (a)

Many farms
survive on bed-
and-breakfast
earnings (a)

-36 5 21 18 27 22 22 34 25 16 20

Farm incomes are
declining (a)

The farmer

receives a fair

price from the - - - -51 -54 -53 -45 -46 -43 -23 -55
supermarket for

his produce (b)

In terms of farm revenues, consumers’ views on whether farmers are only concerned
with profit vacillate, which may be a product of the issues in the media at the time of the
annual survey. Consumers are more consistent in their views that many farmers survive
on bed-and-breakfast earnings and that farm incomes are in decline. It is also possible
that they relate this decline in income to a belief that farmers do not receive a fair price
for their produce from supermarkets.

Several managerial implications derive from these survey results:

e Lamb, beef and free-range eggs are perceived as too expensive. If farmers, wholesalers
or retailers wish to sell more of these products, they must work to overcome this
perception. A reduction in price may appear to be the obvious strategy to follow,
another option might be to enhance the perceived value of these products through a
carefully conceived advertising campaign.

e Consumers are aware of the financial pressure on farmers and thus may be willing
to accept higher prices, justified by the argument that the price premium supports
UK agriculture. The entire market is unlikely to be willing to pay such a premium,
but a certain market segment should. This segment may already exist in the form of
consumers who only ‘buy British’.



202 The Crisis of Food Brands

e Retailers may wish to address consumers’ belief that farmers do not get a fair price
from supermarkets for their products, perhaps through an advertising campaign.
This perception may or may not be true, but it certainly is a pervasive belief that
could create negative publicity and contribute to a poor image for retailers. A recent
initiative by Tesco guarantees an increase in the returns to dairy farmers by raising the
milk price, and the associated publicity connects to ‘fair pricing’.

Food, Farming Practices and Pollution

Many consumers believe they have a reasonable to good understanding of food
production methods, but this perception is not always the case. At the turn of the decade,
the Institute of Grocery Distribution (IGD) reported that many consumers had a low, out-
of-date, and often inaccurate understanding of the methods used to produce food.*? Since
then, globalization has expanded consumers’ requirements and led to a greater increase
in imports, but for many consumers, a vast gap still exists in terms of their knowledge of
how food is produced.*

In reality, though the quality of the natural environment is improving, and this
trend is likely to continue as agri-environment schemes such as LEAF Marque (Linking
Environment and Farming)'> become more widespread and agricultural practices more
extensive, agricultural chemical usage remains high. Farmers struggle to maintain
economically competitive production levels and extended growing seasons, but the use
of chemicals to achieve these goals has had a significant impact on the environment.
The effect of chemicals on habitat, soil and water quality means that population levels of
certain species of bird and mammals remain low.!®

Chemical usage and pollution in the countryside is something of an issue amongst
the general public. For instance, though nearly 40 per cent of respondents to a DEFRA
survey did not feel there was anything preventing them from enjoying the countryside,
23 per cent mentioned environmental problems or pollution as a concern.'” The IGD also
found that many members of the population wanted more information about the use of
chemical sprays in agriculture.'®

The survey data (see Table 12.2) indicate that consumers are strongly of the opinion
that farmers still use too much pesticide and herbicide. They also believe farmers pollute
the soil and water courses.

Although some views on pollution appear to be entrenched and consistent over the
10 years that the project has been running, the exception relates to farmers polluting the
air. Consumer views about whether farmers pollute the air have changed over the period
of the project. Whereas 10 years ago, consumers felt that farmers polluted the air, now
they believe that they do not. This variable should be monitored in the future, especially
since recent media coverage has highlighted the contribution that farm animals make to
greenhouse gases and global warming.

The data suggest that consumers believe farmers contribute to pollution, but they
also believe that farmers are making efforts to reduce this contribution. In this instance,
they assert farmers should spend more money on the environment and that regulations
regarding farm pollution should be tightened.
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Table 12.2 Attitudes towards food, farming practices and pollution

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Farmers use too
much pesticide 39 48 56 57 65 57 57 54 57 27 55
()

Farmers use too
much herbicide 33 38 48 46 0 40 35 40 43 26 32
(b)

Most farmers
pollute the air 22 13 2 0 0 8 -8 -2 1 -12 -10
(b)

Most farmers
pollute the soil 24 13 10 16 14 11 8 14 21 7 8
(b)

Most farmers
pollute water 30 14 14 22 17 17 11 14 13 13 9
courses (b)

Farmers are
making efforts
to reduce
pollution (b)

18 20 42 32 31 27 26 32 41 36 38

Farmers should

spend more

money on the 59 51 46 41 40 39 30 40 29 46 43
environment

(b)

Regulations

regarding

farm pollution 74 72 59 72 71 67 63 60 63 38 61
should be

tightened (b)

The managerial implications of these findings include the following:

e The belief that farmers use too much pesticide and herbicide is probably a main reason
for the growth in organic food purchasing. Given the strength and pervasiveness of
public opinion on this matter, there may be further growth in the organic sector that
farmers can take advantage of.

e The view that farmers contribute to pollution of the soil and water is pervasive.
Farmers would be advised to continue with their efforts to reduce pollution at every
opportunity.

e The government may be able to encourage the reduction of chemical usage and
pollution on farms through the sympathetic development of appropriate legislation,
which would appear to have public support.



204 The Crisis of Food Brands

Food Safety (Food Scares)

Recent food scares include Bovine Spongiform Encephalophy (BSE) via new variant
Creutzfeldt-Jacob Disease (nvCJD) in beef cattle and salmonella in eggs. Combined with
the escalating media attention that accompanies such events, public anxiety has spiralled,
and food safety has become a major issue of public concern.

Knowles, Moody and McEachern postulate a typology of EU food scares and
identify three categories: microbiological, contaminant and animal disease related (see
Table 12.3).7

The Council for the Protection of Rural England (CPRE) identifies food scares as
the main reason for increasing consumer interest in and awareness about food.?® They
also drive the increasing number of farmers’ markets and the introduction of local and
regional sourcing policies by major food retailers.?!

Reduced levels of consumer confidence in food safety have led to the rapid evolution
of legislation, practice and thinking about food safety in both the UK and Europe in
general.?? This evolution has shifted the focus of food policy from a production orientation
to a risk-based orientation that, in turn, has developed into a tentative EU consumer-
based policy, reinforcing the consumer’s individual ‘right to choose’.?

Yeung and Morris review the factors influencing consumer perceptions of food safety
risks and their likely impact on purchasing behaviour.?* The risk components include
physical, performance, financial, time, social and psychological loss. When consumers
perceive a possible food hazard, they reduce their purchase of the offending product.
Concerns with respect to food safety also have led consumers to seek good quality food
at affordable prices, high food hygiene standards in stores, and reliable and helpful
information when food scares occur. Because the overall purpose of marketing is to
build enduring, mutually beneficial relationships between suppliers and consumers, it is
important that risk analysis and management adopt a whole supply chain perspective.

The survey data (see Table 12.4) reveal that consumers strongly believe that lamb,
pork, beef and chicken originating from British sources are safe to eat but that consumer
confidence in the same products coming from non-British sources is significantly worse.
This point is interesting, because the data appear to indicate that these beliefs remain
fairly constant, even when a food scare has been reported in the media.

Table 12.3 Food scares

Typology Food scare Year
Microbiological Salmonella in eggs 1998
Campylobacter in poultry meat 1995
Salmonella Montevideo in chocolate 2006
Contaminant Benzene in Perrier bottled water 1989
SudanT used illegally as a food colorant 2004
Para Red used illegally as a food colorant 2005
Animal disease related BSE in beef cattle 1989
CJD deaths from eating beef contaminated with 1996
BSE 2006

Avian Flu in the poultry flock
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Table 12.4 Food safety (food scares)

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

British lamb is 61 68 51 72 73 66 67 65 75 80 76
safe to eat (b)

Non British

lamb is safe to 40 34 21 25 24 10 19 28 20 37 21
eat (a)

British pork is

safe to eat (b) 66 66 69 68 67 67 66 62 69 75 69

Non British
pork is safe to 33 32 20 18 6 1 6 -2 2 9 3
eat (a)

British beef is
safe to eat (b)

Non British
beef is safe to 10 1 4 9 2 -3 -6 -3 -6 14 10
eat (a)

British chicken
is safe to eat 78 65 63 66 71 54 64 49 56 61 67
(b)

Non British
chicken is safe 32 20 16 10 10 -4 0 -6 -7 -28 -6
to eat (a)

The survey data (see Table 12.5) also suggest that with respect to BSE, which caused a
major food scare in the beef industry during the 1980s, consumers remain strongly of the
opinion that it is not a naturally occurring disease and that it was a result of unnatural
farming methods. They also strongly believe that intensive farming is not the only way to
go about farming. Furthermore, though consumers strongly hold the view that too much
food is imported, they believe British farmers are good food producers.

With regard to these findings, several managerial implications again emerge:

e The data show that consumer confidence is higher for meats produced in the UK
than abroad, which should be particularly pleasing for domestic farmers. It provides
further evidence of the importance of the country of origin in the consumer decision-
making process, and in this case, it appears to be evidence of the positive impact of
the domestic country of origin.

e Although the data suggest that country of origin is an important factor in the
decision-making process, another factor that likely is at work is quality assurance.
Discussion persists about the large number of quality assurance schemes to which
farmers may subscribe and the potential confusion that this may cause in the minds
of consumers, but it remains likely that the presence of a quality assurance label on a
product serve to reassure consumer.” Farmers, retailers and intermediaries therefore
should continue to promote such schemes.



206 The Crisis of Food Brands

Table 12.5 Food safety and farming practices

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Intensive farming
practices are the

0 -25 26 -30 -24 -23 8 -40 -23 1 -29
only way to meet
demand (a)
BSE is the kind of
natural disease 36 226 226 _26 -34 -32 -37 -32 -39 -26 -6

that happens
every so often (b)

BSE is the result

of the unnatural 49 48 42 49 51 51 48 51 60 28 47
way we farm

animals today (a)

British farmers
are good food 66 62 69 68 65 67 65 72 71 60 70
producers (a)

Too much food is
imported (a)

e The prejudice that consumers appear to show towards products sourced from overseas
and the belief that British farmers are good food producers is likely to support the
patronage of farmers’ markets and continued demand for regional foods supplied by
national retailers. Farmers and retailers should be aware of this trend and take steps
to satisfy consumer demand.

® Despite a suspicion that some food scares have been aggravated by the media, it is
important to remember that information is the basis of consumer confidence. Food
retailers might establish a means of managing their suppliers, similar to the guidelines
established by Tesco for working with meat suppliers®® to be able to provide consumers
with timely and helpful information.

Organic Food

Organic farming is a method of farming that requires farmers to operate based on
ecological principles, with strict limitations on the inputs that may be used, which
minimizes damage to the environment and wildlife. The emphasis is on natural methods
of production and pest control. Approved UK organic certification bodies include the
Soil Association Certification Ltd., Organic Farmers and Growers Ltd., Scottish Organic
Producers Association and Organic Food Federation.?”

According to Lampkin, Measures and Padel,® the UK organic retail market grew to
£1.6 billion in 2005, with sales of organic food representing approximately 1.3 per cent
of total food sales. Supermarkets have continued to be the dominant outlet for organic
food and drink, accounting for 76 per cent of sales in 2005.

The Soil Association reported that in 2006, 65.4 per cent of consumers knowingly
bought organic food, and only 29 per cent of respondents to a Mintel survey claimed
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never to buy organic produce.? The Mintel survey went on to report that among those
purchasing organic food and drink, the most popular purchases were vegetables, fruit,
meat, dairy and flour/breads/cereals. The propensity to purchase organic products was
most prevalent among higher socio-economic and older consumers.

Several authors have attempted to explore the reasons behind organic food purchasing.
In a study of regular and occasional purchasers of organic food, Padel and Foster find that
most consumers initially associate organic food with vegetables and fruit and a healthy
diet.*® Fruit and vegetables are also the first, and in many instances the only, experience
of consumers in buying organic products.

Rimal, Moon and Balasubramanian evaluate the role of consumers’ perceived risks
and the benefits of agro-biotechnology in shaping the purchase pattern for organic
food among UK customers.?! They find that only 4 per cent of the respondents to an
online household survey purchased organic foods all the time, whereas 26 per cent
never purchased. As the risk perception of agro-biotechnology increased, consumers
became more likely to purchase organic food more often. Although premium prices of
organic foods were of concern to many consumers, food safety was the most important
consideration when making organic food purchase decisions.

Finally, in a survey reported by the Soil Association, 84 per cent of respondents
thought organic food was too expensive, whereas 37 per cent of the public (and 65 per
cent of regular organic consumers) agreed with the statement that ‘organic food tends to
be more expensive but I think it is a price worth paying’.3

The desire to eat more organic food has been a strong and consistent view offered
by consumers throughout the period of the project (see Table 12.6), with a majority of
consumers believing that organic food tastes as good as food produced by other farming
methods.

The desire to eat more organic food is strong, but so too is the perception that organic
food is too expensive. This point is therefore a factor that may constrain the development
of the market for organically produced food. Consumers also believe chemicals are needed
to produce food cheaply; this belief too may need to be overcome before the organic
market sector can achieve its full potential.

Table 12.6 Organic food

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

I would like to eat
more organic food 30 54 44 61 48 50 45 53 51 48 59
(@

Organic food tastes
as good as food

produced by other - - - 22 24 18 27 30 28 35 41
methods (b)
Organic food is too 83 69 59 75 20 64 - 78 28 6 o

expensive (a)

Chemicals are
needed to produce -12 -2 3 5 8 14 22 9 18 5 17
food cheaply (b)




208 The Crisis of Food Brands

In terms of the managerial implications, we note:

e Organic food appears to be popular amongst consumers, but they also believe that it
is too expensive. If the sector is to grow to its full potential, all those involved in the
production, distribution and sale of organic products need to work to overcome this
price issue.

e The price of organic produce may fall as the sector grows and producers gain economies
of scale, but it may also be useful for those involved in the supply chain to promote
the benefits of organic produce as a means of justifying perceived product value.

* Many people, particularly the elderly, were subjected to prolonged exposure to
the production orientation that developed during the war years and that has been
challenged only recently. One characteristic of the production orientation was the
ready availability of cheap food, which resulted from the judicious use of chemicals
to enhance productivity and ward off disease. The data suggest that this view remains
popular today and might be a specific target for advertising by organic suppliers.

Genetic Engineering and Food Production Practices

Even though many consumers know little or nothing about the scientific techniques in
question, genetic engineering, or genetic modification (GM) as it is more widely known,
has become a great cause for concern.** Davies, Richards, Spash and Carter argue that
consumer perceptions of the advantages and disadvantages associated with GM and
ultimately its acceptance depend on whether people see the technology as radically
different science or simply the next step after ‘traditional’ breeding techniques.** These
authors also believe that current legislation relating to GM and risk management is
sufficient and that consumer disquiet is really related to wider issues, such as the economic
and social impacts of new technologies, political decision making, the role of science in
society and changes to institutional structures.

With regard to genetic engineering, consumers in the survey believe that its use
is inevitable and increasing (see Table 12.7), which is somewhat ironic, because they
think the genetic engineering of crops and, especially, of animals is unacceptable! This
latter point supports research by the IGD that indicates a lower level of interest in the
production methods associated with fruit and vegetables than those for animals.3

With regard to the managerial implications, we recognize the following:

e Although GM may offer significant economic gains for farmers and others involved in
the food supply chain, there is strong resistance to it amongst consumers as a means
of producing food. This resistance may or may not be ill founded, but farmers and
others must be careful if they become involved with this form of food production.

e There is strong resistance to all forms of GM, but consumers appear particularly
concerned about the GM of animals; anyone involved in this form of food production
must be aware of the market’s extreme sensitivity on this matter.

e Given the depth of feeling on this subject, any involved organization may need to
take a long-term perspective and seek to change people’s opinions about the wider
issues identified by Davies and colleagues as a first step to achieving greater acceptance
of GM.3¢
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Table 12.7 Genetic engineering

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Genetic
engineering is 26 19 18 16 25 28 24 8 39 21 14
inevitable (b)

Genetic
engineering is 67 63 74 75 80 71 70 76 83 64 70
increasing (b)

Genetic
engineering
of crops is
acceptable (b)

Genetic
engineering
of animals is
acceptable (b)

-42 -55 -61 -58 -65 -59 -55 -68 -62 -65 -57

Food Miles and Regional Production

The UK food supply chain has come to be dominated by a small number of large retail
organizations that often compete on price; to secure price advantages, they often source
products from great distances. However, for a growing number of consumers, the distance
that food travels has become an issue because of its implications for carbon dioxide
emissions, food quality and animal welfare.

One development in response to consumer concerns relating to the food miles issue,
and especially their greater awareness of the origins and traceability of food,*” has been
the growth in the market for local and regional foods. This development has been seen as
an opportunity for both the large multiple food retailers and farmers involved in direct
marketing. As Padbury argues, local foods offer retailers and food service companies an
opportunity to differentiate themselves from their competitors, as well as a valuable
commercial proposition.3®

Despite the market for local and regionally sourced food, it is not always possible for
consumers to locate sources of such food.* Multiple food retailers such as Waitrose are
attempting to promote regional and local products, but the structural problems within
local food supply chains, such as fragmentation and small scale, mean that doing so is not
always possible.*° Furthermore, a report on UK grocery retailing concludes that increased
local sourcing would probably reduce the average distance travelled by food but also
would require smaller vehicles and less efficient loadings.*! Jones, Comfort and Hillier
thus conclude that though local and regional foods offer consumers an opportunity to
support small, local producers and generally support the local economy and job market,
they are unlikely to form more than a small part of the nation'’s future diet.*

Farmers have sought to take advantage of consumers’ concerns by instituting
alternative food supply chains and developing farm shops and farmers’ markets.*?
Consumer interest in quality local food, food production techniques and traceability
appears to have led to the establishment of an estimated 4000 farm shops and more than
500 farmers’ markets with an annual turnover of £1.5 billion.** With the overall grocery
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market worth £128.2billion at the start of 2007, the contribution of farm shops and
farmers’ markets thus would be on the order of just more than 1 per cent.* This growth
appears directly attributable to demand for local and regional food, which represent
useful value-adding activity by which farmers can distribute local and regional foods
directly to consumers.

Farm shops and farmers markets are not uniformly successful and tend to focus on
horticulture, dairy, meat and poultry products, which can be sold directly to consumers
with little or no processing or remain readily identifiable after processing, yet many
continue to attract significant business from concerned consumers.* Prices are often
higher than in the supermarkets, yet the market are perceived to sell fresh, quality, tasty,
local produce in an attractive atmosphere while supporting local producers.*” Holloway
and Kneafsey suggest the success of farmers’ markets is due to their ability to link
localness with perceived quality, health and rurality.*® They believe that in the minds of
consumers, farmers’ markets represent a diversifying rural economy arising in response
to the difficulties being experienced by UK farmers and a more general perception of a
countryside under threat.

The survey data (see Table 12.8) suggest that consumers are favourably disposed toward
buying locally produced products. Existing literature suggests that social responsibility
and the reduction in food miles is likely to be the main explanation, but the data suggest
that support for farmers and the preservation of jobs in the locality are also important
considerations.

When asked to respond to the statement, ‘I would pay more for goods produced
locally’, many respondents indicated agreement. However, experience suggests that what
people say they will do in response to a statement like this and what they actually do are
often different. A market segment might be willing to pay a premium for local products,
but some might not be able to afford the premium prices, which means that any indication
of the size of the segment derived from the data is likely to be overstated.

In turn we consider several managerial implications:

e Interest in local and regional products is fairly high and likely to remain so in the
future. Local and regional products therefore represent a viable market segment to
target for both multiple retailers and farmers.

Table 12.8 Interest in local and regional products

1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006

I buy locally
produced

produce to - - - 38 46 43 46 52 32 5 55
support farmers

(b)

I buy locally to
preserve jobs in - - - 40 44 43 40 43 24 6 55
the area (b)

I would pay
more for goods
produced locally

(b)
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e If the segment is to be exploited to its full potential, the structural issues that
currently serve as impediments to its development need to be addressed. One means
of overcoming the issues surrounding fragmentation and scale might be some sort of
cooperative mechanism.

e Another item that should receive further attention is the pricing of local and regional
food. If the sector is to achieve its full potential, then the pricing of local and regional
food must be correct; further research and a pricing sensitivity analysis appear
required.

Animal Welfare and Food Production

As far back as 1995, observers recognized that animal welfare concerns were not a fad
but a deep-seated issue that was not going to disappear. As UK livestock production,
distribution and processing systems continued to evolve, it became clear that consumer
concerns regarding welfare meant that farm animals had to enjoy a decent life. Livestock
products that were animal welfare-friendly, produced with traditional or natural methods,
that carried some form of certification offered important consumer benefits that could
provide a competitive edge.* This view has not really changed in the intervening years,
as public concern has prompted bans on intensive farming methods such as sow stalls,
veal crates and (by 2012) battery cages.

Consumer concern for animal welfare appears to be supported in practice by
their willingness to pay a premium for animal welfare-friendly products. Burgess and
Hutchinson found that people are willing to pay extra on their weekly food bill to ensure
thatlaying hens, broiler chickens, dairy cows and pigs have improved welfare conditions.*°
The willingness to pay a premium for animal welfare-friendly products probably derives
from consumers’ tendency to use it as an indicator of other, more important attributes,
such as safety and impact on health.*!

Producers, distributors and retailers involved in animal products have sought to
exploit consumer willingness to pay a premium price for products derived from animals
that have been farmed according to high standards of welfare. A number of high status
welfare products have been developed, including the RSPCA-monitored Freedom Foods
range, which sells at a price premium.

A review of the survey data (see Table 12.9) shows a clear belief amongst many
consumers that a healthy diet contains red meat, that animals feel pain like humans,
that farm animals need better living conditions and that battery egg production is
problematic.

However, consumers are also of the opinion that British farmers have high standards
of animal welfare, are not cruel to animals and that most farm animals have a happy and
comfortable life.

It would appear therefore that though consumers have some specific concerns and
wish animal welfare standards to be as high as possible, they are realistic and acknowledge
the high standards that farmers already follow.

Another aspect of animal welfare relates to the impact that farming has on the natural
wildlife that live on farms. From the data in Table 12.10, it appears that respondents
believe that farming is detrimental to both birdlife and wildlife. They also find fox hunting
(banned by legislation in 2005) and the shooting of game birds unacceptable.
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Table 12.9 Animal welfare

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

A healthy diet
does contain 46 31 39 36 32 39 28 46 52 53 43
red meat (b)

Animals feel
pain like 89 79 84 83 76 80 79 84 67 53 87
humans (a)

Farm animals
need better
living conditions

(@)

I do not like
battery egg 55 66 66 64 52 5 53 74 72 70 72
production (a)

British farmers

have high

standards of 20 28 43 29 37 31 40 28 34 45 37
animal welfare

(@

Farmers are
cruel to animals -62 -35 -44 -33 -31 -29 -30 -26 -34 -37 -30
(@

Most farm

animals have

a happy and -2 0 2 -8 -10 -4 6 -10 -12 23 -
comfortable

life (a)

Table 12.10 Wildlife on farms

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Modern
farming is
detrimental
to birdlife (b)

Modern
farming is
detrimental
to wildlife (b)

Fox hunting
is an
acceptable
activity (a)

-61 -49 -28 -37 -31 -33 -17 -25 -16 -41 -34

The shooting

of game

birds is an -44 -29 1 -16 -15 -1 3 -1 -5 -25 -13
acceptable

activity (a)
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These two tables summarize some managerial implications in both areas:

e Animal welfare is an important issue for many consumers, who are willing to pay
premium prices for products that guarantee high standards of welfare. Products that
subscribe to codes of conduct with regard to animal welfare are likely to remain
popular in the foreseeable future.

e While many people are concerned to some extent about animal welfare, some are
particularly sensitive. This sensitivity may result from ‘anthropomorphism’ amongst
the UK population, yet the results suggest implications of these beliefs that range
from increasing numbers of people becoming vegetarian to people becoming animal
rights activists. These developments might be construed as threats to the industries
associated with animal farming and meat production and retailing.

e Anthropomorphism may be responsible for respondents indicating a dislike for fox
hunting and the shooting of game birds. This trend could be the result of consumers
differentiating between activities that involve animals being reared and killed for food
and activities that involve animals being reared and Kkilled for sport. Alternatively,
this view could be an indication of a gap opening between people who live in towns
and cities and those who live in the rural areas. If so, the implications for the future of
those involved in farming, food production, and the rural economy in general could
be very significant indeed.

Conclusions

This chapter presents data that reflect current consumer views on a variety of food-
related issues. The data have been subjected to a perceptive evaluation to derive specific
managerial implications. However, because the data set is so very rich, it is impossible to
discuss every aspect of the data in detail, which means that readers should reinterpret the
data as they see fit. The chapter does however identify many important implications for
farmers, food processors, retailers and policymakers.
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Appendix 1: Consumer Attitude Questionnaire (A)

Good morning/afternoon. Can you spare a few minutes to answer some questions
concerning food, farming and environmental issues?

The work is being conducted by Harper Adams University College and the data will be
used to improve farming practice. All the information which you provide will be treated
in the strictest confidence.

Please say to what extent you agree or disagree with the following statements.

CIRCLE ONE NUMBER PER STATEMENT.

Neither
agree

Strongly  Slightly Nor  Slightly Strongly Don’t

agree agree  disagee disagee disagree know
1.  Farmers are only concerned with profit 1 2 3 4 5 6
2. Lamb is safe to eat 1 2 3 4 5 6
3. Too much land is being built on 1 2 3 4 5 6
4.  Non-British pork is safe to eat 1 2 3 4 5 6
5. Too much food is imported 1 2 3 4 5 6
6. Fox hunting is an acceptable activity 1 2 3 4 5 6
7. Non-British beef is safe to eat 1 2 3 4 5 6
8.  Iwould like to eat more organic food 1 2 3 4 5 6
9.  Animals feel pain like humans 1 2 3 4 5 6
10. Organic food is too expensive 1 2 3 4 5 6
11. Too much land is being turned over to 1 2 3 4 ) 6
golf courses
12. Most farm animals have a happy and 1 2 3 4 S 6
comfortable life
13. Intensive farming practices are the only 1 2 3 4 5 6
way to meet demand
14. Pork is safe to eat 1 2 3 4 S 6
15. BSE (mad cow disease) is the result of the 1 2 3 4 5 6
unnatural way we farm animals today
16. I do not like battery egg production 1 2 3 4 5 6
17. Non-British chicken is safe to eat 1 2 3 4 5 6
18. Farmers look after the countryside 1 2 3 4 S 6
19. The shooting of game birds is an acceptable 1 2 3 4 5 6
activity
20. Chicken is safe to eat 1 2 3 4 5 6
21. British farmers are wealthy landowners 1 2 3 4 5 6
22. Non-British lamb is safe to eat 1 2 3 4 S 6
23. British farmers have high standards of animal 1 2 3 4 5 6
welfare
24. British farmers are good food producers 1 2 3 4 5 6
25. Farm animals need better living conditions 1 2 3 4 5 6
26. Many farms survive on bed-and-breakfast 1 2 3 4 5 6

earnings
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27. Beef is safe to eat 1 2 3 4 5 6

28. Farmers are cruel to animals 2 3 4 5 6

29. The Government does not care for the 1 2 3 4 5 6
countryside

30. Chemicals used in farming can still be on 1 2 3 4 5 6
food when it is eaten

31. Farm incomes are declining 1 2 3 4 5 6

FOOD PURCHASE FACTORS

How important do you consider the following factors when you buy food?
CIRCLE ONE NUMBER PER STATEMENT.

Extremely Very Moderately  Slightly Not
important important important important important
32. Price 1 2 3 4 5
33. Taste 1 2 3 4 5
34. Health 1 2 3 4 5
35. Animal welfare 1 2 3 4 5
36. Environmental issues 1 2 3 4 5
37. Fashion 1 2 3 4 5
38. Availability 1 2 3 4 5

DEMOGRAPHIC INFORMATION

39. Into which age group do you fall? (CIRCLE ONE)

(1) 16-24 (3) 35-44 (5) 55-64

2) 25-34 (4) 45-54 (6) 65+
40. How would you describe the area in which you live? (CIRCLE ONE)

(1) City (2) Town (3) Village (4) Country
41. Are you the principal wage earner of the household? (CIRCLE ONE)

(1) Yes (2) No (3) Joint
42. What is your occupation? (CIRCLE ONE)

(1) Professional/managerial 4) Clerical 7) Retired

2) Skilled manual ©) Self-employed 8) In education

3) Manual (6) Housewife 9) Between jobs
43. What is the occupation of the principal wage earner? (CIRCLE ONE)

(1) Professional/managerial (4) Clerical (7) Retired

(2)  Skilled manual (5)  Self-employed (8) In education

A3) Manual (6) Housewife 9) Between jobs
44. Are you vegetarian ? (CIRCLE ONE)

(1) Yes (2) No

That is the end of the interview. Thank you for your time and cooperation.

45. Sex of interviewee? (CIRCLE ONE)
(1) Male (2) Female



218 The Crisis of Food Brands

Appendix 2: Consumer Attitude Questionnaire (B)

Good morning/afternoon. Can you spare a few minutes to answer some questions
concerning food, farming and environmental issues?

The work is being conducted by Harper Adams University College and the data will be
used to improve farming practice. All the information which you provide will be treated
in the strictest confidence.

Please say to what extent you agree or disagree with the following statements.

CIRCLE ONE NUMBER PER STATEMENT.

Neither
agree

Strongly  Slightly Nor  Slightly Strongly Don’t

agree agree  disagee disagee disagree know
1.  British chicken is safe to eat 1 2 3 4 5 6
2. Regulations regarding farm pollution should 1 2 3 4 5 6
be tightened
3. A healthy diet does contain red meat 1 2 3 4 5 6
4. Most farmers pollute the soil 1 2 3 4 5 6
5.  Eggs are too expensive 1 2 3 4 5 6
6.  Genetic engineering of crops is ok 1 2 3 4 5 6
7. Genetic engineering is inevitable 1 2 3 4 5 6
8. Lamb is too expensive 1 2 3 4 5 6
9.  BSE (mad cow disease) is the kind of natural 1 2 3 4 5 6

disease that happens every so often

10. Most farmers pollute water courses 1 2 3 4 5 6

11. Modern farming is detrimental to birdlife 1 2 3 4 5 6

12. The use of genetic engineering is increasing 1 2 3 4 5 6

13. Free range eggs are too expensive 1 2 3 4 5 6

14. Farmers should spend more money on the 1 2 3 4 5 6
environment

15. Most farmers pollute the air 1 2 3 4 5 6

16. Young people have to leave rural areas for 2 3 4 5 6
a decent job

17. Pork is too expensive 1 2 3 4 5 6

18. Organic food tastes better than food produced 1 2 3 4 5 6
by other methods

19. Chemicals are needed to produce food cheaply 1 2 3 4 5 6

20. Agriculture is a struggling industry 1 2 3 4 5 6

21. There is so much information concerning 1 2 3 4 5 6
healthy eating that it is confusing

22. People moving from urban areas have a 1 2 3 4 5 6
beneficial effect on rural communities

23. Genetic engineering of animals is ok 1 2 3 4 5 6

24. The farmer receives a fair price from the 1 2 3 4 5 6
supermarket for his produce

25. Using radiation to preserve food is safe 1 2 3 4 5 6

26. 1buy locally produced products to support 1 2 3 4 5 6

local farmers
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27. There is too much information concerning 1 2 3 4 5 6
healthy eating
28. British lamb is safe to eat 1 2 3 4 5 6
29. Modern farming is detrimental to wildlife 1 2 3 4 5 6
30. Farmers use too much pesticide 1 2 3 4 5 6
31. British pork is safe to eat 1 2 3 4 5 6
32. Tam knowledgeable about farming and 1 2 3 4 5 6
the environment
33. Farmers remove too many hedges 1 2 3 4 5 6
34. British beef is safe to eat 2 3 4 5 6
35. Farmers are the financial backbone of the rural 1 2 3 4 5 6
community
36. There should be free access to the country side 1 2 3 4 5 6
37. 1buy locally produced products to preserve 1 2 3 4 5 6
jobs in the area
38. Farmers use too much herbicide 1 2 3 4 5 6
39. Iwould pay more for food products grown 1 2 3 4 5 6
locally
40. Services in rural areas are not as good as in 1 2 3 4 5 6
urban areas
41. Beef is too expensive 1 2 3 4 5 6
42. Farmers are making efforts to reduce pollution 1 2 3 4 5 6
DEMOGRAPHIC INFORMATION
43. Into which age group do you fall? (CIRCLE ONE)
(1) 16-24 (3) 35-44 (5) S55-64
(2) 25-34 (4) 45-54 (6) 65+
44. How would you describe the area in which you live? (CIRCLE ONE)
(1) City (2) Town (3) Village (4) Country
45. Are you the principal wage earner of the household? (CIRCLE ONE)
(1) Yes (2) No (3) Joint
46. What is your occupation? (CIRCLE ONE)
(1) Professional/managerial 4) Clerical 7) Retired
2) Skilled manual ©) Self-employed 8) In education
3) Manual (6) Housewife 9) Between jobs
47. What is the occupation of the principal wage earner? (CIRCLE ONE)
(1)  Professional/managerial (4)  Clerical (7) Retired
(2)  Skilled manual (5)  Self-employed (8) In education
A3) Manual (6) Housewife 9) Between jobs
48. Are you vegetarian ? (CIRCLE ONE)
(1) Yes (2) No

That is the end of the interview. Thank you for your time and cooperation.

49. Sex of interviewee? (CIRCLE ONE)
(1) Male (2) Female
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Introduction

A wide variety of animal products appears in food markets, indicating that consumers are
willing to pay for products that offer specific quality attributes, such as environmental
friendliness, increased animal welfare or food safety. Markets for products with a particular
focus on food safety may reflect the general increase in attention to quality characteristics.
The existence of markets for safer food also might be seen as a reaction to the seemingly
increasing numbers of food-borne zoonotic infections. In 2006 for example, almost 5000
human cases of the two most common zoonotic infections, Campylobacter and Salmonella,
were registered in Denmark, which in turn implemented official action plans to control
the risks.!

Products that promote attributes such as regard for the environment and animal
welfare, as well as those that are free of bacteria, are often more costly than conventional
products. Therefore, an essential concern is the extent to which consumers are willing to
pay a price premium for goods offering these attributes. For example, the price premiums
for organic meats averaged almost 50 per cent in 2006,> but we know little about the
value that consumers place on the individual attributes of organic meat.

Danish markets for chicken meat include those for products with specific quality
attributes, such as ‘Salmonella and/or Campylobacter free’, free-range and organic. These
markets are typically small, partly because informational problems create market failures,
and partly because we lack knowledge about the potential interactions between food
safety and other quality parameters, which makes it almost impossible for consumers,
as well as producers and public authorities, to balance the benefits against the risks.
Furthermore, practical problems of availability in the local shops, at least temporarily,
cause additional failures. As a consequence, market prices do not reveal consumers’ true
valuation of animal products that offer increased safety or animal welfare, which suggests
hypothetical valuation methods may be of great help to improve our knowledge about
how consumers value such attributes.

STUDY OBJECTIVES

This study investigates consumer valuation of the inherent attributes of animal products.
Specifically, we attempt to elicit the amount that consumers state they are willing to pay
for individual attributes, identify the relative importance of those attributes and uncover
any potential interactions among the different attributes.

To pursue these objectives, we perform a choice experiment to elicit estimates of
consumers’ willingness to pay (WTP) for animal welfare in broiler production and food
safety in chicken meat. The case represents a very interesting trade-off, in that outdoor
access is believed to increase chicken welfare but also increases the risks of Campylobacter
infections. The food safety attribute is highly relevant, because chicken meat is believed
to be the main source of Campylobacter infection. The welfare aspect of broiler production
has been of greater concern, mainly because of increasingly large herds, restricted space
and rapid growth of broilers, which cause leg problems, as well as the use of technical
facilities to ensure climate and light for optimal growth conditions and the short
production period.

The remainder of this chapter is organized as follows: After a short review of previous
studies on food safety and animal welfare in animal products, we describe the case study



Consumer Preferences for Food Quality 223

and present the results. Next, we discuss the results, along with both marketing and
policy implications.

Animal Welfare and Food Safety: A Literature Review

Prior stated preference studies regarding the economic valuation of meat products, animal
welfare and food safety mainly use contingent valuation and choice experiments. We
group these previous studies as follows: those estimating the value of both food safety and
animal welfare, studies examining only microbiological food safety and those examining
only animal welfare.

FOOD SAFETY AND ANIMAL WELFARE

Few studies attempt to determine the value of both attributes at the same time, and all use
choice experiments. Meuwissen and van der Lans examine three characteristics (animal
welfare, food safety and environmental concerns) of pork.? They find that respondents
are willing to pay a price premium of 45 per cent for animal welfare, 42 per cent for
food safety and 38 per cent for environmental concerns. Carlsson and colleagues include
three different meat products (pork, beef and poultry) in their analysis, assessing animal
welfare, place of origin and lack of genetic modifications (GM), and find that consumers
on average are willing to pay price premiums ranging from -4-70 per cent for animal
welfare, 10-20 per cent for knowing the place of origin and 30-60 per cent for being GM-
free.* Finally, Kontoleon and Yabe estimate respondents’ WTP for pesticide-free, GM-free,
increased animal welfare eggs and obtain price premiums, of, respectively, 200 per cent,
50 per cent and 120 per cent.’

MICROBIAL FOOD SAFETY

Two stated preference studies focus on the WTP for microbial food safety. Using choice
experiments and contingent valuation analyses, Goldberg and Roosen investigate O per
cent, 40 per cent and 80 per cent reductions of Salmonella and Campylobacterrisks in chicken
breasts.® Consumers appear willing to pay to reduce these risks, ranging approximately
0-50 per cent price premiums for various risk reductions in the choice experiments and
price premiums of 10-25 per cent according to the contingent valuation method. The
WTP for reducing Salmonella risks is slightly higher than for reducing Campylobacter risks.
Furthermore, Goldberg and Roosen show that the WTP for a joint reduction is smaller
than the sum of individual WTP for Salmonella and Campylobacter risk reduction. They
consider this result as a test of the additivity of WTP and test for cross-effects between
attributes. Similarly, Hobbs and colleagues’ experimental auction offers respondents a
choice among four alternative sandwiches: one with increased food safety, one that could
be traced back to the farm, one with farm information (animal welfare assurance) and
one that combined all three attributes.” They find that the WTP for a sandwich offering
all attributes — food safety, traceability and farm information - is less than the sum of the
WTP for the sandwiches offering the individual attributes.
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ANIMAL WELFARE

Both Bennett and Bennett and Blaney use a contingent valuation method to find the
WTP for animal welfare related to the production of eggs.® They estimate the value of
improved animal welfare, associated with battery cages for egg production, as equivalent
to 0.5-1.2 Euro.

SUMMARY

In all the reviewed studies, consumers state that they are willing to pay for increased
food safety and/or animal welfare in meat products. However, no clear pattern in the
overall rankings of animal welfare and food safety emerges. Animal welfare and food
safety might span a variety of underlying attributes, which requires caution when making
comparisons across studies. We add to this sparse literature on joint valuation of two
distinct quality attributes by focusing specifically on food safety and animal welfare.

Choice Experiment Method

The choice experiment method belongs to the family of stated preference methods. It
provide a natural choice for analyzing consumers’ WTP for specific attributes, because the
methodisbased on Lancaster’s attribute-based consumer theory® and random utility theory
(RUT).'° Similar to other choice modelling techniques, choice experiments originally were
developed for market analyses,!! specifically, in the car industry. Since the mid-1980s,
choice modelling techniques increasingly have been used and developed for valuations
of non-market goods, such as environmental issues and landscape restoratation.!? During
the past decade, interest in market analyses has returned — though now in relation to
food quality.

In a choice experiment study, a representative sample of respondents chooses from
a predefined set of alternatives (choice set). The alternatives consist of several attributes
that can assume different levels. Usually respondents repeat the exercise several times
with different choice sets. For our study, the attributes are food safety, animal welfare
and price. Each choice provides information about the respondents’ preferences
and, because one of the attributes is presented in monetary terms, their WTP for the
attributes. A choice experiment provides an indirect valuation method, because we must
derive the WTP indirectly from the information inherent in respondents’ choices. In
contrast, respondents directly state their WTP in contingent valuation studies.!* A choice
experiment is recommended for valuing complex problems, because it reflects real market
conditions better than other forms of valuation method, so the cognitive burden imposed
on respondents by the valuation task diminishes. Another advantage of this method is
that the focus remains on attributes of the goods rather than on the good per se, which
facilitates more detailed analyses of changes in the marginal values of goods.'

METHODOLOGICAL FRAMEWORK

The random utility framework can be described as follows: Assume that individual i
obtains utility U, from good j. Assuming that the utility consists of a deterministic part
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(V) that depends on a vector S of product characteristics® and is partly stochastic (g), it
can be expressed as:

U, =V(S,) +5, Q)

An important issue in any economic analysis of consumer choice behaviour is the
need to obtain estimates of the WTP for certain attributes. Assuming that the random
utility function is additively separable and linear in attributes, the estimated preference
parameter for attribute k (,) represents the marginal utility of attribute k. Furthermore,
marginal rates of substitution between any two attributes m and k can be computed as
the ratio of the parameter estimates MRS, = B,/ B, . The parameter estimate of the price
attribute 8 has a special status, because MRS, is the marginal value of attribute k, per
DKK. This ratio between f coefficients is known as the implicit price, which also can be
denoted as the WTP,!¢ as can easily be shown when the utility is formulated as:

Uj= B8y = woeee + BiSiy e + St e + BiSii + & (2)

and the implicit value or WTP is calculated as:

U, /U, B,

i i

askﬁ bspﬁ ﬁp 3).
When interactions occur between the attributes k and m, the marginal utility of
attribute k depends on the level of attribute m, such that:

anj /askij =P+ ﬁkmsmij (4).

A random utility presentation of a discrete choice model typically is analyzed using
logit or probit models, whether binary logit, multinomial logit (also denoted conditional
logit), nested logit, mixed logit or (multinomial) probit.!” A standard logit model requires
independence between the ratios of probabilities of choosing any two alternatives of the
availability of other alternatives, formulated as the model exhibiting independence from
irrelevant alternatives (IIA)."81 Mixed logit and probit models are more general models
that allow for taste variations and correlation of unobserved factors over time and do not
require the IIA property. In the present analysis, probit provides the best modelling fit
and is used throughout.

§ Characteristics that are not attribute-related can be included in the utility function, such as individual characteristics
including gender, income and so forth.'

q The restrictive nature of the IIA assumption is often illustrated by the red bus/blue bus problem.! Consider a choice
between going to work by car or by a blue bus. For simplicity, assume that the utilities of the two means of transport are
equal, implying equal choice probabilities (/2). The probability ratio is 1 (P /P,, = 1). Now introduce the choice of a red bus
that, other than the colour, is identical to the blue bus. This introduction should not affect the probability of choosing
the car, but the probability of choosing a bus should be shared between the two types of buses, P, = P =.25. However,
in a logit model, the probability ratio between the car and the blue bus must remain 1, and hence, P.=P, =P =.33. The
logit representation only reflects a real-life situation if consumers care about bus colour. If consumers do not care about
colour, a logit model overestimates demand for the two bus modes.
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SURVEY DESIGN

A choice experiment was conducted using an Internet-based survey during February
2005. On the basis of a focus group meeting and two pilot studies, we determined to
keep the choice experiment as simple as possible. Each chicken product (alternative) is
described by only three attributes. Food safety consists of two levels of Campylobacter risk:
a chicken without information about Campylobacter contents versus a chicken labelled
Campylobacter-free. Animal welfare also consists of two levels, this time of production
method: a chicken had had outdoor access versus a chicken raised indoors. The experiment
also includes eight levels of the price attribute.

One whole chicken (average weight 1300g) is the product in the choice experiment,
because pre-tests show it is the most homogeneous and well-known chicken product.
In addition, the pre-tests indicate we need to specify whether the chicken is frozen or
chilled, because they serve quite different purposes for consumers and different product
substitutes. For example, when a consumer is shopping for a chilled chicken for that
night’s dinner, a frozen chicken is not a substitute, whereas chilled minced pork might be.
The maximum price used in the choice experiment equals the price of an organic chicken
in a Danish supermarket, because the organic chicken should be associated with a long
range of attributes and thus charge a higher price than a chicken with fewer attributes.
Respondents received no further information regarding the food safety or animal welfare
attributes, because the study intention was to capture market behaviour as closely as
possible. The levels of the attributes appear in Table 13.1.

To mimic actual shopping situations as closely as possible and obtain as much
information about each choice as possible, we incorporate the respondents’ usual
purchases as their opt-out value, which we identified in a questionnaire previous to the
choice experiment. Prior to each choice scenario, we reminded respondents that people
often act differently in a hypothetical scenario or responding to a questionnaire than
they would in a real situation when they faced a similar problem. According to Carlsson
and colleagues, this reminder should reduce the risk that respondents state a higher WTP
than they would in a real situation, due to some kind of moral satisfaction (that is, ‘warm
glow’).?° The reminder is denoted a ‘cheap talk’ script.

We use a full-factorial design, which allows us to estimate the two-way interaction
effects. Each choice set contains two alternatives (three with the opt-out alternative).
The 16 choice sets constitute four blocks, such that each respondent received four choice

Table 13.1 Attributes and their levels in the choice experiment

Attributes Levels

Food safety Not labelled Campylobacter-free, labelled Campylobacter-free
Animal welfare Indoor produced, outdoor produced

Price (DKK) 40, 47, 55, 64, 74, 85,97, 110

Note: DKK 10 correspond to €1.34.
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sets. Three choice sets contain dominant alternatives and serve as consistency tests. A
total of 121 respondents chose a dominated alternative, which we interpret as a failure to
maximize utility, so we exclude them from the estimation (inconsistent answers), as we
note in Table 13.2. In addition, 246 respondents stated that they supported animal welfare
or Campylobacter-free chickens but did not think that it was their duty as consumers
or taxpayers to pay for these attributes. These statements indicate that the respondents
are not willing to make monetary trade-offs to secure given characteristics, which this
contrasts with the random utility framework that we apply. Therefore, we interpret these
responses as protest answers and exclude them from the data analysis.?! The final data set
used for further estimation thus consists of 2301 respondents.

The sample comes from ACNielsen Denmark’s online database. Estimates suggest that
that 75 per cent of approximately 2.4 million private households in Denmark are online.
Panel members are all at least 15 years of age, and the online panel is representative with
respect to the 75 per cent of the Danish population who have Internet access in their
homes.'*

Results

The socio-demographic distribution of the sample of Danish consumers appears in
Table 13.2, with respect to gender, education, household income, age and number of
children. Compared with the Danish population in 2007, the socio-demographic
characteristics are statistically different. The sample contains too many respondents
under the age of 50 years and too many families with children. Finally, high-income
groups are over-represented in the sample. However, these skewed distributions are not
surprising, in that previous surveys also show that younger, highly educated respondents
with high incomes tend to answer such questionnaires more frequently. Nonetheless, we
keep this bias in the sample in mind when interpreting the results.

A model that allows for cross-effects between food safety and animal welfare provides
better fit in terms of describing the respondents’ choices than does a simple main effects
model. Table 13.3 lists the model results in terms of the marginal utilities of the attributes,
standard errors, p-values and WTP estimates,* using a multinomial probit model.

We find a positive WTA for avoiding Campylobacter and allowing chickens outdoor
access. An average consumer is willing to pay an additional 1.8 Euro for an outdoor-
produced chicken compared with an indoor-produced chicken when none of the
chickens are guaranteed Campylobacter-free. Similarly, an average consumer would pay
an additional 2.3 Euro for a Campylobacter-free chicken compared with a chicken without

** A dominant alternative is one where all attribute levels are better than the other alternatives in the choice set.
In our analysis, consumers should consider animal welfare better when the chicken has had outdoor access. Similarly,
Campylobacter-free should dominate no information about Campylobacter risks. Finally, respondents are assumed to
prefer lower prices. Hence, a dominant chicken is cheaper than the alternative product, labelled Campylobacter-free, and
outdoor bred. If a respondent chooses a dominated alternative, we characterize them as inconsistent. If a respondent
does not agree with this ranking of attributes, an alternative that we consider dominant might not be dominant in their
eyes, which suggests that removing these respondents might lead to an overestimated WTP. Nevertheless, we consider
this potential bias small, as there are only 121 inconsistent answers (4.5 per cent), and so we do not run the model again
including this group.

Tt  This limitation in representativeness is important to keep in mind when interpreting the results.

for Exchange rate: €1 corresponds to DKK 7.41.
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Table 13.2 Socio-demographic distribution of the respondents in the sample

Sample STAT Denmark Chi-test
Frequency Percent Exp. (chi-value)
Total 2668
Protest answers 246
Inconsistent answers 121
Sample used in estimation 2301
Gender
Men 1074 0.495 1139
0.007

Women 1227 0.505 1162
Education
Lower 811 0.143 1420
Higher 1316 0.240 329 0
Other 174 0.617 552
Household income
Lowest income group
Income under 100 000 217 0.091 209
Next lowest income group
DKK 100 000-199 999 174 0.259 597

6.84E-136
Next highest income group
DKK 200 000-399 999 553 0.283 652
Highest income group
DKK 400 000 or more 1357 0.366 843
Age
under 50 1420 0.545 1255

4.91E-12
Above 50 881 0.455 1046
Children
No children 1481 0.714 1642

1.13E-13
Children 820 0.286 659

Notes: Low education = nine-year (compulsory) school. High education = upper secondary or university degree.
Other education = vocational education.
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Table 13.3 Consumer behaviour with respect to avoiding Campylobacter risks
and increased chicken welfare using a cross-effects model

2 s WTP -
Choice Coefficients Std. err p-value € per chicken
Chicken produced with
outdoor access and not 0.4056 0.0583 0.000 1.8
Campylobacter free
Chicken produced indoors 05186 0.0592 0.000 23

and Campylobacter free

Chicken produced with
outdoor access and 0.4078 0.1073 0.000 5.8
Campylobacter-free

Price -0.0304 0.0008 0.000 -
ASC -1.6602 0.1264 0.000 -
VAR(opt-out) 1.9192 0.1271 0.000 -
LRI 0.2694

N 9204

Log L -7388

Notes: The WTP estimates are marginal extra values in relation to a normally produced chicken at

5.3 Euro. The p-values indicate the significant levels of the parameters. ASC is an alternative specific
constant for the status quo alternative, and VAR(opt-out) is the variance of the error component of
alternative 3. LRI is the McFadden likelihood ratio index,* which equals 0.27, an acceptable value for a
model.?® N is the number of observations, and Log L is the log-likelihood of the final model.

information about Campylobacter when both chickens are produced indoors. The sum
of the WTP for food safety and animal welfare is 4.1 Euro. However, the interaction
effects imply that when food safety and animal welfare are offered jointly, the value of
the product increases to 5.8 Euro. These results suggest the existence of an extra WTP for
attributes when they are offered as a bundle.

Conclusions and Policy Perspectives

As we set out to do, we have estimated the amount that consumers state they are willing
to pay for avoiding Campylobacter (1.8 Euro per chicken) and allowing chickens outdoor
access (2.3 Euro per chicken). Consumers will pay more for allowing outdoor access than
for avoiding Campylobacter; we also identify interactions between consumer valuations of
avoiding Campylobacter and allowing chickens outdoor access.

These results indicate two main findings. First, the amount that consumers state they
are willing to pay for avoiding Campylobacter and for outdoor-produced chickens exceeds
market evidence. Second, the value of bundles of attributes cannot be inferred from
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knowledge about the values of individual attributes. We therefore address the market and
policy implications of these findings.

WILLINGNESS TO PAY

The amount that consumers state they are willing to pay for avoiding Campylobacter and
outdoor-produced chickens exceeds market evidence. There will always be a hypothetical
bias in stated preference studies (for example, non-commitment, moral glow, yea-saying),
but we also offer a range of likely explanations for this difference.

In particular, our results emerge from a choice situation in which Campylobacter-free
chickens and chickens with outdoor access are readily available and accessible, because
respondents are instructed to focus on food safety, animal welfare and price. In contrast,
in a real market situation, these conditions may not be present. Consumers may not even
recognize the trade-offs they are making in reality because of the myriad of trade-offs that
they must consider and because they lack information. In such situations, their market
behaviour will not reflect well-informed choices. We asked consumers to assess a single
shopping situation involving the choice of chicken (a marginal valuation task); they
did not need to assess all future choices of chicken. Hence, when consumers consider
the budgetary effects of paying extra or paying more for not just their next chicken
but all future chicken, they might be less willing to pay a premium for the additional
attributes. Instead, they may wish to reduce their consumption of outdoor-produced,
Campylobacter-free chickens and buy other chicken products or substitute other types of
meat. The aggregate market implications thus should be expected to be lower than the
marginal effects.

Moreover, in a market setting, consumers do not exclusively determine demand;
supermarkets also have a great impact on product availability. In modern markets, the
consumers and producers seldom meet. Rather, producers are represented by producer
organizations that coordinate production. Consumer demand depends on what consumers
can buy in the shops. Of course, retailers try to satisfy consumer demand, but they also
have their own agenda, based on maximizing profits. Therefore, consumers’ WTP moves
through a filter (retailer preferences) before they reach the producers (organizations). In
turn, the market implications of the results depend on how consumers’ stated behaviour
is perceived and incorporated into sales strategies by retailers and supermarkets.

Our results also suggest that in certain conditions (for example, consumers focused
on just a few attributes, Campylobacter-free chickens readily available), the willingness
to pay to avoid the risk of Campylobacter in chicken is considerable. Food risks might
be reduced and animal welfare increased by providing labels that allow consumers to
choose Campylobacter-free and/or animal welfare chicken. The present market shares of
products offering increased food safety and animal welfare may persist below a critical
level, which implies that practical factors such as availability, rather than underlying
consumer preferences, dominate consumer choice.

BUNDLES OF ATTRIBUTES

As a separate issue, we find that the value of bundles of attributes cannot be inferred directly
from the values of the individual attributes. This non-additivity effect has not received
much attention in existing literature, though both Goldberg and Roosen and Hobbs and
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colleagues find a similar effect>* — except they find the bundles are less valued than the
sum of the individual attributes. The differences partly result from interpretations. Hobbs
and colleagues find a diminishing marginal utility of income, whereas our result comes
from explicitly taking the relationship between the levels of attributes into account. Our
approach is similar to Goldberg and Roosen’s, but differences may exist because of the
close substitution between the attributes (Salmonella and Campylobacter) in their study,
which gives rise to an embedding effect. In our study, the attributes (animal welfare and
food safety) are not close substitutes.

Another related result appears in a previous survey of consumer perceptions of organic
products, which indicates that consumers perceive the benefits of organic products to be
higher than those guaranteed by organic regulations.?® Public information about organic
production previously has concentrated on the environmental and animal welfare
benefits of organic farming, as reflected in the survey, because consumers indicated that
organic production would provide environmental and animal welfare benefits. However,
consumers also perceived organic products as fresher, tastier and healthier, even though
those benefits has not been supported by public information campaigns. The results of
the survey suggest that organic consumers perceive organic products to provide a bundle
of attributes and that the value of the bundle exceeds the value of documented benefits.
These findings deserve much more research attention.

Our findings also suggest that knowledge about how consumers value not only
individual attributes but also bundles of attributes can provide valuable input into how
to design future niche productions. Socially optimal provisions of public goods, such as
environmentally friendly and animal welfare-improving production, depend heavily on
how consumers value these attributes.

RESEARCH LIMITATIONS AND AVENUES FOR FURTHER RESEARCH

Our analyses point to several avenues for research that could improve the validity and
policy relevance of stated preference studies. Hypothetical bias might be reduced but rarely
can be completely eliminated. Great efforts to reduce bias already have been made, and
we suggest that continued efforts should take high priority in future choice experiment
studies. Astonishingly little attention centres on the significance of assessing marginal
versus aggregate choice behaviour, just as we still know little about the actual impact of
consumer preferences on how supermarkets determine their assortment of goods.

The results also indicate that the elicited stated preferences do not reflect observed market
behaviour. At the same time, our results might imply the existence of a significant WTP for
food safety and animal welfare when certain specific conditions exist. Whether the findings
result from stated preferences that do not reflect actual behaviour or whether the differences
are merely a result of different settings in choice experiments versus actual shopping situations
has important policy and marketing implications. Further research into the differences
between estimated WTP values and actual behaviour thus would be valuable.
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Abstract

In this chapter, we review a considerable body of empirical research (both published
and new), with the aim of producing a well-founded, up-to-date, in-depth analysis of
the nature and extent of consumer demand for ethically improved animal production
systems and derived foods.

In this chapter, we will first show that consumers do not differentiate well between
animal production systems with different ethical standards. Second, we see that when
positive differentiation takes place, itis because the system is perceived toimpact individual
consumption benefits positively. Third, we point out that consumers’ preference and
willingness to pay for foods of animal origin is driven by habit and hedonic preference,
not ethical considerations. Fourth, we explain why consumers’ stated preferences for
ethically improved foods of animal origin almost always lead to an overestimation of true
demand. Fifth, and finally, we reveal that consumers are willing to pay a premium for
ethically improved foods only when consumption is perceived to lower personal health
risks.
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Introduction and Background to the Research

By the late 1970s, Western agricultural production slowly started responding to a growing
societal awareness of the potential influence of farming practices on environmental
conservation and animal welfare. This response first took shape in the form of food
cooperatives and small organic farms led by a handful of dedicated ‘green’ producers and
consumers. In addition to concern for the environment, their actions were often rooted
in deeply held convictions about the wider societal benefits of a more local, traditional
and natural way of producing food.! By the mid-1990s, however, the proliferation of
agricultural systems following different ethical standards (for example, free-range, grass-
fed, fair-trade, organic, locally produced), together with the globalization of environmental
and welfare concerns — undoubtedly fuelled by a series of food scandals bringing into
question the safety of conventional farming practices — drove governments to initiate the
laborious task of regulating the ethics of food production.?

As legislation and certification standards were being discussed, developed and enacted
at (supra-) national levels, public interest in ethically produced food naturally grew, and
so did the respective markets.* By the dawn of the twenty-first century, mainstream
agri-business players had realized that there was a lot to be lost by not demonstrating
sufficient concern for ethical principles in food production. With the advent of societal
marketing, promoting the integration of social responsibility into commercial marketing
strategies, many began to believe that the adoption of higher ethical standards could
be a very profitable endeavour at any point of the food supply chain.* Nowadays, and
judging by their current product development and marketing efforts, nearly all major
international players in the food arena seem to believe that higher ethical standards
of any kind (preferably associated with certification) will positively differentiate their
products.® It appears thus that an appropriate answer to the long-standing call for more
market-oriented food production,® that generates more consumer value and increases
competitive advantage, has finally been found. But is this really the case?

Whatever the drive might be — that is, to promote the welfare of nature and society
alike or to generate higher corporate profits — changes leading to ethically improved
animal production systems and associated certification schemes undeniably come at a
cost to food chain actors. It is therefore imperative to learn in advance whether these
changes will induce sufficiently large consumer demand that is eventually willing to pay
a higher price for the products and benefits they enable. In turn, the aim of this chapter
is to provide a well-founded, up-to-date and in-depth analysis of the nature and extent of
consumer demand for ethically improved animal production systems and derived food
products in the European Union.

Based on our own research and published studies, we show that consumers in general
do not differentiate well between animal production systems with different ethical
standards (conventional rearing included). We also see that when positive differentiation
of an ethically improved system takes place, it is because the system is perceived to impact
consumption benefits positively by addressing basic, individual needs, not necessarily
higher, societal ones. This finding is not entirely surprising, because most empirical
evidence gathered so far recognizes that consumers’ preferences and willingness to
pay for foods of animal origin are driven by habit and hedonic preference, not ethical
considerations. Furthermore, we try to explain why consumers’ stated preferences and
willingness to pay for foods of animal origin that are produced under improved ethical
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standards almost always lead to an overestimation of their true demand. The social
desirability of their revealed attitudes, combined with a lack of incentive to reveal true
preferences, and the implicit associations between higher ethical standards and higher
personal benefits (or lower personal risks) play significant roles for estimating consumer
demand for fresh meat and fish based on their stated preferences. As we will see, consumers
reveal themselves willing to pay a premium for foods of animal origin produced under
improved ethical standards mainly when they believe that such consumption will lower
their personal health risk, not increase societal benefits.

In the final section of this chapter, we note the practical implications of our analysis
of consumer demand for ethically improved animal production systems and derived food
products, especially for food production and marketing. In addition, we briefly discuss
the long-term implications of our findings for marketing strategies, the future of agri-
food business, institutional regulations and society at large.

Literature Review and Main Findings

LOW AWARENESS OF ANIMAL PRODUCTION SYSTEMS AND THEIR ETHICAL
STANDARDS

European consumers are, in general, poorly informed about the farming practices of
contemporary animal production systems and the regulations that govern them.” For
the most part, their daily lives unfold at a great spatial and psychological distance
from the realities of today’s agri-business sector — a fully industrialized, technologically
sophisticated activity geared towards mass production. Unless they have some kind of
personal link (directly or indirectly through relatives and acquaintances) with animal
husbandry or animal health sectors, European consumers have very little actual contact
or experience with modern animal farming activities. Therefore, they tend to have very
vague, romantic and idealized notions of animal husbandry that are mostly based on
historical knowledge or the rearing of pets.?

When their idyllic mental images about animal husbandry are confronted with real
ones released by the media, usually in the context of some food safety scandal, European
consumers understandably react with shock. This process leads them to form fairly
negative and one-sided opinions about the ethical standards of conventional animal
production systems,® as well as fairly high and wide-ranging expectations regarding the
ethical features of alternative rearing systems. In this ideal, holistic view of ethically
improved animal husbandry, environmental friendliness, animal welfare, regional small-
scale production, food safety and quality assurance become virtually indissociable.'®

Figure 14.1 represents a collage made by consumers depicting what a healthy method
to produce meat would look like, according to their view. It was obtained during a
combined collage and focus group study involving 45 participants from different cities
in the Netherlands.

Figure 14.1 constitutes a compelling illustration of the mental images and beliefs
European consumers in general hold regarding conventional and ethically improved
animal production systems. The picture of a nuclear plant at the bottom right-hand
corner symbolizes conventional rearing practices — extremely industrialized, highly
pollutant and damaging to both nature and society — that must be abandoned to reach
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Figure 14.1 Dutch consumers’ collage of natural meat production’

a healthier way of producing food. Directly above it, the picture with different types of
bread from Asian countries symbolizes the drawbacks of globalization of food production,
including the exploitation of natural and human resources in developing countries and
the pollution caused by the transportation of foods over long distances, which also must
come to an end. Meanwhile, the pictures on the left-hand side of the collage portray the
way forward to a healthier way of rearing animals for food production. In the words of
participants themselves:

Healthy meat comes from healthy and happy animals, growing free in their natural
environment and eating only natural food. Only small-scale local production, which
cares more for nature and animals than for profit, can produce meat which is safe and of
good quality. If meat could always be produced like this we would all - farmers, butchers,
retailers, consumers — benefit a lot from it.

Likewise, European consumers do not possess a lot of knowledge about non-
conventional rearing practices and thus cannot distinguish very well between animal
production methods with higher ethical standards.'? For instance, they are largely
unaware of the meaning and implications of certified organic farming, which they often
confuse with free-range rearing.!* They also seem to be poorly informed about the current
possibilities for ethically improved fisheries and aquaculture, including organic or open-
sea fish farming.' This lack of knowledge affects even their awareness of certification
schemes that ensure the delivery of increasingly demanded ethical features, such as
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traceability, regional agricultural production and the preservation of local/national
economies and cultural identities.

Survey studies pertaining to consumer perceptions of fresh beef, certified with a
Protected Designation of Origin in Portugal and a Protected Geographical Identification in
Spain, show that though individual brand names were easily recognized, only one-quarter
of the respondents were aware of either type of certification scheme.’ Focus group and
survey research that we carried out in 2005-06 with 154 Portuguese consumers, however,
indicates that this situation has recently improved (Figure 14.2). More than 50 per cent
of these participants knew about the existence of certification, had tried certified beef
at least once and were able to provide a reasonably accurate description of the features
encompassed by this type of certification. Nevertheless, the same research showed that
Portuguese consumers remain largely unable to distinguish between the ethical features
of the animal production systems implied by certification and those implied by organic
or free-range certification.

LINK BETWEEN POSITIVE DIFFERENTIATION OF ETHICALLY IMPROVED ANIMAL
PRODUCTION SYSTEMS AND EXPECTATIONS OF SAFER AND TASTIER FOODS

When companies successfully promote higher levels of social responsibility, they not
only improve their corporate image but also increase the value of their products, as
perceived by customers.!® A similar halo or spill-over effect is responsible for consumers’
associations between improved ethical standards in animal production and the quality
and safety of foods of animal origin. European consumers primarily associate higher
levels of animal welfare with meat that is healthier and safer to eat and has better sensory
quality relative to that produced under standard animal rearing practices.!” A parallel
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Figure 14.2 Indicators of Portuguese consumers’ awareness of beef certified
with a designation of protected origin (DPO)

Source: Focus groups and survey research (n = 154) carried out in 2005/06.
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association occurs between organic farming practices and the perceived wholesomeness,
authenticity, safety and quality of foods of animal origin.!® Figure 14.3 illustrates this
phenomenon by showing how positively Portuguese consumers, on average, judge the
levels of safety and quality of certified beef compared with those of meat originating from
conventional rearing. However, the data depicted in this figure also highlight that these
European consumers automatically associate the positive individual benefits delivered by
ethically improved animal production systems with high food prices and thus with high
personal costs.”

Although deemed increasingly important, ethical benefits like improved sustainability
and better living conditions for farm animals seem to play only a relatively minor role in
the deliberations of most European food consumers.?° For instance, when prompted about
the features of organic farming during focus group discussions about animal production
systems, Dutch consumers primarily mentioned aspects linked to improvements in
the quality and safety of meat production and the consequent increase in fresh meat
prices. Only afterwards did issues related to environmental protection, animal welfare
or the promotion of small-scale regional farming surface in the discussion. These
points nevertheless were extensively debated.*! Likewise, Dutch consumers rated ‘no
genetic manipulation of fish species’ and ‘fish feed free from antibiotics and additives’
— aspects clearly associated with perceived food safety — as the most desirable attributes
of sustainable fish farming. Practices related to animal welfare, such as ‘plenty of space
to grow’ or ‘plenty of clean water,” were deemed relatively less important features of
ethically improved fish farms.?

Nevertheless, when, for whatever reason, a positive differentiation of an ethically
improved animal production system is established in consumers’ minds, the risk of
dissatisfaction and mistrust rises considerably. Disconfirmation of improved ethical
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Figure 14.3 Portuguese consumers’ evaluation of beef certified with a
designation of protected origin (DPO) versus standard beef

Source: Survey research (n = 154) carried out in 2005/06.
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standards (for example, by media exposure) or higher quality (for example, through a
consumption experience) will reinforce lower perceived consumer value of foods produced
with higher ethical standards.*

CONSUMER DEMAND FOR FOODS OF ANIMAL ORIGIN: DRIVEN BY HABIT
AND HEDONIC PREFERENCE

Regardless of ethical improvements, people ordinarily do not consume animal
production systems; they buy food and cook meals. Irrespective of the product category
or production method, food or meal choice is determined mainly by perceived sensory
quality, healthiness and convenience. The combined influence of these perceptions on
food choice is mediated by powerful factors such as the consumers’ hedonic preferences
in a given context, eating habits, product price and availability.?* Foods of animal origin,
like meat or fish, are no exception to this rule, as repeatedly demonstrated by many
studies on European consumers’ food choice.?

Table 14.1 presents the results of a regression analysis conducted on beef consumption
frequency at home, the importance of beef consumption attributes for purchase decisions
and the degree of beef liking, as reported by 154 Portuguese meat consumers during a
survey. From these findings, it is straightforward to conclude that individual hedonic
preferences and eating habits remain the main drivers of beef consumption frequency,
even when healthiness and ease of preparation are declared to be highly relevant factors
in purchase decisions.

The collage in Figure 14.4 depicts the mental images Dutch consumers associate with
the purchase and consumption of fresh meat. The core of this collage contains word
clippings and pictures of cooked foods and shared meals, which together stress the vital

Table 14.1 Regression analysis results

Beef consumption frequency at home

Independent variables Mean STD Beta t

Beef Liking 3.99 0.802 0.350 3.372
1 =1 don't like beef at all
5 = like beef a lot

Healthiness 3.97 0.969 -0.087 -0.994
Ease of Preparation 3.30 0.942 0.111 1.190
Habit 3.02 0.901 0.330 3.308"
Price 3.06 1.121 0.097 1.321

1 = Not at all important
5 = Extremely important

Constant 0.592 1.132
Adjusted R? 0.304
F-value 8.293"

*p <.01 (two-tailed), **p < .001 (two-tailed).

Source: Survey carried out with 154 Portuguese meat consumers in 2005-06.
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Figure 14.4 Dutch consumers’ collage of fresh meat consumption?

role of sensory quality, pleasure and enjoyment in fresh meat consumption. Also playing
a central role in this consumer collage are beliefs that connect modest consumption of
lean meat with health and well-being, as represented by the pictures of female figures.
Finally, in a secondary position on the bottom of the collage appear visual depictions of
beliefs that connect food safety concerns to the ethical standards of conventional animal
production systems. A stack of meat cuts symbolizes mass production, the doll standing
on a plate of fruit pieces signifies the power of mankind over nature, and the painting of
a hunting party denotes concerns about animal welfare.

Food choice behaviour is often not aligned with attitudes and beliefs, even when
they might be strongly held — a paradox both consumers and social scientists have
grown painfully aware of.?” The contents and structure of the mental images depicted in
Figures 14.1 and 14.4 offer a striking illustration of how consumers’ increasing concerns
about the ethics of animal production systems spill over to their evaluation of foods
of animal origin, but only to a limited extent. In spite of the negative images held
regarding conventional animal rearing, most European consumers still view meat and
fish consumption as having a central and positive role in their diets and daily lives alike.
This perception does not mean, however, that these consumers are willing to forfeit a
minimum level of quality and safety in their food choices. High-quality meat and fish are
expected from ethically responsible farming practices, even if they do not constitute a
sufficient enough guarantee of a high and stable demand for ethically improved foods.?®
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STATED PREFERENCE AND WILLINGNESS TO PAY, OVERESTIMATED DEMAND

An in-depth analysis of consumer demand and willingness to pay for ethically improved
foods requires the existence of well-established and organized market institutions through
which these products can be acquired. The European market for organic foods constitutes
a good example of such an institution® and can therefore be used as benchmark in the
current analysis. Judging by the most recent data available, the market share of organic
foods of animal origin in Europe is around 2 per cent, and items are sold at a price that
averages 60-65 per cent higher than conventional counterparts. It is important to notice
that these estimates nevertheless can vary considerably across countries and product
categories. In Denmark, for instance, the market share for organic dairy products is
about 10 per cent at a premium price of 14 per cent, whereas in the Netherlands, organic
minced beef is sold at a premium price of 94 per cent and commands a market share of
2 per cent.*® These findings indicate that there is a small group of committed organic
consumers in most European Union countries who are willing to pay a premium price for
ethically improved foods of animal origin.

Although fairly accurate and realistic, analyses of shares and premium prices in actual
markets only indicate the lower boundary of committed consumers’ overall valuation of
ethically improved foods at current levels of consumption. They do not tell us what the
maximum willingness to pay for such products might be, how individual food attributes
get valued against one another (for example, sensory quality versus environmental
friendliness), or at what kind of premium price levels uncommitted consumers could be
led to become ethical food users. Moreover, good estimates may be impossible to obtain
if markets for the ethically improved foods are poorly developed or simply do not exist
yet. One way to deal with this problem is to ask current and potential consumers of these
goods to state how much they would be willing to pay for them, in a methodological
approach generally known as contingent valuation analysis.?!

Taking once more organic foods of animal origin as a benchmark, recent contingent
valuation studies in Denmark and the Netherlands with representative samples show that
consumers’ stated willingness to pay for these products is, on average, 10-15 per cent and
20-25 per cent higher than for conventional ones, respectively. In both countries, the
willingness to pay is higher for those already committed to organic food purchase than
for those who are not. Willingness to pay is also higher among consumers who value the
individual use benefits associated with these foods, irrespective of whether they also value
their ethical features.?* These findings confirm our earlier statements regarding the crucial
role of perceived use benefits in shaping the demand for ethically improved foods. They
also indicate that there is room for increased current market shares by lowering prices.

The stated willingness-to-pay approach allows insight into consumers’ food demand,
outside the scope of the products and prices featured by actual markets. However, many
questions remain regarding the accurateness and reliability of consumers’ own estimates
of how they would behave in a real purchase situation, especially when they are elicited
in hypothetical market circumstances. If no real products and no real money is being
exchanged, and there is no way to hold individuals accountable for their stated valuation
or buying behaviour, consumers have little incentive to reveal their true preferences and
willingness-to-pay estimates.

Contingent valuation studies give consumers the possibility to provide strategic
answers when asked about their willingness to pay for ethically improved foods or animal
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production systems, because of the lack of accountability created by hypothetical markets.
If consumers underestimate the influence of their stated preferences on the course of market
events and policy decisions, they might state willingness-to-pay estimates lower than their
true valuations and attempt to free-ride on others who are willing to pay a higher premium
for ethically improved foods. Conversely, if they overestimate their influence, they might feel
tempted to provide willingness-to-pay estimates higher than their true valuation, in the hope
that it eventually will lead others to benefit from the consequent rise in ethical standards.
Examples of this discrepancy between private preferences and public choices recently have
appeared for sustainable fish production systems and environmentally certified pork.*

The contingent valuation analysis methodology employed to elicit willingness-to-pay
estimates also has become the subject of intense scrutiny and controversy. Different sources
of bias have been identified that can lead to an overestimation of consumers’ demand
for ethically improved foods. Loureiro and Lotade, for instance, study interviewer effects
and social desirability bias,* that is, the tendency of respondents to give answers they
think the interviewer would like to hear or that are aligned with perceived social norms. In
the same experimental settings, consumers provide significantly higher willingness-to-pay
estimates for fair-trade coffee when questioned by a black African interviewer than when
questioned by a white American one. Bennett and Blaney conduct a contingent valuation
study of English consumers’ willingness to pay for hen welfare legislation through a general
increase of the price of eggs®” and find that the warm glow bias (that is, purchase of moral
satisfaction associated with contributing to a good cause) and part-whole bias (that is,
perceiving willingness to pay as a contribution to the welfare of farm animals) results in an
overstatement of willingness to pay of 50 per cent for the ethically improved eggs.

Overall, ample evidence reveals stated preferences and willingness to pay for ethically
improved foods of animal origin, such as those obtained by contingent valuation studies,
most likely lead to an overestimation of demand and market prices.*® Such techniques
normally do not encompass mechanisms that distinguish clearly between the share of
stated willingness to pay that derives from the valuation of the product’s perceived ethical
attributes and that derived from the valuation of associated use benefits. As we discussed
previously, this issue is highly relevant for food marketing based on higher ethical standards
of production. Nevertheless, these difficulties can be largely overcome by the use of demand-
revealing, experimentally induced markets, as we discuss in the next section.

PREFERENCE AND WILLINGNESS TO PAY, VALUATIONS OF SENSORY QUALITY,
NATURALNESS AND SAFETY

As we highlighted previously, consumers’ positive differentiation of ethically improved
animal production systems, if it occurs, relates strongly to their expectations of superior
food quality and safety compared with conventional products. It is therefore not surprising
that their valuations of foods of animal origin produced under higher ethical standards
also reflect these expectations.

Tables 14.2 and 14.3 present the results of a study aiming to uncover the determinants
of Portuguese consumers’ willingness to pay for certified beef. Respondents’ answers
regarding their level of agreement with statements about attitudes and beliefs potentially
influencing their willingness to pay were factor analyzed to obtain determinant
dimensions. Table 14.2 presents the outcome of this analysis, which uncovers four main
factors: price sensitivity for beef, belief in certified beef’s higher sensory quality, belief in
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certified beef’s higher overall quality and attitudes towards the sustainability of animal
production systems. For each of these factors, the associated statements’ factor scores
were correlated with respondents’ willingness to pay for certified beef, obtained through
the use of an iterative bidding method during face-to-face interviews.*

The correlations obtained and their statistical significance (see Table 14.3) indicate
that, as theoretically expected, the income level of respondents is positively associated
with their willingness to pay for certified beef, whereas their price sensitivity is negatively
related. These results also confirm previous assumptions regarding the nature of the main
determinants of consumers’ willingness to pay for ethically improved meat. Respondents’
beliefs regarding the sensory and overall quality of certified beef have significant
positive associations with their willingness to pay for this meat. However, a significant
relationship between the fairly positive attitudes of respondents toward the sustainability
of animal production systems and a higher willingness to pay for certified beef cannot be
demonstrated.

The iterative bidding method may reduce the uncertainty of respondents who provide
their valuations for goods in a hypothetical setting. However, it does not eliminate other
sources of biases that may seriously compromise contingent valuation approaches for
determining consumers’ willingness to pay.*° Towards this end, alternative research methods
have been proposed, namely, the use of demand-revealing laboratory auctions.*!

Table 14.2 Factor analysis results

Extracted factors Mean sD Factor
loadings

Price Sensitivity for Beef

Price is important in my beef purchase decision 3.06 1.12 73
Price weighs heavily in my decision to buy beef 3.18 1.13 .82
I wait until beef is on special offer to buy it 2.67 1.17 .81

Variance Explained: 62%

Belief in DPO Beef’s Higher Sensory Quality

DPO beef tastes better than standard beef 3.60 77 .80
DPO beef is more tended than standard beef 3.32 .73 .93
DPO beef is juicier that standard beef 3.45 74 .92

Variance Explained: 79%

Belief in DPO Beef’s Higher Overall Quality

DPO beef is more authentic than standard beef 4.10 .65 .87
DPO beef’s quality is more consistent 3.85 .68 .87
DPO beef is always safer than standard beef 3.74 .66 .83

Variance Explained: 74%

Attitude towards the Sustainability of Animal Production

Systems

I do not mind paying more for animal welfare 3.75 .83 .79
Meat traceability is very important to me 3.97 .75 .75
DPO beef sales promote regional development 4.09 72 .74

Variance Explained: 58%

Note: Level of item agreement measured on a five-point Likert scale (1 = totally disagree, 5 = totally agree).

Source: Survey of 154 Portuguese meat consumers in 2005-06. DPO: Designation of Protected Origin.
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Table 14.3 Correlation analysis results

Willingness to pay for DPO beef (Euro/kg)

Factors Spearman'’s rho Significance
Price Sensitivity for Beef -.248" .017
Belief in DPO Beef’s Higher Sensory Quality 222 .033
Belief in DPO Beef’s Higher Overall Quality .318™ .002
Attitude towards the Sustainability of Animal 173 .097

Production Systems

Income Class (net household income/month) .270™ .009

*p < .05 (two-tailed), **p < .01 (two-tailed).
Source: Survey of 154 Portuguese meat consumers in 2005/06. DPO: Designation of Protected Origin.

Laboratory or experimental auctions simulate active market environments and thus
help estimate consumers’ valuations of goods and uncover the determinants of these
valuations. Relative to other methods for estimating consumers’ willingness to pay, such
as contingent valuation analysis and choice experiments, experimental auctions have the
following advantages:

e They take place in a non-hypothetical context, with real products and real money
being exchanged.

e They are incentive compatible when appropriately designed; that is, respondents’
dominant strategy is to reveal their truthful valuation of the good in question.

e They take place in an active trading environment in which respondents can
incorporate market feedback and become accountable for their revealed valuation
through their buying behaviour.

They are also particularly suitable for exploring the effects of different attribute levels
on willingness-to-pay estimates. Therefore, this type of experimental market institution
has been employed often in the design of pricing and communication strategies for new
and improved foods.*

Experimental auctions were conducted with Dutch consumers to elicit their
preferences for ethically improved fishery and aquaculture systems.** Such preferences
can be inferred from the differences in respondents’ willingness to pay for sole and cod
(in Euro/kg fresh fish), before and after they receive information about the ethical features
of the associated production systems, as depicted in Figures 14.5 and Figure 14.6.* These
differences show that fish originating from conventional fisheries was always preferred
by these consumers even when:

e The information provided highlights relatively low levels of the ethical attributes
displayed by this alternative (including attributes respondents had classified as highly
relevant immediately prior to the experiment).

b Further details on the experimental methodology employed can be viewed at http://www.fcee.lisboa.ucp.pt/
docentes/url/anacosta/confer/AIAC_SAMM2005.pdf
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e The information provided about fish from alternative, more sustainable production
methods (ensured by the experimental market set up) stressed relatively higher levels
of ethical attributes.

Regarding fish farming systems, fish from sea aquaculture was always preferred to
fish from inland aquaculture, irrespective of the information provided on the ethical
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features of each available alternative. Because the information provided about fish from
conventional and sustainable aquaculture (whether sea or inland) differs only in terms of
whether the administration of feed additives and antibiotics were allowed, the respective
differences in willingness to pay indicate that revealed preferences are strongly influenced
by safety concerns. These findings agree with Dutch consumers’ stated concerns about
the safety of foods of animal origin immediately prior to the experimental auctions and
in previous studies, as well as with findings from similar studies.*

Overall, the results illustrate the deeply-rooted preferences of consumers toward
the provision of fresh fish through conventional fisheries and sea aquaculture, even
when such production systems are overtly associated with low levels of environmental
sustainability. These preferences are closely linked to consumers’ perceptions of the sea as
the most natural and habitual source of fish for human consumption.*

Conclusions and Implications

The analysis of the nature and extent of consumer demand for animal production systems
and derived foods summarized in this chapter indicates that European markets are not
yet sufficiently developed, on their own, to sustain substantial ethical improvements
in farm animal production. Moreover, sufficiently large consumer demand for these
improvements may be quite hard to achieve in the near future, unless food chain actors,
together with the institutional environment, decide that a significant change in current
policies and strategies is in order. Some guidelines regarding the main vectors on which
such changes could be structured follow.

MARKETING STRATEGIES TO INCREASE CONSUMER DEMAND FOR ETHICALLY
PRODUCED FOODS OF ANIMAL ORIGIN

Marketing strategies that might lead to increased demand for ethically produced foods
of animal origin could be structured on the traditional 4Ps of the marketing mix: place,
price, promotion and product.

Increased availability and consumer awareness of foods produced according to
improved ethical standards on one hand and price reductions on another hand will
increase demand.* More product exposure at the usual points of purchase will reduce the
novelty of these products and facilitate their incorporation in consumers’ evoked set of
normal, habitual, day-to-day food purchase. Because demand for ethical foods of animal
origin is highly sensitive to changes in both own prices and the prices of conventionally
produced alternatives, any relative price reductions will be highly valued by both
committed and uncommitted consumers. There seems to be room for such reductions in
retail prices, with or without direct government intervention. Overall, food chain actors
may do well to realize that, similarly to producers of any other innovation, it might pay
off more to invest earlier on in foods with higher ethical standards at a cost, than catch
up later at a smaller profit.

More than societal benefits per se, most European consumers expect to derive a high
private value, namely, higher product quality and safety, from the consumption of more
ethically produced foods. They are also willing to pay relatively more for products that
they perceive bundle the highest number of individual and collective benefits.*” Demand
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for the latter can be better supported by delivering products that consistently meet both
expectations and communicate appropriately about them. Perceived societal benefits
disconnected from experienced private value constitute a necessary but insufficient
condition to raise consumer demand for ethically produced foods. Consequently, efforts
should be made to design products and marketing communication strategies that align
the private values experienced during consumption with previous expectations about
both individual and societal benefits. Together with pricing decisions, the design of such
strategies should be based on revealed (rather than stated) consumer preferences, which
can be obtained through laboratory auctions and other market experiments.*®

OTHER STRATEGIES TO PROMOTE CONSUMER DEMAND FOR ETHICALLY
PRODUCED FOODS OF ANIMAL ORIGIN

The daily lives of modern European consumers unfold, for the most part, at a great
spatial and psychological distance from the realities of the agri-business sector. Yet these
same consumers increasingly are called upon to make consumption decisions about
products that require a high level of knowledge about the characteristics of modern food
production systems (ethically improved and not). Moreover, their food choice behaviour
is supposed to reflect informed judgments about these characteristics and their broader
societal implications. Taken together, these circumstances create a huge gap between
what consumers are expected to know and what they actually know. Devising multiple
effective strategies that can bridge this gap is essential to increase consumer demand for
more ethically produced foods.

Food choice decisions might be empowered by reducing the lack of information
and uncertainty regarding the characteristics of different animal production systems in
general and their ethical standards in particular. The private sector can take the initiative
by promoting greater transparency in the agri-business world through activities ranging
from farm visits to self-enforced certification schemes that are clear, closely monitored
and truly informative.* But the initiatives that can most effectively reduce consumer
uncertainty and mistrust about the ethical standards of conventional and alternative
animal production systems depend on national governments and other supra-national
institutions.*°

Governments should make clear to consumers that conventional food productions
systems are highly effective in providing large amounts of good quality food at affordable
prices, but that this method comes at the cost of current and future societal welfare. They
should also make clear that all food chain actors, including consumers, are accountable
for this state of affairs and call on them to share the burden of altering this situation.
Many ways of sharing the burden could be devised, from raising the prices of conventional
goods to reflect their true societal costs to reducing the prices of ethically improved foods
by subsidizing their production or commercialization to taxing unethical food production
and consumption to promoting private donations to support ethically improved animal
production systems.

Irrespective of the formula chosen, both the institutional decision-making processes
and the application of the resulting policies should be highly transparent and involve
all relevant stakeholders. Governments should be able to offer enough credible
guarantees to all those involved that their individual contributions matter and that they
are proportional to their fair share of responsibilities and the public interest at stake.
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Ultimately, relying on the market alone to correct the long-standing inefficiencies of
an entire society will not work, especially if citizens perceive that those who demand
rationality and coherence from their consumption behaviour do not behave according to
these principles themselves.
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[1]t is quite clear that the future of organics will also be very much dependent on the motivations
of end consumers. This is not to say that consumers will dictate that future, but that the success
of [marketing] strategies (...) will be dependent on the ability to mobilise people as ‘organic
consumers’ by providing foods that materially and symbolically satisfy and/or influence those
peoples’ needs, desires, pleasures and terrors’ more successfully than other available foods.!

Abstract

The controversy we turn to in this chapter is about food marketing based on the idea
of food products as real goods versus a focus on foods as feel goods. There are good
reasons for modern food marketing to take the idea of foods as feel goods seriously. From
this perspective, the well-known marketing mix appears rather poorly able to meet the
modern desires and wishes of contemporary food consumers. In addition to the four
supply-oriented Ps of the familiar marketing mix, four complementary and demand-
centred Ps stemming from consumer wishes provide supplements. These eight Ps are
introduced and specified in the context of organic food consumption.
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Real Goods and Feel Goods

This chapter takes consumers’ perspective as its starting point. We are interested in the
motives underlying their behaviour — particularly with respect to their support of organic
food consumption. This focus is evident enough, because consumers are the target group
of marketing, and understanding consumers is vital to an effective marketing strategy. All
this is true, without discussion or doubt. Nowadays, it is also almost a truism to suggest
that the marketing mix is no longer suitable to approach modern food consumers. This
chapter’s position is that the well-known mix of product, price, place and promotion is
becoming obsolete in the modern-day, affluent consumer society in which consumption
is much more complex than that simply driven by price tags or tangible product
characteristics.

New lines of thought in consumer-oriented studies proclaim, on the one hand,
that contemporary (food) consumers are complicated, whimsical and elusive creatures.?
Stereotypical images of food consumers as inveterate bargain hunters, greenies, gluttons
or health freaks single out only one feature of their complex characters. As a result,
such stereotypes are not very realistic. On the other hand, modern scholarly thinking
concentrates on consumer goods in terms of identity and symbolic values. The appeal of
consumer products derives not necessarily from tangible product features but from image,
exclusivity or novelty. In other words, the emphasis goes from real goods to feel goods.
A stream of studies maintains that today’s consumption practices cannot be understood
solely in terms of price, product qualities, appearance or availability but should also
take into account that experiences, emotions, ethics, status or identity are of vital
importance to understand people’s motivations, sensibilities and doings in the present-
day consumption age.? This avenue of research, within the disciplines of marketing and
sociology in particular, focuses on intangible aspects of consumer goods. This so-called
dematerialization of consumption is based on the belief that:

The motivation of the modern consumer is predicted less upon real need than the emotional
simulations the objects and experiences of consumer culture provide, the fantasies they engender,
and the desires with which they are invested, whether ‘realized’ or not in actual patterns of
consumption.*

Particularly with respect to food consumption, Alan Beardsworth and Teresa Keil
argue:

[When we eat, we are not merely consuming nutrients, we are also consuming gustatory (i.e.
taste-related) experiences and, in a very real sense, we are also ‘consuming’ meanings and
symbols. (...) Thus, it is no exaggeration to say that when humans eat, they eat with the mind
as much as with the mouth.>

In a similar vein, the main founder of the Slow Food movement, Carlo Petrini, claims
passionately:

But food (...) is far more than a simple product to be consumed: it is happiness, identity,
culture, pleasure, conviviality, nutrition, local economy, survival. To think of stripping it of all
these values, of all the connotations that a mouthful of food can immediately convey, to think
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of mediating and reducing these connotations to the point where they disappear, is one of the
greatest follies ever conceived by man.b

THE IMPORTANCE OF EXPERIENCE, EMOTION AND ETHICS

These kinds of quotations stress that it is not simply product quality or price-quality ratios
that are important for consumers and their choices. Expanding the scope beyond the
pragmatic or ‘prosaic “expediency” factors such as price, accessibility and convenience,’
to cite Charlotte Weatherell and her colleagues,” means that it becomes both possible
and important to take into consideration such factors as the way consumer goods are
produced, the image of the industry or business, the environment in which the goods
or the service are consumed (‘you are where you eat”), what the product can teach you,
what it can tell you or what feelings it evokes. Stated succinctly, consumption situated in
the realm of feel goods recognizes the importance of experiences, emotions and ethics,
which go beyond mere tangible aspects that belong to the domain of real goods.

In bringing this section to a close, two necessary remarks relate to the remainder.
Emotional and ethical bonds between consumers and a food product or a food production
method potentially have particular importance when we think of organic food products
and their production principles. More generally, the attention paid recently to the emerging
experience economy, as well as the ethics of consumption, both invites and inspires the
incorporation of non-materialistic aspects into our analysis. In our approach, we do so by
including an underlying dimension that has materialistic and non-materialistic aspects
as its poles.

Consumers as Citizens

The second dimension that underpins our approach to modern food consumption
ranges from individualism to collectivism. This dimension is inspired by another line of
reasoning in modern thinking about consumption. We refer to studies advocating that
the distinction between the ‘self-regarding’ consumer and the ‘public-minded’ citizen is
a problematic, not to say false, one. Recent discussions stress not the contrast but rather
the combination and coalescence of consumption and citizenship.® They argue that it is
over-simplistic to stipulate that consumer choices are, by definition, dictated by private
and short-term interests, whereas public and long-term interests belong exclusively to the
domain of individuals in their role as citizens (as it is to assume the other way around, that
is, responsible consumption is defined as uniquely motivated by social or environmental
concerns). Consequently, the consumer is not by definition selfish, and it is not only
possible but also necessary to draw consumption into the moral and political domain.
Introducing the notion of the citizen—-consumer expresses how civic and ethical values
can interfere with consumers’ product preferences. The citizen—consumer notion also has
received some scholarly attention, particularly in studies devoted to sustainable or green
consumption and political and ethical consumerism.’

What such adjectives have in common is their suggestion of the importance of
incorporating social, political, environmental and ethical concerns as critical components
of consumer choice. Consumers are supposed to be interested in the collectivity, concerned
about problems of the (global) environment, willing to base their choices on ethical
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values and virtues like justice or fairness, and inclined to undertake their consumption
in line with the habits, mores and concerns of their social community. In brief, civic
elements of consumption are stressed. This communitarian perspective of consumer
behaviour also moves away from real goods towards feel goods, but at a food production
process level rather than a food product level. Emphasizing such values as sustainability,
integrity or authenticity implies immediately that food consumption is more than the
mere gratification of private material needs. In the words of Michele Micheletti:

For a growing number of people, particularly in the Western world, increased wealth implies
the economic means to consider aspects other than the relationship between material quality
and price in their marketplace transactions. Thus, their involvement with products concerns
more than price and quality. These people politicize products by asking questions about their
origin and impacts.'®

FOOD CONSUMER CONCERNS

The approach of the consumer as a citizen is, first of all, in full accordance with the current
discourse of the active consumer, instead of the consumer as a ‘passive dupe,’ in social
scientific circles. Moreover, and more specific to the world of food, consumer involvement
and engagement that considers food as more than an object of material use and means of
instant satisfaction has received academic attention for more than a decade, under the
heading of consumer concerns. Food consumer concerns include issues such as food safety,
animal welfare, fair trade and environmental issues.'? Affluent food consumers tend, more
and more often, to take the outside world into account in their food consumption choices.
Feeling responsible for our choices and being aware that our choices influence the production
practices and principles of the food system no longer are exclusively reserved for radical
animal rights activists, fanatic environmentalists or hard-core world trade opponents. Food
consumers’ commitment and consciousness appear to have become more widespread with
respect to environmental problems, such as deforestation or land degradation as an effect
of expanding food, feedcrop or livestock production or the (un)friendly ways animals are
treated, accommodated and transported. However modest the current fraction of involved
consumers who regularly purchase food products on the basis of eco-friendly or ethical
considerations, an emerging trend nevertheless reveals that pro-environmental consumer
choices, fair trade consumption and buying local foods are gradually making their way
into the mainstream food market in the affluent world. This tendency is meaningful to
organic food consumption, which is all about (groups of concerned) consumers who really
care about their food and its production conditions and who feel uncomfortable with a
‘fuel approach’ toward the things they eat. Citizen—consumers’ uneasiness with treating
food products and their consumption with indifference and thoughtlessness, rather than
engagement and embeddedness, may have, in principle, a positive connection with their
interest in organic food products.

Two Dimensions and Four Consumer Images

The previous sections summarize two strands of modern reflection on consumption that
entertain the idea of widening the frame of analysis. As already indicated, both evolving
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patterns of thought are consistent with the development of an analytical framework
that consists of two axes: a materialistic-non-materialistic dimension, rooted in the
real good/feel good controversy, and an individualistic—collectivistic axis with roots
in the consumer/citizen contrast (see Figure 15.1). Both dimensions form the basis of
the so-called consumer images approach.!* The materialistic pole refers to consumer
behaviour that has price- and product-oriented factors as its key determinants. Non-
materialism refers to emotional, ethical or ecological considerations with respect to food
consumption. Individualism indicates the extent to which the behaviour of consumers
is independent and self-centred, whereas collectivism represents consumption
choices that take into account the socio-cultural or environmental consequences of
consumption choices.

The horizontal materialistic-non-materialistic dimension of this framework
gives us the opportunity to look at (organic) food consumption from the point of
view of product qualities (freshness, user-friendliness or other functional product
characteristics), price or availability on the one hand and emotional aspects attached
to the consumption of the food product on the other. The vertical individualistic—
collectivistic dimension ranges from autonomous consumer behaviour to embedded
food consumption choices. The individualistic pole relates closely to notions of the
consumer as a free agent, as well as to consumer sovereignty. The collectivistic pole
highlights the process-related civic factors that are related and relevant to (organic)
food consumption, such as concerns about environmental pollution, animal welfare,
wasting natural resources, fair trade or the use of antibiotics, growth hormones or
genetic engineering during the production process.

Individualistic
A

Materialistic <€ » Non-materialistic

Traditional Responsible

\ 4
Collectivistic

Figure 15.1 Consumer images continuum
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CONSUMERS AS PLURALISTIC PERSONS

On the basis of this two-dimensional configuration, four consumer images emerge,
representing four different food styles. Figure 15.1 shows that the four consumer images
form a continuum, such that consumers can exhibit behaviour that fits into each of
the four different consumer images. In other words, consumer images are distant from
all kinds of one-dimensional portrayals (for example, the fabled homo economicus),
which contradicts marketing techniques that attempt to enforce rigid consumer group
segmentation. As mentioned in the beginning of this chapter, widespread acceptance
suggests that consumers may engage in various types of behaviour, driven by multiple
motives. Consumers thus should be considered pluralistic persons, whose varied identities
require a multidimensional approach. The circular structure of the consumer images
approach aims to meet such criteria.

The four consumer images can be characterized as calculating, traditional, unique
and responsible. As depicted in Figure 15.1, calculating consumerism is situated in the
quadrant formed by materialism and individualism: Self-interest is the main factor,
and personal benefits prevail. Calculating consumption is aimed at effectiveness and
efficiency; quantity is more important than quality, and these ‘McDonaldized’ consumers
prefer uniformity and convenience. The traditional consumption style is comparable
with calculation consumption in its materialistic dimension, with its understanding that
monetary savings (price) weigh heavier than time savings (convenience). Traditional
consumption attachesimportance to collective traditions and eating habits. Modernization
and change are only embarked upon with caution, because the comfort of the familiar
is cherished. The unique consumption pattern is diametrically opposite to the food
neophobia of traditional consumption. Unique consumers are neophilics, seeking change
and variety, who are in the vanguard when it comes to new or adventurous products, shop
formulae or consumption trends. Unique consumption represents modern consumerism,
for which hedonism, conspicuousness, experience and status are keywords. Finally, the
responsible consumption profile differs considerably from the unique consumer image,
because individual pleasure or personal prestige does not gain the upper hand. Instead,
consumption choices reflect environmental or communitarian interests and (future)
consequences. The resemblance to what Paul-Marie Boulanger and Edwin Zaccai call
responsible consumption is too noticeable to be left unquoted:

The responsible consumer is thus the one who, having become aware of the public character
of his or her consumption and of its impacts on others (directly or indirectly), subordinates his
or her consumption choices to considerations other than the simple satisfaction of his or her
needs and desires.™

Eight Ps: The Marketing Mix and...

The four Ps (product, price, place, promotion) from marketing literature frequently
are used as a point of departure for looking at products’ market potential and growth.
Although the customary four Ps of the marketing mix remain important for the success
associated with bringing commodities to consumers, all four Ps are supply driven by
definition. Because the modern food market is so eagerly typified as consumer-centric,



Beyond the Marketing Mix 261

the question arises whether a demand-based variation on the theme of the four Ps may
be an appropriate adjustment to the increasingly consumer driven food system. A food
market typified as consumer driven, however, does not imply that the supply side has
become of only negligible interest. Likewise, the quartet of demand-oriented Ps does not
intend to replace the quartet of supply-oriented Ps. We therefore present the eight Ps with
the Ps of the marketing mix first and subsequently introduce those Ps based on consumer
images.

P1-PRODUCT

Because all Ps are briefly discussed in the context of problems and possibilities regarding
the consumption of organic food products, the product P gives a reason to note that
food quality often is defined as equal to product quality. Therefore, the market chances
for organics depend highly on the ability of organic food producers to compete with the
standards of conventional food producers. Another important variable is the availability
and continuity in the delivery of organic foodstuffs. Stock shortages irritate both retailers
and consumers and diminish the market opportunities for organics considerably. Even for
regular organic food consumers, non-availability is a main reason for not always buying
organic. The extension of the organic product range is another issue. Ten years ago, ‘the
array of organic products has expanded well beyond fresh produce to include baby foods,
dairy products, meats, and prepared convenience items’,'* and this development from
the early 1990s, has continued. Nowadays, a wide range of organic food items can be
found in food shops and supermarkets across Europe and the United States. In addition
to the ‘classic’ supply of (unprocessed) organic fruits and vegetables, consumers may
purchase organic wine, chocolate, eggs, bread, coffee, tea, rice, spices, sweets, ice cream,
pizza, tinned vegetables and ready-to-eat meals.

P2—PRICE

The price factor frequently gets put into perspective in modern marketing. Price is
neither automatically nor always the deciding factor in consumers’ choices. In addition,
many food consumers are not as price conscious as the stereotype of the cost-conscious
consumer implies. In general, price awareness and accurate price knowledge of most food
consumers should not be overestimated.!® This point does not mean, however, that price is
unimportant. What is more, price remains a prime obstacle to the breakthrough of organic
products. The price difference between conventionally produced foods and organically
cultivated counterparts is often unbridgeable for a large number of consumers. A price
gap between organic and conventional product variants of 50 per cent or more is not
unusual. Small wonder, then, that ‘too expensive’ is one of the most important reasons
for not purchasing organic products or discouraging food consumers from buying larger
quantities of organic food products.!” The greater the price differences, the less organic
foods represent a competitive alternative. The limiting effect of price differences for the
consumption of organic foods increases even further, in that research suggests on the one
hand that the demand for organic products is more sensitive to price than is demand for
conventional food and on the other hand that the higher the price premiums, the lower
the proportion of consumers who are willing to buy organic foods.'®
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P3-PLACE

The success of consumer goods reportedly depends on three factors: location, location
and location. Although this exaggeration should not be taken too literally, the essence
of the message is patently obvious. Availability and accessibility are essential to market
opportunities. The more organic products are to be found at places visited by a lot of
people, the better potential consumers can be reached. For this reason, the growth of
organic market share depends very much on the availability of organic products in various
food outlets. In this respect, a major step forward in recent decades has been that organics
are no longer exclusively supplied by health food shops, natural foods supermarkets or
organic speciality stores. At present, many shelves of conventional supermarkets are filled
with organic food products. Increasingly, organic foods also have become available in
canteens and in restaurants. In various European countries, organic food consumption is
growing more due to the sale of organically grown produce in conventional supermarket
chains than in specialist food shops.! Organic food products have even made their way
into the discount supermarkets of such retailers as Aldi and Lidl. Other big supermarket
chains, including those in Germany, the United Kingdom and the Netherlands, use
organic as a quality mark for their own image by implementing their own brands of
organic food products. Such private supermarket labels often cover a very broad group
of different organic foods. These kinds of initiatives are undoubtedly essential to the
expansion of organic food consumption.

P4-PROMOTION

The very same supermarkets are significant when it comes to promotion too, not
only because supermarket chains are crucial to reaching a lot of consumers, but also
because during the past 20 years, supermarkets have become increasingly powerful in
agro-food chains. Their influence is a non-negligible factor when we try to understand
changes in food production as well as consumption.?® In this respect, it is meaningful
that supermarket chains regularly promote sections of their organic range by providing
information to their customers, allowing them to taste organic products, devoting
more shelf space to organic products or displaying these products more prominently.
Supermarket chains also may promote organic food through special offers, often
accompanied by nationwide campaigns funded by national governments throughout
the European Union. These campaigns use the mass media and modern communication
to strengthen the recognizability and familiarity of organic products among consumers,
usually based on long-term activity plans and a network of participating stakeholders.
Thus, P4 embodies both government policies and private initiatives that attempt to
encourage organic production and consumption.

...a Mix of Motives

The four people-centric Ps are inspired by the preceding consumer images. In this section,
we introduce profit, pause, pleasure and principle. Profit is a particular feature of the
calculating consumer style, whereas pause belongs to traditional consumption. Unique
consumerism suggests the pleasure factor, and principle reflects the responsible consumer
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image. In comparison with the real goods focus of the four marketing mix Ps, this quartet
of Ps shifts the emphasis to (organic) foods as feel goods. These additional four consumer-
based Ps are also included to address the mix of motives found in recent research. Empirical
evidence is mounting that organic food consumption is triggered by a wide variety of
motives. This outcome therefore asks for a standpoint that is more explicitly oriented
toward both consumers and feel goods than is the marketing mix perspective.

P5-PROHIT

The calculating consumption style represents mainstream consumer choice, driven
by self-interest and personal gain. Calculating consumption is rational. Rational food
consumers want the best for themselves and demand that the supplier provides them
with good product quality and strong quality—price ratios. Easy-to-use products and
easily accessible foods (for example, one-stop shopping), as well as nutritional value and
guaranteed (standardized, predictable) quality are also favourite criteria that typify the
pragmatic priorities and practical needs that dominate the calculating food consumption
style. Although calculating consumption is frequently marked by indifference and
carelessness toward food and the agri-food system behind it, more interest and emphasis
centres on taste and personal health. Both are self-oriented aspects of food and surely
belong to calculating consumption, yet we also should be aware that neither taste nor
health is a distinguishing criterion in the consumer image approach. That is, these items
cannot be reserved for just one of consumer image but instead apply to all of them to a
certain extent. Taste is very important to the unique consumer image, and health receives
less attention in the traditional consumption regime. For this reason, taste and health
could be placed at the centre of the continuum. However, with respect to organic food
consumption, research frequently shows that taste and healthiness play central roles in
motivating organic food purchases, because consumers often perceive organic foods as
more tasteful and healthy than conventional food products. A consistent finding across
many consumer studies about organic food consumption notes that the health factor
is all-important.?! The stream of empirical research that supports the importance of
health as a consumer motive for developing positive attitudes and buying intentions
toward organic foodstuffs accords nicely with the established theoretical reflection of
food marketing, which indicates health is one of the major motives of food demand.*
This finding is also consistent with the opinion of Tim Lang and Michael Heasman*
that health is the keyword in the food system of today and the future. To conclude, with
respect to the relationship between calculating consumption and the demand for organic
foods, the consumer’s perception of healthiness is really an asset that has much appeal to
calculating consumers who are keen on personal profit. The fact that health is frequently
interpreted as an ‘egoistic’ motive? enables us to link of calculating consumption to
organic food demand.

P6-PAUSE

The traditional consumption style points to an appreciation for organics that originates from
conformist values and desires. The traditional consumer clings to the familiar. Well-known
recipes, food products and food consumption habits are maintained to avoid change and
create security and predictability. Organic food products are relatively new on the market,
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and therefore, conservative values suggest organic foods may be treated with suspicion
(not to mention that, from the traditional consumers’ point of view, feelings of mistrust
grow stronger because of their cost sensitivity). This suspicion, however, can disappear
quickly when these consumers take the organic production process into account. Organic
production principles are very much in tune with traditional consumers’ sympathies.
Vegetable organics are produced without chemical pesticides or fertilizers, livestock farming
is done without the routine use of drugs, and there are no artificial additives in organic food
products. The symbolic value of such ‘authentic’ characteristics of organics matches the
reactionary sensitivities and preferences of traditional consumption. As such, the organic
food sector has a firm base on which to grow. Positioning organics on the food market as
the protector of naturalness, integrity and (local) food and farming traditions serves the
traditional consumption choice and is simultaneously a clear antipole to the global food
system that thrives on accelerating the pace of change, high-quality technologies, mass
production and economies of scale. In other words, organic foods appeal to the traditional
consumption style because of their identity, which opposes the ‘Fordist food’ provided by
the late modern agro-industrial food system.*

P7-PLEASURE

The unique consumer image, as noted previously, contrasts sharply with the traditional
food style because fast changing needs, variety seeking and interest in product innovations
and novelties are important components. The unique consumption pattern is conspicuous,
competitive and cosmopolitan. Its profound desire to enjoy food makes the fun factor crucial.
With regard to food, pleasure might derive from superior flavour, aesthetically attractive
product features (freshness, colour), or putting something special on the table. The pleasure
of enjoying foods increases easily in the domain of unique food consumption when food
consumption is a means to the end of self-representation and social distinction (therefore,
P7 is actually as much about prestige as about pleasure). The identity values of food and
food consumption are particularly important for the self-interested unique food style. What,
where and sometimes even with whom we eat are positional markers of status and lifestyle.
Organic food will attract the attention of narcissistic unique consumers when it provides a
status symbol or is superior to conventional food alternatives in terms of taste, nutritional
quality or appearance. This perspective confirms the significance of marketing strategies
that stress that organic are still relatively new and a niche market in the world of food, in
which conventionally produced and fast foods are the mainstream. Despite the growth of
organic demand in numerous Western food markets, from the viewpoint of unique food
consumption, it remains important to keep the positive image — that buying and eating
organics is ‘different’ — alive. Exclusivity is enhanced by price premiums, serving organic
foods in gourmet restaurants or supplying them in gourmet stores, and labelling of certain
organic foods with a special quality mark or brand. These forms of product marketing should
be much more successful than focussing on process-oriented concerns, because unique
consumption is hardly motivated by environmental friendliness or animal welfare.

P8—-PRINCIPLE

The opposite holds true for the responsible consumer image, which particularly features
an interest in foods that are bought and eaten and the production origins and processes
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used in their manufacture. The predominant motives for buying organic food are
environmental and ethical aspects (caring animal husbandry, naturalness, no chemical
applications). Responsible consumers care and are concerned about the production
methods in modern agriculture and in the food industry. Organic foods thus are
appetizing to the responsible food consumer because of the environmental rationale of
organic production. Commitment and involvement are important in the province of
responsible consumption. The consumers attracted to this food style take their consumer
citizenship seriously, and for that reason, food consumption for them is not free of
engagement. Consuming ‘clean’ organic foods is a matter of principle; eating is qualified
as a moral act, an ecological act, a political act. The heavy users of organics are specifically
motivated by awareness and concern for civic and ethical issues as well as ecological
aspects. Responsible consumption is the home base, so to speak, of the outcomes of
consumer studies that point to process-related motives as major determinants of buying
organic food - among which environmental protection is often an important ethical
issue for consumers. A study by Suzanne Grunert and Hans Jorn Juhl,? based on the value
theory of Shalom Schwartz,?” confirms that environmental concerns relate positively to
the consumer motivation to purchase organically produced food. Collectivistic values
such as universalism (responsible consumption) and tradition (traditional consumption)
are favourable toward buying organic foods, whereas Schwartz’s values, like hedonism and
achievement, which serve individualistic interests (in the consumer image vocabulary:
calculating and unique consumption, respectively), relate negatively to the purchase of
organics. These results validate the hypothesis that suggests a more natural bond between
organics and wider food-related aspects and food system awareness than between organic
consumption and food-intrinsic, personal or pragmatic priorities.

Bringing the Discussion Full Circle: From Controversy to
Complementarity

This chapter has shown that food, and by the same token food marketing, is not only
about real goods but also increasingly about feel goods.

The domain of organics offers a clear example of the relevance of looking at foods from
the perspective of feel goods. Two distinct dematerialization trends are of special interest
to the world of food. Consumption as experience on the one hand and a politicization
of consumption on the other have immediate significance with respect to organic food
consumption, as the first two sections demonstrate. Modern theorizing stresses the
emotional aspects of consumption as well as the relationships between consumption
and citizenship, ethics and social solidarity. From the feel good point of view, organic
food consumption can be explained by pointing to the enthusiasm of food consumers
for buying organics for their (perceived) contribution to social and environmental
sustainability. Roughly, engaged consumers link eating organics to a better world and
a safe conscience. In addition, eating organic food is defined as a lifestyle experience.
Organic food products catch consumers’ attention primarily for emotional reasons.

It is possible to respond to these new perspectives with hostility and stick to the neatly
arranged marketing mix. This kind of reaction sparks controversy as a consequence. In other
words, controversy in organic food and agricultural marketing arises inescapably if we make
a sharp distinction between organic food consumption in terms of real goods and feel goods.
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Studies regarding organic food consumption do not support such a contrast. On the contrary,
recent research makes it abundantly clear that consumers’ decisions to buy organics depend
on multiple motives. Consumer choices to purchase and ingest organic foods are influenced
by a variety of egoistic and altruistic motivating factors, including health concerns, price
sensitivity, consumers’ attachment to nutritional and sensorial quality (or other food-
intrinsic product qualities, like freshness or appearance), convenience, availability, food
safety, sustainability, authenticity, community-building, environmental friendliness,
respectful treatment of animals, fair trade, trust, food enjoyment and local production.

This multitude of (interwoven) motives requires a wide frame of analysis whose scope
encompasses both the real goods and the feel goods perspective. In other words, the
real challenge is not to compete but to complement. The combination of the marketing
mix and the consumer images approach presented in this chapter attempts to make a
contribution in this respect. As a consequence, the four consumer-based Ps have been
introduced as supplements to the marketing mix, not substitutes. Taking both demand-
oriented Ps and supply-oriented Ps seriously in the context of what we currently qualify
as a consumer-driven food market is consistent with the idea that it is more nuanced and
realistic to understand various movements and changes in the food market as consumer-
dependent rather than consumer-led. We believe that this approach also accounts for
organic food consumption and its growth in market size. That is, the increase of organic
food consumption in the food market is substantially supply-driven and highly demand-
dependent. As the theme of this chapter indicates, our main interest has been consumer-
oriented, with a focus on (positive) motivations.

THE PROLIFERATION OF ORGANIC FOOD CONSUMPTION

With respect to the consumer images continuum, the broad range of motivations
underlying food consumers’ interest in buying and eating organics foods should remind
us that the strong position of organics in the collectivistic and non-materialistic domains
of the continuum is rather ‘shaky’ in the light of the proliferation of organic food
consumption. That is, we should not lose sight of the importance of expediency factors —
to borrow Weatherell’s adjective again — such as price, value for money, lack of availability
or guaranteed quality for the attitudes and actions of food consumers (note that engaged
organic food consumers also are included here; price, convenience and availability are
also motivating factors for their food choices). Whatever influential emotions and ethical
considerations are to today’s consumers and their appetite for organic foods, if the organic
food sector is unable to make the connection with the other parts of the continuum,
the expansion of organic food consumption will be limited and move only slowly away
from the marginal share of total food sales that organics have today across Europe.?® Put
differently, the market’s transformative potential for organic food consumption will be
seriously obstructed if the emotional and/or ethical aspects are overstated. Consumers’
passionate environmental consciousness and devotion to an organic philosophy are not
enough to ensure substantial growth in the organic market. To assist the proliferation of
organic food consumption, it is of vital importance that organics ‘infiltrate’ further into
the (private, pragmatic and product-related) motivations of food consumers. Figure 15.2
illustrates this argument for bringing organic food consumption from the collectivistic—
symbolic pole (eco and emo) toward the individualistic-materialistic quadrants (ego) of
the continuum.
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Figure 15.2 Proliferation of organic food consumption

Successful marketing strategies not only point at the civic virtues and public attributes

of organic foods but also search for combinations that will appeal to self-interested benefits
and private attributes. This argument is consistent with the conclusions drawn by various
authors.” Moreover, this issue brings our discussion full circle: After emphasizing the feel
good side and presenting four consumer-oriented Ps as key to modern food marketing
and the future of organic food consumption, we return to stress the importance of real
good factors for motivating organic food consumption, which are primarily the targets of
the good old marketing mix. So, if one prefers, an alternative title for this chapter might
be ‘Beyond the Marketing Mix, and Back.’
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Abstract

This chapter proposes some new ideas into the controversial discussion about whether
consumers are interested in the environmental impacts of food production and
consumption. Investigations of this issue usually concentrate on social and psychological
issues, whereas this chapter gives priority to stated preferences for environmental goods.

In this chapter, the author will overview factors of environmentally friendly
consumption behaviour; explain the externalities of food production; and provide the
results of environmental valuation surveys. As well, the author will reconsider reasons
for the gap between preferences for environmental goods and consumption behaviour, as
well as discuss possible ways food businesses might apply more environmentally friendly
production processes, combined with marketing activities.

Attitudes, Values and Food Choice

Green consumerism is a subset of responsible consumerism. It is based on the assumption
that people have a moral responsibility in their capacities as consumers to avoid causing
harm and bring about a just and sustainable world. The concept of green consumerism
also applies to businesses and their survivability, depending on whether they respond
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quickly to the demands of consumers for products and services that are environmentally
friendly.

Research into attitudes towards environmental concerns and investigations of the
willingness to pay for environmentally friendly goods and services usually show a high
level of awareness of environmental issues. In contrast, many investigations conclude
that most consumers rarely take environmental issues into consideration when shopping
for food, and a minority" consider ethical factors regularly.! Usually such research
concentrates on social and psychological factors and, in particular, people’s attitudes and
concerns, because they are deemed important, if not the main, factors behind the choice
of eco-friendly products.? In some studies, environmental concern provides a major
determinant of buying sustainably produced food,* but more studies, and particularly
more recent studies, are concluding that health concerns outweigh environmental
motivations.* Altogether, no strong relationship between attitudes and knowledge about
environmental issues on the one hand and consumption behaviour on the other hand
can be confirmed, and a gap remains in the thorough understanding of the demand for
environmentally friendly food.*

Accordingly, the critical question remains: Are consumers both willing and able
to turn their expressed interest in environmental problems into actual purchasing
habits? This issue is of interest for the food industry as it considers the adoption of
environmentally friendly production and processing techniques, in combination with
consumer communication strategies, such as labelling. This chapter cannot, of course,
provide an ultimate answer to this question — this discussion has remained unresolved for
many years — but it may provide some new perspectives on the issue.

PURCHASE DECISIONS AND UTILITY

The primacy of the social-psychological viewpoint in relation to the environmental
consciousness of consumers while purchasing any product has been criticized by
several authors.® They argue that this focus concentrates too much on attitudes and
behaviour, while other factors receive little attention. Beyond question, psychological,
socio-psychological and social investigations make important contributions to the
understanding of the demand for ‘green’ products, especially when they take account
of trends and circumstances, as explained subsequently. This chapter discusses the
problem more from a utilitarian perspective. Utilitarianism is a form of consequentialism,
meaning that the moral worth of an action depends on its outcome. Utility, the good to
be maximized, can be defined as the satisfaction of preferences, such as the satisfaction
that a consumer derives from the consumption of a good. According to this construct,
the total outcome of a purchase decision is important, and this total also includes
consequences for the environment. We can measure how strong someone’s preference is
for a good by ascertaining how much they would be willing to pay for its satisfaction at
the margin.

T However, any categorization of consumers depending on stated or revealed environmental consciousness should
be regarded carefully, because it is often based on meanings attached to some variables. Thus, it may be the same as the
basis for the segmentation, and the results become tautological. The categorization is itself an interpretation and may be a
useful basis for strategic marketing decisions, but it is not suitable for explaining or understanding the changing patterns
of consumption in the longer term.
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This chapter concentrates on preferences for environmental goods that are affected by
the food supply system. More precisely, it examines people’s willingness to pay (WTP) for
the preservation of environmental goods, which could be influenced by any stage of the
food supply chain. Furthermore, this investigation surveys food labels noting both animal
welfare and environmental issues to determine whether people are principally enabled to
consider environmental issues in their preferences during shopping decisions.

Preferences for Environmental Goods

A wide variety of conceptual frameworks assess the environmental impacts of food
production and consumption, usually based on an enormous variety of indicators.” This
chapter concentrates on consumers’ preferences rather than on the degree of externalities
of single food products. Thus, a simple model of environmental externalities meets its
requirements. When considering the ecological footprint of food products, every input
and output along the whole supply chain must be taken into account, including used
resources, required energy, the environmental impact of harmful emissions associated
with food production, processing, transportation and consumption.? This chapter also
considers influences on farm animal welfare, because several recent surveys show that
this issue is an important criterion for consumers, and it does not appear clear whether
animal welfare should be assigned to social or environmental concerns.’

Figure 16.1 illustrates the food supply chain, on the left-hand side, as well as the likely
environmental impacts of the food chain in the middle. These impacts may affect various
environmental goods and ethical values, shown on the right-hand side. The arrows to
and from the box in the middle are not bound to single effects; for example, energy is
used at each stage of the food supply chain.

The environmental impact of food production, processing and consumption can
be described as the sum of the influences on environmental goods and values. About
one-third of households’ total environmental impact can be related to food and drink

Food supply chain Activity and impact Environmental good
e Farming - e Soil - e Animal welfare
e Primary contamination e  Structure of
processing e Use of area landscape
e Manufacturing e Waste water e Genetic resources/
e  Wholesale e Emissions Species diversity
e Retail food e Use of energy e Soil quality
service e Use of water e Water quality
e Use of material e Air quality
e Transport e Non-renewable
° Garbage resources
e Climate

Figure 16.1 Potential environmental implications of food production
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consumption.!® The magnitude of environmental externalities is largely determined by
producing methods but also by processing, packaging, retailing, preparation and waste
management. Thus, the summarized impact on the environment is different for each
food product and can hardly be determined exactly.

It is not the purpose of this chapter to evaluate the magnitude of externalities of
single food products but rather to discuss the consideration of environmental impacts
according to preferences in the food supply system. The following sections present
selected surveys from the field of environmental valuation. The data come from Europe,
Canada, the United States and Australia, which means that the findings are limited to
wealthy countries; preferences for environmental goods are likely to differ in developing
countries. To ease the comparison, monetary values are converted into US$ by applying
the consumer price index (CPI) of the year 2000.

WILLINGNESS TO PAY FOR FARM ANIMAL WELFARE

It is quite difficult to estimate the WTP for animal welfare-oriented husbandry, especially
because knowledge about farming conditions is not homogenous, and preferences differ
for the various livestock animals.!" Hence, various surveys of the WTP for improved farm
animal welfare standards are difficult to compare. Nevertheless, in this section, some
exemplary results (which are listed in Table 16.1) provide an impression of the dimension
of stated preferences.

Bennett and Blaney estimate an average weekly WTP for a tax that goes to raising the
welfare standards of veal and hens as US$13.42, whereas the estimated WTP for weekly
changes in food expenditures ranged from a minimum of $1.60 per week for a ban on egg
cages to a maximum of $4.68 for slaughtering pigs in a more humane way.!? In another

Table 16.1 Willingness to pay for farm animal welfare'

Mean WTP per

Study Payment vehicle and feature household/
week (US$)
Bennett and Blaney, Tax for raising welfare standards of veal and 13.42
2002, UK hen
Increase in food expenditures for a ban on egg 1.60
cages
Increase in food expenditures for slaughtering 4.68

pigs more humanely

Burgess et al. 2003, UK | Improved welfare for laying hens 4.24
Improved welfare for diary cows 4.15
Improved welfare for chickens 3.78
Improved welfare for pigs 3.02
Nocella et al. 2007, UK, | Increase in food expenditures for improved 12.73
Italy, Germany, Spain, animal welfare standards

France
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UK study, Burgess et al.!* estimated weekly individual net benefits from schemes aimed
at improving the welfare of laying hens, dairy cows, broiler chickens and pigs. In this
study, improvements for laying hens were most preferred ($4.24), followed by enhanced
living conditions for dairy cows ($4.15), chickens ($3.78) and pigs ($3.02). However,
tests of the statistical significance of this ranking indicate equal preference for laying
hens, chickens and cows, whereas the improvement scheme for pigs appears to be less
preferred.’ This range may be caused at least partly by the image of the living conditions
of farm animals. For instance, in a 2005 European survey, people supposed welfare to be
worse for laying hens than for pigs and diary cows.!¢ In the same survey, most citizens (57
per cent) declared their willingness to pay an additional price premium for eggs sourced
from an animal welfare-friendly production system: One-quarter of respondents agreed
to a price premium of 5 per cent, 21 per cent to an increase of 10 per cent, and 11 per cent
of respondents stated that they would be prepared to accept an increase of 25 per cent or
more, which seems a quite remarkable proportion.’

In a study conducted in 2006 in five European countries (UK, Italy, Germany, Spain,
France), the estimated average weekly WTP for animal-friendly products compared with
conventional ones was about $12.73.18 Also, a recent European survey showed that the
welfare of farmed animals is a matter of concern for the vast majority of Europeans:
19 per cent declared themselves ‘very worried’ about the welfare of farmed animals, and
41 per cent said that they were ‘fairly worried’.’ To sum it up, these surveys indicate
that people in rich countries are concerned about farm animal welfare, and a high
proportion seem willing to pay a premium for the enhanced living conditions of farm
animals. However, attributes such as healthiness, leanness and safety are estimated more
important than animal welfare by the vast majority.>®

WILLINGNESS TO PAY FOR LANDSCAPE QUALITY

Land cultivation is the basis for the production of food and energy. Agricultural land,
comprising arable and grassland, covers about 40 per cent of the terrestrial land surface.
Many questions concerning biodiversity and the functioning of water and biogeochemical
cycles have their foundation in the human practice of cultivating the land, particularly
in the intensity of agricultural management by humans. Thus, the character of an area
is widely affected by land cultivation systems, which represent the first stage of the food
supply chain. Buildings for processing and retailing, as well as transportation routes,
which are necessary at every stage of the food supply system, also are part of the landscape.
Particularly in industrialized countries, the structure of scenery depends heavily on the
food production system.

The valuation of landscape thus relates to several problems. First, landscape can be
defined as a composition of many elements, whose value depends on not only their
own estimation but also their proportion in any considered scenery. Second, preferences
for sceneries depend on many factors, such as the kind of landscape of the regional
provenance and cultural backgrounds. Third, aesthetic preferences are rather individual,
which makes it difficult to estimate general preferences for various types of landscape.
Many people express a preference for specific landscapes but for very different reasons;
some may want to protect a landscape because it serves human utilitarian needs, whereas
others may emphasize ecocentric values.*!
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To understand WTP for the protection or amelioration of a landscape and its elements,
the results of recent surveys offer some guidance, as listed in Table 16.2. The selection is
limited to investigations of cultivated land, because in most cases, sensitive areas are only

marginally influenced by food production in the short term.

Table 16.2 Willingness to pay for landscape quality?*

stud Payment vehicle and type of Mean WTP per
y landscape household/year

Drake 1992, Sweden Income tax for the preservation of UsS$340
agricultural landscape

Tronstad 1993, Norway | Municipal tax for the preservation of 100
agricultural landscape

Bonnieux and Le Goffe Income tax for the restoration of local 46

1997, France scenery

Roschewitz 1999, Income tax for the preservation of 256

Switzerland agricultural landscape

Brink et al. 2000, Payments for the preservation of 68

Austria, Sweden, agricultural landscape

Netherlands, UK

Israelsson 2001, Single payment for enhanced landscape 21 (one-off)

Sweden appearance

Moran et al. 2004, UK Payments for the improvement of 46
agricultural landscape

Sirex 2004, France Income tax for the preservation of open 15
landscape

Ollikainen and Lankoski | Income tax for the preservation of open 112

2004, Finland landscape

Not surprisingly, the stated amounts vary significantly across the surveys, because
they differ in many respects, such as the characteristics of the landscape and the socio-
economic characteristics of the survey respondents. Nevertheless, traditionally cultivated
land appears to be highly estimated. Usually traditional farming is connected to
structurally diverse sceneries with different kinds of land use, like grassland, woodland
and arable farmland close together. According to the preceding results, the average WTP
for the preservation of agricultural landscape is approximately US$80-90 per capita per
year.?® Benefits arising from visitors to the countryside, who usually travel to a certain
area mainly because of its recreational values, are remarkable. Many of the sceneries
that people highly prefer as a destination for holidays, such as the Alps or Tuscany, are
characterized by agricultural activities. Pretty calculates that in the UK, day and overnight
visitors account for some 433 million visit-days to the countryside, with an average
amount spent per day of about $28 by day visitors and $97 by overnight visitors from
overseas.”*
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In addition to the cultivated landscape as a whole, certain features are also particularly
influenced by food production systems, such as hedgerows and orchards. Table 16.3 lists
the WTP for different landscape features.

Table 16.3 Willingness to pay for landscape elements®

. Mean WTP per
Study Payment Vehicle Feature Household/Year
Santos 1997, UK Income tax to protect Farm terraces US$46
landscape elements
Meadows 24
Fischer et al. 2003, Donation to a fund for Hedgerows 36-58
Germany local environmental
amenities
Hanley et al. 2004, UK Increase in general Hedgerows 20-25
taxation to avoid losses of
10-50%
Dachary-Bernard 2004, | Local tax to avoid losses Hedgerows 22
France
Henseleit 2006, Income tax to avoid losses | Grassland 30
Germany biotopes

One of the most comprehensive studies in this respect, which is not included in
the table, is the final report of the Environmental Landscapes Features (ELF) project in
the United Kingdom.? In this project, researchers used stated WTP to price the benefits
of seven environmental features, such as hay meadows, woodlands and the like. The
estimated national WTP was $198 for hay meadows, $127 for neutral, acid and calcareous
grassland and $31 for hedgerows.?”

In summary, there appears to be a high preference for traditionally cultivated land, as
well as for landscape elements like hedgerows and meadows. The highest estimation may
belong to well-balanced sceneries with woodland, flowery meadows, fields, orchards and
single trees. Therefore, small and extensively used acreages appear to have special value.

WILLINGNESS TO PAY FOR GENETIC RESOURCES AND SPECIES DIVERSITY

The impact of food production, mainly agriculture, on biodiversity is rather complex. It
can be both positive and negative, because some species rely on certain types of agricultural
activities, whereas the status of others is declining due to farm practices.?® Furthermore,
the impact of the processing and retailing sector on biodiversity is essentially negative,
not so much with regard to species diversity itself, but rather to the habitats and basic
resources that are affected. Table 16.4 contains selected results of surveys considering
preferences for species diversity.

From the multitude of investigations available in this field, some authors have
combined the results of several studies to estimate the WTP for the preservation
of species. For example, Brink et al.* estimate an average WTP for the protection of
endangered species of some $130 per capita per year, and Nunes and van den Bergh3® use a



278 The Crisis of Food Brands

Table 16.4 Willingness to pay for genetic resources and species diversity®'

Mean WTP per

Study Feature household/year
Holm-Miller 1991, Prevention of the extinction of species Us$144
Germany
Hampicke 1991, Germany | Preservation of endangered species 106-209
Spash and Hanley 1995, Animal rights 16
UK

Biotic rights 12

Ecosystem rights 13
Jakobssen and Dragun Preservation of all endangered species 96
1999, Australia in Victoria
Lundhede et al. 2004, Small biodiversity 9
Danmark s

Large biodiversity 84

meta-analysis to calculate an average WTP of $5-126 for single species, $18-194 for
multiple species, and $27-101 for ecosystems and natural terrestrial habitat diversity. Also
using a meta-analysis, Travisi and Nijkamp?? calculate an average WTP for a reduction in
pesticide risk exposure that enhances biodiversity of $14 per annum.

Itdoesnotseem useful for the purpose of this chapter toregard evaluations of individual
species, because they often suffer from the so-called embedding problem, which leads to
biased values, mostly due to the part-whole effect, sequencing and nesting.** However,
species diversity and some charismatic species, including bears, butterflies and orchids,
typically are highly estimated. In addition, people tend to value endangered species and
bigger species like mammals more than they do others.?* In all, there are clear preferences
for the preservation of species, but the WTP varies strongly depending on the volume
and characteristics of the evaluated population(s), circumstances, applied methods and
the study sample.

WILLINGNESS TO PAY FOR SOIL, WATER, AND AIR QUALITY

Most of the surveys that consider values for the quality of air, water and soil refer to certain
regions, rivers or lakes, in which there is a distinct level of pollution of these resources.
This tendency makes it difficult to conclude an average WTP for either the preservation
or the improvement to a certain level of quality, particularly in terms of air and soil.
However, surveys about preferences for water quality are more comparable because, on
the one hand, there are many of them, and on the other hand, the value of water quality
is more likely to be comparable according to its purpose, which features direct use values
such as drinking or recreation. Furthermore, the results of studies about the perceived
risks of pesticides indicate that concerns about the contamination of drinking water seem
most significant, followed by concerns about possible adverse effects on ecosystems.*
Anxieties about risks for human health from pesticide residues in food and exposure to
residues in water, soil and air rank third. Thus, it is important to note that the order of
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magnitude of a WTP estimate relates not only to the specific type of risk and the nature
of the risk scenario considered, but also to laypeople’s subjective perception of risks. Table
16.5 contains some exemplary results from soil, water and air quality valuation surveys.

Table 16.5 Willingness to pay for soil, water and air quality¢

Mean WTP per
Study Feature household/year
Boyle et al. 1994, USA Groundwater quality US$65-1,341
Crutchfield et al. 1997, 50% reduction of nitrate in the drinking 58-77
USA water
Brouwer et al. 1997, Groundwater quality 209
various countries -
Fresh water quality 97
Riverine quality 113
Carlsson et al. 2000, Income-related charge for 50% 312
Sweden reduction of harmful aerial substances
Bateman et al. 2002, UK | Scheme to reduce toxicity of vehicle 112
emissions
Bateman et al. 2006, UK | River Tame water quality improvements Small: 13
Medium: 31
Large: 48
Colombo et al. 2006, Soil conservation programme 18.5-34.5
Spain

Colombo et al.’’ estimate social benefits of a soil conservation programme of
approximately $18.5-34.5 per capita per year, using conjoint analysis and contingent
valuation. It may be somewhat challenging for laypeople to quantify a WTP for distinct
improvements of air quality though, because the average citizen is not aware of the health
risks of certain degrees of air pollution. Hence, it is nearly impossible for them to calculate
their own individual benefits from improvement activities. Carlsson and Johansson-
Stenman®* estimate a mean WTP for a 50 per cent reduction of harmful substances where
the respondents live and work of about $26 per person per month as a charge related to
income, whereas Diener® ascertains that $59 is the mean WTP per month in a similar
investigation. In contrast, Bateman et al.* estimate a mean WTP of approximately $112
by asking the following question: ‘The toxicity of vehicle emissions may be reduced in a
number of ways, but all of these cost money. Please consider the maximum amount you
would be willing to pay per year to fund a scheme which reduced the toxicity of vehicle
emissions to the level where these respiratory and health effects no longer occurred.’

Altogether, the results indicate the difficulties people have in valuing unfamiliar
goods, such as air and soil quality, so the stated amounts must be interpreted with care.
However, people appear highly concerned about the quality of air and water, whose
direct use cannot be avoided. This perception is confirmed by the higher WTP for the
quality of drinking water and groundwater compared with that for the purity of lakes
and rivers.
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WILLINGNESS TO PAY FOR NON-RENEWABLE RESOURCES

Non-renewable resources are mainly used for the production of energy, which is required
at each stage of the supply chain. Depending on the technology, the generation of
energy relates to several impacts on the environment, as well as diverse levels of health
risks. Likely effects resulting from the substitution of fossil fuels by renewable resources
include changes to the landscape, wildlife and pollution levels, particularly air pollution.
Furthermore, the change of technologies might be compared according to the creation
of long-term employment opportunities and potential increases in electricity prices to
pay for renewable sources.*’ Hence, this context seems to provide an interesting means
to learn more about preferences for different types of energy used in the food supply
chain.

A Scottish mail survey asked consumers about their acceptance of an increase
in electricity charges per annum per household because of a change in the attributes
involved in substituting fossil fuels with renewable energy resources.* According to their
choices from various hypothetical energy programmes, people were willing to pay $13.27
more for the prevention of high impacts on the landscape and a premium of $6.96 to
turn a slight increase in the harm to wildlife into no harm at all. Furthermore, Scottish
households would be willing to pay $19.87 per annum to change a slight increase in
harm to wildlife from renewable projects to an improved level of wildlife, compared with
the current status. Most important seems to be the impact on air pollution: In this survey,
participants stated they were willing to pay $23.45 to have renewable energy projects that
did not increase in air pollution compared with a programme that resulted in a slight
increase in pollution. However, the respondents did not seem to care about employment
effects, up to a certain point. The estimated values of this survey for both unaffected
landscape and wildlife improvement generally comply with results of other surveys.”

In a representative survey from 2006, German citizens were asked about important
issues of environmental policy. They gave first priority to the aim of independence
from fossil fuels and the use of renewable resources of energy instead. Atomic power
seemed to be disapproved of by the vast majority of Germans.* Similarly, in a recent
European survey, more than half of the respondents thought that the risks posed by
nuclear energy were greater than the advantages it offers.* Furthermore, they expressed
highly positive attitudes about the implementation of renewable energy technologies:
Regarding energy use, 80 per cent supported solar energy, 71 per cent wind energy,
65 per cent hydroelectric energy, 60 per cent ocean energy and 55 per cent biomass
energy. Only a marginal number of respondents opposed these energy sources. When
asked to identify from a list the two issues that should be given top priority in the national
government’s energy policy, 45 per cent of EU citizens mentioned guaranteeing low
prices, and 35 per cent chose continuous energy supply, and ‘protecting the environment’
earned only the third highest share, with about 29 per cent. To summarize, people seem
to appreciate the use of renewable resources for energy, but it is difficult to determine a
reliable WTP for the substitution of fossil fuels by renewable energy technologies.

WILLINGNESS TO PAY FOR CLIMATE PROTECTION

The debate over climate change is relatively new compared with other environmental
problems. A Canadian survey of 2004 showed that citizens at that time had only little
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knowledge about climate change and its causes.* Information about the impact of
climate change on daily life is still diverse and uncertain, which makes it difficult to state
an order of preferences for avoiding climatic change. Therefore, many researchers refuse
the application of contingent valuation or related methods to estimate preferences for
activities to avoid global warming.*” According to recent polls, global warming has gained
importance though, especially in the last 4 years, which have seen a substantial change in
perceptions of the severity of this problem.* Thus, it is not expedient to refer to surveys
before at least 2003. Table 16.6 contains the results of selected surveys.

In a 2006 US study of public attitudes about energy and the environment, the
mean WTP a premium on an electricity bill to address problems of climate change was
estimated to be approximately $14 per month, which is 50 per cent more than it was
3 years ago in the same survey.* Similarly, the European Flash Survey of February 2007
shows that half of European citizens are ‘very much concerned about the effects of global
climate change’ and a further 37 per cent are ‘not indifferent about the issue’.*® Polls
pertaining to this subject also show that government is not doing enough to address
global warming, according to the general opinion.*! The prevention of climate change
seems very important in the public view, and awareness about global warming is still
growing.

Interpretation of the Valuation Surveys

The vast majority of these surveys indicate high preferences for the protection of
environmentalresources, landscapes, speciesand habitats. Admittedly, theinterpretation
of the results of environmental valuation surveys must be cautious though. Especially
in the early surveys, the study design may have caused severe biases in answering
behaviour. Stated WTP often diverges highly within the same environmental amenities.
The amounts stated for the prohibition of negative environmental externalities and

Table 16.6 Willingness to pay for climate protection®?

. Mean WTP per
Study Payment vehicle and feature household/month
Berk and Fovell 1999, Payments to prevent changes in climate US$13.70
USA at the location
Berrens et al. 2004, USA WTP for ratification of the Kyoto 17
Protocol to reduce global warming
Curry 2004, USA Premium on the electricity bill to 13.10
address problems of climate change
Curry et al. 2005, UK Premium on the electricity bill to 18.50
address problems of climate change
Johnsson and Reiner Premium on the electricity bill to 5.60
2007, Sweden address problems of climate change
Curry et al. 2007, USA Premium on the electricity bill to 18
address problems of climate change
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the supply of positive ones might be biased by several factors, such as embedding
or prior information. Differences in WTP also might reflect survey methods and, in
particular, the payment vehicle, as well as the question format or the sample selection
method.

The validity of the numbers generated therefore depends on the rigour and logic of
the methodology. Furthermore, stated preferences depend not only on the characteristics
of the considered object, such as beauty and uniqueness, but also on the socio-
demographic characteristics of the questioned people, especially their income, age and
environmental concerns.> More or less significant differences in people’s preferences also
emerge between countries.® Moreover, there are various motivations behind people’s
preferences for environmental goods and services.” These factors all make it difficult
to interpret the survey results correctly. Accordingly, WTP answers cannot be treated as
absolute values in economic calculations, through they can be applied to some extent for
comparison purposes, as well as an indication that people hold significant preferences for
such environmental goods.*

Regarding the variation in stated preferences for environmental goods and services
and the potential biases such as the embedding effect, it seems inappropriate to conclude
the total value on the basis of a quoted WTP for the impact of the environmental footprint
of a single product. However, the stated amounts offer evidence to suggest that people
appreciate a reduction of the various negative environmental impacts of food production
and processing.

Not surprisingly, people seem willing to pay initially for the prevention of threats to
vital resources such as the climate, water and air. Farm animal welfare and the omission of
chemicals in general are valued highly, perhaps because they may affect the quality and
safety of food directly. This result is consistent with common findings of investigations
regarding the demand for organic food; that is, the choice of a food product made by
environmentally friendly farming and processing methods tends to relate to some kind
of health concerns.”” The surveys also indicate a clear desire to prevent rare goods from
extinction.” This motivation may be driven by moral values (for example, every creature’s
right to life) or by risk aversion, which means that people are afraid of losing something
forever.”

Physical product characteristics will not necessarily be altered by eco-friendly methods,
so the environmental compatibility of food products is a credence attribute. Thus, extrinsic
cues like well-designed product labels should be used to communicate the impact on
nature and animals. Recent surveys considering the question of what people want to
know about the food they eat show that the majority of consumers seem interested in the
treatment of animals and environmental impacts.®® According to Howard,®' more than 80
per cent of respondents prefer product labels as a source of information, in accordance
with the findings of most other surveys in this field.®

The following section provides an overview of some of the most common eco-labels.
The aim of this section therefore is to address environmental preferences with available
information and discuss how consumers interpret that information. In this way, this
chapter raises some new aspects of labelling.

i At the time of this writing, there is still no evidence that organic food is healthier or more nutritious than
conventional food.
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Eco-labels and Consumer Perceptions

The most common eco-labels are organic food labels, such as the European ‘Organic Farming-
EC Control System’. One of the main issues in the labelling of organic products is an effort to
generate market transparency, but the extent to which it enables consumers to make informed
choices at the point of sale is debatable, because organic labels usually provide information
about neither health gains nor the environmental footprint of the labelled products. For
example, environmentally conscious consumers would have difficulty deciding between
organic apples from overseas and conventionally produced ones from their local region, due
to the lack of clear information about their environmental externalities. Various labels refer
to different kinds of organic farming, such as those from organic producer organizations,
organic brands, retailers’ own organic labels and national and federal organic labels. It is
questionable if consumers can differentiate among these diverse organic labels, though the
labels often indicate diverse farming systems with different impacts on the environment.

Some labels indicate farm animal-friendly production systems. The most popular
labelling applies to different husbandry systems for laying hens. Other farm animals have
just a few labels that indicate living conditions, which are of limited availability and
fairly unknown. Currently the most common labels are the Freedom Food Label in the
UK, the Free Farmed and the Certified Humane Raised and Handled Scheme in the US
and the labelling and certification programme of the British Columbian Society for the
Prevention of Cruelty to Animals.

However, confusion remains about the difference between farm animal-friendly
products and organic food. Several European surveys reveal that the lack of labelling on
production methods regarding animal welfare prevents consumers from possibly shifting
toward products with higher animal husbandry standards.®® Furthermore, 51 per cent
of European citizens declared that they could very rarely or never identify husbandry
conditions from the label, and almost one-third of the citizens of the European Union
claimed it was impossible to acknowledge the rearing conditions of animal food products.
Surveys investigating the reasons for the demand for food produced in animal-friendly
ways usually reveal similar factors to those that emerge from investigations of the demand
for organic products. Accordingly, people seem to assume a high correlation between the
welfare of farm animals and the quality of food products.

With regard to climate change and greenhouse gas emissions, at the time of this
writing, no food labels exist, but considerations in a number of countries propose to
launch labels that will list the carbon footprint of food products. According to a survey
undertaken by the Carbon Trust® of the UK, 66 per cent of consumers would like to know
the carbon footprint of the products they buy.*

Various labels refer to biodiversity in some way, such as those that claim ‘bird
friendly’, ‘dolphin safe’ and ‘GMO free’, but most of them remain rather unknown.
Furthermore, most labels are difficult to associate with definite benefits for a single species
or biodiversity.

Very few food makers emphasize the correlation between food production and the
preservation of regional scenery (for example, Breisgaumilch company in the Black Forest,
Germany; Meat Dartmoor Group in Dartmoor, UK). The basic requirements for doing so

§ The Carbon Trust is a private company, is set up by the UK government in response to the threat of climate change
with the goal of accelerating the transition to a low-carbon economy.
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include outstanding scenery, evidently characterized by agricultural activities that are widely
associated with the product range. However, at this time, no official labels or legislative
restrictions on this type of claim exist. Thus, it is the companies’ responsibilities to convey
the likely benefits of the characteristic landscape through purchasing their products.

Altogether, eco-labels do not necessarily provide the information consumers need to
make environmentally friendly product choices. This lack of evidence might contribute to
the gap between stated preferences and consumption behaviour. Furthermore, frequently
cited barriers to the demand for green products can be commodity related, such as price,
value, convenience, availability in shops, promotion activities and product labelling;
they also may reflect the characteristics of consumers, like mistrust about the credence
attributes of products and processes, lack of information, habits and social contexts.

However, rarely mentioned in the literature are trends in economy and society. In
addition to the already mentioned reasons, an increasing remoteness of consumers from
the food production process, due to the declining number of farms and people working on
them, as well as the growing industrialization of farming, may be responsible for differences
between values and attitudes on the one side and purchase behaviour on the other.
Accordingly, the concentration process in food processing and retailing may diminish the
possibility that consumers can gain insights into processing methods and obtain information
about the conditions of food production. These trends make it easy for food companies to
exploit a romantic image of agricultural production and traditional processing techniques
for advertising issues. However, such changes may create problems for companies that
sell more sustainably produced goods, because it is getting more and more difficult for
them to demonstrate the differences of their own products from customary goods. Thus,
together with an increasing variety of products on the shelves, it has become complicated
for consumers to identify the advantages of environmentally friendly goods compared with
those of conventional products and then to choose the product that suits them best.

Conclusions and Recommendations

Regarding the WTP for environmental goods and the basis of information on which
consumers choose food products, there seems to be a potential to affect the food market
by applying more sustainable production techniques, combined with reliable product
information. An alternative would be to introduce more informative eco-labels to gain
consumers’ trust and assure demand in the long run. A non-negligible proportion of ethical
consumers care about this, and it is possible that this proportion will grow. At least this
fraction of consumers likely would appreciate more information about the environmental
consequences of their product choices. Considering the increasing competition and
diversification of the food market, reduced environmental impacts as a reliable characteristic
could create a crucial advantage over competing products. Labelling the environmental
impacts also could provide an opportunity for suppliers to differentiate themselves from
competitors by applying technologies that are less harmful to the climate, water and other
environmental goods or that provide improved farm animal welfare.

However, several important questions need to be considered in terms of eco-labelling.
First, to spread moral environmental reasoning to buying decisions, the characteristics
that connect the purchase to environmental problems must become salient during the
buying situation. Therefore, other characteristics of the purchase should not be too highly
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involving, to avoid ‘monopolizing’ the consumer’s attention, as price often does. Second, the
consumer should feel a high degree of concern for an environmental issue that is associated
with the particular buying decision.® Third, it is also important to consider the amount of
information people can take into account when purchasing food. Usually consumers do
not spend much time on their daily shopping, because food is a low-involvement good, and
a limited number of product characteristics are crucial for the buying decision. Fourth, the
level of knowledge about environmental issues is very different across people. Therefore,
the kind of information and its presentation requires more careful elaboration to convey
the benefits of sustainable food production and processing methods.

It is also important to anticipate the abuse of green claims and misleading advertising,
because consumers’ confidence in environmental certificates still must be consolidated.®’
Consumers are often distrustful whether products labelled ‘organic’ are produced
according to the rules of organic farming. The use of pictures and images on products
and for promotion also is often misleading. For example, many diary products have
lucky cows, green meadows and flowers on the packages, even though their milk comes
from industrialized farming systems without free range. Because these symbols stand for
animal welfare, healthy nature and nice scenery, consumers do not always get the right
impression about the conditions of production.

As can be derived from both environmental valuation surveys and investigations
of demand factors for sustainably produced food, labelling about ecologically sound
production and processing methods is probably most effective when these characteristics
indicate product quality. On the one hand, it can stimulate demand, but on the other
hand, intangible characteristics such as a reduced application of pesticides and fertilizers
can become experience attributes, which means that expectations can be confirmed
after purchase. Such an association might raise barriers to increasing demand, because
consumers could reject perhaps unrealistic expectations about better flavour or the positive
health effects of eco-friendly products after consumption. Thus, marketing experts should
communicate eco-friendly characteristics with a maximum of transparency but without
creating unrealistic expectations.

Finally, the extent to which environmental and ethical issues grow in importance for
consumers remains to be seen. The aspects may become more important as the incidence
of perceptible implications of environmental problems for daily life increase. Labelling
about environmental impacts may then influence not only on product choices of ethical
consumers but also consumption behaviour in the mass market. Further research is
necessary to understand consumers’ conceptions of environmental sustainability, quality
and healthiness. The effects of more transparency regarding the externalities of food
production, as well as labelling strategies, have not been studied very well so far, so more
investigations again are required.
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Abstract

In this chapter, we explore buyer—supplier relationships within the Australian food
industry. From a buyer—supplier perspective, this industry can be considered increasingly
adversarial. Fifty in-depth dyadic interviews were conducted with suppliers and their trade
partners. Using this research, we will investigate the role of relationship complexities,
and specifically dependence, power, conflict and opportunism. Furthermore, we provide
real-life examples of how buyers and suppliers cope with and react to relationship issues;
and, finally, illustrate the implications of this research, namely, that managers and
policymakers should pay attention to the less savoury aspects of relationship development
in an attempt to build sustainable partnerships.
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Introduction and Background

Despite difficulties in defining relationship marketing and the various schools of thought
that have contributed to current thinking, practitioners and academics generally agree
that trade partnerships offer a great advantage to both buyers and suppliers.! Indeed,
relationships are one of the most durable aspects of competitive advantage, because
relationship dynamics are practically impossible for competitors to emulate.”? Kasabov
notes that the relationship marketing literature is dominated by ‘positiveness’,® calling
for more research to consider relationship complexities such as power, conflict and
disputation, to facilitate a more holistic understanding of relationship intricacies.
Although consideration of negative aspects may not be as well researched as more
favourable relationship traits, some academics have considered their importance. Hunt, for
example, refers to dependence, power, conflict and opportunistic behaviour as attributes
of relationship failure.* This chapter focuses on these types of complexities in the context
of buyer—supplier relationships. Adopting a qualitative approach, we consider the impact
of the complexities on the development of relationships between primary producers and
their direct trade partners and take a dyadic approach. The context of the research is the
Australian food industry, to which we now turn.

CONTEXT

The Australian food industry has changed significantly in recent decades, affecting
producers, consumers and trade: “The new food economy is bigger, broader, faster and
more demanding.” The industry has moved away from independent buyers and suppliers
toward a highly integrated supply chain and highly integrated networks of buyers and
suppliers.® The historic emphasis on production, adopted across the broader food industry,
also is shifting in favour of relationship development.

The Australian retail environment

Although the Australian supermarket industry previously may have been considered
uninteresting and unsophisticated,” the very high level of concentration within the
marketplace (dominated by two main players, Woolworths* and Coles) makes for an
interesting discussion. In 2004-05, the two major players within the ‘Supermarket and
Other Grocery (not Convenience) Stores’ industry accounted for more than 70 per cent
of total market share.® This high level of concentration has increased steadily during the
past 30 years, such that the market share of the major chains increased from 40 per cent
in 1975 to 60 per cent in 1985.° There is some concern that these major supermarkets
have too much power. For example, Harvey notes that the two main consequences of
buying power centralization are the introduction of higher levels of private branding and
the emergence of dedicated, long-term supply relationships.'

i Whilst the Woolworths Group owned the variety stores which were until recently a feature of British High Streets,
Woolworths Limited is a completely separate grocery business which continues to trade in Australia and New Zealand.
Given that there are also several other retail fascias which go by the name ‘Woolworths’, we therefore feel that an
explanatory footnote is not necessary.
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Much industry discussion focuses on the two major supermarkets within the Australian
retail sector, yet a variety of buyers operate within the marketplace, including supermarket
retailers, independent retailers, greengrocers, wholesalers and specialist importers. These
varied buyers have different strategies to complement their core business," related not
only to the type of retail organization but also to their size.'? Traditional retail outlets are
now smaller in number and perhaps declining in importance, largely due to supermarkets’
ability to remain open longer and provide more stockkeeping units (SKUs) at cheaper
prices.

Suppliers

Farmers continue to face both short- and long-term challenges.” Supply and demand
issues, exacerbated by droughts and the increasing power of manufacturers and retailers,
provide a difficult environment in which to succeed. The supply side is highly fragmented;
suppliers range from large corporations to small family-owned and -operated farming
enterprises. The desire of processors and retailers to source their product from fewer but
larger suppliers has also been acknowledged."

Suppliers recognize that vertical coordination provides them year round access to
large retailers, greater security, additional information, feedback on variety acceptability
and new product development and programming advice," yet the power balance between
the suppliers and the two major retailers remains important. Although there are positive
outcomes from the duopolistic nature of the retail industry, such as demand stability, price
stability, increased flow of information, and supply chain efficiencies, anecdotal evidence
indicates that Coles and Woolworths are asserting their power to get what they want.
As some suppliers divert their produce to export markets, it becomes evident that the
major supermarkets can affect trade and domestic agricultural production significantly.'
Although the presence of smaller buyers operating within the market allows suppliers to
spread their risk, their continued survival remains threatened as the major supermarkets
continue to drive down product and transaction costs. Thus, producers must retain their
focus on price competitiveness and maintaining ever increasing quality and food safety
standards, as specified by the supermarkets.'”

Literature Review

Previous research shows the importance of dependence, power, conflict and opportunism
within horticultural buyer—supplier relationships.'® Evidence of asymmetrical dependence,
coercive power, dysfunctional conflict and/or opportunistic behaviour should result
in the demise of successful relationships between suppliers and buyers. We also might
expect that relationship complexities would not have the same detrimental effect in
circumstances in which power is non-coercive and conflict is considered functional.
Relationship development further implies that trade partners accept a certain level of
interdependency,' which can lead to potential power inequalities that result in conflict,
opportunism and, in the worst cases, relationship dissolution.
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DEPENDENCE

Dependence is a central defining construct of the buyer—supplier relationship,* related
to trust, commitment and subsequent investment.”! Both trade partners may perceive
their or their partner’s dependence differently than their partner does.?? Transactions and
goals should be mutually beneficial;*® otherwise, there may be some indication that the
asymmetrical dependence of partners renders them vulnerable to the misuse of power and
the likelihood that the relationship will fail.?* Dependence also should be greater if there
are no apparent alternatives.?® If dependence is not apparent, there will be little incentive
for either party to invest in the relationship. When interdependency exists, cooperation is
inherent.? However, if dependence seems overtly asymmetrical, distrust will result.?’

Dependence also can be considered in terms of the cost of replaceability,?® such that
the trade partner that is most dependent more readily complies with the trade partner’s
requests. Although some elements of interdependency can contribute positively to
overall relationship development, for this research, we consider interdependency a
form of relationship complexity, that is, a factor that creates complications in terms of
developing a trade relationship. For example, within the context of business-to-business
relationships, asymmetrical dependence is more likely to exist than is symmetrical
dependence. Therefore, dependence issues may affect the ability of trade partners to
develop trust, commitment, cooperation or a long-term orientation.

POWER

Core definitions of power infer control, influence or direction of one party’s behaviour by
another.? Hingley addresses the impact of power on asymmetrical relationships, noting that
its presence is not necessarily negative.** However, the modern approach to power is perhaps
not as positive, and most research considers power a negative force within relationships.

Power as a topic of concern within the global retail milieu is not a new concept. In
their qualitative study of buyers and suppliers in the UK and Australian food retailing
sectors, Dapiran and Hogarth-Scott find Australian retailers are more ready to rely on
coercive power to influence supplier behaviour.?! Retailers also often hold a higher level
of power within trade relationships because they control access to the consumer.3?

Respect and fair treatment between trade partners are important if relationships are
to succeed.® In contrast, the continual ‘exercise of power to gain acquiescence ... destroys
trust and commitment which decreases cooperation and inhibits long-term success.’?*
Even if it remains in control of policies and procedures, the more powerful partner should
accept some responsibility for the other’s profitability®*> and sense of worth. Even when
there is an imbalance of power, ‘each firm is gaining control of at least one part of its
environment while giving away some of its internal control.”

Procedural fairness binds relationship partners together,®” and for this reason,
partners may be wary of exploiting their power.®® However, as evident from the
preceding consideration of power, when one organization has a power advantage
over the other, relationship problems and, in some cases, relationship dissolution can
result. Therefore, we consider the negative impact that power can have on relationship
development. This effect may be particularly important for our research context, given
the undifferentiated nature of the industry, which typically provides a buyer with
greater power over the supplier.
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CONFLICT

There will always be conflict within relationships.** Conflict can be either dysfunctional,
and therefore destructive to the relationship, or functional and facilitative of amicable
dispute resolution.?® Although conflict may be amicably resolved (functional conflict)
and ultimately assist relationship development,*' the possibility also exists that it will
result in relationship dissolution.

Some scholars propose relationships between the optimum levels of conflict and
performance, including Rosenbloom’s U-curve,* according to which moderate levels of
conflict result in channel efficiency, and Duarte and Davies’s empirically supported linear
model.# Acknowledging the vast literature pertaining to conflict, Zhou and colleagues
address the need for academia to consider conflict by defining buyer-supplier relationship
constructs such as dependence.* Although their exploratory empirical investigation relies
on a small sample, Zhou and colleagues find support for their proposition of a difference
between buyers’ and suppliers’ perceived dependence and that this perceived difference
relates positively to channel conflict.* The only relationship variable they consider is
dependence, yet they suggest that its fundamental role may mean that other variables
similarly relate to channel conflict. The likelihood of dyadic relationships experiencing
both functional and dysfunctional conflict necessitates their consideration within our
proposed conceptual framework.

OPPORTUNISM

Opportunism is a fundamental principle underlying the trend toward buyer—supplier
relationship development. When relationships develop, organizations increase their
vulnerability to opportunistic behaviour.* Opportunism also has been defined as ‘self-interest
seekingwith guile’,*” and the conditions that allow such behaviour stem from the development
of relationships that create routinized transactions, subsequent mutual dependencies, asset
specificity and small numbers conditions. Provan argues that relationships within the larger
network structure minimize the ability of organizations to act opportunistically.*®

Which partner is most open to opportunistic behaviour depends on the context. For
example, network-suppressed opportunism is less likely to have an impact in the Australian
food industry because of the lack of competition from the buyer’s perspective. As Gulati and
colleagues suggest,*’ when relationship-specific investment occurs, transaction cost economics
dictate that the cost of the transaction increases, because the relationship-specific investments
increase the likelihood of a hold-up situation, such that the party that has undertaken the
investment becomes subject to the risk of opportunistic behaviour by their trade partner.
The likelihood that buyers or suppliers exhibit some opportunistic behaviour within dyadic
relationships prompts us to include opportunism as a form of relationship complexity.
Because of the negative impact opportunism can have on relationships, we assume that when
opportunistic behaviour is apparent within a dyad, relationship development may suffer.

Methodology

We consider a qualitative methodological approach most appropriate for this research.
Lindgreen calls relationship marketing a ‘contemporary, pre-paradigmatic and on-going
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phenomenon’ that requires consideration within its real-life context.’® Qualitative
research facilitates this consideration, by allowing an exploration of the relationship with
all its rich and meaningful characteristics intact.>! This chapter draws on findings from 50
in-depth, dyadic, semi-structured interviews conducted across food-based organizations
in five states of Australia. We provide the characteristics of the interviewees in the
Appendix. The dyadic approach involves both buyers and suppliers, who provide their
own views of the relationship between them (unit of analysis). A snowball sampling
method was used. The interviews include both buyer and supplier perspectives of the
relationships between direct trade partners and took place in 2005 and 2006. With the
in-depth interviews, we can follow up and explore emergent ideas, though we are guided
by a semi-structured interview guide. Probe questions were used throughout the in-depth
interviews. To illustrate the key themes, we include selected excerpts from the interviews
in the Findings section. We also employ pseudonyms to maintain the confidentiality of
participants.

Findings

In this section, we consider how complexities may affect the development of relationships
within trade dyads in the Australian food sector.

DEPENDENCE: LARGE RETAILER AVOIDANCE

Many partnerships are characterized by asymmetrical dependence, which left the more
dependent partner in a relatively weaker position. Although some buyers claim they
are dependent on their supply partners, this situation is relatively rare. For the buyer,
dependence usually is manifested by having only one supplier from which it could source
a particular product. As stated by Aileen (gourmet retailer), “There’s one I deal with only
because I can’t get the product anywhere else. If I could get it somewhere else, [ wouldn’t
deal with them.” Such dependence on a particular product or brand is a situation that
larger supermarkets are reluctant to develop.

Although respondents discuss their dependence in terms of interdependent trade
relationships, we also find evidence that some actively seek to avoid such situations,
as illustrated by the use of multiple suppliers of particular products and a reluctance to
allow supplier brands into retail stores. Despite its dependence, the buyer’s power to pick
and choose suppliers is thus maintained. Therefore, our research reiterates the recognized
tendency for suppliers to represent the dependent party in trade relationships.

POWER: DOES SIZE MATTER?

As expected, buyers are the more powerful trading partners, yet the buyers’ perceived
level of power within a relationship does not increase as the organizations’ size increases.
Larger retailers often are assumed to have greater levels of power within a relationship,
yet small retailers also indicate that they regard themselves as more powerful than their
supply partners. As Paulo (small retailer) notes, if a supplier starts to cause problems, he
has no qualms about letting it go. Such an attitude reinforces the belief that he is the
more powerful party within the relationship:
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A couple of them [suppliers] can get very demanding. ... Suppliers that take it out on our staff,
we don’t deal with them anymore; it happens with customers too, if they have a complaint and
they yell and scream at a staff member. But ... you have to be a little bit diplomatic with the
customers ... you don’t have to with the suppliers.

(Paulo, small retailer)

It is unlikely that Paulo would have developed a relationship with any suppliers that
directly exerted such aspects of power.

Inherent amongst most buyers is the assumption that they have more choice than
their trade partners and could exercise their power in the relationship by switching
suppliers. However, there are some exceptions to this behaviour. In some circumstances,
the switching costs are too high, such as when suppliers own exclusive access to a
product, which allows them to establish a higher level of power within the relationship.
This power relates to the dependence of the buyer on that product: ‘They’re [supplier]
just hopeless, they’re totally disorganized but ... you can’t get it any other way’ (Aileen,
gourmet retailer). Aileen recognizes that this particular product is integral to her retail mix
and that she must therefore deal with a trade partner with which she otherwise might
not. However, this manifestation of power, as a result of dependence, does not mean
that a close relationship has developed. Instead, the relationship may exist in a more
transactional form, with no strategic relationship development. Relationships are more
likely to develop in circumstances in which the trade partners recognize the strategic
importance of the other and attempt to nurture the relationship to protect this asset. In
our research, this finding emerges from examples of exclusive arrangements. Requests
for exclusive arrangements come from both buyers and suppliers. Few retailers ask for
exclusivity in their relationships with suppliers, recognizing the difficulty of committing
to only one buyer if the buyer cannot purchase all of the supplier’s product. However,
some retailers state that they give preference to products for which they have exclusive
arrangements, as Emily (gourmet retailer) notes:

Trying to be competitive and stuff, I always say, ‘Look, am I the only person in here who is
gonna sell this?’ If I am, then yep I would take it on. You know if every other shop is gonna sell
it then I'm more inclined to say no because what’s the point?

(Emily, gourmet retailer)

The majority of retailers, however, accept that to survive, small suppliers must sell to
multiple buyers.

Large buyers invariably get implicated when power becomes a more important issue.
Suppliers experience the impact of both real and perceived power when dealing with
major supermarkets and independent supermarket chains. Supermarkets exert power
over trade partners in various forms, including pressure on suppliers to abandon their
own brand strategy and pursue the supermarket’s retail brands and encouragement of
suppliers to commit significant financial resources to servicing the relationship, often
without written contracts. Brian (seafood supplier), however, fears that supermarkets
would attempt to trap him in a supply contract and then change the terms, leaving him
with no alternative but to continue dealing for limited return. This fear represents a real
risk, given the dependence that many supplier organizations had developed by building
their capacity to deal with supermarkets. After making such an investment, suppliers
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would find it difficult to find alternative markets for excess supply, should they lose their
major supermarket account:

We don’t like supermarkets ... they’ll get you into a contract, lock you in and then lower the
price and cut the floor from underneath you and you’ll be stuffed. Then you're in a contract
with them and you can’t go anywhere. We don’t want to go there.

(Brian, seafood supplier)

In an attempt to regain some of the power in the relationship, Ada (fruit supplier) had
established a coordinated group of growers to supply a major retailer. However, this option
met with some challenges. The major supermarket that the group dealt with was doing
everything in its power to separate the growers and attempt to force them to negotiate on
an individual basis. Maurice (vegetable supplier) tells a similar story, whereby a tight-knit
group of growers shared information and ultimately developed greater strength in their
negotiations with large buyers:

The relationship we’ve had with them hasn’t been too bad. ... They try the old tricks. ... I mean
there’s only two growers in Tasmania and they say, ‘The grower up the road said he’ll give them
to me for $20. Can you give it to me for $19?” Well, I know for a fact the grower up the road
won't give it to him for $19 because our industry is too close-knit.

(Maurice, vegetable supplier)

Faith’s (fruit supplier) large organization can exert more power over its major
supermarket buyer because of its ability to provide large volumes of fruit. In addition,
its exclusive access to particular varieties affords this supplier more control within the
relationship. She discusses her organization’s ability to let the retailer think that it was
making strategic decisions and exerting power within the relationship, whilst Faith
actually made the decisions for them:

We let them think that that’s what they do but ... we've never had a product deleted. We've taken
products off the shelf when they’re not performing but we’ve never had a retailer come to us and
say, ‘Hey, listen, that baby spinach, it ain’t working for us. We want more margins or we’ll get it
off the shelf.” We go there and we say, ‘Hey, listen, the baby spinach, it’s not giving you enough
margin so what we’re gonna do, we’re gonna tart it up, we’re gonna do this, do that or we’re gonna
delete it; and if not we’re gonna replace it.” So we work really, really hard on understanding the
stats; understanding the consumer trends to make sure that we’re actually in the driver’s seat.
(Faith, fruit supplier)

Faith could create a more symmetrical power base by being more strategic and
staying ahead of the buyer in terms of the direction of the category. Her organization
acts in a way her trade partner should perceive as in the long-term best interests of the
dyad. In addition, she appears committed to the relationship through her new product
development and the tailoring of the product mix to suit the consumer statistics provided
to her organization. In contrast, organizations that approach power differences in a more
reactive fashion appear less likely to develop stronger relationships. Instead, the nature
of power to destroy trust and commitment, decrease cooperation and inhibit long-term
success reduces any such opportunity.*?
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CONFLICT: ALWAYS PRESENT, MOSTLY FUNCTIONAL

Conflict emerges as a natural component of negotiations. Respondents cite various
reasons for conflict, including price and quality, exclusive arrangements and a perception
of unreasonable requirements. The majority of the respondents perceive conflict as
inevitable and suggest that strong relationships allow partnerships to recover from
incidents that potentially strain the relationship. Thus, most conflict could be considered
functional with amicable dispute resolution, not a detrimental impact.

George (fruit supplier) anticipates conflict in his relationship because of exclusive
supply arrangements. In considering such conflict, he acknowledges that supplying
multiple retailers within one area is not in the best interests of the relationship; rather, he
would prefer to support one or two retailers. In addition to limiting the number of outlets
that sell his product within each retail precinct, George provides added incentives, such
as greater margins, which he clearly communicates to his buyers:

It is inevitable to have conflict. If we are going to have conflict I suspect it is going to come in
the area of, ‘Well, I don’t want you to sell it to my competitor,” because they might be based
in the same shopping mall or something like that. But I go to the markets, the Central Market,
and we are only in one stall there and we want one more and then we’ll limit it to that. We
want people to push our product, if we are in 10 stalls there well they’ll say, “‘Why should I push
it?’ But if there is one, they’ll push it. I also try to make it so that they can make a good gross
margin so that if they sell ours they make more money.

(George, fruit supplier)

James (meat supplier) experienced dysfunctional conflict with a major retail buyer
that led to the dissolution of the relationship. He believes that the organization made
unrealistic demands on his organization. In this specific instance, he refers to the
unreasonable quality assurance requirements of his buyer:

We've got a licenced abattoir ... Australian standard, inspected by the DPI [Department of Primary
Industries| twice a year or, if anything is wrong, it would be more often which costs us $1300.
[Major supermarket] wanted to fly an auditor in from New South Wales at our expense to look at
it and we weren’t prepared to do that. They either accept the Australian standard or they don't.
(James, meat supplier)

Demands perceived as unreasonable, especially those incurring additional financial
commitments at the supplier’s expense, were the cause of many conflicts that sometimes
result in relationship dissolution. Yet Spencer (major supermarket) claims his organization
has developed a means by which suppliers would become so entrenched in its quality
assurance programme that the possibility of confusion regarding quality requirements is
minimal. Spencer also considers communication vital in avoiding conflict:

By the time they get to the stage where they’re supplying a lot of animals they would have
become very skilled at grading the animals. So the conflict doesn’t happen. As I said, the
communication is there constantly so there’s never any hiccups with them.

(Spencer, major supermarket)
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Cash flow and a perceived lack of honesty also can cause conflict. Cash flow remains
a very important issue for suppliers, and many relationships have been dissolved because
of non-payment or late payment:

I had a buyer in Sydney that I wasn’t getting on with and I basically got rid of him, well not
got rid of him, we are currently in the process of finding someone else and that was primarily
because of paying ... That is a really big part of the problem that we’ve got, cash flow. You can’t
wait 4, 5 months to be paid.

(Sam, nut supplier).

Brand strategy support also causes conflict within some relationships when gourmet
retailers request exclusive rights to the suppliers’ brands. This request creates tension in
the relationship, a risk that suppliers need to manage actively. If conflict is functional, it
can prompt trade partners to open the lines of communication, share information and
develop greater understanding and respect for the partner’s position. The trade partners
we interview primarily note functional conflict, which does not result in the break-up of
the relationship.

OPPORTUNISM: SQUEEZING THE SUPPLIER?

Opportunism is inherent to most discussions of buyer—supplier relationships and even
moreapparentwhen major buyers areinvolved. Unsurprisingly, buyers donotacknowledge
explicitly that they engage in opportunistic behaviour, whereas suppliers clearly indicate
the presence of such behaviours. Opportunism predominantly occurs when buyers place
pressures on suppliers in terms of quality requirements, price reductions and relationship-
specific investments. These demands are expected to come at the supplier’s expense,
without any contracts to bind the relationship legally.

When suppliers deal with major supermarkets in Australia, relationship-specific
adaptation generally is required to meet their stringent quality assurance specifications
and expand production facilities to meet the large volumes required. Because there are
only two major supermarkets in Australia, if suppliers expand their production capacity
to supply large supermarkets, they usually need to do everything in their power to ensure
they can sustain that relationship, because of the capital investment required. In such a
situation, opportunism clearly occurs; major supermarkets put supply contracts out to
tender on a regular basis, which pressures the supplier to maintain low prices to retain
the contract and thus be able to pay off their capital investment.

Carlos (independent supermarket) discusses the ability of his organization to assist
suppliers in obtaining volume sales and increase their production efficiency. However,
Carlos’s organization also put each contract out to tender regularly, ensuring that it
continued to receive the product at a price that may have been too low for the supplier
to maintain:

We have a relationship with the suppliers. I mean it’s in their interest to drive the volume
through our stores. It’s in our interest to drive the loyalty through the customers. We will
send out and push promotional programmes with the suppliers but they will be very quick to
respond and knock on our door to promote [their product]. Where they can get volume and
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sales, they will take advantage of that ... because we have the vehicle which they can use to
drive volumes.
(Carlos, independent supermarket)

Thus, Carlos does not believe he is taking advantage of his suppliers; rather, he is
providing them with an opportunity that would allow them to increase their efficiency
and reach sales volumes that may otherwise be unattainable. However, existing literature
also notes that some trade partnerships may appear cooperative when in reality, one
trade partner simply has learned not to complain.*® Thus, though Carlos’s trade partner
continues to pursue the relationship, it does not mean that it is not being exposed to
opportunistic behaviour.

Although not in a relationship with a large buyer, several suppliers imagine that they
would be subject to opportunistic behaviour if they were to begin dealing with the major
supermarkets. Brian (seafood supplier) prefers to deal directly with small retailers and
has no intention of trading with large buyers to move excess quantities. He believes that
dealing with the major supermarkets would require him to sign a supply contract, which
might allow the supermarkets to change the price agreement subsequently. Although
the pressure on suppliers to maintain low prices is evident from discussion with major
supermarket buyers and their trade partners, written contracts are rarely involved. Only
one dyad in our research has a written contract, and even it is not legally binding but
rather more like a memorandum of understanding.

The opportunistic behaviour of major supermarkets, as perceived by suppliers, is a
hard reality for Ada (fruit supplier), whose products the supermarkets had rejected because
they did not meet their quality specifications, though she believes they simply had over-
ordered the product:

Going to Queensland, they’re rejected before they actually get there. They’ll accept [the value-
added product] but the other ones don’t pass. They’re not good enough. They haven’t even
arrived to be inspected yet so, you know, but that sort of stuff does happen and ... other times,
they’ll reject them once they've landed and we’ve had our agents from that particular market
pick them up ... and they bring them back and there’s nothing [wrong with them]; they’re
perfect, there’s absolutely nothing wrong.

(Ada, fruit supplier)

Ada further notes that ‘They try to push us down to our most competitive to a point
where we can barely survive at times’ — behaviour that in this case can only be viewed
as opportunistic. However, such opportunistic behaviour is associated only with larger
partners.

Conclusions

The lack of written contracts in this industry, combined with relationship-specific
investments, leads many suppliers to feel quite vulnerable. This feeling gets exacerbated
in many cases by issues of dependence, power, conflict and opportunism, which we
consider further here. When a partnership is characterized by asymmetrical dependence,
the supplier has grown reliant on the volume of sales available by dealing with the buyer.
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Thus, the asymmetrical nature of the relationship gets exacerbated as the supplier becomes
ever more reliant on the trade partner for sales volumes, whilst potentially sacrificing its
own relationship with the end consumer.

Power is evident in most relationships, such that trade partners wish to gain access
to the end consumer, and the trade partner closest to the end consumer tends to have
the most power. In most cases, the buyer controls access to the consumer, though smaller
suppliers could develop more direct methods of distribution and thus gain more control
and reduce the dilution of consumer information by remaining closer to the points of sale.
Such circumstances meant that suppliers often did not have to share power and enjoyed
greater access to information. However, it also meant that access to greater volume sales
was not possible.

Although in some relationships (that is, those involving suppliers that rely on
the volume of sales promised by large buyers), power and dependence do not deter
relationship-specific investments, the lack of strategic commitment to relationship
development could result in the relationship being not entirely collaborative. Both parties
retain their own agendas and pursue their own strategies separately. Both functional
and dysfunctional conflict also emerge in trade dyads and, in the worst cases, ended in
relationship dissolution. When dysfunctional conflict is apparent, a positive relationship
is not. Such conflict results in one or both trade partners retracting from the relationship
and simultaneously withdrawing their resource commitments. Opportunistic behaviour
by the buyer also affects the development of positive relationships, such that suppliers
that feel open to opportunistic behaviour appear reluctant to invest in the relationship
with their trade partner.

MANAGERIAL RECOMMENDATIONS

Complexities are an ever-present feature of dyadic relationships between suppliers and
their buyers. We provide evidence of the increasing power of buyers within the Australian
food industry, a concern for many in the sector who seek a more equitable balance. As
with the UK context,> many suppliers feel dwarfed by the size and resultant power of
their retail trade partners and have little option but to acquiesce to the requirements of
the supermarkets or choose distribution methods that do not include dealing directly
with large retailers. Large suppliers, though not as weak as smaller suppliers in relation to
their retail trade partners, still face a scenario of dependence because they require large
volumes to sustain their business. Such large volumes require a relationship with at least
one of the major retailers.

For managers, being aware of these relationship complexities is important and
may allow them to minimize the hindrances to their trade relationships. For example,
recognizing conflict in a particular relationship might allow it to evolve from a
dysfunctional situation to one that is functional, possibly strengthening the relationship
between trade partners. A small supplier that recognizes its dependence on a larger
counterpart may reduce this inequity by seeking out alternative partners and/or new
product lines. Retail buyers, especially those in larger organizations, also would do well
to recognize the pitfalls inherent in relationships characterized by these complexities.
Seeking to lessen situations of asymmetrical dependence, power, conflict and opportunistic
behaviour may allow more collaborative relationships to develop, ultimately leading to
a potential sustainable competitive advantage. Such collaborative behaviour could be
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reinforced through the enactment of written contracts, however unpalatable this option
may seem to some buyers.

Policymakers might consider legislation that recognizes the complex nature of
relationships in these sectors and takes into account the power of buyers, especially
retailers, within the Australian marketplace. However, in addition to the primary concerns
about the price received by the supplier for the product, there should perhaps be wider
consideration of the impact of power on the supplier’s strategic direction. As suppliers
become tempted (or forced) to abandon their own strategies to retain partnerships
with major retailers, the Australian marketplace comes at risk of further enhancing the
power of the retailers. The dependence of suppliers on major retailers, coupled with the
potential for power issues and opportunistic behaviour that suppliers may be subjected
to, may require the consideration and assistance of federal and/or state governments.
An industry watchdog might be established that would monitor the behaviour of those
involved in the industry. In addition, new legislation could seek to curb potentially
opportunistic behaviour by supermarkets, while also protecting the rights of their supply
trade partners.

FUTURE RESEARCH AVENUES

This dyadic approach provides rich data on which we draw. In terms of further research,
we suggest that this methodology might be extended into other national and supply
chain contexts. Moreover, research that investigates agri-food chains with intermediaries
would be welcome. Such investigations could include, for example, how adding more
chain members affects perceived relationship complexities.
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Appendix 3 Characteristics of Interviewees

Interviewee Name State Job title Full-time
characteristics (pseudonym) employees in
and industry company
Dairy Debbie TAS Owner 3
Trade Services Alison TAS Manager 20
Dairy Kylie QLD Director 2
Retail Winona QLD Owner 5
Dairy Delia QLD Owner 2
Retail Kent QLD Manager 7
Nuts Sam QLD Owner 3
Retail Paulo QLD Owner 1
Fruit George SA MD 2-5
Retail Jasmine VIC Owner 2.5
Dairy Jemima TAS MD 15
Retail Pedro VIC Buyer 1000+
Dairy Louise TAS Manager 8
Retail Larry VIC Owner 50-60
Dairy Sandy SA Co-Owner 5
Retail Don SA Manager 5
Fruit Heather SA Owner 1
Retail Rochelle SA Manager 3
Fruit Warner SA MD 4.5
Retail Emily SA Co-Owner 2.5
Vegetable Terry SA GM 120
Retail Carlos SA Marketing Manager 1000+
Dairy Miranda SA Owner 2
Retail Jordan SA Owner 6
Vegetable Kenya TAS Marketing Manager 5
Retail Valerie TAS Owner 2
Seafood Brian TAS Manager 1
Retail Sally TAS Owner 3
Vegetable Nick TAS Farm Manager 4
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Interviewee Name State Job title Full-time
characteristics (pseudonym) employees in
and industry company
Trade Services Sahara TAS Owner 5
Vegetable Mel TAS Director 4
Trade Services Spike TAS Owner 3
Vegetable Maurice TAS MD 20
Retail Sean TAS Manager 15
Fruit Ada VIC Owner 8
Retail Salma TAS Manager 4
Meat James TAS Co-Owner 2
Trade Services Percy TAS Owner 2
Fruit Abi TAS Owner 2
Retail Aileen TAS Owner 1
Vegetable Hannah VIC Marketing Manager 20
Trade Services Tom TAS Owner 7
Fruit George NSW Owner 1
Retail Kathy NSW Retail Officer 1.5
Beef Romilda QLD Marketing Manager 1.5
Retail Spencer VIC Buyer 1000+
Fruit Faith QLD Marketing Manager 150
Retail Maddox NSW GM 1000+
Fruit Alannah VIC Marketing Manager 5
Retail Mabel VIC GM 18
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Introduction

This chapter investigates the potential benefits and risks of the development of supermarkets
relative to other forms of food distribution, especially for the poor population of Vietnam.
The poor here include consumers and traders as well as farmer producers. The first section
of this chapter explores the rapid development of supermarkets throughout the world and
particularly in Asia and Vietnam. This development has been accompanied by marketing
innovations and the concentration of capital among selected investors. Issues relating to
the distribution of value generated by supermarket development, especially in Vietnam
where poverty alleviation is a major policy concern, are raised in the second section. The
controversies spawned by these issues are then developed, including the positive approach
applied to the development of supermarkets in Vietnam versus a more balanced approach
investigating the potential exclusion of the poor due in particular to labour-intensive
technologies and diversity in the types of food distribution. The relevance of this balanced
approach is confirmed by empirical evidence gathered in Hanoi and Ho Chi Minh City
regarding the access of poor consumers, traders and farmers to different food retailing
points. Managerial recommendations suggest ways that each of these food retailing points
could sharpen their competitive advantages relative to supermarkets, especially in terms
of consumer proximity. This chapter also addresses supermarkets and ways to incorporate
small-scale suppliers. The conclusion provides an examination of the intrinsic value that
the Vietnamese situation demonstrates and the need to preserve diversity and consumer
proximity in food distribution, which has now declined in many other countries.

Background

Although Vietnam continues to receive praise for its success in poverty alleviation, poverty
and unemployment remain major concerns for the government and donors. In 2004, the
poverty rate was estimated at around 20 per cent (compared with 58 per cent in 1993).
Vietnam would like to achieve the status of a middle-income country by 2010 and increase
its present gross domestic product of 600 (US) dollars to a level in excess of 1000 (US)
dollars per year.! Poverty in Vietnam is mostly rural; the rural poverty rate is 25 per cent
compared with 4 per cent in cities. Yet urban poverty often gets underestimated, because
most migrants are not registered and do not benefit from social services. Cities also are
growing at a rate of 3 per cent per year, though urbanization remains limited in comparison
with other Asian countries (for example, 25 per cent in 2002 compared with an average of
36 per cent for Southeast Asia). Reducing rural and urban poverty is one of the four pillars
— termed social inclusion — of Vietnam’s 2006-2010 Socio-Economic Development Plan.
Food distribution is a key factor for the social inclusion of the poor, because it creates
small-scale business activities and affects the access of the poor to food commodities.?
Although not as rapid as in other countries of Asia, such as Thailand, the development
of supermarkets in Vietnam is progressing at a steady pace. In late 2001, Vietnam had a
total of 70 supermarkets, 32 in Hanoi and 38 in Ho Chi Minh City, whereas there had
been none before 1990.® Consumers also are expressing growing concern for the quality
— and more importantly safety — of food products.* This demand has encouraged the
development of supermarkets as the point of sale for food products and is promoting new
retailing enterprises operating through market stalls or shops, for which efforts toward
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visual quality (for example, attractive presentation or packaging) and communication
about product safety represent major promotional tools.

The rapid development of supermarkets in both developed and developing countries
has been extensively reported on in the last decade, particularly by Reardon and Berdegué
in Latin America® and through a recent workshop organized by FAO in Malaysia with
regard to the Asian context.® In Asia, the first supermarkets emerged in the 1990s, and
Malaysia is reportedly the most advanced in terms of supermarket development. China
has seen a staggering rise in supermarket development, with annual growth rates of
40 per cent for supermarket outlets and 80 per cent in the value of sales.’

In Vietnam, the marketing of fruits and vegetables is still characterized by a diversity
of distribution chains that include formal and informal markets, street vendors, shops and
supermarkets. Formal markets are planned by the state (may be totally or partially roofed),
and each has a management board. In these markets, retailers pay monthly rent for their
stall, plus taxes. Informal markets are open air and not subject to state planning. Street
vendors usually are mobile vendors selling from baskets, bicycles or motorbikes who move
from one place to another. Street vendors also may sell as groups at certain times in the day.
Stores are defined as a shopping area of less than 500 m?, with walls and roofs. They are
commonly set up on the ground floor of residences. According to the Vietnamese Ministry
of Trade, supermarkets are diversified retail sale units occupying an area of more than 500m?
and characterized by self-service and various infrastructures, including parking areas.

The government is promoting the expansion of supermarket distribution and had
plans to eliminate all informal trade at the time of this research work. The examples
reported from other countries raise doubts about the sustainability of forms of food
distribution other than supermarkets. In Latin America for example, where poverty affects
40 per cent of the population, supermarkets experienced rapid growth, initially in major
cities (1980s), followed by small cities and towns (late 1990s). Supermarkets were initially
established in wealthier neighbourhoods and then middle-class areas, before finally
reaching working-class areas. Their share in supplying consumer demand increased from
10 to 20 per cent by 1990 and then to 50-60 per cent in 2000, a growth pattern that
took 50 years in the United States. In Guatemala, the poorest country in Latin America,
supermarkets increased in number from 66 in 1994 to 128 in 2002 and sell 35 per cent
of the total quantity of food sold in retail outlets (up from 15 per cent in 1994). Since
the 1990s, Asian countries such as Singapore, China and Thailand have had increased
access to supermarkets, the diversity of which reflect the living standards of the customer
base. In Thailand and Taiwan, large-volume distribution represented 20 per cent of fresh
product purchases in 2000.% Three main factors explain the growth of large-volume
distribution worldwide: (1) urbanization; (2) growth in incomes, which has both direct
and indirect effects (for example, purchase of refrigerators, means of transportation); and
(3) increasing proportions of working women.

Issues

The development of supermarkets goes hand in hand with value-adding activities: ‘Modern’
wholesale and retail firms are characterized by investments in shelf presentation (packaging,
storage), advertising and selection of suppliers based on quality and regularity criteria. These
investments, together with the economies of scale generated by volume distribution, add
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much value to the business of food retailing, compared with more traditional retail outlets
that sell uniform, undifferentiated products to consumers.’ Thanks to economies of scale,
they also have the potential to cut distribution costs and offer more affordable products
to consumers. Although at present, most supermarkets still sell at higher prices than
marketplaces in developing countries, the situation may change as supermarkets expand,
as was the case in Latin America in the 1990s. The challenge is how to ensure that the value
added by these new enterprises can be distributed effectively to the poorest people rather
than primarily bringing profit to those who are able to invest in this demanding business
and excluding the poor who cannot compete with them. What are the effects of new
distribution chains on the poor, who are both consumers and suppliers of food products?
How can the modernization of distribution better fit the demands for food and income for
the poor? Which, among present and alternative distribution chains, should be promoted
and supported with more positive effects for the poor?

These issues are all the more acute in developing countries, where poverty reduction,
employment generation and affordable food are major concerns of many governments
and donors. Currently, the planned rapid increase in supermarkets and the elimination
of provisional markets and street vendors appear in the strategy of the Vietnam Ministry
of Trade’s Domestic Trade Department from the present until 2020, based on the grounds
of ‘modernization’ and ‘civilization’.'

Controversies

The debate about rapid supermarket development throughout the world can be expressed as
follows: It is a positive approach to food modernization, an innovation that benefits all actors
in the chain, or it is a negative approach that injects foreign capital into the economy to the
detriment of local actors. In Vietnam, the first position usually appears in documents and in
the policy statements of public officials and international experts. The idea of modernizing
food distribution as a positive innovation has been convincingly summarized by Hagen.'! One
of the main features of retailer innovation is self-service, which goes hand-in-hand with pre-
packaging and thus protects products from damage by handling. Mass distribution enables
economies of scale and market power, themselves drivers of cost reductions. According to
Hagen, most of these innovations have a positive effect on cost reductions, and if the private
sector is slow to adopt them, it is mostly because of a lack of external impetus.

Yet this characterization may be a naive assessment of innovations. Innovations are
rarely neutral, relative to the factors of production; they are generally biased in favour of
capital.'>? Most of the innovations listed by Hagen require substantial capital investment.
Some of them are labour-saving, such as self-service, mass volume distribution and
scanning cash registers, whereas others transfer labour from traders to consumers (for
example, self-service), from traders to employees (cash registers) or from traders (and
consumers) to farm enterprises (pre-packaging, processed food). Because food retailing
has very high labour costs relative to profits, modern retailers such as Wal-Mart have paid
much attention to managing them and increasing labour productivity.'* The problem with
labour-saving and scale-biased innovations is that they have a greater negative impact on
employment of the poor and may be less suitable to a country like Vietnam, where labour
is in excess supply, than is the case with capital-saving or neutral innovations (without
massive credit programmes focusing on the poor).
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A major challenge for poverty reduction may be the need to develop capital-saving
and scale-neutral innovations. The flexibility of street vending may enable access to
consumers in a decentralized way, which could be regarded as an innovation that reduces
costs (time, money) for the consumers compared with the more centralized distribution
patterns of supermarkets. In Europe and the United States, the development of modern
distribution system has coincided with a greater concentration of power in the hands of
a few multinationals (for example, Wal-Mart), less favourable working conditions, lower
salaries for employees and the creation of ‘food deserts’ (areas where it is difficult to
purchase food if consumers do not have their own means of transportation).'* Numerous
advocates of ‘alternative distribution food chains’ claim that citizens should be able to
access local, neighbourhood, small-scale retail points — run directly by farmers if possible
- rather than being limited to mass-scale monopolistic distribution.!> Supermarkets vary
with regard to social objectives (balancing ethical standards versus competitive pricing);
there should at least be the promotion of ‘responsible’ supermarkets. As for the impact
of supermarkets on food prices, the situation is highly variable according to the stage of
supermarket penetration and the nature of the products they sell.'®

Reports from other countries show that supermarkets have brought about several
changes that challenge small-scale farmers. Food quality standards developed by
supermarkets compensate for the absence or inadequacy of public standards. They also
serve as marketing tools, enabling supermarkets to compete with the informal sector by
claiming superior product attributes.!” In addition, large volume requirements, daily delivery
obligations, requests for deferred payments and the need for bank accounts all result in the
exclusion of small-scale farmers.'® The characteristics of small-scale family agriculture, with
its diverse farming systems and practices that result in disparity and a lack of uniformity in
agricultural produce, complicate matters for supermarkets that have exacting requirements
and standards. This typical situation marks Vietnam, where tens of millions of farmers
cultivate less than one hectare per household.!” Thus, intermediaries such as wholesalers
or farmer organizations can play important and needed roles by connecting farmers and
supermarkets, providing economies of scale and offering specialized skills in product
assembly, grading and the transfer of information between buyers and sellers.

We advocate a balanced attitude when analyzing the impact of innovations on all
actors in the chain of supermarket development, one based on stringent assessments
of the impact of different types of distribution with variables pertaining to of capital
and labour resources for consumers, traders and farmers. These issues are not commonly
dealt with in existing literature, which highlights the value of this research presented
for the case of Vietnam, which investigates the impact of supermarkets and alternative
distribution chains on the poor, who include consumers, traders and farmers.

Methododology

To test our hypotheses, we collected data about the access enjoyed by both farmers
and consumers to the various distribution points and the reasons that determine their
choice of retail outlets, with a focus on poor households. We also used secondary and
census data to estimate the impact on employment (induced by centralization) of the
various distribution points. The data collection methods are summarized in Table 18.1
and Table 18.2.



316 The Crisis of Food Brands

Table 18.1 Nature of data collection by issue

Issue Nature of information Collection method

Trends in the nature | Changes in retail points; policies on food | Documents from/interviews with

of distribution distribution Vietnamese Department of Trade and other

points government levels

Consumer access Where and what they buy and why they | Surveys of poor households: 110 in Hanoi,
buy at certain places 52 in Ho Chi Minh City (+65 non-poor)

Price differences between supermarkets, Comparison of 10 products in Hanoi and
markets and street vendors Ho Chi Minh City between supermarkets,
shops, street vendors and markets (3
points/type, 3 vendors/type, randomly

selected)

Supplier access 4 value chains analyzed (vegetables in Hanoi and Ho Chi Minh City, lychee in Bac

Giang, rice in Hai Hau)
Impact on Number of people employed by Census in 2 districts and extrapolation
employment (retail) | supermarkets, markets, shops and street

vending
Mapping of value Nature and location of intermediaries Cascade interviews from sample retailers to
chains farmers
Organization of Relationships (horizontal + vertical) In-depth interviews among a sample group
value chains of traders (retailers, wholesalers, collectors)

. o and farmers

Performance of Constraints and opportunities in
value chains production and marketing

Distribution of costs and benefits

CONSUMER SURVEYS

Our results combine quantitative and qualitative data for a simple descriptive analysis.
Surveys on the access of poor consumers to different retailing points were performed in
Hanoi (the capital of Vietnam) and Ho Chi Minh City (the country’s largest city), together
with a comparison of prices among different points of sale in these cities.

The poor are rarely considered consumers. Most studies conducted in Vietnam
pertaining to purchasing habits attempt to assess the potential for expanding modern
distribution systems in Vietnam. They thus focus on middle- or high-income consumers.
This study is the first to analyze the purchasing habits of poor consumers, an approach
with some specific difficulties and limitations (for example, surveying a sufficient
number of people to obtain a representative sample). We choose to combine the data on
declared practices with observed practices through a follow-up study of 107 poor families.
This approach succeeds because the focus of the study is mostly a description of the
constraints on consumer food purchases and because it sidesteps the specific limitations
and difficulties of an impoverished sample population.

The chosen survey area, Quynh Mai district, is a poor district in Hanoi,*' populated by
government factory workers and their families (their official monthly income at the time
of the survey was 40 US dollars for at least a 48-hour week). In practical terms, the families
earn a low but regular income, which reflects the increasing number of factory workers in
Vietnam. Although this sample group may be quite different from a group of unregistered
families who have settled in Hanoi and are unemployed or without a regular income (and



Are Supermarkets Poor-friendly? 317

Table 18.2 Sample interviews of farmers and traders

Sample Commodities
Lychee Vegetables Vegetables Rice
(to Hanoi) (to Hanoi) (to HCMC) (to Hanoi)
Supermarket 13 13 8 19
managers or
purchasers (1)
Wholesalers (2) 3 4 4 6 Hanoi wholesalers
3 food companies
20 Hai Hau
wholesalers
Market retailers (3) 6 8 6 10
Shop vendors (2) 6 11 10
Street vendors (4) (all fruit) 30 10
Collectors (2) 3 5 4 13
Farmers North of North of Vietnam | South of Vietham | North of Vietnam, Hai
Vietnam: Moc Chau: Cu Chi district: Hau district:
70 in Yen The 32 randomly 2 heads of farmer | 44 farmers in 2
and 10 in Luc chosen from organizations, communes (Hai
Ngan (randomly | list given by 5 members of Phong, Hai Toan)
chosen from list collectors. the organization, | randomly chosen

given by local
authorities),
The head and
five members
of lychee
association

of Thanh Ha;
30 Thanh Ha
farmers outside
the association,
30 members of
the association.

The head of Moc
Chau farmer’s
association and
five members of
the association.
Soc Son:

4 farmers in the
groups supplying
supermarkets,

12 farmers
outside the
groups supplying
supermarkets.
Dong Anh: the
head of farmer
association (Van
Noi) supplying
one supermarket.

5 outside the
organization,
Lam Dong
Province:

3 heads of farmer
organizations,
120 farmers,
including one
third members of
organizations.

from list given by
local authorities
including 24 non-
members of the
organization and 20
members.

Head of rice farmers’
association.

(1) This number accounts for more than 80 per cent of the total number of supermarkets selling the
selected products in the selected cities; the choice of supermarkets is representative of their diversity in
terms of scale and location.

(2) This number accounts for more than 30 per cent of the total number of traders selling the selected
products in the selected cities; they were chosen to be representative of the diversity of traders in terms
of scale and location.

(3) The study also used the results from secondary studies of the organization of traditional fruit and
vegetable markets in Hanoi that provide data about the source and nature of mediators in commodity
chains, based on a representative sample of traders.?

(4) Street vendors were interviewed in two districts: one medium to high income and one low to
medium income (randomly chosen in all areas of these districts).
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who perhaps still depend on their village of origin for food provision), it nevertheless
draws a comprehensive picture of the poorer strata of society. Similarly, the Ho Chi Minh
City sample group, though small in absolute size (52 poor households and 62 non-poor
household surveyed on a single occasion), provides interesting points of comparison.

CASE STUDIES OF VALUE CHAINS
Four value chains were considered for case studies:

1. Lychee to Hanoi from Yen The and Luc Ngan districts in Bac Giang province in the
north.

2. Vegetables supplied to Hanoi from Soc Son (in suburban Hanoi) and Moc Chau (a
secondary town in the northwestern mountains, in Son La province).

3. Vegetables supplied to Ho Chi Minh City from peri-urban areas (Cu Chi district), as
well as from the Duc Trong and Don Duong districts in Lam Dong province.

4. Flavoured rice from Nam Dinh Province (Hai Hau district) in the North of Vietnam.

The choice of the case studies was based on the involvement of the poor (albeit in
small numbers) in production and trade, as well as the involvement of supermarkets and
other quality chains in the marketing process.

To identify different supply and distribution chains, we use representative samples of
traders. To quantify the access of farmers to the chains, we gathered data from interviews
with commune and district leaders, as well as in-depth interviews with a sample of poor
and non-poor farmers in selected villages and with the heads of eight selected farmer
organizations supplying supermarkets. The villages from which the farmers were selected
are representative of the diversity of farmer profiles (even though the sample size used is
too small to draw definitive scientific conclusions). We gathered information from the
interviews with the provincial authorities and a representative sample of farmers from
these villages, determined by random selection from a list supplied by the local authorities.
In-depth interviews of stakeholders along the chains helped us investigate three key
interlinked conditions: the horizontal and vertical coordination that links the poor to the
markets; the distribution of costs and benefits between the farmers and the traders along
the chains (incomes have been estimated by adding monetary incomes and the monetary
value of self-consumption, if any); and the respective advantages and drawbacks involved
in supplying different types of outlets, as perceived by the stakeholders.

POVERTY STANDARDS

Prior to commencing the study, we established a baseline poverty level. The national
standard of poverty, 100 000 VND7/month in rural areas and 150 000 VND in urban
areas (before 2006), then 200 000 and 260 000, respectively (after 2006), is defined at
the overall national level. In reality, each province has its own standard for poverty.
In its 2004 Vietnam Development Report on Poverty, the Vietnam Consultative Group
acknowledges that the national standard is useful for time-based comparisons of poverty
rates but is inadequate for practical purposes to conduct surveys on poverty or for aid

q 1 USD =16 000 VND in 200S.
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allocation. This study therefore uses the standards established by the local administrations.
For the survey of poor consumers in Hanoi and Ho Chi Minh City, we adopt the standard
of the Women’s Union, an organization responsible for allocating support funds to
poor households, which also guided us toward an ideal target group for surveying. The
following definitions of poverty provide the baseline for this study: 80 000 VND/month
(5 USD) in rural areas of northern Vietnam, 130 000 VND/month (8 USD) in the peri-
urban districts of Hanoi, 250 000 VND/month (16 USD) in Lam Dong province; 300 000
VND/month (19 USD) in Hanoi and 500 000 VND/month (31 USD) in Ho Chi Minh
City. Poverty criteria in Vietnam are based on the cost of obtaining a basket of food and
non-food products in the respective locality, including expenditures for access to basic
services (health, education and transportation), as well as self-consumption of foodstuffs
that may be grown and not sold. Thus, though it is a financial definition, it also reflects
the difficulties that households experience in accessing primary services.

Empirical Evidence

The empirical data collected in Vietnam confirm the importance of maintaining a
diversity of existing food distribution systems for the poor. Despite the advantages of
supermarkets and other distribution value chains, the poor still have limited involvement
as consumers, traders and farmers.

LIMITED ACCESS FOR POOR CONSUMERS

Viewed from the perspective of poor consumers, more than 60 per cent of households
surveyed (110) in Hanoi have never shopped in a supermarket, only 2.7 per cent shop in
such stores regularly (a few times a month to a few times a week) and 95 per cent purchase
their food from mobile vendors or informal market traders on the street more than once
a week. In Ho Chi Minh City, 33 per cent of poor households (52) have never shopped in
a supermarket, and only 38.5 per cent shop there regularly. Among poor households in
Ho Chi Minh City, 60 per cent visit formal markets to purchase food on a weekly basis,
40 per cent buy from street vendors, 42 per cent purchase from shops and 13 per cent buy
from supermarkets. These figures contrast with those for non-poor households, among
which only 2 per cent (out of 65) have never shopped in a supermarket and as many as
81.2 per cent shop there regularly. The consumers who do not shop in supermarkets cite
prices, time and distance as the main reasons. Comparing prices for 10 products among
samples of street vendors, marketretailersand supermarkets, we find an average difference of
20 per centin Hanoi between street vendors and retailers versus supermarkets. Furthermore,
poor consumers have positive opinions of their primary food outlets (generally formal
markets or informal markets such as street vendors and shops). In particular, poor
consumers have specific and opposing perceptions of supermarkets and street vendors:
The former offer good quality in terms of food safety but also command high prices and
time commitments, whereas the latter offer lower quality for a lower price and are more
convenient in terms of time and freshness.

Street vending is perceived by trade authorities at the national, city and district levels
as having various negative impacts, as reflected by the legislation, including (1) traffic
congestion, (2) poor food safety, (3) attraction of illegal migrants to Hanoi and (4) a
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bad image for the city. Yet these alleged problems are difficult to assess. Buying from
supermarkets implies using a motorbike or car, whereas many consumers can access street
food on foot. Food safety also has various dimensions, including the amount of chemical
residues, such as fertilizers and pesticides, in the products bought. Because the sources of
supply used by both street vendors and fixed formal market retailers are similar, that is,
mostly night wholesale markets, the food safety of commodities should be similar. This
assumption is confirmed by the quick test analyses of pesticide residues carried out by
the Vietnam Fruit and Vegetable Research Institute (FAVRI) in 2004 and 2005. Of a total
of 25 samples from street vendors and 23 from fixed formal retailers, only one offending
case was found in the sample from street vendors (0.4 per cent) and 2 in the market
sample (8 per cent).?> A higher difference in pesticide residues was observed between
products sourced from ordinary markets or street stalls and ‘safe vegetable’ stalls, shops
and supermarkets than between informal and formal trade. Excess pesticide residues were
also tracked on one sample collected from one supermarket by FAVRI. Another dimension
is the problem of waste collection, which may be aggravated by street vendors selling on
the tarmac, but this point has not been assessed.

Regarding the bad image of the city, this problem was never mentioned by consumers
interviewed in Hanoi. The image of street vendors actually appears as an attractive feature
in various Vietnam tourism promotion campaigns.

LIMITED INVOLVEMENT OF THE POOR AS TRADERS

With regard to the poor as traders, according to the survey, supermarkets create less
employment in a geographical area and per unit of volume sold than do markets and
street vending. The supermarket share of total employment in the retail trade in Hanoi
is estimated at approximately 6 per cent (directly) or 11 per cent (if we include indirect
employment). Using the limits of Hanoi defined before 2004, street vending accounts for
around 32 per cent of retail quantities traded and 37 per cent of employment created by
the vegetable retail trade, whereas supermarkets represent 1.3 per cent and 0.6 per cent,
respectively; shops provide 9 per cent for both measures; and retail markets account for
58 per cent and 53 per cent, respectively. The figures are even higher for lychee street
vending. In addition, we estimate that the retail sale of one ton of vegetables per day
provides jobs to 13 street vendors, whereas big supermarkets provide employment to only
4 employees to handle the same volume. Whereas street vending and informal markets
employ mainly the poor, with a required investment limited to 400 000 VND, entry to
formal markets is constrained in terms of the investment required (around 12 000 000
VND). It may be difficult for the poor to be hired by supermarkets because of their low
education. In our sample of 60 street vendors, 18 per cent are poor according to the
2005 threshold of poverty in Hanoi (500 000 VND per month). Other forms of food
distribution do not employ the poor. Most street vendors (89 per cent) are part-time
farmers who come from rural areas on the periphery of Hanoi. They cannot generate
enough income from their farms to feed their families, so street vending provides their
main source of income, which supplements their home-grown food and the income
generated by the farm. The remaining street vendors (11 per cent) are Hanoi residents of
limited income, such as retired women. For these women, street vending is a means of
subsistence. In contrast with the rural background of the street vendors, the fixed market
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retailers interviewed by Van Wijk et al. generally have backgrounds as either industrial
workers or small traders.?

LIMITED INVOLVEMENT OF POOR FARMERS

As for poor farmers, though they are potential suppliers to supermarkets, they often lack
direct access because of the strict requirements of the supermarket in terms of safety,
quantity and provision of invoices. Especially in the case of vegetables, supermarkets
want to work with suppliers who can display quality control certificates (even if out
of date) and can deliver vegetables and/or other products daily. The bulk of vegetables
supplied to Hanoi supermarkets now originate from ‘leading safe cooperatives’ outside
the city (for example, Ba Chu, Dao Duc) or semi-public companies (for example, Hadico,
Bao Ha). ‘Safe vegetables’ refer to those vegetables produced in areas where farmers have
received training in low chemical production. Safe vegetable cooperatives consist of
voluntary associations of farmers who have neighborhood and/or family relationships
and a higher-than-average financial capacity and land size. The cooperatives also have
small vans to transport vegetables to the supermarkets and can collect enough vegetables
to meet the supermarkets’ requirements in terms of quality and diversity.

In our investigation of the value chains, we find poor farmers’ participation in
supermarket supply is limited to some members of farmer associations that supply
supermarkets with specialty products, in addition to farmers supplying food companies
with flavoured rice on an individual basis.>* Of the 3000 farmers producing flavoured Hai
Hau rice, approximately 20 per cent (600) are poor; 103 of them (3 per cent) have their
products sold in supermarkets either through their farmer association (52) or through
food companies. In the Moc Chau region, 102 farmers grow tomatoes, and 20 of this
group sell to one cooperative that supplies safe vegetable shops. Among these farmers,
four have contracts with the cooperative, and two are salaried by the cooperative. These
six farmers are from the Thai ethnic minority. They have stepped out of poverty due
to their involvement in the cooperative vegetable supply for the past 10 years. They
were previously involved in rice and maize production for self-consumption, but the
commitment of the cooperative to endorse the risks, in case of production losses, and the
guaranteed purchase of all outputs by the cooperative convinced them to become involved
in commercial tomato production. Signs of their gradual escape from poverty include
extensions and improvements to their residences and investments in a motorbike.

In the Soc Son district of Hanoi province, 80 farmers belong to safe vegetable groups,
including 20 farmers who supply supermarkets through a wholesale company, of whom
six are poor. None of the vegetable farmers supplying Ho Chi Minh City supermarkets
are poor.

Yet supermarkets can yield positive benefits for farmers. For example, the sale of
commodities to retailers of high-quality products (including supermarkets and shops)
can generate additional income for farmers, especially those who are organized in
associations. For example, farmers in the Anh Dao cooperative who supply ordinary
tomatoes from the Dalat area to Coopmart generate profits per kilo that are four times
higher than those they might receive in traditional chains. In Hanoi, the Soc Son
farmers who supply the Bao Ha Company, which in turn supplies supermarkets, receive
23 per cent higher profits than do the other Soc Son farmers. The main advantages of
supermarkets for farmers stem from the stability in prices and quantities ordered. In Ho
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Chi Minh City, vegetable prices paid by supermarkets can be 10-20 per cent higher than
the prices paid by traditional chains. In both Ho Chi Minh City and Hanoi, supermarkets
purchase consistent quantities of vegetables on a weekly basis at more stable prices
than the traditional chains do. This stability can translate into yearly contracts with
estimated quantities and prices that are negotiated more precisely each week. However,
stability in quantities and prices varies among supermarket chains and is diminishing
as a result of increasing supermarket competition and development. Moreover, the
disadvantages of supermarkets, according to farmers, relate to their demands in terms
of quality, diversity and delivery, as well as less favourable payment conditions (for
example, a 15-day payment deadline is a minimum) and their possible opportunistic
behaviour, with frequent changes of suppliers by one supermarket. These results are in
line with the literature review, which suggests the exclusion of small-scale farmers from
supplying supermarkets in Latin America and Asia.

Policy and Managerial Recommendations

The present diversity of retailing points in Vietnam should be maintained, because it fits
the diversity of consumer purchasing power and allows small-scale traders to maintain
their livelihoods. The different retailing points have comparative advantages for various
consumers, which should be strengthened and the disadvantages reduced. Hence, the
following recommendations are aimed at private enterprises in food commodity chains.
Street vendors and market traders should bring to the fore their advantages, in terms
of food freshness and low prices, but also improve their hygiene and develop relations
with farmers to ensure food safety. Farmer groups should manage their own shops as a
meaningful alternative to supermarkets; they could develop their perceived advantage
in terms of food safety by combining internal and external food safety controls. Finally,
supermarkets should target local farmer groups in their sourcing of food and provide
them with support in terms of food safety development and control.

These recommendations aimed at private stakeholders should be backed up by public
support, especially for players with less capital, namely, street vendors and small-scale
farmers. The experiences of other countries, such as Korea, India and Singapore, provide
examples of the successful integration of street vending in urban planning through the
organization of street vendors and dialogue with authorities. Instead of outright prohibiting
street vending and informal markets, authorities should support the ‘formalization’ of this
sector. They could allow street vendors to operate in designated areas (off main streets).
Decisions about relocating markets should occur only after consultation with the traders
that may be affected.

Credit support should be provided to vendors who make an effort to upgrade their
businesses, including street vendors and quality food shops managed by farmer groups.
The organization of special farmers’ markets as alternative distribution channels would
enable consumers and farmers to benefit from proximity and the development of trust-
based relationships.?

Greater support should be given to farmer associations that are involved in improving
the quality of production, such as through the dissemination of success stories, the
provision of advisory services (with a particular focus on technical training in the areas
of physical quality and food safety), and better access to credit programmes. Another
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area for action is participatory food quality control. A widespread system could monitor
food safety and impose sanctions in cases of non-compliance, provide laboratories and
certification bodies with accreditation standards and encourage participatory guarantee
systems (PGS) in which farmer associations, consumer groups and supermarkets form
sustainable partnerships. Farmers also could benefit from capacity-building assistance
related to forming contractual arrangements with supermarkets, especially through broader
awareness of successful examples, access to training in farmers’ rights and responsibilities
in supplier contracts, and the development of codes of good practices for supermarkets.
Finally, farmer groups should receive support in undertaking the administrative steps
required to become registered and issue invoices.

Ultimately, consumers should be better informed about the social impact of
supermarket development. Public authorities may have little power over the development
of supermarkets, given the huge attraction they exert upon consumers. Yet consumers also
may not be sufficiently aware of the indirect effects of supermarket development on the
network of alternative food distributors. Because their individual purchasing behaviour
has broad macro-economic consequences in terms of employment and social welfare,
consumers are crucial stakeholders who should be made aware of the consequences of
their choice and stand up in defence of their rights in terms of access to diverse food
distribution. The present turmoil created by the increased rigidity of municipal laws related
to street vending in Vietnam (that is, 62 streets on which street vending is prohibited) has
pushed the administration to postpone enforcement of the new laws. Yet these reactions
are mostly limited to intellectuals in the media, rather than coming from a consumer
association that exists but still lacks financial and technical capacity.?

Conclusions

Vietnam is at a turning point with regard to the nature of food distribution. The present
diversity in food distribution presents a unique picture and fits the disparity in the
purchasing power of the population. Yet this balance is clearly jeopardized by the present
administrative policies and the rapid development of supermarkets. Currently in Vietnam,
supermarkets cannot be considered a poor-friendly distribution chain (especially in
Hanoi). This finding reflects the capital-intensive rather than labour-intensive nature of
the business and the rationale for a limited number of large-scale distribution centres that
are not adapted to the transportation constraints of the poor segments of the population.
Supermarkets may, however, offer income-generating opportunities for small-scale
farmers who can form associations and guarantee product quality. Our study formulates
some recommendations designed to help food distribution systems better fit the needs
of the poor - be they farmers, consumers or traders. Some of these recommendations
have already been acknowledged by public officials, who agree that they are worthwhile,
especially the pilot action to allocate specific trading areas to street vendors who comply
with rules of hygiene and food safety.

We also recommend further research that provides a more rigorous assessment of
the impact of supermarkets on the price of food and farmers’ incomes. Our study is
limited in terms of time; time-series data could reveal whether, after a number of years
in business, supermarkets succeed in cutting prices thanks to their economies of scale.
Assessing the impact on farmers also requires time-series data. It would also be interesting
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to conduct a thorough comparison of farmers’ incomes inside as opposed to outside
supermarket chains, based on larger samples and econometric modelling. We share the
view of Vorley et al.,*” namely, that there is an urgent need for research into best practices
in connecting small-scale producers with modern distribution channels, based on
comparisons across countries and regions with varying degrees of market restructuring
and policy environments.
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Abstract

In this chapter, we propose an analysis of fair trading as a possible alternative route for the
access of small producers to markets in developed countries. Honey producers in Brazil serve
as a case for evaluating fair trading from different perspectives, namely, those of consumers,
the global value chain and Fair Trade Labelling Organization (FLO) certification standards.

In this chapter, we will discuss fair trading as an alternative for small producers in
light of globalization dynamics; provide an understanding of ethical demand; address
chain governance issues; and, finally, assess how small producers’ associations might use
fair trading standards as value-additions, with a view toward market entry strategies.

Introduction
This study addresses the controversy regarding fair trading as an economic system

and attempts to support farmers in developing countries whilst also supplying ethical*
products to consumers and markets in developed countries. Fair trading has shaped

* Dr Luciana Marques Vieira, Lecturer, Business School, UNISINOS, Sao Leopoldo/RS, Brazil. E-mail: Imvieira@
unisinos.br. Tel. +55 51 35911100 ext. 1596.

T Mr Luis Kluwe Aguiar, Senior Lecturer, School of Business, Royal Agricultural College, Stroud Road. Cirencester,
GL7 6JS, UK. E-mail: luis.aguiar@rac.ac.uk. Telephone: + 44 1285 652 531.

i We consider ‘ethical’ those goods that are produced following a sustainable production system. Therefore,
production methods take into account the preservation of the environment, peoples, local culture and traditions.
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the way some smallholders in developing countries position themselves in the face of
choices they must make about both production methods and market access. However,
to evaluate current smallholder’s situations and their capabilities regarding the choices
they have to make to be sustainable, it is necessary first to understand the wider context,
including the social and economic forces that shape current market performance and the
opportunities that could be derived from it. In turn, to better appreciate this chapter, it is
necessary to understand the requirement of fair trading certification and its likely impact
in smallholder communities. Fair trading is a system that has been under the scrutiny and
thus surrounded by controversy with regard to its economic function, its social fairness
and the producer benefits.

The aim of this chapter is threefold: to characterize the fair trade (FT) market and
ethical consumers in the United Kingdom; to present the role of third-party certifiers,
such as the Fair Trade Labelling Organization (FLO-CERT), which provide clear rules,
inspections and trustworthy certification to assure FT and organize and transfer technical
and marketing knowledge from the consumer market to producers located in developing
countries; and finally, to provide an empirical analysis of the main difficulties that small
producers face in complying with FT regulations, according to evidence from honey
producers in southern Brazil.

Discussion

Since the early 1980s, as a result of more open markets, ever-increasing economic
globalization has dominated the way companies and consumers relate to the market.
Globalization follows a neo-liberal economic agenda, a phenomenon that has led
to market liberalization, deregulation and privatization of the means of production,
which in turn have fostered the world’s interconnectivity. As a result, products can be
accessed from every corner of the world at low costs, and at the moment, international
interdependency in the exchange of foodstuffs is a dominant feature.

In the process of globalization, large businesses have taken advantage of such
opportunities and, in the search for decreasing unit costs of production and economies of
scale, been able to source inputs or supply markets thousands of miles away. Globalization
has provided for the internationalization of production processes, especially for large
businesses for which goods could be assembled or foods manufactured at sites where the
factors of production were more advantageous.

In the food chain, globalization can be illustrated well by the many divisions
at different stages of production. Coffee serves as a good example. Coffee beans are
produced in different countries, assembled by a handful of traders, roasted and blended
by a small number of very large companies, and sometimes even sent back to markets in
the countries where the beans were produced. In the internationalization of a production
line, diverse countries provide various resources, such as labour and raw materials, that
contribute to a final product. Globalization also provides a network of commodity
exchanges, binding producers and consumers across the world under the dominance of
large agri-food transnationals.’

Moreover, ethical products might be considered those that are organically and or locally produced, which reduces carbon
emissions.



An Appraisal of the Fair Trade System 329

However, this globalization process also has been criticized as unfair. Businesses looking
for increased economies of scale and declining unit costs operate in imperfect markets.
The concentration of companies that sometimes dominate entire supply chains has
implications for market transparency, price and information asymmetry. Concentration
and domination also have implications for the power relationships in supply chains,
which do not favour the more vulnerable members on the production side.

When globalization is analyzed from the perspective of the agri-food sector, a sudden
increase in trade of all-seasonal, high-value and exotic foodstuffs, supplied to affluent
populations through corporate sourcing arrangements, is characteristic.> Such a system
creates discrepancies between the image and experience of globalization and the global
reality, which is not equal for all.® As a result, globalization ultimately has pushed small
farmers aside, due to their inability to engage in corporate-type supply contracts. Small
farmers also lack easy access to credit, improved technology, information and markets.

GLOBALIZATION AND FAIR TRADING

The reality of globalization is often subject to criticism for its multiple devastating effects,
resulting from its short-term, intensive, large-scale and low-cost processes, on the natural
and human environment. Globalization demands more land for agricultural production
at the expense of natural forests, monocrops, intensive usage of agrochemicals and the
displacement of peasant farming communities. As a result of globalization, people face
increasing concentrations of land, production control, marketing and, consequently,
power in the hands of a few to the detriment and impoverishment of the many.*

Globalization is also an ever-expanding phenomenon, moved by pure short-term
objectives.’ Insatiable globalization requires increasing flows of information, technology
improvements and exchanges. Many feel that feeding this ever-expanding and insatiable
process serves as a guarantee against uncertainty.® In this sense, by enhancing connectivity
through a network of relationships and interdependency, risk declines. However, such risk-
avoidance behaviour, driven by the constant need to increase the scales of production,
might also generate more uncertainty.

Nevertheless, as globalization intensifies and dependency on international supply
increases, a system operating parallel to,” or perhaps counter to, the flow of globalization
has thrived and developed, namely, fair trading. Whereas globalization is characteristic
of a worldwide phenomenon in which suppliers and consumers seek food sourced on an
international scale at ever-lower costs, disregarding how it has been produced, fair trading
advocates more sustainable exchanges. In this sense, FT has attempted to transform the
traditional modus operandi of international food chains by providing an alternative market
for food products produced by small farmers in developing countries.®

Moreover, those who advocate FT as an alternative system for globalization perceive
it as a countermeasure against the voracious system and the vagaries of the marketplace.
Fair trading precepts propose that producers and consumers relate to the world and the
market from an alternative and more sustainable perspective. The FT principles® seem
logical enough, until we delve more deeply into its mechanics. Since the onset of FT

§ The basic principles are (1) direct purchasing from farmers; (2) transparent and long-term trading partnership; (3)
agreed minimum prices and (4) focus on development and technical assistance through the payment of an agreed social
premium.’
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in the 1970s, it has expanded by operating in the shadow of the dominant free-market
economy. Despite the inherent contrast with the dominant paradigm, FT organizations
have used conventional marketing practices and existing, traditional foodstuffs channels
of distribution. Fair trading organizations, often antagonistic to the effects of globalization
and neo-liberal practices, have demanded little alteration, if any, to accommodate
moving fair-traded products through conventional marketing channels. As Barrat-Brown
proposes, ' fair trading should operate parallel to existing marketing channels. In reality,
in our experience through our study of this and other fair trading arrangements, little
evidence exists of any radical shifts from the dominant paradigm with regard to product
moving, price negotiations or adhering to certification standards.!!

AN OVERVIEW OF FT OVER TIME

Fair trading and ethical consumption is nothing new. Since the 1970s, increasing
concerns about the unsustainable way the environment was being exploited have gained
momentum amongst consumers. Fair trading, whilst still in its infancy, proposed to create
alternative marketing channels for moving FT goods, usually craft artefacts. However,
at the new millennium, a shift has occurred in FT practices. As more FT commodity
foodstuffs, such as coffee, bananas and cocoa, were being traded, the need arose to move
bulk products across great distances. Because they were dissimilar to craft objects, these
commodity products had to rely on more established and conventional channels. The
only difference in the fair trading exchanges thus was the removal of some intermediaries
in the supply chain.

The actual operation of fair trading has raised some controversy. Those advocating
neo-liberal FT criticize the new trading paradigm by challenging the system’s fairness. For
example, the price premium? that fair-trading farmer’s associations receive might actually
constitute an indirect subsidy, and the FT system is not truly open to all, which means
that being part of a farmer’s association would exclude some. Moreover, though gains
for producers in the developing world may be attributed to the removal or by-passing of
some intermediates, because FT typically entails a fragmented supply base, the presence
of mediators might actually be beneficial.’* In the case of coffee, for example, removing
intermediaries would lock farmers into selling to a relatively small number of buyers.!*

In the United Kingdom, FT products can be purchased from specialist retailers trading
in alternative products. When these marketing and retailing practices were dominated
by faith organizations, small businesses and cooperatives used alternative retail outlets
and street market stalls to sell their products. Owners or managers of such retail outlets
had strong ethical views regarding the world around them and the products they would
stock. These pioneering retailers were also responsible for linking of FT production and
consumption sites, thus establishing the supply channels. Moved by their beliefs, faith
and moral values, the pioneers often did not consider quality a prime concern regarding
the product offered. However, morality, altruism or charity clearly was not sufficient to
sustain the market and drive specialist supply chains with international dimensions. On
the consumption side, ethical consumers, not dissimilar to conventional ones, started to

q Producer’s associations received a price premium as a result of engaging in a contract with a certifying body.
The price paid to producers is based on the international price of the commodity in question, adding a premium that
sometimes can reach up to 20 per cent. This price premium is paid by a cheque after 12 months. The sum has to be
reverted back into the community.'?
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demand good quality FT products. Pioneering retailers then had to follow suit and satisty
consumers to ensure they would return to purchase more. Hence, guaranteeing repeat
sales was key to business success.

In the 2000s, a shift occurred from an ideological orientation towards a market
orientation among those responsible for FT initiatives. The belief was that it would
be advantageous to all to make changes in the retailing structure. Thus, conventional
retail outlets, such as major supermarket chains and other large specialist food retailers,
should also sell FT products. This shift in philosophy was possible because of increased
consumer awareness and latent demand for quality FT products. Subsequently, the
conventional food retailing sector reacted rapidly and positively. In pursuing a growing
consumer trend, large food retailers made it possible for FT to become mainstream. This
development occurred in many Western markets, where the consumption of fair-traded
goods is prominent. This shift also helped many food companies ‘clean up their act’. As a
result, many corporate social responsibility statements made by large food organizations
now include references to some form of fair trading. This chapter does not address the
extent to which such a turn in the marketing positioning of conventional companies
represents a white — or ‘green’ — wash. We leave that analysis to other researchers and
critics who have already expressed their concerns about corporate transparency and the
match among a company'’s statements, its policies and its practices.

In the United Kingdom in the early 2000s, FT goods were no longer atypical or exclusive
products controlled and moved by many fair trading certification bodies. Specialist food
retailers such as Marks & Spencer and Waitrose not only carried an increasing range of FT
goods but also embarked on their own FT initiatives.!® Other larger food retailers followed
in close pursuit after the Ethical Trading Initiative (ETI), began in the late 1990s.!® The
ETI works with an alliance of companies, nongovernmental organizations (NGOs) and
trade unions to improve corporate codes of practice, including working conditions in
the supply chains. Such an initiative quickly attracted the attention of large UK food
retailers, because it was attempting to regulate and improve labour conditions at the sites
of production. It therefore met international labour standards and fulfilled some of the FT
criteria with regard to the well-being of the workforce, which counted heavily in ethical
consumers’ perceptions.!’

At present, as the third largest market for FT products in Europe, after Germany
and Holland, the UK offers some opportunities for FT product consumption in more
differentiated formats.'® FT' products can be found in universities, governmental and
private offices, schools, coffee shops, vending machines, service stations and fast-
food chains, to name but a few. Whole towns claim to be FT. The distribution of FT
products in the four largest UK food retailers is a testimonial to the popularization of fair
trading. However, it also means that the initial niche market has finally broken into the
mainstream.

In 2005, some £200 million FT goods sold in the UK." This level reflects the direction
that many corporations have taken with respect of their corporate and social responsibility
strategies. Angela Webb, a BBC journalist, stated that in 2005, the FT market grew by
40 per cent and featured 1500 different lines of products, which in some cases made it
responsible for 15 per cent of the total share of the market.?° Tesco, currently the top
UK food retailer, claims to have some 130 different FT lines in its outlets.?! ASDA also
mentions fair trading in its corporate responsibility statement and is a member of ETI.
J Sainsbury’s in turn claims itself proud to be the leader in sales of FT bananas and has
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recently created a Fair Trade Development Fund, responsible for supporting various
initiatives in FT-producing countries.?? The John Lewis Partnership, through its food retail
arm Waitrose, has created the Waitrose Foundation to foster projects in South Africa,
especially in citrus groves.? Marks & Spencer has launched Plan A, a 5-year plan aimed at
addressing challenges around the world, including the safeguard of natural resources and
ethical trading. Marks & Spencer, which carries only own-brand products, claims that its
fair trading commitment benefits more than 1 million farmers and workers.?* The list of
examples goes on.

THE ETHICAL CONSUMER

To better understand how the market share of FT products has expanded, it is necessary
to characterize who consumes fair-traded goods.

The FT paradigm embeds, among its principles, the notion of sustainability. In essence,
sustainability is a new perspective on production and consumption, a ‘green logic’.?®
The green logic centres on changing from an inherent short-term to a long-term view
of how to use limited resources. Hence, it considers the extent to which there is a need
for maximizing utility while satistying present consumption of goods to achieve more
long-term satisfaction.? Although on the one hand, globalization provides individual
consumers with an infinite myriad of options (in this case, food options), on the other
hand, fair trading relates to consumption with a more long-term perspective. As a result,
fair trading should give consumers more conscientious choices, which in turn would be
more collectively harmonious.

We propose an ‘ethical logic’ of consumption that expands Isaak’s green logic. The
green dimension can constrain understanding of the implications of what we attempt to
propose in this chapter, because the green debate is strongly associated with organic or
biological systems of production, which tend to focus narrowly on selecting products that
do the least harm to the environment. In contrast, the fair trading system encompasses
not only the care for the natural environment but also a human dimension. Moreover,
the cultural and social values associated with the history and geography of production
are also important.

Furthermore, this chapter does not attempt to debate ethics in depth but rather uses
it as an argument to support the analysis of fair trading. Nevertheless, we acknowledge
that acting more conscientiously when purchasing goods is only one side of the ethical
consumption dimension; boycotting is the other.?” Some call the conscientious purchase
of goods ‘positive ethical buying’, whereas boycotting or anti-consumerism could be
perceived as ‘negative ethical buying’.?®

Isaak investigates consumers and assumes that lifestyles translate into votes
(consumption).?’ This concept fits in well with the discussion in this chapter regarding
whether a preference for fair-traded goods is a conscious act of rejecting conventional
ones. As part of an ethical logic, consumers may favour a more sustainable future.* This
argument reinforces the idea that the impact of conscious choices applies not only to
consumption, the last act in a chain of activities, but also to the production, processing
and relationships among the actors in such an exchange.

The underlying issue for this chapter is that ethical consumption can be understood
in terms of consumers making conscious and deliberate choices that either directly or
indirectly impact their immediate or remote environment. Deliberate conscious choices
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are not fixed; rather such are affected by moral qualities, on an everyday basis.?! The
charitable notion of doing good for the immediate or remote environment, as consumers
demonstrate it, depends on some attributes that are communicated to and sensitize the
public. In this sense, FT marketing campaigns, consumer group practices and governmental
policies constantly shape and influence individual choices. These campaigns send strong
signals that inform not only consumers but also producers. In turn, contrary to proposing
boycotts of products or brands, fair trading promotes the consumption of ethically
produced goods according to an ethical logic. It does so by exploiting consumers’ ability
to change from one brand to another - in this case, from conventional to FT brands.
On the production side, this change means shifting from conventional to alternative
agricultural systems. However, we also recognize that fair trading is a consumer-driven
system; without ethical consumption, there is little point in producing goods ethically.

Many attempts to identify and profile ethical consumers have emerged since
Wagner’s, in his research on ethical consumerism, attempted to identify a standard ethical
consumer as typical of ABC, the ACORN market segmentation classification.** According
to Wagner, ethical consumers in the late 1990s were affluent, high income, liberal people.
Moreover, marketing research institutes tended to classify ethical consumers as typically
female,* though gender dominance in ethical purchase decisions might not reflect reality.
However, in the Western world, despite their increasing role in the workforce, women are
still largely responsible for household shopping.

Such profiling says little about who the ethical consumer actually is. Harrison and
colleagues compare traditional or conventional consumers with ethical ones.** They find
that traditional purchase behaviour pertains to the fulfilment of consumption desires,
based on cost, quality and the utility that a product can provide. An ethical consumer
adds other criteria to the traditional purchase behaviour. Dickinson and Hollander
also designate the ethical consumer’s main motivation as an individual set of values
and beliefs.? This notion is important in any attempt to understand ethical purchase
behaviour, because ethical buyers are frequently interested in higher-dimension issues
that transcend the self. Hence, a typical ethical purchase decision is concerned not only
with the self and the personal effect and impact of choices but also with the other, or
the collective being, whether it is close or remote. According to this notion, fair trading
consumers can be characterized as those who respond positively to higher-level issues,
such as the possibility of improvement in production systems, care for the environment
and the sustainability of people’s livelihoods in remote or developing countries. Values,
beliefs and the collective™ are as important as the intrinsic product, whether it be coffee,
cocoa or bananas, in the ethical purchase behaviour.

We thus have addressed some controversial issues that are relevant to an understanding
of fair trading. In particular, increased globalization and some of its less positive effects
have paved the way for alternative marketing channels such as fair trading. Such a system
has evolved and, in recent times, become a strong niche market for some foodstuffs,
largely due to ethical consumption that has sustained and encouraged more producers
to engage in FT activities. However, ethical consumption does not act in isolation, and
consumer—producer relationships might not be sufficient to support a specialist supply

*x In a world in which ideology is no longer the dominant philosophical engine, we argue that fair trading issues
increasingly have filled gaps in consumers’ mind.
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chain. Therefore, it is necessary to understand how FT supply chains are organized and
governed.

Because of its popularity, fair trading often has been suggested as the natural
alternative for small producers to engage in activities that could provide them with
some sort of sustainability, whether in the form of higher income, guaranteed outlets for
products, greater efficiencies or access to information. Yet assessments of small producers’
capabilities seldom occur before they engage in FT activities, which means they sometimes
might be lured into schemes that might not be advantageous for them.

Therefore, we first address the role of governance. We also attempt to characterize
fair-trading certification in light of its requirements. Next, we use small honey producer
associations in southern Brazil as a case study to illustrate how fair trading criteria might
be applied to ascertain whether these produces can comply with the requirements and
the extent to which such compliance would be advantageous for them.

GOVERNANCE AND THE FLO

A global value chain (GVC) analysis provides an understanding of the governance
structure and institutional framework within global production, as well as the spread of
sourcing and manufacturing across developing countries. Gereffi differentiates between
two types of chain configuration and governance structure: producer-driven and buyer-
driven.?® The first relates to chains in which large companies (usually transnationals)
coordinate the whole supply chain, characterized by capital- and technology-intensive
industries, such as automobiles and computers. The main strategy is to attain economies
of scale for manufacturing. Conversely, buyer-driven chains focus on the domination of
retail companies and brand-name merchandisers. They compete intensively against one
another by introducing minor innovations of their products and packaging while also
maintaining strict quality criteria and price levels.?’

In chain governance, the key agent, or ‘governor’, delegates, manages and enforces
the production process to ensure that everyone complies with the standards. Both buyer-
and producer-driven systems may contrast, but they are not mutually exclusive.*® Large
companies usually play the role of the governor, creating and monitoring their own
standards. These governors might be manufacturers, with technological and production
information (producer-driven), or retailers and branded companies that concentrate on
the possession and translation of market information.

Traditionally, the food industry has displayed the characteristics of a producer-driven
chain, dominated by large processors such as Nestlé and Heinz. However, this pattern has
been changing due to the concentration of retailing, which challenges the position of
large processors. The governor of the chain, who is responsible for setting the standards,
should have sufficient size and capacity to monitor the standards, whereas the supplier
should have the capacity to invest to meet those standards. However, processors in
developing countries have difficulties meeting the requirements of UK supermarkets with
respect to, for example, food safety, care for the environment and labour standards.*

Asnew demands from leading companies increase in complexity, the original typology
has received further development.*’ By identifying key determinants of the relationships,
these developments highlight five forms of chain governance, as in Figure 19.1.

The key determinants are the complexity of transactions (CT), codifiability of
information (CI) and capability of suppliers (CS). These key determinants drive different
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Figure 19.1 Global value chain dynamics*

kinds of inter-firm relationships, in which consumer culture and global scale regulations
affect the configuration of the value chain.*> Governance therefore can be exercised in
different ways and through different agents along the length of the food supply process,
depending on the standards (that is, codification of technical and marketing information).
It is fundamental to identify the agent responsible for setting and monitoring the
standards, particularly in a global food chain.

Market governance suggests a traditional view of price as the main requirement.
In modular governance though, codification of information leads to production chain
segmentation, with frequent transactions and relative supplier independence. Relational
governance involves solidarity and cooperation with more balanced power between
parties. Captive governance indicates a more clear coordination between processors and
retailers, known as quasi-integration. Finally, hierarchy governance focuses on control of
the whole process.

Raynolds et al consider this typology useful to understand FT relationships, which
move from market, where price is the main requirement, to tighter relationships, where
trust and knowledge transfer may evolve.* However, they also state that this system is
co-coordinated not only by economic reasoning but also by the role of external agents
and institutions.

In 1997, the FLO was founded.* Two overarching directives organize the structuring
of the criteria regarding social and economical dimensions, as Table 19.1 shows.

To produce or manufacture products carrying the FT banner, producers’ associations
must adhere to a set of standards enforced by FLO with respect to economic, social and
environmental directives that follow certain criteria and conventions that have been
internationally recognized. These rules should facilitate the acceptance of products
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Table 19.1 Criteria for certification

Social Directives

Criterion 1 It relates to the development potential that a producer organization can have. As for the
minimum requirements, the producer organizations must be able to prove that FT will
make a difference to the business. The benefits generated will provide support for the
growth of business and will also enhance the livelihood of producers and their families.

Criterion 2 It states that members of the organization must be small farmers; consequently, most of
the members of producer organizations must be characterized as small farmers.

Criterion 3 It relates to the organization that should be democratic, participatory and transparent.
The minimum requirements establish that members must control the structure of the
organization. The gathering of members in an annual general assembly should be the
supreme forum for decision making. During assembilies, a report of the activities and the
annual accounts must be approved by all members.

Criterion 4 It is about non-discrimination, meaning that no person can have their participation
denied.

Economic Directives

Criterion 5 It is about the FT price premium. The organization should be able to manage the FT
premium to the producers’ benefit in a transparent way.

Criterion 6 It relates to the export capacity, so that the organization needs to possess some physical
assets and be qualified to export. The minimum requirement to engage in exporting is

a volume of 20 tonnes or the equivalent of one container load. The organization should
have access to a telephone line, the Internet and a computer system and evidence of
good administrative skills. The products traded must follow the current export quality
standards, thus demonstrating that the organization has the ability to export successfully
directly or, if necessary, indirectly through a partner. The contract established between
seller and buyer must also provide a clear indication that the transaction is FT certified.

Criterion 7 It relates to economic growth. One of FT purposes is to increase the capacity of small
farmers to work in groups aiming at the export market. Producers must develop
their skills and capacities so as not to depend on other people who could behave
opportunistically.

Environmental Directive

Criterion 8 It relates to the environment and the way resources are managed, such as water, natural
forests and other areas in the vicinity of the farm activity. The environment must be
protected, including control against erosion and waste management. Environmental
monitoring guidelines must be applied.

internationally. To be eligible for FLO certification, producers’ organizations must
comply with both general criteria (applicable to any product) and product-specific
criteria. For each criterion, there is a minimum requirement for achieving certification.
In this sense, fair trading could be characterized as a buyer-driven chain, governed
by an external agent, namely, the certification body. Governance is exercised through
complex relationships amongst actors, where information is codified and the capabilities
constantly verified.

Understanding what fair-trading governance is has aided in the analysis of the
likelihood of honey producers in southern Brazil, including whether they should pursue
such certification.
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Methodology

The research reported in this chapter is part of a study project focused on small honey
producers in Brazil, financed by the Ministry of Science and Technology. The objective of
the research is to ascertain whether beekeepers’ associations comply with the criteria to
obtain FLO certification, with a view towards developing a market entry for their products
and especially aiming at the export market.

This study relied on descriptive and exploratory techniques, which provided further
insights into this field of research.* The different techniques used included desk research
of files, maps, reports and articles, as well as primary research. Key informants who
demonstrated either special knowledge or experience in the subject area were selected
to partake in rounds of semi-structured interviews. A combination of methods provided
flexibility and interactivity for the quick completion of the task. It also allowed us to
explore new issues that emerged during the data collection (that is, learning as we go).
Nonetheless, this method also involves disadvantages, including limited validity, the
dependence on our abilities to select an appropriate sample and the lack of quantitative
information provided.

The different qualitative methods used in this research include:

e secondary data collection;

e participatory observations in meetings, seminars and events relating to the
honey sector. Participatory observation took place in monthly meetings as part
of a development project promoted by SEBRAE (an institution responsible for the
development of small and medium-sized enterprises in Brazil);

* in-depth interviews, conducted with representatives of FTO, which is responsible for
certification and auditing, based in Sao Paulo.

Regarding the selection of the focus region of the study, we choose Osorio, located
on the northeastern Atlantic coast of Rio Grande do Sul state. It is some 100 km from the
state’s capital, Porto Alegre. This region reflects several economic, social and environmental
features that are appropriate for evaluating the FT criteria. Some 390 tonnes of honey is
produced per year from the six associations selected in this region.

We also developed the case studies on the basis of the semi-structured interviews
with beekeepers active in their associations, coupled with direct observations. A survey-
type questionnaire based on the FLO criteria aided the semi-structured interviews with
the leaders of the six selected beekeeper’s associations. In addition, we conducted four
interviews with members of those associations to validate some information.

Finally, we collected the data between November and December 2006 from the six
honey-producing associations. In total, we interviewed 28 beekeepers using a semi-
structured questionnaire. These interviews lasted approximately 1 hour each. All in-depth
interviews were conducted and analyzed by each of the authors.

The last step in this study consisted of writing the case study. The reliability of the
data increased because we developed clearly conceptualized constructs and used multiple
indicators. To confirm validity, we discussed the findings with some key members of
the associations and some of the respondents to ascertain their impressions. The use
of multiple sources (in-depth interviews, annual reports, secondary data and direct
observation) also helped improve the validity.
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Results

As a result of the investigation, we developed Table 19.2, which provides a summary of
the assessments of the six associations, according to FLO criteria.*

Data collected from the interviews revealed that small honey producers faced many
difficulties when we applied the standard FT criteria for assessing their capabilities.
The data also highlighted the main difficulties small farmers’ associations confront in
complying with and accessing FT marketing channels.

Although FT channels have provided opportunities for small farmers, the initial
cost of certification can be prohibitively high. This cost has constrained the potential
outreach of fair trading as an alternative. Because the FT label essentially is a private
label, it operates parallel to other trade-linked certification mechanisms. To ensure that
smallholders benefit from such a system, greater understanding of the adoption patterns,
as well as the social-economic benefits of farmers’ involvement in FT, is needed.

Moreover, the honey supply chain suffers some shortcomings, in that it typically
operates at a regional level. The most difficult criterion to meet for the honey associations
therefore is the export capacity. Honey producers are not even certified by the Brazilian
Ministry of Agriculture to trade at an inter-state level. For the export dimension, this issue
seems to be an even greater challenge.

The economic criterion also represents a main problem faced by the beekeepers
interviewed. In terms of infrastructure, a lack of resources limits honey-processing
installations and purchases of the necessary equipments. Some beekeepers increasingly have
been partaking in other economic activities, off the farm, to generate enough income. This
shift could be related to the effect of globalization, as discussed previously, because small
farmers increasingly cannot generate enough income and therefore become marginalized.

Table 19.2 Fair trade criteria applied to associations

Summary of Associations
Associations
Criteria
AAPO | AAO | APITRA | APIMAQ | APA AAFTV

1. Potential development No No No Partial Yes Yes

2. Smallholders Partial | No Yes Yes Yes Yes
=z 3. Democracy, participation |y, Partial | No Partial Yes Yes
S and transparency
8 4. Non-discrimination Yes Yes Yes Yes Yes Yes

5. FT premium price Yes Partial | No Partial Yes Yes
o
% 6. Export capacity Partial | Yes No Partial No No
2 | 7. Economic growth Yes No No Yes Yes Yes

8. Environmental protection Partial | Partial | Partial Partial Partial | Partial

Aptl.tl.Jde.to obtain FT No No No Partial Partial | Partial
certification
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Many farmers had to find work as temporary labourers, especially in the summer months,
to be able to earn some savings to re-invest into their agriculture business. Furthermore,
access to credit to invest in beekeeping activities and infrastructure was restricted.

The six associations only partially met the environmental criterion, or preservation of
the environment. Although they were not using agrochemicals, no formal control existed
regarding environmental practices, such as an internal control system.

Regarding discrimination, no overt perception of prejudice, be it racial, religious or
gender, was observed. Therefore, though this criterion is not considered a problem in the
region studied, it is important for FT networks to ascertain that no issues could jeopardize the
possible international acceptance of the honey produced. Because it acts globally, FLO must be
concerned about discrimination issues in many countries. Consumers’ green or ethical logics
play important roles in determining their acceptance of a product. If either environmental or
discrimination criteria are not fulfilled, honey producers will face great challenges.

For the criterion of economic development, we attempted to verify the members socio-
economic condition, as well as the association’s infrastructure and level of commitment to
adheringtothe certificationrules. In theregion studied, beekeeping was often a supplementary
activity, used to complement the family’s income. The interviews also indicated beekeeping
as a hobby, a practice not uncommon in other parts of the world as well.*

Figure 19.2 attempts to show how the honey supply chain is configured. From suppliers
of inputs to the market, the stages of honey processing can be clearly identified. The data
collected also indicated reasonable institutional support available to the producers.

SUPPLIERS PRODUCTION PROCESSING MARKET CONSUMERS
Genetic Flowers Distributi
h istribution
Materials Processing
(Honey Howse)
Wax Exporters
Industries
. . — Food
i o Retail
. F‘i;fh“g, | P\:}Z‘;‘;Eg‘év;“d Dirzglse;-lsw — Pharmaceutical
anS ing an using > — Cosmetics
e?fety Harvest
Equipment
Packaging and
Labels
—|
SUPPORT INSTITUTIONS
COORDINATION — APIS SYSTEM SUPPORT RESEARCH REGULATION
APIMONDIA - Int. Federation of SEBRAE Universities Health National Agency (ANVISA)
Beekeepers’ Associations SENAR EMBRAPA: National MAPA: National Agriculture Agency
CBA — Brazilian Apiculture EMATER Research Institute Agribusiness Regional Secretary
Confederation Sector Chamber FEPAGRO: Regional Science and Technology Agency
FARGS - Apiculture Federation Laboratories Research Agency Local Secretaries
Associations and Cooperatives

Figure 19.2 Generic honey chain in southern Brazil
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From Figure 19.2, it is possible to identify the main segments that integrate the honey
production chain:

e Inputs related to the production of honey, such as the acquisition of boxes to house
the hives, wax matrix so that the bees can start producing honey, safety equipment
(for example, overalls, gloves, masks, boots, fumigator), bee swarms, queens and an
area to locate the beehives.

e Production carried out by the beekeeper, such as apiary installation, handling the
hives, harvesting honeycombs and transporting them to the Honey House for
processing.

e Agri-industrialization by the Honey House, such as centrifugation, filtering,
decantation for 48 hours, stocking, classifying, packaging and labelling.

e Commercialization, which consists of two basic forms: when the sale is completed by
the beekeeper at farmers’ markets or by distribution to grocery stores, stands, bakeries
and other small retailers, versus bulk quantities, such that the honey gets packaged
in containers of 50, 100, 200 and 300 litres for export. This latter type of sale usually
is performed through larger companies, which have sales warehouses or specialized
companies that can offer the product on a large scale.

Of the six associations studied, only three could qualify for FT certification, according
to Table 19.2: APIMAQ, APA and AAFTV. Nevertheless, to comply fully with FT criteria,
even these associations would need to make adjustments. The FT certification would
enable these associations to produce a product with high specificity. End consumers
could perceive this specificity as a dedicated asset, related not only to the social attributes
involved in the production but also to the product’s quality attributes.

Having to adhere to FT certification criteria might mean certified honey uses a
system with a specific governance structure. Thus, certification acts as a main driver of
governance. Certification would require a change in the way transactions take place
throughout the chain. For example, beekeepers and importers would rely on norms and
sets of rules set out by the certification body. Importers would buy honey from producers
following a set minimum price and premium. Importers also could provide assistance to
producers through (1) advice and technical support of product development; (2) training;
(3) supporting them during difficult social and economic moments; and (4) financing
production starts or harvests. Such extra layers of care for small producers do not occur
in conventional (free) market arrangements. Some observers consider such support a
reflection of altruistic behaviour by the ethical consumer.

The complexity of the standards and thus the need to monitor and assure compliance
requires tight governance. In the FT system, governance is exercised by FLO instead of
an internal agent, as proposed by GVC theory.*® Transactions between retailers and final
consumers use certification as an instrument, which guarantees the consumer that the
product has the desired social, environmental and quality attributes. Certified FT honey
is an asset with high specificity, and FLO is responsible for organizing and transferring
technical and marketing knowledge from the consumer market to producers located in
developing countries.

The honey-producing associations studied currently find themselves in a pre-
certification stage. Compared with more long-term, established fair trading associations,
such as those for coffee,* these small farmers must go to great lengths to qualify to trade
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under the FT mark. To comply, honey producers have to fulfil all the basic steps that
guarantee consumers fair trade satisfaction: higher ethical attainment, green ideology
and sustainable practices. Previous coffee fair trading examples show that when small
farmers realize that ethical consumers in developed countries can simply demand good
quality products, issues such as environmental sustainability play a secondary role. In
that case, fair trading could become an accessory.

The role of governance thus is once more relevant in controlling the FT supply chain,
which in turn is not much different from what happens in conventional supply chains.
Therefore, we might argue that fair trading practices are not dissimilar from those of
conventional marketing channels.

Conclusions

As previously noted, the internationalization of fair trading supply chains is a recent
development that requires further studies. The implications of FT compliance and
governance for producers, intermediaries and consumers have not been fully explored. We
might infer that the internationalization of fair trading is becoming a global phenomenon,
yet production remains typical of developing countries, whereas consumption relates to
developed countries.

A system that, at its onset, proposed to counterbalance unfair market imbalances for
small farmers might be classed as buyer-driven, which is not dissimilar from conventional
marketing systems. In the consuming countries, FT marketing is common among large
food retailing formats that carry branded FT merchandises.

Fair trading as a proposition for adding value to honey products in Brazil does
not clearly guarantee advantages. The exploratory nature of this study allows us to
identify some difficulties that honey associations must address, especially with regard
to organization and export capacity. These two features act as the primary obstacles to
beekeepers qualifying for FT certification.

Furthermore, we argue that the risk of creating a high specificity asset may be too
great, especially one that is not recognized in the Brazilian domestic market.™ Without
alternative markets, FT honey could become too dependent on international demand.

In addition, FLO certification criteria determine who is included in the FT system. Its
role is typical of a chain governor, which makes FLO responsible for the coordination of
information flows and tracking processes, which are key to the performance of the system.
The studied associations did not provide enough capacity to embark on market entry
strategies without assistance. The governance of FLO or other agents, such as retailers,
could provide the much-needed collective organization and transfers of knowledge that
enable technical upgrades.

Fair trading also has evolved from its original precepts and provides an alternative
route to markets for agricultural products from small producers in different locations
in developing countries. It is undeniable that the adoption of FT certification enables
small producers to gain access to international market and add value to their products.
In addition, FT has provided a cushion for small farmers against the adverse effects of

Tt In Brazil, the market for fair trading is in its early stages.*°
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globalization in agri-food chains. But the extent to which FT can protect small farmers
from market vagaries also is limited.

In this sense, FT certification acts as an entry barrier. To quality for FT certification,
small honey produces must first set up an association to attain minimum export capacity
and thus pay annual certification costs, among other requirements. As Figure 19.2
shows, the honey supply chain studied had not yet reached internationalization. The
associations we studied were not ready to embark on exporting, because they had not
gained enough knowledge to enter other markets at the domestic level in Brazil. However,
non-economic factors also influence an FT system.’'As it exercises its coordinating role
in a honey FT chain, FLO-CERT also could provide the necessary conditions to overcome
this limitation.

The FT certification also requires a change in the way transactions have been
occurring throughout the chain. For example, currently, importers buy from beekeepers
and are responsible for the payment of the minimum price. They also can give assistance
to producers.

The complexity of transactions can be simplified through codification of information,
transferred by FLO to suppliers. In the case of honey producers, suppliers have medium-
level capabilities. Nevertheless, the three identified associations could be developed, with
the help of institutions such as SEBRAE and the Ministry of Agrarian Development. In
addition, we identified a major bottleneck for farmers that want to participate in FT
initiatives, namely, the Brazilian Ministry of Agriculture. The ministry is the organ
responsible for granting labels to food processing companies that qualifies them to engage
in interstate trade and export.**

Considering the GVC approach, the FT system would use a more relational form
of governance, as seen in Figure 19.2. Such governance is exercised by FLO instead of
by an internal agent, as proposed by GVC theory. In this case, certification acts as an
instrument that guarantees consumers that the products they buy carry the desired social,
environmental and quality attributes. Certification also facilitates transactions between
retailers and end consumers. As such, the assets traded have high specificity. By taking
responsibility for organizing and transferring technical and marketing knowledge from
the consumer market to producers located in developing countries, FLO reinforces this
specificity.

For small farmers in developing countries, understanding ethical consumers’
consumption motivations, which ultimately may be about ‘selling images of poor
farmers’ who make a living in degraded environments, can be difficult. However, small
honey producers in Brazil may not need to go to such lengths provided they produce
top-quality products. Yet understanding the ethical motivations of those in producing
countries remains of extreme importance.

Moreover, the impact of ethical consumers’ choices in developed countries is also
felt in the producers’ countries. High-level issues determine the demand that supports
the expansion of a FT system with global ramifications. Thus far, ethical demand for
FT products has sustained a growing market. What might happen though when the FT
label that communicates stories about people and creates a message of trust, respect
and partnership between producers and consumers is no longer sufficient to shape the

1  The SIF label is granted by the Ministry of Agriculture to companies in the food sector and represents the Federal
Inspection Service.
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engagement of consumers in FT networks? We leave this thought-provoking question for
further research projects.
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