The supply chains of organic products: an empiricalnalysis of the
processing sector in six EU Mediterranean regions

Alessandro Banterle, Massimo Peri

alessandro.banterle@unimi.it

ﬁ-CF&EDA

Paper prepared for presentation at the | Mediterrarean Conference of Agro-Food
Social Scientists. 108 EAAE Seminar ‘Adding Value to the Agro-Food Supply Chain
in the Future Euromediterranean Space’. Barcelona, Spain, April 23° - 25", 2007

Copyright 2007 by [ Alessandro Banterle and Massimo Peri]. All rightsreserved. Readers may make verbatim copies
of this document for non-commercial purposes by any means, provided that this copyright notice appears on all such
copies.



The supply chains of organic products: an empiricalnalysis of the

processing sector in six EU Mediterranean regions

Alessandro Banterle, Massimo Peri

Department of Agricultural, Food and Environmental Economics
University of Milan
Via Celoria 2 - 20133 Milan - Italy
Phone: +39 02 50316482 - Fax: +39 02 50316486
alessandro.banterle@unimi.it, massimo.peri@unimi.it

1. Introduction

Over the last decade, growing interest in orgammdpcts can be observed in the
economic literature concerning food quality andesafBonti-Ankomah and Yiridoe,
2006). Although many empirical economic analysegehaeen carried out on organic
farming and on consumer behaviour, the same aitertins not been paid to the
processing sectors and the relative retailing doatibn within the organic supply
chains.

The paper aims to study the features of the prowgssector in terms of quality
management capability of firms and vertical orgatis of the organic supply chains
in six EU Nuts Il regions. These regions are Lordgaand Tuscany for Italy, Rhone-
Alpes and Paca for France, Catalunya and Murci&pain. The data were collected by
an ad hoc questionnaire. Such regions have been selectddegsare included in a

European project (Medocc—Interreg lllb) regardinghesion among Mediterranean



countries. On the basis of Eurostat data, in 2638% of the UE-15 organic operators

were concentrated in the three analysed countheen¢e, Italy and Spain) (Rohner-

Thielen, 2005), but over the 2000-2004 period thmiper of organic farmers in these

countries decreased, whereas the number of orgamgessors increased by 30%.

The paper is structured as follows: section 2 dessrthe economic issues of the
market of organic products; section 3 explains #evey conducted and the

methodological issues; section 4 analyses thetseant the concluding remarks are set

down in section 5.

2. Economic issues

In the European Action Plan for Organic Food and Farming (EAP) (Commission of the
European Communities, 2004) the organic farmingiésved as a sector producing
public goods that are “primarily environmental binkut also public health”; at the
same time, according to the consumer perceptidhs, rhotive for consumers to buy
organic products is linked to health and taste"tithe aim of grant the policy actions
outlined in the EAP, at the end of year 2005, them@ission has presented a
Regulation proposal ororganic production and labelling of organic products
(Commission of the European Communities, 2005) se/ision of Council Regulation
n. 2092/91 on organic production of agriculturabgurcts. The proposal underlines that
“farming shall aim at producing products of highatity instead of maximising
production”.

At international level the link between environnanissues and quality and safety
attributes are underlined in the organic productgciples sanctioned by the

International federation of organic agriculture raments (IFOAM, 2005): “organic



agriculture is intended to produce high qualitytritious food that contributes to
preventive health care and well-being”.

On the other side, over the last years the econtitaerature about quality and safety
attributes of organic products has been receivirgraaving interest. With regard to
consumer concerns, and in line with the EAP documamumber of studies have
underlined that safety, quality and health play thest important role in consumer
preferences about organic foods (Bonti-Ankomah émidloe, 2006). Moreover, in the
economic literature many analyses have pointedagetevant consumer willingness to
pay premium prices for organic products (Canastaal., 2002).

In this context, considering that consumer choiaes related to the perception of
quality and safety attributes, in the processingtasefirms are leaded to develop
appropriate strategies to ensure, and communisab®, characteristics.

Therefore, in order to achieve a premium pricandirstrategy for organic products
should be based on quality management, certificaigstem, labelling and brand
image. Such instruments could involve process ogntispection, testing and identity
preservation (Antle, 2001).

For organic products, typically evaluated as credegood (Nelson, 1970; Darby and
Karni, 1973), quality strategies help to transfdha credence characteristic into search
attributes (Bonti-Ankomah and Yiridoe, 2006), desy to a reduction of the
asymmetric information level.

As a consequence, quality management strategieaffsant vertical relationships in the

supply chains, adopting contracts, agreements #iat tools of vertical organisation.



3. Methodological and empirical issues

To analyse the supply chains of the organic pradircthe six Mediterranean Regions
we carried out a sampling survey during the wimted spring 2005. We created aoh

hoc questionnaire subdivided in the following parts:

general information of the firms,

production features and quality management,

raw materials supplying,

commercial channels.

Most of the questions were in a multiple choicerfat, although in each part there was
the possibility for open answers to improve thearsthnding of that section (Kalton,
1983).

The survey was based on a sample of 304 firmgfgdabn the basis of the six regions
involved in the study. During the sampling sta¢ee main objective was to set up sub-
sample representatives of the respective regioms déliough this yielded a quite
inhomogeneous total sample.

The sample was subdivided into two parts: 67% aceqgssing firms and 33% are
retailers. As for retailers, 92% of them are shgecialized in organic products and 8%
are modern grocery retailers (supermarkets andrimgr&ets).

Due to the different characteristics of organic @ypchains among the six involved
regions, the regional sub-samples were stratibsdar as possible, to be representative
of the existing structure.

However, it is important to underline that the sénpf processing firms comprises a

variety of production, processing and commerciéibsaactivities all within the same



firm. This characteristic is more evident in regdike Tuscany and Murcia, and in this
case the activity which appeared to dominate wa®tte chosen.

Concerning the processing firms, 83% of the taaahgle belongs to the food sector, the
remainders are firms that process aromatic andamadiiorganic plants.

Some differences exist among the six sub-samplatal@ya is mainly characterised

by animal productions; in Lombardy firms focusedpracessing bread, dairy products,
and pasta represent more than 50% of the totMuircia the majority of the companies

belong to the fruit and vegetable sector; the Rh&ipes region is characterised by

33% of firms producing aromatic and medicinal oiggplants; Tuscany has a high

quota of farms devoted to agritourism, integratimg various steps from production to

commercialisation.

4. Results

Results revealed that a relevant problem that eesefgpm the survey involves the

assurance of safety and quality levels for organiciucts. Production regulations, more
restrictive than those of EU law, are particularigespread in Rhone-Alpes, Lombardy
and Murcia; quality controls are widespread thraughthe six regions, and in

Lombardy and Rhone-Alpes a significant number aimé have adopted ISO

certification.

An interesting case is represented by Lombardy evhieg interviewed firms underline

the importance of quality controls for organic puots and 65% of them state that the
existing controls are adequate. Indeed, controfs azeid potential scandals that can

occur in the organic sector.



An important aspect that emerge from the analysibe price of the organic products,
as it is higher with respect to those of convergtigoroducts. For 10% of the firms
prices are increased more than 40%; for 37% ofithes premium prices range from
20% to 40% and for 36% of the firms from 10% to 2@t the other hand, for 17% of
the firms no increase in prices is practised.

With regard to the trade channels of the procesintgg, the survey revealed that 29%
of the firms use shops specialized in organic petsjulirect sale are used by 25% of
the firms, while only 21% of the firms state tha¢y use supermarkets as the main trade
channel. Wholesale trading is used by 14% of firmkile canteens, restaurants and
agritourism activities constitute channels that moewidely used for organic products.
Exports can also represent a commercial channarffanic products, as in the case of
Rhone-Alpes, Paca and Murcia. The shops speciadippdars particularly important in
regions such as Paca and Catalunya.

The 75% of the firms declare that they intend teettep the organic sector in the future,
indicating that the organic market enjoys posgibaifor further growth. In Murcia and
in French regions, is quite high the number of &rthat intend to increase organic
products, while in Lombardy it appears to be limite

Concerning the provisioning, half of the firms iniewed (45%) use agricultural
commodities for the transformation process, while 27% use semi-finished items
together with agricultural raw materials. Therefdte 72% of the firms of the sample
have a direct connection with farms. On the othée,s22% of the firms use, for the
most part, either semi-finished items or finisheoducts.

It is therefore possible to say that, in generajanic production chains display more

intensive vertical coordination between agricultued the processing sector than



conventional chains, and this is evident in thénHeyel of purchasing relative to raw
materials and agricultural semi-finished items.

More specifically, in Lombardy, Tuscany and Murthia supplies for more than 60% of
the firms are based on agricultural raw materwatsije in Rhone-Alpes some 78% of
firms use both agricultural and semi-finished prcidu

National, local and regional are the most repregimat geographical markets choose by
firms to sell their products. Particularly, natibmaarkets are used by 31% of firms in
the sample, local markets by 30%, and regional etdk 22% of the firms.

As for supplies modalities, the majority of firmseusupply contracts (55%), while the
spot market is used by 23% of firms.

The majority of the processing firms (60%) have indicated any excessive bargaining
power on the part of their customers. This fact banexplained by the significant
diffusion of commercial channels which do not el cstrong vertical competition, as
the organic specialized shops and direct sales.

With regard to retailers strategies, the retaitdrsice to sell organic products is related
to the consumer willingness to pay a premium pfarequality and safety attributes.
The retailers consider the quality of organic paithn to be an advantage in
characterising the sector. The survey underlinasttie premium price most frequently

applied by retailers ranges from 10 to 40%.

5. Concluding remarks

The analysis has revealed that, for processingsfofrorganic products, a very relevant

aspect concerns the assurance of product safetyuaiiy levels. The premium prices



that processing firms expect to achieve range 20fb to 40% for 37% of the firms of
the sample, and from 10% to 20% for 36% of the $irm

The most important trade channels are organic shiiest sales and supermarkets. The
significant diffusion of specialised shops and clirgales leads to a limited bargaining
power of retailers.

The organic chains generally display more intensigerdination than conventional
chains for two factors: first, the geographicalaaresecond, the majority of processing
firms use, for input supply, contracts that perangreater degree of coordination.

Also for the retailers quality and safety of orgarproducts play a crucial role
particularly in the willingness to pay of consumfmssuch products.

With regard to the perspectives of developmentoiganic products, both processors
and retailers state their intention to develop #estor in the future, even if in some
regions such as Lombardy the market for organidyets has not shown an increasing
trend in recent years. Moreover, the survey undeslthe need to clarify the position of
organic products in the market, to rationaliseuke of brand and to increase marketing

and promotion actions.
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