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Foreword

Sainsbury’s is the leading organic and fair trade retailer within the UK and we are
proud to be sponsoring this handbook. No other sectors within the UK food and
drink industry are growing at the rates of organic and fair trade, and no other sectors
are experiencing such fundamental shifts in customer buying patterns and attitudes.
Organic and fair trade are leaving their niche status behind. The last few years have
seen attitudes change dramatically and as a result many different customer groups
are buying organic and fair trade for many different reasons.

The need to react to changing customer demands and the increasingly univer-
sal appeal of organics was fundamental to the re-launch of our organic range as
Sainsbury’s SO organic in September 2005. The plans put in place for the re-launch,
with over 100 new lines and lower prices on 100 everyday items, have been funda-
mental in making organics more accessible to many of our customers, encouraging
those previously not buying organic food and drink to try something new.

Fair trade’s success mirrors organics. Never before have customers been so
engaged on issues of poverty alleviation and never before have so many realised
how much difference fair trade makes. We were the first major UK retailer to sell
fair trade products. Recently, we have built on this heritage by converting all of
our own-brand rose bouquets to fair trade and placing the largest ever single order
of fair trade cotton for our Sport Relief T-shirts. These initiatives, coupled with a
steady stream of additions to both the branded and own-label ranges, make us the
largest fair trade retailer in the UK.

The rapid journey that has brought organics and fair trade to the position that
they enjoy today is a theme that runs through many of the chapters in this book.
Many of the contributing manufacturers, retailers and brands chart their history
from small or family-run businesses to much larger companies, operating success-
fully in multinational markets. These impressive accounts bear testament to the
speed at which the organic and fair trade markets have grown, but also reflect the
ability of these companies to quickly adapt to and satisfy rapidly changing customer
demands.

xiii



Xiv Foreword

Readers of this book can access at first hand the insights and strategies that the
authors have adopted and the challenges that they have overcome in order to drive
forward their products within the organic and fair trade markets.

If you are new to this sector, you will find the Handbook useful. Even if you are
established in the sector, you will still find much of interest. I hope it motivates you
to do more in this important and rapidly developing sector.

o Kon

Justin King
Group Chief Executive, Sainsbury’s
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Chapter 1

The International Market for Organic and
Fair Trade Food and Drink

Amarjit Sahota
Director, Organic Monitor

Introduction

This chapter gives an overview of the global market for organic and fair trade
products. The focus is on the organic food and beverages market as its market size
dwarfs that of the fair trade products market.

This chapter is divided into six sections. An overview of the global market for
organic food and drink is given followed by separate sections for western Europe,
North America, Asia and Australasia. These regions have the most important mar-
kets for organic products in the world. Other regions such as Africa, Latin America,
and central and eastern Europe are becoming important although they have low
significance compared to the regions covered. A section on the global market for
fair trade products is followed by future projections in the conclusion.

Organic global overview

The global market for organic food and drink was valued at $US27.8bn in 2004.
Global sales surpassed the $US30bn mark in 2005 with the highest growth occurring
in North America. Organic food and drink sales in the USA and Canada are expand-
ing by over $US1.5bn a year. Although organic farming is practised throughout
the world, the most important markets are in North America and Europe, which
comprise 96% of global revenues, as shown in Figure 1.1.

The proportions of organic farmland are more evenly split across the globe, as
shown in Table 1.1. About 31.5 million hectares of farmland was certified organic
in 2005." Australasia leads with 12.2 million hectares followed by Latin America
(6.4 million hectares) and Europe (6.3 million hectares). Organic land area does not
equate to organic food production since not all the land is farmed - for example,
countries such as Australia and Argentina have vast organic land areas that are not
used for farming.
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Others, 4%

North America,
47%

Europe, 49%

Figure 1.1 Distribution of global organic food revenues, 2005. Note: all figures are rounded.
Source: Organic Monitor.

Table 1.1 Breakdown of organic farmland by region, 2005.

Organic farmland (mha) % of total
Africa 1.026 32.6
Asia 4.064 12.9
Europe 6.500 20.6
Latin America 6.363 20.2
North America 1.378 4.4
Oceania 12.171 38.6
TOTAL 31.503 100.0

Note: All figures are rounded. Source: FiBL Survey 2005/2006

Table 1.2 lists the countries with largest areas of organic farmland. Australia
dominates because of significant areas of the great outback used by organic cattle
farmers. Argentina also has large areas of organic pasture, whereas China has seen a
large rise in organic farmland in recent years. The country is fast becoming a global
supplier of organic ingredients.

Important consumer countries with large areas of organic farmland are Italy, USA,
Germany and the UK. Countries such as China, Brazil and Uruguay are important
producers of organic crops but the majority of production is for export markets.

Alpine countries have the largest proportion of organic farmland relative to total
land area, as shown in Table 1.3. Over 10% of the farmland in Lichtenstein, Austria
and Switzerland is managed organically.

Table 1.4 lists the countries with the most organic farms. Mexico leads with
120000 organic farms. The country has many small producers of organic crops
such as coffee, cocoa, avocados and papayas. Indonesia has many small producers
of organic crops such as vegetables, coffee and herbs. Most of the 36 639 organic
farms in Italy are in the south of the country.
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Table1.2 Countries with largest areas of organic farmland,

2004.
Organic farmland (x1000 ha)
Australia 12127
China 3467
Argentina 2800
Italy 954
USA 889
Brazil 888
Germany 768
Uruguay 759
Spain 733
UK 690
Chile 640
France 534
Canada 489
Bolivia 364
Austria 345
Mexico 295
Czech Republic 260
Peru 260
Greece 250
Others 3993
TOTAL 31502

Note: All figures are rounded. Source: FiBL Survey 2005/2006

Table 1.3 Countries with largest proportion of organic farmland,

2005.
Organic area as % of total agricultural
Country area
Liechtenstein 26.4
Austria 13.5
Switzerland 11.3
Finland 7.3
Sweden 6.8
Italy 6.2
Czech Republic 6.1
Denmark 5.8
Portugal 5.4
Estonia 5.2
Uruguay 5.1
Slovenia 4.6
Germany 4.5
UK 4.4

Note: All figures are rounded. Source: FiBL Survey 2005/2006
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Table1.4 Countries with largest number of organic farms,

2005.
Number of organic farms
Mexico 120000
Indonesia 45000
Italy 36639
The Philippines 34990
Uganda 33900
Tanzania 30000
Kenya 30000
South Korea 28951
Peru 23400
Others 239902
TOTAL 622782

Note: All figures are rounded. Source: FiBL Survey 2005/2006

Organic Europe

Organic market overview

The European market for organic food and drink was the largest in the world until
it was overtaken by North America in 2005. The European market was worth
$US13.7bn in 2004 and sales are estimated to have reached $US14.4bn in 2005.
Sales of organic products increased by about 5% in 2005 although some countries
reported higher growth rates.?

Germany has the largest market for organic foods in Europe, valued at about
$US4.5bn in 2003. Sales are growing by 10-12% a year as the number of channels
offering organic products expands. A growing number of conventional supermarkets
are offering organic products and the number of organic supermarkets continues to
increase with 40 new organic supermarkets opening in 2004 alone.

The UK market continues to show healthy growth with 10% growth reported
in 2004. The UK market, valued at about $US2bn, is the third largest in the world.
Like most European countries, the highest growth is being observed in the fruit and
vegetable, and meat and dairy categories. Much of the growth in the UK market is
occurring in non-supermarket channels such as organic food shops, box schemes
and farmers’ markets. A growing number of catering and food service companies
in the UK are also offering organic foods.

The Italian and French markets are the next most important in Europe but growth
rates have slowed in these countries. Other important markets are in Switzerland,
Austria, Sweden and the Netherlands.

There is a small market for organic foods in central and eastern Europe (CEE) with
the region comprising less than 3% of European revenues. Although the amount of
organic farmland in CEE countries is rising, mostly primary products such as grains,
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seeds and herbs are grown. There is a lack of organic food processing in the region
with a high volume of the organic crops exported to western Europe. Organic food
companies export some of the resultant finished goods back to the region. Demand
for organic products is growing rapidly in countries such as the Czech Republic and
Hungary, especially in the country capitals.

Since western Europe accounts for most revenues in the European organic food
industry the focus is on this region in the sections that follow.

Organic farmland

Europe has 6.5 million hectares of organic farmland of which about 5.3 million
hectares are in western Europe.! Central and eastern European countries with
large areas of organic farmland are the Czech Republic (260120 hectares), Ukraine
(241980 hectares) and Hungary (128 690 hectares).

Organic farmland comprises 3.3% of the total farmland in western Europe and
the amount of organic farmland in the leading countries is given in Table 1.5. All
the countries are members of the European Union (EU) except Switzerland.

Italy has the largest amount of organic farmland, 954 361 hectares, represent-
ing 18% of the EU135 total. The country has the fourth largest amount of organic
farmland in the world. About 36 639 farms practice organic agriculture in Italy, the
highest number in western Europe. Most of the organic farms are in the south with

Table1.5 The amount of organic farmland in western European
countries, 2005.

Organic farmland
(x1000 ha) % of total
Austria 328.8 12.90
Belgium 24.2 1.73
Denmark 165.1 6.20
Finland 160.0 7.22
France 550.0 1.86
Germany 734.0 4.30
Greece 2445 6.24
Ireland 28.5 0.65
Italy 1052.0 6.86
Luxembourg 3.0 2.00
The Netherlands 41.9 217
Norway 38.2 3.68
Portugal 120.7 3.17
Spain 725.3 2.84
Sweden 207.5 6.80
Switzerland 110.0 10.27
UK 695.6 4.42
EU 15 5080.5 3.17

Note: All figures are rounded. Source: FiBL Survey 2005/2006
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Sicily and Sardinia accounting for over half of Italian organic farmland. The amount
of organic farmland has decreased from 1.23 million hectares in 2001 because many
farmers quit the profession.

Germany, with 767891 hectares, has the second largest amount of organic
farmland in western Europe. Organic farmland represents 4.5% of total farmland
in the country. About half of the 16 603 organic farms are in the southern states of
Baden-Wiirttemberg and Bavaria.

Spain has 733 182 hectares of organic farmland, representing less than 3% of total
farmland in the country. Much of the organic crops are exported to other European
countries with the country having a small market for organic food and drink.

The amount of organic farmland in the UK has stabilised after years of high
growth. Over half the 690270 hectares of organic farmland is in Scotland where
there are large areas of pastures. 4.4% total farmland is organic.

France has 534 037 hectares of organic farmland making up 1.8% of total farm-
land. The amount of organic farmland has stabilised in line with consumer demand
for organic products.

Other countries with high levels of organic farmland are Austria, Greece, Portugal
and Sweden. Greece has shown a large rise in organic farmland partly because many
livestock farmers have opted for organic production methods. The country had just
31100 hectares of organic farmland in 2001.

Sweden has the largest area of organic farmland in the Nordic region. Organic
farmland in Denmark and Finland also comprises more than 5% of total farm-
land.

The share of organic farmland in Austria at 13.5% is the second highest in the
world. Organic farmland has represented over 10% of Austrian farmland since
2000. Switzerland also has a large share of organic farmland, 11.3%. Large areas
of alpine pastures in these countries are managed organically.

One reason behind Austria, Finland and Sweden having large areas of organic
farmland is these countries were late entrants to the EU, joining in the mid 1990s.
Their late entry allowed most farmers to practise extensive forms of agriculture
and some of these farmers converted to organic farming methods upon joining the
EU.

There is much variation in the amount of organic farmland between European
countries. Two factors are broadly responsible for the variation:

(1) Financial subsidies/conversion grants given to farmers
(2) The number of extensive farms

The European agricultural sector is heavily subsidised by the EU in the form of the
Common Agricultural Policy. Financial incentives are arguably more important to
organic farmers since they need to be encouraged to practise extensive forms of
agriculture. Farmers also need to be compensated for the conversion period, which
can be up to three years, during which they cannot sell organic products. There is
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a link between the level of financial subsidies provided to farmers and the amount
of organic farmland. Italy has the highest land area of organic farmland partly
because of the high level of subsidies provided to organic farmers. There was only
a high take-up rate of organic farming in the UK after a new government increased
financial support to British organic farmers in the late 1990s.

The number of extensive farms in a country also has a bearing on the conversion
rate to organic farming. Extensive farms have low reliance on chemical inputs such
as pesticides and the conversion process is easier than for larger intensive farms that
are more dependent on chemical inputs. This factor is partly responsible for the large
number of organic farms in Austria, Switzerland, Finland and Sweden.

In the UK, there was a large rise in organic farmland in the late 1990s because
many extensive farms in Scotland converted to organic agriculture. The large amount
of organic farmland in Germany was also partly a result of many extensive farms
converting to organic farming. East Germany had many state-owned extensive farms
and some converted to organic farming after re-unification. More farmers converted
to organic agriculture in eastern Germany in the five years after re-unification then
had done so in western Germany in the preceding 70 years. The same trend is cur-
rently being observed in EU accession countries, which are showing large rises in
organic farmland.

Organic sales channels

Figure 1.2 shows the sales breakdown of organic foods by marketing channel.?
Mainstream retailers make up about 50% of organic product sales in Europe. The
highest market share is in Scandinavian and Alpine countries where over 85% of
sales are from supermarkets. In countries such as Germany, the Netherlands and
France, mainstream retailers usually focus on core products such as organic milk,
potatoes, bakery products and cereals. A much wider product assortment is found
in specialist retailers.

Specialist retailers accounted for most organic food sales until the late 1990s when
their market share was overtaken. Organic food shops and other specialists accounted
for about 46% of total sales in 2005. The market share has been in decline because
of increasing sales from the supermarkets. Only in two leading countries — France

Others, 4%

Specialist retailers,

46% Supermarkets, 50%

Figure 1.2 Organic food sales breakdown by channels, 2004. Note: all figures are rounded.
Source: Organic Monitor.
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and Germany — do specialist retailers still have the majority of organic food sales.
Specialist retailers were also the most important sales channels in the Netherlands
and Italy up to 2002.

The other marketing category includes direct marketing, professional box
schemes and the catering and food service (CFS) sector. About 4% of organic food
sales went to these channels in 2005. There is increasing demand from the CFS
sector with a growing number of restaurants, bars and cafés serving organic food.
The public sector is also an important buyer of organic fresh produce with many
national governments promoting organic food consumption in hospitals, schools
and government buildings.

Although supermarkets account for most sales at the total level, their market share
is in decline in some European countries. In the UK, for example, the supermarket
share shrunk in 2003 and 2004 because of a higher volume going into other sales
channels. Direct marketing and specialist retailers are showing a higher increase in
sales than the supermarkets, possibly because British consumers preferring to buy
regionally produced organic products.

Organic supply chain overview

The largest number of organic food and beverage companies is in Europe. There
are estimated to be over 8000 companies involved in organic food production and
distribution in Europe. Table 1.6 lists some of the most important companies in the
European organic food industry.

Table 1.6 lists companies that focus on organic foods and related products.® The
leading traders and wholesalers of organic foods are not listed. The list focuses on
some of the leading suppliers of organic foods.

Many conventional food companies are involved in organic foods. Indeed, many
sectors of the organic food industry are dominated by non-organic food companies:

The organic meat products market is controlled by large conventional meat com-
panies. For instance, most of the organic meats in the UK are supplied by large
slaughterhouses such as St Merryn and Anglo Beef processing. Large conventional
meat companies such as Danish Crown, Dumeco and Swedish Meats have strong
market positions across Europe.

Large European dairies have a high market share in the organic dairy products
market. Arla Foods, Europe’s largest dairy group, is the dominant supplier of
organic milk in Denmark, Sweden and the UK. Other dairy companies with a
high market share include Dairy Crest (UK), Lactalis (France), Campina Melkunie
(the Netherlands) and Valio (Finland).

Most conventional food companies have come into the organic food industry by
starting production lines of organic products. Some have entered by acquiring dedi-
cated organic food companies. Important acquisitions in 2005 include:
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Green & Black’s, the leading organic chocolate brand in Europe, being bought
by Cadbury Schweppes in May 2005

The Dutch bank ABN Amro buying Nutrition et Sante, a leading French organic
soya products company, in November 2005

Premier Foods acquiring Cauldron Foods, a leading British organic vegetarian
foods company, in October 2005

Table 1.6 Selected list of leading organic food companies in Europe, 2006.

Company Country Company Details

Hipp Germany Largest organic baby food manufacturer in the
world

Andechser Molkerei  Germany Largest organic dairy company in Germany

De Vau Ge Germany A leading organic health and organic food company

Biotropic Germany A leading German organic fresh produce company

Rapunzel Germany Leading German brand of organic foods

Pro Natura France A leading supplier of organic fruit & vegetables

Triballat Noyal France Large producer of organic dairy & non-dairy
beverages

Bodin et Fils France Europe’s largest producer of organic poultry

Distriborg France Leading organic food company in France

Organic Farm Foods UK Leading organic fresh produce company in the UK

Yeo Valley Organic UK One of Europe’s leading organic yogurt producer

Duchy Originals UK A leading British brand of organic foods

Bioitalia Italy A leading Italian organic food company

Probios Italy Leading Italian brand of organic foods

Alpro Belgium Europe’s leading producer of organic dairy
alternatives

Hain Celestial Belgium Owns Natumi, Lima Foods, Biomarche and other
firms

Royal Wassenen The Netherlands Well-diversified Dutch conglomerate

EOSTA The Netherlands Largest supplier of organic fresh produce in Europe

Source: Organic Monitor
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Organic retailer overview

Specialist retailers

There are up to 10000 specialist retailers in Europe.? About half are organic food
shops and the number continues to expand as investment increases and as chains
develop. Some of the important developments since 2002 have been:

Whole Foods Market, the largest natural and organic food supermarket in the
world, entering Europe by acquiring Fresh & Wild (UK) in February 2004.
Rewe, the leading conventional supermarket in Germany, is investing in a chain
of dedicated organic supermarkets with the first opening in Diisseldorf in May
2005.

The number of organic supermarkets in Germany is expanding fast with 40 new
stores opening in 2004. Leading chains such as Basic and Denn’s Bio opened new
stores in 20035.

Table 1.7 lists the most important organic food shop chains in Europe. Germany and
France have the most organic food retail chains. Southern European countries tend
to have more dedicated organic food retailers than northern European countries.

Alnatura is the leading chain in Germany with 16 organic supermarkets in 2004.
The average size of an Alnatura supermarket is 500 m? housing about 6000 organic
products. The retailer reported €117m sales in 2004 and there are plans to open
five more supermarkets in the short term. Alnatura is also a wholesaler of organic
products, selling to German retailers as well as retailers in Central Europe. Basic AG
is the second leading organic supermarket chain in Germany. The retailer reported a
39% sales increase to €39m in 2004 with one new store opening in Hamburg that
year. Basic AG is planning to open five new supermarkets in 2005. Dennree, the
leading wholesaler of organic products in Germany, has entered the organic retail
sector with its Denn’s Bio retail chain.

Fresh & Wild is the leading chain of organic food shops in the UK. The seven-
store chain was acquired by Austin-based Whole Foods Market for €57m in 2004.
All seven stores are based in southern England with six in London. Whole Foods
Market plans to open its first American-style supermarket in London in January
2007. Planet Organic is the second leading British chain with three stores.

Collobora B’io is the largest chain of organic food shops in Italy. There are
approximately 230 franchised stores with the B’io brand in the country. The franchise
system has been set up by the organic food wholesaler, Ecor. Natura$Si is a chain of
38 organic supermarkets, located in the north and centre of the country. NaturaSi
has also set up franchised butchers and restaurants. Bottegae Natura is a chain of
organic food shops owned by the Ki Group wholesaler. Terra d’Incanto is another
organic food shop chain set up by the wholesaler, Baule Volante.
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Table 1.7 Leading organic food shop chains in western Europe, 2005.

No. of
Supermarket Country shops Details
Alnatura Germany 16  Retailer and wholesaler of organic products
Basic AG Germany 11 Large supermarket format stores
Denn's Bio Germany 7  Subsidiary of the leading wholesaler Dennree
SuperBiomarkt AG  Germany 8 Some stores located in cathedrals
Supernatural AG Germany 5 Based in North-Rhine / Westphalia region
Erdkorn Germany 5  Stores are located in Northern Germany
Eat Organic (e.o.) Germany 5 Berlin-based organic supermarket
Fresh & Wild UK 7  Owned by US-based Whole Foods Market
Planet Organic UK 3 London-based organic food retailers
Collabora B’io Italy 230 Franchised stores set up by Ecor wholesaler
NaturaSi Italy 38 Chain of organic supermarkets in major cities
Emporio Alcatraz Italy 10  Franchised chain of organic food shops
Bottegae Natura Italy 9  Owned by the Ki Group wholesaler
Terra d’Incanto Italy 7  Set up by Baule Volante wholesaler
Biocoop France 232  Fast growing organic food retailer
La Vie Claire France 122  Long established natural food chain
Biomonde France 33  Stores located in south of France
Naturalia France 25 Paris-based organic food shop chain
Satoriz France 19  Shops located in Eastern France
La Vie Saine France 10  Grouping of 10 organic food shops
LEau Vive France 7  Grenoble-based retail chain
Terra Verda Spain 15 Mainly in the Valencia area
Ecoveritas Spain 10  Organic supermarkets mainly in Barcelona

Source: Organic Monitor.

In France, Biocoop with 232 stores has the largest number of organic food retailers
in Europe. The typical store size is over 200 m? with over 7000 organic and natural
products. Biocoop reported about €166m sales in 2004 and it plans to increase its
number of stores to 300 in 2006.
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La Vie Claire is the oldest natural food shop chain in Europe, established in 1946.
It operates a franchise of 122 stores in France. Biomonde is a chain of 30 organic
food shops in the southwest and southeast of France; it plans to expand to 40 stores
in 2005. Naturalia is a chain of organic food supermarkets and it also operates
an online home delivery scheme in the capital. Other important French chains are
Satoriz, La Vie Saine and I’Eau Vive.

Ecoveritas has ambitious expansion plans to become the dominant organic food
retailer in Spain. There are plans to increase the 10 Véritas organic supermarkets
to 40 in the coming years. Half of the current number is in Barcelona. Terra Verde
has 15 organic food shops, mainly in the Valencia area.

Mainstream retailers

Mainstream retailers are responsible for the majority of organic food sales in Europe,
however, most multiple retailers have only a basic assortment of organic lines. The
product range is increasing in Germany, France and Spain.

Table 1.8 lists the leading supermarkets marketing organic foods in western
European countries. The approximate number of organic items in their product
range is given as well as the names of their private labels.

Tegut is one of the most successful conventional supermarkets marketing organic
foods in Europe. The retailer has 400 supermarkets in the states of Hessen and
Thiiringen, which market up to 1800 organic products. Organic foods sales, at
€110m, make up about 10% of Tegut’s total sales. Rewe is the largest food retailer
in Germany with about 4000 supermarkets, although organic foods comprise a
small fraction of total sales. Organic food sales in Edeka supermarket account for
about 2% of its total sales.

Tesco, the second largest retailer in Europe, has the largest market share for
organic food sales in the UK. Organic food sales were estimated to have surpassed
€450m in 2004. Sainsbury’s is the second leading retailer in terms of organic food
revenues with roughly €420m sales in 2004. Waitrose, a much smaller retailer with
140 supermarkets, has the highest market share in terms of total food sales; organic
products comprise 15% of all food sales.

Co-op Italia is the second leading food retailer in Italy but it has the highest market
share for organic food sales. Many of its organic products are marketed under its
Bio-logici Co-op private label. The market share of Esselunga is in decline because
it significantly reduced its range of organic products in 2003 and 2004.

Carrefour is the dominant retailer of organic foods in France and organic products
are found in all its hypermarkets. About 25% of its organic products are marketed
under its Carrefour Bio private label. Auchan is the second most important French
retailer of organic products with about 700 items in its product range.

Albert Heijn is the dominant food retailer in the Netherlands and it accounts for
most organic food sales. Although organic food sales continue to increase, the number



