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We are now witnessing the striking
emergence of dynamic markets for
differentiated products that are
produced and marketed in sustainable
ways and can provide even some of the
world's poorest farmers with better
opportunities. Coffee is a leader in
these developments and, as arguably
the developing wcrldls most
important cash crop, is vital to many
countries. The markets for fair trade,
organic, and eco-friendly products -

although not a universal panacea =~ can
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provide farmers with many social,
economic, and environmental

benefits.

The Interhational Coffee
Organization, in collaboration with
The Int.ernat.icnal Inst.it.ut.e for
Sustainable Development, The
United Nations Conference on Trade
and Dovetopment (UNCTAD), The
lnternational Development Research
Centre (I DRC) and The World Bank
have contributed to this important
new study that is the product of two

'
years work. It. represents a significant
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contribution toward understanding
the scope and outlook for such
products and their role in the future

sustainability ofa globalindustry.

The St.at.e of Sustaina ble Coffee
synthesizes the efforts of 11
researchers under the guidance of

Daniele Giovannucci, its primary

author. It. represents a groundbreaking

and comprehensive approach to the

characteristics and trends of these

markets that have, until now, not been

-1 he tate S W00y YU

g of' ustalnable —~offee. +
o 2 R SGy ety Nl Y w;.*{_- o &

o W

-~ )
A studyﬁof twelve maJor' markets #""’*r = %I

; — ‘ ~ 7” .V" : 5 t_: ’ * = r < ﬁ o *‘l - IJ—- [ 4 ! = ! {5-; ‘
\ —0 \.,j “w. 4 o : .. N “" A
}a ol : s ﬁ,;, Danlele Glovannucc1 A
’ s ‘ g e -k— “a - g 1 S B T ..
LN N "‘, Jg- < 1th Freek Jan Koekoek
- ‘ ' ¥ ') B = r — . ® ' \ ,L A Q

e S K

o020y uef Y3o.u ] YIM IDONUUBAOLL) I[oIUe(]

o
pes j S



Daniele Giovannucci [ a former

senior executive and owner of food related
companies and a foremost expert on
market strategies. He now advises
several international agencies and

governments and is a senior consultant for

TheWorld Bank Group.

His recent work focuses on the
development of differentiated markets
and their potential to improve
competitiveness and reduce poverty
when linked to innovative environmental
and rural development initiatives in less

developed countries.

His work on the development of markets
and agro~enterprise is widely published
and his companion to this book is an
earlier groundbreaking study of the North

America n markets.

Freek Jan Koekoek is an independent
consultant specializing in food marketing
and sustainability. He has worked with
several programs oriented to coffee

producers.
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Foreword

The coffee world has changed dramatically in the last decade and a half.
There is no doubt that at the beginning of the 21% century much of the world
coffee economy issuffering under structural conditionsthat are unsustainable.
The striking emergence of dynamic markets for certified organic, fair trade,
and eco-friendly coffees firmly place the coffee industry at the forefront in
developing innovative responses that are relevant to the difficulties of rural
development and trade in devel oping countries.

Fair trade, organic, and eco-friendly products are, as the authors point out,
neither a panacea nor the full answer - and much more needs to be done.
They are, however, one of the few bright spots in an otherwise difficult
coffee economy and provide considerable direct benefits to nearly amillion
coffee producing families. Through strict environmental and socia standards,
improved governance structures, better communication channels and price
premiums, these initiative help in the process of correcting for imperfections
in the coffee market.

This report reveals the potential for growth in the burgeoning market for
sustainable coffeesin Europe and Japan. It also reveal s some of the challenges
facing such coffees asthey make mainstream appearances. With the popul arity
of such initiatives increasing, so too does the potential for overlap and
confusion between the different systems. The findings of thisreport alludeto
the importance of addressing such issues and developing a sector-wide
approach to sustainability.

A common front to sustainability will be important not just for ensuring that
the concept of sustainability is used to serve common ideals but also for
setting the stage for widespread buy-in among consumers, industry and public
policy makers alike. This snapshot of the industry, following on Daniele
Giovannucci’s groundbreaking study of North American markets, providesa
critical foundation for determining what steps are likely to be most effective
in ensuring the continued growth and effectiveness of such initiatives in
providing a consistent stimulus toward the sustainable development of the

sector.
Néstor Osorio Jason Potts
International Coffee Organization International Institute for

Sustainable Development
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‘ Acronyms
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SCAE
SMBC
MAFF
VNKT
UKROFS

USAID

Alternative Trade Organizations
Sustainable Markets Intelligence Center
(Acronym is Spanish)

European Coffee Federation

Food and Agriculture Organization of the
United Nations

Fair-trade Labeling Organization
International

Green Bean Equivalent

Geographic Indications of Origin
International Coffee Organization
International Trade Center (a UN body)
International Federation of Organic
Agriculture Movements

International Social & Environmental
Accreditation and Labelling Alliance
Sustainable Agriculture Initiative
Specialty Coffee Association of America
Specialty Coffee Association of Europe
Smithsonian Migratory Bird Center
Ministry of Agriculture, Forestry and
Fisheries of Japan

Dutch Association of Coffee Roasters and
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UK Certification Authority for
Organically Produced Foods
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M easur es

1 Euro (EUR) = 1 United States Dollar (USD)
1 metric ton (ton) = 2,205 pounds = 16.7 bags
1 bag of coffee =60 kg = 132.3Ibs

1 kg of roasted coffee = 1.19 kg green coffee
1 kg of instant coffee= 2.6 kg green coffee

Acronyms and Measures B

For ease of comparison wehave used kg and metric
tonswherever possible and we havealso trand ated
quantitiesto Green Bean Equivalent (gbe).

Since most price quotes for these coffees are
internationally discussed as U.S. dollars per
pound, we have kept the same convention except
where retail market discussions are more
appropriately quoted as Euro per kg.
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Executive Summary

I ntroduction

Organic, eco-friendly, and fair trade coffees collectively referred
tointhisreport as sustai nabl e coffeesfill amarket nichethat isnot
only rewarded with a premium price but can also provide other
superior benefits that help producers improve their sustainability.
These benefits are very much sought-after in producing countries
becausethey can offer coffee producersdistinct environmental and
social advantagesaswell asaconsiderable direct economicimpact
measurable in millions of dollars.

Of course, these types of coffees do not necessarily guarantee
sustainability nor are they the only path to coffee growing
sustainability. While other types of coffee may also contribute
positively to sustainable development, these three general types
possess intrinsic qualities that most closely fulfill the balanced
social, environmental, and economic requirements necessary for
sustainability. They are also among the few that permit reasonable
verification of their claims. For these reasons the use of the term
“sustainable coffee” is a useful shorthand description and is not
intended to imply that other non-certified coffees are necessarily
unsustainable.

Asthe coffee industry experiences some of the lowest green bean
prices of the past hundred years (in rea terms), sustainable and
other differentiated coffees are among the few receiving a more
substantial remuneration and showing significant growth. Since
very littleisknown about the market characteristics and trends for
these coffees, thisreport concisely conveysthe result of extensive
research that was conducted over the course of 11 months from
early 2002 through January of 2003.

Thisstudy specifically assessed the characteristics, quantities, and
tendencies of trade for each of the sustainable coffeesin the most
important consumer marketsin Europe and in Japan. Theresearch



primarily covers: Belgium, Denmark, Finland,
France, Germany, Italy, Japan, The Netherlands,
Norway, Sweden, Switzerland, and the UK. It
complements an earlier study of the U.S. and
Canadian markets. Theresearch team conducted
interviews and discussions with buyers, traders,
agents, trade associations, certifiers, and
government entities, focusing particularly on
those responsible for the trade in sustainable
coffees, and also reviewed existing studies and
reports on these markets as well as national and
international databases.

What ar e sustainable coffees?

Sustainability is a dynamic continuum and can
best be perceived as an ongoing process rather
than astatic achievement. Sustainability hasbeen
defined in several ways and this report uses the
term in the generally accepted form of the
international development community, stating
that in order to achieve sustainability long-term

Executive Summary B

environmental, social, and economic needs must
be met in an integrated manner without
compromising the ability of future generations
to meet their own needs.! Another useful
definition statesthat “ asustai nable producer shall
meet long term environmental and social goals
while being able to compete effectively with
other market participants and achieve pricesthat
cover hisproduction costsand allow himto earn
an acceptable businessmargin?’ . Unfortunately,
the coffee commodity market is driven
exclusively by economic factors and, like all
commodity markets, does not recoghize, much
less internalize into its prices, the very real
environmental and social costsof production. The
entire coffee industry benefits from some
excellent initiatives currently working to both
define and operationalize sustainable coffee
standards. While it is at the forefront of other
commodities in this regard, the mainstream
industry still hasalong way to go. Organic, eco-
friendly, and fair trade are arguably the best
attemptstoward sustai nable production practices

Figure E.1 A Characterization of Coffees

Sustainables

Other
Differentiate

T

Mainstream (
commercial

.

Private
Standards

Organic

Double
Certified
Eco -
friendly

1 Concurring with the Brundtland Report (1987) as confirmed at the Rio Summit (1992) and the Johannesburg World

Summit on Sustainable Development (2002)

2 Adapted from personal communication with Michael Opitz April 25, 2003.

15



The State of Sustainable Coffee

16

that meet a number of the vital environmental,
social, and economic needs of nearly a million
coffee producers. They will not, however,
necessarily resolve all of the current problems
of nearly 25 million other producers and of the
global coffeeindustry, many of which arerooted
in large-scale structural and market deficiencies
(Lewin & Giovannucci 2003).

Sustainability is an issue far broader than the
typesof coffeethat areidentified as* sustainable’
per seand that are measured inthisreport. There
are in fact, a number of new initiatives that are
distinct from the well-known organic, fair trade,
and eco-friendly coffeesthat can also contribute
to long-term sustainability in the coffee sector.
Many of these can be characterized as corporate-
driven endeavors that define sustainability
somewhere between conventional practices and
an improved level of sustainability companies
feel they can reasonably achieve and pay for. The
better of theseinitiativesincorporateindependent
third party verification and are very useful to
producers while some others are little more than
public relations gambits.

The marketing of coffees as sustainable is a
relatively new idea for the coffee industry. For
less than two decades they have been typically
availablein very small quantitiesfrom a handful
of countries. In the past, these coffees were
inconsistent in both their quality and their
availability. Sales growth occurred almost
exclusively within arelatively small core market
of specialty retailers, social organizations, and
cause-conscious consumers. Inthelast few years
this has begun to change dramatically and these
coffees are now at a crossroads with many
opportunities in new, high-volume distribution
channels.

Thebusinessfor these coffees hasrecently grown
quite robust at all levels of the supply chain.
Sustainable coffees now involve 32 producer
countries, many hundreds of producer
organizations, dozensof specialized traders, more
than 20 consuming countries, hundreds of

roasters, hundreds of brand-owners, and
thousands of retailers. |n some countries between
10 and 20 percent of households are regular
buyers of these coffees.

Higher quality is the recipe for sustainability
according to some who argue that a sustainable
coffee culture can best be achieved through
farmersthat grow and sell high-quality products.
Adequate quality is certainly an important
component of afarmer’sability to be competitive
and minimum quality standards are a baseline
necessity. However, many quality-oriented
arguments tend to miss one or more critical
points. In the absence of quality regulations, the
market does not always reward superior quality
and often bulks together the production of many
growers into common lots where individual
differentiation is lost. Commodity markets may
require a minimum quality but similarly do not
reward superior quality. Even when superior
quality coffees are rewarded, this economic
benefitisnot necessarily trand ated into improved
socia or environmental benefitsthat arethe other
two pillars of sustainability. So while a quality
output is important, it is equally important to
consider the process of production and trading
relationships in order to improve sustainability.

Theimportanceof sustainable
coffee

Fair trade, organic, and eco-friendly coffees
occupy amarket nichethat istill small involume
- on average less than 2% of consumptioninthe
more developed markets - but offers attractive
benefits not only for about ¥ million farm
households, but also for the entire industry in
terms of increased sales from these coffees and
greater profits al along the supply chain. Total
global salesfor 2002 - calculating conservative
estimates of both certified and non-certified
coffeesthat paid producers a premium and were
sold with claims of sustainable production
practices(i.e. ethical, eco-friendly, Utz Kapeh) -



wereinexcessof 1.1 million bags of coffee. With
average sales growth many times greater than
conventional coffees, these are among the
fastest-growing market segments because they
appear to be attuned with emerging consumer
demands, increasing corporate responsibility, and
heightened risk management along agricultural
supply chains.

For coffee growers in many countries, coffee
providestheir sole source of cash income and so
even modest premiums earned from
differentiating their production can make an
appreciable difference. At today’s (early 2003)
prices a producer that can sell double certified
(organic and fair trade) coffee would double his
income above the benchmark market price.
Although many farmers producing certified
coffeesmay earn somewhat lessthan doubl e, they
desperately need these price premiums and the
opportunity to establish more direct personal
contacts with importers and roasters. There are
nevertheless, other features that can also be of
great value to coffee producers. For many, their
participation in these markets has provided
important social and environmental benefitsthat
contributeto local sustainability and stability.

Besidesadirect economic benefit to many coffee
growers, sustainable coffees provide additional
intended benefits or positive externalities at the
producer level inthefield that go beyond amarket
advantage. These can include:

1. Improved natural resource management and
biodiversity conservation

2. Cropresilienceto weather and climactic risk

3. On-farm diversification and fewer external
input costs reduce financial exposure

4. Community or organizationa development and
increased use of rural labor

5. Fewer health risks due to misuse of
agrochemicals

Executive Summary B

Certain standards in particular offer further
benefitsliketraceability and process management
that can help prepare smaller producersto better
compete in modern agricultural trade.

European and Japanese markets
overview

Size & market share

The share of sustainable coffees in each of the
11 most important European coffee markets
(2001 data by volume) ranges from alow of 0.3
percent to 3.4 percent. The overall average
between the countries was approximately 1.6
percent while the weighted average was 1.1
percent. Preliminary 2002 data indicates that
market share for sustainable coffees has grown
further in most countries. Their 2002 market
share in Japan is approximately 1.2 percent.
Sustainabl e coffees have the highest market share
in Switzerland and Denmark and are also strong
in Sweden. In certain market segmentsthey have
amuch larger share. For example, looking at just
the roast and ground segment and not the instant
coffee segment in the UK, would show that
sustainabl e coffees have about a10 percent share.
Of course, roast and ground only represents a
minor percentage of the total UK market.

Estimating total value rather than volume brings
the market shares of sustainable coffees higher
till, since sustainable coffees are on average
more expensive than conventional coffees. The
estimated value share of sustainable coffees in
these European markets ranges from
approximately 0.4 percent to approximately 5
percent. Individual segments could be
considerably higher.

The 11 major European consumers combined to
use morethan 15.4 million kilogramsof certified
fair trade and approximately 11.2 million
kilograms of certified organic coffees in 2001.
Of these, 5.3 million kilograms were double
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certified asboth fair trade and organicindicating
anet total of morethan 21 million kilograms sold
in 2001 (355,000 bags of green coffee). Japan
added atotal of only about 1.6 million kilograms
in 2001 - an unusually low year. For 2002 the
joint certified total in these 12 markets is
estimated to have been about 27.7 million
kilograms or 460,000 bags.

The European sustainable coffee markets are
dominated by fair trade and organic, the former of
which isthelarger. Eco-friendly and shade-grown
or bird-friendly certifications have just begun to
reach Europe. In Japan, likeNorthAmerica, organic
coffees are the dominant type and there is a
considerably stronger interest in eco-friendly
coffeesthat are demonstrating rapid growth.

Germany is Europe’s largest market for
sustainable coffeesfollowed by the Netherlands®
and the UK. Some nations like Finland and
Norway have shown lessinterest to date and their
markets, like those of Spain, Portugal, Austria,
and Greece are relatively quite small. Japan is
one of theworld’s biggest coffee consumersand
although its sustainable markets are still small
they asoincludeeco-friendly varietiesalong with
the more typical organic and fair trade.

Distribution channels and formats

Distribution channels in al of the markets for
sustainable coffees have expanded enormously
inrecent years. Thisisall being facilitated by an
increasing number of traders, including some of
the largest global players, who are getting
increasingly involved in these coffees. The
expansion has been particularly evident at the
retail level where supermarketsand high-volume
multiple store chains have joined the specialty
retailers in this business. The mainstream retail
channels that are beginning to provide these

coffeeswith much broader exposure to a greater
range of consumers are far from being fully
developed. Most of the mainstream retailers are
recent entrants to this field and many only carry
anominal stock or selection of these coffees. With
afew notable exceptions, promotional effortsfor
these coffees have been modest with very few
firms willing to make strong commitments to
promotional investments.

Many of the specialty retailers including coffee
shops, fair trade stores, health food stores, and
independent grocers have consequently seentheir
market share of sustainable coffee eroded as
supermarkets expand their participation. There
isadramatic difference from country to country
in the ingtitutional or out of home channels for
sustainable coffees and, judging by the success
of countries like Austria and the Netherlands,
many may haveaconsiderable untapped potential
in this area. These include restaurants, cafes,
offices, government, healthcare organizations,
and even vending machines.

Sustainable coffeesaresoldinavariety of different
formats ranging from gourmet and single origin,
to espresso, to mainstream or mass-market blends,
and even soluble or instant coffees. Consequently,
themarket requiresanincreasing range of different
coffeetypesand qualitiesand not just high-quality,
high-grown, mild arabicas.

Certification issues

Although organic, eco-friendly, and fair trade
coffees are distinct, it appears that the market
often does not perceive them as such. Thereis
growing evidence that consumers closely
associate these coffees that have each
accumulated a measure of both credibility and
goodwill and do not always make clear
distinctions between their unique characteristics.

8 TheNetherlands' considerableimport volumesarein part due to their position asa popular port of entry and they re-

export a considerable portion of these coffees.



A number of retailers speculate that consumers
would prefer to not have to choose between
organic and fair trade and an increasing number
of major retailerswant to have coffees with both
certifications. Indeed, approximately 44 percent
of fair trade coffee production is now also
certified asorganic. Thisisdramatically up from
1 percentin 1996. Someretailers, and even some
roasters, are already exploring such combined
characteristics under their own private labels.

Not all of the production that is certified
sustainable is necessarily sold by producersat a
premium and, of the coffee that is shipped as
certified organic, eco-friendly, and or fair trade,
not all makesit into the consumer market as such.
A portion, for various reasons, is sold as
conventional coffee.

Producer countries

Firms indicate that an increasing number of
countries now supply these coffees. The great
majority come from Latin America where two
countries stand out as the dominant providers:
Mexico and Peru. All of the Central American
producersareincreasing their participation asare
the Latin American giants, Colombia and
especialy Brazil. A late starter inthisfield, Brazil
quietly began exporting organicsin the 1990s and
by 2004 will likely be one of the top producers
rivaling Mexico's leadership in this category.
Uganda, Ethiopia, and Tanzanialead theway in
Africa while India, Indonesia, Papua New
Guinea, and East Timor are the major Asian
suppliers of sustainable coffees.

Trendsin European and
Japanese markets

Organic foods are achieving unprecedented
global popularity and with half of salesoccurring
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in Europe, organic coffeestherearealsolikely to
benefit.

Eco-friendly coffees are closely associated with
organic principles and are likely to also benefit
fromincreased consumer consciousness of health
and environmental issues. Organics appear to
gainfrom afundamental perception that they are
healthier for the consumer.

Fair trade also benefits from the increasing
awareness among consumers and buyers of how
their purchasing power, when directed toward
ethical trade, can impact both labor standardsin
developing countries and corporate social
responsibility. Overall fair trade product sales
have enjoyed steady volume growth of nearly 20
percent per year on average from 1999 through
2002. Fair trade coffee has also grown overal
but at a sower average overall pace and with
considerable disparities between countries.

There is a concern that in some of the more
mature markets fair trade coffee may have hit a
glass ceiling, unable to grow beyond its affinity
with a more socially conscious but relatively
limited market. New access to more promotion
and distribution in mainstream channels like
supermarkets could rapidly change this but has
not yet materialized.

Average sales growth for sustainable coffeesin
recent years has easily been 5 times greater than
that of conventional coffees in most of these
markets. There are dramatic differencesin growth
between the different European countries and
particularly between organic and fair trade that
are not visible in the overall average growth of
about 10 percent per year over thelast threeyears.
Firmsinvolved with sustainable coffee generally
predict modest growth in the near term and much
more positive growth for 2004-2005. Double
certified coffees in particular are expected to
show the highest rates of growth. By 2004 the
major European sustainable coffee markets are

4 Primarily coffee, tea, bananas, cocoa, sugar, honey, and orange juice
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conservatively expected to grow by about 55 to
65 percent from their 1999 level. Although
projections for growth continue to be positive
overall, they are not homogenous across
European countries. In Japan the recent interest
in eco-friendly coffees on the part of some of the
major roasters and large retailers could rapidly
increase the availability of such coffees.

Over the last three years Sweden and Italy
experienced some of the greatest growth overall
with sustainable coffees and were surpassed only
by France's 175 percent increase during this
period. Switzerland, after several years of very
strong growth, is the only country where sales
actualy declined, abeit dightly, in more than one
year of the last three.

Infair trade coffees Germany and the Netherlands
represent the greatest volume consumption but are
stagnant whereas France, Norway, and Sweden
posted thegreatest rate of growth over thelast three
years even though all three countries started from
arelatively small base. The greatest growth for
organic coffees occurred in Italy, Sweden, and
the UK. Germany, Sweden and Denmark were
thetop three volume consumers of organic coffee
in 2001. Eco-friendly coffees are beginning to
make their appearance in Germany and the UK
but have developed no track record in Europe.

Prices and premiums

Retailersuntil recently had very little competition
for these products and could afford to keep prices
relatively high especially since some believed
that lower prices might simply serveto substitute
these for their existing business in parallel
conventional coffees. Thisisclearly changing as
moreretailersand more brands offer these coffees
and competition heats up. A small but increasing
number of European retailers that carry these
products are bringing their retail prices much
closer to the level of conventional coffees.
However, in most stores and most markets the
differenceis still considerable.

Organic green bean premiums show a
considerable sca e of variance but the mean range
is approximately US$0.15 to US$0.30 per |b.
While most of the industry feels that these
premiums are justified, nearly half predicts
that, as supply competition heats up over the
next few years, these are likely to erode. Eco-
friendly coffeestypically range from US$ 0.10
to US$ 0.60 per pound athough it is difficult to
disaggregate certification premiumsfrom quality
premiums. For fair trade, most participating
buyers pay at least the official FLO minimum
priceswhilevery few pay dightly moreand some
pay much less by operating outside of the FLO
certification and registration system. With current
market prices for arabica coffees, the FLO price
translates to a fair trade premium of
approximately US$0.66 per |b above the “C”
market rate for similar coffees produced in the
conventional manner. Most, but not all, fair trade
coffees are arabica.

Since some of the more popular origins for
sustainable coffees like Mexico and Peru
typically sell their conventional coffees at a
discounted differentia to the “C” price, actua
sustainable coffee premiums, since these are
often based onthe* C”, aretherefore even higher
than similar quality conventional coffees.
However, the markets for such coffees are still
relatively small, premiums are negotiable, and
such margins may not remain at their current
level.

| Perceptions

Overall the industry is cautious but optimistic
about the future. It recognizes that these
sustainable coffees are not only important for the
health of the coffee industry but also that these
are no longer inconsequential niches. Some
speculate that over the course of the next decade
such coffees will become a strong rather than a
marginal segment in the industry. As such, they
could eventually become more of a competitive
standard rather than acompetitive differentiator.



There are, of course, different definitions of
sustainability and it is not yet clear which of the
conceptswill turninto mainstream standards and
which will remain confined to niches. In either
case, it appears clear that organic, eco-friendly,
and fair trade coffees are here to stay.

While the cause-related aspects of fair trade or
organic are important differentiators in the
marketplace, another aspect isjust as important
for farmer sustainability: consistency. The
industry claimsthat sound traderelationshipsare
aways developed as a result of consistency in
both the quality of the coffee and the business
practicesof thefarmer or cooperative. Thesetwo
types of consistency are perhaps the most
valuable supplier characteristics that emerged
from trade interviews and discussions. The
highest quality is not always hecessary, unlessit
isfor the gourmet market, since average coffees
are often needed asfillersin blendsto keep cost
low.> While some buyers might bear a lower
quality coffee, they have a very low tolerance
for the increased risks of having an inconsistent
supplier. There is some anecdotal evidence that
sustainable production practices improve
consistency, risk management, and overall
quality; however, further research would be
necessary to confirm this.

A strong majority of the roasters and importers
involved with the sustainabl e coffeeindustry feel
that the premiums paid for sustainable coffeesin
general are reasonable and justified. Some
respondentsfelt that fair trade pricesaretoo high
considering today’slow market prices. A number
of the firms who balked at fair trade prices
claimed to do so because they were not convinced
that a significant portion of the benefits actually
reached the producers.

Confusion about certification dampens the
mar ket

Confusion about certification schemes is more
prevalent in some of the countries surveyed than
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in others but the industry overall has a limited
understanding. There is general concurrence
among theindustry everywherethat certifications
and labels are confusing to consumers. The
survey respondents who found the certifications
confusing considered that there are a large
number of terms and labels like organic,
ecological, biological, fair trade, ethical,
sustainable, and responsible that overlap and
cause uncertainty. So even if people are familiar
with the existence of theselabels, they often may
not know what they stand for. One could expect
that aconsequence of thisconfusionisareduced
willingness to pay for these coffees.

Organic labeling guidelines and the new
government sealsin countrieslike Germany and
Japan will undoubtedly help consumersto more
readily identify and develop atrust in certified
organic products. Despite the introduction of
regulations, inefficiencies between different
government bureaucraciesand thelack of unified
standards concerning organic certification among
different certifiers still cause confusion and
inefficiencies in the coffee trade making it a
source of conflict that comes up repeatedly in
theindustry surveys. Fair trade guidelines are not
mandated by any law and there is increasing
evidence of coffees using “fair” or “ethical”
verbiage to sell products that are not FLO
certified or otherwise independently verified.

Alternative certifications positive but
potentially risky

There are anumber of aternativesto the formal
systems of sustainable coffees that this research
is primarily concerned with. In many European
countries and in Japan, solidarity groups lend
support to coffee growersthrough the marketing
of their products within a network of socially
conscious consumers such ascivic and religious
groups.

There is increasing interest in meeting at least
some sustainability criteria on the part of major

5 caution in regard to the quality is warranted in view of evidence from the ICO indicating that the use of lower
quality coffees may be associated with declining consumption trends
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coffee companiesand some of theworld'slargest
retailers. Some coffee companies, often in
collaboration with NGOs or foundations, have
independently developed their own private
guidelines for sustainability that many perceive
as positive and welcome signs. Severa large
companies indicate that such guidelines will be
increasingly applied to their purchases over the
next few years. The subsequent volumes could
quickly dwarf the trade in organic, fair trade, and
eco-friendly coffees.

Thereis, however, aconsiderable risk of causing
confusion when companies offer coffees labeled
with their own independent guidelinesin the open
market. There is a likelihood, particularly at the
corporate level, of free riding on the reputation
and the moral position of the well-established
sustainable coffees. For example, registered fair
trade participants are likely to suffer when the
coffees marketed by these companies represent
themselves as "fair" or "ethical" but offer only
very modest priceimprovementsor other benefits
to farmers and may not engage third party
verification of their practices. When corporate
driven guidelines i.e. EUREP, are imposed on
growers as a criteria of doing business, they can
present a considerable burden and must be
accompanied by adequate training and
remuneration.

Challenges

22

Many would agreethat the coffeeindustry isfaced
with a number of challenges and that
overproduction is at the top of the list. It appears
that the cycles of imbalancein supply and demand
areinherent in current market structuresand there
areno easy or short-term solutionsto thisproblem
(Lewin & Giovannucci 2003). The consequences,
of course, bear hardest on the producers but the
resulting instability is ultimately also damaging
to therest of the industry.

a) The development of market-oriented
approaches to foster the different kinds of

sustainable coffeesis arelevant and critical
challengefor the future sustainability of both
coffee producersand theindustry. At the same
time, it is important for producers and
policymakers to know that sustainable
coffees are neither a quick fix panacea nor
theanswer to all theworld’s coffee problems.

b) These coffees aretruly at acrossroads. In
most European countries, consistent
availability and improved quality have
recently enabled much broader distribution
especially to demanding multiple store
operationslike supermarkets. Asmainstream
retailers take over more of the business,
consumers necessarily lose the personal
attention of specialized retailersthat, in most
cases, introduced them to sustai nabl e coffees.
It will, therefore, become increasingly
important to substitute this with branding,
promotion, and advertising strategies.
Without strong promotion and branding
efforts, it will bedifficult for any sustainable
coffees to fulfill the promise of high sales
growth in their new distribution channels
wherethey compete with heavily advertised,
low-priced brands. This represents a
paradigm shift away from the traditional
methods of marketing these coffeesand while
several roasters and wholesalers are
beginning to build sustainabl e coffee brands,
very few large European or Japaneseretailers
have done the same.

¢) The credibility of sustainable coffees is
built on trust and trust is assured by
independent certification. As more firms
adopt their own “sustainable” sourcing
criteria for these coffees, it will be critical
that they clarify or improve existing standards
and certification systems rather than dilute
these by adopting many varying standards of
their own. Accredited third-party verification
isessential in order to ensure compliancewith
claimsand to reduce the considerablerisk of
losing public confidence that all market
participants face.



d) Many sustainable coffees do not have
strong brand recognition and the different
certifications or labels can be confusing
especialy to apotential new consumer. Even
many roasters and some coffee buyers are
unfamiliar with the characteristics or
reliability of such coffees leading some to
reject them. Further education about the
scope and the diverse benefits of sustainable
coffees could pay substantial dividendsif it
is directed toward both consumers and the
mainstream coffee industry.

€) New sustainability initiatives emerging
from corporations, or with strong corporate
backing, are likely to become increasingly
prominent. While many of these are sound
proposalsthat can help farmersemergefrom
endless cycles of poverty, others are not
much more than risk management effortsto
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ensure that companies are not exposed to
attack for cutthroat purchasing practices.
The latter merely offer a conscience
soothing draught of ** Sustainability Lite”
while actually imposing new burdens on
producers in exchange for only minimal
new benefits.

f) Finally, the primary drivers for most
sustainable coffees are premiums, but
these may well be ephemeral. Clearly,
sustainability cannot be built on these
aone. Itisimportant that both farmersand
policymakers understand the greater long-
term value of sustainable practices and
facilitate their adoption, not just as part of
a competitive market strategy, but also as
part of a sound rural strategy to reduce
risks and improve livelihoods for both
farmers and laborers.
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Methodology

The purpose of this study is to assess the characteristics, quantities, and
tendencies of trade for each sustainable coffee in some of the most
important consumer markets from early 2002 through January 2003. The
information available today on sustainable coffeesis at best fragmented
and insufficient and at worst misleading and incorrect. No agency,
government body, or trade association thoroughly tracks these coffees®
and many estimates are based on thin research or the judgment of afew
traders.’

Thefollowing termsserveasbrief and very basic definitionsfor the survey:

N Organic coffeeiscertified to be produced with methodsthat preserve
the soil and without the use of synthetic chemicals.

N Fair Trade coffee is purchased directly from cooperatives of small
farmers that are guaranteed a minimum pre-set contract price. A
distinction ismade between FL O-certified and other fair trade coffees.

N Eco-friendly or shade coffeeiscertified to be grown in shaded forest
settings in a manner that is good for biodiversity, bird habitat, etc.
(certified by Rainforest Alliance or Smithsonian Migratory Bird
Center).

6 FLO does an excellent job of tracking the fair trade volumes of its registered
members but not of all coffee that is considered fair trade.

7 A number of published and unpublished estimates were also evaluated or
considered from various sources: | nternational Trade Center of the United Nations
Conference on Trade and Development (UNCTAD) (2001 & 2002), the European
Specialty Coffee Association’s Mick Wheeler (2002), Agro-Eco Consultancy
(2001), The Organic Trade Association (2001), the Swiss Ingtitute for Organic
Research (2001), Cornell University’s Caitlin Brady (2001) and Jean-MarieKrier
for EFTA (2001), ICO (2000), Latin Trade (2000), Sasha Courville (1999),
Sturdivant (1999), the International Institute for Environment and Development
(1997).



To ensure the most accurate estimations possible
requires a “triangulation” between different
sourcesin order to ascertain the most reasonable
estimates. The researchers for this study used a
combination of : interviews and discussionswith
buyers, traders, agents, trade associations,
certifiers, and government entities, particularly
those responsible for the trade in sustainable
coffees; areview of existing studies and reports
on these markets as well as national and
international databases

Nearly all of the dataand tablesused inthisreport
are the result of primary research except where
noted otherwise. The research focused on those
coffees that are externally certified by
independent inspection and certification agencies
acting either within a legislative framework
(organic) or on avoluntary basis (fair trade).

Very few coffees were found that were either
certified as eco-friendly or shade-grown,
although several smaller brands were found to
market their coffeeseco-friendly or shade-grown.
Since some countries have considerable amounts
of what could be categorized as sustainable coffee
that is not externally certified within the
frameworks mentioned above, these were
integrated wherever it seemed clear that they had
ahistory of meeting at | east the basic certification
criteria.

In order to better understand the market
categorization of these coffees, and consequently
their target audiences, we looked at three retail
categoriesfor each product. Thiswasnot feasible
in every market since some of the categoriesare
practically nonexistent in some countries while
in othersit is difficult to categorize coffees due
to differences of opinion: for example, aroaster’'s
categorization of their coffee sometimesdiffered
from a retailer's marketing of that coffee. The
three categories are:

1. Mainstream blends - mass-market with a
tendency to be price oriented

Methodology B

2. Differentiated Roast & Ground (R&G) -
gourmet, single origin coffees, premium
blends, and specialty espresso

3. Instant or soluble: freeze-dried, granules,
and powder including specialty mixes

To better understand theindustry buying patterns
we divided the main sales channels for
sustainabl e coffees into three areas as well:

1. Mainstream retail (supermarkets,
hypermarkets, large volume multiples)

2. Specialty retail (organic shops, specialist
coffee and tea shops, cafes, fair trade and
mail-order sales)

3. Out-of-home or institutional market
(coffee shops, restaurants, workplaces,
vending machines).

Increasing European cross-border trade means
that import volumes by themselves say very little
about the size of a national market’s coffee
consumption. The coffee trade, including the
sustainable segment, isorganized internationally,
and coffees are often shifted easily from one
country tothe next. Thisisespecialy trueinthese
segments given that some countries have
bureaucratic restrictions on the importation of
certified coffees from devel oping countries and
multinational retailersmoveinventory under their
own packaging and brands.

Giventhesignificant crossover inthedistribution
channels within and between EU countries, the
study made clear distinctionsamong these market
channels in order not to double count (i.e. not
counting together the volume of theimporter and
alsotheroaster that he sellsto). In some countries
sales were tracked to the final consumer by
tracing brand ownership. Brand owners- roasters,
wholesalers, or retailers - supply either theretail
market or the institutional market. For example,
aroaster that produces a private label coffee for
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a retail chain would not be a brand owner and
therefore that sales volume would not be added
to the total market volume. Investigators used
counts in different channels as well as the
estimates of professional tradersto help confirm
the data. Because these markets originally
developed primarily among smaller businesses
it wasimportant to investigate morethan just the
large importers to ensure that the different
channels of trade are accurately represented.

In Japan, the complex and sometimes opagque
trading systems make it difficult to track or
confirm tradeinformation. Studiesin thismarket
have therefore depended somewhat more on the
professional opinions of numerous direct and
indirect actors in the Japanese marketplace.

Fair Trade Labeling Organizations I nternational
(FLO) monitors the fair trade market and most
of thefair trade consumption estimates are based
on their official data and reports. The overal
coffee market datafor each country wasgathered
from various sources, both public and private,
and in particular relied on the data collected by
the European Coffee Federation in its June 2002
European Coffee Report.

Industry interviewswere conducted with selective
samples that represent a cross-section of the
industry including traders, importers, roasters, and
retailers. These include amost all of the major
buyers of these types of coffees.

The interviews covered the businesses that
represent, on average, more than 85% of the
market volume in each country.

Data are presented in kg of green coffee or their
equivalent usually using the following standard
ICO conversions:

1 kg of roasted coffee = 1.19 kg green coffee
1 kg of instant coffee = 2.6 kg green coffee

Finally, the researchers, consultantsand affiliates
were contractually obliged to regard all
information related to individual firmsasstrictly
confidential.

Any sensitive information is used strictly in
aggregate form so as not to compromise the
confidence and confidentiality of the many firms
interviewed. Most of the data were collected
between January and December of 2002.
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Introduction

Perhaps more than any other form of agriculture much, athough not all,
of the coffee industry is striving to better meet the basic tests of
sustainability: protection of the environment, social fairness, and a
reasonable economic return for all members of the supply chain. Coffee,
in comparison to many other agricultural activities, isrelatively benign.
It isabroad-leaved evergreen tree or shrub that in some cases is proven
to effectively fix atmospheric carbon, preserve a reasonably high level
of biodiversity, stabilize soils, and has even been noted as an effective
economic support for many rural communities. A growing number of
coffee producers, coffee companies, and NGOs are pioneering efforts to
encourage the coffee industry to move toward even more sustainable
practices.

The most commonly accepted general definition of sustainability isthat
adapted from the Brundtland Report and confirmed at the Rio Summit
(1992) and the Johannesburg World Summit on Sustai nable Devel opment
(2002). Paraphrased it states that sustainability means meeting the needs
of the present without compromising the ability of future generations to
meet their environmental, social, and economic needs. Thesethree needs
are sometimes aso called the Rio Triangle and represent, to varying
extents, the goals of organic, fair trade, and eco-friendly coffees which,
for the purposes of this survey, are collectively termed “sustainable
coffees’. These types of coffees are further defined and explained in
subsequent chapters.®

Of course, these types of coffees do not necessarily guarantee
sustainability nor arethey the only path to coffee growing sustainability.
While other types of coffee may also contribute positively to sustainable
development, these three general types possess intrinsic qualities that
most closely fulfill the balanced social, environmental, and economic
requirementsfor sustainability. They are also among the few that permit

8 Certified biodynamic coffees, although distinct from organic and meeting even
more rigorous standards, are, because of their relatively small volume, included
here in the organic segment
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reasonable verification of their claims. For these
reasons the use of the term “ sustainable coffee’
isauseful shorthand description and not intended
to imply that other non-certified coffees are
necessarily unsustainable.

Sustainability is an issue far broader than the
types of coffee that are the primary focus of this
report. It could be argued that coffee, or for that
matter most commodities, are inherently
unsustai nable from the producers’ point of view.
Increasing competition and the growing
standardization and interchangeability of
agricultural products put enormous pressure on
prices. This severely diminishes the feasibility
of long-term investment in the environmental or
social practices that would lead to more
sustainable production. Indeed price pressures
might explicitly preclude such practices except
to the extent that they are demanded by the buyer
in theform of organic or fair |abor standardsfor
example. Differentiated marketsare one solution
but their characteristics and volumes typically
do not yet cover the needs and quantitiesof large
parts of our consumer markets.

Some argue that sustainable coffee agriculture
can best be achieved through farmers that grow
and sell quality products. Through thisthey will
be rewarded with better prices, with which they
will be able to maintain and improve their farm,
their agriculture practices, and in the end their
standard of living. While quality is undoubtedly
an important component of sustainability,
experience provesthat a single focus on quality
is too simplistic. There are millions of quality
producers whose coffee never earns a penny
more and are typically mixed into lots with
mediocre and even poor quality coffees. There
are others who are interested in quality coffees
but do not have the skills or the money to invest
in pursuing them.

°  www.cims-lacom

The redlities of today’s coffee market channels
mean that only a few small farmers have been
able to independently develop high-quality
methods and then seek out and access specific
markets in which to sell their coffee. The
necessary investment capital, technology, and
market linkages are rarely available. These
emerging channels that we call sustainable are
viable ways to help provide these missing
elements and to give small farmers market
opportunities. The Sustainable Markets
Intelligence Center (CIMS is its Spanish
acronym)® offers a directory of Latin American
exporters of sustainable coffee. The recently
launched non-profit doesnot yet offer adirectory
of potential buyers. Apart from private
information gathered from studies like this that
interview interested buyers, many potential
producers of these coffees have difficulty finding
arange of buyersfor their products. Asnoted in
the Table on page 31, this is only one of the
distinct differences between typical commodities
markets and these differentiated markets that
include the sustainable coffees.

The term “quality” has several distinct
connotations in the coffee industry. Quality as
measured by desirable organoleptic or taste
characteristics and free of physical defectsis a
common definition for coffeesthat are considered
gourmet and are sold assingle origin or premium
blends. However, for the great majority of green
coffees quality simply means an allowable
number of defects and some very basic flavor
characteristics since exceptional organoleptic or
taste characteristics are not required for most
blends. Such coffees only need to meet the basic
parameters of the roaster/buyer and exceptional
taste qualities are rarely rewarded. Finaly, for
roasted coffees quality is very much defined by
promotion and brand perception asnew industrial
methods increasingly allow for substitution



between different qualities and types of coffee
under the same brand or label. Consequently, a
brand positioned as “ high-quality” may include
coffees that many would consider to be of low
quality.

Quality is a factor in many of the transactions
that provide extra benefit to the average coffee
grower. Today's marketplace for green coffees
primarily rewards quality and then, as a
secondary consideration, the sustainability of the
production and trade practices used to bring these
to market or whether the coffee is organic, fair
trade, or eco-friendly. Although secondary these
are nevertheless important considerations that
provide a window of opportunity for some of
the world’'s most vulnerable coffee producers.
With these emerging sustainable markets, they
can link more directly to buyers and have the
opportunity to reinvest the premiums earned in
developing better quality production.

Although the differentiated markets - of which
sustainable coffees are a part - offer some
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excellent opportunities for higher quality
producers, itisquiteclear that none of the quality
niches will accommodate all of the production
available.

Currently the entire differentiated or specialty
market imports account for less than 10 percent
of the developed consumer markets; however,
these coffeesrepresent an even larger percentage
of profits. The U.S. specialty coffee market™®
offers a striking example, accounting for about
20% of the volume but more than 40% of the
total market value.* They are aso distinct from
conventional markets in some key positive and
negative aspects. Differentiated marketstypically
offer higher pricesand moderate competition but
public support in the form of extension services,
research or subsidies are hard to come by and
the costs of learning, certification, and market
access are typically higher.

See Table 1.1. Because these markets can lend
themselves to small growers, they provide an
excellent opportunity for them.

Table 1.1. Comparison of conventional and differentiated markets

Conventional

Commoadity price pressures
Reward for quality and price
Easy market access

Intense competition

Gov support: subsidy, ext, R&D
Broad market size

Short learning & cost curve

Differentiated

Consistently higher prices
Reward for quality and process
Limited market access
Moderate competition

Limited government support
Very limited market size

Longer curve: certification, etc

0 This U.S. calculation typicaly includes other value added or differentiated coffees in addition to the expected
gourmet and whole bean coffees. These include flavored, decaffeinated, prepared coffees i.e. ready to drink, and

some specialty solubles.

1 SCAA estimates 2002 U.S. Specialty Industry figures to be approximately US $8.4 hillion.
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For coffee growers in many countries, this
commodity provides their sole source of cash
income and so even modest premiums can make
an appreciable difference. This is particularly
important at a time when, according to ICO
estimates, 12 percent of the average supermarket
price globally and lessthan 3 percent of the out-
of-home price goes to the grower. At today’s
prices a producer that can sell double certified
(organic and fair trade) coffee would double his
income above the benchmark market price.
However, these marketsare still relatively small
and such extramargins are unlikely to remain at
that level for more than afew years as more and
more producers enter the market. Some
premiums are certainly expected to continue for
the near to mid term. Unfortunately, many
analysts only consider the economic or market
aspects of these coffees and disregard other
valuable features and benefits for coffee
producers.

32

‘ Valueto producers
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Even though organic, eco-friendly, and fair trade
marketsaretill limited, the sustainable production
methods that they encourage provide valuable
additional benefitsor externalitiesat the producer
level inthefield that go beyond such recognized
advantages as higher prices and new market
opportunities. Some examples include:

1. Improved natural resour ce
management - an intrinsic part of organic
or eco-friendly production is a practical
understanding of the systemic or holistic
nature of such farming that clearly impliesa
direct appreciation of the diverse forms of
value, such as vital watersheds, sustainable
logging, or a nontimber forest products that
exist in the surrounding landscapes.

2. Increased resilience- the structureandtilth
of organic soils are documented to better
withstand adverse weather and climatic
hazards such as drought and torrential rain.

. Community or

Thisisdirectly evidenced in reduce erosion
and runoff and also in soils with superior
moisture uptake, filtration, and retention.

Increased rural self-sufficiency - most natural
production systems eschew monoculture
favoring on-farm diversification that improves
food security and the rotation/integration of
on-farm inputs like compost and wood.

organizational
development - these are stimulated by the
necessary associative approaches to soil,
technology, and crop management in what
are knowledge intensive rather than capital
intensive production methods. Rel ationships
with neighbors and community are often also
important in organic or eco-friendly
production systems for the purposes of joint
marketing and the need to manage resources
like water and pests like insects at the
landscape or watershed level.

Reducing financial risk - natural

production systems typically require fewer

external inputsthereby reducing production
costs and the necessity to borrow money in
advance to pay for necessary inputs early
in the production cycle. Methods of
integrated pest management have been
demonstrated in many casesto be effective,
lower-cost, and intrinsically more
sustainable in the long run.

Reduced pricerisk for producers - these
products typically receive higher selling
prices with less pronounced cyclical price
changes and, in some cases, the more direct
linkages to buyers as well as pre-arranged
saleshelp improve accessto both formal and
informal (from the buyer) financing.

. More direct access to markets and

market information - most buyers of
organic, fair trade, or eco-friendly products
do not work through procurement systems
with various middleman that are typical of



commodities but rather develop direct
relationships with their suppliersand, in this
manner, can facilitate higher remuneration to
the producer as well as timely and targeted
information that the producer needs to meet
the buyer’s exact requirements.

8. Biodiversity conservation - these
production methods recognize and reward the
existence of biodiversity in everything from
soil microbesto the pest-predator balance of
larger life forms and, in turn, these stabilize
the rural environment and reduce the risk of
widespread plagues and other consequences
of amismanaged environment.

9. Increased use of rural labor - fewer rural
labor opportunities dueto the advance of low
- input production methods such as extensive
livestock rearing or more efficient industrial
methods such as mechanization, chemical
herbicides, and intensive avian production
mean that eco-friendly and organic methods
typically replace capital investments with
investment in human labor, thereby providing
income for the landless and small farmers
who can sell their services. The resulting
opportunities can help to better stabilizerural
communities and reduce urban migration.

10. Fewer health and environmental risksdue
to misuse of agrochemicals - the pervasive
and long-term environmental destruction
now recoghized to be directly associated with
agrochemicals like DDT - once considered
safe but now banned from most industrial
countries- isbeing transferred to devel oping
countries. The World Health Organization
estimatesthat, at a minimum, 40,000 people
dieannually from pesticidesand afurther 3 -
4 million are severely poisoned, especially
in devel oping countrieswherethe moretoxic
materials continue to be widely used and
easily available.

Differentiating a product or service or adding
value in the country of origin is no easy task.
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The challenge for the coffee sector will be
considerable and will certainly require active
government participation, the support of civil
society organizations, and facilitative alliances
with private companies. Most coffee producers
have alimited understanding of the quality - and
process - oriented demands of the marketplace.
For small farmers in particular, differentiating
their output can involve considerable effort to
adapt to more stringent reguirements such as
quality controls and chain of custody.

In recent years, with many organizationsworking
onthistopic, the knowledge about the production
aspects of these coffees has increased
considerably. Unfortunately, very littleisknown
about the actual volumes, trends, and defining
characteristics of these markets for sustainable
coffees despite their importance to more than an
estimated % million coffee growers and many
millions of consumers. In order to achieve a
better understanding of these markets this study
seeks to identify, explore and quantify some of
their key characteristics and their current trends:

N the market participants

N the market channels and volumes
N the trends

N thepremiums

N the requirements that producers must meet
in order to participate

Ultimately thisinformation should serveto help
small producers to better assess and access
sustai nabl e coffee markets. Of course producers
do not exist in avacuum and thisinformation is
also geared toward the other members of the
supply chain such as importers, roasters, and
retailers who essentially make the market.

This information should also serve the
governments, NGOs, and international agencies
that fund or facilitate coffee policies and projects
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to ensurethat these arein accord with the current
realities of the markets. In particular, the study
provides critical background information for
improved multi-stakeholder collaboration and
cooperation towards sustainability at the global
level.

This document begins with an overview of the
most significant sustainable markets in Europe
and then treats each country individually for a
more in-depth analysis. The countries are listed
in alphabetic order and Japan is included as a
separate chapter.

Each country assessment is based on theresults
of qualitative research methods used during the
interviews, and represents the responses and
attitudes of the importers, processors,
distributorsand retailers of sustainable coffees.
Each country report summary is divided into
eight parts:

1. Overall Market Context briefly outlines of
the size, primary characteristics and recent
trends of the overall country market

2. Market for organicsand fair trade covers
the volume and primary characteristics of
these specific markets

3. Certification issuesfor that specific market

4. Premiumstypically paid in that market and
future expectations

5. Significant Supplying Countries

6. Market Structuredescribesthe channels of
distribution

7. Market Trendsindicatesthekey trendsthat
influence organic and fair trade coffees and
shows projections to 2004

8. Market Constraints and Opportunities
looks at the key near and mid term issues

TheNorth American picture

This study covers all the mgjor global markets
for these products with the exception of North
America. Earlier studies of the North American
markets have already yielded detailed
information. The Sustainable Coffee Survey of
the North American Specialty Coffee Industry
is the largest ever of its kind and based on
thousands of extensive industry-wide
interviews. This entire Sustainable Coffee
Report can be accessed at: www.scaa.org
(English) and www.cec.org/coffee (also in
Spanish and French).

The study notes that the market is already very
aware of these particular coffeeswith 95 percent
of the firms contacted being knowledgeable
about at least one or more types of sustainable
coffee. More specifically:

N 99 percent were aware of organic coffee
N 83 percent were aware of fair trade coffee
N 76 percent were aware of shade coffee

Millions of consumers are also catching on.
According to the U.S. National Coffee
Association, in 2001, 31 percent of consumers
of conventional commercial coffee were aware
of organic coffee. About 51 percent of the
consumers who are daily or weekly drinkers of
specialty or gourmet coffee were aware of
organic coffee and 13 percent - that's 8 million
people - say they purchased organic coffee at
least once. About 12 percent were aware of
shade grown (eco-friendly) coffee. Not only are
people aware of these coffees but also they are
willing to pay more for them.

This is not surprising considering the customer
profile of a sustainable coffee drinker: affluent,
educated, and cause-friendly.

Taken in aggregate, from retailers to importers,
56 percent of the enterprises surveyed claim to



sell organic coffeewhile 37 percent claim to sell
fair trade coffee and 34 percent shade coffee.
Approximately 70 percent of those enterprises
surveyed sell one or more types. Asin Europe,
many North American consumers prefer easy
availability and one-stop shopping, i.e.
supermarkets, for their food needs. But European
supermarkets have been quicker to catch on.
Many North American supermarkets, apart from
the smaller high-quality chains, either do not
stock sustainable coffees or present only one,
often as a single origin or blend, and usually
organic. Thisisbeginning to change as some of
the major chains are now testing eco-friendly
coffees in several parts of the U.S. and as the
major Canadian chains expand their sustainable
selections.

The growing U.S. specialty coffee industry is
very optimistic about its future. Although by
volume it represents less than 20 percent
(depending on exactly what is measured) it
accounts for more than 40 percent of the coffee
industry’s total revenues. Total U.S. retail sales
of specialty coffee beverages were $6.6 billion
in 2002 while retail sales of specialty coffee
beans reached $1.8 billion. It is one of the few
segments of the coffee industry that has shown
consistent and notable growth. According to the
International Coffee Organization (ICO) and the
Specialty Coffee Association of America
(SCAA), most potential specialty coffee markets
are far from saturated. Specialty coffee sales
consistently outpaced conservative growth
projectionsof 5to 10 percent per year throughout
the last decade. 2002 growth estimated at 7%.12

Members of the coffee industry are even more
optimistic about the future of sustainable coffee.
I'n 2000 most firms experienced either similar or
increased sales of sustainable coffees compared
t0 1999. About half expect salesto increase over
the next two years and almost none project
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decreases. Those who project increased sales,
on average estimate 27 percent growth over the
next two years.

Substantial price premiums are currently earned
for al three of these sustainable coffees and most
companies feel that such premiums are
reasonable. Nearly 9 out of 10 expect price
premiums to continue for at least a few years.
Fair trade coffees fetched the highest premiums
followed by organic and then shade.

Although thereisconsiderable promise, theNorth
American sustainable market isnew anditsvalue
is still relatively small. Including coffees that
arenot certified but are marketed as sustainable,
i.e. bird-friendly, market value in 2000 was
estimated at $180 million - $200 million. The
estimated market for 3 party certified
sustainable coffees was approximately $152
million at retail. Unpublished data clearly
indicatesthat growth rates have been very strong
for both 2001 and 2002. Fair trade, for example,
showed import increases of 45 percent and 55
percent respectively for the U.S. and Canadain
2002.

The larger and more mature organic market
appearsto have grown abit lessthan 15 percent
and the shade certifications, although not
measured, are clearly more visible in the
marketplace as high-profile companies like Ben
& Jerry's feature them and as major traders like
Neumann and Vol cafe pledge their support.

| Setting thestandar ds

There are now anumber of initiatives addressing
sustainability in distinct ways within the coffee
sector. While most of these initiatives are
advancing, sofar they have generally been unable

2. The Economist. The labour market. June 14 - 20, 2003 page 26
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to effect change on a widespread basis in the
vast majority of the coffee industry. This is
because neither the initiatives nor the coffee
industry have found waysto adequately integrate
market realitieswith sustainability issues.

Nevertheless two things are clear for the first
time: Firgt, theindustry, with only afew notable
exceptions, is accepting that it must take some
realistic stepstoward sustainability. Second, itis
accepting that ideal approach for doing thisisto
implement clear, credible, and verifiable
standards.

The question remains, which standards? The
more corporate driven-initiatives set the standard
relatively low in order to achieve quick business
acceptance. The established standards are more
difficult to achieve but have much stronger
credibility among consumers.

Although some have stated that consumers can
be swayed with sufficient corporate marketing -
itisunlikely that any company today would want
to face public accusations of greenwashing or
inadequate measures of corporate social
responsibility. Too many major brands have been
bruised by such battles.

Attempts are already underway to establish a
global reference standard for sustainable coffee.
A group of magjor NGOs, The Consumers Choice

Council, established its Consensus Principlesfor
Conservation Coffee two years ago. Starbucks
adapted some of these for its own use and was
thefirst large company to implement sustainable
sourcing guidelines. Now GTZ and the German
Coffee Association are working to develop their
own common code. EUREP is developing
another standard. Leading corporations like
Neumann Kaffee Gruppe and Nestlé are also
working on standards. Although NGOs continue
to be at theforefront of sustainability initiatives,
a number of corporations are now also very
involved. These private initiatives could easily
become much larger than today’s accepted
sustainability certifications.

Since many companieswould use such astandard
to validate their brand, the flurry of discussions
in order to try and meet different needs is
understandable.

However, in order to advance sustainability
consumers must ultimately be willing to pay for
it and they will only pay for it if the standard is
clear and appealing. The industry is clearly
headed for a shakeout of the many initiatives. It
is likely that the survivors will a) have true
international credibility with farmers, their
representatives, and consumers; b) beverified by
independent certification; and c¢) will be simple
and accessible enough to satisfy both thefarmer’s
and the corporate bottom line.
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Fair Trade Coffee

Fair Trade is an alternative approach to conventional trade that
aimsto improvethe livelihoods and well-being of small producers
by improving their market access, strengthening their organizations,
paying them a fair price, and providing continuity in trading
relationships.

Fair trade coffee is purchased directly from cooperatives of small
farmers®® that are guaranteed a minimum contract price. This
minimum price is the best-known, but not necessarily the most
important feature. Fair trade seeks to establish interactive trading
partnerships that are based on dialogue and transparency. Buyers
are expect to provide at least partial short-term trade financing
when necessary and producers are expected to invest at least some
of their incomein democratically agreed-upon goalsfor long-term
sustainability such as community education, healthcare, or
infrastructure improvements. Implicit in fair trade is the concept
of developing mutually beneficial long-term relationships that go
beyond the facel ess and often tenuous economic exchange of cash
for coffee.

Thefirst phase of organized fair tradewasinitiated when Alternative
Trade Organizations (ATOs) like The Netherlands' Fair Trade
Organisatie, Germany’s SOS Wereldhandel (later Gepa), and
England’s Oxfam Fair Trade started to trade directly with
“disadvantaged” producers beginning in the mid-1950s and
continuing through the 1970s. To market these products an
ideol ogical businessmodel was created featuring World Shopsthat,
to this day, are running predominantly on the basis of avery large
volunteer network. These outlets now number approximately 2700
although salesin many are modest. The market sharefor fair trade
coffeein the late 1970s was so small as to be barely measurable.

¥ Therecent (January 2003) amendment of the generic fairtrade standards,
with new verbiage about employers, covers workers or laborers and not
just small farmers.



The second major phase started with the launch
of the Max Havelaar |abel in the Netherlandsin
1988, inviting mainstream importers, roastersand
retailersto participatein fair trade. Although the
ATOs and the World Shops continue to play an
important role, the movement looked to other
outlets. This concept was subsequently copied
to other countries: Belgiumin 1991, Switzerland
in 1992, Germany, France and Luxemburg in
1993, and the UK and Austriain 1994. Germany,
however, opted for a different name (Transfair),
as did the UK (Fair Trade Foundation). At this
time, thefair trade movement wasdepending less
onvolunteer labor and began atrend toward more
market oriented business approaches. During this
phase, coffee attained wider distribution and
market share rose to as high as 3 percent in the
Netherlandsand other countries. In some specific
segments fair trade has done even better:
capturing 5 percent of retail salesin Switzerland
and more than 7 percent of the ground coffee
market in the UK (thisisaminor portion of the
total market).

Despite these advances, and exceptionally strong
growthinthe Americas, someobserversfeel that
fair trade coffee may have hit a glass ceiling in
some of the more mature markets because of its
affinity with an apparently limited segment of
the more socially conscious consumers. In order
to become a strong presence in stagnant or
shrinking markets, fair trade must challenge the
established coffee brands whose promotional
effortsand very competitive pricing makeit very
challenging to achieve anincreased market share.
In Germany, for example, a study by the
European Fair Trade Association showed that
while 37 percent of those surveyed acknowledged
awillingnessto pay morefor fair trade products,
such products had only attained 1 percent of the
country’s coffee market in 1998 (Potts 2000).

According to two founding fathers of the Max
Havelaar fair tradelabel, fair tradeis now on the
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brink of passing from the second to the third
development phase (Roozen & van der Hoff
2001). In this third phase new marketing
approaches and new forms of cooperation would
be necessary to increase the social and
environmental impact. New initiatives among
some of the major European retailers to stock
fair trade coffee both branded and as private-
label, might open the door to a larger fair trade
market share. While distribution is clearly
important to fair trade coffee, it isnot clear how
important small pricedifferentialsare asafactor
for inducing consumer purchases. Although not
the result of rigorous analysis, interviewsin one
country seemed to indicate that having similar
prices between fair trade and conventional
coffeesdo not necessarily stimulate asignificant
increasein fair trade sales.

In the third phase, coffee quality has become a
very significant issue. Before that, this was
considered less important than the actual cause
itself. In order to successfully access a broader
market, quality isacritical consideration. Severa
large buyers have noted that there are two reasons
why lessthan 20% of thetotal availablefair trade
productionisactualy purchased with afair trade
premium: quality and price. Although the poorer
small producersthat participateinfair trade often
have difficulty accessing the technology and
inputsto improve quality, thisischanging. Many
have invested some of their premiums into
quality-oriented improvementsand theresultsare
beginning to show up in the marketplace. In
Nicaragua's Cup of Excellence competition in
July 2002, thetop 20 coffeesincluded seven that
were produced by fair trade cooperatives.'*

Of course, some argue that even if such coffees
were similar in quality and price with
conventional coffees, market demand would still
be woefully inadequate to handle even half of
the smallholder production that is eligible to
participate in fair trade. Thisis because there is

14 Personal communication with Miguel Gomez of the Nicaragua Specialty Coffee Producers Association, Nov. 2002.
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limited awareness about fair trade in most
countries. In many of the surveysfirmsindicated
that they knew little about what actually happens
with fair trade or that they were not confident
that its benefits actually reached the producers.

An important aspect of the second phase,
introduced in 1997, isan improved coordination
of the 17 different national initiatives under the
unified banner of Fair Trade Labeling
Organizations International (FLO).* This
includes a unified process of policy definition
and improved certification and inspection. With
the formation of this organizing body, producers
gained a larger say in fair trade policy and it
became easier for the movement to speak with
one voice, although the National Labeling
Organizations remain responsible for promotion
of fair tradein their respective countries and still
own their national labels and logos. They have
recently agreed on a new unified logo that
incorporatesthe major national logosto facilitate
consumer recognition.

It is not clear yet whether the cooperation
between 16 national labelling initiativesin FLO
is actually generating the expected synergies of
promotion and market visibility. Individually,
many - but certainly not all - of the different
brands have not been able to successfully
leverage their national label. This may be the
subject of some confusion where, for example,
in the Netherlands the Max Havelaar Label is
perceived as abrand by many consumers. At the
originlevel FLO hasfound it difficult tofacilitate
aglobally homogenous processfor certification.
One of theworld’s most prominent buyersof fair
trade coffee claims that the “cumbersome
process’ to register and report in different ways
for different countrieshas“ greatly limited” their
willingness to offer fair trade coffees in all of
their stores.

5 www.fairtrade.net

In addition to the groups organized under FLO,
thereare afew organizationsthat have devel oped
their own concept of fair trade, and do not support
the FLO system. One of the most notable is the
Hand in Hand program from the organic
wholesaler Rapunzel. Several retailers are also
making incursionsinto thisareaand claiming fair
trading or sustainabl e practices although most are
not open to third party verification and pay
farmerslittle morethan the current market price.
There are also Alternative Trade Organizations
such as El Puente that are not registered by FLO
and a number of wholesalers, especially in
Germany and Japan, that claim to use“fair trade-
like” criteria.

Currently, the minimum price is often quoted as
US$1.26 per pound but actually varies as noted
in the Table 2.1 below.

When the world market price is higher than
1.26 dollars per pound, then a premium of US$
0.05 is paid with the understanding that thisis
to be invested in development. For fair trade
coffees that are also organically grown and
certified, farmers receive a premium of US$
0.15 per pound. In recent years this policy has
definitely helped many farmers as the
composite world coffee price'® slumped to
around US$ 0.50 per pound.

Fair trade arabica coffees received an average
pricedifferential of nearly US$0.72 per pound
in 2002 . See Figure 2.1. Each of the past three
years this fair trade premium has channeled
tens of millions of dollars to small coffee
farmers and their communities globally.

With current market prices at all-time lows,
these minimum values appear high to anumber
of firms in the coffee industry, although the
minimums were set after consultation with a

6 1CO compilation based on a formula that calculates, among other things, average trading prices for robusta and

arabica beans.



Fair Trade Coffee

Table 2.1. FLO International Conditions for Sustainable Coffees (US cents per Ib.)

Regular Certified organic
Type of coffee
Central America . Central America .
) .~ | South America, . . | South America,
MeX|co,.Afr|ca, Caribbean Area MeX|co,.Afr|ca, Caribbean Area
Asia Asia
Washed Arabica 126 124 141 139
Non - washed Arabica 120 120 135 135
Washed Robusta 110 110 125 125
Non - washed Robusta 106 106 121 121

Source: FLO-International Conditions for the Purchase of Coffee (Nov. 2002)

Figure 2.1 Average Fair Trade Price over the New York “C” Price
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number of international bodies, including the
ICO, to help determine what would constitute
afair pricethat covers costs of production and
areasonable margin. Some firmsin our study
indicated that in their view these premiums
were unreasonable because they were unable
to get information about the exact purpose for
which the premium had been used.

In 2001 fair trade producers enjoyed considerable
economic benefits in comparison to average
conventional coffee farmers.

2000 2001 2002

The FLO, calculating the difference between the
ICO averageindicator priceandthefair trade price
for theyear, showsthat producers earned an extra
$29.95 million.

Since many fair trade coffees are purchased
by specialty coffee roasters that would
typically pay more than the ICO average, this
figure could be misinterpreted although it is
certainly indicative of the price gulf between
the commodity coffees and differentiated
coffees.
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There are now 166 organizations, a number 2.2). Mexico and Peru are the largest producers
of which are second-tier associations of and more than 70 percent of their output is also
cooperatives, representing more than 500,000 certified asorganic. Thesearefollowed in volume
coffee farmer households throughout the of production by Guatemala, Colombia,
world onthe FLO fair trade register (see Table Nicaragua, Tanzania, and Costa Rica.

Table 2.2. Globally Registered Fair Trade Producers

Country Organizations' | Producers
Bolivia 17 4,176
Brazil 3 5,140
Cameroon 1 600
Colombia 17 11,985
Congo 2 20,552
Costa Rica 2 4,075
Dominican Republic 2 5,706
East Timor 1 19,282
Ecuador 1 373
El Salvador 3 928
Ethiopia 1 7,107
Guatemala 15 25,487
Haiti 7 6,881
Honduras 20 31,617
Idonesia 1 496
Mexico 36 35,046
Nicaragua 5 4,157
Papua New Guinea 3 2,767
Peru 15 20,031
Rwanda 1 450
Tanzania 6 173,985
Thailand 1 120
Uganda 2 123,000
Venezuela 4 866
TOTAL 162 504,827

"some are associations of smaller cooperatives

Source: FLO International
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Organic Coffee

Taking local soil fertility as a basis for successful production,
organic farming aims to balance and optimize agriculture with the
environment. Organic agriculture hastraditionally been asystemic
approach to agriculture and animal husbandry that recognizesthese
productive or economic functions as existing in close
interdependence with a much larger eco-system that includes
everything from the health of soil organisms, to the impact on the
watershed area, and even the interaction with man himself.

Organic products are produced with methods that preserve and
improve the soil and without the use of synthetic chemicals.
Although it is only one part of organic agriculture, the synthetic-
free aspect is the most generally familiar component.r” Moreover,
even coffee industry members mistakenly believe that the only
difference between a certified organic coffee and a coffee grown
in the rustic tradition without agrochemicals is the cost of the
certification. In fact, certified organic agriculture is much more
proactive and requires a farmer to do more than refrain from the
use of synthetic agrochemicals.

In practical terms on a coffee farm this means:

N recycling and reusing avail able nutrients through methods such
as composting

N the rotation or intercropping of diverse plants to balance the
soil’ srequirements, improveitstilth, and check the proliferation
of pests and diseases

N using plant cover and terracing to minimize runoff and erosion

1 Tobeconsidered for organic certification afarm must be free of synthetic
agrochemicals for at least three years and must maintain records or
documentation of organic management



N neither monocropping nor clear-cutting large
tracts of land in order to significantly
maintain biodiversity

When products are sold in either EU, Japanese,
or U.S. markets using an organic |abel they must
meet defined legal standards. The producer and
processors must work within, and be certified by
certification bodies, most often according to
standards that meet or exceed the International
Federation of Organic Agriculture Movements
(IFOAM) “Basic Standards’.*® This requires a
system of regular inspection and certification that
helpsto ensurethe credibility of organic products
and helpsto build trust in the marketplace.

Despite these commonalities, certified organic
coffee adheresto globally accepted principlesthat
are implemented within local climatic and
cultural settings that can result in variations
between different areas. To a certain extent this
principle also applies to how inspection and
certification shall be carried out (e.g. individual
grower vs. group certification). It is a delicate
balance to combine this need for regional
variations with the international harmonization
that is necessary for trade, fair competition and
consumer trust in organic production.

Even though organic production methods are
used in most countries, certification by an
independent third party is a relatively new
phenomenon. Some 35 yearsago,*® Fincalrlanda
in Chiapas Mexico pioneered certified organic
coffee through Demeter Bund, the German
association for biodynamic agriculture. By the
1980s, the concept was spreading to other parts
of Mexico and countries such as Papua New
Guinea. Organic coffee certification has now
spread to all Latin American producer countries
and the region provides most of the world's
supply. Two countries, Mexico and Peru, are
currently the dominant providers but others,

1 www.ifoam.org
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including Colombia, those in Central America,
and even Brazil, are increasing their output. In
Africa, where much of the production is
chemical-free, particularly in poorer originslike
Ethiopia, certified exports are still relatively
scarce and only Tanzania, Ugandaand Cameroon
ship significant quantities. Organic certification
projects have recently begun in Ethiopia,
Rwanda, Zambia, and others. Asian production
has emanated mostly from India, Indonesia,
PapuaNew Guinea, and East Timor athough now
China's Yunnan Province has also entered the
field. The ICO’s Organic Coffee Round Table
(1CO 2000) highlighted the importance of
developing national certification systems and
local inspection bodiesto operate in cooperation
with international accreditation and certification
bodies in order to improve availability to
producers and help reduce their costs.

Worldwide, nearly 130 countries produce
certified organic products (in addition to coffee)
in commercia quantities, including more than
90 developing countries (Kortbech-Olesen,
2000). The global retail market for organic food
and beverages grew from nearly US$ 10 billion
in 1997 to US$ 17.5 billion in 2000 according to
ITC estimates. The Organic Monitor estimates
that global organic retail saleswere about US$26
billion in 2001. Almost half of these salesarein
Europe. Given theincreasing occurrence of food
safety scandals and demands for traceability it
seems likely that organic standards will become
increasingly popular (Giovannucci 2002). Many
industry estimates project near to mid-term
growth in the 20% range overall indicating that
the organic product market may become a
powerful segment in world food trade with
organic coffees riding along on this wave.

Organic coffeeisarelative newcomer to the mass
market; eventhoughit hasbeen availablein small
quantities through some specialty retailers in a

¥ Fincalrlanda converted to biodynamic in 1928 and was certified organic and biodynamic in 1967.
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handful of countries, it has only been widely
available for less than five years in most
developed markets. In that time organic coffee
has enjoyed an average growth rate of about ten
times that of the overall coffee industry’s 1.6%
average growth. This growth rate, it should be
well noted, isfrom avery small baseand in some
markets has shown signs of slowing.

While organic coffee now has a considerable
retail visibility, it is by no means available
everywhere. Like many new products, it wasfirst
introduced to its most receptive niche audience
(health food shoppers) and has expanded to
calise-conscious consumers whose buying habits
are motivated by personal health concerns,
concern for the environment, and/or the welfare
of afarmer. By themid 1990sit had also reached
some of the specialty and gourmet segments.
Although significant, these clients till represent
a relatively small segment of the overall food
industry. Its expansion has occurred almost
exclusively withinitscoreaudienceand it isnow
facing the challenge of whether it can
successfully progress to a more mainstream
consumer base.

Although it is difficult to generalize about all
organic products, it may be fair to characterize
them in terms of product lifecycles theory.
Organic market characteristicsindicatethat these
products have gained considerable consumer
awareness and have moved out of the
introductory stage and into a growth stage. The
growth stage is typically characterized by
increasing product variations and competition
that begins to stress competitive differences.

The tendency of this stage is of course to
dramatically increase distribution and begin to
shift the pricing strategy away from price
skimming to more competitive pricing in order to
gain market share. Until now organics have
typically been “pull” productsthat have enjoyed
a strong niche demand. Will many of these
organic products have apotential market among
the great majority of today’s consumers or will

the industry reach a glass ceiling not far beyond
its core group of ideological supporters?

Throughout much of the 1990s, demand for
certified organic coffees far outstripped supply
and resulted in somereceiving premiumsashigh
as 100 percent and in the marketing of many poor
and mediocre coffees simply because they had
organic certifications. The resulting price-to-
quality ratio understandably put off many buyers.
Although some organic coffees till have very
little e se to recommend them, this Situation is
reportedly changing as competition responds to
the demand for improved quality. With much
greater supply and morediverseoriginsavailable
in recent years, the price premiums for certified
organic coffee have diminished substantially.
Producersare now increasingly competing onthe
basis of quality and beginning to lure back
customers. Recent winnersin Cup of Excellence
events and the annual competition in Kona,
Hawaii were organic coffees.

Although an increasing number of roasters and
traders are offering certified organic coffees, for
many the potential producers of these coffees
are not obvious and can present a chalenge to
locate. A number of buyersin different countries
have noted that thereisan unfulfilled demand for
lower-priced organic Brazilian arabicas as well
as robustas. As many sustainable coffees
compete in the mainstream quality segment of
their markets, thereislogically ademand for lower
cost coffees in larger volumes produced under
the organic, fair trade, or eco-friendly regimes.
Fair trade has not caught on strongly in Brazil
although organicsareincreasingly produced there.
Most of their organic coffees have gone to the
Japanese market that paysthe best premium, and
sometotheU.S. and Europe. Uganda, India, and
Indonesia are the most likely sources for
sustainabl e robusta coffee.

Costsfor certification are still very highin certain
regionsbut thisis changing ascompetition among
certification agencies increases and as more
support and inspection services are available in



producer countries. One Mexican certifier, with
international affiliation and recognition, wasable
to certify farmersasagroupin alarge cooperative
for slightly more than US$50 each.>® Whilethis
isuncharacteristically low and required the group
to have its own internal control systems, it
demonstratesacertain potential for reducing such
costs. In many countries extension services
provided through NGOs or interested projects
have helped to keep costslow by training farmers
and preparing them for certification
requirements. Unfortunately many of these
organizations are understaffed and
underbudgeted and often may not have access
tostateof theart organic production technology
and pest management methods. It is important
for both farmers and buyers alike to recognize
that the costs of certification go far beyond the
price of an inspection and a certificate; the
training costs, transition time (2 - 3 years), and
extensive record-keeping are usually far more
costly and must be incorporated into the selling
price. Asmorefarmers seek organic options, new
solutions for providing them will have to be
found, most likely through partnerships with
private companies and through government
support for organic technologies and extension
Services.

Organic coffee is a niche market and the price
premium earned by an organic coffee producer
will depend on both consistency and quality as
well as effective sales promotion and marketing.
The average bonus paid to growers by buyers
for certified organic coffee most commonly
ranges from US$ 0.15 to US$ 0.30 per pound
over the current “C” market price and thisisin
addition to any premiums paid for desirable
quality characteristics.

Given the standard discounts or premiums at
which conventional coffees trade, a more
accurate way to calculate the true organic

Organic Coffee [ |

premium is to compare it with the actual price
paid for a particular conventional coffee of the
same quality. For example, the current
differentials in early 2003 for the two countries
that arethe market leadersin organic - aMexican
HG e.p. or Peruvian MCM e.p. - are now
approximately US$ 0.06 to US$ 0.08 below the
“C" price. With organic premiums currently at
US$ 0.15 to US$ 0.20 for much of Mexico this
brings their effective premium to US$ 0.21 to
US$ 0.28. Peruvian organic certification
premiumsthat currently average about US$0.10
to US$ 0.15 mean that their effective organic
premium is actually US$ 0.16 to US$ 0.23.*

Although a number of respondents mentioned
that increasing competition between organic
coffee growerscould eventually further erodethe
current premiums, these premiums are already
reaching low level sthat may cover the additiona
costs/risksof production and costs of certification
but not much more.

The markets for organic products offer viable
aternatives to typical commodities trade. The
new global trade regime and its standards appear
to be apositive opportunity for smaller growers.
Rigorous standards are a difficult part of this.
However, they not only help to protect the
industry from the unscrupulous but also help to
strengthen vital skillsamong producersfor whom
organics offer the chance to participate in
competitive higher-value trade. Traceability and
production management are part of rigorous
organic standardsthat can help smaller producers
to compete in agricultural trade.

For EU countries organic certification is
presently governed by an EU organic regulation
(No. 2092/91), which has been implemented in
national legidation. The regulation protects the
use of words like organic, ecological, eko,
biological and bio and limits it to products that

2 Personal communication with Certimex regarding certification in Oaxaca, Mexico
2 Personal communication with Jos Algra, NovoTRADE Consult (April 2003) and other buyersin early 2003.
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have complied with a specified external
certification process.

Nevertheless, the detail s of this process, and the
bodies that are accredited for certification and
inspection, vary from country to country. The
individual interpretation permitted to each
member country and the different interpretations
of certifiersallowsfor considerable differences
that therefore makeit easier for some countries
to import and sell organic coffees than for
others.

Overall, these differences appear to complicate
the movement of organic produce into and

throughout Europe as well as presenting
considerable challenges for producers and
exporters.

The IFOAM is the over-arching international
body that accredits certification organizationsand
sets international standards for organic coffee
certification. Since not all certifying
organizations are accredited by IFOAM caution
should be taken when selecting one since some
are not as readily accepted in some markets as
others and those with less rigorous monitoring
systemsare often not preferred by discriminating
buyerswho wishto protect their image and ensure
that good standards are followed.
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Eco-friendly or Shade-grown
Coffee

Coffee that can truly be identified as either eco-friendly or shade
growninvolvesthethird party certification and verification of coffee
production standards that have been internationally designed and
verified to preserve biodiversity. These include standards for soil
management, minimum tree density, and a minimum variety of
native speciesaswell asstrict agrochemical and waste management.
Oneof thetwo primary certifiers, Rainforest Alliance, alsoincludes
standards for good working conditions and the fair treatment of
farm workers. More specifically this includes requirements that
employers provide: decent housing, sanitary facilities, potable
water, el ectricity when possible, safe cooking facilities, at |east the
legal minimum fair pay, accessto medical care, and the availability
of schooling.

With agriculture now identified as the number one global threat to
biodiversity (World Conservation Union (IUCN) and Future
Harvest 2001), shade-grown coffee offersone agricultural solution
that is relatively eco-friendly. The coffee tree naturally grows as
part of the understory in a shaded forest environment and, when
managed in this manner, is one of the few forms of agriculture that
can actually helpto preservethe environment and serve asarefuge
for biodiversity. While some shade systems increase landscape
connectivity, act asbuffers, and serve as corridorsfor some species,
they do not replace natural forests which are still needed even in
shade-grown coffee areas. Although the environmental value of
shade-grown coffeeisundeniable, it would be unfair to classify al
forms of conventional coffee production as necessarily bad for the
environment since coffee production, by providing a semi-
permanent soil cover, is one of the more environmentally benign
forms of agriculture.

After centuries of production, frequently in shaded environments,
many countries took deliberate steps to “modernize” coffee
production. This process began in earnest during the 1950sin Asia
and accelerated with the aid of government and donor support in



the 1960s and 1970s when it spread to Latin
Americaas Green Revolutionideasof chemically
intensive farming were increasingly applied to
al forms of agriculture.

Driven by the expectation of greater crop output,
large landholders around the globe shifted from
traditional shade-grown coffee to plantations
without tree canopies. Many smaller producers,
often too poor to make the capital-intensive shift,
have nonetheless altered their coffee farms by
removing canopy treesfor their wood or tried to
mimic the successful cultivation practices of
larger plantations. Some small farmers have
preserved their traditional practicesthat integrate
shade trees. Others have abandoned coffee and
cleared their land for other forms of agriculture.
The current economic difficulties of coffee
farmersare further stimulating land use changes
toward seasonal crops and pastures that provide
less environmental protection than either shade
or conventional coffee. Unfortunately, the overall
shift away from “shade-grown” agricultural
practice has had serious economic and
environmental repercussions.

Although the shift away from shade-grown coffee
can offer greater yields, the practice itself is
sometimes not sustainable on several different
levels. Economically, the cultivation of “sun
coffee” requiresintensive management, increased
inputs, and more year-round labor, which place
financial demands on the growers and increase
the need for credit. The varietals used for sun
coffee often haveincreased yield demands placed
on them by intensive agriculture and typically
require more frequent renovation than traditional
shade varieties. Monocrop farming also implies
a risky dependence on one product for those
farmers, especially smaller ones, who haveafew
other dternativeresourcesin case of crop failures
or low prices. Gobbi (2000) found that shade or
biodiversity-friendly  cultivation was
economically viable across a range of
Salvadorian production systems ranging from
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intensive monocultureto traditional polyculture.
Colombia s research center, Cenicafé, hasfound
that in certain parts of Colombia, for example
those with insufficient luminosity due to misty
or cloudy conditions, the shade production
systems are not viable while in other highly
productive areas shade protection is necessary.?
Although a number of large and productive
farming operations utilize shade cover, small
farmersusing traditional polyculture are perhaps
best suited to such production. In many regions
of theworld where coffeeisintensively cultivated
in savannah-like environments, applying the
current shadetree criteriais probably not viable.
More appropriate alternatives or variations to
improve biodiversity quotients will have to be
developed for these regions that are among the
world’s most productive.

Environmentally, the chemical fertilizers,
insecticides, herbicides and fungicides that can
be a part of intensive cultivation practices have
been linked to greater soil acidification, erosion,
and toxic run-off that contaminate water sources.
Theloss of biological diversity isanother major
concern when trees and native vegetation are
cleared and replaced with coffee as a monocrop.
In Costa Rica, for example, insect diversity in
shaded coffee rivals that found in lowland
rainforest areas (Perfecto et al. 1996).

Tree canopies also help maintain micro-climatic
conditionsthereby protecting coffee plantsfrom
rain and sun, maintaining soil quality, reducing
the need for weeding, and aiding in pest control.
Moreover, organic matter from the shade trees
also provides natural mulch, which reduces the
need for chemical fertilizers, reduceserosion, and
contributes important nutrients to the soil.

Economically and socially, when global coffee
prices fall or harvests are poor, tree canopies
provide “insurance” crops to the grower
providing fuel wood, timber, and fruit.
Traditional coffee farming also reduces the

2 Personal communication with Gabriel Cadena, Director, May 2003.
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farmer’s dependence on expensive chemical
applications, safeguarding growers and their
families from the possible harmful effects of
misuse or exposure to pesticides.

In the early 1990s, the Smithsonian Migratory
Bird Center (SMBC), linking the decline in
certain bird species to habitat degradation, was
among the early pioneersthat identified naturally
shaded coffee farms as refuges for many bird
species. Coffee farms meeting this criteria are
consequently sometimes called "bird-friendly"
which has caused some uninformed critics to
publicly voice that there may be moreimportant
things to worry about than birds. It is therefore
worth noting that because birds are a highly
visible marker species, they are considered asone
of the more obvious indicators of biological
diversity. Studies of insects, trees, flowers, and
even amphibians have demonstrated that
naturally shaded coffee plantations often serve
as critical sanctuaries to protect forest species,
especially where natural forests have been
degraded or no longer exist (Pimentel et al. 1992;
Rice & Ward 1996; Moguel & Toledo 1999).
Healthy forest biosystems offer widespread
benefits for local communities that range from
watershed protection to wild harvesting of
traditional products like mushrooms and
medicinal plants and sustainable logging. A
number of studies have found that the diversity
of migratory birds has plummeted in sun systems
when compared to shade coffee (Perfecto et al.
1996; Greenberg et al 1997). For example,
research in Colombia, Peru, and Mexico found
asmuch as 75% fewer bird speciesin sun-grown
coffeethan in shade-grown coffee (Greenberg et
al. 1997; and SMBC unpublished research

papers).

Perhaps the major argument against shade coffee
holds that no one would think to ask soybean or
corn producers to use shade systems since these
crops can be even less eco-friendly than
conventional coffee. The implication being that

2 www.si.edu/smbc

intensive agricultural systemsshould beleft alone
and that biodiversity should be relegated to
separate patches of forest distinct from the
production space. The issue is complex and, as
noted earlier, in some cases this may be the best
solution provided that the forest patches are
interconnected and large enough to actually
support biodiversity. In certain situations it is
probably better to continueintensive agriculture
and protect surrounding landscapes rather than
encourage more extensive agriculture. However,
apart from the apples and oranges comparison
(no corn variety grows very well in a forest
environment) such arguments tend to apply a
Cartesian or mechanistic approach that artificially
separates natural landscapes from productive
landscapes and does not adequately take into
account thefact that agriculture has continuously
encroached on natural forests, even legally
protected ones. It appears likely that agriculture
will continue to expand and unless more
environmentally friendly formsof production can
be integrated into agriculture where possible, it
seemsmorelikely that the separate forest patches
will be increasingly smaller and fragmented.
Given that many species require square
kilometers of forest for their survival, and that
farmers increasingly use forest lands for
agriculture, trying to separate forest from farms
may be myopic. Perhaps the most realistic and
sustainable solutionisamiddle path, recognizing
that while shade grown production has distinct
merits, other forms of moreintensive production
must also be accepted and integrated.

Certifying this shade-grown or eco-friendly
coffee has required considerable work to
establish useful procedures and verification
processes that adequately take into account the
inherent differences in different geo-climactic
regions. The SMBC has published criteria?® that
are now an international standard for shade
coffee. Farms can be independently certified
according to the basic SMBC standard. Since
many sun coffee farms have at least afew trees



onor near tothefarm, somewily marketers have
aready begun to sell these as shaded or forest
coffees even though they would not meet the
environmental guidelines that are now
internationally accepted.?* Even some of the
producer country coffee boards or councils
publicize that practically all of their production
is shade-grown, when many industry members
are well aware that thisis not true. This sets the
stage for potentialy harmful loss of confidence
as coffee industry buyers become better
acquainted with certified shade or eco-friendly
coffees.

The shade coffee standard is now being applied
by some organic certifying agencies to provide
growerswith ashade-grown certification aswell
as organic certification. However, the major
certifier applying shade-grown standardsis The
Rainforest Alliance.?® Its eco-friendly
certification incorporates shade certification
standardsinto its more thorough set of evaluation
criteria that include fair treatment and good
conditions for farm workers. While the
Rainforest Alliance system does not insist on
organic methods, it does require that growers
follow integrated pest management techniques
and take steps toward organic methods. This
allows the participation of dominant larger
farmersthat often find it difficult to make arapid
shift to organic practices. The Rainforest Alliance
also serves as the international secretariat of the
Sustainable Agriculture Network?® and their
Rainforest Alliance Certified (formerly Eco-OK)
is by far the most popular of the shade coffee
certifications on the market.

The relationships between world markets and
environmental protection have yet to be
developed and consumers are just beginning to
understand that there are costs to environmental
protection. The environmental benefits and
ecological functions provided by shade systems
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have regional and perhaps globa implications;
they arenot only beneficial for thefarmer. Paying
for a guarantee of such benefits through the
certification process is relatively new but is
showing some promise given the upward trend
of premiums over the last three years.

Premiumsfor eco-friendly coffeestypically range
from US$ 0.10 to US$ 0.60 per pound, with
occasionally higher or lower numbers being
quoted. Because trading volumes are still
relatively small and transactions not individually
tracked, it isdifficult to disaggregate certification
premiums from premiums paid for quality. The
Rainforest Alliance reportedly has plans to
implement a basic tracking system in order to
improve transparency and the understanding of
the market dynamics.

In North America, eco-friendly coffee has
recently benefited from various high-profile
distribution deals such as the announcement of
Ben & Jerry’s, aleading ice cream manufacturer,
to launch a new ice-cream flavor, “ Coffee for a
Change”, featuring Rainforest Alliance-certified
coffee. Although this concept has received far
less exposure in Europe, its “green-friendly”
message is how emerging as an increasingly
important issue. Some eco-friendly coffeeshave
aready been finding their way onto retail shelves
and this should accel erate considerably now that
well-established importers and traders like DR
Wakefield are formally introducing Rainforest
Alliance-certified coffee to the UK & Ireland in
March 2003.

Some of Japan’s leading roasters like UCC and
Kohikan are launching Rainforest Alliance-
certified coffees in more than a thousand cafes
and convenience stores throughout Japan. They
are joined by some of the other leading traders
and roasters in purchasing or promoting this
concept in Japan (See Japan chapter).

2 |nformation from informal trade show interviews 2001 and 2002 mentioned in unpublished World Bank reports

% www.RainforestAlliance.org

% A coalition of nine leading conservation groupsin Latin America
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Other Sustainable Coffee
Concepts

As far as sustainable coffee concepts and standards are concerned, this
wheel has been invented several times and yet it seemsthat no onetires
of adding their contribution. As more and more large companies get
involved, issues of lowering costs, increasing efficiencies, and reducing
compliance requirements have come to the forefront. In many waysthis
will sharpen the existing efforts. The great concern iswhether reasonable
sustainability standardswill be adopted or whether the bar will be set so
low as to render the effort almost meaningless.

The Consumers Choice Council?” was the first to work with leading
organic, fair trade, and eco-friendly certifying organizationsto develop a
set of “Conservation Principles for Coffee Production”. These are
currently the closest thingsto joint or umbrellacriteriafor sustainability
that are accepted by several leading international organizations like
Conservation International, The Rainforest Alliance, and The SMBC.
These Conservation Principles represent an important step toward a
unified certification of sustainability that covers the three major aspects
of sustainability. The eventual adoption of such principles, particularly
at the commercial level, would be likely to benefit everyone: consumers
would be less confused, roasters and retailers could simplify their
purchasing and marketing, and growers would have to meet only one
rather than two or three sets of standards.

The German development agency GTZ, along with the German Coffee
Association (DKG) and after extensive consultations with stakeholders,
are developing common sustainability codes that address economic,
environmental and social aspects of coffee production, processing and
marketing. These codes are designed for the whole coffee community
and will apply to mainstream coffeesaswell. The Rabobank Foundation’s
Progresoisanother effort that works directly with producer organizations
on all three aspects of sustainability through practical capacity building,
market linkages, and financing.

27 www.consumerscouncil.org
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The Euro-Retailer Produce Working Group
(EUREP) has developed a set of internationally
certifiable standards and procedures for good
agricultural practice (GAP) that many major
European retailers increasingly require of their
suppliers. EUREP-GAP standardsfor coffee are
currently under devel opment and could possibly
incorporate the more rigorous social guidelines
of the current EUREP flower standards as well
as enhanced environmental standards including
topics such as biodiversity. Specific coffee
standardsare dueto beimplemented in early 2004
with at least three retailers reportedly preparing
to implement the standards in varying degrees.
These agricultural production standards promote
the minimization of agrochemical inputs,
traceability, and fair labor practices. EUREP-
GAP laysout aset of minimum standards, all of
which can be readily met by those complying
with other certifications such as organic or
Rainforest Alliance that are considerably more
rigorous. In some cases meeting EUREP-GAP
criteriacould be arequirement for doing business
but there is no guarantee of any premium for
achieving such regquirements and the grower is
left to negotiate this with each buyer (see Utz
Kapeh framework below). FoodPLUS is the
global body responsible for the implementation
of EUREP-GAP.

There are a number of international standards,
relevant to sustainability, that can be applied to
coffee although many were originally designed
for moreindustrial processeslike manufacturing.
The standards may help to assure a buyer of
acceptable farming or labor practices but are
rarely required. Some of the International
Standards Organization (1SO) seriesof standards
help guide the development of a management
system that explicitly addresses quality controls
(SO 9000) and a comprehensive environmental
management plan (1SO 14000) with systemsfor
auto-regulation and third party auditing.

Social Accountability International (SAI)
accredits the SA 8000 standard for working
conditions and labor rightsthroughout the supply

chain. These conformto al of International Labor
Organization (ILO) guidelinesand are both third
party certified and internationally recognized.

There are other sustainability concepts that are
not explicitly covered in this study but will be
briefly introduced. Among these are various
corporate effortsto establish appropriate sourcing
guidelines, developing country projects, and
some social consciousness and charitable
initiatives.

Company programs

Animportant group of initiatives aretheinternal
company “sustainability programs” that go
beyond the company’s own walls to account for
the impact of a company’s buying guidelines.
Some of the private sustainability initiatives must
be seriously considered since they have the
potential to include very large volumes of coffee
rather quickly. As such, they could quickly raise
consciousness in the marketplace and positively
impact more of theworld’s coffee growers, most
of whom are currently outside of the generally
accepted standards and certification systems.
When such systems have strong corporate
support and have widespread public distribution
they can potentially help raise consciousness
about sustainability in the marketplace.

Some companies have adopted generd initiatives
such as social accounting and environmental
management policies and assessments. Others
have al so empl oyed specific policiesand schemes
with growers in the countries of origins. For
example, Sara Lee/Douwe Egberts has a small
farmers policy and even French giants Carrefour
and Intermarché are developing sustainability
procedures. Two of the world's largest coffee
traders Neumann Kaffee Gruppe (NKG) and
Volcafe have signed agreements with The
Rainforest Allianceto integrate more sustainability
into their procurement and NK G have devel oped
their own internal purchasing guidelines to
encourage sustainable farming practices.



Some corporations have gone beyond corporate
statements about sustainability to active
involvement inlocal programswherethey source
their coffees. Kraft and SaraL ee/Douwe Egberts
are piloting a small project in Vietham that
improvesquality and movesfarmerstoward more
sustainable practices. One of the most devel oped
of these efforts to date may be that of the
International Coffee Partners (ICP), a group of
leading European coffee companiesthat includes:
Paulig (Finland), Lofbergs Lila (Sweden),
Lavazza (Italy), Neumann Kaffee Gruppe
(Germany) and Tchibo Frisch (Germany). They
pool their investments and, through the
coordination of EDE Consulting, partner with
international agenciesand local NGOsin severa
coffee producing regions to assist farmer
organizations to implement internal control
systems and other programs that improve the
quality and sustainability of their production. In
Guatemala for example, in addition to their
quality improvement efforts for small-scale
farmers they are also extending activities to the
field of organizational strengthening and
diversification. The ICP are also helping to
develop farmers' management capacity so that
they can accomplish community goals like
establishing a savings scheme and achieving
organic certification.

Despite these corporate efforts, so far only afew
coffee farmers have benefited from tangible
improvements at the ground level. Nor has the
consumer necessarily been informed of these
company initiatives. In fact only a few
companies have made their sustainability
practices open to the public and invited
transparent accountability. One of the first was
Starbucks, with more than 6000 stores
worldwide. This U.S.-based multinational
company surprised many people in the coffee
community when it became thefirst large coffee
company to develop aset of Sustainable Sourcing
Principles and publish these on their website.?®
These principles guide its buying decisions and

% www.starbucks.com

Other Sustainable Coffee Concepts i

help ensure that it supports sustainable farming
practicesby rewarding, with long-term contracts,
those growers who treat their laborersfairly and
care for the environment by reducing the
unnecessary use of agrochemicals. The process
provides a premium that escalates as more
sustainability criteria are met. Starbucks has
reportedly paid their growers an average of US$
1.21 in 2001 when the New York “C” average
never reached US$1 per pound.

Multinational food retail giant Ahold NV presented
another examplewithitssourcing guiddinesunder
the banner of Utz Kapeh . Thisisnow managed as
anindependent foundation and hasthe participation
of other roasters. Their intention is to promote a
more susta nabl e coffeeindustry through a " decency
standard" and also to provide some technical
assistance, and possibly trade financing. Their
criteria are based on EUREP-GAP standards.
Although these have considerably less stringent
obligations in comparison to others like organic,
eco-friendly, or fair trade certifications, they are
seeking toimpact amuch larger number of farmers,
abeit more modestly.

Utz Kapeh does not interfere in the negotiation
between buyer and seller, but provides a "strong
recommendation” on what the sustainability
differential ought to be. Buyers therefore
independently negotiate the actua sustainability
premium or differential with farmersor sdlerswho
receive no guaranteesfor their efforts. Utz Kapeh
recommends a specific premium when arabica
coffeedipsbelow US$0.70 per Ib onthe New York
C market and below US$650 per ton on the
London market for robusta. When pricesfall below
these thresholds, Utz Kapeh recommends a
premium of US$0.07 per pound for washed
arabica and US$0.04 per pound for unwashed
arabica. The robusta premium is just under
US$0.03 per pound ($60/ton) and less than
US$0.05 per pound ($100/ton) for washed robusta.

Utz Kapeh is studying the actual compliance
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costs, sincethesewill vary from regiontoregion,
in order to determinewhether their recommended
payment of these compliance premiums should
vary to reflect real costsin each country. About
30,000 tons of coffee were qualified in 2002.

Other approaches include the Sustainable
Agriculturelnitiative® (SAl) that countsamong
its members two coffee giants, Neumann and
Nestlé. SAl attempts to explore and promote
sustainable agricultural practices. It representsa
growing corporate awareness that sustainability
is an issue that affects not just farmers but the
entireindustry. The organic wholesaler Rapunzel
Naturkost from Germany developed an
interesting alternative concept that it calls Hand
in Hand. This program requires that organic
certification be augmented with certain fair trade
criteria The concept is similar to the FLO fair
trade concept since it counts with external
auditing and is communicated to consumers at
the point of sale. It is not however, open to other
companies and has met with some criticism.®
The Rapunzel coffees are included in this study
(only under the organic heading), but they might
also be considered part of the crossover segment,
which is both organic and fair trade.

Among producing countries, Colombia was
among the first to invite coffee buyers to
participate in direct relationships that channel
benefits beyond the market price for coffee and
transparently impact the farmers’ sustainability.
The emergence of “relationship coffees’ goes
against the disconcerting trend toward the
increasing commoditization of coffee wherein a
human coffee grower becomes merely afaceless

% www.saiplatform.org

and interchangeable source of raw materials.
These relationships between a trader or roaster
and the grower are based on an appreciation of
the considerable ongoing efforts required to
produce quality coffees and the potentially
ruinous nature of volatile commodity market
prices. Buyers commit to purchasing these
coffees over a period of years and paying a
sustainable price, provided that certain minimum
quality standards are met. Price may be either
fixed in advance or set as a differential above
the then current market price. A humber of
companiesareincreasingly pursuing thisstrategy.

While some of the corporate sustainability
programsare certainly astep intheright direction
and adistinct improvement from businessasusua,
they are not a complete answer. Some of these
initiatives have been accused of watering down
sustainability. By setting the baseline too low for
what they define as sustainable, they can reduce
the meaning of the term to mean what is
sustainablefor the corporation but not necessarily
for the farmer. Some aspects of these programs,
such assourcing from plantations, are morewidely
accepted than others. The use of coffeefromlarge
plantations, when this is well monitored, is
understood by many to also benefit alarge number
of wage laborers that are often even poorer than
small producers. However, some companieshave
been accused of creating parallel, yet similar
systems, that can potentially confuse consumers
and thereby take unfair advantage of the popul arity
and generally accepted standards used by
producers of organic, fair trade, or eco-friendly
coffees by paying alower price than the mgjority
of companies working with these as verifiably
certified products.

81 There are 2 magjor difference with the official (FLO) fair trade criteria. First, coffee can be purchased from large scale
plantations while under FLO requirements, coffee can only be bought from small farmer cooperatives. Hand in Hand
provides alower guaranteed minimum price of US$1.15 per Ib. for Other Mild Arabicas, which is lower than the FLO
minimum price of US$1.41 per Ib. when also certified organic.

%2 Whileitsuse of coffee from monitored plantationsis understood by many as a useful way to also benefit alarge number
of wage laborersthat are often also small farmers or, if landless, even poorer than small producers, there isless support
for its alternative pricing policy. Some industry members have privately voiced concerns about companiestaking unfair
advantage of the popularity and generally accepted standards of fair trade by using similar terms but paying alower price
than the majority of companies working with fair trade and aso for creating a parallel system that can potentialy

confuse consumers with its different fair trade message.



Social consciousness

Social consciousness schemes or charitable
effortsare often conducted at the consumer level
and may therefore have morevisibility. Although
it is questionable whether long-term charitable
support isindeed sustainable, itsvaluein raising
consumer awareness is probably quite useful.

In many European countries and in Japan
solidarity groups of varying sizes lend support
to coffee growers through the marketing of their
products within a network of socially conscious
consumers. Some of these networks, such as
Germany’s, are of considerable size. Even though
their tenets may be similar to one of the larger
defined systems like organic or fair trade, they
donot belongto these systems. Similarly “ ethically
traded” coffees are the result of a new trend in
retailing that has received considerable media
attention although they may often not be
independently certified or verified.

There are indications from some roasters of
“relationship coffees’ or “ethical coffees’ that
these are growing in the market. Like fair trade
these also involve a direct relationship between
producer and either the buyer or the roaster who
theoretically commit to paying an “ ethical” price
although not the standard fair trade price. These
coffeesarethen offered to special interest groups
not unlike the averagefair trade customer. Since
these coffees often lack independent third party
certification of higher prices reaching the
producers, they presuppose a consumer’s high
level of trust in the roaster or retailer. These
approaches are probably most viablein closeknit,
cause-rel ated organizationslikereligiousgroups.

Closer relationships that pay growers a
reasonabl e price are both welcome and positive.
Indeed anumber of higher quality importersand
roasters have been known to pay above the
market price for good quality coffee and
sometimes even above the fair trade floor price.
However, when these coffees are marketed with
terms such as“ ethical certified” it may be cause

Other Sustainable Coffee Concepts i

for concern if such “certification” does not have
asound basisfor verification and compliancethat
istransparent and readily availablefor inspection.
There are at least five reasons why such flimsy
marketing ploys are damaging to the credibility
of theindustry and ultimately to farmersaswell.

Firgt, the smilarity to fair trade will likely cause
confusion for consumers. Second, without adequate
third party verification of this practice, there is a
considerable mora hazard since the consumer is
left to determine what coffeeismost “fair” and is
essentially asked to trust each seller who chooses
to make claims of “fairness’ or ethics.

Third, the greater likelihood of misrepresentation
or fraud (in the absence of third party verification)
would likely reflect negatively on the coffee
industry and on other cause-related efforts
including thefair trade market. Fourth, fair trade
offerscoffee growers significantly morethan just
a better price whereas relationship coffees may
not necessarily provide similar social and
community benefits. Finally, using such terms
as ethical or fair trade, in the absence of third
party certification would be free riding on the
established market reputation of fair trade and
would probably erode the tiny market share that
fair trade farmers hold without necessarily
offering any incremental benefits other than
perhaps a dightly lower price to the consumer.

Charitable initiatives are often carried out on a
very small scale: for example a church may
distribute a certain coffee, and at the same time
support aparticular development project with the
income generated. However, some have a
considerable impact. Sector wide efforts like
Coffee Kids return contributions from coffee
outletsto grower communitiesin order to finance
education and health-care programsfor children.
Percol, one of the larger sustainable UK brands,
directly contributesto Coffee Kidsfrom the sales
of two soluble products in its range. Another
example, the Dutch roaster Neuteboom (also
activeinfair trade and organic coffees), directly
supports children’s education in a similar
manner.
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B} European Markets Overview

\ The coffeemarket in the Nordic region

\
Traditionally, the Nordic countries have consumed more coffee per capita
by far than any other part of the world. A cool climate and prolonged
days along with higher than average coffee quality at a relatively low
price appear to explain this phenomenon. Moreover, governments and
churches have backed coffee for decades to fight alcohol abuse. Asa
result, coffee drinking has become a part of the national culture and
heritage. Itisalsoasource of national pride exemplified in such casesas
in 2001, when a Norwegian firm paid the world record price for high-
quality coffee.

The average per capita consumption has been between 9.0 and 12.0
kilograms of green coffee equivalents for the last 30 years. Recently,
however, there have been signs of market erosion, particularly in Denmark
and Sweden. But, the Nordic region still remains astronghold for coffee
consumption and its 24.5 million inhabitants will drink some 240,000
tons or 3 to 4% of the world'stotal coffee export.

The Nordic region has also traditionally been a nearly 100% Arabica
market with Brazil, Colombia and other Central American countries as
the main contributors. The soluble market - at about 5% of thetota - is
limited compared with other countries. Espresso isjust beginning to take
hold with about 1% - 2% market share that isincreasing.

The Nordic coffee markets are fairly straightforward after the
consolidation of the last decade that now leaves about 3 to 6 roastersin
each market accounting for as much as 90% of the coffee volume. Most
of these have been in business for many decades and there's very little
room for newcomers. The same level of concentration applies to retail
distribution and other market channelslikeinstitutional foodservice. Only
oneroaster hashad successin distributing aseparatel y branded sustainable
coffee. The Norwegian roaster Kaffeindustri has experienced good results
with abrand called Farmersthat prominently displaysthe Max Havelaar
logo.
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The Nordic roaster market is different from
similarly concentrated marketsand fromtheU.S.
market in one specific way: most of the large
industrial roasterscarry at least some organic and
fair trade coffeesin their lines. The high end or
specialty roasters and the coffee bars often do
not. Indeed the vast magjority of both organic and
fair trade coffees are sold by larger industrial
roasters. Participation of the larger roasters
reduces the incentives for smaller ones and the
specialty trade in the region have been slow to
respond to the quality improvements in organic
and fair trade; many were disappointed in the
early offeringsfrom certified producers, most of
whom could not assure the availability of a
consistent and high-quality supply. The products
are therefore hardly represented in this quality-
oriented segment of the market.

These mainstream or industrial trade sustainable
coffeeswere not known to be of the best quality
and although the quality has improved its
reputation and flavor profileremain sketchy. This
may present a hindrance to further expansion,
even though many of the sustainable coffeeshave
significantly improved in quality over thelast few
years. For example, three winners of the most
recent Cup of Excellencein Nicaraguawerefair
trade coffees.

The Nordic countries import all their soluble
coffeeand Nestlé holds approximately two-thirds
of this market share on average; Organic or fair
trade is almost nonexistent in the soluble
category.

This region is undergoing an ongoing
consolidationintheretail grocery trade. Grocery
stores, primarily large multiples, account for 70%
of retail coffee turnover. Some have begun to
carry more specialized coffees in an effort to
differentiate; these include single origins and
flavored coffees. The institutional market
amounts for some 25 to 27% and the specialty
trade through coffee shops, specialty coffee
retailers and fair trade shops take some 3% to
5%.

Few restaurants feature organic or fair trade
coffee but they areincreasingly popular in public
institutions. A number of state and county
governments as well as churches and charitable
organizations features such coffees, particularly
fair trade, and someregulate that thisshall be so.
Sweden and Denmark are leaders in this but
Finland showslittleinterest while Norway isjust
beginning to move in this direction.

Thecoffeemarket in Northern
Europe

The 36.6 million bag consumption among
western Europe’s 17 nations in 2001 meant an
overall small market growth of about .2%. Early
indicatorsfor 2002 show stronger growth. Many
northern European countries have been stagnant
in their consumption rates despite lower prices.
Germany, the region’s leading market, has
experienced growth inits differentiated markets
but an overall decline due to its reduced
consumption of standard commercial coffees.
The Netherlands and Austria, long bastions of
coffee consumption, have seen their markets
decline morethan most, losing about 1% annual ly
over thelast five years.

A curious phenomenon has been noted in much
of theregion: that consumption has not responded
tolower retail prices. Some analysts explain this
by citing the increased substitution of higher
quality milds with robusta and lower quality
arabica and while there is certainly anecdotal
evidenceof this, itisnot conclusive. The contrary
argument holds that natural arabicas are a
different rather than alower quality and provide
a distinct flavor profile that is useful in darker
roasted coffees. This is given some credibility
by the general increasesin the espresso category
across a number of countries where usage of
Brazilian naturals has increased. Other low-cost
coffees, primarily robusta, have fueled the recent
increases in many of the emerging markets that
require lower-priced coffees, usually intheform



of soluble. These varied points of view indicate
that the ssimple dichotomy of good coffees vs.
bad coffees may be somewhat too ssimplistic in
complex and fast-moving markets. Some
observersnotethat the natural evolution of these
markets, particularly for sustainable coffees, will
require that much more attention be paid to
branding and promotion, in addition to quality,
especially as other beverages successfully
compete for market share.

The UK is of course an anomaly in Northern
Europe because of itsvery high levelsof soluble
consumption. However, the range of these
solubles is rather broad and they are certainly
not entirely of low quality. Organicandfair trade
organizations, during their early development,
were often driven more by idealism than by
professionalism or a quality orientation.
Unfortunately, this sometimes made it more
difficult for them to grow beyond a cause-
oriented niche. Increased quality and professional
busi ness management have already yielded good
resultsfor both fair trade and organic coffeesthat
are increasingly earning valuable shelf space in
major retail outlets such as supermarkets.

Thecoffeemarket in Southern
Europe

The markets in southern Europe show more
positive consumption trendswith market leaders
Italy and Spain both showing average growth
rates of between 1.4% and 1.9% in recent years.
Even so, a recent roaster survey showed that
the majority of Italian coffee consumers (65%)
would pay more for good, high-quality coffee.®
Southern Europe’s smaller markets such as
Portugal and Greece are also showing notable
growth rates even though many of these
markets are growing primarily inless-expensive
coffees.
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Although increases in certain Robusta and
Brazils are also occurring in southern Europe,
they appear to be having a different effect on
consumption. One of the most probable
explanations for this takes into account the
fundamentally different tastes of these markets.
While northern Europe haslearned to appreciate
the bright nuanced acidity most notably foundin
the Milds group, southern Europe has tended
toward the less acidic and heavier body coffees
that lend themselves well to darker roasts and
shorter preparation methods like espresso. The
substitution thereforeislikely to be much more
evident to consumers in northern markets than
those in southern markets.

Thereissomewhat |essconcentration of the coffee
business in southern Europe athough this too is
changing. Many countries now demonstrate a
heightened level of awareness about organic and
fair trade coffees in the past 2 - 3 years. This
coincides with recent food safety shocks in
northern Europe and the explosive emergence of
certified organic agriculture, particularly in Italy.

Volumes

Aswehave noted, organic, eco-friendly, and fair
trade coffees are distinct. However, it appears
that the market often does not perceive them as
such. Thereisgrowing evidencethat consumers
closely associate these coffees and do not draw a
great distinction between them. These sustainable
coffees, particularly organic and fair trade, have
accumulated credibility and goodwill and there
is some specul ation that consumerswould prefer
not to have to make a choice between organic
and fair trade. The increasing requests of major
retailers to have coffees with both certifications
aso point in that direction.

In fact, this convergence has been occurring for
several years as indicated by the increase in the

% Source: Feb. 12, 2001 issue of Coffee Fax (cac.inc@ix.netcom.com)
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Table 6.1 Fair trade coffee (volume green purchased from origin)

Year

1996
1997
1998
1999
2000
2001

amount of fair trade coffee that is also certified
asorganic. Inearly 2002, 44% of the activefair
trade production was also certified as organic
coffee.

Germany is both the dominant coffee consumer
in Europe and a so the most important consumer
of sustainable coffees. The Netherlands also has
considerable sales and its companies are also

Percentage purchased organic

1%
14 %
19 %
30 %
39%
44 %

important for their forwarding of these coffees
to other European markets. The United Kingdom,
who like the Netherlands has a strong fair trade
market, is the No. 3 consumer of these coffees
even though its coffee market is not particularly
large and has traditionally been focused on
convenience or soluble coffees. Sustainable
coffees have the highest market share in
Switzerland and Denmark and are also strong in

Table 6.2 Coffee figures at a glance for 2001

Total
Population | Consumption
Country 2000 metric tons
millions green
Belgium 10.2 62,918
Denmark 5.8 50,000
Finland 5.2 56,734
France 59.2 330,800
Germany 82 549,500
Italy 57.5 301,976
Netherlands 15.9 140,552
Norway 4.5 42,600
Sweden 8.8 91,700
Switzerland 7.2 58,000
UK 59.4 145,000

Europe Total

315.2 1,829,780

Total Sustainable
% metric tons Market
208601'\%01 green Share (%)
8% 1,068 1,7
6% 1,685 3,4
15% 213 0,4
75% 1,338 0,4
5% 5,945 11
53% 947 0,3
2% 4,136 2,9
18% 439 1.1
41% 1,477 1,6
-4% 1,610 2,8
21% 2,408 1,7

Japan 131.6 421,309

n/a 1615 0,4

* The percentages represent weighted averages. The average market share across the countries is 1.6%
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Figure 6.1: European sustainable coffee consumption and projections (Metric tons green)
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Sweden. Finland and Norway, despite long
availability, have shown lessinterest to date and
their markets arerelatively small. Italy, whichis
amajor consumer of organic products, has, like
France, very recently made sustainable coffees
more widely available and both are growing
quickly. For Japan the year 2001 was probably
an anomaly due to the impending JAS. By 2002
Japan has become the second-largest consumer
of organic coffees, after the U.S., and has raised

2001

Fair Trade

2002 2003 2004

Organic & Fair Trade

its total certified sustainable coffee volume to
about 5000 tons. Thisrepresentsabout 1.4 percent
of the total Japanese market.

Individual markets for fair trade and organic, or
both combined, have steadily grown at a pace
faster than the overall coffee markets. Of course,
they start from amuch smaller base. It isevident
from the Table below that while fair trade
continuesto grow, organic isgrowing at an even

Table 6.3 European market for sustainable coffee (Metric tons greens)

Year 1999 2000 2002 est.| 2003 est.| 2004 est.
Fair trade 14064 14354 15437 16232 17870 19573
Organic 7798 9270 11174 12162 13221 14405
Organic & FT 4074 4701 5346 5660 6101 6590
Totals 17787 18923 21266 22733 24991 27388
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dlightly faster pace overall. Thisof coursevaries
in each market and in some individual casesthe
reverseis actualy true.

In the past two years there have been a number
of published estimates made for some or al of
the sustainable coffees. These include
assessments by the I nternational Trade Center of
the United Nations Conference on Trade and
Development (UNCTAD) (2001 & 2002), ICO
(2000), Agro-Eco Consultancy (2001), The
Organic Trade Association (2001), the
International Institute for Environment and
Development (1997), the Swiss Institute for
Organic Research (2001), Mick Wheeler (2002),
Courville(1999), Sturdivant (1999) , Latin Trade
(2000), and Cornell University’s Caitlin Brady
(2001). These assessments cover a rather
considerable range of estimates. Nevertheless,
all of them concur that the global market for these
sustai nabl e coffees do not exceed 5% of thetotal
coffee market. Most, but not all, are based on an
expert estimate rather than primary research. Our
research, that includesinterviews of the majority
of businesses involved in the importation,
roasting, and distribution of these coffees, puts
thefigureat lessthan 2% of consumptionin Japan
and most major European markets. The shareis
closer to 1% in North America. The value share
of these coffeesis of course higher sincethey all
command price premiums.

\ Trends

66

\

Fair tradewill continuefor at least afew yearsto
be the volume leader among these coffees in
Europe while organic certification is growing at
afaster rate. Eco-friendly or shade-grown coffees
are beginning to appear in a few markets and,
although their selection and volume is still
marginal, they could quickly increase their
popularity particularly sincetheir characteristics
have been known to appeal to high-volume
distributors in North America and Japan.

Between 1999 and up to 2002 average overal
annual growth of these sustainable markets was
approximately 8.3%. Although therewill bewide
differences between countries and even types of
coffee, more modest growth isexpected for 2002-
03 and stronger growth in 2004-05. These
predictions appear to reflect the coffeeindustry’s
confidence in sustainable coffees. Coffees that
are double certified - both fair trade and organic
- are likely to be the most popular. By 2004, the
European sustainable coffee market is expected
to grow by 55% to 65% from its 1999 level,
representing an average annua growth rate of
just under 10%. The sustainable markets in
France, Sweden and Italy saw the greatest growth
ratesfrom 1999 to 2001 - particularly Francethat
grew by 175% (representing the largest shift in
volume). Sweden and the United Kingdom also
saw significant growth in volume between the
same years.

Thefair trade sector representsthe clear majority
of al sustainable coffees sold in Europe and thus
grestly influencesthe overall sustainable market.
By 2004, the fair trade sector should grow 61%
fromits1999 level. France, Norway and Sweden
represented the greatest fair trade growth from
1999 to 2001 (253%, 218% and 61%
respectively) - yet al three countries started from
a rather small base. Germany, the Netherlands
and the United Kingdom were top consumers of
fair trade coffee in 2001 but the German and
Dutch markets appear to be stagnant with only
modest growth projected whereas the UK’s
prospects are more positive.

Organics constitute the most significant
component of overall sustainable market growth
and optimistic estimates expect that it can grow
more than 80 percent in volume between 1999
and 2004. Italy, Sweden and the United Kingdom
represented the greatest organic growth from 1999
to 2001; yet out of these three countries, Sweden
was the only country which did not start from a
small base. Germany, Sweden and Denmark were
thetop three consumers of organic coffeein 2001.
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Figure 6.2 Estimated growth of european sustainable market

200 1
o 180 1
S
Il 160 -
o
o)
&
TS 140 1
x
[}
©
c
- 1201
100_ = T T
1999 2000
- - - - Organic

Since growth rates for conventional coffee are
expected to be modest at best, sustainabl e coffees
will likely continue to gain in market share. At
their current pace these could reach to about 6
percent in a few markets, by the end of the
decade. Theincreased demand for these and other
differentiated coffees appears to coincide with
wider social interests such as health, food safety,
the environment, and social accountability.

Organic foods in general are achieving
unprecedented popularity. Global organic food
sales were about US$26 billion at retail in 2001
with general expectations of continued strong
growth. With half these salesoccurring in Europe
where persistent food safety issues continue to
drivedemandsfor traceahility, it seemslikely that
organic standards will become increasingly
popular. Thisislikely to bereflected inincreased
organic coffee salesaswell, evenif very few food
safety issues apply to coffee. Supplies of these
coffeeswill also be augmented by theincreasing
acceptance of environmenta and organic farming
principles in mainstream agronomic programs
and in the extension services of many countries.
However, there are still considerable
inefficienciesin thetypical organic supply chain

2001

Fair Trade

2002 2003 2004

Total

and these have been noted as a key inhibiting
factor to lower pricesin arecent OECD meeting
onorganics (OECD 2002). Eco-friendly coffees
areclosely associated with organic principlesand
arelikely to a so benefit fromincreased consumer
consciousness of environmental issues.

Fair trade benefitsfrom theincreasing awareness
among consumers and buyers of how their
purchasing power directly impacts corporate
social responsibility as well as labor standards
in developing countries and ethical trade issues.
Overall fair trade sales have enjoyed steady
volumegrowth of nearly 20% per year on average
from 1999 through 2002. Coffee has grown
overall but with considerabl e disparities between
countries.

Thereisaconcern that in some marketsfair trade
coffee may have hit a glass ceiling, unable to
grow beyond its affinity with a more socially
conscious but limited market. Surveys show that
despiteaconsiderable acknowledged willingness
among consumersto pay morefor such products,
they have not yet attained important levels of
market share. It remains to be seen whether new
marketing approaches and new initiativesamong
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some of themajor European retailers might open
the door to alarger market for fair trade coffees.

Certificationiscritical for the sustainable coffees
and the confusion surrounding the certification
labels could hinder growth, especially in
mainstream retail channels. Organic certification
has been steadily gravitating toward common
principles (IFOAM) and common regulatory
standards but remains generalized in terms of
both biodiversity and socio-economic standards.
Fair tradeisgravitating toward increased organic
certification - currently 45 percent is organic -
but isnot typically associated with environmental
or biodiversity although these are general
considerationsfor many fair trade producers. The
most thorough of the eco-friendly certifications,
Rainforest Alliance’s seal covers many, but not
al, of the social and environmental aspects of
production but offers modest economic
premiums.

Many observers feel that organic and fair trade
customers have inherently different motives:
personal or environmental health is often
associated with organic purchasing decisions
whereas socid solidarity ismore often associated
with fair trade. However, large retailers appear
to be increasingly signaling that they and their
customers want a simple sustainability message
rather than a variety of choices. This coincides
with a private survey conducted by one major
retailer indicating that their customerswereonly
moderately familiar with the different
certifications. If future expansion of these coffees
will rely on the consumers currently patronizing
mainstream market channels, then a simplified
message could be beneficial. Discussions
currently underway between the different
certifiersfor fair trade, organic, and eco-friendly
could eventualy lead to coordination of their
common interests into a simpler and more
comprehensive super seal to facilitate consumer
education, promotions, and market acceptance.

Without such efforts it will be more difficult to
compete with the emerging alternatives to the

accredited or third party verified certifications,
especially those that seek to free-ride on the
credibility and pioneering of certified programs
with their own programsthat do lessfor farmers
and are not independently verified.

Much of the coffee industry feels that the
premiums paid for sustainable coffees are
equitable and are justified. While most of the
industry predicts that organic premiums will
continue they also project that, as supply
competition heats up over the next few years,
these could erode. It is unlikely that fair trade’'s
minimum prices will change although several
firms that carry fair trade coffees feel that the
considerable difference from the prevailing
market price is permitting alternatives,
particularly corporate ones, than could eventually
confuse consumersand dilutefair trade’simpact.

Distribution channels in al of the markets for
sustainable coffees have expanded enormously
inrecent years. Thisisall being facilitated by an
increasing number of traders, including the
largest global players, who are getting
increasingly involved in these coffees. The
expansion has been particularly evident at the
retail level where supermarketsand high-volume
multiple store chains have joined the specialty
retailers in this business. Many of the specialty
retailersincluding coffee shops, fair trade stores,
health food stores, and independent grocers are
consequently seeing their market share eroded.
Thereisadramatic difference between countries
in the institutional or out of home channels for
sustainabl e coffeesand many haveaconsiderable
untapped potential in this area. These include
restaurants, cafes, companies, government and
healthcare organizations, and even vending
machines.

The majority of the sustainable coffees to date
are sold as roast and ground or whole bean and
have had a stronger presence in the upmarket
segments, i.e. gourmet and higher quality
mainstream blends. While this will probably
continue, thereis also an emerging trend toward



lower-cost coffees to accommodate price
conscious mainstream retailers. Many traders
expressed ademand for very basic quality coffees
(not poor quality) such as common Brazils and
even robustas.

Although the percentage of committed
consumers that insist on socially responsible
coffee may be small, many mainstream retailers
are counting on the likelihood that when given a
choice most consumerswill select aproduct that
appears healthier or more socially responsible.
It is imperative therefore that these coffees be
priced competitively to facilitate that choice.
Retailers in some European countries like
Germany and Switzerland are aready pricing
some of these coffeesonly marginally higher than
their conventional counterparts. In other countries
like the UK where these coffees have been
marketed into the high-quality channelsthe cost
differences are on occasion considerable and it
remains to be seen whether this may stifle a
broader acceptance in the marketplace.

While the cause-related aspects of fair trade or
organic are important differentiators in the
marketplace, two other aspects are just as
important for farmer sustainability: consistency
and quality. It should be noted that quality is
defined as*“ sufficient to meet the buyer’s needs’
and does not necessarily haveto be of the highest
quality, unlessit isfor the gourmet market, since
average coffees are often needed as fillers in
blends to keep cost low. This is especially true
sincetheindustry feelsthat quality isimproving
overall and that competitionisincreasing among
producers of these coffees. Equally vital are the
relationships developed asaresult of consistency
in both the quality of the coffee and the business
practices of thefarmer or cooperative. Thesetwo
types of consistency are perhaps the most
valuable supplier characteristics that emerged
from trade interviews and discussions. Business
can bear alower quality coffee but it has avery
low tolerance for the increased risks of having
an inconsistent supplier. There are evidently
considerable costs and risks, i.e. lateness or
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nonperformance, that discourage buyers from
switching to new sources of supply and most are
reluctant to change from a consistent supplier
even when a competing supplier offers small
advantages or inducements.

\ Key factorsfor further growth

Members of the industry were asked to “Rate
the importance or vaue of the following factors
for expanding your sustainable coffee business.”

N Quality of cup

N Consistent and reliable supply

N Pricerelative to conventional coffee
N

Clarity between different types of
certifications, criteria, and labels

N Awar eness of consumers about these coffees

If the industry does not fulfil these factorsit is
likely that its future growth will be constrained.
Respondentswere offered 4 choicesranging from
“not at all important” to “very important” (figure
6.3).

The highest importance was given to consistency
of supply, closely followed by (cup) quality and
customer awareness of sustainable coffees. Other
factorsthat were considered to influence market
growth were: reliable traceability; lack of top
quality fair trade and organic coffee; inadequate
information; difficulty in administering aseparate
parallel process for organics.

For small coffee growers in many countries,
coffee provides their primary source of cash
income and so even modest premiums can make
an appreciable difference. A strong majority of
the roasters and importers involved with the
sustainable coffeeindustry fedl that the premiums
paid for sustainable coffees, in general, are
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Figure 6.3 Key factors for the expansion of sustainable coffees
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reasonableand justified (figure 6.4). Some of the
most vocal complaints came from respondents
who felt that fair trade prices are too high
considering today’slow market prices. A number
of the firms who balked at fair trade prices
claimed to do so becausethey were not convinced
that asignificant portion of the benefits actually
reached the producers.

[ Not very important

Important Very important

Over the next two to four years a clear majority
of the respondents considered that the fair trade
premiums, which are regulated by FLO, will
continue. The industry was just about evenly
divided on whether organic premiums will
continue to be similar, with a small mgjority
predicting that they will remain close to current
levels. More than three-fourths of respondents

Figure 6.4 Are current premiums considered to be reasonable?
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felt that doubl e certification will bein high demand
and the premiumsfor it will continueto be strong
(figure 6.5).

These marketsarestill relatively small and many
feel that premiums are unlikely to remain a a
high level for more than afew yearsasmoreand
more producers enter the market. Most agree that
reasonable premiums are certainly expected to
continue for the near to mid term.

Sustainabl e coffeeshave proven their quality and
acceptability in the marketplace. More recently
they have also become more widely and more
consistently available, thereby consolidating the
introductory phase of their lifecycle. It appears
that the salient characteristic of the emerging
marketing phase for these coffees will be their
development as branded products in order to
achieve a more widespread appeal and
acceptance.

Branding, promotion, and advertising strategies
will be increasingly important as mainstream
retailers take over more of the business and
consumers necessarily losethe personal attention
of specialized retailers that introduced them to
the nuances of sustainable coffees. This
represents a paradigm shift in the traditional

European Markets Overview [l

methods of marketing these coffees but will be
vital for their future growth.

Thisshift hasalready begun in some marketslike
the UK and Belgium. In the UK, Cafédirect isa
leading fair trade label and has positioned itself
asahigh-quality brand and achieved considerable
success. In Belgium, Delhaize is amajor coffee
roaster and retailer that has successfully
introduced a wide range of quality coffees with
organic and/or fair trade labels.

On the other hand, in Germany for example, the
lack of strong brands with an appeal to wider
audiences could be amajor market hindrancefor
sustainable coffees.

Overall the industry is cautious but optimistic
about the future. It recognizes that these
sustainabl e coffeesare not only important for the
health of the coffee industry but also that these
are no longer inconsequential niches.

Some specul ate that over the course of the next
decade such coffeeswill become a strong rather
than amargina segment in theindustry. Assuch,
they may eventually become more of a
competitive standard rather than a competitive
differentiator.

Figure 6.5 Will premiums continue at their current levels in the medium term?
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[ Sustainable Coffee in Belgium

The overall market context

|
In 2001 thetotal coffee consumptionin Belgium and Luxemburg®
increased by 2 percent to 62,918 tons (figure 7.1). This was the
first increase after two consecutive years of a decreasing market,
yet the market is forecast to remain stagnant.

Figure 7.1 Total Belgian coffee consumption (Metric tons greens)

75.000 7
¥ 63.140
61.878 62.918
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45.000

1996 1997 1998 1999 2000 2001

Source: European Coffee Federation, 2002.

% Lacking separate reports on the conventional coffee markets of Belgium
and Luxemburg, the integrated figures presented here are the closest
approximation of the Belgian conventional market. Since Luxemburgin
2000 counted with 0.436 million inhabitants and Belgium with 10.236
million (Eurostat), this gives a possible margin for error of roughly 4%.
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The recent increase in sales does not alter the
downward per capita consumption trend.
Between 1990 and 2001, per capitaconsumption
decreased from 7.0 to 6.2 kg of green coffee
(minus 11 percent). Compared to 1999, per capita
sales have remained the same (figure 7.2).

According to market research from AC Nielsen,
retail coffee sales were 35,000 tons in 2000, or
66 percent of thetotal coffee market. Thismeans
that the non-retail sales amount to 34 percent of
the market, which gives an indication of the out
-of-home consumption. Since some companies
and institutions buy their coffee from retail
outlets, the real out -of- home consumption will
actualy belarger.®

Robusta coffee, often imported from the Congo,
traditionally dominated the Belgium market (as
in France). Gradually, however, mild coffeesand
arabicafrom Brazil gained inimportance and the
consumption pattern (particularly in the Flemish

region) has become more similar to that of the
Netherlands and Germany.

TheBelgian market for organics
and fair trade

Organic coffeeswerefirst introduced to Belgium
in 1986 - 7, while fair trade came dightly later
under the Max Havelaar label in 1991. Belgium
is divided into Flemish (Dutch-speaking) and
Walloon (French-speaking) communitiesand this
isalso reflected in the sustainabl e coffee market.
Expert sources indicate that the market share of
Max Havelaar fair trade, and to a lesser extent
organic coffees, is substantially higher in
Flandersthan in the French-speaking part. Inthis
respect, the overall market share of these coffees
could be somewhat midleading.

Fair trade coffees constitute the largest segment
of sustainable coffeesin Belgium with 730 tons,

Figure 7.2 Total Belgian per capita consumption (kg green)
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% Max Havelaar Belgium office, personal communication
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Figure 7.3 Sustainable coffees by type in 2001 (Metric tons green)

157

338

while organic coffees account for 495 tons —
including double certified coffees. A relatively
small portion of 15 percent (157 tons) of all
sustainable coffees is double certified (figure
7.3). Most sustainable coffees (86 percent) is
mainstream quality roasted coffee, the remainder
is gourmet quality roast and ground and some
instant. Gourmet sustai nabl e coffees account for
just over 100 tons, which is almost entirely
organic.

After adight dipinthelate 1990s, Belgian Max
Havelaar sales increased at just over 10 percent

B Fair Trade
573 Organic

Double certified

per annum over the last two years. The market
share thusincreased alittleto 1.1 percent.

Thegrowth performance of the sustainable coffee
sector in 2001 is summarized positively by the
industry (figure 7.4). Both the organic and the
double certified segments showed avery positive
development in 2001, with 80 percent of
respondents experiencing growth or strong
growth.*® In the fair trade-only segment the
results were mixed, while the double certified
coffeesin majority experienced growth.

Figure 7.4 Belgian sustainable coffee growth in 2001
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% The categories were defined as follows: strong growth: 16% and above; growth: 6 t015%; about flat: - 5 to 5%;

decline: - 6 to - 15%; strong decline: - 16% and below.
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Aselsawhereinthe EU, all coffeethat issold as
organic must, by law, be certified. Fair trade
coffee is certified by the Fair Trade Labeling
Organizations International (FLO) andissoldin
Belgium with the Max Havelaar |abel. Thereare
no significant alternative fair trade labeling
schemesin Belgium.

Most respondents - nearly 70 percent - do not
consider certifications to be confusing for the
industry. At the same time, they consider that
certifications are confusing to the vast majority
of consumers (figure 7.5).

The respondents that do not find certifications
confusing point to thefact that there are only two
(dominant) sustainability labels in Belgium:
Biogarantie for organic products and Max
Havelaar for fairly traded products. The
respondents who do consider the certifications
confusing point out that there are a number of
adjoining labelsthat make similar claims, or, that
the exact content of the labels is not known to
most of the customers.

Two certification agencies are accredited by the
Belgian government for inspection and
certification of organic produce. These are Blik,

whichis primarily used by the Flemish business
community, and Ecocert, that isdominant among
theWalloon community. Both organizationsissue
the same “biogarantie” label, which clearly
enhances the transparency of organic
certification. This label is used by the majority
of coffee roasters and distributors.

Next to the Belgian Blik and Ecocert, the most
popular organic certifiers are BCS Oko
(Germany) and IMO or IMO/Naturland.
Biolatina, Demeter, KRAV (Sweden), OCIA
(USA) and SKAL (Netherlands) are sometimes
used aswell, for examplewhen coffeeisimported
from other EU countriesasafina product. These
areboth primary and final certification agencies.

IMO/Naturland, BCS Oko, Biolatina, KRAV and
OCIA operate as primary certification agencies
for the Belgian market. They carry out inspection
and certification in the field. Demeter is the
hallmark of the bio-dynamic production
philosophy, which can be seen as an extended
form of organic production. Final certification
agencies like Blik and Ecocert Belgium will
typically only re-certify the organic produce
which has been primarily certified in origin by a
different agency. Recertification will alow a
company to use the corresponding domestically
recognized label and logo.

Figure 7.5 Are certifications considered to be confusing?
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As in other countries, critical comments about
the excessively bureaucratic and tedious process
of recertification were received in Belgium. For
the Belgian market this processinvolves both the
primary and final certification agencies and the
Ministry of Agriculture. Recently, the organic
regulations have become more strict, requiring
that customs clearance only be allowed after the
recertification process has been finalized.

This may result in month-long delays before
green coffeeiscleared to enter. A related issueis
the difficulty with acceptance of origin (primary)
certification agencies. Even internationally
established certifiers like OCIA may face
difficultiesin this respect.

Premiums

%

Green organic coffee was bought at premiums
ranging from US$0.18 to $0.30 per Ib, according
to Belgian buyers. The overall median valuewas
20 cents per Ib.

Begium

The official FLO-price for fair trade coffee in
late 2002 trandlates to a fair trade premium of
around 70 cents per Ib for milds.*

Themajority of Belgian respondentsfind that the
different premiumsthey pay for green coffee are
reasonable. Only 20 percent found organic
premiums unreasonabl e and 25 percent objected
to the fair trade prices (figure 7.6).

Over the next two to four years all of the
respondents considered that the fair trade
premiums, which are regulated by FLO, will
continue. The majority also considered that
organic premiumswill continueto be similar, but
aminority of just over 30 percent thought these
might shrink somewhat (figure 7.7).

| Retail prices

Mainstream quality sustainable coffees were
offered at a premium of 20 percent or €1.40 per
kg compared to conventional mainstream coffees

Figure 7.6 Are current premiums considered to be reasonable?
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8 The FLO guaranteed minimum priceis set at 126 US$ cents per Ib for other milds and 106 cents for robustas (FOB

origin).
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Figure 7.7 Will premiums continue at their current levels in the medium term?
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at theend of 2002.% Gourmet sustainabl e coffees, Most sustainable coffees belong to the
onthe other hand, were offered at adiscount of 4 mainstream roast and ground segment. The

cents per kg compared to conventional gourmet, median retail price of such coffeesin our sasmple
indicating that their green bean premiums could was €8.52 per kg, and thisis still substantialy
be absorbed at the retail level (figure 7.8). below the median price of gourmet coffees

Figure 7.8 Retall prices of Belgian coffees by type (€/kg)
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% The European Coffee Federation quotes an average | CO roast and ground consumer price over 2001 of US $ 6.26
per kg. Thisis aweighted average that includes both gourmet and mainstream coffees.
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(selling at €9.94%). Double certified coffees are
by far the most expensive (premium€ 3.08 per
kg or 43 percent). The organic coffees that are
not certified fair trade are the most affordable,
with a premium of plus 10 percent or €0.68 per

kg.

The sustainable “traditional instants” in our
sample (offered simply without other flavors or
ingredients), were offered at amedian retail price
of €34.50 per kg, which means at a premium of
10.65 or +45 percent. The organic and double
certified instants are the most expensive. There
were no sustainable“ new instant coffees” found.

Significant supplying countries
for sustainable coffees

Mexico and Peru are most often cited by the
industry as their major suppliers of sustainable
coffees. These are followed closely by
Guatemala, Nicaraguaand CostaRica. Ten other
suppliers were mentioned, of which the most
important are: Tanzania, Bolivia, Colombia and
Uganda. All of these countries supply both fair
trade and organic coffees.

\ TheBelgian market structure
\

Sara L ee/Douwe Egberts roasts about half of al
the coffee consumed in Belgium but has not
handled these certified sustainable coffees,
leaving them to anumber of smaller roastersand
roaster retailers. Most supermarkets now sell fair
trade and organic products. The leading food
retailers Delhaize, Carrefour/GB and Colruyt
have each embraced the organic concept and to
a lesser extent fair trade. Delhaize, the number
two supermarket, has been particularly activein
promoting organic and fair trade products. It has
a good reputation as a coffee roaster and offers

Begium [ |

the largest assortment of organic, fair trade and
double certified coffees, including a number of
specidties. The others, including market leader
Carrefour/GB, are following. Carrefour/GB
currently only offersthese coffeesas mainstream
blends. Each of the leading chains have recently
introduced fair trade and organic products under
private labels.

Oxfam Wereldwinkels (World Shops) is the
Belgian pioneer of fair trade productsincluding
coffee. They are the leading sustainable coffee
brand, offering both fair trade and double
certified coffees. Although their traditional
stronghold are the Wereldwinkels, they are
increasingly active in the mainstream retail
channel.

Specialized retail channels that sell sustainable
coffees include 275 world shops (supplied by
Oxfam Werel dwinkels), organic and health food
stores and specialty coffee and teashops.

The ingtitutional market for fair trade coffeesis
particularly well developed. Max Havelaar
Belgium indicates that 50 percent of all Max
Havelaar sales are to this channel (which is
similar to the figure in the Netherlands). For
organic productstheinstitutional channel isless
developed (figure 7.9).

Whereas fair trade coffees have important sales
volumes in each of the major channels, organic
coffeesare primarily sold in the mainstream retail
channel and, to alesser extent, in the specialized
retail channel. In mainstream retail, organic
coffees are even more important than fair trade
coffees. In the specialized retail channel, fair
trade coffeesare moreimportant. The out of home
channel is hardly developed for organic coffees.

According to our survey, the mainstream channel
will experience the strongest growth both in the

% The sample consisted of 33 sustainable coffees and 157 conventional coffees offered in Belgian retail outlets in

October 2002.

81
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Figure 7.9 Market channels for sustainable coffees by type. Tons of green coffee equivalent
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Bl Mainstream retail

organic and fair trade segment. This seems to
be the largest channel for sustainable coffees.®
The specialized retail channel is expected to
experience limited growth. For the out of home
channd traders expect limited or negative growth
in 2002, but a strong recovery in 2003.

TrendsintheBelgian market

82

N Thereisincreasing interest in safe, healthy
and sustainablefood, especially after several
food safety scaresand scandalsand thiscould
fortify sales of organics and fair trade.

N Thereisincreasinginterest in doing business
responsibly, and fair trade’'s Max Havelaar
isin aposition to take advantage of this.

13
184
1 1 1 1
500 600 700 800
Specialized retail Institutional

N Intheingtitutional segment self-service coffee
vending machines arereplacing thetraditional
methods of coffee brewing, leading to new
commercial alliances and increased
competition in this segment as smaller
companies are edged out.

N Leading supermarkets like Delhaize and
Carrefour/GB are expanding their organic
and fair trade assortments.

The coffeeindustry projected apositive near term
outlook for both organic and fair trade coffees
through 2004 - 2005 (figure 7.10). Growth is
however expected to be a bit more modest than
the recent 2001 surge. Belgium's expectations
for double certified coffeestend moretoward flat
to modest growth thereby diverging from the

4 Since the distribution of double certified coffees over the channels was not investigated, the exact size of each
channel is not known. (Double certified coffees account for 157 tons in atotal of 1069 tons of sustainable coffee.
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Figure 7.10 Near term growth forecast (2004/2005)
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majority of other European countriesthat expect
stronger performance in this category.

Based on the average industry projections,
Belgium’stotal sustainable market is expected
to nearly double between 1999 and 2004
(figure 7.11). Growth in the fair trade sector
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appears to be the largest component of this
increase, while the organics market may be
slower to develop.

With continuing growth of sustainable coffees
in an otherwise stagnant market, the share of
market volume will aso continue to rise, from

Figure 7.11 Total Belgian sustainable coffee consumption and projections (metric tons green)
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Figure 7.12 Sustainable coffees as a percentage of the Belgian market

% total market

1999 2000

1.4 percent in 1999to 2.4 percent in 2004 (figure
7.12).

Since sustainable coffees are relatively
expensive, the value share will be even higher
by about 20 percent.

Constraintsin theBelgian
mar ket

84

For the fair trade (Max Havelaar) segment:

N Financia problemsand lack of funds severdly
limit promotion and the image of Max
Havelaar and fair trade lack general market

appeal.

N While public interest and verbal support
continued to be strong, these sentiments are
not sufficiently strong to consistently
generate purchases.

N The general decrease in coffee
consumption and competition with more

2001

2002 2003 2004

fashionable drinks especially among
younger consumers.

Key factorsfor further growth

Members of the industry were asked to, “Rate
the importance or value of the following factors
for expanding your sustainabl e coffee business.”

N Quality of cup
N Consistent and reliable supply
N Pricerelative to conventional coffee

N Clarity between different types of
certifications, criteria, and labels

N Awar eness of consumers about these coffees

If the industry does not fulfill these factorsit is
likely that its future growth will be constrained.
Respondentswere offered 4 choicesranging from
“not at all important” to “very important” (figure
7.13).



The highest importance was given to consistency
of supply, closely followed by (cup) quality and
customer awareness of sustai nable coffees. Other
factorsthat were considered to influence market

Begium [ |

growth were: reliable traceability; lack of top
quality fair trade and organic coffee; inadequate
information; difficulty in administering aseparate
parallel process for organics.

Figure 7.13 Key factors for the expansion of sustainable coffees
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ﬂ Sustainable Coffee in Denmark

| The overall market context

|
Denmark has been a stronghold for coffee for a long time, in
particular for sustainable coffee. Although the population of five
million Danes is rather small, consumption per head has stood at
about 10 kg of green coffee equivalent for decades. The market,
however, has seen signs of erosion in recent years, with per capita
consumption decreasing from 10.4 kg in 1990 to 9.5 in 2001.
Compared to the 1999 level of 9.6, per capitaconsumption fell by 1
percent (figure 8.1).

The Danish Coffee and Tea Importers Association quoted a small
2% annual increase in total consumption for 2001 (figure 8.2). The

Figure 8.1 Total Danish per capita consumption (kg green)
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Figure 8.2 Total Danish coffee consumption (Metric tons green)
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Source: European Coffee Federation, 2002.

2001 market sizeis estimated at 50,000 tons of
green coffee equivalent.

Imports of coffee totaled approximately 67,000
tons in 2001, an increase of approximately 5.6
percent over 2000. Brazil holds the lion's share
of the market with well over 40 percent.
Colombia is second with approximately 11
percent. All other suppliers have a single digit
market shares. Overall quality levels appear to
be dlipping as the share of Arabica imports
declined steadily to between 82 - 84 percent in
2001. The specialty or high-end sector is very
small but israpidly increasing.

50,000

2001

TheDanish market for
organicsand fair trade

Organic products in Denmark got off to an early
start and coffee was among them. Fair trade
coffeesarerelatively lessimportant, and most of
these are actually double certified (figure 8.3).

Mid-term growth for organic products overall
was estimated by the ITC at 10 - 15 percent.
Organic coffee reached an impressive market
share of about 2.9 percent of the total market in
2001 and has stabilized there. Many in the

Figure 8.3 Sustainable coffees by type in 2001 (Metric tons green)

236

_

B Fair Trade
Organic

Double certified

848



industry feel that organic coffee will remain at
about its present level, yet some feel that it has
further growth potential, as the overall organic
market grows. Some organic products have
reached market shares of 6 percent and thereis
evidence of broad consumer acceptance and
continued growth.

The overall coffee market is contracting.
Roasters, and even most of the retailers, are not
inclined to promote either of these sustainable
coffees. A few retail chain stores, which areprice
driven and have a conservative space
management policy, dominate the market and
dictate the players in the sustainable coffee
market. Thus, product life in the store may be
short.

Quality levels are acceptable for consumers in
general. Although organic coffee pricesare higher
than for regular coffee, they are similar to the
price differential of other organic products and
therefore present only a modest barrier for
consumers. The significantly increased price
inherent in having double certified coffees means
that the share of these coffees is expected to
decrease.

Fair trade coffee also reached a respectable 1.7
percent market share. In the early stages of

Denmark [ |

development many roasters offered double
certified coffees but the recent dramatic increase
in price differentials have contributed to making
either one or the other available and this may
have hurt fair trade sales. Internal turbulencein
the Danish fair trade organization is reported to
have caused some confusion and may have also
contributed to the recent decline in sales.

Thetrade expressed that 2001 and 2002 business
had been generally flat with modest growth for
organic and zero growth or even a decline for
fair trade.

| Certification

Most of the industry felt that there was no
particular confusion over certifications for them
although there was moderate concern that
different labels are not clear or well understood
by the general public.

| Premiums

Organic premiums commonly ranged between 15
and 21 cents per pound in October 2002, with a
low point of 10 centsand ahigh point of 35 cents.

Figure 8.4 Are current premiums considered to be reasonable?
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Figure 8.5 Will premiums continue at their current levels in the medium term?
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About two-thirds (66 percent) of the respondents
considered that organic premiumsarereasonable
and over 80 percent felt that way about the fair
trade minimum price. None of the respondents
felt that the combined premiums for double
certified coffees was unreasonable (figure 8.4).

The clear majority also felt that organics (80
percent) and fair trade (100 percent) would
continuein much the same manner over the next
few years (figure 8.5).

Significant supplying countries
for sustainable coffees

Mexico and Peru dominate as suppliers of these
coffees, while Guatemala is growing quickly.
Other significant suppliers include Colombia,
East Timor, and Nicaragua.

TheDanish market structure

90

A few roasters dominate the market and have a
multinational orientation. Dansk Kaffekompagni,
Merrild (Douwe Egberts), Kraft (General Foods),
and BKI are the four largest roasters and sell to

fair trade

double certified

about 80 percent of the market. Three medium-
size roasters and three small roasters complete
the marketplace and altogether these cover 95
percent of sales. While larger roasters focus on
the mainstream segments, the smaller onesfocus
more on the specialty or gourmet coffees.

Much of Denmark’s coffee business relies on
European traders and brokers. Germany and the
Netherlands are the primary suppliers of
particularly the small and medium size roasters.
The larger market leading roasters are part of
multinationals and may either source through
their parent companies or do their own buying.

Independent retailers still have a very
considerable foothold in the Danish market and
supermarkets or large multiple retailers are not
as dominant as in other nations in the region.
Retail concentration is also not as strong as in
the other Nordic countries, but it isincreasing.

Sustainable coffees have access to al channels
of distribution. Organic coffeeiswell distributed
and even sold in the catering market. Fair trade
also has good distribution channels through
grocery, institutional and out of home sales.

The vast mgjority of the coffee moves through
the mainstream market channels and is



considered of fair to average quality. In the near
term this category is expected to show some
growth for the organics and no growth or perhaps
amodest decline in the sales of fair trade.

A small portion of this sustainable coffee,
primarily organic, isdistributed as a specialty or
gourmet item. In this segment organic isexpected
to show good growth of at least 10 percent while
fair trade is expected to remain flat. The out of
home or institutional sales are expected to grow
for organics while little growth is expected for
fair trade. Thisisthe smallest of the distribution
channels. A negligible portion of the sustainable
coffeeis sold as soluble.

Trendsin the Danish market

N Sincethetotal market is projected to remain
stagnant, even the expected modest volume
increasesfor organicswill enlargetheir share
of the coffee market. Thismay be offset by a
declinein fair trade coffees that the lead the
trade to estimate that overall market share
for sustainable coffees will remain close to
its present level (3.4 percent).

N Thecommitted organic consumer groups may
now have been reached, and further

Denmark

expansion will require broader consumer
acceptance. The product group is still too
small to attract large-scale marketing
attention from roasters and retailers, but this
may change asits volume achieves acritical
mass in the marketpl ace and coffee can serve
asacritical point of differentiation.

N Asmoreretail chainsadopt a“green policy”,
organic and fair trade products are at an
advantage over more conventional ones.

N Fair trade sales in Denmark are showing a
small downward trend. The market share of
fair trade coffeeisexpected to drop to perhaps
aslow as 2 percent in the future.

Denmark’s projected growth rate for the total
sustainable market isone of thelowest in Europe
(figure 8.6).

Thehigh price differentialsand aprolonged poor
economic climate particularly hinder significant
growth.

The industry forecasts that there will be modest
growth for organic coffeesover the next few years
but expects that fair trade will experience a
decline and that double certified coffees may
decline aswell.

Figure 8.6 Danish sustainable coffee consumption and projections (Metric tons green)
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Figure 8.7 Sustainable coffees share of the Danish market

% total market

1999 2000 2001 2002 2003 2004

In a generally declining market, sustainable N A few retail chain stores, which are price

coffees market share is expected to continue to driven and have a conservative space

increase, albeit slowly. In 2004 it will have management policy, dominate the market and

reached 3.6 percent (figure 8.7). dictate the players in the sustainable coffee
market. Thus, product life in the store may
be short.

Constraintsin thedanish
mar ket

| K ey factorsfor growth

N Theoverall coffee market is contracting and _ .
it is more difficult to improve market share ~ V/embers of the industry were asked to, “Rate

in acontracting market than in an expanding thei mportanc_e or value of thefql lowing factors
for expanding your sustainable coffee
market. )
business.”

N The price difference between organic and
regular coffee is probably acceptable for
committed organic buyers but may be a -
constraint to mainstream consumers. The
pricedifferencefor fair tradeisconsiderable |

A

N Quality of cup
Consistent and reliable supply
Price relative to conventional coffee

and may be limiting its market appeal .
Clarity between different types of

N Roasters, and even most of the retailers, are certifications, criteria, and labels
not inclined to promote either of these
coffees. N Awareness of consumers about these coffees
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If the industry does not fulfill these factorsit is Their responseswere consolidated inthefollowing
likely that its future growth will be constrained. chart (figure 8.8). Consistency of supply and
Respondents were offered 4 choices ranging customer awareness were rated at the top of the
from “not at all important” to “very important”. list, while cup quality followed closely.

Figure 8.8 Key Factors for the Expansion of Sustainable Coffees
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ﬂ Sustainable Coffee in Finland

The overall market context

|
Finland has approximately 5.2 million inhabitants and coffee is,
without question, its national beverage. Finns lead the world in
consumption per capitawith between 11 and 12 kg per year (figure
9.1). However, per capita consumption has decreased dlightly over
the past decade, from 12.5 kg in 1990 to the current 11.5 kg.

Finland’s market volume has had some ups and downs and is
approximately where it was a decade ago, at 56,734 tons green
coffee (figure 9.2). Total imports in 2001 were 65,600 tons (ghe),
just above 2000's figure of 64,700 and below the 72,900 tons of

Figure 9.1 Total Finnish per capita consumption (Kg green)
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Source: European Coffee Federation, 2002.
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Figure 9.2 Total Finnish coffee consumption (Metric tons green)
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1999. Of al the coffeeimported into Finland, 99
percent is Arabica. Brazil controls the market
with more than 40 percent market share and
Colombia, Guatemala, and Costa Rica together
share alittle more than 30 percent.

While Brazil and Colombiahave maintained and
even increased their presence, several of the
leading “other mild” producers have lost market
share, in particular Costa Rica, Guatemala and
Kenya. Honduras, which supplies both robusta
coffee and other milds hasalso lost considerable
share, whereas Brazil’s increases have been the
most prominent. Imports of roasted coffee
average about 2500 tons annually and exports
are about three times as much.

There is more soluble coffee imported than
exported, but this volume remains always below
1000 tons green bean equival ent.

The overall quality of the roasted commercial
coffee in Finland is among the highest in the
world, yet the high-end or speciaty market is
quite small.

56,347

2000

56,734

2001

TheFinnish market for organics
and fair trade

Both organic and fair trade products are in their
infant stages in Finland and coffee is no
exception. Businesses indicate that in their
perception the organic, fair trade, and eco-
friendly coffees have been driven more by
idealism than by coffee quality. In the past, the
mediocre quality of early fair trade and organic
coffees gave them a poor reputation. It appears
that they have not been able to shake off this
image with some buyers despite considerable
improvements in quality. In any case, they have
made little headway in the market. Since the
market is dominated by a handful of companies,
that seem to share this negative perception about
sustainable coffees, opportunities have been
limited. This may change as one significant
roaster is considering a stronger commitment to
this category.

In terms of volume, the Finnish population
consumes the smallest amount of sustainable



coffee of the European countriesexaminedinthis
report (figure 9.3). Approximately three-fourths
of the market volume for these coffees is
positioned as mainstream quality coffee. A
smaller but very significant percentage - perhaps
one-fourth - is positioned as gourmet quality
coffee.

While there are modest sales of soluble coffees,
none are organic or fair trade certified.

The Finnish sustainable market representsasmall
percentage of only 0.4 percent in 2001 and 0.5
percent projected in 2004. Organic coffee hasa
very small market share of 0.2 percent and fair
trade has less.

Finland [

increasingly popular and foster amore equitable
relationship between growers and buyers. Exact
volumes are unavailable but indications are that
these are modest.

Premiums

|
The Finnish industry believes that the current
(2002) premiums for organic and fair trade
coffees are reasonable. They do not believe that
they will change in next few years.

Significant Supplying Countries

for Sustainable Coffees
[

| Certification Mexico and Peru are the leading suppliers,

| followed by Colombia and Guatemala. One

Max Havelaar isresponsiblefor thevast majority
of thefair traderegistration. Severa of the coops
like Meira have now started to use a general
certifier like Bureau Veritas (BVQI) for their
coffees rather than work directly with the FLO-
system.

Relationship coffees, although uncertified and
unverified by third parties, have become

roaster indicated that he purchased sustainable
coffee from Paraguay.

| TheFinnish market structure
I

Four major roasters cover about 98 percent of
themarket. Three of these handle the mainstream
coffee market while one specialty roaster

Figure 9.3 Sustainable coffees by type in 2001 (Metric tons green)
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dominates the gourmet and specialty markets.
There are also a few retailers with in-shop
roasters. The roasters are al homegrown and
none of them are multinational companies or
foreign-owned and therefore all business
decisions are taken locally. While al of these
roasters are familiar with sustainable coffees,
none of them has made asignificant commitment
to these products. Although each of them has at
least one or two organic coffeesin itslines, this
appears to be more for the sake of having a
complete line rather than indicating any
commitment to the category. It appears that for
these roasters sustainable coffeeis not apriority.
However, as the leading roaster plans to launch
a new organic line, the situation may change
considerably.

The amount of roasted coffee imported into
Finland is relatively small and insignificant. A
small number of tradersare brokersimport green
coffee directly from countries of origin and to a
lesser extent from other European countries.

Theretail market structureisdominated by afew
larger chains. Their selection of organic, fair trade
or eco-friendly products is still very modest.
Either consumer demand for these products is
not as strong as el sewhere, or these multiple unit
operations have not yet yielded to this demand.
As aresult, there has been little pressure on the
roasters to provide these options more widely.

A vast mgjority of the sustainable coffee in
Finland is sold through mainstream market
channels, primarily in multiple unit chains. Firms
expect that this category will experience modest
growth, primarily inthe organic coffees, over the
next couple of years.

While the larger roasters expect that specialized
retail will experienceno growth inthe near future,
other observers predict that this category will
indeed experience growth, albeit modest. Out of
home consumption is clearly expected to drive
increased awareness and improve consumption
of sustainable coffees, particularly organics.

Figure 9.4 Finnish sustainable coffee consumption and projections (Metric tons green)
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Figure 9.5 Sustainable coffees market share

% total market

1999 2000 2001

\ Trendsin thefinnish market

N After some initial reluctance, all major
roasters now offer both organic and fair trade
coffees, but marketing efforts are limited.

N If the leading roaster’s new line of organic
coffees is a success the market is likely to
improve dramatically.

N The forecasts from the fair trade labeling
organization and organic certifiersare modest
and not too optimistic.

N Compared with neighboring countriesthere
is no structural difference that should
prevent alarger increase, but it will probably
haveto be consumer driven. Quality isakey
issue.

The industry expects modest growth (about 5
percent) in organics and relatively little change
inthefair trade market for the near term. Thisis
reflected in figure 9.4.

The low projected growth rate of both organic
and fair trade coffees would translate in a
stagnant market share of about 0.4 percent
(figure 9.5).

2002 2003 2004

Constraints and Opportunities in the Finnish
Market

N Currently, the average Finnish roaster sees

organic and fair trade asinferior in quality to
conventional coffee.

Although most roasters carry these products,
none seem willing to do any significant
promation.

N Although some high quality fair trade and

organic coffees exist and the Finnish market
could potentially bear the price, roastershave
not yet been willing to make that
commitment.

 Key factorsfor growth

Members of the industry were asked to, “Rate
the importance or value of the following factors
for expanding your sustainable coffee business.”
N Quality of cup

N Consistent and reliable supply

N Pricerelative to conventional coffee
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N Clarity between different types of
certifications, criteria, and labels

N Awareness of consumers about these
coffees

If the industry does not fulfill these factorsit is
likely that its future growth will be constrained.
Respondentswere offered 4 choicesranging from

“not at al important” to “very important” (figure
9.6).

Cup quality and consistency of supply were
considered very important factors by all
respondents, whereas customer awareness and
clarity between certifications, criteriaand labels
were considered |lessimportant. All respondents
considered price not to be avery important factor.

Figure 9.6 Key factors for the expansion of sustainable coffees
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Sustainable Coffee in France

| The overall market context

|
Between 1999 and 2001 French consumption grew very modestly
at lessthan 1 percent per year (figure 10.1). While modest, thisis
ahead of Western Europe's stagnant growth that posted only 0.2
percent approximate overall growth in 2001. Brazil, Vietnam,
Colombia, and Ivory Coast are the major suppliers, together
providing about 63 percent of green imports.

Per capita consumption over the same period showed a small
decrease, from 5.8 to 5.5 kg, returning near to the 1990 level of
5.6 kg (figure 10.2). The use of arabica coffees declined and the

Figure 10.1 Total French coffee consumption (Metric tons green)
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Source: Independent industry sources and the European Coffee Federation, 2002.
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Figure 10.2 Total French per capita consumption (Kg green)

1999

2000

5.5 5.5

2001

Source: European Coffee Federation, 2002 and industry sources.

share of robusta coffee increased by about three
percent over the last three years. By 2002
approximately 50 percent of the market was
arabica while 50 percent was robusta.

TheFrench market for organics
and fair trade

TheMax Havelaar |abel wasintroduced to France
in 1992, but its presencewaslimited to oneregion
of the country, Bretagne, until 1997. In 1997 a
new fair trade platform was formed uniting
diverse fair trade participants. With the
appointment of new management in 1998 a
nati onwide campai gn was conducted to promote
thelabel. Thiscoordinated campaign was agreat
success and it helped to create a public
consciousness about fair trade issues.
Subsequently, in 1999, new roasters joined the
label, and the label was introduced in major
supermarkets. Thefair trade movement in France
isstill lessdeveloped thanitisinits neighboring
Western-European countries such as the
Netherlands, Belgium and Germany, but it is
rapidly catching up.

The fair trade Max Havelaar market measured
1,185 tons in 2001, which is equivalent to 0.35
percent of the market (figure 10.3). According to
Max Havelaar France, 38 percent of thefair trade
coffeewasalso certified organicin 2001. Thesize
of the organic coffee market is estimated at 850
tons or nearly 0.26 percent of the market in 2001.
About twothirds of thisisalsofair trade certified.

Shade-grown or other eco-friendly labelsare not
sold on the French market. Of the 2001 sales, 85
percent of the sustainable coffees are fair trade-
certified, 45 percent have organic certification
and therefore 30 percent are doubly certified.

Fair trade sales are growing very strongly.
Accordingtoofficid figuresfrom FLO, sdlesvolume
has more or less doubled every year since 1999.
2001 showed an impressive growth of 93 percent.

71 % of sustainable coffees are sold through
mainstream channels, primarily supermarket
chains. Most of these are positioned as gourmet
coffees or premium blends and few are of single
origin. Only a marginal amount of sustainable
instant coffee being is sold, all of it imported.
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Figure 10.3 Sustainable coffees by type in 2001 (Metric tons green)
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Many retailersprefer to have doubl e certification-
both organic and fair trade. For fair tradethe Max
Havelaar organization handles all French
certification. Certification of organic coffee is
done by the private national certification
organizations Ecocert and Qualité France.
Ecocert has a particularly important role in the
re-certification of small farmer coffee projects,
because French authorities are strict about the
certification of small farmer groups requiring that
at least 20% of small farmers actually be visited
while the EU standard requires asample of only
10%. Mogt of the accredited certifiersin countries
of origin readily meet the standards. The
“Agriculture Biologique” |abel (AB) isby far the
most important label for organic coffee products
and is controlled by government.

B Fair Trade
Organic

Double certified

738

The different interpretations and applications of
organic standards that are used by government
authorities, French industry claims, cause
inefficienciesin the supply chain and render the
direct import of organic coffeeinto France quite
difficult.

A few distributors offer the biodynamic Demeter
label and private“ Nature et Progres’ label. There
are however asignificant number of retailersthat
prefer to use aprivate-label and whilethese must
be certifiedin order to belegally termed organic,
they are not necessarily FLO-accredited or
otherwise certified for the fair trade claims that
they may make.

Nearly half of the respondents find the different
certification programs and their claims to be
confusing. Three quarters think that consumers
find the certifications confusing (figure 10.4).

Figure 10.4 Are certifications considered to be confusing?
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Figure 10.5 Are current premiums considered to be reasonable?
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Premiums and retail prices

Attheretail level pricesareabout 15to 20 percent
higher than conventional products for both fair
trade and organic. Double certified coffees are
only approximately 25 percent more. Most
importers report paying the standard fair trade
pricefor this certification and amedian premium
of about US$0.20 premium for certified organic
coffees.

Nearly al of the buyers feel that premiums are
reasonablefor both organic and fair trade (figure
10.5)

fair trade

100

M yes

no

0

double certified

A majority a so believesthat these premiumswill
not significantly diminish in the next few years
(figure 10.6).

Significant supplying countries
for sustainable coffees

A considerable majority of the French coffee
traders and roasters do not import sustainable
coffees directly from producer countries; they
have a history of sourcing their sustainable
coffees via traders in other European countries
like the Netherlands and Belgium.

Figure 10.6 Will premiums continue at their current levels in the medium term?
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Mexico, Cameroon, Peru, Guatemala, Haiti,
Central America and Tanzania are its major
sources. From Latin-America, the Dominican
Republic, Colombia, Bolivia, and Brazil also
supply thismarket, while Indonesia, PapuaNew
Guinea, and Myanmar supply it fromAsia A few
coffees al'so come from The Congo.

Thefrench market structure

106

As in other parts of Europe, France has
experienced considerable concentration at all
market levels. The retail trade is increasingly
captured by supermarkets and hypermarkets.
Thirty years ago France had very few large size
roasters and several thousand smaller ones
whereas today two roasters, Sara Lee/Douwe
Egberts and Kraft Foods, control more than half
of the roast and ground market. Altogether, four
dominant roasters control more than three-
fourths of the market. Until recently not had an
interest in these types of coffees.

Thefair trade coffees have recently expanded to
3,500 points - of - sale, which include
supermarkets and specialized retail stores. They
are also offered to the institutional market but
this channel is limited as is the emerging mail-
order business.

Mainstream retail (supermarkets, hypermarkets,
large volume multiples): In France, 71% of
sustainable coffeeis sold in mainstream market
channels. Highest growth in the next few years
is expected in this market channel.

Specialized retail (specialty coffee shops, fair
trade and world shops, organic food stores,
independent grocersand mail-order sales): There
isvery little volume sold through specialty shops
although these are where sustai nabl e coffees got
their start. Eventheaternativetrade organization
Solidar’ Monde, which supplies the Artisans de
Monde chain of shops, is aso relatively small.
Interviewees don't expect significant growth in
this channel.

Institutional or out of home consumption
(restaurants, cafes, companies, nursing homes,
vending machines, etc.): Even though thisis a
with a currently still at a low level (40 tonsin
2001), experts expect significant growth for
sustainable coffee in this channel.

Trendsin the French market

The French sustainable coffee market isgrowing
at the highest rate of all the European countries
inthisstudy (figure 10.5). While organic coffees
are expected to grow at a strong rate, it is fair
trade that looks to be the most promising.

N Supermarkets often opt for a combined fair
trade and organic product and are
increasingly introducing Max Havelaar and
organic products under private labels.

N Some supermarkets are considering
alternative labels to the organic and fair
trade labels, which combine elements of
both labelsand are tailor-made to their own
needs.

N The supermarkets that do not opt to offer
sustainable coffee under private label will
typically choose a branded product from a
leading roaster to supply their Max Havel aar
and/or organic products. These roasters
usually a offer either Max Havelaar or
organic, but not the combined product.

N Supermarkets are including more premium
quality and single origin coffees and thisfits
well with the positioning of sustainable
coffees.

The Max Havelaar estimate for 2002 is 1,730
tons of green coffee (50 percent growth). While
both theindustry and fair trade organizations are
more optimistic, the calculations in this report
are based on adeclining rate of growth of 40 and
30 percent respectively for subsequent years.
Trade reports indicate that the organic segment
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is expected to grow at an estimate of N Needfor consderablefundsto further promote

approximately 10 - 20 percent in 2002. theMax Havelaar |abel in mainstream channels.
Thisreport’sforecasts for 2002 - 2004 are based N Respondents claimed that the bureauicratic
on a 15 percent annual growth rate for coffee government complications make the direct
that is only certified as organic plus the growth import of organic coffee into France quite
of double certified at 10 percent (figure 10.7). difficult.

Mid-term growth for organic products overall
was estimated by the ITC at 15 - 20 percent
(1999). | Key factorsfor growth

\
In 1999, this market was one of the smallest in Members of the industry were asked to, “Rate
Europe, yet by 2001, it had grown by afactor of the importance or value of the following factors
3t0 1,338 tons of green coffee equivalent or 0.4 for expanding your sustainable coffee business.”
percent of the market. By 2004, the share of
sustainable coffees is projected to have become ~ V Quality of cup
1 percent (figure 10.8).

Consistent and reliable supply

Constraintsin the French

A |
N Pricerelative to conventional coffee
mar ket N Clarity between different types of

| certifications, criteria, and labels

N Theintroduction of competing private |abels N Awarenessof consumers about these coffees
that will probably confuse consumers and

dilute the market presence of the existing If the industry does not fulfill these factorsit is
organic and fair trade labels. likely that its future growth will be constrained.

Figure 10.7 French sustainable coffee consumption and projections (Metric tons green)
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Figure 10.8 Sustainable coffees as percent of the French market (by volume)

% total market

1999 2000 2001

Respondentswere offered 4 choicesranging from
“not at all important” to “very important” (figure
10.9).

French coffee firms believe that customer
awareness and the pull of their demand is the
most important factor for further expansion. This
is closely followed in importance by the
consistency and reliability of supply and then by
the actual quality of coffee.

2002 2003 2004

Most respondents lauded the quality of the
available organic coffees but pointed out that
further improvement can till be achieved.

The fair trade consumer will accept paying a
dlightly higher price.

Although supermarkets have been driving the
recent growth, their awareness and interest in
sustainabl e coffees are still quite low.

Figure 10.9 Key factors for the expansion of sustainable coffees
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Sustainable Coffee In
Germany
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| The overall market context
[

In 2001, overall green coffee consumption rose by 0.2 percent to 549,500
tons (figure 11.1). Consumption of soluble coffee grew by 3 percent to
37,830 tons of green coffee. Soluble coffees thus constituted 6.9 percent
of the market by volume.

Although per capita coffee consumption has fallen from its recent highs
in the early 1990s of more than 7 kg per person, it is still anong the
highest intheworld. In 2001 consumption remained stableat 6.7 kg (figure
11.2). The German coffee industry believes that the downward trend in
coffee consumption that started in the early 1990s has come to an end,
and now expects continuing, modest growth. The development of new
products (such as flavored solubles) and the positioning of coffee as a

Figure 11.1 German coffee consumption (Metric tons green)
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Source: European Coffee Federation, 2002.
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Figure 11.2 Total German per capita consumption (kg green)

1999

Source: European Coffee Federation, 2002.

life-style product are considered to be
contributing factors. Moreover, Germany has
experienced a growth in the number of coffee
bars and specialty coffee shops, thereby
attracting ayounger generation and presenting a
new image.

German coffee industry revenue decreased
dlightly in 2001 for the second year in arow, to
3.86 billion euro. The decrease was attributed to
lower consumer prices.

Thereislimited official dataabout “ out of home”
consumption and its market share although there
are indications that it is experiencing
considerable growth.* The European Coffee
Federation (ECF) notes that 20 - 25 percent of
coffeeis consumed out of home. Yet, thisfigure
may be underestimated, since it is significantly
lower than in similar markets like the
Netherlands and Belgium. The proliferation of
new Seattle-style cafes in towns and cities is
helping to fuel this growth.

4 German Coffee Association, personal communication.

2000

2001

The market is unique for the presence of a
considerable number of health-oriented coffees
that, among other things make claims to being:
mild, soft, cleansing, stomach-friendly and, partly
or totally, decaffeinated. Some of these,
particularly decaf and “half decaf” coffees have
important market shares. In line with health
concerns, coffee-substitutes based on rye and
chicory and other products are also broadly
supplied.

In 2001, sales of espresso coffee continued to
grow peaking at 8,500 tons. Italy isthe largest
source, providing 84 percent of the total (ECF
2002). Within soluble, the instant specialties
increased to more than 23,000 tons to dominate
the business with about 70 percent of the
market in 2001. In 1990 instant specialtiesonly
accounted for 14 percent of instant coffee
sales.

The mgjor instant specialties, according to the
ECF (2002) are cappuccino (71 percent), flavored

11
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coffees (12 percent), ice-coffee (6 percent) café
- au - lait (4 percent) and others (1 percent).

It should be noted that these new instants contain
very little coffee (often below 5 percent), so even
if their increaseisanimportant trend, theimpact
on coffee volume sales will be small or even
negative.

The German market for
or ganics, eco-friendly, and fair
trade

112

While the outbreak of BSE and foot and mouth
disease heightened awareness of the typically
aready “organic-conscious’ German consumer,
2001 organic sales were more modest than
expected showing roughly 20 percent growth.
Accordingly, the overall organic grocery market,
with sales of 2.5 billion eurosin 2001, achieved
al.5 percent market share (ITC 2002). Mid-term
growth for organic products overall was
estimated by the ITC (1999) at 10 to 15 percent.

Animportant segment of German consumershas
traditionally had an appreciation for healthy and
organic products. In fact, Germany was one of
the first countries where organic coffee was
introduced, originally from Finca Irlanda in
Mexico’'s Chiapas region. The German organic
coffeemarket is estimated at 3,900 tonsin 2001.

This is about the same size as the fair trade
segment, and roughly equivalent to 0.7 percent
of the total market (figure 11.3).

Germany is one of the few European countries
where acertified eco-friendly coffeeisavailable.
This shade-grown coffeeisoffered by Starbucks
in some of its stores.

Fair trade coffee was introduced to Germany in
the 1970’'s when Gepa Fair Handel shaus GmbH
pioneeredit. Later anidentifiable brand and label,
called Transfair, was launched on the market in
1993, following the Dutch example of Max
Havelaar. However, the German market sharefor
fair trade did not rise above 1 percent, and even
showed a recent negative trend until 2001. Yet,
forecasts show future growth.

The Transfair portion of the fair trade market
measured 3,754 tonsin 2001, whichisequivaent
to 0.7 percent of the market. Other German
solidarity organizations also import and sell
coffee under fair trade terms although they do
not belong to Transfair or come under the FLO
umbrella Theseinclude the organic wholesalers
and brands such as Rapunzel and El Puente. Since
these coffeesare al so certified organic, they were
considered double certified coffees and were
conseguently counted in each of the segments.

An important and growing part of the German
Transfair coffee is also certified organic.

Figure 11.3 Sustainable coffees by type in 2001 (Metric tons green)
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Figure 11.4 German sustainable coffee growth in 2001
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According to Transfair Germany, the share of

double certified

these double certified products increased from
35 percent in 2000 to an estimated 45 percent in
2001. Thisisequivalent to about 2000 tonsgreen
in 2001 and denotes a growing convergence
between these certification standards.

Soluble coffees account for approximately 400
tons, most of whichisorganic or doublecertified.
Gourmet coffees are rather important especially
in the fair trade segment, accounting for almost
1000 tons of total sustainable coffee. The total
market volume in 2001 was estimated at about
6000 tons.

Many traders reported little growth both for
organic and fair trade coffees in 2001 (figure
11.4). This was surprising especially for the
organic segment, since overall organic sales
experienced strong growth in that year.
According to our respondents, the double
certified category showed the least growth
performance. The flat scenario reported also for
fair trade coincides with the FLO statistics that
indicated zero volume growth in 2001 among
their registered participants.

| Certification
\

According to national and EU regulation, any
organic product sold in Germany has to be
independently and externally certified by a
qualified agency. Fair trade coffee is not subject
to governmental regulations, but follows private
regulations. Fair Trade Labelling Organisations
International (FLO) in Bonn is by far the most
important fair trade certifier. FLO-labelled coffee
is sold in Germany under the Transfair |abel.

Instead of FLO-certification some companies
have devel oped their own company certification
schemes. The mgjor examples are the Hand in
Hand program of the leading organic food
manufacturer Rapunzel and the El Puente
program.*

The combination of Naturland and IMO isby far
the most important certifier in Germany for
organic coffees. IMO is often used by Naturland
for inspectioninthefield, so IMO and Naturland
refer to the same “control chain”. Other labels
with a German presence are BCS, Biolatina,
KRAV (Sweden) and Skal (Netherlands).

4 Rapunzel Naturkost AG’'s compliance with organic standards is externally verified by BCS and KRAV. Dritte Welt
Partner supplies organic coffee to the market which isreported to be “ certified” by the Association of World Shops

(Dachverband Weltl&den).
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However, about three-fourths of the industry
claims not to have a preference for a particular
certifier as long as it meets all legal
requirements.

As much as 50 percent of the industry
respondents find the different certifications
personally confusing, while 90 percent think that
fair trade and organic certifications are confusing
to the consumers (figure 11.5).

Certificationisconfusing to theindustry because
of the large number of different labels on the
German market and inadequate understanding of
the differences between them.

Thelack of trangparency not only presentsabarrier
to entry for new companies but also leads some
supplierstobelievethat thesearemerely marketing
toolsrather than useful concepts for growers.

Most believe that certification is confusing to
consumers because many don’'t know the
difference between organic and fair trade.

Many of the respondents are sceptical about the
consumers’ capacity to understand what different
labels mean. Some believe that consumers want
abrief clear message.

Premiums

For organic coffees, most buyers quote premiums
of 10 to 25 US$ cents per Ib on green coffee,
with amedian of 15 cents per |b. and a high of
70 cents per |b.

Regarding the fair trade premiums, all
participating buyers follow at least the official
FL O-regulations on prices, while some pay an
additional small premium on top of this.

The majority of respondents find the organic
premium “reasonable”. The fair trade premium
(minimum price), however, isconsidered reasonable
by dightly lessthan half of of those surveyed.

The combined premium for the doubly certified
organic and fair trade product is considered
“reasonable” by only abit more than one-fourth
of the respondents (figure 11.6).

The majority of respondents expects that
sustainability premiums, both for organic, organic
plus fair trade and pure fair trade coffees, will
continue in the medium term (figure 11.7). For
fair trade coffees, however, this majority is
significantly smaller. Since fair trade premiums
are defined politically, this indicates that many

Figure 11.5 Are certifications considered to be confusing?
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Figure 11.6 Are current premiums considered to be reasonable?
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respondents expect the fair trade price-fixing
mechanism to be revised.

|Retai| prices
[

Themedianretail price of mainstream sustainable
coffeesis 70 percent above the median price of
conventional coffees (figure 11.8). This is the
highest difference found in any of the countries
studied. The organic coffees are generally more
expensive than fair trade coffees. For gourmet
coffees, on the other hand, the difference of 5

e

W yes

no

double certified

percent between conventional and sustainableis
almost negligible. Only the organic gourmet
coffees are relatively expensive, selling at a
median of amost 16 euro per kg, even morethan
the double certified coffees. Thisisrelated to the
pricing policy of the dominant suppliersin each
of the segments. In the mainstream quality
segment, however, the double certified coffees
are the most expensive.

Sustainabl e coffees are sometimes considered as
part of the gourmet coffee segment, regardless
of their quality. In such acomparison, the median
retail price of any category of mainstream

Figure 11.7 Will the premiums continue at their current levels in the medium term?
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Figure 11.8 Retail prices of German coffees by type (€ /kg)

Mainstream

sustainable coffees falls well below the median
gourmet price.

Sustainable, traditional instant coffees are 20
percent more expensive than their conventional
counterparts. Sustainable new instants,
however, sell at a median retail price which is
120 percent above conventional new instants.
For the time being, these products appeared to
be more of anovelty and are sold at very small
volumes.

Significant supplying countries
for sustainable coffees

Conventional
All Sustainable
Fair trade

B Organic

B FTR&organic (dbl.
certified)

Gourmet

The German market, like many othersin Europe,
notes that there is an unfulfilled demand for
organic and/or fair trade Brazils (unwashed
arabicas).®® Fair trade has not caught onin Brazil
and organicsare produced by only afew growers.
Most of these have gone to the Japanese market
that paysthe best premium, and sometotheU.S.
Since most sustainable coffees are sold on
mainstream markets, it isnot surprising that there
is demand for the most popular and less-
expensive coffees.
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Mexico is the most popular origin for both
organic and fair trade coffee. Guatemala ranks
second, followed by Peru. Other important
suppliers are Colombia, Bolivia, Nicaragua and
Tanzania.

4 Dutch, Italian, Swiss traders mentioned the same demand.

| The Garman market structure
[

Major outlets for sustainable coffeein Germany
are the mainstream retail, specialized retail and
the institutional (out - of - home) market. The
two retail channels are the most important for
both and fair trade and organic (figure 11.9). A
small volume of sustainable coffee is also sold
by mail order and using the Internet.*

4 Mail order selling may either be directed to institutions or to households. In this study it is considered under the

specialized retail channel.
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Figure 11.9 Market channels for sustainable coffees by type. Tons of green coffee equivalent
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Specialized retail stores like the Welt Laden
(World Shops), organic and health food shops
and specialized coffee shops are the traditional
sales channelsfor sustainable coffees, and these
remain important but less so than before.

Although organic issues have figured more
prominently in the news during recent years,
organic coffeesare still not widely offered inthe
mainstream channel and its supermarkets have
been much slower than their European
counterparts to respond to these new trends.
Metro supermarkets- amajor player - introduced
its first organic and Transfair certified product
in 2001. Thenational discount chain Plusrecently
launched a new organic range in April 2002 in
al its2,700 stores, but it hasnot yet added organic
coffee. Surprisingly, regional supermarket chain
Tegut, that takes pride in announcing that 10
percent of its sales are organic, does not carry
organic coffee either.

The German mainstream retail sector is
sometimes criticized because, despiteitslack of

Specialized retail

1633 364

ﬂ 1564 S

I I
3000 4000

Institutional

concentration - with 10 major chains, and many
regional players -, there is apparently little
innovation. Therefore, competitionisstrong and
very price-oriented. Hard discounters such as
Aldi, which is native to Germany, have a high
market share. With the exception of these
discounters, most German supermarkets now
offer Transfair coffee in their assortment.

So despite a relatively wealthy and quality
conscious consumer base, price discounting
rather than quality dominates mainstream retail.
This makes it more difficult to introduce
sustainable and specialty products, especially
when theseenter the market at higher pricelevels.

Approximately 25 percent of the Transfair coffee
is sold in the institutional market, which is
proportional to the importance of this market
channel for fairtrade in Germany according to
Transfair. Itisconsiderably lower, however, than
the share of thischannel in neighboring Belgium
and the Netherlands, whereit isabout 50 percent.
Another neighboring country, Austria, also

117



The State of Sustainable Coffee

enjoysvery strong sustainable coffee salesinthe
ingtitutional channels. The out of home channel
for organic coffeesisrelatively small.

German traders predict aflat market performance
both for 2002 and 2003. Whereas organic coffees
are expected to grow by 1to 5 percent in each of
the major channels, fair trade sales are forecast
to declinein the mainstream retail channel. This
declinewas estimated at 5 percent for both 2002
and 2003, whilefair trade salesin the specialized
retail and institutional channels would remain
the same.

Trendsin the German market

118

The German coffee trade believes that the
following trends will affect the overall coffee
market:

N The out of home segment continues to gain
in importance with institutional sales and a
growing number of new style cafes
increasing.

N Sales of espresso coffee and espresso-based
beverages continue to increase.

N Consumption of “new instants” (cappuccino
and flavored) continues to grow.

N Per capitaconsumption isexpectedtoremain
stable, while there will be a continuing
internal shift from commercial grade coffees
to more differentiated specialty coffees.

After recent food scares such as BSE, foot and
mouth disease, dioxin contamination and others,
consumers have become more concerned about
food safety. This clearly offers a positive
environment for sustainabl e coffees, particularly
organic. However, the recent nitrofen affair, the
current low in the economic cycle and the
hardened international outlook have tempered

the optimism regarding organic products. The
following trends refer to sustainable marketsin
particular:

N Several major retailers have launched or are
launching organic product lines, while others
appear to increase their organic assortments.
The share of total organic food sales
registered by the mainstream retailers is
increasing quickly asthey gain market share
from smaller specialized operators.

N The specialized organic food stores are also
experiencing substantial growth, although
thisisnot as spectacular asin supermarkets.

N Mgjor retalers like Edeka, Rewe and Plus
have recently introduced organic coffees
under private labels. The commercial interest
infair trade coffees, although these still have
a much wider distribution, is currently
limited.

N The volume of organic coffees is expected
to continue to increase as quality improves
and distribution expands.

N The introduction of the new Bio-Segel by
the German Ministry of Consumer
Protection, Food and Agriculture, should help
to improvethe efficiency of the certification
process and increase organic labeling clarity
and reliability for the consumer.

Germany represents the largest European coffee
market in terms of volume. Due to food safety
concerns and a “green conscious’ consumer,
Germany has al so historically consumed the most
sustainable coffee (almost 6000 tons in 2001).
Therefore, Germany’s current and projected
growth rates are not as high as countries such as
France where sustainables are not well
established. Aswas mentioned before, the market
isexpected to grow slowly, or even remain stable,
in the shorter term.



Germany [ |

Figure 11.10 Near term growth forecast (2004/2005)

80
70+
60+
50+
% 40
30+
20
10+

38

15

6 -

47 B growth

flat

decline

organic

The medium term outlook for organic coffeesis
more positive. A small majority of the
respondents (56 percent) expects further growth
over the next 2 to 3 years and 17 percent expect
strong growth (figure 11.10). For combined fair
trade and organic coffees, the view is also
positive.

Theforecast for fair trade coffeeisless positive,
with the magjority expecting aflat scenario, but
as much as 46 percent expect decline or even
some great decline. Just as for the organic
category, the medium term outlook for these

fair trade

double certified

coffees is much more positive than the 2001
results.

A look at the volume and trend data indicates
that organic coffees are surpassing the fair
trade segment. The increase of the double
certified segment is slowed down in 2002
(figure 11.11).

With the different sustainable coffee categories
showing little growth, which, moreover, ispartly
“eaten” by the growth of double certified coffees,
the share of sustainable coffees is predicted to
stabilize at 1.1 percent (figure 11.12).

Figure 11.11 German sustainable coffee consumption and projections (Metric tons green)
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Figure 11.12 Sustainable coffee market share in Germany
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Constraintsin the German
mar ket
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The fair trade coffees are already enjoying an
almost nation-wide distribution. This means that
further growthwill haveto comefrom higher sales
inthe exigting outlets. Thefollowing factorswere
identified as constraints to the Transfair market:

N The public awareness of the Transfair label
stands at 40 percent and there is a lack of
cohesive approaches and promotional funds
available to disseminate this message. The
national labelsin both Germany and Belgium
have not succeeded in their attempts to sell
fair trade coffeesunder their label's; successful
marketing of this label in the Netherlands
presents some consumer confusion sinceitis
confused with other brands.

N The absence of the market leaders and their
popular brands (Jacobs and Eduscho) in the
fair trade segment and the rel ative weakness
of the existing brands that participate.

N Present fair trade prices are relatively high
and the trading margins small. This is
aggravated by heavy supermarket price
promotion of coffees as highly visible loss
leaders or ecke-produkten.

N The gap between good intentions and the
actual purchasing decision in the shop may

2002 2003 2004

reflect the inability of fair trade to find
affinitieswith current lifestyle and consumer
preferences.

The following factors were identified as
constraints to the organic market:

N The number of certification bodies and their
logos that causes confusion to the public
(although the introduction of the Bio-Segel
may help to resolve this problem).

N Despite the introduction of the EU
regulations, the lack of unified standards
concerning the organic certification of coffee
among different certifiers still causes
confusion and inefficiencies in the trade
making it a source of conflict.

N The risk of increasingly bureaucratic
solutions for certification that would make
the entry-barriers higher and add to the cost
of the products, especidly since any measures
have to be coordinated between and with
governmentsand alargenumber of sakeholders.

N Thelack of credible statisticson the sizeand
growth of the organic markets, and thelimited
interest of most certification bodies to
generate this data.

N The difference in scale and price-levels
between the traditional organic suppliersand



the mainstream roasters, that make it difficult
for thefirst to enter themainstream retail market
and take full benefit of the strength of their
brands. Thisproblemisaggravated by thelikely
need to abandon the high margins errand in
some of the traditional organic food stores.

N There appearsto be alack of interest among
the major coffeeroastersto enter the organic
market and even Jacobs seems to be
producing organic coffee for the Danish
market, but not for the German.

Key factorsfor growth

Members of the industry were asked to, “Rate
the importance or value of the following factors
for expanding your sustainable coffee business.”
N Quality of cup

N Consistent and reliable supply

N Pricerelative to conventional coffee

N Clarity between different types of
certifications, criteria, and labels

Germany [ |

N Awarenessof consumers about these coffees

If the industry does not fulfill these factorsit is
likely that its future growth will be constrained.
Respondentswere offered 4 choicesranging from
“not at al important” to “very important”. The
resultsare shown in thefollowing figure (11.13).

The German industry gave the highest
importance to quality, closely followed by
customer awareness. Price, as compared to
conventional coffees was given the lowest
importance, with 35 percent of respondents
considering this factor not very important.

This is somewhat surprising, given that the
German coffee market is generally considered
to be very price-oriented, and leading coffee
brands are often offered by supermarkets at low
pricesto generatetraffic. Apparently, sustainable
coffees are viewed as being somewhat price-
inelastic.

Morethan half of the respondents also mentioned
other factors influencing the expansion of
sustainable coffees. The most common of these
was the absence of adequate information about
these coffees, especialy for consumers.

Figure 11.13 Key factors for the expansion of sustainable coffees
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Il Sustainable Coffee in ltaly

| The overall market context
[

In 2001 the Italian coffee market imported 364,678 tons of green coffee,
anincrease of approximately 3.4 percent over the previousyear. Although
Brazilian Naturals and Robusta constitute 75 percent of the market, an
increasing market shareisgoing to Brazilian coffeesthat |end themselves
well to the needs of espresso roasters. Over the last five years Robusta
demand has edged downward by about one share point but the Milds
have dropped considerably, from approximately 30 percent down to a25
percent market share. Most of the recent import growth was an
opportunistic increase in the stocks due to low prices rather than a
significant increase in consumption.

Figure 12.1 Total Italian coffee consumption (Metric tons green)
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An average growth rate over the last five years
might better reflect demand in the processing
sector and that number would be 2.3 percent per
annum. Although per capita consumption has
shown only modest growth at 1.1 percent for
2001 (figure 12.1), Italy’s processed exports
continued to grow significantly (at 11 percent)
and the country easily holdstheworld's number
two positionin this category. Although per capita
consumption has remained stable at about 5.5 kg
over the last 3 years (figure 12.2), it is much
higher now than the 1990 level of 4.4 kg.

The Italian market for organics
and fair trade

124

The sustainable coffee market in Italy is very
muchinitsinfant stage. Prior to 1999 only afew

low-volume sellers carried it. The majority of
businesses involved in the field have sold
sustainabl e coffees for less than three years.

Organic coffee is known in Italy as “caffée
biologico” or “caffe bio”, whilefair trade coffee
is referred to as “caffé equo solidale”. Both
categories have approximately the same size,
while a significant portion of each is double
certified (figure 12.3).%

Since its introduction in 1987 until 1992, most
of the organic coffee consumed in Italy was
certified and imported from Germany. The
European Commission regulation that
established organic standards (#2092/91) in 1991
helped open up the market for direct importing
from origins and for the internal certification of
roastersand distributorsin Italy. Many importers
find it much easier to import from other European

Figure 12.2 Total Italian per capita consumption (kg green)

1999

Source: European Coffee Federation, 2002.

2000
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4 Anexact count of thevolume of fair trade coffeesthat are also organic is difficult to compute, as most companiesdo
not keep separate records of organic and non-organic fair trade coffees. However, interviewees from large import-
ing companies stated that about 30 percent or more of their fair trade was also organic and it will increase further in
the future. Transfair claims that the percentage of fair trade certified as organic has grown from 30 percent in 1997

to 35 percent in 2001 with further growth expected.
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Figure 12.3 Sustainable coffees by type in 2001 (Metric tons green)
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procedures imposed by the Ministry are
reportedly difficult and time consuming: taking
three to six months for authorization and the
authorization to import is reportedly only valid
for one year.

While sustainable coffeestill coversavery small
portion of the market (0.3 percent in 2001), it
shows signs of increasing its market share as
market penetration continuesto rise. Most of the
industry players projected growth or strong
growth for each category of sustainable coffees
in the year 2002 (figure 12.4).

Since its introduction in 1987 until 1992, most
of the organic coffee consumed in Italy was
certified and imported from Germany. The
European Council regulation that established
organic standards (#2092/91) in 1991 helped
open up the market for direct importing from
origins and for the internal certification of
roasters and distributorsin Italy.

Final product certificationisconducted by Italian
certifiers, of which the most popular are: Istituto
Mediterraneo di Certificazione (IMC), Consorzio

Figure 12.4 Italian sustainable coffee growth in 2002
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Figure 12.5 Are certifications considered to be confusing?
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/ Istituto di Certificazione Etica e Ambientale
(AIAB/ICEA). Green coffeeimportsarecertified
by several European companies partly reflecting
Italy’s preference to import a number of such
coffees via European traders because of its
internal bureaucratic barriers.

The most important certifiers and inspection
agencies were, in order of importance: IMO,
Krav, Ecocert, SKAL and BCS. Much of fair
trade is certified by Transfair Italy and a very
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significant quantity iscertified by CTM. Both of
these entities are accredited by FLO.

Although the coffeetrade generally feelsthat they
arefamiliar with the different certifications, their
responses would indicate that there is still a
certain lack of clarity about what actually
happens in the fair trade process, and most
commented that the complexity of the Italian
organic processwas daunting. Most appear to be
frustrated with these processes, particularly with
the government bureaucracy, and abit more than
half claim that their clients and consumers are
confused about the different certifications,
particularly fair trade (figure 12.5).

Figure 12.6 Are current premiums considered to be reasonable?
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Figure 12.7 Will premiums continue at their current levels in the medium term?
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Premiums

Premiums for organic coffees were generaly
considered acceptable, although some
complained about high certification costsand that
the only difference between organic and non-
organic coffeewasthe certification (figure 12.6).
Most, but not all, of thefirmsinterviewed agreed
that the premiums for fair trade coffees were
justified, athoughinthis case several commented
that it was unclear how much of the premium
actually benefited the growers.

Most of the industry felt that organic premiums
would decline over the next two years primarily
due to expected reductionsin certification costs,
less bureaucratic costs, and greater volumes. For
similar reasons, acomparable percentage of firms
stated that they expected premiums on fair trade
and double certified coffees also to be reduced
in the near future (figure 12.7).

Retail prices

Retail prices vary from US$10.20 to US$14.95
per kg for fair trade coffees and from US$12.20
to US$16.40 per kg for organic coffees. Similar
quality conventional coffees cost from US$9.00
to US$16.00 per kg (figure 12.8).

fair trade

double certified

The figure shows that fair trade coffees start at
lessthan 15 percent more than conventiona and
can even belessthan some conventional coffees,
giving them a very reasonable price range for
many consumers. Organic however starts at 35
percent more than conventional coffee, which
could present a barrier for price-conscious
consumers.

Significant supplying countries
for sustainable coffees

The Italian market tendsto source better quality
robustas from Africa, Southeast Asia, and
Brazil, since these contribute to specific
characteristics that are preferred for dark roast
and espresso blends. Fair trade and doubly
certified fair trade and organic coffees for the
Italian market are being imported from (in order
of importance): Mexico, Nicaragua, Guatemala,
CostaRica, Dominican Republic, Hondurasand
Colombia. The first three countries are
predominant.

Organic coffeesfor the Italian marketsare being
imported from (in order of importance): Mexico,
Guatemala, Bolivia, Peru, Indonesia, Sri Lanka,
Thailand, Tanzania, Colombia, Brazil,
Madagascar, and Uganda.
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Figure 12.8 Retail prices of Italian coffees by type (e/kg)
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Much of the sustainable coffee in Italy is sold
for brewing purposes and a lesser portion is
incorporated into darker roast and espresso
blends. Most of the interviewees, especialy the
small roasters, categorize their sustainable
coffees as gourmet coffees. They argue that
sustainable coffeesareinherently of high quality
or areat least sold under that image. The suppliers
of retail chains however, appear to sell their
sustainable coffeesin the category of good quality
commercial blends. The largest companies -
handling about 90% of total volume - sold 95%
asmainstream commercia quality coffee. About
100 tons or 10 percent of the market could be
classified as gourmet (single origin, higher
quality blends, or estate grown) and these are
primarily organic coffees rather than fair trade.

There are no canned or bottled beverages made
with sustainable coffees and only about 26 tons
(gbe) of soluble coffeeissold. Only one operator
(CTM Altromercato) sold a significant quantity
of soluble sustainable coffees (figura 12.9).

Fair trade

Organic

About two-thirds of total coffee distribution is
through supermarkets, which means that
sustainable coffees have now started to gain
access to this channel, while earlier they relied
more on health food stores, specialty food shops
and smaller grocers. Supermarkets such as
“Supermercati e Ipermercati Coop” and SAIT
distribute fair trade products with their private
label Solidarita. The TransFair label was
introduced into Italy in 1995, and has shown
growth ever since. Thebiggest increase hascome
since 1998 when 1,500 outlets existed; by 2002
there were almost 4,000.

Four Italian companies. CTM-atromercato, Co-
Ind, Commercio Alternativo and Gabesco Itaia
handle much of the sustainabl e coffeethat issold
in Italy. The pioneering CTM Altromercato,
introduced in 1987, istoday the largest fair trade
importing company in Italy. Commercio
Alternativo di Ferraraand Co-Ind also distribute
considerable quantities. Beginningin 2002, CTM
isno longer using the Transkair label, but it will
be part of FLO, the international umbrella
organization. Issues related to labeling of fair
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Figure 12.9 Italian sustainable coffee consumption and projections (Metric tons green)
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trade coffee are currently under debate, as FLO
seeksto gather each country’s participants under
one domestic umbrella organization.

The larger players in the industry are all very
positive about the near-term outlook for
sustainable coffees, particularly the organic.
Their growth estimates range from 15 percent
up to more than 100 percent. Most of them,
except for the largest firm, expect that specialty
retail will have a faster rate of growth than
mainstream. Institutional and out of home sales
are also expected to improve at a healthy rate
averaging 15 percent to 20 percent in many
estimations.

Italy may have more coffee roasting companies
per capita than any other country in the world.
However it has, like most countries, experienced
significant roaster concentration wherein a
handful of roasters, of which Lavazza is the
largest, now share about three-fourths of the
market. Although the number of small roasters
has reduced dramatically to about 1400, many
il thrive and are responsible for most of the
sustainabl e coffees roasted in Italy.

2001

Fair Trade

2002 2003 2004

Organic & Fair Trade

Many small roasters are still entering the market
but some of the newcomers, which had been
involved for only a year or two, are aready
stepping out. Some claim to have been “lured
into” the business by supermarket campaigns
promoting organic coffees, not realizing that
these early campaigns were more for the
product’simage building rather than areflection
of actual consumer demand.

\ Trendsin the ltalian mar ket

Itistoo early to tell whether the growth of these
coffees is the result of recent marketing
campaigns and their novelty or, asin other major
markets, a longer-term trend. The emerging
consumer awarenessisvital to the growth of the
sustainable coffee market in Italy. The recent
advent of socia responsibility intermsof organic
production and labor rights exhibited by the
Italian populace is till new and it is therefore
too early to tell wether thiswill belasting or not.
In the coffee trade there is considerable
scepticism about whether the benefits of fair trade
actually reach farmers.
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Strong interest on the part of supermarkets
appearsto betheclearest indication of astructural
consumer demand, since they would not make
an investment otherwise. The medium term
projections of the Italian sustainable coffee
industry were also very positive (figure 12.10).

On the basis of industry projections, the Italian
sustai nable market should have more than tripled

modestly at 15 percent. Mid-term growth here
for organic products overall was estimated by the
ITC at 15 - 20 percent. Fair trade is expected to
grow at arate of 20 percent in 2003 and 2004.

Constraintsin the ltalian
mar ket

its 1999 level by 2004 (from about 550 to 1750
tons). The organic sector has significantly
contributed to this growth, but there is some
uncertainty whether that trend will continue in
thefuture. Whilethereisoptimismintheindustry,
Italy is still one of the smaller markets for
sustainable coffees.

The explosive growth of organic in 2001 (80
percent) was not entirely due to new entrants, it
was al so because of abureaucratic anomaly. The
Ministry of Agricultureand Forestry Policy only
issued import authorizations from countries of
origin for 118 tons in 2000 whereas the
authorization for 2001 was 5,395 tons. 2002 a so
should see continued strong double-digit growth.

Based on the performance of previousyearsand
the predictions of industry representatives,
organics growth in 2003 should be 23 percent
and 2004 is expected to level out and grow more

The most important constraining factors on the
growth of the Italian sustainable coffee market
are:

N Thetime and effort involved in obtaining a
license to import green coffee from non-EU
countries. Resultsfrom intervieweesvary in
termsof how long this processtakes, but they
were unanimousin their opinion that it takes
too long. In fact, some interviewees claimed
that it could take over ayear to obtain such a
license. The private Certifying Agencies,
however, were much more efficient in
comparison, allowing the possibility of
importing green coffee from inside the EU
and thereby bypassing some of the thicket of
Italy’s more bureaucratic regulations.

Importing from other European countries,
rather than directly, restricts the variety and

Figure 12.10 Near term growth forecast (2004/2005)
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quality of organic coffee available to the
Italian market.

N Theissueof quality for these sustainable coffees
was raised repeatedly. The higher cost of
importing through other EU countries into a
relatively lower-priced coffee market probably
means that buyers will source less expensive
and consequently lower-quality coffees.

N The Italian coffee industry seems to suffer
from a high degree of skepticism regarding
the concept of sustainable coffee. Results
from interviewees indicate that they are
skeptical about the socio-economic benefits
that are supposed to be passed on to the
producers and the environment.

Key factorsfor growth

Members of the industry were asked to, “Rate
the importance or value of the following factors
for expanding your sustainable coffee business.”

Italy

Quality of cup
Consistent and reliable supply

Pricerelative to conventional coffee

4 4 4 A4

Clarity between different types of
certifications, criteria, and labels

N Awarenessof consumers about these coffees

If the industry does not fulfill these factorsit is
likely that its future growth will be constrained.
Respondentswere offered 4 choicesranging from
“not at all important” to “very important”. Their
responses were consolidated in the following
chart (figure 12.11).

In the incipient Italian market, customer
awareness of sustainable coffeeswas considered
the most important factor. This was followed by
coffee quality and consistency of supply. Clarity
of thelabel sand brands and especially pricewere
considered to be lessimportant.

Figure 12.11 Key factors for the expansion of sustainable coffees

90+
80+
70+
60
% 50+
40+
30+
20+

B Not at all important

Not very important

Important Very important

131



Don Miguel's hela¥ENs




13.

Sustainable Coffee in Japan
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| The overall market context
[

Japan’s imports are divided 3/4 being arabica and 1/4 robusta. It
has along-standing rel ationship with many of the American arabica
producers and sources more than 90 percent of its arabica there.
Brazil isits primary supplier followed by Indonesiaand Colombia
that together supply about 60 percent. Guatemala and Vietnam
follow inimportance. Overall, approximately 40 countriesregularly
ship some coffees to Japan.

The All Japan Coffee Association coffee survey notes an overall
increasein the market, with instants moving up slightly to 28 percent
of the market after a downward trend, roast and ground tending
upward at about 40 percent share and liquid and canned demand
remaining stable at about 32 percent after adecade of strong growth
averaging more than 4 percent per year (figure 13.1). The coffee

Figure 13.1 Total Japanese coffee consumption (Metric tons green)
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shops have done well but the overall out - of -
home consumption has stagnated recently.
However, at-home consumption has grown
steadily at more than 3 percent per year over the
last decade, giving food retailers a greater edge
in the market.

Roasted coffee for industrial use, to make ready
to drink beverages for example, accounts for
about 40 percent of total consumption.
Institutional and out of home sales account for
about 32 percent, while at home consumption
comprises 28 percent of the total.

Although Japan is a mgjor buyer of coffee, its
per capitaconsumptionislow compared to many
other consumer countries (figure 13.2).
Traditionally a tea-drinking nation, its coffee-
culture was slow to develop. During the last
decade, nevertheless, the market enjoyed very
healthy growth, with per capita consumption
increasing from 2.4 kgin 1990 to 3.2 kg currently.
In recent years the internationalization of
Japanese tastes helped spur strong growth in
retail coffee shops, and ready-to-drink canned
coffeesare aJapaneseinvention that has become
more popular than in any other country. Better-
quality coffees are slowly replacing soluble,

which was the mainstay of most home
consumption.

Today Japan acquires some of the world's finest
coffeesfrom nearly every origin. The market has
a particular affinity for “origins with a story”,
and as such it is one of the largest buyers for
Hawaii’s Kona, Colombia's Emerald Mountain,
Jamaica's Blue Mountain, Guatemala sAntigua,
and Cuba’s Crystal Mountain.

But this high-quality end of the market plus al
of the other differentiated coffees together
represent only a small percentage of the total
volume, perhapsin the range of 10 - 12 percent.

The Japanese market for the
eco-friendly, organics, and fair
trade

Japan is the largest Asian market for organic
products and especially for coffee, although
Taiwan, Hong Kong, Thailand, Singapore, and
Koreaare a so beginning to show an interest with
modest imports. However the Japanese market
is complex and not easily understood.

Figure 13.2 Total Japanese per capita consumption (kg green)
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Various estimates have put the overall Japanese
growth-ratefor organics at about 20 percent, but
these appear to be based on genera estimates
rather than dataanalysis, sincethesedatasimply
do not exist. Senior Ministry of Agriculture
(MAFF) officials, however, state that the
government is capturing data on the organic
market from October 2002.% There is potential
for confusion in this market since the Japanese
term for organic products, “yuki”, also includes
conventional products that, although produced
in amore environmentally friendly manner, are
not certified organic. In the mid - nineties one
estimate from Twyford - Jones (1998) put the
total market value for yuki products in Japan at
about US$500 million. The International Trade
Commission (2001) now notes that market to
have grown considerably to an estimated US$2.5
billion for 2000. However, the market for
certified organic yuki is estimated to be about 10
percent of thetotal yuki (Masuda, 2000).

Introduction of the organic Japanese Agricultural
Standard (JAS)*’ for coffee in 2001 made the
market very uncertain and appears to have
reduced the quantities of organic coffeethat enter
the country. Itisvery likely, according to several
expert observers, that certified organic coffees
have for some time been very considerably
supplemented by uncertified supplies. According
to oneunofficial estimatefrom atop coffeetrade
association, approximately 4000 to 5000 tons of
organic coffee were imported in 2001. Those
certified as organic were estimated to be
approximately 1320 tons. With the new standard
in place and positive responses from certifiers
and suppliers, it remainsto be seen whether the
market converts its current use to certified
organics. Preliminary reports indicate that the
certified volume has increased very

Japan [ |

considerably for 2002 to about 4500 tons with
more than 4000 tons of organic certified coming
from Latin America alone. This makes Japan’s
the second-largest market for organic coffees
after the U.S.

A number of Japan’s leading coffee trading and
roasting companies currently purchase Rainforest
Alliance-certified coffee and promote the concept
in Japan. These include: Itochu, Kanematsu,
Ajinomoto General Foods, Volcafe Japan, UCC
Ueshima, Kohikan Roasters and the Sumitomo
Corporation. Volume figures are difficult to
confirm but are estimated to be less than 100
metric tonsin 2002.

Eco-friendly coffee is not regulated by the new
government standard since of course its claims
aredistinct from those madefor organic products.
This may or may not limit its growth and that
will in part be determined by whether there will
be ready availability of certified organic coffee
at competitive prices. Eco-friendly coffeeisoften
priced below organic.

Fair trade is also projected to grow steadily but
from a much smaller base. The fair trade
movement dates back to 1989 with the founding
of Alter Trade Japan Inc. By 1991 both organic
and Fair trade coffees made headway in the
Japanese market and in 1993 Transfair Japan was
established. In 2001 they reported fair trade sales
of 7.7 tons, anearly 17 percent increase but still
avery small quantity. 2002 figures show 9.5tons
and a more recent estimate for 2003 is 50 tons
and accounts for the entry of new Transfair
participants such as Starbucks Coffee Japan,
Wataru, and Ogawa. Most of the country’s fair
trade sales are outside of the FLO system. We
estimate the volume to be in excess of 300 tons,

% Early investigations unfortunately indicate that the organic beverages category is divided only into tea and other
beverages. Unless this changes, it isimpossible to extract the coffee portion from juices, soy milk, etc.

47 The Japanese Agricultural Standard is similar to the EC regulation on organics or the new U.S. regulation and
represents a change from privately managed organic standards and sales to government regulation of these stan-

dards and their representation in the marketplace.
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Figure 13.3 Sustainable coffees by type in 2001 & 2002 (Metric tons green)

2001

1320

330 45

with one firm alone responsible for at least 170
tons in 2001. This is slated to increase
considerably according to long-term contractual
obligations whereby 2002 estimates easily top
400 tons and projections for 2003 are in excess
of 600 tons. Thevolumesof themajor sustainable
coffeetypesare summarized below (figure 13.3).

Certification
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Standards and certification systems will likely
become clearer asmarket participantsfamiliarize
themselves with the new Japanese Agricultural
Standard. Nearly all of the respondents - 95
percent - felt that the system was unclear and
confusing. By October 2002 nearly 700 firms
were officially registered under the JAS.

The confusion about the di stinctions between the
different certifications and what they represent
isbelieved towidely apply to consumersaswell.

Currently thereare only two partiesregistered to
the FLO system (Transfair Japan): the Wakachiai
project and Dai-ichi Coffee Corporation. Therest
congtitutesthe vast mgjority of sustainable coffee
businesses and typically operates without third-
party verification.

2002
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Premiums

Japanesetraders appear content to pay premiums
of 20 percent or morefor averageto good quality
organics and several respondents said they
regularly pay a good deal more if quality is
exceptional. Approximately 75 percent of
respondents believed that organic premiums
would probably diminish in the next two years
while 15 percent believed they would stay the
same.

For fair trade many participants are
uncomfortable with the present price structure
to farmers and therefore continue to operate
outside of the internationally recognized FLO
register for fair trade coffees.

Retail prices
\

Thereisaconsiderablerange of retail pricesfrom
US$5.98 per kilo for discount coffee, to $15 for
average supermarket-quality, $28 for Starbucks
House Blend, and up to $38 for better coffeesin
specialty shops.®® The All Japan Coffee
Association annual survey* shows that retail
prices have dipped with the average consumer
paying approximately $12.50 per kg. Several

% This does not include the estate or superpremium coffees and like Jamaica Blue Mountain that fetch considerably
higher prices but are are relatively minor part of the market.

49

"Basic survey about the demand trend of coffee”. The sample is 6000 persons.



companies mentioned that sustainable coffees
would be more viableif they were positioned at
prices near to the average supermarket-quality
and below Starbucks.

Significant supplying countries
for sustainable coffees

There are a number of supplying countries that
have shipped uncertified coffees to Japan, but
with the recent JAS-law the organic market
underwent asignificant shift. To date Colombia,
Brazil, and Guatemala are its largest organic
suppliers, Peru, Uganda, Bolivia, Mexico, Papua
New Guinea, Ethiopia, Nicaragua, the
Dominican Republic and El Salvador have al
supplied this market.

Many of the same countries, plus Ecuador, aso
supply fair trade coffees.

Japan [ |

Eco-friendly (shade-grown) coffeesareimported
from several countries, particularly Uganda,
Ethiopia, Papua New Guinea, Peru, and El
Salvador. Only the Salvadoran coffeeswerethird
party certified until recently. Now, certified eco-
friendly coffees (Rainforest Alliance or SMBC)
are available from El Salvador, Mexico,
Nicaragua, Guatemala, Costa Rica, and Panama.

\ The Japanese market structure
\

The value-based market share ranking of the
major conventional coffee players is led by
Ueshima Coffee Company (UCC) and followed
by KEY, Ajinomoto General Foods (AGF),
COORP that together account for nearly half of
the market. The rest of the market is shared by
several hundred regional and local firms, most
of which have a market share of less than 1
percent. See Table 13.1. Nestlé dominates the
instant market and, with AGF, UCC, and KEY,

Table 13.1 Top 15 Companies

Top 15 Companies

(conventional ground or whole bean)

ucCcC

KEY

AGF

COOPs
Nagoya Seiraku
Ogawa

MJB

Doutor

Hills Japan
Toho
Kunitarou
Mitsumoto
Hamaya
Kataoka bussan
Morinaga
Others

17.2
10.9
10.1
6.4
2.4
2.3
1.6
1.3
1.2
1.1
1.1
1.1
1.0
0.9
0.9
40.6

data caleulated from INTAGE Consumer Index 2002 value
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together make up more than 90 percent of the
market. The market share for canned coffee in
Japan is about 24 percent. This product is
supplied through existing distribution networks,
and the beer and soft drink suppliersaretherefore
dominant. Most of these arelarge companies, but
so far they do not sell any organic products. The
biggest brand is Coca-Cola - owned "Georgia’,
whose suppliersare KEY Coffeeand Art Coffee.
Other mgjor brand - ownersincludeAGF, Nestlé,
UCC, Nagoya, Suntory, Kirin, Daydo, and Asahi.

The dominant player in sustainable coffees is
Alter Trade Japan, a company composed of
several cooperatives. Another fair trade entity,
Namakemono, primarily through arrangements
with Ecuadorian farmers, sold about 100 tonsin
2002 and expects to more than double that over
the next two years. There are also a few fairly
large fair trade shops such as Fair Trade
Company, Nepali Bazaro, and Grass Roots, but
it isestimated that they each sell only afew tons
of coffee.

Overall Japan's demand growth seems to be
slowing and while most out of home sales are
relatively flat, institutional sales, particularly
office coffee services, are growing.

Many organic products offered in Japanese
markets are foreign since the relatively new
Japanese certifiers are unfamiliar to many
consumers. Imported productstherefore have an
advantage in terms of trust and credibility.

Coffee shopsin 2001 showed strong sales, with
market leader Doutor Coffee owning 1049 stores,
Starbucks, which started in 1996, owning 382,
Pronto 119, Cafe de Curie 117, Veloce 97, and
others like Tullies and Seattle’'s Best having a
smaller but growing presence. Several of these
chains have recently started selling organic
coffees and Starbucks officially put fair trade on
the menu in September of 2002.

Although traditionally sold in some health food
shops, and through vending channels as a ready

todrink product, organic and eco-friendly coffees
are increasingly being sold in supermarkets.
Supermarkets see their share of the coffee
category slowly increasing, and this now
accounts for about 64 percent of retail sales.

UCC islaunching a line of certified coffee that
will be sold through the 600 Family Mart
convenience stores with locations throughout
Japan. Kohikan Roasters launched their line of
Rainforest Alliance-certified coffeeslatelast year
thereby making eco-friendly coffees available
and highly visible with posters, menus and table
tents in more than 400 cafes throughout Japan.
(figure 13.4)

Japan isone of thefew countrieswhose consumer

labeling laws require the identification of coffee
origins at the retail level.

| Trendsin the Japanese mar ket

Increasing fears of GMO-products and food
safety issues may drive Japanese consumers to
be more interested in sustainable coffeesin the
future, although this interest will probably be
more for organic than for other categories.
Although one report indicates that in the past
consumers may have lost some confidence in
organic coffee because of high pricesrelative to
cup quality, thisis not borne out in the evidence
of strong growth in 2002 of certified organic
imports.

Of the companies doing business in sustainable
coffees that responded 69 percent expect to
increase organic coffee, 18 percent expect to
decrease, 13 percent may not continue with it.
Seven companies want to increase eco-friendly
coffees, but most did not know about this concept.
Only avery few expressed interest in Fair trade.

As the figure shows, organic sales are forecast
torecover quickly fromadipin 2001, and remain
at afar higher sales level than fair trade sales.
Eco-friendly or shade-grown coffees also
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Figure 13.4 Japanese sustainable coffee consumption and projections (Metric tons green)
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constitute a larger segment than certified fair
trade, and are expected to grow quickly.
Unofficially, members of Transfair Japan
consider that agood portion of thefair trade being
conducted outside of their particular certification
process would meet many of their requirements.
Transfair iscurrently seeking to incorporatethese
groups under their umbrella and the projections
after 2002 take into account a modest level of
success.

Although the overall Japanese market isgrowing,
the share of sustainable coffees is expected to
increase from 0.4 percent in 1999 to about 1.4
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percent in 2004 assuming a two percent annual
growthinthetotal market and modest 10 percent
growth in organics for 2003-04 (figure 13.5).

Constraintsin the Japanese
mar ket

Difficulties in transitioning to the Japan
Agricultural Standard (JAS) system have caused
considerable consternation among companies
and in the 2001-2002 season a number of
companies preferred to wait and see rather than

Figure 13.5 Sustainable coffee share of the Japanese market
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import coffees whose paperwork and
certifications might be problematic. This
confusion appears to have cleared by the end of
2002 as of certified imports attest. It remains to
be seen whether all of the difficulties of this
transition are truly resolved by 2003.

Since most sustainable coffees are sold as
premium coffees, they must offer superior cup
quality. Since a number have reportedly been
quite inconsistent in thisregard, thereis a sense
of disappointment in the market and the belief
that there are fewer repeat sales than expected.

The survey results show that a majority of the

companies responding considered organic coffee
to be of lower than expected quality.

Key factorsfor further growth

140

Members of the industry were asked to “Rate
the importance or value of the following factors
for expanding your sustainable coffee business.”

N Quality of cup

N Consistent and reliable supply
N Pricerelative to conventional coffee

N Clarity between different types of
certifications, criteria, and labels

N Awarenessof consumers about these coffees

If the industry does not fulfill these factorsit is
likely that its future growth will be constrained.
Respondentswere offered 4 choicesranging from
“not at all important” to “very important” (figure
13.6).

Fully 70 percent of the companies responding
expressed that their most important concern was
quality. The lack of clarity and confusion on the
market was listed as the primary constraint to
growth by half of the respondents. A little more
than half the companies felt the most important
constraint was the very high price and this may
bevalid considering that organic coffeesin Japan
are among the most expensive in the world.

Only 40 percent expressed that consumer
awareness was amajor constraint.

Figure 13.6 Key factors for the expansion of sustainable coffees
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Sustainable Coffee in the
Netherlands

| The overall market context
[

In 2002, the total Dutch importation of green coffee somewhat
stabilized after severa yearsof significant decreases. In 2001 green
importstotaled 136,722 metric tons while roasted imports slipped
dlightly to just over 21,000 metric tons.

In 2000, the out - of - home consumption continued to grow to 44
percent (from 41 percent in 1999) at the expense of the consumption
at home. The out of home consumption includes consumption at
work, in restaurants and cafes. Over the last 5 years, 1/3 of the
consumption in restaurants and cafes consisted of espresso-based
coffee beverages (figure 14.1).

Figure 14.1 Total Dutch coffee consumption (metric tons green)
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Source: European Coffee Federation, 2002.



Themarket for soluble coffeesin the Netherlands
istraditionally small with only 8 percent drinking
instant coffee regularly and 64 percent never
drinking it. However, the popularity of new
instant specialties like cappuccino and wiener
melange, has led to an increase in at-home
consumption in recent years. Despite this
upswing, consumption overall hasdeclined from
10.3 kg per capitain 1990 to lessthan 9 kg at the
turn of this decade. See figure 14.2

The Dutch market for organics
and fair trade

The Netherlands is one of the pioneering
countries for fair trade coffee. In 1973 the
Alternative Trade Organization (ATO) SOS
Wereldhandel (now called Fair Trade
Organisatie) imported one of the first fair trade
coffeesfrom Guatemalaand in 1988 thefirst Max
Havelaar |abel was launched.

Organic coffees were first introduced to the
Netherlands in 1985. The large specialty coffee

Netherlands [ |

roaster Smon Levelt was one of the pioneersin
thisfield. Organic coffeesare now widely offered
in supermarkets, organic food stores and in
specialty coffee and tea stores.

Although organic coffee is growing while fair
trade is in a stagnant or even declining phase,
fair trade coffee still has much larger volume.
The Dutch fair trade market, most of which is
sold under the Max Havelaar brand, in 2001
measured 3,726 metric tons of green coffee.

The Max Havelaar market reached its peak in
1998, both in terms of volume and market share.
Although sales volume has since declined by 8
percent in the face of an overall market decline,
its market share remained almost the same. In
2001 the downward trend in volume stopped and
it may increase with recent promising
supermarket placements.

Even amodest increase will improve its market
share since the overall coffee market is not
expected to grow. In 2003 the Max Havelaar
label, along with major participating roasters,
plans to launch a new and uniform style of

Figure 14.2 Total Dutch per capita consumption (kg green)
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Source: European Coffee Federation, 2002.
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Figure 14.3 Sustainable coffees by type in 2001 (Metric tons green)

promotion and packaging so that these will be
more coherent and recognizable irrespective of
the supplier. With thisthe label hopesto reap the
fruits of its strong image that is in some cases
comparable to leading brands.

The Dutch organic coffee market is estimated at
828 tons of green coffee in 2001, which
corresponds to 0.6 percent of the total coffee
market (figure 14.3). About half of thisis also
fair trade certified, i.e. double certified. These
estimates are based on an aggregate of reported
sales volumes and trader’s estimates.

Over 90 percent of all sustainable coffee is
mainstream quality blended coffee, and thus

B Fair Trade

Organic

1320

Double certified
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competesdirectly inthislargest market segment.
The remainder is gourmet coffee and to a very
small extent soluble. The share of gourmet
coffees in double certified coffees, however, is
as high as 42 percent, and in al organic coffees
itis28 percent. In absolute volumes, on the other
hand, fair trade gourmet coffees sell in higher
volumes (270 tons) than organic coffees (214
tons).

Whereas organic traders generally reported
growth or strong growth over 2001, most
suppliers of fair trade coffees reported a flat
market performance. Double certified coffees
performed well for half of the respondents, but
the other half reported flat sales (figure 14.4).

Figure 14.4 Dutch sustainable coffee growth in 2001
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Certification

Organic coffeeis 100 percent certified according
to EU regulations and for fair trade there are
currently no significant alternative labeling
schemesto FL O |abeled coffee sold with the Max
Havelaar label.

A high-profile alternative positioned as a
sustainable coffee is an initiative called Utz
Kapeh, afoundation originally developed by the
Ahold Group. Ahold is one of the world's top
food retailers and the Ahold Coffee Company is
one of the largest Dutch roasters. Utz Kapeh
definesitself as an integrated sustainable coffee
purchasing program, incorporating basic socia
and environmental elements based on the
EUREP-GAP guidelines.

It differs with most organic or fair trade or eco-
friendly programsin that its standards are lower
and that a much smaller premium is paid to
growers for these coffees. While the lack of a
substantial premium to producers has raised
criticism and some consider this to undermine
the efforts of the other certified coffees, the
impact both on the market and in the field may

Netherlands [ |

besubstantial, sinceit isestimated that it certified
approximately 30,000 tons in 2002.

About half of al Dutch organic coffeesalso have
fair trade registration. SKAL is the most
important organic certification agency in the
Netherlands. The EKO label owned by SKAL is
for many consumers the hallmark for organic
products. Most roasters choose to use this label,
and therefore most coffees will have to be
certified or recertified by SKAL. In addition to
SKAL, two other labels were mentioned: the
French Agriculture Biologique (AB) label and
the German Naturland label.

Most respondents (75 percent) do not consider
certificationsto be confusing for them, although
several mentioned that it can often be a
bureaucratic nightmare (figure 14.5). More than
half (58 percent) do consider that certifications
and labels are confusing to consumers. The
respondentswho find the certifications confusing
consider that there is a large number of terms
and labelslike organic, ecological, biological, fair
trade, sustainable, responsible, which partly
overlap and may cause confusion. So even if
people know the labels, they may not know
exactly what they stand for.

Figure 14.5 Are certifications considered to be confusing?
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The median values of the low and high quotes
for the organic premiums were in between
US$0.15 and $0.35 per Ib. The overall median
valuewas 24 cents per |b. Several buyersindicate
that gourmet organic coffees may receive organic
premiums of as much as 70 cents per b, or may
be traded at fixed prices, regardless of the world
market situation.

As to the fair trade premiums, all participating
buyersfollow at |east the official FL O regulations
on prices. With current market prices, this
translates in a fair trade premium of around
US$0.70 per Ib for mild coffees.®

The majority of respondents finds the organic
premium “reasonable”, but only 24 percent
considersthat thefair trade premium or minimum
priceisreasonable (figure 14.6). 73 percent find
this premium unreasonable. The premium
(minimum price) for the doubl e certified product,

which like the fair trade premium is defined by
FL O, isconsidered reasonable by only 36 percent
of respondents, and unreasonable by a majority
of 64 percent.

Over the next few years a small majority of
respondents (55 percent) expectsthat the organic
premium will continue whileasmall majority of
respondents (58 percent) predict that fair trade
premiums may not continue or that alternatives
will ariseif they continue to be so much higher
than the current market price (figure 14.7).

Retail prices

The marked green bean differentials especially
for fair trade coffees have not |ed to proportional
differences in retail prices. At the end of 2002
fair trade—only certified coffees sold at amedian
retail price of EUR 8.42 per kg in October 2002,
against conventional coffees selling at€6.80 per
kg, adifferenceof 24 percent.** The median retail

Figure 14.6 Are current premiums considered to be reasonable?
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% TheFLO guaranteed minimum priceis set at 126 US$ cents per |b for other milds and 106 cents for robustas (FOB
origin). For fair trade coffee which isalso certified organic an additional premium of 15 cents should be paid, which
sets the minimum price respectively at 141 or 121 US$ cents per |b depending on the coffee type.

51 The Dutch Coffee RoastersAssociation VNKT quotes an average roast and ground coffee price of euro 5,88 per kg
over 2001. The difference with our figure stems from the fact that the first is a weighted average. Their average
coffee priceis very closeto the price of the Douwe Egberts Roodmerk (red blend), the leading retail coffee, which

iscurrently sold at euro 5.76 per kg.
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Figure 14.7 Will premiums continue at their current levels in the medium term?
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priceof all sustainable coffeesisalittle bit higher
(€8.76), dueto the doubl e certified coffees selling
at €9.67 (figure 14.8).

Most of the sustainabl e coffeesin our sasmpleand
a so onthe market belong to the mainstream roast
and ground segment.5? In the gourmet quality
segment the median retail price of sustainable

fair trade

double certified

coffees is substantially lower than that of
conventional coffees: €12.24 against.€14.08 per
kg. The difference is caused especially by fair
trade-only gourmet coffees, which are sold
relatively cheap.

But even the double certified coffees are offered
at priceswhich aresimilar to conventional prices.

Figure 14.8 Median retail prices of Dutch coffees by type (€/kg)
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%2 The table is based on a sample of 50 sustainable coffees and 38 conventional coffees offered in retail outlets in

October 2002.
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Although the premiums for sustainable
mainstream coffees are substantial, they are
offered at substantially lower prices than the
gourmet conventional coffees. Thisindicatesthat
these coffees are indeed positioned as expensive
(“quality”) mainstream coffees, rather than as
gourmet coffees.

The instant coffees in our sample were offered
at a median price of euro per kg 38.50, or well
above the average instant price of 23.60 (VNKT
2002). Very little sustainableinstant coffeeissold
inthe Netherlands, and our sample only consisted
of 2 coffees.

Although the higher green bean pricesdo not lead
to proportional increasesinretail prices, theretail
pricedifferential standsat an amost historic high
(figure 14.9). The graph shows the devel opment
of retail prices of two benchmark coffeesin the
Max Havelaar (fair trade) and the conventional
segment, which have been followed since the
launch of theMax Havel aar label in 19885 Since

itsall-timelow of 0.73 euro per kg in September
1994 the differential has tended to increase. At
the current level of €1.63 (+33 percent) it has
reached the highest level since 1991 when it was
€1.89 (+41 percent).

Significant supplying countries
for sustainable coffees

Mexico is the most popular supplier of
sustainable coffees, followed very closely by
Peru and then Bolivia. Each of these countriesis
quoted to supply both fair trade and organic
coffees. Other important suppliersinclude Costa
Rica, Guatemala, and Nicaragua for their fair
trade coffee, and Colombia, Tanzania, and
Uganda which supplied fair trade and very little
organic.

Although the trade is generally content with the
increased supply base of sustainable coffees,

Figure 14.9 Retail prices and differential of Max Havelaar and conventional coffees
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Source: The Netherlands Max Havelaar Foundation

% Both coffees are of roodmerk (“red blend”) quality, which isthe most popular blend in the Netherlands, containing
both robusta and arabica coffees. Both coffees are also predominantly sold in the mainstream (supermarket) chan-

nel.



there is clearly an unfulfilled demand for
“brazils’ (unwashed arabicas). Organic and fair
trade versions of this coffee type are hardly
available.>

Brazilswill typically be used in blended coffees
of mainstream quality, which is the largest
segment of the sustainable coffee business, asit
is of the conventional. Similar to the need for
brazils, there is a need for robustas. Supply of
robustas is especialy limited if the need for
specific quality characteristics is considered.
Tradersrequirevery specific robustas, depending
on the purpose and blend they will use it for.
Uganda and India were mentioned as potential
supplying countries.

Buyers complained about uneven quality from
someof themildsorigins, particularly Colombia,
Honduras, and Nicaraguaand effortsare already
underway in all three countries to improve
quality. Variable quality wasal so mentioned asa
problem for more than one African origin.

Netherlands [ |

The Dutch market structure

Important outlets for sustainable coffees are
specialized retail stores, supermarkets, and the
institutional market. Whereas 56 percent of all
coffee is consumed at home and 44 percent
outside the home, for fair trade coffees as much
as 50 percent is consumed out of home (figure
14.6).

Most of this is consumed in institutions and
work-places, which fair trade suppliers and
promoters have targeted right from the start.
Government institutions were among the first
to convert to fair trade. For organic coffee the
out of home consumption is much lower and
stands at about 25 percent. However, this is
precisely the channel that will experience the
strongest growth of organic coffee according to
our survey. Fair trade sales are expected to
remain stable in out of home and mainstream
retail, but to decline by 5 to 10 percent in the
specialized retail channel.

Figure 14.10 Market channels for sustainable coffees by type. Tons of green coffee equivalent
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% There are only 2 very small cooperatives in the FLO producer register. The supply of organic Brazils is largely
exported to the USA for premiums that are not affordable for European traders.
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Major specialized retail storesinthe Netherlands
that sell sustainable coffeeinclude Wereldwinkels
(World Shops) and fair trade shops; both of these
are exclusively dedicated to fair trade products
including coffee. Specialty organic food shops
pioneered the trade in organic products and
continue to be an important outlet for organic
coffee. The Netherlands count a significant
number of specialized coffee and tea stores, for
example the modern style franchise chain of
Smon Levelt stores, offering both fair trade (Max
Havelaar) and organic coffees.

Mainstream food retail in the Netherlands is
mainly through supermarkets with about 50
organizations competing. Due to government
restrictions there are very few hypermarkets,
although thisis expected to change. A few major
groups with integrated buying and logistics
management dominate the business. Theleading
food retail group inthe NetherlandsisAhold that
owns Albert Heijn and C1000 supermarket
chains. Like the French Carrefour and the U.S.
Wal-Mart, Aholdisaglobal player, whoseforeign
interests include supermarkets in the Americas,
Asiaand Europe. Itsnew sustainability initiative
called Utz Kapeh (see Certification Section above
for details) might be applied to increasing
quantities of Ahold's coffee purchases.

Laurus, the number two supermarket operator,
owns Super de Boer, Konmar, and others. A
number of smaller, independent supermarket
chains have formed a purchasing consortium
called Superunie in order to compete with the
giants. Dirk van den Broek and the German Aldi
arethedominant playersin thelow-price segment
of the market.

In 2001 the overall Dutch organic market
increased by 30 percent as compared to the year

before, which is especially due to the increased
availability of organic productsin supermarkets
and strong promotional campaigns. With the
exception of operations that focus primarily on
low price, each of the supermarket chains now
offer arange of afew hundred organic products
covering most product groups. In 2000, Albert
Heijn started an important campaign to increase
the salesof organic products, which gave astrong
impetus to the organic market. In 2001, organic
sales through supermarkets amounted to €150
million and for the first time surpassed
specialized organic retail salesthat totaled €145
million. Coffee has also followed this overall
pattern and supermarkets are becoming a more
important outlet in terms of volume. This
increased retail distribution is helping organic
productsto increase their market shares. Organic
fruit and vegetables have a 3 percent market
share; while dairy has 2.5 percent; and bread 2.0
percent (Platform Biologica, 2002).

Although a number of large conventional
companies like Ahold have begun to participate
in the sustainable coffee market; the country’s
major roaster hasnot. Douwe Egberts, theleading
brand in the Netherlands and part of the
multinational corporation SaraLee DE, holding
70 percent of the market, has not entered the
category. This could change as Sara Lee Corp.
has responded to demand in other markets such
as the U.S. where it has begun to supply fairly
traded coffee to its institutional accounts.® Van
Weely, asubsidiary of JTH Douqué, and Simon
Levelt are the largest importers of sustainable
coffees into the Netherlands. Van Weely is one
of the very largest European importers in these
categories. The Fair Trade Organisatie, the
leading brand-owner in sustainable coffees,
stopped buying directly from producing countries
in 2001, and now buysits coffeefrom importers.

% Saralee, theworld sthird-largest coffee roaster, introduced somefair trade coffee in response to student petitions at
universities like UCLA and Villanova where certified fair trade coffees are now served throughout the dining halls.
(Oxfam Exchange. Spring 2002. Oxfam America. Boston. Page 13)



\ Trendsin the Dutch market
\

The very strong 2001 growth of organic sales,
which was caused especially by the number of
introduction and promotions of organic products
in the supermarkets, seemsto have slowed down
in 2002. The positive climate regarding organic
food nevertheless persists, and will probably be
enhanced by the start of atask force on organic
food productsin 2002, which is supported by the
government, the food industry the agricultural
and theretail sector. The vast majority of organic
suppliers expects that growth will continue on
the medium term. The decline in fair trade
appearsto be dowing and projectionsfor 2003 -
04 show arecovery (figure 14.11).

Roastersand traders mentioned thefollowing trends
that could affect the sustainable coffee market:

N Theinstitutional segment continues to grow
and gain in importance.

N Specidlty coffee consumption is increasing,
although not at the pace of theexplosive U.S.
market.

N Espresso coffee and espresso-based
beverages continueto increasein popularity.

Netherlands [ |

N Consumption of instants and so-called new
instants that offer new flavors and better
quality continuesto rise.

N Per capita coffee consumption is decreasing
in volume and so is the overall coffee
consumption.

N There is growing interest in sustainable
business practices as these become more
evident with high profile corporations who
seek to better position their companies and
better manage their public image.

N Thereisgrowinginterest in organic products
overall, primarily because of concerns about
health and food safety.

Theindustry projectionsindicate that the volume
of sustainable coffees will be fairly stable, with
organic showing continued growth, but from a
relatively low base, and fair trade showing a
recovery from 2003 onwards (figure 14.12).

Major roasters report the organic coffee market
tohavegrown at arate of 15 - 20 percent in 2001.
Growth is particularly strong in the mainstream
retail channel and in the specialty coffee shops.
Growth inthe organic food storesisabit slower.
The corresponding graphs and tablesreflect more

Figure 14.11 Near term growth forecast (2004/2005)
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Figure 14.12 Dutch sustainable coffee consumption and projections (Metric tons green)
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modest estimations of 10 - 15 percent growth in
organics for the years 2002 through 2004. 2002
organic sales are expected to increase with 2.5
and 5 percent in the retail channels, but with 12
percent in the institutional channel. In 2003, the
pace of growth will increase to 10 percent in
mainstreamretail, 7.5 percent in specialized retail
and 15 percent in theinstitutional channel. Mid-
term growth for organic products overall wasalso
estimated by the ITC at 10 - 15 percent.

Sustainable coffees market share will only
increase dlightly, and is expected to reach 3.2
percent in 2004 (figure 14.13).

\ Constraintsin the Dutch market

\
Few constraints were mentioned regarding the
Dutch organic market, apart from the trade
difficultiesinherent in the different bureaucratic
processes imposed by governmental regulating
bodies. Nevertheless, the organic market ismuch
less devel oped than fair trade, with the exception
of the specialized retail channel. One possible
explanation for thisisthat major organic suppliers
do not primarily target the major sales channels,
but concentrate on the specialized retail. Organic
coffee sales may also be affected by the
dominance of fair trade. The following

Figure 14.13 Sustainable coffees share of the Dutch market
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factors constrain the fair trade market according
to roasters and importers:

N Although theretail price difference between
sustainable and conventional coffees is
historically high, it is still only 24 percent
for fair trade coffees-a level generally
considered to be acceptable for labeled
products.

N The considerable price differential on green
beans, which is currently as much as 100
percent, has induced roasters and other
suppliersto reducetheir marginson fair trade
and some of them will therefore invest less
in the promotion of these coffees.

N Consumers may not be receiving a simple
and cohesive message. The absence of a
unified fair trade promotion strategy among
the participating roasters and suppliers, or
even aunified Max Havel aar product, makes
this more difficult. The product is now not
easily recognizable by the consumer. Thisis
partly dueto the very nature of the label that
is not developed as a brand, although it is
often perceived as such.

Netherlands [ |

| Key factorsfor further growth

\
Members of the industry were asked to, “Rate
the importance or value of the following factors
for expanding your sustainable coffee business.”

N Quality of cup

N Consistent and reliable supply

N Pricerelative to conventional coffee
N

Clarity between different types of
certifications, criteria, and labels

N Awareness of consumers about these coffees

If the industry does not fulfill these factorsit is
likely that its future growth will be constrained.
Respondents were offered 4 choices ranging
from “not at all important” to “very important”
(figure 7.13).

The highest importance was given to cup quality,
closely followed by consistency of supply. Price
and customer awareness of sustainable coffees
were the next most important.

Figure 7.13 Key factors for the expansion of sustainable coffees
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IKM Sustainable Coffee in Norway

The overall market context
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Norway’s small market (population 4.5 million) consumed about 40,000
tons of coffee in 2001. Although imports showed a substantial increase
over the previous year, much of this could be credited to stock buildup to
take advantage of lower pricesrather than significant consumption growth.
Over the last decade total imports averaged 45,000 tons of green coffee
equivalents but this number hastrailed down in recent years (figure 15.1)
and so has per capita consumption (figure 15.2).

Figure 15.1 Total Norwegian coffee consumption (Metric tons green)
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Source: European Coffee Federation, 2002.
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Figure 15.2 Total Norwegian per capita consumption (Kg green)

1999

Per capita.consumption inched slightly up to 9.3
kilosin 2001 but remainswell below the average
of morethan 10 kg that was common in the early
1990s (figure 15.2).

Themarket consumes arabicaa most exclusively.
Brazil is the largest single supplier; its naturals
hold more than 40 percent of the market. When
combined with Colombia and Guatemala - the
number two and three suppliers - these three
originshave about 75 percent of thetotal market.
Mexico is aso a strong supplier with agrowing
market share. Soluble coffee holds 9.1 percent
of the market.

The Norwegian market for
organicsand fair trade

156

The sustainable coffees represented
approximately 1.1 percent of total consumption
in 2001. Organic coffee amountsto lessthan 0.5
percent of the total market for coffee in 2001.

2000

9.2 9.3

2001

This figure, which in the Scandinavian context
is relatively low, according to one researcher®
reflects the absence of a positive Norwegian
consumer attitude towards organic products in
general. Max Havelaar Norway was founded in
1997 and isthe certifier for most of the country’s
fair trade coffee. Fair trade coffee is expected to
soon amount to about 1 percent of the total
market. In both 2000 and 2001 most roasters
experienced strong growth in fair trade coffees.
Early reports for year 2002 indicate very strong
growth as well. In the same period organic
showed flat or very small growth according to
their estimates. The rapid growth is mainly due
to its ability to secure a broad distribution from
themajor roasters. The Max Havelaar—registered
suppliersaccount for the entirefair trade volume
of 215 tons, whilethe organic segment measures
213 tons (figure 15.3).

TheMax Havelaar group has secured aplacewith
the major roasters and the retailers. With such
solid distribution and a developed roaster
network, the next challenge will beto motivate a

% Alf Kramer, personal communication December 20, 2002.
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Figure 15.3 Sustainable coffees by type in 2001 (Metric tons green)

224

larger number of consumersto switch. That may
well be their hardest challenge.

The vast majority of sustainable coffees are sold
asmainstream coffeesthat are not distinguishable
from others in terms of quality or flavor
characteristics. There is still a lingering
perception that their quality is mediocre although
now a percentage of these coffees (less than 50
tons) have entered the gourmet category and they
are primarily organic.

Certification

The market seems to be fairly transparent and
well-organized in regard to certification and there

B Fair Trade
209

Organic

Double certified

are not many competing labels or claims of
sustainability. The national market isfairly well
educated especially concerning ethical
commerce, anissuethat hasrecently been raised
by retailers.

None of the roasters finds that certifications are
confusing or a problem. Only 13 percent of the
industry respondents felt that consumers
experienced confusion in these markets (figure
15.4).

Debioisthe primary national certifier for organic
coffees. Max Havelaar certifies most fair trade
coffees, although some firms claim that their
coffeesaretraded under similar ethical standards.
Coop Norge Kaffe engage Det Norske \eritas,

Figure 15.4 Are certifications considered to be confusing?
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Figure 15.5 Are current premiums considered to be reasonable?
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an independent certifying organization, to verify
their fair trade sourcing practices in the field.
Some of the roasters are showing akeen interest
in what are called “relationship coffees’. These
indicate a direct and mutually beneficial
rel ationship between the producer and the roaster
but usually do not adhereto quitethe samecriteria
or price levels of fair trade coffee. These
coffees pre-suppose ahigh level of trust between
the grower, the buyer, the roaster, and the
consumer since they do not always have
independent third party certification of their
practices.

Premiums

158

Premiums for organic green beans range from
US$0.10 to $0.35 per pound, with $0.25 given
asthe median.Fair trade buyers pay the minimum
price defined in the FLO standards, $1.26 per
pound for most imports. In the current markets,
this represents approximately 50 percent more
than conventional coffee.

Of theresponding firms, nearly all feel that these
premiums are reasonable across the board for
both organic and fair trade coffees (figure 15.5).

fair trade

double certified

All of the respondents believe that fair trade
priceswould continue unchanged for the next few
years. A strong majority of more than 80 percent
expectsthat organic premiumswill not continue
at their current levels over the next few years
(figure 15.6).

Retail prices

One company dominates organic coffee salesin
Norway and while their organic coffee is not
cheap it is positioned to sell at apricethat is 10
percent lower than their premium brand.

Because Norway’sretail pricesfor conventional
coffees are relatively high the price differences
between them and fair trade are not pronounced.
Despitethisreasonabl e parity, there has not been
a noticeable surge in fair trade sales. Although
thisisnot the result of rigorousanalysis, it could
nonetheless indicate that having similar prices
between fair trade and conventional coffees may
not necessarily stimulate more fair trade sales.
Unlike most of the other European markets,
Norwegian consumers did not respond quickly
to double certified coffees. There is unanimous
opinion in the industry that this category will
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Figure 15.6 Will premiums continue at their current levels in the medium term?
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grow athough the market for these is now very
small.

‘ Significant supplying countries
for sustainable coffees

The primary suppliers for these markets have
been Mexico, Peru, Guatemal a, Brazil and Papua
New Guinea. Mexico and Peru are the dominant
suppliers by far. Others include Colombia, East
Timor, Bolivia, and India

| The Norwegian market structure

The Norwegian market channels are relatively
simple. Three main roasters and importers, all
Norwegian owned, account for 85 percent of the
market. Two medium size roasters cover 10
percent of the market and 3 small roasters
essentially sharethe specialty or gourmet market.
There are also a modest number of in-shop
roasterswith small volumes. Oneimporter covers
the soluble market that averages approximately
3 percent of the market (1300 tons). The
importation of roasted coffee is small and
amountsto less than 5 percent of total imports.

Whilethere arethree strong tradersin the market,
they have little interest in sustainable coffees.

100

M yes

no

0
double certified

There isincreasing trend among roasters to deal
more directly with origins, sometimes through
European brokers.

Threelargeretail groups dominate thislandscape
and are responsible for more than 80 percent of
al coffee sales. There are a so approximately 400
specialty retailers. Most of these are covered by
the small and medium roasters.

Thehigh-end or speciaty tradeiswell devel oped
through quality roasters and a widespread
network of retailers and coffee bars selling high
quality fresh roast & ground coffee. This trend
has spread to leading retailers that are
establishing “shop in shop” fresh roast coffee
outlets.

With regard to fair trade, the Max Havelaar
registered roasters account for almost the entire
volume provided to the market. Fair trade coffees
are mainly sold to consumers through grocery
retail outlets. Itishardly sold inthe high - end or
specialty coffee market, probably because its
quality has often not been considered good
enough. All thelargeroastersnow have aseparate
fair trade brand in the market. Hakon, Rema and
NorgesGruppen cover about 3/4 of the market
and Coop Norge Kaffe covers much of the rest
so basically FT coffee is offered in every
supermarket in Norway and has distribution
access to almost 90 percent of the grocery retail
stores. There is also a small but growing
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(institutional) market among community and
charitable organizations aswell asamong public
corporations and governmental agencies (figure
15.7).

Organic coffee is primarily sold in grocery retail.
One company accounts for the vast majority
(approximately 90 percent) of thevolume. Bothfair
trade and organic that are distributed through the
mai nstream grocery channel sare expected to grow,
athough at a different pace, of about 5 percent for
organic and well over 10 percent for fair trade.

Fair tradeisalso expected to continueitsinroads

in the institutional channel at a pace of about 5
percent annual growth in 2002 and 2003.

Trendsin the Norwegian market

160

N The total market for coffee is estimated to
remain stable in the 2002-04 three-year
period, while fair trade and organic coffees
are estimated to grow toward a joint market
share of about 1.6 percent in the period.

N After some initial reluctance, all major
roasters now offer both organic and fair trade
coffees.

N Charitable, community and governmental
organizations seem to be an increasing
market for fair trade coffee.

N There is only modest optimism for organic
coffee among roasters and retailers and this
isreflected in the forecasts for little growth.

N There may be an emerging market for
“relationship coffees’ or uncertified fair trade
coffees that are not third party certified but,
there has been little volume thus far.

N Some retail chains have decided upon a
“green policy”, thereby introducing an
aternative to organic and fair trade.

N In 1999 the consumer awareness of the Max
Havelaar |abel was only 6 percent whereas
in May 2002 it registered 30 percent
awareness.®

Figure 15.7 Market channels for sustainable coffees by type. Tons of green coffee equivalent
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Figure 15.8 Norwegian sustainable coffee consumption and projections (Metric tons green)
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Industry has a positive outlook for fair trade
coffee over the next few years, expecting
reasonably strong growth of between 10 and 15
percent per annum.

Sales figures for 2002 fair trade coffees already
show healthier increases of about 30% for that
year.

Expectations for organic are more muted and
while some expect modest growth, others project
reasonably flat sales. Asconveyedinfigure 15.8,
the Norwegian sustainable market should almost
double by 2004 from its 1999 level.

This growth does not represent a large shift in
volume, yet Norway'’s sustainable market does
represent the average in terms of market share
— projected to be 1.3 percent by 2004 (figure
15.9).

2001

Fair Trade

2002 2003 2004

Organic & Fair Trade

Constraintsin the Norwegian

| market

N The few dominant retail grocery chains are
price-driven and have a conservative space
management policy. If sustainable coffeesdo
not gain sufficient market share their life on
the shelf may be cut short.

N Although these products currently have broad
distribution, no one, including the stores
carrying them, hasmademany marketing efforts.

Key factorsfor further growth
\

Members of the industry were asked to, “Rate
the importance or value of the following factors
for expanding your sustainabl e coffee business.”

57 Personal communication with John Aurtande, Product Coordinator of Max Havelaar Norge citing their surveys. Feb.

18, 2003
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Figure 15.9 Sustainable coffees share of the Norwegian market
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N Awarenessof consumers about these coffees

If the industry does not fulfill these factorsit is
likely that its future growth will be constrained.
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Respondentswereoffered 4 choicesranging from*not
a dl important” to“very important” (figure 15.10).

According to the industry respondents clarity
about certification and labels is the least
important factor in Norway. Consumer awareness
isclearly number oneinimportancefollowed by
cup quality. Norwegian consumersalready seem
to find that many of the sustainable coffees meet
their quality demandsand if consumer awareness
improves, due to their presence in multiple
channelsof distribution, they may have apositive
long-term future.

Figure 15.10 Key factors for the expansion of sustainable coffees
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Sustainable Coffee in Sweden

The overall market context
|

Withitsapproximately 9 millioninhabitants Swedenistheleading
Nordic coffee nation in terms of volume. However, its small
increasein 2001 beliesaten-year declinein consumption. Per capita
consumption was 11.6 kg in 1990, but it has in recent years been
sliding backwards, and its average annual consumption isjust over
10 kg (figure 16.2). Overall consumption appears to be stable or
slightly decreasing and in 2001 total consumption was
approximately 91,700 tons (figure 16.1) and importation was
approximately 99,000 tons (green bean equivalent).

Sweden’s consumers buy arabica coffees almost exclusively with
robusta representing just 1 percent or so of green bean imports.

Figure 16.1 Total Swedish coffee consumption (Metric tons green)
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Figure 16.2 Total Swedish per capita consumption (kg green)
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Source: Sweden Satistics and Swedish Coffee Informationin ECF, 2002.

Brazil with just over 40 percent of the market
share and Colombia with just over 20 percent
are by far the dominant suppliers. The high-end
or specialty sector although small, is increasing
rapidly. Soluble coffees typically account for a
small percentage of total consumption but thisis
growing.

The Swedish market for
organicsand fair trade

Organic coffees dominate this market with
approximately 1500 tons of green coffee sold in
2001. It has broad acceptance and has recently
achieved more wide distribution through
supermarketsand mainstream grocery stores. Fair
trade had a slow start in the 1990s but is now
growing at an even faster pace than organic
coffees. Its volume was only slightly above 300
tons of green coffee in 2001, all of which was
double certified (figure 16.3).

Sustainable coffees hold 1.6 percent of the total
market for coffee in Sweden. Organic coffees

hold an equal share of 1.6 percent, of which 0.4
percent is also fair trade certified (double
certified).

In terms of quality it appears that as much as 90
percent of the sustainable coffees are classed as
mainstream standard coffees with smaller
amounts going into the gourmet or specialty
segment. There are very few instant coffees and
these are al imported.

Although the roaster’s coffee brands are
important, it istheretailerswith their control over
distribution who decide what products are
featured and set the tone for what the roasters
will provide. Some have attempted to position
themselves as green businesses and therefore
demand sustainabl e coffeesto fulfill this profile.

Certification

Fair trade got off to agood start in Sweden with
a good professional organization that has
widespread support and acceptance. Max
Havelaar is far away the dominant certifier.
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Figure 16.3 Sustainable coffees by type in 2001 (Metric tons green)
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Several of the coops have now started to use a
general certifier such as Bureau Veritas as an
aternativeto confirm theindependent standards
that they set for their coffeetrade. Thereissome
concern about coffees that are “ethically
labeled” by corporations - sometimes without
third party certification and always with lower
benefits for farmers - since these could thereby
dilute the fair trade impact and confuse
consumers. So far there has been limited
consumer response to these.

Retailers increasingly demand that sustainable
coffees are both fair trade and organic certified,

B Fair Trade
Organic

Double certified

and as a consequence many coffees bear both of
these labels. Since the double certification
increases green bean prices this may have an
effect in a price-conscious market.

Theindustry appears clear about certification but
are likely responding more to their confidence
in the national certification bodies rather than
their knowledge of the distinct characteristics of
each certification and how these work from a
business standpoint (figure 16.4). The majority
also felt that consumers were well educated on
this topic and trust the national certifiers. Since
there are very few competing labels, confusion

Figure 16.4 Are certifications considered to be confusing?
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Figure 16.5 Are current premiums considered to be reasonable?
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is reportedly limited to a less than complete
understanding of the distinctions between the
sustainable labels.

Premiums

Quoted premiumsfor organic green beansrange
from alow of US$0.20 to a high of $0.80 per
pound with an average of approximately
US$0.30. For fair trade, standard minimum

fair trade

100

B yes

no

0
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pricesare paid by those buyerswho are licensed
by FLO.

The great majority of those responding felt that
the current levelsof premiumsor minimum prices
are reasonable (figure 16.5).

While most felt that these would continue
unchanged over the next two to four years for
fair trade and doubl e certified coffees, 50 percent
felt that organic premiumswerelikely to decline
somewhat (figure 16.6).

Figure 16.6 Will premiums continue at their current levels in the medium term?
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Significant supplying countries
for sustainable coffees

Peruisby far the dominant supplier of sustainable
coffees to the Swedish market. It is followed by
Guatemal a, then Mexico, Bolivia, CostaRicaand
Uganda. Thisis one of the few countries where
Brazilian organic coffee hasbegun tofind itsway
into themarket. Because of itstypical consistency
and the potentially lower price structure, most
roasters claim they would readily incorporate
more into their blends.

The Swedish mar ket structure

168

The Swedish market has a considerable
international influence compared to itsneighbors
Finland and Norway. Like most of the Nordic
countriesover thelast decade, it has experienced
aconcentration in the roasting industry where a
small handful account for most of the roasted
coffee sold. Four large roasters cover 85 percent
of the market and two of them are multinational
concerns. Many of the surviving roasters have

been in business for decades and are dominant
forcesevenintheorganic and fair trade business.
The large roasters include Merrild DE, Kraft,
Lafbergs Lila, Zoegas (Nestl€), and Nordquist.
Nearly all of the market leadersexpressoptimism
about the future of these coffees, while smaller
playersaremore cautious. Thereare 3 significant
trader/brokers, but they have only a limited
involvement in sustainable coffees.

Six small to medium roasters and a number of
micro roasters cover the speciaty part of the
market. All roasters have at least one organic
coffee in their product lines, and one of the
national roasters has made organics a priority.
Distribution of these organic coffees occurs
primarily through supermarkets, but most market
channels including specialty stores and coffee
bars areincluded (figure 16.7).

Similar to many other countries, Sweden is
experiencing an ongoing concentration in the
large-scaleretail grocery trade. Four retail groups
dominate the marketing landscape and account
for up to 90 percent of Sweden's total coffee
sales. This supermarket channel accounts for

Figure 16.7 Market channels for sustainable coffees by type Tons of green coffee equivalent
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about two-thirds of retail sustainable coffee sales
whiletheinstitutional market accountsfor about
Y. and the specialty trade through coffee shops,
specialty coffeeretailersand fair trade shopstake
about 5 to 10 percent. Grocery retailers are
steadily moving toward specialty products and
many now have single origin and flavored
selections alongside the sustainable coffees.

The large retail groups are strong chains for
whom coffee has become a recognized loss
leader. In thisprice-oriented position, quality has
suffered. Indeed, like many that follow this
marketing approach with coffee, overall sales
appear to not have significantly increased. The
consequence to sustainable coffees can be
significant since this heavy discounting of
conventional coffees creates a greater price gap
with sustainable coffees.

There are several hundred specialized retailers
and most of these are coffee shopswhose primary
business orientation is toward espresso based
beverages. There are also aconsiderably smaller
number of specialized retailerswith astrong fair
trade focus. Specialty retailers have arelatively
small percentage of the sustainable coffee

Sueden [ |

business. Thisis likely to expand as the quality
and selection of sustainable coffeesimprovesto
accommodate the requirements for exclusivity
and excellent flavor in these outlets.

Intheinstitutional channel, sustainable coffeehas
limited outletsin restaurantsand cafes but isoften
sold to government and civic institutions at both
the national and local levels. Many of these have
intheir bylawsthat acertain amount of the coffee
shall be fair-traded.

| Trends in the Swedish mar ket

N The industry estimates that organic coffees
will soon take between 2 percent and 3
percent of the market.

N A higher growth rate is forecasted for fair
trade than in other Nordic countries due to
the business skillsand degree of commercia
integration of the fair trade organizations.

N Unlike other consumersinthe Nordic region,
Swedesdo not feel that organic and fair trade
coffees are necessarily lower quality.

Figure 16.8 Swedish sustainable coffee consumption and projections (Metric tons green)
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N Organic and fair trade are gaining a
stronghold in retail chains that are
implementing a “green policy”.

The near-term forecast over the next twoto three
years is mixed. The market leaders certainly
appear optimistic and they expect healthy growth
rates for organic and fair trade. The double
certified coffees gathered most optimism, with
expectations that their growth rates will exceed
15 percent per annum. However, a minority
including some of the smaller firms expect flat
or modest growth.

By 2004, the Swedish sustainable market should
have more than doubled its volume from 1999.
This growth would represent a significant shift
in volume to 1890 tons green and 2.0 percent
market share.

Fair trade has had a much smaller share of the
coffee market (only 0.4 percent in 2001), and is
expected to have ahigher growth ratein the next
couple of years. The fair trade organization
projects 1 percent of the market by 2004 - 05
although roasters think it may be less (figures
16.8 and 16.9)

Both fair trade and organic coffee areincreasing
despite a stable or dlightly decreasing overall
coffee market. This reflects a positive overall
trend for organic and cause-related products in

general. Thereis strong distribution now and an
increasing commitment to the category from both
the roaster and retailer levels. Mid-term growth
for organic productsoverall was estimated by the
ITC at 20 - 25 percent.

The organic market leaders showed modest
growth (5 to 15 percent) over the past year for
both organic and double certified coffees while
smaller players showed little growth or no growth
at all. Fair trade grew strongly (20 percent) but
from a much more modest base.

Constraintsin the Swedish
mar k et

N Current price differences particularly
between fair trade and regular coffee may be
hindering the growth of fair trade except
among very committed consumers.

N The added cost level imposed by the market
requirement that fair trade coffee must also
be certified organic, at least in the grocery
retail trade, further aggravates the price-gap
problem.

N A few retail chain stores, which are price
driven and have a conservative space
management policy, dominate the market.

Figure 16.9 Sustainable coffees share of the Swedish market
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Their “pricesfirst” orientation may not offer
the sustainable coffee market much time to
grow and develop a broader clientele.

| Key factorsfor growth

Members of the industry were asked to, “Rate
the importance or value of the following factors
for expanding your sustainabl e coffee business.”
N Quality of cup

Consistent and reliable supply

A |
N Pricerelative to conventional coffee
A |

Clarity between different types of
certifications, criteria, and labels

N Awarenessof consumers about these coffees

If theindustry doesnot fulfill thesefactorsitislikely
that itsfuturegrowthwill be congtrained. Respondents
were offered 4 choices ranging from “not at all
important” to “very important” (figure 16.10).

Sueden [ |

Clearly for the Swedish industry cup quality is
the dominant issue followed by consistency and
then customer awareness and price. Swedish
firms share a primary concern for quality and
consistency with most of the other countriesin
this study. It seems that the sustainable coffee
industry is meeting at least one of these needs
since for both organic and fair trade, there does
not seem to be an apparent concern over the
actua current quality levels of these coffees.

Itisnot clear whether the Swedish roasters may
be buying better quality sustainable coffees or
if the market’s quality demands are lower than
in surrounding Nordic markets that have in the
past considered some of the sustainable coffees
to be of unremarkable or below average quality
although this is now changing almost
universally.

Many roasters may not admit that price is atop
priority. In reality it probably is, especiadly in a
market with already very low prices. Competition
with the Swedish market leader, especially
among many of the larger players, appearsto be
conducted on the basis of price.

Figure 16.10 Key factors for the expansion of sustainable coffees
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Sustainable Coffee In
Switzerland

| The overall market context
[

Switzerland has experienced asteady increasein both importsand exports
of coffee over thelast few years. Itsgreen importsfrom origin grew from
66,640 metric tonsin 2000 to 69,744 in 2001. A relatively high volume
of thisgreen coffeeisimported through other countriesrather than directly.
However it is clear that Brazil is still the primary supplier averaging
about 15% of the total followed by Colombia with a steady 10 percent
and then Mexico, India, and 20 otherswith smaller shares. Arabicacoffees
hold more than three-fourths of the market but have slipped slightly in
recent years to the advantage of lower-cost robustas. Domestic
consumption is about 30 percent lower, and was reported to be 58,000
tons greenin 2001 (figure 17.1).

The Swiss are among the highest per capita consumers of coffee in the
world and quality levelsare reasonably high. Neverthel ess, consumption

Figure 17.1 Total Swiss coffee consumption (Metric tons green)
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has dlipped in the past decade, from 8.3 kg per
head in 1990 to well under 8 kg by thelate 1990s
and recovered a bit to 8.1 kg in 2001 (figure
17.2). The Swiss have two very distinct types of
consumption within their borders. The Germanic
north preferslight to medium roasts with distinct
acid profilessimilar to much of northern Europe.
The French and Italian influenced parts of the
country prefer less acidic and darker roasted
coffees. However, this preference for darker
roastsisnow being feltinthenorth aswell, where
espresso is the typical coffee served outside the
home. Another indicator of this shift is the very
high percentage of Swiss households owning
espresso machines (60 percent).

The Swiss market for organics
and fair trade

174

The sustainable coffee market in Switzerland has
been particul arly active and successful inthelast
decade. The total market share of sustainable
coffees was at 2.8 percent in 2001, one of the

highest market sharesin Europe.® In someways
it could be considered one of the more mature
markets since overall volume appears to have
reached aplateau. With strong retail distribution
including the major supermarket outlets,
sustainable coffees have already achieved a
consistent presence and accepted quality level
for most consumers. Very reasonableretail selling
prices have minimized most consumer resistance
to price in the past but this may be changing. It
appears that their continued growth may be
slower than in the past although still faster than
the conventional market.

The Swiss sustainable coffee market grew
constantly until theyear 2001, when consumption
decreased although this was primarily dueto an
important client, SwissAir, nolonger buying fair
trade coffee because of its financial difficulties.

Fair trade are by far the dominant type in
Switzerland. About 1/4 of the sustainable coffees
are certified organic, while nearly all of the
organic coffees are fair trade certified. Thereis

Figure 17.2 Total Swiss per capita consumption (kg green)
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Figure 17.3 Sustainable coffees by type in 2001 (Metric tons green)
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aso aclear tendency for fair tradeto be certified
as organic in response to client demand,
especially from the large supermarket-chains
(figure 17.3).

Sustainable coffees are generally considered to
be of high quality. Most are 100 percent arabicas.
However, robustas are increasingly used for the
growing espresso-market. While roasters
typically characterize their coffees as gourmet
quality, their retail positioning and price points
indicate that about three-fourths of the total are
mainstream or average to good quality coffees.
About afourth actually have the flavor profiles
to be considered gourmet (figure 17.4).

B Fair Trade
Organic

1165 Double certified

| Certification
|

The national organic law regulatesthe use of the
term therefore organic coffees must be properly
certified —similar to the situation in the EU.
Production of organic coffee in the countries of
origin is inspected and certified by (in order of
importance) IMO, SKAL, Certimex, Biolatina,
Ecocert, BCSand Krav. Retailersand tradersare
not very concerned about the selection of the
certifier inthe country of origin, aslong asproper
entry of the goodsis assured. Final certification
isdone by the national certification organization
Bio Inspecta or the German Naturland. Bio

Figure 17.4 Sustainable coffee types in Switzerland
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Figure 17.5 Rapid Shiftin Certification Requirements
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Inspectaisthe national certification organization
and the most important certifier in Switzerland.

Bio Suisseisby far the most used and best-known
label for organic coffee products. It is owned by
the organic farmers association. They re-certify
organic productsfrom abroad, e.g. organic coffee.
Some distributors require the biodynamic
Demeter |abel.

Max Havelaar certifies and labels nearly al fair
trade coffee products sold in Switzerland and it
isamember of FLO.

Themagjority of the Swisscoffeeindustry (nearly
70 percent) finds that the different certification
programsare not particularly confusing to them.
However, the same proportion a so believes that
consumers find the certifications confusing. It
was reported that many confuse fair trade and
organic criteriawith each other.

Due to the changing market demands, the
certification requirementsfor sustainabl e coffees
are rapidly changing. Retailers especially want
more coffees with both certifications. While in

2002: 1601 t

1%

41 %

58 %

Organic

2001 most of the sustainabl e coffeewasonly fair
trade certified and only 1/4 it wasorganic, in 2002
more than 1/2 carried the organic certification
(figure 17.5)

Premiums

Theindustry agrees almost unanimously that the
premiums for organic and fair trade coffees are
reasonable (figure 17.6).

Most aso fed that these levels of premium will
persist (figure 17.7). Only 27 percent feel that
organic premiums will decline in the near term
and only 18 percent believethat thesewill decline
for double certified coffees, while nearly half (45
percent) predict that fair trade priceswill decline
somewhat.

Several respondents stated that they believe
sustainable practices will soon become an
industry norm and that premiums will therefore
eventually bemarginal and serve simply to cover
the costs of certification.



100 |

80

60

%

40 A

20 -

Switzerland [ |

Figure 17.6 Are current premiums considered to be reasonable?
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| Retail prices resistance, but this may be changing asthe more

expensive double certified coffees are

Switzerland's retail pricing is somewhat unique ~ Increasingly being demanded by retail chains.
in that some of the sustainable coffees,
particularly fair trade, are priced on a par with
conventional coffees. Although sustainable | Significant supplying countries

coffees are typically higher, fair trade only
averages up to 10 percent more while organic
and double certified coffees can range up to 25
percent more than conventional.

for sustainable coffees

Themajor suppliersof fair trade double certified
fair trade and organic coffees are Mexico,

Fair trade coffees have therefore not had the Colombia and Venezuela. Other significant
disadvantage of a significant retail price suppliers include: Guatemala, Congo and
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Nicaragua. Peru, Bolivia, Costa Rica, Honduras
and Tanzaniaalso hold a position in this market.

The Swiss market structure

178

Although a large number of Swiss coffee
companies are involved in sustainable coffee,
Nestlé one of thelargest coffee companieswhose
headquarters is in Switzerland, only handles
conventional coffee. Migros is the dominant
domestic roaster with its own retail distribution.
Six percent of itstotal coffee sales are certified
asorganic

Supermarkets dominate the distribution of
sustainable coffees selling about 74 percent of
the total. Nearly all of those coffees are of
standard mainstream quality. Theleading chains
are: Coop, Migros, Manor, and VOLG.
Switzerland’s mainstream sustainable coffeesare
considered to be of good quality even though they
tend to be price oriented for the mass market
channels. Approximately 24 percent of all
sustainable coffee is sold as gourmet coffee
mostly through specialty stores, and only 2
percent isinstant.

Sustainable coffees in the mainstream retail
channels have enjoyed steady growth in recent
years and now expect very modest growth in
2003, most of this likely to occur in the double
certified coffees. Much of the industry is
considerably more optimistic for the midterm
beyond 2003. Specialized retailers that were
responsible for the original popularity of
sustainable coffees have continually lost market
share to the larger retailers and their sales are
projected to be flat with little growth.

Themost powerful brandsin thischannel - names
like Lavazza and Starbucks - do not sell these
coffeesin Switzerland. Although very small, the
institutional or out of home consumption of
sustainabl e coffees appearsto have gresat potential
and this channel is expected to grow the fastest
in the next few years.

\ Trendsin the Swiss market

It seemsclear that specialized retailersarefinding
it difficult to compete with supermarkets and
multiple store chains in this coffee category.
Without the personal attention of specialized

Figure 17.8 Swiss sustainable coffee consumption and projections (Metric tons green)
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retailers however, it will become increasingly
important to substitute branding, promotion, and
advertising strategies in order to increase sales
and market share in the larger mainstream retail
outlets.

Firmsinvolved with sustainable coffee generally
expect slow growth in the near term. In 2003 the
industry is mildly optimistic but cautious about
organic coffeesand neutral or dlightly pessimistic
about the potential for those coffeesthat are only
fair trade certified.

The industry estimates that mid-term sales
prospects 2004-2005 will be more positive
(figure 17.8). Double certified coffees in
particular are expected to show the highest rates
of growth. Organic coffees are expected to do
well although these will likely not be stellar
performersand fair tradewill dowly recover with
modest growth.

Because sustainable coffees, along with other
certified sustainable foods, have attained a
relatively high market share on the Swiss market,
it has been closely watched. Its recent plateau
has been called aglass ceiling by some and there
is speculation that there may be a rather small
maximum size of market for these products.
Some believe that increasingly larger price
differentialsdueto more double certified coffees
are slowing growth. Others feel this is a

Switzerland [ |

temporary setback due in part to difficult
economic times.

Asshowninfigure 17.9, market share decreases
until 2002 when it picks up again.

| Constraintsin the Swiss market

Swiss are quality conscious and buyers note that
they arewilling to pay morefor aproduct of good
quality. Nevertheless, in some cases the higher
prices for the double certified coffees will likely
mean that their retail differential against
conventional coffees could be significant in the
near future and could impact their rate of growth.
Thismay in part explain the recent dowdown in
growth whose timing has somewhat correlated to
the dramatic increase of double certified coffees.

A lack of visibility, particularly the paucity of
promotion and branding efforts around the
sustainable coffees appear to limit market
demand as these coffees compete with other
heavily promoted mainstream brands.

Reliability of sustainable coffee suppliers has
been a major drawback dampening the
enthusiasm of Swiss coffee buying firms. There
have been a number of cases where contracted
volumes and delivery dates were not respected
as well as failures to present appropriate

Figure 17.9 Sustainable coffees as a percentage of the Swiss market
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certificatesand documentation. Therewereseveral
mentions of bureaucratic problems and delaysin
obtaining import licensesfrom Bio Suisseand the
Swiss Ministry. These administrative barriers
encourage importation from other European
countries rather than direct from origin.

Concernsabout theclarity of certification standards
arose, as they did in many countries, particularly
concerning fair trade and how the benefits of these
gandardsarenot sufficiently apparent or transparent
to the buyer. Somein theindustry claim that there
is concern, even among their own buyers, about
whether and how thefair trade price“premium” is
actudly conveyed to the grower.

Further education about the workings and
benefits of sustainable coffees directed toward
the mainstream coffee industry could pay
substantial dividends.

K ey factorsfor growth

180

Members of the industry were asked to, “Rate
the importance or value of the following factors
for expanding your sustainable coffee business.”

Quality of cup
Consistent and reliable supply

Pricerelative to conventional coffee

4d 4 4 4

Clarity between different types of
certifications, criteria, and labels
N Awar eness of consumers about these coffees

If the industry does not fulfill these factorsit is
likely that its future growth will be constrained.

Respondentswere offered 4 choicesranging from
“not at all important” to “very important” (figure
17.10).

The Swiss coffeeindustry agreesthat, after quality,
consistency and reliability are of paramount
importance. Many concurred that quality hasbeen
laudable in recent years, particularly for organic
coffees, and that this factor has helped secure a
strong market share. Consumer awareness about
sustainable coffeesis considered quite highinthe
Swiss market and is therefore not considered a
limiting factor. Price is considered the least
important factor for these coffees.

Figure 17.10 Key factors for the expansion of sustainable coffees
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Sustai

nable Coffee In the

United Kingdom

| The overall market context
[
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The UK market isuniquein Western Europefor its predominance
of instant coffee. The market is also relatively small, due to the
low per capita sales. The British are primarily tea-drinkers and
coffee has traditionally been considered a luxury product. In the
past, coffee was rarely discounted to attract customers, although
this has started to change. The higher overall price level has
provided sustainable coffees a better opportunity to compete than
in other EU markets such as Germany, where coffee is often
discounted and positioned as an inexpensive consumer item.

Over the last two years both the overall market volume and per

capitavolume saleshave declined slightly (figures 18.1 and 18.2).
Compared to the 1990 level of 2.2 kg, however, per capita sales

Figure 18.1 Total UK coffee consumption (Metric tons green)
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Figure 18.2 Total UK per capita consumption (kg green)

1999

Source: European Coffee Federation, 2002.

have increased. Notwithstanding the overall
decline, specific segments such as higher quality
coffees and out of home consumption have
expanded. The sustainable segment is also

growing rapidly.

Whileroast and ground (R& G) coffee accounted
for 13 percent of total sales, instant coffee
accounted for 87 percent of sales by value and
83 percent by volume. The latter category
experienced a decline of 6 percent by value and
2 percent by volume on the previous 12 months.
Soluble coffee also lost market share against
R& G, of approximately 1 percent by value.
Annual sales of R&G according to industry
sources will top US$100 million in 2002, an
increase of 2 percent in value and 1 percent in
volume.

Sales of instant coffee of all types (freeze-dried,
granules, powder and novelty products,
conventional, decaffeinated, organic and fair
trade) were $700 million in 2001, with granules
being the biggest-selling product type, by a
shrinking margin over the increasingly popular,
and more expensive, freeze-dried. Freeze-dried
coffee accounts for 36 percent by value and 18

2000

2001

percent by volume of thetotal coffee market, 41
percent by value and 22 percent by volume of
the instant market.

The UK’s green coffee importsin 2001 were up
just abit from 2000 figures without a noticeable
corresponding increase in per capita
consumption. Although the market relies heavily
on robusta coffee, a slim majority of the UK
imports (53 percent of total) isstill arabica. There
was areduction of about 10 percent for the mild
coffeesin 2001 and primarily unwashed arabica
and somerobustareplaced these. Vietham is til|
the dominant supplier by far followed by Brazil,
Colombia, and Indonesia. Together these four
supply two-thirds of the total conventional
market.

The UK market for organics
and fair trade

The British market for sustainable coffee is
dominated by fair trade, which is about twice as
big as organic (figure 18.3). 60 percent of all
sustainabl e coffees are roast and ground, therest
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Figure 18.3 Sustainable coffees by type in 2001 (Metric tons green)
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isinstant. For conventional coffees, thisisthe
other way around, with instant coffees accounting
for over 80 percent of thetotal market. Sinceroast
and ground is considered a luxury segment in
the UK, this indicates that sustainable coffees
belong to the upper part of the market.*® Most
sustainable instant coffees on the market are
freeze-dried - the best quality instant - but there
are several granule products and few powder
coffees as well. The latter type is sold at very
low volumes.

Asthefigureshows, thereisconsiderable overlap
between the organic and fair trade segments in
the UK. Over 70 percent of certified organic sales
arealso certified fair trade. Information from the
Soil Association - the UK’s leading organic
certifier - indicates that almost 90 percent of
companies processing fair trade coffees are also
processors and distributors of organic coffees. A
number of peopleintheindustry are not familiar
with the term “sustainable coffee” although
organic and fair trade are quite widely known. It
isimportant to note that this market is till inits
relative infancy, with many of the interviewees
having beeninvolved for an average of only three
years.

B Fair Trade
1374
Organic

Double certified

In addition to sustainable coffee which is
externally certified, as noted in figure 18.3, the
amount of non-certified sustainable coffee was
estimated at about 1000 tons (green coffee
equivalent). Most of thiscoffeeissold by Taylors
and Harrogate and fall sinto the category of roast
and ground.

As was mentioned before, in the overall market
instant coffee salesare decreasing, whereas R& G
shows modest growth. In sustainable coffees,
according toindustry sources, solubleisgrowing
rapidly (20 percent in the 12 months to June
2002) and R& G isgrowing very rapidly (double
certified about 40 percent and al fair trade 42
percent). Organic coffee is growing more
strongly than fair trade, although from asmaller
base. Consumption increased significantly in
2001 with 24 percent growth, while 2002 should
see 18 percent. Mid-term growth for organic
products overall was estimated by the I TC (1999)
at 25 - 30 percent.

Fair trade consumption, as given by the Fair
Trade Foundation, grew 24 percent in 2001 to
1648 tons of roasted coffee. Between 1994 and
2001 total fair trade sales (including coffee), as

% An important part of the UK sustainable roast and ground coffees are gourmet coffees. The exact share of this
category, however, could not be verified. Asan informed guess, we would venture that the gourmet share of sustain-
able roast and ground lies somewhere between 20 and 40%. Thisis based on our store visits, where we found that
just over 50% of the sustainable coffees classify as gourmet, and our consideration that these coffees typically sell
at lower volumes than their more ordinary counterparts.
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Figure 18.4 Sustainable coffees by type
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monitored by the Fair Trade Foundation, grew
from $5 million to $65 million. According to the
same source, fair trade coffee has a 2.5 percent
share of the freeze-dried soluble coffee market
in 2002, worth an estimated $7 million, and a10
percent share of the R& G market. These figures
only refer to certified fair trade and does not
consider company certified or ethical traded
coffee (figure 18.4).

In the context of adeclining overall market, the
share of sustainable coffees have increased
rapidly, from 1.0 percent in 1999 to 1.7 percent
in 2001.

Theemphasisinfair tradeisnow very firmly on
quality. Until relatively recently, fair trade
suffered from a consumer perception of poor or
unpredictable quality, resulting from its origins
inthe solidarity movement, when quality was not
the paramount issue. Since that time, some fair
trade coffee businesses have worked very hard
toimprovethe quality of their products and have
even won professionals tasting awards.

FT & Organic

T 1
Sustainable - all

In the search for quality, fair trade has gone “ up
market”. There are no cheap fair trade coffees
on salein UK. Although this strategy may seem
torestrict thevolume of salesachievable, industry
players believe that this is the most sustainable
business strategy in the longer term. At the
moment, it is certainly producing impressive
growth figures, athough the UK base level is
still modest compared to countries like the
Netherlands, Switzerland and Denmark. This
performance may also have been facilitated by
the fairly reasonable price differentials between
fair trade and conventional coffees in the UK
market, compared to some other countries, e.g.
Germany.

Most participants in our survey experienced
growth or strong growth in 2001 and none
experienced decline. Fair trade led the way with
considerable advances, especially in the latter
part of theyear while nearly two-thirds of organic
purveyors showed growth and more than one-
third experienced flat salesover the previousyear
(figure 18.5).
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Figure 18.5 UK sustainable coffee growth in 2001
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Fair Trade Labeling Organizations I nternational
(FLO) in Bonn is the only third-party fair trade
certifier for coffee labeled as fair trade for sale
in UK. FLO-labeled coffeeis sold in UK under
the auspices of the Fair Trade Foundation, which
is the UK national member of FLO. Organic
certification isin line with EU rules and legally
regulated.

In the UK there are severa popular initiatives
that can arguably be classified as sustainable
coffees although these are not independently
certified. One of themost important isthe Ethical
Trading Initiative (ETI). It concentrates on the
working conditions of employed estate workers
rather than on small farmer organizations and
their members. Most ETI members are large-
scale retailers and brands although some
importers also participate. Members undertake
to work towards compliance with ETI codes of
practice over aperiod of time. ET| does not keep
statistics on products traded under its codes, and
it does not certify either producers or products,
rather it isamembership organization comprised
of businesses and organizations in consumer
countries. The basic ETI code includes the
following conditions:

fair trade

100

M growth
flat

decline

0 0 O

double certified

N Freedom of association and the right to
collective bargaining are respected

N Working conditions are safe and hygienic

N Nochildlabor and no forced or bonded |abor
is allowed

N Living wages are paid to all workers
N Working hours are not excessive

N Nodiscriminationispracticed inany working
conditions and workers must not be
physically, sexualy or verbally intimidated

N Regular employment is provided, through
formal contracts

There is also some self-certified coffee on the
market, where the importer/roaster offers the
producer apremium abovethe cost of production.
While thisis laudable, it is not clear whether it
significantly contributesto sustainability because
the process is not always transparent. Its
detractors claim that this unfairly rides on the
coattails of established systemslikefair trade and
can contribute to confusion among consumers.
Although, inmost casesthisisnot currently being



used as aretail marketing tool by the companies
practicing it, the volume is believed to be
significant (about 1000 tons of green coffee) and
growing. The biggest practitioner is Taylors of
Harrogate, the fifth-largest coffee brand in UK.
A new brand, Union Coffee Roasters, recently
came into the market advertising themselves as
sustainably sourced, but offering no external
certification of thisclaim.

Until recently Oxfam, alarge UK charity, sold
itsown self-certified “fair trade” coffee products
through a national network of shops. In order to
avoid confusion and out of solidarity with other
like - minded organizations, its independent
product ranges are being discontinued and
replaced with FLO-certified branded products
such asthose of Cafédirect. Similarly, Traidcraft,
another large fair trade organization, is in the
process of re-launching its previously self -
certified range of coffees as FLO registered
coffees.

Among the certification and inspection
companies that are used by the organic coffee
industry, the Soil Association is by far the most
popular. It is also the best-known among
consumers and, regardless of the certifier at
origin, its seal will usually be on the coffee. The
next most popular certifiersare Organic Farmers

United Kingdom [ |

and Growers, KRAV (Sweden), OCIA (USA) and
Naturland/IMO (Germany). Other participants
include Ecocert (France), Biolatina (Latin
America), and Oko-Kontroll (Germany).

Therewasarecent move, led by Soil Association,
to investigate combining organic and fair trade
certification in the UK market but, as the date of
publication, nothing concrete has devel oped.

In spite of the dominance of the major certifiers
(Fair Trade Foundation and Soil Association),
fully half the members of the coffee industry
admitted that certifications were confusing to
them. Almost everyonse (93 percent) thought that
consumers were confused by the different
certifications (figure 18.6).

Premiums

In October 2002, organic green bean premiums
varied from alow of 10 cents per Ib to ahigh of
80 cents per |b. With the higher premiums, a
proportion of the premium is often in respect of
better quality. The median premiuminthe survey
was 15 cents per Ib. For fair trade coffee, all
participating buyers pay at least the official FLO
minimum prices, and one or two pay slightly
more. With current market prices, the FLO price

Figure 18.6 Are certifications considered to be confusing?
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Figure 18.7 Are current premiums considered to be reasonable?
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tranglates to a fair trade premium of around 70
cents per |b for mild coffees.

Approximately 90 percent of respondents found
both the organic premiums and the fair trade
minimum floor prices to be reasonable. All
respondentsfelt that dual certified coffeescarried
reasonable premiums (figure 18.7).

Both organic and fair trade premiums or
minimum prices were expected to continue at
their present levels by most of the participating

0

fair trade

B yes

no

double certified

firms (figure 18.8). Some of the respondents
consider that they ought to bereconsidered, even
though they expect them to continue. This was
particularly the case for robusta coffees, which
under FLO rules enjoy avery high differential.

Theresults of this survey may be skewed alittle
by the fact that some traders that were not
involved intrading for examplefair trade coffee,
did not answer the question. It may be that they
do not trade it because they consider the
premiums too high for their market, thereby

Figure 18.8 Will premiums continue at their current levels in the medium term?
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resulting in a self-selected positive grouping of which areremarkably similar (around €16.45 per
comments. kg). Only certified “organic-only” gourmet

coffeesare sold abit moreexpensively, at €19.75
per kg.

At theretail level price differences between fair
trade and conventional coffees appear quite
reasonable, especially for gourmet coffees (figure

Thisinformation clearly indicates that most UK
sustainable coffeesfall into the gourmet category
in terms of price, even if they are qualitatively
classified as mainstream coffees. It confirmsthe
earlier observation that these coffees” have gone

18.9).% up market” . It also explainswhy UK sustainable

coffees are much more expensive than their

Whereas sustainable coffees of gourmet quality  continental European counterparts, where
sell at the same median price as conventional  sustainable coffees of mainstream quality aresold
coffees, mainstream sustainable coffees sell at a at median prices of EUR/kg 8.52 (for Belgium),
premium of 30 percent. Organic, fair trade and 8.76 (in the Netherlands) and 11.96 (in
double certified coffees sell at median prices Germany).%

Figure 18.9 Retail prices of UK coffees by type (€ ikg)
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Based on our sample of 30 sustainable and 103 conventional roast and ground coffees obtained from store visitsin
October 2002.

The German prices are relatively high due to a special tax on roasted coffee of EUR/kg 2.20 (ECF, 2002).

Based on our sample of 10 sustainable instant products and 96 conventional instant coffees. The sample included
both freeze-dried, agglomerate and powder instants, although most sustainable instants are freeze dried. Sustainable
new instants (e.g. cappuccino) were not identified.

ECF (2002) quotes the 2001 1CO average instant price over 2001 of $11.567/Ib or 25.51 euro per kg, but this
includes new instants which are relatively cheap and it is based on a weighted average.
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Figure 18.10 Retail prices of Roast & Ground coffees by type
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Sustainable instant coffees are sold at a retail
premium of 30 percent, just as R& G (figure
18.10).2 The median retail price for
sustainable instants was EUR/kg 37.99 in
2002, as against 29.85 for conventional
instants (figure 18.11).% The organic and

R&G gourmet quality

Conventional
Sustainable all

Fair Trade- not organic
B Organic not Fair Trade
B Double certified

doublecertified instantsare relatively expensive,
and the fair trade instants relatively affordable.
It should be noted that all but one of the organic
coffees were freeze-dried, whereas some of the
fair trade coffees were of the agglomerate and
powder varieties.

Figure 18.11 Retail prices of soluble coffee (traditional instants) by type
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Significant supplying countries
for sustainable coffees

Mexico, Peru and Colombiaarethe most popul ar
suppliers of these coffees, followed by Uganda
and Costa Rica. Of the 16 other origins
mentioned, Tanzania, Ethiopia, Nicaragua,
Indonesia, Bolivia, Guatemala, Cameroon and
Zimbabwe are the most popular.

A number of traders mentioned that certain
sustainable coffees are currently undersupplied
in the UK market. Among these were: reliable
quality from Ethiopia, Indonesia(robusta), India
(robusta), organic fair trade unwashed arabica
(Brazil), organic Cuban, organic Java, top African
organics like Kenya and good quality Tanzania.

More than one trader considered that real top
quality coffeefromall originswasamost always
in short supply, and that there would alwaysbe a
demand and a premium for the best coffees. One
roaster said that UK importers were offering a
very limited range, mainly Mexico, Guatemala,
Nicaragua, and that he couldn’t source the range
of coffees he wanted.

The UK market structure

Most UK coffee, both sustainable and
conventional, is sold in major supermarket
chains, mainly in 100g glassjars(soluble) or 227g
soft foil packs (R&G). Out - of - home
consumption (coffee shops, workplacesand other
institutional environments) is increasing, but is
till arelatively small market segment.

About three-fourths of the food in UK is sold
through a few national supermarket chains that
dominate food retailing. These are Tesco,
Sainsbury, Safeway, Asda, Waitrose, Co-op,
Somerfield and Morrisons. In order to beon their
shelves, asustainable coffee businessin UK has
to be very professional: offering a range of
products, excellent quality, large volumes (so that

United Kingdom [ |

products can be on the shelves in al stores), and
total reliability of supply. Thisis one reason why
most sustainable coffeeinthe UK ismarketed by a
small number of larger brands, such as Percol,
Cafédirect, and Taylors of Harrogate. Larger
roasters now handle the vast mgjority of fair trade
coffees (about 92 percent).

Sugtainablecoffees, particularly fair trade, havebuilt
nationally recognized quality brands with broad
distribution and backed by high-profile campaigns
such as the Fair Trade Fortnight. Consumers
associate some of these brands with the social
goodwill of thefair trade movement and branding
isan important Strategy.

The conventiona solublesegment isalso dominated
by powerful brands such as Nescafé (Nestlé),
Douwe Egberts (SaraLee/DE), Kenco (Kraft) and
Maxwell House (GF). Supermarkets usually have
their own - label versions of the biggest - sdlling
products of these brands. Nescafé is the market
leader and tends to set the product trends for the
others, including some sustai nabl e coffee products.
It offersasoluble organic coffeefrom Mexico (one
of thefew such productsfrom amgjor roaster) that
isreportedly not very successful dthoughthereason
why isnot clear. Some specul ate that it hasnot been
promoted, othersthat the quality isinferior, and one
researcher suggested that it suffersfromthefailure
to befair trade certified.

Apart from the soluble segment, a much smaller
roast and ground segment (about 10 percent by
volume) isdominated by privatelabel sthat account
for nearly hdf of itsvolume (mostly supermarkets),
whereas major brands hold lessthan one-quarter of
this market. Two of the mgjor retailers (Sainsbury
and the Co-operative) launched their own-label
certifiedfair trade R& G productsin 2002 indicating
their commitment to this growing segment. The
remaining quarter of the volume is distributed
among many smaller companies.

Whereas fair trade coffees are distributed mainly
through supermarkets (mainstream retail),
organic coffees havetraditionally been marketed
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through the specialized retail channel (figure
18.12). Roasters of organic coffeesused to avoid
supermarkets because they tend to push prices
down. As supermarkets have added to their
overall organic offerings, however, they have
increasingly included organic coffees.

Currently, the mainstream retail channel isby far
the most important in the UK, followed by
specialized retail and out of home. The out of
home or food service channel is rather
underdevel oped.

The popularity of Seattle-style cafes has helped
the specialty segment to grow and this appears
to be stimulating the specialty or premium
segments of the soluble category aswell. A recent
study of coffee shops (Commodity Expert 2002)
notes that by March of 2002 there were about
1,300 such cafes in the UK. The four market
leaders: Costa Coffee, Starbucks, Coffee
Republic and Caffe Nero together own 63 percent
of these outlets. The branded outlets expanded
rapidly posting a 27 percent growth rate for the
15 months ending in March 2002. Some of this
growth has come at the expense of smaller cafes

and coffee shops but it is expected to continue
growing, abeit more slowly.

The UK sustainable coffee market is expanding
in each of the channels and segments. This goes
for both instant coffee and R& G. One segment,
however, isstatic, according to industry sources.
This is the (sub) segment of non-fair trade
organic, both instant and R& G.

‘ Trendsin the UK market

!

Consumer awareness of sustainable food
products s certainly increasing, which is partly
due to the food scares of recent years, and partly
to the increased participation of retailersin this
segment. Therecent entry of major supermarkets
greatly increases the visibility of fair trade and
organic products and their opportunity to gain
market share.

Should consumer awareness continueto increase,
consumer behavior will belargely determined by
three factors: cup quality, retail price and
branding. There is no doubt that cup quality and

Figure 18.12 Market channels for sustainable coffees by type Tons of green coffee equivalent
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Figure 18.13 Near term growth forecast (2004/2005)
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thevariety of sustainable coffees have improved
drastically over the past decade. Early quality
standards, however, especially for organic coffee,
have reportedly been low and thereby put off
many potential coffee buyers. The substantially
higher prices of sustainable coffees - sometimes
30 to 50 percent more - have also presented a
considerable barrier in the past, but this has now
improved. This study finds that median retail
prices of mainstream sustainable coffees are
currently 30 percent above conventional, but for
gourmet coffees the price differenceis zero.

When asked for their near to medium term
outlook, coffee traders responded positively
acrossthe board with the vast majority predicting
strong growth (figure 18.13). The “other
certifications’ referred to were coffee expected
to betraded viathe Ethical Trading I nitiative and
Rainforest Alliance certification (formerly Eco-
OK).

Theoverall prognosisfor the near term future of
the sustainable coffee market is optimistic. Fair
trade predictions expect a year on year average
growth of 20 percent for the period 2001 - 2004.
Organic industry predictions are strong as well
with 18 percent growth projectionin 2002, while
leveling out abit but remaining over 10%in 2003
and 2004 (figure 18.14).

double certified

Other

On the basis of these projections sustainable
coffees market share will increase from 1to 2.5
percent between 1999 and 2004 (figure 18.15).

Constraintsin the UK market

N The cup quality of sustainable coffees has
improved drastically over the last decade.
There is some consensus that before that
these coffees were of below average quality.
Small businesses tend to believe that the
quality isdtill inferior whilelarger businesses
attend to statethat the cup quality hasalready
improved to a degree that it is competitive
with non-sustainable coffees.

N The variety (blends, country of origin, etc.)
of sustainable coffeesavailableto consumers
is still much smaller than that of non-
sustainabl e coffees. This currently limitsthe
spectrum that can appeal to consumers.

N Thelack of aclear or consistent message to
consumers concerning the benefits of
sustainable coffees, particularly organics,
risks diminishing the category’s market
position to merely a trendy or lifestyle
choice.
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Figure 18.14 UK sustainable coffee consumption and projections (metric tons green)
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competing sustainable propositions that than if the overall market was growing.

sound the same to consumers who have a
very limited understanding of the different N The certification process was widely

types of certifications. mentioned asone of themost difficult hurdles
to overcomefor the supply side of the organic

N Anincreaseof companiesselling “ sustainable” coffeemarket inthe UK. Therearethreemain
coffees without third-party certification. areas of concern:

N The overall demand for coffee in the UK 1. Thetime and effort required in order to
market is shrinking, so any expansion of be certified organic appears excessive to
sustainabl e coffees meanstaking market share some importers or roasters especially
away from conventional mainstream brands when most have little understanding of

Figure 18.15 Sustainable coffees as a percentage of the UK market
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the process. Asaresult anumber of firms
in the industry reportedly deal in organic
coffee that is not certified or simply do
not deal in organic coffee at all.

Thelack of asingle unified Certification
Agency hasresultedin confusion for both
the supply and demand sides of the
sustainable coffee market in the UK. This
confusion frustrates and probably limits
the number of potential importers,
processors, distributors and retailers of
sustainable coffee in the UK.

Supply chain certification currently
requireskeeping aseparateindustrial unit
equipped exclusively for roasting,
grinding and packaging of organic
coffees. Many, in particular the small
roasters, find this difficult and a
considerable barrier to entry.

‘ Key factorsfor growth

Members of the industry were asked to, “ Rate
theimportance or val ue of thefollowing factors

United Kingdom

for expanding your sustainable coffee
business.”

N Quality of cup
N Consistent and reliable supply
N Pricerelative to conventional coffee

N Clarity between different types of
certifications, criteria, and labels

N Awar eness of consumers about these coffees

If the industry does not fulfill these factorsit is
likely that its future growth will be constrained.
Respondentswere offered 4 choicesranging from
“not at all important” to “very important” (Figure
18.16).

The highest importance was placed on
consistency and reliability of supply, followed
closely by cup quality and customer awareness.
Clarity was seen as least important overall, but
thisreflectsthefact that many survey respondents
are selling to other industry members, who
aready know what they are buying.

Figure 18.16 Key factors for the expansion of sustainable coffees
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