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Abstract:

This paper presents the current state and prospects of domestic organic market development in selected countries with emerging organic markets: The Czech Republic (CZ), Poland (PL), Hungary (HU), Ukraine (UA), Mexico (MX) and India (IN). While governmental support for organic farming varies across all countries studied, the organic sector is focused mainly on export markets in every country represented. The results of a two-step expert consultation indicate that development of the domestic market is mainly hampered by a lack of processing and distribution infrastructure, as well as the relatively low purchasing power of domestic consumers. Experts recommend that political support should prioritise national market development programmes for organic food (above all regional producer initiatives, vertical networks, establishment of a national organic logo). With regard to marketing measures, market development can be fostered by expanding the available range of domestic processed and convenience food, changing the price image and improving communication strategies that focus on health and quality aspects. In addition, distribution should not focus exclusively on conventional retail chains. 

Introduction

Countries with emerging organic markets differ in terms of the governmental support provided to the organic sector. For instance, in recent years, most of the new EU member states have introduced support schemes for organic farming that focus on the supply side (Stolze 2004). In other countries with emerging organic markets, where almost no public support is available, farmers have converted to organic agriculture on the basis of positive (export) market expectations. Due to a lack of domestic demand (Richter and Halpin 2001), the bulk of organic food produced in these countries is for export (Willer and Yuseffi, 2005; Reuter and Schade 2004; DZI 2004). In countries that were not able to build export networks or to develop a domestic market, organic food is mainly sold as conventional food. This is the case for example in the Ukraine, where just 5% of the organic production volume can be sold as organic product (DZI 2004). Because the organic land area in most Central and Eastern European countries (CEE) is growing very rapidly without equivalent domestic demand, a growing volume is exported to Western European countries. At the same time, due to the lack of domestic processing infrastructure for organic produce, many organic products are imported to these countries from abroad (Kovacs/Richter, 2004). The phenomenon of imbalanced domestic organic market development seems to be a general problem for countries with emerging organic markets.

Objective

The objective is to discuss internal strengths and weaknesses, as well as opportunities and threats, for the organic sector in countries with emerging organic markets, in order to stimulate stronger domestic organic demand and identify action points for policy makers and market actors. 

Methods

The study used a two-step approach. In the first step, a desk review and a consultation of market experts was carried out. In the second step, a standardised written expert survey was conducted in six countries with emerging domestic organic markets. In total, 17 responses were included in the analysis. The countries studied were divided into two groups: 

1. Countries with relatively strong governmental support for organic farming [Hungary (4 respondents), Czech Republic (3), Poland (3)],

2. Countries with no or weak governmental support for organic farming [India (1 respondent), Ukraine (5), Mexico (1)].

The key questions of the study were: Which internal strengths and weaknesses and which external factors mainly influence the development of the domestic organic sector? What are priority areas for governmental support to stimulate the domestic market? What possibilities exist to increase consumer interest in organic products in the country? Which marketing measures are appropriate to develop the domestic market in countries with emerging organic markets?

Results and brief discussion

Desk review

The results of the desk review and expert consultation indicate enormous differences with regard to organic supply (5.97% organic area in the Czech Republic versus 0.05% in India, see Table 1). However there seems to be no clear evidence that political support is a strong determinant of the proportion of organic farming in any case.

Table 1: 
Comparison of countries studied with regard to their proportion of land area under organic cultivation (February 2005)
	
	Countries with relatively strong governmental support for organic farming
	Countries with no or weak governmental support for organic farming

	
	CZ
	HU
	PL
	UA
	MX
	IN

	Share of land area under organic management (%)
	5.97
	1.94
	0.30
	0.78
	0.37
	0.05


Source: WILLER and YUSEFI 2005 
In all countries studied, supply is growing faster than domestic demand. The growing supply is driven mostly by the economic situation of the conventional agriculture sector, which is affected by declining prices and a lack of financial resources to invest in intensive conventional production. The organic production structure in the countries studied is mostly concentrated on a few raw materials with high demand abroad (cereals, oilseeds, tea). Unprocessed organic raw materials and the small domestic product range do not provide attractive organic assortments for the domestic market. At present, the small number of domestic products is mostly distributed via farm shops or farmer markets (Kovacs and Richter 2004).

Expert survey

The written expert survey did not take a quantitative approach. In countries like Poland, Mexico or India only few persons have sufficient information about the national organic sector. Insofar the quality of the expert sample is more important than its size. For each country, the experts interviewed have been closely involved in the development of the national organic sector for many years. Starting with an analysis of strengths, weaknesses, opportunities and threats, experts spontaneously named different internal and external factors for their countries which promote or hamper the development of the domestic organic market (see Table 2).

Furthermore, experts indicated the current state of public support for the organic sector as well as the main challenges in the future for policy and market actors to stimulate domestic organic markets. The results also indicate different priority areas of governmental organic support in the countries studied. In the new EU member states, the organic sector is mainly supported by land-based payments for conversion to and maintenance of organic farming. Besides research and advisory service, activities dedicated to organic farming are pointed out by the experts as current areas of political support. However in all six countries there is presently no governmental support for domestic organic marketing activities. In countries like Ukraine, Mexico and India, support for organic farming is not given a high priority. This means governmental support for the organic sector is not provided or is only just beginning. For Mexico and India, experts stated that without governmental support organic farming will not become more viable over the long term or, worse still, will stop.

Table 2:
Analysis of strengths, weaknesses, opportunities and threats for the development of domestic organic markets in the countries studied (spontaneous expert statements)

	
	Countries with relatively strong governmental support for organic farming (CZ, HU, PL)
	Countries with no or weak governmental support for organic farming (UA, MX, IN)

	Strengths of the domestic organic sector
	· Regulation and certification systems for organic farming and products exist–HU, CZ

· Huge supply potential for organic production–HU

· Excellent producer skills for organic production–HU

· Stakeholder willingness to cooperate–CZ

· Organic farming association functioning well–CZ 
	· National capacity building of organic agriculture starts to be developed–MX, IN 

· Organic farmers interested to develop the local market–MX

· Huge supply potential for organic production–UA

· First organic farming association constituted–UA

	Weaknesses of the domestic organic sector
	· Lack of capital and know-how in the domestic processing sector–HU, CZ, PL 

· No regulation of the retailing of organic products–HU

· Less information about organic production and food available–HU

· Lack of marketing initiatives for organic food–HU 

· High price premium for organic food as key barrier to domestic demand–HU 

· Small volumes of organic products available for domestic markets-CZ

· Lack of skills in strategic decision making, marketing, PR, lobbying-CZ

· Lack of producer skills for organic production–PL

· Low degree of national organisation of organic producers –PL
	· In many regions no market structures for organic products exist–MX, UA

· Low market and production transparency–UA

· No governmental organic standards–UA

· Only organic plant production–UA

· Low quality of available organic products–UA

· Lack of capital resources in the domestic farming sector–UA

· Low degree of national organisation of organic producers-UA

· Lack of capital and technology resources in the domestic processing sector–UA

· Absence of organic farming skills–UA

· Absence of organic advisor network–UA

· Lack of public services for the organic sector-UA 

· High price premium for organic food–UA

· Small volumes of organic products available for domestic markets–MX 

· Organic market scattered and isolated-IN

	Opportu-nities to develop national organic markets
	· Conventional retailers increase organic assortments –HU, CZ, PL 

· Increasing consumer demand for ‘health products’–HU, CZ, PL 

· National organic farming regulation–CZ, HU 

· National action plan for organic farming released-CZ 

· One national organic logo does exist–CZ

· Government starts to support local organic initiatives and organic products–CZ 

· Increasing consumer purchasing power-CZ 

· Increasing numbers of organic retailers–HU 

· Organic food and production is frequent reported in media-HU 

· Governmental financial support for organic production–PL

· Networking with international experts–PL
	· Government starts to support local organic initiatives and organic products (e.g. on trade fairs)–MX, UA

· Increasing consumer demand for ‘safe/health products’–UA, IN 

· Information campaigns about market opportunities motivate organic producers to develop the domestic market-MX

· Export promotion agencies support organic food development also for the domestic market–MX

· Consumer readiness to pay higher prices for organic food-UA

· Processors and retailers are interested in organic food–UA

· No refusal of policy makers and conventional farmer associations to organic farming–UA

· Media are interested in organic farming–UA

	Threats to develop national organic markets
	· Refusal of conventional farmers to organic farming–PL, CZ

· Growing share of imported organic food–CZ, HU 

· No governmental concept and support for domestic organic market development–CZ, HU

· Limited scale of market channels–CZ, HU

· Low consumer awareness and knowledge of organic products–CZ, PL 

· Limited interests of small retailers in organic fresh food–CZ

· Uncertainty about organic production support after EU accession–HU 

· Environmental awareness of consumers weak–HU

· Lack of local advisory support–PL

· Media less interested in organic farming–PL
	· Absence of organic support schemes for the organic sector–UA, IN

· Low consumer awareness and knowledge of organic products–MX, UA

· Low consumer purchasing power–UA

· Low market transparency–UA

· High demand for organic products in the export sector–MX


Source: FiBL expert survey 2005
For Hungary, Ukraine, India and Mexico, experts noted that organic farming structures are mainly influenced by export market prospects. Experts believe that in Ukraine, India and Mexico the proportion of organic area would definitely decline if foreign demand were to drop. However, for India, Poland and the Czech Republic, experts believe that domestic wholesalers would increase their activities for domestic market development if demand on export markets were to decline. 

For Hungary, the Czech Republic, India and Mexico, experts see recently a growing demand for organic food on the domestic market. For Ukraine, India and Poland experts believe that consumers tend to prefer organic food from domestic production over imported organic food. However, due to the lack of processing capacities, consumers have no access to a broad range of domestic organic food. Only for Poland do experts state that the processing quality of domestic organic food is comparable to products from abroad. For other countries quality aspects are seen as a further barrier preventing the stimulation of domestic organic markets.

With regard to policy support activities, experts recommend prioritising the following areas to stimulate the development of domestic organic markets: Support the establishment of networks among vertical market actors as well as among organic producer initiatives and local tourism sectors; support marketing activities of regional producer cooperatives; establish a unique national organic logo (in contrast to regional organic logos); and support the establishment of local and regional processing infrastructure for organic food. However, most experts do not agree that the new policy support areas should be financed by a reduction of support measures on the production side.

With regard to marketing measures to stimulate domestic organic markets, experts recommend:

· Product policy: Increase the share of domestic organic food in retailer assortments and increase the organic share of (semi-)processed and convenience products. 

· Price policy: Reduce the prices for organic food generally or at least improve the price image by making frequent cut-price offers.

· Distribution policy: Place organic food in special organic product blocks in conventional retail chains, increase competition between conventional retailers, but do not prioritise conventional retailers exclusively as the key distribution channel for organic food.

· Communication policy: Improve consumer recognition of existing organic brands, focus communication on the needs of households with high purchasing power, achieve broad penetration of information via all media (mainly consumer trend journals), improve communication at the point of sale, and highlight the health and quality attributes of organic products through advertisements. 
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