Maintaining the balance between national demand and supply of organic food-example of organic vegetables in the UK.
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Abstract - As the organic market continues to grow in the UK there is strong consumer and policy presssure that organic food is sourced from in-country and not imported. This paper examines the recent trends both in demand for organic vegetables and supply from the growth of converted organic land in the UK. It identifies both drivers and constraints, especially in relation to increasing the number of conversions of farms and the productivity of the land and concludes that a combination of favourable economic, social and institutional factors are all necessary in order to create a favourable environment for national supply to balanced with demand.

Introduction

In an efficiently functioning market both the demand and the supply should develop equally. However, previous research has identified that in most European countries there have been differences between the growth of consumption of the organic products, the demand, and the organic area, the supply (Hamm, 2002). The research suggests that the degree of market development depends on factors such as government support and the role of general food shops in promoting organic products and that co-ordinated action by a range of actors is needed to stimulate market growth. As the demand for organic vegetables has developed in the UK it is noticeable that national supply has also not always developed in line with it, with periods of both undersupply and oversupply. This paper will examine some of these trends and the reasons behind them.

methods

The information for this paper is drawn from two research projects undertaken by HDRA, and funded by the UK’s Department for Environment Food and Rural Affairs (DEFRA). The first is a study of the organic vegetable market in the UK, which has collected annual volumes and values of 25 organic vegetables traded in the UK (2001-2004), differentiating, those produced in the UK from imported. Thus   enabling the identification of percentages of self-sufficiency of UK supply as an indicator of the sectors development and monitoring progress to policy targets, and in helping to identify supply deficits. A second project monitored, for a period of 8 years (1996-2004), the agronomic and economic performance of 10 commercial farms, which converted to organic production. It was able to identify the drivers and constraints to farmers converting and the on-farm costs of conversion.

Results and Discussion

The organic vegetable market in the UK with a retail value of £223M is one of the largest categories, representing a 18 % share, of the total organic market (Geen, 2006). This market has grown at an average of 27% per annum from 1997-2005, although there have been periods of more rapid growth such as in the late 1990s (Fig. 1). The growth has been caused by a number of factors relating to increasing consumer awareness of food safety, health and environmental issues, food scares, and concerns over the use of Genetically Modified Organisms (GMOs) in conventional food. These have all caused consumers to buy more organic vegetables. The stronger supermarket presence in the market towards the end of the 1990s also assisted market expansion by removing some of the impediments to growth, which included inconsistent supplies and quality issues (Organic Monitor, 2001). 
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Figure 1 The organic vegetable market in the UK and % UK sourced 1997-2005 (£M) with % annual increases in the market (top of columns).

In the mid 1990s it was identified that farmers were reluctant to convert their land to organic production because of the lack of information and knowledge about organic farming systems and in particular the lack of data and advice relating to the period of transition from conventional to organic systems (Firth, 2004). 

On the supply side (1997-2005), the growth in land area in organic vegetable production has averaged 13% per annum, but it is noticeable that the growth has not been very even, with a few periods or steps of more rapid expansion such as in the year 2000 and 2001 (Fig. 2). It can be seen that the periods of more rapid expansion in the supply of land have often followed 2-3 years behind larger increases in demand, which is probably due to the time taken to convert new land.

Table 1. Summary of key constraints to supply and factors, which have led to greater supply of organic vegetables in the UK

	Constraints to UK supply
	Factors leading to greater UK supply

	· Initial small size of farms

· Poor market infrastructure 

· Reluctance of farmers to convert due to:

· Two year conversion period

· Lack of knowledge and expertise of    organic systems

· High costs of conversion

· Low social farmer acceptance of organic systems 
	· Increased conversion payments

· Greater knowledge and information

· Pressure from supermarkets for larger growers to convert

· Use of conventional food supply chains

· High prices for organic vegetables

· Greater skill and productivity of UK farms.


Constraints to conversion in the 1990’s have been identified (Table 1) such as: much of the organic vegetable production being on small farms located in the south west of the UK, these farms were not able to respond effectively to the increase in the market; on farm costs of conversion to organic farms with vegetables estimated at between £150-£1300 ha per annum, mainly due to the need to take land out of production during the conversion period.

Poor returns in the conventional sector combined with increased advice and support payments for farmers converting introduced in 1999 (£250 to £450 ha over 5 years), higher prices for organic products and pressure from supermarkets, all led to a number of larger farms converting to organic production in the early 2000s. Thus nearly doubling the area of organic vegetable land from 1999-2002. However, in 2001 in the aftermath of this rapid increase in land area in organic vegetable production, oversupply for certain crops and at certain periods of the year were reported, and farmers had to resort to selling surplus organic produce on the conventional market (Firth, 2003). 

UK self-sufficiency in organic vegetables has risen from estimates of 30% in 1997 to 61% in 2005 and the UK production per hectare has gradually risen from an average of 5 t/ha in 1997 to over 15 t/ha in 2005, demonstrating the increasing productivity of organic vegetable farmers. UK organic levels of self-sufficiency have now reached similar levels to conventional vegetables (59%).

In 2005 one of the main growth areas in the market has been in direct sales such as box schemes, farmers markets and farm shops, which are making UK organic vegetables more widely available. Intense competition amongst the supermarkets has led to a lowering on prices for consumers, which has helped to boost demand.
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Figure 2. Organic vegetable land in the UK 1997-2005, with annual % increases in land area.

However, on the supply side there are indications that farmers are becoming reluctant to convert since the lowering of prices, especially in the supermarket supply chain, is making the production of organic vegetables less economic, so a shortage of organic land is forecast. Models constructed as part of an economic assessment of the economics of organic vegetable production indicate that organic prices need to be 80% higher than conventional ones to enable comparable profitability.

Conclusions

A combination of factors, such as prices, appropriate production knowledge and expertise, level of government and other market support, are all necessary in order to provide a favourable environment for farmers convert and for the supply of land to keep pace with increases in demand. These factors all came together in the late 1990’s and early 2000s in the UK organic vegetable market to cause to large increase in organic vegetable land area. In 2006 a new situation is emerging from the gradual lowering of prices, which is casing new constraints to supply.
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