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Chapter 1

1

Introduction

Innavation of products and services is of paramount impartance to food pro-
duction systemis for various reasons. At the global level product innovation
is indispensable in order to produce sufficient food for a steadily increasing
warld population, By contrast in Western countries product innovation has
become an important competitive tool of food productions systems in order
to maintain or increase market share in a - in terms of volume - saturated
market. Product innovation can also contribute to the sustainability of the
faod system.

The Western food industry seems well aware of the need for product innova-
tian as a cantinuous process. However, translating this awareness into a sys-
tematic strategy and a coherent set of innovation programmes is not yet
common practice in this sector. In order to be innovative a food production
system depends on a host of factors, both exogenous and endogenous to the
company.

The fallowing exogenous factors seem to influence food innovation a
great deal at present. Sophisticated suppliers, highly demanding food retail-
ers and fierce competition between food companies stimulate innovation as
a marketing strategy. Changing cansumer demands and needs create market
opportunities for new products and services. A continuous stream of scien-
tific and technological inventions offers new opportunities for product deve-
lopment. The abolition of trade barriers and market protection within the
European Union and by the World Trade Organizatien enlarge the market
potential of a specific food innovation.

Endogenous characteristics of food production systems determine
whether available market opportunities for new products are actually utili-
sed. Crucial to this matter are company characteristics such as market orien-
tation, technological skills and willingness to invest in R&D and new mar-
kets. Effective planning and implementation of innovation processes, both
within and between companies of a food production system, are also impor-
tant in this respect.

A great many interesting books have been published recently on inngvation
in food production systems and on related issues, such as market arienta-
tian. Most of these contributions take an econamic or a managerial appro-
ach to the innovation process {(e.g. Dodgson, M., and R. Rothwell (ed.),1994;
Traill, B, and K.G.Grunert (ed.), 1997). Many studies have also been made of
technological and scientific elements of the innovation process (e.g. Fito et
al. {ed), 1997; Heldman, D.R. and D.B.Lund (ed.),1992; Larsson, K. and S.E.
Friberg {(ed.), 1990). To our knowledge, studies which integrate the econo-
mic, managerial and technological elements of the innovation process are
still scarce. By adopting a techno-managerial approach ta food product
innovation, this book is intended as a first step towards filling this gap. It
covers the main issues of product innovation, devoting ample attention to
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both technological and managerial aspects of the innovation process.
Important elements of this process are discussed in separate chapters.

The book starts with a chapter on the food production system as a marketing
system. It discusses developments in the environment and in the structure of
food marketing systems and related strategies. Market orientation, and in
particular consumer orientation, is recognized as a basic feature of food mar-
keting systems. Consumer perception of food products and its translation into
desirable product characteristics is covered thoroughly in the chapter on the
principles and practice of consumer orientation in new product development.
The determination of product quality, in particular quality deployment and
the house of quality concept receive special attention in a separate chapter.
Food product innovatian is not simply a one-sided operation, translating con-
sumer wants and needs inta a new praduct. Such a process might occur where
innovatiop consists of slight modification of existing products. However, the
extent to which new products can be tailored to consumer needs will usually
be constrained by the available technological skills. For that reason a chapter
an current developments in food technology is included in the book. Effective
cantrol of both production and logistical processes is essential for the main-
tenance of product quality. This is all the more impartant since food security
has become vital to food marketing, in particular to the image of a brand or
company. As a result, one chapter of the book is devoted to an in-depth
description of hazard analysis critical control points (HACCP) and risk
management in food production systems. Product and service innovation in
food production systems profit a great deal from dynamic developments in
information and communication technology {ICT). Advances in logistical pro-
cesses and logistical planning alse contribute to food product innovation. In
keeping with a broad view of the food innovation process, this book also con-
tains a chapter on basic notions of and important developments in logistics
and ICT. Product innovation has to abide by government regulations on pro-
duction and marketing of food. In this respect not only food and drug laws,
but also agreements between the food industry and government, such as on
packaging waste and other environmental issues are important. These issues
are covered in a chapter on legal aspects of food production and marketing,
which pays particular attention to the impact of the EU and Codex on the
national food law system.

The outline above indicates the techno-managerial approach to food product
innovation which we have adopted in this book. We have structured the main
issues into separate chapters and provide the reader with detailed informa-
tion about new developments in the respective areas. We hope that the book
will thus serve as a guide to students of food product innovation, both those
studying food technology and those specialising in management of the food
industry. The non-technical treatment of the various topics s intended to
help in the achievement of this objective.

The Editors.
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Figure 2,1

Basic patterns of
food marketing
channels

Changing food marketing systems in
western countnies

M.T.G. Meulenberg and J. Vigene

Introduction

Agricultural and food products have traditionally been marketed through
institutienalized markets, such as commodity exchanges, auctions and whe-
lesale markets. Prices are the central coordination mechanisms in such mar-
kets. However, agricultural and food markets have changed drastically in the
last few decades. Perhaps the most fundamental change is the shift from
production to market crientation. In order to establish a strong competitive
position in their market, agricultural and food companies have to produce
goods and services which match the wants and needs of consumers. In this
context the coordination of company decisions in the food marketing system
has become extremely important. Consumer orientation, competitive
strength and marketing efficiency are key wards in agricultural and food
marketing. In conjunction with this development, food marketing systems
have become more diverse and more sephisticated.

This chapter is concerned with changes in the food marketing system, in par-
ticular in the European Union (EU)}. First, a framework of the marketing sys-
tem is proposed in order to analyse marketing and markets of agricultural
and food products. Afterwards developments in the environment of the food
marketing system are reviewed. Subsequently structural developments in
food marketing systems are analysed. Attention will be paid to actors in the
marketing channel, such as farmers, wholesalers, the food industry and
retailers. Marketing strategies which have become important in the
European food marketing systems are reviewed. The chapter ends with some
conclusions.

The food marketing system: a framework

Direct marketing from farmer to consumer is the exception rather than the
rule in Western countries. Agricultural marketing channels have evolved into
food marketing systems consisting of different actors, such as farmer, who-
lesaler, the food industry and retaiter.

Farmer farmer Farmer Farmer Industry
Consumer Middleman Wholesaler Wholesaler farmer
Consumer Retailer Industry Industry
Consumer Retailer Retaiter
Consumer Consumer
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These actars, sometimes organized in a specific way, such as cooperatives,
have emerged in the food marketing channel for reasons of effectiveness,
efficiency or equity. For instance, dairy cooperatives have been set up in the
past in order to: (a) increase marketing effectiveness, e.g. by product inno-
vation and better product quality; (b) improve marketing efficiency e.g. by
economies of scale in processing and logistics, and (c) enlarge equity by
strengthening farmers’ bargaining power vis-a-vis other actors in the mar-
keting channel.

The exchange process for food and agricultural products can take ptace
through institutionalized markets, such as commedity exchanges, auctions
and wholesale markets. Other types of exchange processes, such as a direct
relationship between producer and retailer, are becoming more popular. The
structure of markets and marketing channels has become more diverse and
depends on the marketing strategy pursued by the actors of the food mar-
keting system. In some cases food marketing systems need specific inputs
within the context of their product policy, and for that reason agribusiness
companies, such as mixed feed or seed companies, are becoming a part of
the system. In other cases food marketing systems shrink by excluding or
integrating compantes, e.g. the exclusion or integration of a wholesale com-
pany in the exchange process between producer and retailer.

The analysis of food marketing and markets should cover the system of
actors involved in the marketing of a food preduct. In real life there is a
great variety of food marketing systems ranging from conventional marketing
channels, where actors are cannected by markets and coordinated by market
prices, to vertical morketing systems, where actors operate on the basis of a
coordinated marketing plan.

Essentially an analysis of food marketing systems is based on the following
questions: Which marketing functions are performed? How is the perfor-
mance of these functions institutionalised? What kind of relationship exists
between these institutions? This framewark can structure the analysis of cur-
rent dynamic food marketing systems.

Functions

The performance of marketing functions should be based on a thorough
knowledge of the environment of the marketing system. Various aspects of
the environment can be differentiated: the general environment, which inf-
luences medium and long term marketing policies of a company, and the task
environment, which is relevant in a specific product-market combination.
Within the general environment a distinction can be made between the eco-
nomic, demographic, social, political, physical and technolegical environ-
ments. On the demand side, trends in the general environment cause chan-
ges in consumer wants and needs with respect to food products and servi-
ces, and, on the supply side, new systems of production and information. For
instance, many agricultural and food companies are interested in future
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2.2.2

2.2.3

developments in biotechnology and in their acceptance by consumers, These
environmental trends determine the opportunities for and threats to food
marketing systems in the medium and/or long run.

The task environment of a food marketing system consists of: (a) consumers
or customers, as well as consumer groups and lobby groups representing
societal interests, (b) competitors who operate in the same target market;
(c) a government, which both stimulates and regulates agricultural and food
marketing. Every product/market combination has a specific task environ-
ment. However, task environments of many product-market combinations
have developments in common since they result from the same general envi-
ranment. These common changes in the task environment will be included in
our discussion of the general environment.

Institutions

How should the fulfilment of marketing functions be institutionalized, in
order to best serve the chosen target group? Should companies differentia-
te or integrate specific marketing functions and which criteria should be
applied for that purpose? In general, such decisions are based on the crite-
ria of effectiveness, efficiency and equity. Theories about marketing channel
structure use specific criteria which essentially are related to these three
hasic criteria. For instance, marketing theories about the length of marke-
ting channels, use efficiency/costs criteria (Stigler, 1951; Bucklin, 1965;
Mallen, 1977). Effectiveness criteria, such as sales volume and margins, have
also been used in theories about channel length (Aspinwall, 1962}. Equity
criteria, in particular channel power, have been applied in the behavioural
analysis of marketing channels (Stern, 1369; Brown et at., 1995).

Relationships

The relationship between actors in the food marketing system is a correlate
of the marketing strategy and marketing functions to be performed. In spot
markets relationships between actors are weak. They are close in food mar-
keting systems when marketing policies have to be coordinated precisely,
such as in the case of marketing private brand names. These relationships
between actors in the food marketing system can be informal or legally bin-
ding. Consequently, an analysis of food marketing systems has to consider
the implications of changing marketing strategies for the relationship
between actors in the system,

In summary, the propased framework for analysing changing food marketing
systems perceives the actors involved in the marketing of food products as
members of a marketing system which has to respond to changes in its envi-
ronment with an effective marketing strategy. Also, autonomous develop-
ments within companies of the system, such as the development of new
retail concepts, new processing technologies and breeding methods, will
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Figure 2.2
A framework for food
marketing systems

2.3

2,3.1

have a strong impact on food marketing. Good relationships between the
actors of a food marketing system are crucial for good performance.

Economic, Demographics, Social
GENERAL

Industry

Farmer
Wholesaler
Industry

Wholesaler

—ZMT 2O ZM
A EMIT 2O~ Zm

Retailer

GENERAL
Political, Physical, Technological

Developments in the environment of the food
marketing system

Changes in the environment of the food marketing system are opportunities
and threats for marketing strategies. We will discuss these changes concise-
ly and elaborate some topics. In our exposition we follow the classification
outlined in Section 2.2, of economic, demographic, social, political, physi-
cal and technological environments.

Economic environment

The economic environment influences marketing strategies of the food sys-
tem in various ways. Per capita disposable income is a basic determinant of
food consumption. Its quantitative impact can be expressed in the income
elasticity of food demand. Income elasticities of the demand for generic food
products are small in Western countries. This is one of the reasons for satu-
ration in food consumption: the well-known Engel’s law states that with
increasing income the percentage of consumers’ disposable income spent on
food decreases (see table 2.1). However, it should be kept in mind that con-
sumer demand for built-in services and for quality is more sensitive to inco-
me changes than the demand for food in terms of volume.,
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Table 2.1

Per capita consump-
tion of food, drink
and tobacco in EU
(EED), expressed in
ECU and as a % of
the total consump-
tion in EEC

2.3.2

Year Food, drink Total Food, drink and
and tobacco consumption tobacco as a % of
(ECU) (ECYU) total consumption

1982 1 1137 5059 22.47%

1985 2) 1169 5613 20,83%

1989 2) 1661 8227 20,19%

1993 ) 1852 9924 18,66%

1) EUR1O 2 EUR12 3) EUR1S Source: Eurostot

The volume of gross domestic product in the EU increased by 2.75% in 1994,
and by 3.0% in both 1995 and 1996 {Centraal Planbureau, 1995, p. 38). It
is expected that per capita income in Western countries and in many other
parts of the world will still increase substantiatly yet. Some middle and east
European countries also realized substantial increases in gross national pro-
duct, e.g. the gross domestic product of the Visegrad countries {Czech
Repubtic, Hungary, Poland and Slovak Republic) increased by 4.0% in both
1994 and 1995 %, and by 4.5% in 1996 (Centraal Planbureau, 1995, p. 44).
The expected future income growth in Western countries creates only modest
opportunities for a volume increase of per capita food demand, because of
low income elasticities of demand. The Dutch Planning Bureau (Centraal
Planbureau, 1992, p. 160} projected an annual increase in food consumption
in the Netherlands of between 1.6-2.6% for the period 1991-2015.

Food sales in a country not only depend on average per capita disposa-
ble income, but also on income distribution. In fact, it is argued that inco-
me distribution in many Western countries is becoming more skewed. While
there is a large number of consumers who earn substantial incomes in hoom-
ing Western economies, the number of low income consumers, such as
unemployed people, immigrants and single mothers, is increasing. Greater
income inequality increases opportunities for market segmentation in food
marketing, such as by providing price canscious consumers with low prices
or by providing quality conscious consumers with high quality products.

Another change in the economic environment of food marketing systems is
the shift away from government intervention towards the primacy of the
market. This is reflected in changing agricultural policies. This point will be
elaborated further in our discussion of the political environment.

Demographic enviranment

The EU population is expected to increase only slightly in the period 1995 to
2000, from 371.5 million to 375.0 million, and is projected to decrease in
the first half of the next century, to 3372.3 million by 2050 (Euromonitor,
1997, p. 128). This stability {albeit with a slight decrease in population size),
reinforces the tendency towards saturation in EU food markets. However, the
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total world population is expected to grow substantially from 5.7 billien in
1995 to 8.1 billion by 2025 (Bos et al., 1994), which will stimulate global
food demand considerably.

Another impartant demographic development is a greying population:
while in the period 1990 - 1995 the EU population increased from 365.7 mil-
lion to 371.5 million, the number of persons aged 65 years and over incre-
ased from 52.7 million to 56.0 millien {Euromonitor, 1997, p, 123, 128).

Studies in the United States suggest that there is no fundamental diffe-
rence between the food consumption pattern of elderly people and of other
consumers, except that they normally have a lower and less nutritious food
intake and that they need less energy (Senauer, 1991). In the Netherlands
the intake of calcium and phosphate by elderly people has been lower than
the recommended quantities {Westenbrink, et al., 1989). The greater need
of elderly people for food products accompanied by services, both in the
stage of purchasing and of preparation, is also important.

Other demographic developments in the EU which are relevant to food mar-
keting systems include smaller families, better education and an increasing-
ly multiracial society.

The trend towards smaller families, where both partners have a job, sti-
mulates the demand for convenience and ‘away from home” consumption. In
1991 expenditure on ‘away from home’ consumption in the EU was highest
in Mediterranean countries: per capita expenditure on ‘away from home’
consumption in 1991 amounted te $760 in Spain, $600 in France and Italy
and $460 in Germany and United Kingdom (quoted from Euromonitor by
Gaasbeek, 1996, p. 9,10). However, it appears that expenditure on snacks
and fast food is higher in Germany and the UK than in Mediterranean coun-
tries. The Mediterranean consumers owe their leading position in ‘away from
home" consumption to frequent visits to restaurants and hotels. European
markets for fast food and takeaway meals are expanding.

1t has also been observed that per capita consumption of fresh products
such as milk, eggs, and potatoes, is negatively correlated with household size,
Whether this is the consequence of a higher consumption level or the conse-
quence of more waste is not yet clear (De Hoog, 1992). Food marketing sys-
tems respond to the trend toward smaller households, where both partners
have a job, by providing better services such as smaller packages and more
attractive opening hours of shops, The mushrooming of fast food restaurants
in Western countries is also related to demographic developments,

Peaple are becoming better educated. For instance, while 22,7 % of the
bread winners of Dutch households had at least high school education in
1983, this figure increased to 31.4% in 1996 (AGB, 1992; GFK, 1996). As a
result, consumers are better equipped to understand and integrate informa-
tion from commercial and nan-commercial sources. However, there is not
necessarily a strong correlation between education and food consumption
behaviour. For instance, no consistent relationship was found between the
level of education and guality consciousness with respect to meat consump-
tion (Steenkamp, 1989).
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An important demographic development in Western Europe is that society is
becoming increasingly multiracial, at least in the big cities. This develop-
ment stimulates variety in food supply. It increases opportunities for ethnic
food marketing.

Social environment

Socio-cultural changes in the EU which are relevant for foed consumption
are substantial. Heilig (1993, p. 81) draws attention to three major trends
in food preferences, which are related to changing values and life styles: the
replacement of simple traditional dishes prepared from raw products in the
household with refined, industrially produced food; the disappearing sea-
sonal cycle in food consumption and a trend towards ‘exotic’ food. Future
changes in values and lifestyles will have a great impact on food consump-
tion. Popcorn (1992) suggested social trends for the US economy, which
seem relevant for the Western food consumer too: cashing out, cocooning,
down-ageing, economics, fantasy adventure, 99 lives, save our society
(5.0.5.), small indulgences, staying alive, and the vigilante consumer,
‘Fantasy adventure’ refers to oppartunities for emotional values in food pro-
ducts {exotic food, regional products), ‘99 lives’ refers to the fact that con-
sumers like to have a range of foods available which fit specific consumption
situations. The ‘5.0.5." trend stimulates the need for sustainably produced
foad, ‘small indulgences’ offer opportunities for delicatessen and speciality
foods, ‘staying alive’ fosters consumer interest in healthy foad, and the
‘vigilante consumer’ requires good quality and safe food.

We will discuss two elements of the changing social environment of food
marketing systems, namely changes in vatues and changes in life styles.
These seem particularly relevant to innovation in food marketing systems,

Changes in values

Values are the mental representations of important life goals that consumers
are trying to achieve. Rokeach (1973) makes a distinction between terminal
values, the preferred end state of being (e.q. freedom, self-respect, happiness)
and instrumental values, cognitive representations of preferred modes of con-
duct or behaviour (e.g. competent, courteous, self-reliant) (see Table 2.2).

Various studies have been made of the value systems of European consu-
mers. One study observed much similarity in the ranking of terminal values:
happiness, nice family, a world of peace and true friendship ranked highest
in the Netherlands, Great Britain, Germany and Italy. Interestingly there was
a substantial difference in the ranking of the value ‘a beautiful world’: 9th
in the Netherlands, 6th in Germany, 9th in Italy and lower than 10th in Great
Britain (De Waard, 1990, as quoted by Steenkamp, 1992, p. 14).

Discussing changing values in Western civilization, Plummer arques that the
setf-fulfilment ethic, better quality of life, and ‘wark to live’ are of increasing
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Instrumental Values
(Preferred modes of behavior}

Terminal Values
{Preferred end states of being)

Competence Social Harmony
Compassion Personal Gratification
Sodiality Self-actualization
Integrity Security

Love and Affection

Personal contentedness

Source: Rokeach {1973) as quoted by Peter and Qison (1993, p. 98)

importance {Plummer, as quoted Dy Engel et al. 1995, p. 627). Increasing
importance of these values influences consumers’ perception and evaluation
of preduct and preduction systems, in particular the impartance of sustai-
nability (animal welfare, food safety, package waste and manure problems)
in product evaluation. Consumers do not only demonstrate their environ-
mental concern by their food consumption behaviour, but also articulate
their concern by joining consumers’ groups and environmental lobbies (e.g.
Rifkin, 1992). The impact of these groups on environmentally friendly food
production and marketing is substantial.

Understanding the impact of values on food consumption is important for
marketing strategy. A model which centres on the relationship between valu-
es and product characteristics is the means-end chain model. According to
Peter and Olson {1993, p. 100): ‘Researchers have developed several means-
end chain models of consumers’ knowledge structure, Despite different ter-
minalogy, each model includes the three levels of product meaning discus-
sed ahove - knawledge about attributes, consequences (benefits or risks),
and values, Each means-end model proposes that consumers form meaning-
ful associations that link product attributes with consequences and values.’

Attributes Consequences Values

Many means-end chain analyses have been made for food products (e.g. van
den Abeele, 1992),

Changes in life styles

Life styles, a summary construct defined as ‘patterns in which people live and
spend time and money’ (Engel, et al., 1995, p. 449), are related to con-
sumption patterns. While values are relatively enduring, life styles change
more rapidly (Engel, et al., 1995, p. 449}. They are measured on the basis of
activities, interests and opinions of people. Food-related (ife styles have
been analysed in some detail. for instance, it has heen reported that the
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company General Foods identified a segment of health-conscious cansumers
and repositioned its Sanka brand of decaffeinated coffee towards that group
of consumers (Engel, et al., 1995, p. 454). Recently research has been done
by Grunert et al. on food related life styles, defined as: ‘...non-product spe-
cific traits of peaple's purchasing motives, quality aspects, shopping habits,
cooking methods, and consumption situations with regard to food.’
(Grunert, et al. 1996, p. 49). On the basis of data from France, Germany and
Great Britain these authors differentiated seven food-related life styles: the
uninvolved food consumer, the careiess food cansumer, the moderate food
consumer, the conservative food consumer, the rational foed consumer, the
hedonistic food consumer, the adventurous foed consumer. The French con-
sumer appeared to be a more hedonistic, and uninvolved or careless consu-
mer, and the adventurous consumer was more important in Germany and
Great Britain (Grunert, et al., op. ¢t.).

Fischler {1993, p. #8) summarized socio-cultural trends in food consumption:
‘The socio-cultural context of cutinary systems ...which traditionally determi-
ned what should be eaten, by whom, and when, has rapidly changed. Social
norms are eroding or loosening. In all developed countries, market research
shows the existence of a trend towards apparently unstructured food intake.
In France, for instance, in a growing part of the population, the structure of
the traditional food pattern tends to become less constraining (length of
meals, number of dishes, snacking, skipping courses or meals, etc.).’

These socio-cultural changes create opportunities for and threats to the food
marketing system. They stimulate new product development, repositioning
of products and the addition of services with the product.

Political environment

The following changes in the political environment of the food marketing
system seem important for marketing strategies: (a) more open interna-
tional markets; (b) decreasing government support to agriculture; and (c)
increasing concern of government about environment and health issues.

a) The rules to which member countries of the GATT are committed by the
Uruguay Round, concluded in December 1993, lead to more open world
markets. The main commitments are (see Anania, 1997, p. 162):

- reduction of market intervention (measured by an Aggregate Measure
of Support) by 20% aver the six-year implementation period;

- improved market access through replacement of non-tariff barriers
by “equivalent’ tariffs, and through reduction of the tariff's unweigh-
ted average by at least 36% within a period of six years;

- reduction of subsidised exports by 21% and reduction of the subsidy
expenditure by 36% over a period of six years up till 2001.

b) Total Common Agricultural Policy (CAP)-related expenditure amounted to
about 40 billion ECU in 1995, within an overall budget of about 75 bil-
tion ECU. The agricultural expenditure of the EU is criticized by some
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member states because of the excessive costs of the CAP.

The CAP reform of 1992, the ‘MacSharry’ reform, consisted of three
parts: a reduction of the market intervention price for cereals hy approxi-
mately 30 %, combined with compensatory income support payments
per ha; a 15 % reduction in the market intervention price for beef within
three years; a number of accompanying measures related to environ-
mentally friendly production, afforestation of farm land and early retire-
ment schemes {SER, 1946).

The costs of CAP will, other things remaining equol, increase as a
result of the forthcoming EU membership of some middle and east
Eurapean states. As a result, more changes are in the offing and the CAP
will probably shift further from market intervention to income support.
Total agricultural expenditures of the CAP are projected by the European
Commission to increase from 43.3 million ECU in 1990, to 50.0 billion
ECU in 2005 (Commissie van de Europese Gemeenschappen, 1997, p. 95).

¢) Governments are becoming increasingly concerned about the sustainabi-
lity of the physical environment and the viability of rural areas.
Agricultural policies are comptemented by rural and environmental poli-
cies, Environmental policies of governments comprise constraints to pro-
duction and marketing (environmental rights), eco-taxes, environmental
covenants, and eco-labelling programmes. There is no one way solution
for environmental problems. Many governments combine different types
of palicies: ‘push strategies” which stimulate businesses to pursue envi-
ronmentally friendly methods of production and marketing; ‘pull strate-
gies’ which stimulate consumers to search for environmentally friendly
products and “interface strategies’ which try to make market supply more
transparent with respect to envireanmental friendliness.

Physical environment

The degradation of the ecological environment is a societal problem, which
is relevant to agriculture, the food industry and society at large. Many con-
sumers are aware of environmental problems, but are not knowledgeable in
this respect, let alone behave in an environmentally friendly way. Cansumers
cannot distinguish the environmental friendliness of a product as such. It is
a ‘credence’ attribute which has to be differentiated in the market by infor-
mation provided with the product (such as by a label or a type of shop).
Since environmental friendliness offers no hedonistic utility, but satisfaction
from socially responsible behaviour, this attribute is difficult to market.
However, consumers appreciate environmental friendliness also, since this
product attribute is perceived to be associated with animal friendliness and
health {Oude Ophuis, 1992, p. 37) Limited consumer awareness and appre-
ciation of environmental friendliness of food products makes the prometion
of environmentally friendly behaviour by censumer groups and by environ-
mental lobbies important.

In this context it should be noted that environmental friendliness is not
only difficult to evaluate for consumers but alse for experts, Experts some-
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times have different opinions about the urgency of environmental problems,
such as global warming, and about the methodology of measuring environ-
mental problems, e.g. life cycle analysis {e.g. Guinée, et al., 1993, as quo-
ted in Simmons, p.254). Simmons (1996, p 252) argues: ‘..environmental
probiems cannot be defined exclusively in terms of objective physical pro-
cesses. Just as they have their origins in particular patterns of social activi-
ty, so their significance and meaning for us is socially negotiated. The ‘envi-
ronment’ is no longer something external to society but is, in a very real
sense, implicated in the complex patterns of sociat and economic activity in
which we engage.’

Ecological aspects are particularly important for specific food marketing sys-
tems, such as the production and marketing of pigs and poultry. The wave of
biotechnalogical inventions has also triggered discussion about the sustai-
nability of food marketing systems.

Technological environment

During the past fifty years food marketing systems have experienced a great
many innovations, both process and preduct innovations, Technalogical
developments are expected to change future food marketing systems a great
deal. New findings in the fields of information technology (IT), computer
science, biotechnology, and transportation methods will be introduced into
the food marketing system. Key areas in foed preservation and processing
include irradiation, micro filtration, microwave pasteurisation, extrusion
cocking and high-pressure processing. In addition, biotechnology offers a
new spectrum of epportunities. A major packaging trend is packaging under
modified and controlled atmosphere, preferably using recyclable or biode-
gradable materials.

These technological developments create opportunities for new products
and services, and are instrumental in decreasing marketing and production
costs. Advances in information technology will also improve the speed and
precision of exchange processes. New exchange methods, such as marketing
through the Internet, will emerge. Computerization of production and logisti-
cal processes will further reduce production and marketing costs and increase
the flexibility of food marketing systems, Advances in biotechnology enlarge
opportunities for new products which fit specific needs, e.g. with respect to
health and environment. However, many European consumers (or at least
consumer groups) seem to be suspicious about the health characteristics of
food produced by modern bictechnological methads. The enormous potential
of new technologies in food preservation, processing and packaging have to
be analysed, taking inte account relations with the consumer and the market
structure (Viaene & Gellynck, 1996}, It is of major importance to the food
industry that consumer resistance and prejudice concerning innovation be
overcome. It is vital to know whether a technologically new food product or
packaging responds to consumers’ needs ar will be accepted by the consumer
in order to determine its economic feasibility. A major task lies in closing the
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communication gap between the scientist, technologist, and the consumer.
The technological know-how has to be translated in understandable and
acceptable terms for the consumer. The consumer has to be able to make choi-
ces based on credible and widely available information.

Changing actors in the food marketing system

Changes of actors in food marketing systems are to a large extent a respon-
se to a changing environment. Food marketing systems are also changing
because of autonomous developments of actors themselves: companies
invent new technologies and concepts which are transformed into pro-
duct/process innovations in the food marketing system.

There is a great diversity of actors in Western food marketing systems.
Nevertheless many actars show similar developments. An important one is
the move towards consumer arientation. Therefore we start our discussion of
actors in the food marketing system with the food retailer, being nearest to
the consumer,

Food retailers

Trends in European food retailing since World War II basically concern the
effectiveness and efficiency of policies, processes and organizations.

Effectiveness of food retailers: marketing poticies

Food retail companies have become more market oriented. They are incre-
asingly concerned with how to serve customers best through specific marke-
ting policies. The width and depth of the product assortment are the cor-
nerstone of the marketing policy of a food retailer. This marketing policy is
reflected in the type of store, such as supermarket, hypermarket, speciality
shop or discount store (see Figure 2.3).

WIDTH 1= spediality shop
Wide = i
2= discount shop
3= traditional supermarket
4= discount oriented
market stall
&= hypermarket

DEPTH 6= quality oriented
Deep shallow hypermarket

Narrow
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Decisions with respect to the assortment, and its ‘width and depth’, have
implications for other marketing instruments, such as price, promotion,
location and opening hours. For instance, the wide and shallow assortment
of discount stores goes along with a low retail price. The policy of a narrow
and deep assortment by speciality shops leads to high retail prices.

Targeting of specific market segments, such as ’hurried consumers’ or
‘price-conscious consumers’, is a core element of many retailers’ strategies.
Positioning vis-a-vis competitors in the target market has become a strategic
issue too,

Food retailers are canstantly searching for new products and services,
and adapt to changing markets. Options include longer opening hours, deli-
very at home, selling prepared meals and a location at convenient spots
(e.g. petrol stations).

While mass distribution by supermarkets has become the dominant type
of food retailing, the speciality shop has expanded to comptement mass dis-
tribution by supermarkets. The increasing attention paid by food retailers to
fresh produce is often implemented by setting up shops within the shop,
which carry wide and sometimes even deep assortments. In this way retail-
ers respond to consumer demand for the convenience of one-stop shopping
and to the need for quality and variety.

Retailers benefit from new opportunities by introducing innovative retail
formulas. Recent developments include home-delivery, drive-ins, automatic
faod dispensers, food shops in petrol and railway stations. These new distri-
bution formulas offer a wide variety of choices and respond to the demand
for availability of food wherever and whenever the consumer wishes,

Although retailing through the Internet is still at a very early stage in
Europe, it is expected to have potential for the future. The consumer is also
beceming increasingly familiar with technology, which offers new opportu-
nities for technology-based in-store promotions and advertising.

Efficiency of food retailing; efficient logistics

Retail costs per unit of product will (other things remaining equal) increase
when assartments are broadened and services are increased. Consequently
the shift towards larger supermarkets is reinforcing the efficiency drive of
supermarkets, Low price strategies, such as discounting, also stimulate effi-
ciency and the search for low purchase prices by food retailers.

Efficiency improvements in foed retailing are in particular pursued by
logistical planning. The paramount importance of logistical efficiency is
obvious in view of the large number of items per store and the number of
outlets per food chain. Aldi have about 600 lines, Warehause clubs typically
about 3500, Carrefour about 5000 grocery lines, Casino about 9000,
Sainsbury and Tesco stores between 10,000 and 20,000 lines (Corstjens and
Corstjens, 1995, p. 197). Albert Heijn, a food chain of the Dutch helding
Ahold, had 665 stores in 1997. Minimizing inventory costs, e.g. by conver-
ting storage floor space in supermarkets to sales floor space, by efficient
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transport routing, standardization of pallets and package size are devices to
improve logistical efficiency. Technological innovations are helpful in this
respect. For instance, advances in Information Technology, such as the use
of bar-cades, scanning at check-outs and electronic data interchange have
contributed to efficient sales manitoring and ordering processes,

In logistical planning, concepts and models such as Just in Time (JIT),
and route planning models contribute to higher efficiency. Logistical efforts
of food retailers have decreased the lead time from supplier to food store
substantially. (Table 2.3)

Leadtime Supplier/BC DL/Store

Past 120-48 hours 48-36 hours
Present 48-24 hours 18-12 hours
Future 12- 4 hours 18- 4 hours

Source: Willemse, J.N. {1996)

Logistical costs have also decreased through centracting-out of logistical
functions. This is particularly the case in the UK, where already in 1989 spe-
cialist contractors were responsible for about 44% of retail logistics for gro-
cery multiples (Cooper, et al., 1994, p.114).

Low purchase prices are an important ingredient of a low-cost retail strate-
ay. The strong bargaining power of retail chains vis-a-vis suppliers is impor-
tant in this respect. In fact, food retail chains have substantial bargaining
power hecause:

Company Listing Turnover Netincome Mkt cap.
bilionUS$ millionUS$ billionUS $

Metro 1 Germany 31.19 235.72 4.97
Carrefour France 27.82 680.17 13.13
Promodas France 19.24 192.74 4.76
Karstadt Germany 17.51 123.01 3.09
J. Sainshbury UK 17.15 808.61 10.47
Ahotd Netherlands 16.86 238.27 6.22
Tesco 1] 4 15.25 573.8 9.11
P'Printemps France 14.97 290.46 6.81
Casino France 12.33 121.76 2.41

1 formerly Asko and Kaufhof
Source: Poole (1997, p. 8) Adapted from Financial Times (1996a)






