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Introduction

In the last five years, the organic movement in New Zealand has received a much higher profile. Producers, consumers and now a political party are increasing the public awareness of organics. 

In dairying, organic farming was considered a fringe production practice not so long ago, but now is a legitimate choice for farmers. Other sectors outside dairying, such as kiwifruit, apples and vegetables, have seen considerable investment in organics and the development of organic markets, principally overseas. However, overall, organic production is still very small representing less than one percent of total agricultural/horticultural exports, but it is growing at 20% to 30% per year.

In the last 12 months, there has been some interest from the New Zealand Dairy Board and companies to establish the role of organics in the industry. This has culminated in the launch of “Anchor Organic Spreadable Butter” on the British market using Austrian organic milk to test the market's desire to pay a premium at the top end of the market. 

In order to address the question: Organics - Where does it fit in? I will look at the forces that are shaping the debate.

Origins of organics

Organics has its origins in two production systems which were promoted in Europe as alternatives to conventional agriculture. 

Biodynamic farming was founded by the philosopher Rudolf Steiner in lectures given at a German agricultural course in 1924. Steiner presented an alternative vision of agriculture arising from his spiritual science of anthroposophy. His basic idea is to see the whole farm environment as an interconnected organism - soil, water, plants, animals, humans, air and wider influences like the sun, moon and planets. The ideal farm in a biodynamic sense, is one that combines various aspects of agriculture and is aiming towards self-sustainability - a combination of vegetable, fruit, grain production and animal husbandry. Each production is part of an interconnected organism and supports the other aspects. 

Steiner advised working with natural forces rather than opposing them and suggested special herbal and spray preparations to use for this purpose. These preparations aim to enhance the decomposition process in manures and compost, which, in turn, when applied to soil, will improve plant, animal and human life. 

The main proponent of the other organic farming system was Great Britain’s Sir Albert Howard in the 1940s. The main components of this farming system are the avoidance of artificial fertilisers and pesticides and the use of crop rotations and other forms of husbandry to maintain fertility and control weeds, pests and diseases.

Organic farming methods are designed to achieve a sustainable system with limited use of external resources. On mixed arable and livestock farms, the utilisation of grass/legume breaks is an integral part of most systems. Pure legume stands may be used either for forage or cut and mulched to build fertility.

During the period from 1960 through to the 1980s, the organic movement was mainly carried on by townspeople without any great experience of farming. They were protesting against the increasingly intensive methods of food production, especially the use of pesticides and fertilisers. At the same time, the protagonists for the organic movement revolted against some more general trends in society - increasing materialism, centralisation and large-scale production.

Many of the original organic farmers have now left the industry but those who remain have gained knowledge that allows them to control weeds, pests and diseases without using artificial sprays. They have also been able to achieve fair crop yields (without using artificial fertiliser) and farm animals on organically grown food. By the mid-1980s organic farming systems still represented less than 0.1% of the total land under cultivation.

Consumer demand

In the last four years, consumer demand for organics in Europe has been fuelled by the BSE crisis; other food scares, environmental concerns, and latterly, negative perceptions of genetically modified food. In the US, the approval of BST lead to consumer rejection of these products which could only be reflected in purchase of organic milk as the rest of the industry’s milk is mixed regardless of its use in the dairy herd or not.

Why do consumers buy organic milk and milk products?

In the two main markets, the United States and Europe, the reasons are similar. From the organic consumer's point of view, the following reasons are given:

·   Health - personal wellness, the products are healthier.

·   Actively helping to protect nature and the environment.

·   Rejection of intensive livestock farming.

·   Purchased out of fear of possible allergies or residues in conventional foods.

·   Security and knowledge of origin of products.

·   Organic food tastes better than conventional food.

In recent years the typical purchaser of organic products has changed. In the early 1990s, people buying organic products were those seeking to express an alternative way of life and eco-mindedness. Today, organically produced foods have acquired an expensive, elitist aura, with the result that such products are primarily bought by health and wellness-orientated consumers with high purchasing power.

These consumers include:

·   High single and double-income households

·   Well-off young families 

·   Tertiary educated people

·   Professional/managerial people

·   People under the age of 35

However, it must be noted that within the general population of consumers, there is a greater awareness of organics, and an increased purchasing of organic produce. In a US study (conducted by Hartman and New Hope), it was estimated that 46% of consumers had some interest in buying organic products for the following reasons: 

·   Healthfulness - 80%

·   Availability - supermarkets - 69%

·   Environmental friendliness - 67%

·   Price - reduced premiums due to better production methods and economies of 

  scale - 64%

·   Convenience of preparation - 53%

·   Appearance of product and packaging - 43%

What are the most important general criteria for consumers when buying food? 

A 1998 German study revealed some interesting points about general consumer patterns when buying food. The following are ranked in their order of importance:

·   Freshness

·   Absence of residues

·   Ecological packaging

·   Price

·   Livestock are kept in natural conditions

·   Shopping is convenient and speedy

Only at this point were consumers interested in organics, and it rated equally with 

·   The origin of the product and which region it was produced in.

Organic consumers in Denmark

Danish consumers have a very high degree of awareness about organic products. The population buying organic produce and a profile of the most frequent purchasers shows: 

·   75% have bought organic food during the last six months

·   1-2% always buy organic

·   24% spend 2-10% of household budget on organic food

·   41% spend less than 2.5% of household budget on organic food

·   25% never buy organic food

·   10% use more than 10% of their household budget on organic food. These consumers, 

  live in big cities, are families with children, have higher education and are well    

  informed about organics.

Price/market share

Currently, the market share for organically grown food is about 2% of the total food and beverage market, and premiums for dairy products are between 10-20%. 

US retailer Stoneyfield Farm gives a practical example. When organic premiums were below 10%, they had little impact on sales volumes; then, when 20-30% premiums were required, sales decreased significantly. This was despite US consumer surveys suggesting that 32% of consumers would still purchase organic products at premium levels of 20%.

A new trend is emerging in British supermarkets stocking organic produce. The Iceland Group has stated that they will sell organic produce at the same price as their own brand. As more organic supply enters the market place and sales shift from speciality stores to supermarkets, there will be downward pressure exerted on premiums over time.

Overview of the market

This overview is restricted to the USA and European markets.

The US Organic industry has been doubling in size every 3.5 years since 1990. In 1998 it was $5.5 b. This growth rate is five times larger than that of the overall food industry and represents 1 to 1.5% of the total US food and beverage market.

The US organic dairy market is currently estimated to be approximately 0.6% of the 

$45 b retail dairy market and is expected to grow to 2% of the US dairy market over the next five to ten years, approximately $900 m in retail sales. The US Organic Trade Association in their 1998 market study predicted that the organic dairy market would grow by over 50% between 1997 and 2002.
Europe is in a similar position. It is estimated that European sales of organic products reached US$2.4 b in 1998, just less than 2% of the total food market. The European organic market has experienced a 30-40% per annum growth. However, that high growth has come off a very low base. Sales of organic milk and milk products had risen from US $174 m in 1992 to US $1.3 b in 1998 and is expected to grow to US $3 b by 2002. Germany makes up 39% of the organic milk market but organic milk accounts for less than 1% of the total milk produced in Germany.

Case study – Danish organic dairy industry

Denmark’s dairy industry is one of the European success stories of farming conversion from conventional to organic methods. This year, 450 m kg, or 10% of their production will be organic.

European regulations dictate on-farm conditions in relation to milk quotas, environmental and animal welfare issues. These regulations have placed considerable constraints on milk production, forcing farmers to diversify their farming activities. Therefore, despite a lower overall total farm productivity in moving to organics, the conversion has had little real impact on total milk production. 

Danish and European regulations are “organic production friendly.” Housing conditions for livestock and a desire to see livestock on pasture for a minimum of 150 days per year are also key features of the regulations. They restrict use of veterinary medicines, give only a 15% allowance for purchased feed and the ability to treat for parasites makes the conversion a simpler process.

In the conversion process Danish farmers are well supported, with on-farm advice from the conventional farmer-owned advisory team. Farmers also benefit from joint industry and government funding for research to improve on-farm organic productivity.

The Danish government has taken a strong interest in the organic movement. This has seen the establishment of a national organic symbol and national certification regulations. The appointment of an organic foods council in 1987 ensured a co-ordinated and common sense approach has been taken. That council formulated two action-plans to promote the organic industry. The first is production orientated, while the second is more consumer product and market driven.

An essential factor in the political process is the subsidy paid to farmers for conversion to organic production. This subsidy is worth on average NZ$300 per hectare per year, and is a catalyst for conversion.

Very significantly, a three-year supply contract, with a commercial premium equal to a minimum of 20% of the basic price, is available to farmers. Together the premium and the subsidy, gave organic farms a financial advantage over conventional farms of NZ $42 300 net income per year in 1997. However, without that extra financial help in 1997 for organic development, they would have been NZ $28 200 worse off than other dairy farmers.

Danish consumers are very well informed about organics. Organic milk has taken a 20% share of the liquid milk market, at a 15-20% price premium. Other products have been slower to develop, with market share for cultured products at 8%, and butter and cheese at 2% respectively. 

Since 1998, the rapid increase in Denmark's organic milk supply has actually outstripped demand - at a market premium of 15-20%. Approximately half of the organic milk production is being used in organic consumer products. Any greater increase in the liquid milk market would see the 15-20% price premium eliminated.
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Figure 2: Liquid organic milk sales and milk deliveries 1987-2000.

Denmark's major dairy co-operative, MD Foods, is taking a long-term strategic view to produce new products. 66% of all Danish milk is exported. MD Foods needs to develop export strategies for organic milk to maintain the price premium both in the market and to farmers. 

Phase one of encouraging farmers to convert to organics has been very successful. Phase two, the managing and reaping the rewards of that conversion in the market place will determine organic production's ultimate success as a long-term, profitable and sustainable solution for Danish dairy farmers.

New Zealand verses European organics

New Zealand has a very different farming environment compared to the Northern Hemisphere. Two major differences exist: New Zealand’s mild temperate climate allows grass growth year-round, and 90% of its dairy production is exported.

Organics - where does it fit in?

New Zealand is different, and therefore needs the development of an organic production system to reflect these differences.  It is a production system that needs to be fully understood. Many of the alternative means of dealing with cropping and animal health problems could be mainstreamed into conventional agriculture. 

Regardless of production system, New Zealand’s systems must meet the modern standards demanded by customers:

·   Healthiness

·   Lack of residues

·   Environmentally friendly

·   Competitively priced

·   Wide variety of products.

The market potential for organic dairying is constrained, as the main organic markets are the most protectionist. Free trade would be a boost to organic production. 

Table 1: Contrasting the New Zealand and European organic systems.

Issues
Europe
New Zealand

Fertiliser
Manure from housed stock
RPR, E sulphur feldspar

Vet medicine
Can not be used as a prevention
Quarantined 

Vet medicine
Double the withholding period
Out of system for 1 year

Bought in feed
25% non conversion
Zero except – extreme climatic

Standards
15% full certification
- no organic alternative

Quotas
Restricted production
Market demand

Government support
Subsidies
Market demand

Environmental regulation
Environmental rules 
RMA - effects based

Markets
Unrestricted European Union
Highly restricted

Workshop summary 

Global move

Health conscious, people are become more aware of health and environmental

issues and concerns. Consumers are starting to think, if it is healthy for me, it must be healthy for the environment. There are 4 keys to business success. The first key being customer focused and working to make your customer successful. Are we focusing on the customer?
World market for organic produce

· Largest market opportunities are Europe, USA and Japan. These countries are also


  the strongest competitors and the most restricted market.

· US billion Industry. $5.5 US billion in the USA market. $2.5 US billion

     in Europe. This is only 1-1.5 % of the world market of dairy products.

· 1.5-2% of land in Europe is farmed organically.

· Growth is large from a small base.

· The profile of the consumer is: High income, highly educated, professional,

     young family.
Issues raised

· Where are organic farming systems going as an industry option? Marketing,



  farming systems, opportunities?

· Is it a profitable option? 

· Currently market signals are not reflecting true returns. Risk factors are 
   

                     influencing farmer decisions.

· Until market returns are delivered, farmers said they would not consider changing.

· It has to show a profit. More information on these systems needs to be investigated.

· Tom Lambie chose an organic farming system for personal reasons. Not based on  

     profit.

· Alternative farming options. How does it fit into the current farming system?

· Don't need to expect reduced milksolid production, or low cost.

· Managing the system. (Remember high nitrogen leaching losses in cultivating 

     pastures, using crops, mustard, to reduce this loss.)

· Are there any parallels with organic farming and stock health?

· Consider animal health issues. Copper has some anthelmentic properties. Stock 



        with worm burdens are low in copper. Is this caused by the worm burden or by a 


        low copper status? Use of zinc to aid calving.

· Is the system sustainable?

· Research

· Biotechnology ‑ gene mapping, looking for resistant genes.

· Look more holistically and consider inputs through the food chain.

· Will start to see more information being released into the market, both systems and 

     financial returns.

· Market access. Ideally a free market would be great, then you could see a large

                increase in organic farming systems.
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