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Abstract. The world olive oil market is characterized by awing price competition on the supply side. Econahy
scales and low production costs from both trad#tiomnd more recent producing Countries determinénareasing
pressure on European Union (EU) olive farmers thdfer lower revenues. Product differentiation,ven by higher
quality and consumer expectations, is one of thstrpowerful competitive strategies that EU farmmeesy adopt to face
this challenge. Geographical indications estabtishg the EU (PDO and PGI) can be successful margdévers to
ensure olive oil differentiation based on high dfyadtandards and geographical origin of productibnese EU quality
certification schemes were designed to respondiswmer demand, to ensure intellectual propertyeption for the
most qualifying products, and to provide farmerthva fair share of the added value. There is a Viie&ture about the
PDOs’ economic and social impacts, but only fewd&sl analyze their benefits and costs along thelgughain. By
investigating the added value generation proceggman Italian PDO olive-oil supply chain (“TerdaBari” PDO), this
work aims to evaluate the effectiveness of PDOifaation schemes in improving farm’s profitabilitfhe study was
performed directly interviewing a sample of the t@presentative farmers, manufacturers and stédetsoof the PDO
olive oil supply chain localized in the ProvinceRdri (Puglia, Italy).

Keywords: olive oil, protected designation of origin, supphain, value-chain.

1. Introduction

It is widely recognized that the recent changethéagro-food systems are part of a wider evolutibn
both the societies and the economic systems. Themimg scenario, continuously adapting, presents
interesting implications for strategic managemeée of the main issues is the disappearance oéax cl
boundary between end-products and services. Tlerelite between products and services is progedgsiv
less evident, with the “tangible” component normdlbunded to products being fulfilled by the embextid
services that, in turn, often contribute to theyéet share of the value. These statements areyarty true
for typical products and for PDO/PGI olive oils.el'mtangible assets embedded in these olive oittmbdo
the environmental and cultural sphere of the tanyithey belong to. These assets contribute taéfi@ition
of services taking part to the value creation pssaef the end-product. Items as the “image” oftdrgtory,
the specific competencies and cultures of the prioln process, the cares of both the local pomrasind
institutions, all contribute in different ways toet perception of the value, embedding the senécesthe
tradition to the product itself.

On the other side, the value generation processiotabe set apart of the structural, managerial,
technologic and organizational features of the dirnStrategic and managerial choices determine the
effectiveness of the unique value generation psotiea these typical products base on differeotiatiastly,
it is thank to strategies that farms seek to okdaiompetitive advantage by valuing the typicality.

Referring to the body of literature about competitadvantage (Porter, 1987) we try to assess the va
generation process across the supply chain of Teerd di Bari” PDO olive oil in order to evaluates i
effectiveness in using the PDO as a marketing leBeilding the supply chain, and trying to asses th
diagnostic tool, we also provide a comprehensiwtupe of all the Italian Extra Virgin Olive QOil (EYO)
PDOs market, we present useful insights for a delepewledge of this market and to intervene on kbth
“Terra di Bari” supply chain’s organization andadrgy. The second paragraph describes the actualail



market; the third paragraph shows the “Terra diirBRDO EVOOQO'’s supply chain and the value chain
analysis for the two sampled firms. The last paphs present the results and concluding remarks.

2. The sample

The PDO market analysis was performed using IRbdcén monthly data on extra-virgin olive oil
(EVOO) sales (quantities and values) in Italian srodretailers, and ISMEA data. For this study we
considered data from 2006; however, in some cageseferred to different time frames. The case \stud
supply chain and value chain analysis were perfdrrasing data from, respectively, the Chamber of
Commerce of Bari (the certification body of “Tema Bari” PDO olive oil) and direct interviews to tw
representative firms.

2.1 The olive oil market and the EVOO PDOs

The olive oil market is actually living a deep sisvhose most direct effect is a striking pricd:falg. a
kg of EVOO was quoted in April 2009 around 2.2Ga&b(1) in most of the primary Italian markets, @ven
around 1.70 € in some of the main Spanish marlketgsl This crisis seems to interest the whole gughin
with the only exception of the distribution compesyiand it can be addressed to several causessugha
steep increase of standardized supply (given the of super intensive orchards around the worljlla 2
unconstrained and fast price-cuts policy by theomdistribution chains, and 3) the concurrent firiahcrisis
that dismantled the system of credits upon whiehstipply chain was organized.

Table 1.Price at the origin of olive oils by type and kjgin (Apr '08 — Apr '09)

Apr May Jun Jul Aug Sep Oct Nov Dec Gen Feb Mar Apr

Olive ol 08 08 08 08 08 08 08 08 08 09 09 09 09

Lamp Oil 220 208 207 210 211 2.10 202 196781.1.69 172 162 154
Virgin Oil 245 237 231 238 238 238 225 22699 1.92 195 1.86 1.77
EVOO 3.02 295 289 2.83 287 284 279 280 2.4B62237 234 2.29

Foreign lamp oil 2.32 2.27 223 220 220 220 21511 210 205 199 194 1.90
Foreign EVOOs 3.36 3.13 3.07 3.11 3.09 3.02 2.8812269 264 25. 245 238
PDO/PGI (avg) 754 753 751 750 760 759 74%237.721 715 7.11 7.09 7.07

Source: ISMEA, 2009.

As opposed to the expanding supply, product difféatéion based on higher quality and consumer’s
expectations is one of the most powerful competistrategies that EU farmers may adopt to facerilsés.
Geographical indications established by the EU (RID@® PGI) can be successful marketing levers tarens
product differentiation based on high quality stamis$ and geographical origin of production. Inldst years
(2005-2007) the turnover generated at farm levelhieyltalian olive oil PDOs shifted regularly beeme60
and 64 millions of € while at the retalil it gradyatiecreased from 63.30 to 54.28 millions of € (SN
2008) corresponding to lower consumptions (-3.9%qumntity and -0.6% in value). However, exports
considerably rose since 2005, and some PDO lapelsaized in the foreign market (tab.2) althoudtem
under private labels. At the same time, consumpifdADO olive oils from 2007 to 2008 globally raisieoth
in quantity (+21.3%) and in value (+12%) (ISMEA,0®), and three olive oil PDOs are included amorg th
first 20 Italian PDO foods in terms of retail sa{esh. 3).

' IRI-Infoscan guarantees for the rapresentativenesseoample of retail stores. Scannerized direcssale
from the sampled stores (hypermarkets, supermagketd-ree Service Retailers with selling area alidae
m?) cover the 70% of the whole national sales forléinge scale comsumption.



Table 2. Italian exports of some* PDO/PGI olive oil from@®to 2007; quantities (ton) and values (mlIn €)

Quantities

2005 2006 2007 Var. '07/06
EVOOs 170,998 250,621 279,473 11.5%
Tot PDO and PGl 2,850 3,052 2,881 -5.6 %
(% of the total) 1.67 1.22 1.03

Values

2005 2006 2007 Var. '07/06
EVOOs 879 934 1,058 13.3%
Tot PDO and PGl 15.04 30.5 29.0 -4.9 %
(% of the total) 1.71 3.27 2.74

Source: ISMEA; * the table reports data for onlpsle products for which an official report exists.

Table 3. Variations of household domestic consumption efrtiain PDOs/PGI olive oil from 2006 to 2008

Quantity Value
PDO/PGI EVOO Var. '07/06 Var. '08/07 Var. '07/06 Var. '08/07
Puglia* 8.6 % 26.0 % 9.2% 1.0%
Toscana* -10.6 % -9.2% 6.6 % -7.3%
Riviera Ligure -14.3 % 11.1 % -18.8 % 23.2%

Source: Ismea/Nielsen; * different PDO and PGl elbils, from Puglia and Toscana.

2.2 The Italian market of EVOOs

National retail sales of EVOO in 2006 summed up3@ million €. The largest share of this value bg®
to undifferentiated EVOOSs, while the “100% ItaliaBYOOs covered the 12.7 %, and PDO/PGI olive oils
covered the 3.36 % in value, a third of the turm@enerated in the same year. Accordingly, voluofestail
sales are distributed as follows: 84.6 %, 13.35rb 568 %, showing a higher per unit value for BizO
olive oils.

Table 4.Retail sales (values in € and quotas) of EVOO#s/pg of origin and geographic area in 2006

Area 100% ltalian PDO/PGI Others Tot (%)
North-East 2(1?;.25361£ ?6 7(152208/02)4 1?22?;'79100;2 ;35 28.70 %
Center & Sardinia 3(76.73225;;; ?5 3&'6682462 )75 1?332’.74769£> ?3 39.40 %
BeseT  dme s
Tot (%) 12.69 % 3.36 % 83.85 %

Differentiating by geographic area the 39.4% ofriaional expenditure for EVOOSs is concentratethe
Central Italy and Sardinia (almost 253 milliong#). 4). It follows the North-West (31.8 %, 189 linits €),
the North-East (28.7 %, 171 millions €) and finadlguthern Italy with just the 0.14 % (0.8 milliofis The
most plausible reason for the Southern ltalian esliesides in different purchase habits: Southealiafts
generally buy olive oil directly from the farmethge mills or from other direct market channels.fémences
for proximity purchases, a traditional link withettolive oil sector (and broadly with agriculturéjust



relationships with olive oil producers, and tagtedficity are the explanations for this behavioattoften is
not price convenient neither corresponds to ohjeauality standards.

The largest retail consumers of PDO/PGI EVOOs madarth-Western Italy with a share of 43.5 % (tab.
5) while Southern Italy is again at the bottomhaf scale, with a share next to zero (0.67 %).

Table 5. Retail sales (values in €) of PDO/PGI EVOOs byggaphic area in 2006

Sales value of

Area PDO/PGI EVOOs (£) %
North-West 8,736,163 43.55 %
North-East 7,506,824 37.42 %
Center & Sardinia 3,684,775 18.37 %
South 133,984 .67 %
Tot 20,061,746 100 %

Per capita average retail purchases of extra viotjire oil in Italy was in 2006 about 2 It for aneaage
per capita expenditure of 10.16 € (tab. 6). Thédadség value is registered again in Central Italg73t and 18
€, respectively) followed by the North-West. On i@age, in 2006 each Italian purchased 0.03 It of RI©
at the retail stores spending 34 cents of €. Coimgdine per capita value of sales in June 2005Jané 2007
the “100% Italian” olive oils increased the mosB8§#%o) followed by the PDOs oils (+22%) and the agher
olive oils (+16%).

Table 6. Italian per-capita retail purchases (It.) and exire (€) for EVOOSs by origin in 2006

100% ltalian PDO/PGI Others Tot
Purchase Expend. Purchase Expend. Purchase Expend. Purchase Expend.

(It.) (€) (It (€) (It (€) (It.) (€)

North-West 27 15 .07 .79 2.85 14.77 3.19 17.05
North-East .26 1.37 .05 48 1.81 9.18 2.12 11.02
Center&Sardinia .68 291 .03 .28 3.16 14.98 3.87 .128
South .01 .01 .002 .01 .03 .03 .04 .04
Italy 27 1.29 .03 .34 1.73 8.53 2.03 10.16

As showed in fig. 1, sale trends (in values) of P@® and undifferentiated EVOOs from June '05ua€
'07 fully overlap with a maximum in December andake that seem to follow regular intervals of four
months. On the other side, the “100% Italian” olioi#s follow a different trend where it is possibie
recognize a significant increase of sales only betwOctober and December. The PDO EVOOSs’ retail
consumption, therefore, is less seasonal, whilelages of “100% Italian” oils seem to behave ligasonal
stock house hold provisions.
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Figure 1. Trend of the EVOOs retail sales (values in €) frlume 2005 to June 2007, by indication of origin
(PDO/PGI olive oil sales refer to the secondaryg-an the right side of the graph)

As for the retail prices (tab. 7), PDO olive oiégjistered an average price of 12.09 €, hence @bel30%
higher than the price at the origin. Compared &dthers olive oil categories here included thailrerice of
PDO oils was the +31% higher of the average retadle for olive oil, +37% higher than the 100% ikal
and +42% of the others oils. Geographically, oloieprices are higher, on average, in Northernyltahd

lower in the South as expected, and in the casB® oils’ average prices are 12.98 € and 10.93 €
respectively.

Table 7. Average retail prices and standard deviation lggay and geographic area (year: 2006)

Area 100% ltalian Others PDOs Tot
North-East 8.41 8.42 12.07 9.06
s.dev. 3.54 6.15 4.30 5.73
North-West 9.49 8.76 12.98 9.70
s.dev. 8.14 5.74 12.32 7.97
Center & Sardinia 8.30 8.28 11.68 8.81
s.dev. 3.85 7.20 3.79 6.53
South 9.32 8.73 10.93 9.33
s.dev. 6.91 6.37 3.67 6.03
Italy 8.80 8.51 12.09 9.20

s.dev. 5.75 6.40 7.74 6.73

Table 8. Average prices at the origin for the main PDO&MEMOOs (€/KQ)

Price at the origin

2000

2006

2007 2008

Apr. ‘09

Retail price in

2006*




Aprutino Pescarese 7.23 5.75 5.84 8.81 9.50 10.70
Chianti Classico - 8.36 8.10 8.15 8.15 12.40
Cilento 4.33 - - - - 10.40
Colline Salernitane - - 3.83 4.70 - 10.40
Dauno - 4.25 4.04 3.67 2.98 8.90
Garda 8.82 13.50 11.56 11.25 11.25 14.90
Monti Iblei - 3.99 3.77 5.75 6.50 10.40
Riviera Ligure 6.19 7.50 9.48 10.00 10.00 9.50
Sabina - 5.91 6.19 6.71 6.10 10.40
Terra di Bari - 4.05 3.53 3.32 2.45 8.90
Toscano 5.84 6.57 6.49 6.98 5.24 10.40
Umbria 6.44 7.42 7.48 7.63 7.40 14.70
Valli Trapanesi - 4.10 3.74 4.04 3.65 10.40
Veneto - 11.65 11.65 11.65 11.65 16.80
Average 6.47 6.87 6.84 7.46 7.07

Source: ISMEAH(ttp:/datima.ismea.it/datima/dindex.jspy average price for PDOs from that region.

Focusing on price trends at the origin for PDO dilgshe period from 2000 to 2008, the average price
greatly varied with a substantial increase onlR2098 when it reached 7.46 €/Kg (tab. 8). Considgtire
single PDOs there are great differences in theepaicthe origin trends. In 2008 the lowest pricéoisnd
among the “Terra di Bari” (3.32 €/Kg) and “Daun@®.§7 €/Kg) while the highest has been recordedHer
“Riviera Ligure” (10 €/Kg), “Garda” (11.25 €/Kg) dnthe PDOs from Veneto region (11.65 €/Kg). The
“Toscano” was in an average position quoting arot8@ €/Kg.

The market of PDO EVOOs in 2006 was leaded by thaie labels that owned together the 36% of the
retail market. Unfortunately the data does not gpdbe single private labels neither provide infation
about the origin of these EVOOs, affecting the Itssabout market shares by origin. However, resanésstill
really interesting especially if we consider thiaéyt represent performances of a diversified seirofs:
cooperatives, large, medium and small firms. Exdgdhe private labels, market quotas are calcdlat®
follows: Umbria (22.98%), Toscana (19.43%), Pufli6.95%) e Liguria (14.75%). Regional sells haverbe
aggregated to calculate market shares based omagdig area (North, Center and South; tab. 9). iIRetls
of olive oils with a PDO or PGI from Central Italgre almost the double compared with the other
aggregations, while Southern Italian oils are te In the scale. Moreover, Southern lItalian obits do not
lead in any of the geographic aggregation excephéysouth of Italy.

Table 9. Cross tab distribution of market shares by area

Origin North Center & Sardinia South Tot
North 325% 8.39 % 19.02 % 28.63 %
Center & Sardinia 40.05 % 76.81 % 21.37% 45.58 %
South 27.45% 14.79 % 59.61% 25.79%

Looking at retail prices, the PDOs with the largaetrage price in 2006 were those from Veneto (£).3
Lombardia (15.53 €) Emilia (13.79 €) and Liguri& @9 €), while the lowest are foreign oils (6.3a@d oils
from Calabria (8.16 €), Basilicata (8.5 €) and Fug@8.8 €). Basilicata and Calabria are also theilke the
largest coefficient of variation while labels frddmbria (2.56), Abruzzo (3.36), Sicilia (4.44), Liga (4.91)
and Toscana (5.18) are those whose prices areumdoemly distributed.



Fig. 2 represents all the PDOs as circles (includeeign labels and labels with more than one P
three dimension space were the x-axis represeatprtbe level, the y-axis represents the marketestend
the size of the circles is directly proportionate the coefficient of variation in prices along tfaur
geographic areas. This time market shares have ¢seunlated excluding the private labels. In therigpt
side of the graph we can find the most profitadB: Umbria, Toscana and Liguria. They have a chigb
price and very high market shares and, abovehal; &ll have a similarly small coefficient of vdiien. In the
left-up quadrant, we can find only Puglia, thathnét quite uneven price policy (if any), owns a éargarket
share (probably due to a large supply) but a redbtilow price. In the bottom left quadrant there all those
labels that cannot be uniquely identified for a kearstrategy but can be grouped for being not {abl@
since they have a small market share and low piiegs Basilicata, Calabria, Campania). Finally, tba
bottom right we find PDOs from Emilia-Romagna, Lantia e Veneto: small market shares and high prices
Lombardia and Veneto have a very high average ik an equally high variation in the distributioh

prices. This group could be labeled as niche maylketd results for Veneto and Lombardia seemsdicate
a free rider behavior.
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Figure 2. Positioning of PDOs by region, price, market stearée price variation, in 2006

About the latter results it would be interesting answer if different levels of price or market shar
homogeneity across the national market can be ssiglleto different organizations framework on thepbu
side. If positive, does homogeneity implies a deeoatrol of both the production levels and the keéing
leverages? Is an organized supply framework ddsirab opposed to a free-rider scenario, or isttieb¢o
leave the firms to self-organize and the marketddhe rest?

Finally, we illustrate the ten biggest labels ie fADO market by market share in 2006 (tab. 10).thdl
companies here illustrated chose a packaging df&nh8 0.75 It bottle (with the only exception aktprivate
labels and Farchioni that present a 1lt bottley] together they represent the 62.6 % of the maiket.
private labels all together sum up, as noted abtavéhe largest share of the market (35.86%). Tteep
policy is much differentiated from about 15 € fo®.&lt bottle to 4.7 € for a 1lt bottle. Looking thie single
companies they all show a quite homogeneous piteypamong their different packaging. Monini iseth
leader with 5.63% market share (in 2006), an avepge of about 13 €, three different PDOs. Sosténa,



a Spanish company, with the label Minerva holdsdbéeond place with a market share of 4.5%, and it i
similar to Monini with a price about 13 € and 3 PD@t the third place Farchioni (4.08%), a groupnir
central Italy, that presents a variety of PDOs lameer prices. At the Fourth place we find Sos Creetgain,
this time with the Carapelli label, a 2.47 % markkare, several DOs and the Toscana PGlI, and aagave
price of 12 €. Summing up, the Sos Cuetara groupleading holding the 6.95% of the Italian PDO neérk
in 2006. At the fifth, sixth and eighth places weafly find four labels from Puglia that belongs Agri
Desantis, Olearia Desantis and Olearia Clementklirfgpa share of about 2% each and summing up to
6.19%. Together they represent the 57% of the Pibgds Puglia. Their prices range from 8.4 € to 6.8n&
they sell only 0.75 It bottles. Finally, it is imgant to remark that the groups Agri Desantis andata
Desantis own other PDO labels that bring them to gp to 5.1% of the PDO market.

Table 10.First ten PDO/PGI labels by retail market shar2d66

Property label n. of Packaglr)g (It) Market PDO/PGI
references and price share
5lt/14.8 €
Private Label various - 751t/10.3€ 35.86% Several
11t/47¢€
- - S5I1t/13.6€ o Umbria, Puglia,
Monini Monini 3 751t/ 13.3 € 5.63% Sicilia
Sos Cuetara (Spain) Minerva 3 751t/13.3€  4.48%' °0SCaN3, ';3;;':'
. — 11t/11.6€ o
Farchioni Farchioni 7 51t/ 9.2 € 4.08% Several
Sos Cuetara (Spain) Carapelli 2 I51t/12.3€  T%4 Severa_lr+ L PG
oscana
Agri Desantis Agri Desantis 1 751t/ 84¢€ 2.18% Puglia
Olearia De Santis Terra di Bari 1 751t/6.9€ 12% Puglia
: S5It/135€ o .
Ind. Ali. Montalbano - 1 751t —/11.8 € 2.03% Umbria
Olearia Clemente - 2(3in2007) 751t/ 7.8€ 98 Puglia
Frantoio Ol. Bartolini - 2 751t/ 105 € 1.85% bna
Tot. - 22 62.6%

3. The case study: the “Terra di Bari” PDO olive ol

3.1 Background

Puglia is one of the Italian regions mostly chagdeed by the presence of olive: 308 thousand hexta
41 million olive trees, 225 thousand of olive gragiifarms. The regional olive oil production amoutus
187,000 tons, the 45% of the national productiarstleading the Italian scenario (AGEA, 2009). Betwe
1996 and 2004 Puglia was recognized with 5 olivé*BiOs: Dauno, Terra di Bari, Collina di BrindiSierra
d'Otranto, Terre Tarantine. The “Terra di Bari” PD®gistered in 1997 by the EU Reg. n. 2325/97¢sé
only to the PGI Toscano, is the most important bmtlguantities, by turnovers at the origin (tab) aad by
potential production. The area of productions & phovince of Bari, the most relevant olive are®uglia. It



sums 96 thousands firms, 111,000 ha of UAA and ntlea@ 16 millions of olive trees. The production is
esteemed to be 410 thousand tons of olives andot®@and tons of olive oil (AGEA, 2008).

Table 11.Production, turnover at the origin, turnover a ttomestic consumption and average prices of the 4
main Italian by certified quantities

Certified Turnover at the Average price at the
PDOs production * origin** origin***
2006 2007 2006 2007 2006 2007
PGI Toscano 3,352 2,749 36.3 33.1 10.83 12.04
Terra di Bari 1,250 1,361 4.6 4.3 3.68 3.16
Garda 228 225 3.1 2.6 13.6 11.56
Riviera Ligure 370 459 3.6 4.5 9.73 9.80
Sub-total 5,200 4,794 47.6 44.5 9.15 9.28
National total 7,782 7,237 64.7 60.5 8.31 8.36

Source: ISMEA, 2008; tons; **: millions of €; *** €/Kg.

The market of the “Terra di Bari” PDO EVOO summaulta 1,250 tons in 2006/2007. Turnover at the
domestic consumption was over 8 million € with arkeéshare up to 15 % of the national PDO marka. (t

12).

Table 12.Turnover at the domestic consumption of the m&@B (values in millions of €)

Turnover at the domestic consumption

2005 2006 2007

PDO million € % million € % million € %
Toscano 16.8 26.7 12.2 21.3 9.1 16.8
Terra di Bari 6.2 9.8 7.6 13.2 8.2 15.1
Garda 5.0 7.9 5.6 9.8 5.5 10.1
Riviera Ligure 4.6 7.3 3.8 6.6 4.8 8.8
Sub-total 32.6 51.7 29.2 50.9 27.6 50.8
Total 63.0 100.0 57.4 100.0 54.3 100.0

Source: ISMEA, 2008.

In 2006 sales of “Terra di Bari” PDO own-brand lEb& modern retailers were the 24% in volume
corresponding to 2.5 million €, for an average iicipprice of 7.74 €/It., remarkably lower than theerage
implicit price of the whole PDOs’ market (9.97 €/bur estimation using Iri-Infoscan data). Parthef “Terra
di Bari” sold in the Italian modern retailers idlainknown since it is sold as private label. Anet missing
share of the Italian market is the direct selling.

Export is a relevant market channel for the “Tafr&8ari” PDO EVOO. Although there are not official
data, our research with the stakeholders of thelgughain confirmed that foreign markets matter and
revealed that export were partially responsiblehaf increasing sells of the last years. The maieido
market is Germany and precisely two large retadin$, Lidl and Aldi, whose sells the “Terra di BaRDO
in the Middle-Northern Europe.
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3.2 The “Terra di Bari” PDO supply chain

The whole province of Bari is eligible for the “Tardi Bari” PDO but only 625 firms adhered for %73
ha and 976 thousands trees. The effective produmiag is smaller considering that only a sharehef t
production of the certified firms is finally solé DO (44% for the season 2007/2008).

The production area, as provided by the PDO préalucegulation, is divided in 3 sub-areas each ogni
a different geographic mention: “Castel del Mon{€tM from now on), “Bitonto” (BIT) and “Murgia dei
Trulli e delle Grotte” (MTG) (fig. 2). The three Istareas differ by the type of olives cultivated:r&@ma
(minimum 80%), Coratina and/or Cima di Bitonto (mimum 80%, each or in blend), Cima di Mola
(minimum 50%).

[ "'Clastel del Monte™
[ “Bitento”

[] "Murgia dei Trulli e delle Grotte™

Figure 3.“Terra di Bari” area and its 3 sub-areas

Producers who adhere to the PDO protocol are dedrdoy the Commerce, Crafts and Agriculture
Chamber of Bari (CCIAA), a public institution autiwed by the Italian Ministry for Agriculture (MiPAF).
Furthermore, the Consortium for the “Terra di B&DO is part of the supply chain. Established i@®and
recognized by the MiPAAF only in 2009 because thmber of farmers was too low, it values and preserv
the interests of the PDO and it works with stakdbd both within the supply chain and external. The
Consortium actually counts 247 firms of the 687tiied, made up of 170 farmers, 7 first cooperative
(representing 171 farmers), 29 mills, 41 packadimgs. The Consortium is also sponsored by the Roev
of Bari, the Regional Government, the Chamber oim@erce of Bari, a private bank, and several
Municipalities.

The different typologies of firms constituting tli€erra di Bari” PDO supply chain (farmers, mills,
packers and brokers) and the different levels oficad integration make the structure of the supghain
quite complex. The number of certified firms re¢ggrew (tab. 13) mainly among farmers. In the Eesison
(2008/2009), for example, the number of operatoesvdrom 579 to 687. The growth in the number ahi
brought to a larger harvest, and the quantity dfifeed olives rose from about 6 thousand tons @&2004
to 18,000 tons in 2007/2008.

Table 13.Certified firms and operators in the “Terra di B&DO supply chain

Harvesting season  Farmers Mills Packers Brokers Total
2003/2004 257 34 38 1 330
2004/2005 330 40 40 1 411
2005/2006 392 41 51 1 485
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2006/2007 432 39 49 1 521
2007/2008 484 43 51 1 579

Note: firms are classified by the main activity.
Available data allows classifying firms in two kisidspecialized firms and vertically integrated friab.
14). Considering the small dimension for the supgigin the number of processing firms is quite hagh
well as for the number of vertically integratedrfs.

Table 14.The supply chain: a detailed picture for the se&f8/2009

' Number of
Type of firm firms
Specialized firms 634
- farmers 599
- mills 13
— cooperative mills 9
— packers 12
- brokers 1
Vertically integrated firms 53
— farmers with a mill 4
- farmers with a packaging line 17
— brokers with a packaging line 2
- farmers with a mill and a packaging line 5
- mills with a packaging line 16
— cooperative mills with a packaging line 9
Total 687

Source: CCIAA of Bari.
A structural characteristic of PDO farmers is ttie average cultivated area is larger than conwveati
farmers: 9 ha as opposed to 1.15 ha. For the dpecddarmers the average area is 8 ha, but theyguto
the 88% of the whole PDO area (tab. 15).

Table 15.0live farmers, areas and number of trees (20082009

' Firms Area
Type of firm - % Ha % Average area (ha)
Farmers 599 95.8 5,057 88.2 8.44
Farmers with a mill 4 0.6 78 1.4 19.42
Farmers with a packaging line 17 2.7 369 6.4 21.72
Farmers with a mill and a packaging line5 0.8 231 4.0 46.10
Total 625 100.0 5,735 100.0 9.18

Source: CCIAA of Bari.
The largest sub areas are the CdM and the BITevthd MTG sub-area counts only one firm (tab. 16).

Table 16.0live orchards by sub-area

firms area
Sub-area n. % Ha %
Castel del Monte 233 37.3 3,172 55.3 13.61

Average area (ha)
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Bitonto 384 61.4 2,393 41.7 6.23

Murgia dei Trulli e delle Grotte 1 0.2 4 0.1 3.94
Castel del Monte-Bitonto* 7 1.1 166 2.9 23.77
Total 625 100 5,735 100 9.18

Source: CCIAA of Bari; * it refers to those firm&hvolive orchards in both the sub-areas.

The low number of firms in the MTG sub-area caralidressed to some constraints imposed by the PDO
protocol. With years the Coratina cultivar subsétlithe Cima di Mola so that it not possible toctethe
minimum threshold of 50% the area cultivated with Cima di Mola. For all three sub-areas the |gnigat
spacing and the maximum production threshold imgpdsethe protocol are not suitable with the inteasi
olive orchards. These constraints are as much gdlysis economical, since it makes not convenient to
produce PDO olives and olive oil: not counting tregtification costs, the per-unit costs are highed the
yield is lower. Recently the plant density consttdias been removed, and the modern farms will gioyb
shift to the PDO certification.

Stepping to the first transformation phase we oliséwo coordination strategies: 1) olives are dnjd
specialized farmers to cooperative or private midlbe processed in to oil; 2) olives are procesgéun the
vertical integrated farmers owing a mill. Farment wertically integrated decide to certificate thelives’
production whether or not the expected premiumepgat the harvest for the PDO olives cover at least
certification costs, or because of informal agresnveth mills that accept to pay for the certificat costs.
Some farmers own a packaging line so that theygayill to process the olives and then they bottle i
privately. Others are completely vertically inteigdy so that they can process and bottle their @ilviBy the
PDO Production Regulation the olives have to begsesed within the sub-area, not later than 2 days the
harvest, and only by mechanical and physical methéde PDO supply chain counts 56 mills (38 privag
cooperative) mainly in the CdM sub-area (30) ardBHT sub-area(24); only 2 are located MTG.

The first processing firms collect the certified\est, generally by informal agreements with fasnand
then they sell the olive oil in bulk to traders gratkaging firms. Among the 56 mills 21 have a paokg
line. All the cooperative mills included those wimuld bottle the end-product (9) sell in bulk.

In the last harvesting seasons the PDO EVOO soklilik more than tripled reaching the 3.3 thousand
tons (tab. 17).

From 2002 to 2006 the “Terra di Bari” bulk quotasorose from 3.1 €/Kg to 4.05 €/Kg corresponding to
premium price, calculated respect to the conveati@vOO, ranging from 10 % to 15 %. On the othelesi
compared to the other Italian DOs the “Terra diiBarice is lower by the 39% to the 55% on average.

The olive oil produced is sold in bulk and laterpacked by firms specialized in packaging activity.
Differently by the first processing phase, the @aykg can be placed in the entire DO area, regssdie
DO sub-area mention. The packaging certified fiares 61 all located in the CdM sub-area; 12 of tlem
specialized, 49 vertically integrated, and 30 estnlatter own a mill.

The share of packed PDO olive oil, although stitiai rose from 21.7% in 2003/2004 to 54.3% in
2005/20086, but in the last two seasons it sliglalyered (tab. 17). The remaining share of certifieitk olive
oil is sold as conventional due to low quality ardrket” reasons.

Table 17.Trends for “Terra di Bari” PDO EVOO in bulk and pad (volumes)

Season Bulk oil (tons) Packed oil (tons) Packed Billk oil (%)
2003/2004 1,140 247 21.7
2004/2005 1,746 942 54.0
2005/2006 1,911 1,037 54.3
2006/2007 2,327 1,250 53.7
2007/2008 3,377 1,361 40.3
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3.3 Chain value analysis of firm’s strategies with supply chain

The ongoing analysis showed as there are two mads lof organizations within the “Terra di Bari”
supply chain: specialized firms and vertically greted firms that internalize one or more producttages.

In both cases the packaging stage is centric withénvalue generation process and in the valuelision
along the supply chain. To evaluate the competisivategies of firms that pack olive oil would letda
deeper knowledge about the ability of the PDO |abglenerate value and its distribution.

The value chain model introduced by Porter in 198ws to reach this goal by designing a firm’
structure as a set of processes or activities. gosinit allows to distinguish two main categorieattgenerate
the value: value generating activities and the imarghe former area includes those physical and
technological activities directly implemented b tlirm. The latter is the difference between vedud costs
paid for the value generation activities. These iaréurn divided in two typologies, primary and popt
activities. The primary activities are those usedreate the product, to sell it and for the lagisthe support
activities sustain the primary activities by prawgl production inputs, technologies, human resajreed
other functions. The infrastructural activities, e other side, are not included in any primanyay, but
support the whole structure of the production pssdsupply chain. A fundamental stage of the vahain
analysis consists in identifying the value generafictivities and in observing their interactioorganization
so to discover where the value is created. We ftmre on how these activities generate value arat wh
generate costs (tab. 18).

Value is used instead of costs to detect a firnompetitive position since firms generally increase
deliberately costs to obtain a higher price throddterentiation, as it happens for PDO olive oils.

A firm’s value chain is embedded in a larger flofaagtivities, the so called value system. This eysis
made up of the value chains of all the firms of sheply chain (eg. producers, providers, distrijtand of
the clients as well. Finally, the strategic costalgsis is necessary to define the firm's compatifidvantage
(cost leadership, differentiation, both).

Table 18.Activities and costs for the value chain of PDO EYO

Primary activities Support activities Infrastruabactivities
Operative activities Procurement Administration - Direction -
Upkeep Depreciation Planning
Energy PDO olive oil
Labor Bottles
Outbound logistic Crew and seal
Stocking costs Labels
Transportation costs Packaging
Marketing and sales Technology development
Advertising R&D
Promotion Certification
Brokerage Insurance

Quality control

We build here the value chain of the two represamdirms of the supply chain for the packaginggs:
a specialized packaging firm and a vertically in&tgd firm. Data were collected by direct interview

The first firm represents the final stage of a ohaf firms coordinated through the market. Its main
business activities are stocking and packaging. piige paid to buy the olive oil bought in bulk fino
cooperative and private mills varies from yearéaryand it costs 8-10% more than the conventidiha oil.

The firm works both with bulk and packed PDO EVOfddts strategy focused towards serving the
private labelsof German market. The value chain is therefordt far this specific kind of product and
market channel, even if this firm also sells dieotthe national market.

The second firm produces fully vertically integihtdt produces olives, it processes them and dllfjin
bottles the oil. The firm, in fact, owns 40 ha eftified olive orchards, a mill and a packagingliMoreover,
the firm buys PDO olives from other farms, andridquces also conventional and organic olive oiscAthis
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firm sells the largest share (70%) in bulk. Thetledt PDO oil is sold with own label (33%) and faher
industrial labels (67%). Both the firms belonghe €€dM sub-area, thus producing the same PDO EVOO.

By comparing the two value chains the two firmdetiby the costs- structure of both the primary trel
support activities, by the final price of the pratby the margins, and by the distribution-s mangab. 19
and tab. 20).

Table 19.The value chains for the two sampled firms of “&edli Bari” PDO (values calculated referring to

2007/2008)
Specialized firm Vertically integrated firm

€/Kg % €/Kg %
PRIMARY ACTIVITIES: 0.2619 6.65 0.5400 11.62
Operative activities 0.0729 1.85 0.2650 5.70
Upkeep 0.0029 0.07 0.0150 0.32
Energy 0.0500 1.27 0.0300 0.65
Labor 0.0200 0.51 0.2200 4.74
Outbound logistic 0.0190 0.48 0.2000 4.30
Stocking costs 0.0060 0.15 0.0200 0.43
Transportation costs 0.0130 0.33 0.1800 3.87
Marketing and sells 0.1700 4.31 0.0750 1.61
Advertising 0.0010 0.03 0.0510 1.10
Promotion 0.0010 0.03 0.0240 0.52
Brokerage 0.1680 4.26 0.0000 0.00
SUPPORT ACTIVITIES: 3.6794 93.35 4.1058 88.38
Supply 3.6304 92.11 3.8458 82.78
Upkeep 0.0100 0.25 0.0030 0.06
PDO oil* 3.1144 79.02 2.7880 60.01
Bottle 0.3000 7.61 0.3600 7.75
Crew and seal 0.0400 1.01 0.0456 0.98
Labels 0.0300 0.76 0.0720 1.55
Packaging 0.0500 1.27 0.1200 2.58
Other costs* 0.0860 2.18 0.0468 1.01
Development and tech. 0.0430 1.09 0.1600 3.44
R&D 0.0070 0.18 0.0100 0.22
Certification costs 0.0120 0.30 0.1300 2.80
Insurance 0.0010 0.03 0.0000 0.00
Quality control 0.0230 0.58 0.0200 0.43
Infrastructural activities 0.0060 0.15 0.1000 2.15
Adm. - Direction — Planning. 0.0060 0.15 0.1000 2.15
Total costs 3.9413 100 4.6458 100

* For the PDO EVOO costs we used the market pocetfe specialized firm and the production costslfe
vertical integrated firm.

15



The incidence of costs for the primary activitisshigher for the integrated firm, due mainly to the
operational activities (especially labor costs) #rel outgoing logistic. On the other side, the sdized firm
presents a cost advantage on the marketing arsissad.

Among the support activities the PDO supply (inkbubk the “heaviest” support activity for both the
firms. While the specialized firm buys olive oil tire market (per unit cost 3.11 €/Kg), for the gntged firm
olive oil is an internal cost remarkably lower @.€/Kg). In absolute values the support activittests are
higher for the integrated firm. Excluding costs @ive oil, in fact, all the single support acties costs are
lower in the specialized firm.

Differences among the two entrepreneurial strategiaerge also considering the end-product pricds an
margins (tab. 20). The integrated firm has a mdfieient differentiation strategy, as the highelisg price
and margins show.

The distribution margins, instead, are higher ttranfirm’s margin in both cases but more for thestno
differentiated product.

Table 20.Costs and margin at both firm and distribution leve

Specialized firm Integrated firm
€/Kg % €/Kg %
Total costs 3.9413 63.06 4.6458 35.74
Firm margin 0.2587 414 2.5542 19.65
Firm price 4.2000 67.20 7.2000 55.38
Distribution margin* 2.0500 32.80 5.8000 44.62
Retail price 6.2500 100.00 13.0000 100.00

* Distribution margins are calculated as the diféeice between the retail price and the firm pricsumning
the distribution costs being equal to zero.

4. Concluding remarks

The analysis allowed to evaluate and investigatentrket placement of the “Terra di Bari” PDO among
the Iltalian PDO EVOOs. The supply chain analysiswstd the structure and the organization of the
production. Results from the value chain analysigwe representative firms shed a light on the galu
generation process and value distribution amongliffierent kind of firms.

The retail market analysis showed that the PDOeniolarket is dominated by the private labels andesom
few labels. Most of them belong to big industriabgps both Italian and Spanish; among the firstiabels
by market share, four are from Puglia, three ofrttege “Terra di Bari” PDOs. The PDO labels, groupgd
region, show different market policies. PDOs froogka bet on large quantities and fair prices, vetbuite
large variation in prices. The “Terra di Bari” PCEYOO is mostly sold in the foreign market by modern
retailers under private labels and in the domdatige retail chains under both own-brand labels @unhte
labels.

As for the ability to generate value, the “TerraBdiri” label behaves differently depending on thenf
typology and the structure of the supply chain. thermarket driven configuration the value is qlit® and
it belongs to those firms that bottle olive oil aadretailers. The vertically integrated firms thatlude both
the olive production and the first and/or secormhéformation stage are able to generate a highee zad
margin. These firms represent a small share ofithrepopulation. Most of the firms, in fact, belomng the
agricultural stage of the supply chain (olive omtisd and the benefits they earn by the PDO ceatifio are
quite small: although the PDO product is better katable than the undifferentiated product, premium
price for the PDO olives is just slightly higher tharethindifferentiated product. As for the mills, if
specialized, they generate a lower value compardiet firms in the next stages of the supply clibottling
firms, distributors).
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The results seem to suggest that for a more eculaé \distribution along the supply chain it coulel b
possible to intervene on the supply chain orgaimmatFarmers, in fact, did not benefit of the dethan
expansion in the last year for the “Terra di B&DO EVOOs. Only the last stages of the supply chaire
able to compete acquiring larger shares of valueraargins. Among the possible interventions, faregle,
it could be necessary to invest in improving hamizb and vertical coordination strategies for colfitrg
excess supply and coordinate marketing stratediesther possibility could be to enhance the “Tedia
Bari” PDO Consortium in its institutional activiieand, above all, investing in promotion and adggsil here
is also the need to find new market opportunitesiévelop own-brand strategies, investing in manket
product valorization and placement. Investing inrpoting the realization of short supply chain sceem
could be another feasible intervention.

Finally further researches should try to assessarésms to provide farmers with a larger shareahde.
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