— The European Proceedings of
__F’ Social and Behavioural Sciences
European Proceedings EpSBS

www.europeanproceedings.com e-ISSN: 2357-1330

DOI: 10.15405/epsbs.2020.10.05.8

SCTMG 2020
International Scientific Conference «Social and Cultural Transformations in the
Context of Modern Globalism»

AN EMPIRICAL STUDY OF THE ORGANIC PRODUCTS
REGIONAL MARKET: METHODOLOGY AND RESULTS

Lyudmila Alexandrovna Alexandrova (a)*, Elena Vasilievna Vasilieva (b),
Irina Nikolaevna Merkulova (c)
*Corresponding author

(a) Saratov State Agrarian University named after N.I. Vavilov, 1, Theater Square, Saratov, Russia
teacheralexandrova@yandex.ru
(b) Saratov State Agrarian University named after N.I. Vavilov, 1, Theater Square, Saratov, Russia
vasilievaev2574@yandex.ru
(c) Saratov State Agrarian University named after N.I. Vavilov, 1, Theater Square, Saratov, Russia
merkulovain@sgau.ru

Abstract

The aim of the article was to develop and test a methodological approach to assessing the development
potential of the market for organic products and its competitive advantages in the global space using the
example of Saratov region. The developed methodological approach is based on the allocation of
agricultural, environmental, market and managerial components of potential, the calculation of private
indicators based on indices and an integrated indicator using importance weights. The study used a set of
methods, including statistical processing and analysis of data, sociological methods of survey and
interviews, expert estimates. Testing the methodological approach on the materials of Saratov region led
to the conclusion that there is a sufficiently high potential for the development of organic agriculture in
the region, which can become a supplier of organic food to both domestic and foreign markets, including
chickpeas, winter rye and wheat, spring durum wheat varieties, barley, millet, safflower, sunflower, lamb.
The authors propose a cluster model for the development of organic agriculture, which focuses on small
and medium-sized businesses, the lack of narrow specialization and the construction of closed product
chains from the production of innovations to the processing of agricultural organic products. The article
substantiates that the realization of the region potential requires comprehensive measures within the
framework of a special state or regional program, including mandatory measures to create a logistics and
commodity distribution infrastructure for the organic market in the region, increased hectare subsidies,
soft loans, compensation for certification and training costs.
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1. Introduction

Many experts argue that Russia has a great potential for organic farming and can become a
competitive supplier of organic food on the global markets. The Ministry of Agriculture of the Russian
Federation confirmed the statement about the realistic occupation of the country in the future by the share
of the organic world market of 10-15 %. A scientific study of the development potential of organic

agriculture and the development of an appropriate mechanism for its implementation are necessary.

2. Problem Statement

The development of scientifically based approaches to the development of organic agriculture in
Russia requires a reliable assessment of the level, competitiveness and potential of production of organic
products, which in the absence of statistical information is a non-trivial task. Currently, in Russia there
are only a few examples of studies of the organic market in individual regions or in the country
(Arkhipova et al., 2016; Kharitonov, 2014; Peshkova, 2012), performed by various methods.

3. Research Questions

1. What are the prospects for the development of the Russian market of organic products in a
territorial context?

2. What are the barriers and incentives for the development of the organic market?

3. What are the necessary conditions and factors for the development of the market for organic

products?

4. Purpose of the Study

The aim of the article was to develop and test a methodological approach to assessing the
development potential of the market for organic products and its competitive advantages in the global

space using the example of Saratov region.

5. Research Methods

When studying the objectives, a set of methods was used, including statistical methods for
processing and analyzing data, sociological methods with the collection of primary empirical information
based on a survey and interviews, and a method of expert assessments (involving specialists in the field of

organic agriculture in the assessment).

6. Findings

The organic market is a high-margin fast-growing segment of the global food market (Willer &
Lernoud, 2018). However, in Russia it is currently at the genesis stage. There are only 55 certified
producers of organic agricultural products, 35 certified processing enterprises and 9 companies in the

country exporters (Bernet et al., 2018; Mironenko, 2017). The spatial dimensions of the country cause
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significant differences in the level of its development in different regions, among which we can
distinguish regions — consumers and regions — organic producers. In spite of general macroeconomic and
political factors, there is a strong territorial differentiation and features of the functioning of the organic
market.

A study of the existing and applied methods in Russia showed that most of them are based on the
use of indirect statistical indicators and the construction of integral indices of the potential level on their
basis (Egorov, 2011). The main differences are in the set of indicators used and how to weigh them. The
author’s methodological approach to assessing the potential and competitive advantages of organic
farming in the region (Figure 01) is also based on the resource paradigm of economic potential as a
combination of available resources.

The potential of organic farming

{ } | |

(Agricultural \ fEnvironmemal PotentQ (Market Potential: \ ﬁ/lanagement CapaCitym
potential: Indicators: Indicators:
Indicators: -Industrial Cleanliness - Per capita income Indicators:
-Volume of gross Index - Average per capita -Existence of regional
agricultural output -Volume of fertilizer food costs legislation in the field
- Growth rates of application - Ginny coefficient of organic farming
gross agricultural -Volume of use of - Specific population
output pesticides for fair poverty - Level of state support
J -Sizes of unused for producers
arable land

. AN '\ J

igh

1. Calculation of indices of potential indicators as a ratio of regional significance to the average Russian level.
2. Constructing private ratings of regions by potential elements.
3. Aggregation of private ratings into an integrated rating.

— L

SWOT analysis of strengths and weaknesses, opportunities and threats to the development
of organic agriculture in the region.
- the formation of a pool of experts and a sample of respondents for the survey
- development of interview scripts and questionnaires
- conducting interviews and interviews
- Comparison and coordination of expert assessments

Figure 01. A methodological approach to assessing the potential and competitive advantages of
organic farming in the region

The authors identify 4 main components in the potential for the development of organic agriculture
and use an expanded set of indicators compared to other methods. A feature of the methodological
approach is the allocation of managerial potential as a necessary mechanism that drives other resource
components. The developed methodology for assessing the potential includes calculating the values of

private indicators based on indices and comparing with the national level, weighing private indicators into
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group and integral indicators using importance weights. This approach allows to build regional ratings,
the analysis of which allows you to determine the competitive advantages of a region. Using the
methodology of strategic SWOT-analysis allows us to justify possible development scenarios and
recommendations on organizational and financial measures of state support for production and promotion
of regional organic products on global food markets.

Testing the methodology on the materials of Saratov region showed an average potential level
compared to the Russian level (table 1). The region has a high agricultural and rather high ecological, but

very low market and management potential.

Table 01. Comparative assessment of the potential of organic agriculture in the Saratov region

. The average value of|Capacity
Indicator value - . .
the indicator in Russia |assessment
Agricultural potential 4,5 3,3 High
Environmental potential 4,1 5 Average
Market potential 1,8 4,3 Low
Management capacity 1,3 3,75 Low

Unfortunately, the potential demand for organic products within the region is small due to low
incomes and cash expenditures on food consumption, a small specific rich. The distribution channels are
also underdeveloped; online stores of farming communities are mainly used. The low level of state
support and the absence of special regional legislation, market mechanisms for promoting products result
in a low level of managerial potential.

A sufficiently high ecological potential is associated with the fact that in agricultural organizations
7 times fewer mineral fertilizers and herbicides are applied. In addition, in the region there are more than
500 thousand hectares of unused arable land (deposits). Of the total area of unused land, about
300 thousand hectares are suitable for putting into circulation, the rest are unproductive.

A survey of the region’s population revealed that a quarter of the population of the Saratov region
is active in purchasing organic products (24.4 %), 46.3 % buy organic goods on occasion, only 2.4 % of
the population think about switching to organic products, 9.8 % of the respondents grow their products in
subsidiary plots and does not plan to switch to organic. The most significant characteristics when buying
food for consumers are price and discounts. The most active buyers of certain types of organic products
have a share of food costs of up to 30 % and spend from 15 to 30 % of the total volume of food purchases
on the purchase of eco-goods.

A survey of the leaders of agricultural organizations showed the willingness (under certain
conditions) of regional producers has switched to organic technologies. Only a small part of respondents
(less than 10 %) replied that they did not produce and did not plan to produce organic products in the next
3 years. The survey also confirmed the hypothesis that there is an implicit (i.e. non-certified) or close to
organic production of agricultural products in the region that is sold together with the traditional one at
the same prices and distribution channels. When answering the question “Does your company have land
on which no fertilizers, pesticides, herbicides, plant growth regulators, GMOs have been used for

3 years?” Almost 60 % of respondents answered in the affirmative.
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In this case, two persistent trends emerged:
e the presence and size of the "organic" wedge is significantly higher in small farms, there is an
inverse relationship between the size of the arable land and the share of the "organic" wedge;
o the presence and size of the "organic" wedge is significantly higher in the VVolga region, where
the return on the use of mineral fertilizers and other chemical components of intensive
production due to the risks of climatic conditions can be very low and therefore extensive

agriculture is more common.

The development of organic agriculture is facing high objective barriers. The survey showed that
the most significant constraints are the absence of breakeven guarantee (54.8 % of respondents included
this factor among the 3 key), the lack of experience in using organic technologies (45.2 % of
respondents), and the lack of state support for organics (35.5 %), high production costs (32.3 % of
respondents) and low market demand (32.3 % of respondents). In addition to these barriers, the negative
role is played by high economic risks, the uncertainty of the economic situation in the country, and large
initial investments.

During the interview, most experts emphasized that organic agriculture cannot be mass, only a
partial transition to this technology is possible, since there are problems with pest control that cannot be
solved by organic technologies. As a result, there will be a decrease in agricultural production, which will
undermine Russia's food security and weaken its position in the world market as the main supplier of
grain. In addition, in the absence of stable domestic demand for organic products, established sales
channels, it is advisable to engage in the production of organic products as part of export abroad, that is,
in limited quantities. Nevertheless, organic products can diversify the region export structure and
significantly increase its profitability (Gorbunov et al., 2018; Kuznetsov et al., 2018).

The results of the author’s study of the competitiveness of the domestic market for organic
products in Saratov region allow us to highlight the following characteristics:

e price for organic products (cereals, legumes) varies between 150-300 % of the price level for

traditional products;

e when switching to organic technology, crop yield is reduced by an average of 15-30 %;

o the potential market capacity of organic products in Saratov region is approximately 12.5
billion rubles (10% of the total agricultural production);

o agricultural producers are not ready for a complete transition to organic farming, considering it
appropriate to produce only 10-30 % of the total volume of agricultural production using
organic technologies;

o the lack of formed market demand and established sales channels for organic products is one of
the main barriers to the development of organic agriculture. Domestic demand for organic
products is very low, so it is advisable to engage in the production of organic products subject
to export abroad,;

o the structure of the organic segment will repeat the structure of traditional production, while
the product specialization of the region will continue. So, in the first place, organic production

will be developed of such regions that are most suitable for the climatic conditions of the
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region and profitable crops as chickpeas, winter rye and wheat, durum spring wheat, barley,
millet, safflower, and sunflower. The potential volume of production of organic grain and
leguminous crops in Saratov Region may amount to 774.4 thousand tons, sunflower — 440
thousand tons. A promising area of organic agriculture may be the production of lamb in the
Volga region;

o Potential markets for the export of Saratov organic products: EU, USA, Japan, China, countries
of Southeast Asia, Africa, the Persian Gulf. The main competitors in the Western European
market are Ukrainian and Kazakh producers. Despite the similarity of many institutional
conditions (Bernet et al., 2018), Ukraine has achieved the greatest success in the development

of organic agriculture among the countries of the post-Soviet space.

Of the variety of organic farming functioning models for Saratov region, the most appropriate is
the cluster model, which assumes orientation to small and medium-sized businesses, the lack of narrow
specialization and the construction of closed product chains from the production of innovations to the
processing of agricultural organic products. The region has all the prerequisites for choosing this
development model. This cluster spills off from the developed agricultural and biotechnological clusters
existing in the region and creates “cross-cutting”, cross-industry competencies. The formation of an
organic cluster should occur in stages. At the first stage, it is necessary to create an institutional
environment (including the legal field) and only then the implementation of innovative projects. The
gradualness should also be manifested in the observance of the continuity of technology, the gradual
biologization of agricultural production from the production of products with improved environmental
characteristics to environmentally friendly, that is organic.

At this stage, to further develop the organic food market and increase the competitiveness of the
region, it is necessary to implement a set of measures:

e to create a regulatory framework based on international recommendations and Russian

legislation;

e to develop the infrastructure for certification, control and labeling of organic products in

accordance with market requirements;
¢ on the formation of a "green" image of the region, the creation of the organic brand "Saratov
Wheat";

e to popularize organic production among producers;

e to create a system to provide industry enterprises with the results of scientific research of
Kazakhstan and foreign markets, to develop educational programs and to educate both state

bodies and public organizations.

The conclusion about the need for state support of the industry actualizes the choice of its most
effective tools. What awaits agribusiness from the state and regional authorities? More than half of
managers find it necessary to increase unrelated hectare subsidies for organic producers. The scatter of
the proposed values of the number of subsidies varies significantly (from 1000 rubles / ha to 5000 rubles /

ha), but on average exceeds the existing level by 1.5-2 times. The second most popular and sought-after
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tool may be the provision of equipment on lease at reduced rates (more than 40 % of respondents).
Practically, it is not inferior to its with special concessional long-term lending on a competitive basis at an
annual percentage of 4 to 9 % (Figure 02). These support tools are well known to agricultural producers
and correspond to the general policy of supporting the industry at the federal level. However, in addition
to them, specific measures to compensate for the costs (from 20 to 100 %) for certification and control
measures (noted by 26 % of respondents), capital costs during construction, as well as subsidies for the
purchase of equipment, are significant measures that reduce the barriers to the development of the
industry ( 23 % of respondents), the costs of using organic fertilizers and plant protection products and

compensation payments for improving the agro-ecological situation (16 % of respondents).

Unrelated hectare subsidies to organic producers | R 51,6
Leasing equipment at reduced rates | R 21,0
Special concessional loans on a competitive basis | EGGcNGEGEGEGEGEE 33,7
Giving organic producers priority status for state support [ RGN 29,0
A special state program for the creation of a logistics and I 2SS

commodity distribution infrastructure market for organic ...

Reimbursement of certification and control costs [ AN 25,3
Compensation of capital costs during construction, as well N 22 ¢
as subsidies for the purchase of equipment ’

Partial cost recovery for the use of organic fertilizers and TR
plant protection products ’

Compensation payments for improving the agro-ecological N 1,1
situation ’

Support for the creation of consumer agricultural B 129
’

cooperatives implementing ...
Providing cooperatives of organic agricultural producers . 129
with preferential trading places on ... !

State pre-order | N 9,7

Partial cost recovery during the transitional transition period | Il 9,7
Preferences for competitive public procurement of organic
agricultural products for ... I o’

Compensation for participation in organic agriculture
training programs I .’

Information and marketing support and promotion of
organic products and producers N 65
Productivity Loss Compensation [l 3,2
The withdrawal of biological plant protection products from R
pesticides and agrochemicals ’

Compensation to agricultural producers for visiting R
international exhibitions ’

Harmonization of national and international standards for

organic products 0,0

0,0 10,0 20,0 30,0 40,0 50,0

Figure 02. Distribution of respondents' answers to the question “What measures of state support could
help create an industry?” (in percent)
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The absence of a guarantee of break-even sales of organic products (barrier No. 1) requires the
construction of a special logistics supply chain and the development of specific sales channels.
Obviously, they will vary significantly depending on the product, orientation to the domestic or export
market, scale of batches, level of readiness, etc. Nevertheless, the most preferred distribution channels
from the point of view of agricultural producers can be identified. According to the results of the survey,
these include supplies to processing enterprises (45.2 % of respondents), wholesale intermediaries
(25.8 % of respondents), tenders for government procurement and agricultural fairs (19.4 % of
respondents). The most important are the answers of respondents who already have practical experience
in the organic market. As the survey showed, pre-ordering is most convenient and convenient for them,
when all products (with clear volumes and quality requirements) are manufactured by order of customers,
whether private or public.

During the interview, experts repeatedly emphasized the need for comprehensive measures within
the framework of a special state or a regional program that includes mandatory measures to create

logistics and distribution infrastructure for organic products in the region (26 % of respondents).

7. Conclusion

The results of the study allow us to draw the following conclusions:

e organic agriculture of Saratov region has a high potential, the region can become a supplier of
organic food to both domestic and foreign markets;

e the development of organic agriculture is faced with high objective barriers, the most
significant constraining factors are the lack of formed domestic market demand and established
sales channels, non-guaranteed break-even sales;

o for the region, the cluster model is most appropriate, assuming orientation to small and
medium-sized businesses, lack of narrow specialization and building closed food chains from
production of innovations to processing of agricultural organic products;

e comprehensive measures are needed within the framework of a special state or regional
program, including mandatory measures to create a logistics and commodity distribution
infrastructure for the organic products market in the region, increased hectare subsidies,
concessional lending, compensation for certification and training costs, granting organic

producers special status, etc.
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