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The e-Business W@tch

The European Commission, Enterprise & Industry Directorate General, launched the e-Business W@tch to
monitor the growing maturity of electronic business across different sectors of the economy in the enlarged
European Union, EEA and Accession countries. Since January 2002 the e-Business W@tch has analysed e-
business developments and impacts in manufacturing, financial and service sectors. Results are available on the
internet and can be accessed or ordered via the Europa server or directly at the e Business W@tch website
(www.europa.eu.int/comm/enterprise/ict/policy/watch/index.htm or www.ebusiness-watch.org).

This report is the second Sector Impact Study on electronic business in the food published by the e-Business
W@tch in the 2005 period. It presents the results of the e-Business Survey 2005. More than 5200 companies
from seven EU countries were interviewed about their use of ICT and e-business in early 2005. The results offer a
comprehensive overview of the current state of e-business activity in the sector. This quantitative report is
complementary to the earlier study (July 2005), which features a qualitative assessment of current developments
and cases of e-business activity in individual enterprises.
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warranty of any kind. Results from this report should only be used as guidelines as part of an overall strategy. For
detailed advice on corporate planning, business processes and management, technology integration and legal or
tax issues, the services of a professional should be obtained.
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Introduction to the e-Business W@tch

e-Business W@tch - observatory and intermediary since late 2001

The European Commission’s e-Business W@tch monitors the adoption, development and impact of
electronic business practices in different sectors of the economy in the enlarged European Union. The
background of this initiative was the eEurope 2002 Action Plan, which provided the basis for targeted
actions to stimulate the use of the Internet for accelerating e-commerce, acknowledging that
"electronic commerce is already developing dynamically in inter-business trading” and that "it is
important for SMEs not to be left behind in this process." The eEurope 2005 Action Plan confirmed
and built further upon these objectives with Action 3.1.2 "A dynamic e-business environment", which
defined the goal "to promote take-up of e-business with the aim of increasing the competitiveness of
European enterprises and raising productivity and growth through investment in information and
communication technologies, human resources (notably e-skills) and new business models".

It is against this background that the European Commission, Enterprise Directorate General, launched
the e-Business W@tch in late 2001. The objective of this initiative is to provide sectoral analysis based
on empirical research, including representative enterprise surveys in countries of the European Union,
the EEA and Accession States, with special emphasis on the implications for small and medium-sized
enterprises (SMEs).

Since its launch, the e-Business W@tch has published more than 60 e-Business Sector Studies on 17
different sectors of the European economy, three comprehensive synthesis reports about the status of
electronic business in the European Union, three statistical pocketbooks and various other resources
(newsletters, special issue reports, etc). These are all available on the website at www.ebusiness-
watch.org (‘resources’).

The quantitative analysis about the diffusion of ICT and e-business is based to a large extent on
regular representative surveys among decision-makers in European enterprises. The e-Business
Survey 2005 covers more than 5000 enterprises from 10 different sectors across 7 EU member states.
In addition, more than 70 case studies on e-business activity in enterprises from all EU, EEA and
Accession countries are carried out, to complement the statistical picture by a more detailed analysis
of current e-business practices.

Survey results of the previous years have confirmed the initial assumption and rationale of the e-
Business W@tch that the sector in which a firm operates and the size of a company, rather than its
location, are the main determinants of its e-business activity. The large demand for the various
publications and statistics provided by the e-Business W@tch, and their exploitation by other research
institutions (for example, in the EITO Yearbook 2003 and in the OECD Information Technology
Outlook 2004), document the demand for sectoral e-business analysis. Facilitated by positive
responses and the growing interest in its analysis, the e-Business W@tch is increasingly developing
from an observatory into a think-tank and intermediary, stimulating the debate about the economic and
policy implications of e-business among stakeholders at an international level.

The wide-angle perspective: e-Business W@tch provides the "big picture™ as a
basis for further research

The mission of the e-Business W@tch is to present a "wide-angle" perspective on e-business
developments and practices in the sectors covered. This has important implications regarding the level
of detail in which various issues can be explored, both in terms of the quantitative picture (survey) and
in terms of the qualitative assessment and background research.

Over the past 10 years, "electronic business" has increased from a very specific to a very broad topic
to be studied. The OECD proposes a definition of e-business as "automated business processes (both
intra-and inter-firm) over computer mediated networks". This definition is useful as it makes clear that
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e-business is more than e-commerce (which focuses on commercial transactions between companies
and their customers, be it consumers or other companies) and that e-business includes internal
processes within the company as well as processes between companies. Furthermore, the OECD
definition implicitly indicates that the focus and main objective of electronic business is to be found in
business process automation and integration, and the impacts thereof.

This implies that the potential scope for e-business analyses has also broadened. The measurement
of e-commerce transactions (the volume of goods and services traded online) can and should be
complemented by studies analysing the degree to which business processes, including intra-firm
processes, are electronically linked to each other and have become digitally integrated. Hence, it
becomes practically impossible to cover in depth all areas and facets of e-business in one study.
Thus, study scope needs to be carefully defined.

The e-Business W@tch Sector Studies apply a wide-angle perspective and zoom into selected
aspects of electronic business only. In general, studies with a wide-angle approach allow for a wider
range of issues to be covered and investigated at the same time. This, however, necessarily limits the
level of detail in which each single issue is explored. This must be considered when using the Sector
Studies prepared by the e-Business W@tch.

The role of economic analysis in the Sector Reports

In addition to the analysis of e-business developments, the e-Business W@tch Sector Studies also
provide some background information on the respective sector. Following the configuration of the
sector (on the basis of NACE Rev. 1.1 classification) at the introduction of each study, this overview
includes some basic industry statistics, as well as information about the latest trends and challenges
concerning the specific sector. Readers should not mistake this background information, however, as
the main topic of analysis. An e-Business W@tch "sector report” is not a piece of economic research
on the sector itself, but a study focusing on the use of ICT and e-business in that particular sector.
The introduction to the sector is neither intended to be, nor could it be a substitute for more detailed
and specific industrial analysis.

The data presented in each sector’'s overview are mainly derived from official statistics prepared by
Eurostat, but are processed and refined by DIW Berlin. The purpose is to close the many gaps that
occur in the official statistics, with missing data being imputed on the basis of extrapolations and own
calculations.

The mission of the e-Business W@tch is to monitor, analyse and compare the
development of e-business in different sectors of the European economy — not the
sectors themselves.

Its objective is to provide reliable results, based on commonly accepted methodologies,
which are not readily available from other sources and would trigger the interest of policy-
makers, researchers, and other e-business stakeholders for more in depth analyses (or
statistical surveys).

The e-Business W@tch has adopted a “wide-angle” perspective in its approach and the
necessary trade-offs are transparently depicted in all its deliverables.

The definition of sectors and the adequate level of aggregation

Economic sectors constitute the main level of analysis for e-Business W@tch. In 2005, the sample
consists of ten sectors. Their configuration and definition are based on the NACE Rev. 1.1
classification of business activities.

The rather broad aggregation of different business activities into sectors in 2002-2004 made it
possible to cover a broad spectrum of the economy, but also caused some challenges for the analysis
of e-business developments. For instance, it was hardly possible to focus on individual sub-sectors in
much detail within a single sector report. The selection and definition of sectors proposed for 2005
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reflect these concerns. Six out of the ten sectors proposed are sub-sectors that were part of
(aggregated) sectors analysed in 2002-2004. The rationale for "zooming in" on former sub-sectors is
that the broad picture for the whole sector is now available from previous sector studies, and that this
seems to be the right time within the prospective life-cycle of the e-Business W@tch to focus the
analysis on more specific business activities.

The 10 sectors covered in 2005 were selected on the basis of the following considerations:

The current dynamics of electronic business in the sector and the impact of ICT and electronic
business, as derived from earlier e-Business W@tch sector studies.

Interest articulated by the industry in previous years on studies of this type.
Policy relevance of the sector from the perspective of DG Enterprise & Industry.

Roll-out strategy of 2003: New sectors (not covered in 2002/03 and/or 2003/04) have been
added, as well as specific industries which have only been covered as part of a larger sector in
the past

In 2005, the e-Business W@tch will also deliver four cross-sector studies. These Special Reports will
focus on a particular e-business topic of interest across different sectors rather than on a single sector.

The 10 sectors and 4 topics analysed in 2005

The 10 sectors which are being monitored and studied in 2004/05 include seven manufacturing,
construction and two service sectors. Four of these sectors (namely food and beverages, textile,
machinery and equipment and tourism) were also covered in the previous years of implementation,
while the other six were covered as part of (aggregated) sectors analysed during 2002-2004.

Exhibit: Sectors and topics covered by e-Business W@tch in 2005

Sector Studies NACE Rev. 1 Publication date(s) *
1 | Food and beverages 15 July 2005 Sep. 2005
2 | Textile industry 17,18 July 2005
3 Publishing and printing 22 July 2005 Sep. 2005
4  Pharmaceutical industry 24.4 July 2005 Sep. 2005
5  Machinery and equipment 29 July 2005 Sep. 2005
6 | Automotive industry 34 July 2005
7 : Aerospace 35.3 Sep. 2005
8  Construction 45 July 2005 Sep. 2005
9 Tourism 55, 62.1+3, 92.3+5 Sep. 2005
10 | IT services 72 July 2005 Sep. 2005
Special Topic Reports
A ?oﬁizgfdggi%ntgctlig; Indicators: Definitions, July 2005
B gzngci)epvr\;emsof International e-Business July 2005
C i e-Business Standards and Interoperability Sep. 2005
Issues
D | ICT Security and Electronic Payments Sep. 2005

* There will be 1 report (in 2005) on 4 of the 10 sectors, and 2 reports on the other six.
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Executive Summary

Sector Definition

The NACE Rev.1.1 classification® of business activities specifies the "manufacture of food
products and beverages" (DA 15). This industry is subdivided into nine groups including
meat, fish, fruit and vegetables, fats, dairy products, grain mill and starch product and
beverages and, lastly, a group for animal feed. The food and beverages (F&B) industry, as
defined for the e-Business W@tch purposes, comprises all these activities.

ICT and E-Business Activity in 2005

The survey confirmed the polarisation between large and small and medium enterprises,
both in terms of the structure of the F&B industry and in terms of the adoption of e-business
tools. However, growing competition, the strength of the retail chains and legislative
requirements like those linked to traceability of products constitute important drivers for the
organisational and technological development of firms in the sector over the coming years.

Firms’ operational excellence is increasingly linked to the use of e-business with an aim to
achieve process integration and digitalisation of relations with suppliers and customers. This
will not necessarily mean huge investment (we have seen success stories achieved with
limited investments) but will certainly require companies to improve their ICT (Information
and Communication Technology) governance skills.

On one hand, companies are aware of the need to align corporate organisation and culture
with technological change. On the other hand, ICT vendors are aware of the industry’s need
and have created suitable programs to respond to this need. However, the trend is to work
not only on internal processes (production, logistics and finance) but increasingly towards
provider and customer network integration through Extranet, middleware, SCM (Supply
Chain Management) and CRM (Customer Relationship Management) systems, etc. taking
into account the emphasis on business networks in which companies find themselves, rather
than in traditional chains.

ICT Infrastructure and Internal Business Processes

Indicators concerning ICT infrastructure and access in the F&B sector are below the
weighted average for the 10 sectors covered in 2005 (EU-7). Average figures in this sector,
however, are the results of highly differentiated situations. The usage of network applications
such as LANs, W-LANs, Intranet, VPN show a profound dichotomy between larger
companies and micro-small ones. While large food companies are quite advanced even in
comparison with front-runner sectors, a plethora of micro and small firms lag behind as for
basic ICT equipment and usage. As an example, only one out of five small enterprises can
connect computer internally via Intranet.

Data concerning remote access to the company’s computer network are interesting. Overall,
the share of companies providing their employees with the possibility to access remotely is
quite low, well below the weighted average for 10 sectors (EU-7). However, looking at the
type of remote connection used, it appears that the access via mobile networks is relatively
well diffused, even among micro and small firms. The sectoral scenario (fragmented supply

! NACERev.lisa 4-digit classification of economic activities which was drawn up in 1990. It is a revision of the

"General Industrial Classification of Economic Activities within the European Communities”, known by the
acronym NACE and originally published by Eurostat in 1970. Further information on NACE classification is
available at http://www.fifoost.org/database/nace/nace-en _2002AB.php
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chain involving several players, production decentralised in local units dispersed over the
territory, large sale forces, a large number of selling and delivery operations) makes mobile
solutions a preferred path for technological development in this industry.

As for ICT skills development, data from the survey indicate that in the past 12 months there
has been a limited demand for ICT specialists in this industry. Companies seeking for
specialists, nevertheless, encountered difficulties in recruiting them.

Integration of Internal Processes and Cooperation With Business Partners

The F&B industry has traditionally been quite advanced as for management, control and
automation of internal processes, especially those linked to production.? This explains why,
while basic ICT infrastructure and access show a relatively low diffusion, the penetration of
ERP systems is higher than the weighted average for 10 sectors (EU-7) (employment based
data). Data from the survey indicate a trend towards internal process integration.

To cooperate with their business partners, SMEs mainly use Document Sharing Systems, as
a first step towards e-business integration.

Electronic Procurement and Supply Chain Integration

Like ERP, SCM diffusion is low in absolute terms. It is however in line with the weighted
average for 10 sectors covered by the e-Business Survey 2005 (EU-7) and even larger, if
employment-based data are concerned. SCM systems in this sector are not so much on
purchasing but focus on logistics management, or rather the process through which
procurement, warehouses and handling, raw material stocks, semi-processed and finished
products (physical and data flows) are managed, considering the needs of the company and
its distribution channel.

Electronic procurement, on the other hand, is not widely widespread, especially if the actual
volume of sales is taken into account. Although no direct comparison is possible with the
previous e-Business Survey 2003, the development of electronic procurement does not
seem to be very dynamic in this sector. Wherever applied, moreover, online purchasing has
not eliminated barriers to international purchasing. This is mainly due to transport costs and
delivery times.

Electronic Marketing and Sales

Online selling is carried out by 8% of firms in the sample and involves 12% of employees in
the sector. The gap in use between small and large firms is relatively limited, with 7%
penetration in small enterprises and 13% in large firms.

The food sector today is not much advanced in terms of online selling, for a series of
practical reasons (e.g. it is not worth consumers looking on the internet for information
regarding food products that they buy regularly) and cultural reasons (e.g. consumers prefer
to wonder round the supermarket, interested in choosing fresh produce personally), whilst at
B2B level most of the initiatives mentioned in the F&B Sector Report (July 2005)° (Granarolo,
for example) are moving in precisely this direction.

The role of production processes and traceability in this industry, as well as the impact of e-business on these
issues have been extensively analysed in the first sector report

e-Business Sector Study on the Food and Beverages Sector, July 2005. www.ebusiness-watch.org
(‘'resources’).
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Standards

Technical standards for electronic data exchange with buyers and vendors are mainly used
by large firms. The most used standards are those based on EDI technology, such as
Edifact, Eancom, Ansi X12 or Tradacom, for example. Small firms tend to choose exclusive
standards as agreed with commercial partners. Amongst the most common standards, the
least used is Step for the exchange of data.

RFID (Radio Frequency Identification) technology has a substantial and growing importance
in the food industry and is considered important by 17% of firms, a higher percentage than
the weighted average for 10 sectors (EU-7) (12%). For agri-food firms, RFID technology can
support the flow of information along the chain, from the receipt of raw materials, right up to
distribution of the finished product. This provides real time visibility of information regarding
the product and processing, including traceability and location of goods. During the delivery
phase, RFID may be used to verify the sender’'s data and to trace the raw materials; during
the transformation phase for food safety; and during the distribution phase for tracing the
entire supply chain.

Anticipated implications of e-Business for the Industry

As for the impact of e-business on the industry as a whole, what emerges from this study is a
mixed picture. The ability to introduce and implement technology, together with adequate
training and internal change, can allow firms to take advantage of the positive factors and
potential improvements linked to e-business. Case studies presented in this and the previous
issue of this sector report in 2005 are examples of farsighted enterprises — in the real world,
there will certainly be many more. The majority of them will be obliged by the market and the
power of the customer to equip themselves with ICT; others will not achieve this and will be
left behind in marginal niche markets.

Policy Implications
Policy measures to promote e-business usage in this industry should aim at the following
objectives:

provide information on how to assess the cost and benefits of investments in e-
business as well as exchange of good practices on how to implement solutions;

support education and training actions specifically addressing SMEs;
enhance SMEs’ patrticipation in the value network at large;

implement measures aiming at the diffusion of easy-to-use mobile-based
applications.
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Electronic Business in the Food and Beverages Industry

1 Introduction

1.1 Objectives and scope of the study

Objectives

This study explores the current state of ICT adoption and electronic business activity in the
food and beverages (F&B) industry. Results are predominantly based on the e-Business
Survey 2005 by the e-Business W@tch. In January and February 2005, more than 5200
companies from the EU-7* countries were interviewed about their use of ICT and e-business.
The results of this representative survey offer a comprehensive overview of the current state
of play in electronic business in the European Union. This report features key indicators, puts
the figures into perspective and draws conclusions on e-business implications for the
industry and for policy. This report is complementary to an earlier study on the sector
published by the e-Business W@tch in July 2005, which features a qualitative assessment of
current developments and cases of e-business activity in individual enterprises.

Sector definition

The NACE Rev.1.1 classification® of business activities specifies the "manufacture of food
products and beverages" (DA 15). This industry is subdivided into nine groups including
meat, fish, fruit and vegetables, fats, dairy products, grain mill and starch product and
beverages and, lastly, a group for animal feed. The F&B industry, as defined for the e-
Business W@tch purposes, comprises all these activities.

Exhibit 1-1: Business activities covered by the F&B industry (NACE Rev. 1.1)

NACE Rev. 1.1 Business Activity
DA 15 Manufacture of food products and beverages
15.1 Production, processing and preserving of meat and meat products
15.2 Processing and preserving of fish and fish products
15.3 Processing and preserving of fruit and vegetables
15.4 Manufacture of vegetable and animal oils and fats
155 Manufacture of dairy products
15.6 Manufacture grain mill products, starches and starch products
15.7 Manufacture of prepared animal feeds
15.8 Manufacture of other food products
15.9 Manufacture of beverages

F&B is a very important sector in the European economy, with a production value
representing 13% of total manufacturing. The sector provides jobs for about 4.4 million

The e-Business Survey 2005 included companies from Czech Republic, France, Germany, Italy, Spain, Pol-
and and the UK ("EU-7"). These seven countries account for roughly 75% of the EU-25 population and GDP.

NACE Rev. 1 is a 4-digit classification of economic activities which was drawn up in 1990. It is a revision of the
"General Industrial Classification of Economic Activities within the European Communities”, known by the
acronym NACE and originally published by Eurostat in 1970. Further information on NACE classification is
available at http://www.fifoost.org/database/nace/nace-en_2002c.php
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people in the EU. It transforms more than 70% of the agricultural raw materials produced in
the EU. France, Germany, ltaly, the UK and Spain (the EU-5) account for almost 80% of total
production. F&B is a key sector in the 10 new Member States also. The industry generates
on average 19% of the value added created by manufacturing as a whole and accounts for
15% of total employment in these countries .

The structure of the F&B industry at EU-25 level is characterised by the high presence of
micro and small companies. About 95% of enterprises are micro-firms with 1 to 9 employees.
SMEs (1-249 employees) generate almost half of the total EU production. 37% of employees
work in a micro or small company, 63% in medium-sized or large companies

Germany and France account for the largest share of the European production with 144 and
139 bn euros respectively in 2001. The UK ranks third with 111 bn euros, followed by Italy
and Spain. Altogether, the production share of the five largest countries is about 80%, which
is below their corresponding share in total manufacturing. This is due to the fact that the food
industry processes products with a relatively low value which often remain within national
markets and because regional preferences boost local production

Background information

More detailed background information on the sector is available in the first report from the
F&B Sector Report (July 2005)°. Chapter 5 of this report features data on the size and
structure of the F&B industry in the EU, including statistics on firm size distribution,
production value, employment, productivity and labour costs. Figures are based on latest
available economic indicators from the New Cronos database of Eurostat. The report also
summarises important current trends and developments in the industry.

1.2 The e-Business Survey 2005

e-Business W@tch collects data on the use of ICT and e-business in European enterprises
by means of representative surveys. The e-Business Survey 2005, which was the third
survey after those of 2002 and 2003, had a scope of 5,218 telephone interviews with
decision-makers in enterprises from seven EU countries (the EU-7, i.e. Czech Republic,
France, Germany, ltaly, Poland, Spain and the UK), which account for roughly 75% of the
EU-25 population and GDP.

The survey was carried out as an enterprise survey: data collection and reporting focus on
the enterprise, defined as a business organisation (legal unit) with one or more establish-
ments. Interviews were carried out in January and February 2005. Except for the aeronautics
industry, where only 163 company interviews could be realised due to the small universe of
firms in this sector in the EU-7, about 560 interviews per sector were conducted.’

In contrast to the surveys of 2002 and 2003, the survey of 2005 considered only companies
that used computers. Thus, the highest level of the population ("base") was the set of all
computer-using enterprises that were active within the national territory of one of the
respective countries, and that had their primary business activity in one of the sectors
specified by NACE Rev. 1.1 categories. Therefore it makes a difference if a figure represents
a percentage of "all companies" (as in 2003) or a percentage of "companies using
computers” (as in 2005). Differences are much less pronounced, though, when figures have

® e-Business Sector Study on the Food and Beverages Industry, July 2005. www.ebusiness-watch.org

(‘'resources’).

The survey was conducted using computer-aided telephone interview (CATI) technology. Field-work was
coordinated by the German branch of Ipsos GmbH (www.ipsos.de) and conducted in co-operation with local
partner organisations.

7
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been weighted by employment.® The second important difference between the 2003 and
2005 surveys concerns the configuration of sectors. Three very large sectors (retail, health,
business services) that had a major impact on aggregate results in 2003 were not continued
in 2005. Instead, another huge sector (construction) was introduced. For these reasons,
direct comparisons of aggregate results should be cautiously made and only with explicit
reference to these differences.

More detailed information about the survey methodology, including information about
sampling and the business directories used, the number of interviews conducted in each
country and sector, and data on non-response rates, are available in Annex | and on the
website of the e-Business W@tch.?

8 Employment-weighted figures should be read as "enterprises comprising x% of employees" in the respective
sector (or country). Employment weighting is useful because, due to the significantly greater number of micro-
than non-micro-enterprises, un-weighted figures would effectively represent mainly the smallest sizes of firms.

See www.ebusiness-watch.org/about/methodology.htm
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2 Adoption of ICT and E-Business Activity in 2005

2.1 Review: main results of the first report

In the first F&B Sector Report (July 2005), electronic business activities were investigated
along four main issues.

Integration along the value chain

The study analysed whether e-business is pushing forward integration with suppliers and
customers along the value chain and/or is supporting other forms of integration. Case studies
demonstrated that competition and pressure from distribution determine expenditure in
Information and Communication Technology (ICT) by pushing companies to invest into
business process improvements. There were ‘good practice’ examples of companies that
have been able to rationalise internal processes, support future growth and achieve a
sustained competitive advantage.

Quality and safety assurance

On the basis of companies’ experiences, the study had analysed the role and impacts of e-
business in monitoring food traceability and in changing the relations between different
players. Food tracking and tracing requires, to large extent, supply chain integration. Food
traceability is hard to be implemented without the help of modern technology and e-business
applications. As cases demonstrated, web technologies are in the core of the food company
that wants to serve its customer well. E-business technologies create market transparency,
allowing consumers to track all the relevant information about the food they eat. This raises
consumer confident and trust in the integrated supply chain.

Joint SME initiatives (marketplaces, industrial districts portals)

The previous F&B Sector Report (July 2005) investigated if joint e-business initiatives help
SMEs to improve their competitiveness. This can be achieved by strengthening their
independence from larger manufacturers, distributors and retailers, by enhancing their
visibility among European consumers, and by increasing the efficiency of internal work
processes (cost reduction, time to market reduction).

Product innovation:

There is a lot of hype in the F&B industry these days regarding product innovation.
Innovation processes are expensive to implement and require a deep understanding of the
competitive context, of consumers’ requirements and of a firm's internal abilities to be
successful. Notwithstanding these challenges, ICT are an important instrument to support
product innovation processes, for instance by simplifying background research and
communication processes.

The growing complexity of the industry is driving companies to adopt more effective solutions
in response to new strategic challenges. According to the results of the analysis carried out
in the F&B Sector Report (July 2005), most important issues that are likely to have a big
influence on ICT investment decisions in the future are food safety and the full digital
integration of the value chain. Investments in supply chain integration (both internally and in
B2B processes), including RFID (Radio Frequency Identification) technologies, are a focus of
ICT adoption in the industry. Integration of internal processes, Customer Relationship
Management (CRM) and Supply Chain Management (SCM) are also likely to gain
momentum.
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The main opportunities companies hope to exploit through e-business are improvements in
customer service, increased efficiency of internal processes, and sharing investments and
risks. Main risks and barriers for e-business adoption in SMEs are presently the inadequacy
of the existing ICT infrastructure, the fragmentation of supply chains (especially in Southern
Europe) and cultural barriers.

2.2 Basic ICT infrastructure and skills development

One of the most stable characteristics of the F&B industry is the polarisation between a few
large multinational firms and a plethora of Small and Medium Enterprises (SMEs) that
operate mainly at local level, as confirmed by the previous sector report (July 2005).
Moreover, there is the traditional difference in ICT investment between companies from
Northern European and those from Southern European countries. The F&B industry,
therefore, encompasses a wide spectrum of situations which are nevertheless subject to a
series of common factors such as questions of food quality and safety, the growing influence
of the distribution channels (which not only impose increasingly burdensome conditions on
the producers, but also put them in direct competition with each other), and the demands of
consumer, which continue to diversify, both in product and service terms.

The increasing complexity of the sector not only in terms of the above, but also regarding
legislation,'® is forcing companies to integrate data that arrive from the farms at the retail
points. On this point, the voice of the European Food Safety Agency, which is currently being
established in Parma (Italy) will become increasingly influential.

ICT and e-business constitute an essential lever in facing issues such as traceability,
logistics chain speed and efficiency, internal process and cost control, the ability to develop
new products in reduced timeframes, supplier and customer transaction capabilities and
many other activities. This implies that the gap between better-equipped companies in terms
of ICT skills and resources and those less well-equipped cannot grow too wide, otherwise
those who are not able to keep up with technological development, will find themselves
excluded from the market. Therefore, players that due to lack of financial or technological
resources, are not able to implement ICTs may find increasing difficulties in offering their
services to the market and working with other companies unless they operate in niche
markets.

Nevertheless, there are examples, like those of Sadpol, the Polish firm mentioned in the F&B
Sector Report (July 2005) demonstrating how it is possible to adopt new technology
successfully, even in less receptive contexts. Indeed, their use of terminals to register data
on the production and quality of strawberries, is an example of effective application of quite
mature technology. A good e-business strategy for SMEs is to identify proper applications
with the most favorable cost-benefit balance, avoiding not yet mature technologies. Indeed,
as technology becomes more sophisticated, the required investments and resources rise
more than proportionally.

It is safe to assume that a basic level of ICT equipment and infrastructure exists in almost
any firm in the F&B sector. More sophisticated applications like ERP (Enterprise Resource
Planning software),are nowadays quite widespread in large companies and are spreading
(albeit slowly as the results of the survey will show — see section 2.3) among SMEs.

A further more advanced level involves pioneering or niche applications, such as those linked
with knowledge management and product innovation. In addition, there are emerging

% From 1% January 2005, EU regulation 178/2002 on food safety makes it compulsory for firms that produce and

distribute agri-food products to supply information on the products and their origin should the authorities
request to see this information.
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technologies such as wireless communications, the potential of which is still far from being
fully explored.

A key challenge for the F&B industry is the wide variability of raw materials and the impact
that this can have on the final products. As food is mainly made of perishable substances,
time is a critical factor in which e-business can make a real difference quickening processes.

As far as the benefits of ICT are concerned, the focus is no longer limited to potential
personnel cost-cutting through process automation, but now concentrates more on shifting
resources in the most critical or strategic phases of production, thus obtaining greater
savings than those of the mere cost of personnel.

In general, data that emerged from the 2005 survey confirm the same structural polarisation
between large and SMEs found in previous reports. Moreover, although this aspect is
gradually decreasing there is a difference in the adoption of e-business between companies
in Northern Europe and the rest of Europe. This industry is made up of the large enterprises
leaders in their own markets, which are also the most highly-evolved from an infrastructural
point of view, and the so-called minor firms, that generally “lag behind” in ICT terms.
However, it is important to note that not all SMEs will need to implement many ICT solutions
available. The case of Manobi, presented in the following box, shows how players external to
the industry can provide the necessary information and infrastructure to manage a quite
sophisticated- business even in the least favorable conditions.

Business example:

A free-access SMS market information service: a creative use of
technology for local development in the food sector

With "Xam Marsé", the latest SMS and Internet market information system
developed by Manobi, a French operator of telecom value-added services,
Senegalese farmers, traders, hoteliers or housewives can now receive a free
SMS on their telephone everyday, containing information on the product of their
choice on any selected market.

In Africa, in association with Sonatel, a Senegalese subsidiary, Manobi has
introduced producers’ use of mobile phones as an interactive information-
providing tool for their production and marketing industry. Senegalese
producers, fishermen, traders, local authorities, and companies have found a
way to solve their lack of access to information and low competitiveness
through mobile phone services, tailored to suit their needs.

Manobi's information fruit and vegetable system (SIM), accessible via GSM-
Data, has enabled the farmers of the Niayes - a market gardening area in the
West of Senegal - to increase their sale prices negotiated from their fields or on
the markets by over 50% per year. Overall, the use of SIM on mobiles has
generated a substantial increase of the income from the 7,000 hectares
cultivated in the Niayes area.

Similar services are used by the best-informed traders and intermediaries to
optimize their trips and choose the markets in which to sell their goods more
efficiently. Manobi launched this free service to increase access to strategic
information for Senegalese small agricultural and agro-industrial operators. The
Senegalese Ministry of Commerce has decided to support the launch operation
organised on the World Telecommunications Day.

The first sponsors to join this initiative were the Senegalese Agricultural Credit
Fund, Sonatel and the Swiss Agency for Development and Cooperation. They
will cover the cost of message transmission to ensure the sustainability of the
service and make sure it remains free of charge for the producers..

Source: Company site: www.manobi.net

15 September 2005


http://www.manobi.net

e-business

w(@tch
Food and beverages industry

2.2.1 ICT network infrastructure and access

Exhibit 2.1 shows how the use of ICT infrastructure increases in line with increasing
company size. According to the e-Business Survey 2005, 83% of companies representing
95% of employment in the F&B industry have access to the Internet. However, this
percentage increases to 100% if we consider firms with more than 50 employees, whilst it
falls to below 80% in companies with less than 9 employees.

The most widely-used network application is the LAN (Local Area Network) with 36%
penetration (100% if we consider firms with more than 250 employees). Decidedly less
common are Wireless LAN applications (in use in just 4% of companies) and VPNs (Virtual
Private Networks). Once again, in these cases the percentages increase if we consider the
largest enterprises, whilst they decrease significantly in the case of the smallest firms.

Exhibit 2-1: ICT network infrastructure and access

LAN Wireless LAN 'Qéi;gest ?fffsiagd VPN
2Mbit/s)
Weighting: % of % of % of % of % of % of % of % of % of % of
empl. | firms @ empl. | firms @ empl. | firms | empl. | firms | empl. firms
Food (EU-7) 72 36 26 4 95 83 1 1 27 3
1-9 empl. 31 1 79 1 2
10-49 empl. 44 11 93 0 3
50-249 empl. 80 20 100 1 21
250+ empl. 100 48 100 0 53
Germany 63 28 25 4 97 92 1 0 29 4
Spain 76 49 35 14 97 95 3 0 33 5
France 69 27 21 1 88 66 2 5 21 4
Italy 70 42 17 1 94 86 2 1 22 0
United Kingdom 91 47 50 15 98 86 0 1 53 18
Czech Republic 74 30 22 20 96 81 1 1 28 5
Poland 72 39 15 3 98 93 1 0 5 3
Total (10 sectors, EU-7) 70 44 26 13 96 91 18 9 30 9
Textile 76 37 26 9 98 93 14 4 29 5
Publishing & printing 83 57 21 12 99 98 31 13 40 7
Pharmaceutical 96 60 34 14 100 96 33 11 57 16
Machinery, equipment 88 49 33 10 99 95 20 6 45 7
Automotive 97 50 45 11 100 92 40 11 62 12
Aeronautics 99 63 38 16 100 99 41 13 55 20
Construction 58 36 13 8 95 91 10 7 17

Tourism 56 40 27 17 92 90 14 8 20 9
IT services 93 87 46 36 100 100 39 20 59 32

Base (100%) all all all all all

"All" = companies using computers. N = 571 (Food, EU-7), N = 5218 (Total, EU-7).
"% of employment" = firms representing ...% of employment in the sector(s) / country
"% of firms" = % of firms as legal units, irrespective of their size
LAN = Local Area Network; VPN = Virtual Private Network

Source: e-Business W@tch (e-Business Survey 2005)
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As Exhibit 2-1 shows, ICT infrastructures are developed in F&B companies almost similarly
across EU countries, with the positive exception of the UK). However, some differences
between the countries that emerged should be noted. For example, French companies have
the least access to Internet (only 66% of firms). UK companies show the most widespread
use of VPN applications (18% of firms), while the Czech Republic has the highest
percentage of firms that reported using Wireless LAN applications.

As regards broadband, only about 1% of firms use Internet connections with more than 2
Mbps (megabits per second). Most companies report Internet connections with less than 2
Mbps. Exhibit 2-1 shows that broadband adoption among firms from the F&B sector is low
compared to the average for the 10 sectors covered in 2005 (EU-7). This confirms results of
previous sector studies on F&B from 2002 and 2003.'* However, this is sector in which
aggressive competition and quick technological development may favour a rapid adoption of
faster technologies.

To access the Internet, firms mainly use DSL (46% of all companies that have access to
Internet), analogue modems (26%) and ISDN connections (24%). Analogue modems are
widely used in small enterprises, whilst larger firms tend to use DSL more frequently or other
types of broadband connection (see Exhibit 2-2).

Exhibit 2-2: Type of Internet connection used

fmadem ISDN OSL proachand | Other

Weighting: % of % of % of % of | % of % of | % of % of | % of % of

empl. i firms | empl. . fiims : empl. = firms = empl. | fiims | empl. . firms
Food (EU-7) 10 26 24 24 40 46 24 4 5 1
1-9 empl. 31 23 48 1 1
10-49 empl. 16 30 37 10 2
50-249 empl. 7 23 52 18 2
250+ empl. 2 18 37 39 10
Total (10 sectors, EU-7) 11 18 21 25 43 45 26 11 4 2
Base (100%) Companies with Internet access

"All" = companies using computers. N = 571 (Food, EU-7), N = 5218 (Total, EU-7).
"% of employment" = firms representing ...% of employment in the sector(s) / country
"% of firms" = % of firms as legal units, irrespective of their size
ISDN = Integrated Services Digital Network; DSL = Digital Subscriber Line

Source: e-Business W@tch (e-Business Survey 2005)

Companies representing 41% of employees from the sector enable access to their system
remotely from non-company workstations (see Ex. 2-3). These are only 9% of all firms,
however. The gap between small and large enterprises is extremely wide, ranging from 5%
in companies with less than 9 employees to 71% in firms with more than 250 employees. It
should be pointed out however, that there is a significant percentage (around 8%) of
companies that declared planning to install remote access technology and that have already
allocated funds for that purpose.

Generally, remote access to a company’s IT system is made available through a fixed
connection (82% of firms) or a mobile network (51%), which is relatively well diffused, even
among micro and small firms in the F&B sector. W-LANs (Wireless-Local-Area-Networks) on
the other hand, are less commonly used. (see Exhibit 2-3). Though a quick evolution can be
expected in this field, these findings confirm that there are stronger commonalities among

1 \www.ebusiness-watch.org (‘resources')
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large enterprises, likely because they compete on international markets and more scattered
patterns among SMEs, which are more sensitive to their local system of innovation.

Exhibit 2-3: Remote access to the company's computer network

Have planned Remote_ Remote Remote_
LT o | SN accessva | Yoeee
remote access  onnection W-LAN networks
Weighting: S0 G ompl | fme | empl | fime | empl | frme | empl. | fims
Food (EU-7) 41 9 7 8 79 82 31 18 42 51
1-9 empl. 5 7 86 20 51
10-49 empl. 17 8 84 8 54
50-249 empl. 33 10 60 28 50
250+ empl. 71 4 83 36 38
Total (10 sectors, EU-7) 40 19 6 5 69 66 29 26 52 41
Base (100%) all all Companies with remote access

Base: "All" = companies using computers. N =571 (Food, EU-7), N = 5218 (Total, EU-7).
"% of employment" = firms representing ...% of employment in the sector(s) / country
"% of firms" = % of firms as legal units, irrespective of their size
W-LAN = Wireless Local Area Network

Source: e-Business W@tch (e-Business Survey 2005)

2.2.2 ICT skills development and outsourcing

The success of e-business and other types of ICT technology requires not only the
availability of adequate internal technology, but also the presence of specialised personnel
that is able to access and use the technology itself.

Nonetheless, what emerges when analysing the data collected within the study is that over
the last 12 months, companies within the F&B industry have made limited effort to recruit (or
try to recruit) specialised ICT personnel. Only 3% of the firms in the study made a move in
this direction. However, this percentage changes proportionally to the size of the company,
showing a higher level of sensitivity among larger firms. Looking at individual countries, UK
companies show the highest levels of ICT training of personnel but also of outsourcing (see
Exhibit 2-4).

It is also important to highlight the difficulty that companies encounter in finding the right
people in terms of skills and specialisation. The percentage of firms which stated that they
experienced difficulties in recruiting ICT skills is similar to that of all sectors studied by the e-
Business W@tch in 2005, consistently with the transversal nature of ICT. The fact that even
some of the large, richer firms, with a decidedly superior appeal than SMEs, found difficulty
in recruiting qualified human resources (28%), indicates a possible lack of genuinely
specialised personnel on the market. This problem is more pronounced for companies
operating in countries like Spain and Italy, whilst it seems to be almost non-existent in the UK
and the Czech Republic (see Exhibit 2-4).

One element that demonstrates a certain lack of interest to the problems linked to training is
the relatively low percentage of firms (9%) that send their employees on regular ICT training
courses. Also in this case the difference between small and large enterprises is greater,
whereas, in terms of individual countries, the situation seems fairly uniform (see Exhibit 2-4).
It would be interesting to know, however, how much of this training involves ICT people and
how much non-ICT people.
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As regards outsourcing, data from the recent e-Business Survey (2005) show that
companies in the industry seem fairly inclined to outsource ICT services (52% of firms, by
comparison to 50% average of the 10 sectors (EU-7) considered, see Exhibit 2-4). The areas
where outsourcing services were used the most were hardware and network maintenance
(44%), software development (30%) and web-hosting or data-storage and data warehousing
services (20%). Software application hosting and call centre services were less commonly
used forms of outsourcing (see Exhibit 2-5). It should also be noticed that ICT services seem
to be primarily outsourced to national providers (52%).

Exhibit 2-4: ICT skills development & outsourcing

e?%\ftasnt]g ?:- Experienced Have out-
cruitICT difficultiesin = egular ICT Have sourced
specialists in finding training of outsour_ced services to
past 12 qualified staff employee ICT services natlpnal
months providers
Weighting % of % of © %of | %of | % of % of | % of % of | % of % of
empl. firms @ empl. | empl.  empl. | firms | empl. firms | empl. | firms
Food (EU-7) 15 28* 40* 28 9 70 53 68 52
1-9 empl. 2 40 48 a7
10-49 empl. 48 14 65 65
50-249 empl. 10 42 27 78 73
250+ empl. 31 28 46 78 75
Germany 18 3 51 23 35 11 66 34 65 34
Spain 20 3 3 80 24 9 70 57 59 12
France 3 1 65 26 13 60 41 57 57
Italy 22 1 23 73 27 12 83 72 81 67
United Kingdom 21 9 0 0 38 7 83 57 83 89
Czech Republic 8 3 0 0 26 10 75 a7 75 51
Poland 15 11 49 37 28 11 64 60 64 46
Total (10 sectors, EU-7) 15 7 27 41 26 15 65 52 61 50
Textile 12 5 21 48 26 13 77 57 74 56
Publishing & printing 23 10 33 27 33 15 78 56 75 54
Pharmaceutical 22 9 19 7 49 17 79 69 76 66
Machinery, equipment 16 8 16 65 36 11 79 60 77 59
Automotive 30 7 31 42 13 66 62 52 59
Aeronautics 31 7 1 32 39 15 88 59 82 57
Construction 6 4 40 14 16 12 55 47 53 46
Tourism 12 7 28 48 20 14 66 54 63 52
IT services 40 23 39 55 52 35 57 61 50 53
Base (100%) all companies all all all
having recruited
Base: "All" = companies using computers. N = 571 (Food, EU-7), N = 5218 (Total, EU-7).
"% of employment" = firms representing ...% of employment in the sector(s) / country
* Percentages only indicative, due to small number of observations
"% of firms" = % of firms as legal units, irrespective of their size

Source: e-Business W@tch (e-Business Survey 2005)
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Exhibit 2-5: Outsourcing: areas of application

0 20 40 60 80 100

Hardw are maintenance q

20

Web-hosting / data storage

Softw are development
Softw are application hosting (to ASPs)
Call centre services

Other ICT services

‘ W Food (EU-7) O Total (10 sectors, EU-7)

Base: "All" = companies using computers. N = 571 (Food, EU-7), N = 5218 (Total, EU-7). in % of firms
ASP = Application Service Provider

Source: e-Business W@tch (e-Business Survey 2005)

2.2.3 Investments in ICT

Thanks to the changeover required by events such as the “year 2000", the fear of the
“millennium bug” and the introduction of the Euro currency, firms of all sectors have
significantly invested in ICT in recent years.

Concerning the food sector, today “traceability” (i.e. the identification of the origin of feed and
food ingredients and food sources) constitutes a good opportunity for another round of
investments in process improvements and ICT. In order to trace a food or a food component
along the entire agri-food supply chain, it is necessary to intervene in production processes,
in manufacturing and distribution management, equipping the information systems with
specific tools that integrate the entire company processes and the resources that operate it.
This could be even more beneficial for consumers, who will be provided with food with higher
levels of safety and quality.

As shown in Exhibit 2-6, the average investment in ICT of food companies is comparable
with the average of all sectors studied by e-Business W@tch in 2005. However, compared to
other industries, this figure is quite low possibly because of a larger presence of micro and
small enterprises in the F&B sector.
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Exhibit 2-6: Average investment in ICT infrastructure and software per company in 2004 (in euros)

40000

Food & beverages
Textile

Publishing & printing
Pharmaceutical
Machinery, equipment
Automotive
Aeronautics
Construction

Tourism

IT services

I
All sectors |
I

Base (100%): All Companies using computers (excl. "Don't know") and actually reporting money amount invested.
N = 3371 (Total, EU-7). Weighted by % of firms. The result for "all sectors" is largely determined by the construction and tourism
industries, as these constitute the vast majority of enterprises in the population of the 10 sectors.

Based on the survey question: "What was your company'’s gross capital investment in ICT hardware
and software in the past financial year? "

Source: e-Business W@tch (e-Business Survey 2005)

Interviewed companies have been asked to indicate their investment plans in e-business
technology for the next 12 months. As shown in Exhibit 2-6, 65% of firms said that they
would maintain the current level of investment, whilst 27% of companies said they intended
to increase e-business technology expenditure over the next twelve months. Only 9% of
firms in the study said they were planning to reduce ICT spending.

There were no significant differences between small and large enterprises. However, there
was a slightly more pronounced trend in medium sized firms towards reducing investment.
This may be explained by the fact that small companies are pushed to reduce the
technological gap and therefore they would not reduce expenditure, whilst the large firms
have got greater resources to invest in ICT and given the market and regulatory pressures,
they intend to increase investments. Companies in the UK and Poland are those which show
the strongest trend towards increasing investments, whereas German firms are those most
inclined to reduce ICT expenditure.

In general, the ICT budget decisions for the next 12 months seem to be in line with the
weighted average for 10 sectors covered by the e-Business Survey 2005 (EU-7).
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