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Introduction

During the years of our involvement in the natural products industry, we’ve frequently
encountered questions from clients asking how others in the industry were marketing
their products. What we’ve found was that while some strategies were widely used,
there were many more that had conflicting results. What worked for one was a disaster
for another. It soon became evident to us that the natural products industry is unique
and conventional models do not always apply. The industry could benefit from a
benchmark that demonstrated how companies were marketing, the amount of dollars
they were committing to their marketing, and what worked and what did not.

To our knowledge, the Natural Products Marketing Benchmark Report 2011 is the first
of its kind in the natural products industry. And it’s about time.

We are like many of the respondents to this survey — passionate about natural and
organic brands and the values they embody. We work hard to empower these
companies, and our hope is that this report will provide data-based knowledge and
insights of immediate use to natural products companies serious about marketing.

We thank our co-sponsors who helped with their insights and provided additional data
(SPINS, Ignite Sales Management and Consulting, Natural Products Consulting, Organic
Processing magazine, Nutritional Outlook magazine, Organic and Wellness news). But
most of all, we thank all those marketing decision makers who took the time to fill out
our survey. Without them, there would be no report.

When all is said and done, we’re proud of this report. We think it will provide a much
needed benchmark for natural products marketers. It will help them during budgeting to
see what other companies their size or in their category are spending on marketing.
With so many marketing tactics to choose from, it will show them what tactics
companies are using and which ones are most effective.

We welcome any and all feedback to ensure our 2012 edition is even more useful.
Sincerely,

David Poole, Co-author and Head of Research, Pure Branding

Peter Littell, Co-author and Marketing Consultant, Pioneer Communications Group

Yadim Medore, Principal, Pure Branding
Kevin Williams, Principal Brand Strategist, Pure Branding
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Executive Summary

During the months of January, February and March 2011, 411 marketing decision
makers from small, medium and large natural products companies completed Pure
Branding’s 44-question survey. This marked the first time that a benchmark for natural
products marketing had ever been done on this scale.

The natural products industry as a whole is a strong one in terms of sales. According to
SPINS, the industry grew 9% during the past year. What makes this industry so strong is
that it is diverse in its make-up, made up of thousands of start-up, small, medium and
large companies, all trying to provide consumers with healthy and/or environmentally-
friendly products.

These companies share similar stages of growth and evolution. There is the incubator
stage of microbusinesses that bring fresh ideas and new products to the market. Many
of them fail, but those that don’t grow to become medium in size. These medium
businesses achieve a degree of maturation and stability. Many of them have reached a
saturation point in terms of distribution within natural channels. Their next step is to
compete with the larger companies, who are now focusing more and more of their
attention on distributing their products in more conventional outlets like grocery, drug
and mass merchant stores.

The Natural Products Marketing Benchmark Report 2011 shows how the industry as a
whole and how each of these different size companies are succeeding in their marketing
efforts. For example, if you are a small natural products company and have aspirations
to grow, you can see how medium and large companies are allocating their marketing
budgets, and what tactics they find most effective. If you are a large company, you may
benefit from finding what works best for your smaller-sized competition.

This is an abbreviated executive summary created for this excerpt of the report.
In the full executive summary, each chapter is reviewed more fully than what is here.

Key Findings for the Excerpt

Profile:

The typical natural products marketing decision maker has been in this industry for a
long time. More than a third have been involved with natural products for more than 10
years and the majority has worked in the industry for more than five years. They are
drawn to natural products because of their personal values and belief in the mission of
the company they work for. They are passionate about work, and often view marketing
products as being the same as living their personal values.

May 2011 © 2011 Pure Branding, Inc. 9



Defining Natural Products:

As a group, marketers in the natural products industry find it difficult to agree on the
definition of “natural,” which could explain why consumers have such confusion over
the terms “natural” and “organic.” In fact, the term natural is more often defined by
what it is not, rather than what it is. That being said, this same group overwhelmingly
believes the term “natural” should be standardized and regulated.

Marketing Measurements and Research:

While many see the value in market research, few conduct it with any depth. The most
popular form or market research is social media analysis. This is closely followed by
retailer interviews, which underscores the important role the retailer plays in marketing
natural products.

Marketing Budgets:

Marketers tend to split their budgets between trade (43%) and consumer (57%). Much
of their trade dollars are spent on what Kent Pilakowski of Ignite describes as
“nonworking” marketing expenses and other tactics that can be categorized as the cost
of doing business with retailers and distributors.

Marketing Tactics:

In determining the optimal marketing mix, the Marketing Mix Model (MMM) applied at
large conventional companies like Kraft and Pepsi simply does not fit a natural brand.
The segment for natural brands is based on a higher level of affiliation and referral,
notably by store staff, conducive to more dynamic marketing. This is in contrast to the
passive, television advertising still dominating the mix among conventional marketers,
with $59B spent annually on television advertising in the US for 2010 (source:
eMarketer) compared to a growing, yet smaller digital budget among conventional
marketers of $27.7B. Certainly, the prohibitive expense of traditional media for natural
brands is a factor, and the few that run TV spots cite them as effective. Yet the
predominant emphasis is on interaction and direct engagement. Of the top 10 most
used marketing tactics, five are online: websites, Facebook, email newsletters, Twitter,
and online advertising. The top five most used traditional tactics are sales collateral, live
demos, coupons, event marketing and press relations.

May 2011 © 2011 Pure Branding, Inc. 10



Chapter 1: Profile of the Natural Product Marketer

This benchmark survey of marketing practices in the natural products industry was
completed by 411 natural products marketing decision makers in North America.

The following is a breakdown of the size and product category description of the

participating companies, who the decision makers are and what motivates them to be in
this industry.
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Company size

Figure 1-1 Gross revenue in 2010 (percent)
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More than $250,000,000
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Figure 1-2 Number of employees (percent)
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When we think of natural brands, the household names come to mind: Horizon,
Stonyfield, Organic Valley, Seventh Generation. For every Stonyfield, there are hundreds
of microbusinesses, and that’s reflected in the revenue figures.

The natural product industry has been a factor in American life for more than 30 years
and it is still characterized by startups, family-run operations, local businesses and
labors of love for passionate founders. This is not “small” business. This is
microbusiness, defined as companies with fewer than 10 employees.

Figure 1-3 Numbers of companies with gross revenue over $250M

more than
S250M
1%

However, it’s also worth noting that many national, well-established natural brands can
be a lot smaller than industry insiders might imagine based on their familiarity. The
lower end of the “large” bracket of $15M-540M and $40M-5100M contains leaders
within their own category.

For the purposes of this report, we define small/medium/large businesses differently
from other industries. We base them on gross revenue:

e Small: <S1M

e  Medium: S1IM-$15M
+ Large: S15M+
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Figure 1-4 Number of employees, by company size (percent)
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The natural products industry is characterized by startups, family run operations, local
businesses, and labors of love. The majority of respondents (51%) are microbusiness,
defined as companies with fewer than ten employees.
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Company category

Figure 1-5 Company category
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Respondents are primarily in Food and Beverage. If Organic Food is added to Food and
Beverage, that total comprises 54%. This supports what you see on the Expo West trade
show floor (Figure 11-1) with a predominance of food brands. The industry has
historically been dominated by Food and Beverage, yet the “Whole Body” categories of
Personal Care (14%), and Supplements both Herbal (7%) and Nonherbal (7%) combined
are more than half the Food and Beverage total at 28%.

It will be interesting to see whether as the industry grows, the proportions remain
consistent, or whether natural diversifies and food becomes a less dominant category.
The hierarchy reflects the priorities of the healthy lifestyle consumer. The highest-
impact decisions are around what they eat or put in their bodies, then what they put on
their bodies and then what they put in their homes. Each appears one step removed
from our well-being. As awareness of the toxicity of everyday products increases, the
relative importance of these secondary and tertiary categories will increase, and their
growth may outpace the growth of the industry. Conversely, as household budgets
remain pinched, the priority given to Food trumps Whole Body categories.
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Store department sales volume

Figure 1-5-1 Natural products dollar sales in 2010 by department, excluding alcohol
(source: SPINS)
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For context, we looked at the size of natural products categories by dollar sales in store
departments across the natural channel (excluding Whole Foods Market), specialty and
gourmet, and FDM (excluding Walmart).

Store departments provide a different breakout from company categories that prevents

direct comparison. Yet we can see that food still dominates (75%), while personal care
and supplements are secondary (20%).
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Chapter 2: How Marketers Define Natural Products

While everyone agrees that there is a natural products industry, where many disagree is
in the definition “natural products.” The term “natural” means different things to
different people. Keeping it undefined, anyone can slap the label “natural” on anything.
The USDA has a legal definition for "natural”, but it applies only to meat and poultry:
"Those products carrying the “natural” claim must not contain any artificial flavoring,
color ingredients, chemical preservatives, or artificial or synthetic ingredients, and are
only “minimally processed” defined by USDA as a process that does not fundamentally
alter the raw product.”" This definition is subject to interpretation.

The Food and Drug Administration (FDA) refers to natural ingredients as “ingredients
extracted directly from plants or animal products as opposed to being produced
synthetically.” This begs the question of what “synthetic” means. The US Department of
Agriculture (USDA) defines “nonsynthetic” as “a substance that is derived from mineral,
plant, or animal matter and does not undergo a synthetic process.” That leaves an
ambiguous term like “synthetic” ill equipped to resolve the argument, for everything is
synthetic in some sense if it’s “man-made,” since there’s always some human touch
point, or “combining separate elements to form a coherent whole.”

Following this line of investigation, the term is still fuzzy, a factor that undermines the
ability to market “natural” to consumers.

Yet how do marketers and company owners define a natural product, and what does
that say about their ability to market their natural products to consumers?
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Definition of “natural product”

Figure 2-1 Definition of natural product (percent)

Any product that is not synthetic 46%

Is environmentally and socially sustainable

Any product containing certified organic
ingredients

Any product that reflects the lifestyle of a
natural product consumer

An alternative to mainstream products

Any product from a company that is part of
the Natural Products Industry

Any product that does not cause harm
No artificial ingredients or additives

There is no definition

A Product that is natural/Has natural
ingredients

Not GMO
Other

None of these

Respondents had to choose from a range of definitions, and one of the options was to
write their own definition. What’s interesting is that there is no majority opinion. The
largest group defines natural by what it is not, specifically “not synthetic” (46%). Being
environmentally and socially sustainable came in second (37%). After that there is no
clear definition.

In fact, this survey reflects why there is confusion in the marketplace around what
distinguishes organic and natural products, with 20% of respondents tying natural to
organic.

The natural products industry came out of a movement that fought being defined by the
mainstream. The lack of consensus among its marketers and company owners on the
definition of “natural” reflects the industry’s desire to remain independent from
preconceived definitions.
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Chapter 4: Marketing Measurements and Research

If you can show how your marketing works and back it up with data, you will be in a
better position when it comes time to arguing for your marketing budget.

The days when marketing was based on intuition are long past. We now live in the world
of segmentation, customization, personalization and ROI. Some industries can’t get
enough data, especially if their sales are predominantly online.

Where does the natural products industry stand when it comes to metrics and research?
We asked respondents to tell us what types of market research they use, and how much
or little they measure brand awareness and ROI. We also asked them to provide us with

their perception of their consumer as well as what they think their category share is and
their brand’s level of awareness. The following are their answers.
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Market research

Figure 4-1 Types of market research conducted in past 24 months (percent)

Social media analysis 1 36%

Retailer interviews J 1 31%
In-store tests 31%

Online surveys 1 29%

Market analytics 29%

Focus groups [ 27%
Hallway test (internal) 26%
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Phone surveys (qualitative) & 8%

Mail surveys [EEEEEE 5%

Not sure 1 3%

Phone surveys (quantitative) B 3%

The main type of market research is social media analysis (36%). Most brands can learn
something useful by just searching online for their company name and reading what
consumers are saying. There are parts of the marketing tools suite to rigorously analyze
your market through social media, from a dashboard like Radian6 to Web metrics and
consultants that specialize in both the measurement and support in leveraging social
media for your brand. It is unclear whether the respondent is simply checking the
company Facebook page every few days or conducting methodical analysis. Either way,
the accessibility and affordability of this form of market research makes it a popular
choice.

The popularity of retailer interviews (31%) reinforces the importance of these
gatekeepers for natural brands. Understanding the retailers’ pain points and perspective
on their own customers is critical. This exercise can be as informal as your sales rep or
broker simply asking probing questions of retailers in the course of business. It can also
be more methodical, with a series of dedicated interviews across a representative range
of channels, stores and markets. The emphasis on retailer interviews reinforces the
priority given to solving marketing challenges by expanding distribution.
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In-store tests (31%) are yet another valuable source of market intelligence about
behavior at the point of sale. Live demos can double as testing opportunities. Dedicated
store intercepts with audio or video interviews can be revealing about consumer
behavior at shelf — often counterintuitive to what they might claim.

Online surveys (29%) can range from short Facebook polls to in-depth surveys or even

longitudinal studies with a social media component. These are inexpensive and offer
quick insights.

Figure 4-2 Market research services used in past 24 months (percent)

We handle in-house 36%
None 34%
SPINS
Mintel
Nielsen

Natural Marketing Institute
SymphonyIRIl Group

Not sure

Packaged Facts

Hartman Group

Ipsos

Synovate

Market Tools

Kantar Group

GfK AG

On the whole, respondents do not engage market research vendors. It is handled in-
house (36%) or avoided altogether (34%). SPINS is the most popular paid resource (26%)
for its exclusive scan sales data for the natural products industry. “We handle in-house”
indicates the company uses the ledger of what shipped, internal sales data or the
reports from retailers (e.g., Whole Foods Market) and distributors.

Mintel (15%) covers most of the broad categories in the industry with its rigorous

market research reports. Nielsen (15%) is indicative of the penetration into conventional
retail channels where Nielsen provides extensive sales data.
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Chapter 6: Marketing Budgets

Respondents to this survey said that their greatest internal marketing challenge is
budget limitations (see Chapter 3). So what are their budgets? What is a typical budget
and what percent of their revenues is allocated to marketing? Do they have cause to
complain?

In the natural products industry, marketing budgets are often split between consumer
and trade marketing. While no two marketers divide up their budgets the same way,
we’ve taken a stab at how a fairly typical split might look.

By “trade” we mean dollars that are allocated for marketing to distributors, wholesalers,
and retailers. This includes tactics like trade advertising to retailers, trade shows,
distributor advertising, sales sheets, distributor fees, manufacturer charge backs
(MCBs), retailer education and retailer fees.

By “consumer” we mean dollars that are allocated to marketing to the end consumer.
This includes tactics like social media marketing, advertising in circulars, online and off-
line advertising, public relations, SEOQ, point of purchase, branding, market research,
outdoor advertising, brochures, fliers, demos — the list goes on.

So what percentage of the limited marketing dollars goes toward trade and what
percentage toward consumer?
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Trade and consumer marketing budgets

Figure 6-1 Percent split between trade and consumer marketing (percent)

Figure 6-2 Percent of marketing budget allocated to trade (percent)

100% N 10%

75%-99% | 13%

51%-75% | 14%

26-50% [ 17%
1-259% [ 33%

0% N 13%

These figures surprised us. Our direct experience is that the lion’s share of a natural
brand’s spend is with retailers. Yet respondents indicated that they spend more on
consumer marketing than trade, with only 40% of their hard-to-come-by marketing
dollars on trade marketing. That said, 37% of respondents spend more than 50%. How
any company can operate with no trade spend at all (13% of respondents) is puzzling.
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Chapter 8: Marketing Tactics

When the natural products industry began in earnest in the late 1970s, there was no
Internet, no Google, no email, no social media, no mobile phones. Faxes were a big deal
and marketing had far fewer tactics to play with. There was print, radio, television and
outdoor advertising. There was public relations and print collateral. It was not
uncommon for a television show to gain 30% to 40% of the watching audience.

Today, reaching targeted audiences is far more complex, in part because of the
multitude of marketing tactics at our disposal. The reality is, marketers can’t use them
all. Choices have to be made about which tactics to implement. It’s not just a matter of
budget. It’s a matter of time, prioritizing and determining a manageable workload.

So what tactics are natural products companies using and which ones are the most
effective for them?

In this first chart (Figure 8-1), we show what percentage of respondents used 34 tactics.
Yet what is used the most is not necessarily the most effective. To show the level of

effectiveness of a tactic, we offer a follow-up chart (Figure 8-2) that shows the
effectiveness in relation to those who use it.
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Figure 8-1 Marketing tactics used (percent)
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The natural products industry has one foot in online and the other in more traditional
forms of marketing. Five of the top 10 tactics used are online (website, Facebook, email
newsletter, Twitter, online advertising). The other five are the more traditional forms of
marketing that have worked for them in the past (sales collateral, live demos, coupons,
PR and event marketing).
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The industry has embraced social media marketing. Facebook is equal in use to a
company’s website, and Twitter is the seventh-most-used tactic. However, only 28% say
they blog. Most social media marketing experts emphasize the importance of blogging
for a more integrated social marketing program.

There are some surprises in terms of use.

While a company’s website is the number one tactic, only 31% used SEO, a critical
component to any website marketing.

Respondents still prefer to do their training live and have not yet embraced the less
expensive online trainings or webinars. This is in part because it’s not viewed as
effective (see next chart). Also, when doing it live, you have a captive audience; when
virtual, you don’t know how attentive your audience is. However, one wonders if an ROI
on both versions has been done.

Coupons are used primarily by midsize and large companies (see individual section on

Coupons). Smaller companies can find the whole coupon process overwhelming for their
small staffs.
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Company Background

Pure Branding is a leading consultancy dedicated exclusively to growing natural brands.
Global clients include Gaia Herbs, Traditional Medicinals, Aura Cacia, Organic India,
Vitamin Angels and Dr. Hauschka Skin Care.
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Scope and Methodology

Objective:

This report examines marketing practices in the natural products industry. It represents
the industry’s first-ever survey of best practices in marketing, and fills a significant gap
in the data available to marketers in our industry. Specifically, benchmark reports that
marketers at larger, conventional corporations take for granted in making informed
business decisions.

Methodology:

The online survey comprised 44 questions across a broad range of marketing topics. It
launched January 2011, and ended March 31, 2011.

We'd like to thank the co-sponsor organizations that helped promote the survey to their
database of marketing decision makers:

& SPINS

NATURAL Y PRODUCTS s iGNiTE

. SALES MANAGEMENT & CONSULTING
consulting

You Achieve Your Businers Objeceiov

°* ™ { ) e remirsimes. svanssem o aegom Tiose
MY IO esCinog U Organic & Welliness News

We are proud to have made a donation on behalf of each participant to the nonprofit

Vitamin Angels:

vitamin angels
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order your
copy today!

Natural Products Marketing
Benchmark Report 2011

Research and insights from 411 marketing decision makers from small,
medium and large natural products companies that will help you:

e Support your annual budget rationale with real numbers based
on industry standards

e Werite a more successful marketing plan informed by best practices
for a company of your size in your category

* Develop effective campaigns based on the experiences of hundreds
of marketers facing similar challenge

Pure Branding, in association with SPINS, has created the first ever-marketing
benchmark for the natural products industry. It shows how companies of
different sizes and categories are succeeding in their marketing efforts.
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