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Section 1. Italian Market Summary

Italy is one of the mogt affluent nations in Europe, and ranks as the world' s sixth largest indugtridl
economy. Gross nationa product in 2001 was 1.1 trillion USD dollars with a 2.9 percent growth,
while per capitaincome was 39,076.600 lire ($18,590.00). In 2001, Italy’s national employment
force was 23.7 million people, while the unemployment rate was 9.6 percent. Consumer price inflation
for 2001 was 2.8 percent. Itay’s resdent population is presently 57.8 million people. (Source: ISTAT
- Italian National Bureau of Statistics, 2001).

Per Capita Income 2000 - Source: SVIMEZ, Associazione per lo Sviluppo Industria Mezzogiorno,
2001, ISTAT

Italy $18,590.00
North $22,874.00
Center $20,052.00
South $12,431.00

Resident Population by Sex and Geographical Area- Source ISTAT - 21 June 2001

Males Females Total
North | 12,536,576 13,297,707 25,834,283
Center | 5,388,773 5,770,810 11,159,583
South | 10,169,508 10,680,643 20,850,151
Italy 28,094,857 29,749,160 57,844,017

According to the Itdlian Ministry of Interior, of the 57.8 million, 1.5 million resdents are foreigners from
190 different nations. Thisis a 15.3% increase from lagt year. Theleading foreign communitiesin Itay
are the Moroccans (148,000), followed by the Albanians (142,000), Rumanians (69,000), Philippines
(65,000), and the Americans (47,000). 51.3% live in the North of Italy, 30.5% in the Center and
18.2% in the South. 34% of the foreign population resdent in Italy follow the Mudim faith.

Main Types of Households (of total population)- Source: ISTAT 1998

Coupleswith | Singles Coupleswithout | Single parents | Others
Children Children
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46 percent 22 percent | 21 percent 8 percent 3 percent

In Italy there are 22,226,115 households, with an average of 2.6 persons per household. Over the last
few years, the Itdian population growth rate has dowed down, with the latest forecast showing a much
higher death rate than birth rate. 1n 2005, the Itdian population is forecast to decline to 57.6 million,
and to drop to 46 million by 2050. While Itdians are living longer, they are dso having fewer children
and getting married at amuch later age.

Overdl, these figures show that the Itdians are evolving from a grictly traditiond society to amore
modern and progressive one. 38 percent of Italian women work outside the home, (lowest rate of any
OECD country). The fact that women are dowly entering the worforce has had a definite impact on
child birth. In the 1960's the average number of children per family was 2.41. Thisfigure has now
dropped to 1.20 children per family.

In contragt to the shrinking family is the rise of a dynamic sngles community. Singles now have a much
more visblerolein Itaian society. Unlike before, there are many more young people venturing out from
their family homes and living on their own, epecidly in the northern indudtrid cities. Singlesare dso
gtarting to be recognized for their buying power asretail outlets have started to cater to their needs by
offering single portion, ready made food products.

Nonethdess, Itay is geographicaly an extensve peninsula, and there are many cultura and economic
differences between the North, Center and South as there are among the inhabitants.

Resident Population Living in Large Cities (humbers are in thousands of people).
Source; ISTAT - 1 January 2001

2644 | 1301 | 1003 904 684 636 381 377 338

Rome | Milan | Naples | Turin | Paleemo | Genoa | Bologna | Florence | Catania

332 | 277 259 255

Bari | Venice | Messina | Verona

According to the Itdian Minigtry of Interior, 72% of the Italian population live in urban city centers.
Although highly urbanized, the Itdian population is widdly dispersed among severd medium and smal
cities. Italy’ sthree largest cities— Rome, Milan, and Naples are home to 5 million people, lessthan 10
percent of the total population. Thisisan important factor to kegp in mind when entering the Italian
retail sector. There are many potentia cities through which a company or product may access Itdian
consumers.

Average Monthly Consumption by Household Type and Category - Source: ISTAT, 2000
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Food | Clothing Housing Transport Leisure | Other
Singleunder 35 14.5% | 6.4% 31.4% 22.7% 7.2% 17.8%
Single 35-64 16.5% | 6.4% 37.2% 15.8% 6.3% 17.8%
Single over 64 22.8% | 4.0% 48.2% 6.5% 4.0% 14.5%
Food | Clothing Housing Transport Leisure | Other
Couplew/out children | 12.5% | 7.3% 33.3% 23.0% 6.6% 17.3%
under 35
Couplew/out children |17.3% | 6.3% 35.0% 18.8% 5.2% 17.4%
35-64
Couplew/out children | 23.4% | 4.8% 41.4% 11.3% 4.1% 15.0%
over 64
Couplew/1 child 18.3% | 7.0% 32.5% 19.1% 6.7% 16.4%
Couplew/2 children 19.2% | 7.7% 30.2% 19.2% 7.6% 15.7%
Couplew/3 or more 21.9% | 8.0% 28.4% 18.6% 8.2% 14.9%
children
Single parent 19.1% | 6.2% 33.8% 17.8% 6.8% 16.3%

Average Monthly Household Consumption Expenditures (converted to U.S. $)
Source: ISTAT, 2000

Singleunder 35 $1,619.04 Couple w/out children over 64 $1,427.14
Single 35-64 $1,474.28 Couple with 1 child $2,272.85
Single over 64 $920.47 Couplewith 2 children $2,460.00
Couplew/out children | $2,300.95 Couplewith 3 or more children $2,387.14
under 35

Couplew/out children | $2,103.80 Single parent $1,878.09
35-64

The ongoing socio-economic and demographic changesin Itay have had a definite impact when it
comes to consumer spending. The Itdians are spending more money on consumer goods and have
darted to eat out of the home on aregular basis. Eating habits have certainly evolved during the past 40
years. While the Mediterranean diet remains king, the Italians have discovered through their increased
world traveling the so-called exotic/ethnic foods.
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Food Consumption (% of total grocery expenditures) - Source: Largo Consumo, 2001
Commodity 1999 2000 Commaodity 1999 | 2000
M eat 23,6 23,1 Fish/Seafood | 7,8 8,6
Fruit and Vegetables 17,3 17,1 Sugar, Coffee, | 7,3 75

Chocolate
Bread and Cereals 16,2 16,7 Oil and Fats 43 3.8
Milk, Cheese and Eggs 141 14,0 TOTAL 100,0 | 100,0

ISTAT reports that in 1999 consumer spending on food, drink and tobacco totaled over $500 hillion
dollars, a 3.8% increase over the previous year. While some food product consumption is on the
decline, fish and seafood consumption hasincreased.

Section 2. Road Map for Market Entry

The north/south fragmentation within the Itdian retail sector isvery evident. The north of Italy hasthe
largest number of hypermarkets, shopping mals and large supermarkets, which cater to the more
prosperous regions of the country, with only a5 percent unemployment rate. (Please see the map of
Italy on page 2 for abreakdown of the North, Center and South regions). The south lags behind with
very few large retail outlets and a 22 percent unemployment rate.

Higtoricdly, none of the Italian grocery store chains had a nationd coverage, spanning from north to
south, but Rinascente and Gruppo GS have recently broken the mold expanding to the south through
thar foreign joint ventures with Auchan and Carrefour.

The Itdian retail sector is il rdlatively underdevel oped and their food sector is a curious blend of
tradition and modernity. The Itdians are expanding a a much dower pace compared to other European
nations, while maintaining a high sandard for qudity food. In thisregard, the loca smal mom and pop
establishments are an important ssgment of the retail market, maintaining a strong presence in the

sector. The Itdian consumer is extremey educated and discerning when it comesto food . Quality
gourmet food is avery important part of the Italian way of life, and the consumer iswilling to pay the
price. The qudities of the Itdian way of life are definately reflected in their retall sector, with large retall
operations making dow but sgnificant in roads in the sector and the small loca neighborhood food
shops gill dominating the market.

Digtribution of Hyper mar kets throughout Italy - Source: Itdian Ministry of Commerce and
Industry, 1999

Number of Number of Number of Number of

Outlets Employees Outlets Employees
North 193 34,467 South 42 7,981
Center |69 9,730 Total 304 52,178
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[talian Retail Outlets 1999-2000 - Source: Information Resources/Food, 2001

Format 1999 | 2000 New/Closed | % Change
Hypermarkets 219 237 18 new 8.2 increase
Super markets 6,834 | 7,006 172 new 25 increase
Superette 5952 6,223 271 new 4.5 increase
Hard Discount 2,106 |2,164 | 58 new 2.7 increase
Small Local Shops 15,718 | 15,240 | 478 closed 3.0 decrease
Independent/Traditional | 74,615 | 72,156 | 2459 closed | 3.2 decrease
Shops

Italy isacountry of contradictions, where the traditiond family structure and retail sector has maintained
their presence notwithstanding the countries desire to evolve, much as the rest of Europe. Itdy isthe
only European nation where the local mom and pop store till plays and essentid rolein the retall

sector, co-existing aongside the large multinationas and hypermarkets. Loca independently owned
food shops have actudly flourished in the south of Italy, compared to the large retail outlets.

Led by a series of important foreign retail corporations, the strengthening and consolidation of the
Italian retail sector has dready begun. While key domestic players such as COOP Italia, CONAD, La
Rinascente and Gruppo COIN have been busy holding onto their market share through mergers and
corporate dliances, foreign retailers like Marbert, Carrefour, Auchan, Promodes and Sephora have
been aggressively penetrating and expanding into the market during the last few years. Smdler retailers,
such as Despar Italia, have been less active and may have to create their own dliancesto remain
competitive.

In 1998 Tengemann established an dliance with Gruppo PAM, which incorporated Tengelmann's 48
Italian Supera supermarkets into the PAM distribution chain in exchange for 23 discount outlets.

In 1999, CONAD and COORP Italia decided to create ajoint venture buying group cdled Itaia
Digribuzione, while in March 2000 Carrefour bought out Gruppo GS, and CONAD bought the Nuova
Distribuzione Southern sales network.

In May 2001, Auchar/Rinascente findized an eight year franchise agreement with its SMA supermarket
food retailer 3A (120 small Superettes, 50 local/traditiond stores and 6 large supermarkets). The
agreement stated that al of the 3A retail outlets will be renamed SMA, including the 10 new stores that
are scheduled to be inaugurated from 2001-2003.

In 1994 Rewe firgt entered the Italian market through ajoint venture with Esselunga, however, the
agreement only lasted until 1999.
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L eading Retailersin Italy (Billion U.S. $) - Source: Largo Consumo, 2001

Retailer Operations Sales No. Outlets
COOP (IT) Co-operative 6.593 1,320
CONAD (IT) Multiple grocer 5.376 2,815
Rinascente/Auchan (IT/FR) Multiple Grocer 3.738 235
Carrefour (FR) Multiple Grocer 3.592 975
Esselunga (IT) Multiple Grocer 2518 111
Despar (IT) SPAR Food Group 2.245 1,872
Gruppo PAM (IT) Multiple Grocer 1.895 360
Gruppo Lombardini (IT) Multiple Grocer 1.095 523
Nuova Distribuzione (I T) Multiple Grocer 961 192
Ditexal Multiple Grocer 665 36
Il Gigante Multiple Grocer 482 27
Lidl (German) Multiple Discounter 438 209
Rewe (German) Multiple Grocer 426 267
Unes Multiple Discounter 373 9
TOTAL 30.403 8,799

Italy is till one of the few remaining European countries whose food retail sector is gill largely
controlled by co-operatives and buying groups. COORP lItalia, thanks to a creative marketing
campaign, has maintained their stronghold of the Itaian retail sector, and CONAD seemsto be
following closaly behind, seeking acquisition and joint venture opportunities and spending money in
promotiona campaignsin the Itdian pressand TV.

Noteworthy of mention in this report are the numerous buying groups who play amgor rolein the
Itdlian retail food sector. Retallers differ from the buying groups in that they own their stores or
operations.

L eading Buying Groups - Source: M+M Eurodata, Retail Intelligence 2001

Sales - Billion # Retail Outlets # Cash and Carry
Us$

InsiemeCMS | 8.857 4,905 98
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CONAD 7.095 4,891 none
COORP ltalia 6.593 1,320 none
Intermedia 4.897 1,151 26
Interdis 4571 3,164 33
SIRIO 3.761 7,814 19
Selex 3.857 1,611 60
Despar 2.297 1,872 4

Inseme CM S was created in 1998 as a merging of three mgor buying groups - C3, MDO and SISA.

Intermedia was founded in 1989 by Garosci, Gruppo Lombardini and Gruppo PAM. 1n 1994, SUN
joined the group, while in 1996 Garosci departed. Dixetd recently joined Intermedia completing the

buying groups mix.

Interdis was born from the merge of Vege and Selex in 1998, and in 1999 La centrale joined the
group. Interdisincludes Maxi Sidis, Sidis, Scudo, Standa, Eurospin, Sosty, and Quali supermarkets.

Srio wasinitidly crested in 1998 with the merging of two independent buying groups, Cral and Sigma.
In 2001, Crai broke away from Sirio creating their own purchasing group caled Secom.
Sdex was created in 1964, and in 1996 in collaboration with VVege founded the Euromadis buying

group.

Retail Sector Strengths and Weakness - 2001

Advantages

Challenges

Italy is awedthy, indugtridized European nation
with a high per-capitaincome.

The Itdian retail sector isfragmented and il
under-devel oped.

Italian consumers are extremely quaity and
brand conscious.

There are rdatively few freight consolidators and
importers available to handle large volume
imports.

Itdlians are traveling more than ever, therefore
discovering new and exctic cuisine and
ingredients.

The E.U. has gtringent import regulations -
labeling, phyto and sanitary requirements.

The growing retall indudtry is congtantly looking
for new and innovative qudity food.

Italy is world-renowned for their cuisine and
quality food.

According to astudy commissioned by Largo
Consumo, 51 percent of the Itdians are willing
to purchase certified organic food.

The strong U.S. dallar has undermined the
competitiveness of U.S. products.
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Section 3. Competition

The Itdian retail food industry is dowly, but surely developing. With the insurgence of foreign retall
companies into the market, the sector has become more sophigticated and is expected to expand more
rgpidly. Large didtribution chains and supermarkets not only offer avaried selection of food products
but are a'so aggressvely promoting their own private label brands. Companies like ESSELUNGA,
COORP Itdia, CONAD and Unes are dl using their private brand lines as away to promote organic,
GMO free, and other specidized niche products.

U.S. Exportsof Agricultural, Fish and Forestry to Italy (1996-2000) Source: U.S. Census Data,
2001

Millions $ 1996 1997 1998 1999 | 2000
Agricultural Products 789 757 684 497 553
Agricultural, Fish & Forestry 997 1,108 922 749 807

U.S. Importsof Agricultural, Fish and Forestry from Italy (1996-2000) Source: U.S. Census
Data, 2001

Millions $ 1996 1997 1998 1999 | 2000
Agricultural Products 1,313 1,375 1,385 | 1,458 1,549
Agricultural, Fish & Forestry 1,385 1,469 1,487 | 1,565 1,677

Section 4. Best Product Prospects
A. U.S productsin the Italian market which have good sales potential:

Wild sdmon from Alaska
Cdiforniawines

Dried plums

Tree nuts

Wheat

TexMex and other ethnic foods
Dried beans

B. Productsnot present in significant quantities but which have good sales potential:

Processed fruit juice
Cake mixes
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Dressings and sauces/condiments
Beer

Snacks

Lobgters and scalops

C. Products not present because they face significant barriers:

Beef
Cheese
Poultry

Section 5. Further Contact Information on Leading Buyer Groups.

InslemeCMS

Indeme DMA,

ViaVittor Pisani 14

20124 Milan, Italy

Telephone: 0039 02 6698 7433
Fax: 0039 02 66987431

Intermedia

ViaVincenzo Monti

20016 Pero, Milan

Telphone: 0039 02 3391 1308
Fax: 0039 02 33911208

Interdis

ViaLomdina 10,

20133 Milan, Itay
Telephone: 0039 02 752961
Fax: 0039 02 75296504

Srio

ViaMissglia97,

20142 Milan, Italy

Telephone: 0039 02 89309263
Fax: 0039 02 89514752

Selex

Via Cristoforo Colombo 51,

20090 Trezzano sul Naviglio, Milan
Telephone: 0039 02 4840 2900
Fax: 0039 02 4840 2038
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Pogt Contact | nfor mation:

American Embassy Rome, Itdy American Embassy

Foreign Agriculture Service Foreign Agriculture Service
PSC 59 Box ViaVeneto 119, Rome
APO AE 09624 00187 Italy

Telephone: 0039 06 4674 2396
Fax: 0039 06 4788 7008
e-mall: agrome@fas.usda.gov
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