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Why consumers are not yet putting the
climate first

By wasting less food and eating less meat and dairy, consumers can
help to slow down climate change. However, consumers in the EU
have barely changed their diets. Emission reduction targets give food
companies a reason to encourage consumers to change, but
without regulation, the economic incentive to move to a more
climate-friendly diet remains weak

Why changing the way we eat can be a big win for the climate

According to the Intergovernmental Panel on Climate Change, the food system is responsible for
21% to 37% of total global greenhouse gas emissions. Of course, we all need to eat. But changing
the way food is produced and what food is consumed can reduce the negative impact on the
climate. Action is clearly needed and at COP28 this year, this subject will be addressed for the first
time, with discussions centred on the changes needed to limit the rise in global temperatures to
between 1.5 and 2 degrees.

While European consumers are increasingly aware of sustainability issues connected to food,
changing actual behaviour remains challenging. That's why in this article we take a look at how
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food manufacturers and retailers can influence consumers and what incentives they have to do so.

Consumers and scientists not aligned on most effective ways to
make diets more sustainable

European consumers can do many things to make their diets more sustainable. When we asked
about the best approach, German consumers said that ‘eating more local products’ was the most
effective route followed by reducing food waste. Dutch and Belgian consumers consider reducing
food waste to be the most effective measure. The importance of reducing food waste is also
aligned with the view of experts (see for example UN, IPCC). However, consumers tend to give less
weight to reducing their consumption of meat and dairy. This is a surprising result since shifting
towards a more plant-rich and less animal-rich diet is often considered by scientists and public
institutions to be the most effective way for Europeans to reduce the climate impact of their diet.

What do you see as the most effective way to make your own
diet more sustainable?

Weighted average based on responses of German, Dutch and Belgian consumers

Eat more local products [ 23.6%
Waste less food [ 23.0%
Eat more seasonal products e 19.0%
Eat less meat |  18.5%
Eat more products with a sustainability label — 5.7%
Eatless fish N 2.3%
Eat less dairy - 1.6%
Other N 6.4%

Source: ING consumer survey carried out by Ipsos in November 2023, based on a representative sample of 3010
respondents

Meat and dairy consumption largely unchanged

Meat and dairy are a cornerstone of European diets, providing the majority of our protein and a
range of other nutrients. But animal products like beef also account for a disproportionately large
share of all food-related greenhouse gas emissions. Meat and dairy companies are very aware of
this and are increasingly adopting net zero targets for their own operations and their supply chains
in 2050. Yet for the time being, lowering consumption can be another route for consumers to
reduce the climate impact of their diet, which also carries health benefits. While there is a certain
level of willingness among consumers to reduce meat intake, actual meat consumption per capita
in the EU has been fairly stable since the 1990s.

Less beef and pork, more poultry

Still, there are changes in the type of meat that Europeans eat. Beef and pork consumption in the
EU has dropped by 2.5% (beef) and -10% (pork) per capita in the past decade. Poultry consumption
is growing (+16.5%) and poultry has a much lower environmental footprint compared to other
types of meat. Because of this composition effect, the carbon footprint of a single European
person's meat consumption is about 3% lower compared to 10 years ago. Nonetheless, total
livestock-related emissions in the EU have been flat since 2010 because improvements in terms of
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carbon intensity per kilogram have been offset by increases in total production.

Meat consumption in Germany drops

Meat consumption data for several countries shows only slight changes during the last decade.
The downward trend in Germany since 2018 stands out. This might be explained by a combination
of factors such as sustainability considerations, health reasons, inflation, improved availability of
alternatives, negative media coverage and demographic changes (meat consumption per capita is
generally lower among the elderly and people with a non-western background). However, these
factors are not unique to Germany and we should point out that meat remains very popular,
including in Germany.

Meat consumption fairly stable in many EU countries, except in
Germany
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Source: Destatis, Wageningen Economic Research, Statbel, FranceAgriMer, European Commission, ING Research,
*based on carcass weight

Less milk but more cheese

EU dairy consumption per capita has gone up during the last decade but seems to have stabilised
more recently. Again there are shifts within the category. Consumption of liquid milk has dropped
quite significantly in volume terms, for example by 8% in Germany and 12% in the Netherlands
over the past 10 years. But at the same time, consumers have started to eat more dairy products,
including cheese, which is supportive for milk demand since it requires about eight litres of milk to
produce a kilogram of cheese.

For consumers, milk has proven to be one of the easiest animal products to substitute. There are
more and more suitable alternatives available and the price gap between milk and plant-based
alternatives has become smaller. However, for cheese, which is the favourite animal product for
manu, substitution has proven to be much harder.
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Germany and the Netherlands have witnessed a drop in dairy
consumption since 2020
Dairy consumption in milk equivalents per capita*, index 2012 = 100
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Source: Destatis, Wageningen Economic Research, ING Research *assuming that 8 litres of milk are needed to
produce a kilogram of cheese.

Food waste decreasing, but further declines needed

Reducing food waste provides another big opportunity to lower the environmental impact of food
production and consumption. It's estimated that almost 60 million tonnes of food waste is
generated annually in the EU, with over half occurring within households. Trend data is scarce, but
food waste data for Spain and the Netherlands hint at a declining trend. The extraordinary
increase in food prices might give households a stronger financial incentive to reduce food waste,
but in general, moral considerations (“waste is wrong”) mainly influence our behaviour. Since the
EU Commission has proposed that member states should reduce household food waste by 30% in
2030 compared to 2020, it's very likely that additional actions, such as awareness campaigns and
tools that enable consumers to change their routines, will be taken. For food companies, a
reduction in household food waste aligns with the UN's sustainable development goals and could
help them lower some of their scope 3 greenhouse gas emissions.
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Households in Spain and the Netherlands waste less food,
further drop needed to meet EU target

Food waste at households in kilograms per capita
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Source: Voedingscentrum, Ministerio de Agricultura, Pesca y Alimentacion, ING Research

Sales of food products with sustainable logos are booming

Across Europe, the market for food and drink products with sustainable certification is booming. In
the Netherlands for example, sales of certified food products have more than doubled in the past
five years. They also increased by 50% in the UK between 2016 and 2021. Such certification
generally signals that more attention is paid to the environment, labour conditions or animal
welfare during production. So it's not a given that certified products also have a smaller carbon
footprint than products without a logo. Certified products are present in every food category, but
German, Dutch and Belgian consumers in our survey mainly expressed a higher willingness to pay
more for sustainable meat, fruit and vegetables.

But many consumers are not willing to pay a premium

The sales growth of certified food products indicates that food manufacturers and retailers are
succeeding in steering part of consumer spending towards more sustainable products. It is
important to note that certified products are not on everyone's shopping list. For many people,
sustainable food needs to be affordable in the first place. Almost one third of all German and half
of all Dutch and Belgian consumers in our survey said they were not willing to pay more for
sustainable food products in any category. This can be either because they can't afford to pay
extra, don't trust these claims or don't see the benefits.
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Products with sustainability logos gain market share in Dutch
food retail

Share within total revenue

30%
25%
20% _—/—/
15%
10%
5%
0%

2017 2018 2019 2020 2021 2022 2023
(1st half)

Source: Circana, ING Research *includes the following logo’s: Organic, Fairtrade, Beter leven (animal welfare),
ASC/MSC, Rainforest Alliance (inc. UTZ), On the way to planet proof.

Many consumers tend not to trust sustainability claims on
food products

The increase of (inter)national sustainability-related labels and claims on food products has
also attracted criticism. A studu from the EU Commission found that 40% of claims on all
products, including food, were entirely unsubstantiated. The EU Commission is working on
stricter regulation which helps consumers to separate the wheat from the chaff. Our
research shows that currently about one in five Spanish and Polish consumers don't trust
sustainability claims on food while consumers in Germany and the Netherlands are even
more sceptical.

To what extent do you agree or disagree with the following
statements? | trust the sustainability claims of food
manufacturers on their products

Germany 31% 36% 33%
Belgium 32% 43% 25%
Poland 36% 43% 22%
Spain 46% 36% 18%

m (Strongly) agree  m Neither agree nor disagree  m (Strongly) disagree

Source: ING consumer survey carried out by Ipsos in November 2023, based on a representative sample of 5012
respondents
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Companies can do a lot to persuade consumers to adopt more
climate-friendly diets

Looking at consumer behaviour, it seems like consumers could use some help from companies to
move to more climate-friendly diets. Clearly, food manufacturers and retailers can do many things
to persuade consumers. Below we list some possible actions that they could take.

Different tracks for food companies to encourage consumers to change behaviour.

Q Protein track

How to encourage the consumption of protein products with a lower carbon footprint

e Encourage shifts towards products with a lower carbon footprint within the meat and dairy
category (poultry instead of beef) and ‘redefine’ the default option by applying or
suggesting smaller serving sizes.

e Leverage menu or recipe suggestions offered to consumers. Swedish retailer ICA works with
a climate score for recipes, while Unilever changed recipes for its meal starter kits to include
more vegetables and less meat.

e Broaden and strengthen the plant-based offering. Some retailers, such as Lidl, have specific
targets and many meat and dairy companies have ventured into plant-based alternatives.

@ Food waste track

How to help consumers reduce food waste at the household level

e Changes in communication on expiry dates, for example, dairy companies like Arla and
Danone have moved from ‘best before’ to ‘often good after’ to prevent people from
throwing away products that are still fit for consumption.

e Offer portion sizes that are suited for smaller households and provide advice on how to
store or use any leftovers.

¢ Give menu suggestions that offer a broader range of ingredients (e.g. vegetables) which can
inspire consumers to use any leftovers.

© sustainability label track

How to stimulate additional sales of more sustainable products

e Explain why these products have added value for individual consumers and give them a
prominent position in their marketing efforts.

e Raise the bar for the default option. Examples include Dutch retailers and their suppliers
who have moved collectively to a higher standard for poultry meat and German retailers
which are moving towards higher animal welfare standards for meat and dairy products.

Emission reduction targets give companies a stronger incentive to encourage consumers to
change diets

Many investors expect corporates to align with climate targets, and submitting formal CO2
reduction targets to bodies like the Science Based Targets initiative carries obligations. So food
companies, and especially retailers, increasingly have an interest in encouraging a shift in
consumer demand due to strategic incentives. One example is that several major European

Article | 30 November 2023 7



THINK economic and financial analysis

retailers aim to grow the share of plant-based protein products at the expense of animal-based
products for environmental and health reasons. As a result, they have been building a larger range
of plant-based products and are working towards price parity. While these are soft commitments,
they do give an idea of the direction these retailers want to take and what they expect from their
suppliers.

But the economic incentive is often missing

However, in many cases, the economic incentive is missing. Stocking more climate-friendly
products that no one buys, convincing customers to buy less of your product and helping
consumers to discard less food are not viable business strategies due to their negative impact on
sales volumes. Here, markets fail to provide the most desirable outcome for society which
warrants policy interventions that help to make that the products that land on our plates are more
sustainable.

Leading European retailers have set targets to shift from
animal-based to plant-based products

Overview of quantitative and qualitative targets

Animal protein Plant based protein
Retailer Current Target Current Target
share 2030 share 2030
Albert Heijn 56% 40% 44% 60%
Jumbo = 40% - 60%
Colruyt - 40% - 60%
Meat/fish/egg Plant based Dairy Dairy alternatives
Retailer Current Target Current Target Current Target Current Target

share 2030  share 2030  share 2030 share 2030 Other relevant targets

Lidl 89% 80% 11% 20% 94% 90% 6% 10%

Tesco 89% - 11% - 93% - 7% - +300% sales growth for plant-based meat in
2025 (compared to 2018)

Sainsbury 89% - 11% - - - - - Signed WWFs retailer commitment for Nature,

including goal to work towards 50-50 split
between animal and plant proteins

Carrefour = = - - = = - - Grow sales of plant proteins in Europe to €500
million by 2026 (+65% vs 2022) as part of
reduction in scope 3 emissions

Source: Company information, ING Research

*Albert Heijn, Jumbo & Colruyt use a different methodology than Lidl, Tesco and
Sainsbury for calculating the share of animal and plant-based products in their
sales.

Regulation: tougher on food waste and greenwashing, but
hesitant on consumption taxes

Because of the share of the food system within total emissions and the far-reaching European
ambitions on climate action (the 55% reduction target for the whole economy in 2030 and a
recommendation for a 90% reduction target in 2040) it's very likely that policymakers will closely
look at all their instruments to make sure that there is a business case for a rapid reduction in
food-related emissions.

Which options do policymakers have?

Taxes and levies to deliver external effects
These can be targeted at producers or consumers. The EU already has an emission trading system
for carbon-intensive sectors and this might be extended to agriculture. Proposals for consumption
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taxes on certain food products like meat have shown that it can be a challenge to garner public
support. Still, it's not unthinkable that some countries introduce some form of taxation and recent
scientific research on meat taxes argues that support can be raised by proper design.

Regulations and norms to raise standards

Livestock farmers across the EU face additional (national) environmental requlations that drive up
production costs and eventually drive up prices of animal products. The proposed EU targets on
food waste and the proposal for the green claims directive are other examples of regulation.

Campaigns to raise awareness among consumers and companies
Governments can raise awareness about sustainable diets and the benefits of reducing food waste
by initiating campaigns and public-private partnerships.

Subsidies and compensation to stimulate change

Governments can provide public funding for R&D, such as research into novel protein sources or
carbon sequestration in farmland. For example, Denmark, a large meat and dairy producer and
exporter, recently published its national action plan for plant-based foods.

How food manufacturers can take advantage of the need for
more sustainable diets

The growth in food products with sustainable logos shows that there are certain aspects of
sustainability that consumers value. However, data on meat and dairy consumption shows that
consumers often refrain from taking more drastic steps to green their diets. Meanwhile, for
retailers, emission reduction targets provide a stronger strategic incentive to get consumers to
change. Retailers increasingly consider the carbon footprint of food products an important metric
and food manufacturers can do several things to take advantage of this trend.

It starts with establishing the environmental footprint of their products. Besides helping to
determine actions to further reduce emissions, this data can also help food makers stand out from
their competitors if they do better than the industry average. Furthermore, we expect that calls for
a shift between animal- and plant-based categories will continue to influence market dynamics in
Europe. Food manufacturers and retailers can do their part by developing and improving plant-
based alternatives. But a more profound structural change in the consumption of animal products
also depends on the effective use of policy instruments.
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