
Nestle warns over rising food prices
Concerns over
emerging markets

Higher costs passed
on to customers

By Jenny Wiggins in London

Nestle, the maker of Nescafe
coffee and Maggi instant
noodles, highlighted the
strain food companies are
facing because of food price
inflation and environmental
campaigns, including those
aimed at reducing demand
for bottled water.

The food company yester-
day said revenue grew 9.8
per cent to SFr25.7bn
($25.4bn) in the first quarter,
mostly because the company
was able to pass on the

rising cost of food to custom-
ers but warned that rising
food prices made it tougher
to sell packaged foods in
emerging markets.

Prices went up most
sharply on ice cream and
dairy products, due to
unprecedented increases in
the cost of milk powder last
year, as well as on pet foods,
which are made with corn
and soya.

Prices rose an average of
5.6 per cent in the first quar-
ter, compared to 1.8 per cent
a year earlier, but Nestle
said it was likely to reduce
the rate of increases in the
remainder of the year.

Roddy Child-Villiers, head
of investor relations at
Nestle, said the company
could not continue to keep
raising prices at current
rates, particularly in emerg-
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ing markets such as Asia
and Africa where people are
struggling to afford basic
foodstuffs such as wheat and
rice.

"There's only so much
money in these people's

pockets. .. we need to be
competing very aggressively
for our share of their spend."

Nestle also said it had
been changing the ingredi-
ents in some products, such
as swapping local grains for

wheat in some of its instant
cereals. Other companies
have been taking similar
measures, with brewers
replacing imported malting
barley with locally grown
sorghum in beer in Africa.

All large European food
companies have been push-
ing through price increases
over the past year, led by
Nestle, Danone and Cadbury
Schweppes.

The biggest price increases
have been in dairy products
like cheese, ice cream and
yoghurt, as well as in edible
oils, margarine, cereals and
crackers, according to Bern-
stein Research.

Nestle reported sales
growth in all core categories
except bottled water, where
sales revenues dropped 0.6
per cent. The group attrib-
uted some of the decline to

tough comparisons with the
first quarter of last year,
when sales were up 10 per
cent, but also said an envi-
ronmental backlash against
bottled water was hurting
sales in Italy, France and the
US.

"It would be naive to deny
there's any impact from this
issue," Mr Child-Villiers
said. Nestle said it was work-
ing with other companies in
Europe to bring "reason" to
the debate, and that it was
planning a marketing cam-
paign in the US to communi-
cate health benefits of water.

In the US, the world's big-
gest market for bottled
water, city governments
have been banning bottled
water dispensers from their
offices, with some switching
to filtered water systems
amid concerns over the envi-

ronmental impact of packag-
ing water in plastic. In the
UK, restaurateurs have been
signing up to a Water on
Tap campaign run by the
Evening Standard newspa-
per, which encourages busi-
ness to offer free tap water.

Richard Hall, chairman of
beverage research group
Zenith International, said
that while concerns over the
environmental impact of
bottled water were "legiti-
mate", it remained the fast-
est-growing major beverage
category worldwide with
sales growth of 6 per cent
forecast for this year.

Nestle shares fell 1.7 per
cent to SFr505 as the
strength of the Swiss franc
against other currencies low-
ered group sales, and ana-
lysts worried about a slow-
down.
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