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1 The emergence of an EU policy initiative
1.1 The emergence of new challenges

The process of reform of the EU’s Common Agricultural Policy (CAP) has involved a movement away
from a price support system, which involved the administrative determination of minimum prices, to an
income support policy, which makes direct payments to farmers and allows prices to be formed by the
play of market forces. This reform process has been pursued as a prelude to agricultural trade
liberalisation, which is to be pursued by both bilateral and multilateral trade deals.

The dismantling of administratively determined prices that are insulated from global price trends has
however thrown up problems as a result of inequalities in the distribution of commercial power along
food supply chains. In the course of 2008/09, these problems were thrown into focus by increased price
instability on global markets and a large degree of ‘stickiness’ in consumer prices, despite sharp declines in
agricultural commodity prices. This has given rise to fears that increased ‘market’ determination of
agricultural prices could undermine the production base across a range of agricultural sectors in the EU
(including, of most notable concern, the dairy sector).

Against this background the EC launched a review of the functioning of food supply chains, which gave
rise to a Commission communication in October 2009. The communication highlighted ‘significant
tensions in contractual relations between actors of the chain stemming from their diversity and differences
in bargaining power’ and a ‘lack of transparency of prices along the food chain’. As a consequence, the
communication proposed the elaboration of ‘concrete actions to improve [the] functioning of the food
supply chain in the EU’ and improve ‘commercial relationships between actors of the chain’ to the
ultimate benefit of all concerned. Particular importance is attached to boosting ‘farmers’ bargaining power
in the supply chain’.

Specifically the communication proposed to:

‘promote sustainable and market-based relationships between stakeholders in the food supply chain’,
by identifying ‘unfair contractual practices stemming from asymmetries in bargaining power’ and
monitoring ‘potential abuses’, by working with national competition authorities to monitor the
functioning of the food supply chain and by drafting ‘standard contracts with stakeholders from the
different sectors’;
‘increase transparency in the food supply chain’ by establishing a ‘European food prices monitoring
tool’, improving ‘oversight of agricultural commodity derivatives markets’ in order to ‘contain
volatility and speculation’, and establishing ‘price comparison services’ at national level to allow
consumers to compare prices of different retailers;
‘foster the integration of the internal market for food and the competitiveness of all sectors of the
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food supply chain’ by removing measures which ‘impede cross-border trade’ and ‘force’ retailers to
source locally’.

Alongside this communication a high-level experts’ group was established to look at the functioning of the
dairy supply chain, in response to the emergence of acute economic difficulties for EU milk producers
arising from the collapse of market prices.

1.2 The functioning of the dairy supply chain

During 2007/08, prices on world dairy markets rose to unprecedented levels following rapidly expanding
global demand for value-added dairy products. Indeed prices were so high that for certain dairy products
the EU was able to set export refunds at zero. This provided a major boom for EU dairy exporters and
sustained high domestic dairy prices. However, with the onset of the financial crisis and associated global
economic downturn, global demand collapsed. With EU dairy prices having followed the high global
prices, this saw EU milk prices fall from 30-40 euro cents per litre to ‘around the EU safety-net level of 21
cents per litre’, a price level which, while covering variable costs, did not cover the full costs for many less
efficient dairy producers.

Against this backdrop, concern emerged that ‘if prices stay at this historical low, we are heading for
disaster’, since large numbers in the EU dairy farming sector might go out of business simply because of a
temporary crisis of demand arising from the global economic downturn. With farmers vocally protesting,
the EC sought to activate all existing policy measures to alleviate the situation in the dairy sector. This
saw:

the reintroduction of export refunds for dairy products and the expansion of dairy promotion
programmes, internally and internationally;
an expansion of aid to private storage, and a raising of the ceiling on intervention buying;
the bringing forward of the date of direct-aid payments;
the introduction of increased national support measures, ranging from the granting of interest-free
loans, through the granting of tax breaks, to an expansion of the ceiling on eligible national aid
payments to farmers.

At the EU level these measures cost an additional €600 million, on top of direct income-support payments
‘now worth €5 billion a year’ to EU dairy farmers.

However the measures were not felt to be sufficient given the depth of the crisis, particularly given the
‘stickiness’ in price changes at the consumer level. It was noted that whereas farmers were getting less for
their dairy products than before the price surge of 2007/08, ‘prices on the supermarket shelf are still up
14%’. In view of widespread consumer concern, in 2009 the agriculture commissioner raised questions
about the functioning of the dairy supply chain and argued that the EC should ‘look into the milk market
and see where the money goes’.

This provided the background to the launching of the high-level expert’ group on the dairy sector in
October 2009. Regular monthly meetings have since been held to review analysis of the functioning of the
dairy supply chains, and to take often contradictory submissions from concerned stakeholders. Six months
later, at the end of March 2010, the preliminary findings of the high-level experts’ group were tabled at the
conference on the future of EU milk production. The submission on the discussions in the high-level
experts’ group noted that a more market-oriented policy framework brings with it ‘price and income
volatility’, which throws up the challenge of how to avoid ‘an irreversible damaging impact on the EU
dairy sector’. Yet it also pointed out the underlying trend towards rapid expansion in global demand for
value-added dairy products, a long-term trend that the EU dairy sector needed to prepare itself to
capitalise on.

In this context it was argued that consideration needed to be given to:

a more transparent and equal sharing of the added value between the market players;
the use of market management tools to promote ‘a better and more speedy adaptation of raw milk
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supply to demand’;
reviewing the contracts between players to ensure greater transparency;
enhancing the negotiating power of milk producers;
the introduction of exceptions to competition law for the dairy sector in the context of
strengthening producer organisations, in order to allow producers to jointly agree prices for their
produce;
reviewing the nature of the safety nets required to sustain the milk production base in the EU;
the possible use of risk management tools;
how to increasingly support innovation and the development of the product range in the dairy
sector;
supporting measures to enhance the quality of dairy products.

Following the EC Council meeting at the end of March 2010, Agriculture Commissioner Dacian Cioloş
gave some indication as to what the package of measures to be submitted at the end of 2010 might
encompass. It included:

measures to address such issues as enhancing the ‘negotiating power of dairy producers’;
a ‘review market mechanism to make them more efficient’;
reviewing the ‘whole issue of the contract system between various players in the supply chain’;
addressing the issue of the transparency of price formation.

The importance of contractual issues was highlighted by the French agriculture minister, who argued that
‘contractualisation at EU level between producers of agricultural commodities and industry offers a way
forward for the agricultural sector as a whole’. However this view was not universally accepted, with
British and Swedish ministers looking for more market-based solutions, according to press reports.

In view of the range of opinions held, a possible EU consensus could emerge around an approach that
focuses on promoting ‘sustainable market relations’ between the parties involved in the food supply chain,
by:

promoting increased transparency in price formation and the underlying supply and demand
situation;
supporting measures to enhance competitiveness of all the actors involved in the supply chain;
tackling price instability via better use of market management tools.

Regardless of the ultimate compromise reached within the EU Council of Ministers, what is clear is that
some new policy measures are held to be needed to improve the functioning of the dairy supply chain, if
the agricultural base for EU milk production is not to be undermined by periodic crisis thrown up by
increased price instability on global markets.

2 Implications for the ACP

Given the growing shift over to ‘market’-based price formation in ACP-EU agricultural trade relations,
this new EU policy initiative would appear to have a much wider relevance in the context of the vast
inequalities in power relationships along ACP-EU food and agricultural supply chains. This would appear
to be particularly the case in the sugar, banana, and fruit and vegetable sectors, where accelerating
processes of erosion of the margins and value of traditional ACP trade preferences are under way and
where, for a variety of reasons, large inequalities in power relationships exist.

In the sugar sector, with national quota and price guarantees being abandoned and duty-free, quota-free
access being granted in a context of ‘market’-based price formation, similar challenges arising from
inequalities in power relationships along the ACP-EU sugar supply chain are likely to emerge. With high
world market sugar prices and ongoing scrutiny by competition authorities of the restructuring of EU
sugar companies, managers in the sugar sector have gone out of their way to avoid any hint of
anti-competitive behaviour. However the underlying reality remains that in future a growing number of
preferential sugar suppliers will be dealing with a decreasing number of EU sugar importers. In addition,
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these importing companies are increasingly part of corporate alliances that not only dominate the EU
market, but also have significant stakes in sugar cane growing, milling and sugar trading into the EU from
developing countries around the globe.

This raises important questions about the distribution of commercial power along ACP-EU sugar supply
chains, and the transparency of price formation within supply chains dominated by a single alliance of
related companies. This is a matter of concern, given the price volatility on world sugar markets (with a
38% price decline in the first three months of 2010), and raises important questions about the financial
stability of the underlying agricultural base for sugar production in a number of ACP countries and
regions. It is an issue of particular concern in countries that are seeking to expand smallholder sugar cane
farming.

There are similar concerns in the banana sector. Traditionally a limited number of large companies have
dominated the distribution and wholesale marketing of bananas. In addition, in the UK, which is the major
market for Caribbean banana exports, the policies of large retailers have a strong influence on the
functioning of the banana market. Indeed, it is argued that in the last decade the economic power of the
supermarkets in the banana supply chain has increased dramatically: despite the periodic outbreak of
banana price wars, supermarkets are now reportedly the only players in the banana supply chain to
consistently make profits from bananas.

From an ACP perspective this situation is likely to be compounded by the impact of the recently
concluded agreement, which resolved the WTO banana dispute, and the not unrelated concessions being
granted to Latin American banana exporters in the context of new free-trade area agreements. This is
expected to shrink the ACP’s share of EU banana markets and exert a further downward pressure on
market prices. Against this background the vast inequalities in power relationships that exist along
ACP-EU banana supply chains are likely to take on a new significance, if banana production for export in
a range of ACP countries is to be sustained. Getting to grips with the functioning of the ACP-EU banana
supply chain would appear to be complementary to the currently planned ‘banana accompanying measures’
programme. This is particularly the case as regards the important area of strengthening the bargaining
position of primary producers, which is seen as an essential prerequisite for improving the functioning of
supply chains, in order to sustain the underlying agricultural production base.

In the fruit and vegetable supply chain, stricter food safety requirements, sanitary and phytosanitary (SPS)
standards, and the rise of private voluntary standards in particular, are increasingly contributing to the
heightening of inequalities in the distribution of commercial power along the ACP-EU supply chain.
While stricter private voluntary standards (PVS) ‘can create an incentive for producers to invest in
modernising their production processes and output’, these standards can be very difficult to meet. In
addition, along some of the ACP-EU fruit and vegetable supply chains it is reported that over the longer
term, ACP exporting companies are experiencing ‘reduced profits’ due to the lack of a price premium and
increased costs of maintaining certification. This has led to calls for:

‘the fairer apportionment of costs along the supply chain’;
‘improved dialogue … with EU buyers in order to ensure that their policies create and enhance
opportunities to trade’;
improved engagement between producers and those who set private voluntary standards.

The latter is seen as particularly important, since in some markets failure to comply with private voluntary
standards can de facto amount to exclusion from the more commercially interesting components of the EU
market.

These issues of concern to ACP exporters would appear to echo some of the concerns underlying the EC’s
emerging policy on the functioning of the supply chain. This is most notably the case with regard to the
current discussions of the dairy sector. Issues related to the transparency of contractual relationships
between different parties in the supply chains, and the need to enhance the negotiating power of primary
producers in order to promote a more transparent and equal sharing of the added value between the
market players, would appear to be of particular relevance to the ACP-EU supply chains for bananas,
sugar, and fruit and vegetables. In this context, closer ACP-EU collaboration in examining the functioning
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of ACP-EU banana, sugar, and fruit and vegetable supply chains would appear to be appropriate.
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