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Recent fluctuations in food prices have drawn 
attention to the need to ensure a properly 
functioning food supply chain.  The European 
Union has a role to play in coordinating efforts 
in this respect, so they do not impede the 
proper functioning of the EU's single market.  
Research shows the food supply chain will 
work best when there is competition along the 
chain, and when information flows freely. 
In the EU, the food supply chains are still 
mostly national, resulting in a fragmentation 
of the EU's food markets. This hurts compe-
tition. There has also been consolidation in the 
retail sectors in all Member States, worsening 
problems of a lack of competition. 
New European Commission policy attention 
focuses on the issues of transparency, 
encouraging competition and the completion 
of the single market. The European Parliament 
has urged more radical action, including the 
banning of below-cost selling. 
France was one of the first countries to 
respond to the price volatility. New laws are 
designed to facilitate the negotiation of 
agricultural contracts; to make profits and 
margins more transparent; and to provide a 
basis for government-led negotiations on price 
increases. 
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Food supply chain: the path that food takes 
from the producer to the consumer, often 
called from "farm to fork". In general there 
are four links in the chain: 
 Producers -› Processors -› Retailers -› Consumers 

Market power: the ability of a buyer or seller 
to dictate prices by having a significant 
share of a market, or through collusion with 
other large buyers or sellers to form a cartel. 

Issue definition 

On average, Europeans spend 16% of their 
household budget on food, making the food 
sector a major part of Europe's economy. A 
well functioning food supply chain (FSC) - 
along which the interests of farmers, 
processors, retailers and consumers are fairly 
balanced - will reduce poverty, contribute to 
competitiveness and ensure sustainable 
employment in a number of sectors. 
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The EU's FSC faces challenges. Recent spikes 
in agricultural commodity prices led to 
considerable fluctuations in final food prices 
for consumers. There was only an indirect 
relationship between the prices for raw 
agricultural commodities and final food 
prices.  Furthermore, these price spikes were 
felt differently across the Union. All this 
suggests problems with FSCs in the EU. 

A coordinated policy approach to improving 
the functioning of the FSC is essential, if the 
EU is to avoid individual measures by MS 
threatening the single market. The EU must 
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act, therefore, to deter some Member States 
(MS) from pursuing asymmetric policies that 
may harm the single market.  

act, therefore, to deter some Member States 
(MS) from pursuing asymmetric policies that 
may harm the single market.  

Theory of the food supply chain 

At the simplest level, the FSC covers four 
main economic agents: Producers, which 
comprise the agricultural sector; processors, 
which comprise the food processing sector; 
retailers and distributors, which are mostly 
major supermarket chains or distributor 
chains that provision smaller shops; and 
finally, consumers. Other sectors also play an 
important indirect role in food supply. For 
example, fertilisers are important inputs into 
the agricultural sector, while markets for 
transport goods (tractors, trucks, cars, fuels) 
and services (shipping) also impact directly 
on the FSC. Figure 1 provides a schematic 
overview of the FSC. As can be seen, 
government policy impacts the FSC on 
many different levels; from agricultural 
subsidies which affect producers, to public 
health advertising campaigns which 
influence consumers' preferences. 

 

Much of the theory of the FSC looks at how 
the four levels interact with, and relate to, 
one another. A key question is at what point 
along the food chain profits tend to accrue. 

If there is sufficient competition in all sectors 
- from producers to retailers - then profits 
will remain modest and the final prices 
facing consumers will closely follow input 
costs. In such a scenario, the consumer will 
tend to face lower prices, but prices may be 
more volatile. 

However, if something blocks competition, 
profits will tend to accrue at some point 
along the supply chain, and consumers will 
end up facing higher prices. At the same 
time, because of this profit cushion, final 
prices will tend not to fluctuate as much. 

Where there is a concentration of market 
power in one sector, it is this sector which 
usually dictates prices and derives the most 
profits. This is most likely to occur in the 
retail sector. If there are only a few retail 
chains, the retail sector can easily organise 
to negotiate hard with the food processing 
sector and buy at close to production costs, 
while at the same time demanding high 
prices from consumers for their retail 
products. More competition among 
supermarket chains would be needed to 

force retailers to pass products along 
to consumers at low retail margins. 

However, it is also possible that 
processors become too concentrated 
(via mergers of agro-industrials). In this 
case, they can capture profits from 
retailers at processor level.  

Producers are less likely to exert market 
power, because of the nature of their 
sector: They are very numerous, each 
only has a tiny share of the market; and 
there is less product differentiation 
than at processor level. Producer 
cooperatives are an attempt to 
overcome this problem and increase 
market power. 

Finally, consumers have the least 
concentration of market power. They are the 
most numerous and disparate, and very 
poorly organised. Consumer advocacy 
groups have little real power. Furthermore, 
because food is an essential good, consumer 

Figure 1 - The food supply chain 

Data source: European Commission 

http://ec.europa.eu/economy_finance/publications/publication15234_en.pdf
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demand is relatively 'inelastic' (i.e. 
unresponsive) to price changes, particularly 
for basic foodstuffs such as pasta, rice, 
potatoes and milk. 

Vertical integration 
Traditionally, the four actors in the FSC are 
distinct from one another. However it may 
also occur that certain corporations attempt 
to enter markets elsewhere along the chain. 
For example, super- and hypermarket chains 
often create store brands, sometimes even 
owning or controlling plants in the agro-
processing industry. A main motivation is to 
gain greater control over the supply chain, 
and capture profits that would otherwise 
accrue to the processing sector. 

Food supply in the EU 

Overview 
Economic activity along the FSC accounts 
for some 6% of EU value added, and 12% of 
EU employment. Food industries and retail 
trade tend to make up a larger percentage 
of the economies of the newer MS (EU-12). 
Figure 2 shows the breakdown in terms of 
value added for the various sectors. 

Figure 2 - Value-added of the various links in the 
EU's food supply chain (2007) 
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Source: European Commission 

The value share of agriculture in the FSC in 
Europe has decreased steadily since 2000, 
while other sectors have increased their 
shares. 

Just prior to the onset of the recession of 
2008-2009, an overheated global economy 
had led to very high energy prices. One 
result was a knock-on effect on food prices, 
with sharp increases felt globally and in the 
EU. Moreover, these price changes were felt 

unevenly across the Union. In particular, 
price increases were especially steep in the 
EU-12 countries. 

Research by the European Commission 
found that much of the difference between 
MS in terms of the impacts was due to 
differences in the cost structure for the food 
and drink industry. Figure 3 shows the cost 
structures for a selection of MS: agriculture 
represents a large percentage of total costs 
for some MS (such as Portugal), but a much 
smaller percentage for others (such as the 
UK). 

Figure 3 - Cost structure of the food and beverage 
industry in selected MS 
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Source: European Commission 

Thus, changes in farm gate prices (e.g. due 
to climate conditions) will have a much 
smaller impact on final prices of food 
products in countries like the UK, where 
agriculture represents a smaller percentage 
of total costs, than in Portugal, where it 
represents a large percentage of total costs. 

EU countries also differ in terms of the 'pass-
through' of agricultural prices to producer 
prices. In other words, how much an 
increase in farm gate prices will result in an 
increase in the prices which processors 
charge. Figure 4 shows the 'elasticity' (or 
'sensitiveness') of producer prices to a 
change in agricultural commodity prices for 
select MS. The higher the elasticity, the more 
producer prices tend to move with changes 
in agricultural commodity prices. 

http://epp.eurostat.ec.europa.eu/cache/ITY_OFFPUB/KS-SF-11-027/EN/KS-SF-11-027-EN.PDF
http://ec.europa.eu/economy_finance/publications/publication15234_en.pdf
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Figure 4 - Elasticity of producer prices to 
agricultural commodity prices for some MS 
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Source: European Commission 

Market structure 
Fragmentation of the single market 
The EU single market for food is still 
significantly more fragmented than the 
market for other goods and services. To 
some extent, this can be explained by 
differences in culinary traditions and diets, 
but there is also evidence that barriers to 
trade may still be in operation.  

This fragmentation disadvantages European 
consumers in terms of price and tends to 
increase the market power of retailers. It also 
hurts competitiveness in those countries in 
which consumers are faced with higher food 
prices as a result of isolation from the 
Union's other markets. 

Figure 5 - Combined market share of the five 
largest retailers in selected MS (2007) 
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Source: European Commission 

 
 

Concentration 
The Union's food retail sector, in particular, 
has seen an increase in the size of - and a 
commensurate decrease in the number of - 
market players. But across the EU, 
considerable differences still exist. Figure 5 
shows the 2007 combined market share of 
the five largest retailers, for selected MS. 

Though higher concentration may bring 
some benefits to consumers in terms of 
'economies of scale' (i.e. larger sales volumes 
allow lower margins), too much 
concentration is a problem both up and 
down the food chain. Going 'up', retailers 
use their market power to force discounts 
from processors, who in turn pass these on 
to producers. This increases hardship among 
farmers. 

Going 'down', market concentration allows 
the EU's super- and hypermarket chains to 
overcharge consumers. This increases 
poverty and hurts the EU's competitiveness. 
Moreover, because hypermarkets chains are 
more likely to be able to abuse their 
dominant position in rural areas, these 
monopolistic practices can fuel rural/urban 
inequality felt in many EU countries. 

Austria - a price war fought by 'traditionals' 
and won by the 'hard discounters' 

At the turn of the century the Austrian food 
retail market was one of the most concentrated 
in Europe, with just two chains - Spar and Billa - 
controlling 60% of the market. With roughly 
equal market share, the two fought a price war 
which brought final food prices down 
considerably (between 2001 and 2004 food 
prices in Austria rose much more slowly than in 
the rest of the EU). 
However, the price war exerted considerable 
pressure on farmers, and concerns emerged 
about the effects of this on food quality. At the 
same time, the two chains missed opportunities 
to develop new store locations and evolve their 
business models. The real winners of the price 
war were the hard discounters, led by Lidl. By 
2007, they had increased their market share to 
about 30%, as against a European average of 
17%. 

http://ec.europa.eu/economy_finance/publications/publication15234_en.pdf
http://ec.europa.eu/economy_finance/publications/publication15234_en.pdf
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EU policy 

Commission communication 
In response to the 2007-2008 food price 
increases, in 2009 the European Commission 
issued a communication outlining measures 
to improve the functioning of the food 
supply chain. 

The approach focuses on improving the 
relationship between the actors along the 
chain. Specific measures include awareness 
campaigns, as well as offering standard 
model contracts to facilitate fair 
negotiations between producers and 
processors. An important theme is 
transparency; that is, improving the flow of 
information between actors along the FSC.  

The communication also points to the need 
for oversight of agricultural commodities 
trading; to be dealt with in the framework of 
wider financial regulatory reform. 

Crucially, the Commission is clear that it 
opposes any approach to policy 
intervention which interferes with freedom 
of contracts, an important principle in EU 
law. This would include price controls and 
government mandated supply contracts. 

Parliament's response 
In its response to the communication, the 
European Parliament 
adopted a resolution in 
2010, in which some 
aspects of the 
Commission's approach 
were criticised (e.g. the 
reluctance of the 
Commission to carry out 
a study looking at the 
distribution of profits 
along the FSC), and a 
host of further measures 
were proposed. 

Most notable among 
these were calls by MEPs to outlaw, at EU 
level, the practice of 'below-cost selling', by 
which dominant retailers seek to use 
aggressive discounting to push smaller 

competitors out of local markets, thereby 
gaining market power.  

Food prices monitoring tool  
In line with the Commission's strategy for 
increasing transparency in the FSC to 
encourage more competition, Eurostat has 
begun publishing a Food Prices Monitoring 
Tool, which brings together Eurostat and 
national data on price developments in the 
different steps along the FSC.  

Common Agricultural Policy 
The Union's Common Agricultural Policy 
(CAP) impacts on the FSC in many important 
ways. A major objective proposed by the 
Commission for the post-2013 CAP is to 
enhance the value share of the agricultural 
sector by reinforcing bargaining power for 
farmers. This would involve targeted policies 
which encourage farmers' cooperatives. 

Food supply chain policy in France 

The 2008 law on modernising the economy, 
known widely in France as the 'Chatel' law, 
seeks to improve distribution chains 
through a number of measures: 

 Mandating the inclusion of 'off-invoice 
rebates'1 in the accountancy practices of 
firms operating in the food sector. This is 
an important first step for determining 

profits and 
margins in the 
food sector, 
and is also 
necessary for 
the calculation 
of below-cost 
sales prices, a 
practice illegal 
in France. 

 Establishing a 
system of 
standard model 
contracts for 

the supply of agricultural products. A key 
clause included in such contracts is the 
possibility of revision of sales prices in the 
case of a change in the cost of inputs. 

Figure 6 - Retail market players in the French food 
supply chain (2009) 

Retailer Market share 

  

Leclerc 16.9% 

Carrefour 13% 

Intermarché 12% 

Système U 9.1% 

Auchan 8.6% 

Champion 8.4% 

Hard discounters (Lidl, Ed, Aldi...) 14.1% 
Source: French Ministry for food, agriculture and fisheries

after Les Echos: 

http://eur-lex.europa.eu/smartapi/cgi/sga_doc?smartapi!celexplus!prod!DocNumber&lg=EN&type_doc=COMfinal&an_doc=2009&nu_doc=0591
http://www.europarl.europa.eu/oeil/file.jsp?id=5831512
http://epp.eurostat.ec.europa.eu/portal/page/portal/hicp/methodology/prices_data_for_market_monitoring
http://epp.eurostat.ec.europa.eu/portal/page/portal/hicp/methodology/prices_data_for_market_monitoring
http://www.minefe.gouv.fr/lois/lme.html
http://panorama-iaa.alimentation.gouv.fr/IMG/pdf/101006-IAA-FR6102010_cle09198f.pdf
http://panorama-iaa.alimentation.gouv.fr/IMG/pdf/101006-IAA-FR6102010_cle09198f.pdf
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An impact evaluation of the law carried out 
in 2010 has shown that the measures 
concerning off-invoice rebates have led to a 
reduction in 2009 of some 0.2% on final 
food prices. 

The establishment in 2010 of an 
Observatory for the Determination of Prices 
and Margins for the FSC builds upon the 
goals of the 2008 law, in terms of increasing 
transparency. 
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The Observatory's first report, published in 
June 2011, represents an independent 
assessment of margins. This evidence is 
designed to provide a basis for future price 
negotiations between representatives of the 
main FSC actors. The findings of the first 
report indicate comfortable profit margins 
at retail level, while producer prices in the 
medium and long term are insufficient to 
cover producers' costs. 

The French government as facilitator for 
FSC negotiations 
Such negotiations have already been set in 
motion, facilitated by the French Minister for 
Agriculture, Bruno Le Maire. Bringing 
together representatives of producers, agro-

processors and retailers, Minister Le Maire 
has sought to gain voluntary agreement 
from the stakeholders on conditions of sale 
that will help stabilise volatile agricultural 
prices, while ensuring just remuneration for 
producers and fair prices for consumers. The 
Observatory's reports are to serve as a basis 
for this.  
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Endnotes 
 

1 "Off-invoice rebates" (French: marges arrières) are payments by suppliers to distributors which the distributors do not include in 
their calculations of sales prices. Such rebates are common practice among French hypermarket chains, but if they are not 
included in the calculation of retail margins, the task of determining margins along the food supply chain becomes impossible. 

http://www.franceagrimer.fr/Projet-02/04infos_eco/observatoire/110627/2011_04_11_Rapp_Parlt_Proj_21.pdf
http://ec.europa.eu/economy_finance/publications/publication15234_en.pdf
http://ec.europa.eu/economy_finance/publications/publication15234_en.pdf
http://ec.europa.eu/economy_finance/publications/publication15234_en.pdf
http://edepot.wur.nl/121904
http://edepot.wur.nl/121904
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