%‘““‘“\N Ag Econ sxes
/‘ RESEARCH IN AGRICUITURAL & APPLIED ECONOMICS

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the
globe due to the work of AgEcon Search.

Help ensure our sustainability.

Give to AgEcon Search

AgEcon Search
http://ageconsearch.umn.edu

aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only.
No other use, including posting to another Internet site, is permitted without permission from the copyright
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.

No endorsement of AgEcon Search or its fundraising activities by the author(s) of the following work or their
employer(s) is intended or implied.


https://shorturl.at/nIvhR
mailto:aesearch@umn.edu
http://ageconsearch.umn.edu/

MANDATORY RULES IN CONTRACTS OF SALE OF FOOD AND
AGRICULTURAL PRODUCTS IN ITALY: AN ASSESSMENT OF
ARTICLE 62 OF LAW 27/2012

Ciliberti S.2, Frascarelli A.

& Department of Agricultural, Environmental and Fodstiences, University of
Perugia, Perugia, Italy.
*Corresponding author: angelo.frascarelli@unipg.it

AT
!'.' European Association of
v Agricultural Economists

Selected Paper prepared for presentation at the™ L EAAE Seminar, “Theories and
Empirical Applications on Policy and Governance Afyri-food Value Chains,”
Perugia, Italy, December 13-15, 2013

December 13-15, 2013
Perugia, Italy



Copyright 2013 by authors. All rights reserved. &wa may make verbatim copies of
this document for non-commercial purposes by amnsieprovided that this copyright
notice appears on all such copies.

Mandatory rules in contracts of sale of food and agcultural products
in italy: an assessment of article 62 of law 27/2Q1

Abstract

In the last years European farmers have beendgaemn new phenomena: the
asymmetric price transmission in agro-food sectat the decrease of agricultural value
added. The European Commission denounced low @amspy in trade relationships
and frequent unfair commercial practices betweendiand recognized the imperfect
functioning of the agro-food supply chain.

Economic theories consider contracts as meansdic@abing entrepreneurs’
decisions (e.g. times, quantity and quality of picid, prices). Nevertheless, in some
cases buyers may use them to improve and exetweserarket power, for instance
imposing vertical restraints. That is a typicaluation in the European food supply
chain, where highly concentrated sectors use baggaining power against farmers.

During that time antitrust authorities and EU ManiStates have sought to
solve the situation by appropriate competition @olneasures. The law No. 27/2012 of
24 March 2012 introduced in Italy new mandatoryesutegarding contracts of sale of
agriculture and food products, aimed at increasiagsparency in trade and shortening
terms of payment.

Thanks to an holistic multiple-case study accosh@d by interviews and direct
observations, the article analyzes the effects rtleat rules caused in the Italian agro-
food system.

Keywords: contracts, antitrust, agro-food chain, verticatnagats.

JEL classification Codes:Q13, Q18, L14

1. Introduction

The issue of trade relationships along the agro-faapply chain has assumed a great
importance in the scientific and political debathje to the recent exacerbation of two
phenomena with strong social and economic impabes:wide fluctuations of agricultural
commodity prices during the period 2007 -2008, aold related to the gradual liberalization of
the European agricultural market occurred in thet three decades (European Commission,
2008; Vasciaveo & Rose, 2010), and the asymmetitcep transmission along the agro-food
supply chain, which has exacerbated the decreabe afgricultural value added (Ismg2012).

! Institution for agro-food market services. It igpablic institute connected to the Italian Minisof
Agriculture and appointed to carry out studies, diart researches and provide information on the
production and marketing of food and agricultunaducts.



Faced with those challenges, European policy-makave stressed the importance of
contracts as agricultural policy measures aimednasuring a more equitable distribution of
value along the agro-food supply chain. In thattert) the Italian Parliament, according to the
article 62 of Decree 1/2012, inaugurated a newaseas contractual relationships between the
agro-food supply chain actors.

The aim of the article is to provide an assessmétibe first effects produced by the
introduction of the mandatory contracts for theesaf agricultural and food products,
empirically verifying the current theoretical framark by means of nine case studies.

The article is organized into four parts. The feentains a description of the measure
under investigation and its legal framework. Theosel section analyzes under a theoretical
point of view the issues of contracts, market poama anti-competitive practices in the agro-
food system. The third describes materials and odsthadopted to achieve the research
objectives. Finally, the last part summarizes amdlyzes the results of the empirical
investigations.

2. Political framework

Article 62 of Law Decree No0.1/2012, converted wamendments into the Law
N0.27/2012 of 24 March 2012, starts running frowa 24" October 2012 It has introduced new
rules in contracts of sale of food and agricultymadducts in Italy, successively better defined
by the Italian Government thanks to the ImplementiRegulation No.1/2012 of 24 January
2012.

That measure was strongly supported by Monti's Guwent and his Minister of
Agriculture, Food and Forestry, Mario Catania, dod two serious problems well known to all
players of the agro-food system: the decline offs’ bargaining power and the spread of
unfair trade practices.

2.1 The contents of the Article 62
The content of the article 62 may be briefly sumigeat in four obligatory rules,
designed to regulate the contractual relationshipsveen farmers, food processors and
retailers:
I.  use of written contracts;
ii. ban of unfair commercial practices;
iii.  maximum terms of payment for perishable (30 days) mon-perishable goods (60
days);
iv.  administrative sanctions for the violation of timae mentioned obligations.

The article 62 has therefore introduced the mamgatee of written contracts for the sale of
food and agricultural products taking place inyitakith the exceptions of those entered into
with final customers or with other farmers and bé tcontributions made by shareholders
farmers to agricultural cooperatives and PO. Thdtew contracts should also contain the
following elements:

- the duration (period of validity);

- the amount and the characteristics of the product;

- the price;

- the method of delivery;

- the form of payment.



The payments must be made within 30 days for pabiehgoods and 60 days for non-
perishable goods, from the last day of the montkviich the invoice is received. After that
period the suppliers of agricultural and food prdduare entitled to interests on arrears,
increased by 2%.

The article 62 offered for the first time, a thogbudefinition of unfair trade practices often
adopted in the agro-food supply chain, as wellrafipited the use of some conditions of sale
that are unduly burdensome. The lItalian Antitrustth®rity, with the support of the Italian
financial guard shall enforce these provisions and also imposadministrative sanctiohs

2.2 Regulatory framework

The issue of trade relationships between agro-foot has been already addressed by
the Italian legislature. Article 62 must be consi@tkeas the natural culmination of a regulatory
pathway started towards the end of the last cerandyshould be therefore evaluated in light of
the current regulatory framework.

In chronological order, the first measure aimedmnatoducing a protection for the
weakest counterparties during contractual relaligmsswas promulgated in 1990, when the law
No0.287/90 banned some anticompetitive circumstati@asoften had occurred in the markets,
by establishing the Italian Antitrust Authority.

Some years later, in 1998, the legislature intredue new rule to protect subcontractors
activities, establishing form and content of thaitcact (payment terms, price) and defining the
abuse of economic dependence (Jannarelli, 2008).

In 2000, the European Parliament and the Europeaundl adopted Directive
2000/35/EC, which introduced the principle of maximterm of payment. Italy successively
converted these provisions into Legislative Dediee231/2002, establishing a term of sixty
days for the payment of perishable foodstuffs.

Since 2008, the crisis of European agriculturegraspted the European Commission
to promote a series of measures to improve thepexency of agro-food markets and boost the
competitiveness of the primary sector, mainly sgirgg contracts and fighting against unfair
trade practices (European Commission, 2008).

At the same time, the EU has updated the reguaaigainst late payments through the
Directive 2011/7/EU. That directive, pointed oué theed for a decisive shift to a culture of
prompt payment through appropriate instruments odisging payments deferrals It has
introduced a maximum term of payments of sixty daysontracts between businesses and has
also made more advantageous the appeal to theguaithority.

% The Guardia di Finanzais an lItalian law enforcement agency under théaity of the Minister of
Economy and Finance and part of the Italian arnmdef. The Guard is essentially responsible for
dealing with financial crime

% The law establishes penalties for the violatiothefobligations mentioned above. In particular:

a) failure to comply with the obligations is pureshwith an administrative sanction between 516 and
20.000 Euros, commensurated with the value of twelg sold;

b) the implementation of prohibited practices isiighed with an administrative sanction between 516
and 3.000 Euros, proportionated to the benefitsived by the breaching party;

c) failure to comply with the terms of payment btithed is punished with an administrative sanction
between 500 and 5.000 Euros, calculated in reldtiothe amount of frequency and the extent of the
delay.



3. Literature review

3.1 Contracts

The contract is an organizational methodology aflérthat allows the entrepreneurs of
different and succeeding stages of production tdinate their decisions (Galizzi, 1969).

The most important reasons to use contracts icagrre are the incentives alignment,
risk sharing, market power, efficiency gains amahs$parency improvement; these latter, in
particular, seem to be the main engines of devetopmof contracts (Vavra, 2009).

The contract theory spread in the late Sixtieseastion to the Walrasian archetype,
according to which supply and demand determinentheket equilibrium price (Brosseau &
Glanchant, 2002). The literature detected a widegpneed for a greater vertical coordination
and considered contracts as a strategic mean t@waphe competitiveness of the entire agro-
food system and to contrast the unavoidable prockssarginalization of the primary sector
(Cesaretti et al., 1994; Sodano, 2004).

In the field of the neo-institutional theory, thmrsaction cost economics (TCE) has
considered the contract as a hybrid form betweersgot market and the vertical integration,
i.e. a space of autonomy negotiations designeddate a sort of interdependence aimed at
achieving a certain degree of coordination throfmghal or informal agreements that bind the
parties to jointly manage some critical aspectshef production cycle (Cesaretti et al., 1994;
Mariani & Vigano, 2002; Rama, 2010).

The fundamental contribution of Mighell and Jond®63) offered an accurate
classification of the contracts based on the bgsirienctions that they tend to coordinate and
influencé. The authors identified as critical economic aspéa contract not so much the price
but rather the ability to impose a coordinative ardanizational power, replacing other
stringent forms of economic dominance.

3.2 Market power

Despite the economic literature recognized thd-kedwn advantages linked to long-
term contractual relationships, at the same tinotedrly argued that the most vulnerable stages
of the agro-food supply chain could have obtainedesior economic results only if it had
exercised market power (Rosa & Vasciaveo, 2013 a&hility to acquire such a power is
strongly influenced by the companies' market stzareé by the ability to differentiate their
production (Saccomandi, 1999); last but not letst, exercise of market power is generally
facilitated by the presence of dispersed and frag@aebuyers or sellers.

That is the typical condition of the agro-food teys in Europe, and in particular in
Italy, where at the same time there are many fesrigat are scarcely organised, few food
processors and very few retailers (Sodano et @L.OR That situation determines conditions for
a continuous oligopsonistic exploitation, where ghaisers tend to keep a wide range of
suppliers so as to easily impose their economicteattke conditions, furthermore exacerbated
by the decreasing importance of agricultural comitieslin advanced post-industrial society
where the demand for food products containing Hegrels of service has been increasing
(Cesaretti et al., 1994; Malassis & Ghersi, 199&dP 2011).

Critics of TCE claimed that often the factor thatuces the use of contracts is the
market power, because dominant firms use contrtactsxercise and extend such a power

* They identify five categories of contracts, takingp account the decisions that agro-food enteegri
can transfer to the buyer (Saccomandi, 1991).



(Vavra, 2009). It follows that the contractual telaships for the provision of agricultural
product (especially if fresh and perishable) aterofelatively disadvantageous for farmers, as
the industry, the wholesale and retail exploit thHergaining power to impose the purchase
conditions, forcing the weakest parts to accepjudieial conditions ( Vettas , 2006; Pezzoli ,
2011).

Looking at the inexorable process of concentratiownstream in the agro-food chain,
especially in the retail sector (Italian Antitruatithority, 2007), the issue of protection of
weakest parties is now more than ever seriousangiltle. Currently, the Antitrust Authorities
are trying to control the exercise of market poaleover the world, as it creates losses in terms
of efficiency and equity, although their work istrappreciated by ultra-liberals analysts who
powerfully criticize any kind of intervention inéhmarket (Sodano, 2004).

3.3 Anti-competitive practices

Some years ago, the European Commission denoutieedmain causes of the
malfunctioning of the agro-food supply chain: theair trade practices. Those behaviours, well
known in the economic theory as vertical restgiate essentially referred to the agreements
aimed at subordinating a trade relationship toagercommitments, whose anti-competitive
effects (creation of entry barriers, abuse of d@mirposition) are difficult to be demonstrated
(Motta, 2004). Despite the literature has tradaibn considered vertical restrictions only in
downward direction (Carlton & Perloff, 1997), iimposed by the seller to the buyer, some
economists recently observed that buyers (processaetailers in the agro-food supply chain)
often require special contractual clauses and paigneith potential non-competitive effects,
taking advantage of their market and bargaininggraqi@odano et al. , 2010).

The evolution of that concept currently refledie background of Antitrust policies in
some European countries, including Italy, whereafdong time have been stigmatized almost
exclusively the anticompetitive practices dangerfmusthe final consumer (Jannarelli, 2008).
Only recently attention has been paid to the p@kainticompetitive effects caused by the
exercise of buyer power, as effectively investigdig Clarke (Sodano, 2004).

The identification of unfair acts and practiceghe relationships between buyers and
sellers along the agro-food supply chain is oné/riost evident component of a tangled thicket
of customs and habits that have determined an sixeesnbalance of rights and obligations
between the parties (MacDonald, 2006; Giangiulidl&zzantini, 2010). Those practises have
penalized the weakest parts of the agro-food systed) in time of economic crisis, have
created high risk of failures and bankruptcies wehious anti-competitive effects.

4. Obijectives, materials and method

4.1 Objectives

The analysis of the article 62 content, as welttesoretical statements found in the
economic literature, allowed to develop the redeaggpotheses that the present work will have
to verify and validate.

First of all, now are evident the reasons thanyted the legislature to promote with
renewed force the use of contracts in agro-foogblyughain. These reasons were related to the
need to reaffirm the principles of transparencynpetition, efficiency and competitiveness that
earlier legislative measures had tried to introdactade relationships without any result. The



agricultural world has championed article 62 asitpve tool for farmers, aimed at imposing
fair contracts to the counterparts (food procesantkretailers).

On the contrary, the Government intention wastoaiise the contract as a means to
strengthen the coordination decisions into Italégmo-food system — e.g. article 62 has not
considered both typical cultivation contracts arnbdeo agreements such as the quasi-market
agistmerit contract. The article 62 did not act on the cawsssciated with the exercise of
market power along the agro-food supply chain, ¢nlly discouraged the use of dilatory
practices with potential distortive effects.

Such a premise permits to advance the researabtheges. In fact, as the article 62
aims to promote the pro-competitive function of ttaats rather than the coordinating and
organizational ones, typically recognized by thenetnics literature, the following hypotheses
are enunciated:

- the article 62 has not been producing appreciabénges in the exercise of market
power by the most concentrated stages of the ag-g$upply chain, so that buyers has
been continuing to take advantage from these evimrtractual imbalances to impose
the prices of purchased products and also unfaictipes potentially configurable as
anti-competitive (hypothesis 1);

- the article 62 instead has been producing somebianignprovements in the financial
condition of the weakest firms along the agro-feagply chain, due to the enforcement
provisions on transparency and terms of paymergdihesis 2).

4.2 Materials and methods

The most suitable method to verify the assumptisrthe case study. This technique is
particularly suited to the comprehension of reamdmena strongly influenced by contextual
conditions. The use of the case study cannot peoddy quantitative indication on the
phenomenon analyzed nor may arrive at any statiggieneralizations, which is why it should
not be considered as an interview conducted irasstdal survey and the dimensioning of the
sample should be considered as irrelevant (Yin9200

The research protocol mainly involves elaboratappropriate questions and making
concrete and testable hypotheses. In light of¢belatory and theoretical framework, following
research questions were formulated:

1) has the article 62 been increasing transparendyade relationship of the agro-food
supply chains?

2) has the article 62 been producing improvementsénfinancial management of firms
supplying agricultural and food products?

3) how has the market power been continuing to mariifesf in the relationship between

agro-food firms after the entry into force of théce 627?

At a later stage, the agro-food firm was identifees unit of analysis functional to carry
out the empirical research. It resulted particylatlitable to this aim, since strongly involved in
the changes introduced by article 62.

In the end, was chosen the most appropriate tgyotd case study to test research
hypotheses: the holistic multiple case study (&gll).

®In Italy called “soccida”.



Figure 1- Different case study research designs
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That choice requires to observe the performan€enuitiple units of analysis (agro-
food firms) working in different contexts (agricute, agro-food industry, agro-food retail) in
order to ask the research questions and to testtluity of the assumptions.

The multiple case study follows a replication gwith a research protocol completely
similar to that used in a lab. The “pattern matghims the most widely used analytical
technique to achieve the final aim. Givancases, the experimental design needs a literal
replication, that consists afcases where there is an absolute similarity afltgsas well as a
theoretical replication witm-x cases where different results are explained astifigd by
foreseeable circumstances. In conclusion, if theigoal evidences coincide, the results will
reinforce the validity of the assumptions made waildconfirm the theoretical assertions mined
from literature.

The paper presents nine case studies of firmsatipgrin the Italian agro-food system,
in order to describe the changes occurred afteeiiy into force of article 62 (figure 2). The
literal replication deals with three cases andyaea trade relationships between retailers and
food processors, in particular:

i. adairy processing consortium of cooperatives;
ii. an olive oil processor;
iii. acooperative conditioning fruit and vegetablesipots.
The theoretical replication deals with the follogisix cases, that describe the changes occurred
in trade relationships between farmers and rewilbetween farmers and the agro-food
industry, as well as between farmers and the dguiel inputs suppliers:
iv. afarm that produces wine and sells its producted¢dHo.Re.Ca;
v. a farm that produces fruit and vegetables and #sllproducts to large-scale
retailers and wholesalers;
vi. afarm with dairy cattle that sells its productstdairy cooperative;
vii.  afarm with beef cattle that sells alive cattl@tconsortium of marketing;
viii. a farm producing rice (rice for processing, rice $eed industry and rice for
direct sale);
ix. afarm that produces wheat seeds and sells therséed company.



Figure 2 — Holistic multiple case study: literal @htheoretical replication

CONTEXT CONTEXT CONTEXT
Case Case Case X
processor processor ot Literal
=, - - replications
retailer retailer retailer
—
CONTEXT CONTEXT CONTEXT
Case e Case
farmer P farmet
retailer (Ho.Re.Ca) retailer input industry
Theorical
replications
CONTEXT CONTEXT CONTEXT
Case Case Case
farmer farmer farmer
Retailer. proc’es!ar processor
—

Source: Yin (2009)

The strength of the case study approach deriwes fhe capability to obtain empirical
evidences from multiple information sources. Ifdfdatter converge in the same direction, they
will strengthen the hypotheses and realize theafled “triangulation of data” (Yin, 2009). That
triangulation (figure 3) occurs when all the evides support the event or fact constituting the
case studies. It's obvious, in fact, that multipleasurements of the same phenomena lead to a
high quality final result.

The information gathering were carried out using wources of evidence: interviews
and direct observations. Both were conducted duthegperiod January-March 2013, the first
by means of focused interviews with owners and/anagers of agro-food firms and the second
taking part in focused meetings with personaliéied actors of the Italian agro-food sector.

Figure 3- Convergence of multiple source of evidenc
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5. Findings
The section illustrates main results of the comglliccase studies. Although in
anonymous form, those descriptions allow to thohbyignswer the research questions, and to
qualitatively test the enunciated hypotheses.



5.1 Literal replication

The first three case studies represent the litemications, planned by the experimental
design, which describe main changes occurred detralationships between agro-food industry
and retailers after the entry into force of artigke

The case A deals with a consortium of 70 dairydiaes in the Po valley that has a
turnover of more than 470 million Euros. It plagesnd processing and marketing of members’
products (milk, butter,Grana Padang Parmigiano Reggiano With regard to trade
relationships with the retailers (mainly Large scattailers) the director of the consortium
observed some positive effects generated by aszlbut also expressed doubts about its real
influence on bargaining power. Moreover, the nemiadstrative sanctions have determined a
deterrent effect on delaying tactics often perfatmsy retailers, improving the financial
management of the consortium and increasing its flas.. As a result, Large scale retailers
reacted to the shortening of terms of payment byadaling to stop the payments of all debts to
the consortium as well as to obtain better econamoitditions in the supply contracts, which
involved a price reduction of products purchasedaddition, the director expressed concerns
about less organized retailers. In fact, he stétatinew obligations on terms of payments could
lead in a short while these activities (neighboorhstores, small retailers), usually devoid of an
effective system of cash management control, teucks or bankruptcies causing foreseeable
negative impacts on trade relationships of consorti

The case B is an agro-food firm of Central Iltalyima turnover of 115 million Euros,
that processes and packages olive oil and sellsraduction almost exclusively to the Large
scale retail. The CEO expressed enthusiasm forfithe effects of the article 62 in trade
relationships with retailers, highlighting the maiositive impacts on his firm. In fact, although
large scale retailers continued to exercise thairkat power, the article 62 introduced essential
elements of transparency in trade relationshipspaoduced a greater respect of payment terms
as well as their gradual shortening. The firm hasrbable to quickly benefit of the concrete
improvement of cash flow management and succegsifielenhancement of liquidity allowed
to strengthen its relationship with banks, in smtethe overall credit crunch. In fact, banks
usually well evaluate the reduced uncertainty ofnpents terms to grant lines of credit and
loans, notoriously necessary to permit firms’ irtuesnts.

The case C, the third and last literal replicatideals with a cooperative firm in Emilia
Romagna that packages and sells fruit and vegstgiteluced by associated members. In the
Director’s opinion the introduction of article 6hanged the behaviour of many retailers. In
fact, before the entry into force of new mandatorigs, while some large scale retailers already
made payments of supplies after no more than 66, dhgre were other ones that frequently
practised late payments. Overall, a moderate inggm@nt of cash flow was observed thanks to
the introduction of mandatory terms of paymentgderishable products (30 days). On the other
side, large-scale retailers reacted to the new atang rules trying to minimize the negative
effects. For that reason, they started adoptinglects of doubtful legitimacy: requests for
deferring the issuance of invoices in order to yithe payments and, at the same time, requests
to obtain discounts and rebates on the supply &ctstralready stipulated. The Director
denounced also some organizational difficultiescb@nge the cooperative’s administrative
system, in order to ensure compliance with the nemdatory rules introduced by the article
62. The three literal replications described arglaned what changes occurred in trade
relationships between firms of two stages of thedigod supply chain (industry and retail).
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Table 1 summarizes the most important results oéthand synthetic answers to the research
questions.

Table 1 — Empirical evidence from literal replication

Case A Case B Case C

Cooperative
Olive oil processor conditioning fruit and
vegetables products

Dairy processing

Research questions . .
consortium of cooperatives

. . . . . Yes, to the detriment of
Question 1 -Did the article Yes, in particular

. | . . Yes, making sure the some buyers who
62 improve transparency in| introducing greater certainty )
. . terms of payment for m previously used to
trade relationships along thg on terms of payment for m
) own products extremely defer terms o
agro-food supply chain? own products
payment
Question 2 -Did the article
62 produce any real Yes, there was an
. . . . . Yes, there was a
improvement in financial | Yes, thanks to the reductionimprovement in the casp . .
i . moderate increase in
management of firms of payments terms flow greatly appreciateg o
o . short-term liquidity
providing agricultural by banks
products and foodstuffs?
Question 3 -How has LSR has been reacting to LSR has been Yes, the LSR has been|
market power been art.62 both deleting all deb{s continuing to exercise| requiring the application
exercising in the before 24/10/2012 and its power in the same | of discounts on supplies
relationships between agro- demanding better way as before (deciding as well as it has been
food firms after the entry economical conditions in | price and applying somg  delaying the issue of
into force of this rule? contracts (lower prices) unfair practices) invoices

In conclusion, each of the analyzed cases confirthat article 62 on the one hand has
improved the transparency of the relationships betwthe food industry and the Large scale
retail, enhancing the suppliers’ cash flows, butho: other hand it has not prevented the large
scale retailers from exercising their market poteisuspending all past debts and demanding
lower prices to the suppliers as well as advanitiegitimate requests in order to delay times of
payments.

5.2 Theoretical replication

Here below are described six case studies repnegdhe theoretical replication of the
experimental research design.

The case D concerns a farm that produces winEniilia-Romagna. It owns fifty
hectares of vineyards and after the harvest alptbduct is directly processed. The wine is then
sold to the Ho.Re.Ca channel (hotels, restaurarttatering). Before the entry into law of the
article 62 many customers, due to the difficultiéshe nationwide economic situation, used to
remarkably delay the terms of payments: in somes;gwoducts were paid even after 180 days.
The entry into force of the rule produced a mar&edancement of payment times (and thus an
improvement in cash flow), but at the same timesedua reduction in the average volume of
orders. The reaction of the Ho.Re.Ca. operatoreanepn even more evident, because they
previously bought quantities of wine exceeding s needs in order to ensure regular stocks
of product. In conclusion, the farmer observedeaicteorganization of the purchasing habits of
the customers, whose orders are now more frequentsimaller in volume as well as a
consequent reduction of wine sales.

11



The case E is about a group of medium and lame fsirms that produce fruits and
vegetables and sell their products to Large scatiglers and the wholesalers at the Rimini’s
agro-food Centre. The Centre’s director said thatrtew mandatory rules on contracts for the
sale of agricultural and food products, thankshe introduction of shorter payment terms,
improved the financial condition of many farmerardtheless, firms received at the same time
requests of discounts from large scale retaileid &holesalers. In particular, large scale
retailers tried to obtain the elimination of allbde preceding the date of entry into force of
article 62 and also demanded a consistent redustiboits and vegetables prices.

The case F deals with a dairy farm that owns ntben 450 hectares of utilized
agricultural area near the Tiber river and providad milk produced by 360 cows to a
cooperative of dairy processor. Since article 62sdoot apply to members' conferrals to the
cooperatives, in that case the farmer did not elesany improvement in his trade relationships
with the processor. On the contrary, the farm woegethe financial condition, as it was forced
to shorten the payments of raw materials (i.e.)f¢ledt were previously made after more than
90 days. In conclusion, in that particular casé&lart62 penalized the farm, because the cash
flow was negatively affected by the changes deteenhiin the relationships with suppliers of
raw materials.

The case G is about a livestock farm of Ravenniaiwbwns 350 hectares and keeps a
herd of beef cattle with 200 suckler cows. It cosfeve cattle to the marketing consortium
“Vitellone bianco dell’ltalia Centrale that commercializes only PGI beefs. Since thenfés
member of the consortium, the article 62 did nqgtliggd to trade relationships between the two
actors. Anyway, in that case the farm produceardthal feeds and raw materials, so there was
not a worsening of the financial situation causgdthe article 62 in the relationships with
suppliers. For its part, the marketing consortiuasvable to shorten the recovery of debts, so
improving the liquidity and shortening in turn tierms of payment towards shareholders.
Consequently, the farm could benefited, even ifredly, of greater transparency of trade
relationships that article 62 introduced in théidtmagro-food supply chain.

The case H refers to a farm that harvests 16Gareciof rice in Lomellina (Northern
Italy). It has three different marketing channedgro-food industry, seed industry and short
agro-food supply chain. Without dealing with thétda case, exempted from the application of
article 62, the farmers anyway noted some tangfiects caused by the just mentioned rule.
The farmers pointed out that his firm used to adadé contracts even before the entry into
force of article 62, therefore since 24 October2@bntracts have been incorporated in the
transport documents or in the commercial invoidége main effects was a positive impact on
cash flows caused by the decreasing of the aveimageof payments received from purchasers,
while no improvements has occurred in the relatigpss with the food industry. In fact, rice
processors, using an expedient (e.g. subordin#tiegnvoicing to the publication of a certain
price list), postponed the issue of the invoicesntintain the same times of payment decided
before the entry into force of article 62. The farmmoreover, highlighted that the new
mandatory rules increased the amount of the ingoissued, creating new management
difficulties and a significant increase of admirasitve costs.

The case |, the sixth and last theoretical repboais a farm of 120 hectares in Umbria,
that produces and sells wheat seeds. The compasy augontract farming with a company
operating in ltaly, which provides certified seddiost generation and then purchases certified
seed of second generation. The contract farmingifsge a price related to the average
quotation of the Commodity Exchange of Bologna fbe period July-September, with
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invoicing on September 30 and payment after 60 flays the issue of the invoice. Article 62
has slightly improved the terms of payments witinchasers, since the company did not fully
comply with the terms before the entry into forédhe rule. Nevertheless, the most significant
effect caused by article 62 concerned the paymeitke certified seeds of first generation.
Before the introduction of the new mandatory ruldmse payments were made after the
production of the second generation seed, but iy éto force of the article 62 forced the
farmer to anticipate the payments, worsening the feash flow and increasing its anticipated
costs of production.

The theoretical replications described the effebtd article 62 caused in agro-food
trade relationships both downstream (agro-food stgu and retailers) and upstream
(agricultural input industry) and showed differemtsults (table 2), well explained by the
heterogeneity of analyzed contexts and therefdieegnpredictable.

Overall, the second part of the experimental agesignfirmed that the article 62 has
introduced relevant elements of transparency inlthlean agro-food system. In fact, except
some administrative problems occurred, the ar6@ehave materially improved the financial
situation of the agro-food firms that supply aglteral inputs, agricultural commodities and
processed food, in many cases penalizing the egdaift the same time, since the Large scale
retailers are more organized and therefore ablextt a strong bargaining power towards
suppliers, they had a defensive reaction aimededtiaing negative effects caused by new
mandatory rules. On the contrary, weakest purcbgsenall retailers and Ho.Re.Ca. operators),
that earlier were used to defer payments, expergeficancial difficulties that forced them to
drastically reduce the orders.

Table 2- Empirical evidences from theoretical repltation

Case D Case E Case F Case G Case H Case |
Fruits and Dairy farm Livestock farm Seed productio
Observed cases Wine farm | vegetables (member of a | (member of a| Rice farm | farm (contract
farm cooperative) consortium) farming)
. . Yes, but
Q:rfiitlfgzlir_nm(rjot/hee Yes, strongly E%Se‘ ?otrgi]r? s{ahn;( indirectly Yes, but only| Yes, forcing thq
transparenc |F:1 trade shortening | Yes, positively farm to cor% | because it | in one of the| farm to complyj
parency the customerg impacting on . Ply improved the [two marketingwith the paymet
relationhipss along deb with the f h | d
the agro-food supply payment ebts recovery payment terms terms o channels | terms towards
; terms . payment of thg¢ practiced suppliers
chain? of suppliers .
consortium

Question 2 -Did the forced to No, because it
article 62 produce | Yes, becausd anticipate terms| forced the farmg
o Yes, but the far S
any real the crisis had| Yes, there wag  of payment : . to anticipate
. . improved its | Yes, but only]
improvement in led customerd a clear towards some paymen
' . . . cash flow towards the |~ ;
financial to extremely | improvement suppliers - . X without creating
. . . indirectly, sincq rice seed .
management of firms|  defer the of farm without creating|., . advantages in
L . ?lit is member of buyers
providing terms of liquidity any advantage if . trade
. consortium - .
agricultural products payment trade relationships

and foodstuffs?

No, since it only

relationships

with customers

with suppliers
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Question 3 -How
has market power

been exercising in
the relationship

Ho.Re.Ca.
operators
have reduced

LSR removed
all debts
preceding the
date of entry
into force of

NTR®, because
the products arg

NTR, because
the farm deliver

Rice
processors
firms found a
expedient to

Seed company
has not modifie

between agro-food - article 62 and| deliveredtoa | productstoa| maintain | the contractual
' their terms of . . L
firms after the entry demanded cooperative consortium | unaltered thd conditions
. - payment .
into force of this discounts and terms of
rule? price payment
reductions

6. Conclusions

The present work provided an evaluation of thst &ffects generated by the article 62
in Italy. The case studies allowed to verify thee@rch hypotheses, formulated in the light of
the theoretical framework. Literal and theoreticgblications demonstrated that article 62 has
introduced a greater transparency in trade relghips between agro-food firms with positive
impacts on the financial management of agricultaral food products suppliers (farmers, food
processors, agricultural input industry).

At the same time, the article 62 did not contiasany way the exercise of market
power by the most organized retailers, recognizedoae of the main causes of the
malfunctioning of the agro-food supply chain, tkkahtinued to take place in the majority of
cases studied even after the entry into force of oleligatory rules. Indeed, these latter merely
described a blacklist of unfair trade practiceghaut the aim to tackle the root causes of that
problem, namely the scarce vertical integration améhadequate coordination along the Italian
agro-food supply chain.

In conclusion, the paper demonstrated that aréizles mainly a purely pro-competitive
intervention, aimed only at safeguarding the marlafficiency and the social welfare of the
current European neo-liberal agricultural polidiBsiccirossi et al., 2002 Russian, 2007). In the
coming years, the improvement of trade relatiorshipng the agro-food supply chain must be
the main objective of the Common agricultural pplidt should provide new tools and
resources to promote horizontal and vertical irsegn and rebalance the bargaining power
along the agro-food system, so allowing the lesscentrated sectors to take advantage of
contracts (Cesaretti et al., 1994; Vavra, 2009¢c@igini, 2012).
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