|

7/ “““\\\ A ECO" SEARCH

% // RESEARCH IN AGRICULTURAL & 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.


https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
http://ageconsearch.umn.edu/
mailto:aesearch@umn.edu

A AARES

AUSTRALIAN AGRICULTURAL &
RESOURCE ECONOMICS SOCIETY

From Blockades to Supply Chain Integration: Challenges of Co-ordination in the
Agrifood Sector

Alan Renwick

Contributed paper prepared for presentation at the 59th AARES Annual Conference,
Rotorua, New Zealand, February 10-13, 2015

Copyright 2015 by Authors. All rights reserved. Readers may make verbatim copies of this
document for non-commercial purposes by any means, provided that this copyright notice
appears on all such copies.



Alan Renwick
AARES Rotorua
February 2015

Agri-Business and Rural Development
School of Agriculture and Food Science.




o
OB
Hw) - 3

)

Y

Increasing importance of integration of Agrifood
value chains

Theoretical Framework

Case Study: The Irish Beef Crisis

e Background
e Implications

How do we improve co-ordination?
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Increasing importance of
Quality
Safety
Weltare
Sustainability
Traceability

‘Volume not Quality’
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e |Leat and Revoredo-Giha (2008) argue that
‘improved supply chain co-ordination and
cooperation amongst the different segments of a
supply chain can improve its efficiency and
effectiveness, and therefore, its competitiveness
and long term sustainability.’

e The basic premise is that for a country to have a
successful Agrifood sector in the future, all parts
of the system have not only to work well
individually but also function collectively as well.

e For example, there is no point having world class
g food manufacturers and processors if there is no
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Theory highlights what is needed for a
sustainable and resilient supply chain

However, it is clear that we are a long way from
this ideal in many chains

Nowhere is this more evident than the Beef chain
in Ireland

Under FH2020 Ireland has ambition to increase
value of output from Beef production by 20 (40)
per cent by 2020

Up to mid-2013 all looking rosy as higher
commodity prices boosted value but then ...
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e Price began to fall from mid-2013

e \We can see two stories

— There is an ‘economic’ supply and demand story
underlying the price development

— But perhaps more interesting in the context of this
talk is how the ‘dysfunctional’ nature of the supply
chain turned price pressure arising from supply and
demand issues into a ‘crisis’

LLLLLLL



Auction Marts
1.36m head (2011)

] K

Ireland
85,000t
> Breeding > Eear'"gf >>Prnces5ing>> Markets >> =
inishing 4432 00O
/ ’ \ Non-EU
4,000t

& & i
uep

1

<




e 'The Big 4 Irish meat processors (ABP, Dunbia,
Dawn and Kepak) now account for 65% of the
total Irish cattle kill and approximately 45% of
the UK kill. This caters for probably 80 - 90% of
the total killed for export destined to UK multiple

retailers’
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Input Prices up as well
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e Ok so prices are going down but key issues were:

— Relative difference with UK rather than absolute
prices

— Specification Changes
— Quality Assurance bonuses
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Price
differential

increased
_/dramatically

“The massive gap that has opened up
between Irish cattle prices and those in
our main export market in the UK is
intolerable,” IFA President
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No one told us they

didn’t want bull beef anymore!

Specification Issue
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e ‘The Irish Cattle and Sheep Association says it
has instigated the campaign [encouraging
farmers to pull out of QA programmes] as a
response to the scandal that only one in four
cattle are getting a quality assured bonus even
though 90% of all cattle going into meat plants
are quality assured.’



e Processor Views

— Supply and demand issues in the UK
— Horsemeat Scandal led to structural break
— Price comparison wrong

— Supermarket specifications for younger lighter
animals and these had been communicated to
farmers over the last few years

e Farmer Views

— Abuse of market power - cartels
— Weren't told about specification changes
g — Using Specification to force down prices further
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e Real challenge is the lack of transparency in the
chain leading to high level of mistrust

e Low returns for farms and suspicion of
profiteering further down the chain

e Lack of communication - Problem was that even
if they did communicate specification changes
they did not enforce them earlier when supplies
were tight



Distribution of Rewards

Family Farm Income (FFI) 10.453 7 890 14573 11.100



Sentiment Analysis: November 2014
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This graph highlights the frequency of words in the farming press in Ireland during
November 2014 with negative sentiment associated with meat processors
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Total Sentiment Counts for 'specification’

20 T T T T '
B Negative
B Positive
B Neutral
15} -
u
c
o
=
@
=
I
o
i_

Aug Sep Oct Nov Dec

0
Jan Feb Mar Apr May Jun Jul



160 _
Bl Negative

I Positive

140
B Neutral

120

100

80

Total mentions

60

40

20

0
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec



Total mentions

Nt
o

w
=

Mar

Apr

May Jun

Jul

Aug Sep Oct

Nov

Dec

B Negative
I Positive
B Neutral




160 Total Sentiment Counts for 'ifa’

B Neg
B Pos

140
= Neu

120

100

80

Total mentions

60

40

20

0
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec



Inefficiency
Transport and
logistics

Production
Lack of .

innovation specification
X systems: :
Genetics Bull Beef 33% failed to mee

Health the carcase
Welfare & conformation and
40% of farms ’ fat specification Termination
unviable S of contracts

Live Exports
160,000 head — Poor flow of
information
through
chain

El=l
Hel
dw) - 2

Z



e Short Run

— Beef Forum
— Agreement on QA

— Processors agreed to more transparency in
specification

BN

e Longer run i
— Lessons from other chains ;-: AV
— Examples within Ireland " .
— Producer organisations?
— Contracts



Competition Authority issues warning on
discussion of beef prices ahead of forum

Discussions around beef prices could now be off the agenda for today's beef forum meeting after a
letter from the consumer and competition watchdog.
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Beef prices could now be off the age—-'- -~~~ -*

Competition and Consumer Protecti [tkt. Comer describes Consumer Commission’s
=¥ Intervention in beef dispute as “brass necked and

A circular released this morning (We partisan”
meeting and said it wanted to “remir
competition law - in the interests of « The President of the Irish Creamery Milk Suppliers Association (ICMSA) has reacted

critically to the intervention of the Competition and Consumer Protection
“The Commission has taken the actic Commission in the run-up to this afternoon’s session of the Beef Forum in which the
plan ned discussions, due to take pla Commission — previously known as the Competition Authority — wamed
for exam ple in relation to ﬁxing price participants that it will monitor the talks to ensure adherence to the obligations of
both the beef processors and farmers under competition legislation. John Comer

both the beef processors and farme
said the intervention will be seen by farmers as supporting the factories’ position that

said. current price differentials between Ireland and the UK are merely a function of

The IEA staged a3 48 hour protest froy straightforward supply-and-demand market movements and not at all a result of a

terms as well as increased prices, Bc deliberate strategy on the part of the factories, which farm organisations argue is

However, the Competitinn o almost certainly the case. Mr Comer said that he and his association would consider
the Competition Authority’s intervention as “brass-necked and almost without

" *The Commission will also keep und¢ comparison in terms of insensitivity and display of partisanship”. He said that the

timing of the Authority’s intervention was deeply suspicious and it looked very much

and on consumers."”

\Y. like the Authority had been "whistled up” to provide an excuse for the policy of non-
\/ intervention which seemed to be the Departmental line thus far.
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*Scotland’s largest
single pork supply
chain
*Strong horizontal and
vertical collaboration
*Unique contractual

agreement
*Price transparency
sInvolvement of QMS
*Strong emphasis on
quality and animal
welfare




The Collaborative Model - Grower Groups
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Kepak-Keenan Club
Aberdeen Angus Group
Dawn-Teagasc

Processor led - '10% now from own feedlots’
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e EU have made it possible for producers to form
POs for

Joint distribution, including selling.
Coming together to promote their products.
Joint organising of quality control.
The use of common equipment or storage facilities.

Joint management of waste directly related to the
production of live cattle.

Buying inputs in a group.



e Minister favours POs envisages groups of 5 to
10,000 farmers

e Main focus on joint distribution and selling
although buying inputs could be beneficial

e A number of issues

— Redress the power balance

— POs in other areas (Horticulture, Mushrooms) but
have declined

— Hard to break into chains that are established
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We know what is needed for well functioning
sustainable supply chains

Change in mindset within the agrifood sector
away from 1970s style industrial relations to
value chain thinking

Rights, Roles and Responsibilities through the
chain

Beef forum a platform for communication

Price and Policy signals need to be aligned to
market needs
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e Prof Mark Keane and Marija Banovic from UCD for
considerable help with the sentiment analysis
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allowing use of slides



