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‘The Food Economy: Global Issues and Challengesfezence was held on 18-19 October
2007. It was organized by the Netherlands MinistAgriculture, Nature Management and
Food Quality in collaboration with the AgriculturBconomics Research Institute (LEI) and
the OECD. The aim of the conference was to identig/challenges that the changing global
food economy presents for industry, society ancegawients.

The conference was structured so as to identifyon@janges that are underway in the food
economy and to explore the emerging issues andl@eea that are often linked to changing
lifestyles and societal expectations.

The conference was attended by 110 persons fronergowent bodies, academia, non-
governmental organizations, the food industry dredretail sector from both OECD and non-
OECD-countries.

The conference focused on three themes:

1. Value added creation and supply chain managemenglobalizing world
2. Towards a new food policy: supply chain develepta and interactive policy making
3. Transparency and social responsibility in aarimational context.

The presentations on these themes were complemewgtegneral introductions and three
special topics, namely the impact of biofuel praducton food markets, high tech innovation
programmes, and sustainability in the livestockaec

I ntroduction

The director of the LEI, Jan Blom, gave an overviefvthe main current and future

developments within the food economy. As a restipapulation and income growth, the

share of developing countries in the world econawilygrow continuously in the decades to
come. This growth will lead to a sharp rise in tlegnand for luxury food items (meat, dairy,
fruit and vegetables) rather than basic food itéoeseals and rice), and this will have major
implications for the demand for agricultural lafidiroughout the world, the rise in consumer
demand for luxury food items is coinciding with @er in the demand for convenience,
wellness, quality and variety. The demand for fgolity and convenience is reinforced by
changes in demographics (ageing), household cotigpadabour participatioret cetera.

International trade and investments in food wilhtoue to grow with consumer demand, and
will receive an additional impetus from the tradeetalization that is likely to unfold with a
final agreement in the Doha Round. Internationadiéris shifting to luxury food items, and
internalization strategies other than trade — faneple, foreign direct investments (FDI) —
are becoming increasingly important.



The production of biofuels and other bio-based pot&lis increasing rapidly, largely because
the USA and the EU are stimulating the productibbiofuels. In the USA, the recent boom
in ethanol production stems from legal and liapiteéquirements to have a minimum level of
oxygen in petrol. Ethanol is merely used as antagd{Hertel 2007); at the moment, it is not
a commercially viable substitute for petrol. At m@mt ethanol and corn prices, further
expansion of ethanol production is not likely. lhetlong run, biofuel will become
commercially viable only if second- and third-geat@on crops and technologies become
more efficient. Biofuel production causes substrghifts in agricultural production, land
use, trade and prices. There are important reseguoestions with respect to biofuel
production. The impact of biofuel production ondosecurity in developing countries and on
greenhouse gas emissions are among the most imp@a#cy questions. In order to get
more insight into the quantitative effects of bielfpolicies, there is a need for more detailed
data (Hertel 2007).

Agriculture is one of the main contributors to tiketerioration of the world’s environment
(Steinfeld 2007): it contributes to climate changai] deterioration, water depletion and the
loss of biodiversity, and may in fact endanger faitiood production in developing countries.
It is a major challenge to make agricultural prdduc sustainable, given the growth in food
demand in developing countries. Changes in agulltmanagement and the pricing of
externalities may contribute significantly to thesginability challenge.

In this context, food supply chains face the clmagée of reducing costs and prices while
meeting consumer demand for variety, quality andveaience (Jacobs 2007). For this
reason, the future supply chain will increasingilpguce on demand, thereby reducing lead
times and inventories throughout the supply ch@mwsts may be reduced further through the
flexible reallocation of inventories during the gumtion and distribution process. The
reorganization of the supply chain will be madeside by improvements in information
technology and supply chain coordination. Food cammgs will meet consumer demand by
involving consumers in the product development gsscand through the growth of the
Internet as a distribution channel. The latter witlable retailers to tailor food supply and
distribution services to individual consumers. Tlest mile will undergo a drastic
reorganization in the decades to come, with poggitdfound consequences for congestion in
urban areas. Further study is required to assesmitact of these developments.

Globalization is also a challenge for small and medenterprises (SMESs), as the global
economy can now reach any city or rural area inweld. In theory, farmers and food
processors in any part of the world can replace ttwmunterparts in any other part of the
world. However, this also provides an opportunily EMESs, especially because production
processes have become modular (Blom 2007; De Nardaz et al. 2006). The challenge
faced by SMEs is to be competitive in just a tigytf the supply chain. In order to remain
competitive, SMEs have to innovate continuouslycd2se SMEs have few resources, it is
important that they embed their innovation prodesa network of resources. Governments
should ask themselves whether the public reseafchstructure is able to meet the needs of
SMEs in this respect.

Food Economy Resear ch at the OECD

Over the last 15 years, the OECD has developedadl sesearch agenda on the food economy. The
main research themes are the balance of powereirfabd supply chain and the role or private




standards in the shaping of the agro-food systama. flecent study, the OECD found that there is no
evidence of the abuse of market power in the mepplg chain of four case countries, namely
Canada, the Czech Republic, Japan and the Nettsrl&dihe OECD’s Competition Policy Committee
argues that there is no need for special monopkmisiation to deal with the alleged buyer power of
retailers. With respect to private standards, tl&CD has addressed, for example, the impact on
market access for small producers in developingnt@ms. Exporters and governments play|an
important role in implementing private standardsi@veloping countries. The OECD has also dealt
with the relation between public and private staddga

Globalization and market structure

As pointed out by Arjen van Witteloostuijn, glolzdtion is a misunderstood concept. This is
because there are many types of globalization, sigchultural, institutional and economic
globalization. Developments in these types of diahdon may but do not necessarily
concur. Moreover, with respect to economic glolaion, there is major misunderstanding
caused by the fact that media, observers and @alis stress changes in the ‘competitive
advantage’ of nation-states. However, comparatisdreaatage is the relevant concept for
nation-states.

Van Witteloostuijn stressed that market liberalmatprocesses are likely to influence future
market structures throughout the world. Two obstsma matter when deriving hypotheses
with respect to future market structures: (1) feol agricultural markets are still highly
protected, implying that the impact of market lgdezation on market structures may be large,
and (2) concentration within food processing tetalbe low. There is scope for both large
multinationals and SMEs. Multinationals are likébdyreap economies of scale and scope, to
grow and to concentrate when markets are opene@muphe demand side, globalization will
increase taste convergenaed demand for variety. The growing demand for variefl
benefit both existing and new SMEs. Van Wittelogststated that he expects that, on net,
SMEs rather than multinationals will benefit frontolgalization. The US beer market is
developing in this direction.

Market structures in food processing will be shapmdinvestment and trade patterns.
Investments may take many forms, for example mergarquisitions, strategic alliances and
greenfield investments. To analyse the patterrisaifgaobserved in the food industry, detailed
and fine-grained information is needed for diffdrenarkets and segments of the food
industry.

Value added creation and supply chain management

Food processors and retailers address trends supwr demand by meeting the demand for
such consumer trends as wellness (health and dogtyenience (ready-to-eat meals and other
food solutions) and pleasure. Consumers also dermamdal and environment friendly and
socially responsible products. Food retailers takeount of this demand in their sourcing
strategies and in their communication strategiastds consumers. Information provision is
becoming more important, because the share of olewvel countries in the world’s food
supply will continue to grow, as a consequence loictv also the distance between suppliers
and the western consumer will continue to grow. d-safety issues are addressed in the
Global Food Safety Initiative, which was establgihe promote an international standard for
the safety certification of food. The represen@atif AHOLD indicated that food safety is not
part of the company’s product differentiation stgt. Food safety mechanisms are used to
minimize risks as far as possible. However, the lémentation of traceability remains



difficult, as traceability involves substantial teang. It should be noted that while food
processors and retailers manage their processithg@urcing activities globally, they focus
their marketing strategies on local consumer pegfegs (Korver 2007).

The workshop on supply chain management arrivéidesfiollowing conclusions:

Mass production versus mass individualization. Products will be increasingly customized to
consumer demands. However, this does not imply thass production is outmoded.
Concentration in food processing will continue. #@@mponents will be produced on a mass
scale. Moreover, retail demand for private brandé nemain important in the decade to
come. This implies a demand for scale, low costd aniformity. On the other hand,
differentiation in end products will be larger thewer. In this respect, it is important to make
a distinction between customers and consumersianthke clear which level in the supply
chain is being analysed. Agriculture has a long teago before it is able to switch to mass
individualization. The organization of the food ustry is also influenced by the digitalization
of the economy. Digitalization may enable the oigation of new platforms in the supply
chain, for example a new type of cooperative. @igation also plays a role in rearranging
the equilibria between supply and demand, and magrige to new business concepts.

ICT and buying patterns. The Internet is likely to become a more importardtribution
channel in the decades to come. This holds inquaati for repeat purchases (milk, cola,
potatoes), and less so for fresh commodities. Fsmdice is also likely to become more
important in the coming decades. This may leadrtawth in the number of food service
outlets at the cost of the number of supermarkétsvever, supermarkets are increasingly
providing food service by introducing salad bard by selling an increasing variety of ready-
to-eat meals.

Firm size and innovativeness. In order to discuss the relative advantage of langierprises
versus SMEs in terms of product differentiationisitmportant to make a distinction between
types of product differentiation. Large companiewér an advantage over SMEs when it
comes to technology driven quality aspects, whilIES perform better than large
corporations as regards gourmet types of quality \aariety. The biggest asset that SMEs
have is flexibility.

Value added creation and supply chain coordination. With respect to supply chain
coordination, a distinction is made between coitiehcy and value added creation. Supply
chain coordination succeeds as far as the formeonserned, but not the latter. Food retall
and food processors are not able to agree upodivfsgon of the value to be generated. This
Is the main reason why category management hasdfaiRossibly, category management
works fine in simple supply chains such as the sughain for fresh produce, where logistics
and packaging are the only elements to consider.

Transparency and social responsibility in an international context

Both public and private actors increasingly addmess-trade concerns in their international
policies and strategies. Public and private statglgday an important role in this. Irma
Keijzer (Netherlands Ministry of Economic Affairsjressed that governments must address
non-trade concerns in one way or the other in otdeuphold the support for free trade.
Governments can enhance sustainability througlrnat®nal treaties and agreements, the
organization of round tables on corporate socigpoesibility (CSR) and the incorporation of



CSR requirements in, for example, procurement amdidy criteria. Sander van Bennekom
(Oxfam Novib) stressed that private standards atdair. Private standards would be fdir
they met the interests of the developing world. @hehe key problems with respect to
private standards is that actors in developed cmsnset those standards and third world
suppliers have no influence on them. Current staisdare OECD centric rather than the
outcome of negotiations between producers and westtailers. This holds for trade rules in
general, according to van Bennekom.

In the subsequent workshop discussion, the paait§o shared their worry that actors in
OECD countries have a predominant influence orptli#ic and private standards that are set
worldwide, and that this has consequences for pudalicies in OECD countries as well as
the international policy context. Some people pegabthat standards should be made country
specific. There is also discussion on the questitrether the WTO applies to private
standar(ils, because for example standards are getdilycoalitions rather than individual
retailers.

The conference also addressed two empirical stildé&sanalysed the performance of private
standards. The first study compared the impact rofage labels on consumer buying
behaviour with the impact of three other informatimechanisms, namely CSR reports,
consumer guides and traditional marketing. The @impn was carried out for four product
categories, that is, fish, cut flowers, textilesl @mosmetics. Product labelling as endorsed by
retail organizations is primarily driven by repusat building. Labelling plays an important
role in differentiating retailers from one anothkut not in differentiating specific products
from one another. In fact, most certification aiiés have a business-to-business nature
rather than the business-to-consumer nature ambbysBarbara Fliess. The impact of all four
information mechanisms on consumer demand is ldnibecause for example information
processing by consumers requires education and Koeeover, there is a large gap between
society’s demand for social responsibility and eoner behaviour. Fliess suggested that the
provision of information on non-trade concerns tonsumers may be improved. The
information mechanisms chosen differ from one pobdrategory to another. Apart from
some obvious reasons, there is no explanationhfordtfferences found. Further research is
required to find out more exactly how informatiomoyision may influence consumer
behaviour.

The second study concerned the establishment wdtprstandard schemes for food safety in
developing countries (Pepijn van de Port). Accagdio EC Regulation 178/2002, food
companies must have in place all the systems teatecessary to guarantee food safety. The
EU and its Member States monitor whether this & ¢hse in the EU. The EU expects
exporting countries to have equivalent food safetyuirements and monitoring mechanisms
for food of animal origin. More in particular, tHeU expects governments of exporting
countries to accredit the certification bodies it countries. This a major challenge for
developing countries. In Indonesia, for instandcep8r cent of the shrimp production is fully
HACCP compliant, but the other 20 per cent is Betcause the Indonesian government is not
able to control this 20 per cent, and for politicedsons is unwilling to exclude it, it is likely
that the import of Indonesian shrimps will soorbla@ned by the EU.

In the last decade, various private food safetywddeds have been developed by food
operators in order to meet legal requirements. iPlloldies reject responsibility for privately

! Non-governmental standard setting bodies fall uttiee SPS + BT WTO agreement.



developed standards. However, one should recoghake private standards depend on a
system of public standards and requirements sétyupternational and national government
bodies. One might say that, to some extent, pristaedards are privatized public standards.

Towards a new food policy

Elements of a new food policy were discussed thnoug the conference. Some presenters
discussed such new elements of food policy as watmv policy (Bruce Lee), obesity (Laure
Souliac), regional products (Christine Avelin) aiod security (Rainer Giessubel). Others
discussed new frameworks for agricultural policyl@y Yildirim) or new ways of addressing
supply chain issues (Janice Vansicle).

The Australian government is stimulating the depeient and introduction of high tech
innovations by setting up substantive innovatioogpammes for important and promising
economic sectors. The food supply chain is onbedge sectors. The research programmes
are meant to promote the competitiveness of thetrAlien food supply chain and to
improve the quality of life by, for example, inviegt in healthy food. The innovation
programmes involve collaboration between researdstitutes, businesses and
governments. Examples are breed engineering (Imeedguaculture), the development of
biosensors (wine) and consumer research (GMOSs).

The French government is encouraging the producimh consumption of high quality
food by designating the quality and origin of regbfood products. The policy is aimed
at products that are linked to a certain regterr¢ir) and have traditional characteristics
and a strong identity, whose production is limiged requires traditional know-how, and
that do not have a close substitute. Examples sfgdated labels are Appellation
d’'Origine Contrélée, Label Rouge and AgricultureoBgique. Government support for
regional products is deemed necessary to deal thigh competition from globally

operating firms. The government does not providearfcial aid, but supports the
development of labels and the organization of negjionetworks. The workshop
participants agreed that this is a good approach.

The French government is attempting to combat gpbéisrough information provision
and education. The Ministry of Agriculture and Fegks developed a programme together
with other ministries, supply chain actors and aeske organizations. The programme
comprises information campaigns, surveillance mognes, research into consumption
behaviour, measures targeted at specific groupsaanevaluation mechanism. The first
evaluation results are due in December 2007.

The German government has focused its current fomty on a limited number of

consumer-related issues. Rainer Giessiibel strdssediew that consumer and health
policies and sustainability issues throughout there food supply chain should be the
core elements of a food policy. Food policy shdogdaligned to the international policy
framework laid down in the standards, rules anddglines of the WTO, the Codex
Alimentarius and the EU. Since the turn of the newllennium, the German Federal
Ministry of Food, Agriculture and Consumer Protentihas focused its policies on food
security. The integration of policy areas has beehieved by integrating agricultural
policy, nutrition policy and consumer policy in onenistry. The Ministry has also taken
initiatives to improve cooperation with regionaMgonments and the supply chain.



» In order to deal with the challenges resulting fr@chnological change, the emergence of
low-cost competitors, changes in consumer demaxdtiam increasing use of non-tariff
barriers, the Canadian government introduced a Agricultural Policy Framework in
2002 (Tulay Yildirim). The framework rests on fiydlars: food safety and quality; the
environments; small farm assistance; science ambvation; and business risk
management. The policies pursued with respectasetiive issues involve technical farm
assistance, the development of voluntary and mandatandards, research, education,
network formation, and income stabilization andunasice programmes.

* The Canadian government is stimulating the devetoyrof Value Chain Round Tables
in order to identify the challenges faced by thedfeupply chain and to promote their
solution (Janice Vansickle). At these round tablesich are subsidized by the Canadian
government, the key players in a certain supplyirchéscuss the issues they face. The
round tables strengthen supply chain relationstaftepugh time is needed to overcome
differences in perspectives resulting from differesin interests.

The workshop on food policy discussed the following

Issues to be covered by future food polices. A wide range of issues need to be covered by a
future food policy, particularly such consumer aodial issues as food security, food safety,
the environment, animal welfare, health, and feadé conditions. However, the workshop
participants argued that other issues also nebd tmdressed, such as producer issues.

The importance of policy coherence was stresseihgltine discussion. Policies increasingly
address a range of issues that affect a rangectdrsePolicy coherence can be promoted by
the development of a holistic food law. Howevemnight be wise to focus the attention of
policy makers and to develop programmes for speddsues one by one. Germany, for
instance, focuses on food safety, organic prodacsiod health. Holistic laws and holistic
programmes are unlikely to work because therdaslaof focus.

At this stage, there is little experience with mgpto multi-sectoral and multi-topic
approaches. In the years to come, it may be godaolltav these approaches and to see how
the cooperation with other ministries works out. ldsg as there are different policies for
different issues, it is important to address poliojherence and to decide who is responsible
for the respective issues: the government (and, fvkich ministry or level of government) or
private parties.

Ethics. Ethical considerations will play a key role in tpelitical debate on food production
and consumption in the coming decade. There is aveall to introduce ethics and ethical
criteria in international policy platforms on, fexample, trade. The discussants pointed out
some problems related to debating ethical argumé&wisexample, how do you ‘organize’ a
debate on ethics? How does one come to a posiéisadon ethical arguments? And how do
you debate, listen to each other and accept thelusions arrived at? Society’s poor
performance in dealing with ethical issues may besalt of the lack of scientific evidence on
ethics.

Such stakeholders as businesses, non-governmegéalizations (NGOs) and consumers are
playing an ever larger role in bringing ethical sioerations forward and dealing with them.
In France, for instance, the ethics of GMO producis a political issue brought forward by
NGOs and consumer reactions. There are severalpdgarof initiatives taken by businesses



or businesses and NGOs to deal with ethical corsidas. Governments are slow in taking
up ethical considerations; businesses are fastgrnaore flexible at doing so. However,
according to the participants, the government hasola as gatekeeper: there remain
‘sensitive’ issues.

The policy mix. Governments are increasingly looking for instrursesther than regulation
and agricultural subsidies. There is a shift in plodicy mix towards information provision,
education and pricing externalities. However, jlils¢ such classic policy instruments as
regulation, the new policy instruments do not neasly generate the desired policy
outcomes. Both producer and consumer behaviour beayery inflexible. One of the
discussants pointed out that the impact of inforomafprovision and education can be
observed only in the long run. The effectivenesprafing strategies can very well be low as
a result of the low price elasticity of demandflood. For this reason, the effectiveness of fat,
sugar and meat taxes is likely to be low. Moreowergontrast to cigarettes, fat and sugar
taxes are unfair in the sense that you also taplpesho are not fat. There is no unhealthy
food; it is certain food patterns and lifestyleattlare unhealthy. Moreover, there are other
ways to influence food prices. Sugar and dairyséifesubsidized in many OECD countries.

Conclusions

The conference president, Gerard Viatte, drew tiewing overall conclusions from the
proceedings.

A. The conference validated the holistic food ecop@pproach because of:
1) the impact of globalization on the whole systenofsupply chain) and not just
one level of the supply chain;
2) changing relations among the various public andapei actors of the supply chain;
3) new societal concerns as major drivers of the newadfeconomy (health,
environment);
4) the position of developing countries.

B. As a consequence, it is justified to think imms of food policy in order to:
1) improve the consistency among policy measures;
2) optimize the linkages with other relevant policsegh as competition policy.

In order to make these approaches more operatiandl more concrete, the following
recommendations can be made:

1) more research and education — in particular, mou#tigisciplinary and action-
and policy-oriented research and education — teebetform the various actors,
including consumers, and to help them in their sleai making;

2) more collaborative efforts among the various acterg. through round tables);

3) more attention to policy instruments (e.g. intem@lon), also to specific
programmes (nutrition);

4) more attention to changes in the institutional ®arrk (e.g. cooperation between
ministries).

On behalf of the LEI, Jan Blom identified threensénts warranting further attention and
study:



- Interactive policy making
- The cultural-historical background of food consuimptand production
- Research issues

o New institutional arrangements

o Consumer trends

o Consumer and micro-level data

On behalf of the OECD, Loek Boonekamp identified tbllowing issues:

- as the legal status of private standards are atisenssue in the WTO, the OECD
may be used as a platform to discuss how privatedsirds should be dealt with;

- public-private partnerships (what are the areagpplication, how are responsibilities
distributed over public and private parties?);

- globalization and climate (what is the impact datree prices?);

- food policy (how to enhance consistency and coloerein particular for food,
nutrition and health?).



