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The Rick of Unintended Consequences and The Location of Retailers’ Buying Decisions

The business environment facing grocery retailers and their suppliers has changed fundamentally in recent years.  Retailers currently trading in the Republic of Ireland have an unprecedented ability to source products internationally due to the location of their parent company or subsidiaries, membership of international buying alliances, or the internationalisation of indigenous retail companies themselves. Retailers now have considerably more discretion on where to negotiate their buying decisions and agreements.  However close proximity to the buying decision is desirable for Irish food suppliers and consequently the maintenance and indeed the expansion of retailers’ buying offices in the Republic of Ireland is to be encouraged. This could be jeopardised.  

One of the concerns regarding the establishment of a code of practice, either statutory or voluntary, must be one of enforcement coverage.  Codes of practice may have unintended consequences on the location of negotiations and agreements. They may for instance increase the relative attractiveness of locating the buying decision overseas or in other jurisdictions where less stringent or no conditions apply.  It appears that any arrangements between a supplier (perhaps Irish) and a UK based buying office sourcing products for the ROI market would not be subject to the provisions of the UK’s groceries (supply chain practices) market investigation order 2009 which is concerned solely with businesses supplying or intending to supply products for resale in the United Kingdom.  Under what provisions could this type of sourcing arrangement be made subject to any proposed Irish code of practice and how precisely would enforcement operate (e.g. access to records)?  If these trading arrangements are not subject to either an Irish or a UK code of practice and, as a consequence, yield more favourable terms to the retailer would this not encourage retailers to remove their buying functions from the Republic of Ireland? It might also mitigate against any new buying offices being established in the ROI should further UK retailers expand into this market. Attempts to justify these kind of decisions could be made on the basis of efficiency grounds.

There may be a need for a code of practice. However the rise of retail power, and the exercise of this power, is not just an Irish or UK phenomenon. It is an international issue and begs the question as to whether or not any code of practice drawn up at national level can be monitored and enforced effectively to ensure a planning horizon for suppliers that ultimately acts in consumers’ interests. Given the international expansion of certain retailers throughout the EU, the growth of trade within the EU, and the need to promote the emergence and development of a strong, competitive and innovative food SME sector, should the establishment of an EU-wide code of practice be encouraged? 

To summarise, the chief concern I would like to raise is one of possible unintended consequences.  It is highly desirable that Irish food companies can negotiate access to the Irish grocery market with all their grocery customers in the Republic of Ireland.  Is there a possibility that a national code of practice would threaten this? If this is the case, a national code of practice risks undermining the emergence of future food companies due to the increased difficulty of gaining access to the buyer, the gatekeeper to the shelf space.

