My name is Ciaran Fitzgerald .I am an independent Economist working in the food and Agri sector .

I was a Director of IBEC from 2001 to 2005 and The  Director of the Food and Drink sector in IBEC/CII from 1993 to 2001.

I have been worked in the Agri-Food  sector since 1981 and I have served on a number of EU advisory committees, Irish Government food expert groups ,the Agri food 2015 group and the Governments anti inflation group from 2002 to 2005 ….

Irish Economy importance 

The Irish Agri Food  sector  plays a central role in Irish society.  It generates economic growth and exports , provides an estimated 230 000 jobs or 1 job in 8  in the Irish economy and provides a market for over 5BN euro  worth  of Irish agricultural output annually .

 In contrast to the situation in the UK  for example  Irish Consumers and the Irish economy  are  dependent on the Agri food sector for income and exports as well as for  food consumption .

 Moreover the Food and Agri sector sources almost 9 BN Euro of goods and services in the Irish economy(Forfas ) …. Compared to a 4BN euro total spend by All other manufacturing sectors in Ireland ..including the modern economy sectors . 

The Food and Agri sector is THE  most important sector in the Irish economy from an employment and linked economic activity perspective .

However, the Irish grocery market  is dysfunctional. 

 Ireland has the 3rd highest concentration of retail trade in Europe. The top three retailers account for 70.5% of the market.  

 These retailers have an average turnover /buying power of $BN Euro annually .There are approx 700 food and grocery supply companies in the Irish market ..The average turnover of supplying companies is 30 million Euro

 One retailer has more buying power than all the companies in the entire food and drink sector.

  The piece below highlights the fact that this buying power is being used to increase retail margin rather than provide consumer value .

Food inflation and Deregulation 

The Charts below  from the CSO demonstrate the different patterns in Irish food inflation pre and post the Groceries order 

Table A shows that over the period from January 2002 to December  05  when the Groceries Order  was in place Food prices increased by just 1.8% as against a general increase in inflation over that period of 12.8% !

In economist speak we had significant food deflation in Ireland over that period .

Nevertheless in the name of deregulation and Consumer choice the Straight jacket that was the Groceries Order was abolished in March 2006 ……
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Table 6 shows that  over the  period from January 2006  till September  08 food inflation was  11% versus General inflation of 10% …September 08 is an important time line as it was at this time that pressure came on the retailers to pass on lower prices due to the fall in sterling  against the euro and consequent decline in the cost of imported products since January 08 ….
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Not only had food prices risen by 5 times the amount in  18 months than they had in the 5 years from January  2002 to 2006….. but the food sector had become a  prominent driver of inflation in the Irish Economy .
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Table 3 above looks at the current levels of inflation in the food sector and across the Irish Economy …While food prices have  fallen in recent months and are now only 4% higher than in January 2006, the overall level of price inflation in the Irish Economy is now only 1.7 %....... so food prices continue to outpace general increases in cost of living .

While accepting that there are many forces driving food inflation levels a key factor that has been thus far neglected has been retailer margin …Retailer behaviour as predicted by the Competition authority and others was supposed, post abolition of the order to lead to lower prices 

…This was not a conditional statement it was definitive …the retailer would sell below cost if necessary in order to deliver this price promise ,we were told. 

The analysis above clearly shows that not only has this price promise not been delivered on  …but in a deregulated /free market the retailer despite the removal of the constraints on below cost selling and net invoice pricing has chosen to increase prices at a higher rate than the  general rate of inflation /cost of living  in the Irish economy.

 …i.e. to use market deregulation to increase retailer margin rather than to deliver more competitive consumer prices .

 Summary 

· The Agri food sector is a key employer and driver of economic wealth in the Irish economy .

· Over 1 job in 8 in the Irish economy is linked to the sector 

· The production and supply parts of the sector which are the key drivers of this economic wealth are suffering a significant margin squeeze due to the abuse of buying power by major retailers in this economy 

· This abuse of buying power is not resulting in better prices to consumers but is primarily increasing retailer margin and consequently consume prices.

· Fair Trade measures are needed to  outlaw these abuses and allow a situation where economic efficiency drives competition .

· Fair trade measures apply in a number of low inflation EU countries .in particular Germany which was wrongly categorised in the Department of Trades analysis in 2005 as not having a ban on below cost selling 

· These measures should be policed by an independent ombudsman with statutory powers  .

