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1. Introduction

SUFISA aims to identify practices and policies that support the sustainability
primary producers in a context of complex policy requirements, marki
imperfections and globalization. Knowledge on market conditions and other drivi
forces exists, but i fragmented way: relevant producer groups and regions ha\
not yet been analysed or framework conditions and driving forces have changet
the meantime. More information can be found on tB&FISA website

This summaryreport focuses in particular on the key market and regulator
conditions that potentially impact top fruit farming businesses, including pric
volatility, and the key strategies emerging to manage these risks and pressures.
report is part of the Edunded Horizon 2020 project, SUFISA (Sustainable finance
sustainable agriculture and fisheries). This is an extended summary based on the
report, availablehere.

In 2015, Flandersotinted 949 farmsultivating either apple or pear (jointly referred
G2 | & q.resdunbeliiziidclhiog each year (Van der Straeten, 2016). O
the period 20032012, the number of Flemish opexir fruit production firm$
decreased by 43%, from 2,973 to 1,700, while the total acreage of apples and p
combined has remained relatively stable. This indicatesenease in concentration
and scale Moreover, the horticultural sector had reached a specialization rate of t
to 90% already in 2005 (Platteau et al., 2014). Flemish firms account for 92.8% o
Belgian acreage, with most of the production being located aroundT3intien. Top
fruit farms in this region are on average larger than farms in other provinces (16
on average, which is-6 ha larger than in other provinces) (Van der Straeten, 201¢
Overall, revenues of top fruit farmers are quite high compared to their horticultur
peers: 75% of them earns more than 150,000 EUR a year while slightly more f
20% arn more than 500,000 EUR (Vervloet et al, 2015). In 2014, the total fruit sec
was worth 370 million euros, of which apples represented 74 million euros and pe
151 million euros, that is 60.8% of the total sector for the sum of both commaoditi
(Depatment of Agriculture and Fisheries, 2016a).

An important characteristic of orchard fruit production is tloaeg rotation periodof
the trees, which is approximately 18! years for apple trees, while for pears it car
run up to 25 years or even longer (VBogaertet al, 2012; Demeyeet al, 2013).
Currently, Flanders seessaift from apple to pearproduction:the apple acreage
incurred a relative decrease of 24% while the pear acreage increased by 49%
the period 20032014. This trend started arourk®95. Since 2007, the pear acreage
is higher than the apple one (Demeyadral, 2013; Department of Agriculture and
Fisheries, 2016a). Regarding apple cultivars, the three most planted ones
JonagoldJonagorednd Golden covering 79% of the populati of trees in Belgium.

1 Note that this larger number is due to the wider definition of opgnfruit farming as compared to
top fruit farming.
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Many other cultivars are planted on a smaller scale. Regarding pears, the leve
specialization of the Belgian sector is even more accentuatedCtméérenceultivar
accounts for 87% of the acreage in 2015 (Statbel, 2016a).

Lastly, amajor shockin the top fruit sector of Europe in general that cannot bd
overlooked is the Russian ban on European F&V that was installed in 2014, and i
in place. Being a major export markethe loss of the Russian market is still regarde
as a primary reason for the problems that Flemish top fruit farmers face today:.
terms of market contraction pears were affected the most: in 2013, pears accoun
for 30.1% of the agréood exports to Russia. Apples accounted for 5.6%. TI
resulted ina market contraction of 39.33%or pears and 11.06% for apples.
Temporary crisis prevention measures were introduced. In particular, it was allov
to withdraw from the market 85,650 tonnes of apples and pears from the Flem!
productiorf, in exchange afompensations. However, only a slight percentage of tr
allowed quantity was actually withdrawn. The dramatic price drop of apples in t
Belgian market appears to have been the result of mainly the influx of Polish apj
that year, who traditionally wer exported to Russia. Apple prices on the Polis
market were significantly lower than on the Belgian market up to then (and still ¢
today). Yet, a direct market connection and possibly a preference for Belgian ap
seems to have been protecting Belgiapple producers. Top fruit farmers thus
incurred losses for two reasons: a direct negative effect on the price of pears anc
indirect effect on the price of apples due to increased competition with Polish ap
exporters.

1.2. Context: Policy antegulatory conditions

The main producers of both apples and pears in the world are China, the US anc
EU, with the Chinese production having gone up steeply during the last two dece
and conferring to this country a lodgsting position of top leaderEven though it
benefits from huge production capacities and low costs, China is not a main di
competitor for apples. On the contrary, Polish production is closer and very sim
to the Belgian one in terms of quality while it does benefit from lowests and
higher production volumes hence price influence in the Northern EU. Belgian apf.
and in particuladonagold are of rather similar quality to the Polish production bu
they suffer from higher production costs. Hence, Belgian farmers areongpetitive
on this market. In Belgium they seem to survive because of direct connection to
market, and maybe, consumer preferences for local products. To the contrary, p¢
are rather rare and high value products for which Belgian farmers are m
competitive.

2 Russia used to be the most important RBR fruit export destination with 25% of the fruit exports in
2013, and even up to 40% for pears.

3Which is calculated as 83.5% of 47.1%

4 This was decided in the last round of support which started August 8tts 201



Even though the Belgian production of apple and pears is rather similar in term:
value and production capacities, the rank of both products on itfternational
market is very different. Indeed, while Belgium ranks 11th on the world prodaoctic
of pears in both value and quantity produced, it has never appeared among the
important apple producers in the world, which reflects a much stronger competitit
and a weaker Belgian position on this market. In 2012, Belgium produced 10% o
Europan pear production while this share was only 2% regarding app
(Delombaerde and Lambrechts, 2014). In general, apples are mainly produced fo
domestic market and pears for exporting. In recent years, up to 80% of p
production has been exported.h@refore, the sector is very vulnerable towards
negative export shocks.

In order to ease the free trade of agricultural goods within the EU common mark
the European Commission has outlimadrketing standardgor F&V. These are the
minimum requirements product has to meet in order to be tradable inside the ELl
These requirements bring about operational costs for the farmer if the apples
sorted and packed on the farm, since fast and correct sorting by colour and
requires sophisticated machineryrhis partly explains why packaging and sortin
operations are often transferred to the cooperatives.

The mainquality standardsthat apply for Belgian fresh fruit production are the
sector guides for autgontrol developed by the Federal Authority fibre Safety of
the Food Supply Chain (AFSE®VV), that safeguard food safety and traceability, ar
the Integrated Pest Management (IPM) standard that is not obligatory, but taken
by nearly all tree fruit producers. Farmers that comply with the IPM sieshd
generally opt for a certification according to the GLOBAL G.A.P. standard, the 1
well-known international private standard in this domain. Other private standard
have been raised that combine the sector guides for augntrol and IPM with
requirements of either the retail sector, international markets, crassnpliance
NBIljdANBYSyda F2NJ /!t RANBOG LI &YSyi:
guality standards is the introduction of retailgpecific Maximum Residue Levels
(MRLs). German tailers, quickly followed by British retailers, started introducin
MRLs that are lower than those specified in the GLOBAL G.A.P. standard. Fa
and cooperatives face a huge challenge as the maximum number of residues an
maximum amount of each rafie can now vary for each customer. The Belgie
coops (POs) provide guidance on how to comply with the MRL requireme
prevailing in major export destinations.

The most importantinnovation in the fruit sector with respect to marketing is
probably the intoduction of new varieties. This was already pointed out by Deunin
et al. (2007). These are very often marketed under a private label; in this case tt
B NASGASE | NB aOf dzo Odz (kn@vh diib chiktivardsieidk
Lady, whichproduced and sold all over the world. Usually the strategy of a club rel
on the control of supply, in order to maintain prices at a relatively high lev
O2Y0AYSR $AGK SEGSYardS | ROSNIA&AY:

593 +STI LI IYyS wSalLlRyaAirote CNBakKzI ¢ NHI X X



However, developing the demand for these new varieties is usually a slow proc
and the marketing budgets needed are very high. Hence, developing new varietit
a risky business.

For many years, the apples and pears sectors have been characterizad b
oversupply, resulting in stagnating or even decreasing prices because of
combined effects of an eventual decreasing demand and an inelastic supply.
difficulty for farmers to adapt their production to the new market conditions is du
to the longrotation period of their orchard, and for some of them, to the weibwn
mental models which are proven to be particularly difficult to change.

Firmconcentration at retail leveis very high in Belgium: the three largéistns now
have a market share of more than 70%his inevitably gives them market power. The
bargaining power of tree fruit producers is reduced as well by the high adjustm
costs that are inherent to this type of production. The answer to oligopsohist
market power has traditionally been the paad of supply by cooperatives. As will be
discussed below, an important topic in Flemish top fruit farming today is tl
emergence of individual arrangements between farmers on the one hand &
retailers (and less often wholesalers) on the other hand. Ehisnforced by the
increasing heterogeneity of (even specialised) fruit farmers, both in terms of fa
size and quality of the produce.

An important level of the European Common Agricultural Policy (CAP) for the fr
and vegetables sector is tlsipportto cooperatives The main motivation to target
those organisations is not only to incentivize growers to join a Producer Organisa
(PO) but also to support common innovation processes and collective marketing
other words, the EU subsidies colleetiaction and pooled risk management. One o
the expected impact of the reinforcement of such organisations is the increase
FINNSNEQ O6FNBFAYAY3I LIGSNIAY 2NRSNJI (
(Gijselinckx & Bussels, 2012). POs canfdevéJ 'y G2 LISNF GA2Y |
outlines actions for the PO that help teach the goals set by the EU.

The apple and pear sector has a high needstmasonal labourin the harvesting
season, starting around Septemb®@ctober. This thirgbarty labour took up 21% of
the total orchard production costs in 2013, according to data from the Departme
of Agriculture and Fisheri¢2016b). For seasonal work on fruit farmsistwage was
FAESR |G eyodppkK F2NI Ly FRdZ G AYy wHAdL
Polish competitors. Yet, seasonal labour is regulated by daily contracts, and
employer of seasonal workers has the advantage of a lower social insusance
than the one prevailing in other sectors.

The marketing of fruits and vegetables in Belgium is traditionally dominated
cooperatives (coops). Belgium haeag tradition of coopsand was a pioneer in this

6 Market power of buyers due to a small number of buyers.



regard. The majority of coops are recognized as producer organisations. (R@s
F&V sector, 83% of the producers are members of a PO. That is, for F&V, coops
about 85% of the market share and, most notably, about 78%or export
(Gijselinckx and Bussels, 2012). Since many years, coops have been merging,
the point that in 2017 only two independent coops remain: Sf 3A & OK S
6. C+¢€3X CUO YR a.SthNIlFé¢ o0Cagxvd .&a
entered the market in recent years. These operate on a much smaller scale (4t
100 members).

Traditionally, coops dealt mainly with auction sale, administration, product contr
and logistics such as collection, storage and transport (Gijselincl&umsels, 2012).
Today, thisrole has expandedto mediation for bilateral contracts between
producers and final buyers, quality control, support for production plannini
marketing and innovation, and wholesaling, including importing and exportin
Coops hee thus integrated some functions of their former downstream tradin:
partners. From the traditionally lively auction however remains nowadays only t
relic; that is, auctions are much less crowded than they used to be. Hence, the n
role is nowadays thdacilitation of market access and the collectivization o
marketing costs. This phenomenon is not only observed in Belgium: Bijman .
| SYRNA1 &S o6unnod RSAONAROSR K2g | @S]
G2 aYIFN] SGAyYy3 OZ2irthdDddh FRAVEnSuStEy. MadyGedrdi NI Ve
contributed to this transition, but the following are of major importance: the
concentration of food retail; the increased demand for differentiated and -igt
quality products; increased variation in consumeeferences; and the increased
scale and specialisation of primary production. The coops are now focused
capturing economies of scale and lowering transaction costs of large retailers
exporting wholesalers. This evolution is clearly accompanied lgceedse in th
commitment of members to theoop.




2. Methodology

Apple and pear farming are treated jointly in this case study, as the production
both top fruit crops has always been strongly connected in Flanders. In fact,
production process is nearly identical. The market dynamics of apple and p
however arehighly different. Key to the approach taken has been to put the farme
themselves at the centre of the research, in order to get their perspectives on t
key issues that need to be consideré&itst a media analysis was conducted (whick
coverednational, regional and specialised media from 2006 to 20a8)well as a
deskbased analysis of market conditions and regulatiossufces reviewed
included: academic publications; government and policy documents; mark
research and consultancy reportdndustry reports and NGO documents)
supplemented withfive interviews with Flemish top fruit farmersand eight
interviews with various stakeholders from the sectéwollowing analysis of the
resultant data, two focus groups (FGs) were held with top ffaltners at two
different locations in Flanders followed by a workshop composed of key stakehold
from the sector.

Third,a survey wasonducted ortop fruit farmers in Flanders, Belgiuifhe number
of questionnaires retained for analysis after the firstind of data cleaning is 137.
The structure of the questionnaire for this surveyased on the SUFISA framework
Survey results are displayed in the sections 3.4 and 3.5.

Flanders is the Northern region of Belgium, accounting fo6&% of the Belgian
LI2 Lddzt F A2y o0{GFd0oStX HAnmMcoOd ¢KS LR
square kilometres, one of the highest in Europe and is rather homogeneous dut
the diffuse spread of economic activity on the territory. This doede®te out much
space for agricultural land but enables a rather good proximity between tl
agricultural sphere and the pearban population.

At the European level, the Belgian food sector is shaped primarily by its excel
location in the centre ohighly populated Norttwestern Europe and having the
second biggeétsea harbour, that is, Antwerp, after Rotterdam. From a historic:
point of view, the current food sector has been shaped to a great extent by t
developments that have their origin in the"8entury. First, Belgian horticulturalists
and institutions wee part of the newest developments in horticulture, as the
development of horticulture flourished in the urbanized Nowtlestern Europe.

Second, following the imports of cheap cereals, Flemish farmers followed f
example of Dutch and Danish farmers takapgportunity of cheap imported feed to

specialize in intensive livestock production. These historical stylized facts still sh

8 0On the basis of gross weight of commodities handled.



the specialization of the country as in 2015, 88% of farmers were specialized in
of three subsectors: livestock farmingrahle farming or horticulture (Statbel,
2016b).

In2013totalagreF 2 2 R AYLER NI A Ay . Sf 3IAdzy 6SNB
Belgian agref 2 2 R SELR NI & 6SNB G f dSR i ¢

figures point to the very open nature of tigelgian agréood sector. Belgium is the

9! Q& F2dzNIK fI NBSaAG FT22R SELRNISNI 6°
and Flanders represents 82% of its trade. Respectively 62% and 68% of imports
exports relate to neighbouring countries, althougioducts such as beer, chocolate
and potato products are traded worldwide (Samborski and Van Belleghem, 20:
According toFAOstatistics, Belgium ranked eighth in the list of top food importing
countries in the world, and ninth as far as food exports@mcerned.

Nevertheless, the share of agriculture in the Belgian GDP decreases continuously
is anno 2015 below 1%. Moreover, the main trend characterizing the Belg
agricultural sector is the structural decline in the number of farms and tt
overcorcentration of land (Statbel, 2016b). This is similar to the overall Europe
trend. 68% of farms has disappeared since 1980 while the land area of each farm
tripled up (Statbel, 2016b). More concretely, in 2004, the average farm size was
ha wherea anno 2013 it was 25 ha (Department of Agriculture & Fisheries, 201
The labour share associated to agricultural activities is characterized by a sin
contraction. However, since 2013, the overall situation seems to have stabiliz
Indeed, the sharef agriculture in the GDP was 0.70% in 2015 (Statbel, 2016a), wh
is very similar to the situation the two previous years. The same applies to the a
of land used for agricultural activities and the number of farms.

Belgium is lagging behind in therwersion to organic agriculture as compared tc
the rest of the EU. The number of organic farms has increased every year during
last years, i.e. 9.3% since 2010, while the total cultivated land has increased by 4.
since this same year. In 2015, 24.»f the land under agricultural use was cultivatec
according to the principles of organic agriculture in Belgium, whereas the Europ
average was 5.9%lready in 2014 (EUROSTAT, 2015).

3. Results: key themes

Farmersdzy | yAY2dzaf & O2yaARSNI GKSANI aSOi
mentioned before in this summary. They generally recognise that oversupply i
problem. On the other hand, a reason for optimism among farmers is the natu
competitive advantage fahe production ofConférencgear. They consider it likely

9 Area fully converted ounder conversion



that the trend towardsspecialisationin this variety will continue, and are aware of
0KS aa20AF0SR NRalaz a AG Aa NS
It is widely acceptedhat both domestic and foreign consumers appreciatw
apple cultivarssuch as Pink Lady more than common Belgian apgtasadold.
Many farmers believe that this is due to poor marketing, rather than the quality
the apples by itself. The need for bet marketing was stressed as well in the PW
although many stakeholder claim that the rather poor quality of Belgian apples i
structural problem. The strict quality and homogeneity requirements of clt
varieties are often referred to as a golden standl Some farmers on the other hand
argue that the quality standards imposed on Belgian apple and pear :
unnecessarily strict, and refer to other countries where they are supposed to
lower. The strong export orientation of the sector (~80% of the peancording to
the participants) likely plays a role here.

Thelow adaptation capacitythat is inherent to top fruit farming was mentioned
often as a reason for the problems faced by farmers today. It was argued, both
farmers and other stakeholders, ththe financial risk of investing in new cultivars
has become too high for farmers, and such an investment is only feasible when
backed by a coop or a retailer. On the other hand, there was consensus in
workshop that Belgian farmers have beenhat slow in adopting new cultivars. For
example,Kanzj a club cultivar, was adopted at faster pace in The Netherlanc
although it was as much targeted for production in Belgium.

Club cultivarsare widely regarded as a solution for the lack of differaiiin in
Belgian apples. The FG revealed however that farmers are more sceptic on
a2fdziA2yzT FT2N) 0KS NBlFrazy GKIFG FIFNXYS
financial risk of investing in a club cultivar is too high. How investment risks .
shared among the different partners in a club is rather unclear (and possibly hic
variable). Some stakeholders put forward that the coops are not doing enough efl
to facilitate the investment in new cultivars. For the coops, investing in a newyari
is risky, as it is hard to predict which (club) cultivar will be successful in conqueril
market share, and large marketing budgets are needed. Farmers seem to be
stalemate: new cultivar development is needed to keep up with changing consur
preferences, but the financial risk of doing it is (too) high.

Producers are strongly concerned witlerturbations of exports due to political
factors. Given the strong export orientation of the sector, the importance of th
stability of export markets is ewtt. Remarkably, some stakeholders claim tha
much of the problems present in the sector nowadays would not have occurrec
the Russian Boycott was not installed. Brexit is a concern for producers, bece
although not a major export market, the Britisharket is important.

As discussed before, Belgian top fruit farmers suffer from competition from oth
production regions. Especially the development of tRelish apple sectoris
perceived as a threat. Many farmers believe that fruit production in Easerope
is heavily subsidised by the European Union. Some even believe that if subsidies
abolished all over Europe, Flemish farmers would benefit from this level playing fi



because they are highly cesfficient. The subsidies they incur themselves. as
investment support, are deemed to be less important, or at least less distorti\
Regarding competition from neBuropean producers (especially Argentina), th
main frustration of farmers and stakeholders is that European producers are mt
more restricted in the use of crop protection products, but are not compensated fi
this by a price premium, or effectively protected from competitors working i
different production conditions by trade barriers.

Currently, farmei Q G NHza G Ay GKS O22LISN) GA@DSa
GKS 0O022LJa (2 0SS LI NIfe NBaLRyaaofsS
Fdzy OlA2y LINBLISNIe&szx YR INB aidAatt vy
is debated heawl by proponents and opponents among farmers as well as oth
stakeholders. The strong polarisation of this debate complicates its analysis. In v
follows we discuss the problems that could be identified so far.

The perception that the Belgiamoops perfam poorly in the marketingof apple and
pear is common among farmers. This point of view cannot be (in)validated ea
0SOlIdzaS O2YLI NAy3 alftSa LINROSa 2F O:
interpretation: coops sell a pooled, heterogeneasigpply, and are bound by an
obligation'® to sell all the produce offered to them by their members. Individue
farmers however have more freedom to speculate on market price evolutior
Another critique often heard is that the Belgian auctions have becoméatge, and
thus are not flexible and quick enough to perform well as a broker. Some farm
argued that the marketing performance of the coops was never really tested befc
0KS wdzaaAly 02802004 ¢l a Ayadal tf Strng |
good prices at low requirements.

A common feeling among farmers is that their voice is not being heard any mor¢
the management of the cooperative. When asked to farmers whether they consic
GKSANI O22L) & | RSY2ONI GAO AyadaAildz
remarkable is tht the F&V coops were spoken of separate entities rather than
farmer-owned institutions. A common notion is that the coops have bypassed t!
common interest of farmers and have developed their own, proper interests. Ma
farmers complained as well théteir coop is not doing enough effort to sell their
individual produce. This is known in the literature as the measurement proble
individual farmers cannot measure the effort of their sales agent (Bijman
Hendrikse, 2003).

Some farmers are discontemtith the expanded roleof the coops in the supply
chain. A clear evolution is that coops have expanded their role towards wholesal
Some farmers claim that the coops are not sufficiently transparent on the
wholesale activities. Others consider the estments in shared infrastructure for

10 More precisely: the obligation to do all the effort that can realistically be expected to sell the
YSYOSNEQ LINERdzOS o



sorting, storage and packaging as a waste of money. They would rather see
0221LJAQ NRtS fAYAGSR (2 GKS LR2tAy3 2
reasons were reported for this preference: somenfars are located too far away
from their coop and incur too much transportation costs, while others want to k
independent in planning the postarvest processes, etc. Another reason may b
that the largest fruit farmers have now reachédn sizesat which individual post
harvest processing becomes profitable. For these farmers, the added value of
cooperative is lower. Some argue that the support (generally 30%) for cert
investments that can be obtained from VLIF reduces the added value of compsra
in Flanders.

Despite of the low trust and the many negative comments on the coops, cooperat
is still considered as essential for the strength of the position of farmers in the sup
chain. In fact, some farmers believe that a lack of solidarig ithe root of the
current problems in the sector, and that a renewed, stronger solidarity is part of t
solution.

G¢KS 2NA3
of the auctions is
lost for some time
now. They had to
enable transact
ions from producer
to buyer, but
nowadays the/ buy
from a producer at
a certain price and
sell to a buyer at
another price. And
there is no more
transparency on
GKA& Fa I



