
Federica Di Marcantonio1, Pavel Ciaian1 and Jan Fałkowski2

1 Joint Research Centre, Economics of Agriculture Unit (D.4)
2 University of Warsaw 

The relationship between contractual arrangements and 
unfair trading practices in the EU dairy farm sector



32016

In June 2016 the 
European 
Parliament adopted 
the resolution on 

UTPs, and requested 
the EC to assessed  
the possibilities for 
policy action to 
address UTPs. In 

December 2016, the 
Council of Ministers 
called on the EC to 
undertook an Impact 
Assessment to 

propose policy 
measures to regulate 
UTPs 

European 
Commission 
commenced
Impact 

Assessment in 
2017 and in April 
2018 proposed 
legislative 
actions on UTPs

2017/18 2019

UTPs have been 
under intense 
policy scrutiny

The Directive on 
UTPs in the 
agricultural and food 
supply chain was 

adopted in April 
2019. EU countries 
are required to 
transpose the 
Directive into 

national law by 1 
May 2021 and apply it 
6 months later.

2013

The European 
Commission (EC) 
adopted the 
European Retail 

Action Plan and 
a Green Paper on 
unfair trading 
practices (UTPs) in 
the business-to-

business food and 
non-food supply 
chains



Theory behind the occurrence of UTPs
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vs

Transaction costs theory → UTPs can be 

connected to the problem of contract 
incompleteness and poorly enforced. Is 

this the case?
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Contractual arrangements not only
affect the surplus (the size of the
pie) created in the transaction
between a processor and a farmer,
but also, at least indirectly, the
way in which this surplus is divide
between the two parties.

It seems plausible to assume that
both trading parties will have
incentives to use specific contractual
arrangements as a tool to maximise
their share of the total surplus
generated in the transaction

Contractual arrangements also determine the division of 

output gains derived from this efficiency improvement
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Aim of the Study 

➢ H1: To investigate the extent to which UTPs can be linked to 

the degree of contract completeness

➢ H2: Whether there is a negative (or positive) relationship 

between contract completeness and the number of reported 

UTPs occurring during contract execution or its finalization; 
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Data 

➢ Cross-sectional dairy farm survey conducted in five regions 
across four EU countries in 2017: Germany (Bayern), France 
(Normandy), Poland (Podlaskie), and Spain (Galicia and 
Asturias).

➢ The total number of surveyed farms was 1248 split as 
follows: 204 in Bayern, 204 in Normandy, 335 in Podlaskie, 
405 in Galicia and 100 in Asturias

➢ Regions were selected to reflect the most import dairy 
production region(s) in the country. The core sample is 
represented by farmers that in 2016/2017 were managing a 
dairy farm active for at least two consecutive past years. The 
sample was stratified by farms size (i.e. number of dairy 
cows per farm). 
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• we observed 6 different UTPs
• 96% of surveyed farmers have 

reported at least one UTP in 
their contract with the main 
purchaser

• The most common UTPs in the 
contract content are: “no 
protection if the purchaser fails 
to fulfil the contract” (90%), 
“price is set unilaterally by the 
buyer” (19%), “dairy-specific 
investment required (18%)” and 
“buyer can refuse or adjust milk 
delivery conditions (12%)”

In the contract content 

Main evidence on UTPs

• we observed 12 different UTPs
• 8.4% of surveyed farmers with 

written contract reported at 
least one UTP 

• The most common UTPs in the 
contract executions are: “Fear 
factor” and “price was changed 
unilaterally” affecting 3.7%, 
2.7% of total farmers.

During contract execution & 
finalization  
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Determinants of UTPs
Variable Name Definition Unit

Dependent variables

Reported UTPs in 
contract content , 
during the contract 
execution or its 

finalization, and total

Equals 1 if a farmer reported to have needed to adhere to
obligatory measures not contained in contract, processor
committed contract breach, unilateral changes by processor,
processor imposed additional fees or actual milk refusal.

1/6 in
content,
1/11 in
contract

execution &
finalization

Core independent variables

Contract completeness Number of elements that the contract specifies 1/14

Farmer BP core and
other

Share of core elements included in the contract and negotiated by
farmers in total contract elements

%

Relative price deviation Deviation of price received by farmer relative to the average price
that the buyers paid across farmers

%

Relationship with the
buyer

Farmers' perception of the quality of their relationship with the
main buyer

1/4

Relationship duration Length of the relationship with the main buyer year

Investment Specific investments related to dairy farming 1/0

Distance Distance to the main buyer (proxy for transactional costs) 1/4

Control variables

Membership to a POs 1 if private liability, 0 if otherwise 1/0

Education Level of education 1-7

Gender 1 if male, 0 if female 1/0
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Conclusions

➢ The findings support the hypothesis that extracting the surplus 
created in the transaction is done through the inclusion of specific 
contract terms, and also suggest that, given the signed contract, 
UTPs are much less likely during contract execution and its finalisation

➢ Making contracts more complete might not always reduce, still less 
eliminate, UTPs

➢ But that buyers do not tend to use UTPs during the contract 
execution, at least from the farmers’ perspective, possibly reflecting 
buyers’ concerns to secure their supply chains.
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Limitations

➢ Our results do not identify the economic importance of UTPs or 
indicate which UTPs have particularly adverse effects on farmers

➢ measure of UTPs is based only on farmers’ assessments. It follows 
that it does not account for the fact that contractual arrangements 
can be differently perceived by buyers or by third party observers

➢ There is a great deal of latitude as regards classifying the reported 
practices as unfair. We acknowledge that these judgements remain 
subject to dispute.
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https://datam.jrc.ec.europa.eu/datam/mashup/FOODCHAIN_UTP/

If you are a supplier in the agri-food supply chain please 
undertake our survey 
https://ec.europa.eu/eusurvey/runner/2nd_survey_UTPs!



Thank you
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