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Summary

This project paper focuses on the Dutch agricultural marketing and its possible
application to Kitui district. In Holland, marketing mechanisms for agricultural
products are: -

¢ The auction,

e The greenery

¢ Contract mediation

e Fair trade

e Organic farming
These marketing mechanisms cannot be wholly applied in Kitui because Kitui is
structurally different from Holland in several aspects. In Kitui the farmers are small
scale compared to the Holland scenario where most farmers are large scale.
Infrastructure in Holland is quite well developed and this makes it possible for the
transportation of products from the farms to the markets and eases the flow of market
information from the farmer to the market and vice versa. In Kitui the infrastructures
are not well developed and hence makes it difficult to transport products from the
farm to the market especially during the wet season.
Labor in Holland is mechanized while in Kitui the labor is manual and mostly
provided by the family and sometimes hired. In Kitui labor is very cheap which is an
advantage to the farmers as this reduces the production costs.

Marketing of agricultural products in Kitui is organized individually and farmers sell
their produce individually, unlike in Holland where farmers form farmer associations
and the rest produce on contract basis. In our study therefore we recommended that
the farmers should come together and pool their produce so that they can attract
buyers or else search for market together and as a result buyers are ensured of a steady
supply.

Quality control systems in Holland are well organized and this helps the Dutch
farmers to keep their customers by providing them with high quality products. In our
study we therefore recommend Kitui farmers to be trained on how they can produce
quality products that can compete not only in the local market but can be able to meet
the standards in the international markets.

For any meaningful agricultural activity, farmers should have adequate capital
investment. To empower Kitui farmers we recommend that the financial institutions
can be encouraged to come up with farmer friendly credit facilities.

Further research is needed with setting of scenarios as the objective so as to determine
the quantitative and qualitative potentialities. This can be done in conjunction with
partners who are being interested in the agro-business in Kitui. This can be in dried
peas, cowpeas, green grams, beans and maize. It can also be in fresh and/or dried
fruits and vegetables like mangoes, tomatoes and bananas.
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1 INTRODUCTION
1.1 Positioning the study

Abstract.

Kitui is one of the arid and semi —arid districts in the eastern parts of Kenya. The district
extends for roughly 200 km from the north to south and 120 km from east to west. The
area is 20,555.74 square kilometers with a total population of above 640,304 people (the
figures are for the 1989 census). The area experiences an average rainfall of 600 mm —
1000 mm per year. The rainfall fluctuations are sometimes so great that it is impossible to
carry out meaningful predictions. Due to failures in rain the area is characterized by
varying periods of drought and famine. Under such scenario a need of sustainable water

supply crops up.

SASOL (Sahelian Solutions) Foundation.

SASOL is a non-governmental organization based in Kitui involved in local community
development projects. For the last ten years through participatory approaches, a record of
323 sand dams has been achieved. Sand dams are water barricades across dry riverbeds,
which trap and prevent water from going down stream. They are ground water reservoirs.

Sand dams are advantageous over other means of providing water in the arid and semi-
arid areas. They are cost effective and provide water for both production and domestic
purposes. They are not prone to high rates of evaporation since the water is under sand.

Also the water is not open for easy contamination and pollution..

Socio-Economic Impacts

The area has recorded great improvements in agricultural production. Yields have gone
up while new varieties have been introduced. The area that was importing vegetables
from other markets has now become a supplier of sukuma wiki (kale), tomatoes, onions
etc. Grain production (maize, beans, pigeon peas, green grams, millet, sorghum etc) has
also increased. Planting of fruit trees has also gone up with mangoes, oranges, lemons,
passion fruit and avocados being the major potential fruits. Other kinds of soft and hard
wood trees have also been propagated. Time used for searching water has reduced and
converted to other social and/or economic activities. The trade offs and spill offs have led
to improved health and education levels.

1.2 Objective and Approach

Due to lack of systemized sustainable marketing technologies the local farmers end up
being exploited by middlemen and traders who take advantage of the situation. More still
the farmers end up with losses due to waste, poor storage, poor means of transport, poor
insemination of marketing information and lack of sustainable markets.

From the same premise we drew our interest to study the Dutch agricultural marketing
mechanism, its great success and innumerable failures and be able to come up with a
workable cost effective, and situation tailored marketing mechanism for Kitui district
Kenya.

The approach constitutes literature review, Internet web search, field interviews and
discussions with farmers, food industries, marketing experts and any other reliable
person(s).



1.3 The Relations Between The Two Systems

Complicated and high technology equipments characterize the Dutch agricultural sector.
The farming systems are of large scale and highly specialized. Most of the major steps
are accomplished using machines. This can be realized in the stages of seed propagation,
land preparation, planting, weed and pest control, nutrients application and harvesting.
This is extended further to other additional requirements and processes like drying, value
addition and packaging. Good infrastructures, roads and well-equipped and specialized
transport companies explain the success of the logistics. Farmer asociations,
cooperatives, auctions and the Greenery link the farmer to the wholesalers and
supermarkets and ultimately to the consumer. The link is a network of efficient and
effective information flow.

The Kitui scenario is a situation whereby farming is of low scale and highly mixed type.
Manual work and family labor contribute to the participation. Poor roads, poor transport
means and poor communication means contribute to the logistics failures. This ultimately
leads to poor markets and inadequate marketing information.

Comparing the two systems will show close relations in the mode of production whereby
both are environmentally friendly, use low or no chemicals and fertilizers and have high
potential for growth hence surplus for sale is eminent. Thisraises the need to learn from
the Dutch agricultural marketing mechanism, get what can suit

Kitui and employ it there.



2: AGRICULTURE IN THE NETHERLANDS

7 | Types Of Farming

The Netherlands is a leading agricultural producer and the third largest agricultural
exporter in the world, after the United States and France. Statistically agriculture covers
an area of 2 million hectares and in 1999 the total number of farms were reported to be
103,000.Although agricultural labor force is scarce, the sector employs 4% of the total
labor force in the country.

The agricultural sector can be characterized in five types. Table 2.1 shows the types and
respective percentages in total coverage.

TYPE %
Cattle 56
Horticulture 2%
Arable Farming 14
Fruit Growing 5
Mixed Farming 4

Table 2.1: Types of farming in the Netherlands'

Glasshouses or Greenhouses?
According to the Worldwide Directory of Agrobiologicals a glasshouse has been defined
as a building fabricated largely of glass (or transparent plastic) supported by metal or
wooden struts providing a light, enclosed and sometimes controlled environment for the
growth of horticultural crops, soft fruit, salad vegetables,
tomatoes, succulents, pot plants and cut flowers. Due to cost
considerations in commercial productions, plastic tunnels may
replace glasshouses. The structures provide warmth (with
protection from frost) humid conditions enable the plants to be
nurtured through provision of nutrients and possible
supplementation of heat, light, carbon dioxide (tomatoes),
mineral nutrition and micronutrients by thin film or foliar

application. Unfortunately, the same conditions which favor
good plants plant growth are also attractive to various insects and
other plant pests and diseases.

Figure 2.1: Glasshouse or greenhouse?

! Source: FAO/ITC/CTA 2001




Location

The agricultural areas between The Hague and Rotterdam popularly known as the
westland and western part of the country around Amsterdam Airport are important for
glasshouse production. There are also other large production areas in the east and
southeast parts mostly in the North near Assen and the South near Eindhoven.
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Crops

Glasshouse horticulture is responsible for a quarter of the total vegetable production in
the Netherlands. The three main crops are sweet peppers, tomatoes and cucumbers. Other
vegetables grown on a small scale are; radishes, aubergines, courgettes, chicory, lettuce,
fennel and gherkins.

Fruits are also gown in glasshouses. The common fruits to get are; apples, pears, plums,
cherries, strawberry, red currants, grapes, peaches and melons



Flori- culture, the cultivation of flowers is another sector that is flourishing under
glasshouse farming. Roses, carnations, lilacs, and lilies are the common plants. The
Dutch floricultural Wholesale Board is knowledge center, which provides information on
the sector to interested parties and mediate between partners.

Organic Farming

Compared to the rest of Europe, The Netherlands has been lagging behind in organic
farming. Since the early 1990’s the government has been putting a lot of emphasis on
organic farming. There has been increased financial and technical support to farmers
willing to convert to organic farming from the traditional conventional agriculture. The
major pivotal point is to reduce systems with negative environmental and biodiversity
impacts.

The main production area is in the center of the Netherlands covering the polders of the
province of Flevoland (area around Lelystad) and the main producing cooperative is
Nautilus with total land acreage of 5,000 hectares under production. Of the total 2 million
hectares of agricultural land only 1.4% (27,820 hectares) is under organic farming. Also
in spite of the government creating consumer awareness on the consumption of organic
products only 1% of the total consumption is in organic products

In the beginning of the 1990’s organic products were only sold through specialized shops.
Consumers bought the products direct from the farm or through subscription. It was not
until the second half of 1990°s were these products introduced into the supermarkets.
Until then the supermarkets were selling conventional agricultural products only. To
combat the stiff competition displayed by the supermarkets the
specialized organic products shop merged together and formed a
chain of small supermarkets dealing with organic products only;
the NWO (NatuurWinkel Organisatie)

The export market consumes more of the organic products with
two thirds of the total produce being exported to England,
Germany, Denmark and Sweden. Only a third of the organic
produce is sold locally. The main local outlets are the
supermarkets, green grocers, specialized shops, farmers’ shops
and subscription shops.

Figure 2.2: Labor is expensive in Holland, so farming is very mechanized even organic farming

Livestock breeding

The Dutch dairy sector is the main backbone of livestock
keeping. Milk and other dairy products like cheese, butter,
cream, yogurt, chocolate etc. Accompanying the dairy sector is
the beef sector, which is the major supplier to abattoirs and meat
processing industry. Sheep, pigs, poultry and goats form part of
the livestock breeding.

Figure 2.3: Livestock in Holland with on the background a traditional barn




Fisheries

Marketing and Agriculture The main branches of commercial fishing in the Netherlands
are sea and coastal fishing. There are also shellfish culture, freshwater fisheries and
aquaculture. An efficient and modern fleet of trawlers and inshore vessels carries out sea
and coastal fishing activities. The inshore fleet fishes for sole and plaice, cod, whiting,
herring and shrimps in nearby fishing grounds, mostly in the central and southern part of
the North Sea. From the economic viewpoint flatfish fishing is the most important branch
of fisheries in the Netherlands.

The trawler fleet fishes for herring, mackerel and horse mackerel in the North Sea, and
particularly in more distant water. Shellfish culture occurs largely in the waters of the
province of Zeeland and in the Wadden Sea. Mussel culture is the most significant
branch. Cockles are also fished commercially.

In the context of the Common Fisheries Policy of the EU annual catch quotas are
allocated to prevent stocks from being depleted. The Dutch policy aims to improve a
responsible fisheries based on sustainability. In implementing this policy the focus is on
the distribution of responsibilities in fisheries between the industry and the government
and on the relation between fisheries and nature.

2.2 General marketing Mechanism
Globalization, consumer concerns and increased competition press farmers and food
producers to enhance product innovation and to seek more efficient production and
distribution structures. Contract production and systems of vertical coordination are
replacing spot markets.
’In the Netherlands, vertical integration in marketing of agricultural produce and products
has taken the following forms: -

- Auctions

- The Greenery

- Organic farming

- Fair trade

- Contract farming

N.B: The above mechanisms will be discussed in detail in chapter 3.
Dutch Consumers
Increasing use of modern technologies in agriculture and food production and market
saturation in affluent societies have led to a growing consumers’ interest in the methods
used to produce food. More and more consumers pay attention not only to the product
quality but also to the processes used in manufacture ("process quality"). They would like
to know more about how their food has been produced. Many consumers are concerned
about the production methods in modern agriculture and in the food industry. Against this
background it is important to know how consumers perceive the production methods:
What are public beliefs associated with the food production of today? What are the
determinants of these beliefs and how do they affect consumer behavior?
The Dutch consumers are switching on to products that have been produced in conditions
that are environmentally friendly; use less or no chemicals and fertilizers. Also much
emphasis and support is put on production lines that protect humanity. Products from
countries and/or companies that violate human rights are boycotted. Child labor and
violation of labor laws is discouraged under such control.
The ability of retailers to deliver on their promises is a key issue for consumers in The
Netherlands. This is particularly when it comes to factors such as pricing, return policies,
and out of stocks. The retailers should ensure that there is adequate supply of the
product(s) and rarely run out of stock. The importance that Dutch consumers place on
values such as honesty and respect is apparent and understanding the importance of

? Source: Martinez and Reed, 1996



honest pricing is crucial for Dutch retailers that choose to focus on price as their primary
attribute.

“We sell our products at honest and realistic prices, as well as focusing on very
competitive special offers”, Johan Van de Werken, head of marketing, strategy and
research for supermarket operator C1000.

Dutch consumers are also sensitive to services like returns. They prefer to return
unconditionally products they are unhappy about. The return should be quick and hassle
free. In addition to this, the product(s) should be consistently of good quality and access
oriented — easy to find.

The Dutch food market is relatively saturated and this will lead to a further concentration
in the food wholesale and retail trade. It is clear that consumers benefit from the intense
competition among supermarket owners. Dutch consumers react quickly to special offers
and low prices. Special sales for meat, fruits and vegetables and cheese motivate
consumers to hunt for a good buy and visit more than one supermarket.

In 1993 a popular topic in food retailing was "the environment" and in 1994 "price
consciousness." Although in 1995 and 1996 "packaging and environment" is still an
important issue, "fun shopping and adventure” appeal very much to consumers as well.

Case Study Albert Heijn

With about 700 shops and a market share
of roughly 28 percent of the food and
daily goods market, according to the
“European Retail Handbook 2001/02,”

Albert Heijn is one of the leading Dutch
retailers, so it's not surprising that it
would be named as the favorite
supermarket by close to one-third of the
respondents in the Netherlands. The
company believes that its success is
based in large part on a corporate
strategy that focuses first on experience
and second on product.

The Albert Heijn experience is all about
establishing a sense of closeness to
consumers by providing them with
answers to their everyday question:
“What shall | eat today?” The company
offers answers through such unique
vehicles as its AllerHande in-store
publication, which features information
about products, Lifestyles and recipes
using items sold in Albert Heijn stores.
The retailer also offers an unusual
savings account as part of its Bonus card
program.

Instead of having a discount subtracted
from their bill, customers can choose to
open a savings account. The discount is
then applied to the account, and
customers can access their cash through
the in-store kiosks. The retailer’s
secondary emphasis on product is
supported by large assortments, high
quality, innovative products, both low-end
and high-end private labels, a strong focus
on food safety, and a large selection of
ready-made,

take-home meal solutions. To ensure that
its product offering meets the ever-
changing needs of consumers, Albert
Heijn conducts what it calls “operation pit-
stop” every three years to reset the store
and category layouts.

Finally, Albert Heijn completes its strategic
framework by maintaining market parity on
the attributes of service, access and price.
In terms of access, for instance, the stores
maintain a consistency of layout, making it
easy for shoppers to find what they need.
And on price, the company provides value
for the money, with prices that are not the
cheapest but that are in accordance with
Albert Heijn’s image.




3. DETAILED DESCRIPTION OF MARKETING MECHANISMS
3.1 Auctions

Definition’

The auction market is whereby traders transact directly against the orders of other traders
by communicating through a single centralized intermediary. Auctions form the most
links between the grower and the glasshouse vegetable trade. Most of the growers in the
Netherlands do not sell the products themselves, but belong to one of the auction
cooperatives. Membership of the auction implies that the growers must sell all their
products through the auction. This means that the product flows for fruit and vegetables
are concentrated at the auction market, so an optimal price can be formed.

History

Before the formation of the auctions all farmers sold their products on the markets by
themselves. The literature says that the first vegetable auction of the Netherlands was
established in 1887. During the first decades of the 20" century each town or region with
professional horticultural production set up its own auction. For instance field interviews
suggest that in Pijnacker the first auction was formed in 1915 and the farmers used their
boats to transport their produce to the auction. In those early years of auction history, the
main reason to establish an auction was dissatisfaction among growers with traditional
sales structures that were insufficiently equipped to exploit the opportunities of the
growing demand in Western Europe [Van Stuijvenberg, 1977;Ter Woorst, 1987]. In 1934
an' auction law’ was enacted, as part of government measures to alleviate the effects of
the economic crisis. This law contained a legal obligation to use an auction for selling
Dutch fresh produce. In 1945 the total number of fresh produce auctions reached its top
with 162 [Fontein, 1987:202].

According to research done at the Erasmus Research institute of management [ERIM,
2002:126] it was found that after the Second World War, the number of auctions
gradually declined, due to mergers of local and regional co-operatives. The most rapid
decrease in total number of auctions occurred after 1965, when the auction law was
abolished. In 1995,0ne year before the establishment of VIN/The Greenery, the total
number of auctions had declined to 20. In 2001, only six independent co-operative
auctions for fruits, vegetables and mushrooms remained.

Objective of the co-operative auction

The ultimate goal of the co-operative is to increase the income of its members. It does so
by improving the market position of growers and enhancing the price determination
process.

Functions and organization of the traditional auction co-operative
The main functions of the traditional auction co-operative were price determination, sales
administration, logistics, and quality control.

All auctions were established as grower-owned co-operatives Growers were to gain by
improving the sales process. The market position of the individual grower was weak
because of the relatively small quantity he offered for sale, perishability of the products
and his lack of market information. By collectively offering for sale the products of many
growers and by using an auction as the price determination process, the working of the
market between sellers and buyers is enhanced. In this case the market function of the
growers farm is delegated to the co-operative auction. Because the market function is
derived from the on-farm production function, growers maintain control over firm that
organizes the auction. The sales process functions best if growers use the auction for their

3 Horticulture in the Netherlands report, Ministry of Agriculture, Fishery and Nature Management
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total production. Therefore, co-operative auctions have a statutory delivery obligation for
their members, which come with decision-making rights over auction policies. All
members of the co-operative hold these rights collectively. Consequently, the strong
interest of growers in proper working of the auction, the involvement of a large number
of growers, and the interdependency relationship between market function and
production function made the grower-owned co-operative an efficient way of organizing
the auction.

The auction clock and the auctioneer

The auctions have continued to improve as the production and competition increases.
There are people who specialize with confirmation of the quality of the products brought
to the auction. They use the sampling procedure, that is, they take some samples of the
products check and record the situation of the product. The bidders [buyers] always go
for the best and are ready to pay more for the best, however, if they are not careful they
might end up in paying more for the good. With the Dutch auction decreasing bids [price
start high and is gradually reduced], the bidders always choose how high to bid without
knowing the others decision as it is the buyer who is supposed to react first.

Auction is a game whereby as the announced price is progressively
lowered, the possibility of a gain emerges but the probability of
securing the gain diminishes, as a result the product goes to the
bidders who are risk averse as they are always anxious to win®. All
in all the prices are determined by the price in the auction clock.
Therefore, in this case for the fruit and vegetable customers
especially the large supermarket chains, a large proportion of ]
vegetables are now sold through their agents. Then the
supermarkets can be sure of more or less constant price and are

less dependent on daily fluctuations. The produce for green

grocers and market and door-to- door traders also largely depend
on the price at the auction clock.

Figure 3.1: Auction clock, the numbers show the price, quantity, buyer and seller

Formation of the greenerys

1970 1980 1990 1995
Growers of:
Open field vegetables 34,166 16599 12,454 | 10,243
Greenhouse vegetables 13,583 7,862 5.652 4,686
Fruit 10,000 6,964 5,183 4,475
Mushrooms 1,100 823 853 704
Auctions 88 55 28 20
Auctions turnover (million euro) | 1,790 1672 2,167 1668
Exporters 213 157 165 185

Table 3.1: Structural change in the Dutch vegetable and fruit industry”

* Eric van Heck, Erasmus University, Rotterdam. www.fbk.eur.nl
* www.thegreenery.nl
® Source: VTN [1996]

11




The Dutch horticultural sector enjoyed huge success for many years, export rose and the
domestic consumption of fruits and vegetables increased year by year. The situation
changed dramatically in the late 1980s leading to increased competition especially from
Southern Europe, from the table above, it is clear that the auction turnover was still
growing in the 1980s but then it fell from 2.1 billion euro in 1990 to 1.6 billion euro in
1995 therefore this shows that the auction had become inefficient in marketing the fresh
fruits and vegetables, so the solution was to combine forces and as such in the year 1996
the Greenery international B.V was formed. It became the distribution, sales and
marketing company of fresh produce and its shares are owned by the horticultural
cooperative of horticultural food'. It was established after the merge of nine of the eleven
auction houses dealing with fruits and vegetables and the central bureau of Dutch
horticultural auctions. In the year 2001, it changed its name to the Greenery B.V.

Besides the already mentioned advantage in competition there are more reasons for a
merger. Consumers ask for easier products like cut and packed lattice and supermarkets
ask for packing with their mark on it. Supermarkets also want verse products, so it should
be delivered in the right quantity. To achieve this communication is important between
producers and buyers. The Greenery can supply a constant quantity every day and the
buyers have only one contact address, which is very efficient. The last reason is that the
promotion of vegetables and fruit is arranged by only one organization.

Organization of the Greenery

The Greenery is controlled by the central board of management with three members
actively involved in operational implementation of business activities and a number of
business units, which help in product collection, supply and processing in addition to the
business activities. The business units are the greenery operations, the greenery UK, the
greenery Netherlands and the greenery international.

The sales operations department that is a part of the business unit greenery operations
manages the commercial organization of the greenery. This department harmonizes the
activities of various components of the commercial organization. It also maintains close
contact with representatives of growers from the various product groups so that the
greenery gets the information it needs to make supply forecasts and set prices.

Objective of the greenery
The major objectives of the greenery are:

e To sell the products of 3000 member-producers.

e To draw their produce to the customers’ attention.

e To ensure a healthy future for the Dutch food sector.
The greenery aims at becoming the final customers preferred supplier. It targets the large
retailers in Europe, North America and Far East. It also targets whole business, hotels and
catering industry and the food services business. Throughout the year it tries to provide
its customers with a complete range of both domestically grown and imported vegetables,
fruits and mushrooms. The greenery manages to attain its objectives because of its
logistical organization and extensive marketing support, like promotion through
advertisement, exhibitions, leaflets and organization of visits of foreign buyers.

7 Voeding Tuinbouw Nederland, VTN
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Success-factors

An important reason for the success of the Dutch auctions is the cooperative base:
1. The auction is of and for the members
2. The auction is intermediary between grower and trader, so it does not trade itself.

3. The auction anticipates accurately when the markets change. This requires vision
and coordination of members and traders. Besides that creativity is needed to use
new formulas to take advantage of the changes.

4. Auctions and members should trust each other. Therefore the auctions can react
sharply on market-situations, but with the interest of the members in mind.

Roles of the Greenery

It plays a major role in the provision of market for the member growers. The member
growers are always sure of ready and sustainable market for their fruits and vegetables.
This is so because they cultivate all their products with great skills to satisfy the strict
quality, environmental and food safety requirements. That is, according to the guidelines
of the quality control systems.

The greenery also imports the products, which cannot be produced in the Netherlands
probably due to the climatic circumstances. For instance tomatoes and pepper cannot be
produced in winter so are imported during winter, exotic fruits also like pineapples
cannot be produced in the Dutch farms hence are imported from the warm tropical
countries. The greenery does not perform the importation itself but the member growers
transport their products to the greenery where the buyers are ready to buy their products.
Most of the tomatoes from Spain going to Germany first come to Holland, because of the
logistical advantages of centralized distribution.

The greenery also exports to more than 60 countries with the European Union, Eastern
Europe, North America and Japan, as are the most important markets.

It supplies a total range of fresh fruits, vegetables and mushrooms. In some cases in the
overseas markets a number of special products are supplied such as pepper and vine-
tomatoes and this is achieved by the method of tracking and tracing,

The greenery also develops quality control and certification systems for its grower
members for instance harmonizing with the EUREPGAP system developed by European
retailers, GZS [greenery quality system] and Milieukeur [environmental hallmark]. See
also section 4.5.

Price determination in the greenery

The traditional auction used clock as the mechanism for price determination. However,
for the greenery to respond to the changing demands from growers and customers, it has
applied an alternative price determination mechanism. It has set up an internal agency for
contract mediation to facilitate direct contracting between growers and wholesalers. The
mediation agent brings together supply and demand, makes sure that essential
information is transferred between seller and buyer, and makes the final deal on behalf of
the grower. Contract mediation makes possible the proper rewarding for growers for
specialties, as well as signaling special requirements to producers. For instance, on
packaging and order size, in this case the greenery uses niche market compensation, that
is, if a grower puts extra effort in packaging for a particular customer, he receives a bonus
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on top of the market price. A seller using mediation still obtains the traditional
advantages of the auction, like insurance against buyer default and the option of selling
additional produce through the auction clock. Not only specialties but also more
standardized products are sold through the mediation, particularly if customers demand
large quantities. In this case products from various growers are combined into one lot,
and the price received by the grower is a mix of the clock and the mediation price. As no
individual price per grower can be paid, the incentive for growers may still be sub-
optimal. The greenery is seeking the best combination of the mediation selling and clock
selling. If most of the supply is sold by mediation, the price established by the auction
clock might become more and more volatile. For this reason therefore, the greenery
makes agreement with the growers that a certain minimum of total supply will be sold
through the clock this is also to guarantee supply to buyers only purchasing through the
clock. The product market advisory committee represents the growers in the greenery.

The greenery has also started to experiment with a third price mechanism: unilaterally
setting a price, and inviting buyers to make a bid for specified quantities. Initially the
Greenery used a rather rigid system of price setting. This was not successful, as prices
paid to growers were eventually lower than competitors paid to their suppliers. Growers
particularly those for cucumbers, complained about this system, and in order to regain
control over sales, they formed an association and started to negotiate with the greenery
about the price determination system to be used.

Shifting from the auction clock to other price determination mechanisms means that trust
in the grower-greenery relationship becomes more important. Mediation requires a larger
degree of trust of grower in the capabilities of the greenery personnel.

During the first years of greenery existence, trust was low, for several reasons. First while
the auction clock resulted in a fully transparent price determination process, under the
new mechanisms some secrecy was introduced to facilitate the bargaining process
between buyers and the greenery sellers. Second, some negotiators of the greenery were
inexperienced. Third, prices obtained for some products were actually lower than what
could be obtained at other auctions. Fourth, the initial management of the greenery
strongly emphasized their focus on servicing clients instead of servicing suppliers.

Logistics in the auction’

Logistics is the control of the transport of products. This is very important in the greenery
mainly because of several reasons, like big transport volumes, laborefficiency, time
factor and quality maintenance since the food products are perishable and are the ones
dealt with in the greenery. Here three aspects are important namely; sorting and storage
of the products and standardization of the packing material.

The sorting of the produce is done, because the demand of products is different for each
size and quality. The best prices are fetched if the different products are supplied
separately. The grower sorts the products by the different categories and packs the
produce and products in boxes; those boxes are then piled up on a pallet. In the auction
different products are placed by category until they are sold.

Some products like potatoes and cabbage can be stored some time, before it is sold. Other
products like cucumbers and tomatoes should be eaten as soon as possible. The quality of
the products remains optimal under specific conditions of temperature and air-humidity.
Usually the auctions arrange the storage-capacity. In logistical view the storage is used to
connect the demand and supply quantities.

® From: 100 Years Auctions in Horticulture, edited by the Dutch organization of auctions.
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