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Abstract 

Saskatchewan has good growing conditions, much land and water resources, minimal pest 

pressure and the expertise necessary for growing high-quality commercial vegetables. Statistics 

show, however, that commercial vegetable production occupies a relatively small place in the 

agricultural economy of Saskatchewan. Saskatchewan production accounts for less than 10 per 

cent of the total provincial market for fresh vegetables, the other supplies of fresh vegetables 

marketed in Saskatchewan come from sources outside of the province and imports from the 

southern United States, Mexico, and other warm regions. The majority of Saskatchewan 

produced vegetables are sold through market gardens, farmers’ markets and consumer contract 

sales. In light of the increasing importance of fresh vegetable demand, examining the role of a 

new marketing organization in the province is important as it might bring about major 

realignment of the Saskatchewan fresh produce market. Recently, a project supported by the 

Agriculture Council of Saskatchewan Inc. (ACS) encouraged producers to organize themselves 

into picking zones and to work together to supply larger retail markets. The Grocery People 

(TGP) (a retailer) has agreed to purchase vegetables grown in Saskatchewan for their 

distribution centre in Saskatoon. This new organization, Prairie Fresh Food Corporation 

(PFFC), despite its numerous benefits, will test the farmer participants’ resolve to cooperate 

rather than proceed alone. This poses a real opportunity for producers to expand and develop 

the infrastructure required, as produce can be pooled.  

This study uses Transaction Cost, Agency and Monopolistic Competition theories to 

analyze the factors that hamper farmers from participating in contracts and taking advantage 

of these potential opportunities. It considers the advantages and barriers or potential challenges 

to wholesalers and retailers cooperating with this plan. In particular, an economic model of 

economies of scale through collective action is developed. The model assumes that small 
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growers can access higher market share through collective action and achieving economies of 

scale. 

The results of personal interviews with eleven members of PFFC are presented and 

analyzed in a case study format. The case study analysis of PFFC reveals that the organization 

could provide positive benefits to its members in the early period of its establishment. The 

results show that the market share of the PFFC is still relatively small throughout the province, 

but its members expect it to expand in the future. The results suggest that high relative prices 

in the market and trust in the buyer have a positive effect on the probability of farmer 

participation in the project.   
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Chapter one: Introduction 

1.1 Insights into the Fresh Vegetable Sector in Saskatchewan 

The world’s market for vegetables has undergone significant changes in the last decade 

(Cook, 2005). Competition has increased, consumers have become more demanding, more 

efficient transport and storage due to technological progress now exists and food retailing has 

become much more concentrated. In addition, fresh vegetable consumption has grown over the 

recent past. There are a number of reasons for this, the most important of which is consumer 

concerns about health and nutrition (Cook, 2005). There has also been an increase in the 

number of people who choose vegetarian diets. There is now the expectation that fresh produce 

should be available during all seasons of the year. Further, there is a wider variety of vegetables 

available in the market (Green, 2003). The primary objective of this research is to study the 

supply chain of fresh vegetables involving a new organization in Saskatchewan, and, the 

incentives, advantages and potential challenges for growers in joining the project. 

The Canadian prairies have the highest incidence of individuals under 25 years of age in the 

country. This demographic group will likely be the most attracted to the fresh vegetable market 

(Statistics Canada, 2003a, USDA Foreign Agriculture Service, 2003).  Vegetables represent a 

relatively small share of consumers’ food expenditures but are dramatically expanding. For 

each dollar spent on food in Canada’s supermarkets, vegetables represent about 8 percent of 

total expenditures. In Saskatchewan the share of vegetables in total food expenditures is 

estimated to be 6.5 percent (Agriculture and Agri-Food Canada, 2011b).  

Vegetable consumption trends and marketing activities are likely to continue. Despite these 

trends, however, there has been comparatively little public policy interest in the role of 

producer based organizations in meeting the growing demand for fresh, high-quality vegetables 

(Loureiro and Hine, 2001). There has been an increase in mergers between large agriculture 
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firms. Many of these mergers are due to the development of rapid distribution channels and a 

rising demand for high quality commodities. These trends are creating new challenges for both 

buyers and sellers (USDA Gain Report, 2003). This thesis analyzes a case study of a new 

vegetable marketing organization in Saskatchewan, along with the advantages and potential 

challenges associated with this type of marketing organization.   

There were 4822 vegetable farms in Canada in 2011, accounting for 2.4% of total farms. 

Ontario is positioned first with 39% of the total vegetable farms in Canada, followed by Quebec 

(22%) and British Columbia (18%); Saskatchewan had just 1.5% of such farms (Agriculture 

and Agri-Food Canada, 2011b). According to the 2011 Census of Agriculture, the production 

of vegetables for the fresh market in Canada in 2010 was 1,089,176 metric tonnes with a farm 

gate value estimated to be about $594 million which increased by 2% in volume but dropped 

by 3% in value from 2009. In fact, the farm gate value was up for most of the major fresh 

market vegetables except for some vegetables such as: broccoli, corn and cucumbers which 

faced a decline in farm gate value compared to 2009. Generally, the farm gate value for fresh 

market vegetables in comparison to the five-year average went up 24% ($479.5 million), and 

production was also up 29% compared to the five-year average (844,795 metric tonnes).  In 

2011, Canada had an estimated 234,942 acres under field vegetable production. Close to 6.7 

million metric tonnes of total vegetables - for the fresh, frozen and processing sectors - were 

produced. However, as Table (1.1) below shows, total vegetable area in Saskatchewan 

decreased 5.9% (excluding potatoes), from 813 acres in 2006 to 765 acres in 2011. The crops 

with the largest areas in production in Saskatchewan were potatoes, sweet corn, cabbage, and 

pumpkins (Statistics Canada, 2011).  

On the other hand, Canada has been an importer of vegetables (fresh and processed) for a 

long time because of the seasonal nature of vegetable production. In 2010, Canada had a net 
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exchange deficit in fresh vegetables, with imports being higher than exports in value by $1,646 

million. Total vegetable imports, including fresh, dried, frozen and processed, were valued at 

$2,853.5 million and total vegetable exports were $1,206.8 million in 2010 (Agriculture and 

Agri-Food Canada, 2011b).   

Table 1.1: Total Vegetable Area (excluding greenhouse vegetables and potatoes) in Saskatchewan 

Year 2011 2006 

Number of farms reporting 180 210 

Acres 765 813 

Hectares 310 329 

Average area per farm reporting (acres) 4 4 

Source: Agriculture and Agri-Food Canada, 2012 
 

Saskatchewan has fairly good growing conditions for vegetables, plentiful land and water 

resources, negligible pest pressure and the ability and knowledge necessary for producing high-

quality commercial vegetables. Nevertheless, commercial vegetable growing occupies a 

relatively small place in the agricultural economy of Saskatchewan. Potatoes are the most 

important vegetable grown commercially in Saskatchewan. Some economic factors, including 

irrigation and the availability and cost of transportation to those growers who are far away from 

their major market, influence the selection of land for commercial vegetable growing. The 

climate, plant diseases, insect pests, and weeds create some production problems but as yet 

none appear to be large enough to deter vegetable production in Saskatchewan (Saskatchewan 

Ministry of Agriculture, 2008a). Another challenge for the Saskatchewan vegetable industry is 

the shortage of storage space, especially during the winter. Some small farmers need to invest 

in new machinery to produce commercial vegetables. Labour availability has been low and cost 

has been high because Saskatchewan did not allow temporary foreign workers to compete for 

local employment. However, the federal Ministry of Human Resources and Skills Development 
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Canada (HRSDC) has introduced the Seasonal Agricultural Workers Program (SAWP)1 to 

provide stability in the labour force. The SAWP is a way for temporary foreign workers to 

work in the Canadian agricultural sector (UFCW, 2009).  

Production from the province accounts for less than 10 per cent of the total Saskatchewan 

market for fresh vegetables, the other supplies of fresh vegetables marketed in Saskatchewan 

come from sources outside the province (the adjacent provinces of Manitoba and Alberta 

supply 20% of Saskatchewan’s vegetable needs, while imports from the United States, Mexico, 

and other places with warm climates account for the rest (Saskatchewan Ministry of 

Agriculture, 2012). Saskatchewan annually imports over $20 million worth of fresh vegetables. 

More than half of the vegetables consumed have been processed to some degree (canned, 

frozen, pickled), but Saskatchewan has few commercial-scale processors (Saskatchewan 

Ministry of Agriculture, 2010). 

Table 1.2 shows Saskatchewan’s production values being far below Manitoba and Alberta 

production over the same time period, and they are not particularly important in Canadian 

totals. The challenge for remaining competitive in a market place and access to a higher market 

share is increasing for small agricultural growers around the province in which they have to 

compete with growers from other jurisdictions who have more facilities and mechanized 

production and who can produce for a longer period during the year. Further, vegetable 

growers’ production and marketing practices vary widely from farm to farm, which leads to 

                                                           
1 The Seasonal Agriculture Workers Program (SWAP) was introduced by the Liberal government of Lester 

Pearson in 1966 and intended to allow workers from Mexico and the Caribbean who are at least 18 years old to 
enter to Canada temporarily during the planting and harvesting seasons in specific agricultural commodity sectors 
when there is no help available from within Canada. These workers are paid at a rate equal to the provincial 
seasonal average wage rate (Shuker and Stadnyk, 2008). 
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more heterogeneity in the quality of output. The question of heterogeneity is discussed further 

in the next chapter. 

 

Notes: 1. Excludes sugar beets, greenhouse vegetables and potatoes.  
a: Suppressed to meet the confidentiality requirements of the Statistics Act  
Source: Statistics Canada (Farm Cash Receipts, CANSIM table 002-0001). 

 

Saskatchewan’s seasonal production gives a relative disadvantage to the province’s 

vegetable growers, as retailers require a consistent and year-round production. The most 

important feature of vegetable marketing relates to the ability to meet the market demand with 

high quality and consistently reliable produce. Saskatchewan producers must be prepared to 

offer the various kinds of vegetables in uniform sizes and with quality at least equal to 

producers from outside the province. In addition, they must grow vegetables on a competitive 

basis, at a cost equal to or less than alternative sources of supply. 

 

 

Table 1.2: Vegetable Farm Cash Receipts by Province 

Province 2009 2010 2011 

 Value ($ Million) 

Nova Scotia 17 18 Xa 

Quebec 277 282 276 

Ontario 493 510 561 

Manitoba 36 32 32 

Alberta 29 20 30 

Saskatchewan 2 2 2 

British Colombia 145 147 152 

Canada 1017 1032 1097 
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1.1.1 Saskatchewan’s fresh vegetable sector 

 

The majority of Saskatchewan vegetables are sold through market gardens2, farmers’ 

markets, u-pick operations and consumer contract sales (direct markets) (Saskatchewan 

Ministry of Agriculture, 2005). Currently, very few producers sell through wholesale and retail 

chains, but a project supported by the Agriculture Council of Saskatchewan Inc. (ACS)3 is 

encouraging producers to organize themselves into picking zones and to work together to 

supply a large retailer (The Grocery People). The Grocery People (TGP), is a part of a large 

retailer (Federated Coop), and has agreed to purchase vegetables grown in Saskatchewan for 

their distribution centre in Saskatoon.  

ACS has developed a private food label for the Canadian foodservice and the Canadian 

grocery retail industries in order to give Saskatchewan's producers, processors and marketers 

a competitive edge in an increasingly competitive Canadian marketplace. As part of its mission, 

ACS is helping to coordinate a group of vegetable growers from across the province so that 

they can supply their produce to grocery stores through a number of distribution centers.  The 

project is called the Prairie Fresh Food Corporation (PFFC). The supply chain for fresh 

vegetable in Saskatchewan and the status of PFFC is presented in Figure 1.1. 

As the figure shows, there are different market channels available through which vegetable 

growers are able to supply their products to final consumers. Three main channels which 

growers face are farmers’ markets, the new marketing organization (PFFC) and other choices 

that can be market gardens, large retailer etc. PFFC, which is in a yearly agreement with TGP, 

                                                           
2 Market gardening is a type of direct marketing strategy which is the practice of growing and selling produce on or near the 
farm site, where the farmer is the end seller. Farmers need to determine the optimum location for marketing (Government of 
Saskatchewan, 2005).  
3 The ACS is a member-based organization representing Saskatchewan’s agriculture and agri-food and agri-products sector, 
which provides grant funding for projects from primary production and value-added processing to research and market 
development. (Ag-West Bio Inc., 2012). 



7 

 

commits to market the fresh vegetables of its members. TGP plays a wholesaler role in the 

supply chain.  

 

 

 

 

 

 

 
Figure 1.1 Location of PFFC in supply chains for fresh vegetables in Saskatchewan. 

 

In PFFC a group of 16 vegetable producers have pooled resources to work together 

providing “HomeGrown Saskatchewan” food products for Saskatchewan consumers. This pilot 

project required the development of a brand (one for Saskatchewan and one for the prairies) 

and packaging. The brands Home Grown Saskatchewan and Canadian Prairie Grown, 

respectively, have been trademarked. A wide variety of vegetables (including radishes, onions, 

garlic, beets, carrots among others) are being grown and packaged in this project. The main 

products in terms of planted acres are carrots, radishes and onions. TGP, and their parent 

company Federated Coop, have committed to promoting and developing the new brand through 

flyers, television and social media.  TGP provides the organization with the requested volumes 

and guaranteed price well before the production season. This new organization, despite its 

numerous benefits, will require the farmer participants to cooperate rather than proceed alone. 

This could provide an opportunity for producers to expand and develop the infrastructure 

Growers 

Farmers’ market 
PFFC Imports 

Big retailer 

TGP (Coop stores) 

Consumer
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required, as produce can be pooled. If a supply larger than required by the Saskatchewan stores 

is produced, producers have the capability to supply stores in Manitoba and Alberta through 

by TGP (Personal communication with Value Chain Specialist, 2013). This thesis will analyze 

the benefits and potential problems that could be faced by The Prairie Fresh Food Corporation. 

The majority of organization members (more than 50%) are Hutterite Brethren colonies 

which consist of 9 growers who are specialized vegetable growers, however, they also have 

some other business streams such as cattle or grain and oilseeds. The other grower members 

are located in scattered areas across the province and are primarily producing vegetables. 

Production costs vary from farm to farm, depending on their facilities (e.g. irrigation systems, 

their cooling storage and transportation costs). Those growers in Hutterite colonies are able to 

use family labour meaning workers are likely to be more readily available.  

1.2 Problem statement 

The market share of supermarkets in the food retail sector is developing quickly in Canada 

including Saskatchewan (Saskatchewan Ministry of Agriculture, 2010). While these 

circumstances provide opportunities for small producers, the high standards for packaging, 

quality, safety, etc. set by large retailers can prevent small producers from garnering such 

opportunities.  

The question that emerges is what are the variables that hamper small vegetable growers 

from participating in contracts with TGP and taking advantage of potential opportunities? In 

traditional spot markets, there is not necessarily an ex ante or ex post relationship between 

buyers and sellers. TGP, however, requires a coordinated relationship with producers in order 

to ensure a reliable supply consistent with particular requirements. Hence, we try to study the 

variables that influence growers’ participation in relationships requiring closer vertical 

coordination.  
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Farmers participating in a sales contract for vegetables need to be knowledgeable about 

standards, and have the ability to negotiate and oversee the contractual agreements, which may 

be prohibitively costly for individual growers. Therefore, this research tries to determine and 

discuss the variables that explain growers' participation in the Prairie Fresh Food Corporation. 

The main focus is on transaction costs and the role that the new organization could play to 

reduce them. 

1.3 Objectives 

The primary objective of this research is to apply Transaction Cost Economics and Agency 

Theory to examine the following issues:  

• How can the supply chain of fresh vegetables involving a new organization in 

Saskatchewan be characterized? 

• What are the incentives, advantages and potential challenges associated with members in 

joining the PFFC project? 

• What is the role of collective action in monopolistic competition vegetable market and 

growers’ participation in PFFC compared to the alternative traditional marketing 

practices? 

• What is the nature and influence of transaction costs associated with the participation of 

vegetable growers in the PFFC? 

A number of studies have examined various key issues contributing to the success or failure 

of agricultural organizations, whether they are corporations or cooperatives. In order to achieve 

the objectives, insights from transaction cost economics developed by Williamson (1989) and 

agency theory analyzed by Arrow (1985) inform the analysis.  

To apply these theories to the organization in question, a Case Study methodology is used. 

As described by Yin (1994), a Case Study is an appropriate research strategy that studies 
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phenomena with many variables to consider in comparison to the number of observations 

made.  

1.4 Organization of thesis 

This thesis is organized in four additional chapters. Following the introduction, the second 

chapter reviews some previous case studies. A review of the transaction cost, agency and 

imperfect competitive market literature provides the main theoretical considerations that 

support this research and, along with a description of the theoretical framework, is discussed 

in Chapter 3. The three research propositions are presented in Chapter 3. The fourth chapter 

provides a description of the methodology and data included in this study. It presents an 

analysis applying the new marketing organization plan in the Saskatchewan vegetable sector 

using a case study format and summarizes the results of the case study. The propositions are 

evaluated at the end of Chapter 4. In Chapter 5 the assessment of the objectives originally set 

out for the research, as well as policy implications, are presented and discussed. Suggestions 

for further research, and the contributions and limitations of the research are discussed. 
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Chapter Two: A Review of Case Studies 

2.1 Introduction 

This study focuses on introducing a new marketing organization for fresh vegetable 

growers in Saskatchewan. There is some examples of organization that could be used in this 

thesis to address the research question. Many agricultural producers enter a marketing 

agreement through collective action to sell more products. Organization members attempt to 

gain an assured market for their commodities. This chapter provides a brief review of three 

different agricultural cases to identify some of the challenges faced by these organizations and 

examine the reasons why farmers vertically integrated and or engage in collective actions. It is 

valuable to look at other organizations to provide a better understanding of past successes and 

failures thereby comparing and contrasting with the current case. Three such cases are 

presented below; the Raisin Administrative Committee (RAC), Sunkist Inc. and the 

Saskatchewan Wheat Pool (SWP). Physical and production characteristics of various 

agricultural products affects growers’ decisions to join an organization, the three case studies 

were chosen because they exhibit similar characteristics of perishability and seasonality, in 

addition, producers pooled their products through these producer organizations.  

The first case study is The Raisin Administrative Committee (RAC) in California which 

was established through the U.S. federal government’s Raisin Marketing Order regulating 

raisin production (Brown, 2000). It authorizes the regulation of the raisin market in terms of 

the quality, volume and price. The second case study deals with Sunkist Growers Inc.; 

a citrus growers' non-stock membership cooperative in California and Arizona. Sunkist is the 

largest fresh produce shipper in the United States. It processes and markets all types of citrus 

all over the world (Schoenbrod, 1995). The last case study is the Saskatchewan Wheat Pool 

(SWP) which was at one time the largest agricultural grain handling, agri-food processing and 
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marketing company in the province of Saskatchewan. It subsequently became an investor–

owned firm (IOF). 

2.2 The Raisin Administrative Committee (RAC) of California 

In the early years of the California raisin industry, in the 1890s, producers would sell 

virtually all of their raisin production right after it dried, causing the market to be flooded and 

prices to drop. During this period, the inelastic domestic demand for raisins caused problems, 

that is, large crops lowered prices to the point where producers made less selling a large crop 

at extremely low prices than selling a small crop at high prices (Christensen, 2000b).  

After World War II, good crops and the loss of consumption due to the ending of a war-

time buying program caused over-production in the California raisin industry, meaning the 

prices received from the market did not yield positive profit levels. The California raisin 

industry members came together and decided it was time to plan for the future and they agreed 

that they needed to stimulate demand for their raisins. As a result, in 1949, California raisin 

growers voted to establish a federal marketing order under the Agricultural Marketing 

Agreement Act of 1937.  

The Raisin Administrative Committee (RAC) is an industry based committee composed 

of raisin producers, handlers and packers and acts as an administrative body. It is led by a 47 

person committee composed of growers, packers and a member of the general public (RAC, 

2007).  The purpose of the RAC is to administer the marketing of California raisins. The 

marketing order is said to have “created an industry organization that is stable, enduring, and 

capable of progressive development and adaptation” (Townsend-Zellner, 1961: 64). Therefore, 

the marketing order delivered the RAC the authority to market raisins in an arranged way and 

to control minimum grade and standards. The RAC has changed somewhat over the years but 

has always focused on enhancing returns for raisin producers. Briefly, setting prices for raisins 
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in different retail markets, deciding the designation of the raisin crop among various markets, 

and maintaining storage facilities for raisins to expand producers’ market power are the main 

functions of the RAC (RAC, 2007).  

 Until 1967 the RAC administered three pools of raisins based on a negotiated percentage 

of production going to each pool. The first pool was a “free” pool of the US domestic and 

Canadian markets. The second pool was a “surplus” pool to supply export markets and 

government procurements. The third pool was a “reserve” pool used to supplement the “free” 

pool if needed and, if not used up by April or May, was disposed of as “surplus”4 tonnage. 

From 1967 until 1977 the RAC negotiated percentages for only two pools, “free” and “reserve”. 

Subsequent to 1977, the RAC allocated “free” tonnage based on an established formula which 

used “free” tonnage sales in the prior crop year and an evaluation of forthcoming market 

conditions, while the “reserve” pool became the difference between deliveries and “free” 

tonnage. The RAC also determines the distribution of the reserve tonnage to different markets 

and the applied prices to those markets. The RAC sets the portion of raisins that are sent to 

different outlets and in some of those outlets the RAC sets the price of contributions to the 

appropriate pool (Brown, 2000). 

 In addition, raisin producers in California established the Raisin Bargaining Association, 

Inc. (RBA) as a non-profit cooperative association in 1966, and separate from the RAC 

(Anderson et al., 2003). RBA consists of approximately 2,000 raisin growers as members (40% 

of the total raisin growers). When the RBA was formed, the original founding members carried 

out a Master Contract, with processors (packers) on behalf of the Association’s grower 

members. The Master Contract that is formally called the “Raisin Bargaining Association, Inc. 

                                                           
4 The difference between the free tonnage and total production (deliveries to packers). 
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- Contract of Sale” provided the basis for price negotiations for members of the Association. 

RBA member growers and their respective packers have to enter into written “Individual 

Agreements” before harvest and delivery which set four key elements including the name of 

the grower, the number of tons to be delivered, the number of containers required, and terms 

of payment (USDA, FAS, 2005; IRS Report, 2006). 

Under the marketing order agreement, it is required that packers report the weekly grower 

deliveries to the RAC. The RAC is not able to delay or quicken the payment between the 

growers and their respective packers for the free tonnage sale since the RAC does not get 

included in the terms of the free tonnage sale by growers to packers (IRS Report, 2006).  

As mentioned above, two pools have been applied to the raisin market, “free” and 

“reserve” pools. This “free tonnage” is the amount sold by growers to the packers as established 

by RBA-Packer Contract at a higher price. During the first week of October, the RAC sets the 

primary free tonnage percentage based on the “trade demand”5 as the final size of the crop will 

not be determined until the month of February on the next calendar year (IRS Report, 2006). 

Normally, by February 15 of the following calendar year the RAC calculates a final crop 

estimation and recommends that the United States Department of Agriculture (USDA) 

establishes the final ”free” tonnage percentage (Brown, 2000). The final “free” tonnage 

percentage has always been either equivalent to or larger than the declared preliminary 

percentage. Then, those producers who have already delivered will be paid the difference in 

percentage by packer within 10 days (Raisin Administrative Committee Report, 1999).   

The free tonnage quantity must meet demands from the domestic market and a major share 

of the export market as well. Reserve pools are not closed until they are all sold, income has 

                                                           
5  If the desired carry-out inventory at the end of the year is lower (higher) than the carry-in inventory at the 
beginning of the year, the difference is subtracted (added) which is called the “trade demand”. The RAC must 
annually calculate the year’s “trade demand” for all varieties of raisins. (Brown, 2002). 
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been received, and expenses have been paid. Each pool stands on its own. As income is 

received, the RAC makes advance payments, but until the final audit becomes complete, the 

final payment to equity holders (growers) in each pool remains open. In a reserve pool, there 

is no requirements schedule for payments to growers (IRS, 2006).  

The reserve tonnage is never owned by the RAC. The packers maintain the reserve tonnage 

under the guardianship of the RAC. The reserve tonnage disposition and how the derived 

income is paid to the grower equity holders are determined by the marketing order. The reserve 

tonnage essentially turns into a mandatory system under the supervision of the RAC (IRS, 

2006). 

Early in the history of the Marketing Order, the raisin growers had difficulties in meeting 

the demands of buyers in terms of quality. In 1955, the industry developed a program to 

improve the quality of the raisins delivered. Industry leaders agreed that the program has 

improved the quality, facilitated sales in domestic and foreign markets, and brought price 

premiums in foreign markets. Raisin growers have to pass USDA inspection before delivering 

the free tonnage to a packing house. Raisins are graded at delivery for quality and 

moisture. Those failed raisins from incoming inspection would be excluded, on the basis of the 

primary free tonnage percentage recommended by the RAC. The raisin-quality standards which 

are imposed by the grade and condition program under the Order focus on the variability in 

quality due to the weather uncertainties during the several weeks when raisins are drying in 

vineyards. The USDA study reveals that, although the grading program for raising quality has 

increased production costs and caused some producers to cease raisin production, it has 

improved the quality, facilitated domestic and foreign sales and led to a price premium for 

California raisins. It also shows that the volume and quality controls have provided greater 

price and income stability for California raisins (IRS, 2006). 
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A packer could supply all of his free tonnage to the domestic market, export market, or a 

combination of both. Historically, they sell roughly 70% of the annual raisin crop to the 

domestic market and 30% is exported. In terms of pricing, there are two raisin markets: 

domestic and export. The price is a combination of the price received for both “free” and 

“reserved” tonnage and is not determined until the year’s production is exhausted. The price 

for the “free” tonnage is usually higher than the “reserve” tonnage price (Brown, 2000). The 

domestic price is set for the United States, Canada, and Mexico. Some countries in the world 

put subsidies on their raisin industry, and thereby, their production costs are lower. Hence, 

RAC members have to sell at a lower price than the domestic one to be competitive (IRS 

Report, 2006). The individual packer negotiates to keep the domestic price high to protect their 

domestic raisin industry. The RAC tries to keep domestic raisin prices as high as possible and 

uses exports to reduce raisin supplies to maximize net returns to California raisin producers. In 

high production years the RAC sells the surplus on the world market at lower prices, thereby 

preserving the higher domestic price.  The producer is assisted by receiving a bargained price 

for a calculated quantity of equal quality raisins throughout the year. If packers tend to sell 

some of their free tonnage into the export market, RAC does not force any price regulations. If 

they provide a copy of their bill of lading to the RAC and submit proof of export, the RAC will 

pay the packers a cash adjustment amount which results in a blended raw product price (Kaiser 

et al., 2003; IRS Report, 2006). 

The RAC also has taken the quality-control problems into account, and has developed a 

crop-insurance program for raisin producers. Under the insurance plan, growers are secured as 

a group. For this purpose, each member delivers his entire production to the insurance 

organization and, all loads of raisins which are rejected as below standard grade are placed in 

a separate pool. Reconditioning of the raisins and steps to recover as high a percentage of 

standard quality raisins as possible is undertaken. These reconditioned raisins are marketed in 
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the usual trade channels for standard raisins, and the remainder is sold for non-food uses. Thus, 

the insurance program insures against losses and each producer receives some benefits whether 

his losses are large or small (Pritchard, 1964). 

In comparison to the PFFC case study discussed later in this thesis, RAC members are free 

to sell their products to anyone (wholesalers and consumers) in addition to their contract at 

prevailing market prices. In both PFFC and the RAC, large retailers/distributors make the 

decision mainly within the supply chain as well as undertaking coordination and planning 

activities. Both organizations provide the aggregation of supply to increase the bargaining 

power of grower-members and extract better margins in their supply chain. Based on RBA-

Packer Contract, producers would be initially paid for raisins which are of standard quality and 

grade as described in the agreement. As mentioned, raisins are graded at delivery for quality 

and moisture. Further, growers can earn bonuses in terms of quality.  This reward policy has 

not been included in the PFFC contract, all PFFC growers have to meet Canada GAP standards, 

which are high.  

The RAC is a fairly regulated market and has strong exporting potential and exports are 

identified as an important source of income for growers. They have been very successful in 

entering high-value foreign markets. The PFFC might be able to follow along in RAC’s steps 

to enter markets in neighbouring provinces. Finally, this marketing order vests considerable 

market power with producers. The raisin producers collectively gained a relatively high degree 

of market power through a marketing order giving them monopoly selling power e.g. to keep 

the price high enough compared to foreign products, RAC would even destroy the extra 

products and keep the supply constant. Hence, while the RAC case has a number of similarities 

in terms of some of the challenges faced by growers, it also differs substantially from the PFFC 

which is a voluntary producer organization, less formal, and much smaller in scale and scope.  
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2.3 Sunkist Growers Inc. 

The Sunkist cooperative has defined itself as a not-for-profit marketing cooperative which 

is entirely owned and operated by the California and Arizona citrus growers (Sunkist Growers, 

2011).  

In 1840, growers planted the first citrus seeds in California. In the beginning, distributors 

and middlemen had direct control over the marketing of fruit (Hoffman and Libecap, 1991). At 

the time growers entered into a contract with distributors to package and ship their fruit. On 

the other hand, the distributor shifted the risk and costs to the grower, leading at times to losses. 

In addition, fruit pests were a major problem from the 1880s to 1920s and, at times, devastated 

the California fruit industry. Local, state, and federal agencies, however, coordinated efforts to 

regulate fruit pests and develop a fruit standardization law which improved returns to growers 

by 1920 (Seftel, 1985).  

Citrus growers established associations to pack and ship the fruit of their members. The 

first citrus cooperatives in California were organized in the 1880s. Several associations agreed 

with a plan to bring together their associations into one general federated cooperative - meaning 

that control resides more with the packing houses than the citrus growers. The resulting 

organization was called the Southern California Fruit Growers Exchange and started using the 

Sunkist trade name in 1909 (Merlo, 1993). In 1952, the California Fruit Growers Exchange 

officially changed its name to Sunkist Growers, Inc. In its very first form, the federation 

included a contractual relationship between a grower and his respective packinghouse 

association, its district exchange, and Sunkist Growers, Inc. The basic purpose of the Sunkist 

system is to market the growers’ citrus fruit, in various forms, to maximize grower returns 

(Sunkist Growers, 2011). 
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Citrus growers produce and market in fresh or processed form in both domestic and foreign 

markets within the Sunkist System. After the grower picks the citrus and puts it into bins, trucks 

transported them to the packinghouses.  The cleaning, grading, separating by size and packing 

the fruit are all undertaken in packinghouses (Cazaux, 2005; Boland et al., 2009).  

Membership in Sunkist is voluntary and renewed on an annual basis. Four main levels of 

the Sunkist system form Sunkist’s contractual relationships: the grower, packinghouse, district 

exchange, and Sunkist Central (Kim, 2013). A citrus grower can become a member in the 

Sunkist System through either of two ways. He/she may join a local nonprofit cooperative and 

Sunkist Growers, Inc. simultaneously. This would include harvesting and packaging services, 

and also some orchard services including pruning, frost protection and spraying from the local 

cooperative. In contrast, the grower could use a commercial packinghouse instead of a local 

cooperative to provide the services (Kirkman, 1975). Packinghouses and exchanges are 

separate companies that join together but Sunkist does not own or manage them. The number 

of Sunkist’s directors is based on the volume of fruit which is exchanged through Sunkist and 

the district exchanges6 elect these directors. The members of local associations and direct 

grower-members’ groups elect the director of the district exchanges in voting units based on 

packinghouse dependency (Boland et al., 2009).  

 Each grower has multiple options to sign a written membership contract; first, they can 

enter into a contract with Sunkist and a local association7. Another way is signing a contract 

with a licensed packer; the licensed packinghouse signs a concurrent licensing agreement with 

the district exchange and Sunkist. Affiliation with a Sunkist district exchange is a third option 

for growers. Growers have to sign the agreement to operate as a regional center for filling 

                                                           
6  A district exchange is a regional marketing cooperative whose members are local associations or licensed 
packers 
7  Grower-members are able to establish a cooperative packinghouse as a local association. 
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orders. All agreements within the Sunkist system are renewed automatically every year unless 

terminated by either party (Boland et al., 2009). 

Due to being an open-membership organization, any citrus grower would be able to join 

Sunkist and take advantage of its marketing services. Also, the new grower could gain access 

to Sunkist without making any initial capital outlay because Sunkist’s method of financing 

does not require a capital investment when joining (Merlo, 1993). Citrus growers have an 

opportunity to compare returns from the Sunkist system with returns from alternative 

marketing outlets by membership agreement conditions which specified that the member-

grower must sell all of the citrus produced on the acreage designated in the agreement through 

a packinghouse connected with Sunkist. Hence, they could also market fruit from acreage not 

designated in the agreement outside the system. Therefore, member-growers can potentially 

achieve better returns for their fruit (Sunkist, 2013). 

As mentioned, the organizational structure of the Sunkist System is an open-membership, 

federated cooperative with highly decentralized decision making which is different from profit-

seeking proprietary investor-owned firms (IOF). However, this open membership policy 

prevents Sunkist from having the power to control its supply. Its members decide how much 

to produce and Sunkist has no control over the output it must market. The harvesting and 

packing operations are organized by packinghouse managers and they maintain important 

reserve rights as regards the pricing of fruit. Also, the final decision about quantity and 

destination of shipments has been made by the packinghouse managers.  Therefore, the Sunkist 

system has a decentralized form which means it does not have control over how much will be 

sold in one part of the country or what prices are acceptable to its growers in selling fresh fruit 

(Rural Business and Cooperative Development Service, 1994).  
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Although Sunkist is an organization owned by citrus growers it is not vertically integrated 

and Sunkist cannot dictate the production of citrus to growers. On the other hand, Sunkist can 

educate its members about what varieties and production practices will result in higher yield 

and be most likely to generate profits. In order to determine the price, destination and 

transportation methods, growers and local cooperatives delegate to a district exchange that 

relies on market information obtained from Sunkist central. Sunkist markets its members’ fresh 

citrus and finds ways to add value to the citrus supply chain the same as many other fruit 

marketing cooperatives. Sunkist forecasts the available citrus supply for the fresh and 

processing market to optimize the facilities’ usage and to provide sufficient supply to satisfy 

customer needs. Sunkist markets its fruit to a wide range of customers including wholesalers, 

retailers and foodservice operators. Sunkist sells more than 80% of its oranges into the fresh 

market and supplies the rest to processing sector (USDA, 2002).  

The leaders of Sunkist have been trying to create trust between its management team and 

members which helps to sort out a number of common problems due to the nature of 

cooperatives, for instance: if any potential partners offer a higher price, members are able to 

sell their produce to it instead of the cooperative or when producers are not able to provide the 

appropriate quality and quantity of produce, then they can supply their fresh fruits to other 

markets. They have also developed a mechanism to enforce the private contract which 

minimizes the possibility of underinvestment incentives in the future (Cazaux, 2005). 

In terms of grading, all fruits under the Sunkist trademark have to adhere to the grade 

specifications. Sunkist establishes, maintains, and enforces an inspection for quality, and 

rejects those products that are not acceptable, charging back freight thereon to the shipper. 

Graders carefully examine the fruit. Sunkist Growers, Inc. sorts fresh fruit into a limited 

number of grades, according to the specific requirements for each grade, and growers are paid 
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according to the number of units harvested per grade. When pickers harvest citrus, they use 

special designed clippers 8  for the different citrus varieties. “Once the fruit reaches the 

packinghouse, they send it to the pre-grade area. Computers grade the color and blemish of the 

fruit, the conveyor will carry the fruit to storage bins where it is held for packing. The next 

process is the final grading before packing. The fruit is sorted by grade and carried down the 

line for packing. The fruit is packed depending on customer need. They are held in a pre-cooler 

for shipment. The fruit moves on to its final destination by truck” (Sunkist, 2013). Sunkist 

governs the collecting and assembling of fruits for shipment. Sunkist also provides for the 

equitable handling of freight charges on fruit in order that no shipper may be at a disadvantage 

by reason of his location with reference to the location of the processing facilities of Sunkist.  

Nowadays, Sunkist is recognized as a global citrus supplier which sends more than 600 

products to more than 45 countries, and has established a trademark that is licensed to more 

than 50 food and beverage companies (Smith, 2004). In other words, the Sunkist brand is 

carried by different products through this licensing program. In these cases the Sunkist 

cooperative oversees quality control and advertising standards. Sunkist produces various 

categories of products, such as fruit juice drinks, carbonated beverages, beverage concentrates, 

powdered fruit drinks, fruit snacks, frozen fruit confections, vitamins, and chilled fruit jellies. 

Sunkist always take commercializing and marketing strategies into account since it enables the 

company to access new local and international markets and take advantage of Sunkist’s 

acknowledged brand (Boland et al., 2009; Sunkist, 2013). All in all, Sunkist tries to expand its 

market share through quality-control of its own brand. As a result, its exports are expanding as 

well as its brand-based revenue (Sunkist Growers Annual Report, 2011). This makes Sunkist a 

                                                           
8 Used for harvesting fruit such as citrus. The citrus clipper has an “anvil” cutting action which means it has a 
sharp blade that cuts against a “blunt” face. It has a rounded tip that take cares of the fruit’s skin from damaging 
during harvest (Cape Agricultural Products, 2013). 
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good case study that suggests establishing a common objective among growers and collective 

organizations can be beneficial for grower members. 

RAC and Sunkist organizations market perishable products, hence, frequent transactions 

occur in their markets and they need to predict future supply and demand which enables them 

to predict the price. In addition, environmental uncertainties such as weather issues and 

insufficient knowledge of management could lead to information asymmetry, and thereby, 

higher transaction costs between parties in the agreement. Hence, these circumstances motivate 

growers to sign long-term agreements with buyers to provide consistent supply over the year. 

Another challenge which these organizations face is increasing competition in foreign markets. 

Their competitors in the world try to produce new higher quality varieties at lower prices. 

Hence, they attempt to retain their market share through supplying high quality and innovative 

fresh fruits which have competitive advantages compared to competitors. Moreover, the 

packaging/processing sectors which are in a contract with these organizations might have 

problems with logistics (control over time and volume of deliveries), instability of market 

prices and insufficiently reliable sources of demand information (Smith, 2004). Opportunistic 

behaviour regarding buyer’s payments, along with the ability to demand/order products after 

the season may put the growers in a weaker market position. These circumstances motivate 

growers to sign long-term agreements with distributors. As consumers are increasingly 

becoming more concerned about the quality of fruit, looking for labeling and traceability of 

products, RAC and Sunkist labeled their products to decrease asymmetric information and to 

increase consumer satisfaction and demand (RAC, 2013; Sunkist, 2013). 

2.4 Saskatchewan Wheat Pool 

The Saskatchewan Wheat Pool (SWP) was for decades Saskatchewan’s largest and most 

visible farmer based cooperative. In the 1920s, three “wheat pool” co-ops were launched, one 
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each in Manitoba, Saskatchewan and Alberta to collectively market wheat through a jointly 

owned Central Selling Agency (CSA). The Saskatchewan Co-operative Wheat Producers Ltd 

(Officially renamed the Saskatchewan Wheat Pool in 1953) was specifically incorporated on 

August 25 1923 to play a part in Canada’s growth and development (Fulton et al., 1998). Before 

the SWP’s establishment, Saskatchewan had other elevator companies that colluded on prices 

and grades, but farmers were unsatisfied because they remained dependent for pricing on the 

Winnipeg Grain Exchange. As a result, farmers developed the SWP to ensure a “fair” price for 

their wheat and in 1926 the company purchased the Saskatchewan Co-operative Elevator 

Company and its 451 elevators and 4 terminals. In other words, their main purpose was to 

market wheat in an orderly and steady manner directly to importers instead of through the grain 

exchange (The Canadian Encyclopedia, 2013).  

Between 1924–31, all Alberta, Manitoba and Saskatchewan wheat pools achieved market 

dominance in their respective provinces. The grain would be marketed through pooling 

accounts, and the “pooled” revenues were paid out to members for each grade of grain 

regardless of the time of year they sold their grain (Fairbairn, 1984). This company could help 

ameliorate the seasonal price slump along with immediate delivering after harvest. The prairie 

pools fell into serious problems due to a series of events: an overpayment on the 1929 crop 

while grain prices fell below the level already advanced to farmers, multiple-crop-year 

carryovers, and the 1929 stock market crash (i.e. Black Tuesday). As a result, contracting 

through the prairie pools was cancelled (MacPherson, 1986). During the 1960s and 1970s, 

SWP bought its competitors or they closed down, therefore, SWP accounted for a very large 

market share in Saskatchewan and many small towns. Hence, SWP became somewhat of a 

monopoly in Saskatchewan grain handling and its members’ loyalty was very high.  
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The SWP had been established to carry on the business of buying, selling, marketing and 

exporting of grain. To operate a pool for grain received or handled by the corporation and to 

make advances and payments from time to time on all grain delivered. Actually, the SWP has 

been known as a dual purpose organization. It provided grain storage, grain handling services 

and sold crop inputs to its members. The Pool was also the most powerful agricultural lobbying 

force in the province and represented farmers on agricultural policy issues such as railway 

transportation costs, taxation and health services. In order to maintain the market share and 

remain competitive, the Pool continued diversifying its activities and improving its grain 

handling facilities (Lang, 2006).  

The grower delivered his grain to the country elevator. By an arrangement made by the 

SWP (elevator), the farmer received in cash, from the elevator at which his grain is delivered, 

a certain price per bushel fixed by the organization. The marketing arrangement created the 

relationship of principal and agent between the growers and the organization. When farmers 

delivered wheat to an elevator, a Saskatchewan Wheat Pool elevator agent took a representative 

grain sample using a grading booklet to determine the grade, quality and weight of the shipment 

before negotiating a payment price (Fulton et al., 1998). 

By the mid 1980’s, while the Canadian grain industry faced American competitors, the 

three pools considered merging as a large cooperative that could confront the heightened 

competition. They were planning to merge to achieve economies of scale, be more efficient in 

grain handling, make capital and retain their members’ loyalty. It did not, however, come to 

pass since they could not agree on the details. By the middle of the 1990s, a significant number 

of SWP’s members were close to retirement age and they requested a pay out of their equity. 

This would lead to significant pressure on the financial resources of SWP. In response, SWP 

altered its ownership structure to obtain a new additional source of finance. It provided the 
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means to finance the repayment. The SWP made the transition into publicly traded cooperative 

in 1996. SWP converted equity to shares that members were able to trade on the stock exchange 

(Lang, 2006). However, SWP tried to remain a co-op, hence, it issued class A (voting) and 

class B (non-voting) shares. So, class A voting shares only belonged to farmer members, and 

each farmer could receive only one class A share. Therefore, SWP still kept voting control 

within the structure of traditional co-op rights (one vote per member regardless of his owned 

share). On the other hand, class B shares were issued to farmer members according to the value 

of their accumulated equity. SWP put a limit on class B shares such as shareholders were not 

allowed to own more than 10% of the total shares outstanding (Lang, 2006). 

Being a member of SWP was voluntary for Saskatchewan grain growers. They could make 

a decision to enter into an agreement with the company for the marketing of their grain in the 

required form by the SWP (Lang, 2006). For governance, the province was divided into 

districts. Farmers in each district elected delegates and these delegates elected a director to the 

Board of Directors. The board consisted of 16 farmers who represented the class A voting 

shareholders. In 2000, the board of directors was reduced to 12 members, which consisted of 

eight farmers and four external directors along with two advisors (The Canadian Encyclopedia, 

2013).    

By the end of 2000, the number of elevators was reduced to 261 from 500 and SWP’s 

western Canadian market share dropped from 30% to 24% between 1996-2000. In other words, 

the SWP’s policy for increasing the efficiency by closing the elevators, led to reduction in the 

market share. After becoming publicly traded, many grain producers did not see SWP as a coop 

anymore and their loyalty to it declined. Then, they sold their products to whoever paid a higher 

price. Thus, SWP’s market share declined further (Lang, 2006).    
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In the SWP case, the literature shows that deregulation of the grain handling industry, 

combined with an extremely large debt, put the Pool in a weak position, thereby, it had to cease 

its operation as a cooperative and transition to an IOF. In addition, over this transition process, 

the key decision-makers in the organization became overconfident. That led to some poor 

investments. In addition, the decision-making errors on the part of management (who were not 

farmers) and board members (who were growers) occurred due to information asymmetry and 

a principal-agent problem (Lang, 2006)9. Information asymmetry can emerge between the 

board of directors as the principal and senior management as the agent because board members 

do not possess the same business knowledge as management10 . Although, some changes 

happened at the SWP in the 1990s (culture changed, the Pool became publicly traded, and 

senior management changed), the trust did not change. Becoming a publicly traded company 

changed the board-management relationship and this was a starting point for increased 

information asymmetry. Previous studies have indicated that the principal-agent problem 

played a role in the Pool’s financial difficulties (Fulton, 2006). As Lang (2006) discusses, over 

the next 20 years, the role of SWP declined somewhat. She interprets this slip in the SWP as a 

loss of member commitment. She defines member commitment as the glue of an organization’s 

existence. According to the Lang’s (2006) study, the need for confidentiality increased due to 

the share conversion and this served as a starting point for information asymmetry. Her 

interview of past management and elected Saskatchewan Wheat Pool personnel and grain 

industry affiliates indicated that they believed information was not being shared with the entire 

board and investments were being made without the board’s knowledge. 

                                                           
9 An agency relationship is when a principal hires an agent to accomplish a task on the principal’s behalf (Arrow, 
1985). If the interests of the principal and agent are in conflict, their relationship can become a principal-agent 
problem. Asymmetric information is central to the principal-agent problem. 
10 She mentions there are two situations which are typically considered as principal-agent problem. First, between 
members as the principal and the elected board of directors as the agent. The second is the relationship between 
the board of directors and senior management, with the board as principal and senior management as the agent. 
But, the focus of the thesis is on the second one (Lang, 2006: 33). 
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2.5 What has been learned from the experience of others? 

The discussion of these three marketing organizations yields insights for the PFFC case 

discussed later in this thesis. It shows that different products require different marketing 

systems. Marketing services could be influenced by factors such as a product’s physical 

characteristics, which also affect the complexity of transactions between organizations and 

buyers. For instance, product perishability leads to a more complex marketing system. In the 

case of PFFC, members pool their products and the organization negotiates prices, volumes, 

and other contract terms with TGP. The organization makes final payments to growers similar 

to SWP. Marketing and selling products through the organization is not mandatory in PFFC, 

similar to Sunkist and SWP. RAC’s marketing structure is, for example, mandatory for raisin 

growers in California. In other words, growers volunteer to enter the organization for supplying 

into the market versus marketing within a mandatory structure.    

In the case of fruits and vegetables, producers deal with an absence of the marketing 

flexibility compared to grain growers since their products are perishable and must be handled 

carefully. The buyer requires a consistent supply. On the other hand, due to the perishability of 

fruits and vegetables, growers need a market for their fresh products and marketing services 

which strengthens their incentive for establishing a marketing relationship. There is a 

difference between SWP and other case studies. As wheat producers are able to store for longer 

period after harvest and also transport to more distant markets, they have more marketing 

options11. In other words, the storability of wheat on farms and the availability of year-round 

markets make wheat different from other products in terms of marketing arrangements. In the 

other organizations reviewed members need more marketing services and, therefore, they are 

more dependent on their marketing organizations. Hence, in fresh product companies, the 

                                                           
11 The Canadian Wheat Board (CWB) operated at that time and played different roles prior to its reform in 2013. 
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handling of perishable products contributes to the high level of contracting between sellers and 

their customers, as compared with the other types of marketing organizations. 

In all cases, access to export markets is instrumental in enabling the survival of the 

organizations. Due to production exceeding profitable levels in the domestic market, entering 

export markets is the only feasible strategy for producers and their organizations. Also, more 

efficient public policies that support producers and their organizations to reach external 

markets with non-bulk products are important. Moreover, according to the literature and 

observation of the pools and marketing organizations, professional leaders/board members are 

necessary in order to guarantee success over the long run. 

Last but not least, studying and understanding the successful processes of organization 

coordination and mergers in order to provide a “best practices” for new marketing 

organizations is useful for the case study.  

In the next chapter, the main theories that support this research are presented and discussed. 

Transaction Cost Economics, Agency Theory and a Monopolistic Competition model are 

proposed as suitable frameworks to examine the new marketing organization in the 

Saskatchewan vegetable industry.  
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Chapter Three: Theoretical Analysis and Literature review 

3.1 Introduction 

In this chapter, selected theories which are able to shed light on collective action taken by 

vegetable producers through the Prairie Fresh Food Corporation (PFFC) are reviewed. The 

chapter starts by introducing a summary of the New Institutional Economics (NIE) approach 

to the study of choice in institutions. NIE studies the interface between institutions and 

transaction costs to determine how the transaction problems among parties can be reduced - 

such as the current case of the new marketing organization (PFFC) that enters into an agreement 

to market fresh vegetables.  By studying the supply chain in terms of an institutional economics 

perspective, this thesis focuses on the incentives to join the PFFC and the individual behaviours 

of supply chain participants. Finally, the study presents a summary and conclusion of empirical 

evidence related to the research question. 

This chapter is structured as follows. In section 3.2 the concept of NIE is explained. Section 

3.3 describes Transaction Costs Economics (TCE). This theory encompasses any governance 

structure for carrying out a transaction. Section 3.4 presents the importance and relevant theory 

of Asymmetric Information. Section 3.5 includes a discussion of Monopolistic Competition 

which explains the reasons for joining the PFFC and entering into the new agreement with 

TGP. Section 3.6 summarizes the state of the theoretical literature explaining vertical 

coordination in the Saskatchewan vegetable industry.  

3.2 New Institutional Economics (NIE) 

The concept of New Institutional Economics was introduced after the assumptions of the 

neoclassical theory of the firm about zero transaction costs, full information and privately held 

resources were questioned. As long as economic behaviour is complicated in the real world, 

which relates to incomplete information and uncertainties in the nature of the environment, 
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adherents to NIE relax the neoclassical assumption of perfect information and promote a new 

theory that is a more realistic explanation of the behaviours of firms in the market (Harris et 

al., 1998; Royer, 1999; Blandon, 2006).    

New Institutional Economics has four fields that are relevant to the study of supply chain 

relationships: transaction costs, incomplete contract, agency, and property rights theories 

(Bijman, 2002). The current study focuses on Transaction Cost Economics (TCE) and Contract 

explanations in addition to Vertical Coordination and Agency theory as applied to the vegetable 

industry. The following section begins with describing the theory of TCE and then explains 

how the PFFC case study relates to the theory. 

3.3 Transaction Cost Economics 

As previously mentioned, we attempt to find the reasons that hamper growers entering into 

a new transaction. Transaction Cost Economics was inspired by Coase (1937) in his paper; 

“The Nature of the Firm” which discussed “why is such organization necessary?” (Coase, 1937, 

p. 388), or in other words, “to discover why a firm emerges at all in a specialised exchange 

economy?” (Coase, 1937, p. 390). He answered that trading in the market is costly and using 

the firm (internalizing the transaction) could be a solution (Coase, 1988). Williamson (1975, 

1985) developed this idea and described a relationship between the characteristics of 

transactions and minimizing transaction costs. “A transaction occurs when a good or service is 

transferred across a technologically separable interface12. One stage of activity terminates and 

another begins” (Williamson 1981a, p. 552).  

                                                           
12 A technologically separable interface is the boundary of tasks between occurring transactions which is not 
constrained by the nature of the production technology (Foss, 1998, p. 3).  
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According to Williamson (1985), the basic framework of TCE is based on two critical 

behavioural assumptions: bounded rationality (or bounded cognition) (Simon, 1961) and 

opportunistic decision behaviour in contractual relations.  

Bounded rationality means human beings have constrained capacity to fully access 

information about present and future events because of the complexity of the world. The firm 

is not able to settle on the right decision since it does not have full information about its 

relationships. Therefore, actions of trading agents are rational, but limited (Williamson, 1985; 

Bijman, 2002). This assumption applies to each vegetable grower who has limited information 

in the context of establishing individual supply relationships with retailers, and has only limited 

ability to gain it. Hence, it is too costly to individually enter into a contract with a large retailer.   

Opportunistic behaviour involves “self seeking interest with guile” (Williamson, 1985, p. 

47). Williamson (1985, p. 47-48) also describes guile as “More generally, opportunism refers 

to the incomplete or distorted disclosure of information, especially to calculated efforts to 

mislead, distort, disguise, obfuscate, or otherwise confuse. It is responsible for real or contrived 

conditions of information asymmetry, which vastly complicate problems of economic 

organization”. It means one party takes advantage of its knowledge for its own interests. It 

might happen due to the fact that parties want to follow their own interests, which could be in 

conflict with the interests of their partner. Therefore, this opportunistic behaviour of parties in 

a transaction imposes costs on parties (Bijman, 2002). In our case study, each party may tend 

to act opportunistically and pursue its own interests in the agreement regarding either the 

quantity or quality of products.  

Williamson (1985, p. 52) also distinguished three dimensions of transactions that 

determine the form of organization: the presence of transaction-specific assets (asset 

specificity), the uncertainty surrounding the transaction, and the frequency of transactions. The 
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three characteristics classified by Williamson are explained in separate sections below, and, 

since the role of asset specificity explained by Williamson is one of the main factors in the 

current case study, it is described first.  

According to Williamson (1989), asset specificity can take at least five different forms: 

site specificity13, physical asset specificity14, human asset specificity15, dedicated assets16, and 

brand name capital17 (Bijman, 2002, p. 27). Asset specificity refers to an asset investment made 

to support the particular transactions (Williamson, 1985). Transaction-specific assets also 

called relationship-specific assets (which affect the level of transaction costs) because their 

value outside of the industry or the particular transaction with the other party is lower or null. 

For example, growers may invest in the development of special skills or knowledge that are 

considered as specific assets (Klein at al., 1978). The parties in a transaction which involve 

relationship-specific assets cannot leave the relationship due to the fact that seeking other 

trading partners would be costly (Royer, 1999). In the case of the fresh vegetable industry, asset 

specificity exists that might lead to opportunistic behaviour. For example, the storage facility 

in vegetable production is an example of a specific asset. The positive reason for investing in 

this new equipment is that vegetables can be kept fresh until transportation to the warehouse, 

but, the value of the asset is considerably lower in other transactions outside of the industry 

since most growers are not growing exclusively vegetables and this type of asset would not be 

used in production of any other product. Also, this would occur when the storage facility was 

constructed specifically to supply this big retailer rather than farmers’ market which does not 

                                                           
13 Site specificity refers to assets that are located close to each other in order to economize on transport and 
inventory costs (Williamson, 1989, p. 143). 
14 Physical asset specificity involves investment in capital assets that are used specifically for the particular 
transaction (Williamson, 1989, p. 143). 
15 Human asset specificity is particular knowledge and capabilities of a group of workers that have been used for 
a specific transaction which are more valuable within a relationship than outside (Williamson, 1989, p. 143). 
16 Dedicated asset refers to an investment in general purpose assets based on a promise of selling a significant 
amount of product to a particular customer in a long-term transaction-relationship (Williamson, 1989, p. 143). 
17 Brand name capital relates to investment in a brand name which would be worthless if the product is no 
longer available in the market (Williamson, 1989, p. 143).  
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really need this asset since growers take products right after harvesting and would not store 

them for a long time, plus growers do not supply high volumes to traditional markets. It may 

also be too costly to transport the fresh vegetables long distances because of perishability, 

which means vegetable production is site specific. Therefore, the investor wants to guarantee 

sufficient sales to gain positive returns on this specific asset. However, given the diverse 

agricultural business that vegetable growers are engaged in, it seems that, for the most part, 

they likely avoid investing in specific assets.  

In terms of frequency, some transactions happen once, others are repeated frequently 

(Williamson, 1985). Williamson argues that if a transaction happens more often, it might be 

worthwhile establishing an organization to facilitate the transaction and, hence, lower costs. In 

other words, more frequent transaction justifies investment in specialized governance, e.g. a 

vertically integrated firm. 

On the other hand, the influence of frequent transactions can be argued in terms of trust. 

Regarding the role of trust in transaction costs, the literature shows that trust and transaction 

costs are related. Repeated transactions provide information about the behaviour of parties. 

Williamson (1975, p. 109) highlights the existence of trust in transactions and explains its role 

in reducing the transaction costs, “to be sure, trust is important and businessmen rely on it much 

more extensively than is commonly realized.”  Then, he outlines how organizations assumed 

to have trustworthy behaviour are easily infiltrated and exploited by untrustworthy individuals 

(Williamson, 1985, p. 65). Hence, from this perspective, frequent transactions will reduce 

incentives to act opportunistically and it could determine trustworthiness (Hobbs, 1996a). 

Without trust, transaction costs would be high because of the need for more information and 

the required monitoring of its partner’s action to protect itself against opportunistic behaviour 

(Kale, Singh, and Perlmutle, 2000). Thereby, if parties in a transaction trust each other, the 
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transaction costs associated with monitoring and enforcing would be lower (Bromiley and 

Cummings, 1995). However, in this context, frequent transactions enable the development of 

trust and reputation, which means that transactions could occur through less vertical control. 

Thus, the effect of frequency on vertical coordination is ambiguous.  

The reputation of the party can be an important element in reducing opportunism, which 

could also be affected by the frequency of transactions (Chambers and King, 2002). These two 

elements can strengthen each other which with the frequency of repeated transaction increases 

the efficacy of reputation effects (Williamson, 2005, p. 25). In the case of fresh produce 

markets with particular characteristics such as perishability, transactions occur more frequently 

and need constant monitoring (David and Han, 2004; Wessen et al., 2014). In addition, when 

asset specificity is high, frequency will also be particularly relevant. The PFFC’s agreement is 

an annual contract and it is assumed that parties will negotiate it every year. This shows that 

the parties are in a frequent transaction. In the viewpoint of TGP, it prefers to transact with a 

group of growers rather than individuals since it will reduce costs of repeated transactions and 

associated monitoring and tracing costs.  

Regarding uncertainty, Williamson (1985) defines two interrelated uncertainty types in a 

transaction: changes in the environment of the transaction and changes that are strategic in 

nature.  The first type could cause disturbances in transactions and, thereby, would increase 

uncertainty. The second one is more concerned about the behaviour of the transaction partner. 

For instance, when the quality of a product is difficult to measure, behavioural uncertainty may 

cause measurement problems which lead to transaction costs, since incomplete and asymmetric 

information force higher measurement costs (Williamson, 1981a). Fan (2000), Leiblein and 

Miller (2003), and DiezVidal (2007) have argued that there is uncertainty in asset-specific 

transactions. In the current case, there is a level of uncertainty related to production and 
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marketing activities due to the fact that vegetable production is dependent on some exogenous 

conditions such as the natural environment (weather, pests, disease, etc.) which is not under 

the farmer’s control and, using a specific asset in production such as an irrigation system or 

storage cooling facilities creates a more complex contracting environment. Hence, price and 

production are the main origins of uncertainty. Therefore, the first proposition of this study is 

put forward as an explanation for the relationship between uncertainty and participating in 

collective action:  

Proposition 1 is that in PFFC, if the members are expected to face lower contractual 

uncertainty, then, the greater their participation in the collective action and also the higher their 

future investments. 

According to Hendrikse (1998b), Figure 3.1 shows how uncertainty influences the choice 

of organization (vertical coordination) for frequent transactions (Bijman, 2002, p. 30). It shows 

that if transactions are non-specific, an increase in uncertainty has little effect on transaction 

type. In the case of transaction specific investments, higher uncertainty is expected to lead to 

closer forms of vertical coordination, such as vertical integration. 

 Asset Specificity 

Low High 

Uncertainty 
Low Market Long-term Contract 

High Market Vertical Integration 

 
Figure 3.1 The effect of the relationship between asset specificity and uncertainty on organization 
choice.  
Source: Hendrikse, 1998b 
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To deal with uncertainty, Staatz (1987b, p. 89) also suggests that an increase in uncertainty 

creates an incentive to move from institutions like spot markets to vertical integration or 

contracts to accomplish the required coordination. Hence, TCE analysis is highly relevant to 

the study of the current case in Saskatchewan since it is expected that the characteristics of the 

transaction, uncertainty, frequency and asset specificity, will affect the choice of governance 

structure.  

Weseen et al. (2014) also develop a model to show the relationships between asset 

specificity, uncertainty, frequency and opportunism as the core concept of TCE in an ethanol 

supply chain case study which is presented in Figure 3.2. According to the model, given the 

need to make investment in specific assets, the level of environmental and behavioural 

uncertainties within a transaction, and the frequency of transactions affect the risk of 

opportunism and the hold up problem. Parties in the transaction incur ex ante and ex post costs 

to mitigate the risk of opportunism to determine the efficiency of different governance 

structures - namely spot markets, hybrids, or hierarchy. Due to the efficient structure, the 

outcomes would mitigate a party’s vulnerability to opportunism, thereby, it reduces transaction 

costs which are shown by the feedback arrows.   

 

 

    

 

 

 

 

 

Figure 3.2 Conceptual Model of TCE core concepts 
Source: Weseen, Hobbs and Kerr, 2014 
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Of relevance to the current case study, Williamson (2004) shows that some issues such as 

perishability of products (e.g. milk, fresh fruit and vegetables) increase the risk involved in a 

transaction. Hence, he argues that some forms of economic organization (like cooperatives) 

can be appropriate in agriculture. In other words, coordination and entering into a contract can 

reduce transaction costs (Hobbs, 1996b; 2004). According to Williamson (1996, p. 153), “the 

central problem of economic organization” is the choice of governance of transactions. 

Williamson (2004) distinguishes three institutional structures: spot markets, hybrids and 

hierarchy or firm. Hierarchy (or vertical integration) means that a transaction is carried out 

within the boundaries of a firm (Bijman, 2002, p. 26).  

Vertical integration and vertical coordination are two different concepts. Vertical 

coordination is a more comprehensive concept than vertical integration, capturing the entire 

"process by which the various functions of a vertical value adding system are brought into 

harmony" (Marion 1976, p. 180; Ollila, 2009, p. 9). Vertical coordination refers to the 

synchronization of the various stages of a production, processing and marketing system, with 

regards to quantity and quality. Methods of vertical coordination involve spot markets, 

contracts, and vertical integration. Contracts may be categorized as market-specific production 

contracts or resource-providing contracts. In the first one, parties agree about delivery schedule, 

pricing method, and product characteristics and the buyer engages in few production’s 

decisions, and usually provides a market for products. In the second type, the buyer engages 

more in production’s decisions and ownership of production inputs (Brown, 2002).  

Vertical integration is a form of vertical coordination. In vertical integration, a single firm 

controls the operation of stages of production. In addition, management determines the 

transformation of resources along the production and marketing stages. The key to vertical 

integration is asset ownership.  However, vertical integration is more studied in the literature. 
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For example, Schaffer (1986, p. 61) using Schere’s definition (1980), describes vertical 

integration as “the coordination of technically separable activities in the vertical sequence 

of production and distribution under the control of an organization by ownership”. Peterson et 

al. (2001, p. 150) also define vertical integration as “multiple market stages under single 

ownership”. In this thesis, the vertical coordination structure refers to the use of marketing 

contracts through PFFC to assist in marketing vegetables. 

     Figure 3.3 represents a spectrum of organizational structure associated with contracts and 

vertical coordination. As it shows, marketing and production contracts in addition to vertical 

integration are methods of vertical coordination (Leibler et al., 2008).  

 

  

 

 
 
 
Figure 3.3  Methods of Vertical Coordination along the spectrum of control 
Source: Mighell and Jones, 1963 

 

Based on the TCE literature, some reasons for closer vertical coordination (i.e. contracts, 

vertical integration) in transaction cost models could be: supply differentiated and value-added 

products to meet consumer’s demand (Reardon and Berdegue, 2002; Blandon, 2006), then, 

obtain premium prices for their differentiated products and gain a larger portion of the 

consumer’s expenditure (Hobbs and Young, 2000; Blandon, 2006). In addition, numerous 

reasons are counted by the authors: helping parties to exchange information, thereby decreasing 

transaction costs through improved information flows. Moreover, parties are able to protect 

their investments and access markets, which protect them in the long term. By achieving higher 

market share, they obtain more market power through higher bargaining power. In terms of 

Marketing Contracts Production Contracts Vertical integration 

Least  Most 

Open Production 

Control offered to the contractor or integrator 
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production, producers can reduce technological uncertainties and increase efficiency by 

achieving economics of scale in marketing.  Regarding non-economic reasons, closer vertical 

integration could also build trust between members (Baldenius et al., 1999; Szabó, 2006; 

Blandon, 2006). 

Even after entering closer vertical coordination through contracts, however, given the 

behavioural assumptions; bounded rationality and opportunism, contracts are not necessarily 

complete. Hart (1995) highlights three reasons for incompleteness of a contract. First, it is 

difficult to anticipate all contingencies in terms of optimal actions or the information problems 

(information asymmetries) which will be briefly discussed in the next section. Second, even if 

all the contingencies are identified, it could be hard to negotiate since some aspects of the 

business environment change quickly. A third problem is that it is hard to write contracts 

clearly. Further, with investment in specific assets, transaction between parties and making the 

contract will lead to costs (Bijman, 2002).   

3.4 Asymmetric Information 

According to TCE, individuals are boundedly rational and acquiring information is costly 

for parties since they may have different interpretations of the terms of a contract before making 

a decision. When parties in a transaction do not have the required information to determine the 

terms of agreement: this is asymmetric or incomplete information (Harris et al., 1998). 

Asymmetric information is also observed if the buyer in a contract has better information about 

the final consumer’s demand in the market rather than the producer. Hence, the buyer may 

exploit his information which leads to production disadvantages for the producer (Bijman, 

2002).  

In the PFFC case, asymmetric information could happen between it and TGP. For instance, 

growers are less informed about the market price of the vegetables and consumers’ demand 
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than the TGP and do not clearly know how much the retailer is willing to pay. Moreover, one 

way to reduce the price the growers receive is to claim that the quality of the vegetables is 

lower than what they agreed. On the other side, TGP is not fully informed about the quality 

and the level of effort that growers put into producing high quality vegetables. Hence, growers 

may claim nefarious levels of effort to request higher price. In other words, there is a potential 

for opportunistic behaviour by both parties in the agreement.  

Three information problems prevent markets from working effectively: hold-up, adverse 

selection, and moral hazard, which will be discussed separately in the following sections. 

Briefly, ex post hold-up occurs when the parties in the contract opportunistically renegotiate 

the terms of the agreement to achieve a greater share of the gains and take advantage of specific 

investments which have been made by the other party (Klein et al., 1978; Pisano, 1989). 

Adverse selection occurs when one party has hidden information about intrinsic characteristics, 

such as technology, quality and risks that can be relevant to contract performance (Anton and 

Yao, 1994). Moral hazard occurs in circumstances when the parties in the transaction can take 

an action which cannot be verified and included in a contract’s provisions (Arora, 1996). In 

other words, it refers to cheating on an agreement.  

3.4.1 Hold up problem 

Milgrom and Roberts (1992, p. 131) describe the hold-up problem: “That one who makes 

a relation-specific investment is vulnerable to a threat by other parties to terminate that 

relationship. This threat then permits these parties to obtain better terms than were initially 

agreed”. In other words, they define as “… the general business problem in which each party 

to a contract worries about being forced to accept disadvantageous terms later, after it has sunk 

an investment, or worries that its investment may be devalued by others…” (Milgrom and 
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Roberts, 1992, p. 136). Moreover, the hold-up problem could get worse with the emergence of 

the modern retailing sector (e.g. delayed payment for delivery of products) (Szabo et al., 2008). 

 In addition to hold-up problems resulting from specific investments, the literature also 

defines a potential hold-up problem related to time specificities such as product perishability 

(e.g., Williamson, 1975). In perishable product sectors (such as vegetables and dairy) the hold-

up problem is particularly significant; therefore, marketing organizations are relatively 

common in these industries (Staatz, 1984; Staatz, 1987b; Kyriakopoulos, 2000). In PFFC given 

the perishability of fresh vegetables, TGP could seek to take advantage of the growers’ weak 

status of having to sell their products in a short time after harvesting. Thus, there exists a 

potential hold up problem in PFFC and it may lead to underinvestment in production by the 

growers because of anticipating that a limited share of the returns will be received. In addition, 

members in the PFFC are from different parts of the province and they are partially 

heterogeneous in terms of size and products grown and their own production facilities. This 

heterogeneity might lead to asymmetric information among them and hold up problems since 

they make investments at different levels and a conflict of interest could arise within the group. 

For example, if some growers have made asset specific investments (e.g. purchasing or 

building refrigerated storage or investing/building storage/packaging sheds), then these 

growers who finance major investments face the risk that their specific investment in assets 

will not receive the full returns and it could cause a potential hold up problem and, thereby, 

result in under investment by members. 

Goodhue et al. (2003) discuss the same issue in California wineries and show that a grower 

may prefer formal written contracts specifying time of harvest and delivery of perishable grapes 

and mechanisms to correct misrepresentations in agreed conditions. Klein et al. (1978) and 

Williamson (1979) propose closer vertical coordination as an organizational response. They 
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show that more complete contracts can decrease the threat of a hold up problem by mitigating 

the potential for ex post bargaining about terms (Pisano, 1991). 

Numerous contributions in the theoretical literature have studied the potential contractual 

solutions to the hold-up problem such as Edlin and Hermalin (2000), Schmitz (2002), Guriev 

(2003), Evans (2008), Ohlendorf (2009), Stremitzer (2010), Hoppe and Schmitz (2010a, 

2010b). These authors are optimistic regarding the potential to solve the hold-up problem with 

suitable contracts. Other studies have provided insights about organization theory, with 

solutions by means of property rights allocation (Hart and Moore, 1999), option contracts 

(N’oldeke and Schmidt, 1995), financial rights allocation (Dewatripont et. al., 2003), and 

contracting on renegotiation rights (Che Yeon-Koo  and Jozsef Sakovics, 2004).  

3.4.2 Adverse selection 

One of the problems that arises from asymmetric information in a contract is the principal-

agent problem which takes the form of both adverse selection and moral hazard (Miller, 2005). 

The principal-agent problem is a branch of Agency theory (Sauvée, 1998). Agency theory 

arises in a situation where two parties (individuals or organizations) have a contractual 

relationship. One party (the agent) is assigned to perform tasks on behalf of another (the 

principal) to the benefit of the principal (Royer, 1999). 

The separation of agent and principal can create different incentives for parties. The 

principal is looking for a contract with the agent that will maximize his expected utility, but, 

the agent may operate the business according to his objectives at the expense of the principal. 

This means that sometimes the agent’s actions cannot be observed by the principal (Royer, 

1999; Sykuta and Chaddad, 1999).  
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Thus, agency theory is very relevant to the institutional structure of the current study of 

the vegetable marketing organization as a corporation since the agent (the growers) may not 

act in the best interests of the principal. The important point is how we study the PFFC case in 

terms of coordination. As a matter of fact, there are two types of coordination; horizontal 

coordination between growers (as agents) to establish the PFFC (as principal) and, vertical 

coordination between PFFC (as agent) and TGP (as principal). Since the board of PFFC are 

also members of the corporation and they are affected by the results of their decision, there 

would not be too many incentives to cheat each other in the collective action. Hence, the current 

research studies the vertical relationship between TGP and PFFC in terms of the principal-

agent problem. As mentioned, the associated problem with asymmetry information is adverse 

selection and moral hazard which enable the agent to act opportunistically against the principal. 

Adverse selection is the ex-ante costs that arise from hidden information and is the result 

of “pre-contractual opportunism” where one party has private information before entering into 

a contract (Milgrom and Roberts, 1992). Agricultural markets are mainly subject to 

perishability problems and there is imperfect information about product quality (Dimitri and 

Lichtenberg, 2002). The quality, however, is unknown to buyers before purchasing. Hence, 

farmers know the quality and can hide information about their commodities and costs of 

production when negotiating contracts. In other words, they have better information than the 

buyer about the perishable supplies and can ask for higher payments by claiming higher costs 

than they actually incur (Wang and Lu, 2012). In addition, adverse selection can be caused by 

the low-quality producers’ tendency to push high-quality producers out from the market if 

quality is unobservable (Stiglitz and Weiss, 1981). On the other hand, if products are sorted by 

quality (such as TGP’s quality standards), then this will mitigate the adverse selection problem.  
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Hendrikse and Bijman (2001) find a presence of adverse selection in a heterogeneous 

growers’ association which means the high quality growers have an incentive to underinvest 

and thereby will leave the heterogeneous growers’ association and form a homogeneous 

growers’ association. This new association consists of only high quality growers in order to 

escape the quality misrepresentation of a heterogeneous growers’ association. They 

characterize a model which emphasizes the trade-off between self-selection and countervailing 

power, and show that heterogeneous growers’ associations disappoint high quality growers 

because of the uniform treatment of members’ policy, although they are strong in terms of 

countervailing power of the growers collectively. The opposite result arises for homogeneous 

growers’ associations.  

Bijman (2005) also shows that there is a positive correlation between the homogeneity of 

the members and the success of a cooperative. If the amount of output and their quality is 

similar, then growers are homogeneous. When the members are homogeneous, decision 

making will be easier. For instance, negotiation among different type of members would be 

difficult. Alternatively, they would not be willing to distribute the profits equally rather than 

according to the size of production that have been marketed. If growers are heterogeneous, this 

might lead to an adverse selection problem which increases transaction costs and there is need 

to pre-screen potential members to reduce this problem. In case of PFFC, the open membership 

policy might lead to increases in heterogeneity. In addition, members may vary according to 

their size, knowledge, and their goals. Hence, this heterogeneity could cause conflict of 

interests among members and principal-agent problem in horizontal coordination.   

For the purposes of this thesis, adverse selection might also happen for the PFFC’s 

situation since the PFFC as agent makes an agreement every year before the cropping season. 

In general, the quality in vegetable production is only observable by one party at any moment 
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and the quality naturally declines over time, then the quality of delivered products would be 

lower than on farm quality. Delivering high quality fresh vegetables from the farm to the 

consumer includes several steps. Growers harvest the vegetables and sell to TGP through 

PFFC. TGP transports the product from the distribution centre to coop stores for sale in the 

retail market. Since vegetables are highly perishable, quality might change over time and 

coordination among stages along the vertical chain is critical. However, the existence of a 

quality differentiation system for the vegetables would ease this problem. 

3.4.3 Moral hazard 

In contrast to adverse selection, moral hazard arises after a contract is negotiated (Royer, 

1999). Holmstrom (1979, p. 89) states that the moral hazard problem occurs when individuals 

engage in risk sharing under conditions that their private actions affect the probability 

distribution of the outcomes. According to Holmstrom (1979), if a principal compensates those 

agent’s efforts which are not observable for him, and the outcome of the agent's efforts cannot 

be perfectly measured, then no one can verify the value of the agent's actions, and, these 

unobservable actions may not be mentioned in the contract. Hence, the supplier as agent can 

make a higher profit by reducing effort, or e.g. substituting lower quality materials if the buyer 

(principal) cannot perfectly monitor his activity (Hart and Moore, 1988).  

In the case of vegetable production, the grower decides how much effort is exerted to 

deliver high quality vegetables to the new organization. Required efforts to increase quality 

may include buying cleaning equipment, hiring labour to spend more time in harvesting and 

grading, renewing cold storage and transportation facilities. It is clear that these efforts are 

costly. The wholesaler must also exert effort to maintain vegetable quality which is a cost. TGP 

desires PFFC to provide safe and high quality vegetables for a premium price. The buyer, 

however, does not observe the efforts of the members since these efforts are exerted in remote 



47 

 

locations. Hence, in the case of low quality vegetables, it is difficult to determine if the product 

has low intrinsic quality or the grower exerted a low level of effort to maintain quality. Also, 

the intrinsic vegetable quality characteristics are difficult to observe and only extrinsic ones are 

easily observable. It means, for the most part, that only final consumers are able to experience 

the true quality. Hence, this unobservable quality makes the coordination process more 

complicated. This problem can lead to a moral hazard problem for PFFC (as agent) and TGP 

(as principal) which could lead to a reduction in quality. In addition, a dishonest grower may 

claim that he put in sufficient effort. This asymmetric information about quality causes the 

moral hazard problem and growers would lose some incentive to deliver safe food and make 

investments in maintaining or enhancing quality. Moreover, the buyer’s willingness to pay 

would be affected. The discussion above leads to the following proposition about the 

asymmetric information problem: quality measurement, such as a credible sorting by quality 

system, plays a role in reducing this moral hazard problem. 

Proposition 2 says that: there is always some different level of information in terms of 

quality and effort in the marketplace which could mean a higher degree of information 

asymmetry between the parties and this will affect the level of trust among parties and potential 

for adverse selection and moral hazard problems. 

Hueth et al. (1999, 2002 and 2003) consider evidence regarding the relationship between 

the moral hazard problem and contract design in the fruit and vegetable industry in their 

research. They develop a model on contracting that takes into account the informational 

asymmetries. Hueth et al. (1999) show a positive correlation between incentive provisions in 

contracts related to quality and monitoring between growers and handlers. They conclude that 

a set of incentive instruments including grading products and making payment contingent on 

quality can reduce the moral hazard problem through risk sharing adjustments. In later studies, 
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Hueth et al. (2002 and 2004) emphasize that monitoring is an effective method to solve or 

reduce the moral hazard problem. 

Ge (2012) studies the existence of the moral hazard problem for parties in wheat 

production and possible ways to mitigate it by using a game theory model. Ge (2012) shows 

that moral hazard might arise due to several reasons such as uncertainty regarding quantity and 

quality of farm output, the measurement problem, the relationships among parties in the 

contract, and the unobservable actions of growers. Thus, the development of rapid and 

affordable variety identification technology can overcome the misrepresentation problem of 

wheat quality. Ge (2012) suggests a grain handling system with a functional traceability 

mechanism. He believes that the advantages of traceability can be used to reduce contamination 

losses. Further, the information obtained through traceability can be used for optimizing future 

testing and reduces those moral hazard problems inherent in risk control behaviours. 

One of the discussed incentives for vertical coordination is market imperfections which 

could decrease welfare. Imperfect competition raises incentives for imperfectly competitive 

firms to coordinate with the buyers.  In the following section imperfect competition 

(monopolistic competition) is discussed as an aspect of the vegetable industry in Saskatchewan.  

To explain monopolistic competition and see if it can explain PFFC’s actions, two scenarios 

are developed as producers participate in collective action and achieve higher prices compared 

to dealing with a large retailer individually. In this scenario, the individual firm can move from 

the spot market to selling to supermarkets through collective action, then, they can achieve 

higher output and price compared to individual supply to a supermarket. The second scenario 

considers that although growers get a lower price in joining collective action, they expand their 

business through supplying a higher volume and utilizing economies of scale. In other words, 
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members accept lower prices due to the economies of scale as their volumes increase through 

joint marketing. These scenarios are discussed in the next section. 

3.5 A model of Monopolistic Competition for Vegetable Marketing 

In general, industrial structures differ in terms of the nature of the product, ease of entry into 

the industry, number of suppliers, and the nature of competition between suppliers. Economists 

have distinguished four types of market structures according to the number and nature of 

competition among suppliers; perfect competition, monopoly, oligopoly, and monopolistic 

competition18 (Baumol et al., 1994; Sayre and Morris, 1999; Ragan and Lipsey, 2005). Perfect 

competition is a circumstance where there are a numerous of sellers and buyers of a product, 

there are no barriers to entry, and any single seller has no form of control in the market. In 

perfect competition the output of firms is homogeneous among competitors. In 1933 Edward 

H. Chamberlin and Joan Robinson (almost simultaneously) published theories on 

“monopolistic” and “imperfect competition”. As of now, the use of “imperfect competition” is 

more general, it involves all market structures that lie between perfect competition and 

monopoly (Ragan and Lipsey, 2005) 

                                                           
18 Perfect competition is characterized by many buyers and sellers, many products that are similar in nature and, 
as a result, many substitutes. Perfect competition means there are few, if any, barriers to entry for new companies, 
and prices are determined by supply and demand. The ability of a firm to sell its product is not affected by the 
behavior of any other firm. It is characterized by numerous participants, a homogeneous commodity, free entry 
and exit, perfect information and zero economic profit in the long run (Baumol et al., 1994; Sayre and Morris, 
1999).  
 
A monopoly is a market structure in which the output is produced and sold by only one producer/seller in the 
entire industry. Monopoly is characterized by one producer who exercises market power to maximize its profit 
and many customers, no economic competition and no close substitute goods (Baumol et al., 1994; Sayre and 
Morris, 1999). 
 
In an oligopoly, there are only a few firms. This select group of firms has control over the price and, the industry 
has high barriers to entry. In an oligopolistic industry, firms keep their eyes on the actions of their rivals. 
  
A monopolistically competitive market is similar to perfect competition in containing many buyers and sellers, 
and few barriers of entry and exit. In a monopolistically competitive market, however, goods are not identical, 
there is a high degree of product differentiation. Also, firms in this market have some power in setting price 
(Ragan and Lipsey, 2005).  
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Monopolistic competition is a market structure similar to perfect competition in that there 

is strong price competition among a large number of firms. A monopolistically competitive 

market is characterized by: a large number of buyers and sellers, no one of which can influence 

the market (Maddala and Miller, 1989), relatively free entry and exit from the market and some 

degree of product differentiation (Saccomandi and Van Der Ploeg, 1998). 

In monopolistic competition each firm has only a small market share because of the presence 

of a large number of firms in the industry. The entry and exit conditions in a monopolistically 

competitive market are similar to a purely competitive market. Entry and exit are relatively 

easy. Firms are assumed to maximize profit. The sellers in these markets sell products that are 

closely related, but not identical. The products have features that differentiate them from the 

competition. The degree of differentiation depends on the type of product. Given product 

differentiation, monopolistically competitive firms have downward sloping demand curves, 

whereas perfectly competitive firms have perfectly elastic demand curves at the current market 

price. Firms are able to compete in three areas in terms of product differentiation: quality, price, 

and marketing. Quality involves design, reliability, and service (Jang and Olson, 2010). Firms 

make efforts to render their own product different or differentiated in comparison to their rivals’ 

products in terms of quality, commercialization process and the type of advertising required to 

sell it. Individual firms in a monopolistically competitive industry enjoy a ‘market niche’. Thus, 

each firm is not able to influence the price of its differentiated product due to their limited 

market power. Given that the firm has a downward sloping demand curve, its marginal revenue 

curve is a downward sloping line that lies beneath the demand curve. In the short run, the 

equilibrium of the monopolistically competitive market will be reached in the same way as in 

a monopoly: at the point where the marginal cost equals marginal revenue (MR), i.e. profit 

maximization (Pindyck and Rubinfeld, 2001).  
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Figure 3.4 shows the demand, marginal revenue, marginal cost, and average cost curves 

of a monopolistically competitive firm. The firm competes with several other similar firms in 

the industry where entry and exit are relatively easy. As Q is the produced quantity (MR = 

MC), P is price. As AC is tangent to the demand curve at point A, P = AC and the firm earns 

normal profit. However, a firm might incur an economic loss in the short run. If the average 

total cost is above the market price, then the firm will incur losses. This loss will be equal to 

the average total cost minus the market price multiplied by the quantity of production. On 

average they make normal profit over the years otherwise they would exit the industry (Ragan 

and Lipsey, 2005).  

There is no guarantee of long-run economic profits due to the free entry of new firms. Over 

the longer term and under the hypothesis of free entry, if the representative firm earns 

supernormal profit, more firms enter, the demand curve of the individual firm shifts to the left, 

so that the market for that product will shrink until profit has been eliminated. The quantity 

each firm supplies also declines. Firms will keep entering with long-run equilibrium reached 

where average cost is tangent to the demand curve and price equals average cost19.  As price is 

equal to average cost, at this point no supernormal (economic) profit remains (Baumol et al., 

1994). The demand curve slopes down for firms.  Each demand curve is unique to the individual 

firm. As a result, price is not the same for each firm. At this point, since profits are normal, 

there is no incentive to enter or exit from the industry and equilibrium is established.  

 

 

                                                           
19 The profit maximizing quantity as always chosen at the point where MR=MC. 
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Figure 3.4  Short-Run Equilibrium in Monopolistic Competition 
Source: Author 

 

As mentioned above, in monopolistic competition in the short run, firms set prices and 

quantity to maximize profit. Profits are calculated as (price minus average total cost) times the 

quantity (as shown in Figure 3.5 the rectangle CPAB). The firm can raise its price above its 

competitors’ prices and make profit and still be able to sell its differentiated product. However, 

if it raises its prices too high, the quantity it sells could fall dramatically due to the existence of 

close substitutes. When competing firms in an industry make profits, other firms are given a 

signal to enter the market. As a result, each existing firm loses some of its market share. The 

demand for each firm for its product decreases and the demand curve for its product shifts 

leftward because consumers have more products to choose from. The decrease in demand 

reduces the quantity to the point that MR = MC and lowers the maximum price in can charge 

to sell this quantity. More firms will continue to enter the industry and as a result price and 

quantity fall with firm entry until the average total cost curve is tangent to the demand curve 

and P = AC and firms earn zero economic profit. However, if there are too many firms in the 

market, then firms will start to incur costs which induce firms to exit the market, and 

the demand curve shifts to the right. When the firms are making losses and exiting, there will 
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be fewer products to choose from. Consequently, the remaining firms see increasing demand, 

meaning rising sales. Eventually they will return to a normal profit position. Hence, as the 

process of free-entry and free-exit continues, the long-run equilibrium for monopolistic 

competition will level out the market price to the average cost, at the quantity where marginal 

revenue equals marginal cost and there is no incentive to enter or exit the market (William Kerr 

notes, 2013). 

 

 

 

 

 

 

 

 
 

Figure 3.5 Short-Run Equilibrium in Monopolistic Competition for one Firm 
Source: Author 

 

These economic profits in a monopolistically competitive industry will induce the entry 

of new firms in the long run. By entering the new firms, the firm’s demand curve D and 

marginal revenue curve MR will shift to the left, to D’ and MR’ (Fig 3.6). Eventually, this shift 

goes to a point at zero economic profit, where D’ is tangent to the average total cost curve ATC 

(in the Figure) (point A) and price equals average cost. The long-run equilibrium solution is 

the Q’ units of output at the price level of P’. The firm does not sell products anymore 

above average cost and cannot make an economic profit. 
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Figure 3.6 One firm in Monopolisic Competition  
Source: Author 

 

Figure 3.7 compares three separate firms in a monopolistically competitive market. As 

previously mentioned, the model of monopolistic competition assumes the existence of a large 

number of firms and easy entry and exit. Besides, product differentiation gives firms some 

degree of market power or ability to engage in price setting. Hence, they are able to set different 

prices due to the differentiation among them. However, this pricing power is quite limited due 

to the availability of close substitutes.  Given the heterogeneity among products, there are 

opportunities for consumers (who are heterogeneous regarding income, experience, geographic 

location, loyalty, risk attitude, age, etc) to buy differentiated products (Iliopoulos and Cook, 

1999).  
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Figure 3.7 Long-Run Equilibrium in Monopolistic Competition (P1 ≠ P2 ≠ P3) 
Source: Author 

 

In terms of the vegetable industry in Saskatchewan, markets are characterized to a degree 

by monopolistic competition with numerous differentiated products under various brands, 

some from out of province. Producers market individually at sales points such as farmers 

markets, roadside stands, etc. These sales points lie outside of the formal supply chains which 

supply the few large retailers. Further, the perishable nature of vegetables, together with 

asymmetric information and high transaction costs, are characteristic of this industry. As a 

result, in the vegetable industry, there is a high risk of enterprise failure (Narrod et al., 2009).  

Vegetable demand has been expanding due to urban expansion and changing consumer 

tastes. The majority of vegetable growers are smallholders who are selling fresh, but somehow 

differentiated vegetables in terms of quality. Given the competition among the local and foreign 

suppliers, the challenge for the local Saskatchewan industry is to differentiate its product from 

vegetables marketed by other suppliers. When the vegetables are ready to be sold, farmers have 

some choices where to sell their produce; including: taking the product to the local traditional 

spot market, selling directly to the retailers or wholesalers, or become involved in collective 

marketing action. Each retail outlet has different systems for collecting, storing and paying for 

the goods they receive.  
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3.5.1 Derived demand for firms 

To explain the potential advantage of collective action, understanding what retailers will 

be willing to pay sellers is important. Supermarkets will have a derived demand for vegetables.  

Given the demand function at the retail level, this is the overall basis for the derived 

demand for the product at the growers’ level. The supermarket demand for the product shows 

the maximum price that consumers are willing to pay for different quantities. The 

supermarket’s demand depends on how much product the retailer can sell to the consumer. The 

producer’s demand is derived from the primary consumer demand faced by the supermarket. 

The farm level derived demand for products reveals the maximum price that the supermarket 

is willing to pay for commodities. The upward sloping supply curve of the product at the 

supermarket or retailer level is the sum of the marginal cost curves of producers. The 

supermarket retail price is set by the intersection of the derived demand of the supermarket and 

the supply curve of producers. This relationship is described in Figure 3.8. DConsumer demand 

shows retail demand from the final consumers for the products, and DD expresses the derived 

demand from retailers under a competitive industrial structure. 

 

 

 

 

 

 

 

Figure 3.8 The demand and supply market curves  
Source: Author 
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Figure 3.9 shows that one firm might not be able to deal with the supermarket without 

collective action because of the low price and low quantity along with high cost of production. 

As Figure 3.9 shows Psm (the farm price in Figure 3.8), the price that the supermarket pays to 

individual firms in a monopolistically competitive market is too low for firms to make profits, 

Psm < AC’ at Qsm. If Psm could be raised to Psm’ (or above) – possibly through collective action 

– then the firm would produce Qsm’’ and make normal profit (or economic profit). For example 

if the supermarket was willing to pay Psm’’ then the producer would make a supernormal profit 

equal to (Psm” − AC) × Qsm”. The crucial question, hence, becomes, can collective action induce 

supermarkets to raise their price to Psm’ or above (William Kerr notes, 2013). 

 

 

 

 

 

 

 

 

 
 

Figure 3.9 One firm dealing with a big supermarket (no collective action)  
Source: Author 
 

Markelova et al. (2009) argue that collective action among farmers would be instrumental 

in improving incomes of firms in monopolistically competitive industries since farmer 

organizations can help to gain bargaining power and extract better terms of trade from 

purchasers. Through this collective action, small producers can reduce their costs to access 

markets and promote market integration, at both the local and regional levels (Barrett, 2008). 
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3.5.2 Collective actions in monopolistically competitive markets: 

This section focuses on the monopolistically competitive industrial structure as the 

theoretical basis for marketing differentiated agricultural products. Agricultural markets have 

characteristics (for instance, the bulky and perishable nature of products when they are 

marketed as fresh produce, specialization of processors’ needs for agricultural products, etc.) 

which are conducive to monopolistic competition. Monopolistic competition in agricultural 

markets is an often observed phenomenon (Sexton, 1990, Deininger, 1995., Osborne 2005).  

Moreover, the rise of supermarkets and the subsequent specialized distribution centres are 

a challenge for small producers (Hu et al., 2004). They may, for example, have difficulty in 

dealing with the private standards of major buyers. According to Masten (2000), entering into 

a contract with a big retailer is more complex for individuals due to the lack of information and 

the high transaction costs involved in obtaining the necessary information to make a correct 

decision. Small producers also have limited abilities to process all available information due to 

bounded rationality20. Further, retailers always seek ways to reduce their costs. In general, they 

would incur higher transaction costs (including information required for screening the 

reliability of all smallholders, negotiations to write multiple contracts, monitoring food quality, 

safety and security to maintain consumer trust, enforcement standards, traceability, and 

labelling requirement costs) when dealing with numerous small producers relative to a few 

large growers. Therefore, supermarkets usually prefer to work with large volume producers or 

farmers in groups instead of handling a number of individuals since it provides sufficient 

volumes of produce at lower transaction costs.  

The World Bank (2002, p. 4) explains how market institutions overcome the effects of 

such market imperfections in agricultural product markets.  

“It indicates that collective action provides multiple functions to markets; they transmit 
information, mediate transactions, facilitate the transfer and enforcement of property 

                                                           
20 Explained in section 3.3 
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rights and contracts, and manage the degree of competition to promote coordination of 
market functions, reduce transaction costs, enhance opportunities for the poor in markets 
and to facilitate a continual transition to a higher level equilibrium” (World Bank, 2002). 

Numerous studies have investigated collective action in monopolistically competitive 

agricultural markets (e.g., Azzam, 1996; Cook and Chaddad, 2004; Hueth and Marcoul, 2003; 

Markelova et al., 2009; Valentinov, 2009; Milford, 2012). They all show that farmer 

organizations such as cooperatives and similar forms of collective action are ways to reduce 

high transaction costs.  

Sexton (1990) shows that farmer collective action can affect monopolistically competitive 

markets. Hence, farmers may have an incentive to act collectively and cooperate in a marketing 

organization to garner a higher degree of market power in their relationships with large 

purchasers and thereby exert some power over price and output (Deininger, 1995).  

 In the literature, it is also argued that agricultural producers believed that imperfectly 

structured markets lead to opportunistic behaviour as an economic consequence of market 

power. Therefore, collective action may provide farmers an opportunity to share risk and 

control managerial decision-making for their direct benefit. The marketing organization as a 

collective action can be seen as horizontally or vertically integrated firms, where the small units 

(the growers) enter into a contract with the large unit (the wholesaler/processor) (Tennbakk, 

1996). The collective action approach is based on ideas taken from New Institutional 

Economics (NIE) (Cook and Iliopoulos, 2000). Studies also consider collective action as a 

possible way to increase competition among buyers; thereby contributing to a better standard 

of living for producers (Sexton 1990; Page and Slater 2003). This activity could offer higher 

prices for both members and non-members and push the market towards more competitive 

pricing.  
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In the previous section, a model of how an individual firm deals with a monopolistic 

competitive market was derived. In order to explain the farmers’ choices (collective action or 

spot market), the study should attempt to compare the main elements of transaction costs and 

consider the differences. Coase (1992) believes that the first principle in choosing the right 

transaction structure is that the transaction costs are to be lower. Hence, the choice for farmers 

in dealing with any structure depends to a considerable degree on their transaction costs. In 

joining a new organization of growers, they should approach it as a way to reduce transaction 

costs. When farmers deal collectively with demand from the retail market, they should ask: 

What advantages does collective action bring to them relative to individual action? 

If farmers take advantage of collective action, do they increase their profits relative to 

marketing as individual firms? 

Figure 3.10 represents the effects of collective action on market demand and transactions. 

The model shows how the individual firm can move from the spot market in the industry (e.g. 

in our case the vegetable industry) to selling to supermarkets through collective action. The 

consumer demand curve for the vegetable industry which is faced by the supermarket is shown 

as DS. The individual firm is able to achieve sales levels that are defined by a supermarket’s 

derived demand curve, D, without any collective action. In these conditions, the supermarket 

offers a very low price for the product to individual growers which represents the willingness 

to pay directly to growers by the supermarket in order to acquire vegetables (see Figure 3.8 

above).  The derived demand arises from the supermarket subtracting its costs, including any 

profit, from the price it charges in the consumer market. 

As mentioned previously, one of the major effects of collective action is to decrease the 

transaction costs faced by the supermarket in acquiring a unit of product.  That is, the 

organization could verify the quality of vegetables and schedule the delivery time of products, 
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hence reducing the supermarket’s information costs such as the costs of screening and assuring 

the quality of the product. Figure 3.10 illustrates the effect of introducing the new organization 

as a shift up in the derived demand for vegetables from D to D’ or the derived demand minus 

the transactions costs. The reduced transactions costs for the supermarket are illustrated by the 

gap between the derived demand curve before and after collective action. Thus, an important 

result of collective action could be an effective means to decrease the transaction costs of the 

supermarket and an increase in the derived demand for vegetables. 

The effect on price depends on the shift in derived demand. As a result of organized 

collective action, the derived demand for vegetables increases, ceteris paribus, which leads to 

a higher price. It could mean a rise in price from Psm to Psm’ (or Psm’’) in Figure 3.9. According 

to Figure 3.10, the presence of collective action will lead to higher prices being offered by big 

retailers. On the other hand, by entering into a contractual relationship and reducing the 

supermarket’s transaction costs, growers themselves incur new extra costs. Hence, there will 

be two possible results in joining a collective action: 

• The reduction in total cost for the supermarket is greater than increasing costs for 

farmers resulting in improved returns for the farmers,  

Or 

• The reduction in total cost for the supermarket is less than the increase in costs for 

farmers and returns for farmers would be less.  

Of course, the real question is whether the rise in prices paid for products, net of increased 

producers’ costs, is sufficient to increase the profits of producers relative to them individually 

marketing under monopolistic competition. Consequently, this question remains: how do the 

growers evaluate these different choices and make a final decision? 
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Figure 3.10 Effects of joining collection action 
Source: Author 

 

Figure 3.11 illustrates one firm’s status in the market after it enters the marketing 

organization and receives the contract price. As the graph shows, joining the new organization 

and selling to the supermarket will shift the firm’s average total costs (AC) up. In the case 

shown in Figure 3.11, the price received from the supermarket is sufficiently high for the firm 

to make supernormal profit in spite of the fact that its costs have increased from AC no supermarket 

to AC selling to supermarket. Note the demand curve for the firm would be perfectly elastic as it is 

selling a homogeneous product to the supermarket through the organization.  
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Figure 3.11 one firm incurs extra cost in joining collection action  
Source: Author 
 

 

Prior to collective action, the supermarket derived demand is “Derived demand No collective 

action” and supply equals “Derived demand No collective action” at Q1 in Figure 3.12. The price which 

the supermarket is willing to pay farmers is Psm. At Psm each firm would produce Q1. At Q1, 

Psm is less than AC and the producers would not wish to sell to the supermarket.  The 

supermarket derived demand curve which resulted from collective action is also shown in 

Figure 3.12.  Total output demanded at a determined price when firms join the new organization 

is Q2. The sales of each firm depends on their marginal cost curve (Psm’ = MC). For a given 

collective action, production costs of each firm shift up at the same time as the supermarket’s 

transaction costs are reduced. Shifting the cost curve up leaves producers getting a higher price, 

Psm’ > Psm, but also incurring higher total costs to market their produce. In the case shown (in 

Figure 3.12) both firms are making super normal profits (the desired outcome from collective 

action). 
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Figure 3.12 firms costs in joining collective action  
Source: Author 
 

3.5.3 Compare returns from monopolistically competition with returns from collective 

action 

In order to shed light on the subjects discussed above, two market choices (monopolistic 

competition vs. collective action) are compared in Figure 3.13. Figure 3.13 shows the demand 

for the product in the supermarket and two separate representative firms which produce 

differentiated commodities through different cost levels and sell them in slightly different 

markets. Therefore, growers receive different prices and make normal profit in equilibrium. 

Each firm’s graph contains the derived demand, average and marginal cost curves needed to 

analyze transferring to collective action. As mentioned before, the supermarket’s supply of the 

good comes from aggregation of the individual marginal cost incurred by the growers.  

Under monopolistic competition without collective action, producers cannot influence the 

market price and receive a different price for their differentiated good (PM1 and PM2) producing 

where marginal revenue equals marginal cost Qm1, and Qm2 and the firms make normal profit, 

Pm1 = AC; Pm2 = AC.  

Figure 3.13 also presents in graphical form the effects of joining a new marketing 

organization. In other words, it shows entering into contract with a big retailer and supplying 

through collective action. Note that the outcome includes higher output and price compared to 
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individual supply to a supermarket. When monopolistic competition characterizes the market 

and growers sell produce individually to a supermarket, they would be paid at a low price, Psm. 

Consequently, farmers may have incentives to engage in collective action and supply their 

products jointly to supermarkets. In this way, collective action at the producing level decreases 

supermarket transaction costs including information, monitoring, negotiation etc., thereby the 

supermarket’s derived demand curve will be shifted up. Entry to collective action will also shift 

the firms’ average cost up as they incur extra marketing costs in satisfying the supermarket’s 

requirements. 

After joining together to engage in collective action, the average cost of firms will rise, 

from ACNo supemarket to AC’. There are two possible outcomes. One leads to a failure of the new 

organization (the rise in unit price is not as much as the rise in unit cost); shifting up the derived 

demand curve is not sufficient– the case for firm 2, as the average cost curves shift more than 

the new price, or combination of the two. Hence, successful collective action depends on the 

potential that collective action is able to improve the expected price sufficiently to offset the 

rise in costs.  

 

 

 

 

 

 

 

Figure 3.13 comparing monopolistic competition with collective action 
Source: Author 
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In Figure 3.13 firm 1 has achieved success in joining the organization, PCA > AC’ at QCA. 

On the other hand, firm 2 would be better off not joining the collective action, AC’ > PCA at 

QCA, so a loss is made.   

3.5.4 The potential for economies of scale 

In Saskatchewan, most vegetable growers have been selling individually to local farmers’ 

markets. The majority of them take products immediately after harvest. The quality of product 

is usually high, but the volume is low. The vegetable growers involved in PFFC felt they could 

increase their volume of vegetables substantially and increase their profits even if the prices 

selling to a retailer were significantly lower. 

The cost per unit, or average cost (AC) is the main subject of economies of scale. It means 

the unit cost will decrease when the number of units produced increases. It is a long run 

phenomenon where plant and equipment are not considered fixed (as in the short run). Thus, 

the producer can build the optimum size of operation given the expected market size. Figure 

3.14 shows options available to an individual grower if economies of scale exist. The left most 

set of curves reflects the short run average costs of production for a specific grower (AC) if the 

expected market is Q. As Q is too small a market to achieve any economies of scale, the optimal 

size of operation has a cost structure which is relatively high.  

The concept of economies of scale explains the production process and how the firm can 

enjoy a decreased short run average cost (per unit cost) in the long run when its scale is 

increased. The production function displays increasing economies of scale if the short run 

average cost decreases as output per unit increases. As Figure 3.14 shows, AC’ < AC and AC’’ 

< AC’ (these AC, AC’ and AC’’ are all short run average cost curves). Only if the expected 

market size is Q’’, can an operation with short run cost equal to AC’’ be justified. For example, 

if larger sales volumes could be sold to a buyer, such as a supermarket, then the investment 
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required to realize a cost structure such as AC” can be justified. As can be seen from Figure 

3.14, if the size of operation giving short run AC” were used to produce only Q, the cost would 

be at point A. Point B on short run cost curve AC is less than point A on short run AC”- the 

unit cost at B is less than the unit cost at A.  

 

 

 

 

 

 

 

        Figure 3.14 The effects of economies of scale on individual firm 
 

As mentioned, a grower joins a collective action with the objective of higher sales and, 

thereby generating more profit. The cost function could be a place to begin the discussion of 
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action, each grower sells products in the spot market which is monopolistically competitive at 

Pm in Figure 3.15. At Pm and Qm, they make normal profit (Pm = AC at Qm). An individual 

grower compared to being in a collective group has a high unit cost of production due to the 

difficulty it may encounter in obtaining credit, getting information, marketing costs, etc. The 

short run average cost curve (AC) shown in Figure 3.15 reflects the costs one grower can 

achieve without collective action. As shown, however, shifting to collective action allows them 

to gain economies of scale and have an operation with short run average cost curve AC’. 
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An important motivation for a grower to join this collective action is related to their ability 

to pool production. New collective action provides a way for farmers to join together in an 

organization and they can obtain a better outcome (higher volume) than by going it alone. This 

is because the expected market increases from Qm to Qsm allowing economies of scale to be 

realized.  

If growers sell their products to supermarkets through collective action, they would make 

new investments and average costs per unit would go down while production goes up as Q 

increases from Qm to Qsm, the average cost curve moves from AC to AC’. The equilibrium point 

is where the supermarket price, Psm = MC” and as Psm > AC” at Q sold, the producer makes a 

supernormal profit.  However, they get a lower price through collective action, Psm < Pm, but, 

unit cost of production declines more than the price due to economies of scale.  

In the case of fresh vegetables in Saskatchewan, members of the organization may be 

willing to accept lower prices due to the economies of scale as their volumes increase through 

joint marketing. In other words, the declining costs arising from economies of scale. This 

allows members to make new investments to increase output as the market expands. Lower 

costs based on economies of scale allow producers to accept a lower price. If Psm were offered 

for Qm, farmers could not accept it. The new organization can pool resources such as access to 

special equipment and transportation services, thereby, allowing each farmer to increase 

output. The related proposition for the new marketing organization would be: 

Proposition 3 states that marketing fresh vegetables through new collective action is more 

economically sustainable than selling in traditional markets. 
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Figure 3.15 Supply to spot market versus collective action in dealing with a large retailer 

3.6 Summary 

In this chapter the analytical framework of this study has been developed. The chapter 

started with a discussion of perspectives on New Institutional Economics. The NIE literature 

keeps the basic assumptions of neoclassical economics such as scarcity and competition, but 

relaxes others such as inherent rationality and perfect information. Within NIE, the two 

economic models of vertical coordination (Transaction Cost Economics (TCE) and Agency 

Theory) were provided. These theories determine factors influencing the producers/suppliers’ 

participation in an agreement and how they are able to supply the retail market by coordination 

through solving asymmetric information problems. In other words, the Transaction Cost 

Economics and Agency Theory approaches were applied to analyze the challenges of a new 

organization and its vertical coordination with the buyer in the case study. 

Then, the three main characteristics of transactions that determine transaction costs – asset 

specificity, frequency and uncertainty – were presented in detail. In TCE, asset specificity is 

the most important characteristic explaining vertical coordination, along with frequency and 
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uncertainty. Parties in an agreement deal with uncertainty due to transaction costs in contractual 

relationships such as the costs of searching for information, establishing market relationships 

and monitoring performance. When transaction costs are too high, in spite of potential gains, 

the transaction between buyers and sellers does not occur. Hence coordination might become 

a key factor to reduce transaction costs. Besides, it is argued that some factors in the agriculture 

sector e.g. perishable products (physical assets), and specificity of production, can influence 

vertical coordination. As the TCE literature shows, a producer organization can be an efficient 

structure in the presence of the hold-up problem, which is caused by increasing levels of asset 

specificity that may result in opportunistic behaviour by the principal. 

The principal-agent problem brings an additional dimension in entering a new agreement. 

There are two important information asymmetries in the design of contracts: hidden 

information and hidden action. Hidden information (adverse selection) arises when negotiating 

the contract. Hidden action (moral hazard), on the other hand, relates to ex post activities after 

making the contract. 

In agricultural products, there is often asymmetric information about the quality and the 

ability of suppliers to meet the buyer’s compliance demands. This ex ante uncertainty regarding 

quality results in an adverse selection problem (Akerlof, 1970). Therefore, rational buyers and 

producers anticipate the potential for opportunistic and inefficient ex ante behavior and enter 

into a contract to mitigate these potential costs. Contracting provides a degree of insurance 

against supply risk for agents in the agreement. On the other hand, contracts allow the principal 

to provide the agent with more precise product specifications. 

The theoretical model developed for this thesis starts with a discussion of several types of 

market structure. Then it explains collective action through market imperfections which can 

improve a grower’s competitive position in dealing with a large retailer.  
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The purpose of the study is to determine under what conditions such collective actions can 

contribute to enhancing the incomes of growers when dealing with a large retailer. A model is 

developed to explore how collective action affects supermarket transaction costs and a firm’s 

average costs. It is shown that the new organization incurs extra costs for growers joining the 

corporation. Joining in collective action increases the firm’s average costs as they must 

undertake activities to meet the requirements of supermarkets. Growers hope that selling their 

products to a large retailer results in higher commodity volume producing a better outcome 

than remaining independent monopolistically competitive firms.  On the other hand, when 

growers join a new organization, they are taking action against the market power the retailer 

could exercise in its dealing with them. Where produce is marketed as a fresh commodity such 

as fresh vegetables, downstream market power reduces the growers’ share of the marketed 

value. Collective action could be a strategy which increases economic returns in the vegetable 

market resulting in a more viable industry.  

To assess the propositions, a case study approach will be used (the elements of the case 

study are discussed in the following chapter). Thus, the conceptual framework developed in 

this chapter is used in chapter 4 to analyze a specific case study in the fresh vegetable industry 

in Saskatchewan with respect to the theories outlined and what happened in the collective 

action in dealing with a large retailer. Special attention will be placed on the potential and 

limitations of the farmer group. The role of the transaction costs associated with contractual 

uncertainty, which represent the costs of searching for information and in monitoring growers’ 

performance, will also be examined.  
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Chapter Four: Case Study Methodology and Results 

4.1 Introduction 

As outlined in previous chapters, the purpose of this thesis is to investigate the factors that 

can potentially hamper farmers’ participation in a new marketing organization and take 

advantage of the potential opportunities that collective action can provide. This chapter outlines 

the rationale for using a case study methodology to examine the propositions developed within 

the conceptual framework of this study. The purposes of this chapter are: 1) to examine the 

propositions listed in chapter three; 2) to explore the data to draw inferences regarding farmers’ 

participation in a new marketing organization that can be used to build on the framework 

presented in chapter three. The case study research method was chosen as the most appropriate 

way to answer these research questions. This chapter provides a description of the case study 

research strategy and data included in this study. Prior to introducing the case, the methodology 

for the case study and key principles for successful case study research and their 

implementation in the thesis are discussed.  

The case study methodology provides tools for the researcher to examine the propositions 

of this thesis. It is a form of qualitative descriptive research which can be used to analyze 

research questions in depth and it is used to look at individuals, a small group of participants, 

or a group as a whole. Qualitative research is a holistic approach, where individual cases can 

be considered an expression of a bigger reality (Richardson and Pierre, 2005). Researchers 

collect information about participants and direct observations of participants, interviews, 

reviews of written documents and tests. In accordance with pre-prepared questions, semi-

structured interviews were conducted with the value chain specialist who deals with the 

growers and the wholesaler. The case study is presented in detail including the introduction of 

the organization, information about the industry the participants were involved in, and the 

marketing agreement with the buyer. Following the description of the case, a case study 
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analysis is discussed in the context of the economic models of contractual relationships and 

proposed challenges of contracting, drawing upon transaction cost economics and agency 

theory. Data collection, interviewee selection processes and analysis were carefully planned in 

order to facilitate the achievement of the objectives set out for the research. An overview of the 

stages of data collection, the geographical scope of the study, and the selection of the sample 

is provided. Both qualitative and quantitative data were collected. Qualitative data is 

interpreted and descriptively presented. Eleven growers involved in PFFC were surveyed for 

the case study analysis.   

4.2 Case study research 

Verschuren and Doorewaard (1999, p. 3) characterize seven types of research, i.e., theory-

testing research, theory-developing research, problem-finding research, intervening-oriented 

research, design-oriented research, diagnostic research and evaluation research. Due to the fact 

that three propositions were developed from the theories regarding the new marketing 

organization and collective actions, the research is characterized as theory-testing research.  

The case study method is suitable for this investigation. 

Miles and Huberman (1984), Voss et al. (2002) and Yin (1994, 2003) argue that case study 

research tries to understand the dynamics in present time and is appropriate to test and clarify 

existing theory. The researcher can select a number of case studies to challenge and examine a 

priori assumptions and theories. Moreover, the researcher chooses this strategy due to the fact 

that situational factors have a direct effect on the studied phenomenon (Denscombe, 2003). It 

is an appropriate research method to study how-type and why-type research questions about a 

contemporary set of events and also if the researcher is interested in extending control over 

behavioural events. “The case study, like the experiment, does not represent a “sample,” and 

the investigator’s goal is to expand and generalize theories (analytic generalization) and not to 
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enumerate frequencies (statistical generalization)” (Yin, 1994, p. 9, 10). It is also suitable for 

obtaining an integrated picture of a single social phenomena or a single unit of analysis, such 

as an organization. Denscombe (2003) explains that the case study method is not similar to 

statistically-based studies, which search for quantifiable data. He believes that the case study 

method can deal with a small number of observations. It also studies research questions as they 

naturally occur without controls and offers new variables and questions for further research 

(Denscombe, 2003). The case study methodology examines the interacting relationships of 

variables in order to provide a complete understanding of an event or situation as much as 

possible. Finally, another reason that a case study is appropriate to answering the proposed 

questions is the limited time and resources that are available for this type of research 

(Verschuren and Doorewaard, 1999).  

Case study research can be classified into a single case study or multiple case studies. A 

single-case study is appropriate when only a single case can be feasibly studied and the case is 

special for some reason, such as the case is unique or has something special to reveal. When 

more than one case is available for research, a multiple-case study is useful. Multiple cases 

which can provide an experiment could be replicated to examine the validity of the conclusions 

and to strengthen the common themes that emerge.  

Yin (1989: 29) identifies five components of a case study research design: 

1) A study’s questions; 

2) Its propositions (hypotheses), if any; 

3) Its unit of analysis; 

4) The logic linking the data to the propositions; and 

5) The criteria for interpreting findings. 
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The starting point for case research is the research questions which can lead both to theory 

testing and more importantly to theory development since it can guide the collection of data 

(Miles and Huberman, 1994). Case study methodology is able to combine various data 

collection methods such as participant observation, archives, document analysis, 

questionnaires, interviews, Delphi processes, and physical artefacts. However, they do not all 

need to be used in every case study (Yin, 1994). One of the most important sources of case 

study information is interviews (Yin 1994). Physical artefacts tend to be collected during the 

observation period. Archives and documentation are important for most case studies along with 

surveys and interviews (Yin 1994). Besides, participant and direct observations are often used 

when the topic of interest is ongoing and not an historical event (Yin 1994). Yin (1994) believes 

that the strength of the case study approach is in its ability to examine a “full variety of evidence 

– documents, artefacts, interviews, and observations” (Yin, 2003, p. 8). Moreover, the power 

of case study research is the ability to use multiple methods within the data-collection process 

depending on the circumstances (Denscombe, 2003). On the other hand, some challenges might 

occur in conducting case study research: it is time consuming and needs skilled interviewers 

since the results of a case study can have a very high impact.  

The main research question explained in this research is “what determines growers’ 

participation in the new organization?’ or “why do growers enter the new agreement with The 

Grocery People (TGP)?”. In other words, it is actually a ‘why’-type question. This case study 

analyzes a single-case situation and the findings can be used to draw conclusions for similar 

scenarios. Determining why growers enter the new contract can assist in devising plans and 

strategies for organizations facing parallel situations. Interviews and a survey are appropriate 

means of collecting data to address the research question. With flexibility of questions and 

open-ended answers, semi-structured interviews provide an opportunity to gather qualitative 

and case-specific information that cannot be obtained by highly structured questionnaires. In 
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addition, the other reason this was appropriate is that there simply is not enough data for a 

statistical analysis, only a handful of growers and only examining one marketing channel. 

4.3 Data and interviews 

A survey/interview guide was designed to collect the relevant information. Accordingly, 

the survey design, sample population, administration, analysis and reporting all depend upon 

the objectives of the study (Fink, 2003). This study’s objectives have been developed in earlier 

chapters and are based on the theoretical and conceptual frameworks examined above. This 

investigation brought understanding of the key concepts and relevant issues for the new 

marketing organization.   

The data collection for the present study was carried out through distinct primary sources. 

Primary data collection through personal interviews which were undertaken with farmers 

forming the Prairie Fresh Food Corporation were an essential source of evidence and were a 

mixture of open-ended and focused interviews. The interview proved to be a key source of case 

study evidence. A structured interview asks specific questions to have a tight control over the 

answers and make it easy to analyze. In contrast, a semi-structured interview involves a list of 

questions along with open ended answers, so this allows representatives to elaborate on points 

of interests (Denscombe, 2003). In the current case study, a semi-structured interview was 

conducted to reveal the factors which influence the incentives of PFFC members in joining the 

organization. The interview (Appendix B) follows a set of questions to consider the 

organization’s performance in the new agreement and also analyze the factors influencing the 

members’ incentives to join or remain members of the marketing organization.   
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The early versions of the research design and the questionnaire guide were commented on 

by a value chain specialist21. This professional commented on the draft and based on the 

suggestions provided, the final interview template was prepared. The survey encompassed the 

factors that impede growers’ participation in the organization such as transaction costs and 

collective action. Using participant growers enabled clarification of the motivations, benefits 

and key success factors. The aim of the survey was to provide data on the transaction costs 

faced by the growers, the constraints faced by the growers that might convince them to enter 

the contract, and key success factors for growers that have been able to participate. Participants 

were asked the same set of questions and were welcome to comment outside these specific 

questions. This interview involved an intensive discussion on the subject, while simultaneously 

keeping the study objectives in focus.  

Each of the three propositions, as presented in chapter three, is tested by a set of questions. 

Some of them are open-ended questions which are expected to provide answers that can be 

used in the analysis of more than one proposition. The major problem with the data collection 

process was that some growers involved were not willing to release detailed information. A 

number of meetings, activities and conference calls during the same period were also attended.  

The personal interviews were carried out with growers during the period July - September 

2013. A total of 11 in-depth interviews were conducted with members that participated in the 

PFFC program. Data was analyzed using qualitative data analysis which involved the process 

of describing, classifying and connecting the situation within the answers as well as 

incorporating the comments made by the participants. Descriptive statistics are important to 

                                                           

21 Bryan Kosteroski is the value chain manager at the Agriculture Council of Saskatchewan. He has helped 16 
Saskatchewan vegetable growers to form the Prairie Fresh Food Corporation. 
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have a clear picture of the characteristics of the participants emerge. In this study, descriptive 

statistics such as median, standard deviation, percentages and frequency of occurrence were 

used to analyze the collected primary data. 

Prior to conducting the personal interviews, approval from the University of 

Saskatchewan’s Behavioural Ethics Committee was required. Approval of the study’s 

procedures for data collection, storage, and use as well as guidelines for respecting 

interviewee’s anonymity was granted on July 15 2013 and is included in Appendix A. 

4.4 Prairie Fresh Food Corporation 

The local production of vegetables in Saskatchewan is not sufficient to satisfy all the local 

demand and large retailers procure products, for the most part, from out of province even 

though many consumers prefer locally grown products. As mentioned, the Agriculture Council 

of Saskatchewan Inc. (ACS) is a member-based organization which endeavours to identify 

development challenges and opportunities common to the collaborating stakeholders, support 

and promote appropriate collaborative action, innovative approaches, options and partnerships 

for community development (The Agriculture Council of Saskatchewan Inc. Report, 2011).  

One of the programs promoted by the ACS is called the Prairie Fresh Food Corporation 

(PFFC). PFFC was incorporated in April, 2013 after a group of 16 vegetable producers decided 

to pool resources to fill market opportunities within the retail sector. For this purpose, 

Saskatchewan is divided into five pick zones; Outlook, Lumsden, Yorkton, Kindersley and 

Saskatoon.  The main purpose for establishing the organization was to help vegetable growers 

access large retail markets. Through the relationship that PFFC has with its buyer, The Grocery 

People (TGP), and their parent company Federated Coop Limited, the retailer has committed 

to promoting and developing the “Homegrown Saskatchewan” brand through flyers, television 

and social media. TGP provides PFFC with the required volumes and a guaranteed price well 
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before the planting season. This provides an opportunity for producers to expand and develop 

the infrastructure required such as vegetable storage facilities, so produce can be pooled. The 

group is looking at working together to fill the expected volumes and then expanding outside 

the province as they grow.  They will do this by increasing the acres grown by members, and 

by actively seeking out new producers and buyers. PFFC provides vegetables under the 

“Homegrown Saskatchewan” brand to the TGP warehouse for distribution to almost 75 Coop 

stores in Saskatchewan.  The Brand includes full nutritional information and is pitched as a 

premium product from a quality perspective.  The “Homegrown Saskatchewan” brand focuses 

on consumers in Saskatchewan wishing to buy a locally produced quality product.  

Members of the new organization are informed of delivery dates; the vegetables are sorted, 

washed, graded, and bagged on their sites and transported by means of their own vehicles under 

the supervision of PFFC to TGP. The organization itself has no machinery or land capacity 

connected with production. All members have their own land and assets for farming. The main 

aim of the corporation is to co-ordinate selling activities. In line with this main aim the 

corporation is endeavoring to establish secure markets for the long term. Members of the 

organization will develop strategies to ensure all requirements are met; packaging and 

transportation needs are established and met within each pick zone. 

All members of the organization maintain levels of compliance within the Canadian Food 

Inspection Agency grading program and also in compliance with the Retailer, Foodservice and 

Ingredient grading compliance requirements. Vegetables subject to these quality measurement 

requirements are expected to be of higher quality than non-graded vegetables. If 

noncompliance occurs the producer will jeopardize its member agreement within the 

organization. According to the organization rules, for one to become a member of the 

corporation, he or she must (i) be a member of the Saskatchewan Vegetable Growers 
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Association22 (SVGA), (ii) must pay up membership in accordance with the by-laws, (iii) must 

be committed to the organization, (iv) have CanadaGap Certification. CanadaGAP is a food 

safety program to help implement and maintain effective operations of production, storage, and 

packing of fresh fruits and vegetables. It has been developed by the horticultural industry and 

Canadian government officials. It consists of national food safety standards and a 

certification system. Producers, storage intermediaries, and packers are all interested in 

the certification system since they need to show to their clients that they are implementing food 

safety programs by applying the seven principles of the internationally-recognized HACCP 

(Hazard Analysis and Critical Control Point) approach (CANADAGAP, 2013).  

A member is also required to pay a shareholder fee. The shareholder fees are a onetime 

payment at the time of signing the member agreement. The PFFC develops a buyout clause for 

good standing members but they cannot go into direct competition with the established markets 

held by PFFC for a period of 36 months after withdrawing from the corporation.  

The organization has a constitution (or by-laws) which define the duties and 

responsibilities of all the office bearers. Each member must observe and respect the by-laws of 

the organization since its constitution acts as a guide for the corporation to operate as a business 

organization. The organization stipulates a maximum of seven members to serve as a board of 

directors. All directors have to be elected from the organization’s membership and they are 

responsible for controlling the business. Major decisions regarding the implementation of new 

businesses are made by the board of directors. The management of the organization includes 

the chairperson, two vice chairpersons, secretary, treasurer and two directors. The organization 

                                                           
22 The SVGA is a member of the Canadian Horticulture Council (CHC). The SVGA represents the interests of 
the vegetable industry in Saskatchewan. It also has taken the lead in introducing producers to the Canada Gap - 
On Farm Food Safety program in Saskatchewan (SVGA, 2013).  
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holds an annual general meeting where policy matters and other important issues are discussed 

(the PFFC report, 2013).  

The members of the organization work in collaboration in developing consistent 

production programs throughout the year for current grown vegetables in the province within 

the three category markets – Retail-Canadian Foodservice-Ingredient industry. For example, if 

two members grow onions then they would be determined as particular producers on onion 

production over the years due to their investment in equipment, etc. The organization tries to 

develop strategies of growth and sustaining existing and attraction of new clients in the market. 

It will then target vegetable producers within the established pick zones to increase the 

capacities and capabilities of the organization. Its growth will be monitored each year by board 

members of the organization under supervision of the value chain specialist. Forward planning 

of required crop production may result in a need for new members to join the organization 

(Value Chain Specialist interview, 2013).  

All members of the corporation have equal rights and privileges as established within the 

member based corporation - one vote for every member and each share will represent a 

company and or family group. This will be listed within the member’s agreement with the 

organization (the PFFC report, 2013). The organization develops the acre requirements of each 

vegetable and looks at the established pick zones for the best solutions for growing, packing 

and transportation. The established pick zones will have put in place a program for growing 

vegetables and the required equipment (such as storage rooms and/or semi for transportation) 

within the zones. It will dictate the best practices (combination of product and specific 

production process).  

The organization has developed a long term strategy for succession planning as it gains 

members and increases sales. Therefore, after the value chain specialist who is in charge of this 
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project leaves at the start of 2016, the management board of the organization will be expected 

to negotiate prices, volumes, delivery dates, etc. All planning for the next growing season will 

be finalized no later than January 1st of the growing year which provides the overall needs 

assessment and directive to growers regarding who will grow what, and what quantity, how it 

will be packaged, the specified product requirements as per the Canadian Food Inspection 

Grading Compliances, and the respective program compliance initiatives. The board members 

and TGP negotiate the contract before the planting season and set the price and volume needed. 

Then discussions will move forward on growth strategies and where the focus should be.  

Discussions will be initiated one year in advance for any new vendors, this provides the time 

needed to target new growers to meet the new expectations of volumes and also continuous 

dialogue with the existing members will provide a picture of growth potential. 

All orders of all categories will be shipped accordingly using the requested methods and 

arrival dates and will meet all requested volume requirements. The organization also pre-sets 

all orders with scheduled delivery dates which provides for better planning. The process for 

orders is that TGP places the order (usually three days to a week ahead). PFFC delivers orders 

to the warehouse and TGP mails a cheque to PFFC. The value chain specialist picks up the 

mail and deposits the cheques, and then the treasurer issues a payment to the producer. The 

payment is less a 3.5% hold back which is used for operating and to save so that PFFC can hire 

a manager in a year or two (the PFFC report, 2013). 

The members of PFFC will be in continuous consultations with the board providing weekly 

updates on the growth patterns within their operations, any deviations of expected yields and 

any other issues that may arise to handle any surprise for both the group members and TGP. 

This communication method allows the strategic planning process to move forward and prepare 

members to meet all the project’s required expectations. Each member’s products have their 
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own specific barcodes on their bags. The barcode on the package helps locate the grower and 

the field where the vegetable was grown and ensures traceability which enables TGP to identify 

the source of product. TGP have requested direct consultations with producers that provide 

them the security of fulfilled orders. If there are difficulties in meeting expectations, the retailer 

will source from alternate suppliers. Bar codes allow TGP to distinguish which member’s 

vegetables were sold to a specific market. Hence, the producer can be tracked down if any 

problem arises. For this purpose, a pre-agreement which develops the understanding of 

noncompliance in any manner is signed and witnessed if a noncompliance situation arises with 

a producer, hence, TGP can take immediate actions towards the grower, which could mean 

immediate suspension of any activities.  

4.4.1 Plans for future growth 

The establishment of PFFC could become a starting point for growth of the Saskatchewan 

vegetable industry. PFFC is planning to attract more vegetable growers to join the group since 

benefits may increase through exploiting economies of scale and reducing transaction costs. 

PFFC needs to ensure members that their needs will be met and the organization has established 

growth strategies to ensure the consistency of the final product. 

The first year’s (2013) focus was on the 75 Coop retail stores in Saskatchewan. Besides 

“Home Grown Saskatchewan”, the “Canadian Prairie Grown” brand, although primarily 

developed to market products outside the province will also be used in provincial sales. 

Together, the two brands are expected to command a larger percentage of shelf space than just 

one brand. The tagline of the “Home Grown” Saskatchewan label is “taste the difference”. The 

PFFC is focused on choosing and standardizing good tasting varieties of produce to meet this 

claim. The “Home Grown Saskatchewan” and “Prairie Grown” brands have been created and 
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will be promoted to increase market access as the company grows.  As the brand grows, fruit 

and greenhouse grown fruit and vegetables will be added.   

4.5 Results 

The collected data was managed and gradually condensed into tables along with 

informative discussion. The median, range and standard deviation are used to describe the data 

gathered by the survey. In order to understand the socioeconomic conditions of the participant 

sample respondents, a descriptive analysis is provided and discussed below. 

4.5.1 Characteristics of respondents 

In this section, the characteristics of the respondents who participated in PFFC are 

presented and discussed. Characteristics of farmers may be general (e.g. age) or specific to the 

households (e.g. size and composition). The average years of experience in growing vegetables 

was 15, with a minimum of 2 and a maximum of 30 years. This shows that PFFC’s members 

are quite experienced. In general, respondents to this survey are small scale growers in terms 

of land and area used to produce vegetables (See Table 4.1).  

 

Growers are not specialized and have business interests other than vegetables. Most of 

them grow field crops (such as grain and canola). The Hutterite Colonies that are members are 

involved in various other farm business enterprises (i.e. cattle, chicken, and crops). PFFC could 

provide an incentive for members to invest in expanding their vegetable growing. Table 4.1 

Table 4.1 Farm and age characteristics of respondents’ growers 
Variable N Mean Std. Dev. Median 

Farming years 11 15 7.48 16 

Total farm area under 
vegetable production (ac) 

11 27.64 13.05 25 

Irrigated land (ac) 11 17.08 14.21 11 
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shows the average size of respondents’ vegetable production in acres which ranged from 7 to 

42 acres, with an average of 27.64 acres and a median of 25 acres. It could be expected that 

those farmers who have been growing vegetables for many years are the ones having larger 

operations and greater knowledge and experience. All members have access to key assets such 

as irrigation. Table 4.1 also illustrates the use of irrigation systems. Almost all of the farmers 

interviewed (90%) use irrigation. As an illustration, 55 percent of growers own land area of 

which 80% of their area is planted under irrigation and the rest of the members are growing 

vegetables on under 50% irrigated land.  

Table 4.2 summarizes the main vegetables grown and their planted areas. The range of 

vegetables produced is quite diverse. The share in acres is slightly different. It shows that most 

members produce a wide range of vegetables.   

 

 

 

 

 

 

 

 

Table 4.2 Proportion of vegetables sold through the new organization in 2013 

Growing vegetables Percentage of growers Acres 

(under vegetable) 

Sweet Corn  82 21 
Potato*  - 0 

Green beans 100 3 

Radishes 82 5 

Peas* - 0 

Carrots 63 24 

Beets 73 7 

Onion 82 40 (but got hailed out) 

Garlic 73 8 

Cabbage* - 0 

Asparagus*  - 0 

Lettuce*  - 0 

Pumpkin*  - 0 

Cauliflower 65 5 

Zucchini  60  2  

* Zero shows that the vegetable has been planted by growers; but sold in the market 
outside of this organization contract. 
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As seen in Table 4.3, compared to the prior growing year, growers have been able to increase 

the size of farms under vegetable production, so, they could produce higher volumes needed 

by TGP according to the agreement negotiated. Even though the market share of PFFC in the 

whole vegetable market is still quite small, members expect that they would be able to continue 

increasing the volume sold due to the increasing market demand from local and out of province 

retail markets.    

Next, marketing channels and activities beyond growing were investigated. Farmers are 

quite similar in many aspects; they mainly sell to PFFC. Table 4.4 shows which marketing 

channels for fresh vegetables are used in the region. Table 4.4 depicts the different marketing 

systems used by individual vegetable growers. Respondents were able to rank their channels 

and give more than one answer if they use more than one marketing channel. Regardless of the 

size category, most of the vegetable growers’ production have been marketed through farmers’ 

markets, 49.50%, followed by PFFC (46.50%) and others (4%) respectively. Only about 1 

percent of the total respondents (one grower) tried to go into another retail market. It is 

important to note that most of the respondents practice a combination of two systems and that 

Table 4.3 Increased acres of vegetables planted by the members of PFFC from 
2012 to 2013 

 

Area in Saskatchewan 2013 

Farm 1 3 
Farm 2 5 

Farm 3 15 

Farm 4 6 

Farm 5 0 

Farm 6 2 

Farm 7 3 

Farm 8 1 

Farm 9 1 

Farm 10 3 

Farm 11 30 
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the majority of those that do so prefer to combine PFFC and farmers’ markets. Farmers’ 

markets have become a popular community marketplace in the province, as farmers are looking 

to direct marketing channels to remain competitive and as consumer demand rises in many 

locales.  

Table 4.4  Main market channel in 2013  

     Frequency                             Minimum            Maximum                  Average                                              

(%)                         (%)                           (%) 

Road side stand                           1 0 25          2 

Farmers’ markets                    11 10 90          49.5 

U-pick operations                    0 0 0          0 

PFFC                           11 10 70         46.5 

Other                                          1 0 40          2 

 

Regarding the opinion of farmers about the performance of their new organization 

compared to their past marketing practices, Figure 4.1 shows that there is a significant 

difference by main market channel. When asked whether respondents had achieved their 

objectives, a majority of the members reported that they had partly achieved them, while those 

that had not achieved any were working towards those goals despite constraints. Overall, about 

81 percent of farmers consider that PFFC is performing better or much better than the 

traditional marketing channels before joining, and about 19 percent of farmers consider the 

organization performance equal to their past experience (Fig 4.1). 
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The interviewees were asked about what percentage of their sales they are willing to sell 

through the PFFC in question 9 on the survey. Figure 4.2 indicates that participants have 

decided to grow more for PFFC in the next year. Growers intend to reduce the proportion sold 

at farmers’ market and to other markets to increase the proportion sold in PFFC. For instance, 

54 percent of growers were willing to sell 41-60% of their sales through PFFC in the near 

future. 
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Three questions were asked to determine the overall level of investment in the past and for 

the future, (Figure 4.3 and Figure 4.4). The questions require the interviewee to evaluate the 

investment. All answers are scaled from 1 to 6 in ascending order: 1 refers to no specific 

investment and 6 the highest level of investment ($100,001 and over). By summarizing the 

answers, a measure of the level of the firm’s investment specific to the PFFC organization was 

obtained. Generally, any producer prefers to sell the products into that market which does not 

require significant investments. However, for participating in the PFFC specific assets such as 

storage rooms, transportation vehicles are important. In addition, these assets are relatively 

expensive and the growers individually build storage facilities on their farms. 

In addition, members were asked to rate the importance of membership in the PFFC. They 

see the membership fee as an investment.  
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Members of the corporation participate in the organization by: supplying vegetables, 

attending meetings and taking part in the decision making through election of leaders, and 

attend events organized by the PFFC management or other officials (for example SVGA23). 

Growers were asked about the reasons for joining PFFC in question 13. In order to explore 

important factors determining the choice of PFFC, the interviewees were asked to respond 

according to a five-point Likert scale where "1" accounted for “unimportant” and "5" for 

“highly important”. The Likert scale determines the intensity of feeling that respondents have 

about their attitudes (Albaum, 1997). Fulton and Larson (2009) use a Likert scale to elicit the 

perceptions of co-operative members and to investigate the factors influencing members’ 

commitment to co-operatives.  

In the questionnaire the potential factors can be classified into four major categories which 

are: (i) mechanism of payment and fixing the price with the buyer which is associated with 

negotiation costs along with uncertainty due to the fact that market price could be higher or 

lower than their negotiating price at that moment. In fact, when growers join this program, it 

means that a fixed price is presumably preferred by them. (ii) flexibility and trust. (iii) food 

                                                           
23 Saskatchewan Vegetable Growers Association 

0

5

10

15

20

25

30

35

40

None $1,000 -

$10,000

$10,001 -

$25,000

$25,001 -

$50,000

$50,001 -

$100,000

$100,001 and

over

P
e

rc
e

n
ta

g
e

Dollar

Figure 4.4  Future investment over the next 1-3 years

10% 10% 

17% 

27% 

36% 



91 

 

safety and grading compliance requirement; grading compliance is associated with information 

and monitoring costs and also involves uncertainty. However, grading might not be very 

favorable to all members because of their particular conditions, but, they are all aware that 

selling graded products would be preferred. And (iv) certainty of quantity level; the 

organization would help members to sell their vegetables in a fixed volume, but on the other 

hand, joining the organization forces them to incur costs of coordination and in monitoring 

their performances. Moreover, the membership fee and investments in specific assets, as an 

entry cost, is associated with uncertainty which ties to market uncertainties.  

Table 4.5 reports the importance attached by growers to various reasons for marketing 

through PFFC. 

Table 4.5 Importance level of the factors to market through PFFC 

 
Factor 

Unimportant  
 

(1) 

Less 
important 

(2) 

Neutral  
 

(3) 

Important  
 

(4) 

Highly 
important 

(5) 
Rating 

Average 
Response 

count 

Percentage 
Food safety and 
grading 
compliance 
requirement                                     

0 0 
9% 
(1) 

36% 
(4) 

55% 
(6) 

4.7 11 

Flexibility and 
Trust 

0 0 0 
54.5.5% 

(6) 
45.5% 

(5) 
4.45 11 

Access to price 
information  0 0 

9% 
(1) 

45.5% 
(5) 

45.5% 
(5) 

4.36 11 

Payment 
mechanism 
(Speed of 
Payment) 

0 0 
9% 
(1) 

45.5% 
 (5) 

45.5% 
(5) 

4.36 11 

Production 
requirement 
(Input and 
finance)                                   

0 0 
9% 
(1) 

64% 
(7) 

27% 
(3) 

4.18 11 

Quantity  of 
vegetable 
produced  

0 0 
36% 
(4) 

36% 
(4) 

27% 
(3) 

3.91 11 

Type of vegetable 
produced   

0 0 
36% 
(4) 

36% 
(4) 

27% 
(3) 

3.91 11 
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The most important factor for selling through PFFC is food safety requirement (quality), 

access to price information, payment mechanism, production requirement, type of vegetable 

and grading compliance requirements respectively. In general, all factors in the context of 

production decisions regarding the organization status in the supply chain are important to 

growers and influence their choice of a new market channel. They reported that their decisions 

were affected by all factors/criteria when deciding to join the PFFC. Food safety, along with 

grading compliance and trust, are important factors for all producers in choosing the new 

marketing channel relative to the others. The high rating of food safety indicates that the 

interviewees are aware of its importance in accessing a higher market share. Respondents 

suggested that it was not easy for individuals to supply their vegetables to big retailers instead 

of farmers’ market on their own, so they had to join the organization so that they could access 

a market. As mentioned in the literature, trust is an important factor for becoming involved in 

new collective action, moreover, it is also critical in the decision and plays a role in most 

outsourcing decisions. Hence, we asked about trust in a separate question which is described 

below.  

A contractual relationship represents trust in the contracting party (management of TGP). 

As discussed, trust is always an important factor involved in a party's choice of transaction 

partner. Moreover, trust is the fundamental base for the relationship in the vegetable industry 

because of the physical constraints on production and the frequency of interaction. The trust 

could be built upon sustainable relationships between TGP and PFFC. It is expected that as 

trust increases, the member commitments increase and this has a positive effect on the 

efficiencies achieved and the program’s horizon. Having higher trust in the buyer increases the 

grower’s willingness to participate in a new collective action. In the presence of trust, there is 

more reliance on quality due to the fact that the buyer decides if a product meets the standards 

or not and members would be paid according to the quality of products. We asked growers to 
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represent their trust level according to the level of satisfaction that they have towards the 

wholesaler. Farmers used a five-point scale to rate their answer to the following question about 

trust: “how satisfied are you with the management team of The Grocery People.” The choices 

were very dissatisfied, dissatisfied, neutral, satisfied and very satisfied (see Appendix B). All 

interviewed PFFC members were very satisfied with the management team of TGP. All 

interviewees believe that TGP has been committed to the new agreement with growers.   

 In question 14, growers were asked to rate the benefits of their membership in the new 

organization. The benefits mentioned include: networking among members, pooling resources, 

increasing their business knowledge, increasing their information around the Canadian food 

retailing industry, obtaining finance and learning more about cost issues.   

Each choice had been described during the interview, for instance, economic development 

indicates that growers would be able to achieve market access and upgrade their knowledge of 

production practices and their farming capabilities. Moreover, it is assumed that this 

development could contribute to poverty reduction, resource pooling such as using 

transportation and/or storage and cooling facilities together, obtaining finance, networking 

among themselves, providing knowledge of business and the Canadian grocery retail and food 

service industry for the members. The most important benefit from PFFC, listed by 11 

respondents, is receiving more financing in the future. PFFC would support the producers 

taking loans by explaining to the lender how the PFFC works and how TGP commits to prices 

and volumes in advance and this is a value chain with all parties having a vested interest in the 

success of the venture. In the view point of lenders, they need security for giving loans and 

they might ask for land as security in the case of asset specific production. In other words, if 

the loan is used in businesses with higher asset specific investments, they may charge a higher 

interest rate or take land as security. It was revealed that growers participating in PFFC gained 
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some benefits by working with other farmers throughout the province (networking among 

members). They believed that working with other growers could be useful since it teaches 

lessons and experiences which help them to improve their vegetable growing activities. The 

new organization can make markets more secure and some advantages to growers like reducing 

transaction costs and market uncertainties, and helping them to obtain credit. These will be 

discussed below. 

 

Table 4.6 Benefits of membership in PFFC 

The appropriate    
          Value of rating 

Strongly 
 disagree 

Moderately 

disagree 
Neutral 

Moderately 

agree 

Strongly 

agree 

 
Rating 

Average 

 
Response 

count 
 (1) (2) (3) (4)        (5)   

Obtaining financing                                                    0 0 (5) (5) (1) 3.64 11 

Economic 
development                                              0 (1) (6) (3) (1) 3.36 11 

Increasing knowledge 
of the Canadian 
grocery retail 
industry   

0 (4) (2) (4) (1) 3.2 11 

Resources pooling                                                     0 (3) (5) (2) (1) 3.1 11 

Better knowledge of 
the industry costing  (1) (1) (6) (2) (1) 3.1 11 

Networking among 
members                                   0 (4) (4) (2) (1) 3 11 

Increasing business 
knowledge                                 0 (4) (4) 

(2) 
(1) 3 11 

Increasing knowledge 
of the Canadian food 
service industry                                                  

0 (5) (4) (1) (1) 2.82 11 

 

The survey identified six major factors which have contributed to challenges within PFFC 

that affect its marketing activity. The respondent's opinion on the challenges of marketing was 

categorized as of very low importance, low, moderate, high and very high importance with a 

value of 1 to 5 respectively (Table 4.7). These challenges include; (i) shortage of resources 

such as access to land and equipment, (ii) shortage of marketing infrastructures (indicated as 
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market access) and (iii) production challenges such as technology and capacity (indicated as 

Technology and Capacity) and (iv) lack of professional staff/labour for farm business besides 

poor management by board of directors. They believed that they will face some challenges 

including structure, size, financing, and operations in business through PFFC. 

 

 

 

Interviews with members reveal that growers’ concerns regarding possible challenges to 

their new marketing channel include: production capacity, available land, equipment, market 

access and technology. In addition, finding and keeping labour was reported to be a major 

challenge for members. Members’ comments indicated that even when the retailer buys the 

vegetables, the delay in paying is a slight concern since they rely on product sales as an 

important source of income. However, it should be noted that at the time of the survey (July to 

September) growers had not been paid for their products yet (payment is done by the end of 

September to middle of October), and it might have been expected that they would have some 

concerns given it is a new arrangement. 

Table 4.7 Challenges for future growth 

 Very low 
importance 

Low 
importance 

Moderate 
importance 

High 
importance 

Very high 
importance 

Rating 
Average 

Response 
count 

 (1) (2) (3) (4) (5) 
Capacity 
(structure) 0 (1) (7) (2) (1) 3.27 11 

Land (size) 0 (1) (7) (3) 0 3.18 11 

Equipment 
(operation)  0 (4) (5) (2) 0 2.82 11 

Market 
access                             

0 (1) (8) (2) 0 2.82 11 

 
Technology   0 (4) (5) (2) 0 2.82 11 

Labour/Staff 
(operation)                               

0 (4) (6) (1) 0 2.73 11 
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Being a member of an organization requires effective communication with the Board of 

Directors and other members. This relationship requires information regarding the 

corporation’s policies, finance, and operations, along with members’ opinions and concerns. 

Figure 4.5 shows the difficulty level (in ascending order) for members to access information 

through the new organization. All members including the Board of Directors plays a role in 

this information flow through the operation. Respondents rated the information (e.g. about 

characteristics of products’ demand in the market, grading compliances, timing, price, market 

opportunities etc.) provided by the organization at a moderate level to achieve the necessary 

market information. 

As mentioned in the theoretical chapter, information costs and asymmetries and also the 

potential for high transaction costs might lead to contractual uncertainty, which is relevant to 

the negotiation of contracts between PFFC and TGP. Comparing new collective action to 

traditional markets, communication was open between growers on the one hand and the 

consumers in traditional markets on the other hand, and growers could easily discuss issues 

with the consumers in traditional markets. After the contract, the new party in the supply chain 

has increased the distance between individual growers and final consumers. Growers believe 

that when they trade vegetables with TGP, there exists some incomplete information which 

could be a challenge and prevent them from better interaction with TGP. For example, growers 

have limited information about the final retail price of fresh vegetables.  
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The remainder of the questionnaire related to the activities required to comply with the 

CanadaGAP and retailer quality requirements. All respondents had already qualified for 

CanadaGAP certification. They ranked CanadaGAP compliance between highly important and 

very highly important to them. Also, both quality compliances and food safety certificates are 

important for farmers since it is associated with quality issues, as shown in Figure 4.6. It is 

highly important that all the vegetables are in compliance. It is clear that survey respondents 

really care about their food safety. In fact, the majority of vegetables growers perceived that 

consumers give considerable importance to buying high quality vegetables in terms of variety, 

size, color, and free of pests and diseases. Hence, this perception leads to efforts to improve 

their product safety.  
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When growers join a new collective action, which requires producing high quality products 

for high value markets, this would put pressure on growers to take more care and to utilize 

expertise in production. This is particularly the case for perishable products, which carry a 

higher risk and require investments to maintain quality (Narrod et al., 2009).  

As quality is the major concern when choosing a supplier, the initial objective is to enforce 

the grading regulations and thereby enhance consumer satisfaction. The required grading 

compliances in the agreement are reflected through a series of grades and standards related 

with quality. This grading compliance reduces costs of acquiring information about product 

quality for TGP as the buyer, and hence, final consumers. On the side of the seller, however, it 

causes products to become differentiated and supplier’s gains from producing a higher quality 

would rise. Hence, the retailer imposes quality requirements on fresh products. Therefore, 

producing high quality vegetables according to specific requirements is a key element to 

participate in PFFC and those growers who have poor information about compliance or have a 

problem in implementing the standards, would have less chance of participating in PFFC. 

However, it imposes extra costs of product testing and labeling on growers. The importance of 

grading compliance is greater in the earlier stages of establishment since parties know each 
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other less and there is more private information about them. Regarding the importance of 

grading compliance for perishable products, interviewees were asked in questions 18 and 19 

(as shown in Figure 4.7 and 4.8) about the importance of the TGP compliance program to their 

business. Growers showed a high degree of confidence in their abilities to meet the retailer 

grading specification as a key element for participation in the contract. However, they all 

mentioned that meeting the grading requirements (producing high enough quality) is always 

an important constraint determining participation level in the agreement. Farmers believe that 

a major percentage of their product can meet the grading standard under the new marketing 

contract.  
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The growers were also asked about how they assess working with the external value chain 

specialist (see Figure 4.9 and 4.10). They ranked it high and very high.  The respondents 

believed that they learned about new marketing system requirements and the specialist helped 

them to choose collective action, which required a new way of thinking. The specialist offered 

them opportunities for marketing and upgrading, and members have gained knowledge about 

how to sell their products in more vertically-coordinated markets instead of farmers’ markets 

(spot markets).  
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Figure 4.8  Importance of meeting TGP compliance standards
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PFFC‘s competitors could use improved technology, reduce price, and/or increase quality 

thereby gaining higher returns on their products. The competitiveness of PFFC is influenced 

by a number of factors i.e. the characteristics of its competitors (including other vegetable 

producers or brand names) and corresponding price they offer, as well as the transaction costs 

and benefits arising from the organization. The interviewees were asked; “How important is it 

to your business to follow your competitor’s marketing strategies?”.  Figure 4.11 shows they 

believed that it is important and very important to keep their eyes on their competition. 
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Also, PFFC participants were concerned about the organization and policies of TGP 

regarding future payment and growth. In order of importance, the PFFC members aspire to 

participate in the marketing of vegetables and value added processing of vegetables. They were 

asked to rank different areas of future growth in question 24 (Figure 4.12). Respondents 

generally expected that PFFC’s market share will increase by expanding into other related 

activities such as growing other vegetables and value added products and to continue growth 

in the vegetable industry during the next few years. The results show that the growers intend 

to diversify more into linked activities where they have experience and skills. 

 
 

 

About 82 percent of growers remarked that they need to receive future support from PFFC 

in different areas of their production of vegetables. They refer to production and distribution in 

terms of assets and technologies in addition to crop insurance which could improve their supply 

and quality and reduce related risk and uncertainty. That is to say, the growers want to see that 

TGP is seeking ways to grow this business and the return on members’ investments. 
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In general, in question 26 the growers value PFFC as important for selling their products 

in the future, as shown in Figure 4.14. They believe that this new marketing organization will 

collect and sell produce for better returns than they would be able to get directly from 

customers. However, some members still market a portion of their produce on their own in 

farmers’ markets but they did not clearly reveal the portions. 
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Figure 4.13  Required area for support in the future
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4.6 Discussion 

The theoretical framework shows how collective action can overcome a particular form of 

the market failure problem and it could increase the returns to its members. The study used a 

survey of the organization’s members to explore the proposition that collective action has a 

positive effect on the members. The results section of this study begins with an overview of 

the province and an explanation of the new marketing organization. 

In Saskatchewan, almost 90 percent of all fresh vegetables consumed have been imported 

to the province.  As mentioned in the first chapter, vegetable growers in the province are 

looking for new marketing channels to sell their fresh products. The traditional markets for 

fresh vegetables in the province are characterized by imperfect (monopolistic) competition 

which means the producers individually sell differentiated vegetables. Not surprisingly, due to 

their low market share, they are not able to deal individually with large retailers and influence 

the negotiation process (including the price that is offered to them). Also, the large retailers are 

usually accused of using their market power to lower producer prices. These traditional 

marketing chains such as farmers’ markets in the province suffer from issues such as a shortage 

of storage space, selling products to a small segment of consumers, etc. Moreover, changing 

market conditions making the market more competitive for fresh vegetables has made farmers’ 

markets into a limited marketing channel. On the other hand, individual producers do not have 

enough information about the market (e.g. about prices) and they have very limited bargaining 

power. Hence, it was felt by ACS that there was a real need to create countervailing power and 

help growers with information and to strengthen their negotiation power. Therefore, some 

growers decided to integrate into wholesaling in an attempt to overcome marketing difficulties 

and access additional consumers.  
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The theoretical part of the thesis reviews three distinct research theories: Transaction Cost 

Economics, Agency Theory and Monopolistic Competition. The case study portion of the 

thesis provides details on PFFC and its agreement with TGP using a case study approach.  

With respect to the first set of theories, the theories around transaction cost and uncertainty 

are built into Proposition 1 “In PFFC, if the members are expected to face lower contractual 

uncertainty, then, the greater their participating in the collective action and also the higher 

their future investments”. Principal-agent theory and the role of asymmetric information were 

embodied in Proposition 2 “There is always some different level of information in terms of 

quality and effort in the marketplace which could mean a higher degree of information 

asymmetry between the parties and this will affect the level of trust among parties and potential 

for adverse selection and moral hazard problems”. The monopolistic competition theory lead 

to Proposition 3 “Marketing fresh vegetables through new collective action is more 

economically sustainable than selling in traditional markets”. To assess these propositions a 

case study approach was used which is discussed below. The theoretical models are aimed at 

examining the main three propositions regarding collective action presented in section 3.5. 

Transaction Cost Economics is used to determine the effects of transaction costs on the 

grower’s participation in PFFC. The first proposition stated: it is expected that lower 

contractual uncertainty in the PFFC faced by members results in higher participation in this 

collective action and higher future investments.  

Agency theory is applied to assess the adverse selection and moral hazard problems which 

are associated with Proposition Two. This proposition suggests that higher asymmetric 

information leads to a lower level of trust among parties and the potential for adverse selection 

and moral hazard. The third proposition postulates that marketing fresh vegetables through 

PFFC as collective action is economically more sustainable than selling in traditional markets. 
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To examine the hold-up, adverse selection and moral hazard problems, we used the available 

survey information to define explanatory factors. It should be noted that obtaining quantitative 

transaction costs data is difficult and therefore was not done. 

To discuss Proposition 1, according to TCE, three additional elements are considered 

under this theory: asset specificity (including physical and human assets), uncertainty and 

frequency. In this study, several factors can be used as proxies of transaction costs. 

The extent of asset specificity is determined as follows; i) physical assets can be proxied 

by irrigated land and storage facilities. Members with larger more mechanized farm operations 

have access to more inputs for vegetable production which enables them to meet the contract 

requirements in terms of volume and quality. In addition, the cooling and storage facilities 

owned by the grower could imply less production risk in the future since they can keep 

vegetables longer. An irrigation system is also an example of physical asset specificity in 

producing vegetables where its value outside of the industry is lower or nil. ii) The age of the 

farmer that will increase with experience and additional local knowledge stands as a human 

asset. iii) Fresh vegetable production is site specific since it incurs higher transaction costs to 

transport them to farther distances due to perishability. In addition, PFFC supplies its products 

under a specific brand – Home Grown Saskatchewan, which may be considered a form of 

brand-related asset specificity. Given these asset specificities and the transaction costs involved 

along with possible asymmetric information (which is discussed below), PFFC members and 

TGP have come up with a more closely coordinated supply chain. 

Frequency and uncertainty in the contract (transaction) were proxied by the duration of 

renegotiation of the contract. In terms of frequency the PFFC’s agreement is an annual contract 

and it is assumed that parties will negotiate it every single year, showing that the parties are in 

a frequent transaction.  
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There may be uncertainty with regards to access to production inputs such as labour, 

fertilizer, water, etc. which are examined in the survey. Moreover, price as a potential source 

of uncertainty is negotiated and fixed by parties at the beginning of the growing season. This 

“fixing” helps growers reduce uncertainties about future prices, which helps reduce negotiation 

costs. The quantity is also fixed in contract which has a positive effect on reducing uncertainty 

since TGP has information about the market demand for fresh vegetables which is made 

available to the growers via the contracted quantities. Another important matter for members 

is the delayed payment relative to selling at a farmers’ market which might increase uncertainty 

and reduce the attractiveness of the new organization. The delayed payment could be a 

considerable opportunity cost for growers. The disadvantage of this delayed payment is a 

reduction in utility for the members who have to wait before they get paid.  

Overall, the new marketing organization used by growers does not appear to exhibit a high 

degree of uncertainty and members have indicated a willingness to make more investments in 

the future. For instance, they plan to buy new equipment. Thus, these results validate the first 

proposition about contractual uncertainty. Members of PFFC expected to face lower 

contractual uncertainty with their participating in collective action. 

As mentioned in the theoretical chapter, Williamson (1985) classifies transaction costs into 

three types: information costs; costs of negotiating and writing an agreement; monitoring and 

enforcement costs. Producers must collect information about the transactions (such as price, 

supply conditions, buyer) before negotiating an agreement. Then, they will choose the trading 

party. To study information costs, respondents were asked a number of questions including: 

the difficulty in accessing information about price before selling, as well as the knowledge 

obtained from the value chain specialist. Members incurred costs to identify their potential 

buyer’s demand and related specific requirements. Due to bounded rationality, there might be 
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an error in forecasting demand and price, however, the PFFC could also reduce these 

information costs for its members.  

After the information search is finished, trading parties start negotiating a contract. Given 

the contractual relationship between PFFC and TGP, parties incur negotiation costs to write 

the agreement. Negotiation costs are examined through questions such as, satisfaction with 

payment conditions and negotiability of contract. The percentages of growers who have no 

other option to sell their products are expected to be interested in bargaining power through 

collective action.  

Monitoring costs could be assessed by grading compliance problems and related questions. 

Both parties in the agreement incur monitoring costs in terms of quality control and monitoring 

the behaviour of another party in the contract. In addition, PFFC members face monitoring 

costs related to matching their production with requested volumes and costs of storage and 

marketing any surplus production. TGP needs to monitor the behaviour of PFFC members to 

ensure that the terms of the contract are fulfilled by its members.    Nevertheless, the existence 

of a formal, clear set of grading standards reduces monitoring costs. The results show that the 

transaction costs associated with production has impacts on grower participation in PFFC. 

While grading and transportation create extra costs, other factors, such as higher volume and 

some economies of scale which could be realized by pooling, may lower costs. 

To discuss Proposition 2, to study the three asymmetric information problems (hold up, 

adverse selection and moral hazard), the literature suggests that the growers will only invest 

when their bargaining power regarding the investments results in a sufficiently high return to 

cover their sunk costs. Investments in specific assets limit alternative uses of these investments 

which will affect the relationship-specific nature of transactions. Since the irrigation systems 

and storage facilities may be specific to vegetable production, they represent relationship-
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specific investments. After establishing the PFFC, the way to overcome the hold-up problem 

could be to provide accurate information to limit the parties’ ability to behave opportunistically. 

Providing details on products would minimize the information asymmetry problem and the 

market should operate more efficiently. In other words, PFFC helps growers create networks 

with each other. The organization holds meetings every month, which provide needed 

information to the members. On the other hand, holding these meetings can also be seen as an 

extra cost for the organization that should be taken into account in future years.  

The growers mentioned, and results support the prediction, that a reliable and negotiable 

contract between PFFC and TGP might improve growers’ incentives for investment and solve 

the hold-up problem related to investment. Growers want higher participation in PFFC if TGP 

provides information about future price and possible fluctuations and consumer demand. 

Regarding the interviewees’ willingness to provide investment in the long run, Cook (2005) 

suggests that weak commitment by members leads to a lower level of willingness to provide 

equity capital among members. An organization would then be faced with a challenging 

problem when it needs additional funding for future success. Therefore, it is necessary to assess 

whether in fact collective action is a more profitable strategy in the long term, or in other words, 

if the new business can provide growers appropriate profit. 

Agency theory and the principal-agent problem also have been used in this study to 

examine the behaviour of growers upon entering a new collective action and how the marketing 

agreement influences their efforts. The explanation relies on two key ingredients that were 

mentioned in the proposition: first, the adverse selection problem. Second, there is moral 

hazard in production; the quantity and quality of commodities is uncertain to buyers and 

depends on some unobservable actions of growers.  
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As mentioned, due to the quality issue and possible heterogeneity among PFFC’s 

members, the potential adverse selection problem might occur. With heterogeneous members, 

decision making will be more difficult. For instance, negotiation among different types of 

members would be difficult. This will raise transaction costs, hence, there is need to screen 

them to prevent adverse selection. As long as most of PFFC’s members are homogeneous in 

terms of farm size, facilities, and quality, the corporation may not fall into the adverse selection 

problem. In terms of homogeneous member’s interests, the organization could use a strategy 

to make its member interests more homogeneous. As mentioned, members are divided into 

groups specializing in producing specific vegetables according to their facilities and 

knowledge. Hence, this increases the homogeneity among members to contribute to the 

organization’s success.  

Different studies found similar results by considering that, with increasing the 

heterogeneity of the membership, the contribution of members to the success of their 

cooperative seems to be declining. In this regard, Didi (2004) in his research on “low 

communication of fishing cooperatives on the management of coastal resource” concluded that 

the homogeneity of members and stability of small groups had a substantial impact on the 

success of cooperatives. Also, Hansmann (1996) shows that homogeneous members will have 

more common interests and this homogeneity is an essential factor for the success of 

cooperation.  

Giving growers the incentives to reduce damage to product quality is an important step. 

Closer vertical coordination was a potential way to reduce the costs and increase the incentives 

to put effort into producing high quality. As mentioned, TGP is paying a certain price for 

delivered products, and this might encourage members to not put efforts into producing high 

quality vegetables to maximize their profit. Hence, TGP require the members to meet their own 
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standards in addition to CanadaGap. Therefore, growers have to deliver vegetables which meet 

the standards. Both parties enter into the contract as a result of the agency relationship between 

them, which allows the retailer to check the quality of the vegetables they are buying before 

the payment is made. As products are graded, this mitigates the adverse selection problem.   

Furthermore, supplying vegetables through a certification program (CanadaGAP) and 

quality standards designed to induce members to increase control quality and safety actions can 

be an effective policy. CanadaGAP certification is issued when growers follow strict growing 

guidelines. These food safety and grading compliance programs provide incentives for a 

grower to adopt new practices such as new machinery or seed varieties. So, sorting and packing 

vegetables of uniform quality in specific bags reduces information asymmetries between 

parties, thereby decreasing the effects of both adverse selection and moral hazard problems. 

Furthermore, proper monitoring and enforcement may overcome the moral hazard problem.  

The adverse selection problem can also be resolved by writing the contract based on 

specific delivered quality and time. In addition, PFFC as the agent is faced with choosing a 

principal (different supply market options) to contract, as long as the financial situation of 

principal (TGP) and its commitment to the contract is partially clear for PFFC, hence, adverse 

selection has been mitigated. If growers noticed that TGP are interested in having a long term 

contract with them, their uncertainty and cheating incentives about quality would decline. So, 

producers have incentives to coordinate more closely with the buyer.  

As mentioned, members have joined the new organization to capture greater sales 

volumes. The PFFC would like to be recognized as a highly differentiated quality supplier 

throughout the province. The PFFC hopes that TGP will be willing to pay a higher price for a 

recognizable brand with a reputation for a consistent high quality product over time.  Therefore, 

growers have incentives to sell through an agreement with a large retailer and invest in a new 
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brand. In other words, the potential adverse selection and moral hazard problems force growers 

to join the new organization to overcome them through marketing under a new brand. An 

important element of its marketing strategy is introducing a brand name under specific 

standards, which makes the production differentiation process easier for the group. One of the 

key parts of the differentiation is a name that contained Saskatchewan. All products from the 

organization will be sold under the “Home Grown Saskatchewan” logo, which is intended to 

stand for high reputation and quality. Actually, geographical names have been used for a long 

time to identify local “high quality” products. This brand name was advertised under the “The 

best of the best” clause in flyers that were designed to build a good image among retailers and 

final consumers. Therefore, the introduction of a new brand is considered as a specific 

investment or asset specificity for PFFC in order to meet consumers’ demand for vegetables.   

A brand is also intended to make the growers committed to compliance with high quality 

grading standards and strengthens trust between parties. In fact, the trust between parties which 

can also represent brand reputation would be a reason for selling a product via the organization. 

For instance, if one grower supplies a low quality product and it is not screened by quality 

monitoring (inspection or grading), it will damage the reputation of the whole brand and 

therefore jeopardizes the investments of the other members.  

Moreover, the brand name can reduce information asymmetries, especially when the scale 

of production is small in a local market and it is hard for individual growers to establish a 

reputation on their own. Having a brand reputation would imply advantages to its members, 

for instance, small growers are able to sell their products without incurring all the costs that 

they have to spend on establishing a new brand. Also, successful branding leads to consumer 

loyalty to a particular brand which they are willing to pay more for brand features. As Morrison 

and Anderson (2002) show in their study, in new markets which have a large variety of products 

and brands, consumers are willing to rely on the reputation of brands instead of spending time 
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and money to directly ascertain the quality. Moreover, some people would rather purchase local 

food and pay a premium for it (Vogel, 1995). It must be mentioned that consumers’ 

commitment to a specific brand would not be guaranteed in the long term due to competition 

in the market, so the organization must keep their specified high quality standards for its 

products to sustain it in the competitive market. In terms of the buyer’s point of view, an 

important advantage of the new organization for TGP is that in the new agreement, local 

products would be fresher and also transportation costs are lower compared to imports from 

out of province. Also, it would be easier for TGP to negotiate the contract with a group 

compared to individual producers. 

According to these results, we may be able to argue that the second proposition about 

asymmetric information and the potential for adverse selection and moral hazard issues are 

mitigated by frequent transactions, grading institutions and quality standards in place.  

Results are consistent with the theoretical predictions developed in Chapter 3. According 

to the results, growers face some new transaction costs if they choose to participate and bargain 

to make a new contract. In addition, growers would lose their freedom of choice and the ability 

to make some management decisions by entering the agreement. The PFFC, which was 

presented as the case study of a newly established marketing organization, is a good example 

of how collective action can bring some advantages to members, for example, lowering 

traditional transaction costs (at least at the local level) and provide its members the opportunity 

of future growth. The results of this research show that members have positive perceptions on 

their participation in PFFC, presumably since they could reduce transaction costs associated 

with their participation. While problems of grading, quality and transportation have been 

constraints to join collective action, some aspects associated with the PFFC, such as fixed price 

and volume, frequency of delivery with TGP reduce uncertainty about markets.  
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To discuss Proposition 3, the PFFC has the capacity to fulfil the basic objective: help 

growers to sell their vegetables at volumes that can justify additional investments. By applying 

a new marketing strategy through collective action, competition in the market increases and 

the grower hopes of increasing their incomes. Moreover, collective action has reduced 

competition among growers and enables them to have the ability to deal with a large retailer. 

This case study shows that collective action in its initial steps plays a significant role in 

encouraging growers to join the organization and there was no evidence that the organization 

benefited only the larger producers. The study has also developed a model of monopolistic 

competition and economies of scale in the Saskatchewan fresh vegetable industry that help to 

explain the choice of members among different marketing channels. In the current case study, 

growers establish a collective action institution to strengthen their bargaining power and 

increase their market share. They follow a differentiation strategy to develop their special brand 

for a large retailer. However, they have received a lower price compared to traditional 

marketing channels, but, they can market larger volumes through the agreement (in other 

words, economies of scale) and less price competition. PFFC members carried out activities 

which can increase the value added of their products, such as picking, sorting, storing, grading, 

and packaging.  

As mentioned, collective action allows farmers to garner economies of scale and the 

creation of economies of scale is one of the key mechanisms with which a producers’ group 

can enhance their bargaining power. From this point of view, the scale of operations is a key 

source of bargaining power and strengthening their marketing capacity helps them to manage 

risks. By taking advantage of the opportunities that come from larger size and increased output, 

PFFC members can realize economies of scale and increase their profits. However, average 

unit costs usually decrease with increased output, but only to a certain point. So, PFFC board 

members should be careful about outgrowing their economies of scale and getting too big. 
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The economic model of monopolistic competition in our case study relies on this 

assumption; that the main benefit for marketing the products through collective action is 

achieving economies of scale. Members were not able to deal with a large retailer individually 

before joining the new organization. Growers could, however, access higher market shares after 

joining PFFC. Figure 4.15 represents the economic model of new collective action for fresh 

vegetables through utilizes in economies of scale and gaining higher volume. Vegetables are 

marketed to chain stores all over the province compared to only local farmers’ markets in the 

past. 

 

 

 

 

 

 

 

Figure 4.15 The economies of scale through PFFC  
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supernormal profit.  However, they get a lower price through PFFC compared to traditional 

markets such as farmers’ markets, Psm < Pfm, but, their unit cost of production declines more 

than the price due to economies of scale.  

In PFFC production, economies of scale may arise from several sources, including 

irrigation systems, storage, and delivery systems. Hence, by taking advantage of economies of 

scale, growers’ supply can increase and members can sell to a large retailer at a lower price 

compared to that received from selling to a farmers’ market, and still make super normal 

profits.  

The PFFC case illustrates that farmers are willing to accept a lower per unit price for their 

vegetables from the large retailer compared to marketing it individually in the local market. 

Growers chose to accept lower produce prices to access a larger volume market to reduce 

uncertainty about the market and help PFFC become profitable over time. Members agreed to 

lower prices, but ones that are profitable and perceived as fair. Increased market access and 

higher volumes for growers lead to increased supply reliability for the wholesaler. However, 

prices will be renegotiated in the future when circumstances warrant it. In other words, there is 

a tendency to want to sell through a local large retail market due to the stability they can 

provide. TGP provides PFFC’s members the stable commodities volume and price, thereby, 

reducing the uncertainty and risk for the producers. This suggests that a stable market channel 

should encourage farmers’ participation in the new marketing agreement since they would feel 

more secure rather than dealing with a large retailer individually. Thus, these results support 

the last proposition about new collective action. Proposition 3 stated that marketing fresh 

vegetables through PFFC is better than selling in traditional spot markets such as a farmers’ 

market. Results of this research partially support this proposition. Members selling in the PFFC 
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are satisfied with receiving a higher volume than selling in the farmers’ market. We do not 

know at this time if it is a more profitable strategy in long term.  

On the other hand, selling through PFFC is associated with added complexity and 

performance expectations compared to the farmers’ markets. For instance, prices and 

conditions of delivery are negotiated in the agreement. This may result in increased marketing 

costs including negotiating cost for growers. Further, small growers generally tend to prefer 

those market sales which give them immediate payments and do not incur extra transaction 

costs such as negotiation, grading and transportation costs. In addition, wholesale prices are 

relatively low compared to other marketing channels, hence, grower returns may tend to be 

lower per unit.  

In the future, PFFC might also be faced with some problems, such as different interests of 

members due to their farm level characteristics that may occur as new members enter a growing 

organization. An increase in the degree of heterogeneity among members reduces the 

commitment and also increases decision making costs. This refers to the situation where large 

growers are able to make investments in enhancing their productivity versus small members 

who are not interested or not able to make a substantial investment.  

Trust is an important factor in each transaction throughout this vegetable supply chain, 

which could be trust among members or willingness of TGP as a large retailer to enhance the 

trust of its consumers by offering the demanded quality. The PFFC tries to enhance the trust of 

TGP by producing a variety of healthy and high quality vegetables and making timely 

deliveries. Several papers from the literature discuss similar findings; Costa (2003) shows that 

trust among an organization’s members is positively related to cooperative success. Moreover, 

Hansen et al. (2002) find that trust among members, along with trust between members and the 

board of directors in agricultural organizations, contributes to success of the organization.  The 
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problem related to trust among members and also between the organization and the buyer 

(principal) and grower (agent) is that a lack of trust could affect the commitment of both parties. 

Also, large size growers might not be satisfied in future with voting rights that are equal, 

regardless of the quantity of product delivered. This could discourage them from investing time 

and energy in developing the organization since their voting power is not proportional to their 

sales.  

4.7 Summary 

The case study results were presented in this chapter, along with a general overview of the 

PFFC in the fresh vegetable supply chain in Saskatchewan. The case study analysis of PFFC 

reveals that the organization could provide positive benefits to its members in the early period 

of its establishment. The results show that the market share of the PFFC is still relatively small 

throughout the province, but its members expect it to expand in the future. There also exists 

willingness by at least one large retailer to trade with the new organization. Hence, the PFFC 

could offer new markets to its members, but there are still challenges related to quality 

compliance among industry members. The important factors in the choice of the new 

organization are focused upon. The market share of the new collective action in the selling of 

fresh vegetables in comparison to traditional markets was also examined. Given the small 

production of some individual growers in the market, it is impossible for them to sell 

individually to large supermarkets. Transaction costs, agency and monopolistic competition 

theories help to identify key determinants of success and challenges associated with the 

participation of growers in PFFC. Collective action issues are also examined in the case study. 

Further conclusions and discussion arising out of these theoretical frameworks are presented 

in the next chapter in order to draw conclusions regarding the motivations, success factors, and 

future outcomes for the PFFC in the Saskatchewan vegetable industry. 
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Chapter five: Conclusion and Recommendations 

5.1 Conclusions 

This thesis takes the approaches found in the literature (chapter 3) that apply to how 

collective action could work in the fresh vegetable industry and examines a case study of a new 

vegetable growers’ organization in Saskatchewan. In this study the NIE approach was used to 

assess the vegetable growers’ participation in PFFC in Saskatchewan. In addition, this research 

wanted to identify which challenges and problems are faced by members in a new collective 

action institution. For this purpose, four specific objectives were set out in the first chapter. 

Also, three main propositions related to contractual uncertainty, asymmetric information, and 

collective action were presented.  

The objectives of this research are summarized in the three main propositions. First, in the 

new organization, it is expected that lower contractual uncertainty faced by members leads to 

participation in this collective action and also higher future planned investments. Second, 

parties’ access to information about quality and effort in the marketplace are most likely 

different, which could mean a higher degree of information asymmetry between the parties and 

this will affect the level of trust among parties creating the potential for adverse selection and 

moral hazard problems. Third, marketing fresh vegetables through PFFC is more favourable 

than selling in traditional markets. This chapter summarizes the most important results of the 

thesis and provides suggestions regarding policy implications. Finally, the limitations of this 

study will be presented in addition to recommendations for future research.  

The main contributions of the current study are: first, this study sheds light on the current 

case study by using the TCE, agency and monopolistic competition theories. Second, this 

research analyses the business and helps us to understand businesses like PFFC where agents 

cooperate when dealing with a principal.  
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This research started with an overview and description of the supply chain for fresh 

vegetables in Saskatchewan. In the supply chain from grower to final consumers for fresh 

vegetables, at least three segments of the chain can be distinguished: grower, organization and 

retailer. The individual grower produces specialized vegetables; the marketing organization 

takes care of marketing of the growers’ products; the retailer supplies consumers through its 

distribution centre. For the marketing of their products, growers can choose between alternative 

channels (Figure 5.1).  

 
 

 

 

 

 

 

 
Figure 5.1 Three supply chains for fresh vegetables in the province 
 
 

The first channel consists of only two parties: an individual grower sells directly to 

consumers, such as at a farmers’ market. This channel is fairly common for growers in the 
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bargaining disadvantage with the retailer, as well as being costly for the retailer in terms of 

negotiating with numerous independent growers, but, on the other hand, it might be more 

convenient than the traditional market for large growers in terms of the range of products 

offered which enable them to concentrate on a specific product, fixed volume which reduces 
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function to a collective marketing organization which enters into a contract with the large 

retailer. The retailer has a collection function as a distribution centre which buys from growers 
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and sells to consumers and PFFC just delivers products to the wholesaler under this model. As 

the marketing is carried out by the organization, growers collectively benefit from lower 

transaction costs, while individually they can specialize in production. In the case of imports, 

the channel may be much longer. For this thesis, however, it is sufficient to distinguish these 

three main parties. 

From the survey sample, growers are currently selling 49.50 percent of their products in 

the farmers’ market and 46.50 percent are sold through to PFFC. Other markets take 4 percent 

of products. PFFC members indicated that selling individually in farmers’ markets or any other 

spot market, involves high transaction costs such as; negotiating directly with consumers, 

meeting various consumer concerns about variety and frequency, along with transportation and 

costs associated with selling in a physical market.  

In most aspects, the evidence from PFFC in the vegetable industry is in accordance with 

the reviewed literature. In terms of member characteristics, the findings of this study show that 

members’ characteristics may influence members’ attitudes towards the agreement. They also 

could provide insights into assessing members’ behaviours. Most members are middle size 

growers who have an incentive to participate in a new collective action organization. Very 

large growers may have fewer problems with high transaction costs due to their higher 

bargaining power and, hence, might have a lower incentive to participate. On the other hand, 

very small growers may find that the benefits of the new organization would not offset the 

transaction costs associated with it since they are not able to supply a large volume of high 

quality products, have limited access to information, technologies and training to improve their 

production practices.  

The years of farming could proxy for the experience in vegetable growing. Literature 

shows that the longer the period of growing vegetables, farmers become more experienced in 
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choosing a market since they have a better idea of the costs and benefits associated with each 

market. Experienced growers believed that this new marketing organization collects and sells 

products at a higher profit than they would be able to get from private buyers, although, they 

also mentioned that remaining in the agreement needs more information and bargaining power 

rather than other marketing options. Some members, however still market their extra products 

on their own in farmers’ market. Along with the grower’s characteristics, the choice of market 

also depends on the nature of transaction costs.  

According to respondents, growers purchase or build refrigerated storage which is very 

costly. It showed they have a tendency to invest in the future growth of PFFC, which means 

they desire to stay committed to the agreement, and it also shows the loyalty as well as it 

suggests that growers have trust in TGP and are not concerned about being held up by the 

buyer. This may mean that they could expand their production, hence, potentially increasing 

their income.  

The important benefit from collective action is that producers can improve their bargaining 

power with buyers. When they are working as a group, it is possible to obtain a larger market. 

In the case of PFFC, the important change is obtaining higher volumes by organizing the 

harvesting, storage, grading, sorting and selling to wholesalers through collective action and 

utilization of economies of scale in marketing. However, the profit of members obviously 

depends on the supply of fresh vegetables from the others in the market and the competition 

with other brands in the supermarket. The new collective action institution has to provide 

advantages to growers; this occurs through secure markets and increases in their negotiating 

power which leads to higher volumes, thereby perhaps higher profit.  

For any of the large retail outlets, consistent quality and supply are important factors in 

their purchasing decisions. TGP requires that PFFC provide assurances regarding consistency 
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of supply and quality for all products. In the interviews, quality standards and safety control 

were ranked as important issues by respondents and growers are aware of the adverse selection 

and moral hazard problems in reality if not by name.  

In terms of safety and quality assurance, both CanadaGap and TGP regulation and 

standards apply. Members assure buyers about their products’ quality and safety through these 

two assurance systems. The CanadaGap certification (a private standard) can provide 

information for the buyer, and enhance reliance on information regarding food safety. Also, 

TGP implemented its private standards to assure delivery of high quality products. As a result, 

the risk to the buyer would be lower. It also would be a confirmation of safety and quality of 

the vegetables. The strategy of the new brand under the CanadaGAP certification may also 

enable PFFC to create consumer loyalty. This strategy requires all growers to follow the 

requirements. If the consumer finds any problems, the reputation of all the growers will be 

negatively impacted. Moreover, quality and safety control may increase transaction costs but 

it would enhance the competitiveness of the vegetables. Members of the PFFC bring their 

vegetables together hence, they are able to raise and harmonize their product quality. This is 

done by sorting the deliveries from each grower into bundles of a similar quality.  It is obviously 

done by the group working in each zone and assists in getting each member to produce 

vegetable of the same quality, and delivered at the same time. A high degree of collaboration 

is required. 

Moreover, the product packaging and nutrition labelling provides information on quality, 

and thus, reduces the potential opportunistic behaviour by both sides of the contract. Hence, 

investment in grading is important. Once the organization gets a reputation for producing 

standardized vegetables in bags of accurate weight, the buyer (TGP/final consumer) will be 

more willing to buy from them in the future. In addition, due to the specific barcodes on bags, 
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the tracing mechanism can detect problems resulting from misrepresentation and those who do 

not maintain compliance standards would lose membership in the program. The system of 

barcoding maintains an identification link between grower and buyer especially when the real 

quality such as taste of product is often revealed only through actual consumption by retailer 

(Coop)’s consumers. This reveals the importance of traceability in this transaction. Hence, it 

will reduce asymmetric information and it reduces the risk of the moral hazard problem.  

Objective two focused on assessing the factors associated with growers’ incentives to 

participate in the PFFC. Figure 5.2 shows a combination of theoretical results with evidence 

from PFFC. These three grower’s incentives are related to each other since growers pool their 

resources together and achieve economies of scale, their average transaction costs will decrease 

and they are able to market products.  

 

 

 

 

 

 

Figure 5.2 Growers’ incentives for joining PFFC 
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planning to expand their businesses. Most of the members do not use all their available land 

for vegetable production for various reasons such as they may not be able to afford it or 

presumably may be growing other crops or they face other resource restrictions. Collective 

action could make marketing easier and increases the growers’ incentives to use more land for 

vegetable production and produce a larger quantity which may provide increases in their profits 

depending on increased costs. Their future investment plans include increasing the amount of 

land planted and increasing vegetable storage capacity. Growers also have been planning to 

grow new vegetables and improve their technologies (e.g. knowledge of production practices, 

packaging, storage facilities, etc.) in order to deal with buyers. Therefore, growers’ 

participation depends on how the PFFC’s services meet its members’ expectations. Hence, 

services in collecting (pooling), marketing (which involves negotiations with TGP) and 

sending to distribution centres are very important. In the survey, just one grower was selling 

directly to a large retailer; therefore, the importance of collective action to participate in the 

supply chain is confirmed.  

The research also found that members of PFFC have encountered some challenges in terms 

of improving their interaction with TGP. For instance: the location of the warehouse and the 

development of pick zones within PFFC. Since only some growers have their own truck to 

transport the vegetables, other growers have to schedule the date and time of picking their 

products. Hence, they incur new costs of renting the vehicle in addition to fuel costs.  

PFFC faces challenges due to the degree of contractual uncertainty involved and the 

transaction costs. According to the survey, the main challenges for growers are to meet the 

TGP requirements in terms of volume, quality, frequency, and consistency. As mentioned in 

the theoretical chapter, information costs and asymmetries, as well as the potential for high 

transaction costs might lead to contractual uncertainty, which is relevant to the negotiation of 
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contracts between the PFFC and TGP. In this case, information on a range of issues is required 

before re-negotiating the agreement; for instance, assessing the market demand, negotiating the 

contract between two parties in terms of agreement details such as price, volume, handling, 

quality and delivery. The situation in the vegetable industry is particularly difficult, since 

production levels fluctuate seasonally, due to weather. As long as fresh vegetables are 

perishable, if TGP for these products cannot offer a price sufficient to make a profit, farmers 

may not be interested in selling through the PFFC anymore and act individually through other 

channels. Besides, there might be some differences in the amount and type of information 

needed by each party (e.g. information about price or market demand is more important for the 

growers’ side, and the buyer requires assurances about quality in the agreement etc.). Acquiring 

this information is costly. Furthermore, members vary in terms of their knowledge and 

experience. Assessing these differences and anticipating their ability to determine their 

production share may be difficult and costly for TGP.  

 Another important matter for members is the lower price compared to the farmers’ market 

and the delayed payment which might reduce the attractiveness of the new organization. The 

delayed payment could be a considerable opportunity cost. The disadvantage of this delayed 

payment is a reduction in utility for the members who have to wait before they get paid. Hence, 

some members have more incentives to exit the contract and sell their products into those 

markets which will pay them right away.  

There could also be some other reasons for PFFC not meeting the objectives in the future, 

which include a lack of finance, lack of ready markets, weather issues, poor organization 

management, and a lack of capacity to collect information and anticipate price fluctuations in 

the future. Based on the literature reviewed and the information available, some growers may 

not stay in the agreement in some situations; they may have low trust in other members in their 
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own pick zone and may not wish to stay with collective action. Some members feel that they 

would be able to obtain a higher price in other market channels. They may feel they are not 

interested in sharing their experiences and knowledge with other members. In addition, there 

might be some growers who do not have the needed skill and knowledge to work with others 

since selling in retail markets with product standards requires a certain degree of knowledge. 

Generally speaking, the payment approach for products impacts on the growers’ incentives 

to engage more into the new business. Table 5.1 summarizes objectives and entry requirements 

of the three different ways of marketing fresh vegetables in Saskatchewan. 

Table 5.1 Comparing three marketing channels in Saskatchewan vegetable industry 

Market Objectives Requirements 

Farmers’ market 

• Meet local demand 
• Maintain high quality 
       and 
• Make profit 
 

Picking, sorting, 
transport and selling 
activities done by 
individual growers and 
staff 

Direct to supermarket 

• Access to provincial 
demand 

• Maintain high quality 
• Obtain higher volume 
• Make more profit 
• Reduce risk through 

contract  
(for each individual on 
their own) 

Picking, storage, sorting 
; quality requirements, 
food safety compliance 
(CanadaGap), transport 
and selling activities be 
done by individual 
growers and staff  

PFFC (quality premium) 

• Access to provincial 
demand 

• Maintain high quality 
• Obtain higher volume 
• Make more profit 
• Reduce risk through 

contract and some 
bargaining power 

 

Picking, storage higher 
volume, sorting, quality 
control standards, food 
safety compliance 
(CanadaGap), 
membership fees 
transport and selling 
activities be done by 
growers and staff 
through collective action 
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 5.2 Recommendations  

To summarize, the PFFC is a marketing tool for its members which enables them to 

collectively access a larger market for fresh vegetables; PFFC also carries out services that are 

not achievable for small growers due to the high transaction costs, offers a long term contract, 

reduces economic uncertainties in terms of contract and quality, reduces the holdup problem 

and decreases some transaction costs for members, although it also introduces new transaction 

costs. Based upon the survey results, it appears that PFFC is a good supply chain alternative to 

the farmers’ market for members. At this point, by assessing the current collective action 

institution and associated constraints, the study provides some recommendations for policy 

makers and future research to encourage small producers to participate in such new collective 

action institutions.   

The assessment of transaction costs, incentives and constraints associated with 

participating in PFFC considered in this case study provide ideas for other parties who are 

interested in developing collective action institutions in Saskatchewan. Important issues to 

consider will include required tools and policies to overcome barriers such as entry, grading, 

quality, frequent supply, and payment system etc. The results can also be used to understand 

the constraints faced by producers who are planning to switch from traditional markets to closer 

vertically coordinated markets.  

Generally speaking, applying a combination of penalties and rewards may be a way to 

motivate members to supply a higher quality service or product. Therefore, the study suggests 

some form of penalties for poor performance (including quality and delivery) along with 

rewarding growers for good quality production. However, applying this combination would 

require extra transaction costs for both parties, but, it would be effective to reduce opportunistic 

behaviour and provides an incentive to expand the contract. The associated costs would not 
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necessarily be the same for PFFC and TGP, especially TGP in the contract in terms of the 

monitoring and enforcing agreement.  

The research also suggests higher prices through collective marketing in the context of this 

case study will provide additional incentives for members to participate in group activities. The 

higher prices may provide members with an incentive to put more effort into production and 

raise quality. On the other hand, instituting some form of advance payment might solve the 

member’s cash flow needs and reduce the uncertainties regarding returns that could affect their 

loyalty. 

Although this new collective action may facilitate increased access to larger markets by 

small growers in Saskatchewan, it is not sufficient. Members of organizations need to obtain 

information about price and consumer demand in the market and be informed regarding 

changing conditions. Collective action can provide a basis for knowledge exchange and shared 

learning. Hence, TGP and PFFC board members should consider improving relationships with 

members by making reports or meeting face to face to inform members.  

The future success or failure of PFFC depends on its board members’ ability to make 

decisions. Since the members’ participation is an important factor of any organization’s 

success, the board members of PFFC should encourage and engage its members to participate 

in decision making. Hence, the board needs to create awareness among members and increase 

their confidence in the power of PFFC in different ways (such as training, meeting and etc.) 

regarding promoting the member’s participation in the organization. Trechter et al. (2002) 

argue that education (about production practices, marketing etc.) influences positively on 

members’ commitment to the success of an organization. Hence, PFFC may create and increase 

the members’ commitment by providing education and training courses in a continuing process 

to improve growers’ knowledge of production practices and new technologies. It is also 
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necessary for the board of directors to maintain its frequent communications with members to 

find out its members’ concerns and problems and reduce the asymmetric information. In fact, 

directors should ensure that the organization is run according to its members’ visions. 

Furthermore, PFFC’s board of directors need to find ways to increase its members’ 

commitment. Fulton (2004) finds that member commitment would increase through strong 

feedback. Hence, the board has to be aware of and manage its feedback to members. 

The PFFC board should also oversee members and support them and provide necessary 

skills and knowledge in terms of finance, marketing and production to growers through 

meetings and courses. Thereby, growers with strong knowledge, experience and production 

abilities will be able to deal with risk and the information asymmetry problem. In fact, it might 

be easier for development agencies such as ACS to organize training services for the group 

compare to dealing with individual growers. This could be investigated in the future. Along 

with training, it has to be emphasized that the value chain specialist had a major role in ensuring 

stability and encouraging trust between the members and the buyer. The value chain specialist 

is an example of a common resource in PFFC. The specialist provides important marketing 

information to the members; he also provides important information about the members’ crops 

to the organization to aid in marketing decisions. The ACS funds this person. He has also been 

important in establishing trust in the agreement especially at the initial steps; therefore, the 

principal agent problem has not been manifest to any considerable degree. To avoid any issue 

after the specialist leaves the project, PFFC has developed a long term strategy for succession 

planning as it grows. 

Along with the surveys’ results and based on growers’ concerns, the study also suggested 

some support from PFFC in terms of its members obtaining inputs at favourable prices as a 

potential future role. PFFC may be able to decrease members’ transaction costs by organizing 
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the buying of input materials to establish more secure supplies and lower degree of market 

uncertainty for the long term. This could help growers to access inputs more easily and cheaply, 

which reduces costs of production.   

Government may wish to promote the vegetable industry, which reflects the importance 

of public health, thereby, increasing growers’ production along with the number of new 

members would be critical objectives in near future. Saskatchewan’s Ministry of Agriculture 

can indirectly influence the incentives of growers to work with PFFC. It is also suggested that 

current members in PFFC can be a great way to encourage other vegetable growers to join the 

new organization by organizing social events or publishing information. It has to be mentioned 

that problems of growers cannot be solved simply by government support; although it seems 

to be important in the case of a small organization in its early stages. In addition, the 

government could provide cost information on grading services. This support may be helpful 

to reduce misrepresentations. Therefore, this suggestion could reduce potential opportunistic 

behaviour regarding quality issues which leads to adverse selection and moral hazard problems. 

Generally speaking, although the special emphasis of this study is on PFFC, the outcomes 

can be used in many cases for understanding the benefits and challenges confronted by 

producers who want to switch from traditional spot markets to more closely coordinated 

markets.  

5.3 Limitation of the study 

It is worth noting that PFFC is still in its initial stages with many structural weaknesses 

and significant potential for expansion and improvement and it is too early for this research to 

recognize their weaknesses and analyze its performance over the long term. Moreover, 

Saskatchewan is not a major producer of vegetables. The case represents a small share of the 

total vegetables sold in supermarkets across the province. The study is limited by the relatively 
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small sample size which consists of only 16 growers and just 11 members who participated in 

the survey. There are other non-member growers who deserved to be included in this type of 

research. The sample size could be increased by targeting member and non-member growers 

in the province in future research. Also, most of the respondents are small to medium size 

growers. Grouping growers according to common characteristics, such as, size, products etc. 

can reduce misrepresentations and make conclusions clear. In addition, it would be interesting 

to also have interviewed growers who chose not to participate, to find out why they declined 

to participate. Collecting more information regarding new members and considering non-

members’ points of view would give more validity to the findings. The survey did not collect 

this type of data that would be required to make these comparisons due to confidentiality issues.  

Case study information was used to identify determinants of growers’ incentives. The 

PFFC as an institution for collective action in marketing is focused on reducing transaction 

costs and enhancing producer profits. Besides, a reduction in price risks could be beneficial to 

members, but, it is difficult to measure this risk without time series data about production costs 

and price in all markets, but interviewees did not reveal their financial details.  

Moreover, an issue with collecting information was that TGP did not provide some 

information, such as current and future quantities of sale, which would have been necessary in 

order to assess changes over time and analyze the program’s achievements. In addition, 

accurate statistical data from the Saskatchewan vegetable industry is not available and the 

questionnaire used in this survey was not able to obtain all the necessary information. It cannot 

be said that clear evidence was found for the propositions, but this could possibly be due to 

statistical problems such as the number of people interviewed or missing data. Also, analyzing 

other sectors could help to provide comparisons which could give a better context to the PFFC.  

Last but not least, we did not include final consumers in the study which would be necessary 
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to assess the changes in their demand during the last year and see how this new line of vegetable 

products may affect their consumption decisions.  

5.4 Future Studies 

It should be noted that the current agreement between PFFC and TGP is related to their 

characteristics and local context (such as scale and market environment). In future research, a 

different survey could be designed to investigate the financial aspects of the agreement such as 

price trends and the effect on production costs. This study used the case study method in a 

relatively small study area. It could be interesting if a survey would be conducted in a larger 

area and to compare with the current results. Moreover, it would also be interesting to examine 

growers who do not belong to a collective marketing organisation such as PFFC to understand 

the barriers that discourage participation.  

Another interesting matter as a future study is to examine consumer preferences since they 

are the main target of retailers and it would be useful to understand whether vegetables sold 

through PFFC match end consumers’ demand. Government’s specialists believe that there is 

an opportunity to market Saskatchewan grown vegetables to Mexico, the United States and 

South America during their off-seasons. This opportunity requires investigation. 

It seems the role of trust, or member loyalty, is very important for the future. Member 

loyalty is one of the crucial issues for the future of PFFC, especially in terms of the uncertainty 

in the Saskatchewan vegetable sector. This contractual relationship is built on the trust that 

each party will fulfill their duties. It also increases mutual trust and friendship amongst the 

members, who would otherwise be competitors. Clearly there is a need for more research on 

the phenomenon of trust. For example, different relationship issues may influence the trust, 

such as length of contract and various cost issues.   
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On the other hand, efforts to improve quality, monitor and trace vegetables will increase 

both parties’ profits only if consumers are willing to pay a premium price for high quality 

vegetables and if price premiums are passed along to growers since some consumers may place 

a higher value on the safety of fresh vegetables, as well as on an assurance of local supply. This 

concern should be studied in further research.  

Finally, since the government could play an important role in the development of farmers’ 

organizations in Saskatchewan, especially in their early stage of establishment and 

development, future studies could identify the most appropriate ways that government could 

foster the successful development of producers’ collective actions.  
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Appendix A  

 Participant Consent Form  
   

You are invited to participate in a study entitled: “Insights into the Fresh Vegetable Sector of 
Saskatchewan”. Please read this form carefully, and feelm free to ask questions you might have.  

 

Researcher: Maryam Ahooghalandari (MSc Student), 

                     Department of Bioresource, Policy, Business and Economics 

                     Tel: (306) 966-1981 

                     Email: maryam.ahoo@usask.ca 

 

Project Title: Insights into the Fresh Vegetable Sector of Saskatchewan (this study is part of a MSc 

thesis) 

 

 

Supervisor:  

William J. Brown, U of Sask BPBE Dept, 966-4011, bill.brown@usask.ca 

 

 

Purpose(s) and Objective(s) of the Research:  

The current study is a part of MSc thesis and will provide an understanding of the Saskatchewan 
Grocery Retail and Foodservice Value Chain Initiative which is promoted by the Agriculture 
Council Saskatchewan (ACS). ACS intends to coordinate a group of vegetable growers from across 
the province and have them supply their products to grocery stores through a number of distribution 
centers. This new organization, despite its numerous benefits, will test the farmer participant’s 
resolve to cooperate rather than proceed alone. Farmer participation often faces limits and barriers 
that hinder them from performing their roles and functions, for instance: financing problems, 
marketing difficulties, legislative ‘legal’ obstacles and member loyalty. Economists have been 
developed methods for analyzing organizational forms and their relationships within the market 
system which enhance our understanding of motivations behind and the consequences of 
developing this organization. The theories that were described in literature include transaction cost 
economics (TCE), agency theory, the core competencies approach, strategic management theory, 
property rights analysis and convention theory. 
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Procedures: 

A survey will be designed to capture the attitudes and perceptions of wholesaler with regard to their 
feedback of organization and the future of it.  

The project time is from 09/01/2013 to 10/30/2013. 

The participants only need to answer those questions they are comfortable with during the 

interview. 

 

 

Funded by:  

Alliance for Food and Bioproducts Innovation Scholars Program 

 

Potential Risks:  

This is non-risk project which has no risk of psychological or emotional, physical, social. No aspects 
of the study are anticipated to include risk or harm to participants. No participant deception will be 
involved in this program of research.  

 

Confidentiality:  

Although the data from this research project will be published and presented at conferences, the 
data will be reported in aggregate form, so that it will not be possible to identify individuals. 
Moreover, the Consent Forms will be stored separately from the (materials used), so that it will not 
be possible to associate a name with any given set of responses. Because the participants for this 
research project have been selected from a small group of people, all of whom are known to each 
other, it is possible that you may be identifiable to other people on the basis of what you have said.  

The data will be in the care and administration of the Department of Bioresource Policy, 
Business and Economics, University of Saskatchewan under password protected computer files. 
The data will be securely stored in the Department for the required period of six years following 
the completion of the research work. The data may be held longer if it is considered to be needed 
for researchers’ future work but following the same considerations mentioned in this document 
regarding confidentiality and anonymity. 

 

 

Right to Withdraw:   

Your right to withdraw data from the study will apply until results have been disseminated. After 
this it is possible that some form of research dissemination will have already occurred and it may 
not be possible to withdraw your data 
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Follow up:  

After your interview, and prior to the data being included in the final report, you will be given the 
opportunity to review the transcript of your interview, and to add, alter, or delete information from 
the transcripts as you see fit. 

 

 

Questions or Concerns:   

• Contact the researcher(s) using the information at the top of page 1; 
• This research project has been approved on ethical grounds by the University of 

Saskatchewan Research Ethics Board.  Any questions regarding your rights as a 

participant may be addressed to that committee through the Research Ethics Office 

ethics.office@usask.ca (306) 966-2975. Out of town participants may call toll free (888) 

966-2975. 

 

 

 

 

 

 

SIGNED CONSENT  

Your signature below indicates that you have read and understand the description provided; I have 
had an opportunity to ask questions and my/our questions have been answered. I consent to participate 
in the research project. A copy of this Consent Form has been given to me for my records. 

 

     

Name of Participant  Signature  Date 

 

______________________________      _______________________ 

Researcher’s Signature   Date 

 

A copy of this consent will be left with you, and a copy will be taken by the researcher. 
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Appendix B 

(Interview Questions) 
 

Insights into the Fresh Vegetable Sector of Saskatchewan  

(OPPORTUNITIES AND CHALLENGES) 

 
Farm and Community Characteristics 

 
 

1.  How many acres of vegetables are you putting into production this season? 
 
 

2.  How many years have you been growing vegetables? 
 
 

3. What vegetable crops do you currently grow?   
 

 
 
 
 
 
 
 
 
4. Do you have irrigated land? What % of planted area?   

                        
 
5. Specify what proportion of your production is sold by each of the following?  

 Percent (%) 

 

Road side stand                             

Farmers’ markets                      

U-pick operations                      

Prairie Fresh Corporation                            

Other                                            

 
 
 

6. Would you expect to see an increase in sales over the next 3 years?  
Yes      
No 
 
 
 



154 

 

 
7. In what sales area will this growth occur? 

 Growth Percent (%) 

 

Road side stand                             

Farmers’ markets                      

U-pick operations                      

Prairie Fresh Corporation                            

Other                                            

 
 
 

8. Based on your own views or perceptions, how does marketing fresh vegetables through the 
Prairie Fresh Corporation compare to your past marketing practices? 
 

Much worse          1 
Worse                    2 
Equal                     3 
Better                    4 
Much better           5 

 

 

9. What % of your sales are you willing to sell through the Prairie Fresh Food Corporation? 
 

 0 - 20 
21 - 40 
41 - 60 
61 - 80 
81 - 100 

 
  
 
10. What has been the dollar value of your investment in vegetable production over the past 24 

months? 
 
None 
$1,000 - $10,000 
$10,001 - $25,000 
$25,001 - $50,000 
$50,001 - $100,000 
$100,001 and over 
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11. What might be the dollar value of future investment to increase your capacity over the next 
1-3 years? 
 
None 
$1,000 - $10,000 
$10,001 - $25,000 
$25,001 - $50,000 
$50,001 -$100,000 
$100,001 and over 
 
 

12. How do you value your membership in the Prairie Fresh Corporation? 
 

Extremely Value               1 
High Value                        2 
Medium Value                   3 
Low Value                         4 

 
 
13. How important are each of the following factors in your choice to market through the Prairie 

Fresh Food Corporation? (Circle the Number) 
Factor                                                                     Unimportant  / less important  / neutral   /   Important  /    Highly 
important  
 

Type of vegetable produce                                  1                  2                   3                  4                      5 
Quantity of vegetable produce                            1                  2                   3                  4                      5 
Food safety and grading compliance  
requirement                                                         1                  2                   3                  4                      5 
Production requirement                                       1                  2                   3                  4                      5 
(input and finance) 
Access to price information                                1                  2                   3                  4                      5 
Payment mechanism                                           1                  2                   3                  4                      5 
(Speed of payment) 
Flexibility and trust                                             1                  2                   3                  4                      5 
 Other (Please specify)                                 
 
 
14. Please rate the benefits of your membership in the Prairie Fresh Corporation. (Please circle 

the appropriate value.) 
In following ways   Strongly agree/Moderately agree/Neutral/Moderately disagree/Strongly disagree 
 
Networking among members                               1                  2                   3                  4                      5 
Resources pooling                                                1                  2                   3                  4                      5 
Increasing business knowledge                            1                  2                   3                  4                      5 
Increasing knowledge of the Canadian  
grocery retail industry                       1                 2                     3                 4                     5 
Increasing knowledge of the Canadian  
food service industry                                             1                 2                    3                   4                    5     
Economic development                                         1                 2                    3                   4                   5 
Obtaining financing                                               1                  2                   3                   4                   5 
Better knowledge of  
the industry costing program                                1                  2                   3                   4                    5 
Other (please specify) 
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15. What are your challenges for future growth within the Prairie Fresh Corporation? (Please 

circle the appropriate value) 

In following ways            Very low       Low         Moderate        High      Very high        

Land                                           1                  2                   3                  4                      5 
Equipment                                  1                  2                   3                  4                      5 
Market access                             1                  2                   3                  4                      5 
Staff (Labor)                               1                  2                   3                  4                      5 
Technology                                 1                  2                   3                  4                      5 
Capacity (structure)                    1                  2                   3                  4                      5 
Other (please specify)            1                  2                   3                  4                      5 
 

16. How difficult in accessing information in the new agreement? 

Very low                           1 
Low                                   2 
Moderate                           3 
High                                  4 
Very high                          5 

 

17. How confident are you in your staff to meet the present retailer quality grade specifications?  

Very low                           1 
Low                                   2 
Moderate                           3 
High                                  4 
Very high                          5 
 
 
 
18. How important is the Canadian vegetable grading compliance program to your business? 

(Circle one) 
 

Very low importance                           1 
Low importance                                   2 
Moderate importance                           3 
High importance                                  4 
Very high importance                          5 
 
 
 
19. How important is it to your business to ensure that all the vegetables are meeting compliance?  

 

Very low importance                           1 
Low importance                                   2 
Moderate importance                           3 
High importance                                  4 
Very high importance                          5 
 



157 

 

20. How important is it to your business to follow your competitor’s marketing strategies? 
  

Not important                                    1 
Low important                                   2 
Moderate important                           3 
High important                                  4 
Extremely important                          5 

 
 
 
21. Overall, how satisfied are you with the management team of The Grocery People? 

 
Very dissatisfied                      1 

Dissatisfied                              2 

Neutral                                     3 

Satisfied                                     4  
Very satisfied                             5 

 
 

 
 

22.  What is the value of the services provided by the value chain specialist?  
 

Very low                           1 
Low                                   2 
Moderate                           3 
High                                  4 
Very high                          5 

 
 

23. How much knowledge have you gained within the last 12 months in working with the Value 
Chain Specialist? (Circle one) 
 

Very low                           1 
Low                                   2 
Moderate                           3 
High                                  4 
Very high                          5 

 
 
24. What might be the future growth areas within the Prairie Fresh Corporation? (Please check 

one) 
 

Vegetables 
Vegetables Value add  
Fruit 
Fruit Value add 
Green house 
Green house Value add 
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25. What area of support do you see the Prairie Fresh Corporation needing in the future? 
 
Finance  
Distribution 
Production 
Others (please specify) 
 
 
 

26. How important will the Prairie Fresh Corporation be for the marketing of fresh vegetable in 
the future? (Circle one) 
 

Very important                                         1 
Important                                                  2 
Neutral                                                      3 
Unimportant                                              4 
Very unimportant                                      5 

 
 
 
27. What is your % increase in sales to Canadian grocery chains from last year to this year? 

 

 

 

 


