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Value added and rural development effect of POsin the fresh

fruit and vegetable sector: lessonslear ned and future possibilities

Executive summary
Fruit and vegetable sector is important for Hunghegause it is a labour intensive rural
sector, connecting around 100 thousand familiezgricultural production. It contributes to
bio- and cultural diversity: optimally utilizing etogical conditions and maintaining
numerous specialty products. Increasing value adedmportant because consumer
preferences are rapidly changing and extensive lingponpetition as well the buyer-power of
retail sector are extremely lowering the incomeelef raw products. The reason for starting
this research was the fact that proliferation oEFRProducer Organization) in Hungary begin
to stagnate in the last few years, although evaomwk market trend suggested further rapid
increase of their market share. We tried to find tiore sustainability problems in our PO
system, using GEM (governance, embedding and niaggemethod which we found an
appropriate tool for comprehensive syntheses damable supply chain case studies.
We selected two POs, representing in many aspeats distinctively different types:
DélKerTESZ is an off-spring of a former cooperatbased production system, at present it is
the second largest PO, with members mainly produgggetables in intensive glass-house
and foliage systems, Grand-Coop on the other haradhiottom-up initiation without former
cooperative background, it is much smaller in sealé mainly coordinates fruit growers.
The analysis of the governance, marketing and edibgdf DélKerTESZ and Grand-Coop
showed distinctive differences in the strategy tlie§jowed in their development. Both
strategies seem to be viable. In case of DélKerTE®Zmain driver is the governance and
marketing based value chain partnership, alloworgguality innovation. In case of Grand-
Coop the main driver is an extended wholesaler etaaktivity which allows for the much
required flexibility but only viable with professial and quite similar members. In both cases
the major obstacles and threats come from embedalirtg not the local but the general
economic and legistlative situation. At first it pegars to be good news: because these
conditions can be changed by the public adminismatAt second glance it is the worst
possible scenario because these problems are nagafyly embedded in our present society
not possible to change without the general recoeéigur morals and that's not an objective
for tomorrow.
In 2010 we would like to extend our research taélhe finally acknowledged POs, making
it possible to create PO clusters with tipical @sscand failure factors. Our long term aim is
to develope our results into a good practices hawokilwith emphasis on warning signals at
the critical development stages.
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Abstract
In the last years the expected concentration of Hhagarian fruit and vegetable sector
through the PO system failed to come true. We tidefind the core sustainability problems
of our PO system, through using GEM (governancdyesiding and marketing) method. The
case studies of DéIKerTESZ and Grand-Coop showstindiive differences in the strategy
they followed in their development. Both strategieem to be viable, in case of DélKerTESZ
the main driver is the governance and marketingdaslue chain partnership, allowing for
quality innovation. In case of Grand-Coop the ndiiver is an extended wholesaler market
activity which allows for the much required flexXiby but only viable with professional and
quite similar members. In both cases the majorautss and threats come from embedding
and not the local but the general economic andtlegive situation.
Keywords: PO, value added, fruit and vegetable sector



Value added and rural development effect of POsin the fresh
fruit and vegetable sector: lessonslear ned and future possibilities

Introduction

Fruit and vegetable sector is important for Hunghegause it is a labour intensive rural
sector, connecting around 100 thousand familiezgricultural production. It contributes to
bio- and cultural diversity: optimally utilizing etogical conditions and maintaining
numerous specialty products. Increasing value addedmportant because consumer
preferences are rapidly changing and extensive lingponpetition as well the buyer-power of
retail sector are extremely lowering the incomeelexf raw products. With our research we
would also like to demonstrate the efficiency ofregmsing value-added in the agriculture
sector as a rural development tool and thus cari&ilo the policy debate over the necessity
of this kind of funding.

The structure of the paper is organised as folldvirst, we provide a brief literature review
and methodology used for conducting our researeboi®l, we describe the Hungarian fruit
and vegetable value chain. Then, we present thitses our two PO case studies with some
implications for further research.

Literaturereview and methodology

The reason for starting this research was thettiattproliferation of POs in Hungary begin to

stagnate in the last few years, although every knavarket trend suggested further rapid

increase in the market share of POs. We startédotofor the reasons by visiting POs and
conducting personal interviews asking questionsaibpmblematic areas of present operation.

These first experiences proved to be extremelyfdijiresulting in an extensive problem tree

identifing the range of issues, which then allowesdto focus properly on the main drivers

behind the current situation. We decided to useevahain analyses in the sense of Dunn

[2005]: “The full range of activities that are raepa to bring a product from its conception to

its end use. These include design, production, etedy, distribution, and support to get the

product to the final consumer. The activities thaiprise a value chain can be contained
within a single firm or many firms.” We were intsted in identifying the value chain
implications for the Hungarian PO sector, by:

< analysing the evolution of the Hungarian fruit aregjetable value chain using Kaplinsky-
Morris [2001] paper, through conducting short télepe interviews with the major chain
captains (modern retailers) about their procurmeolicy of the fruit and vegetable
products,

« drawing the POs development/innovation timelineggested in the method paper of
Berdegué et al [2005], through conducting structupersonal interviews with the
management of the two selected POs,

< and last but not least finding the core of sustailitg problems of our PO system, through
using GEM method of Wiskerke [2002] which we foumd appropriate tool for
comprehensive syntheses of sustainable supply chamstudies.

This sustainability trajectory is always a combioat of governance, embedding and

marketing (thus G+E+M), but different case studikew different performance (dynamism

and bottlenecks) in these areas thus public amutieate support needed to improve the

performance is different for each type of initi@tilwiskerke, 2002].

Analysing governance as chain innovation is helpfuidentify the value-adding options,

additional income and employment opportunitiessimall-scale farmers and rural areas, and

for other actors along a chain. We think that adekdde should not be considered only as a

monetary category but inclusion of non-monetary éfiéh such as improved know-how,

social cohesion and enhanced social standing woefldct the real values much better

[Roduner — Gerrits, 2006]. Looking at marketing aschain differentiation allows for



improvement of performance and profitability in ewmer increasingly competitive market
situation. Embedding is also a key area of su@dss,stated by Dannenber [2006] who found
that the best position in competition has farmscivriire embedded in the local cluster in
connection with integration in supra-regional netwo(material and immaterial). This leads
to the rural development effect of the POs, backgdthe more recent approach of
development programmes shifting emphasis from dutprease to income and livelihood
concerns, from emphasis on technology to economicsacial relationships, from focusing
on “supply-side” intervention to market demand agmodt harvest support [Humphry, 2005].
As Nemes [2005] with the “new rural developmentagiigm” tries to identify how rural
initiatives reconfiguring local resources can bééé by the “centre” in a way to maintain
local values but reaching economic sustainability.

At the second research phase we selected two RPsesenting in many aspects two
distinctively different types: Dél-Kertész is anf-epring of a former cooperative based
production system, at present it is the seconde#r§O, with members mainly producing
vegetables in intensive glass-house and foliagesys Grand-Coop on the other hand is a
bottom-up initiation without former cooperative kgoound, it is much smaller in scale and
mainly coordinates fruit growers. They both seertetle successful, and sustainable which
was a prerequisite to the selection for this reseadowever we know that negative cases can
contribute just as much to a sustainability redeaand bear implications for the policy
makers. That's why we would like to extend our ezsh to all of the finally acknowledged
POs, making it possible to create PO clusters iipibal success and failure factors. Our long
term aim is to develope our results into a goodtiras handbook with emphasis on warning
signals at the critical development stages.

The changing fruit and vegetable chain in Hungary
From the production of fruit and vegetables in Hanygthe domestic fresh market increased
its importance from 24% in 2000 to 32% in 2007figure).

1. figure: Product balance of Hungarian fruit and wabke sector (2000-2007)
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Processing industry on the other hand losed gr@éih#h-54%) and even the actual amount of
fuits and vegetables procured decreased continpo@4D6 thousand tons). From the
domestic fresh fruit and vegetable consumptionsthare of import increased considerably
from 32%in 2000 to 40% in 2007.
The evolution of the marketing channels
The development of the Hungarian retail trade isamdy characterized by the ever growing
concentration but also by the appearance of new ¢§store and business formats. Thus the
main reason of the store number decrease is thegeewing sales and success of the large
surface-low price stores, namely hypermarkets asdodnts. In spite of these trends the
Hungarian food retail trade can still be charagtati as “two-poled” because beside the
increasing popularity of the large surface storemiy in urban areas the other special feature
is the remaining large number of small stores myainlrural areas, which has three main
reasons:

« The presence of the so called “forced entrepreheurs

« The almost franchise-like operating domestic chaiesrdinating mainly small-

medium sized stores and mini chains.
« The low mobility of the average Hungarian making #ttcess of large surface stores
designed for car owners difficult [Juh&sz-Stauden5].

Restructuring of the retail sector has direct andirect implications for the fruit and
vegetable value chain (2. figure).

2. figure: Evolution of the food market channels beaw@000 and 2007 (%)
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The drastically narrowing share of independent bstadps (28%-15%) effect the fruit and
vegetable sector directly because the traditionalemgrocers belong to this category.
According to the trends the number of greengrostaged to decline after the peek of 3,5
thousand in 2003 but the number was still higheR®7 than in 2000. The rapid rise of
discounters and hypermarkets has indirect and depeffect on the fruit and vegetable
supply chain. Discounters have fundamentally défifiersortiment policy: they only keep basic
products and special regional products are notredfeor only in high season. As Szabd
[2004] highlights different retail formats care amebsent fruit and vegetables differently (1.
table).



1. table:The range of fruit and vegetable sortimenthatdifferent retail formats

Vegetables Fruits Together
Discounters 15-20 10-15 25-30
Supermarkets 20-30 15-20 40-50

Source: Szab6 [2004]

Centralised order and distribution is quite widesgl among the retailers present at the
Hungarian market even in case of fruits and vedesalProcurement practices in case of fresh
fruit and vegetables are far from uniform: one distter has regional center, buyer groups
operate as well, coordinating two or three retail@rone country and last but not least we
also have a domestic retail chain still with conglie decentralized (shop level) procurement.
The interviewed retailers stated that the averagaber of suppliers in fruit and vegetable
category is quite low, between 20 and 30 and thmehbau of small suppliers is insignificant
(1-5) and usually seasonal. One exception is tliwelnentioned domestic retailer with the
decentralized procurement. The direct small froid aegetable farmer sales to the modern
retailers are quite low, approximately 5% at Meir6% at Spar, at the domestic chain CBA it
is much higher around 30-40%. The interviewed letsiagreed on that requirements of large
volumes and continuous supply exclude most of thallsfarmers. Retailers also agreeded on
decreasing the number of suppliers being a st@tbggision more and more common, which
means prefering those partners who can supply adbrange of fruit and vegetables. These
trends are favourable for POs, professional whtdesand unfortunately also for the large
importers.

At present the modern and the traditional fruit &adetable marketing channels are the most
typical ways of supplying the Hungarian consumehviiesh products (3. figure).

3. figure: Traditional and modern marketing channélhe fresh fruit and vegetables
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Altough the global presence of the wholesale marketrease continuously at regional level
they still have considerable importance. For exanplHungary inspite of the major changes
in the fruit and vegetable value chain the whokesabhrkets share of from the sales is still
quite high, approximately 30-35%. The positive aats keeping it alive are the
distributional importance, on the spot price forimatand rich assortment of new or rare fruits
and vegetables. On the negative side wholesaleatsagke also the place of semi-illegal “tax-
minimizing” trade without the least possibility &faceability. According to international
experiences hidden economy is thriving in countudsere tax burdens are high, legal
conditions are weak, and unemployment is high, ¢hgie-conditions are present in the
agriculture oriented rural and underdeveloped apé&kingary.

Semi-illegal trade is a main obstacle of the furtthevelopment of POs — being registered as
wholesalers — because they have to operate tramfain a sector of the economy where all
the others are half hidden.

4. figure: Fruit and vegetable Producer Organizati®®) in Hungary (1999-2007)
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It is no wander that the forming of POs startedvifo until 2003-2004 only the very brave
and strong minded formed PO (4. figure). Before B accession dynamic development
action had to take place because POs had markdatieg functions in the EU much needed
for the Hungarian sector as well. The favourablgrafes in the subsidy system proved to be
successful resulting in a peak number of POs jeforb the accession. Until today the
number of POs decreased considerably and thesslles also seems to increase slowly. The
operation of POs did not result in the expectedceatration still not being a generally
excepted form of cooperation among the Hungariaih &nd vegetable growers.

Appart from the above mentioned problem of seregdil trade the other reason of resistance
is the still lingering past of the forced coopevati After the change of political system the
vertical relationship between the levels of theptyhain disintegrated. This situation was
equally disfavourable for the producers, procesaadsretailers still the general distrust and
the unstable markets was maintained for quite g lime because of the personal benefits
from it. The chaotic conditions prevailed for yearsd it affected the SME-s multiplied. In



1994: 74% of the SME-s did not sign any kind of tcacts and even those having contracts
complained about the frequent violation events. Sitbgation improved considerably in the
last ten years, according to another survey in 260% of the agricultural producers
conducted written contracts but even higher, 74%hefbusiness enterprises had contracts
[Kartali et al, 2009].

GEM profile of the selected POs. implicationsfor sustainability

Background of the POs

At this second research phase we selected two Rfsesenting in many aspects two
distinctively different types of the Hungarian P@slKerTESZ is an off-spring of a former
cooperative based production system, at presdsttiie second largest PO, with members
mainly producing vegetables in intensive glass-barsd foliage systems, Grand-Coop on the
other hand is a bottom-up initiation without formemoperative background, it is much
smaller in scale and mainly coordinates fruit grem. figure). They are on the other hand
both seemed to be successful, and sustainable wiaista prerequisite for the selection.

In the present case studies both DélKerTESZ anads@oop show examples of conditions
and opportunities for small and medium scale fasnter achieve viable position in the
Hungarian fruitn and vegetable value chain.

5. figure: DélKerTESZ and Grand-Coop in the Hungaf sector (2005-2007)
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DélKerTESZ PO is located in Hungary, Southern GRiain region, Csongrad county,
Szentes town. The area is a traditional vegetalbaigg region, where glass-house and
foliage production appeared in the 1960's afterrcdeéag for oil resulted in finding
geothermal energy (hot water). In 1975 the fornmmperative founded KZR (which is Early
Vegetable Production System) operating as a quiteessful integrator of part-time growers
in the region. At the peak of KZR (mid eightiesg timarketed volume of vegetable (mainly
paprika) reached 23 thousand tons, 85% from glassds and foliage. At the change of
political systems, KZR stoped operation but coation of the farmers continued at the local
cooperative (Arpad Cooperative) albeit coordinatetime and number of farmers dropped
considerably. The appearance and proliferatione@f market players in wholesale and retalil
promised freedom and new opportunities for the peceds. Few years of hectic market



conditions had to come to raise the need of a reperation among the glasshouse-foliage
vegetable growers. More than ten years ellapsed fiee end of KZR to the founding of
DélKerTESZ, the time was just right in 2002: theervincreasing input prices and
requirements of retailers, the bad experiences wimi-illegal wholesalers, and the
uncertainty of the coming EU accession all helpettbe final incentive was the new, quite
favourable subsidy opportunities for POs. At thed esf 2002 277 members founded
Délalfoldi Kertészek Zoldség-Gyiimoélcs Ertékés8zovetkezet (DéIKerTESZ) PO which
applied for and got the final accepted status P420ist before the EU accesion. In 2007 the
PO coordinated the production of 587 members (miogtem being small scale farmers), 347
hectars, 12,6 thousand tons of fruit and vegetarid reached 3,8 billion HUF sales
(approximately 15,3 million EUR).

Grand-Coop PO is located in Hungary, Southern Gp&ih region, Bacs-Kiskun county,
Kiskdrés town in a traditional fruit growing areBhe PO was founded a few years earlier in
1999 as a bottom up initiation of 15 experiencediepently viable and similar sized fruit
growers. It had no direct link with the local formeooperative or municipality. Two POs
started almost at the same time in the same groanea: Grand-Coop united the middle size
farmers the other one the small growers. PO dewsdop program subsidies proved to be an
effective tool of new POs initiation. In 2007 thea@d-Coop coordinated the production of 63
members (most of them still being middle sizedtfgrowers), 1 521 hectars, 4,7 thousand
tons of mainly fruits and reached 628 million HUies (approximately 2,5 million EUR).
Grand-Coop is a smaller initiatve than DélKerTE$s they could only reach the final
accepted status this year at the end of the pedsibé limit.

Sustainability profile: chain gover nance, marketing and embedding of the POs

The development timeline shows that the two POs edoen a very similar track,
intercorporating the basic stages of: building ayibg a distribution center, improving
grading, packaging, transport and traceabilityl(isiwe EUREPGAP and HACCP standards).
Interesting differences also appear in their dgulent history (1. and 2. annexes), the most
important is that DélKerTESZ mentioned 5 qualitypimvement developments while Grand-
Coop only one. The quality lead evolution of DEIRESZ meant closer internal governance
and partnership opportunities with the modern retactor (6. figure). Grand-Coop on the
other hand mentioned production volume improvenfent times, while Dél-KerTESZ only
once. The volume improvement is the most obviousvan to the evolving needs of the
retailer. Grand-Coop strategy seems to be a massichl wholesaler activity with buying
ever increasing amount from non-members (6. figure)
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6. figure: Value chain governance types of DélKerTES#A Grand-Coop PO
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Internal governance is also quite different attthe PO: DélKerTESZ coordinates almost the
whole vertical chain, from input suppliers, to pmoton technology and post-harvest
activites, Grand-Coop on the other hand only coatdis the post production phases. Both
governance type works well, because the producipanducer profile of the POs make them
viable.

DélKerTEsz coordinates production of glass-housgetables, having special and strict
technology requirements and has large number ofl stele growers as members with real
need of expert advisory system. Fluctuation in rembership is quite low, although the
general problem of agening in the sector is preseainly part-time growers stop production.
Their place is always filled up with larger familgrms because younger generation is only
motivated to follow production in case of more s=gsful businesses. These medium-large
scale producers then have different need for garem, they require less production advisory
and more delegated post-harvest activities. Closedination is rewarded with constant high
and — in ever increasing share — premium qualpedsl IPM Integrated Pest Management
system) from the producers. This quality level doet always generate price premium but
makes it possible to become preferred supplierthefmajor Hungarian and even export
market retail chains. Being a preferred supplievedothe retailer-PO relationship to a more
equal partner status. This status does not meahia terms of prices premium or lowering
the additional costs of a retail supplier (e.g. Us®s). But it does provide the possibility of
premium product innovation and less “dirty tricKsetialers” with quality reclamations, long
paying periods and de-listings in case of oversupmrket condition.

Grand-Coop coordinates its members in a less dedravay, main activity being the
organization of markets and providing post-hangesvices. Its strategy from the beginning
was to operate with members being similar in sm&ldle) and product range (fruits, mainly
apple) to minimize product quality problems and fonif interest. The development of
governance moved to different areas as by DélKeZTEBstead of specializing and
innovating in one product category it united with @ld type fruit grower cooperative. Main
reason was to gain market acces to the eastermtarpdkets and develope the non-member
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wholesaler activity to stay a constant suppliedoimestic retailers. To broaden wholesaler
activity they rented areas on the two major whaéesaarkets of Hungary which proved to be
a good marketing puffer option in periods of quikmand or oversupply. They feel their size
and product type makes this strategy reasonable,bemg large or small enough to
concentrate on one product or one buyer. Fluctnatidghe membership is also quite low and
quite a number of independent farmers would likgoto the PO, because unstable market
conditions of last years. Unfortunately they reactieir limit of membership not because of
internal governance or market saturation probleaisbbcause of the inability to pay for the
supplied products on time, lacking short-term fitiag.

7. figure: Marketing channels of DéIKerTESZ and Gra@mbp PO (1999-2007)

100% B Export
90% -

80% -

by @ Consumer and
O wholesale market
—5—

70% -

60% - )
E Processing
50% -

40% -

S
R
R
e
S

B Traditional small-

30% medium retailers

20% 2403
10% - T B Modern retailers
LT s R
0% \\-\U\\\
2003 2007 1999 2007
DélKerTESZ Grand-Coop (estimate)

Source: Own calculation based on information froéi@TESZ and Grand-Coop PO

The general trends of changing marketing chanmetsé fruit and vegetable sector can be
detected in case of the two POs as well. Moderailees gained share, wholesalers and
traditional retailers lost share, exporting actstgrew with the same space as the POs sales
volume. In case of Grand-Coop the drastic imporashecrease of processors show perfectly
the general unfavourable trend of the industry.

Marketing activity of the two POs differ but evema@d-Coop is more active in this are as the
sector average. Both POs have homepages, disénkigos appearing on the packaged
products which are almost 80% of the sales in bates. DélKerTESZ provides one retailer
with private label products. They were one of tiéiators of Retailer Ethical Codex
requirement to put the supplier's name on the peilabel packaging.

DéIKerTESZ is more active in adding value throughrketing and product development,
being a larger market player they have more regsupat also more results from the activity.
DéIKerTESZ is a frequent exhibitor in a broad ran§ieomestic and foreign agricultural and
food fairs, usually winning quality excellence adsr They developed a detailed IPM
production system which is now accepted by expatket retailers more over extended to
other suppliers as well. With this strict produntitechnology and constant monitoring they
created a market segment where the market accesbearfproducers became more difficult.
They also joined a premium product initiative ofnaodern retailer called “Taste and
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Tradition”, they have to provide vegetables maimdgprika with exact and constant
organoleptic characteristics. There were also diative to supply some local varieties but
the demand of the retailer not reached the volumedad for the profitability of such
production.Local varieties have much higher proubunctisks (shorter shelf life, sensitivity to
pests, difficulty to produce standard forms).

Both of the POs mentioned problems with the prifaging practices of modern retailers
affecting their competitiveness. DéIKerTESZ and r@r&oop both agreed that the much
debated “marketing costs” are not pleasant to fagethey can be managed. Grand-Coop
found delayed payment the major problem. DélKerTE@hd the different pricing policy
applying for global suppliers the most importanblgem with retailers. For example one
retailer asks 20% repayment in Hungary but only i8%he UK, a global supplier being
strong on the UK markets can negotiate for the s&#hein Hungary, that remaining 15%
makes the Hungarian suppliers unfairly uncompetitiv

The two POs also had different views on the isstidoanding joint marketing POs.
DélKerTESZ already did it, although it is not alla&uccess story because of the financial
problems of the other PO taking part in it. The agament of Grand-Coop found the idea
impossible because of the general mistrust andrapgem in the Hungarian society. They
had bad experiences with cooperation before so #reyonly open for POs joining as
members — thus giving up control — is. This driuego the embedding of the POs, in general
we can say that the major problems are not witlalleommunity. The two POs provide
considerable full time and seasonal employment dppities in rural areas where industry is
not dominant, and alternative options are rarehB¥Ds active in sponsoring local cultural
and sport activities and the cohesion between thmlpers are also quite high in both cases.
In case of DéIKerTESZ the personal relation with thunicipality is extremely good, helping
each other on a partnership basis. In case of GZag the relationship was characterized as
neutral, we have to mention that this is not a $hario in the present Hungarian society. In
both cases we can say that the problems of embgddinstart at the local level.

4. table: Main dynamism and bottlenecks of goveceamarketing and embedding at the
DélKerTESZ and Grand-Coop PO

Dynamism Bottlenecks
Preferred retail supplier status (G-M)  “Tax minimizing” semi- - { Formatted: Italian (italy)
Reasonable (not over) use of subsidies (G) illegal traders (E)
Special IPM quality initiative (G-M) Legislative obstacles of
DéIKerTESZ Increasing the share of ready to buy sized thermal energy use (E)
packaging (M) Retailer different pricing
Joining a premium product initiative (M) policy for the global suppliers
Tradition of intensive growing (E) (M)

Similar member profile (G)
Diversification of the wholesale activity

(G-M) operational loans (E)
Grand-Coop Adding-value by increasing the share of \
Buyer power of retailers

packaged products (M) X .
Gaining market share by diversifying themakes paying period long (M)
offered productline (M-G)

Source: Authors own table from the information pded by DéIKerTESZ and Grand-Coop
G= Governance, M=Market, E=Embedding

Lack of short-term

Looking at the major bottlenecks of developmentscae state that most of them are outside
the scope of the POs. The main obstacles of saitity and development are not
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governance or marketing problems but embeddingetssn the form of unfavourable
economic, social or even legistlative conditionstéble).

In case of DélKerTESZ the first obstacle of susthility is the strong presence of semi-
illegal “tax minimizing” domestic and export buyeet average they have a share of around
20% from the fresh fruit and vegetable market,ibuheir production region at certain time
periods and products it jumps up to 60-70%. Itasdhto compete with these buyers for the
faith of their producers, because avoiding VAT nea@% price difference, so the PO has to
fight for about as much retailer price premium. ¥he/ to do this with the value added
services of grading, packaging and special IPMityjudlhe second and even more threating
issue is the legistlative obstacles of thermal gyneise, by defining it as a renewable energy
source thus making back pumping of the water cosgpyl This technology has high cost
implications both to implement and to maintain, ezsally where already existing old wells
provide the thermal water. According to the POghesibility to apply for subsidy in case of
developing the new, legistlatively compatible tealogy is not a real solution because the
cost of the new system makes the whole productiethod unprofitable and uncompetitive.
The tolerance period expires for the old thermaikewtechnology in 2011 and there is no real
solution of the problem in sight.

In case of Grand-Coop the major obstacle of dewvety and sustainability is the present
economic crisis making short term pre-financingeséryday operation almost impossible.
The heavy mortgage on the distribution centre alses not help findig banking partners.
Public support in the form of bank guarantee orsglibed loans would be the best solution
but at the present economic situation opening madit financial sources for POs is not
probable.

Some sustainability implications and the intended extension of research

The analysis of the governance, marketing and edibgdf DélKerTESZ and Grand-Coop
showed distinctive differences in the strategy tlie§jowed in their development. Both
strategies seem to be viable providing sustairighir the POs. In case of DélKerTESZ the
main driver is the governance and marketing basddevchain partnership, allowing for
quality innovation. In case of Grand-Coop the ndiiver is an extended wholesaler market
activity which allows for the much required flexXiby but only viable with professional and
quite similar members. In both cases the majoraatss and threats come from embedding
and not the local but the general economic andtlegive situation. At first it appears to be
good news: because these conditions can be chéygadiministrative and legal tools. At the
second glance it is the worst possible scenari@aume these problems are mainly deeply
embedded in our present society not possible togdavithout the general recovery of our
morals and that's not an objective for tomorrow.

In 2010 we would very much like to extend our reskato all of the operating POs in
Hungary, making it possible to create PO clustétk tipical success and failure factors. Our
long term aim is to develope our results into adypeoactices handbook with emphasis on
warning signals at the critical development stages.
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Annex
1. annex: The development timeline (innovationdmgt of Dél-Kertész PO

Time Development Type  The supply chain motivie TypePublic | Credit
support| (Y/N)
(YIN)
End of Forming of PO LC EU accession and the| MD,SP Y N
2002 favourable subsidy prograim
End of Buying the TR, It was possible to use | SP, PI Y Y (paid
2003 | distribution center off ST, | subsidies for it and renting back)
the PO PQ of the center was not cos
increasing
2003- Forming and PQ Ever increasing quality | PI, RR N N
maintaining requirements and cost
vegetable consultan decreasing possibility
groups. Detailed
technology

manuscripts. From
2007 6 part-time

advisor
2004 EUREPGAP FS Retailer requirement MP, Y N
certification (export) it was essential for RR
increasing the export
potential
2005 Enlargment of the | PV, | Production coordination of MP, SP Y Y (paid
ULO capacity ST the PO outgrow the back)
capacity of the fromer UL(
storage
2005- | Improvemet of the | PQ, To increase the share off MP, Y X (paid
2009 grading and MA | ready to sell packed goods RR back)
packaging technology for the requirement of the
retailers
2005 Development of | PQ, | Export market (especially] MP,
detailed IPM FS, German retailers) RR, PI
technologies and POs EP | requirement, and a produgt
own consultants differentiation option
provide help in the
adaptation period
2006- Complete FS, | Retailer and export market RR, PI, Y
2007 | automatization of the IT requirement, legal RC
traceability system, requirement from 2006

using a barcode-
based technology

2008 Join the “Taste and PQ It is a rare possibility to | MP, PI

Tradition” regional have experience in a
product line of a premium product category,
retailer the retailer would also

—

demand local varieties, by

the present sales volume
not enough for further

production development

(%]

Development types: PQ=Product Quality, PV=Productuvhe, TR=Transport, ST=Storage, MA= Marketing,
FS=Food Safety, IT=Informathics, EP=Environmentt€tion, LC=Legal form change

Motive types: MD=Market Difficulty; MP=Market Potéal; SP=Subsidy Potential; RC=Regulation Changes;
RR=Retail partner Requirements; PI=Profitabilityphmvement; PR=Personal Reason
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2. annex: The development timeline (innovationdmgt of Grand-Coop PO

Time Development Type  The supply chain motivie TypePublic | Credit
support| (Y/N)
(YIN)
1999 Forming of PO MD, EU accession and the LC Y N
SP | favourable subsidy program
2002 Building the ST, It was possible to use | SP, RR Y Y
distribution center | PV subsidies and
and ULO at Kiskoros
2005 HACCP and FS Retailer requirement it was RR, PI Y N
EUREPGAP essential for market accegs
2005- Continuous PQ, To increase the share off] MP, Y Y (still
2008 improvemet of the | MA | ready to sell packed goods RR have)
cooling, grading and for the requirement of the
packaging technolog retailers
2007 Building another ST, | Production coordination of MP, SP Y Y (still
distribution center in| PV the PO outgrow the have)
the other production capacity of the fromer UL(
area (Lajosmizse) storage because growers
from another production
area joined the PO
2007 | A former cooperative PV, The cooperative had to RC, N N
joined the POand | ST | change legal form, and the MP
integrated the third PO welcomed the facilitieg
production area and and eastern export market
distribution center to relations of the coop
the PO
2007- | Automatization of thg FS, | Trade volume outgrew the RR, PI, Y N
2008 | traceability system | IT possibility of manual RC
traceability
2007- Improvement of TR | Growing sales, especially toRR, PI Y N
2008 | transportation with modern retailers requires
modern cooler truckg consistent quality and
flexible supply
2008 Changed the legal The increasing need for| MD N N
form from development required more
cooperative to limited resources
company
2008 Starting atrade | MA Large retailers tend to MP, N N
company to decrease the number of| RR
coordinate non- suppliers forcing the PO t¢
member trade provide not or just
seasonally produced fruit$
and vegetables
2008 | Starting operation in MA, A good market puffer MD, N N
a rented storehouse gt PV opportunity for the rapid MP
the Budapest and unexpected sale ang
Wholesale Market buy situations

Development types: PQ=Product Quality, PV=Productuvhe, TR=Transport, ST=Storage, MA= Marketing,

FS=Food Safety, IT=Informathics, EP=Environmentt&tion

Motive types: MD=Market Difficulty; MP=Market Potéal; SP=Subsidy Potential; RC=Regulation Changes;

RR=Retail partner Requirements; PI=Profitabilityphmvement; PR=Personal Reason

17




