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Abstract

Sustainable development hinges on a combined focus of its impact on society (people), the
environment (planet) and to its economic value (profit). Increasingly, it is being recognized
that these people, profit and planet dimensions are interlinked and an important challenge for
public and private policy is to take them jointly into account. This inter-linkage is particularly
evident in international channels that build on scarce natural resources from developing
countries, which is the focus of this thesis. Specifically, we focus on how international marketing
channels can be organized in order to enhance the balance between the people, profit and
planet dimensions of the sustainable development such that small-scale primary producers
from developing economies are integrated into the international marketing channels in a way
that adds to the profitability of the channel and the welfare of the local communities, without
compromising the sustainability of natural resources. We focus on contracts as mechanism
to stimulate welfare, sustainability and quality at primary stages of the channel. We apply a
number of theoretical approaches namely transaction costs economics, social — and network
theory, and property rights theory to develop and test arguments for contracts to stimulate
sustainable and quality-enhancing practices. We undertook both case study and conjoint
analysis to develop and test our arguments.

A situational analysis of the context in which primary producers operate lead to a conclusion
that primary producers (i.c., fishermen) fail to implement sustainable and quality-enhancing
practices because of major bottlenecks that they face such as the degradation of natural resources
(i.e., fisheries), limited access to production facilities, information asymmetries and ineffective
enforcement. An empirical analysis at fishermen and middlemen levels shows that they are
open to contracts as mechanisms to stimulate sustainable and quality-enhancing practices.
This is true especially if such contracts provide production facilities, price information, bring
fishermen closer to international channels and allow private policy enforcement of sustainable
practices. However, both fishermen and middlemen have idiosyncratic preferences for the
particular types of contracts. This implies that they should be offered a choice among different
contracts. An analysis of channel members in the downstream part of the channel show that
in order to create a situation in which fishermen and middlemen are engaged in sustainability
and quality-enhancing contracts, downstream channel members and other stakeholders
should be engaged in and/or support micro-projects that may enable fishermen to solve the
market failures that they face. The channel members farther downstream however may need
stakeholder pressure, e.g. from special interest groups to be involved in addressing the market
failures in the upstream.

Key words: people, profit, planet, marketing channels, contracts, sustainability, quality, Lake
Victoria, conjoint analysis
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General introduction
1.1 Introduction and research objective

Poverty and inequality continue to be widespread in developing economies (Wade 2004;
Rigg, 2006; 1998), even so, at a time when globalization and integration of world markets
offer opportunities for economic development (Bardhan, 2006; Thorbecke and Nissanke,
2006). Poor small-scale producers in developing economies are increasingly being excluded
and marginalized from global marketing channels (Nissanke and Thorbecke, 2006; Van de
Meer, 2006). Yet, increased globalization and market integration affect the local ecosystems

on which they depend for their livelihoods (Aggarwal, 2006).

Marketing and related literature acknowledge that increasing poverty and degradation of
natural ecosystems are some of the major challenges and criticisms of the existing marketing
systems (Wilkie and Moore, 1999; Basu, 2006). For example, whereas Wilkie and Moore
(1999), in their article “Marketing’s Contribution to Society” acknowledge that marketing
has made unprecedented contributions to economic development, they question whether
the marketing system represents “the best of all worlds,” i.e., whether the benefits cut across
the whole society. They also question the extent to which the marketing system would be
responsible to protect public interests or act as a steward of the society’s resources. Similarly,
Nissanke and Thorbecke (2006) question whether the present form of market integration is
conducive to a growth and structural transformation process that is capable of engendering
and sustaining pro-poor economic growth and favourable distributional consequences.
Nonetheless, Wilkie and Moore (1999) remain optimistic that marketing can still “literally
change the world” especially for the citizens of developing economies. Such change would
require a balance between people, profit and planet (PPP) dimensions of the Sustainable
Development (Brundtland, 1987); such that small-scale primary producers from developing
economies are integrated into the international marketing channels in a way that adds to the
profitability of the channels, the welfare of the local communities, without compromising the
sustainability of natural resources (NR). This thesis investigates how international marketing
channels can be organized in order to achieve such better balance of the PPP dimensions.

This chapter is organized as follows: In section 1.2, a brief background of this research and
the case study channel is given. Section 1.3 puts sustainability of NR, food quality and
people’s welfare into the perspective of sustainable development. The section highlights the
importance of integrating small-scale primary producers into global marketing channels in
a manner that enhances the PPP dimensions at primary level and the channel as a whole.
Section 1.4 introduces sustainability and quality from the context of a hierarchy of human
needs. Sustainability is further elaborated in section 1.5 which argues that existing marketing
mechanisms may not guarantee sustainability and hence, alternative mechanisms may be
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needed. Section 1.6 outlines the approach for this study and section 1.7 gives the structure of
the thesis which concludes the chapter.

1.2 Research background

[.2.1 A study within a multidisciplinary program

This study comes within the framework of a multidisciplinary program on globalization, food
quality and sustainable international agro-business chains. The program is coordinated by
the Wageningen University and Research Center, Department of Social Sciences and funded
by the Netherlands Foundation for the Advancement of Tropical Research (WOTRO). The
program focuses on perishable products namely; fish, vegetables and fruits from Kenya, China
and Costa Rica, respectively. The studies address the design and management of international
agro-food chains in order to improve incentives for quality control and sustainable utilization
of NR. This research focuses on fresh fish channel from Lake Victoria, Kenya, in particular
to the EUL

[.2.2 The Lake Victoria Fresh Nile perch channel to Europe

Lake Victoria, the second largest fresh water body in the world, is in East Africa shared among
Kenya, Uganda and Tanzania. Nile perch (Lates niloticus) - the case study fish, was introduced
into the Lake in the mid 1950s to improve the productivity and commercial value of the
fishery (Geheb, 1997). About two decades later, Nile perch production boomed, triggering
unprecedented socio-economic benefits. For example, employment in fisheries and support
sectors more than doubled between 1980s and 1990s (Abila and Jansen, 1997). About 80%
of the fishermen earned primary income from fishing and the income was fairly and evenly
distributed (Henson and Mitullah, 2003). Food security and nutritional status in the region
improved (Geheb eds., 2002). By mid 1990s, the bordering states became net fish exporters
(Bokea and Ikiara, 2000).

However, as socio-economic benefits continued to flourish, ecological problems emerged. By
mid 1990s fish catch and species diversity rapidly declined. The decline has been attributed
to uncontrolled fishing that erupted following increased export demand for Nile perch. For
example, fishermen and fishing vessels more than tripled by 2000 (Jul-Larsen e 4/., 2003). The
decline in biodiversity and production is also attributed to habitat degradation, i.e., siltation,

aquatic weeds, pollution and predation by Nile perch (LVFO, 1999).

Following the production decline, competition for fish between export and domestic markets
intensified. Consequently, domestic fish consumption declined leading to increased food
insecurity, malnutrition and high levels of absolute poverty along the lakeshore areas — the
hub of fishing and fish processing (Geheb, eds. 2002; Bokea and Ikiara, 2000). To-date, the
domestic market relies on juveniles and by-products such as skins, fats and skeletons from the
factories. Some factories close down due to inadequate fish supply. At regional level less than
60% of installed processing capacity is being utilized (Henson and Mitullah, 2003).

16 Balancing people, profit and planet in marketing channels
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From the international market, the EU - the main importer taking up about 80% of Nile perch
export volume (see, www.globefish.org), banned Nile perch imports for three consecutive
times between 1997 and 1999 due to food safety concerns (Henson and Mitullah, 2003).
Although the channel strived to comply with EU food safety regulations, lack of modern
technological tools for quality improvement remains a major problem in the primary stages.

Whereas regional efforts to minimise environmental pressure, over-fishing and destructive
fishing are underway, success faces major challenges. The limited alternative sources of
livelihood imply that rural communities exert more pressure on the fishery for survival such
as relying on juvenile Nile perch. Without modern quality improvement facilities, primary
producers cannot ensure quality of the fish and hence cannot benefit from global markets. In
a nutshell, the channel is one of the examples that amplify the need and urgency to protect
NR in a manner that enhances the welfare of the local communities.

1.3 Welfare, sustainability and quality in the context of
sustainable development

This section puts people’s welfare, sustainability and food quality into the perspective
of sustainable development. According to the World Commission on Environment and
Development (Brundtland, 1987), development is sustainable if it meets the needs of the
present generation without compromising the ability of future generations to meet their own
needs. That way, sustainable development requires a combined focus on society (people),
economy (profit) and environment (planet) - denoted as the three pillars of sustainable
development. Building on this framework, this study investigates how small-scale primary
producers in developing economies can be integrated into global marketing channels in a
manner that enhances the PPP dimensions in the channel (Figure 1.1).

People: The focus of this study is on the small-scale primary producers and rural communities
in developing economies. The welfare of these people — who constitute the bulk of the
population - is critical for the economic development of developing nations. A healthy and
productive population is needed for economic development of any society. Often poor rural
communities in developing nations rely on NR such as fish for their food and money to meet

People
* Welfare

Profit Planet
* Quality * Sustainability of NR

Figure 1.1. Sustainable Development model, (Adapted from Brundtland, 1987).
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other necessities. Consequently, protection of NR would directly contribute to the welfare of
such poor people through sustainable food (e.g., fish) production.

Profit: Of particular interest in this study is the profitability of the activities of the small-
scale primary producers in developing economies and the channels they belong to. Small-
scale producers constitute the bulk of primary producers in developing nations. As such,
they replenish most of the international marketing channels that originate from developing
economies. Hence, better integration into these marketing channels would contribute to the
profitability of their activities which in turn would enhance their welfare and that of their
families and communities. It would also contribute to the profitability of the overall channel
they belong to. However, to be competitive, primary producers need to meet the high quality
standards set by the global markets. This study focuses on how to improve the quality of
products from small-scale primary producers in order for them to competitively participate
in global marketing channels.

Planet: The importance of NR (such as fisheries) and the need to promote their sustainability
for the economic development of developing countries cannot be overstated (see Delgado
et al., 2003; www.fao.org). At the same time, poverty and food insecurity in the developing
economies undeniably contribute to the degradation of the NR. This study focuses on
how to promote sustainability of NR, i.e., fisheries. Considering the enormous welfare and
socio-economic constraints that primary producers face in developing economies, this study
investigates how they can be supported and motivated to implement sustainable practices.

Increasingly, corporate social responsibility (CSR) (Brown and Dacin, 1997) is seen as a
better strategy to solve some of the welfare and socio-economic problems that poor rural
communities face in developing economies (Vachani and Smith, 2004; 2006; Prahad and
Hart, 2002; Bhattacharya, Smith and Vogel, 2004) including environmental degradation
(Bansal and Roth, 2000). In order to contribute to this, some major food processing companies
(e.g., Unilever, Nestle) through the Sustainable Agriculture Initiative (SAI) (www.saiplatform.
org) encourage and support competitive agricultural systems that not only protect natural
environments but also improve the welfare of local communities. This study also investigates
how downstream channel members and other stakeholders can help to solve the welfare, socio-
economic and sustainability problems in their upstream channels.

1.4 Sustainability and food quality in the perspective of
hierarchy of human needs

This section puts sustainability and food quality into the context of human needs. The section

adapts the Maslows hierarchy of needs (Maslow, 1943) to place welfare, sustainability and
quality among the hierarchy of human needs at different levels of abstraction (Figure 1.2).
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Moral

Sustainability

Health

Food quality

Food safety

Food security

Figure 1.2. Hierarchy of human needs in relation to welfare, sustainability and food quality (adapted
from van der Hoff and Roozen, 2001).

The basic need for any human being is that of food security —access to adequate food all the
time. Although food security is a basic necessity for human life and development, not all
people have access to adequate food all the time. In developing economies, the majority of
poor rural population tends to suffer from chronic or periodic food shortages. Unless such
people meet their basic food needs, they may never attain the needs at higher levels.

Following food security is food safety. Food science and quality management literature defines
food safety from the perspective of having no immediate danger of infection and poisoning
from the presence of pathogenic organisms or chemical contamination (Luning, Marcelis and
Jongen, 2002). Over the past decade, the incidences of food borne diseases (e.g. mad cow) and
chemical contamination have heightened concerns about food safety in food supply chains.
Although food safety may be at a slightly higher level of abstraction for the absolute poor
people, it is a bottom line factor for those that can choose which food to eat.

Beyond food safety is food quality. Food quality takes a more personal and subjective
perspective because it may be context specific such as; situation under which food is consumed;
the practical, functional, ethical and emotional benefits consumers want to derive from the
food; and the evolving characteristics of the consumer such as changing life styles, eating habits
and demographic conditions (Leeflang and van Raaij, 1995; see also the International Journal
of Research in Marketing 12, 1995). Being more subjective, food quality encompasses different
attributes such as taste, flavour, price, freshness, texture, nutritional value and convenience
among others depending on the product. An evaluation of these personal perspectives of
quality defines a consumer perception of quality that reflect in general terms the superiority
of the product in meeting intended use (Zeithaml, 1988; Luten ez 4/., eds., 2003). Consumers’
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endless pursuit of these quality attributes creates a market climate where quality attributes
serve as the basis for differentiation and market segmentation (Verhallen ez 4/., 2004).

Health is another personal need particularly because people tend to have different perceptions
of health risks arising from consumption of particular foods (Aakkula ez 4/., 2005). Although
every person needs nutritious food for a healthy life, health concerns arise from long-term side
effects of eating certain types of foods. For example, increased publicity of the health hazards
related with eating habits has enhanced demand for foods such as those with low cholesterol

content (Angulo, Gil and Tamburo, 2005).

Once the basic and personal needs have been met, the next set of needs is sustainability and
moral needs. While the broader definition of sustainable development rests on the PPP issues,
considerations for sustainability may only become important issues for people when their basic
and more personal needs have been fulfilled. This means that the importance of sustainability
and environmental issues in the hierarchy of human needs is eroded when they cannot meet
the lower level needs. However, consumers and other stakeholders increasingly demand
sustainability and environmental protection and as a result, marketing firms increasingly
respond to such demands in their corporate activities (see Van der Hoff and Roozen, 2001, in
Dutch). Finally, when all of the foregoing needs are satisfied, people look for self-actualization,
i.e., fulfilling ones desire to be what one wants to be.

In short, the fact that welfare, sustainability and quality appear at different levels of abstraction
in the hierarchy of human needs has important implications about how they can be achieved,
ie., in the PPP context. The primary producers and the local communities first need food
security before anything else. In order to enhance the profitability of their activities, primary
producers must meet the consumer demands for different quality attributes. Hence, they
may need to understand the quality attributes that consumers demand and determine how
they can meet them. This means that small-scale producers not only need to have appropriate
knowledge of quality demands but also the ability (e.g. having appropriate technologies) to
produce and deliver the particular quality attributes. This study focuses on how small-scale
primary producers can improve the quality of their products and at the same time implement
practices that may protect NR. In view of the subjective nature of the food quality, the
complexity of quality attributes and the inability of small-scale primary producers to meet
consumer quality demands, this study considers basic quality attributes such as freshness. We
focus on the ability of the primary producers to improve the quality of the fish.

1.5 Sustainability of the fisheries
Management of fisheries has generally been discussed within the framework of common
property resources (CPR) (Demsetz, 1964; 1966; 1967; Hardin, 1968) because they are

often not privately owned. Literature on NR develop concepts like maximum sustainable yield
(MSY) which refer to the limits within which NR systems could be sustainably exploited.
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Beyond such limits, the ultimate result is a tragedy characterized by reduced productivity,
loss of biodiversity and reduced economic benefits that could be generated (Jul-Larsen ez al.,
2003). In fisheries, MSY can be achieved by controlling fishing effort and methods by limiting
the number, type and size of fishing gears; time and space (e.g., closed season and designated
fishing zones) and number of fishermen (Jul-Larsen e /., 2003).

Lack of private property rights over the fisheries subjects the fisheries to a “free for all”
exploitation that renders sustainable management difficult and resources vulnerable to
overexploitation (Hardin, 1968). The pursuit of self economic interests under free markets
may imply that fishermen may continue fishing up until the fisheries are “commercially
extinct”; i.e., until there are too little fish left to warrant profitable catching (FAO, 1995).
As a result of the free market exploitation of the fisheries, the degradation of NR is alarming.
Recent estimates on aquatic resources put 52% of fish stocks as fully exploited, i.c., fished at
maximum biological capacity; 24% as over exploited, depleted or recovering from depletion
and only 3% as being underexploited (www.msc.org/fish facts).

Some literature attributes the degradation of the fisheries and other NR to inappropriate
institutional frameworks, enforcement costs and over-dependence on NR for survival
especially in developing economies (Wade, 2004; Agrawal and Chhatre, 2006). On the one
hand, as Holling (2000) notes, institutional frameworks driven by economic and industrial
interests alone ignore that nature once disrupted may not be replaced with human engineering.
On the other hand, institutional frameworks driven by conservation interests alone ignore the
importance of an adaptive approach to economic development. For example, poor people who
entirely depend on the fisheries may not guarantee sustainability if their daily basic needs are
not satisfied.

In summary, sustainability of NR can be guaranteed if they are utilised within their biological
carrying capacity. Whereas defining the measures for achieving MSY is one thing, persuading
the resource users to implement them is another. Because free markets do not guarantee
sustainability of the fisheries, alternative mechanisms may be needed. This study investigates
if contracts can stimulate sustainable and quality-enhancing practices in developing economies
as we elaborate in the next section.

1.6 Study approach and research questions

To-date, a number of procedures and standards to ensure food quality and safety have been
developed such as the Codex Alimentarius (www.codexalimentarius.net), Hazard Analysis of
Critical Control Points (HACCP) and Eurep-Gap (www.curepgap.org). Similarly, a number
of codes of conduct for protecting NR have been developed (e.g., FAO Code of Conduct
for Responsible Fisheries; Convention of Biological Diversity, Marine Stewardship Council).
These standards and codes of conduct for the sustainable use of NR, food safety and quality,
constitute part of the global marketing and institutional environment within which small-
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scale actors must fit/operate. These standards and codes of conduct have generally been viewed
as a promising road to sustainable development (sce for example, the World Development
Report, 2003) (World Bank, 2003). However, their implementation faces challenges across
the globe. For example, the implementation and enforcement of the food quality and safety
standards requires relatively huge financial and organizational resources that most developing
economies do not often meet (Henson, Brouder and Mitullah, 2000; Henson and Traill,
1993). Consequently, the imposition of these standards and codes of conduct on developing
economies is viewed as more of a trade barrier and constraint for the competitiveness of
developing economies than for ensuring consumer safety (Hariss-White, 1999; Otsuki, Wilson
and Sewadeh, 2001; Henson and Loader, 2001). These barriers challenge the extent to which
they promise the road to sustainable development among small-scale primary producers in
developing economies.

Therefore, alternative approaches are needed that would enable small-scale primary producers
in developing nations to be part of international channels for their own welfare and without
compromising the sustainability of NR. Crucial in this process is the responsible fishing by
the implementation of sustainable and quality-enhancing practices. This study considers
channel members’ responsibility for channel level sustainability and particularly the use of
contracts to stimulate channel members to implement sustainable and quality-enhancing
practices. Contracts represent promises or obligations to perform particular actions in the
future (Poppo and Zenger, 2002). Contracts detail promises, roles and responsibilities to be
performed, specify procedures for monitoring and penalties for non-compliance, processes for
dispute resolution and, most importantly, determine outcomes or outputs to be delivered.

The use of contracts has drawn arguments and counter-arguments (e.g., Williamson, 1985;
Fafchamps, 2004). However, preference for contracts shows no signs of abating (Lusch and
Brown, 1996). Their effectiveness depends on the institutional environment in which- and
how- they are used (Cannon, Achrol and Gundlach, 2000). A number of factors influence
the choice of contracts such as asset specificity, opportunism, uncertainties, social relations,
among others which have been founded on the transaction cost economics and agency theory
(Williamson, 1985), and social - and network theory (Wrong, 1968). Economics literature
acknowledges that contracts minimise market failures and therefore enhance integration of
small-scale primary producers into global market (Masakure and Henson, 2005; Key and
Runsten, 1999; Singh, 2002). Further, given that fisheries are common property resources;
this study also builds on property rights theory (Demsetz, 1967) to understand how and why
channel partners may take different decisions regarding the sustainability of the fisheries.

The central question therefore, ishow channel members collectively can take joint responsibility
for a good balance of the people, profit and planet issues in the chain. More specifically, it
focuses on whether contracts might be used to establish a better balance of the PPP issues in
international marketing channels and what should be the terms of contract and governance
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structures that may stimulate welfare, profitability and sustainability at the primary production

and in the channel as a whole. The thesis will address the following questions:

e What are the market failures that constrain the ability of primary producers to establish a
better balance of the PPP issues in their activities?

e What terms of contracts and governance mechanisms can stimulate a better balance of
welfare, sustainability and quality at primary production level?

e In what way can downstream channel members and other stakeholders help to stimulate
welfare, sustainability and quality in the channel and especially at the primary production
level and what would motivate them to do so?

1.7 Summary of the chapter

This chapter sets an argument that poverty and inequality in developing economies and
degradation of NR continue to be widespread in the era when increased globalisation and
integration of world economies offer opportunities for sustainable economic development.
The chapter notes that the contributions of marketing to economic development have not
fairly diffused across all segments of the society. The chapter also echoes the optimism that
marketing can still change the world, particularly so for the developing economies. However,
the chapter articulates that change can come if, among other things, small-scale actors who
constitute the bulk of primary producers and custodians of the NR in developing economies
are not only effectively integrated into the local economies but also in the global markets. The
chapter discusses food quality and sustainability within the hierarchy of human needs. Finally,
the chapter justifies the need for alternative governance regimes for sustainability and quality
on the basis of the failure of free markets to guarantee sustainability of NR and the inability
of developing nations to implement existing codes of conduct for sustainability and standards
for food safety and quality due to resource limitations.

1.8 Structure of the thesis

The thesis is organized around six chapters (see Figure 1.3). Chapter (2) reviews relevant
theories for channel governance. The chapter also discusses how contracts help to solve some
of the market failures that small-scale primary producers face and then infers how contracts
can help primary producers to implement sustainable and quality-enhancing practices.

Chapter 3 undertakes a situational analysis of the upstream part of the Nile perch channel
to understand the context in which primary producers operate. The chapter identifies major
market failure regarding welfare, quality of the fish and sustainability of the fisheries. Chapter
4 translates the theoretical framework from Chapter 2 to the empirical setting introduced in
Chapter 3 and designs and tests fishermen’s preference for sustainability and quality-enhancing
contracts. These contracts oblige fishermen to implement sustainable and quality-enhancing
practices. In return the contracts offer fishermen a number of terms of contracts intended to
address some of the market failure they face.
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Figure 1.3. Structure of the thesis.

Chapter 5 applies the theoretical framework from Chapter 2 to the middlemen’s setting also
partly introduced in Chapter 3. The chapter also designs and tests middlemen’s preference for
sustainability and quality-enhancing contracts. The contracts also oblige them to implement
sustainable and quality-enhancing practices. Middlemen are also offered a number of terms
of contracts intended to motivate them. The chapter considers the double loyalty of the
middlemen, i.c., to the buyers and to suppliers.

Chapter 6 takes the analysis to the downstream firms, i.e., processors, importers and retailers.
This chapter brings the upstream problems to the downstream partners to determine why
and how they may take responsibility and action to solve the upstream welfare, quality and
sustainability problems. Finally, Chapter 7 synthesizes the results and discusses the policy
implications for establishing a better balance of the PPP issues in the channel.
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Chapter 2

Contracts, sustainability and quality: a
theoretical framework

2.1 Introduction

In the era of market liberalization, globalization and expanding international agribusinesses,
one major concern is how to integrate small-scale primary producers and entrepreneurs from
developing countries into the global market economy. As relatively large organizational and
financial resources become necessary for meeting the standards for participation in the global
markets, small-scale primary producers and entrepreneurs in developing economies tend to
lack both reliable and efficient production technologies, and guaranteed access to profitable
input and output markets. In agriculture, contracts with large companies provide mechanisms
for providing reliable and eflicient production technologies and incorporating small-scale
producers into global marketing channels (Glover, 1987; Key and Runsten, 1999; Masakure
and Henson, 2005), despite arguments that contracts may also bring negative consequences
(FAOQ, 2001; Singh, 2002). For instance, some literature argues that contracts result in more
exclusion and marginalization of other poor primary producers who may not be able to secure
contracts with large marketing firms (Porter and Phillips-Howard, 1997; Grosh, 1994).
Learning from - and building on- the successes and problems of contracts in agriculture, and
marketing and economics literature, this chapter develops a theoretical framework about
contracts as a governance structure that incorporates small-scale primary producers into global
market and most importantly, in a manner that enables them to implement sustainable and
quality-enhancing practices.

This chapter is organized as follows. In section 2.2, we review some of the theories of channel
governance and illustrate their strengths and weaknesses. The weaknesses of the current theories
are further elaborated in section 2.3 that highlights market failures that developing economies
continue to experience. Section 2.4 analyses some of the institutional frameworks that deal
with degradation of natural resources (NR) and ensure food quality in international marketing
channels. Section 2.5 introduces contracts as a response to market failures - illustrating some of
the market failures that contracts (can) solve. Section 2.6 examines the problems that may arise
from contracts while section 2.7 infers from economics and marketing literature about how
contracts may stimulate sustainable use of NR and it is followed by section 2.8 that outlines
the prerequisites for successful contracts. Section 2.9 integrates the preceding sections into a
conceptual framework before section 2.10 draws conclusions for the chapter.
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2.2 A review of theoretical approaches to channel
governance

There are a number of approaches to channel governance such as perfect competition, the new
institutional economics, social and network theory, property rights among others. Economic
transactions take place under different forms of markets such as perfect competition,
oligopolies, monopolies and monopolistic competition among others (see Henderson and
Quandt, 1985). Among these markets, economic theory assumes that perfect competition
gives the highest results in terms of allocating resources for the welfare of the society. The
major assumptions of perfect competition are that, among others things: resources are
perfectly mobile; products and demand are homogeneous (e.g., no quality differentiation);
market information is symmetrically distributed; market access is without barriers; and
supplier and buyers respectively seck to maximize profit and utility (see Hunt and Lambe,
2000 for a review). In practice, however, a market place consists of heterogeneous consumer
demands that necessitate product differentiation (for example monopolistic competition);
power imbalances and information asymmetries that affect market negotiations. These market
place realities render the assumption that perfect competition gives the highest welfare for
the society unrealistic and questions the efficiency with which price coordinates economic
transactions (Van der Laan ez 4/., ed. 2000). Hence, firms shift to other mechanisms such as
hybrid or plural arrangements to structure their transactions and circumvent the inefficiencies
of perfect competition.

The new institutional economics through its branches of the transaction cost economics
(TCE) and agency theory offers a different institutional arrangement to address the weaknesses
of neoclassical economic theory of perfect competition (Coase, 1937; Williamson, 1985).
The TCE envisages that contracts are designed to match known exchange hazards created by
market failures such as specialized investments, opportunism, information asymmetry and
uncertainty (Williamson, 1985). Agency theory focuses on economic incentives to minimise
opportunistic behaviour of contracting partners (Eisenhardt, 1989b). The general proposition
of both the TCE and agency theory is that transaction partners align the governance features to
minimise exchange hazards and given a choice, they would choose institutional arrangements
that minimise costs arising from mitigating exchange hazards (Coase, 1937; Williamson,
1985). However, the emphasis on minimising transaction costs undermines the possibility
that other factors could influence the choice of governance structure (Rindfleisch and Heide,

1997).

Social - and network theory exemplify that the relational context within which economic
transactions take place is critical for their performance. It has been demonstrated that social
relations provide permissible limits of behaviour that enhance flexibility, solidarity, mutuality
and information sharing necessary to adapt to turbulent market environments (Cannon, Achrol
and Gundlach, 2000; Achrol and Kotler, 1999). Consequently, organizations strive to develop
intimate social relations with customers and suppliers in order to mitigate against exchange
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hazards (Kim, 1999). Increasingly, social norms such as trust, commitment and network ties
have become vital resources and antecedents for economic performance as demonstrated by
the sheer volume of marketing literature (e.g., Atuahene-Gima and Li, 2002; Granovetter,
1973; 1985; Hewett and Bearden, 2001; Rindfleisch and Moorman, 2001; Wathne and Heide,
2004). For example, social relations mitigate against opportunism (Brown, Dev and Lee, 2000;
Achrol and Gundlach, 1999) and enhance loyalty, shared values and respect (Brashear ez 4/.,
2003; Sirdeshmukh, Singh and Sabol, 2002). However, social relations can be vulnerable to
opportunism (Wuyts and Geyskens, 2005).

Governance for common property resources (CPR) such as the fisheries has largely been
discussed within the framework of property rights theory. Property rights theory (Demsetz,
1967) exemplify the importance of the rights to use or generate income from a resource
system. Property rights are the institutions that define or delimit the privileges granted to an
actor or group of actors to use a resource system (Demsetz, 1964, 1967; Kim and Mahoney,
2002). Property rights theory deals with the processes by which the right of access and use of
the resources are established. Such processes as open access, common or private determine the
boundaries of the firms. The ability to appropriate rents from a resource system depends on
how much property rights one holds over the resource and how they are protected (Foss and
Foss, 2005; Kim and Mahoney, 2005). As protecting property rights incurs transactions costs,
open and/or common property rights are seen as a deterrent to sustainable NR management
because resource users do not often protect or invest in management of the resources from
which they cannot guarantee the rents (Hardin, 1968).

In short, different theories approach economic problems from different angles and have their
own strengths and weaknesses (see Table 2.1 for a summary). Relying on one theory may not
adequately address multifaceted market failures such as degradation of NR resulting from
- and leading to - poverty among rural communities in developing countries. Hence, as plural
strategies are needed for governing complex transactions (Heide, 2003), integrated theoretical
approaches to multifaceted market failures may also be needed.

2.3 Applying the theories of channel governance to
developing economies

The debate on how to alleviate poverty and improve economic development in developing
economies focuses on technological and institutional innovation and creation of favourable
macroeconomic policy framework. The past decades witnessed a changing macroeconomic
policy environment along with increased flow of trade, capital, technology and information
across national borders especially from developed to developing economies in order to create
a conducive environment to foster economic growth. However, for a number of reasons, some
of which we seek to discuss in this section, the impact of such policy changes on economic
development has not been substantial particularly in developing nations.
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One of the major policy reforms undertaken in most developing economies over the past
few decades has been the structural adjustment programs that sought to bring about market
reforms such as market liberalization, reduce state monopolies, eliminate input subsidies and
price support to staple food crops among others (van Tilburg, Moll and Kuyvenhoven, eds.
2000; van der Laan, Dijkstra and Tilburg, eds. 2000). These reforms favoured the notion of free
markets founded on the assumptions of the neoclassical economic theory of perfect markets.
However, the market imperfections that ought to have been a result of state intervention in
markets have not been completely solved (Jayne ez al., 2002; Southgate ez al., 2000). That is
why success stories of efficient markets following the market reforms in developing economies
are rare. The suboptimal performance of the free market phenomenon reflects persistent
imperfections in market information, policies and institutions designed to enhance efficiency
(Ramamurti, 1999; Kaplinsky and Morris, 1999). Moreover, free markets encourage pursuit
of self-interests such as maximization of profit which eventually lead to over-exploitation of
NR. Hence, following Coase (1937), we argue that the neoclassical economic theory may not
adequately reflect the realities facing small-scale primary producers in developing economies
and the context in which NR are utilized.

To that extent, the new institutional economics theory offers an alternative perspective to
address some of the market failures developing nations continue to face such as information
asymmetries, price risks, transaction costs and lack of access to modern technologies among
others. Any efficient production process requires that producers have information about the
needs of the markets in order to decide what, when and how to produce and where to sell.
With more demanding markets, producers need information about market demands, for
example, on the quality attributes. Small-scale primary producers in developing nations usually
do not easily access such information because they are not only out of reach to information
technologies and media (e.g. television, telephones, fax, internet, newspapers), but also
geographically scattered, uncoordinated and mostly, illiterate. Lack of market information
reduces their ability to bargain for better compensation for their products. In the end, primary
producers tend to be at the mercy of other market actors such as the middlemen who tend to be
well informed about markets (Ellis, 1988). Because small-scale producers in most developing
countries are scattered in rural areas, they often have no access to better transport and market
infrastructure which tend to be localised in towns and cities. Hence, coupled with lack of
market information, they spend more time, effort and resources in search of input or output
markets thereby increasing transaction costs.

Modern production technologies that are needed to produce for modern markets are generally
more costly than traditional technologies that small-scale primary producers in developing
nations can afford. Yet, the traditional technologies do not often meet the modern production
standards. As a result, most producers require credit facilities to finance their production
technologies. But the structure of credit markets does not favour poor small-scale primary
producers who often have no collateral (Coleman; 2006). Although there are some micro-
finance institutions to reach out to small-scale primary producers, they too must demonstrate
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economic viability of their existence (Rahman, 1999; Basu, 1997). Consequently, such
institutions do not always reach out to the poor who need credit the most and yet their
level of operation may not contribute to the economic viability of the credit institutions.
Inevitably, efficient and equitable development outcomes may depend, in part, on whether
formal financial institutions continue to leave low-wealth producers tightly constrained in
their access to credit for production facilities and also whether market channels are governed
in a way that reward members according to their contributions to market offerings.

In short, as market place continues to change, more imperfections may emerge and the more
free markets may fail to efliciently allocate resources. The high information asymmetries, lack of
access to credit and high transaction costs observed in many developing countries may explain
why small-scale primary producers tend to be excluded and marginalized from participating
in global markets. Unfortunately, the macro-economic market and policy reforms intended
to minimise such market failures have not achieved their goals (Southgate ez 4l., 2000). The
sustained market imperfections have negative impact on the livelihoods and welfare of small-
scale producers — the bulk of producers in developing nations. Ultimately, NR such as fisheries
and forestry on which the poor depend for survival will continue to be over-exploited and
degraded. Next we discuss how some of international marketing channels try to circumvent
these market failures.

2.4 Dealing with market failures in international marketing
channels

A number of institutions, institutional frameworks and processes that constitute an
institutional environment in which marketing channels operate evolve as market failures
emerge. Economics literature defines institutions as rules of the game, i.e., devised constraints
that shape human interaction through structuring incentives whether social, economic or
political (North, 1990). Marketing literature refers to institutions as governance structures or
institutional frameworks used to establish and structure the exchange relationships (Heide,
1994; Buvik and John, 2000). These can be rules or institutions that simultaneously empower
and constrain actors to pursue activities consistent with predefined patterns of acceptable
channel behaviour (Grewal and Dharwadkar, 2002). Whether one inclines to economics
or marketing literature, institutional frameworks or governance structures arise in response
to pressures and conditions of a particular era or context (Grewal and Dharwadkar, 2002).
For example, economic institutions emerge to perform economic activities that cannot be
guaranteed by spot markets (Ellis, 1988). We use institutional frameworks or governance
structures interchangeably referring to mechanisms that are used to coordinate activities
between transaction partners.

International agribusiness channels use different institutional frameworks to deal with issues

that spot markets cannot guarantee such as food quality and protection of NR. Marketing
channels impose or motivate members to adopt certain standards (Grewal and Dharwadkar,
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2002). Impositions involve use of regulatory powers that make compliance with the standards
mandatory. This is often the case when the activities of marketing channel are in conflict with
societal interests such as public health. The imposition of food safety standards by major
export regions such as the EU is one such example. However, not all impositions tend to
be regulatory. For example, marketing channels impose non-regulatory standards on their
members to win confidence of their customers. One such example is the imposition of the food
safety and quality standards on the European retail chains that are certified with EurepGap
(www.curepgap.org). Motivations involve creating incentives for channel members to conform
to the standards. The environmental certification institutions such as the Marine Stewardship
Council offer incentives such as use of the eco-labels through which marketing channels may
charge premium prices for their fisheries products (www.msc.org).

However, either impositions or motivations may not always be effective in developing
economies where information asymmetries, poor access to production technologies, risks
and uncertainties affecting primary producers are complex. Further, primary producers also
have to deal with inefficiencies and ineffectiveness of the institutions intended to address such
market failures (Southgate e 4/., 2000; Ramamurti, 1999; Ng and Yeats, 1997). Hence, an
alternative institutional environment, i.e., market institutions, institutional frameworks and
processes are needed that can solve market failures in developing economies. We focus on
contracts that, based on the lessons from economics and marketing literature, can minimise
some of the market failures for primary producers (Key and Runsten, 1999; Masakure and
Henson, 2005).

2.5 Contracts as a response to market failures

An understanding of why firms choose contracts over other governance arrangements such
as spot markets is important to envisage the possible outcome of contracts in promoting
sustainable and quality — enhancing practices among small-scale primary producers. This
section builds on marketing, management and new institutional economics literature to
illustrate motivating factors for small-scale producers to enter into contracts with buyers.

Contracts are agreements to undertake future transactions under predefined conditions (e.g.
Poppo and Zenger, 2002). Contracts outline a selection of promises, obligations, outcomes,
procedures for monitoring and dispute resolution, and penalties for non-compliance.
Management and marketing literature often recognises two major types of contracts: legal
contracts — those enforced by law, and relational contracts — those embedded within social
norms (Cannon, Achrol and Gundlach, 2000). This literature builds on the logic of TCE that
emphasize the need to minimise exchange hazards arising from asset specificity, information
asymmetry, opportunism and uncertainty (Williamson, 1985).

Economics literature refers to contracts as forward agreements between producers and
processing and/or marketing firms for the production and supply of products (Singh, 2002;
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FAQ, 2001; Grosh, 1994). This literature recognises three general types of contracts: market,
resource-providing and management contracts (FAO, 2001; Key and Runsten, 1999; Singh,
2002). Marker- specifications contracts are those in which producers and buyers agree on the
terms and conditions for future sale and purchase of products. The major elements of market-
specifications contracts include agreement on price, quality and delivery schedules (Key and
Runsten, 1999, Singh, 2002). Resource- providing contracts are those in which buyers provide
selected production inputs and technical services beside an agreement on buying and supplying
of the products (FAO, 2001; Key and Runsten, 1999; Glover, 1984). Management contracts are
those in which producers agree to follow recommended production specifications preferred
by the buyer in return for both purchase of the products and provision of the production
inputs and technologies (FAO, 2001; Key and Runsten, 1999; Singh, 2002). The choice of
any of these types of contracts may depend on a number of factors such as type of product,
legal framework, market conditions and past experiences between transaction partners (Key

and Runsten, 1999).

Contracts are considered as an institutional response to some of market imperfections for
credit, information, technology transfer and access to input or product markets (Grosh, 1994;
Key and Runsten, 1999). Factors inﬂuencing transaction partners to engage in contractual
arrangements have been documented (Williamson, 1985; Houston and Johnson, 2000; Grosh,
1994). Small-scale primary producers engage in contracts depending on the market failures
they face and their vulnerability to risks (Masakure and Henson, 2005). Literature suggests
a number of market failures that small-scale producers face for which contracts are suitable
alternative structures such as (1) access to credit for production inputs, technologies and
services, (2) price risks and information asymmetries, (3) access to profitable output markets,
and (4) product quality (Key and Runsten, 1999; Masakure and Henson, 2005; FAO, 2001;
Singh, 2002; Glover 1984, 1987).

2.5.1 Access to credit for production inputs, technologies and services

Access to credit is important for small-scale producers who often cannot afford modern
technologies for eflicient production. As the structure of the formal credit markets is often
not suitable for small-scale primary producers, agro-business firms act as lenders to their
contracted producers (Key and Runsten, 1999; FAO, 2001). With such credit arrangements,
the buyer, on the one hand, is assured not only of product supply but also that the credit is
spent on the intended production. The loans are often distributed in kind and supervised by
the lenders themselves. On the other hand, the producers are assured of credit which they may

not easily obtain from alternative sources and also markets for their products (Masakure and
Henson, 2005; FAQ, 2001).

New production technologies are required to enhance productivity as well as to ensure that
the commodity meets market demands such as quality standards. Markets for inputs or
services needed for efficient production are thin or missing in developing countries (Key and
Runsten, 1999). For example, in Africa, agriculture services provided by public institutions
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have been disrupted by structural adjustment measures, leaving the private sector having yet
to fill the void created that adversely affect input availability and use. Small-scale producers
involved in contractual production tend to be supported in terms of production inputs and
extension services (Grosh, 1994; FAO, 2001). In that way, the producers may have a better
understanding and use of husbandry practices necessary to achieve intended production
standards and quality. In the end, small-scale producers engaged in contract production tend
to be in better a position in accessing production inputs, technologies and services than their
counterparts outside contractual arrangements.

2.5.2 Price risks and information asymmetries

The returns suppliers receive on the open market depend on the prevailing market prices as well
as on their ability to negotiate with buyers. This can create considerable uncertainty which,
to a certain extent, contracts overcome. Often, buyers indicate in advance the price(s) to be
paid and these are specified in the agreement thereby minimising price risks for producers
(Masakure and Henson, 2005; Grosh, 1994). Further, when production is information
intensive and producers lack resources to acquire appropriate information, contracts tend to
be the main source of information for market demands.

2.5.3 Product markets

Small-scale producers are often constrained in access to profitable markets for their products
either due to lack of knowledge about the markets or distance to the markets. Consequently
they sell their products in local markets that are often less competitive. Contracts with buyers
offer market guarantees for small-scale producers (Masakure and Henson, 2005). Even where
other market outlets exist for the same crops, contracts may offer significant advantages to
producers because they reduce searching and negotiation costs. Contracts may also minimise
transport costs as buyers may offer transport (Masakure and Henson, 2005; FAO, 2001).

2.5.4 Product quality

Quality is one of the critical demands for modern markets. Markets for fresh and processed
products, for example, require consistent quality standards and management systems. Modern
food markets increasingly move to a point whereby suppliers must conform to regulatory
and non-regulatory controls, for example, regarding food safety, traceability and product
labelling. These require that suppliers need to be confident of the source of their products
in the event that food safety problems arise. Besides, with close supervision by the buyers,
access to production facilities (such quality management facilities) and information on quality
standards, producers may be committed to meet quality standards because they are bound
to loose if their product does not meet quality standards as agreed in the contract (Key and
Runsten, 1999; Masakure and Henson, 2005). Also contractual arrangements make quality
assessment more manageable. Although product quality from small-scale primary producers
may be difficult to guarantee with very high certainty, it may certainly be better off to obtain
from contracted producers who have stronger motivation to produce good quality products
than sourcing the same products from spot markets (Grosh, 1994; FAO, 2001).
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2.6 Problems with contracts

The fact that contracts can solve some of the market failures that small-scale primary producers
face does not necessarily imply that they cannot create problems. One major problem that
has been raised in literature is the effectiveness of contracts to coordinate transactions under
situations of high uncertainty (Williamson, 1985). In order to circumvent this, firms choose
other mechanisms or use contracts in combination with other mechanisms depending on the
context of the transactions. For example, Houston and Johnson (2000) suggest that actors
are likely to choose joint ventures over simple contracts when the degree of asset specificity
is high. Heide (2003) suggests that under high information asymmetry, firms are likely to
shift from exclusive reliance on market contracting to plural governance, i.e., contracting and
vertical integration. Hence, although TCE argues that information asymmetry, specific assets,
opportunism and uncertainty necessitate contracting, they may also limit the extent to which
actors can rely on contracts to deal with these market failures. Economics literature also argues
that contracts between buyers and small-scale producers can create negative consequences
for both small-scale producers and buyers (Grosh, 1994; Porter and Phillip-Howard, 1997;
Fafchamps, 1996; 2004; Singh, 2002). We briefly discuss some of the problems for producers
as well as the buyers.

2.6.1 Problems for small-scale producers
Literature suggests a number of problems that small-scale primary producers may face when
they engage in contracts with buyers such as, (1) increased risks; (2) manipulation; (3)

domination and (4) indebtedness, among others (Grosh, 1994; Glover, 1984, 1987).

Increased risks: Small-scale producers venturing into new contractual arrangements may have
to be prepared to balance their expected returns with a possibility of greater risks. Risks may
arise from production failures due to factors beyond the producers control such as weather
or ecological factors (Grosh, 1994). Risks may also arise when the buyer faces unexpected
(market) uncertainties which may ultimately affect his commitment to the terms of contract
(FAO, 2001).

Manipulation: Small-scale producers may be manipulated by buyers. Although this type
of problem may be difficult to discover, there are many ways in which producers might be
manipulated. For example, buyers can manipulate quality standards to control deliveries
(Glover, 1984). If production exceeds the buyers” requirements, buyers can covertly raise
quality standards in order to reject excess production without appearing to breach the contract
(FAO, 2001). Such practices may lead to confrontations which can be minimised if they
have methods to resolve disputes over grading irregularities or forums where concerns and
grievances relating to such issues can be resolved.

Domination: In cases where producers are in a weak bargaining position or do not fully
understand the implications of the contract, the buyer can draw up an agreement which, when
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enforced, may easily manipulate the producer (Glover, 1987). Further, the monopoly over the
purchase of product by the buyers can lock producers into the transaction without chance
to try other buyers (Key and Runsten, 1999). Producers who might have invested into such
relationships may be affected more because they may not easily exit the relationships.

Indebtedness: Although one of the major attractions of contractual arrangements for small-scale
producers is the availability of credit facilities, they may face considerable indebtedness to the
buyer. For example, when producers fail to produce as expected due to different reasons, they
may defer the repayment of the production input loans which may lead them to be indebted
to the buyer (Singh, 2002; FAO, 2001).

2.6.2 Problems for buyers

Problems of contractual supply for the buyers can be examined in light of the alternative
mechanisms especially spot market purchases. The problems for buyers might include, (1)
opportunism, (2) producer discontent, (3) enforcement, (4) supply unreliability, indebtedness

and shared risk.

Opportunism (extra-contractual marketing and input diversion): Opportunism is one
major justification and also a problem for contractual arrangements (Williamson, 1985).
Opportunism entails actors acting out of self- rather than mutual- interest. Opportunistic
producers may take advantage of information asymmetry and bounded rationality of the
buyers to exploit any loopholes that might not have been adequately specified in the contracts.
On the one hand, sale of products to other parties outside the contract may not be easily
controlled when alternative market outlets for the product exist (FAO, 2001; Fafchamps,
1996, 2004; Grosh, 1994). This problem could be acute where alternative market outlets
offer better prices than what contractual buyers offer. On the other hand, buying of products
from non-contracted producers could also be a problem to buyers. This may occur when non-
contracted producers take advantage of, for example, higher prices offered by an established
buyer. Products from non-contracted producers may be filtered into the buying system by
outside producers through contracted friends and family relatives. Whereas such practices
may be good for buyers who face supply shortages from contracted producers, it may also be
difficult for buyers to regulate production targets and other quality aspects when they face
excess supply.

In contracts where production inputs and facilities are provided to producers, there is also a
danger that inputs might be diverted. In farming, for example, farmers may be tempted to use
inputs supplied under contract for unintended crops or even to sell them to obtain immediate
cash (FAO, 2001). Such behaviour is bound to affect the contracted product supply quantity
and quality. These problems may be overcome by improved monitoring, issuing of realistic
quantities of inputs and also creating good social relations with the producers. In addition,
as marketing literature suggests, the advantages arising to producers from access to resources,
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which they would not otherwise obtain without contracts, may minimise opportunistic

intentions (Rokkan ez /., 2003; Ghosh and John, 1999),

Producers’ discontent: Buyers may face problems of discontent from producers that may arise
from a number of situations. For example, producers who experience discriminatory treatment,
late payments, abrupt changes in terms of contracts such as prices and poor social relations
with the buyers may generate dissent (FAO, 2001). These and other circumstances may cause
hostility towards the buyer that may result in producers either withdrawing from projects or
undertaking extra-contractual selling of their products. Ultimately, buyers may have problems
such as supply gaps which contractual arrangements intended to avoid.

Enforcement: Compliance with the terms of contracts depends to some extent on whether
or not enforcement mechanism exists that penalizes breach of contract (Fafchamps, 1996).
Fafchamps (2004) analyses contract enforcement in developing economies particularly Africa.
He outlines different mechanisms that are used to enforce compliance such as harassment and
retaliation. Retaliation may also be inflicted by other people closer to contract parties. For
instance, Antia and Frazier (2001) suggest that a principal may not use severe enforcement
measures when a central agent violates a contract for fear of retaliation from other agents close
to him. Such enforcement problems may leave the buyer in a precarious position to deal with
contract violations (Grosh, 1994) and may compromise contractual standards.

Supply unreliability, indebtedness and shared risks: One of the possible problems for buyers
may be the producers’ failure to supply agreed products that may jeopardize future sales. Even
with the best management contracts, buyers always run the risk that producers fail to honour
agreements or fail to produce due to factors beyond their control such as weather or illness.
However, dealing with contracted producers enables buyers to share the risk in the event
that they agree to defer the producer’s repayment of the loan (Grosh, 1994, FAO, 2001). In
addition, the buyer may face risks arising from fluctuation in market conditions. For example,
by agreeing to pay fixed prices to the producers, the buyer runs a risk of losing if output markets
offer less than what the buyer promised to the producers. In that case, the buyer may also defer
some payment to the producers thereby becoming indebted or risking producer discontent or
extra-contractual selling of products.

In summary, contracts may create problems for both producers and buyers. However such
problems can only be a deterrent to the use of contracts if they can be avoided by using
alternative mechanisms such as spot markets. It is evident from literature that there are certain
situations in which both buyers and small-scale producers may be better oft having contractual
arrangements than spot markets (Dorward, 2001; Key and Runsten, 1999; Williamson, 1985).
But in spite of the extensive literature on how contracts (may) solve market failures for small-
scale primary producers in agriculture, there is little or no literature to suggest that contracts
(may) solve such market failures as degradation of NR - one of the major market failures
levelled against the current marking systems. We discuss this next.
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2.7 Contracts and sustainable practices in NR

Contracts as an alternative institutional framework for addressing market failures have largely
been demonstrated in profit-oriented economic transactions. As such, the use of contracts for
promoting sustainable practices in NR has not been the focus in available literature. This is
against the background that depletion of the NR such as fisheries is one of the major market
failures and challenges of the existing marketing systems (Wilkie and Moore, 1999; Aggarwal,
2006). Consequently, there is limited (or no) literature to suggest how and if contracts could
be used to enhance sustainable practices particularly so among small-scale primary producers
in developing economies. Nonetheless, we infer from the preceding discussions about how
contracts could promote sustainable practices in NR.

The preceding discussion demonstrates that small-scale primary producers may appreciate
contracts that minimise the risks and uncertainties that they face. Although the market failures
that small-scale primary producers in developing economies face may be generalised, those in
NR face additional and unique risks arising from degradation and depletion of NR. Declining
production from NR such as the fisheries erodes the fountain of their livelihoods and survival.
In addition, the nature of the property rights for NR, i.c., common property rights, makes it
difficult for small-scale primary producers to protect NR they depend on from exploitation for
private interests that has increased with globalization and market integration (Aggarwal, 2006).
Hence, although contracts come along with other risks for small-scale primary producers (as
discussed above), those in NR may face much more risks with the degradation of NR under,
for example, spot markets than the risks they may face with contracts per se.

Like other small-scale primary producers in developing countries, those in NR face heightened
risks given that they may have limited exit options to enter into other formal sectors of the
economy due to limited levels of formal education. Hence in view of their high dependency on
the NR, protecting the NR may be a motivation by itself for small-scale primary producers to
appreciate sustainability-enhancing contracts. In order to make them effective, contracts may
have to address both the general market failures such as price risks, information asymmetries,
access to credit and those specific to NR such as appropriate technologies for sustainable
production. This implies that having a better understanding of the context in which small-
scale primary producers operate is critical for the design of realistic and appropriate contracts
for promoting sustainability of NR. Moreover, as FAO (2001) notes, the success of contracts
depends on the prerequisite conditions. We elaborate next.

2.8 Prerequisites for successful contracts
Contracts are necessary to address market failures but they also create problems. However the
success of contracts, as Cannon, Achrol and Gundlach (2000) suggest depends on where and

the conditions under which they are applied. FAO (2001) suggests that no contract should
be ventured into unless some basic preconditions are evaluated. An assessment of the context
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in which contracts would be applied is important in order to design and evaluate the benefit
that may accrue from them. Such prerequisites include, (1) profitable markets, (2) physical
environment, (3) social environment, (4) regulatory environment and, (5) property rights.

2.8.1 Profitable markets

For any contractual arrangement to be successful there has to be a profitable market for both
producers and buyers. If producers, buyers or both fail to achieve consistent and attractive
economic gains or profits, a contract venture may collapse. Hence, the decision to engage in
contractual supply may have to be done with the expectation that, subject to other conditions,
it will be profitable (FAO, 2001). Guaranteed, regular and attractive incomes may encourage
contracting partners to make long-term commitments.

2.8.2 Physical environment

One of the preconditions for investment, for example, in rural areas is the existence of
communication facilities such as roads, transport, telephones and other telecommunication
services and facilities. Reliable power and water supplies are vital for agro-processing and
exporting of fresh produce such as fish. Availability of regular cargo airfreight is important
for export of fresh products. These may affect the extent to which foreign buyers may want to
engage in contracts with producers from developing countries or the ability of exporters in
developing economies to secure supply contracts in major export markets where, for example,
timeliness of delivery is an important parameter of competitive advantage.

2.8.3 Social environment

Social factors are also basic factors in establishing contractual relations. Many rural
communities tend to be influenced by traditional practices in their ambitions, material needs
or timeframe to achieve them. Cultural issues could be crucial with foreign investors as the
cultural divergence with local producers could be high. Contracts might disrupt social relations
within communities which may in turn affect the success of a contract venture (Singh, 2002).
For example, if producers are chosen on the basis of resource endowment, contracts may widen
pre-existing economic disparities and lead to animosity and resentment from those excluded
from contracts (FAQ, 2001).

Some literature argues that exclusive reliance on contracts per se may constrain actors in their
ability to evaluate partner’s performance and make correct evaluations of the performance
problems if they occur (Heide, 2003). Further, contracts may lock up producers into relations
for which better alternatives exist thereby limiting their chances to benefit from alternative
markets. Marketing and other related literature suggest that social relations may be barriers to
switching to new relations (Wathne, Biong and Heide, 2001; Fafchamps, 1996). In the same
way, social relations may bar actors from engaging in contractual arrangements especially if
they fear that their existing socio-cultural relations and networks may be disrupted (Singh,
2002). Hence understanding the social environment in which the contracts would be applied
may help to design contracts that are sensitive to the social issues.
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2.8.4 Regulatory environment

Public institutions may have a role in the success or failure of the contracts. For example,
a relevant legal framework and an efhicient legal system are preconditions for settling
contractual disputes and also protecting national heritage and resources (Fafchamps, 2004).
FAO (2001) defines this as a regulatory role for the government. In addition, government can
play a developmental role by providing adequate public utilities and services such as market
infrastructure, roads, power, water, and communication facilities necessary for the success of
contracts.

2.8.5 Property rights

Property rights over the resource system may be important especially in NR where common
property rights tend to be viewed as an important factor that limit the extent to which resource
uses take management responsibilities (see Hardin, 1968). In common property resources,
contracting only a section of resource users may not easily translate into the sustainability of
the NR if other resources users outside the contracts continue with unsustainable practices.
Furthermore, it may not be motivating for the small-scale producers to engage in sustainability-
enhancing contracts if they cannot guarantee rewards for protecting the resources.

In summary, whereas contracts may solve some market failures, they may also create problems
for contracting partners. Understanding the context in which contracts would be applied
may be crucial for the design and implementation of appropriate and suitable contracts for
enhancing the implementation of sustainable practices among primary producers.

2.9 Contracts, sustainability and quality - summary

Literature show that contracts as alternative governance structures overcome a number of
market failures which small-scale primary producers face in developing countries. Contracts
help primary producers to access production resources, market information and improve
quality (Masakure and Henson, 2005; Key and Runsten, 1999) and also distribute risks
between contracting partners (Grosh, 1994). More importantly, contracts may enhance the
integration of small-scale primary producers into international marketing channels (Masakure
and Henson, 2005; Glover, 1987; Key and Runsten, 1999). However, contracts may also create
a number of problems for contracting parties (e.g., Fafchamps, 2004; 1996; Glover, 1984;
1987; Grosh, 1994; Key and Runsten, 1999; Porter and Phillips-Howard, 1997; Singh, 2002;
Williamson, 1985). This chapter provides a preview of contracts as alternative institutional
framework to deal with market failures that spot markets fail to solve. The chapter highlights
the conditions under which contracts may or may not solve market failures. This chapter also
infers that by minimising market failures, contracts may also promote sustainable practices
especially among small-scale primary producers.

Contracts in the primary stages of international channels may ensure product quality from
the source. This is crucial for fresh products where quality cannot be guaranteed anywhere
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else in the channel if not from the source. Similarly, protection of NR cannot be guaranteed
in marketing channels if there are no incentives at the primary stages. Consequently, major
improvements in quality and sustainability of NR in marketing channels can be expected if such
improvements start at the primary stages. Contracts may provide a better framework to define
the conditions for small-scale primary producers and entrepreneurs to implement sustainable
and quality-enhancing practices. For example, management contracts that oblige producers
to implement recommended production specifications in return for market guarantees and
access to production resources may promise a potential framework for primary producers to
implement sustainable and quality - enhancing practices.

However, as problems with contracts may not be ignored, one way to minimise potential
problems with contracts is to understand the context in which contracts would be applied
and design appropriate contracts that should minimise risks and uncertainties for both buyers
and producers (FAO, 2001). In addition establishing the right forums for conflict resolutions
would be necessary. Hence, the problems that producers and buyers may face with contractual
arrangements may not necessarily be a black and white deterrent to try contracts in NR.

Therefore, the choice of contracts may depend on the market failures that need to be addressed
within the context in which contract partners operate. The specific market failures that
contract partners face may determine the specific terms of contracts and the context in which
contract parties operate may influence the extent to which they may appreciate particular
contracts (Figure 2.1).

Market failures

Terms of contract

* Access to credit

* Production inputs,

* technologies and services .| Choice for

* Risks and uncertainties 1 | contract

* Information asymmetries

* Quality

* Access to markets

» Degradation of natural Facilitating factors
resources * Profitable markets

* Physical environment

* Social environment

* Regulatory environment

* Property rights

Figure 2.1. Conceptual framework for sustainability and quality-enhancing contracts.

40 Balancing people, profit and planet in marketing channels



Contracts, sustainability and quality: a theoretical framework

As specific market failures and their importance may differ along the chain, this study focuses
on, (1) primary producers (fishermen), (2) middlemen and (3) downstream companies, i.c.,
processors, importers and retailers and other stakeholders.

Primary producers: The study on primary producers is crucial because as primary custodians of
the fisheries, fishermen also have private interests to pursue. On the one hand, their decisions
on how - and how much - to produce may affect the sustainability of the fisheries. For example,
if they use bad fishing gears or if they fish in breeding zones, it may lead to further degradation.
Further, poor incentives to protect the fisheries for public interest coupled with pressing
welfare needs may result, as is already evident, in resource over-exploitation and degradation.
Moreover, free market mechanisms that support pursuit of self-interests, and globalization of
world markets contribute to the degradation of local ecosystems (Aggarwal, 2006). In order
to devise meaningful contracts, we need to understand the specific market failures fishermen
face and the environment in which they operate.

Middlemen: Analysis of the subsequent channel stages is equally important. To begin with,
production and marketing sectors are not mutually exclusive. Marketing sector is assumed
to drive the production strategies which in turn may impact on the marketing strategies.
Middlemen who have double loyalty, i.c., to suppliers (fishermen) and to buyers (downstream
companies) may contribute to how primary producers undertake their activities. It is thus
important to investigate how and if middlemen can implement sustainable and quality-
enhancing practices in their buying and supplying practices.

Downstream companies: Downstream channel partners in modern markets tend to influence
the way upstream channels operate for example, through imposing quality standards. As
sustainability of NR is not only becoming an important market demand, but also a corporate
social responsibility issue for which downstream channels are being held responsible (Bansal
and Roth, 2000), it is important to investigate why and how downstream companies can
promote sustainable practices in the upstream part of the channel. Such an analysis should
focus on how downstream channel partners can help to minimise the market failures that
primary producers face in a manner that improves their welfare and also motivates them to
implement sustainable and quality-enhancing practices.

2.10 Conclusion

In conclusion, whereas implementing sustainable and quality-enhancing practices is important
for any channel, achieving it a manner that relieves small-scale primary producers of the market
failures they face would in itself be an important contribution to sustainable development.
Contracts that may help to achieve that may ultimately be an integral part of the governance
structures not only for integrating small-scale primary producers into international marketing
channels but also for improving the welfare of the local communities - an important pillar
of sustainable development. Since understanding the prevailing conditions surrounding the
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actors is a prerequisite for the success of contracts, the next chapter (3) undertakes a situational
analysis of the conditions under which fishermen undertake their activities. The chapter secks
to identify the market failures and how fishermen cope with them. Subsequently, Chapters
4 and 5 design and test different contracts for fishermen and middlemen’s preference for the
contracts in order to determine factors that may motivate them to implement sustainable and
quality-enhancing practices. Finally, Chapter 6 investigates whether and how downstream
partners can help to promote welfare, sustainable and quality - enhancing practices in the
upstream part of the channel.
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Chapter 3

Welfare, sustainability and quality in the
primary production stages of the Nile perch
channel: A situational analysis

3.1 Introduction

This chapter undertakes a situational analysis of the context in which fishermen and middlemen
operate. The chapter secks to address, (1) what market failures fishermen face, (2) how they
cope with them and, (3) how they could be addressed. The chapter provides a research setting in
which preference for contracts that oblige fishermen and middlemen to implement sustainable
and quality- enhancing practices is subsequently tested. The chapter is organized as follows:
Section 3.2 outlines conceptual framework for the study followed by section 3.3 that outlines
the research methodology. The results and discussion follow in section 3.4. The implications
of the results are given in section 3.5. Study limitations in section 3.6 conclude the chapter.

3.2 Conceptual framework

In order to identify market failures that fishermen and middlemen face and how they cope with
them, an exploratory case study is undertaken. Case study research is one way of undertaking
social research often suitable and preferred when (1) “how” and “why” questions are being
asked; (2) researchers have no or little control over the events; (3) the focus of research is
on contemporary issues within a real life situation and (4), when dealing with relatively
new research topics (Eisenhardt, 1989a; Yin, 2003). Case studies may accomplish different
outcomes such as to provide a description, test or generate hypotheses (or theory) (Yin, 2003;
Eisenhardt, 1989a). Since this chapter focuses on contemporary channel activities for which
we do not have control, it befits to undertake a case study

In this case study, we consider a number of concepts. First, we analyse the structure of the
channel. According to Coughlan ez al., (2001), channel structure refers to the configuration of
the channel stages and actors in the different stages. Analysing channel structure will enable us
to understand channel relations especially power and dependency that may have implications
on how actors negotiate for the terms of transactions (Heide and John, 1988). According to
Coughlan ez al. (2001), “Power is the ability of one channel member to get another member
to do something he otherwise would not have done.” Power arises from structural position of
the actor in the channel (Heide and John, 1992) or ownership of and/or access to resources
uniquely important to undertake particular transactions (Argyres and Liebeskind, 1999).
Imbalances in power enable powerful actors to dictate and control the activities of the less
powerful and therefore dependent actors (Gundlach and Cadotte, 1994). We will examine the
sources of power and how power affects transaction relationships.
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We will also analyse governance mechanisms. Governance mechanisms refer to the tools that
are used to coordinate activities between transaction partners (Hendrikse, 2004). There are
different mechanisms that are used to coordinate economic transactions such as contracts,
hierarchies or spot markets or a combination of these (hybrid governance) (Heide, 2003;
Williamson, 1985). Actors choose different governance mechanisms depending on the
pressures and/or incentives that they encounter. This chapter analyses how transactions in the
upstream are governed.

This chapter assesses quality, sustainability and food security for local communities. At primary
level where no major value adding activities are undertaken, guality refers to the basic attribute
of freshness. An estimate of freshness can be obtained by defining criteria related to changes
in sensory attributes like appearance, odour, colour and texture, which can be measured by
sensory or instrumental methods (Olafsdottir ez 4/, 2004). Furthermore, handling, processing
and storage techniques, time and temperature may also affect freshness. Improving quality
requires special facilities such as cooling facilities. This chapter assesses how primary producers
manage fish quality with or without specialised facilities.

Sustainability of the fisheries is, in this study, considered from the implementation of
sustainable practices such as use of recommended fishing gears. Using recommended fishing
gears promotes sustainability because they protect the juvenile fish to remain in water and
grow (Jul-Larsen ez al., 2003). In order to achieve sustainability, fishermen are expected to
use recommended fishing gears and middlemen are expected to buy recommended fish sizes.
Further, public institutions are mandated to ensure that sustainable practices are enforced. This
chapter therefore examines how different players undertake their activities and responsibilities
with respect to sustainability.

One of the basic welfare needs of the local communities is food security. Access to fish is one
way of ensuring food security for local communities. This chapter will examine how local
communities access Nile perch fish for food security.

3.3 Research methodology

3.3.1 Selection of cases

In order to select cases, we followed procedures outlined by Eisenhardt, (1989a) and Yin,
(2003). The Nile perch fish supply chains originate from designated landing sites or beaches
where fishermen and middlemen transact. As random sampling is not essential in a case study
(Eisenhardt, 1989a), we sclected beaches based on ease of access and landing of Nile perch.
A list of designated landing sites was obtained from Kenya Marine and Fisheries Research
Institute (KMFRI) - a semi-autonomous research institute mandated to undertake marine and
fisheries research in Kenya. We conducted preliminary visits and interviews in 15 beaches. We
noted that there were more similarities than differences with respect to channel organisation,
fish handling facilities, fish buyers and other transaction activities. We finally chose eight
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landing sites that were landing significant amount of Nile perch and also with good patronage
by middlemen. Good patronage by the middlemen was important for ease of getting them
involved in the study.

3.3.2 Respondents

Key informants were members of the beach management units (BMU). The BMUs are local
administrative committees comprising fishermen and local traditional leaders. The BMUs
manage the activities of the beaches including monitoring and ensuring sustainable fishing
practices, hygiene standards, marketing, security and conflict resolution, among others. In
addition to the key informants, other fishermen and middlemen were also interviewed.
Fishermen had fishing and fish trading experiences ranging from 2 years to over 40 years while
middlemen had trading experience ranging from less than a year to over 5 years. This enabled us
to obtain a wide retrospective account of the fishing and fish trading activities. Some fishermen
and middlemen had changed roles, for instance, from being fishermen to middlemen or fishing
and trading other fish species to Nile perch.

Although our focus was on the landing sites where fishermen and middlemen are the integral
players, the upstream channel ends up at the processing factories. Hence to have a complete
picture of the structure of the upstream channel and also for verification of some of the issues
raised at landingsites, three processing factories were also interviewed. Some of the fishermen,
middlemen and processors were transacting with each other which made verification of some
issues easier from a channel perspective.

3.3.3 Data collection

Data were collected between February 2004 and March 2005 through literature review,
focus group discussions, individual interviews and personal observations consistent with Yin
(2003) and Stewart and Shamdasani (1990). One research assistant helped in data collection.
Although the research assistant was quite experienced in conducting interviews, he was trained
in the specific issues of this study. His main task was to help transcribe the interviews and also
to translate the interviews into local language where necessary.

Literature review: While some literature was sought from the internet, most of it was obtained
from the KMFRI library. Given its strategic position in the sector, the institute has literature
on varying aspects and scope of fisheries research. A wide range of reports, publications and
strategic plans covering socio-economic, biological, environmental and regulatory issues of
Lake Victoria fisheries in general and Nile perch in particular were accessed. Where necessary,
copies of the literature and reports were made for further processing. Literature review enabled
us to substantiate in retrospective the activities and challenges of the channel.

Focus group discussions and individual interviews: Focus group discussions refer to discussions

that are limited to a particular topic(s) and discussed by a group of people (Stewart and
Shamdasani, 1990). A typical focus group interview involves 6-12 people who discuss
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a particular topic. Focus group discussions were only possible with fishermen because it
was difficult to find middlemen in numbers that could warrant a group discussion. Some
middlemen however participated in joint focus group discussions with fishermen. Both focus
group discussions and individual interviews were semi-structured (Yin, 2003; Stewart and
Shamdasani, 1990). On one hand, unstructured interviews are suitable if the objective of
the research is to learn about issues that matter most to the group (Stewart and Shamdasani,
1990). On the other hand, a more structured approach may result in the group discussing
only what it may feel important for the researcher. In order to balance the research standards
and discover what was important for the groups with regard to improving sustainability and
quality, a semi-structured approach was deemed most suitable.

Both group and individual interviews started with a basic introduction of research goal
before specific issues about sustainability and quality were discussed. This is consistent with
recommendations for case study rescarch (e.g. Stewart and Shamdasani 1990). Topic lists on
issues to discuss were prepared in advance of each field visit as recommended by Stewart and
Shamdasani, (1990) and Yin (2003). Interviews were transcribed for further processing and
issues requiring clarification were verified on repeat visits. Each group discussion lasted for 2-3
hours which was reasonable according to Stewart and Shamdasani (1990) who note that typical
group discussions last 1.5 to 2.5 hrs. Individual interviews lasted for 30 - 45 minutes consistent
with Yin (2003) who note that interviews may take about 1 hour. In total, we conducted 18
focus group discussions involving 4-10 people per group in 8 beaches, 31 interviews involving
1 to 3 people and 16 key informant discussions with the BMUs. One factory was visited twice
and the other two were visited three times.

Personal observations: Personal observation of transaction activities is another way of collecting
data on issues that may otherwise not be envisaged from interviews and discussions (Yin, 2003).
The observations at the beaches enabled us to identify factors that may be critical for quality
and sustainability. Activities and practices deemed critical were explored further through
discussions with respective actors. Observations were undertaken each time we visited the
beaches either before or after interviews. We observed quality assessment, weighing, packing,
and fish sizes. Observations were also conducted at one factory where quality defects as a result
of poor fish handling were detected.

3.3.4 Research reliability and validity

A number of steps were taken to ensure reliability and validity of this study. First, the study
involved multiple cases, a number of participants and also a number of data sources. Use of
multiple cases and sources of information enhances reliability of the results because it enables
triangulation of the data (Yin, 2003; Eisenhardt, 1989a). Morcover, substantiating the
outcomes of the interviews and personal observations with existing literature enables us to
establish a consistent trend of issues and events in retrospective leading to the prevailing state
of affairs for the channel.
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Furthermore, a case study protocol (see Appendix 3.1) and advance topic lists ensured that
all critical issues were covered thereby minimising omission errors (Yin, 2003). In addition,
comparing notes with the research assistant enhanced the reliability of the transcribed
interviews. During discussions and interviews, participants qualify their responses by certain
contingencies or expressions which according to Stewart and Shamdasani (1990), amount
to ecological validity not found in constrained survey research. At the end of the case study,
preliminary results were presented to stakeholders from KMFRI and Fisheries Department
(ED) in Kenya who gave feedback. According to (Yin, 2003), stakeholder feedback is another
way of ensuring reliability of case study results.

3.3.5 Data analysis

Data from different landing sites and also from different fishermen and middlemen were
examined for differences in their views, perceptions and activities with respect to sustainability
and quality. There were no major differences to warrant disaggregate analysis, i.c., separate
analyses for the eight beaches. As we will elaborate with the channel structure; isolating one
channel from another is difficult due to the intricate nature of the supply networks. Hence,
we present an aggregate analysis.

3.4 Results

This section presents the results. First, we analyse the structure of the channel showing the
main actors as well as the flow of fish from landing sites to processing factories. Second, a
brief description of how transactions from fishermen through to processors are coordinated is
given. Third, we present channel relations focussing on power and dependence relations that
have implication on the way the terms of transaction are determined. Fourth, we will analyse
quality. We present the challenges that fishermen face in trying to improve the quality of their
fish. We focus on the factors contributing to quality deterioration and how fishermen cope
with them. Fifth, we analyse sustainability, i.e., how the activities of the fishermen, middlemen,
processors and the fisheries department may impact on sustainability of the fisheries. Finally,
we present the challenges that local communities face in accessing Nile perch fish for food
security.

3.4.1 Channel structure

Fish flows from different beaches through intricate networks of middlemen to fish processors
(Figure 3.1). Although the exact number of Nile perch fishermen is not known, the recent
estimates indicate that there are about 37000 fishermen in the Kenyan part of Lake Victoria
(LVFQ, 2000). Middlemen operate in different layers. There are middlemen that buy fish
from fishermen (referred to in this study as primary middlemen) and those that buy fish from
primary middlemen (secondary middlemen). Secondary middlemen sell to those contracted
by processors (contracted middlemen). At the time of the study there were only 6 factories
operating in Kenya. Moving from fishermen down to processors the channel is an oligopsony,
i.e., with many suppliers and very few buyers (Scherer and Ross, 1990).
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Landing site Landing site Landing site Landing site

A A A 4 A 4

Fishermen Fishermen’s groups Fishermen Fishermen’s groups

A 4

Primary middlemen Primary middlemen

A A 4 A A 4 A 4

Secondary middlemen Secondary middlemen

A 4 A A 4 A 4 A 4

Contracted middlemen Contracted middlemen Contracted middlemen

Processing factory Processing factory

Figure 3.1. The Structure of the upstream of Fresh Nile perch channel in Kenya (Field study
2004/2005).

In some beaches, fishermen work in groups - the so-called associations or cooperative societies
which replace the primary or secondary middlemen. The presence of the different layers of
middlemen is attributed to the structural changes that followed the expansion of export
markets and the decline in fish production. Following the expansion of export markets many
actors in the artisanal processing and marketing sectors were displaced.! With declining supply
and increased competition, contracted middlemen tend to buy fish from a number of beaches.
This makes it impossible for them to be present at all beaches when fish is landing. As a resul,
they cither buy fish from (or employ) secondary middlemen. Similarly, some secondary
middlemen buy fish from different landing sites. They also buy fish from (or employ) primary
middlemen who reside within the vicinity of the beaches and buy fish as it lands. With these
supply networks, fish from almost all landing sites go to almost all factories, which makes it
difficult to isolate one channel from another for disaggregate analysis. The fact that the same
middlemen and hence processing factories buy fish from almost all landing sites corroborates
the similarities in the way transactions are undertaken at the landing sites. Despite the intricate
supply networks, there are two distinct channels from landingsites, i.c., the domestic channel
and the channel to the processing factories. All good quality Nile perch bought by middlemen

1 Abila and Jansen (1997) estimated that for the 2400 jobs that were created in Kenya factories about 15000 were
displaced in the traditional fish processing and marketing sectors.
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goes to processing factories from where it largely goes to export markets and high class domestic
markets. The poor quality fish and juveniles is sold to local consumers.

3.4.2 How transactions are governed
This section outlines how transactions from fishermen through to processing factories are
governed.

Fishermen - middlemen transactions: Transactions between fishermen (or fishermen’s groups)
and middlemen are predominantly based on informal arrangements, i.e., without written
agreements. A common feature of such transactions is the provision of informal credit by the
middlemen (in cash or kind, e.g., fishing gears) in exchange for exclusive fish supply. Some
fishermen and middlemen also help one another on other issues such as in times of sickness,
funerals, food shortages or other emergences. Such assistance may however be tied to fish
supply especially if fishermen are the beneficiaries. Nonetheless, such assistance compels
beneficiaries to reciprocate a helping hand when need arise. Repayment conditions differ
across relations (see Box 3.1 for two examples).

Except for the exclusive fish supply to credit providers, other conditions of the credit such as
repayment period and total amount to be repaid were not very clear probably signifying the
informality of the credit arrangements. Such quasi-credit contracts between fishermen and
fish buyers are not unique to Nile perch channel, Platteau and Abraham (1987) report similar
arrangement in India. It was however clear for both fishermen and middlemen that credit
repayment could end if gears were worn out, stolen or rendered dysfunctional in one way
or another. And, depending on the circumstances surrounding the loss or destruction of the
gears, it could also end the transaction relationship. At this point, some middlemen reported
that sometimes fishermen cheat and declare that gears have been stolen so as to end the loan

Box 3.1. Repayment for fishing gears and equipbment under informal credit.

I. One middleman had given a boat engine, a boat and fishing nets to 3 fishers. Each time the
fishers landed fish, he (the middleman) got 15% of the catch in payment for the engine, 10% for
the boat and 5% for the fishing nets. The remaining 70% of the catch was then shared equally
among the 3 fishers and the middleman himself. The middlemen was in turn the only buyer of
the fishers’ share of the catch (Interview at Marenga landing site)

2. Another middleman had 8 fishers to whom he had given 3 boat engines, 3 boats and nets.
In return, the middleman got one day’s catch for the engine; another day’s catch for the boat,
and the other day’s catch for the nets.The fishers then got the other three days catch which
they shared among themselves. They rest one day a week when they repair the fishing gears or
go to church. Even in this case fishers sold their share of catch exclusively to the middleman
(Interview at Obenge landing site)
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repayment. While none of the fishermen admitted to cheating in that respect, they admitted
that they have lost fishing gears sometimes at gun point in the lake.?

Middlemen - middlemen transactions: Transactions among middlemen were also informal.
Primary and/or secondary middlemen sometimes get cash advances to help them buy fish.
They also obtain cash to meet other social needs. Repayment is predominantly in form of fish
supply. To that extent primary or secondary middlemen tend to be tied to one another and/or
to contracted middlemen.

Middlemen - factory transactions: Transactions with factories are mainly based on written
contracts although some middlemen reported to have oral contract. Generally, contracts
outline identification particulars for middlemen, the beaches from where the middlemen
would be buying fish, minimum fish sizes, fish price, ice to fish ratio, fish quality and use of
factory resources. Some minor differences exist in the conditions for the provision and use
of factory resources such as trucks, ice, fuel and sometimes cash advances. For example, one
factory was demanding advance but refundable payment for security of the trucks and ice. The
advance payment was refundable if middlemen did not misuse ice or fuel or damage the trucks.
Another factory was charging for ice or fuel deemed misused.? Middlemen were expected to
use a certain amount of fuel depending on the landing sites where they buy fish. They were
also supposed to buy fish according to the amount of ice in the truck. So fuel and ice used in
excess of expectation was considered misused. Another factory was contributing a proportion
of truck driver’s allowances and fuel costs. These conditions also varied among middlemen
from the same factory. For example, one factory was asking for advance payment from new or
old but untrustworthy middlemen.

3.4.3 Channel power and dependence relations

On the basis of our interviews and observations, this section discusses the sources of market
power and how they affect the way transactions at the landing sites are undertaken, (1) access
to technological tools for quality improvement, (2) access to price information and (3)
interlocked fish/credit markets.

Access to technological tools for quality improvement: With declining fish production, one
would expect that fishermen who have fish - the backbone of the transactions - should be
able to competitively bargain for better terms of transactions. This is not the case with fresh
products in absence of the storage facilities coupled with the perishability of the product. In
the Nile perch channels, contracted middlemen always have access to refrigerated trucks for
fish transport and storage while at the landing sites. These middlemen then take advantage
of lack of tools for quality improvement at landing sites to impose low prices. This works to

2 Incidences of gear theft with emergence of armed robbery are said to be increasing in the lake (Abila, 2000; Geheb
and Crean, ed., 2000; Geheb, 1997).

3 At the time of the study the factory charged KSh4/kg for ice deemed misused and KSh40/litre of fuel deemed

used in excess of the allocated mileage.
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their advantage because fishermen are left with two choices to either accept the low prices
or risk more fish spoilage if they do not sell fast. We illustrate this in next section with price
information.

Price information: Daily fish prices are often not known to fishermen until when middlemen
arrive at beaches. Upon arrival at the beach, middlemen inform the BMU about the price. The
previous price could be sustained, or lowered or increased. There is some negotiation between
the BMU or fishermen’s group and middlemen. The set price remains the same for the day
for the fish that is deemed good quality for the export channel. Although some middlemen
reported that processors also sometimes change price without notice, they often have price
information from their contracts before they buy fish at the landing sites. When consulted,
two of the processors noted that they always notify middlemen of pending price changes.

Fishermen also reported that middlemen take advantage of information asymmetry and lack of
storage facilities, to collude and keep fish price at the beaches low. One middleman interviewed
at one landing site acknowledged that middlemen sometimes collude to keep prices low. This
is consistent also with Owino (1999) who noted that “agenzs (middlemen) unite in order ro
keep the prices low.” During one of our visit to one of the beaches, we encountered an incident
where middlemen forced fishermen to lower the prices (see Box 3.2).

Although prices at the landing sites tend to be fixed for each day, they vary widely across
beaches and time.* Whereas variation in time may reflect seasonality of fish production and the
continued decline in fish production, variation across beaches was sometimes not consistent
with economic reasoning. For example, prices were sometimes higher in beaches far away from
the factories where by implication transport costs could be high. Prices were sometimes also
higher in beaches patronised by fewer middlemen where competition was low. One would
expect prices to be higher where landing was high in order to compensate for shorter waiting
times. But this was not always the case as sometimes prices were almost the same in beaches
with high and low landings. As all the fish deemed good for export channel was sold at the
same price, there were no price variations as a result of fish quality. Similarly, quality variations
may not explain the price variations across beaches because all beaches sell fresh fish and the
mode of quality assessment are entirely the same.

Interlocked credit and fish markets: Fishermen’s vulnerability to price fluctuation can also be
attributed to the interlocking of fish and credit markets. For example, even if fishermen know
that prices at other beaches are higher, those that have credit ties with middlemen cannot sell
fish at other beaches because of the exclusivity of fish supply to middlemen. Fishermen tied to
middlemen through informal credit especially fishing gears and boats also have low bargaining
advantage. For example, bargaining for better terms may lead middlemen to withdraw their

4 Between February to December 2004, fish prices in the case study beaches almost doubled, i.e., KSh 53 - 96/kg.

In Feb, (2004) prices across beaches ranged from KSh53-67/kg and in December (2004), prices across the same
beaches ranged from KSh 70- 96/kg).
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Box 3.2.Agents walk-away to impose low prices.

Upon arrival at one of the beaches, we found 3 contracted middlemen from three factories
from Kisumu, Nairobi and Migori and the BMU in a meeting. After a while the meeting
disbanded without an agreement which gave us time to talk to both the middlemen and the
BMU secretary.

The bond of contention was fish prices. When middlemen arrived at the beach they told the
BMU that the factory prices had gone down such that they could only buy fish at KSh55/kg
down from KShé7/kg on the previous day. In protest fishers refused to sell fish. After some
time of negotiation fishers offered to sell fish at KShé65/kg but the middlemen insisted that
they could only afford KSh55/kg. The meeting then disbanded.

During our interview with the middlemen, they claimed that prices at their respective
factories had been reduced overnight such that they could not afford to pay what fishers
wanted. When asked to explain the coincidence that the three factories lowered the prices
to the same level overnight, “It usually happens, it’s not new, dfter all these factories belong to
the same Indians who collude to fix the prices,” was the explanation from one of the middlemen
while the other two nodded their heads probably in concurrence. After talking to us the
middlemen left the beach without buying fish.

In a separate interview, the BMU secretary reported that they could have believed that prices
at the factories had reduced if the middlemen had shown written evidence from the factories.
As the day went by no other middlemen came to the beach as we hanged around to establish
how the walk-away could end. Meanwhile fishers were speculating that other middlemen
would not come because “they must have phoned each other.” We left later in the afternoon
before other middlemen came.

On our follow up visit to the beach we were told that the same middlemen came back later
in the afternoon only to buy fish at KSh57/kg while some fish had been spoilt. We could not
estimate how much fish was spoilt.

fishing gears and look for other fishermen. As one middleman said, “If a fisher is not happy with
the conditions for using my gears, I can just withdraw them and give to any other fishermen. There
are many fishermen who want fishing gears and boats”.

This probably explains why ownership of gears given under the so-called informal credit is
often not transferred and repayment period was never clear. Similarly, middlemen who use
factory resources may not easily take advantage of price differences between factories also
because of the condition of excusive fish supply.
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The problems with interlocked fish/credit markets on fishermen have previously been noted.
For example, Bokea and Ikiara, (2000, p 17) noted: “/ocal fishers have gradually lost control over
the means of production as well as processing, pricing and marketing to industrial investors. In
pricing, local fishers have no say because of lack of storage facilities, the high perishability of fish and
the pressure from the credit relationships.” Similarly, Henson and Mitullah, (2003, p 72) note:
“Given that there arve virtually no chilling facilities at landing beaches, processors have to provide
ice and insulated trucks and ... whilst they incur significant costs as a result, it also enhances their
market power over fishermen’”.

In spite of these seemingly exploitative informal credit relations and in absence of alternative
sources of credit (e.g., formal credit institutions for small scale fishermen), fishermen especially
those that cannot afford to buy their own boats and gears acknowledge that such relationships
keep them going. This is consistent with Platteau and Abraham (1987) who note that although
such credits tic beneficiaries to creditors, they both benefit from them either as an insurance
against any eventualities or securing access to output respectively.

In short, lack of access to quality improvement facilities and price information, and
interlocked fish/credit markets are critical factors influencing the way upstream transactions
are undertaken. The problems are exacerbated by the structure of the channel that enhances
the buyer concentration and hence, dominance over suppliers. Such problems can be dealt
with, for example, if there are formal micro-credit institutions that would enable fishermen
to obtain loans for fishing gears. Such institutions would not only disentangle fishermen from
interlocked markets but also enhance their bargaining power. The information asymmetries
could be solved if there was a governing body such as cooperative society and fish marketing
board that could oversee the fish marketing activities including dissemination of market (price)
information, negotiating prices or searching for better fish markets on behalf of fishermen.
Middlemen could have a similar organization to negotiate with processors.

3.4.4 Quality

On the basis of our interviews and observations this section presents quality assessment at
landing sites and then at the factories.

Fish quality at landing sites: The first evaluation of the raw Nile perch is done at the moment of
landing at the beaches using sensory assessment by checking the colour of gills, eyes, skin and
the firmness of the fillet. After assessing, fish is declared good or bad quality. The good quality
fish is sold to middlemen for export channel and the bad quality fish often fails the sensory
tests for quality and is sold to domestic traders who sell it in domestic markets. However, the
sensory techniques do not always give consistent results. For example, fish could have gills or
eyes with a colour indicative of poor quality while the fillet could still be firm or vice versa.
Also fish could have colour of the skin and eye on one side depicting good quality while on the
other side depicting poor quality. Inconsistent quality indicators sometimes become a source
of conflict when middlemen reject fish that fishermen feel it is of good quality. Fishermen
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reported such problems occur when there is more supply and middlemen raise quality

standards. Deterioration of fish quality is aggravated by a number of factors such as, (1) lack

of tools for quality improvement, (2), period from fish catch to landing, (3) period between
buying and delivery to the processing factory and (4) physical handling of fish.

o Tools for quality improvement: There were no cooling facilities in all the beaches studied.’
In absence of these facilities fishermen and middlemen improvise means to minimise
fish spoilage. For example, they keep fish in shades with mouths and gills open for air
circulation. During the interviews, it was claimed that such techniques extend shelf life
for about 6-8hours. Also middlemen remove gas from the berry of the fish which they
also claim delays the onset of spoilage. It was beyond the scope of this study to verify these
claims.

o Period from fish catch to landing: Fish take long before being put to ice because fishermen
take long to land. Fishermen rely on manual or wind propelled canoes and so time to land is
sometimes dependent of the strength and direction of the wind on the lake. Fishermen also
take relatively longer to catch enough fish due to declining catch. In the process, the fish
first caught is subjected to longer periods without ice under high tropical temperatures. On
average fishermen estimated to take about 5-8 hours from fishing to landing. Fishermen
estimated that about 10-30% of fish could be spoiled by the time they land depending on
the season with the high spoilage in rainy season. Quality deterioration was also attributed
to fishing methods. For example, fish caught with hooks was reported to have fewer or no
scratches than fish caught with nets. The fish caught with nets tend to have bruises that are
inflicted when fish gets entangled in the net. Although we did not observe the fishing itself,
the damages on skin and fillet between fish caught with hooks and nets were evident.

o Period from buying to delivery at factory: On average, middlemen take about 2-5days to buy
and deliver fish to the factories depending on the season. This was due to declining supply
that intensifies competition at landing sites. Logistically, middlemen do not institute the
principle of “first come first serve” when buying fish at landing sites. Whether or not they
supply fish to the same factory, middlemen have independent contracts such that they
compete to source fish. Consequently, a number of trucks load fish at the same time — each
loading less fish per day even if total landing at the beach could be enough for one or two
trucks per day. As trucks stay long ice melts - thereby reducing fish to ice ratio. Fish spoilage
could be inevitable even if fish is in ice.

o Physical handling: Sometimes fishermen kill the fish by smashing the heads or body or let
it die in the open air. Rough handling of the fish results in bruises. It was also common
practice for those weighing or loading fish in the trucks to throw fish. Those seen throwing
fish argued that throwing fish in slanting position or on ice does not damage the fillet.
While these claims could not be verified, throwing fish could reflect limited understanding
of how such handling could affect say texture of the fillet. Unfortunately, the damage
resulting from mishandling fish may not be visible at the landing site though after several

5According to Henson and Mitullah, 2003 out of the 300 landing sites in Kenya only 30% have weighing shades
(locally known as Banda), 9% have electricity, 5% have a fish store, 0.3% have a cold room, 20% have access to
all-weather roads.
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hours or even days the detrimental effect emerges (e.g., at the factory). Some middlemen
acknowledged that they get as much as 10-20% rejects at the factory even when they
undertake sensory quality assessments for all the fish before they buy at the landing sites.

In summary, fishermen face constraints in terms of access to tools for quality improvement. For
example, ice is virtually not available. Even if it would be available, not many fishermen would
be able to take it to the lake due to the limited sizes of the canoes. To minimise delays due to
wind, fishermen may use boat engines. However not all fishermen can afford to buy a boat
engine. Furthermore, it is not always that delay to land is due to wind problems. Some delays
are due to lack of adequate fish to warrant landing. Hence, there may not be one solution to
the quality deterioration problem at landing sites. In this respect, catching method, handling
and storage regime of the Nile perch are important quality control points.

Fish quality at the processing factories: All the factories follow HACCP as a matter of mandatory
requirement by the export markets. The factories also assess fish quality by similar sensory
methods as those used at the landing sites. Defects can be related to the condition of the fish
flesh, appearance, which include colour defects (bruises, bloodspots) and dehydration (frozen
storage defects). The Nile perch processing industry uses 3 quality grades (A, B and C) of the
whole fish and defines these grades with clear descriptions of the general appearance, eyes, gills,
odour, skin, smell and texture (Table 3.1).

Only grades ‘A’ and ‘B’ are accepted and C is rejected. With this quality assessment, middlemen
tend to be paid after verification of quality sometimes after filleting. Factories estimated that

Table 3.1. Fish grades in the processing factory for Nile perch.

Sensory Grade A Grade B Grade C

General Bright with metallic luster Some loss of metallic luster ~ Bloom completely gone or

appearance bleached

Eyes Bright translucent Dull, slightly sunken Dull and sunken

Gills Bright red to slightly pinkish  Pinkish red to brownish red  Brownish red to brown or
red grey

Odour Fresh odour Faint sour or fishy odour to  Medium to strong sour odour
Faint sour odour medium sour odour

Skin Natural brilliance metallic Greyish appearance loss of ~ Yellowish slime greenish fins
shine metallic shine

Texture Firm and elastic Moderately soft Generally soft, flabby and pits

Source: Fish processing factory in Kenya
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about 20-40% of the fish rejected at the factory is often due to poor handling such as throwing
or stepping on fish that cause crumbling and/or discolouration of the fillet.

In short, processing factories assess fish quality from outside and also inside after filleting.
The quality damages arising from poor handling become visible at the factory. Unfortunately,
middlemen may not easily trace the source of poor quality fish back to fishermen because they
do not label the fish per source and also the fact that they sometimes take long time before
delivering fish to the factory, they may not justify that the spoilage is due to poor handling by
fishermen.

3.4.5 Sustainability of the fisheries

In Kenya, sustainable utilization of the fisheries resources is regulated by law - the Fisheries
Act (Kenya Government, 1991). The Act outlines the type and size of gears for specific fish
species in specific water bodies. It also designates fishing places to protect breeding zones and
the minimum fish size that should be landed, bought or sold. Furthermore, the Act outlines
conditions under which one would be eligible to fish, trade or process fish products. Failure to
enforce the Act is an offence punishable by law. We examine how fishermen, middlemen and
processing factorises, and regulatory institutions enforce sustainable practices as stipulated in
the Act and the challenges they face.

Fishermen: According to the Fisheries Act of Kenya fishermen are expected to catch Nile perch
using gill nets of at least 12.7cm when stretched diagonally or hook number 5. Using these
types of gears is expected to catch recommended fish sizes of 50-85cm. Nile perch of less than
50cm (i.e., 1.5kgs) is considered a juvenile and therefore should not be caught. If a fisherman
lands Nile perch of less than 1,5kg, it means that he uses small gears.

The fisheries degradation is, among other factors, attributed to increasing use of destructive
fishing gears that catch undersized fish. The use of destructive fishing gears and methods is
further attributed to: (1) declining fish catch; (2) limited alternative sources of livelihood in
other sectors of the economy; (3) high prices for reccommended fishing gears; (4) lack of justice
when use of bad gears is detected and biased enforcement of the law against fishermen. As fish
stocks decline, fishermen argue that they are compelled to use bad gears otherwise they would
not catch any fish and in a constrained economy, they do not easily find alternative sources of
livelihoods. Some fishermen also argue that recommended fishing gears are relatively expensive
(estimated at US$30 per fishing net) compared to bad gears that were reported to be relatively
cheaper (estimated at US$10 per fishing net) and also readily available. In addition, some
fishermen argue that when non-compliance with sustainable practices is detected, justice is
not often done and if it is done it is always biased against fishermen and not middlemen or
processors as one participant noted: “You will never hear that a truck has been impounded or a

factory has been closed or fined for buying or processing undersize fish — they know them’”.
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Middlemen: Middlemen are also restricted by the Fisheries Act to buy only the fish sizes
legally recommended. But middlemen transfer the blame for disobeying the Act arguing
that they buy what their customers (i.e. processors) demand. Whereas this might make sense
from a market — orientation perspective, they likely take advantage of the weaknesses in the
enforcement mechanisms that they may not be punished for the undersize fish they trade in.
The middlemen also blamed some fishermen who they claimed, use small fish as a bait to sell
the big ones. This claim was confirmed during one discussion when one member of the BMU
said “if they (middlemen) only want big fish then who will buy the small ones? Although the
middlemen’s contract with factories explicitly indicate the minimum fish sizes (mostly 1kgs),
observations and interviews revealed that violation of the size was common, systematic and
more rewarding in terms of price margins. For example, an interview with one middleman
illustrates how rewarding trading in juveniles could be (See Box 3.3).

In short, middlemen like processing factories, are profit-oriented and it could be in their
interest to trade in small fish to enhance their economic gains. Hence, transferring the blame
for buying and supplying undersized fish to fishermen, processors or ineffective enforcement
by the FD could just be a cover-up to maximise their short-term economic gains. There is need
therefore to create an environment where middlemen feel responsible to protect the fisheries
and fishermen are not viewed as the only ones responsible to protect the fisheries because they
too have private interests to fulfil. Fishermen need to be supported to protect the fisheries and
one way to do that is for other parties like middlemen and processors to be held accountable
for irresponsible behaviour and for responsible fishermen to be adequately rewarded for their
contribution to sustainability.

The Fisheries department: The Fisheries department (FD) is legally mandated to enforce
sustainable management of the fisheries. To do this, the FD issues licenses to fishermen,
middlemen and processors that authorises them to undertake their respective activities
according to the law. The FD is also supposed to take action when actors violate the terms of

Box 3.3. Price margins from undersize fish (Interview with a contracted middleman).

One middleman was buying undersize fish from 0.5 — lkg at KSh40/kg. He was also buying fish
of more than lkg at KSh65/kg. During our interview with him the same day, he reported that
at the factory fish will be sorted into three groups i.e. those less than lkg, |-5kgs and over
Skgs. Then, all the fish of less than Ikg will be sold to the factory at KSh55/kg resulting into a
price margin of KShI5 (55-40)/kg. Fish of 1-5kgs will be sold at KSh75/kg creating a price margin
of Ksh10 (75-65)/kg. Finally fish above 5kg will be sold at KSh77/kg creating a price margin of
KShl12 (77-65)/kg. This shows that buying and selling undersize fish give higher price margins.

Note KSh. = Kenya Shillings (local currency in Kenya)
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their licences. During the discussion we examined fishermen’s and middlemen’s perception
about how the FD undertakes their activities. We also sought the views of the FD staff.

There were mixed perceptions about the effectiveness of the FD in protecting the fishery. For
example, participants interviewed wondered why the FD does not close down companies that
manufacture illegal gears. One fisherman however, differed with this view that companies
make illegal gears. The fisherman argued that “Iz is not always true that companies make illegal
gears, but that we (fishermen) use the good gears in wrong places or on the wrong fish types”. This
argument was in line with the fact that the Fisheries Act specifies different types of gears for
different fish types in different water bodies. Hence a gear that is good for one fish type in one
water body may not necessarily be a good gear when used in another water body. However,
this was an isolated remark. Common remarks among fishermen and middlemen suggest
a number of negative perceptions about how the FD undertakes their responsibility. Such
remarks suggest anything from leniency in dealing with cases of non-compliance to bribery.®
For example, one participant at a group discussion wondered that: “Zhey (FD field officers)
know who has illegal gears, why not just get and destroy them?” Another participant echoed
noting that: “The fisheries officers can arrvest a fisherman for having an illegal fishing gear today
but few days or weeks later, you see him back in the water using the same gear, what does that
mean?”

One way to control and monitor access to and proper use of the fishery, the Fisheries Act
mandates the FD to license all fishing gears. The extent to which gear licensing has been used
for the intended purpose has been questioned by both fishermen and middlemen. The FD is
blamed for emphasizing more on the monetary benefits than sustainability and livelihoods of
thelocal people who depend on the fishery as the following remarks suggest: “When government
officers come to licence fishing gears, they licence every fisherman they find, whether they have good
or bad gear, they do not care as long as one has the money to pay for the licence fee,” recounted one
fisherman. These remarks are in line with Abila (1998) who wondered “whether gear licensing
is just another way of raising government revenue or really to regulate access to the fishery.”
We sought the views of FD field assistants over this allegation and one field assistant said: 7
cannot manage to physically check thousands of hooks, nets one by one. I am responsible for many
beaches and it is not practical.” This remark essentially corroborates the allegation that even bad
gears tend to be licensed for whatever reason. Geheb (1997) noted that the FD has few field

assistants who are responsible to monitor the activities of many fishermen.

In short, the FD involvement in the fisheries management has generated a lot of arguments.
There are reports that before the FD involvement in the fisheries sector, i.e., before Nile perch
era, the fisheries were not only sustainably managed under local leadership but the benefits
from the fisheries were equitably distributed (Henson and Mitullah, 2003). The fisheries were

¢ Previous cases of bribery have been reported (Abila, 2000; Owino, 1999; Geheb, 1997). For example, Owino

(1999) found that fisheries scouts obtained about $250 each per month i.e. about 5 times their monthly wages
(US$50-60) in bribes after allowing fishermen to use illegal gears in breeding and spawning areas.
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managed by local institutions which enforced who were entitled to fish, in which seasons,
which fishing zones, types of fish gear that could be used, size of fish that could be landed. The
FD intervention disrupted the role of the local institutions in fisheries management following
the expansion of export markets which has been viewed as being more commercial- than
sustainability- oriented. Geheb (1997) note that the unregulated ‘free for all fishing’ under
the government watch to maximise economic gains from export earnings has contributed
negatively to sustainability. It might therefore be necessary to revive the role of the local norms
and institutions that “sustainably” managed the fisheries or at least to develop alternative
mechanisms that should bring the local institutions and actors back into responsibility
for managing the fishery in collaboration with other stakeholders. Fortunately, some local
institutions — the BMUs are already taking up responsibility in Kenya.

3.4.5.1 Emerging opportunities - the BMUs engage in sustainable fishing
practices

Despite the poor perceptions against the FD, some fishermen in few beaches have resolved
through the BMU to implement sustainable fishing practices. For a few years now, fishermen
in such beaches have been using recommended fishing gear. In order to help the fishermen
obtain the good gears, the BMUs run a self-help fund to which fishermen contribute a small
proportion of their daily fish sales. Any fisherman facing problems such as loss or wearing out
of gear or other emergency needs, obtain aloan from the fund. This organization is particularly
successful at one of the 8 beaches. At two other beaches, efforts were underway to organise
fishermen. In an interview with a secretary of one of the few BMUs, we asked how it worked
out that fishermen at the beach comply with the beach resolution to use good gears. In response
the secretary had this to say:-

“We are all fishermen (including himself), the lake is all we have to live on. We can make things
change if we want to. Hiding behind poverty to destroy the lake will not belp us. We (the BMU)

made fishermen to understand and together we resolved to protect our resources.”

A fisherman at another beach where efforts are also underway to promote sustainable fishing
had similar comments: “Fisheries officers are employed, they are assured of their salaries whether
they help us deplete the lake or not. If there is no fish in this lake, they will be transferred to
another lake. The same with the Indians (factory owners are mostly Indians) they can relocate
and continue their businesses in other lakes or countries. No one will transfer our problems to
anywhere and the lake is what we have to survive on.”

These are signs of emerging responsibility to enforce sustainable utilization. No matter how
small in effect compared to number of the beaches and the size of the lake, it might be the
starting point to support sustainable fishing. Notwithstanding their newfound sense of
responsibility for sustainable fishing, the fishermen in these few beaches, like their colleagues
in other beaches, lack facilities such as ice to keep fish fresh. They therefore suffer equally
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from the dominance of fish buyers, for example, in terms of pricing. Consequently, their
contribution to sustainability is, in our view, not adequately rewarded.

Therefore, to sustain this newfound sense of responsibility and motivate more fishermen to
engage in sustainable practices, there is need to support and reward responsible fishermen.
While punishing irresponsible behaviour is another way of motivating responsible behaviour,
it may not always be effective, after-all, detecting and punishing irresponsible behaviour might
not always be easy without effective monitoring. As Geheb (1997) note, fishermen face the
possibility and vulnerability of being caught, but what matters is that “benefits derived from
the use of illegal gear outweigh the costs after being caught” Hence rewarding responsible
behaviour would be a better way of dealing with irresponsible behaviour. The question, of
course, is what would motivate them.

3.4.6 The local communities access to Nile perch for food security

The declining fish production and increasing competition between domestic and export
channel for Nile perch raises challenges for the rural communities to secure it for their food
security. The Nile perch started on a promising note. Following its successful introduction,
Nile perch production led to unprecedented socio-economic benefits in terms of food security
and income for the rural communities and fishermen in the region. For example the rural
communities in Tanzania crowned Nile perch as “Saviour” (Gibbon, 1997) and in Kenya, the
Luo —the main fishing tribe after appreciating the generous Nile perch food rations said that
“Mbuta (Nile perch) taught women how to feed their Husbands well,” (Geheb, 1997; p66).

At the moment of declining Nile perch and fisheries in general, the implications are far
reaching. Nile perch fish is one of most scarce product in the domestic markets in Kenya. Over
90% of good quality Nile perch goes to export markets and the remaining goes to the “high
class” segment of the domestic such as hotels where ordinary people cannot afford. Previously
when Nile perch was new and plentiful, failure to eat it was a matter of choice among other
plentiful species. At the moment however, scarcity is largely due to low production and high
competition between domestic and export markets. The latter having an advantage over the
domestic markets, domestic traders that once proliferated as a result of Nile perch boom are
now reduced to processing only what is rejected on quality grounds, the juveniles and the by-
products from the processing factories such as skins, skeletons, trimmings, fats, among others.
Yet, supply of these quality-rejects and by-products is not without hurdles. For example, it costs
domestic traders - predominantly women waiting the whole day at landing sites yet without
certainty that they would get any rejected fish. Although it is almost always certain that some
Nile perch would be rejected at the landing sites, it is not always enough for each woman to
have a piece. Depending on the weather, as one woman indicated that, “Owur business becomes
slightly better during rainy season when there are more rejects”. Abila (2000) notes that only
when factory trucks fail to reach the landingsites either due to bad roads or external problems
like export ban (like once imposed by EU) could women freely buy Nile perch.
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Whereas failure to secure rejected Nile perch at the landing sites is due to inadequate fish
rejects, women who trade in factory by-products face competition from the animal feed
manufacturing companies. As a result, women also wait for long at the factories sometimes
not being sure if they would buy the by-products. It is estimated that about 59% of the frames
go for animal feed manufacturing per day further depriving the domestic market (Henson and
Mitullah, 2003). Ironically, in early 1980s, Nile perch skeletons were considered as a waste
and factories incurred costs to dispose of them (Abila, 2000). It was not until mid 1990s
when people started eating the skeletons as a result of the shortage of Nile perch and the
increased prices of fish. The skeletons were then considered as a “poor man’s food” implying
that only those who could not afford the good quality Nile perch could eat the skeletons.
Abila (2000) estimates that before advanced filleting technologies were introduced about 10-
20% flesh could remain on the skeletons that people could eat. But with improved filleting
technologies that remove almost of the flesh, the skeletons become “s00 naked” to be of any
further food value for human consumption (personal field observations). But even then local
traders scramble for them and by late 1990s, the value and prices of the skeletons had increased
beyond what other poor people could afford (Jansen, 1997, see also the Darwin Nightmare
documentary -Sauper, 2004).”

In short, at the moment the welfare of the local communities around the Lake Victoria regions
is another challenge that the Nile perch channel may have to face upfront. It is much likely
to be even worse if the decline in fish stocks is not checked. There is a danger that the “social
decay” that the rural communities have been subjected to as a result of the commercialization
of the fishery and declining fish stocks may likely continue if nothing is done against it.

3.5 General discussion and implications

The objective of this chapter was to analyse the situation in which fishermen and middlemen
operate in order to understand the market failures that they face, how they cope up with them
and how they could be addressed. On the overall, the chapter has unravelled a number of
technological, socio-economic and institutional constraints and also emerging opportunities
to promote sustainable and quality- enhancing practices.

The results show that fishermen’s position in the channel is compromised by the structure of
the channel that gives structure power to buyers, lack of price information and interlocked
fish/credit markets. While it may be difficult to change the structure of the channel, power
of the fishermen can be changed through minimising information asymmetries especially
over price. There is need therefore to create market information systems and institutions

7 Darwin’s Nightmare is a documentary surrounding Nile perch exports to the EU. It captures the complex issues of
poverty, food insecurity, armed conflicts and HIV/AIDs, among others, around Lake Victoria. The documentary,
however, needs to be interpreted with caution, as the IUCN and the Lake Victoria Fisheries Organization in an
open letter to the author posted on IUCN website argue that the documentary distorts the reality of Lake Victoria
fisheries (www.iucn.org/IUCN News — December, 2005).
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through which price information could be communicated to the fishermen rather than the
fish buyers. For example, use of modern technologies such as short messages through mobile
phones with factory prices to subscribed BMU’s or fishermen. Such institutions could be
through the establishment of a fish marketing institution that could coordinate information
flow to fishermen. The use of mobile phones by fishermen to access market information is
being used in Asia (see, The Economist, 2001a&b, 2005a&b). However, this may only work
better if fishermen were free to decide where to sell fish. In the Nile perch channel where some
fishermen are tied to fish buyers that information may have limited impact. This means that
first fishermen need to be disentangled from interlocked fish/credit markets. That can be done
by making fishing gears affordable or establishing micro-credit institutions with reasonable
conditions where fishermen can obtain loans for fishing gears.

This chapter also shows a number of factors that may affect quality such as lack of proper
knowledge on fish quality attributes reflected by poor handling; lack of cooling and storage
facilities essential for fresh and perishable products, the type of fishing gears, and the time it
takes before the fish is processed. Although these factors are not necessarily hazardous and
therefore, are not taken up in HACCP which is about hazardous aspects (mainly microbial),
they are nonetheless important for quality assurance at primary level. These results imply
that investment in the tools for quality improvement such as ice or cold rooms at landing
sites or investments in larger boats that can carry ice and fishing crew are needed. It may also
require even more structural investments such as electricity that is currently not available in
all the beaches studied. Poor handling practices could be minimised through educating the
fishermen and middlemen on the effect of poor fish handling on quality. More importantly,
it may require motivation for example, better prices for better quality. Fishermen may handle

fish properly if they know that they would be rewarded for it.

The results show that the use of bad fishing gears is attributed to high prices for the good gears
and ineffective enforcement by relevant authorities. This implies that public institutions should
improve their effectiveness in enforcing sustainable fishing practices. Further recommended
fishing gears should be made affordable to all fishermen. However, neither the effectiveness of
public institutions may improve overnight nor making gears affordable to all fishermen might,
by itself, guarantee that all fishermen would use good gears. Sustainable practices could be
enhanced by a combination of both enforcement and affordability of the gears. For example,
by only targeting and punishing fishermen, the FD is implicitly rewarding middlemen and
processing factories for buying and processing undersize fish. This in turn may frustrate
fishermen who might want to implement sustainable practices because they too have economic
motives that may drive them to use bad gears. Above all, while punishment for wrong doing
may deter further wrong doing, focussing on the destructive fishermen makes the FD fail to
recognise and adequately reward the good work that some fishermen are doing. Therefore,
a change in the approach on how sustainable practices are enforced might be needed. For
example, fishermen that implement sustainable practices should be rewarded through better
prices or through better access to recommended fishing gears, access to storage facilities; access
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to more profitable markets, i.c., processing factories that may pay them better prices. In that
way we believe that other fishermen may follow the good behaviour.

Implementing such incentives should start with fishermen that, through their BMUs, are
already implementing sustainable practices. Since the BMUs that implement sustainable
practices do so by reasoning with - and motivating - fishermen, the FD may wish to work with
the BMUs to motivate more fishermen to implement sustainable practices. Supporting the
BMUs may take different forms such establishing micro-credit schemes to enable fishermen
in registered BMUs to buy fishing gears at reasonable prices or low interest loans. Such an
approach would mean that fishermen who use bad gears under the pretext of high prices or
lack of credit facilities would no longer have an excuse. Ultimately, social control by fellow
fishermen and the BMUs would be more effective and appropriate.

The declining welfare of the rural communities could be seen as one testimony that marketing
mechanisms may lead to overexploitation of the natural resources rendering the poor who
depend on them more vulnerable. In this particular case, the export-orientation nature of the
Nile perch channel is one of the major factors that continue to deprive the local communities
of the fish resources they depend on for food security. Although export orientation could
be argued to be an engine for economic growth from the perspective of globalization and
market integration, this study shows that export orientation without deliberate intervention
to protect the poor may not benefit them. Therefore, there is need to put sound policies, for
example, to divert not only the lowest C quality but also the middle (B) quality to domestic
markets leaving the highest A quality for the export markets (the question here would be: Do
the poor have sufficient purchasing power to buy C or B quality ?). This suggestion is consistent
with the arguments by analysts of globalization and poverty who vehemently argue that global
market integration per se cannot bring economic benefits to the poor without sound country
specific pro-poor policies and social protection programs to protect the vulnerable segment
of the population (e.g., Basu, 2006; Ravallion, 2006). For instance, Bardhan (2006) suggests
that international agencies that preach the benefits of globalization and market integration
should have an obligation to contribute to such programs with financial, organizational and
technical assistance. So too, local governments and in-country private sector are responsible
to protect the vulnerable segment of their society.

3.6 Conclusion and future research

In conclusion, the need for developing and implementing mechanisms that enhance
sustainability and quality in the Nile perch channel cannot be overemphasized. Although
fishermen, middlemen as well as processors operate at different levels and scale, and may
have different interests, one thing is common - they all face risks associated with declining
fish stocks and also potential benefits if they adopted sustainable practices. For example,
fishermen take long to fish few fish, middlemen take long to deliver fish to the factories and
factories fail to utilize their installed processing capacity. Coping with lack of technological
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tools for quality improvement is for fishermen very difficult, yet the solution i.c., investment
in ice or cold storage facilities is beyond what they can afford. Although common property
resources are known to be difficult to manage due to the diversity of users interests and lack of
private property rights, some fishermen implement sustainable practices which means that the
common property resources can be managed by the same commoners. What may be needed
is mechanisms and support for fishermen to overcome the constraints they face.

This study is a result of intensive discussions, interviews and observations in eight beaches in
Kenya. Although the study gives us a picture about the conditions in which the fishermen and
middlemen operate, future research should undertake similar case studies in other beaches
especially those in the islands. Havinga broader picture of the other beaches would be necessary
to develop appropriate invention strategies for the part of Lake Victoria in Kenya as a whole
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Appendix 3.1. Summary of the case study protocol

a. Field arrangements
Review relevant literature from the internet and relevant libraries in Kenya
Identify and assemble crucial documents and literature for further review
Visit relevant offices for any other information on Lake Victoria fisheries in general and
Nile perch in particular.
e Undertake a familiarization visit to some beaches along the lake

b. Identification of research participants
o Identify key stakeholders from relevant institutions and existing literature
Establish from relevant institutions and officers about accessibility to the stakeholders

c. Research assistants

Identify research assistants from the host institution (KMFRI)
Familiarise the research assistants to the purpose of the research and field procedures

Summary of the issues covered during the interviews and literature review

Important aspect to be established Source of information

Background to Nile perch fishery and channel Literature review

Structure of the channel Interviews

Channel coordination Literature review and personal interviews
Channel activities and processes Group discussions, individual interviews

and literature review, observation of the
transaction process.

Major challenges facing the fishery and the channel Literature review, interviews with public officers
and other channel members

Trends and perceptions of Lake Victoria fishery in Literature review, focus group discussions and
general and Nile perch in particular personal interviews

Knowledge and perception about fish quality and safety Focus group discussions

Critical factors to fish quality Personal observations of fish handling practices

The role of various stakeholders in fishery Literature review, focus group discussions and
management and fish quality management personal interviews

Nile perch in the domestic channel Literature review, interviews and observations in

local markets
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Chapter 4

Factors influencing preference for
sustainability and quality-enhancing contracts
among fishermen

4.1 Introduction

This chapter investigates the factors that would influence fishermen’s preference for contracts
that oblige them to implement sustainable and quality — enhancing practices. In order to do
that, the chapter translates the theoretical framework from Chapter 2 and applies it to the field
setting introduced in Chapter 3. It has been noted that the market failures that developing
nations face motivate small-scale primary producers to engage in contracts to solve them.
For example, small-scale farmers engage in contracts to access profitable markets, minimise
price risks and uncertainties, minimise information asymmetries, access production inputs,
technologies and services, and also access credit facilities, among others (Masakure and Henson,
2005; Grosh, 1994; Key and Runsten, 1999). Using conjoint analysis, this chapter investigates
whether addressing these problems would stimulate fishermen to engage in contracts that
oblige them to implement sustainable and quality-enhancing practices. The rest of the chapter
is organised as follows; the next section reviews relevant concepts leading to the formulation
of our hypotheses. The research methodology used to empirically test the hypotheses follows.
A discussion of the results and their implications for implementing sustainable and quality-
enhancing practices conclude the chapter.

4.2 Concepts

In order to select relevant theoretical concepts, we integrate transaction costs economics and
social — and network theory perspectives. Literature on channel governance demonstrate
that there is an underlying governance continuum stretching from spot markets at one end
to hierarchies at the other, interspaced with hybrid mechanisms such as relational norms and
contracts (Williamson, 1985). According to TCE, circumstances that necessitate contracting
include specialized investments, information asymmetry, opportunism and uncertainty
(Coase, 1937; Williamson, 1985). While some literature sources question the effectiveness
of contracts especially in view of uncertainties and opportunism, others overcome that by
incorporating relational factors which facilitate information sharing, problem solving and
adaptation, enhance mutual cooperation and solidarity necessary to minimise information
asymmetries and opportunism (e.g., Cannon, Achrol and Gundlach; 2000) and overcome
adaptation limits of contracts to uncertainties (Poppo and Zenger, 2002). This section defines
relevant concepts for this chapter; (1) preference for contracts, (2) terms of contracts and (3)
the contextual factors in which fishermen operate (Figure 4.1).

Balancing people, profit and planet in marketing channels 67



Chapter 4

Contextual factors
* Catch uncertainty

Terms of contract * Quality losses
* Access to production facilities
o Recommended fishing gears * Trust
for sustainability * Dependence
o Ice for quality improvement * Conflict

* Number of buyers

* Access to price information
o Fixed prices l

Preference for
sustainability and
quality-enhancing

contracts

o Fluctuating prices

* Selection of contract partners
o Middlemen
o Processors

¢ Enforcement mechanisms
o No sell of fish if fishermen
catch undersize fish
o Withdraw fishing licenses if
fishermen catch undersize fish

Figure 4.1. Conceptual framework.

4.2.1 Preference for contracts

The focus of this study is to determine fishermen’s preference for contracts that oblige them
to implement sustainable and quality—enhancing practices. Contracts are hereby understood
simply as oral or written agreements between fishermen and buyers. Contracts outline the
conditions that are offered in return to oblige fishermen to implement sustainable and quality-
enhancing practices. In this research framework, fishermen would assess the extent to which
they would prefer particular contracts within the context in which they operate. Preference
for contracts is therefore defined as the extent to which a fisherman would be willing to sign
up a particular contract. Preference will thus be mediated by contextual factors.

4.2.2 The terms of contract

One major contribution of the contract transactions among small-scale primary producers is
that contracts address the market failures that producers face (Key and Runsten, 1999). As
such, the terms of contracts between producers and buyers reflect constraints to be addressed
and contractual obligation for both buyers and producers. In this study, the terms of contract
are the conditions offered to fishermen in return for them to implement sustainable and
quality - enhancing practices. These include; (1) access to production facilities; (2) access to
price information; (3) selection of contract partner and (4) enforcement mechanisms. This
chapter determines whether these conditions would influence preference for contracts.
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Access to production facilities: In developing economies, inadequate use of appropriate
production inputs and technologies has been attributed to poor markets and high costs for the
technologies that many poor producers cannot afford (Key and Runsten, 1999). Given that
this study deals with sustainability of the fisheries and quality of fresh fish, production facilities
are considered as tools and facilities necessary to implement sustainable fishing practices
(i.e., recommended fishing gears) and tools for quality improvement (e.g., ice). The chapter
examines if access to these facilities would motivate fishermen to implement sustainable and
quality-enhancing practices.

Access to price information: According to theory of perfect competition, balanced access to
market information enhances balanced price negotiations (Coughlan ez 4/., 2001). Any
imbalance in access to price information therefore skews bargaining advantage to those with
price information. Although price information can be accessed in different ways such as media
or marketing institutions, this study considers access to price information if fishermen have
fixed prices in the contract which means that they know when prices will change.

Selection of contract partners: One of the strategic decisions for partners intending to engage in
contracts is the selection of transaction partners. According to social- and network theory, past
relationships between transaction partners may impede or enhance continuity of relationships
or selection of new transaction partners (Wathne, Biong and Heide, 2001; Wuyts and
Geyskens, 2005). In the setting of this study, selection of contract partner refers to selection
between middlemen and large-scale processing factories both of which are buyers, but operate
at different levels in the channel.

Enforcement mechanisms: From contractual relations perspective, enforcement is the
disciplinary action taken when contract partners violate the terms of contracts (Antia and
Frazier, 2001). In the setting of this study, i.c., common pool fisheries, sustainable practices
tend to be enforced by public institutions to protect public interests. Hence enforcement
mechanism is defined as the penalties against fishermen when they violate conditions for
sustainable fishing. Specifically, the study considers withdrawing fishing license and no sell
of fish if fishermen do not follow sustainable fishing, i.c., if they use bad gears (as evidenced
by landing juvenile fish - i.e., less than 1.5kgs). Withdrawing fishing license implies that the
enforcement is undertaken by public institutions that have the legal authority to revoke
fishing licenses. No sell of fish means that the private sector, especially buyers, should enforce
sustainable fishing by not buying fish for which unsustainable fishing is detected.

4.2.3 The context

The context defines the characteristics of the environment within which fishermen operate.
We consider catch uncertainties and quality losses that directly affect the supply quantity and
quality in the market; and trust, dependence, conflicts and number of buyers. We determine
whether these factors may moderate fishermen’s preference for the terms of contract.
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Catch uncertainty: According to TCE (Williamson, 1985), uncertainties make it difficult for
actors to predict future contingencies, specify outcomes and/or measure performance. Given
thatthesettingof thisstudyisasupply chain of fresh ecological products, we consideruncertainty
of fish catch, i.e., production at source. We define catch uncertainty as the predictability of fish
catch, which can be due to variation in fish stock, weather or seasonality.

Quality losses: Given that we are dealing with fresh products at small-scale primary producers’
level, quality refers to the basic features of fresh products, i.c., freshness and texture of fish
as quality criteria (Olafsdottir ez 4/., 2004). Degradation of freshness and texture may be
aggravated by lack of cooling facilities (such as ice) in high temperatures, especially if fish
takes long before landing, fishing and fish handling methods. Since freshness and texture are
some of the most important quality attributes for fresh products, quality loss is reflected by

the proportion of fish rejected by buyers at the point of sale either because fish is no longer
fresh or has damaged fillet.

Trust: Trust reflects one’s confidence, positive expectations and acknowledgment that a
transaction partner will cooperate and advance mutual goals (Geyskens ez al., 1998). Trust
influences attitude and the behaviour that actors display in working with their transaction
partners. This study defines trust as the fisherman’s belief that a middleman (buyer) is sincere
in their transaction relationship.

Dependence: According to social exchange theory (Wrong, 1968), dependence creates power
imbalance that enables independent partners to direct the activities of the dependent actors
(Gundlach and Cadotte, 1994; Heide, 1994). Dependence has been conceptualised as the
extent to which an actor requires specific resources from a partner and how an independent
actor exercises control over the resources (Argyres and Liebeskind, 1999). Dependence when
accompanied by uncertainties heightens governance concerns as independent actors may align
transaction arrangements to serve their self interests (Heide and John, 1992; Williamson,
1985). Following Hewett and Bearden, (2001), this study defines dependence as the extent to
which fishermen rely on middlemen to undertake their transaction relations.

Conflict: Conflicts arise when one party perceives that its interests are being opposed,
impeded, or negatively affected by the activities of a transaction partner (Jap and Ganesan,
2000; Morgan and Hunt, 1994). When conflicts arise, actors may exit the relationship, voice
their concerns to mutually resolve conflicts, or ignore the conflicts and remain loyal to the
relationships (Ping, 1997). Such reactions depend on the quality of the relationship before
the conflict, availability of alternative relationships, level of interdependence and criticality of
the issues over which conflicts arise (Hibbard, Kumar and Stern, 2001). Thus conflicts may
end or change or never affect the way transactions are governed. In this study, conflict refers
to the degree of disagreements between a fisherman and a middleman over their transaction
relationships.
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Number of buyers: Number of buyers is viewed from the perspective of network ties. Existing
literature discusses network relations from different perspective such as number and strength
of ties (Granovetter, 1973) and network centrality (Anita and Frazier, 2001). Network ties
influence information sharing necessary for the adaptation to volatile market situations
(Achrol and Kotler, 1999). This study determines if the number of buyers a fisherman sells fish
to may moderate preference for contracts.

4.3 Hypotheses

As envisaged in Figure 4.1, preference for contracts depends on the terms of contracts
moderated by the context in which fishermen operate.

4.3.1 The effect of the terms of contracts

Access to production facilities: Appropriate production technologies are required to enhance
sustainability as well as meeting quality standards. For example, use of recommended fishing
gears is critical for sustainability because they protect juvenile fish from being caught. Similarly,
specialised tools such as ice or cooling facilities are needed to ensure quality, i.c., freshness of
fish. Access (or lack of it) to these production facilities may have different implications. On
the one hand, fishermen need more fishing gears in order to increase the chances of catching
fish in view of declining fish stocks. On the other hand, as a result of lack of cooling facilities,
fishermen lose fish because of spoilage especially when they take long to land. In addition, asa
result of lack of cooling facilities fishermen fail to bargain, say, for competitive prices for long
for fear of losing more fish to spoilage. However, choosing ice faces practical problems. From
the structural point of view, fishermen may require bigger boats (canoes) that can adequately
carry ice, fishing gears and the fishing crew. This may entail further investments, for example,
into large fishing boats or canoes that fishermen may need to undertake. Such investment may
not be warranted without assurance of the sustainability of the fisheries. Therefore, fishermen
may first need to protect the fisheries from further depletion to secure their business and more
importantly, welfare before they can invest in quality improvement. We thus predict that:

H1: Fishermen will prefer contracts in which recommended fishing gears are provided over
contracts that provide ice

Access to price information: Access to market information enhances market decisions. For the
suppliers, price information may influence the decision about where to sell in case alternative
competitive market outlets for the products exist, when to sell in case storage facilities for the
product are available or when to produce in case production cycle can be controlled to take
advantage of, say, competitive market conditions when they arise. This might be applicable to
fishermen who have a very short production cycle, e.g., within a day. This means that when
fishermen have price information, they may decide when to fish as well as how much to fish.
By deciding how much and when to produce, fishermen may be able to control fishing effort
that is critical for sustainability. Having price information, would also enhance fishermen’s
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bargaining power and minimise uncertainty over price and ultimately, over income. One way
to have price information is for fishermen to settle for fixed prices. Having fixed prices is also
a common practice and motivation for producers, for example, in contract farming (FAO,
2001; Masakure and Henson, 2005). Therefore, in order to promote sustainable practices in a
manner that minimises fishermen’s price risks, we envisage that:

H2: Fishermen will prefer contracts in which fish prices are fixed over contracts in which
prices are fluctuating

Selection of contract partner: Prior research provides considerable insights into the conditions
that compel actors to select transaction partners such as social and structural bonds (Wuyts
and Geyskens, 2005); history of good relationship quality (Hibbard, Kumar and Stern,
2001) and anticipation of better economic gains (Wathne, Biong and Heide, 2001). As a
consequence, actors may prefer to continue with existing relationships or switch to competing
ones. Anticipation of better economic gains may be an important motivation for small-scale
fishermen because, being relatively poor, their welfare depends on their daily income (Platteau
and Abraham, 1987). For instance, fishermen may intuitively expect better economic gains
from direct transactions with processors because they are large scale buyers compared to small-
scale middlemen. Anticipated economic benefits may be critical for fishermen who, because of
declining fish stocks, tend to increase fishing effort to catch more fish to compensate for lost
income. Hence, if fishermen can secure better economic benefits (e.g., better fish prices) when
they catch less fish, they may be motivated to implement sustainable practices. By implication,
implementing sustainable fishing practices means using recommended fishing gears that may
lead to catchingless fish. Therefore for fishermen to implement sustainable fishing practices in
a manner that may enhance their welfare, they may select contracts partners from whom they
expect better economic gains. To that extent, we envisage that:

H3: Fishermen will prefer contracts with processors over contracts with middlemen

Enforcement mechanisms: Contracts no matter how well-designed may still be violated in one
way or another (Antia and Frazier, 2001) and that is why they often outline penalties for
violations (Poppo and Zenger, 2002). Since the success of contracts depends on the context in
which theyare applied (FAO,2001; Cannon, Achrol and Gundlach, 2000), property rights and
the way sustainable practices are enforced in common pool fisheries might influence whether
or not fishermen would be motivated to engage in contracts in the first place. For example,
fishermen that may engage in contracts will be obliged to use good fishing gears and hence,
they may catch less fish compared to those who may use bad gears outside contracts. Unless
fishermen using bad gears outside contracts are punished, those under contractual obligation to
use good gears might be losing. There might be different ways to punish those using bad fishing
gears. One way would be to withdraw fishing gears and licences. This means that the public
institutions that issue the fishing license should revoke them. Given the ineffectiveness of the
public institutions and the enforcement costs involved in monitoring fishermen, this may not
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assure fishermen willing to engage in contracts that irresponsible ones would be dealt with.
Another way to punish fishermen using bad fishing gears would be for buyers to refuse buying
fish from fishermen using illegal gears. Such fishermen would be easy to identify because they
would have juvenile fish and besides, fellow fishermen would also easily identify them. In that
way, the private sector including the fishermen themselves would enforce sustainable fishing
practices. Since it may be in the interest of fishermen to protect the fisheries as a fountain for
their livelihoods and business, they may be motivated to engage in contracts where the private
sector enforces sustainable fishing practices because the public institutions have so far been
ineffective. We therefore predict that:

H4: Fishermen will prefer contracts in which buyers refuse to buy fish caught with bad gears
over contracts where public institutions withdraw fishing gears and licenses.

4.3.2 The moderating effects of the contextual variables

Catch uncertainty: According to TCE, uncertainties no matter the form, create exchange
hazards by requiring that parties adapt to unforeseeable circumstances (Williamson, 1985).
Increasing catch uncertainty implies that fishermen run the risk of returning empty-handed
from a fishing trip or with too little fish to be of any commercial value or meet livelihood
needs. In the short term, fishermen may adapt to increasing catch uncertainty by investing
in more fishing gears to increase their chances of catching fish. In the long-term however,
catch uncertainty signals threats to sustainability and so to their livelihoods. In that case,
fishermen may adapt to uncertainty by investing in recommended fishing gears to protect
their future livelihood. In that case, investing in recommended fishing gears would not only
increase chances of catching fish in the short-term but more importantly, secure the long-term
sustainability of the fisheries. In view of the limited exit options for fishermen to enter into
other sectors of the economy, we envisage that-

HS5: The more fishermen face catch uncertainty, the more they will prefer contracts in which
recommended fishing gears are provided over contracts that provide ice for quality
improvement.

Quality losses: Given the non-availability of ice in landing sites coupled with high tropical
temperatures, fishermen loose some fish by the time they land. Fishermen can minimise fish
spoilage if they land and sell fish within a short period after catching or keep fish in ice in
case they take long to land. Landing as soon as they catch fish may not always be practical,
however. Due to declining fish stocks, fishermen take long to catch reasonable amount of fish.
Sometimes they go long distances to the fishing grounds or face strong tides in the lake that
make them fail to sail back to land in time (see Chapter 3). This leaves use of ice as a feasible
option to minimise fish spoilage. We thus envisage that holding other things constant:

H6: Fishermen that incur more quality losses will prefer contracts in which ice is provided
over contracts in which recommended fishing gears are provided
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Trust: On the one hand, following the arguments that trust mitigates against opportunism
(e.g- Morgan and Hunt, 1994), we envisage that fishermen may prefer to contract trustworthy
middlemen. On the other hand, arguing that trustworthy middlemen pose no risk of
opportunism and hence no need for contractual safeguards (e.g. Larson, 1992), one would
expect that fishermen would prefer to contract untrustworthy partners in order to guard against
their untrustworthiness. However, it might be in the interest of fishermen to be safeguarded
by contracting middlemen who represent their interest. For example, when fishermen come
back empty-handed from fishing trips, it may need a middleman who does not interpret that
as opportunism, i.e., that a fisherman undertakes extra-contractual sell of fish. In that case, a
fisherman may prefer contracts with middlemen already representing their interests rather
than engaging with processors of whom they are not sure how they may react to problems
beyond fishermen’s control. In that sense, we hypothesize that:

H7: Fisherman that trust the middlemen will prefer contracts with middlemen over contracts
with processors

Dependence: According to social theory (Wrong, 1968), fishermen who are dependent on
middlemen might be vulnerable if middlemen align the terms of transactions to their advantage
(Heide and John, 1992). However, existing literature demonstrates that small-scale primary
producers engage in contracts with buyers they actually depend on for accessing necessary
production inputs and services. For example, Platteau and Abraham (1987) note that small-
scale fishermen enter into quasi-credit contracts with fish buyers to secure fishing gears as a
way of insuring against the risk of falling into distress and income losses. Similarly, Masakure
and Henson (2005) show that lack of access to competitive markets, market information and
reliable sources of farm inputs compel small-scale farmers to engage in contracts with buyers
who provide the inputs, guarantee markets and minimum prices for farm produce.

Problems with such interlocked markets and dependence are familiar, such as loss of bargaining
power (Bardhan, 1980; Heide and John, 1998). One way to minimise such problems would be
for fishermen to secure their own resources such as fishing gears and be free to decide where to
sell the fish. However, abandoning dependency-based relationships may not always be a priority
option for dependent actors. As Platteau and Abraham, (1987) note, a fisherman with low
asset base and strong risk aversion may attach high importance to havinga dependable source
of subsistence credit before breaking a tie with a buyer (credit provider). Further, in a typical
village society, dependence evolves around informal credit and gift exchanges that offer some
insurance and social security (Platteau and Abraham, 1987). In that case, fishermen who are
more dependent on middlemen may seck continuation of their relationships with middlemen
rather than engaging with processors of whom they are not sure if they can guarantee social
security in times of social stress. In view of these likely scenarios, we hypothesize that:

HS8: a: Fishermen that are more dependent on middlemen will prefer contracts with
middlemen over contracts with processors
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b: The more fishermen are dependent on middlemen, the more they will prefer contracts
in which fishing gears are provided over contracts in which ice is provided.

Conflict: According to literature on channel relationships (e.g., Hibbard, Kumar and Stern,
2001), conflicts signal poor relationships and how actors react to them may have implications
for the long-term viability and success of the relationship. Intuitively, fishermen would prefer
to transact with buyers with whom they have good relationships - i.e., no conflicts. Hence
one way to solve conflicts would be to engage in a new relationship. However, conflicts may
not always end relationships because actors may adopt different ways to resolve conflicts
depending on the nature and cause of the conflicts (Ping, 1997). In the relationships between
fishermen and middlemen, unpredictable price changes resulting from lack of access to price
information by fishermen is one of the major sources of conflicts. One way to minimise such
conflicts is for fishermen and middlemen to have fixed prices as is often the case in contract
farming (FAO, 2001). In absence of alternative means of obtaining price information, we
envisage that fishermen who have a higher degree of conflicts with middlemen would prefer
to have fixed prices.

H9: The higher the degree of conflicts fishermen have with middlemen, the more they will
prefer, (a) contracts with processors over contracts with middlemen, and (b) contracts in
which fish prices are fixed over contracts in which fish prices are fluctuating.

Number of buyers: Drawing from network theory (Granovetter, 1973), a fisherman who has
many buyers might be in an advantage position in terms of accessing price information. The
result of this could be that such fishermen may not necessarily have to develop stronger or
contractual relations with particular middlemen to access price information. So if they prefer
to contract, price information may not be an important incentive. So we hypothesize that:

H10: Fishermen that tend to sell fish to more buyers will prefer contracts in which prices are
fluctuating over contracts in which fish prices are fixed.

The hypotheses are summarized in Table 4.1.
4.4 Methodology

This section discusses the data collection procedures, sample, measurements and validation.
Data was collected through a survey questionnaire which consisted of multi-item scales
measuring trust, dependence and conflict, catch uncertainty, demographic characteristics of
the fishermen, other contextual variables plus a conjoint analysis task.

4.4.1 Data collection procedure

Sampling: In order to identify the sample for our study, we consulted the Kenya Marine and
Fisheries Research Institute (KMFRI) for a sampling frame of fishermen. However, KMFRI
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did not have any sampling frame and instead it had a list of fish landing sites. Consequently,
fishermen were selected on the basis of these landing sites. However, the list of landing sites
was outdated. For example, out of about 300 landing sites provided, the exact number of sites
that were either operational or landing Nile perch was not known. The problem of having
sampling frames with inadequate information has a long history (see Kish 1965; Sudman,
1976; Poate and Daplyn, 1993). Such problems can however be ignored or corrected (Kish,
1965). Although physical verification of the landing sites could have been the best solution,
it was not feasible due to budgetary, time and accessibility constraints. For example, more
than 20 beaches known to land Nile perch were in the islands and were left out due to safety
reasons on water transport. In consultation with KMFRI researchers, we identified over 30
inland beaches that were known to be accessible by car.

Initial visits to some of these inland beaches revealed that in some beaches fishermen had either
stopped landing Nile perch or relocated to other beaches leaving too few (as few as 2) fishermen
landing Nile perch. We decided to target beaches with at least ten fishermen landing Nile perch.
Although the number of fishermen was arbitrary, we avoided beaches with very few fishermen
where tracing them could be time consuming without any assurance of finding them. In order to
minimise coverage bias (Blair and Zinkhan, 2006), we finally selected 18 beaches covering 5 out
of 8 districts of the Kenyan shore of Lake Victoria. We positioned ourselves at each beach the
whole day waiting for - and interviewing - fishermen as they landed fish. In order to minimise
selection bias (Blair and Zinkhan, 2006) that could arise from self selection or beach leaders
favouring some fishermen to be interviewed, visits to the landing sites were unannounced.
Upon landing, fishermen were approached and those who accepted were interviewed.

The sample: The sample consists of 278 fishermen. Out of the fishermen approached to be
interviewed six did not participate for various reasons including lack of time after long fishing
trips and unwillingness to be interviewed. The respondents were of ages ranging from less
than 20 (7%) years to over 50 years (5%) with majority (78%) between 21 to 40 years while
10% between 40 to 50 years. About 4% had no formal education, about 65% had some years
of primary education, about 30% had some years of secondary education and 2% had some
tertiary education. Their fishing experience ranged from less than five years to over 20 years.
About 51% of fishermen had, personally, no major additional income generating activity apart
from fishing. About 18% had kinship relations (e.g. brother, sister, parents) with middlemen
they were selling fish to at the time of the study.

The survey: To collect data, questionnaire interviews were conducted in English and two
local languages (Luo, the language of one of the local fishing tribes and Swabhili, the trade
language for East Africa) that were commonly spoken among respondents. Three experienced
research assistants from KMFRI helped in data collection. In order to ensure consistency
in translation of the questionnaire, the research assistants were trained during which they
translated the questionnaire from English to local language and back to English before the
actual data collection. To determine the ease of implementing the survey, questionnaires were
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pre-tested twice in three beaches involving 11 fishermen. During pre-testing, fishermen were
asked to comment on the length of the interview and the ease to understand the questions.
Later research assistants were also asked to evaluate the ease to interpret and complete the
questionnaire, and the ease with which respondents were able to follow the questions. Some
modifications were done to the definitions and initial measurement scales. Initially, the
measurement scales and conjoint profiles were to be rated on a 7 point Likert scale which
proved difficult for the respondents to differentiate 2 from 3 and 5 from 6. This prompted us
to change to a 5-point scale where 1 was strongly disagree and 5 was strongly agree. The use of
S-point Likert scale is common in empirical studies (e.g., Burnham, Frels and Mahajan, 2003;
Cannon and Homburg, 2001; Joshi and Campbell, 2003).

Conjoint analysis task: In order to determine how fishermen may develop preferences for
hypothetical contracts that oblige them to implement sustainability - and quality - enhancing
practices, a conjoint analysis was used. Conjoint analysis is a multivariate statistical technique
widely used to understand how consumers develop preferences for hypothetical products
or services which are described by a number of attributes and attribute levels. It is based
on the assumption that consumers are able to evaluate the value of a product or service by
combining separate amounts of value provided by each attribute. As such, conjoint analysis is
mainly used in consumer research (see Green, Krieger and Wind, 2001; Wittink, Vriens and
Burhenne, 1994). However, it is also being applied to other aspects of marketing research such
as evaluating channel relationships (Wathne, Biong and Heide, 2001; Wuyts ¢z al., 2004); or
product positioning and design (Kaul and Rao, 1995).

To implement the conjoint tasks, a full profile presentation method often recommended for
few (up to 10) factors was used (e.g. Green and Srinivasan, 1978, Hair ez al., 1998). However,
one problem with 24 full factorial design, fishermen would have to evaluate 16 i.e. 2*2*2*2
profiles, excluding holdout profiles for assessing predictive validity. In order to minimise
information overload and boredom, we used the fractional factorial main effect design (Hair
et al., 1998) to reduce the profiles to 8 while maintaining the orthogonality of the factors. In
the end, fishermen evaluated 12 contracts which included four holdout profiles.

Setting the context for the conjoint task: To set the context within which the conjoint task
was implemented, fishermen were first briefed about the objectives of the conjoint tasks, the
attribute levels and how the profiles were to be evaluated. Fishermen were asked to consider
the real life situation, i.e., the degradation of the Nile perch and the quality deterioration of
the fish they catch and sell. Then, they were asked to imagine that they are being approached
to engage in contracts that oblige them to use good fishing gears for Nile perch (i.c., gillnets
of 12.7c¢m or hook number 5) as mandated in the Fisheries Act of Kenya (Kenya Government,
1991) and supply fresh non-bruised fish. Then conjoint profiles were presented and explained
to the respondents, one at a time in a personal interview setting (see Box 4.1 for an example of
two profiles). Respondents were asked to rate profiles on a Likert scale of 1 to 5, where 1 was
least willing and 5, was most willing to sing up a particular contract.
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Box 4.1 Examples of the conjoint profiles.

Profile |
Question:To what extent would you be willing to sign this contract for you to use recommended
fishing gears (12.7cm gill nets or hook number 5) and supply fresh non-bruised fish?

You will be given ice on credit for keeping fish

Fish prices will be changing anytime without notice

Fishermen that catch fish of less than 1.5kg will not sell their fish
This contract is with a processor

Least willing I 2 3 4 5 Most willing

Profile 2
You will be given recommended fishing gears on credit
Fish prices will be agreed and periodically fixed in contracts
Fishing license will be withdrawn if fishermen catch fish of less than |.5kgs
This contract is with middlemen

Least willing I 2 3 4 5 Most willing

4.4.2 Measurements and validation

The multi-item measures measuring trust, conflict and dependency were adapted from
existing literature (Jap and Ganesan, 2000; Andaleb, 1995) (see appendix 4.1 for the detailed
measurement items). Catch uncertainty measured the predictability of fish catch relative to
five years ago. Quality loss was measured as the proportion of fish rejected by buyers at the
point of sale i.e., by the time fishermen land the fish. The number of buyers was measured as
the number of middlemen the fishermen normally sells fish to. In beaches where fishermen
sell fish in groups, the number of middlemen who usually buy fish from the group is used as a
proxy for the number of buyers

In order to validate the multi-item measurements scales, i.e., trust, conflict and dependency,
recommendations by Shook ez 4/. (2004) to examine their unidimensionality, discriminant
validity and reliability were followed. The measurements were examined for unidimensionality
through exploratory factor analysis (Churchill, 1979). All items that loaded on multiple factors
and/or with low loadings after varimax rotation (Hair ¢7 4/., 1998) were dropped. The retained
items were imputed into a confirmatory factor analysis model in LISREL 8.72 (Jéreskog and
Sorbom, 2005) with all factors. All factor loadings were significant (¢>1.96) (Byrne, 1998).
The model fit statistics such as Comparative fit index (CFI) were above .95, Goodness of Fit
Index (GFI) and Adjusted Goodness of Fit Index were both above .90 and Root Mean Square
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Error of Approximation was < .05. All these measures suggest good model fit (Schermelleh-
Engel and Moosbrugger, 2003).

Further, the multi-item measurements were examined for discriminant validity by assessing
pairs of constructs in a series of two - factor confirmatory models (Anderson, 1987; Bagozzi and
Phillips, 1982). Each model was run twice, first, constraining the covariance between the two
constructs and the variances to 1 and then removing the constraint. Following this, a Chi-square
difference and changes in the Comparative Fit Index (CFI) (Byrne, 1998) were examined. For
all models investigated, the Chi-square values were significantly lower for the unconstrained
models than for the constrained models and the CFI values for the constrained models were
lower suggesting poor fit. The changes in Chi-Square and CFI are given in Appendix 4.2. We
further examined the discriminant validity following Fornell and Larcker (1981) who suggest
that the average variance extracted from each item by the construct should be greater than the
shared variance between the constructs. This was confirmed in all our models (see Appendix
4.3). The reliability of the measurement as measured by Cronbach alpha was very high.

Covariates: We also measured some demographic characteristics of fishermen including age,
level of education, income, gear ownership, whether fishermen had other major sources and
kinship relations. Age was measured in years. The level of education is the number of years
of formal education. Income is measured as average monthly income. Gear ownership was
measured as whether or not fishermen owned the fishing gears that they were using. Other
major income source determines whether a fisherman personally has other major income
sources besides fishing. Kinship relationship with buyers determines whether or not fishermen
had biological relations with middlemen they were trading with, e.g., as brother, sister or
parents. Tables 4.2 and 4.3 give the characteristic of the measurements and covariates and
correlation matrix respectively.

4.4.3 The conjoint model

In order to validate the conjoint tasks, the data was examined for any peculiarities. One
questionnaire had missing information on one profile and so it was dropped. Three other
profiles had very extreme scores (e.g. similar scores across profiles) and they too were dropped.
Then a conjoint analysis was undertaken on the remaining (274) respondents. To determine the
validity of the model, first, we assessed the model fit. Then, we further assessed the predictive
validity in predicting the holdout sample (Green and Srinivasan, 1990). In order to assess the
model fit, we examined the Pearson correlation coeflicients that give the correlation between
the original and predicted preference scores. The Pearson coeflicients (see Figure 4.2) revealed
that the model did not adequately represent all respondents” data because some correlation
coeflicients were not significant.

A total of 8 questionnaires that did not show significant predictive validity were dropped

leaving a sample of 266 respondents with an average Pearson correlation coeflicient of .893
with standard deviation of .093.
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Figure 4.2. Pearson correlation coefficient for assessing model fit.

In order to determine the predictive validity for the model, we assessed the ability of the model
to predict the preference for the holdout sample (Green, and Srinivasan, 1990). We examined
the Kendall’s tau for the holdout sample, which revealed that for 24 respondents the model did
not generalise beyond the sample (see Figure 4.3). These respondents had low Kendall’s tau of
less than .30. They were also dropped leaving a final sample of 242 with an average Kendall’s
tau of .756 with a standard deviation of .168. The low predictive validity of the conjoint tasks
could be attributed to possible inconsistencies in translation of the conjoint profiles given that
not all fishermen were able to read and evaluate the tasks on their own.

4.4.4 Data analysis
After individually scrutinizing respondents, an aggregate analysis was performed with ordinary
least squares regression analysis to test our hypotheses. The analysis was done in sequence; (1)

100—
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Kendall's tau for Holdout profiles

Figure 4.3. Kendall’s tau for Holdout sample for assessing predictive validity.
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the types of contracts fishermen prefer and (2) whether fishermen’s preference for particular
contracts was moderated by the contextual factors and 3) cluster analysis.

Determining the type of contracts fishermen prefer: In order to determine the type of contracts
that fishermen prefer a regression analysis is used to explain preference for contracts as a
function of the terms of contracts, i.c., main effects. In order to eliminate possible effect of
fishermen’s extreme preferences for particular profiles, preference scores for the eight calibration
profiles were standardized to make them comparable across fishermen. The standardized
preference scores were then used as the dependent variable. As the profiles were the unit of
analysis, it means that with 8 calibration profiles, the total profiles used in the analysis was the
product of the number of profiles and the number of respondents (i.c., 8 * 242 = 1936). After
standardizing the preference scores, the attribute levels were coded following an effects coding
scheme (Cohen and Cohen, 1983) in order to represent the different levels of the factors in
the regression analysis. Under such a scheme, the first level of each factor (e.g., access to fishing
gears) is coded as —1, and the other (e.g., access to ice) as +1. These attribute level dummies
were then used as explanatory variables for the standardized preference scores.

Determining moderation effect: In order to determine whether fishermen’s preference for
contracts could have been moderated by the contextual variables, another regression analysis
was undertaken. The moderating variables were defined by multiplicative products between
the attribute level dummies and the relevant contextual factors. The fishermen’s preference
for contracts was estimated as a function of the terms of contract and their interaction with
contextual variables. The change in R? was also tested for significance in order to determine if
the model with moderating effects explained significantly higher variation in the preference
for particular contracts than the main effects only.

To avoid the problem of multicollinearity, independent variables except for the attribute level
dummies were mean-centred (Aiken and West, 1991) before the actual analysis. Nevertheless,
to be certain about that, the variance inflation factors (VIF) and tolerance for both regression
models were examined (e.g., Hair e al., 2001). The VIF for all models were below 3 which
is well below the cut-off point of 10 suggested in the literature (Hair ez 4/, 2001). Hence
multicollinearity was not a problem in our analysis. In addition to checking for multicollinearity,
an examination for heteroskedasticity was undertaken following Maddala (1992). The predicted
values and standardized residuals for each model were examined for any relationship and none
was observed. It was also concluded that heteroskedasticity was not a problem in our analysis.

Cluster analysis: In order to assess if there were identifiable segments of fishermen with similar
preferences for particular terms of contract, cluster analysis was undertaken. Fishermen
segmentation with respect to the types of contracts they prefer would be important for the
implementation of the contracts. Cluster analysis was done on the partworths utilities of the
standardised preferences in two steps: first, a hierarchical clustering procedure and then a K-
means cluster analysis based on the results of the hierarchical cluster analysis.

84 Balancing people, profit and planet in marketing channels



quality-enhancing contracts among fishermen

4.5 Results

This section gives results of the analyses following the order in which they were undertaken,
(1), the types of contracts fishermen prefer, (2) the moderating effects of the contextual
variables and finally, (3): segmentation analysis

4.5.1 The types of contracts fishermen prefer

The type of contracts that fishermen prefer was determined by assessing the main effects of
the terms of contracts on preference for contracts. Table 4.4 shows the results which show
that the terms of contract explain about 25% of the variation in the fishermen’s preference for
contract. These results are consistent with the overall assumption of this study that preference
for contracts will depend on the terms of contract. The results show that fishermen prefer
contracts in which fishing gears are provided (p<.01) in contrast with those in which ice for
quality management is provided. This is consistent with Hypothesis 1. The results also show
that fishermen prefer contracts in which fish prices are fixed (p<.01) compared to those in
which fish prices are fluctuating. These results are consistent with Hypothesis 2. Consistent
with Hypothesis 3, the results also show that fishermen prefer contracts with processors

(p<.01).

Furthermore, the results show that fishermen prefer contracts in which fishermen who violate
conditions for sustainable fishing should not be allowed to sell fish compared to contracts in
which fishing gears and licenses are withdrawn. These results are consistent with Hypothesis 4
(p<.01). This means that fishermen prefer that the private sector especially the buyers should
be enforcing sustainable fishing by not buying fish from fishermen with bad gears. This is in

Table 4.4. Regression coefficients for the main effects of terms of contract on preference for contract
(N = 1936 contracts).

Independent variables Dependent variable: Standardized preference scores
(factor level dummies) Unstandardized coefficients Hypothesis Remarks
Access to fishing gears 374wk (+) HI Supported
Fixed price 279 wrE (+) H2 Supported
Contract with processors .053 #k* (+) H3 Supported
No sale for fish if sustainable .045 ok (+) H4 Supported
practices violated

Statistics  R2 (Adj. R?) 255 (.253)

F 139.52 *#*

% Significant (p<.01) (one - tailed)
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direct contrast with the status quo where the public institutions (the fisheries department in
particular) confiscate or arrest fishermen with bad gears.

Although we did not have hypotheses to suggest which contract term is contributing most
to fishermen’s preference, the results show that access to production facilities contributed
the most to the preference for contracts followed by access to price information, selection of
contract partner and enforcement mechanisms in that order.

4.5.2 The moderating effects of the contextual variables

On average fishermen prefer contracts that provide them with fishing gears and price
information, i.e., fixed prices. Fishermen also prefer to have contracts with processors and also
that fishermen who use bad fishing gears should not be allowed to sell their fish. We assume that
preference for such contracts could be influenced by the context in which fishermen operate.
In order to test our assumption, a regression analysis was run where fishermen’s preference for
contracts was explained as a function of the terms of contract and the moderating variables.
The model explains about 29% of the variation in the fishermen’s preference for contracts.
The difference in the R? between the main effects and interaction effects models is significant

{F (8,1617) = 9.186; p<.01}. Table 4.5 gives the results.

The results show that the more fishermen experience catch uncertainty, the more they will
prefer contracts in which fishing gears are given. This is consistent with Hypothesis 5. The
results also show that fishermen who incur higher quality losses prefer contracts in which
fishing gears are given (p<.05). These results are inconsistent with Hypothesis 6 which
predicted that fishermen that incur high quality losses would prefer contracts in which ice is
given. This implies that fishermen prefer contracts in which fishing gears are given even though
they incur more quality losses.

Contrary to Hypothesis 7 which predicted that the more fishermen trust middlemen, the more
they would prefer contracts with middlemen, the results show that fishermen prefer contracts
with processors (p<.01) even though they trust middlemen. Hypothesis 8a predicted that
fishermen that are highly dependent on middlemen prefer contracts with middlemen. The
results do not give sufficient evidence to support the prediction (p>.10). But the results show
that the more dependent fishermen are on middlemen, the more they prefer contracts in which
fishing gears are provided. These results are consistent with Hypothesis 8b (p<.01).

The results also show that the higher the degree of conflicts fishermen have with middlemen,
the more they will prefer contracts with processors. Although there is only indicative evidence
(p<.10), the results support Hypothesis 9a. In line with hypothesis 9b, the results further show
that the higher the degree of conflicts fishermen have with middlemen, the more they prefer
contracts in which fish prices are fixed (p<.01). Finally, the results did not support (p>.10)
Hypothesis 10 which predicted that fishermen who tend to have more buyers prefer contracts
in which prices are fluctuating.
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Table 4.5. Regression coefficients for moderating effects for preference for contracts (N=1916
contracts).

Independent variables Dependent variable: Standardized
preference scores
Unstandardized Hypothesis Remarks
coefficients

Terms of contracts

Access to fishing gears 6067+ + HI Supported
Fixed prices .284wxk + H2 Supported
Contract with processors 055k + H3 Supported
No sale of fish without compliance .045%* + H4 Supported
Moderating variables
Access to fishing gears * catch uncertainty .08+ (+) H5 Supported
Access to ice * quality losses -.029%* (+) Hé6 Rejected
Contract with middlemen * trust in middlemen -.054k* (+) H7 Rejected
Contract with middlemen * dependence on middlemen .015 (+) H8a Not supported
Access to fishing gears * dependence on middlemen .07 1% (+) H8b Supported
Contract with processors * conflict with middlemen .025% (+) H9a Supported
Fixed price * conflict with middlemen 097++¢ (+) H9b Supported
Fluctuating price * number of buyers 012 (+)HIO Not supported
Statistics R2 (Adj.R?) .288 (.284)

F 54.56%**

% Significant (p<.01); ** significant (p<.05) *significant (p<.10) (one - tailed)

4.5.3 Determining possible fishermen’s segments

The preceding results show that fishermen facing different contextual variables prefer different
contracts. We assume that there could be homogeneous segments of fishermen with respect to
their preferences for the particular types of contracts. To determine this, we first undertook a
hierarchical cluster analysis with Ward’s method to get an idea about the possible number of
distinct groups with similar preferences using standardised data. Following Hair ez a/. (1998),
we inspected the agglomeration coefhcients for large changes in the coefficients which suggest
that very dissimilar clusters have been combined. Large changes in the coefficients occurred
when moving from 5 to 4 clusters, from 3 to 2 clusters, and from 2 to 1 cluster, suggesting
either five-; three-; or two- homogeneous clusters.

Then, we ran K-means cluster analysis with five; three and two clusters, in which we used the
cluster means from hierarchical cluster analysis to start the K-means cluster analysis. Table 4.6
gives the mean utilities for each of the clusters from the K-means cluster analyses. A comparison
of the clusters reveals similarities and differences in preferences for different contracts. But
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the five-cluster solution reveals more between group heterogeneity than the other cluster
solutions. We therefore think that the five-cluster solution could segment fishermen better.
We briefly describe the clusters in the five cluster solution.

Cluster 1 which is the smallest amongall clusters, is very unique. It is the only cluster that has
a high utility for contracts with middlemen. We call this cluster a Claz because middlemen
belong to the same local communities as fishermen. This may compel some fishermen to
continue trading with the middlemen.

Cluster 2is similar to cluster two in the three- and two-cluster solutions. This cluster primarily
prefers contracts in which ice for fish quality management is provided and in which fish
prices are fixed. This cluster has the highest preference for contracts in which ice for quality
management is provided amongall clusters in all cluster solutions. We call this cluster Quality
sensitive.

Cluster 3 comprises fishermen that primarily prefer contracts in which fishing gears are
provided and also in which fish prices are fixed. It is the largest cluster and also the one that
has the highest preference for contracts in which fishing gears are given among all clusters in
all cluster solutions. Given their strongest preference for contracts in which recommended
fishing gears are provided, we call this cluster Green fishermen that seck sustainability above
anything else.

Cluster 4 comprises fishermen that cannot be uniquely identified in their preference for
particular contracts. In general, they prefer contracts in which fish prices are fluctuating,
contracts with processors and ice is provided, in that order. Due to lack of decisive preference
for a particular term of contracts, we call this cluster as Opportunists who may want to grab
anything that comes their way.

Finally, Cluster S comprises fishermen who primarily prefer contracts in which fish prices are
fixed and, to a much lesser extent, they also prefer contracts in which fishing gears are provided.
In view of their preference for contracts in which fish prices are fixed that minimises price risks
for the fishermen, we call this cluster a Price risk-averse cluster.

In order to identify fishermen that prefer particular contracts, we profiled the segments
according to their background and demographic characteristics. To do that, we used the
Tukey’s honestly significant difference test to compare cluster means for age, level of education,
catch uncertainty, quality losses, trust, dependence, conflict and number of buyers. In order to
determine if there was any association between demographic characteristic that were measured
as ordinal variables such as kinship relations, ownership of fishing gears and having other major
income generating activities besides fish trading with cluster membership, we used Chi-Square
statistics.
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For the demographic characteristics, the results show significant difference in age and a
significant association between kinship relations and having other income activities with
cluster membership (p<.05) (see Table 4.7) and in the level of trust and dependence (p<.01)
and for conflict and number of buyers (p<.10) among clusters (see Table 4.8).

Cluster 1- the Clan has the highest proportion (33%) of fishermen that have kinship relations
(e.g. brother, sister, parents or direct cousin) with middlemen. This may suggest that the Clan
prefers contracts with middlemen may be due to their kinship relations. Cluster 2 — the
Quality sensitive fishermen are on average the youngest (27 years) compared to the rest of
the fishermen. In addition, although this cluster highly trusts middlemen, it is not highly
dependent on middlemen. In fact it is the least dependent on middlemen among all clusters.

Cluster 3 — the Green fishermen have the highest proportion of fishermen (about 63%) that
had no other income generating activities besides fishing. This may explain why they prefer
to have recommended fishing gears not only to increase the chances of catching fish but most
importantly to promote sustainable fishing to protect their only major source of livelihood.
The Green fishermen also have the lowest proportion (about 11%) of fishermen with kinship
relations with middlemen. Although this cluster has the highest number of buyers among all
clusters, it has the lowest level of trust in middlemen.

Cluster 4 — the Opportunists have relatively high trust and dependence in middlemen but
lower conflict. Like in the preferences for the terms of contracts, this cluster cannot be uniquely
profiled by their demographic or background characteristics. Cluster 5 — the Price risk averse
has the highest dependence on - and conflict - with middlemen amongall clusters. This might
explain why they primarily prefer contracts that provide price information — the main source
of conflict.

Inshort, in spite of the fact that some differences in background and demographic characteristics
are moderate, the differences in characteristics of the segments explain the differences in the
preferences for particular contracts. For some characteristics such as catch uncertainty, it
might be understandable that it does not characterise any particular segment because it cuts
across all fishermen and it is beyond any fisherman’s control.

4.6 Discussion and implications

The objective of this chapter was to determine factors that would influence fishermen to
engage in contracts that oblige them to implement sustainable and quality-enhancing practices.
Fishermen prefer contracts that provide recommended fishing gears over those that provide ice
for quality improvement. Fishermen that prefer contracts in which recommended fishing gears
are provided are particularly those that face higher cazch uncertainty. Increasing uncertainty
means that such fishermen are not able to catch reasonable amount of fish for their business
and more importantly, for their daily livelihood. On that note, access to fishing gears might
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mean that in the short-term fishermen may increase the chances of catching fish, i.e., if they
acquire additional gears.

Another important aspect of this result is that by accessing recommended fishing gears,
such fishermen seck to promote sustainability of the fisheries which is very crucial for their
livelihoods and that of the local communities in terms of food security and nutrition. Perhaps,
what is more interesting about these results is that by virtue of wanting recommended gears,
fishermen would in the short-run catch less fish because the juveniles would no longer be
caught — at least not as much as they would be caught with bad gears. It is therefore intriguing
to note that fishermen are willing and enthusiastic about access to recommended gears despite
the possible short-term business and welfare implications. It is in fact more interesting to note
that fishermen prefer gears regardless of the amount of fish spoilage they face. Improving
quality has immediate short-term economic benefits yet fishermen seem to be foresighted by
wishing to protect the fisheries first before improving quality. This is the case perhaps because
fishermen are already experiencing the consequences of declining fish catch.

Another group of fishermen who prefer contracts in which fishing gears are provided are
those that are more dependent on middlemen. A number of fishermen depend on middlemen
for informal loans either in cash or in kind in form of fishing gears and equipment. When
these fishermen obtain loans, they tend to be obliged to repay the loan in form of fish supply.
Consequently, they become tied up without any chance to sell fish to other buyers. Perhaps, the
most exploiting part of such loans is that the period of repayment and amount of repayment
are never clear. To that extent, fishermen who obtain such loans from middlemen pay for them
for as long as the fishing gears are operational. Therefore, having own fishing gears would free
the fishermen from such interlocked markets and holding other things constant, enhance their
bargaining power and decision about where to sell their products.

This study also shows that fishermen in general and in particular those that tend to have
a higher degree of conflicts with middlemen prefer contracts in which fish prices are fixed.
Abrupt changes in fish price at landing sites tend to be the major source of conflict between
fishermen and middlemen. What makes matters worse for fishermen is that middlemen take
advantage of the lack of cooling and storage facilities that limit the ability of fishermen to
bargain for long for fear of losing most of their fish or to keep fish in the event of very low
prices (see Chapter 3).

Another important result from this study is that fishermen generally prefer contracts with
processors which could be seen in the context of expected economic gains and social relations
with middlemen. For example, fishermen that have higher degree of conflicts with middlemen
are more inclined for contracts with processors. The importance of expected economic benefits
cannot be overlooked, of course. This can be deduced from the fact that even fishermen that
trust the middlemen prefer contracts with processors. Although trust has previously been
found to be a switching barrier for actors to engage new transaction partners (e.g. Wathne,
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Heide and Biong, 2001), this study shows that fishermen regardless of their trust in middlemen
prefer to switch to processors. Fishermen may implicitly expect better economic gains when
dealing with large-scale processors than middlemen who, after-all, benefit from the same
processors. Expected economic benefits have previously been noted to influence switching
to new transaction partners (Wathne, Heide and Biong, 2001). Moreover contracts with
processing factories would bring fishermen closer to the international channel unlike in their
current position.

The results also show that fishermen prefer contracts when sustainable fishing can be enforced
on other fishermen outside the contacts as well. Although contracts no matter how well crafted
may still need to be enforced, sustainable fishing especially in the common pool resources also
needs to be enforced. Generally, enforcement of sustainable fishing is undertaken by the public
institutions such as the fisheries department. According to fishermen, such institutions are not
only ineffective but also tend to be biased against them in their approach. The results of this
study show that fishermen generally prefer contracts when those that violate conditions for
sustainable fishing do not sell their fish. The implication of this result is that private institutions
including buyers, fishermen groups and local institutions may have to take responsibility to
ensure that responsible fishermen have better rewards. It is worthwhile to note that some
fishermen groups and local institutions in some beaches already use social control to enforce
sustainable fishing methods (see chapter 3).

The implication of preferences for different contracts is that no single contract can be applied.
However fishermen segments cannot be identified with particular physical location such as
landing sites. Whereas this may render locating fishermen for particular contracts difhicult,
one way to overcome that is to follow self selection. This means that different contracts could
be crafted and be brought to the different landing sites where fishermen would then self select
the contracts that best suit their preferences.

In conclusion, this study has established that fishermen are enthusiastic about the contracts
for sustainability and quality. Although the proportion of quality losses fishermen incur due
to lack of quality management facilities and poor handling did not enhance the preference
for contracts in which ice is provided, it may not necessarily mean that fishermen do not need
ice. It could be that the choice between ice and fishing gears was a difficult one to undertake.
As one fishermen said during the interviews, “You cannot fish without fishing gears, but you can
still have fresh fish without ice.” Hence fishing gears and tools for quality improvement should
not be given as a choice between them but rather as complementary if both sustainability and
quality have to be concurrently improved among fishermen.

4.7 Study limitations and future research

Despite the strong support for our conceptual framework, there are some limitations that
present opportunities for further research. This study is limited to fishermen that at least catch
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Nile perch, the export fish from Kenya. Although restricting our sample to such fishermen
was convenient to study the export channel, a general study to include all fishermen regardless
of the fish type they catch and the output markets they target would be important because
sustainability of all fisheries of Lake Victoria is needed.

This study considered only four terms of contracts. Although this was good for the fishermen
to evaluate a relatively small number of profiles, increasing the number of terms of contracts
may have given a wider spectrum for the fishermen to choose from. Future research should
therefore consider including more terms of contracts such as period of contracts, mode of
payment; type of contract, i.e., group or individual and also testing for possible interactions.
Although including more factors may increase the number of profiles to evaluate, future
research may consider using other conjoint methods such as the trade off that may handle
increased number of factors.

Future research may also consider separating the choice between fishing gears and tools for
quality management which were given as a trade off in this study. Separating them may give
better insights in the way fishermen consider their necessity in stimulating their preferences
for sustainability and quality-enhancing contracts.
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Appendices

Appendix 4.1. Construct items, path coefficient and T. values
In this appendix we provide information for measurement including: factor loadings, T-values,

eigenvalues and Cronbach Alpha.

Trust (Alpha = 0.872, eigenvalue = 2.910) Factor loadings T-values
This buyer is very dependable 0.75 13.88

This buyer is sincere 0.86 15.88

This buyer has good reputation 0.78 13.62

This buyer always fulfils his promise 0.79 14.55

My relationship with this middleman is satisfactory Dropped

Adapted from Andaleeb, (1995)

Conflict (Alpha = 0.795; eigenvalue = 1.98) Factor loadings T-values
The relationship between me and this middleman is very good (R) 0.97 18.95

We have significant disagreements in our business relationship 0.63 10.24

We frequently quarrel with this middleman on issues of our business Dropped

Adapted from Jap and Ganesan, (2000)

Dependence (Alpha = 0.904; eigenvalue = 3.11) Factor loadings T-values
| can easily find other middlemen to buy my fish (R) 091 17.79
| fully depend on this middleman for my business 0.8l 9.89
| can easily find a better middleman than the current one (R) 0.86 16.28
| can easily sell fish even if this middleman stops buying my fish(R) 0.79 14.75

Adapted from Jap and Ganesan, (2000)
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Appendix 4.2.Test results for Discriminant Validity of constructs

Chi-Square (and CFl) differences between constrained and unconstrained models ?

Fishers sample 1 2

| Trust on middleman -
2 Dependence on middleman 381.17b(-0.26)
3 Conflict with middleman 117.01 (-0.11) 89.396(-0.15)

2The critical value (AX? > 3.84) was exceeded in all tests

b Should read as X2 of the constrained model including trust and dependence was 381.17 higher than
the X2 of the same model when unconstrained. CFl of the constrained model was 0.26 lower than the
CFl of the free model.

Appendix 4.3. Discriminant Validity tests following Fornell and Larcker (1981)

Construct | 2 3

| Trust on middlemen 6362

2 Dependence on middlemen 260 J11

3 Conflict with middlemen .563 221 706

2The diagonal gives the average variance extracted by the construct and the off diagonal gives the shared
variance between constructs. In all the constructs the variance extracted by the constructs from each

item is greater than corresponding shared variance.
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Chapter 5

Factors influencing preference for
sustainability and quality-enhancing contracts
among middlemen

5.1 Introduction

This chapter investigates the factors that may influence middlemen’s preferences for contracts
that oblige them to promote sustainability of the fisheries and quality- enhancing practices in
their transactions. To do that, the chapter translates the theoretical framework from Chapter 2
and applies it to the middlemen’s setting. Middlemen are the intermediate buyers of fish from
fishermen and supply to large-scale processing factories. Extending the theoretical framework
to middlemen is necessary on two grounds. First, middlemen have a double loyalty, i.c., to
fishermen and processing factories which, according to literature on market orientation may
influence their buying and supplying behaviour. For example, market orientation influences
customer-oriented behaviour of suppliers and supplier-oriented behaviour of buyers (e.g.,
Langerak, 2001). Second, extending the analysis to middlemen increases the feasibility of
contracts to coordinate the activities between fishermen and middlemen in implementing
sustainable and quality-enhancing practices. Although economics literature suggests a number
of factors that motivate buyers and small-scale primary producers to engage in contracts (e.g.,
Keyand Runsten, 1999; FAO, 2001), it is not known what factors would influence middlemen
to engage in contracts that oblige them to promote sustainable and quality-enhancing practices
in their buying and supplying transactions. This chapter uses conjoint analysis.

This chapter is organized as follows; first, the relevant concepts are defined followed by
hypotheses. Then, we discuss the research methodology outlining the data collection
procedures, measurements and validation. Results and discussion conclude the chapter.

5.2 Concepts

Building on transaction costs economics (TCE) and agency theory contracts are designed and
chosen to match known exchange hazards created by free market failures such as specialized
asset investments, opportunism, information asymmetry and uncertainty (Williamson,
1985). The success of contracts depends of the prevailing context in which they are applied
(Cannon, Achrol and Gundlach, 2000) such as availability of profitable markets, the physical-,
social- and/or regulatory environments (FAQO, 2001). Although the necessity and impact of
these factors may be different on the demand and supply sides of the middlemen, they may
influence the types of contracts middlemen prefer with their suppliers and with customers.
The underlying assumption in this study is that middlemen’s preference for sustainability- and
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quality-enhancing contracts will depend on, (1) the terms of contract, and (2) contextual
factors in which middlemen operate (Figure 5.1).

5.2.1 Preference for sustainability and quality-enhancing contracts

The focus of this study is middlemen’s preference for contracts that oblige them to promote
sustainability and quality-enhancing practices. Middlemen’s preference for contracts is
therefore defined as the extent to which middlemen would be willing to sign up a particular
contract that oblige them to buy and supply good quality fish that is sustainably caught.
Quality is defined in terms of freshness and texture such that good quality fish is fresh and
also not crushed. Sustainably caught fish is fish that is caught by recommended fishing gears.
For Nile perch, recommended fishing gears are supposed to catch fish not less than 1.5kgs. Fish
of less than 1.5kg is considered a juvenile (Kenya Government, 1991) which can be caught by
bad fishing gears. Hence contracts oblige middlemen to buy and supply fresh fish of not less
than 1.5kgs.

5.2.2 The terms of contract with fishermen and processors

The terms of contract are the conditions under which middlemen are asked to engage
in sustainability and quality-enhancing contracts with fishermen and processors. These
conditions include in the purchase side, (1) price information, (2) period of contract; and (3)
selection of suppliers and, in the supply side, (1) price information; (2) period of contract and

Purchase side < I > Supply side
Contextual factors I
* Supply uncertainty I
* Quality losses I Contextual factors
* Specific investments * Trust Terms of contract with
Terms of contract * Trust I * Dependence processors
with fishermen * Dependence * Conflict « Price information
* Price information * Conflict I * Number of buyers o Fixed prices

o Fixed prices I
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* Period of contract
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months) contract
o Long- term (|
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Figure 5.1. Conceptual framework.

98

* Period of contract
o Short-term
(6 month) contract
o Long-term
(I year) contract

* Enforcement mechanisms
o No sell of fish if
traceability violated
o Terminate license if
traceability violated

Balancing people, profit and planet in marketing channels




quality-enhancing contracts among middlemen

(3) enforcement mechanisms. We will determine how the terms of contracts may influence
middlemen’s preference for contracts. In view of the similarities of the terms of contracts in
the supply and demand sides, we will define them together.

Price information from and for middlemen: According to TCE, information asymmetry is
one of the factors that necessitate contractual governance. In line with this, literature on
contracts between buyers and small-scale primary producers demonstrate that access to market
information is one of the motivating factors for the primary producers to engage in contracts
to minimize price risks (Masakure and Henson, 2005; Key and Runsten, 1999). This study
considers price information in the context of middlemen giving price information to fishermen
and also middlemen having price information from processors.

Price information from middlemen varies between fixed prices and fluctuating prices. Fixed
prices imply that middlemen agree on price with fishermen which remain fixed for a certain
period. Fluctuating price means that middlemen can change the prices they offer to fishermen
anytime without informing them of the pending price changes.

Similarly, price information for middlemen varies between fixed and fluctuating prices.
Fixed factory prices imply that middlemen agree on price with processing factories that will
periodically remain fixed. Fluctuating factory price means that processing factories can change
(increase or reduce) prices anytime without informing middlemen of pending changes.

Period of contract with fishermen and, with processors: Contracts by nature lock small-scale
producers into transaction with buyers without chance to try other buyers (Key and Runsten,
1999). Similarly, buyers may be locked up without possibility to try other suppliers. Hence
the period within which buyers and producers are locked into contract relationship may have
both costs and benefits. For example, long-term contracts means that actors may face higher
opportunity costs in terms of possible competitive conditions that may arise from other
buyers or suppliers. In the context of this study, period of contract refers to the time frame
that middlemen will be obliged to trade with contracted fishermen or processors without the
possibility to switch to new contract partners.

Period of contract with fishermen is the period in which middlemen and fishermen cannot
terminate the contract. It varies between short-term contract (i.e., 6 months) and long term
contract (1 year). The short-term contracts mean that middlemen and fishermen will be able
to terminate contract only after 6 months. The long-term contract means that middlemen and
fishermen will be able to terminate contract only after 1 year.

Period of contract with processors is the period which middlemen (and processing factories)

cannot terminate the contracts. Similarly, it varies between short-term contract (i.e., 6 months)
and long term contract (1 year). The short-term contracts mean that middlemen and processors
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will only terminate contract after 6 months. The long-term contract means that middlemen
and processing factories will only be able to terminate contract after 1 year.

Selecting contract supplier: According to social and network theory (Granovetter, 1973), actors
share close prior ties with some transaction partners while they have loose or no prior ties
with other actors. The strength of such ties becomes important when actors are faced with
decisions to select transaction partners for long-term or new transactions altogether (Wuyts
and Geyskens, 2005). In the setting of this study, selecting suppliers refers to middlemen
selecting between the fishermen they currently trade with and new fishermen.

Enforcement mechanism: Enforcement of the terms of contracts depends to some extent on
whether or not an enforcement mechanism exists that penalizes breach of contract (Fafchamps,
1996; 2004). However, imposing penalties may also depend on whether the behaviour of the
agents can easily be monitored. To overcome that, contracts tend to outline roles, obligations
as well as mechanisms and penalties for non-compliance. This study considers traceability as
an enforcement mechanism. With traceability, middlemen are obliged to identify fishermen
from whom they buy fish. It varies between terminating traders’ license and no sell of fish if
fish traceability to fishermen is violated. Terminating license means that middlemen will lose
their trader’s license and are not allowed to buy and supply fish anymore. No sell of fish means
that middlemen, who cannot trace the source of fish when they buy and supply undersized
fish, will maintain their licenses and supply contracts but they will not sell any fish that is not
traceable when juvenile fish is detected.

5.2.3 The contextual factors

The context defines the characteristics of the environment within which middlemen transact
with fishermen and with processors. Middlemen may face different conditions in the input
and output markets. This study considers contextual factors in the input markets, i.e., supply
uncertainty, specific investments, trust, dependence and conflicts. In the output markets,
we consider quality losses, trust, dependence, conflicts and number of buyers. In view of the
similarities in the theoretical reasoning for the relational factors, we will define them together.

Supply uncertainty: According to TCE, uncertainties may result from external factors such as
volatility in market place (Williamson, 1985) arising from unpredictable consumer demands
or competitor actions (Joshi and Stump, 2003). Whereas, uncertainties over fish supply may
arise due to ecological factors such as seasonality of fish production, middlemen may face
supply uncertainty due to inability to observe fisherman - for instance, if fishermen engage
in extra-contractual sale of fish. Inability to monitor an agent’s behaviour is a major source of
uncertainty in principal-agency relationships (Eisenhardt, 1989b). In the context of this study,
supply uncertainty refers to the extent to which middlemen are able to predict fish supply.
Although it would be logical to consider demand uncertainty in the output markets, demand
for Nile perch fish is assumed to be certain because the processing factories are already not
operating at full capacity due to inadequate fish supply.
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Specific investment: According to TCE, specific investments raise concerns for the investor
in that rents from such investments may be expropriated by self-interested partners (Lusch
and Brown, 1996). As such, specific investments motivate investors to engage in contracts to
safeguard their investments (Williamson, 1985). This study considers specific investments as
fishing gears and equipment that middlemen give to fishermen to secure fish supply.

Quality losses: At the middlemen’s stage, quality losses may occur due to mishandling of fish
when packing, poor transportation (in bad roads) and when they take long to deliver fish
to the processing factories without proper storage facilities (Olafsdottir ez 4/., 2004). In this
study, quality loss is the proportion of fish rejected at the factory due to quality defects.

Trust in fishermen and, in processors: Trust is frequently described as the willingness to rely on
an exchange partner in whom one has confidence (Moorman, Zaltman and Deshpande, 1992).
An important aspect of this definition is the notion of trust as a belief or an expectation about
an exchange partner that results from the partner’s positive intentions and reliability (Ganesan,
1994). It has been widely documented that trust minimizes opportunism and advances mutual
interests (e.g., Brown, Dev and Lee, 2000; Cannon, Achrol and Gundlach, 2000). This study
considers middlemen’s z7ust in fishermen and in processors. Trust in fishermen is the extent to
which middlemen believe that fishermen are honest, reliable and sincere in their transactions
with the middlemen. Similarly, z7ust in processors is the extent to which middlemen believe that
processors are honest, reliable and sincere in their transactions with the middlemen.

Dependence on fishermen and, on processors: According to Hewett and Bearden (2001),
dependence on a transaction partner can be defined as the extent to which an actor relies on
the relationship to accomplish important goals, or adheres to a partner’s specific requests.
Dependent actors may take directives from independent partners who may align the governance
arrangements to their advantage (Gundlach and Cadotte, 1994; Heide and John, 1992).
This study defines middlemen’s dependence on fishermen as the extent to which a middleman
relies on fishermen to fulfil their transaction activities. Likewise, middlemen’s dependence on
processing factories is defined as the extent to which middlemen rely on processors to fulfil their
transaction activities.

Conflicts with fishermen and with processors: According to Hibbard, Kumar and Stern (2001),
one party may engage in actions that a transaction partner may in one way or another consider
destructive for their relationship. The cause of conflicts and the partners’ reactions may shape
the future of transaction relationship (Ping, 1997). The current study defines middlemen
conflicts with fishermen as the degree of disagreements middlemen have in their transaction
relationships with fishermen. Similarly, middlemen conflicts with processors is the degree of
disagreements they have in their transaction relationships with processors.

Number of buyers: There is increasing attention about the contribution of network ties to
the performance of economic transactions (e.g., Feld, 1981; Achrol, 1991; Heide, 1994;
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Wathne and Heide, 2004). For example, networks ensure efficient transfer of information
which enhances better adaptation to turbulent environments (Achrol and Kotler, 1999; Uzzi,
1997). Literature discusses network relations from different perspectives such as network
density, centrality or number of ties (Antia and Frazier, 2001; Granovetter, 1973). This study
considers the number of network ties which is defined as the number of buyers (processors)
a middleman normally sells fish to. Although, it would be logical to consider number of
suppliers, middlemen buy fish from a number of landing sites where fishermen sometimes
operate in groups. This makes counting the number of suppliers difficult.

5.3 Hypotheses

Figure 5.1 hypothesizes that middlemen’s preference for sustainability and quality- enhancing
contracts will depend on the terms of contract in interaction with the context in which they
operate.

5.3.1 The terms of contracts with fishermen and processors

Price information: Following TCE literature, middlemen tend to be well informed about
markets and they benefit from information asymmetries between input and output markets
(e.g., Ellis, 1988, Fafchamps, 2004). Middlemen may, on the one hand, deliberately create
information asymmetries for their benefit and as such they may not be willing to give price
information to fishermen to protect, for example, their bargaining advantage over price. On
the other hand, however, access to price information is an important motivation for primary
producers to engage in contracts to minimise price risks (Masakure and Henson, 2005). Hence,
middlemen that may not give price information may lose suppliers which may endanger their
business even more especially as fish supply is increasingly declining.

Therefore, although one would normally expect that middlemen would prefer more flexibility
in terms of price adjustments to match market supply and demand, they may be compelled to
give price information to secure supply. One way for middlemen to give price information is
through fixed prices as is often the practice in farming (Grosh, 1994; FAO, 2001). However
giving fixed prices may be counter productive for the middlemen if factory prices fall below
prices they offer to fishermen. In order to avoid this scenario, middlemen may also need
fixed prices from the processors. In that way, middlemen may figure out what prices to offer
to fishermen. Hence, we envisage that middlemen would prefer to give and be given price
information for them to engage in sustainability and quality-enhancing contracts. Following

this thinking, we predict that:

H1: Middlemen will prefer sustainability- and quality-enhancing contracts with fishermen in
which fish prices are fixed over contracts in which fish prices are fluctuating

H2: Middlemen will prefer sustainability- and quality-enhancing contracts with processors in
which fish prices are fixed over contracts in which fish prices are fluctuating.
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Selection of suppliers: Marketing literature demonstrates the strategic importance of and factors
influencing selection of suppliers in competitive market environment. For example, Wathne,
Biong and Heide, (2001) suggest that actors may switch to new partners if they offer better
economic rewards than the current partners. For middlemen, selecting suppliers may be crucial
because their performance in the output markets may depend on input supply. For example, if
fishermen cannot guarantee fish quality, middlemen may experience more quality loss at the
factories. Careful selection of contract fishermen may also minimise potential problems of
adverse selection due to ex ante opportunism. For example, middlemen may select fishermen
that may pretend to use sustainable fishing methods even when they are not. By careful selection
of fishermen, middlemen may also minimise ex post opportunism whereby fishermen may
undertake extra —contractual sell of fish. As Wuyts and Geyskens (2005) suggest, choosing
close partners mitigates against opportunism. To that extent, middlemen may be better off
contracting fishermen that already protect their interests than new ones whose behaviour
cannot be ascertained. We thus predict that;

H3: Middlemen will prefer sustainability- and quality-enhancing contracts with fishermen
they already know over contracts with new fishermen.

Period of contract: Contracts regardless of the period may lock middlemen into relationships
with particular fishermen and/or processors with no chance to try alternative suppliers and/or
buyers that may emerge within the period of contract. Hence the period of contract may have
benefits and costs. For example, whereas short-term contracts may enable middlemen flexibility
to easily switch fishermen and/or processors, they may incur high transaction costs such as
renegotiating contracts, information and search costs (Williamson, 1985). In the purchase
side, such transaction costs may not be substantial for middlemen to switch to new fishermen
because of the high fishermen to middlemen ratio. In the supply side, it may be relatively
difficult for middlemen to secure contracts with processors in the first place due to limited
number of processors. Hence, they may have limited flexibility and incur high switching
costs to switch from one processor to another. In that case, securing long-term contracts with
processors may not only lower transaction costs for middlemen but most importantly, secure
their businesses.

Under normal circumstances, middlemen would prefer more flexibility in deciding where to
buy and sell fish to take advantage of competitive market conditions. More flexibility in the
input market would not only enable middlemen to take advantage of competitive market
conditions but also to switch from fishermen who do not follow sustainable and quality-
enhancing practices as obliged. In the output markets, however, more flexibility would
endanger middlemen’s business. In view of the above scenarios, we envisage that:

H4: Middlemen will prefer short-term sustainability- and quality-enhancing contracts with
fishermen over long-term contracts
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H5: Middlemen will prefer long-term sustainability- and quality-enhancing contracts with
processors over short-term contracts

Enforcement mechanisms: While enforcing compliance with the terms of contract is inevitable,
compliance depends on whether enforcement mechanism exists to penalize breach of contract
(Fafchamps, 1996). In view of the large number of small-scale middlemen in the Nile perch
channel, there is a danger that middlemen that engage in sustainability- and quality-enhancing
contracts may lose suppliers to their competitors that do not impose similar requirements.
This may be true if processing factories, which rely on a number of small-scale middlemen
for fish supply, do not enforce sustainable practices on all of them. As such, without proper
mechanisms to enforce sustainable and quality-enhancing practices on all middlemen, they
may not be motivated to engage in the contracts in the first place. One way to motivate
middlemen would be for the processors not to buy fish from middlemen who do not promote
sustainable practices. Alternatively, middlemen that do not promote sustainable practices
should not be allowed to trade in the channel in the first place, i.c., they should lose their
traders licenses. However, traders’ license can only be revoked by government institutions that
so far have not been effective in enforcing sustainable practices (see Chapter 3). Hence letting
the same institutions punish middlemen that do not promote sustainable practices may not
assure other middlemen that irresponsible middlemen are taken out of the channel. Hence, we
envisage that middlemen would prefer that buyers, i.c., processors should only buy fish from
middlemen that promote sustainable practices, i.e., refuse to buy fish that cannot be traced to
fishermen when juveniles are detected. We therefore hypothesize that;

H6: Middlemen will prefer contracts in which processors only buy traceable fish over contracts
in which middlemen may lose their licenses.

5.3.2 The moderating effect of the context

Supply uncertainty: The TCE contends that uncertainty is a key decision factor in choosing
governance mechanisms (Williamson, 1985). Middlemen may face supply uncertainties
when fishermen fail to catch adequate fish due to declining fish stocks, and further due to
opportunistic behaviour when fishermen sell fish to other buyers. A middleman can manage
supply uncertainty by using multiple suppliers concurrently and/or by switching suppliers
until he finds reliable ones, i.e., without opportunistic intent (Joshi and Stump, 1999).
However, as declining fish production signals increasing threats to sustainability, middlemen
may prefer more flexibility in deciding where to buy not only to take advantage of competitive
market conditions but also to ensure that they stop dealing with fishermen that show ex posz
opportunisms such as reverting to unsustainable fishing practices. In that way, middlemen may
prefer relatively short-term contracts. Moreover, middlemen may switch from one fisherman
to another with relative ease and low costs. So we envisage that:

H7: The middlemen that face high supply uncertainty, will prefer short-term over long-term
sustainability and quality-enhancing contracts with fishermen
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Quality losses: At the landing sites, quality of fish deteriorates as a result of lack of cooling
facilities and poor fish handling such as throwing, beating or stepping on fish when packing
or weighing. This means that middlemen who buy fish from fishermen who do not handle fish
properly may incur more rejected fish at the factory. Although middlemen undertake sensory
quality assessments, such techniques as colour of the eyes, gills, skin and firmness of the fillet
may not reveal quality defects such as discoloration or crumbliness of the fillet that appear only
after filleting when the fish may either be rejected or downgraded. Middlemen can minimise
such quality losses by ensuring that fishermen handle fish properly or simply by engaging new
fishermen who can guarantee quality. Since ensuring that fishermen handle fish properly may
require time and effort to train and/or observe them, switching to new fishermen would be the
probable response to higher quality losses. After-all, finding new fishermen may be relatively
easy. So we expect that:

H8: Middlemen that incur more quality losses will prefer contracts with new fishermen over
contracts with fishermen they currently transact with

Specific investment: Drawing from TCE, giving fishermen fishing gears and equipment may
impose switching barriers for middlemen in order to protect their rents from expropriation
by self interested fishermen (Rokkan, Heide and Wathne, 2003; Williamson, 1985). In that
context, middlemen may prefer contracts with fishermen to whom they have given fishing gears
to safeguard their investments. However, as Heide and John (1988) argue, contracts alone may
not minimize opportunism under conditions of high uncertainties. In addition, literature
demonstrates that contracts with small-scale primary producers often give both production
facilities as well as market information (Masakure and Henson, 2005). Failure to give market
information, especially price, may lead to extra-contractual sale of products especially when
alternative market outlets exist that may offer better prices (Key and Runsten, 1999). In the
Nile perch channel where competition is high due to declining production, extra-contractual
sell of fish may be inevitable if fishermen are frustrated with for example, price risks. Hence,
middlemen that have given fishing gears and equipment to fishermen would be in a better
position to secure their rents through fish supply if they give price information as well. So, we
predict that:

H9: Middlemen that give fishing gears to fishermen (a) will prefer sustainability- and quality-
enhancing contracts with current fishermen and, (b) will prefer sustainability- and
quality-enhancing contracts with fishermen in which fish prices are fixed

Trust: Marketing literature demonstrates that social relations such as trust minimize
opportunism and enhances information sharing (e.g., Achrol and Gundlach, 1999; Joshi
and Stump, 1999). This means that fishermen that act in mutual interest may be entrusted
with sensitive information. Price information that is a critical source of bargaining advantage
may not be easily shared without safeguards against opportunistic use of the information. In
absence of any physical safeguards, trust offers an assurance that trustworthy partners seck
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mutuality and solidarity in the relationships (Cannon, Achrol and Gundlach, 2000). To that
extent, we expect middlemen who strongly trust fishermen to provide price information. In
addition, if they share price information to fishermen they trust, it seems logical that they will
also prefer contracts with the same fishermen. Hence we hypothesize that:

H10: The more middlemen trust fishermen, (a) the more they will prefer sustainability- and
quality-enhancing contracts with fishermen in which fish prices are fixed, and (b) the
more they will prefer sustainability- and quality-enhancing contracts with current over
new fishermen

Another important contribution of social relations is sustaining relationships. Although some
literature suggest that trust substitutes contracts (Larson, 1992), other literature sources argue
that social relations help to overcome the adaptive limits of contracts: a bilateral commitment
to sustain the relations despite the unexpected complications and conflicts (Poppo and Zenger
2002). In the circumstances that middlemen operate, i.c., having limited alternative buyers,
those that trust processors may thus be more motivated to seek long-term contracts. Therefore,
we envisage that:

H 11: The more middlemen trust processors, the more they will prefer long-term over short-
term sustainability- and quality-enhancing contracts with processors

Dependence: One aspect of dependence is that it may motivate partners to engage in successful
and mutually beneficial exchange relationships by adhering to each others requests (Andaleeb,
1995; Morgan and Hunt, 1994). This means that middlemen that have higher dependence
on fishermen are likely to adhere to their demands such as for price information to enhance
mutual and reciprocal exchange relationships.

Another aspect of dependence is that a highly dependent actor may not accomplish important
activities without the relationship (Argyres and Liebeskind, 1999; Hewett and Bearden 2001).
For example, middlemen rely on processors for specialized tools such as refrigerated trucks for
transporting fresh fish to the factory. Middlemen’s reliance on processors is further enhanced
by the (oligopsony) structure of the channel that leaves middlemen with limited alternative
buyers. In such a scenario, securing a supply contract with a processor is for the middlemen
like securing a livelihood because they would otherwise be out of business at least in the Nile
perch channel. Hence, securing a long-term supply contract might be of utmost priority for
middlemen to minimize business as well as livelihood uncertainties. With these views, we
hypothesize that:

H12: (a) The more middlemen depend on fishermen, the more they will prefer sustainability-
and quality-enhancing contracts with fishermen in which fish prices are fixed
(b) The more middlemen depend on processors, the more they will prefer long-term
sustainability- and quality-enhancing contracts with processors

106 Balancing people, profit and planet in marketing channels



quality-enhancing contracts among middlemen

Conflict: How conflicts are managed when they arise is an important determinant for the
continuation of the relationships (Hibbard, Kumar and Stern, 2001). The worst case scenario
is when conflicts deteriorate into a spiral of hostility and distrust that ultimately could lead to
dissolution of relationships (Ping, 1997). A middleman can manage conflicts with a fisherman
either by switching to new ones (i.e. with whom they have no conflicts), or ignore conflicts and
continue business as usual. While ignoring a problem may be an unlikely option, switching to
new fishermen may depend on their availability which, for middlemen, may not be a problem.
On the contrary, however since middlemen do not have many alternative buyers, switching
may not be an option. Instead, secking fixed prices in order to minimise price fluctuations
over which conflicts occur might be a feasible option. In the context of the above scenarios,
we envisage that:

H13: (a) Middlemen that tend to have a higher degree of conflicts with fishermen will prefer
sustainability- and quality-enhancing contracts with new over current fishermen
(b) The higher the degree of conflicts middlemen have with processors, the more they
will prefer sustainability- and quality-enhancing contracts with processors in which fish
prices are fixed

Number of buyers: Building on literature on network ties (e.g. Granovetter, 1973), a
middleman who has many buyers might be in an advantage position in terms of accessing price
information. By implication such middlemen may not necessarily have to develop contractual
relations with particular buyers to access price information. In addition, middlemen that have
many buyers spread risks of market uncertainties. As such, they may not want to be tied up
to a particular processor for long in the event that competitive conditions emerge from other
processors. For example, as fish supply declines, processors may offer competitive conditions
to attract suppliers. Hence, middleman with many buyers may prefer short-term contracts
with processors so that they may easily switch to emerging competitive buyers. Hence, we
predict that

H14: (a) Middlemen that supply fish to many processors will prefer contracts with processors
in which fish prices are fluctuating.
(b) The more buyers middlemen supply fish to, the more they will prefer short-term (6
months) contracts with processors

The hypotheses are summarised in Table 5.1.

5.4 Methodology

In order to test our hypotheses, data was collected from middlemen that buy fish from
fishermen and supply to processing factories. In this section, we describe data collection
procedures, measurements and validation.
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5.4.1 Procedure

Sampling: In order to identify our sample, we approached the fish processing factories in
Kenya to obtain a list of the middlemen that supply fish to them. However, only one factory
was cooperative to give a list of its suppliers while others did not cooperate. No specific reason
was given why some processors were not willing to give us a list of their suppliers. But probably,
they thought that we might be asking the middlemen on sensitive issues about the factories.
As a result, other middlemen were identified at the beaches where they were buying fish; on
their way to/from the beaches and also in convenient places such restaurants or rest houses.
The problems in identifying and tracing respondents are typical in developing countries (see
Poate and Daplyn, 1993).

The survey: Data was collected through a questionnaire which consisted of multi-item scales
measuring trust, dependence, conflict, supply uncertainty; quality losses, demographic
characteristics and a conjoint analysis task. The interviews were conducted in English and two
local languages, i.e., Luo, the language of one of the local tribes and Swahili, the trade language
for East Africa). The questionnaires were pre-tested once with 5 middlemen before the final
data collection. No major problems were noted during pre-testing. All the item measurements
were evaluated on a 5 point Likert scale scales where the score of 1 meant strongly disagree
and 5 was strongly agree.

The sample: Out of the middlemen approached five did not participate in the survey. Three
middlemen indicated to have no time for the interviews as we found them when they were
leaving the beaches to deliver fish to the factories. The other two middlemen were leaving the
factories for the beaches. Finally a total of 48 middlemen participated in the interviews. In
order to minimise selection bias (Blair and Zinkhan, 2006), any middlemen we could identify
was approached for an interview. Due to their mobility, it was however difficult to interview
many middlemen. However, from our informal enquiries from those interviewed, there could
be about 60-70 middlemen supplying fish to the (six) processors at the time of the study. The
middlemen were of ages ranging from 20 to 52 years with 33 middlemen (69%) between
30 to 40 years while the remaining 15 (31%) middlemen were below 30 and above 40 years.
Twelve (25%) had some years of primary education, 30 middlemen (i.e. 62.5%) had some
years of secondary education, and 6 middlemen (12.5%) had some tertiary education. Forty
four middlemen (about 92%) were only buying and selling Nile perch while 4 (8%) were
selling other fish types also. Twenty nine (about 61%) had other major income generating
activities besides fish trading while the rest (19) did not have other major income generating
activities apart from fish trading. Out of the 48 middlemen, 45 (94%) had loaned fishing gears
to fishermen. Ten middlemen (i.e. 20%) had kinship relations with fishermen from whom they
were buying fish (e.g. brother, sister, cousin) at the time of the study.

Conjoint analysis task: In order to determine how middlemen could develop preferences

for hypothetical contracts, a conjoint analysis was used (Green and Srinivasan, 1990). The
hypothetical contract attributes were developed based on theoretical framework (Figure
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5.1). In order to implement the conjoint analysis, a full profile presentation method often
recommended for up to 9-10 factors depending on the complexity of the attributes (Green and
Srinivasan, 1978, 1990, Hair ez 4/., 1998) was used. With a 2° full factorial design, middlemen
would have to evaluate a total of 64, i.e., 2*2*2*2*2*2 hypothetical contracts excluding holdout
profiles. In order to minimise information load and boredom, a fractional factorial main
effects design was used to reduce the number of profiles to 8. In total, middlemen evaluated
12 contracts which included four holdout tasks (Hair ez /., 1998).

Setting the context for the conjoint tasks: In order to implement the conjoint analysis task,
personal interviews were used. Middlemen were briefed about the purpose of the task, what the
attribute levels meant and how profiles were to be evaluated. In the introduction, middlemen
were also asked to consider the real life situation, i.e., the degradation of the Nile perch and
the quality of the fish they buy and sell. Then, they were asked to imagine that they were being
approached to sign a contract that oblige them to promote sustainability and quality by only
buying and supplying fresh fish of not less than 1.5kgs according to the Fisheries Act of Kenya
(Kenya Government, 1991). Then they were presented with the conjoint profiles one at a time
for which they were asked to indicate the extent to which they would be willing to sign up each
contract. Profiles were to be rated on a Likert scale of 1 to 5, where 1 was least willing and 5
was most willing (see Box 5.1 for an example of a profile).

5.4.2 Measurements and validation

In order to measure the constructs for trust, conflict and dependency, we adapted existing multi-
item scales (e.g. Brashear ez al., 2003; Andaleeb, 1995; Jap and Ganesan, 2000) (see appendix
5.1). The measurement items for supply uncertainty were new. Quality losses measured the
proportion of fish rejected at the factories. Specific investment measured the investment that

Box 5.1.An example of a conjoint profile.

Profile

Factory prices will be changing anytime without notice

This is a 6 months contract with a processor

Middlemen that do not identify fishermen when they buy and sell undersize fish will not sell
their fish

You will sign this contract with your current fishermen

You will change prices for fishermen anytime without telling them

This is a 6 months contract with the fisherman

Question: To what extent would you be willing to sign this contract for you to only buy and
supply fresh Nile perch fish of at least |.5kgs?

Least willing I 2 3 4 5 Most willing
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middlemen have done to secure fish supply. The number of fishermen given fishing gears and
equipment was used as a proxy for the specific investments. In order to validate the multi-
item scales for trust, conflict, dependence and supply uncertainty, recommendations given by
Shook ez al. (2004) were followed i.c., to examine unidimensionality, discriminant validity
and reliability.

First, the measurements were examined for unidimensionality through exploratory factor
analysis (Churchill, 1979). All items that loaded on multiple factors and/or with low loadings
were dropped after varimax rotation (Hair ez 2/. 1998). In order to assess if the retained items
were significantly contributing to constructs being measured, they were imputed into a
confirmatory factor analysis model in LISREL 8.72 (Joreskog and Sérbom, 2005) with all
factors. The factor loadings were examined and were all significant (¢>1.96) (Byrne, 1998).
For all the models, the Comparative fit index (CFI) was above .95, the Goodness of Fit Index
(GFI) and Adjusted Goodness of Fit Index were above .90; and Root Mean Square Error of
Approximation was < .05. These statistics suggest good model fit (Schermelleh-Engel and
Moosbrugger, 2003).

After establishing the unidimensionality, discriminant validity testing was undertaken. To
do that, constructs were examined in a series of two - factor confirmatory models (Anderson,
1987; Bagozzi and Phillips, 1982). Each model was run twice, first, constraining the covariance
and variances to 1 and then removing the constraint. Following this, a Chi-square difference
and changes in the Comparative Fit Index (CFI) (Byrne, 1998) were examined. For all models
investigated, the Chi-square values were significantly lower for the unconstrained models
than for the constrained models and the CFI values for the constrained models were lower
suggesting poor fit. The changes in Chi-Square and CFI are given in Appendix 5.2. Finally,
in order to verify the discriminant validity results, the constructs were further examined
following the procedure given by Fornell and Larcker, (1981). This procedure suggests that
the average variance extracted from each item by the construct should be greater than the
shared variance between the constructs. This was confirmed in all our models (see Appendix
5.3). The reliability of the constructs as determined by the Cronbach alpha was all good. Table
5.3 and 5.4 give a summary of the variables used in this study.

5.4.3 The conjoint model

In order to validate the conjoint tasks, the data was examined for any missing information. There
were no peculiarities or missing information on the profiles. Then we performed a conjoint
analysis. To assess the predictive validity of the model, first, we assessed how the model fit the data
and, we further assessed the predictive validity in predicting the holdout sample. The model fit
was assessed by examining the Pearson correlation coefficients that give the correlation between
the original and predicted preference scores. The Pearson correlation coeficients (Figure 5.2)
show that the model adequately represented the data with only one questionnaire that had low
Pearson correlation coeflicient. That questionnaire was dropped leaving 47 respondents that
had an average Pearson coefficient of .8103 with a standard deviation of .086.

Balancing people, profit and planet in marketing channels i



Chapter 5

980

6,0

890

180

€80

160

880
eydje

615

¥0'Sl
989

€80

10°1

290

1Tl

¥0'l

80°|

6,0

L1°]

¥9'Sl

w9

9¢y

08C

(343

99T

€9°C

98¢

wy

|

09-¢
1|

Sl

bl

01 Ysl§ |9 A|[BW.IOU UBWIS|PPIW SJ0ss320.4d Jo JaquinN
uswa|ppIW

Aq sye0q pUE SJ4eaZ Sulysly USAIS USWIBYSY JO JaqUINN|

(%) Aa010%) a3 3e pa1dafau ysiy jo uonuodoiy
o3e sJueak dAl} O) SANE[R

T Alddns ysy Ajrep 1o1paud Aew usws|ppiw Yyd1ym 01 3UIX3 3y |
sdiysuopiejaJ uondesue.}

7 01 3unejau sanssi uo saossadoud yum sjusawaaldesip jo 9943
sdiysuoneja. uonsesue.y o3 Sunejau

Y4 sJay3ew Ul J31ddns urew Yaim syuswaaudesip jo aau3aQ
ssauisnq

ré J13Y3 U s10ssad0.4d uo AjaJ USWI|PPIW YdIYm O3 JU31X]

(1007 ‘uapJeag pue 139MaH) ssauisnq

€ JI3Y3 Ul USWLISYSY UO AJ2J USWIS|PPIW YdIYMm 03 3UIX]
(8661
Jewiny| pue dwexuaalg ‘sudjskan)) uoneindau poos jo pue

p sasiwoud s|iyny ‘@43ouls s| saossad0.d € 3.yl J31[9q S,USWS|PPIIA
(866 | uewny| pue dweyuamng ‘susysken)) uoneindad jo pue

$ sosiwoud s|y|n} ‘@49dUls SI UBWISYSY € JBY) J31[9q S,USWS|PPI|A

swia3l
ysequoad ‘Ad(Q ‘p3S uesa] asuey jo ‘ON

uonezijeuonesado

sJ2Anq jo JaquinN Q|

sJe93 USAIS UBWIBYSY JO JaqUINN| 6

sasso| Auend g

Aureyssoun Ajddng /

s40ss220.4d YIM D1u0D 9

USWIBYSY YAM D10 §

sJossadoud uo aduspuada( §

uswIaysy uo aduapuada €

sJossadoud upasnd g

uswiIaYsy Ul Isnd] |

sa|qeLIeA

*S3|GDIIDA J3L10 pUD S1PNIISU0D patjund aya Jo sonsnpls 9AgLDSIQ “£°S 9|qp)

Balancing people, profit and planet in marketing channels

112



quality-enhancing contracts among middlemen

“(Palrea-7) (10°>d) 3uedyiuBIS 4 (50" >d) 3uedLIUBIS

€8l

950°
€Ll

¥80™-
9L0°
*0LT~

660~

T4 B
*L9T

L1

(470
€60’
144
0€0™
8y

880
44
(440
661°
£80°
or1™-

991
860~
L10°
ol
80l
9.1
81"

S20-
*96T
6€1™
8€T-
w01 ¥
€9T-
¥90°
00T~

691 s494Anq jo JaquinN 0|
101’ 54893 USAIS UBWIBYSY JO JaqWINN| 6
9€1™- sasso| Alend g
61T- Aureyssoun Ajddng /
YT sJossadoud Yaim 11juoD) 9
¥eo UswiIdysy yam wIjuo) q
660 sJossadoud uo aduspuada( §
0€T- uswIaysy uo aduapuada €
91 sJossadoud ulIsndj g

uswiIaysy Ul Isndy |

I so|qeniep

"XUIDW UOIDJ31I0) 4°§ 9|qD]

113

Balancing people, profit and planet in marketing channels



Chapter 5

~
|

Mean = 0.8004
Std. Dev. = 0.1092 |
N =48

Frequency
TP

N
|

)
|

o1
I I [
030 040 050 060 070 080 09 1.00
Pearson correlation coefficients

Figure 5.2. Pearson correlation coefficient for assessing model fit for original sample.

Next, the remaining 47 questionnaires were examined for predictive validity by assessing the
ability of the model to predict the holdout sample (Green and Srinivasan, 1990). To do that,
we examined the Kendall’s tau for the holdout sample. The Kendall’s tau revealed that for 4
respondents, the model did not generalise beyond the sample, i.c., they had low predictive
validity (see Figure 5.3). Using a cut-off of .30 as reasonable, these respondents were also
dropped from the sample leaving a final sample of 43 middlemen that had an average Kendall’s
tau of .702 with a standard deviation of .144. The low predictive validity for the few middlemen
could be attributed to the possible inconsistencies in translation of the conjoint profiles or that
the respondents might not have been serious in evaluating the profiles.

5.4.4 Data analysis

After respondents were individually scrutinised in order to remove those that were not reliable,
we carried out an aggregate analysis to test our hypotheses. The ordinary least squares regression

15—
Mean = 0.643
12-|  Std. Dev. = 0.25664
N = 47
> 9
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Kendall's tau for holdout sample

Figure 5.3. Kendall’s tau for assessing predictive validity for original sample.
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analysis was used to test the hypotheses. The analysis was done in sequence; (1) determining
the types of contracts they prefer and, (2) the moderating effects on their preference for
particular contracts.

Determining the type of contracts middlemen prefer: In order to determine the types of contracts
middlemen prefer, a regression analysis was run to explain the preference for contracts as a
function of the terms of contracts, i.c., main effects. In this regression, preference scores for
the eight calibration profiles were standardized to remove the possible effects of any extreme
preferences for particular profiles. Standardisation of the profiles makes the preference scores
for the calibration profiles comparable across middlemen. Since the preference for each profile
is the unit of analysis, it implies that the overall sample was 43 * 8 = 344 where 43 was the
number of valid respondents in the final sample and 8 was the number of calibration profiles.
To run the actual regression, the attribute levels were coded following an effects coding scheme
(Cohen and Cohen, 1983) in order to represent the different levels of the factors in the
regression analysis. In this scheme, the first level of each factor (e.g., fixed prices for fishermen)
was coded as -1, and the other (e.g., fluctuating prices for fishermen) as +1. These attribute
level dummies were then used as explanatory variables for the standardized preference scores.
Model fit statistics were examined.

Determining moderation effects: In order to determine whether middlemen’s preferences for
particular contracts were moderated by the contextual variables both in their demand and
supply markets, a second regression analysis was run. The moderating variables were defined
by multiplicative products between the attribute level dummies and the respective contextual
factors. Again, the standardized preference scores for particular contracts were estimated
as a function of the terms of contract (main effects) and their interactions with contextual
variables. The significance of the change in R? as a result of the inclusion of the moderating
effects was tested. This was necessary to ascertain if the change in the variation in preference
for particular contracts explained by the inclusion of moderating effects was significant.

Before the actual analyses, the independent variables were mean centred to remove the possible
effects of multicollinearity (Aiken and West, 1991). The variance inflation factor (VIF) and
tolerance for the regression models were nonetheless examined in both regression models
(Hair e al., 2001). The VIF were below 2 i.c., below the cut-off point of 10 suggested in the
literature (Hair ez 4/, 2001). In addition, we tested for heteroskedasticity i.e., the problem
of unequal variance (Pindyck and Rubinfeld, 1998). To do that, we tested the relationship
between predicted preferences and standardized residuals in both models (Maddala, 1992)
which showed no relationship.
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5.5 Results

This section presents results in the order of the analysis. First, the types of contracts that
middlemen prefer are given and second, how middlemen’s preferences for particular contracts
were moderated by the context in which middlemen operate.

5.5.1 The type of contracts middlemen prefer

In order to determine the types of contracts that middlemen prefer we estimated the main
effects of the terms of contracts on preference for contracts. We also examined the utility
distributions. The results are shown in Table 5.5.

The regression model explains about 19% of the variation in the middlemen’s preference for
contracts. This variation is mainly explained by the fixed price for fishermen, short term (6
months) contract with fishermen, long term (1 year) contracts with processors and contract
with current fishermen. The results show that middlemen prefer contracts with fishermen
in which prices are fixed - consistent with Hypothesis 1 (p<.01). An examination of the
individual level utilities (see Appendix 5.4) was done. Using a cut off point of -1 and +.1, the
utility distribution shows that 32 (74%) middlemen prefered contracts with fishermen in
which fish prices are fixed compared to 10 (23%) middlemen who prefered fluctuating prices
and 2 middlemen did not care.

Table 5.5. Regression coefficients for the main effects of terms of contract (N=343 contracts).

Independent variables Dependent variable: Standardized preference scores
(factor level dummies) Unstandardized coefficients Hypothesis Remarks

Terms of contracts with fishermen

Fixed price for fishermen .259%Fk (+) HI Supported
Contract with current fishermen  .059 * (+) H3 Supported
6 months contract with fishermen .292 *¥* (+) H4 Supported

Terms of contracts with processors

Fixed factory prices .031 (+) H2 Not supported
| year contract with processor .098** (+) H5 Supported
No sale of fish without traceability .023 (+) Hé Not Supported
Statistics R? (Adj.R?) 191 (.177)

F | 1.58%#*

¥k Significant (p<.01) ** Significant (p<.05) * Significant (p<.10) (one - tailed)
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We expected in Hypothesis 2 that middlemen would prefer contracts with processors in which
fish prices are fixed. However, the results do not show any support for our expectation (p>.10).
In order to explore the results further, the utility distribution for fixed factory prices show that
middlemen were almost split over fixed or fluctuating factory prices. Seventeen middlemen
(about 39%) preferred contracts with processors in which fish prices were fixed compared to
18 middlemen (about 42%) that prefer contracts with processors in which fish prices were
fluctuating. The remaining 8 middlemen (about 19%) were indifferent between fluctuating
or fixed prices.

In Hypothesis 3, we expected that middlemen would prefer contracts with fishermen they
already know, i.c., current fishermen. The results give modest support for the Hypothesis
(p<.10). An exploration of the utilities shows that about 29 (67%) middlemen prefer contracts
with current fishermen. However, the low significance could be a result of about 7 middlemen
(16%) that had very high preference for new fishermen. Six middlemen (14%) did not care
about whether they contract new or current fishermen.

The results also show that middlemen prefer 6 months contracts with fishermen. These results
are consistent with Hypothesis 4. The utility distribution for the 6 months contract with
fishermen also demonstrate that about 24 middlemen (56%) prefer 6 months contracts with
fishermen while about 14 (33%) middlemen were indifferent about the period of contracts
with fishermen. Six middlemen (about 14%) prefer 1 year contracts with fishermen.

Hypothesis 5 predicted that middlemen would prefer long-term contracts with processors.
The results show that middlemen prefer one year contracts with processors which supports
the prediction (p<.01). The utilities show that 20 middlemen (47%) respondents prefer 1 year
contracts with processors compared to 10 (23%) middlemen that prefer 6 months contracts
with processors. About 13 middlemen (30%) were indifferent about the period of contract
with processors.

Hypothesis 6 predicted that middlemen will prefer contracts in which middlemen that do
not trace their fish would not be allowed to sell their fish. The results do not support the
prediction (p>.10). This could be explained through an examination of the distribution of
the utilities that show that the majority i.c., 28 middlemen (65%) actually did not care about
enforcement mechanisms. It was only about 12 middlemen that prefer contracts in which
middlemen that do not trace their fish back to fishermen should not sell fish. The remaining
3 middlemen prefer contracts in which middlemen that do not trace their fish should have
their licenses withdrawn.

In short, the results show that there are differences in the middlemen preferences for the

types of the contracts. We assume that such differences might be explained by the moderating
factors that reflect the context in which middlemen operate. We test this in the next section.
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5.5.2 The moderating effects of the contextual variables

The main effects show that middlemen prefer different contracts such as short-term contracts
with fishermen, long-term contracts with processors and contracts with fishermen in which
fish prices are fixed. We assume that such variation in preferences could be influenced by the
circumstances surrounding middlemen. In order to test this assumption, a regression analysis
was run in which preference for contracts was explained as a function of the terms of contract
and the moderating variables. The model explains about 33% of the variation in middlemen’s
preference for contracts. The difference in the R? between the main effects and interaction

effects models is significant {F (13, 249) = 3.25; p<.01}. Table 5.6 gives the results.

The results show that the more middlemen face supply uncertainty, the more they prefer
short-term (6 months) contracts with fishermen. These results support (p<.05) Hypothesis
7. Although as a main effect, we expected that middlemen would generally prefer contracts
with fishermen they already know, i.e., current fishermen, the main effect is not significant
(p>.10). However, the moderating effects show that the more middlemen give fishing gears
to fishermen, the more they prefer contracts with current fishermen, which is consistent with
Hypothesis 9a. Furthermore, the results also show that the more middlemen trust fishermen,
the more they would prefer contracts (p<.05) with fishermen they already know - consistent
with Hypothesis 10b. The results show that middlemen who incur more quality losses when
they deliver fish to the factory will instead prefer contracts with new fishermen (p<.05). This
is consistent with Hypothesis 8.

In complement to the preceding results, the results show that middlemen that give fishing
gears to fishermen prefer contracts with fishermen in which fish prices are fixed (p<.01). This
is in line with Hypothesis 9b. Furthermore, the results show that the more middlemen trust
fishermen, the more they would also prefer contracts with fishermen in which fish prices are
fixed (p<.01). This is consistent with Hypothesis 10a. Also in support of Hypothesis 12a, the
results show that the more dependent middlemen are on fishermen, the more they will prefer
contracts with fishermen in which fish prices are fixed (p<.05).

In Hypothesis 11, we assumed that the more middlemen trust processors, the more they would
prefer long-term (1 year) contracts with processors. We also assumed in H12b that the more
dependent middlemen are on processors, the more they would prefer long-term contracts with
processors. However there is insufficient evidence beyond the main effect to suggest that trust
in and dependence on processors enhance middlemen’s preference for long-term contracts
with processors (p>.10). Hence Hypotheses 11 and 12b have not been supported.

The result further show that middlemen that tend to have a higher degree of conflicts with
fishermen would prefer contracts with new fishermen (p<.05). These results support Hypothesis
13a. We also assumed in H13b that the higher the degree of conflicts middlemen have with
processors, the more they will prefer contracts with processors in which fish prices are fixed.
However, the results do not give sufficient evidence to support this assumption (p>.10).
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Table 5.6. Regression coefficients for moderating effects for preference for contracts (N=311
contracts).

Independent variables Unstandardized Hypothesis Remarks
coefficients

Terms of contracts with fishermen

Fixed prices for fishermen .248%F* (+) HI Supported
Contract with current fishermen .055 (+) H3 Not supported
6 months contract with fishermen .324%kk (+) H4 Supported

Terms of contracts with processors

Fixed factory prices .036 (+) H2 Not supported
| year contract with processors 0927 (+) H5 Supported
No sale of fish without traceability .020 (+) Hé Not Supported

Moderating effects in the purchase side

6 months contract with fishermen* Supply .187%* (+) H7 Supported
uncertainty

Contract with new fishermen * Quality losses 262 (+) H8 Supported

Contract with current fishermen * Fishermen given .048%+* (+) H%a Supported
gears

Fixed prices for fishermen * Fishermen given fishing .133*** (+) H9b Supported
gears

Fixed prices for fishermen * Trust in fishermen LI 53k (+) HI0a Supported

Contract with current fishermen *Trust in fishermen .106 ** (+) HIOb Supported

Fixed prices for fishermen * Dependence on .092+* (+) H2a Supported
fishermen

Contracts with new fishermen * Conflict with .108** (+) HI3a Supported

current fishermen

Moderating effects in the supply side

| year contract with processor * Trust in processors .069 (+) HII Not supported
| years contract with processors * Dependence on .068 (+) HI2b Not supported
processors
Fixed factory prices * Conflict with processors .003 (+) HI3b Not supported
Fluctuating factory prices * Number of buyers .092* (+) Hl4a Supported
6 months contract with processors * Number of A7 (+) HI4b Supported
buyers
Statistics R? (Adj R?) .325 (.281)
F 10.00%+*

%k Significant (p<.01); ** significant (p<.05) *significant (p<.10) (one - tailed)
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Hypothesis 14a predicted that middlemen that supply fish to many buyers would prefer
contracts with processors in which fish prices are fluctuating. These results marginally (p<.10)
support the hypothesis. Although the results marginally support the hypothesis, they could
partially explain the insignificant main effect for the fixed factory prices in view of the fact
that middlemen were equally divided. It could also be that middlemen already have some form
of contracts with processors through which they obtain price information. Consequently,
it might not have been a major motivating factor beyond the way they already obtain price
information. Finally, the results show that the more buyers the middlemen supply fish to, the
more they will prefer short-term (6months) contracts with processors. This is in line with

Hypothesis 14b.
5.6 Discussion and implications

5.6.1 Middlemen preference for contracts
The objective of this chapter was to investigate factors that may influence middlemen’s
preference for contracts that oblige them to promote sustainable and quality-enhancing
practices in their buying and supplying activities.

In the buying side, the results show that middlemen in general and in particular, those that
invest in fishermen, #rust fishermen, and are more dependent on fishermen prefer contracts
in which fish prices are fixed. These results can be understood from the fact that middlemen
may, first and foremost, want to secure fish supply which is increasingly uncertain as fish
production continues to decline. In fact, middlemen invest in fishermen in order to secure
fish supply (Chapter 3). Hence middlemen may want to retain (or attract) suppliers by giving
them price information. Middlemen may further want to protect their investments including
the information that they may give from fishermen’s opportunism. That is why they prefer
to give price information to trustworthy fishermen. Middlemen that are more dependent on
fishermen may provide price information in order to secure the relationship they depend on.
After all, according to Hewett and Bearden (2001), highly dependent middlemen may not
fulfill their business activities without the relationship with particular fishermen. Hence, it is
logical that such middlemen need to secure their relationships by, in this case, providing price
information.

The results show that the effect of selecting contract suppliers, i.c., between current and new
fishermen, wasindicatively significantin the main effects only model. The effectis notsignificant
in the moderating effects model. Interestingly however, middlemen are split over contracting
current or new fishermen. On the one hand, middlemen that incur more quality losses and
also those that tend to have a higher degree of conflicts prefer contracts with new fishermen.
This is understandable because without good quality, middlemen may not be competitive in
their transactions with processors. Similarly, middlemen would naturally avoid engaging into
contracts with fishermen they obviously have conflicts with. On the other hand, middlemen
that trust fishermen and have also invested in fishermen prefer to have contracts with the
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same fishermen. This means that contracts may not necessarily disrupt existing relations with
fishermen, instead they may strengthen some of them.

Further, the results show that middlemen generally prefer shorz-term contracts with fishermen.
This is particularly the case for middlemen that experience increasing supply uncertainty.
Such middlemen may want to switch suppliers in the event that the contracted fishermen are
opportunistic both in terms of having extra-contractual sell of fish or reverting to unsustainable
fishing practices. This means that fishermen that do not comply with the terms of contracts,
i.e., sustainable and quality - enhancing practices may easily be identified and left out of the
channel. Such fishermen may later be compelled to engage in sustainable practices or remain
out of business, i.e., out of the international channel.

In the supply side, the results show that middlemen generally prefer long-term contracts with
processors. This can be explained by the fact that it may be difficult for the middlemen to
secure supply contracts due to the limited number of buyers. Hence, middlemen may want to
secure long-term contracts to minimize risks of failing to get another supply contract. This is in
fact supported by the fact the middlemen that currently secure multiple contracts prefer short-
term contracts with processors. For these middlemen, the risks of having no supply contracts
may be small. Further such middlemen may not want to be locked up to a particular processor
for long in the event that they may miss emerging competitive conditions with other buyers.

Although the main effects model does not show significant preference for fixed factory price,
the moderating effect model shows that middlemen that supply fish to more than one buyer
prefer contracts with processors in which fish prices are fluctuating. This is understandable from
the network theory (e.g., Granovetter, 1973) that such middlemen may get price information
anyway from other network nodes. Such middlemen may want to take advantage of the price
differences between buyers in order to decide to supply more fish and when.

Unlike in the buying side, in the supply side, middlemen’s social relations, i.e., t7ust, dependence
and conflict with processors do not significantly moderate middlemen’s preference for the
terms of contracts. We can attribute these results to the structure of the chain. According
to our estimates, about 60-70 middlemen supply fish to 6 processing factories in Kenya.
Although each processing factory relies on a number of middlemen, this structure alone gives
much power to the processing factories that may disadvantage middlemen. For example,
processors may easily engage or disengage middlemen because as Heide and John (1992) note,
processors may use their structural power (i.e., market concentration) to exercise control over
middlemen. In return, whether middlemen have good or bad relations with processors might
not matter as long as they (middlemen) secure their businesses and more so, their livelihoods.
With such a structural power for processing factories, their social relations with middlemen
may in fact help them to select the middlemen that suit their interests. The implication of these
results could be that middlemen especially those that cannot secure multiple contracts may
be desperate to accept any contract terms the processors may offer provided it secures their
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livelihoods. Alternatively, it could be that middlemen might think that whether or not they
prefer better terms of contracts, processors will still offer what they want anyway.

5.6.2 Middlemen/fishermen relations

In view of the similarities of some of the contract attributes and moderating effects tested for
fishermen and middlemen, the results of this chapter raise some implications for the feasibility
of contracts to promote sustainability and quality-enhancing practices between middlemen
and fishermen. Table 5.7 summarises some of the common factors between fishermen and
middlemen results.

One of the motivating factors for fishermen to engage in sustainability and quality-enhancing
contracts is access to price information. The fact that middlemen also generally prefer contracts
with fishermen in which fish prices are fixed implies that middlemen and fishermen may, on
that note, engage in sustainability and quality- enhancing contracts. In addition, conflicts
between fishermen and middlemen increased fishermen’s preference for contracts in which fish

Table 5.7. Preferences for common terms of contracts for fishermen and middlemen.

Terms of Fishermen Moderating Middlemen Moderating Remarks

contract preference factors preference factors
Price Fixed prices  Conflict with ¢ Fixed * Conflict with * Middlemen and
information middlemen prices with fishermen fishermen may engage
fishermen ¢ Dependence in contracts
* Fluctuating on fishermen * Conflicts between
factory price * Number of middlemen and
buyers fishermen may be
minimized
Selection Processors  Conflict with ¢ New * Conflict * Some middlemen and
of contract middlemen fishermen with current  fishermen may engage
partners » Current fishermen in contrac

fishermen  * Quality loss * Some fishermen may
* Investmentin  engage in contracts

fisherman with processors
* Trustin
fishermen
Enforcement Buyers should * Results not * Fishermen prefer
not buy fish significant private policy
caught with enforcement
bad gears sustainable fishing
practices
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prices are fixed and also contributed to fishermen’s preference for contracts with processors.
The fact that middlemen also prefer contracts with fishermen in which fish prices are fixed
implies that conflicts between fishermen and middlemen (often over fish prices) would be
minimised. In that way, fishermen and middlemen may understand each other and promote
sustainable and quality-enhancing practices for their mutual benefits.

However, conflict of interest may come in with fishermen’s strong preference for contracts
with processors unlike middlemen. Fishermen prefer contracts with processors irrespective
of whether they trust middlemen. Fishermen’s strong preference for contracts with
processing factories could be a result of expected economic benefits. Fishermen’s intuition
as well as knowledge that middlemen, after-all, benefit from the processors may influence
their expectation for better gains with direct transactions with processors. Hence, although
fishermen have for long depended on middlemen for fish markets and to some extent, access to
fishing gears, they may just need to try alternative market outlets now that a chance arose with
contracts. This is similar with middlemen who incur more quality losses and have high conflict
with the fishermen they currently transact with prefer contract with new fishermen.

In short, whatever the motive behind the fishermen’s preference for contracts with processors,
this conflict of interest in selection of contract partners may endanger middlemen’s position
in the channel. The implication of these results would be that some fishermen may engage in
contracts with middlemen while others may engage in contracts with processors, i.c., assuming
that processing factories are willing to do so.

5.7 Study limitations and future research

Despite the support for our conceptual framework, a number of issues may be raised for
improvements in future research. The study relied on the theoretical framework of TCE,
social and networks on the presumption that information asymmetry and opportunism that
often motivate the use of contracts can be addressed. However, these arguments have not been
adequately supported especially in the supply side of the middlemen. For example, although the
TCE argues that middlemen would engage in contracts to minimise information asymmetries
(Williamson, 1985), we find support for that in the purchase side of middlemen but not in
the supply side. In the supply side, middlemen not only face an oligopsony market but also
buyers of much more larger scale of operation. Hence future research may thus consider other
contextual factors as well as contract attributes to investigate what may motivate actors in an
oligopsony facing large-scale actors to engage in contracts.

Although arguments for the relationships between social relations such as trust and contracts
have been conflicting (see Larson, 1992; Uzzi, 1997), we followed the argument that trust and
contracts could be complementary (Poppo and Zenger, 2002) such that trust would positively
moderate preference for particular contracts with fishermen and processors. Whereas we find
strong moderating effect for trust in the purchase side, we do not find any moderating effect in
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the supply side of the middlemen. Similarly, we find no moderating effect for dependence and
conflicts in the supply side. Future research may consider more variables such as cooperation,
satisfaction and power relations to establish what might influence the type of contracts actors
that face an oligopsony and comparably very large-scale transaction partners might prefer.

Another point that this study could not establish is the interactions within the model.
Although, it was logical that interaction within the model could have been tested, i.e., whether
the preferences for particular contracts in the supply side could have influenced or been
influenced by preferences in the purchase side, the fractional factorial design that was used
in the study analyzes main effects only. Allowing for interactions could have increased the
number of contracts the middlemen could have evaluated. We therefore consider this study
as an exploratory study whose findings may be enhanced by more in-depth future research.
Future research should therefore consider possible interactions which could perhaps give more
insights in the effect of the double loyalty that middlemen face. However doing so would not
only increase the number of profiles but it would also need different conjoint approaches such
as the adaptive or the trade-off methods that are capable to handle more profiles (Hair ez 4L,
2001).

Another limitation is the sample size. While it was not possible to get more than 48
middlemen, the fact remains that sample size is relatively small and it may have consequences
on the generalizability of the results. Although we informally estimated that there could be
about 60-70 middlemen operating in the channel in Kenya, no one knows for sure, the exact
number of middlemen in the chain. It is therefore important that further studies put more
time than rendered in this study to trace most, if not all, middlemen.
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Appendices

Appendix 5.1. Multi-item measurements scales
This appendix provides information on the measurement scales i.e. source of the scale, factor
loadings, T-values, eigenvalues for items and Cronbach alpha.

I. Trust on fishermen Factor loadings T values
(alpha = 0.875; eigenvalue = 2.902)

My fisher is very sincere 0.86 6.66

My fisher has a good reputation 0.78 5.68

My fisher always fulfils his promise 0.87 6.76

My relationship with this fisher is satisfactory 0.67 4.69

All items adapted from Andaleeb, (1995)

2. Trust on processors Factor loadings T values
(alpha = 0.907; eigenvalue = 3.147)

This processor is very sincere 091 774

This processor has good reputation 0.87 7.26

This processor always fulfils his promise 0.75 5.74

My relationship with this processor is satisfactory 0.85 6.93

This processors is very dependable Dropped

All items adapted from Andaleeb, (1995)

3. Dependence on fishermen Factor loadings T values
(alpha = 0.825; eigenvalue = 2.25)

| can easily find other fishers to buy fish from (R) 0.80 5.88

| fully depend on this fisher for my business 0.68 4.85

| can easily buy fish even if this fisher stops selling fish to me (R) 0.90 6.75

| can easily find a better fisher than the current one (R) Dropped

All items adapted from Jap and Ganesan, (2000)

4. Dependence on processors Factor loadings T values
(Alpha = 0.805; eigenvalue 1.674)

| can easily find another factory to buy my fish (R) 0.55 2.08

| can easily sell fish even if this factory stops buying from me (R) 0.93 2.34

| fully depend on this factory Dropped

| can find a better factory than this current one Dropped

Items adapted from Jap and Ganesan, (2000)
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5. Conflict with fishermen Factor loadings T values
(Alpha = 0.675; eigenvalue = 2.48)

The relationship between me and this fishermen is very good (R) 0.76 891

We have significant disagreements in our business relationship 0.73 7.44

We frequently quarrel with this fishermen over issues of our business Dropped

Adapted from Jap and Ganesan, (2000)

6. Conflict with processors Factor loadings T values
(Alpha = 0.785; eigenvalue = 2.98)

The relationship between me and this processor is very good (R) 0.67 10.95

We have significant disagreements in our business relationship 0.73 9.24

We frequently quarrel with this processor issues of our business Dropped

Adapted from Jap and Ganesan, (2000)

4. Supply uncertainty ¢ Factor loadings T values
(alpha = 0.85; eigenvalue = 1.744)

It is easily to know how much fish supply one would get per trip now  0.76 3.24
than it was five years ago (R)

It is always certain how long one may take to load a truck than five 0.89 355

years ago (R)
Fish supply is increasing now because some traders have stopped
buying fish (R)

Dropped

¢ New Scale
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Appendix 5.2.Test Results for Discriminant Validity of Constructs

Chi-Square (and CFl) differences between constrained and unconstrained models ?

I 2 3
The purchase side
| Trust on fishermen -
2 Conflict with fishermen 57.22 (-0.17)® -
3 Dependence on fishermen 51.83 (-0.28) 47.01 (-0.49) -
4 Supply uncertainty 27.61 (-0.24) 21.91 (-0.31) 25.75 (-0.47)
The supply side
| Trust on processors -
2 Conflict with processors 104.68 (-0.14) -
3 Dependence on processors 19.28 (-0.15) 20.17 (-0.14) -
4 Supply uncertainty 22.97 (-0.21) 23.56 (-0.15) 24.93 (-0.67)

aThe critical value (AX2 > 3.84) was exceeded in all tests
b Should read as X2 of the constrained model including trust and conflict is 57.22 higher than the X2 of

the same model when unconstrained. CFl of the constrained model is 0.17 lower than the CFl of the

free model.

Appendix 5.3

The discriminant validity tests following Fornell and Larcker, (1981)

Construct | 2 3 4

| Trust on fishermen 6442

2 Conflict with fishermen 314 601

3 Dependence on fishermen 134 .026 .685

4 Supply uncertainty .073 .020 .023 774
| Trust on processors 718

2 Conflict with processors 397 659

3 Dependence on processors 325 .084 578

4 Supply uncertainty .058 .044 137 746

2The diagonal gives the average variance extracted by the construct and the off diagonal gives the shared
variance between constructs. In all the constructs the variance extracted by the constructs is greater

than corresponding shared variance.
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Appendix 5.4

This appendix gives the distribution of utilities to show how middlemen prefer the different

attribute levels.
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Chapter 6

Implementing sustainable and quality-
enhancing practices in the Nile perch channel:

the role of the downstream channel members
and other stakeholders

6.1 Introduction

The preceding Chapters (3 and 4) identified the market failures that fishermen face to
improve welfare and implement sustainable and quality-enhancing practices. The chapters
also determined how fishermen address or prefer to address the problems through contracts.
Chapter (5) identified double loyalty of middlemen to suppliers (i.e., fishermen) and
downstream members (processing factories) as an important factor to implement sustainable
and quality-enhancing practices. Although middlemen see the socio-economic problems and
are concerned about the long-term availability of Nile perch, they are also constrained by profit
considerations. This chapter analyses the downstream partner’s involvement in establishing a
better balance of the people, profit and planet in the channel (Brundtland, 1987). Specifically,
the chapter considers downstream channel members: the local processing factories, importers
and retailers. We also consider other stakeholders that are not directly involved in the channel
transactions, but are nonetheless important partners to the channel especially in promoting
the planet and people dimensions. We refer to this group as the “special interest group”
which includes nature conservation and environmental certification organizations, the donor
community and non-governmental organizations.

In order to analyse the downstream involvement in establishing a better balance of the PPP
issues, we build on corporate social responsibility (CSR) literature (Maignan, Ferrell and
Hult, 1999; Prahalad and Hart, 2002). CSR is about the firms’ responsibility and action to
establish a better balance of the PPP aspects in their activities (Prahalad and Hammond, 2002;
Maignan and Ferrell, 2004; Smith, 2003). To-date, CSR literature has predominantly studied
the business-society relationship in the context of individual companies (Bhattacharya, Smith
and Vogel, 2004; Mackenzie and Podsakoff, 1999; Maignan. and Ferrell, 2003). This chapter
extends the analysis to channel-society context where the success of one channel partner’s
responsibility and actions in balancing the PPP issues may influence or be influenced by other
members in other stages of the channel. The chapter therefore undertakes a case study to
generate an understanding about how and why different downstream channel members may
take responsibility and action to establish a better balance of the PPP issues in the Nile perch
channel (Yin, 2003; Eisenhardt, 1989a). Comparable to the structure-conduct performance
perspective on business strategy (Porter, 1980), we argue that the position of a firm in the
channel determines its conduct regarding its responsibility and actions to establish a better
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balance of the PPP aspects in the channel. Specifically, the chapter generates propositions
about how and why downstream channel members may take responsibility and action to
establish a better balance of the PPP issues in the channel.

The rest of the chapter is organised as follows: Section 6.2 outlines the conceptual framework
about downstream companies’ interests in being involved in solving the welfare, sustainability
and quality problems in the upstream. Section 6.3 outlines the study methodology. The
methodology outlines the respondents and the case study protocol that was followed to ensure
reliability of the results. Section 6.4 presents the results and discussion while section 6.5 gives
study implications and prepositions.

6.2 Conceptual framework

CSR literature recognizes two fundamental motivations for firms to take responsibility
and actions to establish a better balance of the PPP issues in the total chain, i.e., resource-

dependence (Pfeffer and Salancik, 1978) and legitimacy (Suchman, 1995).

The resource dependency theory states that “an organization must attend to the demands of
those in its environment that provide resources necessary and important for its continued
survival” (Pfeffer, 1982, p 193). Stakeholders in each organizations’ environment provide
different resources which according to Maignan and Ferrell (2004) may vary in importance to
the firm. For example, employees provide labour and expertise; shareholders provide capital;
customers provide loyalty and regulators can give legal permission to expand facilities. As
such, the stakeholder community may have the power to withdraw their resources from the
organization if their demands are not attended to (Maignan and Ferrell, 2004). The potential
consequences in the event that stakeholders withdraw their support from an organization
are what motivate the organizations to attend to the needs of their stakeholders. In that
way, organizations protect their access to the resources that the stakeholders control and/or
provide to the organization (Hill and Jones, 1992). Following this understanding, fishermen
and local upstream communities, as primary custodians of the Nile perch fishery, fall within
the environment of those providing resources (i.c., fish supply) to downstream channel
members.

Legitimacy is defined as “a generalized perception or assumption that the actions of an entity
are desirable, proper or appropriate within some socially constructed systems of norms, values,
beliefs and definitions,” (Suchman, 1995, p574). In order to be legitimate, a firm should thus
align its activities to the predefined norms in the institutional environment in which it operates
(Grewal and Dharwadkar, 2002; Suchman, 1995). Deterioration of a channel’s legitimacy may
send a warning to the channel that it no longer adheres to the norms of expected behaviour and
conduct. The legitimacy of the Nile perch channel, for example, has recently been questioned
in terms of poverty and food insecurity among local communities around Lake Victoria
amidst decades of increased Nile perch exports to lucrative EU markets (see the Darwin’s
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Nightmare documentary, Sauper, 2004). The poverty and increasing food insecurity among
local communities signals that the local governments do not protect the vulnerable segments
of the society against market failures. It also sends a warning that perhaps the downstream
channel members do not equitably reward the primary producers for their contribution to
the channel or that they simply do not care about the upstream members. Following these
considerations, the downstream channel members are legitimate stakeholders to protect - or
help to solve the problems - that upstream channel members face if the channel as a whole is
to remain legitimate in the society.

Whereas resource dependence and legitimacy may not be mutually exclusive, their relative
importance may differ depending on the position of the channel members in the channel.
Currently, there is no coherent theory on CSR in the marketing channels. This chapter
generates propositions about why and how downstream members may take responsibility
and action to account for the PPP issues in the Nile perch channel by analysing; (1) channel
structure, and (2) awareness about -, (3) responsibility over - and (4) willingness to take action
to solve the upstream PPP problems. These will be the guiding case study concepts in this
study.

6.2.1 Case study concepts

Channel structure: The configuration of the channel and the position of the firm in the
channel may have implications for channel relations such as channel power (Stern, El-Ansary
and Coughlan, 1996; Coughlan ez 4/., 2001). For example, the concentration of actors in the
channel or possession of unique resources may give a channel member power to influence the
activities of the other channel members (Heide, 1994). Market power is increasingly becoming
evident in the Western developed economies, for example, where supermarket chains are
increasingly occupying a powerful position in the food marketing channels. We will briefly
examine the structure of the downstream part of the Nile perch channel especially in relation

to how it may influence the channel members responsibility and actions to solve upstream
PPP problems.

Awareness about upstream problems: Intuitively, one cannot help to solve a problem that one is
not aware of. Considering the length of the Nile perch channel some players may be physically
disconnected. Consequently, there is no guarantee that all downstream members that may
be willing to help to solve upstream PPP problems are well informed about the problems.
Intermediaries may benefit from information asymmetry between suppliers and customers
(consider price information). Therefore, concealing problems may be in the (short-term)
interest of intermediaries or may be a routine behaviour whereby they may deliberately lie or
misrepresent the facts to their downstream members (Wathne and Heide, 2000). Further due
to information asymmetries, the downstream firms may fail to detect opportunism in their
upstream suppliers (Kirmani and Rao, 2000; Wathne and Heide, 2000). This, in turn, may give
the intermediaries the opportunity to pursue opportunistic actions without being detected. As
upstream problems could be numerous, this study focuses on the PPP problems (i.c., welfare,
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quality and sustainability) in the Nile perch channel. This study therefore investigates the
extent to which the downstream channel members are aware of upstream PPP problems.

Responsibility over upstream problems: Being aware of the upstream problems is one thing,
taking or accepting responsibility over the problems is another thing. This study analyses
whether or not the downstream firms take responsibility over upstream problems. This
is important considering that the downstream and upstream parts of the channels are not
mutually exclusive, what happens in the downstream may drive what happens in the upstream
and also vice versa.

Willingness to help to solve upstream problems: Accepting (or denying) responsibility over
upstream problems may not necessarily translate into willingness to help to solve the problems.
It may not always be the case that one only helps to solve problems that one feels responsible
for because different people may have different motivations for helping other people. For
example, while other people may feel morally responsible to help some people, others may
only help if there are mutual benefits attached to their help. This study investigates whether
or not downstream channel members would be willing to help to solve upstream problems
irrespective of whether they are responsible for the problems or not.

The downstream firms’ involvement in solving upstream PPP problems might be beneficial
both for the upstream parties and the firms themselves. CSR literature shows that engagement
in CSR activities may improve economic performance for the companies (Bhattacharya and
Sen, 2004; Maignan, Ferrell and Hult, 1999). In case of enhanced sustainability and quality,
local communities will have access to fish for food while the downstream will have long-
term fish supply for their businesses. However, such benefits may not always be obvious. For
example, Sen, Bhattacharya and Korschun (2006) argue that the impact of CSR in the real
world is less pervasive than so far acknowledged because its impact on company’s performance
may depend on other factors such as quality of the company’s products, the type of CSR
activities and stakeholder attributions about the genuineness of the company’s motives (Sen
and Bhattacharya, 2001). Hence, companies may be involved in activities to secure solutions
to the PPP problems only to the extent that their involvement fits into their strategies or at
least present an opportunity to create shared value for both the society and the company
(Porter and Kramer, 2006). So, companies may set conditions for their participation in the
activities that promote a better balance of the PPP issues to secure their economic gains. This
study investigates the conditions that may motivate the downstream channel members to
actually help to solve upstream PPP problems.

6.3 Study methodology
6.3.1 Sources of data

Before data collection commenced, results from the upstream, ie., from fishermen and
middlemen, were analysed to identify major problems and opportunities to improve
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sustainability and quality in the upstream. For data collection, triangulation was applied,
i.e., use of different sources of information (Yin, 2003; Eisenhardt, 1989a). We analysed
websites and information fliers to familiarise ourselves with CSR activities in the fisheries
sector. Also websites of a number of environmental certification organizations were reviewed.
In addition to these sources of data, interviews were conducted with local processing factories
and exporters, importers, retailers and special interest groups. During the interviews, further
relevant reports and information fliers were also collected from the respondents.

6.3.2 Respondents

The study involved consecutive stages of the channel from local processing factories in Kenya to
retailers in the Netherlands. The Netherlands was chosen because of ease of access, budgetary
and time constraints to reach out to importers in other parts of the EU. More importantly,
the Netherlands is one of the major importing countries for Nile perch in the EU (see www.

globefish.org).

Respondents were selected on prior knowledge that they are involved in the Nile perch
channel. Interviewing respondents that were already involved in the Nile perch channel was
necessary to enable us to address issues specific to the Nile perch channel which other actors
may not have been aware of. In the end, we interviewed local processing factories and exporters
in Kenya, importers and retailers in the Netherlands and special interest groups®.

Local processors and exporters: Four local processing factories were interviewed through factory
managers and quality controllers. One of the factories had been processing Nile perch for 5
years. Another one has been processing Nile perch for 13 years while two factories have been
processing Nile perch for 14 years. The four factories had an installed processing capacity of
15,25, 30 and 40 tons/day. In the preceding year to the study, these factories utilized between
30 to 60% of their installed processing capacity. These processing factories are members of the
fish exporters association of which the executive officer was interviewed.

Importers: Two importers in the Netherlands were interviewed through a plant manager
and a managing director. The two importers are among the major Nile perch importers in
the Netherlands. Both importers have been importing fish from Lake Victoria since 1990s
when Nile perch exports started. Hence, they have good knowledge of the Nile perch export
channel. One importer imports Nile perch from the three bordering countries while the other
one imports mainly from Tanzania.

Retailers: We interviewed one major retailer and one relatively small, fish specialty shop both
also in the Netherlands. Both have been trading in Nile perch products since 1990s. At the

8 We refer to companies interviewed by their generic names as local processors, importers or retailers and
special interest groups for those not directly involved in the channel. However, where necessary the names of
the organizations will be given. This is done to ensure uniformity of some of the respondents who requested
anonymity
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major retailer, we interviewed a quality manager while at the fish specialty shop, we interviewed
the owner. Although consumers constitute an important part of the channel, they were not
involved in the study because we were faced with time and budgetary constraints.

Special interest groups: We interviewed the World Wildlife Fund (WWF) in the Netherlands
through the Head of Oceans and Coasts program. The WWF is one of the international
nature conservation organizations actively involved in promoting sustainable fisheries through
direct support to local communities to engage in environmental protection activities, and
through lobbying for policy changes or through public awareness campaigns (www.wwf.org).
We also interviewed the Dutch Fish Bureau (www.dutchfish.nl) through the Director. The
Fish Bureau provides statistics and databases of the Dutch fish industry, fish exporters and
importers among other information. It also gets involved in promoting sustainable fisheries
through lobbying for policy change as well as running awareness campaigns among various
stakcholders and promoting environmental certification (www.dutchfish.nl).

Other special interest groups were identified through an international workshop on the
feasibility of eco-labelling of Lake Victoria fisheries in Nairobi (4-6™ October, 2006). The
workshop attracted over 40 participants from various public institutions, non-governmental
organizations, business sector, research institutions, donor community e.g., the GTZ
(Deutsche Gesellschaft fiir Technische Zusammenarbeit), nature conservation organizations
such as WWF (Tanzania) and the World Conservation Union (IUCN) (www.iucn.org), the
environmental certification organizations such as the Marine Stewardship Council (MSC)
(www.msc.org) and Naturland (www.naturland.com), fishing processing and exporters, the
umbrella body for the Lake Victoria fisheries - the Lake Victoria Fisheries Organizations
(LVFO). Besides the general workshop discussions that centred on how to promote sustainable
practices in Lake Victoria, we had private discussions with a number of participants such as
from WWF (Tanzania), Naturland, non-governmental organizations and LVFO.

6.3.3 Case study protocol

Advance preparation, i.e., having a summary of the preliminary results from fishermen and
middlemen, and some background information about the CSR activities in the fisheries
sector enabled us to develop guiding questions that were appropriate for the respondents in
their respective positions in the channel as well as for the special interest groups. In general,
however three underlying questions were used to guide the interviews in line with our case
study concepts, i.e.:

e The extent to which respondents were aware of the upstream problems.

e The extent to which respondents feel responsible for the problems.

e The extent to which respondents were willing to help to solve the problems.

The interviews were semi-structured to allow flexibility towards specific respondents and

two-way discussion with respondents while maintaining focus on the major issues to be
discussed (Stewart and Shamdasani, 1990). The interviews started with a basic introduction
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of the research objectives before specific issues about welfare, quality and sustainability were
discussed (Yin, 2003). The opening questions varied across respondents reflecting their
positions in the channel. For example, local processors were asked about their perception
about the sustainability of the Nile perch and the quality of fish they buy from the middlemen.
The importers and retailers were asked about their experiences with the Nile perch products
especially in terms of supply quality and quantity. The special interest groups were asked if they
had been involved with Nile perch fisheries and if they were aware of any problems associated
with Nile perch fishery and channel.

After an introductory discussion, we were able to know the extent to which respondents were
aware of specific problems regarding welfare, quality and sustainability and other marketing
related problems that fishermen face in their transactions. That helped us to explain the
situation in the upstream depending on how much the respondent knew already. Following the
description of the upstream situation, a discussion followed on who and why the respondents
thought to be responsible for the problems. This discussion enabled us to understand whether
the firms take or shift responsibility over the problems. This discussion culminated into the
last phase of the discussion about whether or not respondents were willing to help to solve
the problems irrespective of who was responsible for the problems. This discussion enabled
us to identify the boundary conditions which respondents felt were crucial for the successful
solution to the problems.

The interviews in the Netherlands were conducted by two researchers, both taking notes and
asking the questions. Interviews with processing factories were conducted by a researcher and
a research assistant. Interviews were transcribed immediately after the interviews for further
processing and issues requiring clarification were verified with respondents through repeat
visits especially with the local processors or email or telephone communication as well as
further browsing on websites where necessary for the importers, retailers and special interest
groups. Two local processing factories were revisited and a couple of e-mails were exchanged
with others. Each personal interview, except those that were conducted at a workshop, lasted
for about an hour which is in line with Yin (2003) who suggests that interviews may take
about 1 hour. Interviews at the workshop were conducted before or after workshop sessions.

6.3.4 Data analysis

On the basis of the interviews and information retrieved from desk research, a summary report
was compiled highlighting the main issues covered. The summary report was used in the analysis
about the level of awareness about the upstream problems, responsibility and willingness to
help to solve the problems. We compared the results across the stakeholder groups, i.c., the
channel members and the special interest groups and along the three main case study concepts.
By comparing the results across respondents particularly those actually involved in the channel,
we managed to isolate factors that may explain why and how downstream channel members
take responsibility and action to solve the upstream PPP problems (Eisenhardt, 1989a).
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6.4 Results and discussions

6.4.1 Channel structure

In all, there are 35 processing factories in Lake Victoria region, i.., 16 in Uganda, 13 in
Tanzania and 6 in Kenya. These factories export fish to different parts of the EU. The EU
takes up about 80% of Nile perch exports by volume (www.globefish.org). There are about 23
fish importers and exporters in the Netherlands that are involved with Nile perch products
(www.dutchfish.nl).

In Europe, most of the food products are traded through supermarkets. In the Netherlands,
for example, about 75% of the total food sales is accounted for by supermarkets and of these,
over 80% is accounted for by four major supermarkets (Roex and Miele, ed., 2005). In 2005,
about 54% of fish products were traded through supermarkets, 25% through the fish specialty
markets and 21% through other marketing channels such as the open food markets (see www.
hbd.nl). Consequently, the large market share for the supermarkets gives them market power
in the food marketing sector to set and enforce standards on their suppliers. The retailers’
structural power is further enhanced by the fact that the majority of the products pass
through a small number of buying desks. For example, there are 7 buying desks for all the
major supermarkets in the Netherlands (Roex and Miele, ed. 2005). This means that suppliers
and manufactures may not easily avoid enforcing standards by changing retailers because they
would meet the same buying persons for the different supermarkets. With such structural
power in the food marketing sector, retailers manage to impose their standards such as the

EurepGap on suppliers.

6.4.2 Awareness about upstream problems

The results show that the level of awareness diminishes as we move from local processing
factories down to retailers. It should be noted that our study coincided with media attention
on the Nile perch channel due to the Academy Award - (Oscar) nominated documentary
Darwin’s Nightmare. The media attention contributed to the level of awareness about the
upstream socio-economic problems downstream (see Table 6.1).

Local processing factories and exporters: Processing factories were fully aware of the PPP problems
and the trend of events leading to the current state of affairs. This was largely expected given
their proximity to the local communities and that they have been operating in the region for
some years and experience serious supply problems. They have also suffered from export bans,
for example, imposed by the EU in mid 1990’s due to quality and safety concerns. Furthermore,
they currently fail to process adequate amount of fish due to inadequate supply.

Importers: Both importers were aware of the degradation of the fisheries. It is understandable
because they have been involved in the Nile perch chain for some years. One importer was
also aware of the poverty, food insecurity and how local traders rely on the factory by-products
as well as lack of quality-enhancing facilities in the landing sites. This importer, who once
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operated from the region, was among the first to export Nile perch in 1980s. The other
importer however was only aware of the poverty, food insecurity and reliance on factory by-
products by the local communities after he watched the Darwin’s Nightmare. It is “disgusting
and not acceptable for the channel and the respective government to let the people starve and yet
export everything. Where does all the export revenue go if not to improve the conditions of the local
commaunities,” he wondered.

Retailers: The fish specialty shop was not aware of any problem with Nile perch channel except
for the EU import bans that were imposed in late 1990’s due to safety problems. As a result of
this ban, the shop sells Nile perch as “Sea perch” for fear that some customers may not buy if
they realize that it was the same fish that was once banned. The major retailer was not aware
of the socio-economic problems. Our interviews with the quality manager revealed that lack
of awareness of upstream problems could be due to misinformation in the channel.

For example, in 2005, the retailer asked a foreign supplier (i.c., an importer from another EU
country) for information pertaining to the source of fish, including compliance with food
safety standards like HACCP and socio-economic issues surrounding the upstream part of
the channel. The importer went to Lake Victoria to collect information from the exporters as
requested. In return, the importer reported that, “everything was under control”; this implied
that factories were complying with HACCP, and that many people were employed in the
factories and fishing sectors, and that their lives were continuing to improve. Shortly after
receiving such feedback, the retailer watched the Darwin’s Nightmare documentary, which
showed extreme poverty in precisely the same area where the importer had earlier reported
differently. The example suggests that either the importer was protecting his image and business
relationship with the retailer by concealing the problems in the event that the retailer would
react negatively, and/or the importer was misinformed by the exporters who themselves want
to protect their business, or choose to ignore what happens to the local communities even
when they see it. This raises questions about information sharing in the channel.

In short, if it were not for media attention of the channel, the major retailer relying on
information from it suppliers may not have been aware of the socio-economic problems. This
raises the question about the integration of the channel.

Special interest groups: The special interest groups interviewed in the Netherlands as well as
some that were interviewed at the workshop in Kenya were not fully aware of the problems
surrounding the Nile perch channels. Such respondents heard about the problems in the
Nile perch from the workshop presentations. This is because they were not directly involved
with Nile perch and they had also come from Europe. However, some special interest groups
that are already working in the regions such as WWF (Tanzania), [UCN and the GTZ were
already aware of the problems.
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In short, the diminishing level of awareness as we move farther downstream suggests that
where many independent intermediaries are involved, it may be difficult to make all channel
members aware of the upstream problems. Furthermore, dealing with members might also
be difficult, particularly if they are thousands of miles apart. Hence firms that are farther
downstream may find it worthwhile to take a proactive approach to seck more information
about what is going on in the upstream to minimise being taken unaware when problems
surface (e.g., through the media).

6.4.3 Responsibility over upstream problems
Local processors and exporters: Local processors and exporters show mixed signals as to their
responsibility over the problems (see Table 6.2).

Although the government is responsible for protecting public interests, one manager believes
the processing factories are part of the problem and also part of the solution. “I do not entirely
blame the government, to be honest, we cannot be deliberately buying undersize fish and blame
the government for not stopping fishermen from using bad gears’, noted the manager when
commenting on the increasing use of bad fishing gears and declining Nile perch. All processing
factories noted that the government is responsible for providing necessary facilities at the
landing sites for good fish handling practices. For their part, they noted that they provide
refrigerated trucks to collect fish.

Importers: Although the importers are in the Netherlands, they too blame the local
governments for not protecting the poor and enforcing regulations for the sustainable fishing.
One importer, for example, noted that the government should protect the poor communities
by enforcing policy interventions to ensure food security. The importer also noted that the EU,
for example, focuses only food safety issues but not sustainability. The other importer, who
has been to the region many times and believes that he knows the behaviour of the fishermen
well, blames them for the problems in the communities. He noted that “Fishermen, do not
manage the proceeds of the catch very well. They tend to spend too much money on alcoholic
beverages and prostitution”. The importer also reported that “middlemen force processors to
buy also undersize fish together with fish of proper size”, which he claims forces the processing
factories to process and export undersize fish. As an importer, he noted that he is responsible
for the degradation because he accepts juvenile fish. He further blamed lack of cooperation
between the bordering governments and corrupt practices in the public institutions that affect
enforcement activities in the Lake.

Retailers: The major retailer noted that although as a company they only deal with very limited
amount of Nile perch, they feel responsible because as a corporate organization, they would
not want to see people who provide them with resources suffer. However, the quality manager
noted that he had not been aware of the grave problems in the upstream.
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The special interest groups: Although this group is not directly responsible for problems, they
noted that as nature conservation organizations they feel responsible to help to solve the
problems. Understandably, they are not responsible for contributing to the problems because
they are not involved in the daily transactions of the channel.

In summary, it is evident from the results that the responsibility over the problems in the
upstream is for all channel members, i.e., local processing factories, importers and retailers. It
is also the responsibility of the special interest groups and public institutions. The challenge,
however, is who and how to take the initiative to change the situation.

6.4.4 Willingness to help to solve upstream problems

Table 6.3 shows that the respondents’ willingness to help to solve upstream problems and some
of the prerequisite conditions that respondents feel are necessary for a successful solution to
the upstream problems.

Localprocessors and exporters: Although thelocal processing factories were fully aware of the PPP
problems in the upstream and accept responsibility, they had mixed reactions about whether
they should directly be involved in solving problems of fish degradation. Two factories, for
example, noted that they were willing to support programs that may solve the socio-economic
and ecological problems in the channel. One manager however, was categorical that “/z is the
responsibility of the government to stop bad fishing in the lake; we cannot monitor fishermen’.
A quality controller of another factory however had a different view noting that it is very
important for the processing factories to be involved in promoting sustainable and quality-
enhancing practices in the landing sites. “We always buy Nile perch of recommended sizes which
is the best way for us to contribute to sustainable fishing”

Although not all processing factories may immediately be willing to be directly involved in
promoting sustainable practices, one managing director noted that “as long as more factories do
the right thing, the few that may not be willing, will be compelled to do what the rest are doing.”
This illustrates that while some local processors may take a proactive approach, others may be
responsive to stakeholder pressure to promote sustainable and quality-enhancing practices.

In short, the results suggest that processing factories look for a level playing field where they
should all be involved in addressing the upstream problems. Nonetheless, the local processing
factories, on the one hand, fully depend on Nile perch because at their position, they may
not easily source raw materials from other suppliers from outside the Lake Victoria region. In
addition, Nile perch is currently the only fish that is processed for export markets which means
that processing factories risk closing their factories if Nile perch production continues to
decline (as some have already closed down — see Chapter 3). On the other hand, in the wake of
the negative publicity of the channel, for example, from the Darwin’s nightmare documentary,
the processing factories may also be responding to stakeholder pressure to do something about
the problems within their vicinity to improve the image of the channel.
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Importers: Both importers were willing to help to solve the problems of Nile perch degradation
not only for the benefit of the local communities and fishermen, but also for themselves. As
one importer noted, with increasing media attention given to the channel “we have had ro
answer many calls from our customers from all over Europe questioning what is happening in
the channel.” Both importers however noted that eco-labeling could be a long- term solution
for sustainability problems in the Nile perch. However, they both emphasized that the whole
idea of promoting sustainable practices should be “market-driven”, implying that there should
be sustainable market demand for certified fish products. One importer noted that “zhere is
need to control the retailers and consumers to create demand for sustainable fish products”. The
importer further acknowledged that special interest groups like Green Peace and WWF “help”
to improve the awareness among retailers and noted that such groups should in fact “continue
to put pressure on retailers” to demand sustainable products.

Although both importers noted that demand for certified products has steadily been growing
over the past few years, one importer noted that consumers do not always pay for certified
products especially if alternative fish is readily available and cheaper. He then noted that
importers may easily be compelled to demand sustainable products from their suppliers if
“retailers or consumers are willing to pay for the same” The importer noted that at the moment
the benefits from certification do not always justify the costs because he argued that “price
margins between certified and uncertified fish is not large enough” In this case, he suggested that
in order to motivate more consumers to buy sustainable products, there is need to demonstrate
to them for example “if premium prices for sustainability really translates into sustainability
on the ground”. This, he emphasized, is lacking in the current market information about
certification and which may motivate more consumers to buy certified products. For example,
it is indicated on the information fliers of one of the importers that the Nile perch channel is
“controlled from the lake”. While this could assure customers that everything in the channel is
under control, the importer however acknowledged during the interviews that they only offer
logistical support from the factories.

The importer’s argument that promoting sustainable practices should be market-driven could
be seen from two perspectives. First, importers may not necessarily depend on Nile perch
because they may easily source fish from other sources around the globe. Consequently, they
may not be committed to promote sustainable products if there is insufficient demand for it.
As such, importers’ willingness to help to solve the upstream problems might be due to pressure
from the negative publicity of the channel. The worst case scenario would be that importers
may abandon the Nile perch channel and start importing fish from other sources for which
there might be less stakeholder pressure. As Maignan, Ferrell and Hult (1999, p456) note,
“a responsive organization may choose to address social pressures by moving to a less demanding
environment or by altering social expectations through activities such as lobbying.” One of the
importers, for example, already noted that the company is becoming less dependent on wild
fish because supply from aquaculture production facilities, such as the Pangasius from the
Mekong delta region is growing very fast and it is cheaper. Secondly, it may also be a question
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of channel power. For example, in their position as intermediaries and being less powerful than
retailers, the importers may be right that they may easily respond to pressure from retailers
than for them to put pressure on the retailers.

However, the importer suggested that the best way for processors, importers and retailers
to help to solve problems in the Nile perch channel could be to contribute to charitable
organizations such as UNICEF to run CSR programs to alleviate poverty or to nature
conservation organizations such as Green Peace or WWF or others which could run micro-
projects among fishermen to enable them to access recommended fishing gears for sustainable
fishing and tools for improving quality.

Retailers: Despite the limited information that the retailers had about upstream problems,
retailers generally were willing to help. The fish specialty shop owner, for example, noted that
if the channel can certify with MSC, he would be willing to sell certified fish which he believes
would easily sell in his local market.

The major retailer was also willing to help to solve the upstream problems but indicated that
it was not certain how to help and that more information was needed. Although the quality
manager admitted that Nile perch is not a significant proportion of the fish products, he noted
that once he gets adequate information, he would take up the issue of Nile perch with the
board of the company and other major stakeholders such as those involved in the EurepGap
to find out how they can help in solving the problems. The retailer posted a similar response
on its website in response to the Darwin’s Nightmare documentary indicating that it will not
stop buying Nile perch but instead it would work with other partners to improve the situation.
He also noted that since as a company they are some stages away from the primary stages, it
would be difficult for them to be physically involved in the primary stages but instead, he
would be willing to work with special interest groups that may directly work with fishermen
and local communities.

The willingness of the retailers to help to solve the problems may not be unexpected. Although
the retailers might not necessarily depend on Nile perch fish, they may need to protect their
image. In view of their visibility in the food marketing channels, major retailers may easily
be targeted by the environmental campaigners and may be extremely vulnerable to negative
publicity. Consequently, retail chains try to listen and watch market signals closely and then
react efficiently. Alternatively, the retailer may use its power in the channel to influence change
on their suppliers.

Special interest groups: The special interest groups were willing to help to solve the upstream
problems. For example, the WWF (Netherlands) noted that as a nature conservation
organization, they are overly concerned about the degradation of the fisheries around the globe
and that they would be willing to help to solve the problems. The respondent noted that like in
other places around the world, “funding for sustainable fisheries programs for poor communities
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would not be a problem.” WWF helps local institutions and communities to source funds to
promote environmental programs such as sustainable fisheries. Although WWF has not yet
been involved with Nile perch, he noted that helping the local communities in Lake Victoria
would be in line with their mandate and strategy to promote sustainable fisheries. However,
he noted that there is need for local institutions and clear standards for sustainable practices
such as defining fishing zones, fish sizes and type of fishing gears. To that, he was pleased to
note that local institutions composed of fishermen and local leaders within the villages already
exist that implement sustainable practices and that standards for implementing sustainable
fisheries already exist in the legal frameworks in the region.

Other special interest groups also expressed strong willingness to support sustainable practices
in Lake Victoria. For example, in the wake of the need for eco-labeling of the Lake Victoria
fisheries, MSC and Naturland — both certifying organizations noted that they would support
the certification process. Naturland, for example, noted that they would be willing to start
pilot projects with selected sites and groups of fishermen where they could start to monitor
sustainable practices pending possible certification. There is also willingness in the donor
community to improve both sustainability and livelihoods of the small-scale fishermen and
fishing communities. For example, starting with the workshop on eco-labeling of Lake Victoria
fisheries, GTZ together with MSC and Naturland are planning pilot eco-labeling projects in

the three countries bordering the lake.

In short, special interest groups such as the WWF and certification organizations might be
willing to help solve the problems of fisheries degradation as this is why the organizations were
established in the first place. In the case of the donor community, it is part of their mission to
help to alleviate poverty in developing economies. Nonetheless, their willingness to help to
solve the problems in the Nile perch signals an opportunity to approach the problems from
both ends, i.e., putting pressure in the downstream and also supporting upstream primary
producers to implement welfare, sustainable and quality-enhancing practices. That way, the
intermediaries such as the importers and retailers may be compelled to do something about
upstream welfare, sustainability and quality-enhancing practices.

6.5 Study implications and propositions

The objective of this chapter was to generate an understanding about how and why different
downstream members in the channel may take responsibility and action to establish a better
balance of the PPP issues in the Nile perch channel. This section discusses the implications
of the results and generates propositions about the level of awareness, responsibility and
willingness to take action to solve the PPP problems for the different members in the different
positions in the channel.

The results show that as the channel moves further downstream from local processors to the
retailers, dependence on Nile perch declines. This is the case because in the downstream, Nile
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perch as a commodity may easily be substituted with other fish products such that if there
are any problems with it, downstream members may easily switch to other fish products from
other sources around the globe. This is evidenced by the fact that one importer acknowledged
that he is becoming less reliant on wild fisheries as alternative sources from aquaculture
become readily available and even cheaper. It was also evidenced by the major retailer
who acknowledged that Nile perch constitutes a very small portion of their fish products.
Consequently, while importers and retailers may be concerned about fisheries degradation
in the global supply chain, the degradation of Nile perch may not significantly affect their
businesses. In the upstream however, the Nile perch may be less substitutable. In the Nile perch
channel, for example, local processing factories only process Nile perch and those that fail to
source adequate supply from Lake Victoria due to declining production either close down or
operate at low capacity with unlikely possibility to source from other sources in the region or
other sources around the globe.

As Porter and Kramer (2006) argue, companies may prioritize the social issues in their external
environment that significantly affect the company’s competitiveness or are significantly affected
by the company’s activities in the course of business. Where both of these do not apply, the
competitiveness of channel members farther downstream may not be significantly affected by
declining channel-specific resources such as Nile perch in our case. So we propose that:

P1: The farther downstream a company is in the channel, the less dependent it is on upstream
substitutable channel-specific resources

However, low resource-dependence on specific channel resources may not necessarily imply
that downstream firms may not be responsible for the upstream problems. Channel members
and other stakeholders may be involved in establishing a better balance of the PPP aspects
because they want to create benefits for others, or mutual benefits and/or reduce losses for
themselves. For example, the special interest groups, who are not necessarily involved in day
to day channel transactions, are willing to be involved to solve the upstream PPP problems
in the Nile perch channel for the benefit of the local communities and the sustainability of
the fisheries. The local processing factories and importers may be involved in order to create
mutual benefits for their business as well as for the communities. Perhaps, that is why they
seck joint responsibility over solving upstream problems. The retailers may be involved in
solving upstream problems to reduce losses that they may incur especially if special interest
groups mount negative publicity about the PPP problems in the channels that may damage
the retailer’s image. The negative publicity may create more losses for the retailers than the
actual upstream PPP problems. Further, the retailers are willing to work with special interest
groups. In that way, they may also minimise costs of being directly involved in dealing with
primary producers and local communities. They may also prevent further negative publicity
by the special interest groups that they would work with.
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Whatever the motivation, the results show that downstream channel members are more
responsive than being proactive in their willingness to establish a better balance of the PPP
issues in the channel. This responsive approach can be understood from the fact that although
Nile perch may easily be substituted by other fish supply from other sources, downstream
channel members may still be held responsible for the problems in the Nile perch channel.
Hence, the responsibility and actions of the channel members that are farther downstream to
help to solve the upstream PPP problems may not be driven by their dependence on the Nile
perch but by legitimacy pressure from stakeholders. Thus, we propose that:

P2: The farther downstream (upstream) a channel partner is in the channel of a substitutable
resource, the more its responsibility over specific upstream PPP problems will be motivated
by legitimacy (resource-dependence) arguments.

Since firms that are farther downstream may be less dependent on Nile perch, they may not be
aggressive or proactive enough to source information about specific upstream PPP issues in the
channel. The retailers, for example, were not aware of the PPP problems in the upstream of the
channel. Lack of awareness by the retailers shows that the channel is weakly integrated such that
importers and exporters operate as independent intermediaries. It may also come down to the
fact that the retailers at their position feel detached from the causes and consequences of the
specific upstream PPP problems in the Nile perch channel. Hence, in absence of other sources
of information such as media or other stakeholders, channel members farther downstream are
less likely to be aware of the PPP problems associated with upstream substitutable channel-
specific resources. We thus propose that;

P3: The less dependent a downstream company is on channel-specific resources, the lower the
awareness about upstream channel specific PPP problems (other things constant).

Whether downstream channel members are aware of and feel responsible for the upstream PPP
problems on the basis of resource dependence or legitimacy arguments, may not necessarily
mean that they may easily take action to solve the problems in the channel. Resource dependent
channel members may take action anyway to solve, for example, the sustainability problems
because their businesses may be more at risk if resources get depleted. For the channel members
that feel responsible only on the basis of legitimacy arguments may act only if other members
act, i.e., level playing field or if they have sufficient power to influence change. For example,
the importers noted that they are willing to solve the PPP problems in the Nile perch channel
but that there should be market demand. However, as the importers pointed out, the retailers
in their position and the market power that they have may easily influence change in the
upstream part of the channel. The retailers may also have appropriate institutions such as the
EurepGap to enforce change in the channel. In contrast, intermediaries such as importers and
exporters may not have the power or appropriate institutions to enforce their demands on
the retailers. Hence channel members that feel responsible for the upstream PPP problems
because of legitimacy reasons may be willing to solve the upstream PPP problems in the
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channel of substitutable resources and more importantly so, if they have sufficient market
power to impose the PPP improvements on others. So we propose that:

P4: The more the responsibility of downstream channel members for upstream channel specific
PPP problems is based on legitimacy arguments, the more their willingness to take action
to solve the PPP problems will depend on whether they have sufficient market power

6.6 Conclusion and future research

In conclusion, this study has developed a channel perspective of the underlying factors that
may influence the downstream firms awareness, responsibility and willingness to help to solve
upstream PPP problems in the Nile perch channel. These results show that as the channel
moves farther downstream, firms’ dependence on the Nile perch as well as downstream channel
partner’s awareness of specific PPP problems diminishes. This means that if channel members
farther downstream are going to “help” to establish a better balance of the PPP issues in the
channel, it will be based much more on the legitimacy arguments raised by stakeholders and
media. Whether the channel members will respond to stakeholder pressure, may also depend
on whether they have the market power to force other channel members to act with them in
the channels.

These results have implications especially on how to get the downstream channel members
involved in solving upstream problems. It may require the special interest groups and other
stakeholders to raise awareness and put pressure on the downstream channel members to get
them involved in solving upstream problems in the Nile perch channel. The results also show
that the firms closer to the upstream (e.g., local processors) were willing to help to solve the
problems because of both resource-dependence and legitimacy arguments. While they face
declining supply without viable alternative sources of input fish supply, they also face increasing
downstream pressure to do something about upstream problems. These results further show
that the channel is weakly integrated, i.e., there is a disconnection especially in information
flow and sharing between the upstream and downstream. These results therefore support the
idea of alternative governance mechanisms such as contracts to oblige channel members to
account for the PPP issues in the channel. With contracts, retailers must demand sustainable
products from importers who should also demand the same from the exporters. In that way,
the chain of reaction would go upstream to the primary producers.

While this study gives extensive insights about how and why the different members in the
downstream part of the channel may take responsibility and action to establish a better balance
of the PPP issues, it also highlights potential areas for future research. There is need to undertake
quantitative research to test our propositions. This may involve considering different channels,
for example, perishable and non-perishable products and food and non-food products. Since
this study was done on common property fisheries resources, future research may consider
testing our propositions on other common property resources such as forestry products.
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Chapter 7
Conclusion, discussion and policy implications
7.1 Introduction

This thesis focused on the people, profit and planet (PPP) issues (Brundtland, 1987) in
international marketingchannels. International marketing channels especially those originating
from developing economies, face a dilemma in establishing a better balance of the people
(welfare of local communities in developing economies), profit (for all channel members) and
planet (degradation of natural resources - NR). We considered all theses issues and how they
can be balanced in international channels. Whereas different mechanisms may help to balance
the PPP issues in the channel, this thesis emphasized contracts as a way to secure sustainability
of NR in a manner that improves welfare and profitability at primary production level. The
thesis considered governance structures around the chain step by step by considering different
stages and channel members along the channel from primary production to retail distribution.
The central question was whether contracts might be used to establish a better balance of the
PPP dimensions in international marketing channels and what should be the terms of contract
and governance structures that may stimulate welfare, profitability and sustainability at the
primary production level and how the downstream channel members can help the channel asa
whole to better balance the PPP issues. The thesis addressed the following specific questions:
e What are the market failures that constrain the ability of primary producers to establish a
better balance of the PPP issues in their activities?
e What terms of contracts and governance mechanisms can stimulate a better balance of
welfare, sustainability and quality at primary production level?
e In what way can downstream channel members and other stakeholders help to stimulate
welfare, sustainability and quality in the channel and especially at the primary production
level and what would motivate them to do so?

This chapter gives a conclusion of the previous chapters, a general discussion and policy
implications. The rest of the chapter is organized as follows. Section 7.2 gives a summary of
the conclusions from the major findings. This is followed by section 7.3 that gives a general
discussion of the results. Section 7.4 gives policy implications followed by section 7.5 that
gives theoretical considerations. Section 7.6 concludes the chapter by highlighting potential
areas for future research.

7.2 Conclusion
This study was set out on the presumption that by changing the behaviour of fishermen and
other channel members, the situation at Lake Victoria may also change and that contracts can

be a mechanism to bring about such behavioural change among fishermen and middlemen.
However, deciding how contracts may change the behaviour of the fishermen necessitated
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an inquiry into why fishermen behave the way they do. We can conclude that fishermen fail
to implement sustainable and quality-enhancing practices because of the major bottlenecks
that they face. The bottlenecks include the degradation of the NR (i.c., fisheries), access to
production facilities, information asymmetries and ineffective enforcement (see Table 7.1 for
asummary). Unless these market failures are addressed, it may be difficult to establish a better
balance of the PPP issues at primary production level and in the channel as a whole.

On the basis of the results (Chapter 4), we conclude that contracts are acceptable mechanisms
to fishermen. In order to change the behaviour and stimulate responsible activities, fishermen
prefer sustainability and quality-enhancing contracts that provide production facilities, price
information, bring them closer to international channels and allow private policy enforcement
of sustainable practices. However, fishermen have idiosyncratic preferences for the terms of the
contracts such that they should be offered a choice among different contracts. In order to drive

Table 7.1. Summary of the market failures that fishermen face.

Market failures

Contributing factors

Consequences

Degradation of the * Over-fishing * Food insecurity and malnutrition
fisheries * Use of bad fishing gears * Increased threats to sustainability

* Limited sources of livelihood

* Ineffective enforcement

* Ecological factors
Limited access to * Policy failure to provide * Lack of tools for quality improvement

production facilities

credit facilities for small-

scale fishermen or make the
production facilities affordable
for poor fishermen

* Increased use of relatively cheaper but
destructive illegal fishing gears

* Fishermen obtains production facilities
through informal loans from fish buyers

* Create interlocked credit/fish markets

* Fishermen lose bargaining power

Information asymmetries ¢

Lack of marketing institution to
control or disseminate market
information

Lack of transparent marketing

systems (e.g., auctions)

* Fishermen lose bargaining power
* Price risks
* Income risks

Ineffective enforcement

Inadequate financial and human
resources for monitoring and
enforcement

Enforcement biased against
fishermen and not fish buyers

* Inadequate incentives for fishermen to
implement sustainable practices

* Middlemen and processing factories
feel less responsible to implement
sustainable practices than fishermen
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the responsible behaviour among fishermen, middlemen should provide market information
and enforce sustainable and quality-enhancing practices on fishermen (Chapter 5).

In order to create a situation in which fishermen and middlemen are engaged in sustainability
and quality-enhancing contracts, downstream channel members (such as local processing
factories) should either engage into direct transactions with fishermen or impose necessary
conditions to ensure that middlemen undertake responsible buying and supplying activities.
Channel members farther downstream (such as importers and retailers) and special interest
groups may help by creating and/or supporting micro-projects that may enable fishermen to
solve the market failures that they face.

7.3 General discussion

This section gives a general discussion of the results of the study. We discuss (1) channel
members motivation to establish a better balance of the PPP issues in the channel and (2) the
necessity of contracts.

7.3.1 Motivation for establishing a better balance of the PPP issues

The analyses in this thesis demonstrate that channel members support the need to establish a
better balance of the PPP issues in the channel despite that they may have different motivations
for doing so. The primary producers rely on fisheries for survival and business. Hence, they
may be motivated by both prospects of better welfare and also enhanced profitability of their
business activities to meet other socio-economic needs. The middlemen may be motivated to
balance the PPP dimensions in order to secure their short-term economic interests as well as
long-term business continuity which are already constrained by their double loyalty to suppliers
and buyers. The downstream channel members may be motivated by their dependency on the
resources and stakeholder pressure depending on their position in the channel (either closer to
the upstream or farther downstream respectively). Responding to stakeholder pressure is also
economically motivated because such channel members may seck to protect other resources
that they depend on such as their image and identity which may be at stake in the event of
negative publicity by stakeholders such as special interest groups.

Although different channel members support the need to establish a better balance of the PPP
dimensions for different reasons, not all feel fully responsible for the upstream PPP problems
in the channel. Throughout the channel, different members blame each other as well as other
stakeholders like the local governments for the problems. This shared responsibility among
channel members and other stakeholders may be attributed to the (common) property rights
of the NR (fisheries). Literature on common property resources acknowledges that resource
users often do not take responsibility over resource management (Brox, 1990; Demsetz,
1967, Hardin 1968). Channel members in all the stages expressed a need to enforce rules
and regulations on all channel members to ensure a level playing field either through public
or private policy. It is evident in our analysis that how rules and regulations for sustainable
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practices are enforced is a motivating factor in the decision to implement sustainable practices
at primary production level (Chapter 4). It is also evident in the results (Chapters 3 and 6) that
members not only blame the local governments for the problems but also put responsibility
for solving the problems on the same local governments.

7.3.2 The necessity for contracts

Since channel members do not feel fully responsible for the PPP problems and that they may
have different motivations for establishing a better balance of the PPP aspects, there is a danger
that without proper coordination of their activities, channel members may be opportunistic.
For example, the primary producers may be opportunistic towards welfare and profit, and
because they have pressing short-term socio-economic needs, they may easily use any means
to meet their short-term needs even if that may imply emptying the lake (i.c., compromising
the planet dimension). This is evident in Chapter 3 where, for example, the use of destructive
fishing methods is partly a result of the need to secure daily food needs. The middlemen
and downstream channel members may be opportunistic towards profit. This is evident, for
example, in that middlemen and local processing factories buy and supply undersized fish
in order to enhance their short-term economic gains thereby compromising the people and
planet dimensions. The special interest groups may be opportunistic towards the planet and
people dimensions because they are interested in conservation of NR and the welfare of local
communities, thereby compromising the profit dimension of the chain as a whole.

Therefore, in order to better balance the PPP aspects in the channel, there is a need to manage
the opportunistic behaviour among chain members and other stakeholders. Such opportunism
can be managed by public or private policy. Public policy can manage opportunism by being
more effective in enforcing the rules and regulations for sustainable practices to ensure
protection of NR and guarantee a level playing field for all. It is however, evident that public
policy, especially thelocal governments, faces limited human and financial resources to monitor
and detect opportunistic behaviour in the channel. Private policy enforcement can be achieved
by establishing and enforcing rules of engagement in the channel. For example, in the same
way downstream channel members enforce quality control through private standards, they
may enforce sustainability in the channel. This can be achieved through contracts between
channel partners.

Contracts are also necessitated by the fact that the channel is weakly integrated. The presence
of complex market failures at primary production level and lack of awareness about the
same in the downstream part of the channel is testimony to that. The implication of weak
integration of the channel is that channel information does not easily flow from one stage to
another and consequently members in the different stages may easily pursue opportunistic
behaviour without being detected. In that case, it may be difficult to manage opportunism and
establish a better balance of the PPP issues in the channel. Therefore, weak channel integration
enhances the necessity of contracts to oblige channel members to undertake activities that
may establish a better balance of the PPP aspects in the channel. Such contracts should thus
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focus on minimizing information asymmetries, opportunistic behaviour and enhanced quality
control in the channel.

On the one hand, minimizing information asymmetries at primary production level may
enable primary producers to minimize welfare risks that arise from price and income risks,
and degradation of NR. On the other hand, minimizing information asymmetries in
the downstream part of the channel may enable channel members especially those farther
downstream to detect and minimize opportunistic behaviour among intermediaries. More
importantly, channel members that have the power to change the situation in the channel
(such as the retailers) may easily make the intermediaries to undertake activities that contribute
to the better balance of the PPP aspects in the channel.

7.4 Policy implications

From the preceding discussion, it is apparent that contracts are necessary to stimulate a better
balance of the PPP issues at primary production level. However the implementation of the
contracts raises both public and private policy implications. This section discusses such policy
implications starting with private and then public policy implications.

7.4.1 Private policy implications

In order to address the complexity of the market failures at primary production level,
sustainable and quality-enhancing contracts should focus on enabling the primary producers
to have objective means to secure their livelihoods, (i.e., stable prices and incomes) and
most importantly, production facilities to undertake activities that protect the planet (i.e.,
appropriate fishing gears) and enhance profitability (i.c., tools for quality improvement).

Primary producers and buyers can engage in contracts that focus on provision of market
information, production facilities and also enforce sustainable practices. However, there
might be a danger of creating interlocked markets (Bardhan, 1980) if primary producers
obtain both market information and production facilities from the buyers to whom they
sell their commodities (whether middlemen or local processing factories in this case). The
overdependence on buyers for commodity- as well as credit markets for production facilities
may compromise the primary producers’ bargaining power and be prone to manipulation by
buyers (Bardhan, 1980; Glover, 1987; Key and Runsten, 1999). As this is already evident at
the primary production stages where fishermen who obtain fishing gears from buyers tend
to be locked into relationships without chance to decide where to sell their fish or else they
loose access to production facilities (Chapter 3), the approach should be changed. Therefore
buying and supplying contracts should be separated from those that provide production
facilities. Separating the two means that primary producers and buyers should only engage in
market-specification contracts in which they focus on marketing issues such as price, quality
and delivery schedules (Key and Runsten, 1999; FAO, 2001).
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The primary producers should then obtain the much needed production facilities from
other sources or engage in separate resource-providing contracts with other stakeholders. This
can be achieved in different ways. Primary producers may obtain credit from micro-finance
institutions to buy production facilities. However, as these facilities are not readily available
and where they are available, they often do not target poor people (Basu, 1997; Coleman,
20006), other mechanisms should be considered. For example, the special interest groups that
already support rural communities to implement environmental programs should set up
micro-projects through which primary producers can obtain production facilities. Setting
up micro-projects might be more feasible because the special interest groups are willing to
support the sustainable activities at primary level. In addition, some downstream channel
members prefer to support such groups instead of themselves being involved at the primary
production stage.

However, whether primary producers secure separate markez-specifications ot resource-providing
contracts, there is a need for group action on the side of the fishermen. Group action may
enhance their bargaining power in terms of market prices, coordinate quality control and
enforce social control to safeguard groups’ interests. As group action often fails due to conflict
of interest among members, there may be need to offer different contracts to group members
according to their preferred terms of contract. Although there are some groups at primary
production stage that are already organized around the need to promote sustainable practices,
it may not necessarily imply that they can have the same contracts. While some members may
want production facilities, others may only want price information. These preferences need to
be honoured even if contracts could be coordinated through group action.

Although downstream channel members are willing to help to solve the PPP problems in the
channel, they obviously do not need contracts similar to those at the primary production level.
However, there is a need for mechanisms to get them actually involved in solving the PPP
problems. Such mechanisms could be sustained pressure from the market and stakeholders
such as the special interest groups. The special interest groups and the media should continue
to expose problems in the upstream part of the channel and mobilise and lobby consumers
to demand sustainable products. The retailers may need to generate demand for sustainable
products or demand certified products. Pressure on and also by the retailers may generate a
chain of reactions all the way to the upstream part of the channel. Our results show that even
the intermediaries recognise the impact that pressure from the market as well as retailers may
have on their activities.

7.4.2 Public policy implications

Although contracts are essentially private, their success may still need public policy support.
The public policy should undertake pro-poor policies to enable poor primary producers to
access production facilities. For example, the public policy should set up such micro-finance
institutions that deliberately target poor primary producers.
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Public policy should also provide an enabling regulatory environment to enforce sustainable
practices as well as an enabling physical environment that provides public infrastructure
necessary to undertake some crucial activities. The public policy should enforce rules of
sustainable practices on all channel members in order to ensure level playing field and minimise
opportunistic behaviour in the channel. In international marketing channels, however,
there is a limit to which local governments may enforce rules and regulations on channel
members from across the borders. Therefore, there should be collaboration with international
institutions such as the European Union (EU) to enforce sustainable practices on imported
NR commodities. Such collaboration in enforcing sustainable practices across borders is
important to ensure a level playing field between channel members that fall in the jurisdiction
of the local governments and international institutions.

Public policy should also provide public infrastructure, goods and services such as power
(electricity), running water, cold storage facilities which are essential when handling fresh
products. At the primary production stage, such infrastructure and facilities may facilitate
storage of fresh commodities in the event that there is less demand or producers are not satisfied
with market conditions such as prices. Storage facilities may also enable primary producers
to keep their commodities until the scheduled delivery time in the case of contract delivery
schedules. Although (fish) production may be done on daily basis, the production may not
always warrant daily deliveries because of declining production.

7.5 Theoretical considerations

This thesis is among the first to study sustainability issues across the channel as a whole from
primary production to retail distribution and importantly so, for an international channel
between developing and developed economies. In addition, due to the limitations in the
existing theories of channel governance to guarantee sustainability of natural resources, this
thesis combined a number of theoretical perspectives to develop and test theoretical arguments
for the use of contracts to stimulate sustainable and quality-enhancing practices at the primary
production level. Specifically, this thesis developed a number of theoretical arguments based
on the transaction cost economics (TCE), social and network theory, as they may apply to
common property resources. The thesis also built on corporate social responsibility (CSR)
literature to examine how and why downstream channel members may take responsibility and
action to solve the PPP problems in the upstream part of the channel. A number of theoretical
arguments raised in this study have been confirmed thus raising new insights about how an
integrated theoretical approach can be used in the application and use of contracts to promote
sustainable and quality-enhancing practices in the marketing channels.

By applying the different theoretical arguments in favour of contracts to common property
resources, this thesis brought new perspectives to the use of contracts that has predominantly
focussed at risk minimization, protection of specific assets, information asymmetries and
opportunism in profit maximizing transactions following Coase (1937) and subsequently,
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Williamson (1985). Our analysis shows that while channel members especially at the primary
production stages may seck to minimise long-term risks that may arise from the degradation of
NR, they are not intending to promote self interests only. By willing to implement sustainable
and quality-enhancing practices and particularly so, in common property resources, primary
producers are, in fact, intending to promote public interests as well. Primary producers
are also willing to take on risks in that they may not guarantee returns from implementing
sustainable practices especially if other resource users do not implement the same practices.
For example, by leaving fish in the lake to grow for future use, primary producers may have
no reason to believe that they will catch the same fish when it grows because other fishermen
especially those that do not practice sustainable fishing may likely catch it. In addition, primary
producers are willing to take on welfare risks because as fish production declines, they may
sometimes not be able to catch any fish for their own welfare at least in the short-run before
the production recovers. Therefore, this thesis shows that while risk-minimization is an
important motivation for transaction partners to choose governance structures, it may also
depend on the type of risks in question. Hence, the TCE assumptions that agents may always
choose governance structure that minimize risks and also that they may be opportunistic, i.e.,
promote self interests (Williamson, 1985) may not hold in all contexts (Geyskens, Stenkamp
and Kumar, 2006) or at least not in the context of this study where at the primary production
stages, producers are willing to take on short-term risks in order to minimize long-term risks
and promote sustainable practices in the interest of public interest.

Following the TCE arguments, previous studies have demonstrated that primary producers
appreciate contracts that minimize such market failures as access to input and output markets,
information asymmetries, production facilities and quality control (Masakure and Henson,
2005; Porter and Phillips-Howard, 1997; Saenz-Segura, 2006). This thesis has not only
confirmed these arguments but also identified the terms of contracts that may stimulate
sustainable and quality-enhancing practices at primary production level under particular
contextual factors. To the best of our knowledge, the application of contracts to stimulate
sustainability of common property NR is not yet common in marketing literature.

Followingthe socialand network theory, previous studies demonstrate that transaction partners
would choose both governance mechanisms and transaction partners depending on the social
and network factors in their transaction process (Houston. and Johnson, 2000; Wathne, Biong
and Heide, 2001; Wuyts and Geykens, 2005). Previous studies have also argued that social
relations and contracts are either complementary (Poppo and Zenger, 2002) or substitutes
(Larson, 1992; Uzzi 1997) in the way they coordinate economic transactions. This thesis has
confirmed that social relations and network ties are important determinants of the terms of
contract such as selection of contract partners and whether to sustain or exit relationships.
However, lack of significant effect of social relations on the middlemen’s preference for the
terms of contracts with processing factories (Chapter 5) raises questions about whether or not
social relations may influence the choice of contracts in an oligopsony (i.e., where suppliers
are in larger number than the buyers) (Scherer and Ross, 1990), and also where suppliers
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operate on much smaller scale relative to the buyers. This remains an open question for future
research.

Building on CSR literature, this thesis has unravelled insights into how and why downstream
channel members may take responsibility and action to balance the PPP issues in the upstream
and the channel as a whole. This thesis particularly extended the CSR application from
business—society relationship within the context of individual companies to a channel-society
perspective where channel actors may have to work together to establish a better balance of
the PPP dimensions. Our analysis shows that the downstream channel members may support
activities to establish a better balance in the PPP dimensions in the upstream either on the basis
of resource dependence and/or legitimacy arguments (i.e., stakeholder pressure) depending on
their position in the chain (closer to the upstream or farther downstream).

7.6 Future research

In the different chapters of the thesis, a number of limitations and suggestions for future
research have already been brought forward. However, there are general limitations that cut
across all chapters and hence they need to be highlighted here. This study has largely dealt with
channel members’ intentions to balance the PPP issues in the channel. On the basis of these
intentions, this thesis concludes that contracts may help to establish a better balance of the
PPP issues especially at the primary production level. An important task for future research
would be to undertake similar research in other NR both food and non-food commodities
such as forestry products, or in the same fisheries but from different geographical settings
(such as in Asia) to corroborate these results.

Another point for future research is the scope of the research. Data used in this thesis was
collected from Kenya — one administrative part of the Lake Victoria Fisheries and in the
Netherlands — one importing country in the EU. Although administratively the Lake is
divided into three countries, fish, especially Nile perch known to be highly migratory, sees no
geographical boundaries. Hence, its fate or fortune for sustainability hinges on what happens
in the three countries. Future research should therefore consider including Tanzania and
Uganda in order to establish mechanisms that are applicable and acceptable to the entire Lake
region. Similarly, fish from Lake Victoria and even so, from Kenya goes to different parts of
the EU as well as outside the EU. Since EU remains a major market for the Nile perch, future
research should consider including channel members from different regions and countries in
the EU. Such a scope may give better insights into how integrated or otherwise the channel
is. Such insights might also help channel members willing to support the balance of the PPP
issues to know where, how and when to implement change.

Although this study focused on contracts, it does not necessarily imply that contracts are the

only mechanisms that may enhance sustainable practices among small-scale producers. Other
mechanisms such as certification should also be considered (Ingenbleck and Meulenberg,

Balancing people, profit and planet in marketing channels 157



Chapter 7

2006). Currently, there is limited participation of small-scale primary producers in certification
programs. It is not certain how they can be involved. It would be interesting if future research
would investigate how contracts can be used in combination with certification.

Although in our policy implications we have noted the importance of group action for the
primary producers, we recognise that group action does not always work. In Kenya, some
fishermen groups that are integrated within the local institutions at the beach level are, however,
managing to enforce sustainable practices through social control (Kambewa, Ingenbleck and
van Tilburg, 2006). Investigating how such groups operate and how they can help to trigger a
bottom up approach to solving problems that affect primary producers might be an important
aspect of future research.

To crown it all, any research result is meaningless if it does not contribute to solving problems
that the research was intended for. And solving the problems is not a function of the results per
se but the implementation of the results. The value of this research will depend on how much
the implementation of these results will contribute to the People, Profit and Planet balance
in Lake Victoria and the channel as a whole. This thesis has paved the way for this and future
research could build on it.
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Summary

Sustainable development hinges on a combined focus of its impact on society (people), the
environment (planet) and to its economic (profit) value (Brundlandt, 1987). Increasingly, it
is being recognised that the people, profit and planet (PPP) dimensions are interlinked and
an important challenge for public and private policy is to take them jointly into account. This
interlinkage is particularly evident in international chains that build on scarce natural resources
from developing countries, which is the key focus of this thesis. Although globalization and
market integration promise opportunities for economic development, poverty and food
insecurity continue to be widespread in the less developed segments of the global society.
Due to limited possibility to switch to other sources of livelihood, poor communities in
developing economies are relying on increasingly scarce natural resources. Yet, small-scale
primary producers in developing economies continue to be marginalized or excluded from
the global networks thereby limiting the chances of benefiting from the opportunities that
may come along with increased market integration.

This thesis investigates how international marketing channels can be organized in order to
better balance the PPP dimensions such that small-scale primary producers from developing
economies are integrated into the international marketing channels in a way that adds to the
profitability of the chain, the welfare of the local communities, without compromising the
sustainability of natural resources. The central question of the study is how channel members
collectively can take joint responsibility and action for a good balance of the PPP issues in the
chain. The study focuses on whether contracts might be used to establish a better PPP balance
in international marketing channels and what should be the terms of contract and governance
structures that may stimulate welfare, profitability and sustainability at the primary production
level and in the channel as a whole. The thesis addresses the following questions, (1) What
market failures constrain the ability of primary producers to establish a better balance of PPP
in their activities? (2), What terms of contracts and governance structures can stimulate a
better balance of welfare, sustainability and quality at primary production? and (3), In what
way can downstream channel partners and other stakeholders help to stimulate welfare,
sustainability and quality in the channel and especially at the primary production and what
would motivate them to do so?

In order to answer these questions, Chapter 2 sets out a theoretical framework that reviews the
different theories of channel governance highlighting their limitations in promoting sustainable
practices. Consequently, the chapter integrates a number of theoretical perspectives, i.c., the
transaction costs economic, social theory, network theory and property rights theory to
develop arguments for the use of the contracts to promote sustainable and quality-enhancing
practices at primary production level that are tested in subsequent chapters. Chapter 2 argues
that the choice of contracts depends on the market failures to be solved and the environment
in which contracts are applied such as the social environment, profitable markets, physical
environment, regulatory environment and property rights.
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The theoretical framework is operationalized in a research setting introduced in Chapter 3.
It undertakes a situational analysis of the primary stages of the Nile perch channel in Kenya
to identify the exact market failures that primary producers face. An analysis of these market
failures provides background insights for the understanding of the terms of contract and
governance structures that may stimulate sustainable and quality-enhancing practices at
primary production level. Primary producers face complex and intertwined market failures
such as declining fisheries production, limited access to production facilities, information
asymmetries and ineffective enforcement of sustainable practices.

The degradation of the fisheries means that fishermen catch less fish for their business interests
as well as own welfare needs. In absence of alternative sources of livelihoods to relieve the
fisheries from pressure exerted by both welfare demands and business interests, fishermen tend
to be compelled to use bad fishing gears so as to enable them to catch at least some fish. In
that regard, the use of bad fishing gears is both a result and a cause for the degradation of the
fisheries. The use of bad fishing gears is also attributed to high prices of the recommended
fishing gears and ineffective enforcement for sustainable practices by relevant authorities.
Fishermen argue that recommended fishing gears are relatively more expensive compared to
bad gears which are also readily available. Although some fishermen can afford to buy the good
fishing gears, they may be opportunistic because they would not be easily detected anyway due
to ineffective enforcement. In turn, fishermen who may be willing to undertake sustainable
fishing practices may be less motivated to do so partly due to the fact that a level playing field
is not being guaranteed.

Inevitably, alternative sources of livelihoods may not become available overnight. Therefore,
improving the income from the limited fish production and minimizing the risks that
fishermen face in their daily transactions might be an option in order to stimulate sustainable
and quality-enhancing practices in an already difficult environment. The potential benefits
that primary producers would realize from the limited production are often compromised
by lack of production facilities (fishing gears for some and tools for quality improvement
for almost all) and information asymmetries that compromise their ability to bargain for
competitive terms of transactions from buyers who tend to own production facilities and also
have market information. Although some of the market failures that fishermen face such as
information asymmetries, provision of production facilities and enforcement could potentially
be addressed through contracts, the question is whether contracts would motivate fishermen
to adopt sustainability and quality-enhancing practices and if so, what should be the terms of
contract.

In order to answer this question, Chapters 4 and 5 design contracts that offer possible solutions
to information asymmetry, limited access to production facilities, ineffective enforcement and
better integration of fishermen into international channels. Most importantly, the contracts
oblige fishermen (Chapter 4) to implement and middlemen (Chapter 5) to drive sustainable
and quality-enhancing practices. In both chapters, preference for sustainability and quality-
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enhancing contracts is expected to be influenced by the terms of contracts in interaction with
the context in which fishermen and middlemen operate.

The results of Chapter 4 show strong support for our conceptual framework that fishermen’s
preference for sustainability and quality-enhancing contracts depends on the terms of contract
in interaction with contextual factors that they face. We find strong fishermen’s preference
for sustainability and quality-enhancing contracts especially those that provide production
facilities, price information, that bring fishermen closer to international channels and that
allow private policy enforcement of sustainable practices. Interestingly also, the analyses show
that increasing decline of fisheries production as evidenced by increasing catch uncertainty
increases fishermen’s preference for contracts in which recommended fishing gears are provided
to promote sustainability and, particularly fishermen that incur more quality losses prefer to
have recommended fishing gears for improving sustainability instead of quality-improving
tools for short-term economic gains. However, there is no single contract that would suit the
needs of all; fishermen differ in their preferences for specific terms of contracts. Considering
the primary motivation for contracts, about 24% of fishermen prefer contracts in which price
information is provided and about 47% of fishermen prefer contracts in which recommended
fishing gears are provided. About 10% of fishermen prefer contracts in which tools for
quality improvement are provided. About 13% of fishermen were almost indifferent between
contracts with processing factories and also contracts in which fish prices are fluctuating. The
remaining 6% primarily preferred contracts with middlemen. These results suggest that no
single contract can be applied and therefore, different contracts may have to be designed and
different fishermen would select the ones that best fit their preferences and circumstances

The results in Chapter 5 also support our conceptual framework in that middlemen’s preference
for contracts is influenced by the terms of contract in interaction with contextual factors that
they face. At their purchase side, we find that middlemen prefer short-term contracts with
fishermen in which price information is provided. Preference for the terms of contracts is
moderated by middlemen’s social relations with fishermen. We find that middlemen that
have conflicts with fishermen prefer contracts with new fishermen while those that trust
fishermen prefer to contract the same fishermen and are also willing to give price information
to fishermen. Middlemen that have high level of dependence on fishermen prefer contracts
with fishermen in which price information is provided. Similarly, middlemen that give fishing
gears to fishermen prefer contracts with current fishermen and also contracts in which price
information is provided. We also find that middlemen that currently face quality losses
have a preference for contracts with new fishermen and those that face supply uncertainty
prefer short-term contracts. At their supply side, middlemen prefer long-term contracts with
processing factories moderated by the number of network ties such that middlemen that have
many buyers prefer short term contracts. We find that network ties also moderate middlemen’s
preference for fluctuating factory prices with a stronger preference for fluctuating prices for
middlemen that have many buyers.
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These results, especially at the purchase side of the middlemen, show that there is room for
improvement in the provision of price information which would suit the needs and preference
of both the fishermen and the middlemen. Such contract terms would minimise the conflicts
between fishermen and middlemen that often arise over unpredictable price fluctuations. At
the supply side, we find no effect of social relations on middlemen’s preference for the terms
of contracts with processors. With this lack of evidence, we raised a question about whether
social relations may influence the choice of governance structure in an oligopsony and also
where suppliers operate at much smaller scale than buyers as was the case in middlemen/
processors transactions.

In Chapter 6, we take the analysis across the supply chain one step further in addressing
the question: in what way can downstream channel partners and other stakeholders help to
stimulate welfare, sustainability and quality-enhancing practices in the channel and especially
at the primary production level and what would motivate them to do so? The chapter builds on
corporate social responsibility literature to examine how and why downstream members may
take responsibility and actions to solve the upstream PPP problems. The chapter extends the
analysis from a single company-society context to a channel—society context where the success
of a channel member’s responsibility and actions in balancing the PPP issues may influence
or be influenced by those of members in other stages of the channel. In order to address this
question, the chapter investigates the extent to which downstream channel members are aware
of upstream problems, take responsibility over the problems and are willing to take action to
solve the problems. The results show a diminishing awareness about upstream problems as the
channel goes farther downstream, channel members take partial responsibility over the PPP
problems and show conditional willingness to take action to solve the problems.

The diminishing awareness about upstream problems farther downstream is attributed to
the information asymmetries created in intermediary stages of the channel where hiding or
misrepresenting the fact about the problems may be out of self-interest. Additionally, the
lack of information flow across the whole channel is also attributed to downstream channel
members not being very aggressive and proactive in pursuing the knowledge about where the
fish comes from and under what conditions it is produced.

In the overall, the chapter shows that as the channel moves farther downstream, not only does
awareness of PPP problems diminish, but dependence on the Nile perch specific resources also
declines. After all, retailers and importers have a wider global sea in which to cast their nets to
meet their supply needs and Nile perch is a substitutable resource without a strong image at
the retail outlet. Therefore, resource dependency will not be a motivation in the downstream
to help solve the Nile perch channel-specific PPP problems. Their stake is more likely to lie
in legitimacy arguments as they arise from stakeholder pressure. Specifically, the channel
members may respond to stakeholder pressure to protect other resources (than physical fish)
such as their image and identity that may be damaged in the event of negative publicity by
stakeholders such as the special interest groups. The chapter also shows that the position and
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the power of the members in the channel may be an important factor to influence change in
favour of the PPP balance in the channel. Namely, the retailers may be in a better position and
also have the market power to demand sustainable products from their suppliers and that may
likely lead to changes in upstream channel.

In Chapter 7, we present general conclusions, discussion and implications of the results
presented in the thesis. We acknowledge that this study isamong the first to consider sustainable
development in a channel as a whole from primary production to retail distribution. This
study also integrates a number of theoretical arguments to argue for the use of contracts in
promoting sustainable and quality-enhancing practices. The chapter reflects on the main
conclusions from the study namely that fishermen are open to contracts as mechanisms to
stimulate sustainable and quality-enhancing practices and that this can only materialise if
they are supported by middlemen and downstream channel members and other stakeholders.
Middlemen and downstream channel members and other stakeholders could contribute
to sustainable development in supporting the implementation of sustainable and quality-
enhancing practices by providing price information and production facilities. The chapter
also highlights that in order to get downstream channel members involved in balancing the
PPP dimensions, the special interest groups could play an important role in putting sustained
pressure on the downstream channel members.
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Nederlandse Samenvatting
(Summary in Dutch)

Duurzame ontwikkeling vereist dat naast de financicel-economische waarde (“profit”) van
economische activiteiten ook de invloed op de maatschappij (“people”) en ten aanzien van de
natuurlijke hulpbronnen (“planet”) in overweging genomen wordt (Brundlandt ez al., 1987).
In toenemende mate wordt erkend dat deze drie P (people, planet, profit) dimensies onderling
met elkaar samenhangen. Om duurzame ontwikkeling te bewerkstelligen is het tegelijkertijd
in ogenschouw nemen van al deze drie dimensies een belangrijke uitdaging voor zowel publiek
als privaat beleid. De samenhang tussen deze drie dimensies is in het bijzonder zichtbaar in
internationale marketing kanalen die hun oorsprong vinden in schaarse natuurlijke bronnen
vanuit ontwikkelingslanden. Dat is het onderwerp van dit proefschrift.

Hoewel globalisering en marktintegratie in principe goede kansen bieden voor economische
ontwikkeling, moet men constateren dat armoede en voedselonzekerheid nog steeds
wijdverspreid zijn binnen de minder ontwikkelde segmenten van de globale samenleving. Als
gevolg van groeiende schaarste van natuurlijke hulpbronnen en de beperkte mogelijkheden
voor locale gemeenschappen om over te stappen op andere bronnen van inkomsten, geldt nog
steeds dat kleinschalige primaire producenten in ontwikkelingslanden gemarginaliseerd of
uitgesloten dreigen te worden in globale ketens en netwerken. Dit geeft hen te weinigkans om
mee te profiteren van de voordelen die met toegenomen marktintegratie gepaard gaan.

In dit proefschrift wordt onderzocht hoe internationale marketing kanalen en netwerken
georganiseerd zouden kunnen worden om tot een betere balans te komen inzake de
PPP dimensies. De nadruk ligt op de vraag hoe kleinschalige primaire producenten in
ontwikkelingslanden in internationale marketing kanalen geintegreerd kunnen worden, op
een zodanige manier dat dit bijdraagt tot (1) de economische waarde van de keten, (2) het
welzijn van de locale gemeenschappen in het primaire productiegebied, en (3) zonder dat dit
ten koste gaat van de ecologische duurzaamheid van natuurlijke hulpbronnen. De centrale
vraag van de studie is derhalve hoe ketenpartners gezamenlijk verantwoordelijkheid kunnen
nemen en maatregelen kunnen ontwikkelen om te komen tot een adequate balans in de PPP
dimensies in de totale keten.

De studie richt zich onder andere op de vraag 6f contracten een rol zouden kunnen spelen in

het teweeg brengen van een betere PPP balans in internationale marketing kanalen en wat de

termen van dergelijke contracten en governance structuren zouden moeten zijn om Welzijn,

economische waarde en ecologische duurzaamheid te borgen op het primaire productieniveau

en in de keten als geheel. De volgende onderzoeksvragen staan hierbij centraal:

1. In hoeverre faalt de marktwerking zodanig dat de primaire producenten beperkt worden
om een betere PPP balans te realiseren in hun activiteiten?
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2. Welke contract termen en governance structuren kunnen een betere balans tussen welzijn,
economische waarde en kwaliteit, en ecologische duurzaamheid van primaire productie
teweeg brengen?

3. In welke mate en op welke manier kunnen partners verderop in de keten (“downstream”)
en andere stakeholders welzijn, duurzaamheid en kwaliteit in de keten stimuleren, in het
bijzonder op het niveau van primaire productie en wat motiveert hen om dit te doen?

Om deze vragen te beantwoorden worden in hoofdstuk 2 de verschillende theorieén over
ketengovernance besproken, inclusief hun beperkingen in het stimuleren van duurzame
ontwikkeling. De theoretische perspectieven, in het bijzonder de transactie kosten theorie,
sociale netwerk theorie en theorieén over eigensdomsrechten, worden vervolgens geintegreerd
in een theoretisch kader van waaruit argumenten ontwikkeld worden aangaande de betekenis
van contracten om ecologische duurzaamheid en kwaliteitsverbetering te stimuleren op het
niveau van de primaire productie. De hypothesen die hieruit volgen worden in de volgende
hoofdstukken empirisch getoetst. In hoofdstuk 2 wordt beargumenteerd dat de keuze van
contracten athangt van de types marktfalen die in het geding zijn en de omgeving waarbinnen
contracten hun toepassing vinden zoals de sociale omgeving, de winstgevendheid van markten,
de fysicke omgeving, de wet- en regelgeving en de eigendomsrechten.

Het theoretisch kader wordt geoperationaliseerd binnen de onderzoekscontext die in
Hoofdstuk 3 wordt uiteengezet. Het betreft een situationele analyse van de primaire productie
van de Nijlbaars keten in Kenia om op die manier in kaart te brengen met welke mate van
marktfalen en marktinefliciénties primaire producenten geconfronteerd worden. De analyse
hiervan vormt de achtergrond waartegen de contracttermen en governance structuren
geanalyseerd worden die ecologische duurzaamheid en kwaliteitsverbetering op het niveau
van primaire productie kunnen stimuleren. Primaire producenten worden geconfronteerd met
complexe en samenhangende vormen van marktfalen waaronder teruglopende vistand en -
productie, beperkte toegang tot productiefaciliteiten, informatie asymmetrieén en ineffectieve
controle op naleving van ecologisch duurzame productiewijzen.

De teruglopende visstand in Lake Victoria heeft tot gevolg dat vissers minder vis (kunnen)
vangen om tevoorzien in hun economische belangen en hun eigen voedselvoorziening (welzijn).
In afwezigheid van alternatieve bronnen van bestaan en door het belang van visserij voor hun
eigen voedselvoorziening worden vissers min of meer gedwongen om visgerei te gebruiken
waarmee ook ondermaatse vis gevangen kan worden. Op die manier wordt in ieder geval nog
enige vis gevangen, maar tegelijkertijd gaat dit ten koste van de visstand in het meer. In die zin
kan het gebruik van ecologisch-onvriendelijk visgerei zowel beschouwd worden als een gevolg
als ook een oorzaak van de teruglopende visstand in Lake Victoria. Het teruglopen van de
visstand wordt mede veroorzaakt door het feit dat het aanbevolen visgerei relatief duur is ten
opzichte van het ecologisch-onvriendelijk visgerei dat vissers nu tot hun beschikking hebben
en dat de controle op naleving van het gebruik van ecologisch verantwoord visgerei door de
locale autoriteiten ineffectief is. Hoewel vissers zich de aanschaf van het aanbeloven visgerei
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kunnen veroorloven, is het met de gebrekkige controle waarschijnlijk dat ze opportunistisch
gedrag zullen vertonen aangezien de kans om betrapt te worden klein is. Onder andere omdat
handel onder gelijke voorwaarde (een “level playing field”) niet gegarandeerd is, is het weinig
motiverend voor de vissers die in principe bereid zijn om over te gaan op duurzame visserij.

Het is duidelijk dat alternatieve bronnen van levensonderhoud voor de vissers niet van de ene
op deandere dagbeschikbaar zullen komen. Het tot stand brengen van inkomensverbeteringen
uit de beperkte visproductie en het inperken van de risico’s die vissers lopen in hun dagelijkse
transacties, zou daarom een manier kunnen zijn om duurzame ontwikkeling op gang te
brengen. Hier worden primaire producenten echter geconfronteerd met beperkingen in hun
productiefaciliteiten (visgerei voor sommigen en methoden voor kwaliteitsbehoud voor allen)
en met informatie asymmetrieén die hun onderhandelingsmacht aanzienlijk beperken in de
transacties met afnemers die op hun beurt vaak eigenaar zijn van productiefaciliteiten en veel
betere toegang hebben tot marktinformatie. Hoewel sommige van de marktinefficiénties
waarmee vissers geconfronteerd worden (zoals informatie asymmetrie, verschaffen van
productiefaciliteiten en controle op naleving van duurzame productie) in principe door
middel van contracten opgeheven kunnen worden, blijft de vraag 6f contracten vissers zouden
kunnen motiveren om bij te dragen aan ecologische duurzaamheid en kwaliteitsverbetering.
Wanneer vissers echter bereid zijn om een contract aan te gaan, wat zouden de termen van
dergelijke contracten dan moeten zijn?

Om deze vragen te beantwoorden, worden in de hoofdstukken 4 en 5 conceptcontracten
ontwikkeld, die mogelijk oplossingen bieden voor de informatie asymmetrie, beperkte toegang
tot productie faciliteiten, ineffectieve controle op naleving en betere integratie van de vissers
in internationale ketens. Dergelijke contracten zouden vissers (hoofdstuk 4) verplichten om
ecologisch duurzame visserijpraktijken te implementeren en tussenhandelaren (hoofdstuk
5) verplichten om duurzame productie en kwaliteitsverbetering in het primaire proces te
stimuleren. In beide hoofdstukken wordt verondersteld dat de voorkeur voor specificke
contracten beinvloed wordt door de termen van het contract in interactie met factoren uit de
omgeving waarbinnen de individuele vissers en tussenhandelaren opereren.

De resultaten van hoofdstuk 4 ondersteunen het ontwikkelde conceptueel kader, namelijk dat
de voorkeur van vissers voor contracten die duurzaamheid en kwaliteitsverbetering stimuleren
athankelijk is van de termen van het contract in interactie met de omgevingsfactoren waarmee
de actoren geconfronteerd worden.

Het onderzoek laat zien dat vissers positief staan ten opzichte van contracten die ecologische
duurzaamheid en kwaliteit verbeteren, vooral voor contracten die productiefaciliteiten en
prijsinformatie verschaffen, die vissers beter integreren in de internationale keten en die private
controle op naleving van duurzame visserij impliceren. De analyses laten verder zien dat de
voortdurende afname van de visstand (zich manifesterend in toenemende onzekerheid over
de visvangst) de voorkeur van vissers versterkt voor contracten waarbinnen het aanbevolen
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visgerei ter beschikking wordt gesteld, zelfs boven contracten die het korte termijn economisch
gewin centraal stellen. Er bestaat echter niet één contract dat kan voorzien in de behoeften
van alle vissers; de vissers verschillen in hun specificke voorkeuren voor de contracttermen.
Ongeveer 24% van de vissers heeft een voorkeur voor contracten waarbinnen prijsinformatie
wordt verschaft en ongeveer 47% van de vissers heeft een voorkeur voor contracten waarbinnen
het aanbevolen visgerei beschikbaar wordt gesteld. Ongeveer 10% van de vissers prefereert
contracten waarin middelen voor kwaliteitsbehoud (bijvoorbeeld ijs) beschikbaar worden
gesteld. Ongeveer 13% van de vissers maakt het niet uit of ze een contract aan moeten
gaan met verwerkingsfabriecken in plaats van met tussenhandelaren en of visprijzen kunnen
fluctueren volgens het contract. De overige 6% van de vissers heeft een specificke voorkeur
voor contracten met tussenhandelaren. Deze resultaten laten zien dat niet één enkel type
contract kan worden toegepast maar dat een portfolio van flexibele contracten beschikbaar
zou moeten komen waaruit individuele vissers een contract kunnen selecteren dat het best past
bij hun persoonlijke voorkeuren en omstandigheden.

De resultaten van Hoofdstuk 5 verschaffen eveneens empirische ondersteuning voor het
conceptuele kader, namelijk dat de voorkeuren van tussenhandelaren ook worden beinvloed
door de termen van het contract in interactic met de omgevingsfactoren waarmee de
tussenhandelaren zich geconfronteerd zien. Aan hun inkoopkant blijkt dat tussenhandelaren
een voorkeur hebben voor kortlopende contracten met vissers waarbinnen prijsinformatie
verschaft wordt. De contractvoorkeur wordt gemodereerd door de sociale relaties die de
tussenhandelaar onderhoudt met de vissers. Verder werd gevonden dat tussenhandelaren die op
dit moment conflicten ervaren met hun huidige vissersbestand een voorkeur uitspreken voor
contracten met nieuwe vissers, terwijl tussenhandelaren die een vertrouwensrelatie hebben
opgebouwd met hun huidige vissersbestand een voorkeur hebben voor contracten met hun
huidige vissers en daarbinnen bereid zijn prijsinformatie te verschaffen. Tussenhandelaren die
sterk athankelijk zijn van hun huidige vissersbestand spreken een voorkeur uit voor contracten
waarbinnen prijsinformatie wordt verschaft. Tussenhandelaren die reeds visgerei beschikbaar
stellen aan hun vissers hebben een voorkeur voor contracten met hun huidige vissersbestand en
voor contracten waarbinnen prijsinformatie wordt verschaft. Verder blijken tussenhandelaren
die op dit moment geconfronteerd worden met grotere kwaliteitsverliezen een voorkeur
te hebben voor contracten met nieuwe vissers en dat tussenhandelaren die geconfronteerd
worden met grotere onzekerheden in het aanbod een voorkeur hebben voor kortlopende
contracten. Aan hun leveringskant blijken tussenhandelaren een voorkeur te hebben voor
langlopende contracten met de verwerkende industrie, maar deze relatie wordt gemodereerd
door het aantal netwerkrelaties en wel zodanig dat tussenhandelaren die meerdere afnemers
hebben een voorkeur hebben voor kortlopende contracten. Netwerkrelaties blijken de
voorkeur van tussenhandelaren te modereren voor fluctuerende prijzen in de contracten
met de verwerkende industrie, waarbij tussenhandelaren die meerdere afnemers hebben een
sterkere voorkeur uitspreken voor contracten met fluctuerende prijzen.
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Deze resultaten, en in het bijzonder die aan de inkoopkant van de tussenhandelaren, laten
zien dat er ruimte voor verbetering bestaat in het verschaffen van prijsinformatie, aangezien
dit zowel zou voorzien in de behoeften van de vissers als die van de tussenhandelaren.
Dergelijke contracten zouden kunnen bijdragen aan het terugdringen van de conflicten
tussen vissers en tussenhandelaren die nu vaak optreden als gevolg van deels onvoorspelbare
prijsfluctuaties. Aan de leveringskant van de tussenhandelaren werd geen effect gevonden van
de sociale relaties op de voorkeur van tussenhandelaren voor bepaalde contracttermen met de
verwerkende industrie. Omdat dit in tegenspraak is met ons conceptueel kader, werd de vraag
opgeworpen of sociale relaties wel van invloed zijn op de governance structuur in een situatie
van oligopsony en in het bijzonder in marktsituaties waar toeleveranciers op een veel kleinere
schaal opereren dan de inkopers zoals het geval is bij de transacties tussen tussenhandelaren
en de verwerkende industrie.

In Hoofdstuk 6 wordt de keten nog een stap verder geanalyseerd door de vraag te stellen op
welke manier downstream ketenpartners en andere stakeholders een bijdrage kunnen leveren
om welzijn, ecologische duurzaamheid en kwaliteit in de keten te verbeteren en wel in het
bijzonder op het niveau van primaire producenten en wat hen zou (kunnen) motiveren om
dat te doen? Het hoofdstuk borduurt voort op de literatuur over maatschappelijk verantwoord
ondernemen om de vragen te beantwoorden hoe en waarom downstream ketenpartners zich
verantwoordelijk zouden voelen voor, en actie zouden willen ondernemen om, upstream
problemen te helpen oplossen in de eerder geschetste balans tussen economische, sociale en
ecologischeontwikkeling. Hethoofdstuk analyseert maatschappelijk verantwoord ondernemen
niet op het niveau van de relatie tussen een individueel bedrijf en de maatschappij, maar voor
de keten of het netwerk als geheel. Uitgangspunt daarbij is de onderlinge athankelijkheid
tussen ketenpartners, namelijk dat het nemen van verantwoordelijkheid en het initiéren van
concrete acties om tot betere balans in de 3Ps te komen, van invloed kan zijn op - en beinvloed
kan worden door - partners op andere niveaus in de keten.

Om deze vraagte beantwoorden, wordt in dit hoofdstuk onderzocht in welke mate downstream
ketenpartners zich bewust zijn van upstream problemen in de balans tussen de drie P’s,
zich ervoor verantwoordelijk voelen, en tot specificke actie bereid zijn om deze problemen
daadwerkelijk aan te pakken, c.q. op te lossen. De resultaten laten zien dat het bewustzijn van de
problemen op primair productieniveau sterk afneemt naarmate men verder downstream komt
in de keten, dat ketenpartners gedeeltelijke verantwoordelijkheid voelen voor de problemen
van duurzame ontwikkeling in de keten als geheel, en dat ze onder voorwaarden bereid zijn om
concrete acties te ondernemen die bijdragen aan de oplossing van de problemen van duurzame
ontwikkeling van de keten.

Het afnemende bewustzijn van upstream problemen naarmate men verder downstream in
de keten komt is mede het gevolg van asymmetrie in informatie die veroorzaakt wordt door
opeenvolgende schakels in de keten die belang hebben bij het verhullen of vertekenen van
de problemen. Daarnaast is de gebrekkige informatiestroom door de hele keten ook toe te

Balancing people, profit and planet in marketing channels 181



Samenvatting

schrijven aan het feit dat downstream ketenpartners niet erg proactiefzijn in het verwerven van
informatie over waar de vis vandaan komt en onder welke condities deze is geproduceerd.

Alles overziend, laten de resultaten van dit hoofdstuk zien dat naarmate men in de keten verder
van de primaire productie verwijderd raake, niet alleen het bewustzijn van PPP problemen
afneemt, maar ook de athankelijkheid van het fysicke product Nijlbaars. Retailers en importeurs
hebben alternatieve kanalen van vistoelevering en de Nijlbaars is een substitueerbaar product
zonder sterk imago op retail niveau. Alleen al om die reden zal zogenaamde “resource
athankelijkheid” downstream geen sterke motivatie bieden om de specificke problemen in
het Nijlbaarskanaal te helpen oplossen. Het belang van downstream partners is veel meer
gelegen in zogenaamde “legitimatie” argumenten, die kunnen ontstaan onder druk van de
stakeholders. In geval van stakeholder druk (door bijvoorbeeld NGOs) kunnen andere
resources dan de fysieke Nijlbaars in het geding komen zoals het imago en de identiteit van de
onderneming die beschadigd kunnen raken in geval van negatieve publiciteit door stakeholders
zoals consumenten- en milieugroeperingen. Het hoofdstuk laat ook zien dat de positie en de
macht van de partijen in de keten belangrijke factoren kunnen zijn om verbetering tot stand
te brengen in de PPP balans in de keten als geheel. Retailers zijn in dit verband in de beste
uitgangspositie en hebben ook de macht in de keten om duurzaamheid bij hun toeleveranciers
af te dwingen wat op haar beurt zich weer door zal vertalen naar duurzaamheidseisen op het
niveau van primaire productie.

In Hoofdstuk 7 worden de overkoepelende conclusies besproken, evenals de discussie en
implicaties van de resultaten uit dit proefschrift. Deze studie is één van de eerste studies die
duurzame ontwikkeling analyseert voor de totale keten van primaire productie tot en met de
retail in het distributickanaal. De studie integreert een aantal theoretische perspectieven die van
betekenis kunnen zijn voor de rol van contracten als een manier om ecologische duurzaamheid
en kwaliteit te stimuleren in de dagelijkse visserijpraktijk. Het hoofdstuk reflecteert op de
belangrijkste conclusies van de studie, namelijk dat vissers open staan voor contracten als een
manier om ecologische duurzaamheid en kwaliteitsverbetering in de visserij te stimuleren,
en dat dit alleen zijn beslag kan krijgen als er ondersteuning is vanuit de tussenhandelaren
en de overige partners downstream in de keten. Tussenhandelaren, alsmede downstream
ketenpartners en andere stakeholders kunnen een bijdrage leveren aan duurzame ontwikkeling
door initiatieven voor ecologisch duurzame vangst van goede kwaliteit te ondersteunen door
prijsinformatie en productiefaciliteiten te verschaffen. Het hoofdstuk benadrukt ook dat
ten einde downstream ketenpartners te stimuleren tot betrokkenheid in PPP ontwikkeling,
consumenten- en milieugroeperingen een belangrijke rol kunnen spelen door voortdurende
druk uit te oefenen op downstream ketenpartners waar het hun verantwoordelijkheid voor en
bijdrage aan duurzame ontwikkeling betreft.
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