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FOREWORD

This paper is an interesting case study about the problems arising in creating
credible systems for assuring consumers of the presence of process characteristics
of food products, like animal welfare or organic forms of production. Such
process characteristics are of increasing importance to some consumer segments,
and since they cannot be seen, tasted or smelled in the final product, they pose
special problems with regard to communicating their presence in a credible way.

The case in this paper is the production of free range pigs. The paper describes in
some detail the development in The Netherlands and in Denmark. Much of the
material was part of a PhD dissertation with a long gestation period, which has
resulted in the fact that some of the material describes developments which have
occured several years ago. This fact does in no way diminish the usefulness of the
paper. The problems described are universally present when trying to
differentiate food products by process characteristics, and the insights obtained
from the cases are valuable for all food producers.

Klaus G. Grunert
MAPP Centre director



PREFACE

In general pork products are much more standardised than beef products. Beef
is characterised by a lack of consumer-oriented standardisation, and this means
that a basic characteristic like tenderness is still a problem, which is partly dealt
with in a rather close relationship between retailers and customers. Even a clear-
cut and generally acknowledged taxonomy of beef products has not been
established because of rivalry between innovative retailers and because of conti-
nuing attacks from free riders (Plichta & Andersen 1994). The situation for pork
products is very different. Here a very large number of gastronomic, nutritional
and hygienic quality characteristics have been taken for granted by North Euro-
pean consumers for quite some time. This starting point is both an advantage
and a disadvantage for the new and less clear-cut set of quality characteristics
(including “ethical” production conditions) which at the moment is being
introduced in connection with many pork products. It is an advantage that con-
sumers can think in terms of new attributes that are being added to well-defined
products. But it is also a disadvantage, especially because the pork sector has
little experience in handling rather small amounts of, eg, “ethically” produced
pork. This report deals with one example of these possibilities and difficulties.

The concept and production of free-range pigs and free-range pork have to a
large extent been developed in Great Britain, but our report focuses on more
recent developments in the Netherlands and Denmark. These cases are com-
parable but they also show striking and interesting differences with respect to
the emphasis on control problems. In order to focus on these problems, the
report has to set aside other issues more or less. For instance, it is clear that the
trend towards free-range pig production is motivated by the economies of out-
door production of piglets and pigs. The sum of economic advantages (lower
investments in buildings, higher sales prices and assumed lower veterinary
costs) and economic disadvantages (higher foodstuff use, more labour to raise
free-range  pigs and more arable land needed for free-range pig production) may
make this form of production attractive for the pig farmer. The increased consu-
mer interest in animal welfare and the related “ethical” quality – and the poten-
tial market these tendencies represent – have also motivated the development
of free-range pigs. In this context we mainly analyse the latter issues.

A basic problem with regard to free-range pork is the difficulty consumers exper-
ience in evaluating whether the seller’s claims about animal welfare of free-
range pork are correct. The consumer’s ability to evaluate the animal welfare
aspect is limited because of high inspection costs, and this creates a problem with
“free-riders”; this may cause a breakdown of this type of market. The focus of the
free-range pig cases is on how this basic problem has been handled in the Dutch
and two Danish free-range pig cases. We claim that free-range pork illustrates
the general problems consumers have in evaluating and buying “credence goods”.
It also demonstrates general problems in the establishment and diffusion of a
market for this type of products. Other examples of credence goods are eggs pro-
duced under conditions adapted to hen’s behaviour, herring matured by a tradi-
tional process, chickens slaughtered according to religious rituals, and food pro-
duced according to certain organic or biodynamic norms. Due to environmental
concerns, higher incomes and the internationalisation of the food industry, these
kind of characteristics are likely to have increasing importance in the future.



An in-depth description of how different control systems are developed from a
combined innovation and credence-good-regulation perspective has not, as far
as the authors know, been presented before. This report contains an extensive
case description, which is justified by the insight it gives into the complexity of
such a system and thus the problems with establishing, monitoring and
changing a control system of a good dominated by the credence dimension.

The empirical study underlying the report has been made as part of Kristian
Philipsen’s PhD dissertation work on the role of lead users and lead distributors
in product innovation within the food industry.1 However, it is the interaction
between systems of innovation and systems of quality control which to a large
extent characterise the development of free-range pigs and the related pork
products. For this reason some of the analytical framework developed by Esben
Sloth Andersen in connection with the MAPP project on the evolution of credence
goods became relevant as a significant supplement and correction to innovation
theory.2 In this report, the case of free-range pork is presented in the light of a
combined quality-control approach and innovation-theoretical approach.

Kolding and Aalborg, November 1996
Kristian Philipsen

Esben Sloth Andersen

1 The post-graduate scholarship was financed by the Danish Research Academy and is placed at the South
Jutland University Centre in Esbjerg. Kristian Philipsen is now employed by Southern Denmark Business
School, Engstien 1, DK-6000 Kolding. Tel (+45) 79321111; Fax (+45) 79321448; E-mail kp@ko.hhs.dk.
2 Project no 6 under MAPP 1: Controlling Processes of Production to Guarantee Process Characteristics
Demanded by Consumers of Food Products: Paradigms and Danish Experiences, by Esben Sloth Andersen,
Department of Business Studies, Aalborg University, Fibigerstræde 4, DK-9220 Aalborg Ø. Tel (+45) 98158522;
Fax. (+45) 98156013; E-mail esa@business.auc.dk.



EXECUTIVE SUMMARY

1. Free-range pork deviates from pork from conventionally raised pigs mainly
by the “ethical” aspect related to animal welfare. Consumers are unable to
evaluate the animal welfare quality aspects of free-range pork by search or
experience procedures. Instead it is argued that free-range pork should be
analysed as a “credence good”. In this way a whole set of problems related to
production and sale of this kind of pork becomes clear.

2. The problem of evaluating a credence good is intensified in the case of free-
range pork, because the responsibility for the credence quality is divided among
a large number of parties, and the fact that there is no common “standard” or
“definition” of what is meant by free-range pork. This aggravates the control
aspect of free-range pork. This report focuses on this point.

3. The study’s empirical basis is three cases, one Dutch and two Danish, about
the development and sale of free-range pork. The case data were collected
through interviews from early 1992 to the summer of 1994.

4. The parties in the three free-range pork development cases all face the same
type of problems, but choose different solutions. Two main problems dominate
the innovation process. Firstly, the companies have to establish an institutional
arrangement which guarantees the credibility of the claims made about animal
welfare quality towards the consumers. Secondly, free-range pork has to match
the standards for conventional pork on dimensions important to consumers’
buying behaviour.

5. Though the credence aspects of free-range pork in the Danish and Dutch
cases are important to consumers’ buying decision, sales of more than an
insignificant amount of free-range pork require that free-range pork matches
the quality standards of pork from conventionally raised pigs. The three cases
illustrate that it has been difficult to combine the animal welfare aspects with
other quality dimensions, eg, taste. This indicates that welfare characteristics
cannot always be added to the characteristics of standard pork. There are
considerable trade-offs between various product characteristics. Animal welfare
and, eg, leanness have proven difficult to combine. To create free-range pork
with certain desired characteristics may require the breeding of a different kind
of pig, which may deviate from the standard pigs in several dimension. This is
clearly a long-term project.

6. Improving the quality standards of free-range pork in order to match the
standards of conventionally produced pork has been reached in different ways.
In the Dutch case the largest Dutch retailer played a major role – due to its de-
mands for consistent quality – in co-operation with the free-range pig slaughter-
house. In the Danish case, the large slaughterhouses slaughtering the free-
range pigs have played an important role in developing the quality standards.

7. In the Dutch case an independent control organisation is used to inspect the
credence aspects concerning animal welfare thus acting as a guarantor of these
quality claims. The Danish cases encompass two very different solutions to the
problems related to the credence aspects of free-range pork. One of the Danish



companies was able to achieve support from a notable Danish organisation
engaged in animal protection. Similar to the Dutch case, this third party
functioned as the consumers’ guarantee for the credibility of the product. In the
other Danish case, the firm did not succeed in establishing a control system
with sufficient credibility. This firm was unable to achieve support from the
animal protection organisation – or a similar independent third party – and has
now withdrawn from the Danish free-range pork market.

8. The Dutch system with an independent control organisation may be a para-
digm or a standard for establishing an inspection system for credence goods.
The Dutch system, therefore, seems to be more advanced than the other control
systems with regard to matching the credence good aspect . Furthermore, the
Dutch system has been able to overcome quality breakdowns and changing
demands and consequently seems rather robust to changing future demands
regarding “animal welfare”. The Danish system’s ability to overcome quality
breakdowns or possible changing consumer demands regarding animal welfare
is difficult to evaluate. Nevertheless, it seems to be less robust than the Dutch
system, because the interest of the controlling party is not formally separated
from the interest of the firm whose free-range pork activities the controlling
party is inspecting.

9. In an evolutionary perspective both the Danish and Dutch free-range pork
systems face challenges as control systems and as innovative systems. The
challenges can be related to the international level (the European Union) and
to the national brand level. In the short term, the challenges from the national
brand level seem to be the most important. In the long term, the possible
establishment of a dominant design and standard for free-range pork on an
European Union level, through common EU legislation, will probably be the
prominent challenge.

10. At the international level, a future common EU legislation for free-range
pork and thus the establishment of an EU standard would create problems if
the standard differs substantially from the present free-range pig concept and
especially if it requires changes in the production systems at the farm level.
Investments at the farm level typically have the longest pay-back period in the
production chain and consequently the highest degree of commitment to this
kind of production.

11. At the national product brand level, the major challenge comes from pork
brands of conventionally raised pigs with an added animal welfare profile. If
consumers trust the animal welfare claims in these products, and the products
are cheaper to produce compared with free-range pork, then it is likely that the
investigated free-range pork brands will be outperformed in the long run.
Changes in consumer perception of what is meant by animal welfare or by focus
on other aspects of animal welfare could create tension with the existing rules
and free-range pig concepts.



1. INTRODUCTION AND ANALYTICAL FRAMEWORK

Free-range pigs have emerged as a relatively important phenomenon in the
Netherlands and in Denmark in recent years, after its initial development in
Great Britain in the early 1980s. Because of its animal welfare characteristics,
the underlying production system is often seen as an “ethical” alternative to
industrialised pig production. Furthermore, the production system makes free-
range pigs very visible in the landscape, and free-range pigs have also been
considered as an interesting subject for mass media. Therefore, the broad lines
of the story are now well known. There are, however, less known details about
the development of the concept and the related control system which is of
crucial interest if the lesson of free-range pigs is to be transferred to other parts
of the food sector, and if theoretical implications are to be drawn from the case.
Our report suggests that the practical experience and theoretical results are
most clearly focused upon if free-range pork is seen as a credence good.

1.1 A typology of goods3

When consumers buy goods such as pork products, they choose by comparing
the price and quality of alternatives –, eg, a standard product and an animal-
welfare-oriented variant. The choice between the alternatives is influenced both
by their objective characteristics and by the uncertainty of the information
about the characteristics.

Economists have traditionally emphasised the objective characteristics of
alternative products. For instance, Lancaster (1979) proposed that each product
can be described by a number of independent product characteristics that can
immediately be evaluated by the consumer. In this set-up the consumer is facing
two types of choices. In the simplest case the alternatives are vertically
differentiated. If pork product A is vertically differentiated from product B, it
means that they have exactly the same score on all product dimensions except
for one; with respect to this last dimension product A is indisputably better than
product B. Therefore, if the two products have the same price, the consumer will
choose product A rather than product B. In a somewhat more complicated case,
the consumer faces an alternative product which is horizontally differentiated
from a standard product. This means that the two products differ on more than
one dimension. A is better than B on some of the dimensions, and B better than
A on other dimensions. This means that the consumer’s choice depends on a
weighting of the importance of the different quality dimensions. As the free-
range pig cases will illustrate, the difference between pork from free-range pigs
and conventionally raised pigs (and the difference between various types of free-
range pig production) is generally of the horizontally differentiated type.

The choice between product variants is also influenced by the different informa-
tion channels and the uncertainty of information concerning different quality
characteristics. This is emphasised in economic theory by distinguishing
between “search characteristics”, “experience characteristics” and “credence
characteristics” (cf. Nelson 1970; Darby & Karni 1973). The various kinds of
characteristics differ with respect to pre-purchase costs of quality detection
(pre-costs) and post-purchase costs of quality detection (post-costs):

1

3 Presentation of the analytical framework is found in Andersen (1994).



1) Search characteristics are characteristics that have low pre-costs of quality
detection where the buyer can shop around to find the best-quality specimen
by simple inspection.

2) Experience characteristics are characteristics that have high pre-costs but
low post-costs since quality information is obtained by the buyer as a by-
product of post-purchase use. This information provides input to decision-
making about repeated purchases.

3) Credence characteristics are characteristics that have high pre-costs and high
post-costs of quality detection. As a result the buyer has to trust the seller or,
rather, to rely on the seller’s credentials, ie the undisputed record of honesty,
competence and determination with respect to the quality of supply.

These three types of characteristics are summarised in figure 1, which gives a
stylised presentation of differences with respect to pre-costs, post-costs, which
type of consumer buying behaviour the evaluation affects, and finally examples
of the different types of characteristics. An example of a search characteristic
could be visible fat on a pork chop. An example of an experience characteristic
is the taste of pork under different preparations. As already mentioned the
animal welfare of the production system supplying pork exemplifies a credence
characteristic.

It is probably rare that a certain product can be characterised solely by one type
of quality characteristic (Tirole 1993, p 106; Andersen 1994). Usually the quality
of a product is evaluated by collecting information through search, experience
and credentials. For instance, visible fat of a certain cut of pork is evaluated
together with experiences about taste and the seller’s credentials with respect
to non-contaminated supplies.

However, sometimes only one of the options for getting information about prod-
uct quality is used (Nelson 1970, p 312). For instance, quality differences be-
tween canned pork (ham, sausages, shoulders, minced pork) can only be eva-
luated by the consumer as a by-product of use: the information gathered
through search is insufficient for the consumer to appreciate the product
quality. The experience from the Danish and Dutch free-range pig cases point to
the conclusion that free-range pork deviates from pork from conventionally
raised pigs mainly by the “ethical” aspect related to animal welfare (Philipsen
1995). It is not possible, at the moment, for the consumer to evaluate the

2

Figure 1. Types of product characteristics

Pre-costs Post-costs Buying behaviour Example
affected

Search Low - First-time purchase  Visible fat of
characteristics and repeated a pork chop

purchases

Experience High Low Repeated purchases Taste of a pork
characteristics chop

Credence High High First-time purchase Animal welfare of
characteristics and repeated pork production

purchases



“ethical” quality of free-range pork through pre-purchase information and post-
purchase use. This makes free-range pork a clear example of a product domi-
nated by buyers’ concerns about the seller’s credentials, ie a “credence good”
(Darby & Karni, 1973). In the following, the term “credence good” will be used
synonymous with goods for which the buyer’s decision-making is dominated by
concerns about credence characteristics.

1.2 Credence goods

Credence goods are defined as goods with core characteristics that consumers
can, at best, detect through very costly procedures. When a seller gives a product
the predicate “is-as-good-as-standard-pork-but-from-free-range-pigs”, then it is
practically impossible for the buyer to check whether the seller is right. The
reason is both that the specification is seldom fully formalised and that many of
the quality characteristics of the specification (such as the genetic, hygienic and
“ethical” qualities) are very difficult to detect and judge by the individual buyer.

Under such circumstances buyers may be supplied with defunct goods. The
buyers even know that suppliers have incentives to cheat, because quality is
normally costly, both the use of animal friendly production methods and to
control whether these methods are actually used. Therefore, the consumer is
likely to ask whether a specific cut of pork really comes from a free-range pig.
When it comes to answering this question, the buyer has to rely on the seller
and/or the overall quality control system. But the buyer does not need to build
the confidence in the seller on blind trust. Instead the buyer may show credence,
ie, confidence based on external evidence.

Goods with important credence characteristics will only be demanded to any
significant degree provided that sellers are able to show credentials which
demonstrate that the buyers have reason to believe their quality claims. If the
buyer cannot trust the seller’s quality claims (eg, about “free-range pork” pro-
duced according to certain rules), then the buyer faces high information costs
and for this reason the transaction might be rejected. If the buyer, on the other
hand, has credence in the seller, then the evaluation of the credence char-
acteristics is quite straightforward: the claims from a credible supplier should
not be questioned. Credence goods are goods for which the buyer’s decision-
making is dominated by concerns about credence characteristics and subse-
quently about the seller’s credentials.

Such credentials may be of several different kinds. The supplier may demon-
strate heavy commitment to a credence good by creating a corporate brand sup-
ported by conspicuous advertising; this may demonstrate to buyers that the
supplier will do much to avoid “quality scandals” and the resulting loss of good-
will. A third party may also evolve: government may want to protect its citizens
and/or the exports of the nation; a non-governmental control organisation may
set up either to reap a profit from the control work or to promote its (environ-
mental) goals. In Great Britain, the former solution is dominant, while in the
Netherlands free-range pigs have to a large extent been developed by an in-
dependent control organisation financed by levies related to its control and
branding service.
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Most food products have some credence characteristics, for example with
respect to nutritional characteristics and hygienic standards which presuppose
inspection work of food engineers and veterinarians. But there are many
differences between individual characteristics. Andersen (1994, p 3) proposes
three types of credence characteristics:4

1. A hidden credence characteristic is a characteristic of each product specimen
which cannot be detected by inspecting the final product (for instance
because it concerns “ethical” characteristics of the production process).

2. A standardised credence characteristic is one where a product must live up to
a large number of minimum standards, but which the consumer in practice
is unable to check (for example whether the meat is date-stamped correctly).

3. A stochastic credence characteristic is a characteristic of a class of products
(eg, a brand) with a probabilistic distribution; for instance, there should be a
very small probability of quality breakdown due to bad (boar-like) taste.

“Ethical” qualities relating to, for example, the welfare of producing animals are
typically hidden credence characteristics.5 Here we are dealing with consumer-
oriented characteristics which are specified in terms of the production process
rather than in terms of the physical product. Only a well-established inspection
system can guarantee that a food product is the outcome of a specially defined
production process which may imply extra costs vis-à-vis dominant types of
production processes. Free-range pigs are clearly examples of such production-
process-specified products and all the related inspection problems.

A credence good cannot normally be fully designed. To some extent it also has
to evolve through a process of trial and error. The reason is the trade-offs
between new product characteristics and costs of production as well as between
different quality characteristics (nutritional, hygienic, gastronomic, aesthetic
and “ethical”) which cannot be fully explored through small-scale experiments.
Similarly, there is a trade-off between the assurance of quality characteristics
and the related inspection costs. This emphasises that the free-range predicate
might also be a stochastic credence characteristic, and the question is whether
consumers will accept that one out of a million or one out of a thousand or one
out of a hundred “free-range pork chops” are in fact not from free-range pigs.

Such questions cannot be answered a priori. Instead there will probably be a
period of “co-evolution” of the product characteristics and the inspection system,
before a robust credence good emerges. It is doubtful whether free-range pigs
have reached such a mature state yet. The product characteristics and the
related inspection system still have to demonstrate their trustworthiness by
their ability to avoid or to cope successfully with future “quality scandals” due
to attempts of fraud as well as random errors.

Some studies about consumers’ trust in search, experience and credence
characteristics have been conducted. Nelson’s (1970) hypothesis is that

4

4 The three types of credence goods have been found in a study of the food industry. Other types of credence
goods may exist.
5 Also credence characteristic of type (3) can be relevant for the understanding of free-range pork products,
because a specimen can be taken from a class of goods of which some do not meet the requirements to be called
free-range pork. Credence goods of the three types are discussed and illustrated in Andersen (1994).



consumers are less sceptical of search than experience characteristics. This
thesis has been supported by empirical evidence (eg, Ford, Smith& Swasy,
1990). Darby and Karni’s (1973) hypothesis is that consumers are less sceptical
of experience than of credence characteristics. The latter hypothesis was
sharpened and tested by Steenkamp (1989, pp 126 f., 184 f.); the study of pork
(gammon) supported the hypothesis; in another investigation the hypothesis
found no support (Ford et al. 1990).

The varying results concerning the relative importance of the different types of
characteristics are not surprising, given the above discussions. Credence
characteristics are normally temporary areas of concern for consumer choice.
After a period of attention, it will be revealed whether the credence character-
istic is viable and which firms and control systems have sufficient credentials to
supply it. Then a period, during which the credence characteristic can be taken
for granted, might emerge. Later occasional quality scandals might occur.
Depending on at which point in this process the empirical investigation is
conducted, it will have different results. Some will support Steenkamp, others
will support Ford et al.

What is most important is that credence goods will only exist in the long run, if
either consumers or the authorities are willing to protect the suppliers of high
credence quality against “free riders”, who make believe that they supply high
credence quality but who do not actually bear the costs of doing so. We, there-
fore, have to find out how Gresham’s Law – that bad quality drives out good
quality – can be dodged with respect to credence characteristics (Akerlof 1970;
Chamberlin 1953, p 26). This problem emerges even with respect to simple food
products: If there were no countermeasures against Gresham’s Law, the market
for many products with production-process-oriented characteristics would
simply cease to exist. The possible solution to the problem answers the question
that the referees raised as a critique of Akerlof ’s (1970) market-for-lemons
paper: “Why could there be a market for something like eggs, they said, if people
are so worried about quality?” (Akerlof 1990, p 65) The answer is: because of an
institutional setting which allows buyers to trust that acceptable levels of many
potential credence characteristics are obtained by some easy-to-find sellers.
This institutional set-up is created both through market evolution and through
governmental intervention.

1.3 The customer market model

Market-based credence goods mainly exist in a type of market where customers
usually are loyal to a particular seller from whom regular purchases are made.
To understand the prospects and problems of a credence good like free-range
pork, it is helpful to develop a model of such a customer market (cf. Phelps 1985,
Ch. 15). The customer market model is developed by general economists who
have traditionally assumed that buyers and sellers interact through anonymous
transactions in an auctioneer market. Therefore, it is convenient to explore the
model in two steps: first, by contrasting the customer market to a product
market with an auctioneer setting the price-quality mix that clears the market;
second, by investigating how a product with complex quality – including
credence characteristics – can be analysed in the model.
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The auctioneer market is assumed to be frictionless, and transactions are,
therefore, costless. It is also assumed that sellers can transmit and buyers can
acquire information without costs. Furthermore, new knowledge in one firm, for
example about a new product, will instantly be acquired by all other firms and
customers, because no information can be kept secret from the others.

In the customer market model both firms and customers are characterised by
incomplete information and knowledge; they can be characterised by Simon’s
(1965) notion of “bounded rationality”. This means that each participant in the
market has to rely on his/her beliefs of the other participants’ desires and
capabilities and on expectations about current and future industry conditions.

An existing firm in a certain customer market is known by its present custo-
mers and some of the potential customers. When a new firm decides to establish
itself in the market, probably no or only a few customers know it. In both cases
the firm can invest in an expansion of its customer base. The costs of the invest-
ment are manifold. Basically, to attract new customers the firm has to offer a
particularly good bargain. The investment is likely to be substantial, because –
in contrast to auctioneer markets – consumers’ reaction in customer markets
cannot be expected to be quick. But it is exactly this inertia of behaviour that
allows the firm to calculate its return on the investment of acquiring new
customers. There might also be benefits from the change in the long-term
behaviour (eg, increased loyalty) of existing customers.

The problem of asymmetric information with respect to credence characteristics
can be resolved by developing the model of the customer market. In such a mar-
ket, a customer is usually loyal to a particular seller from whom the buyer
makes regular purchases. The underlying assumption is that the seller is also
loyal by supplying products with a satisfactory quality-corrected price. If this is
the case, there is only a small probability that the customer will shift to another
seller. Instead the buyer enjoys purchasing from a trustworthy seller, where the
transaction is satisfactory although the customer seldom makes the costly ex
ante or ex post checks which are necessary to confirm his/her assumption
(Barzel 1982).

The buyer normally prefers well-established credence goods from well-reputed
sellers. The underlying assumption is that the long-term evolution of both
product specifications and the supplier population have demonstrated which
claims about credence characteristics are false and which are truthful. However,
since the detection of false claims with respect to credence characteristics is, by
definition, rather rare, the selection against incorrect claims is quite difficult. In
fact, this selection presupposes some degree of altruistic or co-operative
behaviour among buyers.

To be more specific, it is not enough that a customer, who has detected false
claims, stops buying from his customary supplier. The customer must also give
“voice” to his dissatisfaction (Hirschman 1970), either as a warning to the seller
and/or as an attempt to make other customers participate in a punishment of
the seller. The reason for this kind of behaviour is only partly rationalistic; even
a deep-felt emotion of anger or of being cheated may play a role. Given the
customers’ problems of quality detection and their costs of establishing a new
and better relationship, the reactions to false claims are normally sluggish and
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erratic. Often the seller will be given the benefit of the doubt, before the
customer finally decides to exit the relationship and/or to advice others not to
buy “pigs in pokes” from the seller.

The customers’ behaviour means that the seller can reckon with his/her accumu-
lated stock of customers as a clientele with a relatively high and stable propen-
sity to continue the relationship. This stability means, for instance, that the seller
may engage in mark-up pricing or quality reductions, thus obtaining pure profits
for a while. The seller may also engage in an investment-like effort to expand the
stock of customers (or their individual purchases) by pricing, advertising or
quality improvements. The returns on such an investment are represented by the
present value of the expected future purchases of the new customers (or the
expected increase in the purchases of the old customers). Similarly, the loss of
customers will occur as a decrease in the seller’s “goodwill”, its customer capital
(cf. Aaker 1991 on “brand equity”). The reason for this “disinvestment” will often
be an insufficient response to a new competitive situation in the market.

The many different strategies available to buyers and sellers mean that a custo-
mer market is never in a stable equilibrium. Instead, an apparent equilibrium
will sooner or later be undermined by behavioural change. A particular problem
is that the buyers’ propensity to exit customer relationships depends on their
perception of the distribution of the sellers’ quality-corrected prices. If there is
very little perceived variance in the market, then the buyers’ propensity to exit
will be low (but not zero because of emotional reactions). In this situation, the
variance of seller behaviour is likely to increase because of the large set of pos-
sible strategies for sellers. Some sellers will exploit the situation by increasing
their quality-corrected prices while others will try to persuade their given
clientele to buy more by increasing the quality and the scope of their product
portfolio. Through these reactions, the customer market becomes more varied,
and the subsequent perception of this variety increases buyers’ incentive to
shift between sellers. This increase changes the situation for the sellers who
have to behave in a way which decreases the variance of their behaviour. And so
the story starts all over again...

1.4 The evolution of credence goods in customer markets

A seller in a customer market cannot vary the commodity characteristics of its
products freely. On the contrary, it is part of the implicit contract between the
seller and his/her customers that the seller continues having a stable or de-
creasing quality-corrected price. Since by definition an innovation involves a
degree of novelty, such an innovation will create uncertainties and doubts of the
effect on the quality-corrected price with respect to the seller’s core products.
Thus the basic tendency of a customer market is conservative rather than inno-
vative. It is much easier for the seller to analyse actual and potential customers’
reactions to vertical rather than to horizontal product differentiation (Lancaster
1979, pp 26-29). To avoid uncertainty, the seller is likely to play down the fact
that his/her innovation is horizontal and instead emphasise its vertical aspects.

Some of the conservatism of customer markets can be overcome if the seller has
a large and evolving portfolio of both vertically and horizontally differentiated
products. In this perspective, the outcome of the innovation process is con-
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sidered as more or less random variants which might and might not succeed.
One task related to this portfolio approach is how fast the success or failure of
a new commodity specification should be determined. Another task is to obtain
a higher probability of success than can be reached if the novelties are drawn
randomly from the immensely large set of possible commodity specifications.
Here a wide-spread heuristic is to keep a large number of quality dimensions
fixed at well-known values and only vary a few in a random way, or on the basis
of suggestions from customers. Thus, the strategy is to introduce horizontal
differentiation which varies only slightly from vertical differentiation, as in the
case of free-range pigs. However, since the differentiation process takes place
over a broad front of products, its long-term effects may be quite considerable.

Such a strategy of differentiation is especially used by innovation-oriented
multiple retailers. Customers are able to consider their behaviour in many mar-
kets and dimensions while most producers of branded food products focus on a
limited portfolio of credence goods. To the extent that the buyer increasingly
emphasises credence qualities (because of his deteriorating knowledge of food
products as well as his emphasis on animal welfare), he favours a retailer who
is sufficiently large to establish her own quality control system and to influence
the innovative activities of her suppliers. Such a retailer may also chose to
present the novelties under her own label rather than with the producer’s brand
name. This increases the possibility of her obtaining a large part of the possible
profits from the novelty; at the same time she increases her customer capital
because she can attract many new customers and because she can strengthen
the relationship with existing customers.

This situation is likely to change as other sellers will try to regain their lost cus-
tomers – often by developing similar quality control capabilities. Furthermore,
free-riding sellers will make believe that they have sufficient control capabilities
although they are avoiding control costs. This forces control-oriented sellers to
find means of identifying themselves from the free riders, eg by formalising their
control criteria. As a side effect, the control system becomes more systematised
and easier to imitate. The original quality problem may in the end be reduced to
a well-defined grading or to well-defined minimum standards. Thereby, the
credence good is transformed into a search good or an experience good, as pork
was seen as a few years ago in many industrialised countries. The increasing
focus on, for example, salmonella has changed this perception so the credence
dimension is again important to the consumer. The beef sector with the “mad
cow” disease (BSE) illustrates the importance of the credence aspect even better.

It is, however, not normally the whole product type (eg free-range pork) but an
individual quality characteristic which undergoes such a quality life cycle. The
whole product type undergoes a series of quality life cycles which together
create its long-term evolution. This evolution can be schematised by considering
the seller’s product specification, ie, the set of objective characteristics of the
product (and its mode of production) which influences its perceived utility for
one or more of the actual and potential customers. However, this specification is
not complete in any absolute sense. At a certain point of time, t, the seller deals
with a specification in terms of the n(t) quality dimensions which have already
been recognised as more or less important. In this n(t) dimensional space, a
commodity specification is a single point, (c1, c2, ..., cn(t)), which specifies how the
product is described in terms of all the dimensions.
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It can often be shown empirically that n(t) is increasing in the long run. This
causes contradiction, because the cognitive capabilities of the individual buyer
are limited and more or less constant (cf. Simon 1982), and because the buyer is
only able to give a very limited amount of attention to most product groups. A
solution to this contradiction is to say that the number of characteristics which
are explicitly taken into account in the buyer’s decision-making regarding a
certain product, m(t), is bounded upwards. For ordinary food products the
number is lower than some maximum, mmax, a maximum which might even
diminish over time (due to the increasing cost of time and memory in household
production). Thus there is a tendency that n(t) >> m(t). The rest of the product’s
quality characteristics are only taken into account as a part of a set of the k(t)
= n(t) – m(t) minimum requirements which the seller in a customer market is
usually assumed to take care of. In the marketing literature, the consumer is
assumed to solve the problem with attributes left out in the information
processing by combining relevant “chunks” of characteristics and relating them
to a brand name for example (Solomon 1996, p 105). In other words, the buyer
presupposes that most important problems with respect to product quality have
been taken care of by means of minimum requirements, although he/she only
knows a few of them.

The changing importance of individual characteristics can be modelled in terms
of the quality life cycle. Initially a newly recognised characteristic is subject to
much interest among buyers and sellers, but the end result of the competitive
process is that it is transformed from a decision-making parameter to a part of
the conjunction of minimum requirements, which is normally taken for granted.
This disappearance is part of the typical life cycle of most quality character-
istics, and it explains why key success factors in a certain customer market
change through time.

However, as the conjunction of minimum requirements through time becomes
more and more complex, sellers’ quality control costs will increase while the pro-
bability that buyers will disclose a seller’s dishonesty will decrease. As a result,
the market is increasingly open to attacks from free riders. In this situation,
civil law and government regulation may fill an important function as a means
of stabilising the market. By upholding large parts of the complex of minimum
requirements, regulation may help free sellers’ attention towards a competition
on new credence characteristics.

2. METHODOLOGY

The empirical data about free-range pigs/pork were collected as a part of Philip-
sen’s (1995) PhD thesis. The aim was to investigate the role of lead distributors
in the development of new food products using pork products as illustration. The
lead distributor concept is a theoretical adaptation of von Hippel’s (1986, 1988)
lead user concept to the distributor part of the food production chain. The free-
range pig cases were the main empirical illustration of the study. The free-range
pig/pork was first developed in Great Britain. In this case a lead distributor
played a very important role in developing free-range pig/pork. A few years later
free-range pigs/pork was developed by Dutch producers and introduced on the
Dutch market, and some years later the Danish producers followed with free-
range pork for the Danish market. Lead distributors have played a less
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significant role in the Dutch case compared with the British – though still an
important role. In the Danish case the role of lead distributors has been limited.

The difference between the study of lead distributors and of free-range pig/pork
in a credence perspective is mainly a matter of focus. The innovation story and
the elements focused upon are basically the same in both cases. In the lead dis-
tributor study, the control elements of the free-range pig production and
distribution are also important to understand and they explain the development
because it dominates the innovation. This means that the aim of collecting data
in the original study does not differ from the aim in this report. In each country
the relevant actors were identified through contact with the most important
firms and organisations. An attempt to describe the evolution of free-range pig
production concepts was made for each product concept.

In the Netherlands, one control organisation, ISC (Internationale Scharrelvlees
Controle), totally dominates the inspection of free-range pork production. Free-
range pig farmers, foodstuff companies, slaughterhouses, meat manufacturers,
butchers and grocery retailers engaged in production, manufacturing and sale
of free-range pork are all affiliated with the ISC. Interviews were carried out
with representatives from the ISC, the most important foodstuff and free-range
pig breeding company, slaughterhouses, a butchers’ organisation and the two
most important grocery retailers. The names of the companies and persons are
shown in the list of interviews in the appendix.

In Denmark, five different free-range pig concepts have been identified. The
first and most important one was developed by Friland Food A/S. The second
was developed by Dansk Frilandsgris Produktion Aps. These two companies
have dominated the birth of production and sale of free-range pork in Denmark.
A third company which sells free-range pigs under the trade name “Enggrisen”
is managed by butchers and has not been investigated. The Federation of
Danish Pig Farmers and Slaughterhouses has also elaborated on a free-range
pig concept, according to Mr Hove, marketing manager of the organisation. No
pigs are produced in Denmark according to these rules, and therefore the
concept has not been investigated. The fifth free-range pig production concept
concerns the product “Gourmet” which was launched by the largest Danish
grocery retailer, Co-op Denmark. Information about “Gourmet” was gathered in
1996 as a supplement to the other data. The case will only be described briefly.
Interviews with representatives of the companies Friland Food A/S, an import-
ant butchers’ organisation and the Danish Animal Welfare Society have been
carried out. The managing director of Dansk Frilandsgris Produktion Aps was
also interviewed. The most important organisations involved in free-range
production, manufacturing and sales have been interviewed in both the Nether-
lands and in Denmark.

The only way to collect primary information has been through interviews of the
involved companies and organisations, because the only written material
available is rather fragmented. The lack of background information led to the
use of semi-structured interview guides. The information gathered in the
interviews has been supplemented with secondary material. Most of the
interviews were made as personal interviews and the questions and answers
were tape-recorded. A small number of interviews were made by telephone.
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The informants were contacted by telephone in advance, and on the same day
they received a telefax with the main interview questions. The interview ques-
tions differed according to the type of company/organisation. The primary data
were collected by using semi-structured interviews carried out in January 1992
in the United Kingdom; June 1992, January 1993, and March 1993 in the
Netherlands; and December 1992, February 1993 and March 1993 in Denmark.
In the rest of 1993, 1994 and 1996 a few supplementary telephone interviews
were made to cover missing links in the material. The sections about the Dutch
and Danish free-range pig cases in Philipsen(1995) were sent to the main inter-
view persons. Their comments have been incorporated into the final text. The
British, Dutch and Danish case descriptions in this report are revised versions
of Philipsen (1995).

Though the cases have some similarities, they also differ because each evolution
contains some unique actors and different historical contexts. It is therefore
impossible to describe the cases in the same way. Instead, the historical
evolution forms the structure in each case and the aspects related to credence
qualities will be highlighted.

3. PRODUCTION AND DISTRIBUTION SYSTEMS FOR FREE-RANGE PIGS

The Dutch and the Danish free-range pig production systems have some com-
mon features. An overview over these features – described from a credence
perspective – will be highlighted in this section. But first we will demonstrate
how the free-range pig phenomenon emerged in Great Britain.

3.1 Emergence of free-range pig production in Great Britain

This short introduction to the emergence of the concept in Great Britain is
necessary background information to the other cases among other things be-
cause the solution to the control problem differs from the situation in Denmark
and the Netherlands.

The free-range pig concept and the related production were developed by the
large British mixed retailer Marks & Spencer at the beginning of 1980s. Marks
& Spencer was the first, as far as the authors know, to develop a product concept
labelled “free-range pig”, which was sold partly under an animal welfare market-
ing message. Marks & Spencer wanted to develop a pork pig not just another
bacon pig. They co-operated with the breeding company Peninsula to develop the
right breed and had about 20 farmers producing the pigs. Marks & Spencer both
initiated and controlled the whole development process from the birth of the
idea, the development of a prototype (they asked Peninsula to find a suitable pig
breed) and to the launch of the fresh meat in Marks & Spencer stores. The
product was developed according to specifications set up by Marks & Spencer,
and the specific free-range pig concept was developed as their private-label
brand owned by Marks & Spencer. These products were not marketed as free-
range products before about 1988 (Mr Rasztar, Tulip International).

In the period from 1988 to 1991, all the other major British food retailers follow-
ed Marks & Spencer and developed free-range pork products under their
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private-label brands. Two ways of handling the credence problem with free-
range pork can be identified. Companies like Marks & Spencer, Safeway and
Asda let independent third parties inspect the production scheme; other
companies like Sainsbury, Tesco, Waitrose and Gateway do not have an
independent inspection of their production of free-range pork (Philipsen 1995).
The latter group builds its credibility on the consumer’s trust in the belief that
they do not cheat, because if consumers found them cheating, it would under-
mine the credibility of all products offered. The third party carrying out the in-
dependent inspection for the other food retailers may be a private organisation,
like the Soil Association, or a government institution like the Meat and Live-
stock Commission (Soil Association 1991).

Since 1993 Safeway has followed another strategy. Safeway probably has twice
as high a share of free-range pork in their stores compared with the other com-
panies, but they do not sell the pork under a free-range pork label in a transi-
tional period. Instead, Safeway expects that all pork sold in their stores in 3 to 5
years time will be from free-range pigs. They take this stand, because they per-
ceive the sale of free-range pork in their stores as a critique of pork from conven-
tionally raised pigs. How can they sell pork from conventionally raised pigs when
they believe that free-range pork is better? This is not a question about ethics,
but rather one about firm product strategy and a way, for Safeway, to differen-
tiate from its competitors (Messrs Rasztar and Mosely, both Tulip International).

3.2 Different and changing definitions of free-range pigs

A basic observation in the investigation of free-range pig concepts is that none
of them are exactly the same. They are – in the terms of Lancaster – vertically
or horizontally differentiated. A number of different definitions of animal wel-
fare, which form the background for the free-range pig concepts, have been
proposed, for instance the one below.

“Animal welfare consists of the animal’s positive and negative experiences. Sub-
stantial negative experiences are pain, fear and frustrations and substantial
positive experiences are happiness, play and satisfied expectations. The judge-
ment of animal welfare must be based on scientific recognition and practical
experience in relation to the animal’s behaviour, state of health and physiology.”
(Simonsen 1993, p 19, trans. KP & ESA)

A number of other definitions are discussed in Philipsen (1995, Ch. 5) but none
of them are generally accepted as a definition of animal welfare (Simonsen 1993,
p 19). In this report, the term animal welfare refers to farm animal welfare – in
opposition to the welfare of wild animals or pets. In a report like this, which
focuses on free-range pigs, it is noteworthy that it is difficult to identify a clear
empirical category, “free-range pig/pork”, which can be used across the three
countries. On the other hand, this is an important point in relation to the evolu-
tionary perspective of this report: the definition and perception of what is meant
by animal welfare are ever-changing and vary according to differences in nation-
al legislation, cultural differences, interests of the parties involved and changes
as regards which dimensions free-range pork customers, retailers etc. focus on.
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Anderson and Tushman (1990) propose an evolutionary model of technological
change which can be used in order to understand the evolution of free-range pig
production concepts. In their model a technological breakthrough or a
discontinuity initiates a period they label an “era of ferment”. This period is
characterised by rivalry between the existing technologies and the new
substituting technologies of which there might exist more than one. The rivalry
will continue till one of the technologies is able to dominate (this does not
always happen). The “era of ferment” ends with the establishment of a dominant
design and an “era of incremental change” characterised by the elaboration of
the dominant design through incremental innovation. This period will continue
till a new technological discontinuity appears.

The introduction of free-range pig production in all three countries marks a
discontinuity of technological development, because the incremental learning-
by-doing in conventional pig raising is disrupted. The Anderson and Tushman
model can also be related to a product life cycle and its parent concept, the
demand/technology life cycle (Kotler 1994, pp 354-359) to clarify how a free-
range pork product differs from and relates to meat from conventionally raised
pigs. In marketing a specific demand mirrors a want. In the case of free-range
pork, the want is – in broad terms – pork (or more abstract meat or food). The
want for pork is satisfied by some technology called “demand technology”, which
has its own cycle. The demand technology life cycle consists of a succession of
product form life cycles, which can each in turn be divided into brand life cycles.

Anderson and Tushman argue that their model can be used to examine techno-
logy at several levels (Andersen & Tushman 1990, p 606). If pork from conven-
tionally raised pigs and free-range pork are classified as product forms the ana-
lysis can focus on the rivalry at the product form level (it is assumed that pork
can be divided into different product forms, because the technology and know-
ledge used to produce free-range pork differ substantially from the production
of conventionally raised pigs).The analysis can also focus on the rivalry among
different free-range pork concepts at the brand life cycle level. It is difficult to
distinguish empirically between product form and brand life cycles when it
comes to pork. The main focus in this report is on the brand life cycle level and
we label both product form and brand life cycle product brands.

The report deals with the development of free-range pig production in the Nether-
lands and in Denmark – and briefly with the prior development in Great Britain.
Some of the firms involved in free-range pork trade have considered
import/export of free-range pork across national borders, and this raises the
problem of the compatibility of the national/firm-based concepts/standards for
free-range pork. So the discussion about a dominant design (or standard) for free-
range pork production can also be analysed at the EU level. By mid-1997 there
was no EU legislation concerning the production of free-range pork. Firms and
organisations involved in free-range pig production in all three countries have an
interest in affecting future EU legislation so that they will become similar to their
way of doing things, expressed by the rules set up in their concepts. An EU market
also raises the problem about how to inspect the credence quality aspects across
borders and economic advantages and disadvantages of producing free-range
pork under the different concepts. Consumers are very price sensitive as regards
pork, and if the free-range dimension is the same, the lowest-cost concept is
assumed (in the long run) to outperform the other free-range production concepts.
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It is common to distinguish between conventionally raised pigs, free-range pigs,
and organic pigs.6 The animal welfare aspects are present in all three types of
goods, but the importance of the animal welfare aspects for the consumers’ pur-
chase behaviour is supposed to be more significant for free-range pork products,
less for organic produce (because no use of pesticides and artificial fertilisers
also characterises this produce) and least for conventionally produced pork.7

The evolution of the free-range pork concept (and also the organic pig concept)
depends heavily on the consumers’ trust in conventionally produced pork. In
1991 pork accounted for 47.4% of total meat consumption (pork, beef and veal,
lamb and mutton and poultry) in EU 12. The consumption in the three countries
differs. In the United Kingdom pork accounts for 33.9% of total meat consump-
tion, in the Netherlands for 52.2% and in Denmark for 66.8% (Bansback 1993,
here quoted from Philipsen 1995, p 307). This level of consumption reflects the
consumers’ trust in pork in the three countries and EU 12. This trust has been
created over a very long period. In Philipsen (1995), the case of Danish exports
of bacon to the British market is described. It started in the 1880s and has been
built up during more than 100 years. It is a relationship between the British
consumers and the Danish bacon producers characterised by quality break
downs, British consumers’ negative reaction and Danish bacon producers’
efforts to re-establish a reputation of good quality. Although the pork has been
accused of being too fatty, the intensive production systems for being animal
unfriendly, the pork for poisoning consumers with salmonella, the production
system for air pollution and polluting the ground with manure, the general
consumer trust in pork must be characterised as high compared with other
types of meat. A current example of the erosion of consumer trust in meat is best
illustrated by the mad cow disease (BSE) and its dramatic effect on the
consumption of beef and veal in both quantitative and value terms in most EU
countries during 1996 and 1997. So the evolution of the free-range pork product
concept builds on the relatively high consumer trust in conventional pork. The
high levels of pork consumption are, of course, also affected by the relative price
per kilo for pork compared to other types of meat (Bansback 1993) and cultural
patterns of food consumption (Fischler 1990).

3.3 Three types of inspection problems

The inspection problems concerning pork from free-range pigs can be divided
analytically into three different types of problems according to the type of
credence category (see sections 1.1-1.2).

The first is inspection of whether free-range pigs are raised and treated accord-
ing to the animal welfare rules of good husbandry of pigs. This type of control is
linked to live pigs, which means that the inspection is made at the pig farmer’s,
during the transport of free-range pigs to the abattoir and until the pig is
slaughtered at which point it by definition is transformed into pork. It is during
this phase that the value from the animal-friendly husbandry is added to the
pigs; the inspection task is therefore to investigate whether practice follows the
rules set up. The credence dimension is literally of the “hidden” quality type,
because a buyer of free-range pork is unable to detect whether the butcher tries
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to sell, for example, a chop from a free-range pig or from a conventionally raised
pig. Even when the buyer is an expert in this field or has access to all necessary
testing methods he would still not be able to tell which chop originates from
which pig – at least with the knowledge available today.

The second inspection problem relates to the large set of minimum standards
which the product must live up to but which is too difficult to test for the buyer.
Free-range pork must match a number of standards just as pork from conven-
tionally raised pigs: hygienic standards, micro-biological standards, taste
standards etc. Though the standards can be difficult to test (because of the large
number), they are possible to test, contrary to the “hidden qualities” in the first
type of credence qualities.

The third inspection problem arises because pigs are as different as human
beings concerning height, weight etc. and certain aspects of individuals in a
population form a normal distribution curve. Some pigs have a high fat content,
others are lean with a low fat content and a high meat percentage. So when a
consumer buys a meat cut, certain quality dimensions can vary because of
natural variations in the pig population. Experience has shown that free-range
pigs vary more concerning, eg, fat content compared with conventionally raised
pigs (Philipsen 1995). Experts in pig husbandry have pointed out the fact that
pigs are more difficult to raise than expressions as “behave like a pig” or “look
like a pig” indicate. Pigs are rather sensitive (generally more than other farm
animals) to a number of environmental factors (temperature, fresh air, foodstuff,
floor space, possibilities to follow their natural instincts etc.) and if these factors
exceed the optimal intervals, they have a negative affect on the welfare of the
pig and thus the growth of the pig and the pork quality (Mr Jørgensen, Pelco).
It is much easier for the conventional farmer to control these problems than for
the free-range farmer, whose pigs often are outdoors. This means that
conventional pigs will vary less than free-range pigs.

In this report we concentrate on the first two types of inspection problems. Their
relation to free-range pig production, manufacturing and sale are shown in
figure 2.
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3.4 Quality trade-offs and quality conflicts

An important aspect of the innovation task in developing a free-range pig
concept concerns the technical problems in connection with raising pigs. The
technical problems stem from the different ways free-range pigs are raised
compared with the way conventional pigs are raised. Some major differences are
free-range pigs’ access to outdoor areas and organising the pigs’ environment so
that their natural instincts are supported. This means that a hundred years of
technical development and know-how of pig raising is disrupted and another
innovation path is now being developed. The conventional way of raising pigs
comprises a large amount of tacit knowledge or sticky knowledge (von Hippel
1994) appropriated though learning-by-doing in pig raising. This also includes
the genes of the pigs. The free-range pig concept entails a demand for new and
different genetic qualities. With the free-range pigs it is no simple task to solve
the technical problems, because there is a complex trade-off between the pigs’
living conditions and the quality of the pork. Because it is difficult to control the
environmental factors in the same way as with conventional production of pigs
raised indoors, the natural variation in the free-range pork populations means
that it is important to establish an inspection system which can sort free-range
pork according to the conventional standards. From regular purchase and use
pork consumers have learnt that they can expect a certain “standard” of search
and experience dimensions from pork from conventionally raised pigs. The
sellers of free-range pork have to meet these standards if they want to sell more
than an insignificant amount of free-range pork.
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Figure 2. Inspection problems related to free-range pig raising, and to
manufacturing and sale of free-range pork
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Consumers do not buy free-range pork solely based on the information about
“ethical” aspects in relation to animal welfare, though a Dutch investigation has
shown the animal welfare aspect to be the most important reason for buying
free-range pork.8 Other product attributes, like search dimensions (colour, sell-
by date, price, meat juice, visible fat etc.) and experience dimensions (taste, smell,
texture, tenderness, succulence etc.) also affect the consumers’ purchase and
repeated purchase decision. This means that there is a trade-off between the
animal welfare aspects of free-range pigs and search and experience aspects.

The influence of mass media on consumers’ awareness of free-range pork affects
the sales. The cases about free-range pigs suggest a correlation between the
horror stories about animal cruelty and the sale of free-range pork and other
meat types. This correlation is not surprising when taking into account the
“ethical” dimension that the free-range pork typically is sold under. A reminder
about the “ethical” aspects of pig production can be viewed as a “breakdown” or
critique of the quality standard of the pork from conventionally raised pigs. If
the mass media do not bring new stories about bad treatment of animals then
the sale of free-range pork will (perhaps) decrease.

The point is that improving animal welfare for pigs may take place at the
expense of other quality aspects of pork. Different ways of defining animal wel-
fare can also be identified and thus a trade-off between various elements of the
animal welfare exists.

In none of the cases, the development of the free-range pig concept is a question
of one company dealing with how to couple the market needs and opportunities
with technical competencies and capabilities. They are case stories about the
involvement of different companies in the vertical chain of raising, manufac-
turing and distributing pigs/pork at different stages of the innovation process.
The description of the different members in the chain makes the innovation
story more complex. The perception of quality, including animal welfare, varies
between the different parties in the food chain, ie between the farmer, the
slaughterhouse, the food retailer and the consumer (Bowbrick 1992). In the pre-
sentation of the customer market model, it was implicitly assumed that sellers
are individual firms. In the free-range pork cases, the buyer purchases pork
from the last element in the marketing channel: the butcher or the super-
market. So the seller consists of the whole marketing channel and a number of
(potential) conflicts about what is meant by quality can occur between the
channel members (Stern, El-Ansary & Coughlan 1996). In this sense customer
markets exist between all vertically linked members in the channel and not
only one customer market. If one of the channel members dominates the whole
chain, which is most clear in the case of the British company Marks & Spencer
(see above), this channel member’s perception of what is meant by quality of a
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8 “Consumer behaviour with respect to free-range pork was investigated. 209 Dutch buyers of free-range pork
were interviewed by telephone. On average, consumers of free-range pork belong to higher social classes; they
have high incomes, are well-educated and better jobs. Animal welfare is their most important motive for buying
free-range pork rather than ‘regular’ pork. Besides, free-range pork is seen as containing less harmful
substances, as being healthier and more natural. The respondents were willing to spend much more effort in
acquiring free-range pork, but their willingness to pay a higher price was limited. ... Consumers of free-range
pork are not distinctly more alternative in their food choice pattern than other consumers. The main conclusion
is that free-range pork is an attractive alternative to regular pork for consumers who on the one hand are not
willing to become vegetarians but on the other hand reject the way pigs are usually raised. The study shows
that, besides nutritional aspects, ethical motives may be important determinants of food acceptance.”
(Steenkamp et al. 1987)
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credence goods will be the standard for the rest of the channel members. If the
definition of the quality standard is a compromise between more equal channel
members then the perception might differ among channel members, and if a
quality scandal occurs then the necessary step to re-establish a control system
trusted by the buyers can be difficult to establish because of disagreement
concerning economic incentives and who decides about quality perception.

3.5 Market size for free-range pork in the United Kingdom, the Nether-
lands and Denmark

Consumption in the countries is found by using the EUROSTAT calculation
method: production + import – export – stock displacement.9 So the figures show
the volume which can be used for consumption. The figures presented in table 1
refer to 1992, or 1991 in the event that the figures are not available for 1992.

In the Netherlands, production of free-range pork is estimated at 3.5 thousand
tonnes in 1992, or 0.2% of total Dutch pork production. In Denmark, production
of free-range pork accounts for 1.6 thousand tonnes or 0.1% of total Danish pork
production. Free-range pork production in The United Kingdom is estimated at
14 thousand tonnes or 1.4% of the total pork production. Mr Mosely, Marketing
Director of Tulip International, estimated that about 5% of the pork products in
the supermarket chains were sold under a free-range pig label in the spring of
1994. Mr Garvey, product manager for pork, at the marketing department of the
Meat and Livestock Commission, estimated that free-range pork accounted for
up to 10% of the GBP 750 million fresh pork sale in United Kingdom. This
means that free-range pork has a market value of up to GBP 75 million.

Sources: “Livestock, Meat and Eggs in The Netherlands” Produktschap Vee en Vless
1992. “Statistics 1992” The Federation of Danish Pig Producers and Slaughterhouses.
Jensen & Johansen (1992). Information from Dutch and Danish interview persons.

9 Danske Slagterier (1992, p 42).
10 Consumption is 1991 figures and production is 1992 figures.
11 John Howard, Danish Bacon & Meat Council, estimates free-range pork as having a market share in the
United Kingdom of 1 - 2% in 1992. Colin Baldwin, Meat and Livestock Commission, MLC, estimates the market
share in 1991 at about 1% in the United Kingdom market. Here quoted from Jensen and Johansen (1992, p 54).
The free-range production of 14,000 tonnes is calculated as 1% of the domestic consumption.

Table 1. Production and consumption of regular and free-range pork in the
United Kingdom, the Netherlands and Denmark (thousand tonnes and %)

Netherlands Denmark Great Britain

Production 1992 1.552 1.375 993

Domestic consumption 570 361 1.373

Free-range pig production 1992 3.5 1.6 14

Free-range pig production in % of 
domestic production 0.2% 0.1% 1.4%

Free-range pig production in % 
of domestic consumption10 0.6% 0.4% 1.0%11



Denmark had a very small export of free-range bacon to the United Kingdom in
1992 – too small to calculate. Thus, all the produce in the three countries is con-
sumed domestically. The main picture of the free-range pig sector is that both
production and consumption in Denmark and the Netherlands are limited, a
niche production and niche sales compared to the production and sale of regular
pork. But in the United Kingdom consumption is evolving from a product with
a niche image to a product stocked in all supermarket chains and accounting for
a significant part of the sales of fresh pork.

4. THE CONTROL-ORIENTED DEVELOPMENT IN THE NETHERLANDS

The description of both the Dutch and the Danish free-range pig cases are main-
ly in chronological order, because the parties involved and the historical context
differ. On the other hand, the main focus is on the control elements in the cases
of interest from a credence point of view.

Furthermore, focus is also on an evolutionary perspective: How was the concept
started and how has it evolved up till now? Which factors have influenced the
control system and in a broader sense the innovation process?

4.1 Introduction

The story of the development of the Dutch free-range pig concept is an innova-
tion case where three companies in turn took the lead in the development of the
concept. The description of the story is structured according to this shift from
the ISC (a control organisation) to Albert Heijn (the largest Dutch grocery
retailer), and to De Heus & Grif-Bo (a foodstuff and pig breeding company, and
a minor slaughterhouse and meat-cutting company, respectively).

The focus of the case is on developing institutional arrangements to match the
credence aspect of free-range pork and to solve the problems with producing
free-range pork at quality standards perceived by consumers as being normal
for meat from conventionally raised pigs.

The independent inspection organisation, ISC, plays a central role in the
development of credence aspects of free-range pork. But the rules set up by the
ISC do not include the “minimum standards” for conventional pork and free-
range pork. The largest Dutch retailer, Albert Heijn, is responsible for this part
of the product development together with the slaughterhouse Grif-Bo and the
free-range farmers. So different tasks in the product development process were
taken care of by different companies in the free-range pork network.

The Dutch free-range pork system may be viewed as a paradigm or standard for
establishing an inspection system for credence goods, because the system has
proved its ability to adapt to new demands and overcome scandals and customer
distrust caused by quality breakdowns.

Nevertheless, the Dutch system also faces some challenges in the future. The
challenges are associated with the international level and the national brand
product level.
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4.2 ISC – an independent control organisation developed to meet the
credence aspect of free-range pork

The historical evolution of the ISC

In 1983, the most important Dutch organisations as regards the environment,
animal protection and consumer interests laid down the rules for free-range pig
production etc. together with the organisations for free-range pig farmers and
alternative butchers in KOS, Konsumenten Overleg Scharrelvarkensvlees (con-
sumer consulting group). These participants also started the ISC, Interna-
tionale Scharrelvlees Controle (international free-range meat control) in 1985.

The organisations mentioned, as well as the ISC, are non-profit organisations. The
incentives of the non-profit organisations can be described as related to “the differ-
ence between what is and what ought to be”. The establishment of the ISC can be
interpreted as these organisations’ criticism of the existing meat industry and
distribution channels, as well as the organisations’ view, expressed in the ISC’s
rules, on how to raise, manufacture and distribute animal products. The orga-
nisations behind the ISC wanted to promote the development of animal friendly
farming systems in the Netherlands. The organisations’ goals were to increase the
number of pigs (and other animals) produced under the ISC system and lower the
number of pigs raised and manufactured in the traditional way. The sale of free-
range eggs also showed that there was a demand for free-range products.

The establishment of the control system described below was influenced by a
free-range-egg scandal in the Netherlands. Around 1983, up to 25% of the eggs
sold under a “free-range” label were eggs produced in the traditional, intensive
way, ie from battery chickens. The production and sale of these eggs were not con-
trolled by KOS. Naturally, this scandal made the Dutch consumers very sceptical
towards free-range products, including pork. The example of the free-range eggs
shows that to build up a production and marketing system for free-range pig
products (or products where the credence element is crucial for the consumer’s
buying decision) without a control system perceived as trustworthy by the
consumer is to build on sand, and the system can be dismantled overnight if
irregular activities are discovered by the mass media or others. Therefore KOS
had to establish a much more foolproof control system in order to engage in this
type of business. The relationship between the free-range-egg scandal and the
development of the ISC is similar to what Maidique and Zirger (1985, p 306) call
“learning by failure”. They argue that the failure of an earlier attempt to develop
a new product can be used as a valuable experience when a new product is being
developed. The organisations behind the ISC were dissatisfied with a control
system for free-range eggs which permitted 25% of the eggs to come from
intensive egg production systems. After the scandal, KOS was even more
determined to set up an independent and reliable organisation for the control of
free-range pork, in order to prevent a recurrence. The benefit of providing a
solution cannot be measured in profit terms, but rather in the fact that the
members of the organisation trust their organisation which existing members
will continue to support and additional support will come from new members.

A very important part of product development within free-range pork is the
establishment of consumer confidence in the products. Free-range pork deviates
from regular pork by some process characteristics, expressed in the ISC rules.
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These process characteristics cannot be controlled by the consumer. As noted
above, measurement methods, which can tell whether a pig carcass originated
from a free-range or a conventionally raised pig, have not been developed yet.
And even if a method did exist, it would probably be too expensive or too
impractical for consumers to use. Two options concerning the establishment of
a control system were possible: either the existing veterinary meat control
system in the Netherlands could be adapted to include monitoring of free-range
meat, or a new control system specially for free-range meat could be developed.

Commodity Boards are a central element in the Dutch tradition of self-regula-
tion-of-quality in the food industry and they have existed for a long time. There
is a commodity board for each major food item. The boards primarily represent
the food industry’s interests. The consumers are not directly represented in the
commodity boards. An investigation by Vroom (1987) indicates that in the
middle of the 1980s the meat industry on the whole saw consumer representa-
tives and their demands towards the industry as disturbing to the industry and
rather irrelevant. At that time the Dutch meat industry in general was
production-oriented and accustomed to the Ministry of Agriculture hanging on
to its every word in conflicts between industry and consumer interests.

The decision to establish KOS and later the ISC can partly be explained by lack
of consumer confidence in the existing system. The lack of representation of
consumer interests in the Dutch meat industry boards indicated that a totally
independent system was needed. With the attitudes to consumer interests ex-
pressed by the meat industry, it would probably not have supported the ISC’s
request in 1985 to help establish a control system. Because consumer confidence
is a crucial aspect in free-range pork, the organisations had to establish their
own control organisation to support the diffusion of animal welfare ideas and
more animal friendly farming systems.

Vroom (1987) uses the example, among other things, to form a thesis about self-
regulation of quality in the food industry: “[A] problem of self-regulation may be
the lack of confidence of the public (of consumers) in the industry’s self-control”
(Vroom 1987, p 205).

The establishment of KOS and later the ISC, and the development of the ISC as
an organisation supports the “self-regulation” of Vroom’s thesis. A modification to
the self-regulation thesis was formulated above saying that an independent third
party could be replaced by commitment of, for example, a retailer guaranteeing
the credibility of the credence goods. The ISC is a control organisation which is
formally independent of the organisations (farmers, slaughterhouses, meat
processing companies, retailers and butchers) affiliated to the organisation, and
where the consumers (contrary to the commodity boards) have influence on the
ISC’s policy. The economic success or economic problems of the affiliated organi-
sations in principle do not concern the ISC, although the organisation is of course
interested in the well-being of the affiliated companies as an indicator of how
well their concept works and in order to keep their existing affiliated organisa-
tions and attract more companies to extend the number of farms etc. covered by
the system and thus raise levy revenues.12 But they do not want to help indi-
vidual firms. The main practical task for the ISC as an organisation is “to follow
the pork from piglet to butcher” (Mr Roos, ISC).
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The ISC is an inspection organisation which monitors the production, manufact-
uring and distribution of free-range pork under ISC regulations. The ISC also
monitors the production of free-range poultry and beef, group calves and ISC
free-range meat products. The establishment of the ISC organisation and the
development of an inspection system to monitor the ISC rules for free-range pig
production are important parts of the development of the free-range pig prod-
uct. And it was developed before the production of free-range pigs was started.

The ISC name is not a brand name in the same way as manufacturer brands or
food retailer private-label brands. The ISC name is a trade mark owned by the
inspection organisation, that is the ISC, which offers to monitor and guarantee
the animal welfare dimensions etc. of free-range pig production, manufacturing
and distribution. The difference between the ISC trade mark and the manu-
facturer and private-label brands is that the ISC is open to new companies in
all parts of the production, processing and distribution chain. Above, the diffu-
sion of the free-range pork was defined as a “product form”, and this is also the
instance in the Dutch case because the ISC is the dominant and only brand. The
ISC is similar to organisations which approve and monitor ISO 9000 standards.
One of the ISC’s tasks, therefore, is to maintain and support the trade mark,
because the majority of affiliated companies support the overall aim to extend
the number of animal friendly products and because it means higher revenues
for the ISC.

From an “alternative” to a “serious” image of the ISC

The ISC was set up in 1985 and is located in Utrecht. In 1986, the ISC hired Mr
Roos, who is now the director. Times were very difficult at first, because the sale
of free-range pork was rather limited and the revenues, which were directly
correlated with the sales volume, were also small.

Mr. Roos established contact with a journalist from the Dutch broadcasting com-
pany in 1985 and informed him about the production of ISC free-range pigs.
This led to a general interest in free-range pigs on Dutch radio and television,
in newspapers and weeklies. From 1985 to 1988, the ISC, free-range farmers
and free-range butchers too, were perceived as “alternative” by the established
slaughterhouses, meat processing companies and supermarkets: “People with
windmills in their backyard”, as Mr. Roos from the ISC expressed it. Farmers
and butchers were split into two groups at that time: “serious” and “not serious”.
The “alternative” image was caused by the rather large group of not serious
farmers and butchers and the technical problems with producing free-range
pigs, whose pork meets the normal standard for pork. In those days the sale of
free-range pork was limited and the main reason for the survival of the ISC was
the free advertising of a lot of interviews in the mass media (and thus a limited
investment in creating a customer base in customer market terms). The
message was “more room for pigs in the sties, access to outdoor areas, allowing
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the pigs to act according to their natural behaviour, controlling veterinary treat-
ment including the use of medicine, demands on foodstuff, demands on when to
separate the piglets from the sow etc.”, and it helped build up an image of being
alternative and independent of the existing meat industry.

The main problem in this period was the general poor quality of the free-range
pork. The meat was, for example, too fatty. This quality problem was caused by
“non-serious” farmers and butchers and the mentioned technical problems.
According to Mr. Roos, ISC, the ISC rules are not made to ensure good eating
quality. It is merely a system which is established to secure certain process
characteristics – the credence aspects of the “hidden quality” type. The “alter-
native” image was dominant during this period. The quality, measured as mean
and variance of, for example, fat content and other product standards, was
below that of meat from conventionally raised pigs.

The image of the ISC changed dramatically in 1987-1988, when Albert Heijn,
the largest supermarket chain in Holland, showed their interest in pigs pro-
duced in an animal friendly way. 150 pig farmers supplying 60.000 free-range
pigs, 150 butchers, 450 supermarket outlets, 7-8 slaughterhouses and 7-8 meat
processing plants affiliated to the ISC at the beginning of 1993 indicate the
volume of the production, manufacturing and distribution the organisation was
monitoring eight years after it was started. The organisation also controls pro-
duction of free-range chickens (mainly imported from France), free-range beef
and “group calves”, which are not free range. Free-range pigs are the most
important product for the ISC.

The government has regulated the sale of free-range pigs and free-range pork
in the Netherlands, and the ISC is the government’s official control organisa-
tion. The government supported the ISC financially in 1993, but the govern-
ment’s philosophy is that it will only subsidise as a supplement to one’s own
efforts. The aid is therefore limited to a few years, and the financial support is
of limited importance as a source of revenue for the ISC. But government recog-
nition has established the reputation of the ISC as the organisation which
represents free-range-animal interests in the Netherlands. The ISC concept
therefore represents the dominating design for producing free-range pork both
at the brand and at the product form level in the Netherlands. The ISC is now
a government-acknowledged part of the tradition of quality self-regulation in
the Dutch meat sector.

The inspection system

This section will describe some of the ISC’s main inspection problems and moni-
toring procedures. Dutch free-range pork is divided into unpacked and pre-
packed pork. This division is fundamental in the organisation of production, dis-
tribution, retail and control activities. It is directly affected by the dominating
credence good aspects of free-range pork. The inspection problems are the same
from the farmer to the slaughterhouse, but from then on the two types of free-
range pork have to be kept separated till the consumer buys the pork. The cred-
ence quality for the consumers of free-range pork makes the monitoring of insti-
tutions and procedures an innovation with a systemic character. Meat from free-
range pigs is in general sold at a higher price than meat from conventionally
raised pigs. So the different parties in the production, manufacturing and
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distribution chains have an incentive to cheat in order to obtain a greater profit.
The task of the inspection system is to prevent the companies from cheating as
well as to ensure that the rules for free-range pork production etc. are followed.
The task of monitoring the ISC rules differs substantially when it comes to the
farmers, the slaughterhouses, the meat industry, the butchers and the super-
markets. The system developed to monitor these tasks is discussed in relation
to the four different situations below and the discussion is concluded with an
evaluation of the whole system.

In 1992, the ISC used seven inspectors to monitor the free-range-concept rules.
The inspectors are responsible for each their district and monitor all parts of the
production, manufacturing and sale.

Monitoring free-range pig farmers. The main rule when a farmer sets out having
free-range pigs is that he is not allowed to have both traditional pigs and free-
range pigs. Before the farmer can start, the technical specifications of the farm
are monitored by an inspector. After a transitional period, the pigs can be
labelled free-range pigs and sent to a slaughterhouse. The pigs must be indivi-
dually identified by a plastic earmark. Apart from monitoring problems in the
initial phase, the main inspection problem concerns the number of piglets. Do
the farmers cheat by buying traditional piglets and call them free-range piglets?
The inspectors check this by comparing the number of porkers with the number
of piglets from the previous year. The farmer is also required to keep a log book
of data about the number and veterinary treatment of sows, piglets and porkers.
It causes suspicion when the number of porkers exceeds the number of piglets
registered in the log book.

The other main inspection problem concerns farm management. Does the far-
mer fulfil the conditions for free-range pig husbandry? This is monitored
through regular inspection visits every six weeks. This monitoring includes in-
spection of the information in the log book about the number of pigs, how much
room the pigs have, their access to outdoor areas, information about veterinary
treatment of sick pigs etc.

According to Mr Roos, the ISC has not yet discovered any cheating. But what is
cheating? Does a farmer cheat when he breaks one of the rules, especially a rule
considered to be of minor importance by the ISC? From a study tour to the
Netherlands in March 1993 together with Danish free-range farmers, one of the
authors (Philipsen) got a clear impression that a rule about there being at least
10% coarse foodstuff for the pigs could not be met by any of the farmers visited.
Do these farmers cheat? The point to make here is that the term “free-range pig”
is not an absolute term but relative, which means that the inspection of the free-
range quality can also be described in probabilistic terms. The ISC’s view on
cheating is: “If people really want to cheat, they can always find a way to do it”
(Mr Roos).

This points to the fact that the monitoring system is not foolproof, nor can it be.
When characteristics in the production process of a product like free-range pigs
have to be monitored by a control institution, it is not possible to monitor all the
activities of the farmer and the other parties in the distribution chain. It is a
control system which builds on the philosophy that the organisation responsible
for implementing the rules guarantees that it will follow a number of control
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procedures. Much of the controlling is made by the farmers, slaughterhouses
and butchers themselves. They are expected to adhere to the rules. If the ISC
finds deviations from the rules, it can react in two ways. Small and less
important deviations are dealt with by means of dialogue and the demand that
the situation be improved. Breaking a more important rule will result in
exclusion from the ISC.

Monitoring slaughterhouses and meat processing plants. The main inspection
problem in this part of the production chain is how to ensure that the free-range
pigs and pork are not mixed with conventional pigs and pork. Thus the pigs
have to be slaughtered at a certain time, which has to be communicated to the
ISC in advance so that it can be controlled. On arrival at the slaughterhouse,
the pig is given a metal earmark. After slaughtering, the carcasses are identi-
fied by stamping. After the carcass has been cut, the monitoring is much more
difficult. So the ISC operates with two different types of pork from the
slaughterhouse to the consumer: unpacked meat and pre-packed meat. Until
1987-1988, all free-range pork was sold as unpacked meat through free-range
butchers. Pre-packed meat is sold through supermarkets.

Monitoring unpacked pork at the Scharrelslagers. Unpacked meat may only be
sold to butchers as carcasses. The ISC is informed weekly about the number of
carcasses and the weight of the carcasses delivered to each butcher. And the ISC
also receives information from the butchers about how much they each sell of
the various cuts. The butcher must use an electronic cash register, and on a
weekly basis a copy of the sales figures is sent to the ISC, where they are
checked. In addition, the inspectors visit the butchers’ once every four weeks
without prior warning.

There has been a structural change in consumer buying behaviour. More meat is
bought in supermarkets, which can partly be explained by the fact that consumers
tend to one-stop shop and the supermarkets’ cheaper offers on meat because they
buy in bulk. This has caused an increase in the supermarkets’ market shares and
ever-decreasing market shares for butcher shops in both the Netherlands and
other western countries. The declining market for butchers has created financial
pressure on the butcher shops, and some butchers have financial problems. They
are looking for ways to survive in a decreasing market. One possibility is to become
a free-range meat butcher, where the sales price level is typically 15-20% higher
than regular meat according to Mr Coenen, chairman of the Vereniging de Schar-
relslager (Association of free-range meat butchers). But of course the purchase
prices of free-range pig carcasses are also higher.

This price difference may tempt the butcher to buy regular meat and sell it as
free-range pork. This could be done by, for example, having an unofficial money
box apart from the cash register and not giving the customers a receipt. The ISC
is very well aware of this temptation. If the ISC suspects a butcher of cheating,
it can send people to the shop to buy a certain part of the pig. A pig only has two
tenderloins (the small muscles by the loins). If the ISC knows that the butcher
only had a delivery of two half carcasses, it can ask one person to buy two
tenderloins first and ask another person to buy one more. If the butcher sells
three tenderloins, he is, of course, cheating. In this way, cheating can be exposed,
and in two cases butchers have been exposed. The butchers know that if they
cheat and the ISC finds out, the ISC will advertise the name and the address of
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the butcher shop in the local newspaper saying that the buther has cheated and
that he no longer sells free-range meat under the ISC brand name. Butcher
shops mainly build their business on personal service and the customer’s confi-
dence in the butcher. A butcher is therefore put out of business, if the ISC ad-
vertises the fraud. The intention is, of course, not to destroy the butcher’s
business, but to give free-range butchers a strong incentive not to cheat.

Another interesting case shows the change in attitude to the established meat
sector. The slaughterhouses, butchers and supermarkets affiliated to the ISC do
not have all the complementary assets necessary for doing business. The conflict
is that on the one hand they need to establish and maintain an image expres-
sing the alternative element along the animal welfare dimension, and on the
other hand they have to operate in co-existence with the firms involved in the
regular pork sector. For example, Mr Coenen said that a member of the Organi-
satie de Scharrelslager has been excluded because he had advertised free-range
pork as being better than regular pork. The official binding politics of the
Organisatie de Scharrelslager are to point out the qualities of free-range pork
without explicitly criticising regular pork.

The story about a young butcher who wanted to establish himself as a free-
range butcher illustrates other aspects of the limits for doing business with
credence goods like free-range pork. The young butcher was very interested in
selling free-range beef, but at the same time he wanted to sell pork, poultry and
lamb from conventionally raised animals. He did not succeed with his mixed
butcher business because customers did not trust him: he was not able to con-
vince his customers about free-range beef when at the same time he was selling
regular pork. The butcher had to close his shop after a short while. The Dutch
free-range butchers limit their sale to free-range meat. This supports the basic
understanding in the customer market model and Lundvall’s thesis (1993) (and
in game theory) that “honest” and “opportunistic” systems have to be separated.
An honest “system” cannot function with opportunistic or free rider elements
because these elements destroy (in the long run) the trust which the honest
system is based on. In the “opportunistic” system an honest behaviour will never
work. Therefore these two systems must be sharply separated.

The development of the sale of free-range pork from butchers to supermarkets
and thus the development of pre-packed meat is described in the next section as
part of the Albert Heijn case.

4.3 The role of the most important Dutch retail chain

With a market share of 26.6% in 1992 Albert Heijn was the largest supermarket
chain in the Netherlands (Ahold Report 1992, p 13). One of Albert Heijn’s closest
competitors in the sale of free-range pork, De Boer, describes the company as the
trendsetter in the Dutch grocery sector and as having a market leader position
both generally and as regards pork (Mr Palm, buying manager, meat, De Boer
Supermarket). This view has been confirmed by all the Dutch interviewees. The
consensus about the Albert Heijn (Ahold) company as the trendsetter, also in
the meat business, indicates that it has a special status in the Dutch market.
Albert Heijn went into free-range pig business in 1987.
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Albert Heijn’s incentive to develop and sell free-range pork

Albert Heijn’s involvement in the development of free-range pig products corres-
ponds with the company policy about “wide choice” and Albert Heijn’s focus on
alternative food products. This trend also includes the sale of free-range pork in
Albert Heijn stores. ISC free-range pork gives consumers with a critical attitude
towards regular pork an option. That consumers do not have to go to a special
butcher shop to buy free-range meat also creates an image of comprehensiveness.

Albert Heijn’s interest in developing and selling free-range pork can be further
indicated by a Dutch investigation of consumer attitude to free-range pork
whose main results already have been partly quoted above in a note. Mr. Roos
from the ISC referred to one of the researchers conducting the investigation,
Professor Steenkamp, as a person who had helped the ISC. The release of the
investigation results in 1987 coincided with the start up of Albert Heijn’s
involvement in free-range pork in 1987. It is very likely that the ISC, a new
organisation with limited resources, used the results of Steenkamp et al.’s in-
vestigation to persuade Albert Heijn to sell free-range pork. And it is also likely
that Albert Heijn matched the findings in the investigation of the potential mar-
ket for free-range pork with its own investigations. The profile of the typical
free-range pig consumer – “higher social class, higher income, a higher level of
education and a better job” – is attractive to Albert Heijn, because of its business
strategy of a high quality image and not a discount concept relying on competi-
tive prices. The typical consumer buying free-range pork is assumed to be part
of Albert Heijn‘s core consumer group, and, in addition, because of the above-
average income level, an attractive consumer group at that. Steenkamp et al.
(1987) characterise typical free-range pork consumers as “consumers who on the
one hand are not willing to become vegetarians but on the other hand reject the
way pigs are usually raised”. Here is the potential market for Albert Heijn. The
conclusion about the willingness to acquire free-range pork indicates that if
Albert Heijn did not sell this type of meat, (some of) its customers would go to a
scharrelslager (free-range meat butcher) to buy it rather than not buying meat
or buying some other kind of meat.

According to Mr Louwman, free-range pork was one out of the two13 most
important new products in the fresh meat market in Albert Heijn during the
last five years. Mr Louwman, assortment manager for fresh meat and poultry,
reported that the number of stores which offer ISC free-range pork will be
increased from about 300 stores at the end of 1992 to all 59214) Albert Heijn
stores during 1993. In 1987, they started selling it in just a few stores.

Offering free-range pork in Albert Heijn included both offensive elements – a
new offer to customers who want to buy free-range pork in Albert Heijn – and
defensive elements – serving certain economically attractive groups of cus-
tomers with the kind of meat they want to prevent them from buying at the
scharrelslager’s.
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The development of the pre-packed free-range pork product

Before Albert Heijn could sell ISC free-range pork, a control system suitable for
supermarkets had to be developed. In this phase, Albert Heijn’s contribution to-
wards developing the free-range pig concept was to extend the possible sales
channels from “scharrelslagers” to supermarkets. The ISC was asked to find a
solution to this confidence problem. According to Mr Coenen, chairman of the
Organisatie de Scharrelslagers, some free-range meat butchers were opposed to
Albert Heijn being allowed to sell ISC free-range pork. They perceived it as a
threat to their business. Other free-range butchers saw their butcher shops as
special shops with a sharp and well-defined profile serving a small, special
consumer segment, while Albert Heijn served different consumer segments. So
although Albert Heijn was a competitor, the supermarket chain was not able to
service the free-range butchers’ core customers, and besides, Albert Heijn could
contribute with more publicity for free-range pork.

When Albert Heijn became interested in selling free-range pork in 1987, the
monitor system at the point of sale was added. Although Albert Heijn had in-
store butcher shops in its outlets, it neither wanted to, nor could in practice sell
only free-range pork. It wanted to stock free-range pork in the same cooling
counters as regular meat, because then free-range pork products could be
handled in the same way as other products in the store, thus saving money on
logistics and control. So the ISC had to offer another control option. This led to
pre-packed free-range pork. The sliced meat is Controlled Air Packed (CAP), and
has an ISC label. The free-range pork is sliced and packed at the meat proces-
sing plant affiliated to the ISC and then distributed to the supermarket outlets.
If a supermarket wanted to cheat it would need access to a CAP packing
machine and ISC labels, making it much more difficult to cheat with pre-packed
meat than with unpacked meat. Albert Heijn and the other supermarkets
selling free-range pork also have very little economic incentive to cheat, because
if they were exposed, the costs of re-establishing their image would far exceed
the benefits of cheating.

Albert Heijn’s direct involvement in the processing of free-range pork

Albert Heijn became involved in free-range pig processing in 1988 and only
handled a very few pigs at the beginning. The pigs were slaughtered at an ISC
affiliated slaughterhouse and sent as carcasses to Albert Heijn’s central meat
plant. Processing free-range pork was not a success. The meat plant was used to
handling large amounts of meat and not the small amount of free-range pigs.

The problem solving capacity of the meat cutting plants run by Albert Heijn did
not meet the demands regarding the handling of free-range pork. There were
problems both with handling the meat correctly and with handling the meat at
acceptable costs. Albert Heijn also experienced problems with sales of free-
range pork, because only 60% of the free-range carcasses were sold as free-range
pork, and the rest was sold as regular meat, which meant a loss.

The meat processing plant was not able to make money on free-range pork. They
could have chosen to give up free-range pork, but as the discussion above indi-
cates, free-range pork seemed to offer Albert Heijn long-term advantages. Albert
Heijn was looking for a supplier which could reduce technical and market
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uncertainty. This is where the foodstuff company De Heus and the slaughter-
house Grif-Bo enter the arena, and in co-operation with Albert Heijn they
developed the pre-packed free-range pork further.

4.4 The interaction of the parties involved in Dutch free-range pig
production and distribution

De Heus’s and Grif-Bo’s capabilities in relation to free-range pigs/pork

Mr Louwman from Albert Heijn argued that De Heus and Grif-Bo were chosen
as the suppliers to develop a free-range pork product because the companies
jointly have an integrated production chain which includes supply of foodstuff,
breeding pigs/sows, exchange of piglets, supply of pigs to the slaughterhouse
and meat cutting plant. The development of the free-range pork could be
handled by collaborating with one company – Grif-Bo/De Heus. The transaction
costs for Albert Heijn during the innovation process would probably also be
lower than in collaboration with suppliers which did not form an integrated pro-
duction chain. How Grif-Bo and De Heus matched Albert Heijn’s requirements
is described in detail below.

At the beginning of 1988, De Heus Veevoederfabriek, a medium-sized foodstuff
company in the Netherlands, supplied compound feed to five free-range pig far-
mers (and to a large number of farmers raising regular pigs). Together the far-
mers produced about 50 pigs each week, which were sold through De Heus to a
meat wholesaler/slaughterhouse, Beheermij, Production Im- en Export, which
in turn took care of the slaughtering and sale of the meat to free-range meat
butchers – the scharrelslagers – and the conventional meat processing industry.

It appears that De Heus had substantial financial problems in 1987 and 1988.
This gave De Heus an extra incentive to investigate the possibilities of diversi-
fying its business. The marketing manager at De Heus, Mr Veldhuizen, con-
templated the possibilities of developing the free-range pig business and
expanding it into a profitable niche production. He investigated the possibili-
ties, which took several month. At the same time, the Albert Heijn meat plant
experienced technical and economic problems with the free-range pork they pro-
cessed and sold, as described above. Exactly how the processes in De Heus and
Albert Heijn correspond, we do not know, but it is very likely that the decision
at De Heus to expand its free-range pig production is closely connected to the
problems at Albert Heijn. Veldhuizen explained that De Heus, immediately
after they decided to expand their free-range pig production, contacted Albert
Heijn. This indicates that De Heus knew of Albert Heijn’s problems concerning
free-range pork and it explains why De Heus’s interest in free-range pig produc-
tion was aroused exactly at that point and not a year before or later.

Another important incentive for De Heus to enter into free-range pig production
was their very own test station and breeding farm Onderzoeks Centrum Rens-
woude (OCR) (Investigation Centre Renswoude). There is a close relation be-
tween OCR and the Pig Improvement Company (PIC), which is a UK-based pig
breeding company owned by Delgate. Delgate is involved in, among other
things, foodstuff, meat processing and pig breeding in the United Kingdom
where it has built up a huge free-range pig-breeding stock. OCR has worked
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with breeding pigs for conventional intensive pig farms from PIC for more than
15 years. Mr. Veldhuizen expressed the importance of the test farm and the
access to PIC’s special free-range pig stock: “If you work with bad genes, you will
never get a good product”.

There are many breeding companies in Holland, but none of them, except the
OCR, is specialised in outdoor, free-range sows. The difference is mainly alterna-
tive breeding goals. The normal goals of high fertility (measured as pigs per year
per sow), daily growth, foodstuff used to increase the pig’s weight by one kilo, and
high meat percentage have to be supplemented by other breeding goals, for
example calm sows that can farrow without assistance from the farmer. The sows
and piglets also need more pigment, as a protection against the sun.
Furthermore, the free-range pigs are not always castrated, which is usual for the
conventionally raised pigs. These breeding goals, which are very closely con-
nected to the natural selection of genes, are a long-term and slow process, and a
breeding goal cannot be attained “overnight”. So De Heus with its close relation-
ship to PIC in the United Kingdom and all its experience with free-range pigs,
had advantages over its competitors as regards its competence in free-range pig
raising. By engaging in free-range pig production, De Heus could diversify part
of the foodstuff company’s business into foodstuff for free-range farmers. The
OCR breeding farm could expand by selling PIC sows to free-range farmers. Both
types of businesses were assumed to be less competitive market segments.

De Heus had earlier supplied Beheermij Produkten Im- en Export with free-
range pigs. De Heus contacted this company in 1988, and together they started
the joint-venture slaughtering company, Grif-Bo, on an equal basis. Grif-Bo inte-
grated the operations of slaughtering, cutting and de-boning into one place. In
the Netherlands, these operations are usually separated. Grif-Bo also
slaughters in the morning and cuts/debones in the evening, so the meat can be
in the supermarket cooling counters the day after the pig has been slaughtered.
These operations are typically performed over two days in other slaughter-
houses/meat cutting companies. One of the reasons for this is difficulties with
getting qualified staff to work in the evening. A special slaughtering technique
and the integration of the operations mentioned means that the free-range pork
is fresh for 36 to 48 hours longer than normal meat, according to Mr Bakker
from Grif-Bo. Free-range pork is a special product. Its sales volume is presumed
to be small and it is probably also a slow-moving product compared with stand-
ard meat cuts. To avoid waste, Albert Heijn was interested in a product with a
long shelf-life. This is assumed to be one factor which influenced Albert Heijn’s
decision to choose Grif-Bo as its supplier.

Grif-Bo had access to a number of supplementary assets (Teece 1986) of import-
ance to the exploitation and further development of the innovation. These assets
locate the problem solving capacity at three closely-related locations (and their
network): at Albert Heijn, at Grif-Bo and at De Heus. The problem solving
capacity of De Heus and Grif-Bo, described above, indicates that Albert Heijn
could expect them to reduce technical and market uncertainty. The problems of
developing a free-range pork product were influenced by considerable technical
and market uncertainty, as the description in the next subsection on Grif-Bo’s
experiences with producing and further developing free-range pork will show.
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Grif-Bo and the free-range pork de-bugging process

The butchers employed by Grif-Bo know a lot about meat. The employees at the
foodstuff company De Heus are experts in both foodstuff, live pigs, breeding
stock and contact to farmers. But they only consider themselves experts in their
own fields, not the other party’s. According to Mr Bakker, Grif-Bo, the joint-
venture company builds on a mutual understanding of each other’s interests
and a willingness to reach compromises which are satisfactory to both parties.
This coupling of different competencies from the two companies also characte-
rises their co-operation with Albert Heijn. The pattern of co-operation between
the companies fits in with the idea of sticky knowledge and how it influences
the locus of innovation (von Hippel 1990; 1993).

Three months after making the agreement with Albert Heijn, Grif-Bo delivered
free-range pork to the first six Albert Heijn stores. Then 12, then 25, then 50.
The process of developing free-range pork took about two and a half years from
the time the first free-range pork was delivered to Albert Heijn to the product
reaching a stable and acceptable quality level measured in terms of a high rate
of accepted carcasses. The de-bugging process concerning the major problems
was a frustrating and expensive process for all parties. There were huge prob-
lems with the search and experience quality dimensions at the beginning: the
pigs were too fat or too lean, too heavy or too light. The pigs were not right, the
foodstuff was not right and a great part of the farmers were characterised as
“poor”. It was a period characterised by loss of money for all the involved
companies, because the low meat quality was paid below the normal pork price.

At the beginning, only a small number of pigs were produced and it was more like
a test production with a low quality level. Albert Heijn, Grif-Bo and De Heus
solved the problems with the free-range pigs and pork by close telephone contact
and by regular meetings about once a month at the beginning or as required.

The problem with “poor farmers” was closely related to Grif-Bo’s/De Heus’s abi-
lity to attract and maintain farmers who were willing to produce free-range pigs.

Solving part of the interest conflict from grocery retailer to farmer

A central problem for Grif-Bo and De Heus was to attract farmers who both
wanted and had the skill to raise free-range pigs. Without farmers, there would
be no pigs and no business selling free-range pork to Albert Heijn. A huge econo-
mic problem for all conventional slaughterhouses in the Netherlands during the
last four to five years has been over-capacity, between 30-50%, in the Dutch pig
slaughtering sector. So the slaughterhouses compete fiercely on the supply of
pigs every week and have given the farmers a good bargaining position. Contact
between the farmers and the abattoirs is mostly done by traders or middlemen.
If the traders/farmers do not deliver pigs to a slaughterhouse, the slaughter-
house is not worth much. This situation was feared by Grif-Bo and De Heus due
to recent Dutch experiences.15 So, in the Dutch pig sector the firm which can
establish a situation where the farmers find it attractive to deliver the pigs to
the company has a strong bargaining position.

Representatives for both Albert Heijn and Grif-Bo/De Heus knew that the
farmers would not produce pigs for them unless they were given an economic
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incentive. Albert Heijn also knew that Grif-Bo had to be compensated for the
problem arising from not being able to sell all cuts of the free-range pigs in their
stores. Albert Heijn’s problem as a buyer of free-range pork has been expressed
very precisely by De Heus’s marketing manager:

“We can sell free-range pork through two market channels which function in a
different way. Scharrelslagers, the free-range butchers, market the meat they
have in their stores. For example, if the butcher has the fore quarter of a pig he
puts it on sale. The supermarkets sell what their customers want. And they
always want only specific parts of the pig, eg the loins, which can be sliced for
chops or part of the leg for fillets. This means that if Grif-Bo sells free-range
pork to Albert Heijn or other supermarkets there are cuts from the pig left over”
(Mr Veldhuizen, De Heus).

The Albert Heijn meat plant experience showed that not all the meat could be
sold in Albert Heijn stores. Grif-Bo could sell 100% of the ribs, 70% of the hams,
50% of the bellies and 40% of the shoulders to Albert Heijn and had to find other
customers for the rest of the meat. Albert Heijn did not want their customers to
be able to go to competitors in the future to buy free-range pork. Therefore Albert
Heijn had to pay a premium to cover Grif-Bo’s losses on the meat sold as conven-
tional pork. This was Albert Heijn’s strategy for capturing part of the innovation
profit from developing pre-packed free-range pork. In the spring of 1993, Mr
Veldhuizen explained that when they could sell more than 70% of the meat as
free-range pork, then they could make a profit: otherwise they lost money. It is
clear that the extra-price incentive for the other members in the free-range
pig/pork chain established by Albert Heijn has been very important for the deve-
lopment of the ISC free-range pig concept and pork sale in the Netherlands.

The agreement between Albert Heijn and Grif-Bo/De Heus lasted 3-5 years, but
we are not familiar with the details of the agreement. But there is no doubt that
this agreement reduced market uncertainty for Grif-Bo and, in fact, also
business uncertainty, because they had ample time to develop the product and
the sales channels knowing that Albert Heijn would buy a large part of the
meat. Albert Heijn paid NLG 1 extra per kilo for free-range pork from Grif-Bo
as part of the long term deal. Grif-Bo/De Heus offered the free-range farmers a
premium of NLG 60 per porker and NLG 20 per piglet on top of the ANP price.
This price is the “average” price of pigs in Holland “mainly constituted by the
export of live porkers” (Mr Veldhuizen, De Heus). The export of live porkers
links the Dutch prices with prices of live pigs in most Western countries in
Europe (Mr Spitters, PVV). The ANP price was NLG 2.80 per kilo slaughtered
pork in March 1993. The extra price for free-range pigs (slaughtered weight 85-
90 kilo) was about NLG 0.70 or 25% over the ANP price.
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15 Before ENCEBE bought Lunenburg, ENCEBE slaughtered about 85.000 pig weekly and Lunenburg about
35.000 pigs. Shortly after the take-over the total number of slaughtered pigs went down to 85.000 pigs again.
The empty slaughterhouses cost ENCEBE a lot of money, and the company is now in fact owned by the co-op
foodstuff company, CEHAVE. The main reason for the decrease in the number of slaughtered pigs is, according
to several independent sources in the Dutch pig industry, that live-pig traders, who previously delivered pigs to
the privately-owned company Lunenburg did not want to deliver pigs to the firm after the co-op ENCEBE had
taken over. Farmers who were co-op members of ENCEBE had to deliver all their pigs to ENCEBE. The traders
would then lose their jobs, and they made a co-ordinated action to limit the supply of pigs to ENCEBE. They
were supported by the private slaughterhouses that also wanted to stop the co-ops expanding their market
share. (Interviews with Mr Rene van Kempen, commercial director, CEHAVE/ENCEBE and other
interviewees). CEHAVE/ENCEBE is not engaged in free-range pig production.



De Heus’s strategy towards free-range farmers built on a very important
feature of the Dutch farmer’s business mentality, which is based on a liberal
market system that allows farmers to choose (van der Vleuten, marketing
manager, Hendrix), either to choose to buy and sell to whom he wants to or
choose to enter into a purchase and/or sales contract. A small group of Dutch
farmers are also very committed to co-operatives, like the core group of pig far-
mers supplying pigs to ENCEBE/Cehave. De Heus demands that farmers buy
all the foodstuff for the pigs, as well as the breeding sows, boars or piglets from
the De Heus company, and send all the porkers (and piglets) to Grif-Bo. All
farmers under this contract are free to revoke it whenever they choose. A few
farmers send porkers to De Heus, but do not receive foodstuff from them. They
have no guarantee that they can sell their meat with a bonus. De Heus uses
them to regulate the supply of pigs. This type of contract arrangement – you are
free to join us or leave us at any time – satisfies the farmers’ general liberal
business attitude and perceived economic advantages of this system.

De Heus’s problem with this extra economic bonus was that it attracted a large
number of farmers with poor management skills. For instance, farmers who had
economic problems in producing conventionally raised pigs saw an opportunity
to survive in producing free-range pigs because of the higher price. Mr Veld-
huizen from De Heus says that a large part of the farmers he was able to make
contracts with in 1988 were not good farmers. The production of free-range pigs
requires greater management skills and more work per pig compared with
raising conventional pigs.

De Heus would never have been able to establish this fixed, extra-price system
without the support of Albert Heijn’s fixed extra price on the meat. This extra
price (transferred to the consumers as an extra price for free-range pork) was a
cornerstone in the development of a free-range pig production system.

Albert Heijn was not satisfied with the quality of the free-range pork and the
quantities. First of all, it is perhaps appropriate to note that it took six years,
from 1987 to 1993, to move from the development phase, test sale and supplying
of a few stores to the expected end result of supplying all stores in the autumn
of 1993. Albert Heijn put pressure on De Heus to increase the number of pigs it
delivered, even if they had to import free-range pigs from Germany, the United
Kingdom or Denmark.

Economic benefits and risks for the involved parties

Albert Heijn and Grif-Bo/De Heus made a long-term development agreement
which offered the three parties economic advantages and also some risks.

Albert Heijn’s risk was mainly embedded in two elements. The first was that it
would not be possible to develop free-range pork of the required quality. The
second problem was associated with whether it would see any returns on the
money and efforts invested in developing free-range pork in co-operation with
Grif-Bo and De Heus. The free-range pork was not a private-label brand sold
exclusively by Albert Heijn, but a product sold under the ISC name. Albert Heijn
was interested in selling ISC free-range pork in all its stores and in supporting
the stores and the Albert Heijn company’s trendsetter image by way of tele-
vision commercials. One condition for this strategy was the supply of sufficient
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quantities of pork. Because of environmental restrictions concerning pig produc-
tion and rich opportunities for environmental organisations to stop official
approval of changes in farmers’ production from, eg, conventional intensive pig
production to free-range-production methods, the chances of increasing the
supply from new Dutch free-range pig farmers have been very slender. Albert
Heijn exerted strong pressure on Grif-Bo and De Heus during 1992 and 1993 to
increase the supply of free-range pork either by expanding domestic production
or by importing from Germany, the United Kingdom or even Denmark. Albert
Heijn did reach this goal and supported the sale of ISC free-range pork in all its
outlets in television commercials in October 1993. Thus they also limited their
competitors’ ability to sell free-range pork, because the main part would go to
Albert Heijn.

The risk for Grif-Bo/De Heus is associated with Albert Heijn as the main buyer
of free-range pork. Albert Heijn accounts for 40-45% of Grif-Bo’s free-range pork
turnover. If Albert Heijn decided to stop selling ISC free-range pork in its stores,
it would probably mean the end of the Grif-Bo company. So Grif-Bo has tried to
be less dependent on Albert Heijn by expanding its other business (export of
veal to France) and by selling free-range pork to butchers (accounting for 20-
25% of Grif-Bo’s free-range pork turnover) and other Dutch supermarkets.
According to Mr Bakker, Albert Heijn is the trend-setter or number-one grocery
retailer in the Dutch hierarchy. Number two, where free-range pork is concern-
ed, is De Boer Supermarkt. The two and a half troublesome years it took deve-
loping the free-range pig also point to considerable technical risk. Technical
knowledge as to how to produce free-range pigs was limited in 1987-88. Grif-Bo
has been active in trying to reduce its business risk arising from its dependence
on Albert Heijn in another way.

Grif-Bo’s economic advantage from the deal with Albert Heijn was a stable sales
channel for a large part of its free-range pork. The sale of 40-45% to Albert Heijn
in advance reduced the market uncertainty considerably for Grif-Bo. The build-
ing of a new abattoir indicates the firm’s future meat business expectations, and
they are closely related to the sale of free-range pork to Albert Heijn. Grif-Bo
knew that if they could expand the production, Albert Heijn would buy a certain
share of it. From the beginning Grif-Bo has been able to expand the sale of pre-
packed free-range pork to Albert Heijn and then to other Dutch supermarket
chains later on, like De Boer, etc. In this sense, Albert Heijn is a leading distri-
butor taking part in developing a product – pre-packed free-range pork – which
a growing part of their customers want, and which two years later other super-
market chains also start to sell. Grif-Bo used Albert Heijn’s trendsetter role as
an important sales argument to persuade the other supermarket chains to sell
free-range pork. Mr Palm, sales manager for meat at De Boer’s, supports this
picture by arguing that the De Boer supermarket does not have the financial
strength to take the risk connected with the development of a new product like
pre-packed free-range pork. Mr Palm maintains that he is satisfied with Albert
Heijn being the trendsetter in the Dutch grocery market along with the
financial risk and chance for success which follow from its strategy. He believes
that De Boer can profit greatly by being quick to sell the products developed by
Albert Heijn. In the case of ISC free-range pork, he argues that in the spring of
1993 de Boer sold free-range pork in a limited number of their outlets, but they
have a higher sale measured by free-range pork as apposed to regular pork than
Albert Heijn, without having the development costs and having to be involved
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in the administrative and technical problems. This may change when Albert
Heijn is able to advertise free-range pork in television commercials. So both
Albert Heijn and De Boer follow their own different technological and product
development paths, and each pay off. Albert Heijn is able to influence which
products are developed and benefit from it in terms of the sale of the product in
the initial period while maintaining its image as the leading supermarket chain
in the Netherlands. De Boer is limited by selling the products developed by
Albert Heijn or meat manufacturers.

De Heus makes a profit from selling foodstuff to 70-80% of all Dutch free-range
pig farmers. They also sell breeding sows, boars and piglets and arrange sales
of piglets between farmers.

The locus of innovation-related problem solving

The locus of problem solving shifted between the ISC, Albert Heijn and Grif-
Bo/De Heus in a way which follows the thesis behind the sticky knowledge idea.
Von Hippel (1994) argues that to solve a problem, the needed information and
problem-solving capabilities must be brought together. This thesis builds on an
understanding that some information is easy (cheap) to acquire, transfer and
use. This information is non-sticky. Other information is difficult or impossible
(expensive) to acquire, transfer and use, and this is sticky. If necessary, sticky
information is located together with the problem solvers, and the problem
solving will take place at this locus. If the sticky information needed for problem
solvers is dispersed, the problem-solving process may iterate between the
various locations till the problem is solved.

The innovation problems were solved when the necessary resources and cap-
abilities were located and the outcome was communicated to the other parties.
The feedback from distribution to slaughtering, from slaughtering to farmers,
foodstuff and breeding company has been essential for the development of pre-
packed free-range pork. Albert Heijn was involved in the identification of pre-
packed free-range pork as a potentially new market. It was involved in identi-
fying problems with the pork and setting up a technical standard for acceptable
pork. Albert Heijn has also been involved in de-bugging problems after the pre-
packed free-range pork was launched. Finally, Albert Heijn was involved in
long-term planning concerning the product lifecycle. It has been possible to
estimate production relatively precisely one year in advance. So the increased
production and sale in more Albert Heijn stores have been co-ordinated and
planned by all three companies. The financial strength of Albert Heijn has also
made it possible to wait the six years from when the product was launched in
six stores in 1988 until it could be sold in all Albert Heijn outlets in the autumn
of 1993.

The locus of the innovation activities has clearly changed through the develop-
ment of the free-range-concept. The factors which have influenced the direction
and intensity of the innovation activities have changed in the process. So have
the tensions between the innovation system – the vertical chain – and the con-
trol system. The two most important events were when 1) the egg-scandal was
solved by the establishment of KOS and ISC and 2) when Albert Heijn wanted
to sell pre-packed free-range pork and the ISC had to create a new control
system from the slaughterhouse to the supermarkets to handle the credence
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problems. This points to the conclusion that tensions between innovation sys-
tems and control systems can arise from changing consumer demands, as well
as from interest conflicts/fraud in the production and distribution chain. This
means that the system’s ability to overcome breakdowns in quality depends,
among other things, on whether there is a common economic advantage for the
companies involved in the production system to overcome the problems.

4.5 Summary of the Dutch free-range pig case from a credence
perspective and perspectives for the future

The Dutch case shows that an inspection organisation, ISC, is established with
the purpose of securing the credibility of the credence dimension of free-range
pork in the Netherlands. The ISC is only responsible for the “hidden qualities”
alias the rules set up for securing animal friendly production of free-range pigs
– the problems with matching the other credence dimension type: “minimum
standards .. difficult to test” is not part of the ISC’s tasks. The Dutch retailer,
Albert Heijn (part of the company Ahold), has played an important innovative
role by demanding that free-range pork should match the standards of conven-
tionally produced pork and thus took the responsibility to elevate the “minimum
standards ... difficult to test” together with De Heus and Grif-Bo. The gap
between standards of free-range pork and conventionally produced pork was
considerable for the first years and thus a obstacle for wide diffusion of the free-
range pork.

In an evolutionary perspective, the Dutch system faces a number of challenges.
The challenges to the system can be identified by using the Anderson and Tush-
man (1990) evolutionary perspective technology on the international, and prod-
uct brand level.

If in the future production of free-range pork is regulated by EU legislation (this
has been considered at the EU level according to both Danish and Dutch inter-
viewees) and not by national legislation, it may challenge the Dutch system.
Because the ISC has been appointed by the Dutch government to administer
the rules of free-range pork production, the organisation is supposed to have
direct and strong influence on the Dutch application of EU legislation. In this
sense the present Dutch system is robust towards changes at the EU level.

If future EU legislation demands production of free-range pork which differs
substantially from the present Dutch free-range pig concept, it is likely that it
will be an economic burden for the Dutch producers, especially if it involves new
environmental approval. Dutch environmental legislation requires that changes
in farm production, from, eg, conventional pig production to free-range pig pro-
duction, must be approved by the environmental authorities and this can take
up to five years, according to our Dutch informant. The consequence is that a
rapid increase in demand for free-range pork cannot be met immediately by the
Dutch system – the five years it takes to get a permission to start free-range pig
production and further one year from the initiation of the production to the first
pigs can be sent to the slaughterhouse/to consumers are a far too long reaction
time, at least compared with Danish and British conditions. The restrictive
Dutch legislation mirrors the problem of a very high farm-animal density and
the environmental problems this creates. The specific environmental legislation
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in the Netherlands illustrates the relevance of the term “national system of
innovation” (Andersen & Lundvall 1988), because the national institutional set-
up in this instance has a clear negative influence on innovation and growth in
this particular business area.

At the product brand level, the challenge comes from two other main product
types: conventionally produced pork and organic pork. Three of the largest abat-
toirs have already developed new conventional pork brands which are partly sold
on an animal friendly profile. But the profile is of the type: more floor space, more
light, better fodder, and thus neither as specific and concrete nor as committed
to the animal friendly profile as the ISC concept. If consumers trust the animal
welfare claims in these products and the products are cheaper to produce
compared with the ISC-controlled free-range pork, then it is likely that the ISC
free-range pork will be outperformed in the long run. The organic pork is much
more expensive to produce because of the high costs of producing organic grain,
which is the main expense in raising organic pigs together with investments in
production systems. Thus the challenge from the organic food is supposed to be
limited in the near future because of the substantial price difference. If the large
retailers choose to replace the ISC free-range pork with one of the private brands
with a less clear animal welfare profile, because these products combine, eg, taste
and animal welfare aspects in a way which suits the retailers’ business profile
(and customer base) better, then it will be a major challenge to the free-range
pig/pork production system. A strategy aiming at reducing the costs of producing
free-range pig will be essential for curbing the vulnerability to the erosion of the
Dutch demand for free-range pork. An export strategy could be another
alternative. The strengths of the ISC product are the inspection of the animal
welfare and the credence related to this – conventional pork with an animal
welfare profile seems to be more vulnerable to a quality breakdown.

In a narrow sense, the ISC dominates and sets the standard for free-range pig
production in the Netherlands (no competing free-range pork concepts exists).
The strong element in the Dutch free-range pig-production system is the for-
mally independent inspection organisation, ISC, which is the guarantor of the
credibility of the animal welfare dimensions of free-range pork. The
representation of Dutch consumers, environmentalists, and animal welfare
organisations indicates that possible changes in these organisations’ policies
will result in pressures to change the rules for free-range pig. The problem is
that the rules set up by the ISC reflect the perception of animal welfare in the
middle of the 1980s. Especially the farmers are committed to these rules by
long-term investments in production systems which de facto “freeze” the free-
range pig concept for a number of years influenced by the pay-back period of the
farmers’ investments.

The Dutch case of establishing an inspection system to handle the credence
goods, free-range pork, may be viewed as a paradigm or standard for establish-
ing inspection systems for other credence goods. The organisation, ISC (initially
KOS), was established as a reaction to a quality breakdown caused by fraud
with free-range eggs in the Netherlands. This means that the ISC was
established as an improved and more foolproof control system to re-establish
the consumers’ trust in free-range produce. The present production and sale of
free-range pork show that the ISC has succeeded in re-establishing consumer
trust. The ISC is managed by the most important Dutch organisations
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concerning environment, animal protection and consumer interests. These
organisations are characterised by being non-profit organisations and their
incentives can be described as related to “the difference between what is and
what ought to be” – in this case the aspect of animal welfare in the pig
production system in the Netherlands. It is assumed that this non-economic
interest in free-range pig production and the organisations’ idealistic concerns
about animal welfare make Dutch consumers in general trust the ISC.

Nevertheless the consumers seem to be divided into two groups concerning
credibility: some trusted ISC most and did not want to buy free-range pork in,
eg, the Albert Heijn outlets, because they did not trust this retailer concerning
animal welfare. Instead they bought their free-range pork at the butchers’ spe-
cialised in the sale of free-range meat (Scharrelslagers). For other consumers,
Albert Heijn was the guarantor of the animal welfare aspects of the free-range
pork, so they bought it at Albert Heijn outlets. As a control system, the ISC has
the advantage of not being economically dependent on the industry, because the
control activities are financed by levies on the production and trade with free-
range pig and pork. The levies, of course, reflect the total turnover of free-range
pork, and in this sense the control activities are financed by the industry itself.
The concrete way the control system functions also seems to be acceptable,
judged by its historical capability to detect fraud. All these elements of the
control system are judged as giving the system a good chance to overcome future
quality breakdowns in the free-range pig-production system or future changes
in consumer demands on an animal-friendly pork product.

5. THE COMPETITION BETWEEN CONTROL- AND PRODUCTION-ORIENTED

FREE-RANGE PIG CONCEPTS IN DENMARK

5.1 Introduction

The two Danish cases are not identical with the Dutch case. The problems with
creating a free-range pork concept are the same and can be divided into prob-
lems with establishing consumer trust in the free-range pork and with reaching
the quality standards for pork from conventionally raised pigs. But although the
problems are the same, the Danish and Dutch companies have chosen different
solutions to the problems.

Compared with the Dutch case, the two firms in the Danish cases are more pro-
duction oriented. This has caused problems for the one company: it has with-
drawn from the Danish free-range pork market. The other company is perceived
as having a control system similar to that of the ISC, but it is more vulnerable
to quality breakdowns and changes in consumer perceptions of animal welfare.

The Danish company, Friland Food, is the only company left on the Danish free-
range pork market. The company faces a number of challenges at the interna-
tional, and the product brand level.

Two companies, Friland Food A/S (Friland Food) and Dansk Frilandsgris Pro-
duktion Aps (DFP) have dominated the production of free-range pigs in Den-
mark from 1991 to November 1993, when DFP withdrew from the production of
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free-range pigs. Friland Food mainly operated in Jutland until the summer of
1993, and DFP’s production and sales were located on Zealand. A third company
which sells free-range pigs under the trade name “Enggrisen” is located on Zea-
land. This small company is managed by butchers and has not been investi-
gated. The Federation of Danish Pig Farmers and Slaughterhouses have also
worked on a free-range pig concept, but no pigs have been produced in Denmark
according to these rules, and therefore this case will not be discussed further.

In the autumn of 1995 the largest grocery retailer in Denmark, Co-op Denmark,
introduced a new product range “Gourmet” marketed under a “better taste”
(“bedre smag”) and “better welfare” (“bedre trivsel”) profile. The “Gourmet” prod-
uct range includes pork, veal, beef (Irish) and lamb (Samvirke August 1996, p
37) . The “Gourmet” concept is set up by Co-op Denmark together with the two
largest Danish slaughterhouses “Danish Crown” and “Vestjyske Slagterier”. Co-
op Denmark inspects the slaughterhouses on a regular basis and always has
direct access to the farmers, though the intention is that the slaugherhouses
take care of the inspection of the farmers and the inspection regulated in a con-
tract which specifies the pig production-related requirements. In case of a qua-
lity breakdown,Co-op Denmark will be able to visit and inspect the farmers. For
the “Gourmet” products, Co-op Denmark is the consumers’ guarantee by its
commitment, eg, to inform about the Gourmet concept in their advertising to
customers. Because the various supermarket chains in Co-op Denmark account
for about one-third of the total grocery turnover in Denmark, the sales of “Gour-
met” exceed that of Friland Food. The “Gourmet” concept will not be further
analysed in this report.

5.2 From ØKO KØD Amba to Friland Food A/S

ØKO KØD Amba, a company trading in ecological meat, including pork, was the
main agent in the establishment of Friland Food. Free-range pork is Friland
Food’s largest area of business. About 40 farmers were affiliated to Friland Food
in the summer of 1993. The development of free-range pork is therefore also
closely related to the establishment and development of Friland Food as a com-
pany. In 1991 the present director of Friland Food, Karsten Deibjerg, was
employed by ØKO KØD Amba (organic meat company), which was a sales orga-
nisation owned by ecological farmers on a co-operative basis. Mr Deibjerg has a
degree in business economics, and during the final months of his study he was
employed by a Danish company, Nygaard, one of the largest Danish pig farmers
that also owned a small slaughterhouse. Among other things, Mr Deibjerg
worked with the development and sales of a new branded pork product. In 1990,
he became the director of ØKO KØD Amba. ØKO KØD Amba experienced de-
creasing sales in 1991 and this, together with high costs because of low volume,
high transport and overhead costs, caused increasing economic problems. The
company would not have been able to survive on their involvement in organic
meat alone, and it was decided to investigate the possibility of diversifying into
free-range business.

Tulip International A/S, the largest Danish meat processing company, which
has a market leader position in the United Kingdom bacon market, has since
the late 1980s16 been under pressure from the big supermarkets in the United
Kingdom, especially Marks & Spencer, to produce and sell bacon from free-
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range pigs. Tulip International has encouraged the development of free-range
pig production in Denmark, without success. The closest they came to deve-
loping a free-range pig was along with one of their owners, the slaughterhouse
Danish Crown (the largest Danish slaughterhouse). One of the big farmers, Ove
Bank Mikkelsen, a member of and supplier of pigs to the co-op slaughterhouse,
negotiated in 1989-1990 with Danish Crown about the production of free-range
pigs and their delivery through Tulip International to the United Kingdom
market. To carry out the project, he needed help from Danish Crown, but they
were not willing to join the project. The other large slaughterhouses had the
same negative attitude towards supporting the production and sale of free-
range pork at that time.

Mr Deibjerg and Henning Søholm, a member of the board of ØKO KØD Amba,
often talked about the consequences of the sale of free-range pork in Denmark for
their area of business, ecological pork and beef. In the spring of 1991, Mr Søholm
participated in a conference in Brædstrup where Danish farmers and repre-
sentatives from Danish slaughterhouses met representatives from Marks & Spen-
cer, who said that within a few years they expected only to sell (and buy) pork and
bacon products from free-range pigs. This indicated that there would be a rapidly-
growing market for free-range pork (bacon) in the United Kingdom market.

This meeting prompted serious considerations by Mr Deibjerg and Mr Søholm
and others with relation to ØKO KØD Amba on the production and sale of free-
range pigs in Denmark. They expected the United Kingdom market for free-
range bacon to expand rapidly and felt that there ought to be a market for this
type of meat in Denmark, too.

Mr Deibjerg and Mr Søholm and others discussed what would happen if another
firm chose to produce and market free-range pork. From their experience with
ecologically raised pigs, they calculated that the production of free-range pigs
could be profitable with retail prices 10% above the price for conventional pork.
At this price level it would be possible to expand the potential consumer
segment compared to ecological meat. Mr Deibjerg estimated that free-range
pork products could win up to 10-15% of the total pork market in Denmark.

If another Danish company developed a free-range pig product, it would
seriously damage the competitive situation for ØKO KØD Amba. The prices of
ecologically raised pigs were 30-40% over conventional pig retail17 prices18),
mainly because of the high prices of ecologically grown grain, which is the main
cost in raising pigs, but also because free-range pig farmers had a larger
number of pigs, which meant that they were able to make money with a lower
profit margin than ecological pig farmers.
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ecological produce at discount/low prices. This was the start of a considerable sale of a broad range of ecological
produce, including ecological pork and beef. So the very reason for the business problems, ecological meat,
changed in a few years to be the most profitable part of the business for Friland Food. In 1996 the sale of
ecological meat, especially beef seems to cause economic problems for Friland Food again.
18 In January 1993, the price for free-range pork was DKK 16.30 compared to DKK 22 for ecological pork. The
price for conventional pork was at the same time about DKK 14.65. The average price for all three types of pork
may differ from the list price, due to a supply of cheaper pork on the Danish market.



The free-range pig concept would have more or less the same customers as the
target group for ecological meat. If another firm succeeded in developing a free-
range pig concept it would probably be the end of the ØKO KØD company.
whose own capital at that time was very limited, and the risk of folding would,
because of the company’s loss of money, probably soon become a reality. ØKO
KØD chose to reorganise the firm and develop a new product concept with the
intention of making a free-range pork business and securing/expanding the
sales channels for ecological meat. None of the ecological producers were inter-
ested in producing free-range pigs, nor had they produced any by the spring of
1993. There was some resistance from various people in the ØKO KØD Amba
against changes in the existing business strategy, but in June 1991 the decision
to work for the establishment of Friland Food was made.

When the idea of the free-range pork-product business was established in ØKO
KØD, the company discussed how to develop the idea further. The idea screen-
ing and the concept development phases lasted from June 1991 to about Decem-
ber 1991, when the company, Friland Food, was established. In this period, Mr
Deibjerg was in contact with and negotiating with different parties. In the
following, the focus will be on the role played by Marks & Spencer, Tulip Inter-
national, the Danish quality butchers’ organisation, Mesterslagterne, and the
Danish Animal Welfare Society, DAWS.

The development of Friland Food’s free-range pig concept

At Marks & Spencer’s they were interested in Danish free-range pig production
in order to secure their supply of free-range  pork, including bacon, because
their intention was to sell only pork products from free-range pigs within a few
years. Tulip International was under pressure from, for instance, Marks &
Spencer to supply free-range bacon. As a market leader in bacon, it would not
just ignore this demand from their best customer – it might lead to Marks &
Spencer deciding to change to another pork supplier. This would be an enorm-
ous loss of prestige for Tulip International. Furthermore, UK newspapers were
publishing stories about animal cruelty in the conventional Danish pig farms.
By providing a more thorough Danish free-range pig-production concept and by
starting free-range production in Denmark, the company hoped it could stop the
“media war” against Danish bacon and supply free-range bacon to Marks &
Spencer. The “media war” is linked to the government goal of producing more
food in the United Kingdom and reducing imports. The British government tried
to exploit the fact that free-range pig production is more common in the United
Kingdom than in Denmark in order to postulate that UK bacon comes from pigs
which are produced in a more animal friendly way than Dutch and Danish
bacon products (Food from Britain 1991; Jensen & Johansen 1992). Pork, espe-
cially bacon products from Denmark and Holland, is a very important contri-
butor to the United Kingdom food trade deficit (Food from Britain, sector group
report: Red meat 1991).19 Friland Food has used a document – “Codes of
Practice” – drawn up by Marks & Spencer and Tulip as minimum requirements.
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representing GBP 1156 million or 20% of the total food balance of payments” (Food from Britain 1991, p 3). The
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from Denmark and Holland (Food from Britain 1991, p 39).



If Friland Food’s concept met these requirements, it would have access to the
United Kingdom market through Marks & Spencer. Friland Food was also
hoping that Tulip International would invest in the company, but this did not
happen.

The product concept which Friland Food developed is composed of an imitation
of the Danish market leader in fresh pork and of two main elements which we
will focus on in the next section:

• An imitation of the Danish market leader in branded fresh pork, Antonius
Skinkesvin.

• Commercialisation of the good reputation of the Danish Animal Welfare
Society in connection to Friland Food’s product, Frilandsgris, by developing
a control system for free-range pig production. This also includes the deve-
lopment of an outdoor free-range pig-production concept, which eliminates
the marketing problems with a “40% free-range pig” (or outdoor reared pig)
as is the case with the dominant English concept (generally sows and piglets
are kept outdoors while porkers are indoors in conventional sties). The con-
trol system Friland Food uses today is an extended copy of the ecological
control system.

“Antonius Skinkesvin is the only branded pork product in Denmark whose repu-
tation of their product concept works. And it has been on the market for over 20
years. Antonius Skinkesvin is sold on its meat quality, its better taste. It is very
difficult to produce pork that tastes better. They have done it by allowing the
pigs to become heavier. And they can control the development of fat. Antonius is
a very consistent product with a good fat marbling in the muscles, where the
consumers cannot see the fat, and a small stripe of fat on the back, where
everybody can see it. So when we started we thought: it isn’t difficult to make
an “Antonius Skinkesvin”. The pigs must be heavier and then we reject the ones
which are too fat, too lean and too small. This was the starting point for our first
concept, on which all sales prognoses were made” (Mr Deibjerg, Friland Food).

The imitation of the Antonius Skinkesvin was also closely connected to Mr
Deibjerg’s connection to Mr Boysen Andersen from the butchers’ organisation,
“Mesterslagterne”, an organisation which includes what Mr Boysen classifies the
butcher shops with the largest turnovers and in general the ones that are most
quality oriented. According to Mr Boysen, there are about 100 “Mesterslagter”
shops in Denmark. Around October 1991, Mr. Boysen contacted Mr Deibjerg,
because he had heard that Friland Food was starting a production of free-range
pigs. Mesterslagterne’s interest in selling free-range pork was mainly aroused by
the chance of gaining a new profile in a situation where they were constantly
losing market shares to supermarkets:

“It was almost as if the product was tailor-made for our type of butcher shop.
When the customer asked for four chops, the butcher could – in the introduction
period – say: ‘We have regular ones, but we also have chops from a free-range
pig’. And the butcher has the time, the ability and the commitment to tell the
customer about how free-range pork differs from conventional pork” (Mr Boysen
Andersen, Mesterslagterne).
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The free-range aspect would have a good marketing value for the butchers, espe-
cially if the pork quality was of the same high standard as the Antonius Skinke-
svin: “The butchers had stars in their eyes when we introduced them to the
Antonius Skinkesvin concept with a free-range element added” (Mr Deibjerg).

Mr. Boysen was aware of the problems with the development of the product and
the costs involved in the initial phase. But he calculated that the marketing
benefits of the product and its contribution to the butchers’ turnover would
exceed the development costs. The free-range pig would be a potential way of
gaining good publicity in the mass-media and making money, too. The butchers
were very interested in selling free-range pork from the very start.

The importance of solving the problem with the credence aspect of free-range
pork was also an important element in the inspiration for the product concept.
In line with the Dutch case, the solution to the problem was related to a kind of
acceptance by the Danish Animal Welfare Society, DAWS. Mr Deibjerg had
already been in contact with DAWS through his work for Nygaard and at ØKO
KØD Amba. DAWS had rejected a proposal to support ecologically raised pigs,
although the animal welfare concept only differed marginally from the subse-
quent Friland Food concept.

“Supporting ecological pigs would limit the number of pigs which met our
standards of animal welfare, because only few consumers want or are able to
pay the high price for ecological pork.” (Mr. Simonsen, DAWS)

Mr Deibjerg was familiar with DAWS’s argument about animal friendly produc-
tion. He also knew that for several years DAWS had argued for an outdoor free-
range pig production concept (or outdoor reared pigs) – which meant access to
outdoor areas for all pigs all their life. This concept corresponded with ØKO
KØD Amba’s ecological pig production concept. Two elements in animal welfare
for free-range pigs were important for DAWS. First, DAWS is convinced that
access to outdoor areas is an animal welfare quality itself. Furthermore, they
argued that a “British” production concept would give consumers wrong associa-
tions. Consumers would see a marketing concept using the name “outdoor free-
range pigs” as misguiding in view of the dominant UK concept of sows and pig-
lets and porkers in conventional intensive systems. The name of the product,
“Frilandsgris” (= “free-range outdoor pig”) had to correspond with the conditions
under which the pigs had been raised. Otherwise they expected a consumer
reaction when they or the media found out that the marketing message did not
reflect the actual production methods. To let the pigs have access to outdoor
areas all their life was a way of giving a clear signal that the production concept
differed from conventional pig production.

Friland Food was very interested in obtaining DAWS’s support as a guarantee
for the authenticity of the free-range pork offered for sale. It is hard to find a
more trustworthy recommendation than that of an idealistic organisation
engaged in animal welfare. DAWS was very interested in establishing free-range
pig production in Denmark. So they made a deal. If Friland Food made a free-
range pig concept which included the rule about access for all pigs to outdoor
areas throughout their life, and if DAWS had veto right over the set of rules and
any changes in these in the future, then they would support Friland Food finan-
cially, in its marketing, and with a control system. This deal was accepted by
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Friland Food. DAWS did not want to have a seat on Friland Food’s board, so they
gave ØKO Kød Amba a pay and rent free loan of DKK 300,000 in 1991. In addi-
tion, Friland Food was given the right to put “Recommended by the Danish Ani-
mal Welfare Society” on their meat products and in their information material.

Ecological meat had the same credence problems as free-range pork. These were
solved by the government guaranteeing that the meat was organic, and a set of
rules was drawn up for organic producers, manufacturers and retailers. Free-
range pigs were not included in this set of rules for organic produce, and
therefore Friland Food chose to collaborate with DAWS where the rules and
especially the way the control system functions are similar to the controls for
organic produce.

The code of practice developed by Marks & Spencer and Tulip International
along with the changes proposed by DAWS formed the concept for free-range
pigs. The imitation of the Antonius fresh pork brand and the control system for
organic produce were also important elements in the concept.

Mr Deibjerg contacted the approximately 10 farmers he knew were producing
free-range pigs then and who were not organised as free-range pig farmers.
Friland Food was established in December 1991 with ØKO KØD Amba, DAWS,
Mr Deibjerg, and some of the farmers, as stockholders. The farmers started
raising pigs, and the first free-range pork was expected to be launched on the
market in May 1992.

Neither Mr Deibjerg nor anyone else made any serious investigations of the
sales potentials for free-range pork, the Danish consumer’s perception of the
product concept or the price of the product. In the harsh light of subsequent
rationalisation, the expectations for production and sales volumes therefore
seem optimistic. In the first year, Friland Food expected to produce 800-1,000
pigs per week, in the second year 1,500 and the third year 3,000. These expect-
ations drew on the assumption that “Frilandsgrisen” would be of the same
quality standard as the market leader, Antonius, be a free-range pig product
and be sold at a lower price.

From the start Friland Food was very interested in collaborating with the
supermarket chain, Irma, which is mainly located in or around Copenhagen.
The main consumer segment interested in free-range pork was assumed to be
living in Copenhagen and other large towns in Denmark. It was unfortunate for
Friland Food that “Antonius” had started supplying “Irma” at the beginning of
1992. Frilandsgrisen was launched in May 1992. The Irma grocery chain is
owned by Co-op Denmark, which also has three other chains, Superbrugsen,
Kvickly and OBS!, which were supposed to be the second best sales channels for
pork from Friland Food. The third priority was sale to an independent Danish
grocery chain. It was assumed in the plans for the concept for Friland Food that
the increase in sale of free-range pork would be based on sale of pork on the
Danish market and sale of bacon to Marks & Spencer on the British market.
Further Friland Food wanted to sell free-range pork to a sausage manufacturer
to be able to sell the parts left-over at a reasonable price.

The market possibilities and barriers for “Frilandsgrisen” turned out to be
different from what was expected.
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Launching “Frilandsgrisen”

At the beginning problems with production, slaughtering and sorting conditions
led to a very poor sales situation for both Friland Food and the butchers. The
butchers wanted to sell free-range pork already from May 1992 instead of wait-
ing until August or September. But already at that time the volume of free-
range pigs available was limited, but known to Friland Food because of the long
production period for the pigs. Furthermore, the summer in Denmark was
extremely hot, which for some reason, halted the growth of the porkers. The
decrease in the number of slaughtering pigs because of the temperature, a very
high degree of rejected goods (over 50%), and a inadequate sorting procedure, all
resulted in pigs which were either too fat, or too lean or too small to be passed
to the butcher shops. Friland Food also experienced problems with the
slaughterhouses. The two abattoirs which slaughtered pigs for Friland Food did
not sort the pigs correctly according to the standards (weight and meat percent-
age) for free-range pigs. The sorting was made by a person, not by automatic
classification equipment.

The reaction from the butchers came immediately. The positive attitude to free-
range pork from Friland Food changed to a negative attitude, and a lot of the
butchers in the Mesteslagter butchers’ chain did not want to buy this kind of
pork. Friland Food did not make a test production over a few months before they
released the product, which could have reduced the number of natural develop-
ment problems considerably. Neither did they have the resources to control the
sorting at the slaughterhouses, and it took some time to find the reason for the
quality problems. The problems in this phase of the product development process
were similar to those experienced by Grif-Bo, the Dutch abattoir (except for the
hot summer). A strong pressure from the farmers to start selling free-range pork
because the prices went down, and pressure from the butchers to be first on the
market were probably the reasons for starting in May instead of in September.

Friland Food had three employees besides the director, which turned out to be a
financial burden for the company because of the low sales. The market situation
was very bad initially. The volume did not reach the expected level and caused a
lot of problems for the butchers who had advertised in the local newspapers. And
the rejected meat was sold at very low prices – under the list price for convention-
al pork. So, within a few months, Friland Food experienced economic problems.

These problems stopped the development of the control system built up for the
credence element of the product. The quality problems with reaching the stan-
dard of regular pork were significant and lowered Friland Food’s general busi-
ness reputation. Friland Food never succeeded in making a long-term sales
agreement with the grocery retailers mentioned.

Furthermore, the price on conventional pork decreased rapidly from July
199220). Friland Food paid DKK 1.00 extra to the farmers. The rapid decrease
in prices of conventional pigs created extra difficulties, Friland Food was con-
tinuously caught between high producer prices and decreasing sales prices. This
was especially expensive because of the high volume of rejected pigs which had
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to be sold at an extra low price. Friland Food only had the pigs slaughtered at
the slaughterhouses and had to sell them all. Some of the butchers bought pigs
from Friland Food and sold the meat as conventional pork in their shops – they
were buying to help. Mr Deibjerg spent a lot of time selling the pigs, which indi-
cates that the official list prices were perhaps not always used. In November,
this problem escalated even more when they tried to sell bacon to the British
market, through Tulip International, and lost money on it.

Friland Food lost nearly all its capital in this period. In January 1993, Friland
Food went into insolvent liquidation. In the summer of 1993, the company was
in the process of compulsory liquidation winding-up proceedings. In October
1993, Friland Food received a new injection of share capital.

In January 1993, all free-range pig farmers became co-op members of Vestjyske
Slagterier, which now slaughters all the pigs for Friland Food. The pigs are
slaughtered at a lower price. Vestjyske Slagterier also have a classification
system that measures the fat content very precisely and equipment to detect a
substance called skatol, which a small number of uncastrated boars have, and
which smells terrible. These things were extra compared to the private
slaughterhouses. In addition, the slaughterhouse also had an export license. By
the beginning of 1993, Friland Food sold about 200 pigs a week and about 200
were rejected – these pigs were bought by Vestjyske Slagterier so Friland Food
is now sure of these carcasses being sold at a price it will not lose money on.

It is, of course, easy to make this analysis and these comments afterwards;
things were much less clear when they were happening. But not only the
advantages of being the “first on the market”, as stressed by both Mester-
slagterne and Friland Food, but also the disadvantages, have to be calculated.

The development of the inspection system

The inspection system used by Friland Food is very similar to the inspection
system used by the ecological sector in Denmark. Back in 1987, when the main
ecological farmer organisation, LØJ, had its own inspection commission, the
Danish Parliament passed a bill which gave a definition of “organic” produce.
From 1987 to 1991-1992 there have been negotiations between LØJ and the
authorities. LØJ wanted the government to take over the monitoring tasks, but
only if the state used the same or nearly the same rules as prescribed by LØJ.
This actually happened in 1991-92, and the control job is now institutionalized.

Only the main points of the ecological control system will be presented here.
These include the authorisation of the ecological farm after an interim period.
Twice a year the Board of Control visits ecological farmers with livestock. One
of the visits is un-announced. When ecological pigs are sent to the slaughter-
house, they have an ecological mark (and the farmer’s control number) on their
legs, and the farmer signs a solemn declaration that the pigs delivered are
ecological. The pigs are then sent to an abattoir which is approved for ecological
pigs. In the abattoir the pig carcasses are marked with three branded stripes
(ecological mark) on the rind of each side. Meat processing companies have to be
approved for handling ecological pork. The Consumers’ Advisory Council has
been involved in the question about how to ensure that the consumers can be
certain they are buying cuts from an ecological pig. It has been decided that only
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cuts from the pigs which have the rind with the ecological marks are allowed to
be sold. This gives consumers a chance to check that the cuts come from an
ecologically-raised pig. This is not an option in the Netherlands, where it is not
common to sell cuts with rind.

Friland Food’s inspection organisation. The control of Friland Food’s rules con-
cerning animal welfare is organised as a Board of Control, formerly part of Fri-
land Food. The control commission has three members: one from DAWS, one
from the Friland Food’s Board and a representative of the farmers. The DAWS
member has the right of veto in cases concerning animal welfare questions and
changes of the existing rules. Mr Christensen is the DAWS representative. The
control has been established in order to prevent cheating, but Messrs Deibjerg,
Christensen and Boysen admit that it is not a foolproof control system. The
main idea of the system is to prevent anyone from cheating on a large scale. This
is based upon an insight in human nature: “You would never steal sweets from
a supermarket, because the benefit would be low compared to the risk you
would take” (Mr Deibjerg). The trade-off between risk and benefit is
fundamental to the control system.

Monitoring free-range farmers. Farmers are not allowed to have both conven-
tional and free-range pigs on the same farm. When a farmer wants to switch to
free-range pigs, the control commission will inspect the farm. Cutting the pig-
lets’ tails – which is usual for conventional pigs at an early age – is not allowed.
So the tail is an indicator for the control commission as to whether the farmer
is cheating. In the Dutch system, the pigs have an earmark with an individual
identification number. DAWS does not accept these marks from an animal wel-
fare point of view. This in fact means that if the earmark was an efficient safe-
guard against cheating then there would be a trade off between animal welfare
interests and the credence element of free-range pigs. So the control is of a more
indirect character. After one year, the number of piglets per sow is known for the
individual farmer and documented by production data available to the control
commission. So they can easily see if the number of pigs exceeds the estimated
or average number of piglets. They also have data about the death rate.

Monitoring slaughterhouses. When the pigs come to the slaughterhouse, they
are kept in a separate stall until they are slaughtered. This occurs at a certain
time on a certain day, which can be controlled. When the pigs have been
slaughtered, the carcasses are kept in a separate chilling room with marks
branded on the rind.

Monitoring butchers and grocery chains. From the launching of “Frilandsgrisen”
in May 1992 until about September 1993 there was no efficient control of the
butchers and supermarkets selling free-range pork. This was changed in the
autumn of 1993 by Mr Christensen of DAWS. He developed a system similar to
the ISC, with inspection of delivery of pork and sales figures and also checks on
butchers and supermarkets by sending members of the local DAWS out to buy
three small tenderloins when they know the butcher has only bought two. The
DAWS members seem to be an important resource in this inspection system.

Although DAWS does not have a seat on Friland Food’s board, they have in-
vested a considerable amount of money in the company. As with the Dutch case,
it is reasonable to ask whether the consumer trusts DAWS as a guarantor of a
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fair control of the rules in the product concept when they own part of the com-
pany. Or to put it another way: is Friland Food able to put pressure on DAWS
because of the invested capital? If DAWS and Friland Food are not able to
handle this conflict then it could result in a separation of idealistic and business
interests as with the Dutch case.

Trade-off between Friland Food’s market orientation and access to credentials

DAWS plays a very important role in the initial development of the free-range
pig concept. It was a condition that DAWS should support the company finan-
cially and with its name in marketing campaigns and that the pigs raised under
the Friland Food concept should have access to outdoor areas all their life.
Friland Food chose to incorporate the demand from DAWS, because the latter’s
reputation and recommendation were very important resources in creating and
maintaining the credence quality aspect of the free-range pig product. DAWS’s
support and its influence on the credence quality from Friland Food has turned
out to be very important, as the DFP case in the next section will show. But the
question is whether Friland Food bought this support at too high a price?
DAWS’s demand increased different types of uncertainty for Friland Food.

The functional uncertainty arises from transforming consumer needs into a
product recipe. The rules proposed by DAWS can be seen as a solution to part of
the functional problem. From an ethical point of view, it can be argued that if
access to outdoor areas is good for pigs, then it is rational to demand this as a
rule in the free-range pig concept. But when DAWS goes one step further and
argues that the rule is necessary to avoid what DAWS perceives as a gap
between the dominant British free-range concept and the marketing message,
then the idealistic organisation’s aim of fighting for better living conditions for
animals is mixed up with business considerations. Friland Food’s aim is to run a
business and make a living out of free-range pork. We have our doubts as to
whether DAWS posseses the resources and capabilities to reduce the functional
uncertainty for Friland Food. When Friland Food uses DAWS as a locus of
problem solving of part of the functional problem, they base their product profile
on thoughts and not marketing knowledge. One could have investigated whether
the British free-range pig concept actually was important to the consumers.

The rule demanded by DAWS had a negative influence on technical, market and
business uncertainty. Experience with outdoor sows and piglets had shown that
it was possible to raise pigs this way. But experience with slaughtering outdoor
pigs was limited and rather negative. Thus the extensive technical problems
with porkers and the quality of the pork were heavily influenced by this rule.
And the technical problems were underestimated by Friland Food. The technical
problems were transformed into market problems, with negative attitudes
towards “Frilandsgrisen”, because of organisational problems co-ordinating the
production and sorting operations. This was one of the factors which increased
business uncertainty for Friland Food. It is therefore tempting to conclude that
DAWS’s financial, control and marketing support to Friland Food came at too
high a price.
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Economic risks and advantages for the parties involved in the innovation process

Marks & Spencer played an active role in trying to persuade Danish slaughter-
houses and Danish farmers to produce free-range pigs that could be sold in the
United Kingdom as bacon. They put pressure on the Danish suppliers by
warning Tulip International and other Danish meat processing companies and
slaughterhouses about the importance of free-range pork products in the future
and the possible consequence for them as suppliers if they did not supply this
kind of meat. Furthermore, Marks & Spencer influenced events by meeting the
Danish farmers and also Friland Food. Thirdly, and most concretely in this case,
there was the elaboration of a free-range pig concept, “Codes of practice”, along
with Tulip International. This was used by Friland Food as a sort of minimum
requirements for the concept it was working out. Marks & Spencer also played
a role by being interested in buying all the free-range bacon Friland Food could
produce in the first few years.

The risks for Marks & Spencer were low in relation to the Danish case, because
they had already developed the concept and sold this kind of meat for years. The
risk was mainly associated with expanding production of the existing free-range
product and there was risk associated with the teething troubles. But this tech-
nical risk was mainly faced by the farmers and Tulip International – and not by
Marks & Spencer.

Marks & Spencer would benefit from being able to persuade Danish farmers
and slaughterhouses to engage in free-range pig/pork production by having
access to a large supply of free-range pork.

Friland Food’s risk by using Marks & Spencer’s free-range pig concept was
associated with changes in what consumers wanted and changes in Marks &
Spencer’s product development and sales priorities. Marks & Spencer were
interested in exclusively selling pork from free-range pigs within a few years.
This product development strategy built on the view that this product attribute
was and would continue to be an important factor in their customers’ pork
buying decision. The economic crisis in the United Kingdom in 1992-93 had a
significant negative influence on a large part of British consumers’ interest in
free-range pork, although sales did reach a level of 5-10% of the total fresh pork
sale in the supermarkets. Marks & Spencer diverted their pork product deve-
lopment strategy away from the goal of extending their animal welfare pork
product line towards a less sharp free-range pork profile in 1993 (Mr Rasztar,
Tulip International). If Friland Food had been able to build up a large export of
free-range pork to Marks & Spencer, there would probably have been no
problems with this changed business strategy. Other grocery retailers would
probably have been interested in selling free-range bacon.

The butcher organisation, Mesterslagterne, could use the launching of “Fri-
landsgrisen” in marketing and promoting the butchers, but the shortage of
supply also caused problems for the butchers, so it is difficult to assess whether
or not it benefited.

At the beginning of 1994, Friland Food managed to make an agreement with
Favør, an independent grocery chain, about the sale of free-range pork. This
meant that the central organisation could offer the product to the grocers, but
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it is the grocers themselve who decide whether or not to carry the product. Favør
used the product, along with other products, to establish an image as the only
independent grocery chain with an organic product profile (Bang 1994, p 10).
The manager at Favør, Mr Frederiksen, says that free-range pork from Friland
Food will never be the market leader, but nevertheless the product does have
some importance. He gives an example where three Favør stores located in
Næstved of which two decided to carry free-range pork. The third shop did not
want that kind of meat, and after a while the store experienced that it had lost
customers to the other two Favør stores and so decided to sell free-range pork
(Bang 1994, p 10). Favør was not involved in the development of the free-range
product in collaboration with Friland Food, but only as a sales channel. Favør
will probably demand high and consistent standards of meat qualities from
Friland Food and thus play a role in elevating these standards similar to what
Albert Heijn did in the ISC case.

5.3 Dansk Frilandsgris Produktion21

This is the second part of the Danish case. John Seroff is the director and owner
of the company, Dansk Frilandsgris Produktion Aps (DFP), which was estab-
lished in June 1991. Mr Seroff ’s interest in free-range pigs has its origins in a
subscription to English “Farmers Weekly” from 1980. Here he was informed
about the British farmer’s interest in free-range pig production and their
experience with the development of this production method. Seroff was a wage
earner at that time. Now he makes a living raising free-range pigs, trading with
free-range pigs through DFP, selling electronic equipment to pig farmers for the
Dutch company Nedap, being involved in construction and sale of sow cabins to
free-range pig farming, and selling consultant services in connection to free-
range production and sow housing. DFP is not the most important part of his
business. He makes more money as a consultant and from selling sow cabins.

The development of the DFP product concept

In 1985, Mr. Seroff lived on a farm and was considering investing in a tradi-
tional sty (of the Danish SPF type, which reduced the number of pig diseases
compared to the normal pig sty), but his calculated profit did not meet his profit
expectations because of the large investment and high rate of interest. Instead,
he bought 17 sows, made a simple tarpaulin-roof and put them out in a small
fenced forest. The investment was modest compared to a traditional sty. The
porkers thus produced were sold as regular pigs at that time.

In 1987, the farm and pigs were sold, due to a change of circumstances. In 1989,
he bought another farm on Zealand and started with free-range pigs in 1989-
1990. The pig herd was used as both a production and development herd. Neither
butchers nor supermarkets were involved in the development of the product.

In 1991, he felt the need to strengthen the marketing side and decided to estab-
lish a trading company, Dansk Frilandsgris Produktion. As the main motive
behind free-range pig production was small investment costs, the trade com-
pany was based on the perception that consumers are not interested in paying
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a significant premium for free-range pork. In his experience, a small increase in
the price would greatly reduce the potential customer base. DFP started a
registered brand product, Dansk Friland No 1, completing the product concept
rules for it in February 1992.

In 1992, part of the production concept22 was changed to fulfil the recommenda-
tions of the Danish Animal Welfare Society (DAWS) about animal welfare codes
for pig production. Dansk Frilandsgris Produktion has had an extensive cor-
respondence with DAWS, because the latter’s acceptance of the company’s
product is very important for consumers’ buying the product. “People attach
great importance to the recommendations of the Danish Animal Welfare
Society” (Mr. Seroff, DFP).

Mr Mollerup, director of DAWS, informed Mr Seroff that his free-range pig con-
cept followed their recommendations, except for a few things that Mr Seroff has
now changed. DAWS has recognised DFP as an animal welfare friendly
producer, according to Mr Simonsen of DAWS. But the organisation underlined
that they could not be held responsible for the truth value of the animal welfare
aspects marketed in connection with DFP’s product Dansk Friland No 1.
“Approval of the production methods from DAWS without any control of the
rules has a doubtful marketing value” (Mr Simonsen, DAWS).

Support from the Animal Welfare Organisation is crucial for this type of prod-
uct. This indicates that DAWS possesses a valuable resource for both Friland
Food and DFP, as a guarantor of the authenticity of the free-range pork, a
resource which is important for attracting and maintaining the consumer’s faith
in the product.

DFP has an agreement with the co-op slaughterhouse, Steff Houlberg in Ring-
sted, about slaughtering free-range pigs and transporting the carcasses to
butchers. Mr Seroff negotiated with Steff Houlberg for a year before they
reached a settlement in March 1992. He wanted the animals slaughtered at a
big abattoir, because of the classification equipment. He found it too risky to
have the pigs killed and slaughtered at a small abattoir. The development of the
DFP free-range concept is characterised by incremental steps.

Production. In July 1993, Mr. Seroff had 32 farmers supplying free-range pigs
to the company. The biggest one had 250 sows, the two smallest 3 and 5 sows.
All the farmers were on Zealand. The concept is characterised by the sows being
outside all the time and piglets being weaned in deep straw sties when they are
four weeks old. Although the farmers are allowed to have the porkers outside,
all farmers raise the porkers in deep straw sties. He does not advise raising por-
kers outdoors. There is no restriction as to the foodstuff. The pigs are typically
a crossbreed of landrace, yorkshire and durac from the Danish breeding system.
The cross-bred has not been developed specially for free-range pig production.

The Marketing Channel. Dansk Frilandsgris No. 1 is sold only to butchers on
Zealand and the other eastern islands. Most of the carcasses are sold in Copen-
hagen or nearby: from Køge in the south to Helsingør in the North. Dansk
Friland No 1 competes (on the welfare dimension) with pork from Friland Food,
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which on Zealand is distributed through INCO (the distribution organisation
for butchers, including Mesterslagterne) which has stocks in Friland Food. Mr
Seroff distinguishes between two types of butchers: those who buy meat every
week – who can display the Dansk Frilandsgris No. 1 signature in the butcher
shop window – and butchers who buy the product less regularly. In mid-July
1993, he estimated that DFP sold to 45–50 butchers of each type. The butchers
typically buy from one to four carcasses per week. According to Mr Seroff the
meat is sold to the butchers at a fixed extra price of DKK 1.10 per kilo. The
butchers use free-range pork as a profiling product. The butchers decide for
what price they sell the pork. 23

During the strike in the Danish abattoirs in May 1993 and the following month
he only sold about 15 free-range pigs per week – the butchers were offered a lot
of cheap meat from other supply sources. Mr Seroff pointed out that DFP could
survive even if the sale of Dansk Friland No 1 was stopped for some reason for
up to six months. If he is not able to make a profit in the future sales of Dansk
Friland No. 1, he will stop it. This indicates a weak market position for the
brand product and/or a very cost conscious attitude by DFP. There are no exact
figures for DFP’s production volume, but it probably produced about 6-8,000
pigs in 1992 and 5-6,000 in 1993. Mr Seroff pointed out that the balance
between demand and supply has been rather good in the last two years and that
this is crucial for DFP’s economic result.

The inspection system

“The consumer must accept that it is not possible to sell products which can be
controlled from one end of the chain to the other. We cannot guarantee our
product 100 percent. It cannot be done. It would cost so much money that we
would never be able to sell the product.” (Mr Seroff) There is no independent or
“third” party involved in the control of the production or the distribution and
marketing of the product.

Monitoring free-range pig farmers. When a farmer starts raising free-range pigs,
he has to fulfil certain rules. All farmers must have a log-book, where informa-
tion about veterinary treatment has to be noted. Furthermore, all information
about the purchase of foodstuff and the farmer’s production control must be
available for a representative of DFP to inspect. The farmer must be notified
about an inspection visit 24 hours in advance.

The farm is inspected when it starts and then every half year. Mr Seroff
emphasises that the regular semi-annual control visit is to ensure that the rules
in the production concept are fulfilled and to judge the health status of the pig
herd. He does not want the pigs to be too skinny – it can easily be used by the
tabloid press to create a “scandal” about animal cruelty. If farmers cheat DFP,
the company refuses to buy pigs from them in the future.

Monitoring slaughterhouses. The day the pigs are being sent to the slaughter-
house, the farmer uses a sort of hammer to mark the pig’s leg with his
production number. The farmer also paints a big F on the backs of the pigs. All
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farmers are members of the co-op abattoir they deliver to. Transport from farm
to slaughterhouse is not monitored by DFP. The rules for the transport of Dansk
Friland No 1 are distributed to the drivers. Nor is there any monitoring of the
delivering of the pigs to the abattoir and the stalling of them till they are
slaughtered. This is based on good faith between the slaughterhouse and DFP
and not direct control.

“How much can we spend on control? How much more is the product worth? The
excess price borne by consumers must reflect the control costs. If consumers
were very interested in a control of the transport and stalling, they would have
to pay for it” (Mr Seroff).

When the pigs are slaughtered, they are classified according to the abattoir’s
usual classification system. To be accepted as a Dansk Friland No. 1, the carcass
has to have a minimum meat percentage of 55, a slaughtered weight of between
76.9 and 92 kilo, while the fat on the loin has to be between 1.0 to 2.2 centi-
metres – the last requirement is controlled manually by Mr Seroff. He estimated
that between 80% and 85% of the delivered pigs are classified as free-range pigs
according to these rules. The farmers are paid an extra price of DKK 0.40 per
kilo slaughtered meat paid directly by Steff Houlberg. This secures the extra
payment to the farmers as opposed to DFP paying the money. The pigs which
have not been classified as free-range pigs are sold as normal pigs by Steff
Houlberg. If some of the Dansk Friland No 1 are not sold, they are also taken
over by Steff Houlberg and the rind with the trademark is removed.

The pigs are the first to be slaughtered at the abattoir, Mondays and Wednes-
days. They are stocked separately along with another brand label pig, Antonius.
The pigs which fulfil the requirements for Dansk Friland No 1 are registered
automatically by the farmer’s production number on the back and are branded
from tip to tail on both sides with the name, Dansk Friland No 1. “From the
slaughterhouse to the butcher there is 100% control” (Mr Seroff).

Monitoring butchers. Dansk Friland No 1 is only sold as half carcasses to
butchers. When the pork is sold to the butchers, there is no further control from
DFP. None of the butchers sell only Dansk Friland No 1, because they would
have a problem with too few tenderloins and too many fore ends and hams. So
they sell regular meat and supplement it with Dansk Friland No 1 as a profile
product. This gives obvious problems with the control of the separation of free-
range and regular pork.

From Mr Seroff ’s experience in connection with another brand product, “Hjal-
mer”, developed and sold by Danske Slagterier (The Federation of Danish Pig
Producers and Slaughterhouses), the butchers who sold this product would not
accept a control visit from Danske Slagterier – they would rather stop selling it.
Hjalmer, which has now been withdrawn from the market was very lean meat,
but also labelled as a product with a “better taste” profile. So it has what in this
report is called “search” and “experience” goods characteristics – consumers are
able to register and judge the search and experience parts of the sales argu-
ments, like meat content and taste. But this is not the case with Dansk Friland
No 1. Mr Seroff argues that neither is he able to control the butchers who sell
Dansk Friland No 1. Then he would never be able to sell any pork. But he thinks
that the brand on the rind makes it difficult for butchers to cheat. For products
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without rind, like chops and fillets, minced pork and tenderloin opportunities
for cheating are greater. The consumers have to trust their butchers, because
there is no control. In the information material from DFP, sanctions against
butchers who cheat are not mentioned, unlike farmers who do not follow the
rules. But Mr Seroff is very honest about this control problem and does not try
to hide it.

“You have to accept that there will be a certain degree of cheating with free-
range pork. That is the cost in a free society with a certain degree of trust about
things happening in the way you expect them to. There is a black sheep in every
flock. This also applies to butchers, who are, beyond all dispute, not all honest.”
(Mr Seroff, trans. KP & ESA)

Concluding remarks on the DFP case

DFP stopped its free-range business in November 1993. According to Mr Seroff,
this happened because Friland Food expanded sales of its free-range pigs on
Zealand and into his market. The fact that DFP’s free-range pig production and
rules were not monitored by an independent third part was also an important
reason for the decision to stop. About a month before DFP stopped, in October
1993, Friland Food managed to obtain new capital, and this may also have
influenced Mr Seroff ’s decision, as well as him not earning money on free-range
pork during the two years he worked with it.

The DFP case is difficult to relate to the discussion about locus of problem solv-
ing because only one party was involved apart from the slaughterhouse. But the
free-range pig production concept used by DFP seems to be associated with less
technical problems in pig husbandry than the Friland Food case. DFP faced a
difficult problem concerning the lack of support from third parties in securing
the credibility of the important credence aspect of its free-range product. The
supermarket chains have chosen not to buy the meat from DFP because of its
lack of an independent inspection system. And it has not been possible, as it was
with some of the British grocery retailers, for the grocery chain to function as a
guarantor of the credence aspect.

Although Mr Seroff claims that he has not made money on the free-range pork
business, it may very well have been a necessary activity in order for him to sell
cabins etc., and thus profitable viewed from a business portfolio perspective.

5.4 Summary of the Danish cases from a credence perspective and
future outlook

The two Danish cases differ from the Dutch case. The problems with creating a
free-range pork concept are the same and can be divided into problems with
establishing consumer trust in the free-range pork and with reaching the
quality standards for pork from conventionally raised pigs. Though the
problems are basically the same the solutions nevertheless differ.

Compared with the firms involved in the Dutch case, the firms in the Danish
cases are generally more production oriented. DFP was rather good at handling
the problems with the quality standards, but have not developed a trustful third
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party control system to support the credence aspect of the product. Friland Food
had a hesitating start and it lasted about 18 months before the control system
was developed to approximately the same level as ISC’s. The Danish cases
illustrate the value of a trustworthy third party like the Danish Animal Welfare
Society, DAWS, for the control and thus the credibility of a credence good like
free-range pork. Both Friland Food and DFP asked DAWS for support. This
indicates that DAWS is perceived as having the largest credibility by far
concerning animal welfare among private organisations in Denmark. Friland
Food was able to get DAWS’s support. The support included the right to write:
“Recommended by the Danish Animal Welfare Association”, the use of DAWS’s
name in information and sales material and the fact that DAWS was respons-
ible for the control of the animal welfare according to the rules for production,
slaughtering and sale. Friland Food experienced financial problems from late
summer 1992 to October 1993. When Friland Food’s economic problems were
solved by a capital injection, the other company, DFP, withdrew from the
market. This indicates the value of Friland Food’s access to use the credibility
of DAWS in a marketing context for sale of the credence good free-range pork.

In the Dutch case, the supermarket chain Albert Heijn and the slaughterhouse
Grif-Bo played an active role in elevating the quality standards. In the Danish
cases different parties played this role. For Friland Food, the butcher chain
“Mesterslagterne” was not able to influence the quality standards significantly,
this was mainly done by the large slaughterhouse “Vestjyske Slagterier” when
all the slaughtering and cutting operations were taken over by this company. It
is also assumed that the supermarket chain, Favør, had a positive influence on
the quality standards by selling huge and regular quantities of free-range pork
from Friland Food. In the DFP case, the quality problems were probably solved
by the Steff-Houlberg slaughterhouse.

The free-range pig concept of Friland Food faces some challenges in an evolu-
tionary perspective. The challenges will be divided into the international and
the product brand level.

Common rules for free-range pig production at the EU level would probably
mean a good export opportunity for Friland Food. Nevertheless, the influence on
the implementation of possible future rules for free-range pork is not as clear for
Friland Food and DAWS as for the ISC. First, other organisations will also be
involved, including The Federation of Danish Pig Farmers and Slaughterhouses
and probably also the large Danish supermarket chains. Thus the outcome of a
Danish process of affecting EU legislation and of implementing it in Denmark is
more unpredictable compared with the present situation in the Netherlands.

The main challenge to the Danish system seems to be at the product brand level.
The “Gourmet” product concept offered by the largest Danish retailer Co-op
Denmark is, with the explicit animal welfare-oriented profile, a sort of competitor
to Friland Food’s free-range pork, similar to the situation in the Netherlands.

The control system has not reached the same level as the ISC’s. First, the
Danish Animal Welfare Society (DAWS) has twice supported Friland Food
financially by a rent and pay-back free loan. Without this financial support
Friland Food would probably not have survived the first critical years. Though
DAWS has declined a seat on the board, formal financial links between DAWS
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and Friland Food exist. This means that DAWS has a double purpose: to support
animal welfare friendly pig production and also to make sure it does not loose
its investment in Friland Food. Obeying two masters is difficult and DAWS will
be vulnerable to pressure from Friland Food in financially difficult periods.
Thus a change to an arm length relationship which only includes the animal
welfare interest would strengthen DAWS’s credibility as inspector of the animal
welfare aspects of free-range pork at Friland Food.

The ISC has a policy of dividing their sale into unpacked and pre-packed free-
range pork. This is not the instance in Friland Food. As far as we know, eg,
supermarkets can both buy free-range  pork as carcasses and as pre-packed
pork. It is normal for the butchers and supermarkets that Friland Food delivers
free-range pork as well as pork from conventionally raised pigs. Comparing
delivery with sales figures is not as formalised as the procedures set up by the
ISC. This makes DAWS and Frilands Foods’ inspection system more vulnerable,
compared to the ISC, to quality break downs of the credence aspects of free-
range pork at the retail level – and the mixed sale of free-range pork and pork
from conventionally raised pigs makes fraud easier compared with the situation
in the Netherlands. The inspection costs are paid by Friland Food. The result
was that the difficult financial situation resulted in a lower inspection activity.
The ISC levy system seems to be better from an inspection point of view because
the inspection then can take place independently of the inspected firms’ finan-
cial situation. The other aspect of the inspection system concerning the farmers
and abattoirs and the meat cutting plants is very similar to the ISC system.

From an evolutionary point of view the inspection system of the credence
aspects of pork from Friland Food is probably not fully developed yet. The future
will show whether it will reach maturity.

6. CONCLUSIONS AND PERSPECTIVES

The above analyses of the cases of free-range pork in Denmark and the
Netherlands have largely dealt with producers’ and retailers’ attempts to cope
with the problems of a credence good. Through the application of the concept of
credence goods, the analyses have turned our interest towards the fact that
buyers of free-range pork may easily think that they are “buying a pig in a poke”
(as in the British idiom) or “a cat in a bag” (to use the Continental idiom). In
other words, since consumers cannot directly control whether they are really
getting free-range pork of a quality that they are explicitly or implicitly being
promised, they begin to consider whether they are being cheated. The task of the
producers, sellers and animal-welfare organisations has been to help consumers
become more and more confident that the systems of production and distribu-
tion of free-range pork are trustworthy and become more and more trustworthy.
At the same time they have had to confront the need of a further development
of the free-range concept and of the genetic and other characteristics of pigs to
ensure a high-quality product.

The model of a typical customer market explains why sellers (especially retail-
ers) have been motivated to make such a heavy investment. They want to make
the investment because it demonstrates to their customers that they are cap-
able of developing and supplying a product that cannot be supplied in a more ad
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hoc relationship between sellers and buyers. Thus the relationship to old and
new customers may be strengthened, and the return on the investment can be
calculated as the discounted value of increased future sales both with respect to
pork and other products.

But it is a risky business. If the customer thinks that he/she or another custo-
mer seems to have been “cheated”, then there is much uncertainty as to whether
he/she will make a shift. A sudden undermining of the confidence is a possibility.
But given the customer’s problems of quality detection and the costs of estab-
lishing a new and better relationship, the reactions will normally be sluggish.
Often the seller will be given the benefit of the doubt, before the customer
finally decides to exit the relationship and/or to advice others not to “buy pigs
in pokes” from the seller. It is also a fact that many parties in the chain of
production might be guilty. The reason is the division of the responsibility for
the credence quality between at least the farmers, the slaughterhouse, the
butcher or supermarket and the inspection organisation. In this situation the
consumer may never build up any confidence that can later be disappointed.
Instead the market might never reach a significant scale.

The study dealt rather thoroughly with these issues through one Dutch and two
Danish cases of recent development and sales of free-range pork. Previous deve-
lopments by Marks & Spencer in the United Kingdom are merely described as
a background for the in-depth study of the developments in the Netherlands
and Denmark. The first real case story covered the Dutch evolution in an inter-
play between an animal welfare control organisation, the largest grocery retail-
er, a foodstuff and pig breeding company, and a minor slaughterhouse and meat
cutting company. The DFP case is much more limited, the unsuccessful develop-
ment in an interplay between a free-range pig production organisation and a
slaughterhouse. The final and still on-going project encompassed a free-range
pork trading company, a butchers’ organisation, an animal welfare organisation,
a slaughterhouse and a grocery retailer.

The parties in the three free-range pork development cases have all faced the
same types of problems. Two problems have dominated. Firstly, the free-range
pork had to match the standards for conventional pork on dimensions important
for consumers’ buying behaviour. Secondly, the companies had to establish an
institutional arrangement which guarantees the credibility of the claims made
about animal welfare to consumers.

The three cases illustrate that it has been difficult to combine the animal wel-
fare aspects with other quality dimensions, eg taste, of pork. This indicates that
it is not obvious that welfare characteristics can always be added to the charac-
teristics of standard pork. There are important trade-offs between different
product characteristics. Animal welfare and, for example, leanness have shown
not to be easy to combine. In the Friland Food case, the vision was to create a
free-range pork product with taste qualities at the same level as one of the
leading Danish pork brands (Antonius). After several years, the conclusion was
reached that it was not possible to reach the same taste qualities as the leading
pork brand. The same conclusion was drawn in the Dutch case. To create free-
range pork with certain wanted characteristics may demand the development of
a different kind of pig, which deviates from the standard pigs on several dimen-
sions. The Dutch case shows that this means developing a new type of pig with
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an emphasis on other genes than those guiding the breeding goals for conven-
tionally produced pigs. This is clearly a long-term project. And the search for a
new type of pig is associated with a significant level of uncertainty, because of
the complex trade-offs between different characteristics.

The improvement of the quality standards of free-range pork to match the stan-
dards for conventionally produced pork was reached in different ways. In the
Dutch case the largest Dutch retailer played a major role due to its demands for
consistent quality in co-operation with the free-range pig slaughterhouse. The
large retailer contributed in two ways. First, it created economic incentives for
the farmers and the free-range slaughterhouse to produce free-range pork by
offering a significant extra price. Second, it was engaged in an ongoing dialogue
with the slaughterhouse and the meat packer about how to improve the stan-
dards of the free-range pork. In the Danish case the large slaughterhouses have
played an important role for the quality standards.

Also the problem of creating a trustworthy credence good has been dealt with in
different ways. In the Dutch case an independent control organisation was used
to inspect the credence aspects concerning animal welfare and thus guarantee
these quality claims towards the consumers. The control organisation is estab-
lished and run by the most important Dutch non-profit organisations concern-
ing environment, animal protection and consumer interests. The control organi-
sation has been appointed by the Dutch government to be its representative
concerning free-range pork and other types of free-range meat. The Danish
cases encompass two very different solutions to the problems related to the
credence aspects of free-range pork. The DFP case did not succeed in establish-
ing a control system with sufficient credibility. The fact that the competing
Friland Food case achieved this goal was a main reason to give up the DFP
attempt. In the Friland Food case, the sales firm was able to gain support from
an important Danish organisation engaged in animal protection. Similar to the
Dutch case, this third party functioned as the consumers’ guarantee for the
credibility of the product.

Some other firms, which sell pork, have now developed pork products with a dis-
tinct animal welfare dimension – often in combination with an attempt to make
pork with a better taste. In Denmark, eg, the largest grocery retailer (Co-op
Denmark) has developed such a product and is itself responsible for the credibi-
lity of the pork through commitment to investments in animal welfare commu-
nicated to potential customers. In the Netherlands, the largest slaughterhouses
offer this type of pork brands, and they are themselves responsible for the
credence aspects of the pork.

In an evolutionary perspective both the Danish and the Dutch free-range pork
systems face challenges such as control systems and innovation systems. None
of the production, sales and control systems can be developed fully once and for
all. These systems have to adopt to changes in the environment, such as quality
scandals (cf. the free-range egg scandal in the Netherlands), changing consumer
perceptions of animal welfare (the importance of the dimensions in the animal
welfare concept can change over time), competing pork product with an animal
welfare profile produced at a lower price, or attempts to change the legislation
affecting animal welfare. The challenges can be related to the international
level (European Union), and the national brand level. In the short term, the
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challenges from the national brand level seem to be the most important. In the
long term the possible establishment of a dominant design and standard for
free-range pork on an European Union level, through common EU legislation,
will probably be the prominent challenge.

At the international level a future common EU legislation for free-range pork
and thus the establishment of an EU standard would create problems if the
standard differs substantially from the present free-range pig concept, and
especially if it requires changes in the production systems at the farm level. The
investments at the farm level have the longest pay-back period in the produc-
tion chain and thus the highest degree of commitment to this kind of produc-
tion. At the national product brand level the major challenge comes from pork
brands of conventionally raised pigs with an added animal welfare profile. If
consumers trust the animal welfare claims of these products and if the products
are cheaper to produce compared with free-range pork, then it is likely that the
investigated free-range pork brands will be outperformed in the long run.
Changes in consumer perception of what is meant by animal welfare or by focus
on other aspects of animal welfare could create tension with the existing rules
and free-range pig concepts. Only time can show how robust the systems are to
the challenges.

But irrespective of how well free-range pork will perform in the future, the cases
illustrate general problems for consumers in evaluating and buying credence
goods and for producers and sellers to establish and sell a credence good. Free-
range pork thus illustrates general problems with trade with a credence good.
Due to environmental concerns, higher incomes, and internationalisation of the
food industry the credence characteristics of food products are likely to have an
increasing importance in the future. The consumers seem to be increasingly
aware of and their buying behaviour affected by the conditions under which a
product is produced (sustainable production methods, acceptable conditions for
the employees, etc.).
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INTERVIEWS

All the personal interviews were tape-recorded. In general they lasted between
1 1/2 and 2 hours The shortest lasted about 1 hour while the longest took more
than 3 hours. The telephone interviews were not tape-recorded, but notes were
made while the interview took place. These interviews lasted between half an
hour and three hours. The average lasted about an hour. Two interviews were
conducted by sending questions to the interviewee and receiving written
answers later. The names of the companies and organisations are written in
bold-faced type.

English interviews

John N. Howard, Marketing Director, Danish Bacon & Meat Council (UK).
Correspondence with written questions and written answers. January 1993.

Andrew Garvey, Product Manager, pork, Marketing Department of the
Livestock and Meat Commission. Telephone Interview, May 1994.

Poul Mancey, Marketing Manager, Tesco. Personal interview, April 1992.

Chris Monks, Product Manager, Tulip International (UK), Bacon Division.
Correspondence with written questions and written answers.

Jim Mosely, Marketing Director, Tulip International (UK). Telephone
Interview, May 1994.

A further six persons were interviewed in January 1992 representing three
grocery retailers and two pork manufacturers. They all considered the area of
product innovation to be a sensitive company subject. So I preferred to do the
interviews on the condition that their companies would not be identified in this
report rather than doing none at all, or interviews where the subject/matter was
limited. I refer to them as R1, R2, R3 in the case of the retailers and M1, M2 and
M3 in the case of the manufacturers.

A “Buying Director”, a “Buyer” (ham and pre-packed cooked meat) and a
“Quality Assurance Executive” employed by three retailers among the five
largest retailers in Great Britain were interviewed. A “Supplier Assurance
Manager”, a “Meat buyer”, and a “Product Development Manager” employed by
two of the five biggest slaughterhouses/pork refinement firms in Great Britain
were also interviewed. The interviews were conducted from January the 13th to
the 17th in England.

Danish interviews

Per Boysen Andersen, Foreningen af Danske Slagtermestre. Personal inter-
view, December 1992.

Mr Christensen, Member of the Farm Animal Committee. Foreningen til
Dyrenes Beskyttelse i Danmark (The Danish Animal Welfare Society)
(DAWS). Telephone interview, July 1993.
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Karsten Deibjerg, Director, Friland Food A/S. Personal interview, February
and March 1993.

Erik Hove, Marketing Manager, Department for Trade and Marketing, Danske
Slagterier. Telephone Interview, April 1994.

Jette Larsen, Steff Houlberg. Telephone interview, July 1993.

Bent Olesen, Chief Manager, Product Development, Tulip International. Per-
sonal Interview, August 1992. Telephone interview, May 1994.

Peter Rasztar, Group Managing Director, Tulip International. Telephone
interview, July 1993.

John Seroff, Director, Dansk Frilandsgris Produktion Aps. Telephone inter-
view, July 1993

H. P. Simonsen, Member of the Farm Animal Committee, Foreningen til Dyre-
nes Beskyttelse i Danmark (The Danish Animal Welfare Society)
(DAWS). Telephone interview, July 1993.

Poul Erik Simonsen, Danske Slagterier. Telephone Interview, May 1992.

Dutch interviews

D. C. Bakker, Vice Director, Grif-Bo, LIMOGRA BV. Personal Interview,
January 1993.

Holger Bunk Dybdal, Government Agricultural Advisers, The Danish Em-
bassy, den Haag, the Netherlands. Personal Interview, June 1992.

H. W. E. Bronvoort, Manager of Business Development, Stork RMS b.v. Per-
sonal interview, January 1993.

Mr Coenen, Chairman of the Vereniging de Scharrelslager (Association of
free-range meat butchers). Personal interview, March 1993.

H. Dollekamp, D. J. Janssen’s Vee- en Vleeshandel bv Exportslachterij,
member of Jansen Group. Personal interview, January 1993.

Bianca W. M. Domhof, afdeling PR/voorlichting, Produktschap VEE EN
VLEES (Product Board for Livestock and Meat). Personal interview,
January 1993.

Jan Heemskerk, Buying director, UVG (Unilever Vlees Group). Personal
interview, January 1993.

Ir. E. H. Houben, Bedrifsadviseur, Houbensteyn & PORKHOF b.v. Houben-
steyn holding bv. Personal interview, January 1992.

Ove Jørgensen, Director, Pelco. Personal interview, January 1993.
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René van Kempen, Commercial Director, CEHAVE/ENCEBE. Personal inter-
view, June 1992.

Erna Kleinmeyer-Geuke, Marketing & Publicity, Stork RMS b.v. Personal
interview, January 1993.

H. G. Louwman, Assortimentsmanager Vers Vlees, Wild en Gevogelte, Albert
Heijn bv Personal Interview January 1993.

R. H. A. Mulder, Buying Director, Director for the Bacon Division, van der laan,
Vleeswarenfabriek Th. S. van der laan International B.V., A member of
Meat*Point. Personal interview, January 1992.

Marianne den Ouden, Wageningen Agricultural University, Department
of Farm Management and Agricultural Economics. Personal interview,
January 1993.

W. Palm, Buying Director for Meat, De Boer Winkelbedrijven NV. Personal
interview January 1993.

H. Roos, Managing Director, ISC(Internationale Scharrelvlees Controle),
Utrecht. Personal interview, January 1993, March 1993.

Peter J. A. Spitters, Manager of the Marketing Department, Product Board
For Livestock and Meat. Personal interview June 1992.

mw. ir. Carla M. G. Veenman, Marketing Research, Produktschap VEE EN
VLEES (Product Board for Livestock and Meat). Personal interview,
January 1993.

Mr Veldhuizen, Marketing Manager, De Heus. Personal Interview, March 1993.

Ir. J. L. G. M. van der Vleuten, Marketing Manager, Hendrix, Hendrix’ vlees
Druten B.V. Personal interview, January 1993.

Koos de Vlieger, Landbouw-Economisch Instituut, Dienst Landbouw-
kundig Onderzoek. Personal interview, June 1992, January 1993.

A. M. J. van de Wiel, Director, COVECO, Twello. Personal interview, January
1993.
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