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1. WHAT IS THIS PAPER FOR

This paper frames the identification of supply chairategies suitable for small and
medium-size producers of European traditional fpomtucts. It inspires and promotes
strategic thinking throughout the supply chains levhbroadly outlining the basic

principles, goals and moves that should be followeg@roducers to improve the overall
supply chain performance and their share in it.

The focus on Supply Chain (SC) and Supply ChairioReance (SCP) represents the
base on which the whole exercise on strategiedbbes carried out, while paving the
way for the subsequent National Reports developohgfailing and adapting the
strategies here proposed.

This document preliminary single out a number ohowative strategies in their
components (the strategic moves); then it provgledelines to select the right strategy
in accordance to the starting point and featureth®fenterprise that will be the active
agent of the strategy.

Although it builds upon extensive qualitative andaqtitative analysis of the reality of
traditional supply chains, this document is notlased textbook of recipes; it's a
mentoring tool to help lateral thinking and thebeleation of an “owned strategy”, i.e. a
strategy that should be autonomously and contdytuaplemented.

The structure of the present document is the folgw

Chapter 2 Definitiong reports the system of assumptions that have beed to arrive
at this contribution. Special attention has beevoted to the definitions acquired in the
course of WP5 investigating activity, particularggarding the notions of TF products,
Chain, Supply chain, Strategy and Supply Chaint&gsa

Chapter 3 Guidelines for a Good Strateggummarizes a few general guidelines to
strategy building by taking a into account how aatsigic orientation fit the
organizational and practical activity of a traditad food producer;

Chapter 4 Goalg enumerates the goals that are supposed to belated to a strategic
plan for food companies in the TF area.

Chapter 5 Koveg analyses the basic element of strategies (“mgldlocks”) of the
action plan and gives a full list of the options#éable in terms of accessible moves for
firms.

Chapter 6 $trategie} elucidates a list of 12 strategies and associhtgs with the
relevant moves

Chapter 7 $electing the Right Strategproposes a correlation between the so-called
starting pointgideal-type examples of companies deciding to puesstrategy) and the
appropriate strategy and goal, with hints on howterpret it.



Chapter 8 contains few conclusive remarks.

Throughout this text particular attention has begven to a number of acquired
concepts in the course of WP5 2 years of actiyiyblished and unpublished. In
particular, it is based on the arti@eterminants of Chain Performance in the European
Food sectat, the Compilation Report on Innovative chain strateg{Bs5.3.6) and the
Inventory on best Practice on Reducing Bottlenggi@moting success factors of
traditional foods supply chaingD 5.1.8) and the Powerpoint presentation on
“Innovative Chain Strategiedy A. Molnar, X. Gellynck, B. Kiihne recently pergted

at the & Workshop at Ghent 1st-2nd Sept. 2008, as wehe4nput for D 5.3.9

Chain guideline concept paper repblty the Hungarian WP5 national workgroup. We
are also in debt t6Suppy Chain Management” training materialgitten by A. Sebk

in Powerpoint format (SCM 83-88 and 91-92).

! “Determinants of chain performance in the Europeaditional food sector”, Adrienn
Molnar, Xavier Gellynck, Andras Sebok, Tinde Kuthda Valentino Piana in
“Perspectives of Traditional Food Supply Chainstlom European Market”, accepted,
after the review process, for inclusion within Xith EAAE Congress.



2. DEFINITIONS
2.1. Traditional Food SMEs

From the point of view of supply chains, TraditibR@od products have been defined
as having been in commerce at least 50 yearsekated to a local or national authentic
recipe and are done in a traditional way.

According to the consumer, however, this definitman be broaden to comprehend
products that are “well known”, with “grandparergating them” and “frequently

consumed”, with perceived features of TF as of tqaality”, “good taste”, “safe” and
“high nutritional value”.

Conversely, the target market consisting of “tiadial food consumers” has been found
empirically in WP1 as “people loving the nationadaregional cuisine”, “living in the
countryside”, and “households with children”.

Examples of traditional food are Belgium beer, Hanen sausages, and Italian cheeses.

Legal definition of small and medium-sized entesprhave changed over time, with
recent EU definitiohtaking into account three criteria:

1. staff headcount,
2. annual turnover,
3. annual balance sheet.

Small enterprisesre defined as enterprises which employ fewer #@apersons and
whose annual turnover or annual balance sheetdo&d not exceed 10 million euro.

Micro enterprisesare defined as enterprises that employ fewer tt@ampersons and
whose annual turnover or annual balance sheetdo&sd not exceed 2 million euro.

While it is compulsory to respect the staff headtdbresholds, an SME may choose to
meet either the turnover or balance sheet ceilindqoes not need to satisfy both and
may exceed one of them without losing its status.

Apart from this legal definition, what's importahere is the expectation that the firm
will not be a big one, with all its branding andvadising power, but rather a producer
that can be easily a family-run business, possitigrited by a visionary leader of the
past, or an emerging producer that manufacturaditivnal product in a new excellent
way, or a regional producer enjoying a surprisingcgss on foreign markets, or
somebody seeing just the potential for that dudegositive reaction of tourists, etc.

At any rate, although the authors are focusing wrh deatures, it's up to the firm to
recognize itself as a TF SME, striking a balancat®fchoice between tradition and
modernity.

2 http://ec.europa.eu/enterprise/enterprise_policg/siefinition/sme_user_guide.pdiaking into affect
from 1/1/2005.




2.2. Chain

As a very broad idea, the notion of chain emphadize mechanics of something whose
expression is not singular but rather depends piumality of actors, influences and
synergies among them. Chain phenomena are there$semtially multiple. This is not
the same as saying that chain related phenomemaid®iwith any activity with a
certain degree of complexity. Chain related phen@angresuppose a certain ordering
and mutual dependence. A chain is hesgpposed to be an array of subjects, taking
decisions, actions and bearing effects whose dyspkn be described, most of the
times, in a linear way.

The chain can be considered as an ordered sequrewtech decisions, facts and other
events happen according to a certain stable patimmally this pattern allows for a
causal sequence and this chain can be describadcagsally determined chain. The
concept of a chain related integration goes gapédty into the notion ocSupply Chain
by current standards the most popular chain connegtonomic analysis.

2.3. Supply Chain

While scarcely univocal, the notion of supply chesfers to several cognate concepts.
Its wide application has emerged put of the disogplof “Operative research” in an
open environment where different subjects operath different roles, according to
some form of regulated activity with a recognizab®mnomic impact. The key role, is
probably the one played by the presence of a cesgstematic flow (physical,
informational, material or immaterial) along a line which different subjects are
entitled to belong. The type of chain that is ralevs largely determined by contextual
factors including: 1) the nature and dimensionhef tompanies involved, 2) the nature
an dimension of the flows, 3) the nature of the istgth knots, with particular
reference to the supporting technologies and mdstiolutions, 4) the nature and size
of the planning activities associated to the rai\&upply chain.

According to the approaches privileged by some asththe notion of Supply chain
varies from problems regardingpgistics integration.e. integration operations related
to the obtaining of a qualitative advantage ofpgkeormance but also to the efficiency,
in a continuum up to the notion wértical integration strategically before as a matter
of equity and capital.

Another approach emphasizes the contributiorCobrdinationto the Supply chain
concept. Coordination means the concept for whiclsupply chain is managed
according to certain skills and division of labodie coordination account gives
importance to the advantages, absolute and reladeéving to chain members from
adhesion to the Supply chain. The coordination agt@lso introduces the idea of
seeing the strategies and actions of chain menmdsehain specific, i.e. as elements
concurring to the result of the chain itself, thybuthe relative benefits of the chain
members Co-opetition paradigm



All these versions are integrated into Bepply chain managemerSCM) approach
that can be considered as a standard way to desamith evaluate the SC. SCM is an
“umbrella approach” linking together the differgatbcesses that can be associated and
integrated into an ideally unique flow describabk an input-output matrix starting
with the decision to produce/manufacture a cer@oduct or service, through the
various stages of raw materials procurement, tayoton processes, marketing and
distribution strategies.

In this connection the WP5 workpackageTotiefoodhas developed several lines of
research aimed at associating to specific SCs aflittonal food products a
measurement componentg. of the interrelationships between members.

The ambition is to be able to provide a functioalgjorithm that could represent in a
manageable way the multidimensionality and inteomahplexity of the SC. This could
be in principle achieved by selecting and charaiter a priori a number of pertinent
key performance indicatorsOnce adopted, key performance indicators canrbad"
off” as a good proxy of the cumulated capacitylaf 5C to release certain results.

This objective can be seen aBexformance Measurement Syst@MS) applied not to
the level of the firm but to the entire chiin

The application of this programme to Agri—food systcompanies and the relative SC
requires even additional analytical capacity. Thas been partly provided through the
building up of aDefinition of Chain Performancem which the SC concept have been
adapted to the specific relationships in traditidoad manufacturing products and their
chain mates by including detailed key performamckcators (D 5.3.1.). The definition
has been successively tested and adapted.

2.4. Strategy

A strategy is conceived ascaherent set omoves aimed at durable, sustainable and
long term appropriation ofjoal, whose choice depends on th&on and themission of

the organization, which in turn are embedded inrtlséarting condition and in their
weak and strong pointsn this contribution strategies are seen as optiavailable to
decision makers, normally at chain-sensitive fiewel. Strategies as such are hence
derived mostly from managerial and marketing sasnc

In designing a strategic path for traditional foodhnufacturers particular attention
should be given to the coherence between the desbigectives, namely SC related
aims. So the proposed strategies here adopted heedonsidered as means to achieve a
practical (and possibly measurable) “win”. The agglwith games is hence striking: a
strategy is implemented in a definite time span @etgiires a sequence of decided and
conscious actions that can be labelled “moves”. dsoare supposed to determine an
advance towards the implementation of the desinedegy. Although some moves are
unique and specific to a certain strategy, somerothoves are common to several

% In operative terms, it is often necessary to istine membership to the chain to relatively clpaetner
of the focal company, as done in the empirical sysummarized in WP5 D5.3.8.



strategies and are, so to speak, transferable dmenstrategic context to another. This
paper relies quite heavily on this analogy (segtdrad and 5 below).

Of course the analogy looks to the type of stratéginking that is normally received in
the managerial and organizational sciences. Therefo has been attempted to
formulate strategies and their moves in a langudngd is understandable in an
economic and commercial environment. Clarity ofglaage has been also attempted (it
IS not to us to say how success-fully!).

The relation between the starting point (basicallg enterprises with their initial
“strategic riddle”) and the final point (the godltbe adopted strategy), is characterised
along the premises shared in the course of vadotrgities of WP5.

The consequent characterisation takes into account:

1. thestarting point of the strategye. how and how much a certain strategic
sequence isccessibleto a given company. Each strategy, in fact, mwest b
coherent with the ambition of the single firm operg into the SC. This in turn
depends on factors such as financial and econotalilisy, size, bargaining
power, nature of the targeted goal. Of utmost irtgyare in this connection are
thestarting (opening) moves the selected strategy;

2. theimplementation of the strategy the sequence of moves following the first
one. It has to do with the “optimal” compositiondifferent moves and with the
measure of strategic achievemanitinere;

3. thecompletion of a strategintended as defining a final point of it and hence
evaluation whether a strategy has been, ultimaseigcessful.

These problems find a further elaboration when ginbinto the environment of Supply
Chain strategies.



2.5. Supply chain strategies

The focus on the SC poses a problem of “ownership”each strategy. Indeed a

strategy is normally implemented by a single actoostly firms. Free companies are

“business units” struggling in a competitive enwimeent and should be considered as
competitors and rivals.

The obvious exception is the one presented by riated corporations, whose internal
complexity requires a chain like approach to de#h wptimisation of operations.

For this reason the SC perspective offers argunfentsreaking the uniqueness of the
“all against all” model. SC are focussed on linkgraterrelationships limiting the extent
of pure and simple competition among firms. SCpigans of an integrating procedure
linking procurement, manufacturing, inventory amensportations control tools has
definitely broken the idealization of a single fistrategy.

Supply chains include of course various degreeselationships and bonds among
companies, including the processing of a common meaerial as it happens between
milk and cheese producers. But, also the food secteractions among companies has
widened, determining Supply chain belonging to st vamber of firms even apparently
not interrelated, e.g. cheese, wine and tourismis Thappens in the form of
interdependencewhich stimulates actions and decisions taken han lasis of the
evaluation of a complex environment associatechtd éirm.

This reinforces the idea that SC concept fits quiedl the image of a network, i.e. a
highly interdependent system of relations. It falfothat a chain strategy is a strategy
that changes the structure of the network, by mgittiut nodes (agents, intermediaries,
etc.), by introducing new ones, and by modifyinggvant metrics of the network (e.g.
its length, the time it is necessary from the ficsthe last node, the kilometres travelled
by the product, etc.).



3. HVE GUIDELINES FOR A GOOD STRATEGY

In the subsequent chapters, a number of strategidse described and some heuristics
for choosing among them will be proposed. This, &osv, should not be taken as if a
strategy could be devised outside the organizatrahmerely “executed” by it. On the
contrary, generating a strategy is a creative lzat ¢harges the entrepreneurs and the
top management with huge responsibility. Exterrthli@e is a mentoring exercise to
them in order to raise up their consciousness ah@uimportance of having a strategy.
A few direct guidelines about “a good strategy” samnve in this to stimulate a strategic
thinking, before entering the more structured appihoof the subsequent chapters.

3.1. Transform everyday moves into strategic ones

A strategy is not necessarily a theoretical blugpfruit of a special committee talking
about alternative visions of distant future. Anmday choice can become “strategic” if
done in an un-orderly and unconventional way toegate far-reaching consequences,
in synergy with other previous and subsequent @soic

3.2. Act stepwise

Small firms have difficulties in implementing “grdhstrategies. You should establish
the step of minimal dimension to matter and dewiqeositive feedback that will allow
you in the future to take a larger step. For insgamassive advertising is usually out-
of-reach for small firms, but targeted external extiging can increase sales so that in
the next few months the budget for marketing cawgand a wider campaign can be
developed.

3.3. Talk, talk and walk, walk

Much of chain strategies require the active involeat of many chain partners. The
basic requirement for involvement is freely flowingformation, because shared
information helps establish a common interpretatitom which an activity plan can be
worked out to achieve the goals. Accordingly, adbtime and energy can be spent on
talks with partners, to increase confidence anbiity. The reputation that you will
gain by distributing relevant information that i®néirmed by third parties and
independent tests will be extremely useful as well.

After a lot of talking, you should expect a lotwélking: to go to many new potential
partners, to walk along new paths and to make basiexperiments. Chain strategies
are not just telling your people what their bogeu - want. It is coalition building for a
better common future and it requires time, albettso much money.

3.4. Generate value for all then grasp for you a paof it
Chain strategies should boost overall chain perfmee and it is important to target a
common increase of sales, value added, cost redotitc. at chain level, e.g. by

avoiding duplicative actions by chain members, dsettdaptation to final consumers
requirements, etc. You should be generous withothers and boost the total revenue

10



for the chain. Meanwhile, a new negotiating strangthich can for instance derive

from the reputation you gain by “thinking about thieole chain”, should produce direct
improvements in your own situation.

3.5. Don’t deny the tradition, build on it
Although chain strategies involve a lot of new bgbars and processes, with new
partners and new territories to explore, traditidoad producer should not lose “their

soul”, their distinctive firm, local and nationah$t, a “nostalgia” that should never fade
away in the families you serve with your product.

11



4. GOALS

Supply chain strategies have a number of key ielEed and overlapping goals,
however the overarching goal is the increase obttezall supply chain performance

a multifaceted concept that underlines the impaganf economic and non-economic
indicators for all participants of the chain.

In turn this means:

To maintain authenticity (recipe, raw materigigyduction process)
To maintain (strengthen/promote/exploit) gastrart heritage

To lower distribution cost

To increase profit

To reduce lead time

To avoid/reduce customer complaints

To maintain/improve safety

To maintain/improve attractiveness

To maintain/improve environmental friendliness

0. To improve the distribution of risks and betsefi

1. To facilitate better chain understanding / dallitate that chain members
understand each others interest better

HRpRoOo~NoOhwhE
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A mid-size quantitative survey the WP5 workgroups taarried out recentlyhas
demonstrated that the overall chain performanstaisstically linked to:

¢ trust
* reputation,

and a number of other fact8rincluding:

* business growth

* profits

» financial soundness

* innovation

* marketing capabilities.

In principle, one strategy can achieve, or impromemore than one goal, with the same
goal attainable by more than one strategy. By odyeéssessing potential conflicting
trade-offs between goals, the chain partners cdar tauit their approaches and
behaviours, by adjusting the sequence and thefgpeantent of strategic moves.

However, the present “Chain strategies concept rpapannot exhaust the
abovementioned list of the goals and the potewtiagsing-over among goals but will
rather give several examples of broad classes rategies that aim to relatively
straightforward goals, outlining one-to-one relaidoetween a strategy and a goal.

In what follows strategies are built up from thettbm up, as consisting of several
moves (steps).

* See deliverables D.5.3.7. and D.5.3.8.

® As the Belgium National Report states, “Globalutts indicate that traditional food chains are
characterised by high levels of trust and reputatlb might be linked to the fact that relationshii
traditional food chains already exist for a longipe and to the fact that in many chains personnel
contact between focal companies on the one handsapgliers and customers on the other are the
dominant business relationship” (D.5.3.7, p. 22)e Ttalian report highlights that “ The strongessitive
correlation with performance is exhibited by trustlowed by reputation and rewarding power. Punish
power and, even more, Conflict are negatively dateel with performance. A positive loop is clearly
present where “good” relationships lead to higHqrenance whereas probably also the opposite is true
good performance can “pay” for positive relatiopstii(idem, p. 77).

® See for instance the following statements in thed#rian National Report: “Economic satisfactiod an
supply chain performance clearly showed positidati@ship. Supply chains that were characterized
with higher economic satisfaction, recorded higémares for performance as well. This lets us catelu
that getting fair prices and the profitable businkave effect on supply chain performance” (idend4)

13



5. STRATEGIC MOVES

Strategic moves are descriptive units, i.e. bugdblocks, of strategies. A (possibly
ordered) sequence of strategic moves determinésitagy. Strategic moves are hence
assembled in strategic paths. Different strategihigp roughly correspond to different
strategies.

Moves are very different in kind and moves can egpond to different categories of
action. Some moves are preparatory and therefone beathought of as tentative
instructions to "see and check” whether a giveatsgic initiative is feasible. They
serve the purpose to motivate (rationally and pshdically) the decision of the
strategic stake (normally a company or a compangeow manager). In practice such
moves can never reach the level of “move in thetestiic game”. Nevertheless there is a
great advantage to be gained from conceiving m@agegoncrete, even "physical”
actions. They should be verbalized as action-seatem the imperative mood. This in
turn can contain several addenda that contributeake the move detailed, explicit and
directed rather than implicit and vague. For examtitie following are “moves”:

» Search for a person with this specific skill

* Investin a new machine

» Discuss ingredients requirements with your ingnedprovider
» Modify the service level of your delivery system

Although it is essential to consider moves as stafdtructions stable along time (by
assuming that a move is, like a building blockyreoVable” element that can be adopted
ideally by any subject with a specific needs asesgnted by the move), it is obvious
that moves contain an element of contextual depaeleSimilar and even identical

moves, that recommend themselves in a sort of itho’vapproach, might nonetheless

result not applicable in an “in vivo” analysis bktstrategic environment. It is therefore
wise to consider the notion of move as a relativelgble notion that requires a

contextually application.

In general a context for the application of strategoves is a function of three factors
that can be so summarized:

1. thestate of the strategic initiatives determined by initial conditions of the
involved company;

therole of the decision makevithin the SC;

thedimension (financial and technicabdf the course of action envisaged by the
chosen strategyThis factor has an important constraining poweitlee nature
of the strategy adopted and at the level of opamati details that the move
brings in.

2.
3.

These requirements are decisive in so that cothe@bstract element contained in
each moves with the very concrete aspect of sitagagion at operational level.

At the level of this paper, emphasis has been gteethe description of as much as
possible of strategies (by implicitly cancellingaségies that are but a replica or an

14



uninteresting variant of major strategies), an@¢danect these strategies with an array
of significant moves. This exercise is somehowradd one and can be considered, in a
sense, arbitrary. But it has the merit of enumegai number of potential courses of
actions and to maximise the number of moves thabeshoused in each strategy. There
are of course restrictions to this principle (setoW paragraph 5.1.). It can be objected
that there is no general rule to isolate in a prglary way a sufficiently complete list of
strategies and moves. It can also be objectedthieat at least ambiguous and mixed
cases where there is no clear cut distinction aldngther a move belong or not to a
certain strategy. This is of course true, but e¢#@mle a potential conflict of attribution
arose, this paper solves it abruptly. Genuine cadesultiple attributions or of
conflicting attribution are, according to us, redaty rare ones. So, for the sake of
clarity, moves are here associated to one (andamdy strategy.

We also believe that dimensional aspects are irapbrto the way a strategy is
implemented. Cost for instance is a macro-varidbfeiencing the move and the
strategy to which the move belongs.

On this basis, moves can be combined in a sequyemase order is in turn relatively
stable) so that a strategic actions result fronctiesen array of moves.

Cases (rare to our palate) of multiple attributtdrmoves are mentioned each time we
touch upon them. Contrast this aspect with moves #ne unique to a determined
course of actions, i.e. moves that result to bg gpecific to the strategy they contribute
to. These are the objects of the next paragraph.

5.1. Strategy-specific moves

Strategy-specific moves (for brevity in what follewthey are also called “specific

moves”) are to ensure the coherence of a strategyspecific move is a move that

contributes and guides the achievement of the etbsirrategy. It is unique and contains
the elements of differentiation with respect to taeo strategy. On this ground it could
be said that moves are specific if their conterstiengly committed to a particular and
recognizable sequence typical of a standard strateg

Specific moves are frequently first moves, i.e. theves placed at the beginning of a
strategy to frame all the others. First moves angéegnaturally highly discriminating
with respect to what come next. They determinedihection of a strategic sequence.
First moves (or, to take a terminology from thengaof chess)ypeningmoves contain

a lot of the expected evolution as seen from thetpaf view of the strategy owner.
Their nature is such that they frame a strategientation and establish a strategic
intention by predefining a (possibly) rational seieeto cope with the environment.
Opening moves are important also because theyfiame ane thing with the core insight
of the chosen strategy. It frames the generaifaine strategy and influence subsequent
moves. Moreover, opening moves are often the midstult to adopt by a mover
because they are new and untested in a given dontex

Specific moves are so called also because theylgtielong to a determined course of
action and are not easily associable with othetexgies (with possible exceptions). It is

15



natural to have moves that are not transferaldewhose content is strongly associated
with a strategic dimension that is unique and cafeopart of an alternative strategy.

The role of specific moves is highly critical in & as they open up a distinctive trait

to the strategy. These moves bear the burden efding the necessary discriminating

power to the strategic choice and therefore ofalgmy the sense of the alternative in

play. It is hence crucial that specific moves ardarstood as real drivers to the strategic
behaviour.

Specific moves are hence correlated with goals dhatwithin a rational reach of the

company in the SC. They are particularly relevanpaving the way to the wanted
strategy.

16



5.2. A tentative list of moves

In what follows a loose list of moves, defined ajahe principles discussed above, is
given. The logic of this list is twofold:

1. on the one hand moves are listedividually, according to the building blocks
logic requiring to treat moves in a discrete wagl an as elements that can occur
in more than one strategic path (“transferable” e)pwith the exception of
“specific moves”;

2. to each move is associated taesponsible chain stakeholderkaving the
burden of triggering the activities related to theve, a sort of “ownership” of
this step in the action plan: Focal Company (FQ)st@mer / retailer (C) or
Supplier (S).

The list is the following:

e Choose a new provider (FC)

* Eliminate the middle man (supplier, FC)

» Put the chain members at the same table (FC, C, S)

» Participate in a product community (FC)

» Participate in collective publicly funded progransi{€)

» Select a better provider (in terms of qualityCjF

» Select a better provider (in terms of reliabiligad time) (FC)
* Raise the level of requirements of raw materiasnfiyour provider (FC)
* Change the target market of your product (FC)

» Participate to a trade fair (FC)

 Make a consumer study/analysis (FC, C)

* Make/set up tasting sessions (C)

* Make a cooking/preparation brochure (FC, retailer)

* Make an advertising campaign (FC, C)

» Make packaging a brand vehicle (FC)

« Contribute to the creation of brand communities)(FC

e Invest in communication (FC-retailer)

» Get free media coverage (FC)

 Make an announcement in a professional (i.e. prdouers) mailing list (FC)
* Compare the technologist point of view with constsr(&C)

e Set up a financial project (FC)

e Ask for aloan (FC)

* Increase equity (FC)

» Search for a equity partner (FC)

» Search for an industrial shareholder (FC)

» Get rid of the wrong person(s) (FC)

» Explore your competitors moves (FC)

» Sharing forecasts methods with the retailer (FC)

» Lower the requirements of your ingredients (FC)

» Simplify the traditional recipe (FC)

17



Add a new flavour/scent to the traditional produettrix (FC)

Create a health product line (FC)

Pooling production/sales (FC — retailer)

Manufacture parts of your product/capacity for ofr@ducers (FC)

Come to comply your process/product/logistics wgitiingent regulations
Visit the plants of competitors (FC)

Asses (audits) the impact of your production ongheironment (FC)

Asses (audits) the impact of your transports laggstn the environment (FC)
Asses (audits) the impact of your ingredients/isprt the environment (FC)
Make voluntary eco compatible labelling (FC-supplie

Fixing reputation with a plan for shared certifioas (FC-supplier-retailer)
Putting into the company a QM programme (FC-supjbéailer)

Acquire voluntary certifications regarding ethicgdues (animal welfare, etc.)
(FC-supplier)

Organize an auction (=best price) (retailer)

Menace retaliation (FC-supplier-retailer)

Offering counselling and training for product impeonent (retailer)

Provide interesting packaging specifications/fosr(attailer)

Provide specifications concerning nutritional vaftegailer)

Provide specifications concerning calories intaketafler)

Invest in storage facility (S, FC, R and also adiparty)

Make your logistics compliant with more stringeegulations (S, FC, R and
also a third-party)

Invest in shared storage facilities (FC-retailer)
Invest in the product identity (FC)

Increasing speed of delivery (=lead time) (S, F@n&A also a third-party)
Make external audit about critical area of costsS)(F
Eliminate intermediaries (FC)
Recur to outsourcing (FC)
Control/Reduce the burden of logistics costs inrymmsts structure (FC)
Make external audits about the performance of ydamt (FC)
Invest in shelf life (FC)
Share facilities with regards to:
* Machine utilization (FC)
* Market information (FC)
* Opinions about members of the chain (FC-supplitaies)
» Technological/organizational improvements (FC)

» Acquire certifications (supplier)

» Adopt feed back practices to measure your impattteérchain (retailer)

» Adopt a customer oriented attitude in all the fiored of your company (FC)
» Pool resources with sister companies to cope el markets (FC)

» Pooling resources for larger markets (FC-supplier)

* Diversifying raw materials (supplier)

» Enhance training activities (retailer)
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» Giving economic incentives to people (FC)
* Pilot testing sources of raw materials (supplier)
* Buy training activities (FC)

Each move requires resources, in terms of fungiegple, technology (equipment) and
information. The burden is on the “owner” of thewadout it can try to share with the
otheré.

" This Concept paper does not address the issuevadfiating the requirements, leaving it — when
necessary — to the subsequent National Reports.
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6. STRATEGIES

This paragraph enumerates 12 strategies aimellisiralting in a synthetic way how a
strategy can function as valuable option to imprtive supply chain. As previously
discussed, strategies are dependent upon stadirditions, are linked to strategic goals
and are made out of moves. Moves are mostly treatsife moves but a sub-family is
made of specific moves with a high characterizatidna certain strategy. Specific
moves are in general associated to only one syrafwerefore they are the opening
(initial) move of each described strategy.

In the following a short description of the valuedaarea of application of the strategy is
provided as an introduction. A list of the assamlatelevant moves is included. A
comment about applicability follows.

6.1. Product improvement strategies (PIs)
In short

The strategy focuses on gaining advantage outstihdtive and recognizable traits
pertaining to the products, in terms of intrinandgerceived quality. The product
remains the same but its quality is demonstralgiémi. It is a strategy based on the
manufacturer response to various stimuli withinghain (from the retailer or in
response to actions by competitor). It can alsed®sm as a strategy aimed at
repositioning a traditional and accepted produchipnvorking on the margin of quality
improvement.

It must be recalled — from WP1 results — that careng with a penchant for innovation
in traditional food products accept improvementatieg to the intrinsic quality of the
product (safety, health, nutritional value) butdemt to accept changes in the authentic
composition of the product (new ingredients, nembmations).

Hence Pls may be seen as “classic” strategies lmsadtions leading to a substantial
change in the image and the values of the exigtiaguct with. It is therefore a strategy
whose beneficial effects are expected in the medalong term.

Strategic moves

* Improving product quality certifications

* Improving product safety requirements

« Select a better input/ingredient provider

* Investing in competence/skills renewal

* Investing in new machinery (fixed capital investmen
* Enhance training activities

» Pilot testing on your ingredients
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Application, proposed sequence and comment

Pls are recurrent strategies. They can be adopbed than once in the life of a firm. It
corresponds naturally to the adjustment procesa bfisiness and is in the frame of
mind of every entrepreneur. SMEs are obvious catditbr adopting Pls especially if
they see themselves as “always as the same” coegam. subjects with a precise and
immutable product profile. Product stability isfact frequently perceived as a highly
desirable feature in food manufacturing even marehie case of traditional food
products. For this reason Pls remain a core adl@p&thategic option, especially for
those companies that have a conservative attitngiarts innovation. They can serve
the purpose of stimulating change in a businesanizgtion and in provoking the
search for new developments. All this is welcomésalf.

There is no rigid sequence in this strategy. Aegquibrmal on can be triggered by the
desire or the necessity to invest in a new prodagbrocess or can by commenced by
an analytic evaluation of ingredient components mggedient mix. Successively the

strategy can be implemented by recurring to newssi&nd competence, possibly by

acquiring them on the education market. New supph@d ingredients are selected and
tested. Finally new certifications and quality regments are adopted and

communicated o the market.

Select a better >

input/ingredient

provider

Investing in new| Investing in Enhance trainingImproving Improving

machinery Competence/Skilactivities product safety |product quality
Is renewal requirement certifications

Pls strategies are aimed at making known prodwdgm@zable in the chain as a best
practice. They are selective upon requisites tmat mostly technical and partially
economical. In this sense the strategy is a tygmo@rovement and gradual strategy
founded over the willingness and the capacity ofompany to invest in its own
business by increasing technical values, corpadatgity and reputation.

6.2. Product Modifications strategy (PMs)

In short

This type of strategy it is based on the assumstibat the existing product must be
changed in ways that lead to either a new produdbcsubstantial changes in the
structure, features, performance, etc. of the mbdself. It is a strategy based on

change, i.e. creating a new product out of an aklar, more rarelyex nihila

Strategic moves
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* Change the target market of your product

* Make a consumer study analysis

* Invest in Communication

* Make an announcement in a professional mailing list
» Get rid of the wrong person(s)

* Simplify the traditional recipe(s)

* Add a new flavour/scent to the traditional prodonettrix
* Create a healthy product line

* Provide new packaging solutions/formats

* Modify the nutritional value of the product

* Modify the calories intake of the product

* Investin longer shelf life (e.g. by making useaaiew package)

Application, proposed sequence and comment

PMs are obviously aimed at a substantial, recoptezand marketable traditional food
production obtained through a successful modifcatiof the product itself.

“Modification” must be here understood within a semic range compatible with the
sense of innovative process in the food industry. cbntains additions and
transformations remix of old components but it exels (with due exceptions) total
reformulation of the product. Variants must be @mative variants.

Also in this case the sequence is not strictly dix& modification process can be
decided on the basis of a specific market analysigation of the actions (supposedly
successful) of competitors, direct request fromrcin@embers and so on. Typically it is
mixture of the above.

Please notice in my printed copy is not completelgadable:

Get rid of the Modify Simplify the
Imitate |Make  a wrong person | nutritional value |traditional
your consumer recipe(s)
competit study/analy Change the targetModify caloric | Provide new Make
or sis of your product |intake packaging formats announcement in
professional
mailing list
Plar-a-—seientific—Awld new Invest in longer |Investin
feasible flavour/scent to |shelf life Communication
modification product

Both in technical and perceptive terms, PM straegire useful in so far as can be
flexible and compatible with a number of differevolutionary paths. The decision to

22



modify a product is also flexible because it allolsth radical and incremental
innovation. Companies should imagine quite oftenntcoduce modifications both to
improve through experiments over product the paémdr a new customers/markets
and adopters but also in order to keep the attertiadhe company open to changes that
can occur at the level of packaging and other nsereice-linked characteristics of the
product. Insisting on “change” is also an impottaait of the identity of a company. It
makes it sensitive to interpreting the market pr@active way and helps the company
communicate its value as an innovator.

6.3. Improving the quality of the Production Proces throughout the chain (PPIs)
In short

This strategy is coherent with all those actionat tban contribute to important
improvements in the production/manufacturing predes) of a firm. The idea is that
these improvements are strongly correlated withoitgmt economic outputs that regard
both the quality and the quantity of the selectemtipct. Process improvement has also
an impact on lead-time and delivery. A productioogess can basically be improved in
two ways:

1. by improving technically its performance capgcit
2. by improving organizationally its utilization.

Therefore PPIs area important part of the desigstrategic actions leading to higher
flexibility and quality of performance of the foaudustry as such

Strategic moves

* Compare the technologists point of view with thasiamers’

» Use part of your manufacturing capacity for othexdoicers

* Make external audits about the performance of ybamt

» Share with others facilities leading to higher maehutilization

» Share facilities with regard to technological-ongational improvements
* Invest in new machine/fixed capital

Application, proposed sequence and comment

Production processes are a very internal partettdmpany set up. Investing into them
might mean a radical reshape of the productionge®¢sometimes it happens), but in
general there is a trend in fine-tuning productigguirements by operating on
adaptation rather than on deep reshuffle. Norm&dlyd companies are relatively
prudent from the point of view of technology impeowents but the core process is
central to the manufacturing capacity and qualityh@ firm. In strategic terms it is
therefore clear that actions taken over produgbia@tesses have a major impact on the
ability of the company to be more efficacious anarerefficient.

In terms of the envisaged sequence of moves, RRésge as a path strongly linked to
the technical responsibility of a firm. It covels@perations that depend structurally on
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the level of performance of machines and produdiioes in the company. This leads
almost immediately to a set of problems and deesstbat have to do with how the firm
face the challenge of technical adaptation ofricglpction capacity.

Therefore the strategy arises in the decision-ngpkiased on attentive scrutiny if the
performance requirements of the production, itstre#y to new requirements, and the
overall structure of the relative costs.

Please notice in my printed copy is not completelgadable:

> Use part of your
manufacturing capacity for
other producers

Compare the technologist' [Share with others facilities
Make external audits on  |[Invest in a new point of view with the view [leading to higher machine
the capacity of your plant [machine/fixed caoitil of the customers utilization

Share facilities for
technological-
organizational
improvements

The next step is easily represented by choosirigeres regeneration of the plant or,
more frequently, a choice of actions leading foaraple to alliances with other
producers (as a mean to saturate capacity) ohter ddrms of collaboration with sister
companies or competitors (peers). Agreement oft joiilization of then technical
resources can be a typical chain enforcement giragspecially if the strategic moves
are somehow negotiated in connection with whatorusts look for.

6.4.Reduce the costs (CRs)
In Short

Cost reduction strategies are recurrent and freguaehe life cycle of a firm. They are

often motivated by downsizing constraints. In tleisntext we shall refer to cost

reduction as a “positive” strategy, i.e. a courfaaions leading to the generation of
savings and more efficiency.

Variable costs and fixed cost can be mixed in diffié proportions, with technical
consideration being subject to the management judgés, often taking into account
the industry business cytle

Strategic moves

« Make external audit about critical area of costs
* Eliminate intermediaries
* Recur to outsourcing

® See Piana V. “Firm-specific fixed and variabletsoa model of market dynamics”, Economic Web
Institute 2006.
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» Control/Reduce the burden of logistics costs inrymmsts structure
» Organize/participate in auctions (=best price)
* Menace retaliations

Application, proposed sequence and comment

Savings are a constant point of attention of congsarA cost reduction strategy can
both be global or local. Global reduction strateg@n coincide with higher order
strategies leading to other strategic plans. Indbetext of this reasoning CRs are
thought of as local moves leading potentially tdcguwins in the always to few
engagements in cost reduction.

Please notice in my printed copy is not completelgadable:

>

Eliminate intermediaries

Make external audits on critical |Participate in auctions based on
lower prices Recur to outsourcing Control the buden of logistics

area of costs

>

(Menace) retaliations

Typically a source of the path is represented byaadit of the critical area of costs
obtained by means of one of the received methotbsf analysis. Later it comes the
decision to increase efficiency by recurring tosowtrced services, including also the
option to buy (instead of make). Quite frequently tost of the logistic system (an area
where cost analysis is popular and relatively @asybtain) will be scrutinized in order
to reach immediate savings when possible. In tmtestd of supplier to focal company
relations and vice versa it is possible to considermove of cutting intermediaries by
appropriating margins. A role can be also giveratction based on lower prices for
subjects in desperate need of reallocating the adtcosts. Retaliations of some sort are
possible strategic moves depending on the powtteohdopter.
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6. 5. Reformulate logistics (RLS)
In short

By logistics we mean that strategic dimension trest to do with optimising output in
terms of economies of “purchase+production+storagesport+services”, i.e. those
crucial aspects of the SC that govern the coordinaif the production factors in link
with time and delivery constraint. For certain fghogistics represents the most critical
segment of their strategies. Given the importarfceoordination, time and costs as a
source for keeping with written contracts, logistis a new and fundamental asset of
strategic thinking and, given that increasing int@oce in technological solutions to
rationalise logistics, it is clear that this dimiemsis more and more at the core of
companies strategic building.

Strategic moves

e Select a more reliable, time compliant provider(s)

» Sharing forecasts methods with the retailer

* Make your logistics compliant with more stringeegulations
* Investin shared storage facilities

* Increasing speed of delivery (=lead time)

* Increasing reliability of delivery

Application, proposed sequence and comment
If it is agreed that logistics plays a focal rateshaping various decisive features of the
SC, it follows that interventions on logistical kaas a typical chain associated strategy.

Here. More often than with other strategies, passible to play moves influencing the
balance and the reciprocal weights into the chagdfi
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The suggested moves sequence tries hence to gtterpath originated by even trivial
facts: excessive costs of the logistical activjtiasufficient performance rate of certain
logistics sub-activity. Out of this diagnosis anfircan direct its attention to various
option whose efficiency is recognized. This cang®ampat various knot of the chain. For

instance:

Make logistics compliant with
more stringent regulations

Select a more reliable /time
compliant supplier

Invest in shared storage facilities

Sharing forecast methods
withnthe retailer

Increasing reliability of delivery

Increasaing speed of delivery

6. 6. Increase the flexibility of your operationsIfFOs)

In short

The concept of flexibility is highly adopted in debing a number of different
strategies. The notion of flexibility probably cairis a lot about a key strategic concept,
l.e. problem solving and, in turn, adaptation. éxible firm is a firm capable of coping
with ever evolving scenarios and apt to find o &ppropriate balanced solution. For
this reason flexibility is an important and recutrdrait of different strategies. In
essential, flexibility is a strategy (or betterstaategic attitude) allowing a higher level
of efficiency and efficacy in the SC.

Strategic moves

* Adopt feed back practices to measure your impatttarchain
* Adopt a customer oriented attitude in all the fiored of your company
* Pool resources with sister companies to cope aithel markets
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Application, proposed sequence and comment

There are, it goes without saying, many differerstysvto go flexible. Some ways
include very narrow actions, some other containt joad attitude. Intentional
flexibility should be in general more precise. histcontext we must content ourselves
with an indication of the kind of moves going irettirection of increasing flexibility
through a generalization of the attention to the@remment of one’s firm

>

Adopt a customore oriented
attittude in al the functions

Pool resources with sister
companies (peers)

Adopt feed back practices to
measure the impact in the chain

>

and a capacity to steer the own interest with &tterto the logic of the chain one is
inserted into. In this sense flexibility is actipelicy (and not only a form of reactive

adaptation) aimed at practising a collaborative lthe chain.

6.7. Increase the reputation of your firm in the clain (IRs)

In short

Reputation, envisaged as reputation in the chaia,trademark of reliability with allies
and competitors. It is a trait that helps redudimg risk, as perceived from the point of
view of other chain members. Strategies to increa@getation are hence conducive to a
more prestigious perception of the role and cajiegsilof a given company.

Strategic moves

» Fixing reputation with a plan for shared certifioats

* Putting into the company a Total Quality Managen{&@M) programme
* Acquire voluntary certifications regarding ethicgdues (animal welfare, etc.)

28




Application, proposed sequence and comment

Although reputation covers a wide range of values @epends also on the context of a
company or market, and although reputation is lgrd¢pased on requirements that
should be considered as a prerequisite for anybssj there is a ample range of aspects
of reputational value that can be creatively praddiy a company.

There is of course a difference between valueslynosented to the customer (or to the
final consumers) and values more typical of thatr@hshipsintra-chain (like the
relations with suppliers and clients). Reputatwiented strategies are hence actions
taken to grow in the expectations of other actord #@ impose to others the point of
strengths of a company.

In the sequence, among many other possible mokesmbves have been chosen to
emphasize the dimension of both internal and eatequalifications — mostly
voluntarily taken — leading to the establishmenttbé credibility of a firm a sound TF
producer.

Acquiring voluntary certification |Define a plan of certifications Putting into the company a QM
on ethical issues forthe company programme

6.8. Branding traditional food production (BTFs)
In short

Branding is a strategy aimed at making a produss Enonymous and more known.
Branding is narrowly connected to reputation. Festly the two strategies go hand in

hand. Branding strategies are one with the construof certain traits - strong product

identity, product visibility and recognizability,rgduct awareness — that create a
positive perception of a product.

Strategic moves

* Investin the product identity

» Characterise the product graphic identity

» Make packaging a brand vehicle

* Invest in communication

» Contribute to the creation of brand communities

Application, proposed sequence and comment

Brands are products with a distinctive market idgrand frequently with a measurable

market advantage. Branded products can always dkibning with them aspects that

are precious to the evaluation of the consumersemesent a benchmark for the same
category of product. Although branding is a difficlong and more often than ever a

costly strategy, it is true that in the food ecogdimere are small producers that vehicle
brand values and, history teaches, large affirmradded companies were usually born
as small family owned and locally created busingsse
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In the context of this analysis branding must basaered a strategy for traditional
food manufacturers. Although a true heavy brandingtegy is mostly reserved to large
and solid structured companies, some branding tederstrategic actions can be
available to many. The example of move here qu@t€dntribute to the creation of

brand communities”) goes in this direction.

>
- Make packaging a
brand vehicle
- Invest in the product |- Characterise the - Investin Crreate branded
identity product graphic communication communities

The idea is to work on the identity of the prodant its associated values. An output
can be the creation of communities of consumers \aitidesses of a certain food

product by keeping an eye on a particular claspmiduct enthusiasts” sharing interest
for a brand both in terms of intrinsic value of r@duct but also in terms of awareness,
cultural belonging, fashion and “user identity”. dmpany can invest in nourishing

these communities for example by maintaining angingafor web-based resources

(e.g. blogs) where the community meets, discusscegate interest around the branded
product.
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6.9. Increase the dynamics of your network (IDNs)
In short

Networking is an important dimension of inter- amira- company collaboration.
Networking, frequently with the help of support angsations like Food Federations, is
a fundamental way of increasing profits by shaahgpast certain categories of costs. It
is also a method to gain advantages (material emdaterial) by exploiting results
obtained through cooperative actions. It is theeefan essential part of the strategic
manoeuvring of food SMEs in the SC.

Strategic moves

* Put the chain members at the same table

» Participate in a product community

» Share facilities with regard to market information

» Share opinions about the best practices in theachai
* Buy Training activities

» Participate in collective publicly funded progransne

Application, proposed sequence and comment

Networks are structures where many actors withlammterest put forces together to
reach results and objectives whose cost and coiiypleguld be to high for free riders.
This means that networking can represent a sulstdmlp to bridge gaps that a
company alone would consider unable to fill. Netkiog, in the context of the present
paper is linked to the concept of cooperation aaa ke applied to almost any link in
the SC. Of course there are virtually countlesm®of networking with a vast array of
targets.

| cannot write inside, please correct minor refuses

Share opinions about best

practices in the chain
Put chain memebrs at the same participate in collective funded  |Share facilities with regard to
table Participate in a product ommunity]programmes market information

Buy training

The proposed sequence tries to catch the elementmefased capacity gained through
networking. It concentrates on several possibleeespof collaboration where a
company can acquire a larger and more qualifie@ll®f information finalised to
improve its output and profit. The basic idea loakghe kind of synergies that can be
acquired through reciprocal participation of chawmembers in discussion table. The
common environment can serve also the purpose afilgy (for instance in
communities of companies or professionals workinghe same product area), and
diffusing best practices of interest to many. Fuhdesearch programmes, information
sharing and certified training are also moves tiat lead to “upper level” network
formulas, like for example share facilities (datasé in common) to govern more
attentively information about prices clients, voksnetc.).
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6.10. Make your finance more robust (MFRS)
In short

Acquiring financial resilience is a major probleor fall food companies, including of
course SMEs. The objective to enlarge financialustihess depend crucially on
conditions and constraints that are decided extgmath respect to the bulk of a firm
strategic tools. Nonetheless financial robustnesani important goal and a necessary
one in a number of passages in the company lifeecyc

Strategic moves

* Ask for a Loan

» Set up a financial project

* Increase Equity

» Search for an equity partner

Application, proposed sequence and comment

Financial stability and soundness is something mpamy should learn to manage.
Financially flawed companies are frequent in thedfaeeconomy. They sometimes
survive but at the cost of great stress and fatigxéernal constraints are very heavy in
this area but of course firms must learn to comeetms with these specific rules. So
the proposed set of moves is trivially the one dbed more or less in the given order.

Set up a financial project Ask for a loan Search and find an equity partnerjIncrease your company equity

Financial strategies may contain a lot of detalhat is important is that a company
understand how the financial resources are to bd tes consolidate a certain moment
of the life cycle of the firm itself. Having in minTF producers, it is clear that finance
plays a delicate role and that a financial strategsst be often assisted by appropriate
network coverage.

6.11. Increase the environmental compatibility of gur business (IECs)
In Short

Environmental issues are increasingly a pervasiveesion of the company life cycle.
It touches both economics (for instance in the fofrenergy saving processes) and the
identity of the firm (in terms of major acceptatylfor sophisticated consumers). This
suffices to justify a strategic label for eco-anso

Strategic moves
* Asses (audits) the impact of your production ongheironment
* Asses (audits) the impact of your transports laggstn the environment
» Asses (audits) the impact of your ingredients/isput the environment
* Make voluntary eco compatible labelling
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Application, proposed sequence and comment

Environmental issues are partly covered withinititristrial obligations of companies
and the compliance with legislation in force. Babd is a product with intrinsic links
with the natural environment. Ecology, in the mgsheral term of the notion, has
clearly to do with projections related to the liggcle, life sustainability, health
(including the environment health), harmony anduhieie of living creatures.

For this reason there is an increased attentidmot® food production, transport and

consumption impact on the environment. A compamgtafly aimed at making the

consumers aware of a number of measures takerebyaimufacturer to better save the
environment can both be part of a single or chakeld strategies. Forms of partnership
between supplier and producers and also betweatupecs and retailers are already
visible and constitute a significant share of dartaarkets.

The suggested moves try to capture a rational seguér a firm with a clearly
identified interest for being perceived as ecorlig.

Asses impact of firm inputs on
the environment

6.12. Make your communication effective (MCE)
In short

Communication is one of the most important stratdgverage of a company. As a
broad concept, it is directed to the final consumerthe distribution channels, to
suppliers, to other chain partners, and even,erstitcalled “internal marketing”, to the
employees of the firm. The most expensive form a@ihmunication are often weak
points of traditional food SMEs, but the qualitytbE communication remains remains
key to effectiveness. Companies of every size shoubose the kind of communication
most suitable to them.

Strategic moves

* Make an advertising campaign

e Invest in communication

« Get “free” media coverage

e Add to your product a cooking preparation/recipechure
* Make press conferences and announcements

e Organize communication events

Application, proposed sequence and comment
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To communicate means to be able to enlarge thechi@tention and credibility around
one’s own case. Hence communication in the ov&@lkoincides with actions targeted
at intensifying and qualifying the value within thkain in a way that rebounds on all
the chain members.

In the food business this is frequently obtairtedugh coordinated actions rather than
grand communication campaign depending purely enntiedia attractiveness of one
single producer. In ltaly, for instance, the glolmkhge of the beer market has been
boosted by a multi subject campaign rather thaa Bingle advertising strategy of the
market leader. This helped the whole communityedrtmaking subjects to establish a
well grounded knowledge of the expectations of tharket towards the world of
breweries and also contribute to the consolidabibthe relations among the actors in
the chain.

Not very clear to me

- Invest in - Get “free” media - Make an advertising |- Add to your product
communication coverage campaign a cooking

This in turn constituted a major stimulating factor establishing consensus and
expanding mutual understanding among chain memdersan so be said that
communication increases the opportunity of the esgstalthough traditional

communicative strategies (like the one here desdrib the moves) it remains an option
for the single firm.
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7. SELECTING THE RIGHT STRATEGY

The choice of the best strategy is never an easicehlt crucially depends on the
starting point of the firm, its environment, the'gaved evolution of a number of other
factors. However, a suggestion over where to ldokt for a new strategy can be
generated in an organized process, led by the ipenof "choosing the available
strategy which solves the worst (or leverage thst)lmfference with competitors along
the variables that the target market rewards th&t'mo

It should be underlined that one firm cannot camy too many divergent strategies at
the same time. In what follows a selection procedifrone against the other strategies
is proposed.

The heuristics of selection consisting of threemseps:

A. identify the feasible strategies available te finm and which are out-of-reach;
B. localize the best strategy in the strategic spay two axes (difference in
competitiveness and importance):
B.1. for each available strategy, rate the presempetitiveness of the firm with
respect to the average of the market (main congps}jt
B.2. rate the importance attributed by a choserketasegment to the goals of
the strategy;
C. interpret the selected strategy with respetiiéddentity of the firm.

For instance, to choose whether to concentratétberécommunication effectiveness”
or “cost reduction”, it is important:

1. to be sure that both are feasible and not cueach in terms of resources
required available to the firm (e.g. financial resms);

2. to verify if, for instance, the present visityilon the market is null and the costs
are normal (in this case it seems to make sensanientrate on the
communication and not on costs);

3. to evaluate the importance given by the targgbhgent (e.g. local customers buy
the product even if the brand itself is not recegdiand are very price sensitive;
in this case, the opposite choice of “cost reducéind not “communication”
should be made);

4. by balancing on a matrix the two criteria (diffiece in competitiveness and
importance for the target), one strategy is setb(#ay. cost reduction to
undercut competitors in prices and have a largeease in sales, due to high
price elasticity);

5. if the firm starting condition is a large availa cashflow, then the firm can
choose expensive but effective moves within thestceduction” strategy (e.g.
“Organize auctions”); it interprets the strategyaigrand way; if instead the firm
is merely breaking even, then it will adapt the emava more limited meaning
(e.g. “Participate in auctions organized by others”

A broader discussion of each step is proposed &t vaflows.
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A. Establish which strategies are feasible givendtarting condition of the firm

National reports might identify the main variabletevant to assess the availability of
the strategies. However, we can tentatively propasekey variables that determine the
availability of a certain chain strategy for traaiital food producers:

a. the economic soundness (“health”) of the firpndizhotomising:
al. an economically healthy firm, with sound paddility and significant
resources to invest;
a2. a barely breaking-even firm, with difficultiesinvestments;

b. the present peer network of the firm, by dichaging:
bl. an isolated firm, which goes to the markehwt sole internal capabilities;

b2. a firm belonging to a consortium or anothetitationalised network, which
embraces and influences a relatively large numbether producers.

By double-crossing the two variables, one obtamsg ftells (“starting point”) of the

firm:

albl: a strong isolated firm, probably with its ownand and relevant strategic
independence;
albl: a leader in a group of producers, probalpploke of influencing a common
strategy;
a2bl: a weak isolated firm, risking marginality;
a2b2: a weak group of firms looking for a colleetistrategy to exit the crisis.

Depending on who you are, certain strategies age {@ancially) available or would
represent an over-stretching that might broke dtherfirm.

With all degree of subjectivity the exercise impliene might suggest the following
matrix, mapping which strategies are open and wiieh excluded for each type of

firm.
Matrix of the strategy availability from different firm’s starting point
Healthy isolated Healthy Barely Barely
firm networked firm| breaking-even| breaking-even
isolated firm | networked firm
1. Product X X X
improvement
2. Product X X X
modifications
3. Quality of X X
production process
4. Cost reduction X X X X
5. Logistics X X X
6. Flexibility X X X
7. Reputation X X
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8. Branding X

9. Dynamics of your X X X
network

10. Finance X

11. Environmental X X

X[ X[ X

12. Communication X X X

Total number of available| 9 7 8 9
strategies

Accordingly, the choice of the “best” strategy estricted to less than 12, because some
strategies are too difficult, too expensive or tmmplex to be carried out — or at least
this is a general evaluation and, as a checkpome, should establish whether the
exclusions and inclusions are fair with resped¢hspecific firm at hand.

The result of this step in the procedure is adfsteasible strategies, among which to
choose the “best”.
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B. Localize the best strategy

A particularly good strategy addresses large difiees with the competitors, e.g. deep
weaknesses or top strengths.

In coherence with what used in WP5.1 survey (basethe definition of supply chain
performance) and WP5.2. benchmarking, a 7-poingrtikcale will be used.

By rating from 1 to 7 the current position of thienf with respect to its main
competitors, one can have the following meanings:

. much worse than competitors;

. moderately worse than competitors;
. slightly worse;

. heutral (not better, not worst);

. slightly better than competitors;

. moderately better than competitors;
. much better than competitors.

~NOoO o WNPRE

For instance, “costs” if much worse than on thekebaverage would receive a 1. This
value is indicated on thew of the strategic space:

1 2 3 4 5 6 7

N WN -

The verticalcolumns correspond to rating, from 1 to 7, of the impoceattributed by
the target markét

1=Strongly unimportant

2=Moderately unimportant

3=Slightly unimportant

4= Neutral

5=Slightly important

6=Moderately important

7=Strongly important (very desirable feature todjav

If the target market is very price sensitive, ssts@re very important, then the location
of the “cost reduction strategy” is in the cell7}L,

° Choosing the target market segment is a key steprfy marketing or chain strategy; by addressing a
clear target, the chain can focus on what reallyterato it. By selecting a target niche, the chzan
reduce the number of competitors and increaseusiaisable advantage because of reduced limitabilit
of the strategy by firms that have other targets.
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4 5 6 7

Cost
reduction
strategy

A cost reduction strategy is badly needed becausedsts are high and the market is
price sensitive.

The meaning of coloured areas is the following:

Blue: we arebetter than competitors but the market is scarcely interested to the
issug — hence do not follow strategies aimed at impr@ws in this respect, the market
would not reward our efforts

Red we areworse than competitorsbut the market is not interested on the issue; do
not follow strategies aimed at improving us in ttaspect, the market would not reward
our efforts

: we areworse than competitors on very important issues,e. areas considered
desirable by the consumers — hence we should follow stragegigently in this area;

Green we arebetter than competitors and the market is very inteested on the
issue if we have abundant resources we can insist.on it
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Let's make an example with a choice among all ttategies of a firm rating its
competitiveness and the importance for the targ#te following way:

Strategies/goals Our Importance for

competitiveness  the target
(row) (column)

Product improvement 5 5

Product modifications 4 3

Quiality of production 2 3

process

Cost reduction 4 6

Logistics 6 1

Flexibility 6 5

Reputation 2 4

Branding 1 6

Dynamics of your network3 6

Finance 2 2

Environmental friendliness5 7

Communication 3 6

4 5 6 7
Branding

Reputatiorn

Dynamic
of your
network
Cost
reduction

Branding is the most urgent and important strategy. A chmfaluation, based on firm
identity along variables not yet taken into congadien, might also consider strategies
aimed at increasing the dynamics of the network smteverage a present strength in a
variable relevant to the market, the environmefniahdliness.

By contrast, those falling in the red and blue syeapresent less relevant targets. This
means that strategic efforts in those areas woatdoa as beneficial as the gold and
green sectors.
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C. Interpret the strategy: starting points and ojpgrmoves

An essential task of “interpretation” is requiredthe decision-maker because, as stated
several times in this paper, a strategy should tattaphe specific starting point and
identity of the chain’s members involved.

The interpretation of the strategy will include:

a) one or more preliminary steps to prepare thergido the standard moves, as
described in chapter 6;

b) the elimination of a move which might be trodame for the firm at hand;

c) the adaptation of a move that can be downplayesimphasised (e.g. by using
low or high financial resources, respectively).

While points b) and c) are quite straightforwardimg explanation is needed as for the
point a).

With reference to the abovementioned dichotominati@n isolated firm with economic
difficulties probably would first and foremost netm network with and aggregate to
other producers; it might even consider the polgsilof selling part or all its equity
shares to other — more powerful — players befaradaing a new ambitious strategy.

A firm that participates to a broad consortium ekp producers of the same product
would first contact and convince the other memioéithe consortium about the need of
a common strategy and should be able to includlegractive discussion the consortium
leaders.

A healthy isolated firm of large dimensions woulthcentrate decision-making in the
board of directors, with internal marketing devotedcapture the attention of key
managers.

A large firm in crisis might need an external inwes before which to present the
strategy and the relative budget.

These examples could be extended, in the genemattidn of making the chosen
strategies fitting with the current conditions betfirm and the other members of the
chain.

8. CONCLUSIONS

The discourse developed in the present “Innovatingn strategies concept paper” has
explored the opportunities opened to TraditionabdF producers for radical changes
and incremental improvements in their chain manageatu sensu

The attempt has been to associate the idea ofrpaaface at supply chain level with

decision-making procedures to secure that appiteps&rategies are undertaken to
respond to challenges to consumer-driven markets.

41



Some examples have been outlined of strategies, goals and their components
(“moves” or “steps”). In order to maximise the stgic thinking — coherent with a
supply chain approach — strategies have beenibwltvay that represents sequences of
actions with a common goal, enforceable by differstakeholders throughout the
supply chain. Although each move is performed untlee “ownership” and
responsibility of one chain member, their effectpands through the chain, possibly
improving overall results.

The leadership in the chain is assumed to be atfdbal company, the producer,
although market dynamics make it sometimes a weakngr with respect to large
retailers or huge providers of raw materials. Tdgsumption has been used because the
producer has the widest range of strategic chaaces has the most difficult task of
balancing tradition and innovation.

The objective of this document has been, moredeeprovide a ground for how to
implement strategic decisions. Strategies are figbhdensed tools. This means that
their implementation cannot be left to automaticchamisms. Therefore the attempt
herein taken has been to associate strategiessteitting points and final goals, with
suggestions about the whole process.

Intended as regulative concepts attaining to thecqss, five guidelines have been
provided are valid for all strategies.

In the final part of the paper, an attempt has beade to device an algorithm that
selects particularly desirable strategies, by @kimo account present weaknesses and
strength of the chain members, in particular tleaffeompany.

Contrary to standard SWOT (Strengths, weaknesppe®rtunities, threats) analysis, the
ST part is followed by an analysis of relevancéhefgoal for a chosen target market. In
so doing, it represents an innovative approachraieg)y choice. It can be extended to
cover the comparison of a very wide number of d#ife strategies, not only chain

strategies related to strictly defined chain manseyd.

In the subsequent National Reports on InnovativaitCBtrategies:

a) the five broad guidelines of chapter 3 can bdewito include new strategic
suggestions;

b) the strategies presented in chapter 6 can btpfed to cover all goals enlisted
in chapter 4;

c) more moves can be added to suit the generalpnahtand chain-specific
settings;

d) highly innovative strategies can be developednirypducing “strategy-specific
moves™®:

19 As the Hungarian workgroup has already begun twitivits “Input for D.5.3.9” document.
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e)

f)
9)
h)

existing and new strategies can be detailedbUAdtion plans” to identify the
optimal sequence of moves, while trying to evaluate resources needed for
each (in terms of finance, human resources, teoggand information);

a broader set of variables can be proposedassil the starting conditions of
the firm and more emphasis could be given to cleaiel conditions;

assessment could be made of the actual avatyabil strategies to national
firms;

supplier-centred and retailer-centred strategiesld find more room and
development, due to the features of the nationat@mment.

43



