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Abstract

This paper aims to give insight into the set-up godernance of niche and/or regional
production networks in the European pork sectgordvides an overview and analysis of the
main innovation drivers and barriers and how thaffect performance of these networks in
three countries that are investigated by illustatilifferent trajectories to sustainable pork
production, in the United Kingdom, Greece, and Bpaioreover it provides a research
agenda based on the conclusion that effectiveiactior network structures may be a
precondition for niche and/or regional pork netakdb enjoy market growth.
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1. Introduction

Since change has become the rule instead of theptan, strategic decision makers must
look for ways to prosper in this new business emrment (Omta and Folstar, 2005 in Jongen
and Meulenburg, 2005). Already in the early eightorter rightly observed that innovation
is among the most prominent factors that deterrtiieerules of today’s business competition
as well as success.

At its simplest, innovation means novelty, new ¢jsileing done, or old things being done in
new ways. The innovation process involves recogmitbf need, articulation of demand,
design of the innovative solution, implementatimplication and up scaling, the latter stages
of which in particular have entrepreneurial chaggstics (Tidd, et al, 2001). Innovation is a
powerful factor behind differences in performancstween organizations, countries, and
regions (Godinho and Fagerburg, 2004), and reqairesntinuous search for crucial issues
for success.

Innovation tends to cluster in certain industrieéssectors which consequently grow more
rapidly, implying structural changes in productimmd demand and eventually organizational
and institutional change. The capacity to underthieelatter is important for the ability to
create and to benefit from innovation.

Moreover, in the agrifood sector, although it igued that the “local production-local
consumption” model is no longer reality, there usrently strong political desire observed at
both European and national scales to “re-localieed production and supply (Nijhoff-
Sawvaki, et al, 2009). Less than a decade agowakimal of European agro-food geography
started to emerge with a topography shaped by doelity turn” in food production and
typified by various strategies to valorise locatl@m regional food products (llbery, 2000,
Murdoch, 2000 Parrott, 2002, Mardsen, 2002, Goodr2804, libery, 2005 Maye, 2006,
Nijhoff-Savvaki, et al, 2008).

This assumes a new kind of regional economic spad#, around specialist dimensions of
the food economy, including organic, local and oegily branded food products. The pork
sector in particular is confronted with many andetdse challenges in the context of
availability of pork meat at all times and at alhges, for a reasonable price, and with
guaranteed food safety. To meet these expectatiengork sector has gone through a major
consolidation and shifted from relatively small fyrfarms to large businesses that are



strongly connected within the chains in which tloperate. However, present societal and
market concerns, such as food safety, animal hemiilnal welfare, the environment, as well
as convenience, are crucial issues challengingtbsent system. It is now widely accepted
that sustainability of today’'s agri-food system dsiestioned and that some of it's
characteristics, such as large scale productienyiawed as responsible for the unsustainable
character of this system (Nijhoff-Savvaki, et &009). While in the emerging literature on
innovation the focus is mainly on the food indusitylarge (Batterink et al, 2006, Fortuin et
al, 2007), or at a company level (Fortuin and On2@Q9), this paper takes a holistic
perspective by looking at the niche pork sectoraasetchain, a recently introduced
perspective (Lazzarini et al, 2001) which emphasibat firms are part of multiple networks
that are sequentially arranged based on the vkties between firms in different layers,
instead of as individual steps made by differegaaisations, which may prove particularly
suitable in the case of regions.

We believe that this is a necessary approach ierdodtackle the complexity of this sector as
well as to meet the challenge of accurately resignid institutional, organisational, as well
as market changes, which is largely unexploreis. e purpose of this paper to fill this gap
by exploring which factors form the drivers andrkas to innovation in the niche pork sector,
and how these relate to its performance, nameblchiing-up such netchains.

For these reasons a field research has been pedoirmthe UK, Greece, and Spain. This
study is the first part of an extensive researckhen context of the EU-FP6 integrated Q-
Porkchains ProjectiImproving the quality of pork and pork productsrfthe consumer”
(www.g-porkchains.org and aims at defining Critical Success FactoirsS§) for innovation
management in niche pork chains.

The structure of this paper is as follows: Sectoalaborates on the major theoretical and
empirical considerations for this study, and adskssthe major drivers and barriers to
innovation in general, and the pork sector in paféir. Section 3 explains the conceptual
model that this study is based upon, its transiatito a questionnaire, and the methods used
for the data collection. Section 4 lists the reswoit the field research performed in the UK,
Greece, and Spain with twenty nine experts. Se&iefaborates on the results, and presents
the main conclusions of this study, as well aserresearch.

2. Theoretical background and study domain

Theory recognises a number of different types abwations including product, process,
organisational, business model, and marketing iations. A sound definition that we will
use in this paper is the one of Schumpeter (193%®) defined innovation dthe creation of
new combinations"These innovations can be new products, new methbgroduction, new
sources of supply, the exploitation of new markeis,new ways to organise business
(Schumpeter, 1934, Batterink, et al, 2006).

Effective innovation management has gained a loteskarch interest (Cooper & Klein-
Schmidt, 1996, 1995; Griffin & Page 1996; Soud&317; Rothwell, 1972), particularly in
studies exploring the factors that distinguish et success and failure. Success relates to
the overall innovation process and it's abilityctintribute consistently to growth (Tidd et al,
2001). Nevertheless there are intervening facteas are of great importance to innovation
performance. Such factors might reside in the weycgsses are designed, activities are
organised and conducted, resources are allocatadl, saategic objectives are pursued
(Huizenga, 2000).

A number of important areas for CSFs are definect@ent literature, including the industry
or service sector, competitive strategy and ingustisition, environmental factors, temporal
factors, and functional management factors (Huiaef900), while at firm level the firm's
innovation strategy, the business culture, thevation system, as well as product superiority,



proficiency of marketing and technological actie®j market potential, and organizational
relations are the most crucial factors that driweoivation at firm level. (Omta 1995, 2002,
Fortuin et al 2007)

In supplier dominated industries such as the aggifodustry, food safety and quality are the
most important drivers for innovation (Omta et2003, Batterink et al, 2006, Fortuin et al,

2007), as well as product superiority and coopenat{Pannekoek et al 2005). However,

Batterink et al (2006) argue that cooperation megate vulnerabilities, as firms become

increasingly dependent on outside sources for thiiduct and process development, and
cooperation is not related to performance for iratmn, but that it is the market orientation

and adequate organizational requirements thatibatgrto innovative output.

Notwithstanding the above, research indicates tthatplace of innovation is no longer the
individual firm alone but increasingly the netwoskich as a supply chain, in which the firm
is embedded (Gellynck, 2008, Pittaway et al, 2@dhta, 2002, Powell et al, 1996). Supply
chain actors are involved in upstream as well asndtream flows of products, services,
finances, and information (van der Vorst, 2000kvitably the supply chain is the place
where both internal and external resources of m fire combined and transformed into
innovation output (van der Vorst et al, 2007), augply chain objectives can be measured
via output performance of the supply chain, nantietydegree to which a supply chain fulfills
the demands of the chain actors as well as theuomrsregarding performance indicators
(Trienekens et al 2008).

Supply chain integration is hindered by a numbétsaoriers such as lack of visibility of true
consumer demand, collaborative relationships, latkrust and sharing information, no
shared targets, scalability and getting criticabsnand insufficient information technology to
communicate relevant data throughout the supplyinch@an der Vorst, da Silva, and
Trienekens 2007).

Recent empirical research results show that theeabwentioned factors are comparable to
those in the European pork sector. Although there isubstantial number of innovations
identified in the pork chains investigated, unfogdtely there is still a humber of serious
barriers that hinder market performance and thezgfomovation in the pork sector.

While regulations to a large extent shape the tyualianagement systems chain actors
implement, innovations enable the chain actorsntprove quality management systems
through new integrated information systems or goaece forms (Trienekens et al, 2008).
Moreover, different quality management systems leadifferent quality performance, and
thus make different types of product-market comtboms accessible for chain actors
(Trienekens et al, 2008, Trienekens et al, 2009es€ results have led to the following
identification of barriers in the pork sector:

Regulations There seems to be general consensus that the ande of legislative demands
for food safety as well as capital shortage of s&mmpean members to comply with, forms
a barrier for innovation, and that the higher dedsaare set by the local and/or European
governments the more harmful this might be for tingaand sustaining a competitive
position, inevitably affecting market performance.

Quality : Although sound quality systems from farm-to-fore @ place such as the Dutch
IKB (Integrated Chain Control), the German QS (Quahnd Security), or even the PDO
regulations such as those in Spain, there arefattbrs that hinder quality, namely the
conflict of interest between chain actors, whichtum creates lack of confidence among
consumers (due to food scandals). This might plyssé#fad to non-transparent production
process, applicable in cases where self-regulétyandustry is in place.

Governance :Consolidation of the pork sector in most count@esints responsible for a
number of up-scaling and concentration trends lidirdds of the pork chain. Although the
type of governance structure might differ per copstudied, and there is an increasing focus
on formalisation of relationships, it is observidttcontractual relationships are not common.
Rather than through contracts, vertical coordimaii® achieved by means of product and



process standardisation: widely accepted, privatality standards, like IKB and QS,
implicitly align chain-wide activities. (Trienekems al, 2008).

Technology (Information exchange and useAlthough inter-organizational information
systems especially in the case of farm and slatyhitee are developed in various countries,
traceability forms a major obstacle, namely in tbese of feed as well as in the
slaughterhouse where loss of information occutsaicing parts of the animal.

As it may be seen innovations in the pork chaifas@o not provide an integrated solution.
Moreover, global competition combined with thesecstrequirements at product and
production level both present opportunities anedts for sustainable development in the
pork sector.

Therefore, overcoming the present barriers forettgament will also create the ground for
innovation in the pork sector as a whole. CSFsdare to derive from new products and
packages, new production techniques, new markabappes, and new ways of organizing
supply, production, distribution, and sales. Taklimg above empirical results into account, as
a result of enforced regulations, economic pressang societal concerns, certain CSFs are
defined sofar which are expected to lead to supplin and market performance and to
enhance operational excellence as well as produaatership and differentiation (Nijhoff-
Sawvvaki, et al, 2008), as depicted in Figure 1:
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Figure 1: Critical Success Factors for the Europgrmk sector

A sustainable pork sector therefore requires warkinwards integrated solutions that balance
the roles of the various actors involved. This gtadnsiders the regional impact as a driver of
innovation as well, since in this changing envireminof societal pressures an economically
viable and market-driven niche market may be sgemdny producers as a feasible next step.
At the same time, with the pork sector facing iasiegly high costs of production (e.g. as a
result of higher costs of feed and other inputsyel$ as due to stricter legislation), the niche
of regional and/or organic pork production may shimproved business opportunities. While
being less dependent on fluctuating input costgaaridcreasingly strict legislation, regional
and/or organic high-quality producers will at ttame time target the growing demand for
such produce (Nijhoff-Savvaki, et al, 2008).



3. Conceptual model, questionnaire construction, and data collection

The way in which the factors discussed in the pnevisection are expected to affect niche
netchains and their performance, is visualisedh& ¢conceptual model in Figure 2, which
formed the basis for the construction of the redeguestionnaire. The basic assumption is
that innovations can no longer depend on an indalifirms alone. For niche and/or regional
netchains to become sustainable economic drivatserbunderstanding is needed of how
netchain actors (such as policy makers, firms] sntiety, consumers) influence the rate and
direction of innovations.

There are a number of key drivers for innovationsétchains, and there are always barriers
that hinder implementation of these innovations.ilg/kthe internal innovation drivers are
found at netchain actor level, the external driaesforces caused by regulations, changes in
the sector, or societal pressures.

For this research five questions have been useu/¢stigate what are the main innovations
in the countries investigated, what aspects ofnibbe pork netchains have been improved,
and what are the sources for both drivers and dyarffior innovations in the pork niche
netchains.

Jointly, innovation drivers and barriers influerihe potential for innovations and, ultimately,
the up-scaling of a netchain. We argue that thegdesf the netchain determines its
effectiveness.

For this research the concept of the netchain ddsag been split into three sub-concepts,
namely the governance mechanisms, societal emhgddmd the balancing of risks and
uncertainties influencing the netchain as welt'asfuture opportunities and returns:

1. governance mechanisnare operationalised with seven questions as (fonsa
informal) collaborations forms in the netchain dmuv those stimulate innovation,
opportunistic trading in the pork netchain, chaioordination, as well as the
importance of information and network managemenotstin the netchain and their
impact on innovation.

2. societal embedding operationalised by using two questions as th@oiance and
priority of consumer preferences, as well as thegoirtance of the attributes (locality,
price, taste, freshness) of the niche pork produaetd how these are communicated
to the consumers.

3. risks and uncertaintieare operationalised with three questions as tipadtof laws
and regulations on scaling up netchains, as wefirasence and/or impact of other
institutional issues such as society, NGOs, and inogntive programs that could
stimulate innovation in the niche pork netchains.

On the other hand, continuofeedback and improvemeist needed to arrive at an optimum
netchain design, providing opportunities for saglup of a sustainable netchain, which for
this research has been operationalised with aiQuest the criteria of selecting a partner in a
niche pork netchain, in terms of contributing te tipscaling of the netchain.

I Innovation :

I Barriers
— —I — —
| Improvement
|
; v X
Inno_vatlon Neehain Scaling ug
Drivers Design

Figure 2: Conceptual Framework



The above eighteen mentioned questions has bedrntaperform semi-structured interviews
with twenty-nine respondents from the pork secod the answers have been categorized as
follows: the role of government and society in ek chain, pork chain orientation and
operation, pork chain business processes, porkncharketing processes, pork chain
organization and survival, and pork chain innovaidor scaling up niche pork netchains.
The questions were based on theoretical insightiwedefrom Social Network theory, and
Innovation Adoption Theory, as well as initial emigal research results of the Q-Porkchains
project (with the major ones being mentioned inti®ac2). The questions covered a range of
aspects affecting innovation management and peaiocen In addition another twelve
questions have been used to gather extra informatomore general issues which also help
the validity of the results. The respondents haentcontacted by phone, an appointment has
been booked at their premises and a face-to-faeeviaw as well as discussion took place.

The research took place during spring 2009, inetlo@untries with different economic and

market characteristics: United Kingdom (organizaip, Greece and Spain (tradition,

culture). The rationale for the selection of thesantries was to include a country as front-
runner (UK), a follower (Spain), and one lackinchivel (Greece), and show that there are
different trajectories possible that contributeststainable pork production.

The sample per country got divided into two grougsin experts versus chain actors, and
the results got analysed in this way as well, togietvith a comparison of the three countries
combined. A four-point Likert scale has been usmiging from not important (1) to very
important (4). Table 1 presents a baseline dagmnijpf the sample which includes a total of
eighteen chain experts and eleven chain actors. cHaén experts ranged from senior
researchers and governmental officials to repratiget of sector organizations and
journalists involved in the pork sector in Europe.

Research ~ (Non) Gover nment Industry
United Kingdom 1 5 5
Greece 5 3 3
Spain 2 2 3

Table 1. Number of interviews per country withedéht stakeholders

The chain actors interviewed included integrateylargal pig producers, processors, as well
as two retailers. The regional pig producers wdrenedium size with an annual turnover
ranging from €3.000.000 to €9.000.000 a year, aitld avcapacity ranging from 700 to 1,200
breading sows. One retailer was tieldrgest in the country with 223 stores, and aruahn
turnover of about €4.6 billion; the other th&largest in the country with 160 stores, and an
annual turnover of about €1.3 million. Althougls&ems that there is a variation in the sample,
this division has been proved to be very usefulcesithe participated countries do show
different characteristics as well. For example, theice to interview less researchers and
more (non)government and industry experts in the tdidtives from the fact that in the UK
organizational issues within supply chains havenlibe focus for a long time already, while
Greece seems to be a “new” country trying to restioe pork sector for which science plays a
major role, and Spain remains a traditional yetrgj pig producer country.



4, Reaults

Innovation drivers and barriers

In all three countries investigated, the main drif@ innovation observed are economic
pressures. Due to rising feed prices farmers aiedbto innovate. In the UK for instance,
farmers change diets by reducing protein levelsvalh as cutting on waste production.
Although consumers still prefer traditional homeguce, due to imported pork products
there is increasing pressure among SMEs to redosts @n the chain. Another innovation
driver observed mainly in the UK and Spain, amoatilfarmers and processors, is economic
risk management. To be less dependent on the pffeeed by retailers and to improve
margins, they seek ways to differentiate and setither channels as well. Although there are
hardly any tax reliefs or subsidies for such nichain activities, there are certain grants to
help develop innovative ideas. Also, as a resultytdo diminish risks in the chain, long-term
contractual agreementgere found to be a main driver for innovation. Rssors and farmers
that are engaged in contracts supported by aeetaihd to be more innovative. Contracts that
include retailers, such as those promoting outdoed meat to its consumers based on one
specific breeding line and on one source of feeld)(lWr organic as well as high nutrition
pork meat (Greece), provide certainty, training atfter incentives that lead to innovation
among producers and processors. As a result, thiders involved were supplied with high
quality meat, at the required consistency level@fritie right quantity.

Netchain Design

a. Governance Mechanisms

Regarding chain orientation and operationall three countries there was a major concern
expressed about competition among the various chetiors. This remains too strong and
hampers collaboration, innovation and chain intégna About half of the experts
interviewed observed the problem of knowledge dammers are at times considered old-
fashioned and not market-oriented, and processeratdimes qualified as “butchers” without
business skills and unwilling to change. As a itesthis retailers are often still in control of
the whole supply chain.

Among the respondents, the questions concerninigborhtion formsin the pork chain
showed a strong consensus that niche pork chatksala integrated approach. Those chains
that include processors and retailers often woithauit focus, while increased competition
requires new and innovative approaches. As a resullaboration between chain actors is
reported as often being based on informal relaligpssrather than on professional and long-
term partner selection, with the exception of twosed chains in the UK and Greece
respectively.

Especially the use of contractual agreemevds reported in all three countries by all twenty
nine respondents as having a strong influence povation and performance of the chain.
However, especially in the case of the UK, it wasntioned that many processors have
contractual arrangements with farmers, but not wethilers. This creates a big gap in chain
coordination and a barrier to innovation, and terafional excellence in the chain. A key
element observed is that the retailer does sebdhefit of investing in a complete (closed)
niche chain. To achieve operational excellence sataélers such as the ones interviewed in
the UK and Greece use the concept of working welichted processors. The dedicated
processor produces meat products solely for thilee, and in return is contracted by the
retailer. Below there are two examples mentionethfthe retailers interviewed:

...."we combine the convenience of a supermarket thithexpertise and service of a specialist shop.
We have worked with producers and growers, piomngeti700 local and organic products (many|of
which are Fair trade) and championing sustainasteircing, to build a network of 223 stores aroynd
the country known for the freshness, quality, yaded provenance of the food we sell”.

(4" largest British Retailer




..."Our private-label line ...Close to the Greek Natuneludes at the moment 80 traditional, local
products from small producers supplying our orgatian on an exclusive basis, and our ...Chagice
private-label choice has now expanded to 160 items.

(1*'largest Greek retailer

Interestingly, the response on “Key conditions thet listed in formal written contracts”
(length of contract, quality aspects, productiopeass, delivery aspects, price aspects, and
risk aspects) was identical in all three countrathough with chain actors scoring higher (in
terms of importance) than chain experts. This shdhet concerning conditions for
contractual agreements the perception and presdnesns is not an issue.

Yet, while contractual agreements are found to dranaon, they are, in all three countries,
considered as rather weak and easy to break. Ie sases experts interviewed considered
them as “rather invisible” Opportunistic trading by farmers, processors artdiless is
believed to be the major cause of this. It is mdalale that most respondents especially in the
UK indicated processors as being reluctant to elaieg-term relationships with farmers,
including on aspects as knowledge gathering amdfiea activities. They seem eager to have
the opportunity to be able to change supplier. Tdas not reported as such in Greece and
Spain, where retailers, dominating supply chains,exen less eager to commit, even though
effective forecasting often fail and would ben&f@dm such commitment. However, retailers
did seem to play an influential role in the UK aaliw

Concerning chain organization and survival, theamtyj of the respondents confirmed that
insufficient collaboration and information sharinging network management tools between
retailers, processors and farmers results in intfke forecasting, resulting in overproduction
and high costs. Concerning the issue of overpraglugtas especially the case in Spain:

“In Spain we produce 130% of meat, and the 30% efrheat we export sets the price of the 100% pf
meat that stays in Spain for consumption. Farmbaaikl either reduce the pork production, or they
will go bankrupt”

(Statement of a Spanish Expefrt)

On the question “is the exchange and sharing afrimtion important in niche pork chains,
in terms of: type of information, reason for excpanand frequency of exchange”, it shows
that all respondents equally agree on the impoetafichese issues. It also shows that chain
actors do consider this issue more important thexncexperts, and that among the actors of
the three countries those from the UK score highigss is probably due to the fact that UK
pork chain actors are more accustomed with the equinaf sharing information especially
with actors from other chains, as a way to exchdag practices and, as they responded, do
benefit from this.

In the context of questions asked on innovation doaling up, it was found that visual
network management tools have a strong influenceeovating and scaling up in a niche
pork chain as it shows in Figure 5. On a range ifierént issues, risk management and
compliance to standards are viewed by chain aet®ithe most important management tools
that contribute to upscaling. Meanwhile, key isstedated to knowledge sharing to improve
skills are viewed as less importance, with an etteeppf UK actors and experts that scored
all aspects equally high. It was interesting totbe also the Greek retailer scored all aspects
as very important, which is in accordance with #fiategy they implement (by means of
knowledge sharing within their supply chain).



How do network management tools contribute to upscaling an innovation, in terms of:

O Actors
@ Experts

M anaging chain Complying to Exchanging best Creating Improving skills Providing
risks quality & safety practices knowledge and confidence feedback for
standards improvements

Figure 5: Contribution of management tools to upsca

An interesting view was expressed by two experteénUK who underlined that the potential
for upscaling niche pork chains can be found ikitig niche farmers to retailers. In order to
upscale, niche pork products cannot be limiteaoall niche chains and local shops. This can
be confirmed by the low performance of local-regiomitiatives, such as Regional Food
Groups in the UK. According to one exp#ttey come up with good ideas trying to persuade
local people to buy local products, and one outtledse ideas really sells"However,
according to one representative of the RegionatiFémup interviewed, they :

.."are dedicated to promoting, developing and supipg all companies involved in the food and drink
industry in our region by providing assistance dood technology, networking, skills and training,
marketing and communications, and export.”

Except the two experts a couple of more respondentghat sales of niche products through
retailers can work. This will require innovativedalong-term business models between retail,
processing and production. In most cases theselsmadestill non-existent. While UK chain
actors do see the value added on this issue, Giemik actors are more skeptical about
entering such chains mainly due to what they camsiigh entry costs on — for example -
shelf occupancy.

On coordination or leadership in the chain andnipact on chain’s performance, there is
great consensus among all experts and actors ieerd, indicating the importance of one
chain actor taking responsibility for coordinatiogain activities and working towards best
practices throughout the niche chain. Yet retailare not interested in playing this
coordinating role — as reported they see their asléselling products”. Among experts it is
felt that the challenge is to arrive at best poastifor feedback on optimal design of netchains
as well as chain coordination.

b. Societal Embedding

Concerning chain marketing processes, consumesd| ithree countries consider locality,
taste and freshness of the product as much moreriam issues than price. However, this
view seems to change once other external factgeampsuch as the impact of the recent
economic crisis which was very clear in the UK.

In Greece and Spain price was not reported assar.i©ne major concern, especially among
respondents in Greece and UK, was how consumensaly be sure about the meat’s origin?



In the UK processors are viewed as very opportienistyers and traders rather than real
processors, as it also showed from responses ipr#hgous section. With consumers and
retailers focused on labeling of the product arss len the origin of the product, a product
labeled as ‘processed in UK’ does not necessariyarmthat it is produced in UK. The

processor is considered the real controller ofirign similar problem occurs in Greece,

where the implementation of the Agro 3.5 certificaton traceability of origin is in place, but

often does not get implemented by butchers, thilhtast the most preferable source for the
Greek consumer. In this case it is interestingdies@er that 90% of the Greeks do believe
that they buy Greek pork products, while the domgstoduction only satisfies the 35% of

the demand. According to the retailer interviewed:

“...our permanent competitor is still the butchema the Greek consumer believes him rather than a
leading retailer, while it is the butcher who isfusing to officially state the origin of the meand
while in the supermarket this is already standardctice. On the other hand recent statistics have
shown that the meat performance of a store whidbdated nearby a butcher, is higher than that of a
store without any butcher nearby. This means thatt the Greek consumer learns to compare..”

Another issue observed in Greece is that meat &nayanic producers is difficult to be traced
to its origin due to outsourcing activities by angafarmers to other (non-organic) farmers. In
general, there is a great consensus that goodygpatiduction in terms of origin as well as
better image building of niche produce is needed.

Concerning responses to the question whether “ptedueet the important issues” (locality,
price, taste, freshness, other) in terms of: dittteness over conventional products;
communication of characteristics to consumers; prmvenance (on-pack information)”,
chain actors and experts in all three countriesvared positive. However the attribute that
scored lowest is the communication of speciallaitas to consumers, which seems to lack in
all three countries, as it is shown in Figure @®hel

According to chain actors, do their products meet the important issues in terms of:

3.5 0

2.5+ ]

O Actors
| Experts

1.5+ i

0.5+

Distinctiveness over conventional Communication of characteristics  Provenance (on-pack information)
products to consumers

Figure 6: Attributes importance of pork niche prathi

In this respect, there was a great consensus, iabpa@e Greece and UK, that for upscaling
niche pork chains through retail channels, chaiorameed to look for more innovative ways
of branding by offering consumers products to whitley can identify. This needs
commitment from retailers since most brands are ¢hahe retailer, making it difficult for
individual farmers to communicate their productehéfits. Producers in the UK for example
aim for direct links with retailers. Retailers ménen introduce different value lines, offering
different levels of “sustainable” products to déf@ groups of consumers, thereby providing
them with choice. For example the retailer intemgd in the UK is offering niche products
pre-packed as well as from a butchery corner, byeoffering different breeds of meat:

10



“what'’s the secret of good pork? We think is thieation to detail in the choice of breed and theeca
taken of the pigs. All our pork is reared by Bhtigrmers who we know personally. Every pig in our
store is born outside, where they have plenty atspo run around and do what pigs like to do: root
around in the earth and, when the weather is hdtomain the cool mud. Each farm works to the high
welfare standards of the RSPCA'’s Freedom Foodsnsehehich covers everything from where the pig
sleep, to the way they are transport. That meamppishealthy pigs, which give tender, fine-grained
meat, with just the right amount of fat and pleoitflavour, available in three types: British Outito
Bred Pork, British Free Range Pork, and British @nic Pork”.

Moreover, the present focus on labeling is perabgky by most respondents in all three
countries: in most cases origin of the product @anmportant to consumers than taste and
freshness. This shows once more that besides mjfgood quality, also image building is
important. The idea behind creating awarenesshibconsumer is that there are two types of
quality: that of the product and that of the pracésr instance four UK experts from a sector
organization have stated that especially the quafithe process is not clear for the consumer
who tends to still get confused, and often abarttdenwish for high quality pork meat since
that does not show in the — sometimes — remarldititzrence in price.

According to a UK expertjn today’s pork production the consumer is ablectwoose from a
number of different value lines according to hislves and budget — from commodity
products, to outdoor bred, outdoor reared (the atiference in these lines is not so big), and
free range — 100% outdoors production — in whichnaall percentage is organic (here the
cost really goes high). What is important herethiat while in the past we had to make one
big step to come to the top, now there are sevaegls possible, which gives a choice for the
consumers between levels of welfare, and for tlwtosdo be able to target different
consumer groups.”

Rather than using traditional marketing of a nigheduct, the complete niche chain should
be promoted. In the UK, for example, a sector ogdion involved the celebrity chef Jamie

Oliver to promote traditional-forgotten cuts whiaksisted farmers in being able to market
less popular cuts, by initiating a TV program whigit broadcasted in December 2008. It was
reported as a great success for the sector ashbisn in the Box below:

British Pork Sales Soar post Jamie

He has managed to achieve in one short documentatyears of campaigning have
singularly failed to do — seemingly turn around thitunes of the British pig industry. In
January 2009 the major supermarkets reported akiagiincreases in sales:

- Asda: porkleg up 860%

- Waitrose: belly pork up 66%, and shoulder joins%70

- Tesco: pork shoulder joints up 50% and belly 20%kven week

- Sainsbury’s: pork shoulder up 52%, belly 74% anda®i83% week on week.
Consumers are now buying a wider range of Britistkpneat than before. The opportunity i§
there for the pig industry to successfully market whole carcasss — clearly good news for
profitability.

U

(Adopted from Focus - Freedom Food News, May 2009)

In Greece the concept of sustainability is seemaragmportant image factor to the retailer
interviewed. It focuses on making consumers monsigee about environmental issues and
healthy food choices, and plans a pilot for a ‘gresipermarket’ that may provide real
opportunities for upscaling niche chain activities.

In Spain, it is considered a cultural and socistslie to consume high quality ham, deriving
mainly from the wish of the citizens to profile theelves, while eating out with friends in a
restaurant, or treating guests at home. Howeveedms that the same consumers do buy
lower quality of ham for daily use.
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c. Risk Management

As it is mentioned above, a main barrier for inn@ais perceived by most respondents to be
the lack of interface among chain actors. The ehgk is to overcome this barrier and to
persuade retailers (that are often not willing aetigipate in information exchange initiatives)
to become drivers for chain coordination. This ¢endone, for example, by establishing
chain driven task forces, such as those in the UK.

This is confirmed by most respondents in the cdraéxhe questions asked concerning chain
business processes. Here one main challenge timedl countries is the problem of effective
demand management due to inadequate forecastingfy wfien results in overproduction at
farmer level and of produce not being bought.

Especially in the UK, seven out of eight expertsnadl as the producer interviewed, have
repeatedly mentioned that niche chains often fadalise of a lack of certainty for farmers
concerning their return on investment costs. lemfhappens that once farmers invest in
adding value and lowering costs of production, ost quickly becomes a standard to the
retailer. Although this issue was not reported asoblem in Greece and Spain, innovation in
the area of pricing arrangements is seen as crogiall respondents in all three countries.

“..for me as a producer, is important that the grimechanism works. This pricing mechanism exist
for 9 years, is a very sound and sustainable madekh gives me the confidence to invest and dpvelo
my business further..”

n

(Statement of a regional producer affiliated witle tUK retailer)

An interesting result that derived from the resmsnsn the role of government and society is
that although all EU member states have the sagudateons, the cost of compliance depends
on how much the regulation is enforced. Consumersashd high standards but also cheap
produce. At this point there was a great consefieusall respondents that while government
imposes standards on the pork sector, and is asfafes increased costs that they bring to
chain actors, it often does little to control imysoof cheap produce that is not produced
according to these strict standards. Specifichllydnswer to the question “whether laws and
regulations do impact on profitability in the chiaim terms of being able to control costs; to

preserve financial margins; to collaborate withie thain; and to collaborate with external

parties, it became clear that government has agtifluence on the performance of the

chain. This is especially the case when it conceollaboration inside or outside the chain, as
Is shown in Figure 7:

Regulations impacting chain profitability

3.6
3.5
3.4+
3.3
3.2+
3.1

O Actors

| Experts

2.9
2.8
2.7+

Being able to control Being able to preserve Being able to collaborate Being able to collaborate
costs financial margins within the chain with external parties

Figure 7: Impact of regulations on chain profitatyl

In the context of the questions asked concerniragncmarketing processes, the majority of
respondents commonly agreed that retailers arectegbdy consumers to offer a range of
products. But meanwhile, with most consumers natlyeconcerned where the pork meat
comes from (as long as the meat is correctly labeieis difficult for niche pork chain actors
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to communicate their specific image attributes become part of this product range. At retail
level, the premium that consumers pay for nich& pwoducts is often double than that of
standard produce. This difference is simply toofbigmost consumers.

Feedback - | mprovement for Scaling up

Sector organizations in the UK mainly focus themowledge gathering and dissemination
initiatives on improving farmer and processor resutPartly as a result of this, innovations in
niche pork chains are focused on cost reducticoutiit benchmarking and best practices in
production. Small groups of farmers or processoesiavolved in these activities. But for
niche pork chains to upscale, more effective chdde learning is needed. Research and
knowledge should continue to focus on enabling eiphoduce to be marketed effectively
through retail outlets, using collective actiongiie 8 indicates that access to knowledge (as
well as improved business processes and risk gf)ddrndeed an issue for chain actors and
experts when selecting a partner.

Key issues in partner selection process to reach high quality chains:

3.5+

2.5+

1.5+ O Actors

| Experts

0.5+

Partner Partner Access to Improving Lowering / sharing
embeddedness  compliance to knowledge, business organizational
(societal/political)  regulations technologies, processes risks and costs
competencies

Figure 8: Key issues in partner selection

Chain actors and experts in all three countriegcatd that learning (access to knowledge)
should focus on improved and long-term relationsvben processors and farmers. Also

pricing mechanisms and improved forecasting byilezta is seen as key. Inadequate

forecasting results in overproduction at farmeeleand produce not being bought. Key issues
identified at processor level focus on working todgefficiency (layout and processes of the
plant). The example of a master class on managerpemtess control and learning was

mentioned by UK experts and reported as succedgiid.should stimulate processors to earn
money on processing, not on buying cheap and fgadin

Besides advising on policy issues, a main challerigask forces is to carry out risk analyses
throughout the entire chain by working towards @ased transparency and consumer
attractiveness. With the retailer (coordinatingheichains) joining such Task Forces, it can
work closer and select its own suppliers and intoedown standards and quality inspections.
Communication with its suppliers is in this caseic@al in order to ensure continuous

innovations that satisfy the retailer and its comsts. This results in long-term relations.

Frequent workshop-style meetings with supplierstiare information and best practices is
seen as crucial by some dedicated retailers i/khand Greece.

13



5. Discussion, conclusions and further resear ch

Although recent scientific literature and empiricasearch mainly focuses on food safety and
quality and on product superiority aspects as b#iagnain drivers for innovation in the agri-
food sector at large (Omta et al, 2003, Batterin&le2006, Fortuin et al, 2007), the case of
the niche pork sector is interestingly differertiisTresearch shows that effective chain design
and coordination highly influences its effectivenés upscale but is still often lacking. These
findings are also in line with our main argumerdttthe niche pork sector should be looked
from a netchain perspective, and confirm the thdbay innovations enable the chain actors
to improve quality management systems through newvempance forms (Trienekens et al,
2008).

Concerning the questions raised on innovationedsiand barriers in the niche pork sector a
number of interesting results have been delivefég. research shows that the main drivers
for innovation are economic pressures (rising costaputs and waste), as well as aiming to
be less dependent on prices offered by the retailéteanwhile, once contractual
arrangements with retailers are in place, farmerd processors tend to become more
innovative. Taking our conceptual framework intmsideration, we can conclude that there
are two levels of drivers for innovation resultimyupscaling: the macro-economic and the
chain-level. Based on findings from this reseatich,role of retailer as a driver for innovation
requires further research.

The research also shows that EU niche pork chaiesofien affected by a number of
innovation barriers (external risks and uncertasjtithat impact on their performance in
various ways. Interestingly, these are very mudhted to institutional collaborative and
chain design issues. The research provides insiglagtions for preventing such barriers for
upscaling through, for example, interventions cdinkdriven task forces that aim at advising
on how to minimize such barriers to innovation (eigplementation of legislation).
Regarding the aspect of innovation barriers inamnceptual framework, this is an interesting
entry point for further exploration as it is stél relatively new area that deserves further
investigation.

Concerning our argument that the design of theha@tcdetermines it's effectiveness and
enhancing scaling up, the present research findimggide a clear indication, that this is
indeed the case.

The questions raised on the aspect of netchaimgmgsibvide insight in the importance of
managing uncertainties and risks through improw@thlsorative action. The research shows
that inadequate retail forecasting mechanisms trésubverproduction at farmer level and
produce not being bought, and of farmer investmentlding value or lowering production
costs only to become new retail standards, thelelvgring farmer’s return on investment
costs and financial sustainability. It is arguedtthlthough there is an increasing focus on
formalisation of relationships, it is observed toantractual relationships are not common.
Rather than through contracts, vertical coordimai® achieved by means of product and
process standardization (Trienekens et al, 2008yeNhsights is needed on the effectiveness
of such standardization (versus formal contradskffect on the level of innovation, and on
the crucial role of retail in effective chain designd coordination.

The research also argues that successful commiamicat the niche product’s qualities,
including in terms of provenance, is key to aceepsiew markets. There is a clear space
observed for further improvement of (new types)nafrketing communication strategies that
effectively focus on public and societal consumear@ness, and that enhance image building
of niche pork chain products. This confirms theuangnt that through such improvement
regional and/or organic pork producers may see ongat business opportunities by being
less dependent on fluctuating input costs andfxeasingly strict legislation will at the same
time target the growing demand for such producgh@iffi-Savvaki, et al, 2008). This requires
further research.
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The research findings thus underline the impontalat the retailer plays in reducing the risk
of farmers and processors in investing in long-terithe pork chains and in creating
sustainable, chain-driven business models throtfghtere governance mechanisms.

Finally, niche pork chains prove to be small anthgwable to a number of barriers. More
supportive roles of both government and non-govemtal (NGO) actors is crucial in
lowering these barriers. Considering the role ek¢hactors in the design of netchains, further
research should provide more detailed insights batwhis role can (separating niche pork
chains from conventional pork chains) and how ¢his be done.

Last, our argument that continues feedback and dugmnent is needed to arrive at an
optimum netchain design has been confirmed fromrédsearch findings. Therefore, and
according to most respondents that were intervidiaethis research, one key challenge is to
arrive at best practices for feedback on optimaigfeof netchains, thereby influencing the
niche chain’s effectiveness. This confirms the argaot that innovations should enable the
chain actors to improve quality management systdmsugh new integrated information
systems or governance forms (Trienekens et al,)2008

An overall conclusion of this research concerniogliag up of the niche pork sector is that
network management within chains tend to focusherthiard side’ of collaboration (on issues
such as risk management and complying to standarak)ess to the ‘soft side’ such as on
knowledge and skills. For niche pork chains to afgscmore effective chain driven learning
is required, which deserves further attention axgogation. This confirms Tidd’s argument
that success of effective innovation managemeateaglto the overall innovation process and
it's ability to contribute consistently to growthidd et al, 2001).
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