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ABSTRACT
CASE-READY MEATS: AN OUTSOURCING DECISION FOR FOOD RETAILERS
By
George Arthur Young

Innovation in the way food products are processed and distributed through the
supply chain has been an important source of productivity growth in the U.S. and
economies worldwide. While process and product innovations have not ceased, the
uneven adoption of certain technologies and processes by retailers and consumers in
some product lines is curious.

The poultry industry long ago realized that case-ready chicken products added
value and increased profits in its commodity product lines. These new products
combined improved production techniques, new processing and packaging technologies,
and a new retail marketing strategy in a way that completely revolutionized how retailers
stocked and sold poultry and how consumers used the product.

In comparison to the experience of chicken, case-ready beef has seen limited
success in the retail marketplace. The limited success of case-ready beef products is
surprising given several external demand factors favoring adoption of this advanced
technology of fresh beef products. The objective of this dissertation is to determine what
critical factors may affect fresh meat processors and retailers’ decision whether or not to
integrate case-ready beef products into their product lines.

Decision-makers in the fresh beef industry have for years contemplated and
attempted various strategies for increasing adoption of case-ready technology and this

research project seeks to assist the industry in those endeavors. To develop a better



understanding of the operational concerns that help or hinder the successful introduction
of case-ready beef products into retail grocery stores, this project developed six research
questions to guide the research process. These questions were constructed by
interviewing key industry experts, by directly observing case-ready meat products as they
moved through the supply chain, and by conducting in-depth interviews with retail store
managers and distribution center managers from a limited assortment grocery store chain
with over 1,150 stores throughout the U.S. Also a thorough review of the Accounting,
Strategic Management and Transaction Cost Economics literature was conducted as they
relate to outsourcing and/or the “make or buy” decisions. From the six research
questions a total of twenty-four testable research propositions were developed that will
help identify the operational issues associated with the successful implementation of a
case-ready meat strategy.

The academic literature was in agreement about firms outsourcing products and
services. It is recommended that firms should outsource only those products that are not
core to the business. However, in the instance of retail meat processing and packaging,
the function is core to its business. This study focuses on the decision to convert its meat
operations to case-ready beef products, which is a decidedly different approach to
outsourcing. This research found that the adoption of case-ready meats is directly related
to maximizing the opportunities within the six operational issues and mitigating others.
An important observation is that central processing opportunities will bécome more
evident to industry decision-makers if and when formal alliances are formed whereby

retailers share point-of-sale data to firms throughout the supply chain.
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CHAPTER 1- INTRODUCTION

1.1  Study Organization

Innovation in the way food products are distributed in the supply chain has been
an important source of productivity growth in the U.S. and economies worldwide.
Visionaries such as Clarence Birdseye and Sam Walton, by seeking to fill important
unfulfilled market needs, radically changed the way that Americans purchase and
consume food. While this process of innovation continues unabated, the uneven adoption
of case-ready meat’s proven technologies and processes by some sectors of the food
industry is concerning; and is the motivation for this study. We trust the study will
contribute to enhanced market performance.

The objective of this research is to determine those cnitical factors that may affect
fresh meat processors’ and retailers’ decisions whether or not to integrate case-ready beef
products into their product lines. An important aspect of this objective is to obtain a
greater understanding of how retail store managers perceive consumer preferences for
case-ready beef products. In so doing there are several lessons to be derived from the
experience of the poultry industry as it adopted case-ready processing and packaging.

This research identifies six operational issues that are associated with the
implementation of a successful case-ready beef strategy. A more complete understanding
of these issues is critical if the industry is to adopt these new fresh beef products and
improve the performance of retail grocery stores. In addition, case-ready beef product
and supply chain management information from this project should prove valuable to

beef cattle producers, fresh beef processors and retail grocery firms.



The research questions and propositions were derived from six operational issues
that retail grocery store managers, processors and distribution center personnel need to
resolve as they consider adopting case-ready beef. The first stage of the project involved
identifying issues from the pertinent literature and from direct field observations of fresh
beef products (including case-ready) moving through the supply chain. Initial results
were then confirmed by means of extensive consultation with industry experts that
formed the basis for a questionnaire survey of 220 retail grocery store managers of the
Save-A-Lot retail company.

The operational issues identified are grouped into six broad categories of issues
which together compose the framework of the research project:

1. Food Safety Operational Issues—Do customers and store managers

recognize the safety issues associated with and between both case-ready and in-

store processed products? How might a food borne illness outbreak associated
with fresh beef affect all store sales and meat sales?

2. Workmanship Operational Issues—-The supply of qualified meat

department personnel who can process meat and manage the inventory effectively

is shrinking and their wage costs are increasing. What are the long run
implications of this phenomenon on meat sales? How might the differences

between the case-ready products and products processed in-stores affect sales?



3. Shrink Operational Issues—What are the respondents (store managers)
viewpoints of shrink'? What are the advantages and disadvantages between the
two product choices as they relate to shrink issues?

4, Packaging Operational Issues-These issues center on consumers’
knowledge. Do they know or can consumers discern the differences and
attributes between the two product choices by looking at the packaging?

5. Handling Operational Issues—Do store managers know the advantages and
disadvantages between these two types of products and the effects on their
profitability and customer satisfaction? What are the key handling issues for both
product types regarding keeping meat cases fully stocked during typical peak
shopping times between 4 PM and 7 PM?

6. Case-Ready Product Operational Issues-The assumptions of costs and
benefits of case-ready products on store profitability and customer satisfaction.

What are the key operational issues as they relate to the quality of the product?

In addition to addressing the above issues using qualitative and quantitative
assessment techniques, the study also includes in-depth analysis of how they affect the
decision to outsource a core grocery store item. When retailers are contemplating
adopting case-ready beef products they are in reality negotiating with processors to
outsource or produce fresh beef products that normally in the past are core to a retail
grocery store’s product mix. Strategic management theory is adamant that firms not

outsource items that are core to their business line. But important changes in markets,

! There are several key issues related to shrink: customer/employee theft, incorrect inventory,
workmanship, and out-of-date product.



technology, firm linkages, etc. can result in substantial changes overtime. While this is
the traditional view of outsourcing, there is a new view or role for outsourcing taking
place. The world’s largest retailer Walmart, does not view outsourcing products such as
case-ready meats through the lens of fresh meat products being core or non-core but
whether a given decision to outsource improves its overall business model. Situations
such as case-ready meat products need to be researched differently, using new

perspectives and methods, which addressed in this study as well.

1.2 Retailer and Consumer Acceptance of Case-Ready Chicken

The poultry industry long ago realized that case-ready chicken products had the
potential of transforming a commodity product line into a valued-added product line that
would result in increased profit margins. Case-ready chicken programs utilized new and
improved production techniques, processing and packaging technologies, and innovative
retail marketing strategies in ways that transformed how retailers ordered, stocked and
merchandised poultry. Consequently, case-ready poultry dramatically altered how
consumers purchased and prepared chicken in their homes. The new marketing strategy
involved segmentation of the market for whole fresh chickens, thus providing consumers
with product choices that better reflected their preferences and needs. Moreover, case-
ready chickens were simpler to prepare in the home. Early case-ready chicken product
innovations included separating and packaging breast, leg, thigh and wings, satisfying
customers increasing expectations for safer and more convenient poultry products.

Prior to the introduction of case-ready methods, the market for poultry products
was strictly a commodity whereby whole broilers were displayed in meat counters on

trays of ice. While this format was efficient for processors and retailers, it largely



ignored the latent consumer preferences for poultry in more convenience forms that held
the potential for enhanced economic rewards associated with a marketplace
differentiation strategy.

Case-feady chicken products added tremendous value to commodity poultry
products and contributed to its surge in popularity over the past 50 years. Consumers
benefited in two important ways. First and foremost, they no longer had to cut up the
whole bird prior to cooking and decide how to use less desirable parts. Secondly,
consumers could also choose the types of poultry meat they most preferred, and these
packages could either be prepared or placed in the freezer for later use, with no apparent
decline in quality.

Grocery retailers also benefited from case-ready chicken products. Prices they
received for these value added products increased. Also, food safety was enhanced as a
result of eliminating cross-contamination of poultry with other fresh meats. For example,
retailers no longer stored fresh poultry in exposed wire cages in walk-in coolers.’

Long term success of the transformation of case-ready chicken was a result of the
industry’s acknowledgement of the role producers and input suppliers have on the
ultimate success of these new products. As retail demand for the new case-ready poultry
products grew, processors began to standardize poultry breeds, feeds, and health products
to keep pace with demand. Soon, poultry producers and processors began raising broilers
under strict supply chain managemeﬁt arrangements, with each actor concentrating on
improving operations in its respective field of expertise. Processors expanded control

along the vertical supply chain by implementing exclusive contracts, formula pricing and

? This storage practice was closely associated with cross contamination of other meat products that were
also stored in the coolers.



other captive supply production arrangements to improve product quality and
consistency. Further control of the vertical supply chain also allowed producers to lower
production costs, increase supplies, provide a uniform product, shorten cycle times, and
lessen the many uncertainties that can plague the production of commodity products
(Hayes et al, 1999; Sharland et al, 2003).

Another important change in the poultry industry associated with case-ready
chicken was that broilers became more uniform in size, allowing processors to introduce
mechanized slaughtering, cleaning, cutting, and portioning. Mechanizing these stages
contributed to processors’ profits by increasing capacity utilization, which also improved
the consistency of the finished products. The most significant result was lowered labor
costs.

In the early 1960’s, over 80 percent of broiler production was dedicated to whole
fryers. By 2007, whole fryers accounted for 18 percent of production. In addition to fresh
case-ready chicken products, new value-added products such as breaded strips, chicken.
patties, and nuggets have been introduced as the industry moved even further from its

commodity orientation (Martinez and Stewart, 2003).

1.3 Limited Success of Case-Ready Beef

In comparison to the experience of chicken, the adoption of case-ready beef has
seen limited success. In 2007, approximately 25 percent of all retail meats were sold as
case-ready and only one major retail chain, Walmart, had committed to marketing 100
percent case-ready meats for all of its fresh meat offerings (Major, 2007). Many industry

experts had expected that case-ready beef, with its inherent advantages for processors,



retailers and consumers, would have followed the same successful path case-ready
chicken pursued over fifty years ago (Barkema et al, 2001).

The limited success of case-ready beef products is surprising given the existence
of several favorable external demand factors such as consumers’ tastes and preferences
for good tasting and consistent fresh meat products, food safety issues,
governmental/legal/environmental issues surrounding the production and processing of
beef cattle, and new processing/packaging technologies favoring adoption of new
processing and packaging methods. Paradoxically, these demand factors are similar to
the ones the poultry industry faced when they considered the adoption of case-ready
programs.

Moreover, consumers have a heightened concern and awareness about the safety
of beef products due to highly publicized outbreaks of E. coli 0157:H7 in 1993 caused by
tainted hamburger meat and other publicized food safety catastrophes (Barkema et al,
2001). In addition, the supply of qualified meat department personnel is dwindling and
the wages paid for qualified meat journeymen are on the rise, driving cost of maintaining
meat cutters employed in the retail setting to prohibitive levels (Keith, 2004; Salvage,
2003 and Brody, 2002).

In contrast with many other retail grocers that have introduced case-ready meats
with limited success, Walmart has adopted a case-ready meat program for all poultry,
lamb, beef and pork products for all of its retail store formats (Sam’s Club, a wholesale
store format, excepted). Several large retailers have succeeded with a partial adoption of
case ready products, typically limited to ground beef and whole muscle pork items (Excel

Meats, 2003).



1.4  Importance of New Packaging and Processing Techniques

Fresh beef and pork processors have recently gained the ability to successfully
produce case-ready products by means of technological developments in packaging and
processing, including new processing technologies that automate processing in new
Hazard Analysis Critical Control Points (HACCP) certified “clean rooms”. New
packaging technologies include ways of encapsulating the fresh meat products with a
modified atmosphere ensuring significantly extended shelf life. For many years, fresh
beef has been centrally processed and packaged using conventional plastic films and trays
providing a shelf life of no more than two or three days which is insufficient for fresh
beef products to move through the supply chain and be sufficiently fresh for consumer to
merchandise to consumers. Case-ready beef products now can be centrally processed
within HACCP certified clean rooms, packaged and shipped throughout the United States
with anticipated shelf lives of 16-21 days’, providing sufficient time to flow through the
supply chain and into consumer’s homes before the expiration date (Bardic, 2003; Dolan,
2001; Bjerklie, 2001; Brody, 2002; Demetrakakes, 2001; Porter, 2002; Galosich, 1999;

Keith, 2002; Barry, 2002; Galosich, 2000; Young, 2001; Tosh, 1999; Bennett, 1995).

1.5  Food Safety Concerns
Despite the enormous negatives of food borne illness to beef processors and
retailers, the industry has not adopted case-ready programs which are generally

acknowledged as the safer method of meat distribution. It is clear that each incident of

? Case-ready products packaged using “Low-Oxygen” technologies can provide these extended shelf life
periods.



food borne illness associated with fresh meat not only harms the reputation and
profitability of the companies directly involved, but also of the entire meat industry.

Even with the beneficial attributes of case-ready meats with respect to lessening
the incidents of unsafe meats, given the realities of the meat industry, food safety is and
always will be a major concern for processors, livestock producers and grocery retailers.
The consequences for “getting it wrong” are enormous. The Center for Disease Control
and Prevention estimates that one in three Americans in (Buzby, 2001) became ill or had
serious health conditions related to a food bome illness. Many others are hospitalized
and several die each year (Mead et al, 1999).

On the demand side, consumers have heightened concerns about the safety of beef
products due to highly publicized outbreaks of E. coli 0157:H7. In September 2007,
Topps Meat Company of New Jersey and the USDA recalled 21.7 million pounds of
ground beef containing E. coli 0157:H7. The tainted ground beef caused one fatality and
35 people to contract severe food poisoning. The total ground beef recalled due to E. coli
0157:H7 in 2007 was over 30 million pounds. This outbreak and other publicity of food
borne illnesses associated with beef and product recalls has likely accentuated
consumers’ lack of trust in the safety of supply of beef.

In 2004, the USDA’s Economic Research Service (ERS) estimated that five
specific bacterial pathogens caused severe human illnesses that cost the U.S. economy
$6.9 billion per year. As seen in Table 1, the five food borne pathogens cited by the ERS
are Campylobacter (Guillain-Barré syndrome), Salmonella, and Escherichia coli 0157:H7

(hemolytic uremic syndrome), Escherichia coli non-0157:H7 STEC, and Listeria



Monocytogenes (congenital and newborn infections resulting in chronic disability or
impairment) (Ollinger et al, 2004).

Table 1: Costs Related to Selected Food Borne Pathogens, 2004

Pathogen Cases Number of Deaths Costs
Hospitalizations ($ Billions)

Campylobacter 1,963,141 10,539 99 $1.2
Salmonella 1,341,873 15,608 553 24
E.coli 0157:H7 62,458 1,843 52 0.7
E.coli non-0157 31,229 921 26 03
Listeria 2,493 2,298 499 23
Total 3,401,194 31,209 1,229 $6.9

Source: Ollinger et al, 2004

Beef cattle producers and processors are particularly concerned with E.coli 0157
because it can be introduced anywhere along the supply chain, its unparalleled ability to
survive most environments, and its toxicity as a pathogen. E.coli 0157 is of particularly
insidious because it is commonly found in the rumen stomachs and intestines of beef and
dairy cattle.

Cross-contamination of fresh meat can occur along any stage of the supply chain
if proper hygiene procedures are not adhered to. In the past, researchers believed that
freezing fresh beef would kill many types of bacteria. However, only cooking at high
temperatures has demonstrated to be effective in killing the E.coli 0157 pathogen. At any
rate, both techniques negatively affect the taste that consumers desire, making proper
food handling throughout the supply chain all the more important (Pennington, 2000).
Meat processors have taken these facts about food safety and incorporated them into their
business model, specifically by processing fresh case-ready beef products in HAACP

certified clean rooms.
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1.6  Shifts in the Structure of the Retail Grocery Store Industry

Food marketing in the retail grocery store venue has seen dramatic changes over
the past twenty years, the most significant of which was the successful entry of general
merchandisers such as Walmart, K-Mart and Target Stores into traditional food retailing.*
Current market leader Walmart quickly reached the position of number one grocery
retailer in the U.S. just a few years after entering the grocery business in 1989. This
ascent was greatly aided by adapting their already highly efficient purchasing and supply
chain structures and practices to accommodate the unique challenges of perishable
grocery items like case-ready beef products. Key to Walmart’s success is their efficient
nationwide system of 99 distribution centers, 34 of these which are dedicated to the
distribution of grocery products. Grocery store industry analysts agree Walmart could
not sell as much product as they do without a very sophisticated distribution network.

The commitment of Walmart to sell 100 percent of all fresh meat products case-
ready demonstrates that moving to case-ready products is likely to be profitable, but only
for those retailers with a robust supply chain. A robust supply chain in a retail setting
was must accommodate not only dry goods but they must be able to accept highly
perishable fresh and frozen products as well. This is particular true of accepting the
temperature sensitive case-ready products at ever stop along the supply chain. The good
news from Walmart’s perspective is the firm believes that switching to case-ready will
allow it to better serve its custorfxer base by providing a safe and fresh product that fit

seamlessly within their existing supply chain competency.

* It should be noted that shifts in the structure were also led by significant changes in consumer’s
preference for food, which is not covered in this research project.
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The impact of Walmart’s commitment to case ready products is significant in an
industry where the concentration ratio of the top four (CR4) food retailers is 34 percent
and 72 percent in the largest 100 U.S. cities. (King et al, 2001, Barkema, 2001) In
2006/2007 Wal-Mart operated 2,176 supercenters and 574 Sam’s Club stores with over
$232 billion in total sales, versus $455 billion for the industry as a whole in 2006.
Kroger, the next largest retailer grossed over $66 billion in sales from 4,276 retail stores.
Many other large grocery chain stores believe that fresh case-ready meat processors may
sell to them and others, but they will cater to Walmart and not other retailers. The fear of
other retailers centers around the sheer size and industry dominance Walmart exerts on

the industry.

1.7  Disadvantages of Case-Ready Products

The total costs savings from adopting to case-ready beef products are not readily
recognized by retailers employing the industry standard cost of goods sold methodology.
Despite significantly lower costs of production for case-ready beef products, the switch to
a case-ready format can be difficult to justify. The literature and industry experts cite
difficulty in assigning costs savings to meat products produced under HACCP guidelines,
products that have extended shelf life, and that result in fewer employee injuries (Miller,
2001 and 2002). Many large supermarket chains cannot switch to case-ready because of
labor agreements with their employees that protect specific job classes, meat cutters in
particular (Petrak, 2007 and Wagar, 2005). Wal-Mart, which does not have unionized
employees, was not constrained by labor agreement issues.

Another hurdle to overcome is consumers’ perception, with some justification,

that fresh meat processed on-site has higher quality than case-ready. The two largest club
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stores, Sam’s Club and Costco, both sell fresh choice graded meat that is processed and
packaged on-site. Currently, most case-ready beef products are of lower quality usually
are select grade. Select grades of beef cannot compete against the higher quality choice
grade for tenderness, marbling, and flavor. At the 2007 American Meat Institute (AMI)
Meat Conference, the quality of fresh meat products was cited as a major reason
underlying consumers’ choice of shopping venues (Petrak, 2007 and Major, 2007). For
this reason, retailers may hesitate to take a chance with a product where any gains may be
offset by a loss of business, particularly to larger competitors. Walmart has chosen to
keep their meat cases full 24/7 with HAACP certified case-ready meat products in lieu of
processing a higher grade meat at each store within the entire chain.

The benefits of the longer shelf life of case-ready can be offset by the cost of
potential diminished consumer perception of the quality of the meat. The “modified
atmosphere” packaging that creates a long shelf life does not resemble the packaging of
meat traditionally produced in the store. Case-ready packaging has a different color tray,
a tray that is taller to create the large “headspace” required to accommodate the modified
atmosphere gases, and uses a different looking film or overwrap. Together, these new
components are different enough that customers realize that the meat is not produced on-
site, causing concerns about freshness and quality (Enis, 2007 and Major, 2007).

The principal reason case-ready beef programs has not experienced higher
adoption rates is that the per-unit costs of case-ready are higher for both retailers and
consumers (Major, 2006). Processors charge retailers more per unit for case-ready
products because the limited market for case-ready meats requires them to maintain their

traditional processing lines, preventing processors from benefiting from economies of
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scale. Retailers face a related problem in that not all types of whole muscle products are
available in the case-ready format, forcing them to choose between losing business due to
product lines that do not match their customers or maintaining their on-site processing

capacity, but at a lower utilization rate and higher unit cost.

1.8  Research Issues
The objective of this dissertation is to determine what critical factors may affect
fresh meat processors and retailers’ decision whether or not to integrate case-ready beef
products into their product lines. In order to meet this objective, it is important to better
understand the operational issues that help or hinder the successful introduction of case-
ready beef products into retail grocery stores. Decision makers in the fresh beef industry
have for years contemplated and attempted various strategies for increasing adoption of
case-ready technology. This research project seeks to assist the industry in those
endeavors.
Sub-Objectives of the Project
e Of interest to this research project are the reasons why case-ready red meat
products have not been accepted as readily by retail supermarket firms and
consumers as case-ready broilers have been. Case-ready poultry programs
have grown steadily over the past thirty years in food stores, growth which has
encouraged many product innovations and provided a broad line of related
convenience products. These case-ready programs have resulted in numerous
beneficial outcomes, including improved food safety, efficient stocking, and

highly functional packaging.
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¢ In contrast, the beef industry is eager to accelerate the change to what many in
the industry think someday will be the acceptance of case-ready beef. It is
important to gain better understanding how to achieve the same kind of
beneficial results for the beef industry that have accrued to the progressive
poultry industry.

e The question this research addresses is why, despite the many apparent
advantages of case ready beef products to retailers and consumers, as well as
the success of Walmart, consumers and retailers have been slow to adopt these
products. Fresh meat sales represent an important share of total store sales,
yet relatively little research has been conducted on relevant meat industry
operations. Because the trade and academic literature does not provide
comprehensive answers to this central question, there is an apparent need for
this research project. It is expected that retailers, processors and packaging

companies will benefit the most from this research project.

1.9  Layout of Subsequent Chapters

The dissertation is divided into five chapters. Chapter 2 provides the industry
setting of case-ready beef and its new packaging technologies and contains a literature
review related to the project. Chapter 3 details the survey design, and the survey
instrument used to address the research objectives. Chapter 4 provides data analysis
results. Chapter 5 provides a summary of the research findings, conclusions and

implications for further research.
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CHAPTER 2 - LITERATURE REVIEW

2.1  Outsourcing Introduction

Successfully managed firms continually seek ways to lower their operating costs
while maintaining or improving the integrity and quality of their products. As part of this
process, firms often must decide whether or not to outsource production of
components/services or even the entire product or service. While a desire to lower costs
is the primary reason firms engage in outsourcing, potential other goals include;
improving access to state-of-the-art technology, reducing product-to-market cycle times,
removing low priority work in order to concentrate on core competencies, capturing the
benefits of economies of scale and seeking performance and/or quality improvement
(Kakabadse, 2006; Gay and Essinger, 2000 and Quinn, 1999).

Decisions to outsource confront all industries. Neither Apple nor Dell computer
companies, for example, manufacture the components in their computers. These firms
instead rely on a sophisticated international network of firms to produce and assemble the
requisite electronic components—allowing them to concentrate their expertise in
marketing and supply chain management of the finished products. Even the Ford Motor
Company, whose River Rouge industrial complex was the world’s first completely
vertically integrated automotive plant, now outsources production of a majority of the
automotive components in its cars and trucks. Ford and General Motors both ahticipate
the 25 percent per year expansion of their outsourcing agreements with China to continue
until 2010 (Faircloth, 2007).

The strategic management literature has traditionally supported the precept that

only a firm’s “non-core” products or services should be considered for outsourcing, while
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“core” items should always remain within the firm (Prahalad and Hamel, 1990; Porter,
1985; Quinn and Hilmer 1994)

Outsourcing decisions can be viewed from either a purely cost perspective or one
that also considers other important strategic factors in major part due to greater
globalization of industry. Economic integration has progressed, leading to a more
complex version of outsourcing. Yet the overall goal of keeping firms competitive
remains. New models of outsourcing are based upon several key points such as the
availability of high speed data networks in many more countries (including many of the
poorest countries), expansion of economies around the globe driven by even more hyper-
competitive and open markets in the United States, and a world where international
relationships are more defined by trading relationships than military actions. It is
appropriate to reference Thomas Friedman, who has described this phenomenon in his
book “The World is Flat.” And it is in this context outsourcing is helping to drive this

world-wide phenomena.

2.2 Early Outsourcing Decisions

The 1960’s saw the first significant outsourcing of business support functions that
had traditionally been performed in house. These included purchasing or “timesharing”
computer time’, payroll, inventory control, and accounts payable/receivable.
Outsourcing these support functions was viewed as a cost-cutting measure because
management was able to reduce the number of employees on the payroll (Fill and Visser,

2000). In the early 1960’s Frito Lay and Blue Cross Blue Shield outsourced all of their

* In the 1960’s several computer firms SIA, Baric, and Computel owned large and expensive mainframe
computers. These firms outsourced computer time (Gay and Essinger, 2000).
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data processing or Information Services (IS) to Electronic Data Systems (EDS). These
early outsourcing contracts were very cost effective for the firms and those providing the
outsourced service (Lacity and Hirschheim, 1993).

During the 1970’s, large manufacturing firms struggling with dismal rates of
return responded to Wall Street’s lower stock valuations by outsourcing a large
proportion of non-core products/services (Bettis et al., 1992; Mclvor, 1997 and Probert,
1996). These same firms also began outsourcing facilities management tasks such as
building maintenance, foodservice, engineering, and security. Outsourcing was seen as a
viable strategic response to lower stock prices and helped firms reduce costs in non-core
departments, thus allowing them to become more competitive and profitable (Hirschheim
and Lacity, 2000).

The global recession of the early 1980s provided fertile ground for the strategic
decision to outsource. Outsourcing became an immediate response to the need for
corporate restructuring during these lean years, and allowed firms to produce the same
goods and services and maintain their core businesses while lowering costs. Internal
support services such as Information Technology (IT), payroll, billing, custodial, and
foodservices became especially popular outsourcing targets.

In 1988, Eastman Kodak outsourced the majority of its IT operations, ushering in
a new outsourcing wave for this all important support function that required unusual
amounts of hm and physical capital not directly related to production (Earl, 1996,
Lacity and Hirschheim, 1993, Linder, et al., 2002, Lonsdale, 2001). Kodak’s outsourcing
decision allowed it to concentrate its managerial expertise, internal activities, and

resources toward core activities and helped it avoid maintaining specialized skills in-
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house not core to its business. This function was a logical choice to be outsourced since
many of the IT costs were predicted to increase rapidly and would have required
significant amounts of new capital to remain technologically current (Linder, et al.,
2002). Kodak’s successful move to outsourcing caused quite a stir among companies that
were spending considerable resources on keeping the IT function in-house. Soon other
major corporations were following this new trend. Chase Manhattan Bank, British
Petroleum, General Dynamics, JP Morgan, McDonnell Douglas, Xerox and Continental
Airlines were among those outsourcing to third party IT providers (Hirschheim and
Lacity, 2000; DiRomualdo and Gurbaxani, 1998).

As the trend to outsource IT grew, IT quickly became viewed as a commodity,
and demand surged for independent third party vendors whose core competencies were
maintaining and expanding state-of-the-art technology and human resources for these all
important areas of IT. These specialized IT firms offered economies of scale cost-
reductions and less risk than the pioneers in the 1980°s had faced. Fueling this trend was
the proliferation of third-party logistics (3PL) outsourcing firms and think tanks devoted
to the discipline of outsourcing. These included Electronic Data Systems (EDS),
Outsourcing Institute, Deloitte-Touche, and Accenture (Lacity and Hirschheim, 1993).

Presently, more than 90 percent of U.S. companies outsource at least one activity
or function according to the International Data Corporation (IDC), an international
research organization (Outsourcing Institute, 2003; Gay and Essinger, 2000). Table 2
lists the top organizations engaging in major outsourcing activities according to a 2006

report from the Outsourcing Institute.
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Table 2 Organizations Engaging in Major Outsourcing Endeavors

Allied Signal Ford Motor Company Mobil Corporation
American Airlines GAP, Inc. Morgan Stanley
American Express General Electric Motorola

Amoco Corporation General Motors NIKE

Apple Computers Goldman Sachs Owen Coming
Compaq Computers Johnson Controls Procter & Gamble
Delta Airlines Kellogg Company Quaker Oats Company
U.S. Dept of Defense Merrill Lynch Sharp Electronics
Dow Chemical MetLife Sprint

DuPont Microsoft Boeing

Source: Outsourcing Institutes’ 2006 Outsourcing Audit

Companies currently outsourcing business functions indicate that reducing and
controlling costs are important (54 percent) as is improving the focus of the company (55
percent). The ability to free resources for other activities (38 percent), gain access to
world-class capabilities (36 percent), and to gain resources not available to the firm

internally (25 percent) were also identified as important (Outsourcing Institute, 2006).

2.3  Prncipal Outsourcing Approaches

Several disciplines have contributed to the theory of outsourcing including
accounting, economics and strategic management. From the retailer’s perspective,
adopting a case-ready meat strategy is outsourcing the production of at least a portion of
their fresh meat. The most important tangible costs a retailer must consider when
deciding whether or not to outsource are related to cost minimization. The literature
refers to this as the “accounting approach™ (Culliton, 1942; Gross, 1966; Cooper, 1990;
Gambino, 1980 and Ellis, 1992).

The other consideration many retailers consider is categorized as being strategic
in nature, and the pertinent literature cites this stream of literature as belonging to the
transaction costs approach (Coase, 1937; Williamson, 1975 / 1985; van Hoek, 2000;

Lonsdale, 2001; Poppo and Zenger, 1998; Logan, 2000; Park, 2000; Klass, 1999; Slater,
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2000; Elliram and Carr, 1994; Maltz, 1992; Sislian and Satir, 2000; Maltz and Ellram,
1997; Prahalad and Hamel, 1990; Welch and Nayak, 1992; Venkatesan, 1992; Mclvor et
al, 1997; Probert, 1997; Schoemaker, 1992; and Alexander, 1996).

The earliest published research on how manufacturing firms should consider
whether to outsource non-core products was conducted by Culliton (1942). Culliton’s
work was based strictly upon the firm concentrating on minimizing costs. He suggests
firms should consider using a complete cost-analysis the alternatives and chose the
cheaper altemative. While Culliton believes the decision criteria for choosing
products/processes to outsource should be solely based upon the goal of lowering costs,
his research suggests that firms making outsourcing decisions ought to balance its
decision by considering the relevant strategic consequences as well.

The standard cost approach to outsourcing is driven by the critical assumption that
firms engaging in minimizing costs are actually increasing profits based upon static
revenue sales for the firm (Maltz and Ellram, 1997). This cost approach requires only
accounting information for analyzing potential products that may be outsourced
(Jennings, 2002). According to Gardiner and Blackstone (1991) the accounting
information is fairly standard and will take into consideration fixed costs, such as general
and administrative overhead and research and development, and variable costs, such as
materials, direct labor, and variable overhead costs.

While' the cost approach to outsourcing sounds straightforward, accurately
documenting and allocating these costs can be a daunting task and many firms have
inadequate costing systems that have not kept up with technology and firm expansion

(Yoon and Naadimuthu, 1994; Ford et al., 1993; Mclvor, 1997; Tayles and Drury, 2001;
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Giffi, 1993). Gambino (1980) and Williamson (1975 and 1981) both stipulate that cost
factors are the most important factors of determining whether to outsource. Williamson
states his point very succinctly; “economizing is more fundamental to the firm than
strategy.” In contrast, Culliton (1942) warns potential outsourcing firms that growing via
the cost approach only will hinder firms’ ability to grow strategically.

According to Dr. Richard Levin, University of North Carolina professor who
spent three years analyzing the accounting costs associated with retailers adopting case-
ready meat products. Levin was convinced retail grocers were not fully accounting for
all of the costs associated with processing meats in-stores. Levin thought retailers did not
have a full accounting of several costs when considering case-ready meats. They include:
shrink, cost of processing waste, out-of-date product and sales lost due to out of stock
items. This lack of accurate accounting information indicates that many retailers may be

underestimating the benefits of adopting a case-ready format (Hodgins, 2005).

24  Transaction Costs Approach to Outsourcing

The cost and strategic streams of outsourcing research both credit Ronald Coase
(1937) for first discussing the phenomena of outsourcing and applying the tenets of
economics toward the topic. Coase concluded outsourcing raised three important and
questions: 1) Can firms minimize production costs through organization techniques? 2)
Why is all production not carried out by one large firm? And 3) are there other costs to
using price mechanisms? His seminal work, The Nature of the Firm (1937) provided
valuable insights into the above questions.

Coase began his analysis in The Firm by considering the circumstances under

which firms grow. He pondered the research question of: How firms should grow and
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whether firms should hire new personnel or contract the labor out for a particular task?
This is the classic outsourcing question. Coase believed that as firms become larger there
exist decreasing returns to the entrepreneur function. Also, they increase their revenues,
increased overhead in the cost of production will in tumn decrease returns. Coase viewed
these two costs as countervailing to the firm (Welch et al, 1992; Mclvor et al, 1997).

From Coase’s perspective, the willingness to outsource may be a function of the
firm’s size. As related to retail grocers, the question is: Should the retailer continue to
employ meat cutters in-house or outsource their function to case-ready meat processors?
According to Coase, as transactions increase with firm expansion, the entrepreneur often
fails to use the factors of production to their optimal use. In addition, the price of one or
more factors of production may rise because smaller, specialized firms often have
competitive advantages over the larger firm for certain factors. Expansion costs will
increase until they become equal with outsourcing the same transaction in the
marketplace or creating another firm to accomplish production via vertical integration of
firms. He maintained that the size of the firm is directly correlated with finding an
optimal balance with all costs, and firms mitigating those costs will tend to increase in
size. As these costs increase, the proclivity for firms to outsource will increase as well.
In theory then, retail grocers’ growth depends in part upon their success in outsourcing
products and processes to more efficient and specialized firms for those factors.

Coase classified transaction costs into three main areas: costs associated with
information, costs of negotiating, and costs of enforcement. According to Coase, new
firms will form when existing firms try to avoid these costs internally or to economize on

transaction costs (Logan, 2000). In Coase’s language, transaction costs can be defined
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further as those costs related to firms carrying out exchange that do not go through a price
mechanism, yet they are costs that are incurred in the transaction (Hobbs, 1996). These
often include food safety, inventory control and employee management. In a retail
grocery setting, in-store meat processing success depends substantially upon the skill of
the meat cutters and their ability to match inventories with customer demand. Food
safety plays an important role as well. Case-ready processors are usually able to employ
more sophisticated and stringent food safety processing protocols than a retail grocer.
Outsourcing allows retail grocers to minimize their transaction costs by contracting with
one specialized firm that will be in a better position to evaluate and mitigate these
“hidden” costs.

Oliver Williamson in his seminal work Markets and Hierarchies (1975), states
that the theory of transaction-cost economics (TCE) is the conceptual basis for
outsourcing. In 1975 Williamson revived Coase’s earlier work on transaction costs and
attempted to determine the optimal business form a firm would take in the marketplace
based on the type of transaction costs they faced, with a key assumption that firms are
constantly engaged in mitigating transaction costs. Williamson believed the inherent
properties of a transaction should determine the most efficient governance structure the
firm should take to mitigate transaction costs. His governance structures lie along a
continuum with market-based solutions at one end and hierarchical or strategic alliances
at the other end (Williamson, 1975/1985; Mclvor, 2000 and Hobbg, 1996).

Outsourcing transactions, according to Williamson (1975, 1985), have four key
factors or assumptions that underpin TCE theory. They include opportunism, bounded

rationality, asset specificity, and informational asymmetries. A central point of TCE
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theory relates to the properties of transaction costs. The types and amounts of transaction
costs will determine where on the continuum a firm will have its governance structure.
Centrally processed case-ready meat processing requires highly specialized facilities and
assets, skilled and carefully trained employees that are monitored for compliance with
HAACP certification. This suggests that often outsourcing is a more efficient model for
retailers to employ.

Another way Williamson (1975, 1985) complemented Coase’s work was by
positing that firms behave “opportunistically” in outsourcing relationships. Williamson
defines opportunism as self-interest with “guile.” He proposes that where few suppliers
of products or services exist in a given market, the potential for opportunistic behavior
will also co-exist. Globerman and Vining (2004) describe opportunistic outsourcing
behavior occurs when one party changes the agreed terms of a transaction to its favor.
This does not imply that all parties will act opportunistically, but the threat is present in
the marketplace. The risk of opportunistic behavior on the part of suppliers is greatest
when there are few firms for a buyer to choose from. Opportunistic behavior on the part
of suppliers is when they demand higher prices than agreed upon because of the reality of
few suppliers for the buyer to rely on (Hobbs, 1996).

With the complexity and prevalence of opportunistic behavior, costly contracting
is resorted to in order to lessen exploitation form both parties. An example in the retail
grocery industry occurs when there are a few suppliers of case-ready meat products for
retailers to choose from. This increases the likelihood that a supplier or all suppliers will
exploit the lack of competition and behave opportunistically. This requires carefully

monitored contracts or the formation of strategic alliances.
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Bounded rationality according to Williamson (1975, 1985) identifies the cognitive
ability of humans to have and maintain rational boundaries. Williamson assumes humans
will act rationally up to those boundaries or to the limits of their ability. McIvor (2000)
agrees with the physical limitations aspects of bounded rationally as “the rationality of
human behavior is limited by the ability of the actor to process information.” Bounded
rationality assumes that people intend to make rational decisions, but their capacity to
accurately evaluate all of the possible decisions is physically limited or constricted by the
enormous size of the choice set. It can also be interpreted as imposing limits on the
decision maker’s cognitive ability, which ultimately limits their rationality (Rindfleisch,
1997). Retail store managers, whose duties include monitoring many different classes of
employee, may not have the time of skill set to adequately monitor activities in their meat
department. This can provide a reason for outsourcing as a superior altemative.

Williamson’s definition of asset specificity relates to the significant investments
in assets for a particular business or exchange, and those assets have a limited ability to
be converted into other uses for creating cash flow and are non-trivial in size and scope.
The limiting ability to be converted into other uses presupposes these types of assets
cannot be redeployable to any other activities (Bienstock and Mentzer, 1999). Therefore,
asset specific investments possess a negligible residual value as well. An example is the
specialized facilities required by mandatory HACCP food safety protocols may exceed
the capacity of regional or smaller retailer grocery stores.

The relevance of asset specificity in outsourcing case-ready meat products is
significant and important. Retail grocers may be interested in outsourcing fresh meat

production to an independent processor of case-ready meat products, but this activity
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requires high asset-specific capital equipment expenditures to package the case-ready
products and would have severally limiting redeployable uses. It may prove difficult to
replace a supplier that has invested heavily in assets to fulfill the outsourcing of case-
ready meat production, because few processors may be willing to incur the requisite costs
for limited and speculative uses. Interviews with a very large meat processor confirmed
these assertions.

The mere existence of factors of production that possess high levels of asset
specificity could mean there is a higher risk of opportunistic behavior from a supplier
using those specific assists. Mitigating asset specificity effectively will require both
parties to develop a trusting relationship and/or a formal alliance. Williamson (1985)
argues for this course of action so parties to the contracts become locked into the
relationship and the subsequent details for planning and cash flow purposes.

Bounded rationality in concert with asset specificity creates an atmosphere that
hampers optimal decision making. This uncertainty is a fundamental supposition in TCE
theory. Williamson (1975, 1985) believed the source of uncertainty is found in the
bounded rationality of contracting in the market. He points out that the uncertainty in
bounded rationality makes it impossible to deal successfully with the market complexities
via contingent claims contracts. Market complexities are not only complicated to
envision, they are impossible to adjudicate ex ante. A frequent premise in Williamson’s
(1985) research is that transactions subjected to the ex post opportunism will benefit if
and only if safeguards can be created ex ante. Examples of these types of safeguards are

performance incentives and superior governance structure (Slater and Spencer, 2000).
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Slater and Spencer argue (2000) argue that Williamson’s (1985) recognition of
uncertainty is conditional upon the complexity and number of possibilities in the
marketplace and the finite limits of cognitive ability humans possess to deal with every
potential marketplace scenario. They believe that firms can further exacerbate
transaction costs by operating in the presence of bounded rationality and uncertainty.

Mclvor (2000) states the main sources of uncertainty in transactions are centered
on the high levels of ambiguity found in the performance metrics. The presence of this
type of uncertainty implies the necessity of integrating safeguards or performance metrics
for all parties to adhere to. Transaction-cost uncertainty tries to protect against
opportunistic use of asymmetrical knowledge and information. These types of
uncertainties are of particular interest when knowledge and information can be used to
the detriment or loss of one party (Vermnimmen et al, 2000). It is not surprising that firms
will often choose to internalize these types of uncertainties for mitigation purposes
(Burke, 1998).

The amount of uncertainty that a firm faces has the potential to affect the
transaction costs associated with the different governance structures. This uncertainty is
directly dependent on the specific business environment associated with the firm. Klass
et al (1999) found that firms reporting to be manufacturers operated in relatively stable
business environments and faced very little uncertainty. Manufacturers have and exercise
more control, thus controlling more factors of uncertainty. In contrast, firms in the
information systems industry reported they faced highly uncertain and unstable

environments due to the ongoing changes in technology requirements.
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TCE theory states that firms facing high levels of uncertainty are more likely to
make frequent labor adjustments and contracts that are not comprehensive in order to
remain flexible when markets change. Firms facing staffing and labor decreases caused
by outsourcing tend to forgo training and hiring investments to keep costs at a minimum.
Firms outsourcing due to high levels of uncertainty will continue to incur costs associated
with terminating management and employees. Firms that are suppliers of products and
services (outsourcing firms) can more quickly adapt to changing labor needs versus firms
that make products in-house (Klass et al, 1999).

Infrequency as a transaction cost, according to Mclvor (2000) is one that is
seldom undertaken, produced or incurred. The difficulties associated with infrequency
are bound to the number of transactions. With relatively low asset specificity and with
uncertainty combined with transactions that are fairly frequent, these types of combined
transactions will be governed by market structures.

According to the TCE literature, retail grocery stores will outsource when the
total costs of production and all transaction costs are lower than producing fresh beef and
pork products in-house. These same results were seen in Walker and Weber’s (1984)
seminal work using structural equation modeling (SEM) of predictors of make-or-buy
decisions.

TCE relaxes the requirement of perfect or full information assumptions found in
neoclassical economic theory and posits that many business transactions a're defined by
their incomplete and uncertain information asymmetries. Opportunism by suppliers also
includes asymmetrical information that will distort vital information from reaching

parties wishing to deal with suppliers. Asymmetrical information is present when
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although some information exists for both buyers and suppliers; additional information
exists that is available only to suppliers. The asymmetry comes to fruition when the one-
sided information is available only to certain parties, and they exploit that condition or
situation.

Opportunistic use of asymmetrical information occurs in two ways. First is ex
ante, where information is hidden or not disclosed prior to a transaction. Examples of ex
ante occur when suppliers know of problems, but buyers cannot distinguish the problem,
and thus they adversely select the problem product or one-sided conditions. Contract law
and stipulations are used to mitigate this type of behavior. Ex post informational
asymmetries take place after the transaction has been completed and because of hidden
actions or characteristics of the product. An example of ex post asymmetrical
information occurs when suppliers knowingly conceal information concerning product
defects, any product recalls or discounts.

Mclvor (2000) aptly summarizes TCE as the fundamental theoretical foundation
for purchasing/buying departments to use to systematically analyze the relevant factors,
other than cost, to determine the boundaries of the firm and the efficient form the firm
will take.

In the past TCE theory has been used as descriptive theory to help predict choices
made by firms about which governance structure should be chosen. TCE posits that
when firms outsource they are depending on market contracting as the chosen govem#nce
structure. When firms depend on making the product internally they are relying on
organizational hierarchy as the preferred governance structure. Either way firms will

attempt to choose the governance structure that will minimize their total transaction costs.
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Reducing transaction costs along the supply chain is fundamental to improving
efficiency, net income, and gaining competitive advantage. Reduced transaction costs
occur when suppliers and buyers form strategic alliances for cooperating and exchanging
important supply chain information.

TCE, with its focus on the boundaries of a firm and governance structures,
provides a plausible and helpful conceptual framework for examining the outsourcing of
fresh meat products to an external processor. Outsourcing fresh meat production
transaction costs include high uncertainty levels, unique asset specificity of producing
fresh meat, technological change, and opportunities to develop economies of scale

production by the processor which can also benefit the grocery retailer.

2.5  Strategic Management Approach to Outsourcing

Another theoretical approach to outsourcing is the strategic management method.
While this approach incorporates components of the cost approach into its methodology,
the strategic implications of outsourcing decisions are also considered (Canez et.al.,
2000; Prahalad, 1990; Porter, 1981; Probert, 1997; Welch, 1992; Venkatesan, 1992; and
Winkleman, 1999). Considering significant changes in any business model requires
operators to understand how those changes may affect the overall firm’s strategy, from
both the short and long term perspectives.

Porter (1981) views strategy or the strategic approach to management as
“management’s need to transform the daily chaos of events and decisions into an orderly
way of sizing up the firm’s position in the environment.” His method of transforming or
improving the firm is accomplished by implementing strategies that exploit a firm’s

strengths that are derived from internal opportunities, while accounting for the external
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factors facing the firm. The strategic management literature stresses that the firm’s
endeavors should create customer value and competitive advantage. Porter (1980 and
1985) directly linked competitive advantage to a firm’s set of core competencies (Barney,
1991). The transaction costs theory in this thesis research project includes the
investments required to keep up with processing fresh beef and pork (asset specificity),
the ability to develop economies of scale in case-ready meat production, and the levels of
uncertainty as they pertain to food safety and liability issues. These are all reasons why
retailers would consider outsourcing the production of fresh meats and the purchase of
case-ready products.

Prahalad and Hamel’s (1990) Harvard Business Review (HBR) article
synthesized a new way of thinking about strategy that centered on the importance of a
firm’s set of core competencies. Prior to this article, most strategy debates revolved
around increasing market share and vertically integrating the firm. Prahalad and Hamel
(1990) define core competencies as combinations of production capabilities, skills and
technologies inherent to a firm’s product line. More precisely, they are a firm’s set of
core competencies which allows them to produce products that are technologically
advanced and superior to the competition. The classic examples of strategic core
competencies cited in their HBR article include Honda’s engine and transmission, Sony’s
miniaturization, Canon’s imaging/optics/micro processing.

Prahalad and Héme]’s (1990) work fully articulated the strategy behind
outsourcing. Their premise is built upon a firm’s ability to compete under tremendous
global competition. A growth strategy under these new circumstances will center on a

firm’s ability to “exploit” their core competencies and outsource all non-core activities
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(Venkatesan, 1992; Mclvor, 1997; Quinn, 1994; and Kakabadse, 2000). It is postulated
that a growth strategy under these new circumstances will in reality fundamentally
change the way the firm does business, and ultimately lead to a competitive advantage in
the marketplace. It should be noted the strategy management scholars view outsourcing
decisions should be made at the senior management level, not from purchasing agents,
because of these types of decisions can fundamentally change a firm’s business model.
Therefore, these decisions are “strategic” in nature not tactical.

The strategy side of outsourcing is based upon the conventional wisdom that all
activities that are core to the firm should be maintained in-house and to outsource the
non-core activities. = The literature consistently mentioned the strategy behind
successfully outsourcing non-core items was designed to allow firms the time and
resources to properly focus upon on the core business activities within the business
model, as a strategy to stay more competitive (Barney, 1990 and 1991; Bettis, 1992;
Quinn and Hilmer, 1994; Porter, 1980, 1981 and 1985, Welch and Nayak, 1992;
Venkatesan, 1992; Mclvor,1997; Mclvor, 2000; Probert, 1997; Lacity, 1995;
Schoemaker, 1992; Alexander, 1996; Heikkild, 2002 and Kakabadse, 2005). Kakabadse

(2005) called the focus on a core strategy a sort of “de-integration” of the firm.

2.6 Core Competencies

According to Prahalad and Hamel (1990), core competencies are a function of a
firm’s intangible assets that deliver unique value to its customers, and cannot be easily
reproduced by the competition. There are three tests for identifying core competencies:
1) the core competence provides potential access to a wide variety of markets; 2) core

competence should add noticeable benefits to the final product; and, 3) core
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competencies should be difficult for a competitor to duplicate. Prahalad and Hamel are
adamant in connecting a firm’s set of core competencies with their long term ability to
continually produce new products, compete profitably over the long term, and achieve a
lasting competitive advantage in the marketplace.

Prahalad and Hamel (1990) further explain that core competencies centered on
adding benefits are usually the byproduct of combining new technology, new inputs and
production skills to improve a firm’s product offerings. They also note that core
competencies are not physical assets, because in time these assets can be readily
replicated by the competition and over time become obsolete (Mclvor, 2000 ahd Fleury,
2003).

Lonsdale and Cox (1997) clarify that core competencies should not be defined
simply as those things the firm does “well.” Hodges (2003) puts it rather succinctly; “if
the process or activity didn’t create competitive advantage or a clear market
differentiation, it is likely not a core competency.”

Alexander and Young (1996) have defined core competencies as the core
activities a firm should not outsource. These are: activities traditionally performed
internally with long standing precedent; activities critical to business performance;
activities creating current or potential competitive advantage, and activities that will drive
the future growth, innovation or rejuvenation of the firm.

Venkatesan (1992) does not refer to the terms core competencies in the decision
criteria for outsourcing. Instead he maintains the decision to outsource products and
services should be in accordance with three simple principles: focus on those components

that are critical to the product and what the firm is good at producing; outsource

34



components where suppliers maintain the competitive advantage, and possess scale and
cost economies, and strong performance incentives; use outsourcing as a means to
generate employee commitment towards improving product and manufacturing
performance. Venkatesan’s viewpoints about outsourcing are a close fit with the
subtleties of the grocery industry and with the outsourcing of fresh meat products.

Schoemaker’s (1992) definition of core competencies is that they must be unique,
important, controllable, durable and able to generate excess profits. Schoemaker was
adamant about the outsourcing decisions must produce short term. profits. Jennings
(1992) points out that ownership of core competencies is second to having or possessing
the benefits associated with your products and the integration must appear to be seamless
to customers, a more long term approach. Traditionally these items have been considered
“core” to a retail grocery store: fresh meat processed in-stores, fresh produce and fresh
bakery items. Fresh produce and bakery items are now largely outsourced or exist as
high margin niche products. Red meat is one of the few remaining grocery items still
processed in stores.

Mclvor (1997) suggests defining what is core to a firm from the perspective of not
only the customers, but the market and industry. This approach is consistent with the
strategic management and the supply chain management literature’s value chain approach
to earning competitive advantage. The value chain approach of core competencies was
discussed in Quinn and Hilmer (1994), where Ford Motor Company discovered tier one
and tier two level suppliers possessed greater product knowledge, technology levels,
specific research/development investments and specific human resources capable of

producing products and services than did Ford. Therefore, Ford learned to partner with

35



suppliers. The supply chain management and logistics literature refer to these value
chain improvements as “best in class”. As the value chain contributes best in class
products/services/components, to the finished product the firm must learn to manage and
become best in class at their other core competencies, not just outsourcing.

Torkkeli and Tuominen (2002) developed a simple cognitive map (Figure 1) of
the importance of core competencies towards adding value to the firm’s end products.
The casual relationship should not focus on every competence resulting in a competitive
advantage and every competitive advantage being related to core competencies. The map
simply means the core competence should lead the firm to perform better in the
marketplace than its competitors (competitive advantage), and the competitive advantage
should lead to superior products as defined by the firm’s customers (added value), with
the net result yielding improved customer satisfaction with the firm’s products/services.

Figure 1 Cognitive Map of Core Competencies

Core Competence —  Competitive Advantage ——» Added Value

Source: Torkkeli, 2002

Torkkeli and Tuominen (2002) have also added to the literature by developing a
multi-step criteria that core competencies should adhere to if a firm is to successfully
incorporate the competencies into a firm’s strategy. Core competencies must remain
essential to corporate survival in both the short and long term, be invisible or seamless to
competitors and be diﬂ'lcult to imitate, along with a combination of skills, resources and

processes. Core competencies are a capability by which the firm can sustain its business
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model over time. They are essential to the implementation of the strategic vision of the

firm.

2.7  The World is Flat Method of Outsourcing

Another approach to outsourcing that is relevant for this thesis is from the
perspective of Thomas Friedman’s critically acclaimed book The World is Flat: A Brief
History of the Twenty-First Century (2005). Friedman made his observations about
outsourcing while traveling in India when he realized the global playing field has been
leveled or “flattened”. As the author visited several high tech research centers, he
concluded the “earth was really flat” because new digital technologies have enabled firms
from around the world to gain access to global markets and a global workforce. It then
occurred to Friedman that this phenomenon is not only taking place in India, but
throughout the whole world. These new breakthroughs have created a great many
opportunities for ﬁrm.§ to collaborate and compete in real time with any firm, “any place”
in the world, on equal footing, competing for the production of goods and services.
Much of the knowledge and production pools from around the world are now connected
through new digital technologies and ready to be used by almost anyone.

According to Friedman the world is now flat, because of ten events that occurred
in the 1990s and culminated in about 2000. The first two “flatteners™ are historical in
. nature, beginning with the monumental collapse of the Berlin wall on November 9, 1989.
When the wall was brought down it represented not only the victory of freedom over
oppression, it also signaled a win for Capitalism over Communism. This event is
remarkable for regions of the world namely USSR, Eastern Europe and China that have

rarely experienced market and personal freedoms.
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Another historical event was the day Marc Andreessen’s Netscape went public on
August 9, 1995. This signaled the exact day the world became truly connected with each
other, and firms from around the world could now become transformed into a global
community. This day also is seen as the beginning of the world wide “dot com” boom
where billions of dollars of investment capital were seeking to invest into this new
economy. The new economy was soon referred to as the internet economy, and large
capital investments were shortly flowing into global communication infrastructure and
networks anticipating high returns. Instead these new investments yielded unusually high
stock prices like Netscape was enjoying. In reality this environment proved to be very
volatile for the new internet economy, because there was a lot of investment capital
seeking too few functioning business models. While many of the early dot com firms
went bankrupt and some merged with other firms, in their wake was left a very
sophisticated and complex communication infrastructure and networks.

A third “flattener” is the efficient use of the newly developed infrastructure and
networks to maximize work flow within firms. Work flowing in this new infrastructure
became “interoperable” with many other systems. An example in Friedman’s book is
where the marketing department is connected with key suppliers, the suppliers are
connected with their manufacturers, and the manufacturers are connected with their input
suppliers. When the work flows are interoperable in an integrated supply chain it has a
seamless interconnected communication system allowing information to flow where it
needs to flow, uninterrupted. He describes the workflow before it became seamless as
the marketing department would run Microsoft software and the inventory department

would run Novell, information did not flow as easily as it could. The seamless travel of
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information or work flow required a new data description language coupled with new
internet language standards. New software developments designed to improve work flow
began to flourish under the strictly enforced language standards.

Open source code was Friedman’s fourth “flattener”. Open source codes were not
developed nor maintained from the protected position of Intellectual Property (IP) rights
but, rather from a community perspective. The open source movement is a collaboration
of software writers that begin their assembly from the bottom up versus a top down
approach. The top down approach is standard when hierarchies are directed to be
incorporated. Open source codes are the underlying programming language or
instructions that allow software applications and different computer systems and devices
to not only communicate with each other but to display web pages, exchange emails all in
a standard form. While all IP software developers guard their source code from any
duplication, open source code developers readily make theirs available online for
anyone’s use, with no charge. This new model challenged software and hardware
developers to be creative and to bring their new products to market cheaper and quicker
than past IP protected business models.

Number five on the list is the outsourcing of various products and services to
global vendors and suppliers. This flattener is arguably Friedman’s least developed, but
combined with other flatteners he makes a compelling case for outsourcing as another
cause for the earth being flat. Friedman postulated that the ability to move certain
processes and services offshore has created a worldwide demand for quality employees

that can produce high quality products and services cheaply. Friedman’s book develops
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several outsourcing examples which are decidedly global in nature and stress the
importance of developing collaborations, versus outsourcing for lowering costs.

Number six is offshoring, which is decidedly different than outsourcing products
and services to firms in other countries. Offshoring is moving the entire production
facilities offshore, anticipating generous savings for labor and inputs. Friedman notes
many firms will relocate offshore to save on production costs and to also build a
marketing presence in the new host country. New offshoring business models that
include (1) the ability to maintain market share in the United States, (2) lower production
costs significantly and (3) enter new foreign markets where competition may be
nonexistent can provide a formidable and often profitable strategy.

Supply chaining is number seven in Friedman’s list of “flatteners”. He says
supply chain management practices have revolutionized a firm’s ability to efficiently
move and monitor product inventory as it flows through a supply chain. Friedman’s view
of supply chain management is related to the practice’s ability to gain efficiencies and
improve production. This view is also consistent with the supply chain management
literature. His book cites Walmart’s use of the latest Radio Frequency Identification
(RFID) technology to track pallets as they move from the manufacturer’s plant to the
Distribution Center (DC) and ultimately into retail stores. Walmart has also utilized the
RFID technologies to improve product demand modeling throughout the entire chain and
to pass that information downstream to the distribution center and then back to the
manufacturer.

Insourcing is Friedman’s number eight “world flattener”. Insourcing is defined

by contrasting the vertically integrated firm with firms that contract with outside firms to
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outsource any number of production and service functions. Typical examples cited are
(1) the supply chain management and logistics management used by large firms that are
performed within the firm as opposed (2) to smaller firms employing a tactic of hiring
outside firms to work inside the firm to gain efficiencies. A key point is that in this case
outside firms work with the firm. Friedman relates insourcing to creating value within
the firm by collaborating horizontally, not vertically. The insourcing relationship is about
yielding control and information through relationships, and developing each other’s
strengths and efficiencies. These relationships do not resemble the standard vendor-
customer relationships of the past, which were adversarial by design.

“Flattener” number nine is termed “In-Forming”, which relates to the
development of various search engines such as Yahoo, Google, Safari, and MSN which
were all created for the public’s use and designed to be destinations for gathering
information. In the early days of Yahoo, users were surprised at the amount of relevant
information that was available just be entering a few search terms and then wait as Yahoo
searched the entire web. Today we expect to find what we are looking for, instantly and
not be awed with our new found results, compared to the early days of searching on
Yahoo when people were in awe when the engine produced the desired results, time after
time. One of the founders of Google, Sergey Brin, gives credit to their early success to
the fact that people have a pent up demand for information, a desire to be “in-formed.”
These search engines flattened the world by allowing everyone to be connected without
regard to geography, and competition amongst firms was not based upon asymmetrical
information monopolies found in the marketplace before search engines provided almost

perfect information.
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The last “flatteners” are the “steroids,” which are any devices that help or enhance
a firm’s ability to communicate and better compete in the global arena of products and
services. Friedman states there are several factors that have allowed the communication
steroids to flourish. They include the almost daily improvements in: computational and
storage capability, along with the new universal wireless technology. All of these
advancements, matched with the changes in hardware technology, have dramatically
improved our ability to communicate professionally and personally. The world becomes
“very flat” very quickly when all of the “flatteners™ start to get “turbocharged” by all of
the steroids.

Friedman hypothesizes a “flat” world creates useful and creative solutions when
there is convergence of the ten or more flatteners as they work together with the goal of
sharing of knowledge and work processes, in real time. This convergence creates a new
playing field, one that is “flat”. When the world goes “flat”, all businesses should ask
how they will adapt, how will the walls come down to operate differently? All firms
working in a flat world will experience the reality of new and different partners
possessing different ideas and new processes, along with new habits for building
horizontal collaborations.

Friedman challenges outsourcing relationships to take on a new context, one that
is organized horizontally. Horizontal collaborations are decidedly different from the
traditional vertical relationship in outsourcing; they possess an almost organic
atmosphere. Hornzontal in Friedman’s vemacular refers to the multiple forms of
collaboration, and power is not wielded by size or IP rights. A necessary ingredient in

two way collaborations is when power is taken out of the equation. When there is a true
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collaboration in a flat world outsourcing relationship, all parties are destined to work
together and share information. This arrangement helps firms become more efficient and
traditional hierarchies naturally will become flatter. These types of collaboration allow
small firms to act big, big players are allowed to act small and everyone has an incentive
to work on their own and contribute to the collaboration.

Outsourcing in a flat world morphs the inner strengths of the collaboration not to
build walls with supply chain partners, but to flatten them and increase one’s ability to
add value. Like all business relationship strains will develop between partners, and it is
suggested firms should first reflect or look inward and then outward for solutions.
History has shown hyper competition can turn value added products into commodities.
The flat world suggests a way of dealing with increased competition should be through
the development of collaborations and alliances. Flat world outsourcing means
collaborating faster, and with your partners in order to grow and gain market share.

Friedman further states that firms should not outsource in a flat world to solely
reduce costs, because cutting costs alone creates relationships built upon one partner
making less money to keep the relationship viable. A one-sided outcome is the opposite
of a win-win relationship. More importantly, simply lowering costs takes the focus away
from the value consumer’s purchase and may hinder any new product innovation.
Product innovation thrives in collaborations and sﬁategic alliances where information is
readily provided to improve product quality and production processes. A collaboration
mindset is a necessary prerequisite for firms to become flat and interested in developing

new markets where customers pull the product through the supply chain versus
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manufacturers/processors pushing the product through the system. Firms should instead

outsource to grow the firm, satisfy their customers and improve their business model.

2.7.1 Implications of Outsourcing Methodology for Case-Ready Meats

Friedman’s outsourcing methodology has several significant implications for
retailers contemplating outsourcing their case-ready meat products. Here are the relevant
sections of Friedman’s outsourcing methodology as they relate to case-ready meats: (1)
The advent of the net and its ability to link processors with retailers was key towards both
firms maximizing the work flow between firms. Before these advancements were
implemented and accepted successful case-ready meat programs were problematic,
because there simply was too much data and information required between firms.
Conventional methods of sharing data were too inefficient. (2) Case-ready meats require
specialty processing/packaging equipment and materials; the internet facilitates the
interaction between supply chain partners and the ability to stay current with new
offerings being introduced around the world. (3) Supply chaining is a vital ingredient for
case-ready meat products to move seamlessly from beef cattle producers to consumer’s
refrigerators. Supply chaining perceives outsourcing as “pulling” product through a
supply chain versus, pushing it through. Pushing product through system begins and
ends with the end user and connects all the relevant partners and stops of the supply chain
together. (4) The final components for Freidman’s outsourcing methodology are the
steroids. Retailers must manage inventory moving through their supply chain and the use
of wireless technologies for ordering and managing inventories are a critical component
for successfully adopting a case-ready meat outsourcing strategy. Without wireless

technologies the speed and accuracy of inventory management breaks down, making an
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outsourcing strategy for case-ready meats nearly impossible. The steroids allow meat
department personnel the necessary time to finally market these new products and make

more connections and relationships with customers.

2.8  Concluding Remarks for Outsourcing

There is sﬁbstantial evidence that the centrally processed and packaged case-ready
beef is a complete product: no more processing or labor needs to be applied, and it is
ready for the consumer. Another important point is true as well; grocery stores cannot
easily and efficiently replicate the necessary HACCP infrastructure for processing and
packaging in each and every retail grocery store.

Processors have developed case-ready beef products that are safe and non-labor
intensive product. When retailers outsource fresh beef products and adopt case-ready
beef products they are now able to concentrate on marketing products, building customer
relationships and improving their business model. Retailers outsourcing meat production
in a flat world can build relationships with and unite beef cattle producers, meat
processors and retailers together with one common goal of providing an excellent center

of the plate protein for consumers around the world.
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CHAPTER 3- RESEARCH DESIGN: STRATEGIES, PROPOSITIONS AND
METHODOLOGIES

3.1  Overview of Research Design

This chapter discusses the strategies and methodologies used to determine those
critical factors that affect retailers’ decision-making regarding outsourcing conventional
in-store meat cutting and packaging to case-ready beef programs offered by meat
processors. Choosing the correct research design must be appropriate for the topic of this
thesis project, and a centrai theme and goal of this chapter. Section 3.2 describes the
range of research categories available to the researcher; 3.3 describes the process of
choosing the most appropriate strategy. Section 3.4 describes the merits of the case study
as a research strategy; and section 3.5 discusses the use of case studies in this research.
Sections 3.6 through 3.8 explain the strengths and weaknesses of the research design and
the reasons for selecting the case study approach. Section 3.9 will explain how the case
study was used in this research project.

Finally, section 3.10 presents the six basic research questions and twenty-four
research propositions. The last two sections discusses the analysis of the supply chain for
case-ready beef, and an explanation of the questionnaire and how it was used to survey a

sample of retail store managers of the Save-A- Lot company.

3.2  Research Categories

Scientific research can be separated into five basic categories: field experiments,
laboratory experiments, field studies, case studies and survey research (Yin, 2003,
Churchill, 1999, Cook and Campbell, 1979 and Kerlinger, 1986). Each category

possesses differing logic, techniques of data collection and ways to analyze the data; and
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each has its own sets of advantages and disadvantages (Kerlinger, 1986). These five
research categories are also associated with experimental or non-experimental research;
or whether the data is collected in the field or in a laboratory setting (Cook and Campbell,
1979).

Experimental research is recognized by a simple causal hypothesis: if X then Y. It
is designed to measure or manipulate X and record the results of Y. In Marketing and
Supply Chain Management disciplines, experimental research is referred to as causal
research, where the research design is concerned with determining cause-and-effect
relationships (Churchill, 1999).

At a minimum, all experimental research involves a treatment, a unit of analysis,
an outcome measurement, random assignment/selection®, and some form of inferring
outcomes associated with the treatment. The researcher manipulates the controls of one
or more variables, called a treatment, and then assesses their effects on the dependent
variable (Cook and Campbell, 1979). This research technique has traditionally been
reserved for use in the “hard sciences” because of its ability to replicate the experiment
for verification purposes. Recently, market researchers have begun to use experimental
design, especially in the advertising discipline (Churchill, 1999; Hair er al, 1998).

Non-experimental research takes place when the researcher does not have control
of the independent variables because direct control is not possible and random
assignment is not an option. Kerlinger notes that non-experimental research has three

glaring weaknesses: the incapability of incorporating independent control variables; the

® Without random assignment or selection the experiment is a “quasi-experiment.”
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incapability of randomizing the variables; and a substantial risk of improper
interpretation of the results (Kerlinger, 1976).

The most important differentiation between experimental research and non-
experimental research is the ability to incorporate independent control variables into the
research. Control variables are used to screen out unconnected forces that may infer
specious inferences and is also related to the ability with which units receive treatments at
a particular time. Control is related not only to the independent variables, but also to the
research setting, where levels of treatment can be strictly applied and used in concert with
other control variables. Therefore, control is used to mitigate issues of validity (Cook
and Campbell, 1979 and Kerlinger, 1986).

Kerlinger (1976) defines field experiments “as a research study in a realistic
situation in which one or more independent variables are manipulated by the
experimenter under as carefully controlled condlitions as the situation will permit.” The
difference between laboratory experiments and field experiments is relegated to control;
experiments enjoy a greater degree of control than field experiments.

The weaknesses of field experiments are related to issues of control. They do not
have the same level of control as laboratory experiments. While independent variables
can be controlled, the reality of extraneous effects found in the field can affect the
research environment sufficiently to question the results; and it is extremely unlikely that
conditions in the field can be adequately replicated as they can in laboratory expeﬁments
(Kerlinger, 1976).

The strengths of field experiments are their ability to study large processes,

complex issues, and settings that cannot be replicated in a laboratory. Field experiments

48



are ideally suited to research questions about phenomena and theory, which benefit from
the greater levels of flexibility (Kerlinger, 1976).

Kerlinger (1976) defines laboratory experiments “as research study in which the
variance of all or nearly all of the possible influential independent variables not pertinent
to the immediate problem of the investigation is kept at a minimum. This is done by
isolating the research in a controlled physical situation and by manipulating one or more
independer;t variables under rigorously specified, operationalized, and controlled
conditions.” Kerlinger’s definition clearly implies that lab experiments have a high
degree of control of the conditions and variables.

Field studies are non-experimental research that focuses on the interactions of
values, perceptions, behaviors, outcomes, attitudes, and relationships between dependent
and independent variables. Katz and Kahn (1978) postulate that the majority of field
studies are centered on hypothesis testing and exploratory research. Exploratory research
endeavors to study and explain relationships among variables, gain insights, establish
priorities for future research, clarify concepts, and develop hypotheses and testing (Cook
and Campbell, 1986; Kerlinger, 1976; Churchill, 1999; and Selltiz, ef al, 1976).

Case study research seeks to establish a framework for researching complex
phenomena. While this method allows a researcher to retain the important characteristics
and the real-life events related to researching a phenomenon, some argue that laboratory
and field research are more rigorous in advancing knowledge (Yin, 2003 and Churcﬁill,
1986).

Survey research, the most common method of collecting primary data in the

social sciences, usually relies on the use of questionnaires as the instrument for collecting
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primary data (Churchill, 1999 and Hair er al, 1999). Surveys are conducted using
differing methods depending upon the research budget, target audience, and research
questions. Survey techniques have several different methods available for use. They
include; telephone interviews, personal (face-to-face) interviews, self-administered
questionnaires, or a combination of methods. Personal interviews have a reputation of as
one of the most effective ways of obtaining detailed/in-depth demographic information
and it allows for posing extensive and probing questions. A self-administered mail
survey is the most cost effective survey method (Converse and Presser, 1986).

Survey research is considered to be an effective technique in obtaining a wide
variety of data and 1s viewed as the most economical of all collection techniques when all
factors associated with the research project are taken into account (Kerlinger, 1976 and
Churchill, 1999). The primary data collected using this technique can be accurate and
within the sample error if properly drawn samples are used.

There are several criticisms associated with using survey research techniques as a
means of gathering primary data, they include; a lack of depth in the information
gathered and low response rates. Another disadvantage of survey research is having to

sacrifice the ability of posing follow-up questions.

3.3  Selecting the Appropriate Research Strategy

Research design literature suggests the type of research strategy chosen should
depend on the research questions to be asked; the amount of control the researcher
possesses or has the ability to maintain over behavioral events to be studied, and finally,

the focus or interaction amongst the contemporary events of the research project. Yin
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(2003) developed a matrix to compare and contrast the differing research strategy
choices, summarized in Table 3.

Table 3: Research Strategies Choice Matrix

Strategy Form of Research  Requires Control Focuses on
Questions Over Behavioral Contemporary
Events? Events?
Experiments How, Why Yes Yes
Surveys/Questionnaires Who, What, Where, No Yes
How Many, How
Much
Archival Analysis Who, What, Where, No Yes/No
How Many, How
Much
History How, Why No No
Case Study How, Why No Yes

Source: Yin, 2003

Yin (2003) notes a common misunderstanding researchers encounter is the
different research strategies should be arranged in a hierarchical order. Yin’s notion of
hierarchical order for research strategies surmises that research strategies should follow a
prescribed order or “hierarchy”, where this order negates any benefits from not following
the prescribed order based upon what phase the research was in, either exploratory,
descriptive, or casual (explanatory). Yin suggests a more suitable vision of the different
strategies would be a “pluralistic one”, where each strategy could be used in all three
phases—exploratory, descriptive, or causal or explanatory or portions of each (Yin,
2003).

Following Yin’s lead this research project began with an exploratory phase which
included a series of interviews and observations’ which were conducted with meat
industry executives representing both fresh meat processors and a Limited Assortment

retailer. After the exploratory phase the research project began the explanatory phase of

? In the observation phase the research focused on fresh meat products moving through the retailer’s supply
chain, beginning at the retail level where personnel took an inventory of fresh meat products in storage and
displayed in meat cases.
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the project by describing the results of the interviews and observations in a questionnaire.
The questionnaire was the primary means of collecting data to be analyzed and

interpreted by the project.

34  Case Study Research Strategy

Case studies are appropriate for exploratory research projects that ask “how” and
“why” questions about phenomena where the setting is difficult to recreate outside its
natural setting and the variables are difficult to quantify. Case studies are also a useful
tool when used for the development of preliminary tools to be used in more structured
analysis such as surveys and experiments (Eisenhardt, 1989), (Chetty, 1996), (Rowley,
2002). Yin, (2003) also suggests the constructs and variables may be too numerous to
quantify and account for, making experiments inappropriate (Ghauri, 2002). Eisenhardt,
(1989) states case study research can be used in theory building.

Many research studies of phenomena occurring in the business arena cannot be
undertaken if they are removed from their real-life environment; as it is not feasible to
attempt to recreate them in an artificial setting. Eisenhardt (1988) states the boundaries
between the phenomena and the environment in which they occur are not clear. In
particular a case study approach should be considered when the purpose of the study is to
gain a better understanding of the dynamics surrounding a phenomena within a unique
setting and in which multiple sources of evidence are used (Yin, 2003) and (Eisenhardt,
1988). An experimental research strategy would deliberately separate phenomena from
its context or surroundings in order to highlight a few variables under controlled

circumstances (Yen, 2003), (Churchill, 1999), and (Ghauri, 2002).
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3.5  Appropriate Uses of the Case Study Research Strategy

Yin (2003), Churchill (1999) and Ghauri (2002) postulate the use of case-study
research as technique to begin to build theory. The literature is replete with examples of
research that yield generalizable, universal claims gained from case study research that
are theory building projects. Burgleman (1983), Mintzberg & Hughes (1985), Eisenhardt
& Bourgeois (1988), and Pettigrew (1988) provide examples of research problems that
relate to strategic management. Burgleman (1983) studied the management of new
ventures, Mintzberg & McHugh (1985) looked into the strategy formulation, Eisenhardt
& Bourgeois (1988) researched a problem focused on strategic decision-making for firms
in high velocity environments (retail grocery stores are an example of high velocity) and
Pettigrew (1988) focused on the strategic problem of how to remain competitive and deal
with strateéic change.

While the data sources for each projects mention above differed, they all
incorporated some use of archival information, observation techniques were also
employed and person to person interviews were also used. Only Eisenhardt & Bourgeois
(1988) incorporated the use of questionnaires into their data collection (Eisenhardt,
1989).

Data analysis 1s at the heart of creating or building theory from case studies.
Mintzberg & McHugh undertook the examination of 2,500 movies, analyzing movie
revenues, the subject of each film, film sponsorship, and many other criteria. Mintzberg
& McHugh also used tabular graphs and displays about each case, a monumental
assortment of data transformed into useful information. Data analysis is required in order

to observe any unique patterns that may flow form the data and the use of cross-
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tabulation of the data set should permit generalizable patterns to emerge (Eisenhardt,
1989).

Eisenhardt (1989) identifies three analytical tactics to employ in analyzing the
data set. One way is to identify group similarities coupled with the intergroup
differences. In this research project an example of this tactic would be to analyze all
store similarities and compare and contrast among the intergroup differences of corporate
and franchise stores. The goal of the first step is to search for patterns and attempt to
match with intergroup or within group cross-tabulations. A second is to select pairs of
cases and then list the similarities and diffefences among and between pairs. This
method Eisenbardt (1989) states is to ferret out the subtle similarities and differences.
The second is a useful exercise in breaking up what may be simple observations into a
more sophisticated comprehension of the data.

A third approach is to divide the data by sources and observe any trends between
the different data sources. Again, the researcher should seek to identify any patterns,
cross-patterns, agreeing data, and disagreeing data. When disagreeing data is evident,
stating the obvious results is the beginning of further analysis and postulating trends.
Further analysis employing this tactic would be to separate the data into subgroups and
cross-tabulate the “mini-groups” among the others, looking for and exposing interesting

patterns Eisenhardt, (1989).

3.6  Strengths of Building Theory from Case Studies
The likelihood of generating new theory from case studies is found in producing
xR Ovel theory from creative insights found within the data analysis. Creative insights are

T evealed from the agreeing and contradictory results found in the data and reconciling the
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results across observations and among differing types of analysis. New theory emerging
from this type of research can be tested with new constructs and hypotheses generated for
a second-generation research project. Another reason for first employing the case study
technique is that the new theory emerging from the analysis is closely associated with the
consistent evidence found within the data analysis (Yin, 2003). Engaging in a case study
that focuses on a phenomenon occurring a business setting before collecting data with a
questionnaire has many benefits, and those benefits can add value to the entire project.
The benefits include: a deeper and personal knowledge of the environment where the
phenomenon occurs, an opportunity to gain insights from the field (not just from the
literature review), an opportunity to witness the phenomenon operating in a supply chain
setting and finally developing a survey instrument based upon the results of case study

and the literature review could produce a more robust instrument to analyze.

3.7  Weaknesses of Building Theory from Case Studies
The most significant weakness associated with theory-building from case studies
is the overwhelming amount of data and the enticement of building theory that attempts
to encapsulate all of the data results. This weakness is caused in part by failure to
carefully assess the most important relationships from the redundant and/or superfluous

relationships (Eisenhardt, 1989).

Another weakness of building theory from case studies is that the research may
mot be capable of generalizing the theory and/or the theory describes an idiosyncratic
Phenomenon. Examples of moderate idiosyncratic theory-building are on Burgelman’s
«C 1983) work, which produced a process model that linked multiple levels within

©Organizations. Mintzberg & McHugh (1985) developed strategy-making themes for the
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Canadian Film Board. Eisenhardt & Bourgeois (1988) developed a mid-range theory
linking power, politics, and firm performance. Harris & Sutton (1986) conceptualized a
framework about the functions of parting ceremonies for displaced members. All of
these theories are novel, testable, and valid; they are theories about and endemic to

specific phenomenon and provide worthwhile understanding of theory building.

3.8  Case Study Research Design

A research design outlines the components of the research and the proposed plan
for examining and analyzing the data collected. A well thought out research design
problem directs the researcher to the following: the method of investiQation, observations
to study, and how many observations should be made, suggestions towards which
respondents to target, how to ask the questions, suggestions towards which analytical
tools should be used, and likely outcomes. A research design is basically the structure or
framework developed to guide the collection of and analysis of the information gathered
during the collection phase. It can also be useful in the development of an entire plan for
linking and guiding the conceptual research problem into relevant and practical empirical
research.

Yin (2003) stipulates five essential components for designing a case study
research project. They include: a study’s research questions, its research propositions (if
any), its unit(s) of analysis, the logic linking the data to the propositions, and the criteria
for interpreting the findings. This thesis research project has followed the case study

rubric and methodologies espoused by Yin and Eisenhardt.
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3.9  Case Study as the Preferred Research Technique
This thesis research project followed the case study rubric and methodologies espoused
by Yin and Eisenhardt in light of the fact that the case study research strategy focuses on
understanding a phenomenon and the dynamics present within a single non-replicable
setting when the boundaries between the phenomenon and context are not clearly evident
(Yin, 1993 and Eisenhardt, 1988). Case studies offer the researcher a unique and
rigorous method to measure and record the behavior of phenomena.

In light of the research project’s goals, objectives, and the numerous research
propositions, the use of case study research strategy for documenting the operational
challenges and concerns of case ready beef products constitutes a plausible use of the

technique.

3.10 Case Study Beginnings: Key Informant and Industry Executive Interviews

From its inception, this researcher was granted remarkable access to operators in
the meat industry with knowledge of and experience in both conventional and case-ready
fresh meat programs. Moreover, several Michigan State University faculty members
served as resources. Executives and faculty who participated in the study include the
Executive Vice President, Hormel Foods Corporation; Vice President, Cargill Meats
Solutions; Chairman of the Board, Alliance Foods; Senior Manager-Perishables, Save-A-
Lot Foods ; Perishable Managers Alliance Foods; Distribution Center Manager, Save-A-
Lot Foods; Marketing and Supply Chain Faculty and Meat Science faculty. This group
of key informants provided invaluable insights about the issues facing the case-ready
meat industry, in a forum that was conducive for exchanging ideas and suggestions.

These individuals were of great benefit to the case study project because of their
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knowledge of the issues, industry, and consumers. This access to industry practice was
useful in successfully completing the qualitative study of meat industry practice and
decision-making processes. It provided insights which enabled the creation of a process
map of case-ready meat products that are distributed through the supply chain—from
meat processors, distribution centers and retail stores. This resource team confirmed the
operational issues to be studied, and they provided advice and counsel in the development
of the questionnaire. Moreover, they provide valuable general industry knowledge for
the researcher. Executives from Save-A-Lot Corporation provided the researcher access
to retail store managers (respondents for the survey) located throughout the country, thus
assuring a high response rate in the survey used in the study.

This high level of collaboration among these supply chain members was thought
necessary given the unique biological characteristics of the fresh meat case-ready
products and the significant new investments of the technology employed by all parties.
With unfettered access to key industry companies, the case study was able to effectively
study the case-ready meat phenomena in its distinctive environment.

The Cargill Meats Solutions executive explained that a key component of their
efforts to market case-ready meats to retailers was going to be based upon an exhaustive
Activity Based Costing (ABC) analysis showing that when all costs for case-ready meats
are taken into consideration, case-ready meat programs product will be acknowledged as
being “cost effective;’. The ABC takes into account, among other things, the true cost
retailers incur when they experience out-of-stocks in the meat case as a result of the
difficulty in maintaining adequate production in the store’s meat department. Research

conducted by Cargill revealed that most grocery stores experience out-of-stocks during
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peak shopping times of the day between (4PM and 7PM), which coincides with meat
department personnel cleaning up the processing and packaging area at the end of their
shift. Therefore, Cargill was convinced the adoption of case-ready meats would
accelerate when retailers were able to take all of the costs into consideration.

Another cost factor for retailers to consider is the “shrink”. Shrink is defined as
any dollar amount that is less than full-expected retail price for any and all fresh beef
products. Most retailers have difficulty in quantifying shrink because accounting for it
requires rigorous and time consuming accounting procedures. Indeed, merely counting
shrink creates additional costs when time is lost filling out the reports. Several of the
features and benefits of case-ready meats help to reduce shrinkage and reduce overall
costs in the supply chain.

The Executive Vice President of Hormel Foods Corporation was supportive of
Cargill, pointing out that case-ready programs potentially provide improved economic
performance by processors, retailers—and benefits consumers, as well. Hormel is
constantly researching ways of identifying retail customers who can create a positive cash
flow for Hormel and finding way to reward those customers, a win for Hormel and win
for the retailer. Hormel believes it is essential to promote the adoption of case-ready
programs by identifying companies that envision the mutuality of benefits of connecting
the entire supply chain, including cattle producers, feeders, processors distribution
centers and retailers—as wei] as including the ultimate consumers in the value chain.

Since the supply chain for beef is not integrated from processors to retailers, as is

the case of the poultry industry, essential data moving forward and back though the

supply chain is lacking. In the absence of this data, Cargill is processing cattle according
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to economic demand analysis techniques and Point of Sale (POS) data. Currently, daily
demand curves are analyzed that drive processing models for plants, and for cattle
purchasing to be processed. Although demand modeling is useful in calculating how
many beef cattle to process; it does not reflect consumer’s taste and preferences.
Demand modeling is an example of pushing product through a supply chain. It is not as
effective as marketing programs that are designed to more accurately meet the needs of
customers in the supply chain and marketplace. Marketing effectiveness requires
qualifying and quantifying all of the factors that shift demand. Firms that market
products programs are have greater opportunities to obtain greater profits for the products
that are differentiated in the minds of the consumers.

The Hormel executive added that effective marketing requires retailers to become
more connected with its shopper’s wants and needs; and sharing this information to
processors who can take this into account as it develops products and programs.
Information of this kind can be the basis for improving products, demand analysis and
more accurate processing information. There is a great need for this kind of
collaboration: it is the basis for creating true win-win relationships.

Hormel is interested in learning more about the decision-making process of
retailers which will provided an explanation of why case-ready meats are not being
adopted as rapidly as forecasted.

Thé Chairman of Alliance Foods is concerned that case-ready meats might meet
the needs of the larger chain stores (Walmart and Kroger) but that the smaller chain

Stores might be ignored if there is a wholesale shift to all stores converting to a case-

ready meat strategy. An example of this concern is related to the situation that an
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average Kroger store orders $70,000 in fresh meat and a smaller store only orders
$15,000, yet both stores will need case-ready meat products, they have different volumes,
and different customers demanding different product at different times. When stores
process fresh meat, each store becomes an expert in what products their particular store
needs and when they need it. This reality may be causing smaller chain stores to resist
adopting case-ready meats and not to give up their autonomy in processing product when
they need it.

Alliance Foods executive suggested that with the more precise information
throughout the supply chain, processors could Direct Store Delivery (DSD) fresh case-
ready meats to individual stores, thus negating the cost for product to be warehouse at a
distribution center. This is how many large volume products are distributed to grocery
stores, thus reducing costs and improving efficiency. Such an approach to meat
distribution has the potential to be managed by the processor supplying the stores,
especially as the trust level between the supplier and retailer is fostered.

Direct Store Delivery (DSD) of case-ready meats would have a minimum amount
of new infrastructure changes required to properly implement this strategy. Most stores
have sufficient refrigerator space to accommodate current inventory levels, which would
negate additional any infrastructure investment. However, a potential obstacle would be
the need to train meat department personnel to manage this new business model. These

points eventually became a central theme for the questionnaire.

3.11 Research Questions
To develop a better understanding of the operational concerns that help or hinder

the successful adoption of case-ready beef programs into retail grocery stores, the project
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developed six research questions to guide the research process. These questions were
developed based upon several informational components. These include (1) interviewing
key industry experts during a one day research seminar held at Michigan State
University, (2) by directly observing case-ready meat products as they moved through the
supply chain, and (3) by conducting in-depth interviews with retail store managers and
distribution center managers from SAL grocery store chain with over 1,150 stores
throughout the U.S.

From each research of the six research questions twenty-four testable research
propositions were developed to identify the operational issues associated with the
successful implementation of, or lack thereof of a case-ready meat strategy.

The SAL stores have two specific types of stores corporate stores and licensed
stores. Corporate stores are stores that are managed by the parent company. Licensed
stores are managed by individuals and corporations who have obtained a franchise. All
stores, regardless of ownership receive all of their grocery products from the parent
company via a sophisticated distribution system.

The six main research questions are:

RQ; What are the differences between corporate and licensed stores in their
perceptions of the operational concerns associated with case-ready products?

RQ, What differences exist between corporate and licensed® stores in their perception
of the operational concerns associated with food safety?,

RQs What are the differences between corporate and licensed stores in their
perceptions of the operational concerns associated with workmanship?;

RQ4 What are the differences between corporate and licensed stores in their
perceptions of the operational concerns associated with shrink?;

8 Licensed stores are similar to franchise stores.
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RQs What are the differences between corporate and licensed stores in their
perceptions of the operational concerns associated with packaging?;

RQs What are the differences between corporate and licensed stores in their
perceptions of the operational concerns associated with handling?;

The twenty-four research propositions listed below were derived from the six
operational concerns and underlie the survey instrument design. Each research
proposition purports to have this null hypothesis: HO,: There 1s no significant difference
between corporate and licensed stores with respect to...

RPiCase-resdy producs There are several key success factors that all fresh meat
products must possess in order to be considered viable in a retail grocery store format.
These attributes include: product appearance, shrink management, profitability, shelf-life,
food safety, out-of-stocks, product consistency, SKU varieties, and product traceability.
RP;Case-ready producs Managers assume that case-ready meats are more expensive. RP3case-
ready products Managers feel that case-ready meats are a more employee friendly program
than in-store processed meats. RP4case-ready producs Managers know how their customers
perceive fresh meats with respect to color, servings per package, and package price.
RPsCase-ready products Managers would not have a problem training a traditional meat
department manager to manage all perishables, not just meats. RPgcCaseready products
Managers have a poor perception of the relative costs between case-ready and non-case
ready products.

RP7Food safety Store managers believe case-ready beef and pork products are safer
than products processed in stores. RPgrood safety An outbreak of food borne illness
associated with fresh meat purchased at either corporate and franchise stores would be

catastrophic to store sales. RPorood sfery Store managers’ perception is that customers
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who do not recognize the safety of both products would respond by purchasing more
fresh beef and pork products if they believed those products were the safest available.

RPoworkmanship Store managers are finding it more difficult to hire qualified meat
cutters at competitive wages. RPjiworkmanship' Implementing a case-ready meat program
will demand additional skills such as forecasting daily and weekly demand, along with
proper inventory management and less meat processing workmanship skills.
RPi2workmanship Case-ready beef and pork products compared to in-store produced
products are more cost effective. RP13workmanship Case-ready meats will have lower stock
outs and therefore maintain a higher rate of customer retention.

RP4shrink Store managers do not believe there is a significant difference in shrink
levels when selecting fresh meat product options. RPjssuriax Store managers do not
believe there is a significant difference between fresh meat product options as they relate
to managing the other operational concerns and managing shrink levels. RPjgshrink Store
managers are able to distinguish the top three sources of shrink. RPjssprink Store
managers do not believe there is a significant difference between fresh meat product
options in formulating strategies for controlling and addressing shrink.

RP18pPackaging Case-ready meat products that require “blooming” cause operational
issues as a result of preparing that product to be displayed in the meat case. RPj9packaging
Case-ready meat packing is considered “attractive.” RPaopackaging Store managers prefer
ihe case-ready beef that is packaged in low oxygen, low headspace. RP3ipackaging Store
managers believe the case-ready beef packaging alternative of high oxygen/high

headspace is a detriment to fresh meat sales.

64



RP25.adiing Store managers typically find it difficult to keep their fresh meat
cases fully stocked between 4PM and 7PM and case-ready meats can resolve this
problem. RP23p..aing Managers believe a key factor towards increasing the shelf life of
fresh meats is holding and maintaining proper temperatures (e.g. rapidly transporting
fresh meat products from the receiving area into the walk-in coolers in a timely manner)
furthermore case-ready meats are at a disadvantage in this area. RPygaading Case-ready
meats are easier to manage for proper rotation and to avoid out- of-date product and help
maintain proper adequate inventory levels.

The research questions and propositions were the basis for developing the survey

instrument, which is discussed later in this chapter.

3.12 Supply Chain Analysis of Case-Ready Meats

The fresh meat supply chain case study component of this research was initiated
to document the operational issues case ready meats face as they move through the
supply chain. This process begins with the retail grocer ordering the product and ends
when the products are selected by the consumer and put in their shopping basket. This
phase of the research project focused on analyzing the relevant activities, events and
processes through which case-ready meat must pass within the fresh meat supply chain.
This research was also instrumental in designing, testing and data collection of the survey
instrument using the Yin (2003), Eisenhardt (1989), and Creswell’s (2005/1994) research
design frameworks.

Prior to conducting the supply chain analysis, phone interviews of top executives,
mid-level executives and store managers were collected to get an overall sense of the

industry, product knowledge, and to document any concerns they had about the research,
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case-ready meat products, the state of the industry, and the role meat products play in
overall customer satisfaction. Next, a series of visits to retail grocery stores and
distribution centers (DC) throughout three Midwestern states were undertaken to collect
data in person, to observe product movement and the facilities’ operations. These visits
corroborated the information gathered in the earlier phone interviews.

Observing product transactions and movements through the supply chain was
important to identify weaknesses in the supply chain; and it was vitally important in
developing a process map. During the store and DC visits the procedures retailers took
before they ordered products from the processor were observed and how and when the
order was placed. A follow-up visit to the same facilities was undertaken to observe
fresh product arriving at the DCs and the third party logistics personnel in charge of
driving the product from the centrally located meat processing plant to the DC were also
interviewed. Of particular note were the turnaround times, from when the product was
first ordered until that particular order arrived at the DC. The average turnaround time
recorded was approximately 12 days.

The next phase of the research was to map product moving through the supply
chain, beginning with product arriving at the DC. Hunt (1999) describes process
mapping a supply chain as “product moving through a series of steps designed to
ultimately produce a product or service.” The stops along the supply chain should be
viewed as value chains, denoted by the contribution each stop adds to the ultimate value
of the product. Denoting where value occurs is the highest concern in producing a

process map. Supply chain management activities are typically tasked with creating
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value at each stop along the chain or the stop is eliminated or changed. Hunt (1999)
further states the benefits to using process mapping below.
Benefits to process mapping:

e Confirmation of value being added at each stop;

e Reductions in product and service costs;

e Fewer system integration failures;

e Uniformly better process understanding;

e Improvement in overall business enterprise operations and performance.

Hunt (1999) found that firms can better understand their processes or systems
better by creating process maps that show all of the activities associated in producing
goods and services. Process maps should distinguish the functions a system is designed
to perform; and confirm it is accomplishing those functions. It is essential that the
process map reveals what is actually being accomplished, not what the system is intended
to accomplish.

The process mapping literature suggested first to observe product/services
flowing through the supply chain noting cycle times, temperature readings at each stop,
personnel/equipment engaged in moving product, any guidelines or metrics in place
associated with each stop and noting the inventory procedures in place (Damelio, 1996),
(Lientz, 2002), (Burgess, 1998), (Biazzo, 2002), (Bond, 1999), (Collins, 1997),
(Gourishankar, 2003), (Denton, 1995), (Hunt, 1999), (Fulscher, 1999), (Mason, 1997),
(Xeller, 1999) and (Anjard, 1998). To accomplish this phase, two DC were

1ndependently observed in preparation of the process map.
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The results of the observation phase were compiled and a draft of the process map
was constructed. A conference with corporate management was held to discuss the
preliminary results and resolve any inconsistencies with the process map. Discussing the
preliminary results was necessary to ensure an accurate representation was being
provided in the process map. A conference with corporate management was held to
discuss the preliminary results of process mapping and resolve minor inconsistencies in
order to ensure an accurate representation. The process map is in Appendix A.

One of the most significant advantages of case-ready meat packaging is
dramatically increased shelf life compared with conventionally packaged meats in retail
stores. However, it is critically important to maintain the temperature at 40 degrees
Fahrenheit or lower. Understanding that the product was vulnerable to temperature
variations along the supply chain, a “Cold-Chain Vulnerability Index” was developed to
analyze the temperature at each critical point.

Case-ready meat products are particularly vulnerable to factors in the cold chain
including time, temperature and handling that may lead to product degradation. The
index assigns a numeric value to potential risks at each critical control point. The index
is a ranking from 1-10, 10 being the greatest risk or potential for degradation. The
process map also cataloged all operational issues associated with product moving through
supply chain.

Further analysis of the information gathered in the process mapping revealed that
case-ready meat products were arriving from the processor at the DCs consistently in
~excellent condition; staged to enter the retailer’s supply chain. The mapping analysis

demonstrated that the quality of case-ready products was maintained throughout the
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supply chain. Much of this success is due to DC configurations specifically designed for
efficient movement of product into the appropriate storage areas. DCs weré also
designed to maintain refrigerated foods at a specific temperature on the receiving docks
before being moved into refrigerated storage. Many older DCs do not have such
advanced facilities; and when case-ready programs are expanded, renovations would be
necessary.

Observations of ca;c,e-ready products shipped from DCs and arriving at retail
stores throughout the Midwest revealed that they were properly staged, inventoried, and
stored prior to stocking the retail meat cases. Each store had metrics in place to facilitate
these functions. It should be noted these metrics were developed by the Save-A-Lot
senior perishable managers in collaboration with technical product advice provided by its
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