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Abstract: The paper considers the problem of the organizational adaptation of the supply chain in the face of the emerging
inducement to integration. We focus on the policy intervention aimed at achieving a closer coordination among the chain
agents and consider the relation between the policy and the spontaneous processes undertaken by the agents. A frame-
work based on four dimensions (state of alignment, enforcement procedures, responsibility and stability) is proposed. This
framework supports the hypothesis that the effectiveness of the policy intervention depends on the possibilities of the ex-
istence of hybrid governance structures. We analyze the agents’ attitudes toward integration and propose two case studies
on two integration projects carried out in Central Italy. The results of our study corroborate the hypothesis and suggest that
integration entails many supply chain management components. However, our findings suggest that the policy intervention

may face limits due to the processes undertaken by the agents.
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INTRODUCTION: MOTIVATION
FOR THE STUDY

Integration of supply chains is often associated
with interconnected business processes within and
outside a firm’s boundaries (Jayaram and Tan 2010).
The coordination of these activities is associated
with the performance enhancements (Stock et al.
2000; Frohlich and Westbrook 2001) and enhanced
competitiveness for the firm in the Agri-Food sector
(Bec¢varova 2008). Integration is articulated mainly in
the terms of functions, interfaces and mechanisms,
such as contracts and joint decision devices (Arshinder
et al. 2008). Vijayarasathy interpreted integration
as a construct based upon the flow of goods and
information, planning and control, organization and
the flow of information (van Dork and van der Vaart
2005; Vijayarasathy 2010). Correspondingly, the basic
model of the supply chain management integration is
built on three dimensions: information and financial
flows, inventory management and management of
the relationships between trading partners (Power
2005: 253). However, coordinating economic activities
requires choosing adequate governance structures
(Williamson, 1985). The relationship between a prod-
uct’s characteristics and the degree of integration is
central to an Agri-Food chain’s mode of governance
(Frank and Henderson 1992; Schiefer 2002; Ménard
and Valceschini 2005; Martino and Perugini 2006).
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Jasper and van den Ende (2006) analysed a variety
of organizational arrangements in supply chains
by examining the dimensions of integration, which
they recognized as a basic feature of chain relation-
ships that is implemented with a varying intensity.
Novak and Eppinger (2003), using a Transaction Cost
perspective, suggested that integration is more at-
tractive for supply chains selling complex products.
The approaches examined above differ in terms of
the theoretical background, but they all emphasize
coordination and governance and highlight the idea
of integration as an important trend emerging from
the alignment of private interests. According to this
view, the integration of supply chains is primarily a
way of managing the “central problem identified by
Coase: how can agents take advantage of the division
of labour without losing the potential advantages of
cooperation?” (Ménard 2005: 284). Therefore, this
study explores the theoretical and empirical aspects
of integration from the perspective of the choice of
the governance structure (Williamson 1985; Meénard
2005).

In recent years, social concerns on the quality, safety
and environmental characteristics of the Agri-Food
processes and products have progressively increased.
Recently, the Agri-Food chains have increasingly
engaged state agencies and actors from civil society
in setting specific patterns of regulation (Hutter
and Jones 2007; Martinez et al. 2007). Policymakers
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are paying an increasing attention to this field. For
example, the European Commission (Commission of
the European Communities 2009) recognizes that the
distribution of contractual and market power and lack
of transparency pose serious obstacles to achieving
the performances expected from the European Food
Chains. Of particular note, a tighter coordination in
the market is needed to enhance the food chains’ per-
formances. To that end, integrating the stages of the
food chains is considered a potential opportunity for
enhancing the chains’ performances (Commission of
the European Communities 2009). However, a policy
intervention aimed at promoting integration must
overcome the spontaneous processes undertaken
by the chain agents. A central idea of this study is
that the integration policy objective can be justified
by a central tenet of Transaction Costs Economics
(TCE): when the specific investments made by the
parties to a transaction are relatively high, regulation
could be preferred to the market forces’ inducements
(Williamson 1985; Ghertman 2009). This paper aims
to contribute to this field of study and focus on the
inducements to organizational adaptation caused by
the pro-integration policy interventions. The general
research question addressed by our study is the fol-
lowing: what are the conditions of an effective policy
intervention at integrating the Agri-Food chain?
We focus on the private decisions and behaviours
sustained and framed in public policy actions. More
precisely, the paper argues that integration can be
accomplished if certain theoretical conditions for the
adoption of hybrid forms (Williamson 1991; Ménard
2004, 2011) are met. To this purpose, four dimen-
sions involved by the integration policy are consid-
ered (state of alignment, enforcement procedures,
stability and responsibility). Testable hypotheses are
drawn from the analytical framework and managed
within an empirical investigation of case studies on
regional policy interventions (Umbria, Italy). In the
conclusion, some managerial and policy implications
are discussed.

MATERIAL AND METHODS

The study is based on understanding of the integra-
tion policy intervention from the perspective of the
Transaction Costs Economics (TCE) (Williamson,
1985) and on an empirical investigation designed
to test the hypotheses introduced in this paper. Our
research method is articulated in two parts. The ana-
lytical framework provides the conceptual basis and
the causal structure (Dahlstrom and Nygaard 2010)
that generates three testable hypotheses.
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The conceptual basis interprets the integration
process in light of the theory of the choice of the
governance structure. A central TCE tenet states that,
when the specific investments made by the parties
to a transaction are relatively high, regulation could
be preferred to the inducements of market forces
(Williamson 1985; Ghertman 2009: 354). Our empiri-
cal investigation considers a policy intervention in
Umbria (Central Italy) that was carried out in 2006
for 15 Agri-Food chains projects involving 390 firms.
We conducted the investigation by collecting and
analysing two types of data from phone interviews
and two case studies (Creswell 2003). Details about
the intervention are given in the section “Empirical
Analysis”

The two polar case studies were chosen from the
15 integration plans by using a diverse selection method
(Seawright and Gerring 2009). The case study design
includes multiple units of the analysis and aims to
examine the relations of the supply chains. The case
studies were performed by using different data col-
lection methods. The sources of the data were docu-
ments consisting of internal reports, administrative
documents, formal studies and newspaper articles;
archival records and organizational records consisting
of budgets; and interviews of the University personnel
and technicians. To enhance the information validity,
we triangulated data from different sources. From the
methodological point of view, we preliminarily speci-
fied a set of research questions in accordance with
the traditional approach (Sterns et al. 1998; Seuring
2008). The crucial issue is concerned with how the
Agri-Food agents integrate their activities. We then
composed and structured theoretical propositions to
define a prediction pattern. Our generalization method
was the analytical generalization, where a previously
developed theory is used as a template for comparing
the empirical evidence from a case study (Yin 1994:
31) and the results are generalized into a theory. This
analytical framework produces the basic theory from
which the predicted pattern of nonequivalent variables
(Yin 1994) is derived.

THEORETICAL FRAMEWORK:
INTERPRETING INTEGRATION
AS A POLICY OBJECTIVE

Policy strategies and Agri-Food chain
coordination

The general research question addressed concerns

with how effectively the Agri-Food policy intervention
achieved supply chain integration. Our preliminary
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Figure 1. Policy intervention and the choice of the governance structure

assumptions are the following: the policy-making
process is effective; the importance of integration
in facilitating social and public goals is taken for
granted; and it is possible to focus on only the trans-
actions affected by a policy integration intervention,
as they usually represent a mere subset of all of the
transactions carried out along a supply chain. These
hypotheses restrict the scope of the results of the
study and allow us to concentrate on the relationship
between the integration policy and the governance
structure alignment.

The integration of some stages in a chain influ-
ences the patterns of coordination and the vertical
cooperation between the stages (Vijayarasathy 2010).
Scholars from the Industrial Organization have point-
ed out that network alignment may be an outcome
of the multiplicity of the modes of governance (von
Tunzelmann 2003: 23): different elements may pull
in similar directions (even unintentionally) and, thus,
determine the emergence of an integrated framework.
Along the dimensions of the organization, the agents
search for ways to enhance the outcomes of the co-
ordination by aligning the governance structures to
the transactions (Hendrikse 2003; Ménard 2005) in
accordance with the parameters set by the institu-
tional environment (Williamson 2005). Because the
institutional environment influences the parameters
of the agents’ decisions (Williamson 2005), a policy
intervention aimed at promoting integration should
focus on steering private decision making according to
the general criteria of the transaction costs econom-
ics. Because integration is based per se on a tighter
coordination than in the spot market (van Dork and
van der Vaart 2005), the agents are induced to choose
more centralized governance structures in the face of
the mutual dependence (Vijayarasathy 2010):

Social Policy design:

expectations — Integration of —%
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AGRIC. ECON. — CZECH, 58, 2012 (9): 409-424

Policymakers can design intervention to promote
the adoption of the expected governance structures.
A potential indirect approach is based on the speci-
fication of basic requirements (e.g. the necessity of
controlling activity, the traceability system and so on).
This approach should activate the causal sequence
from the first step and promote integration. A direct
approach concentrates on the investments and requires
the agents to invest their own resources under the
rationale of the financial public intervention. Both
direct and indirect approach influences the attributes
of the transaction (asset specificity, uncertainty and
frequency) and then the choice of the governance
structures as shown in Figure 1.

Williamson (1991) identified three basic modes of
governance: the market, the hybrid and the hierarchy.
With respect to the market and the hierarchy, hybrid
modes exhibit an intermediate level of integration
among the parties. According to Ménard (2004, 2011),
hybrids can be defined as arrangements in which
two or more partners pool strategic decision rights
as well as some property rights, while simultane-
ously keeping a distinct ownership over key assets,
so that they require specific devices to coordinate
their joint activities and arbitrate the allocation of
payoffs. Hybrid governance structures include several
forms: alliances, joint ventures, franchising, network
forms, long term contracts and the like (Ménard
2004). In our case, the definition concerns with the
agreements signed by the parties, normally having the
legal nature of the Temporary Associations of Firms.
These agreements require the parties to pool critical
resources, to adopt a general contractual framework
and to compete with other hybrids, requirements
which reflects the basic characteristics of the hybrid
(Ménard 2004). Therefore, a policy intervention aimed
at integration seeks to induce the chain transacting
parties to adopt a governance structure more tightly
coordinated than the spot market, but not fully in-
tegrated by a hierarchical mode. We contend that
the integration should be then achieved by adopt-
ing hybrid forms. Our thesis states that integration
can be accomplished by a policy intervention if the
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theoretical requirements for adopting hybrid forms
are met. We elaborate on this idea by introducing
four dimensions associated to the integration policy:
state of alignment, enforcement procedures, stability
and responsibility.

Dimensions of integration
State of alignment

The state of alignment summarizes the adequacy
of the governance structure with respect to integra-
tion. The state of alignment of the governance form is
primarily relevant to the public interest, as the align-
ment indicates if the governance structures chosen
correspond to the tighter coordination arrangements
predicted by the theory. The state of alignment there-
fore influences the design of the division of labour
along the chain and its degree of centralization. It
reflects the extent to which the agents succeed in
achieving the gain of specialization and cooperation
(Ménard 2004). Furthermore, the dimensions are
relevant to the public interest in terms of the private
efficiency as well. The misalignment of the governance
structure may actually determine the maladaptation
costs (which are incurred as the transaction drifts
out of alignment) and of haggling costs (which are
caused by the bilateral efforts that are made to cor-
rect the ex-post misalignment) (Williamson 1991).
Unexpected events occurring during the contractual
relation require cooperative responses (Williamson
1991) and may influence the effectiveness of the
integration with respect to the expectations of both
the private partners and the policymakers.

Enforcement procedures

The second dimension we consider is the enforce-
ment procedures utilized in relations to the gover-
nance structure and to the public orderings (Ménard
2000). The expected degree of integration appears
to be conditional to the enforcements procedures,
to the extent that the latter support the governance
structure. The relation between the enforcement
procedures, governance structures, private orderings
and public orderings provides a general interpretation
of this influence (Ménard 2000). Uncertainty is the
key factor in choosing the enforcement procedures
of a contractual arrangement Meénard (2000). When
there are no significant discrepancies between the ex-
ante and ex-post circumstances (i.e., relatively stable
conditions), simple self-enforcing mechanisms can be
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incorporated into automatic clauses of adjustment or
hostage clauses. When significant uncertainties are
anticipated at the time of the agreement (relatively
unstable conditions), public authority and private
actors are expected to interact and to exchange the
information to accurately identify the nature and
possibly the intensity of the uncertainty. A common
base of information allows the public and the private
actors to design the appropriate set of the enforce-
ment procedures.

Stability

The stability of the governance forms is of a great
importance to the achievement of the integration
objectives. In essence, the stability is an outcome of
the state of alignment and of the enforcement proce-
dures adopted. Three factors influence the stability:
the competition among hybrid structures, the legal
duration of the relationship and the effectiveness of
the enforcement procedures. The stability of a hybrid
structure is affected by the factors promoting com-
petition among the hybrid structures (Ménard 2004).
Stability is also affected by the legal duration of the
form chosen by the agent. Because the law sets limits
to the duration of some companies’ associations, the
agents may have incentives to exit the relationship
once the time threshold is met. For example, without
alegal framework, some rules of integration (e.g., the
control of fiscal payments or monitoring of activi-
ties) may elicit transaction costs larger than the costs
associated with the best outside option, which will
cause the agents to exit the relationship. Analogously,
the costs of governing the transaction by the hybrid
could become too large due to not effective enforce-
ment procedures. As a consequence, an ineffective
cooperative adaptation may determine the exit from
the governance mode.

Responsibility

The fourth dimension entailed by the integration
policy concerns the responsibility of agents in pur-
suing the public goals. From various points of view,
the relationships between the private and public
interests is considered in the light of the organiza-
tional analysis. Braithwaite (2007) emphasizes the
possibility of steering economic activities to rely on
an endogenous mix of private and public orderings.
The literature concerning co-regulation (Gorris 2005;
Martinez et al. 2007) provides examples of how pri-
vate solutions to socially evaluated issues could be

AGRIC. ECON. — CZECH, 58, 2012 (9): 409-424



State of
alignment

—> Stability --» Responsibility

Enforcement
procedures
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embedded within the policy approaches. Obermann
(2007) points out the increasing importance of the
role of the state as a guarantor and the emerging
role of transaction costs in organizing and providing
public services!. We suggest that the private agents
may or may not pursue the public goals (may or
may not be responsible) toward public and societal
expectations — i.e. the private agents engagement
and commitments — basically depending upon the
stability of the governance structure as it provides
the basic support in order to maintain the integra-
tion through the time (Figure 2).

Hypotheses

The institutional environment plays a central role
through the basic institutions of coordination (Ménard
2005; Williamson 2005). The perspectives on the
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change are shaped by the beliefs of the subjects who
are actively engaged in the process (North 2005). To
the extent to which the individual beliefs to contrib-
ute to the emerging of institutions (North 2005), the
individual’s attitudes (Petty et al. 1997) toward the
patterns of coordination can be thought of as indexes
of the influence of the institutional environment on
the patterns of coordination aimed at integration.
Therefore, we propose the following hypothesis:

H,: The agents’ attitudes toward integration are
related to the agents’ attitudes toward the hybrid
governance structure.

Furthermore, our approach recognizes that the
policy integration objectives require the adoption of
hybrid structures of governance (Williamson 1991;
Meénard 2004). However, the agents must have incen-
tives to choose hybrid organizations when the asset
specificity causes substantial contractual hazards
without justifying a complete integration, and the
uncertainties must be consequential enough to re-
quire a tighter coordination than that which currently
exists in the market (Ménard 2004, 2006). Thus, we
formulate the following hypothesis:

H,: The larger are the specific investments made by
the agents in the context of the integration policy, the
more centralized are the governance structures chosen.

This hypothesis is motivated by the idea that inte-
gration requires a close coordination.

Stability is a central feature of the governance struc-
ture in this context, as an unstable integration would
imply failure for the policy intervention. The theory

institutional environment

i H
v
H;
Asset Stability of the
specificity governance structure

Figure 3. Hypothesis to be tested in the empirical analysis

lilliamson (1999) identifies a fourth transaction attribute, probity, which refers to the loyalty and attitude with which
certain public transactions are to be discharged. See Ruiter (2005) for a discussion.
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predicts that, in the case of a non-negligible asset
specificity, the parties tend to adopt hybrid structures
of governance, which are able to support the integra-
tion between the parties in a more efficient manner
than the spot market. However, in this governance
form, more stringent rules are elaborated and adopted
to enforce the contract and to discipline the partners
(Ménard 2000). Beyond uncertainty, the competition
among the parties to a hybrid may negatively affect its
stability (Ménard 2004). The size of the investments
made could induce the agents to sustain the governance
structure, even if the integration regards just a part
of their activities. In accordance with this analytical
framework, we then introduce the following hypothesis:

H,: The larger are the specific investments made
by the agents in the context of the integration policy,
the more stable is the integration.

Figure 3 summarizes the hypothesis to be tested
in the empirical analysis.

EMPIRICAL ANALYSIS
Firms’ evaluations of the integration policy

The Regional Government of Umbria implemented
an Agri-Food policy intervention providing financial
support to 15 groups of the Agri-Food chains to
promote chain integration. 390 firms in total were
involved, and 20 million Euros were granted to the
funds. The project acknowledged to the financial aid
concerns of several chains: meat, milk, wine, truffle,
biomass, typical products, olive oil, cereals and veg-
etables. Three years after the start date, the Regional
Authority carried out phone interviews with 98 firms
(corresponding to 25.2% of the total number of firms
engaged in the policy intervention) and required

ATTITUDE
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SELECTIVE
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NORMS

Figure 4. Attitudes, norms, behaviour

Source: Fazio 1986: 212
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each interviewed person to evaluate (positive = 1;
negative = 0) the outcomes of the intervention with
respect to several aspects. The 98 individual assess-
ments gathered by the interviews were made available
for the research purposes. In this study, the rationale
for considering the firms’ evaluations as a framework
for our cases studies is derived from the relationships
between beliefs, norms and behaviours, as depicted
by Fazio (1986) (Figure 4).

In other words, the individual assessments provide
information on the firms’ beliefs (North 2005) and
perceptions of the policy design with respect to the
aspects of integration that are expected to influence
the firms’ behaviours.

These data were analysed by the Multidimensional
Scaling (Kruskalla and Wish 1978) to depict the struc-
ture of the entrepreneurs’ assessments in each integra-
tion initiative. The following analysis thus highlights
the subjective perspective resulting from the influence
of the institutional environment innovation on the
firms’ beliefs (North 2005).

Table 1 summarizes the questions submitted to each
interviewed person and the results of the preliminary
data analysis. The construct reliability was assessed by
the Cronbach’s alpha (Cronbach 1951): although the
coefficients for Attitudes toward integration, Chain
relationships and Economic effectiveness indicate that
the constructs are reliable, the same is not true in
the cases of Effectiveness of horizontal activities and
General Assessment. Furthermore, we run a Factor
analysis for each construct to investigate its validity.
The Kruskal-Meyer-Olhin and the LR tests confirm
that the factor analysis is appropriate for Attitudes
toward integration, Chain relationships and Economic
effectiveness. The factor loadings of the first factor of
each factor analysis are reported in Table 1. Many of
these loadings are larger than the rule of thumb value

IMMEDIATE
PERCEPTION OF
THE ATTITUDE
OBJECT

BEHAVIOUR

DEFINITION OF
THE EVENT
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Table 1. Phone interview questions: construct validity and reliability

Phone interviews — Questions Symbol Test values Ili)a:;ior:gls
1. Attitudes toward integration
Cronbach’s Alpha 0.63
Kruskal-Meyer-Olhin 0.621
LR c2 114.60 (0.00)
— Were the project’s contents, rights and duty sufficiently clear? CLARITY 0.371
— Did you participate to the project in order to achieve public funds? = FUNDING -0.12
— Would you have participated to the project without public funds? SPONT 0.307
— Do you know the project leader? KNOWH 0.544
— Do you Fhink that Fhe coordinator body promoted your CHAININT 0.396
and chains agents interests?
— Did you receive a sufficient technical assistance? ASSIST 0.396
— Do you know the coordinator body? COORDSUB 0.297
— Did you receive a frequent information about the project? INFORM 0.632
2. Effectiveness of horizontal activities
Cronbach’s Alpha 0.551
Kruskal-Meyer-Olhin 0.563
LR c2 23.11 (0.00)
— Do you know the intervention of the Technological Park
in the field of products quality? TECHPARK 0.579
— Do you participate to a certification system? CERT 0.336
— Do you know the intervention of the Technological Park
in the field of products trade? AGRICENT 0.532
3. Chain relationships
Cronbach’s Alpha 0.679
Kruskal-Meyer-Olhin 0.682
LR c2 124.6 (0.00)
— Do you know the nature of the contract you signed to participate? CONTRACT —-0.009
—Doyou thmk that the stability of the coordination body could provide STABVALUE —0.409
economic advantages?
— Do you think.that the project caused a more intensive relationship RELAT 0.858
along the chain?
- Do you think Fhat t‘he coordination body caused (potential) more INTENSIF 0.821
intensive relationships?
— Broadly speaking, did you achieve advantages from the participation? =ADVANTAGES 0.546
- Do you think that the‘relatlonshlps among the participants will con- CONTINUITY 0615
tinue beyond the project conclusion?
4. Economic effectiveness
Cronbach’s Alpha 0.721
Kruskal-Meyer-Olhin 0.695
LR c2 63.05 (0.00)
— Do you think that your participation increased your sales? BENEFITS 0.584
— Do you think that your participation increased your gross margins? GROSSMARG 0.682
— Do you think that your participation increased the number CUSTOMERS 0.678
of your customers (especially retailers)?
— Do you think that your the participation enhanced the stability DEMAND 0.506
of the demand you normally face?
— Do you think that your the participation enhanced the stability PRICESTAB 0336
of the prices?
AGRIC. ECON. — CZECH, 58, 2012 (9): 409-424 415



Continuation Table 1

Phone interviews — Questions Symbol Test values Factpr .
loadings

5. General assessment

Cronbach’s Alpha 0.784

Kruskal-Meyer-Olhin 0.5

LR c2 49.25 (0.00)

— Do you positively evaluate your participation? ASSESS 0.742

— Do you think you will promote in next future chains project like that ADVICE 0.742

you are participating?

Source: Authors’ elaboration

(0.70), but this trend does not hold for the entire set
of variables. This controversial outcome indicates
that the validity of the construct depends only on
some variables (Inform, Relat, Intensif, Continuity,
Grossmargin, Customers).

In our model, the construct Chain relationships has
a central importance. In order to test the hypothesis
H,, we analysed the data regarding the remaining
constructs: Attitudes toward integration and Economic
effectiveness (concerning the assessments of the eco-
nomic outcomes of the projects) by using a classic
Multidimensional Scaling (Kruskall and Wish 1978).
Effectiveness of the horizontal activities and General
Assessment were excluded because of the low value
of its Kruskal-Meyer-Olhin test. We adopted a three-
dimension configuration on the basis of the stress
measures (Figure 5), and the configuration plot in
two dimensions is reported in Figure 6.

In accordance with Kruskall and Wish (1978), we
interpreted the dimensions by running separate lin-

0.5 -

0.45

0.35 H

0.25 1

Stress

0.2 A

0.15

0.1 -
0.05

ear multiple regressions for each of the variables in
Chain relationships (endogenous), with the three MDS
dimensions acting as predictors. The outcomes are
illustrated in Table 2 (in the brackets, the p-values
of each coefficient’s ¢-test).

We indicate the meaningful variables for each di-
mension with a box. We made the choices by con-
sidering the statistical significance and the absolute
values of the coefficients. In sum, we define dimen-
sion 1 as Advantage from closeness (INTENSIF and
ADVANTAGES), dimension 2 as Continuity by close-
ness (STABVALUE, RELAT and CONTINUITY). The
Chain relationships variables related to the MDS
dimensions express the agents’ evaluations about
the hybrid governance characteristics analyzed in
literature (Ménard 2004). In other words, the em-
pirical findings indicate that the attitudes toward
integration are related to the attitudes toward the
hybrid governance modes and thus suggest that the
hypothesis H, is corroborated.

Dimensions

Figure 5. MDS — N. of dimensions and stress
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Figure 6. MDS Configuration
Case studies

Case Carne Chianina del Parco Fluviale del Nera
The case “Carne Chianina del Parco Fluviale del
Nera” refers to the agreement signed by several agents
to promote the qualitative enhancement of the meat
supply in a small area in Umbria (Central Italy). This
project relied on substituting the bovine strains used
at the time with the selected heads of Chianina, which
is a traditional breed of cattle synonymous with the

Table 2. Interpretation of MDS dimensions

Multiple regressions

Chain organization parameters R2

variables
Diml Dim2

CONTRACT 0.066 0.002 0.05
(0.19) (0.97)

STABVALUE -0.043 -0.176 0.15
(-0.01) (0.07)

RELAT -0.195 -0.157 0.18
(-0.01) (0.08)

INTENSIF -0.281 0.003 0.25
(0.00) (0.971)

ADVANTAGES -0.399 0.077 0.46
(0.00) (0.34)

CONTINUITY -0.267 -0.188 0.43
(0.00) (0.00)

Source: Authors’ elaboration

AGRIC. ECON. — CZECH, 58, 2012 (9): 409-424

high-quality meat. The total percentages of farmers in
the territory who had chosen to adhere to the project
increased from 79.0% (2005) to 90.0% (2007), but
the absolute number of the head supplied was small
(approximately 400 heads managed by 14 farms).
This discrepancy contributes to our understanding
of the overall stability of the integration process. The
enhancement of the genotypes was intended to im-
prove the quality of meat. The agents of all the stages
of the chain thus faced the problem of managing the
new quality level and distributing the gains related.
Because of the information asymmetry about the
meat qualitative characteristics, the parties would
had faced increasing transaction costs (Holleran et
al. 1999), namely the negotiation and decision costs
as well as the monitoring and enforcement costs.
The quality issues thus induced the adoption of the
hybrid structure (Ménard and Valceschini 2005)
which allows the parties to coordinate themselves
without loosing the advantages of the decentralized
decisions (Ménard 2004, 2011).

The small number of agents reflected the size of
the economic activities in the area. An institutional
arrangement of the integration project was designed to
define the relationships among farmers, local butchers,
a meat processor, local retailers and restaurants, and
some public bodies: the Natural Park “Valle del Nera’,
the Consortium “Vitellone Bianco dell’Appennino
Centrale’, the Regional Technological Park and the
Regional Agri-Food Center. The parties adopted the
legal Status “Temporary Firms Associations” Figure 7
provides a sketch of the production and institutional
relationships that were designed and implemented in
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Figure 7. The “Carne Chianina del Parco Fluviale del Nera”: the institutional and productive relationships

this area. The solid lines indicate the flow of physical
products, whereas the dotted lines framework indicate
the basic institutional arrangements. The numbers
identify the types of transactions (e.g., farmer-farmer).

The Temporary Firms Association aimed to pro-
mote the connections among the agents by utilizing
two main institutional drivers. First, the farmers and
the other chain agents were asked to collaborate on
defining a common strategy concerning the quality
signals. The Protected Geographical Indication (PGI)
“Vitellone Bianco dell’Appennino Centrale” required
the production to be based exclusively on the spe-
cialized bovine genotypes (Chianina, Marchigiana,
Romagnola, Podolica), included in the Herd Book.
These include a brand, the Certification commit-
ments, the Labelling and Traceability systems. Thus,
all of the agents were required to meet the stan-
dard requirements concerning the technical rules,
the certification procedures and the Labelling and
Traceability commitments. The farmers of the Park
area are interested to emphasize the quality signal
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participating to the agreement at stake. Therefore,
the rules established by the PGI can be thought of as
an institutional driver of the connections. The second
institutional driver was based on the contracts estab-
lished by the agents. The general agreement defined
by the agents actually provided only the framework
of the relations, while the specific agreements were
planned according to the agents’ individual interests.
This setup corresponds to the characteristics of a
hybrid structure, which usually defines a general
contractual framework and leaves the parties free
to implement specific agreements (Ménard 2004,
2006). Each agent had the opportunity to organize
his/her transaction according to his or her specific
needs and was not forced to adopt unfavourable
contractual rules, except for the general ones. The
flexibility of the agreement not only favoured the
adoption of contractual solutions corresponding to
the individual needs but also acknowledged the ex
post adaptation of the contracts as unforeseeable,
significant disturbances. This is a crucial factor sup-
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porting the effectiveness of the governance of the
relationships entailed by the agreement. Actually, the
agents have the opportunity to cope with the unavoid-
able uncertainty due to disturbances unforeseeable
at the time of the agreement outset. Namely, all the
parties can exploit the flexibility of the agreement in
order to manage a potential misalignment. In other
words, the agreement flexibility allows the parties
to reduce the maladaptation and haggling costs po-
tentially emerging and thus to favour the stability of
the governance structure and the performance of the
chain integration.

The productive relationships (the solid lines in
Figure 7) supported the investment decisions and the
flow of the products. The investments were funded
by the Regional Government for up to 50% of the
total amount. In the context of the Temporary Firms
Association agreement, the investments tended to be
specific to the parties involved in each transaction.
Thus, although the spot markets could be exploited
by each participant, the possibility of supplying the
products and processing the services tended to bring
the parties to transactions 1, 2, 4 and 5 into close re-
lationships, as the value of their investments became
increasingly dependent on the specific transaction
at stake. The possibility of supplying the meat to
various market segments (see transaction 3, 6, 7 and
8) was intended to both integrate the final stages in
the chains and to allow the suppliers to exploit the
consumers’ demands in accordance with the timing
of their production.

In sum, the evidence collected by this case study
illustrates the following points:

Contract
) (service, price)

(a) The production and the certification rules increase
the convenience of participation, but the variety of
contractual relations determines flexibility. Both
of these causal relations provide the evidence for
the hypothesis H;.

(b) The governance structure chosen reflects the
basic characteristics of the hybrid form (Raynaud
et al. 2005) and exhibits strong interdependen-
cies among the partners, which corroborates the
hypothesis H,.

(c) The degree of the asset specificity is associated
with both the stability of the agreement and the
centralization of the coordination mechanism,
which provides evidence for the hypotheses H,
and H,.

Case “Pollo d’erba”

The second case study we considered is the opposite
of the previous one. It concerned the integration of
agents involved in the supply of the organic poultry
meat. This meat is a niche product characterized by
the traditional poultry genotypes with qualitative
characteristics different from that of conventional
poultry meat. Organic production entails several
qualitative characteristics which give raise to infor-
mation asymmetries and the potential opportunism
among the chains partners. Accordingly, also in this
case the parties tend to reduce the ex ante transac-
tion costs (monitoring and enforcement cost) by
adopting hybrid governance forms. The production
system was based on a few simple rules entailing
the natural feeding and housing and a low density of

Contract
(price, quality)

Distribution

Growers

[RRPRG  yE  PI E—

Regional 1
Technological park-
Aiab-University
Center:

Technical Rules-
Production protocols-
Brand “Pollo d’Erba”

P

A 4

—»

(Restaurants,
local Retailers)

Figure 8. The “Pollo d’Erba”: the institutional and productive relationships
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animals (number of head/m?). As a result, the costs
of production were larger than the costs in the case
of the conventional product, and difficulties arose
in efficiently organizing the supply system. These
difficulties also resulted from the concentration of
the poultry market. In this context, the integration
project was intended to establish a close coordination
among the parties to structure their relationship and
to increase the possibilities of selling the product to
the selected market segments.

The integration project included the following
main investments: (a) physical assets at the farms
(Euro 255.500), which were intended to diffuse the
poultry strains and to implement a production pro-
tocol, and (b) elaboration and implementation of
certification systems and of the set of technical and
organizational rules needed to introduce the com-
mercial brand “Pollo d’Erba” (Euro 283.280).

The total number of parties involved was four ag-
ricultural farms, one agricultural cooperative, one
national level Association of Organic Producers (Aiab)
and one Regional Technological Park. The produc-
tive and institutional relationships are illustrated in
Figure 8.

The solid lines indicate the flow of the product, and
the dotted lines indicate the institutional relationship.
The system was simple, as it contained two institu-

Table 3. Synthesis of case studies

tional drivers: a general framework concerned with
the basic technical rules and a general contractual
framework for the agents’ arrangements. This sim-
plicity partially reflects the characteristics of hybrid
forms; the simple contracts designed by the agents
largely relied on the general structure provided by
the enforcement procedures of the Organic Producers
Association (Aiab) and the production protocol con-
tributed by the University. After almost three years,
the integration process revealed elements of instability
and other difficulties, which significantly reduced
the size of the supply. The main difficulty stemmed
from the free-riding behaviour of the largest farm
involved in the Temporary Firms Association, which
progressively reduced the quota of meat supplied by
the brand “Pollo d’Erba” to its customers. This exploi-
tation of the market share originally belonging to the
brand resulted from a lack of adequate safeguards.
Moreover, the remaining agents were only slightly
involved in the systems and they progressively lost
interest in the coordinating efforts, which led to a
persistently low degree of integration. Furthermore,
the supply was largely uncoordinated, with each agent
basically free to implement her/his plans. The hybrid
structure is unstable and the interdependence of the
parties appears to be really weak. The main reason
seems to be the low level of specific investments.

Carne Chianina del Nera

Pollo d’Erba

Design of the division
of labour

Tasks decomposition
appropriately designed among
the participants

Tasks decomposition
appropriately designed
among the participants

Centralization o . e
of coordination Coordinating body Not clearly identified
STATE Production and supply are Production and supply
OF ALIGNMENT Common Planning system organized accordlng‘to‘ ‘gen'eral are organized according
agreements, but flexibility is to general agreements
allowed to the parties flexibility
Proper information Labelling Labelling
system Traceability Traceability, but not specific
Cooperation Stable Premium price Unstable premium price
Relative stable conditions
Automatic clauses
ENEORCEMENT Hosta‘ge clauses
PROCEDURES Relz;t.zye unstable
conditions Technical rules Technical Rules
Formal clauses
Informal-tacit clauses
Exit Scarse Important
STABILITY Legal duration Not influential Influential
Effectiveness of
enforcement procedures Strong Weak
RESPONSIBILITY  YES/NOT Yes No

Source: Authors’ elaboration
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The weakness of the interdependence in turn caused
a high maladaptation. In order to avoid the haggling
costs, the parties do not negotiate ex post in order to
maintain the relationship — as shown by the reduction
of the flows of products managed under the agree-
ment. The hypothesis H, does not appear to be fully
verified. Nonetheless, the hypotheses H, and H, are
corroborated by this case study.

DISCUSSION

The analysis carried out indicates that integration
is connected to viable patterns of a close coordina-
tion and cooperation if the theoretical conditions
for adopting the hybrid forms are met. Table 3 sum-
marizes the values assumed in the case studies by the
dimensions of the proposed analytical framework.

The evolution depicted in this table appears to be
able to induce changes in the management concept
and activities (Schiefer 2002) and to exert multiple

influences on enterprises. To examine the potential
managerial implications of the results, we find it
useful to consider the conceptual approach to chain
management. Lambert and Cooper (2000, pp. 77-79)
investigate the conceptual foundation of the sup-
ply chain management and identified the manage-
ment components of a supply chain: planning and
control; work structure; organizational structure;
product flow facility structure; information flow
facility structure; management methods; power and
leadership structure; risks and rewards; culture and
attitude. In Table 4, we depict a hypothetical pattern
of the managerial implications of the dimensions
investigated in this study by contrasting the four
dimensions with these management components.
Drawing from the previous analysis, we indicate
the hypothetical influence of the dimensions of
the integration on a management component. We
denote by the symbol “X” an expected influence.
Namely we indicate the potential effects of each
of the characteristics of the dimensions discussed.

Table 4. Hypothetical pattern of relations among dimensions of integration and managerial components

Management components
1 2 3 4 5 6 7 8 9

Design of the division of labour
Centralization of coordination
ADAPTATION Common planning system
Proper information system

Cooperation

X X X

Relative stable conditions
Automatic clauses

Hostage clauses

Relative unstable conditions

Formal clauses
Informal-tacit clauses

ENFORCEMENT
PROCEDURES

Exit

STABILITY Legal duration

Effectiveness of enforcement procedures b'e X X

YES

ESP IBILITY
RESPONS NOT

Legend (Lambert and Cooper 2000, pp. 77 ff.)

1 = Planning and control are keys to moving an organization in a desired direction; 2 = Activity structure, it indicates
how firm perform task and activities; 3 = Organizational structure, it refers to the individual firm and supply chain;
4 = Product flow structure facility, it refers to the network structure for sourcing, manufacturing, and distributing;
5 = Communication and Information flow, information flow strongly influences the efficiency of chain (see also Schiefer
2002, p. 200); 6 = Management methods, it includes the corporate philosophy and management techniques; 7 = Power
and leadership structure, it influences the direction of the chain and the commitments of the members; 8 = Anticipation
of sharing of risk and rewards, it affects the long-terms commitment of the channel members; 9 = Culture and attitude,

it emphasizes the necessity of enhance the compatibility of corporate culture across channel members

Source: Authors’ elaboration
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Table 5. Classification of the possibilities of policy intervention in the field of chain integration

Process of integration

Already activated by the agents

Not currently activated

Already made Case 1

or planned forms

The theory predicts the choice of hybrid

Case 2
The policy intervention could be effective
in promoting integration

Neither made Case 3

nor planned

Investments
specific to the
counterparties

There is no current need for choosing
hybrid, the relationship remains weak

Case 4
The is no current necessity neither
opportunity for integration

Source: Authors’ elaboration

For example, it appears reasonable that the first
three components are influenced by the design of
the division of labour entailed by integration. A
specific attention has to be paid to Responsibility:
when the integration is able to support the profile of
responsibility of the agents toward the political and
societal expectations, the profile of the leadership of
each firm should be oriented toward expectations,
also affecting the attitudes of the managers, work-
ers and stakeholders. The table suggests that all of
the dimensions of the integration process affect the
management components, and the state of alignment
dimension seems to exert the greatest influence.

Furthermore, the Table 4 points out that the in-
tegration process may have an intense effect on the
management components, which, in turn, may gen-
erate specific costs associated with the managerial
approaches adopted ex post. To economize on these
costs, policy intervention may induce the agents
to adopt a specific hybrid governance structure.
These costs may also be so large that they reduce
the incentives to join the integration process. The
number of the investments at hand and the degree
of the asset specificity may generate specific trans-
action costs that may, in turn, counterbalance the
costs of the change in management. Furthermore,
a central TCE tenet states that the technological
and organisational modes are jointly determined by
the decision variables (Williamson 1985, p. 89). As
a result, the management components stimulated
by the adaptation dimension strongly interact with
each other; this interaction appears to be a specific
feature of the management complex change identi-
fied by Schiefer (2002).

The study also may contribute to identifying the
possible effects of the policy intervention (Table 5).

In Case 1, the support of the policy can be embedded
within an existing or planned framework and it may
favour the achievement of efficient arrangements. In
Case 2, the management can assess the possibilities
of integration. Conversely, it seems that neither the
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policymakers nor the management can easily evaluate
the uncertainty characterizing Case 3 and Case 4. In
other words, the policy intervention in these cases
must be primarily concerned with the analysis of the
processes already undertaken and with the uncertainty
the agents may face in promoting integration.

CONCLUSION

In this paper, we examine the potential relation-
ships between integration policy and organizational
choices in the Agri-Food Chains case. Our argument
is developed based on the TCE and it relies on the
importance of hybrid structures. We propose that four
dimensions have to be taken into account in order to
examine an integration policy (adaptation, enforce-
ment, responsibility and stability). The proposition
that institutional solutions adopted by the agents may
contribute to the achievement of integration if the
conditions for adopting hybrid forms are met seems
to have been corroborated. The study suggests that
the organizational adaptations related to integration
may affect many components of the supply chain
management. A broad set of cases can summarize
the opportunities for the policy intervention. More
structured theoretical and empirical investigations
are required. Opportunities for a future research
seem to arise along two directions: to relax some
restrictions of the hypotheses adopted in this study
(i.e., the efficiency of the decision-making process)
and to implement the analytical framework; and to
extend the range of cases considered in empirical
investigations by considering various institutional
environments as well.
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