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Abstract: Upgrading is thought to afford an enterprise betipportunities for improving its
business prospects. The purpose of this paperasdtyse the upgrading processes that a small-
scale enterprise may undertake - for entering eigarmarket, and their associated impacts as a
mixed-methods study of small-scale contract fisledrSeychelles inter alia reveal. A model and
two assumptions were developed based on the Gidalale Chain (GVC) literature and the
resourced-based view of the firm, respectivelythia study, data from a structured survey helped
assign 36 randomly-selected sole-vessel produoessManaged Value Chain (MVC) — a chain
exhibiting deliberate supply-demand alignment psses, and 34 randomly-selected other
producers to an Open-market Value Chain (OVC) -haircdisplaying no intentional supply-
demand alignment processes. Difference of means (ies tests) were subsequently undertaken
on 5 months’ of production level, capacity and aéfncy data of the two independent groups.
Four of the highest-producing MVC producers subsatjy provided a semi-structured interview
on their production-related attributes. The diffaxe of means tests show overwhelming statistical
support of a strong impact (at p < 0.01) of upgngddbn the production capacity and level of its
beneficiary, but no support (at p > 0.10) for aikimpredicted impact on its productivity. The
semi-structured interviews inter alia suggest that MVC producer tends to be an expansion
venture of a firm from another economic sector @&sdproductivity is shaped by its directly-
controlled as well as marine resources. The firmtweng into fishing tends to upgrade its
production process to secure supply contracts fWC buyers, particularly the exporters, by
leveraging access to finance, information and ntarkater, for reasons partly linked with
governance and environmental sustainability thretaess MVC contract producer downgrades its
production process to also target native markets While the ensuing multi-chain operations
help the contract producer to sustain its viahilihey appear to subsequently increase both the
supply risk of the MVC buyers and their horizontaimpetition. A practical recommendation is
that a seafood chain can make business gains déxyg#irening its supply-demand alignment and
the environmental sustainability of its exploitegsources. The study is the first of its kind in
small-scale fisheries in Seychelles, and perhapshén World, to uncover two characteristic
business expansion processes, namely, productiocegs ‘scale upgrading’ and ‘scope
upgrading’. In response to opportunities and/oedks, small-scale contract producers tend to
combine them to seek economies of scale and/oesgains through intra/cross chain multi-buyer
operations.

Keywords. Barriers of entry;Contract producers; Process upgrading; Seafoochsh&alue
chains

Introduction

improve at least its production quantity and, oftgmlity too. Upgrading assumedly fast-tracks such
improvements, allows the enterprise to gain actessporters and is facilitated by the industrialigies of
its home country as well as control instrumentgotieveloped-world buyers. Upgrading has indieyivhelped a
few small-scale firms in Seychelles to thrust istone EU fish markets, through their local interragds.
FAO (2010) estimates that fishing firms tend toshbeall-scale and exploit coastal and inland fistoueses. FAO
(2014:5) adds that capture fisheries achieveckitersd highest global production of 93.7 millionries in 2011 and
the production of fish in the Indian Ocean maingairits long growing trend in 2012. Delgado et 2003) further

A developing-country small enterprise wishing tagtinto world markets is likely to come under greg to
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contend that fish exports from the developing teellgped countries annually fetch a net value of 1LSH8illion,
which exceed the value of many other traditionaicagfural exports of the developed world.

Partly because of its scale disadvantages, whichpefg1984) suggests are associated with its velgtsmall and
price-sensitive market, the developing-country cardity producer usually undertakes batch/cyclicaldoiction
runs, each of which experiences variability in salad production conditions. In addition, the bagobduction of a
highly perishable commaodity that cannot be stomdafconsiderable period carries important wastegs, which
are associated with post-harvest preservation eringdls and untimely sales, plus high cash-flow dlaions -
peaking from post-harvest sales and decreasingfisamtly during production. The producer may reewsuch risks
by targeting a highly dependable demand, typica#tgrby its production site. It is perhaps for dosaogthat the
small developing-country enterprise tends to tatgefer-income customers, as Harper (1984) arguesveier,
such customers inter alia limit the enterprise’sibess prospects, which it may improve by more esgively
‘managing its demand’ for perhaps targeting higheome buyers.

The small-scale fresh and frozen fish (FFF) seistdhe animal protein source of choice for natiséSeychelles,
whose per capita fish consumption is - accordingA® (2016), around 60kg and among the top 10 énwtbrld.

However, the sector’s production appears to beitagigehind demand. Seventy two per cent of harvesieerate
vessels with lower production capacities and tenttade with lower-income, road-side customers. fi@maining
28 per cent of harvesters do not only have highedyxtion capacities but also contribute 61 pert ¢enthe

production of the whole sector. In addition, royghll per cent of harvesters having higher produactiapacities
use more sophisticated production systems; terihve supply contracts with larger buyers, includisg plants,
hotels and airline caterers targeting foreign austis, and situate their base nearby the largest fist buyers, the
fish processing-exporting plants. Such institutidnayers tend to manage their fish demand to adrighiantity and
standard. Moreover, since early 1980'’s, the FFFoséas been strongly supported by an increasiray af export-
orienting industrial policies, including numerousbsidies to its capital and variable costs, pakity, below-

market capital, taxes, fuel and ice; sickness liesndfee-of-charge water and other port facilitiesonitoring and
surveillance services.

The production of the FFF sector peaked in lat€39& few years into its partial export-orienteduistrialization,
and has since been unsteadily declining. Intergigtithe CEOs of the fish plants contend that taevést contracts
that they have with some of the few larger-capguityducers help to lower their persistent expoatdgrfish supply
risks. Such a contention, set against the higherais potential of the targeted foreign marketdp lstrengthen a
hypothesis - often found in the Global Value Ch@gBVC) literature, that harvesters that upgraderséaoleé with
foreign customers have better business opportsnitian those that do not upgrade and target natiseomers.
This paper analyses the upgrading processes #mak-scale developing-country fish producer magtarteke - for
supplying foreign markets, and their allied impadtsoverviews the conceptual discussion on upgmadind
subsequently discusses some of the results of airieah study on key upgrading processes in the B&¢tor of
Seychelles. A comparable investigation has not beeed but in related subjects in other economitass, such as
in agri-food (Lee et al, 2012) as well as appanel ear manufacturing (Gereffi, 2001).

A commercial product realizes its inherent consuwedue, when purchased. Hence, a commercial prodsce
destined to fail without sales and is consequeptiyssured to remain focussed on demand. Being atiypic
customer-facing and low on resources, a small-seaterprise tries to produce what it anticipate séll-out
quickly, a strategy that constrains it to target tight customer need/value. In this sense, whijeoducer helps link
customers with their sought benefits/value, puricitagompletes that link. What’'s more, while consumalue
flows from producers to consumers, money — reptesgithe demand/value of a product, flows in theagite
direction. Now, since products are conventionallguaned to flow from left to right, a supplier-cusir link is
both adownstream value port@ndupstream demand/revenue portal

Drawing on the arguments of Stokes (1994), suchalaevdemand portal is otherwise dubbed a ‘chairy. B
extension, every business is a micro chain asnteyrnal suppliers and customers also engage irexdgmand
exchanges. In addition, a sequence of independssimdsses engaging in value-demand creations aridieges is
also a chain, albeit longer, more geographicalgpdised and complex than a customer-facing ergerpis a way
of highlighting the separate value, demand and Igugeation properties of a chain, different scisoof thought
label it as a ‘value chain’, ‘demand chain’ andpply chain’, respectively.

This paper draws mostly on the value-creation ptypef a chain. Schmitz (2004) identifies 4 categerof value
chains: those that (1) deal with each other in artehgth transactions (2) co-operate and have campitary
competences without control over each other; (3)jaga in captive or quasi-hierarchical relationshif¥)
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participate in a hierarchy if they are verticalhfegrated. In this paper, all value chains are gidas being either
managed or open-market, depending on whether tkieipite deliberate supply-demand alignment proces$és
participants of a managed value chain (MVC) intamdily collaborate for the purpose of aligning chaiupply and
demand. By contrast, businesses operating in an-o@eket chain (OVC) do not deliberately collaberdbr
matching supply and demand and maintain open oelstips, instead. A type of MVC that is the foctistany
studies is a Global Value Chain (GVC). It is a watlemand portal involving cross-border supplierd eustomers.
On the arguments of Gereffi (2001), Humphrey & Sithr{f2001), Van Dijk (2012) reviewed, while many GV
commodity suppliers are in developing countriegjrticustomers tend to be in developed countriesis;Tim such
GVCs, value-creation starts in developing counteed demand-creation starts in developed counttidding to
this, Humphrey and Schmitz (2001) argue that GV&amers may work for, or act on behalf of, majdaiters or
brand-name companies. Such ‘lead firms’ insist earelasing cost, increasing quality and speed. Alaugito Lee
et al. (2012), in order to increase their flexigilio source high-volume, low-price, diversified pnots all year
round; facilitate traceability; ensure food safetd quality, lead firms in agri-food GVCs work wighsmall group,
generally large-scale suppliers that have the dgpacmeet their stringent and costly requiremeBisurlakis et al.
(2004) add that the pressure on the food industty inter alia cut lead time and deliver on-tiraerteet consumer
needs better, faster and at less cost and respché thallenges to quality posed by the distamtedren suppliers
and consumers.

Such processes readily suggest that, the typicaC @Afgets higher-returns markets requiring moreaaded
technologies than a small-scale customer-facingrprise. Moreover, UNIDO (2009) points out that ajon
hypothesis of the GVC approach is that nationaletgment requires linking up with the most sigréfit lead
firms in an industry. However, in the argument$dafper (1984) the developing-country small firmvesrthe poor,
who limits its market, inclining it towards smabliade, labour-intensive, flexible and locally-madehnologies.
Keesing and Lall (1992) in Humphrey and SchmitzO@0further add that developing-country producems a
expected to meet requirements that frequently dqyet) apply to their domestic markets. The situatcreates a
gap between the capabilities for supplying the dsiroeand export markets, respectively. Thus, patamneetting
and enforcement may be required to ensure thatiptednd processes satisfy required standards.

Humphrey and Schmitz (2001) contend that at thet leéahe GVC approach is the concept of ‘goverménehich
captures the relationships between chain partitspand institutional mechanisms through which tba-market
coordination of chain activities takes place. Withgovernance, a chain would merely be a sequehoeadket
relations. Therefore, governance implies that saimen participants set and/or enforce parametedgruwhich
others within it operate. It can be exercised iffiedent ways, and different parts of a chain cangbeerned in
different ways. It becomes particularly essentidiew a chain starts to source supplies from - pdatity
developing-country, firms that have little expederin the global economy. The critical parametersvilue chain
governance are: what is to be produced and howo teod Lead firms inter alia transmit best practiaed provide
hands-on advice on how to improve layout, productiows and raise skills.

By implication, a developing-country small enteggrivishing to venture into exports — perhaps bykimg a local
GVC intermediary, for example, must substantiathprove its production scale and standard. Accortiingee et
al. (2012), the presence of multiple governancecsitres and stringent private food standards shapetrategic
options available to smallholders, who confrontethibasic choices: upgrading, downgrading, or &n Dijk
(2012) further argues that upgrading in developiogntries increases the benefits that they denige fbeing
linked to world markets and that more control abow country or its companies to earn more moneygtwh
facilitates upgrading of these value chains. Furttoee, Van Dijk and Trienekens (2012) contend thatcessful
upgrading mostly requires attention for multiplesimess aspects, such as combined attention foruprcahd
process upgrading or collaborative product upg@dmcombination with contractual arrangements.dBob and
process upgrading are most common in developingicpwalue chains; functional (value-added) anérigtectoral
upgrading occur less as most developing-countrgymers are still commodity suppliers for Westertugachain
partners.
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Figure 1 Export-oriented value chain governanceraadagement
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For upgrading its production, a developing-courdgnterprise requires access to not only expansisourees -
including growth finance, management expertise figtier level production skills, but also to a highielding

market for sustaining its ensuing higher-cost of@ma Drawing on the above arguments of particyl&tumphrey
& Schmitz (2001) and Lee et al. (2012), governahelps facilitate access to such resources. Whitesscto
production process design, including layout andvfl@appear to be enabled predominantly through -ctican

governance, the institutional environment is instental in supporting access to growth finance, huneaources,
management expertise and the market.

By inference, although GVC demand creation is myostiaped by the developed world, its value creatfon
impacted by the developed world as well as market mon-market players in developing countries ggife 1
illustrates. According to Gereffi (2001), in buymmducer chains production processes are fashiop@drameters
set by retailers and brand-name firms that focusdesign and marketing and do not necessarily pssaeg
production facilities. Lee et al. (2012) add thatproducer-driven chains the responsibility for gudial safety
failures lies with the developing-country processtbrat implement production controls. As such, aO3d¥ shaped
by both national and international market and narket governance forces, as Figure 1 illustratbe fotential
misalignment of those forces provokes resistarkesiliated by the left-to-right arrow) to intra-chayovernance &
management (represented by the right-to-left arrdvenetheless, the arguments of Gereffi (2001) lazel et al.
(2012) compellingly suggest that demand stronglpdots on GVC behaviour. Hence, GVCs tend to noy onl
coordinate higher-returns world markets but alsluevachains thrusting into them. For example, upgads a
mechanism that typically helps the developing-coumélue chain to access world markets primaritptigh local
intermediaries of GVCs.

Upgrading thus serves as a GVC access key for #-soade enterprise. In order to supply a GVC théegrise

must have the appropriate resources, includingétrfuctural, natural, human and financial. Whilsib@usiness
infrastructure is typically available as public\gees - including roads, utility and port networlescess to growth
finance and human resources vary widely acrosstdearand may not always be readily accessible.ifksiance,

Harper (1984) argues that unknown profits of thalsifirm potentially explains why it is unattractivto lending

institutions. Therefore, to access capital, thelsgtale firm typically requires external assistapnmcluding from

both state and non-state organizations. In the yiefwan Dijk and Trienekens (2012), upgrading tetw help a
developing-country small-scale enterprise to impreither its production process or product rangpesé different
developments have been dubbed process and propgictding, respectively. While process upgradingp$edise

the productivity of production, product upgradingables the production of a higher value-added mdu

Nonetheless, drawing on the arguments of BarneyHesterly (1999), the production potential of argrauled
small enterprise cannot be assumed to be impagiddsévely by the chain in which it participatesca@ording to
the resource-based view of the firm, such a pakntiay be influenced by unique resources of therprise too.
Cooney and Malinen (2004) adds that the profil¢heffirm is a reflection of decisions taken by #r@repreneur.
And in the views of North (1994), firms that groeflect the opportunities offered by the institutaenvironment,
including formal constraints - rules, laws, consgtdns, for example, informal constraints - nornfsbehaviour,
conventions, self-imposed codes of conduct, fongta, along with their schemes of enforcement.

On the environmental sustainability of the FFF sea@t context, Gutierrez (2015) cautions that festploitation
intensity is not only elevated but there is alspradominance of juveniles in sampled decreasinghband
cumulative outputs. Worse still, on accounting fwoduction monitoring & control challenges, Robinset al.
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(2007) indicate that actual exploitation intensitgy be 15-30% higher than recorded. In the viewgasf der Elst
et al. (2004), such findings are clear indicatdreverexploitation and drawing on the argument&BEP (2011),
those indicators are also linked with state intetiems in the FFF chain by way of production sulesid being
instruments of industrial policies. Gutierrez (2pHalds that although fishing activity in the FFEtse has been
identified as the main threat to the decreasinglyction trend, climate change and coastal developmeay
exacerbate impacts. Focussing on the potentialtivegpressure of pollution on the decreasing prtidactrend,
Michel and Sticklor (2012) argue that oceans haeme more acidic as a result of absorbing bet@8eand 30%
of society’s cumulative carbon dioxide emissiorsnee the dawn of the Industrial Revolution.

Drawing on the GVC literature, the small-scale Rreend Frozen Fish (FFF) sector of Seychelles was
conceptualized as comprising two independent vehaens: the Managed Value chain (MVC) whose pandicts -
including around 50 harvesters, intentionally coape for fish supply-demand alignment purposes iarmoving
allied economic gains plus an Open-market ValueirCl{@VC), whose participants — including around 400
suppliers, do not deliberately cooperate but irtsteeintain mostly open business links. The arou@dve/C
suppliers were assumed to enjoy more sophistiqatediction systems thanks to intra-chain governginmciistrial
policies governing the MVC and their internal ressms. The FFF value chain was thus defined as ten-firm
network comprising businesses exploiting marink &cks for both native and foreign consumersap@tating in

an institutional environment shaped by both naliama international governance instruments.

In addition, MVC intra-chain synergizing activitiegere assumed to be crucial for the small entexgosupgrade
and access foreign markets. On the assumption MMC exploits commercially productive resources,
disadvantages of small-scale fish producers, imctudheir lower production scale and inexperiengefdreign
markets suggest that those synergizing effortsldhmeidirected at structural improvements, paréidylproduction
process upgrading. Now, as the higher-returns My@caes supply from only upgraded suppliers, in théloey are
economically healthier than their OVC counterpaats] the best estimators of their upgrading adgmstare their
measurable business outcomes. However, upgradidgtarassociated advantages are likely to be inegabty
factors outside the MVC too, including industriadlipies and unique resources of the suppliers. é&x@mple,
production subsidies help reduce the cost of bo¥fCMentry and operation. In addition, all harvestars de facto
not obliged to record their production data, letna report them to the authorities. Instead, gavent field
technicians undertake daytime evaluations of tlaidings, 6 days a week, for monitoring productioBach a
resource management scheme is likely to not ordyagé exploitation intensity but in practice aldm@ates
access to potentially informative financial datatbé harvesters. Consequently, only variables &ssak with
landings of the suppliers are available for congmarj namely, production capacity, level and efficie

The study: objective, question, hypotheses

On the basis of the above discussion, the MVC pes$jtinfluences upgrading and its associated higineduction

potential. However, as also discussed, such a hggioal relationship is likely to be mediated, irdihg by unique
resources of the supplier, and also moderated,dimay by industrial policies. The primary objectiv€the study
was to empirically test the significance of thdatienship and shed some light on its key mediatind moderating
variables. The question asked was: How does a nednaglue chain impact the production of its smedlle

producers? It called for not only a comparison edtable business outcomes of producers that hadaaadot

upgraded, respectively, but also the attributioswth outcomes to MVC participation and other pigtfactors.

Hence, a quantitative-qualitative investigation sl for elucidating the question. Moffatt et @006) argue that,
in spite of their paradigmatic divisions, combinisigch methods in a single investigation is not amoon in social
research. Tornikoski (1999) adds that from the tpasi point of view the goal of research is: toasgh for

regularities and test in order to predict and cdrénd, according to subjectivism it is: to deserdnd explain in
order to diagnose and understand.

Three hypotheses guided the quantitative phaskeo$tudy. The first was motivated by the poteriiidd between
production and its targeted market/demand. Assurfigigresources are productive, the quantity aaddsard of
fish that a supplier produces in theory are strpimglpacted by its vessel type. However, drawingl@arguments
of Harper (1984), the vessel employed too is eguafluenced by the targeted market. Supporting thference,
harvesters with lower-capacity vessels in conterttto be day-trip suppliers of fresh whole fisHdwer-income
native customers, and those employing higher-capagssels tend to be multi-day suppliers of ruditagly

processed and cold-stored fish to higher-incomeidor customers in the MVC. As such, participatiortie MVC

seems to be structurally sustained; in order tgplyuthe MVC, a supplier indicatively upgrades itoguction

process by at least increasing the size of itselemsd associated scale of production. The ensiiiistgtestable
hypothesis isthe output of MVC suppliers is likely to exceed tifaheir OVC counterpartNow, since MVC and
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OVC suppliers seemingly use larger-capacity andelesapacity vessels, respectively, the associatednsl
hypothesis isThe production capacity of MVC suppliers is likelysurpass that of OVC suppliesnother not-so-
evident practical difference between the MVC and@3suppliers is their production objectives. OVC gigrs
trade in fresh whole fish. Associated high perigiitgtrate and also buying behaviours limit theale period to
between noon and around 18:00hrs. Both factors pepsure the suppliers to not only restrict tlesjoloitation
efforts but timing too - particularly when to startd stop them. After all, the viability of a pattar harvest that is
landed after its sale period is seriously comprechisHowever, as MVC suppliers are multi-day operstj their
harvesting and landing operations are not as timew. They are able to negotiate their landing simih their
buyers and continue to harvest until they achidwertfull production capacity. Such differencesproduction
objectives compellingly pointed to a third testahigothesisMVC suppliers are likely to have higher individual
efficiencies than OVC suppliers

The qualitative part of the study helped identtfig tpotential sources of those hypothesized quéwétanpacts.
Two assumptions helped keep it focussed on prastuctlated attributes: the MVC is a market thataats (1)
already higher producing small-scale suppliers g@jall-scale suppliers with an individual higher guotion
potential.

Materials and M ethods

The gquantitative part of the study required the piag of supplier-buyer links; sampling comparabteups of
small-scale MVC and OVC suppliers and comparingdistribution of their respective production levehpacity
and efficiency. Comparability was ensured by sélgcsingle-vessel participants. Only those supsgliehose
buyers confirmed contended contractual arrangemeats assigned to the MVC. Suppliers targeting ghblic
were assigned to the OVC. Normality was ensurealthin random selection of study participants. Prododevel
was estimated by the landed kilogram fish weightdpction capacity was estimated by the kilogrash foad that
a vessel was designed to carry; and efficiency essnated by the per cent of (landed fish weigpt@@uction
capacity) for the whole period of observation.

The quantitative part tested the nominal variatiie, FFF value chain, for a significant mean diffes between its
independent MVC and OVC subgroups, on three relategendent variables: production level; capacitd an
efficiency. The ‘Nature of demand’, i.e., managexsus open-market, was the independent variable.td$ted
parameter was the difference in the means of ttee uarelated populations. As the standard deviatiwinthe
dependent variables were not expected to be eglidhree hypotheses were tested using the uneguences t-
test. The qualitative part of the study involveteimiewing the owners of 4 highest producing MV@®liers, as
the quantitative phase revealed. The content asalgshnique, as described by Krippendorff (200vgs used to
individually analyse the interviews.

On request, the two exporters provided their cutiuddist of 50 suppliers. A second list of 50 atlseppliers were
randomly selected from a database of those licetméidh in Seychelles. Sorted by their communjtibe owners
of the suppliers were individually invited by photteparticipate in a screening survey. In all, 3@ 84 owners
from the first and second list of suppliers, regipety, accepted the invitation. They were subsetyendividually

interviewed - with confidentiality assurance, orx siategorical variables, namely, their harvest atsp —
whether/not for sale, harvest landing site, prodactapacity, point of sale, main buyer, and sugyghuyer link
type. If an owner reported supply arrangements itsttypical buyers, it was assigned to the MVQ] &mot, to the
OVC. The second phase of the study was the weighfitendings of the selected firms over 5 monthshefr peak
fishing season, November 2013 through March 20h4. third part of the study involved semi-structuirg@rviews

with four MVC participants with the highest recoddeutputs.

Descriptive analysis helped assign the 70 selguéeticipants to the MVC (n = 36) and OVC (n = 3#he main
procedure for evaluating the production of the OS@ppliers was the weighing of a sample of theiivinidial

landed species and subsequent multiplication bytdted quantity of each respective specimen. Thozgss was
carried out six days a week by trained governmiit enumerators with the aid of a hand-held sphatance
scale of 25 kg capacity. Landings of the MVC sugrsliwere weighed by their buyers, with the aidigftdl scales
having a capacity of up to 3,000 kg.

On completion of the field evaluation, the landindgaset compiled was first cleaned from zero nstubData
collected from an MVC patrticipant that lost its sekand crew at sea were also eliminated on etgroainds. The
process reduced the independent samples to 34 MMC32 OVC harvesters. Table 1 summarises their key
characteristics. As illustrated, MVC suppliers teéadrade with the fish plants. OVC fishing firmentl to sell their
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produce primarily to the general public. The averggoduction capacity of the few MVC firms tradimgth
different buyers is greater than for those supgtime fish plants. In the OVC too, suppliers tairggfish traders
have an average production capacity far exceetliatgof firms trading with the general public.

Results

Table 1: Key attributes of investigated fishingrfs

Customers Participants (Nos)  Mean Fish-hold (MT) aW€rew Size (Nos)

MVC ovC MVC ovC MVC ovC
Fish plants 22 0 4,061 0 5
Various 7 2 6,029 1,075 7
Traders 5 1 1,300 6,000 3
Public 0 29 0 1,139 0 3

Independent samples t-tests were subsequently takdaron the gathered output, capacity and effigidigures of
the two groups. The t-test, at p < 0.01, overwhegtyi supported a statistically significant diffecenin the mean
production levels and capacities of the MVC and OMpliers. However, at p = 0.14, it rejected disteally
significant difference in the mean efficienciegtu two groups.

The content analysis of the subsequent semi-stedttimterviews uncovered a total of 34 exclusivarahteristics
of the MVC suppliers, 80% of which were sharedréapect of their personal attributes, all of theners: were
between 20 and 50 years of age; aspired to groiw fih@, and contended that they are dedicatech&rtMVC
business. All of the firm owners also reported awédndifferent sources of finance, were encouraggain the MVC
by its insiders and expressed a sense of resphitysibimaintain fish supplies to native customevkast of the firm
owners: kept another business in a different econa®ctor, reportedly highly valued their MVC busss and
hoped to upscale its production. Half of the firmners shared ownership of their MVC business withicod
sibling. In the area of business strategy, allhef MVC harvesters reportedly: located their basghyetheir main
buyers — particularly, the fish plants, adjustedirttoperations in response to shifts in demand &puat; had
relatively open-ended supply contracts with paféidy the fish plants, tapped into various sourogédinance,
remunerated their staff on a piece-rate basis aambged their wastage risks by partly trading witHOGtustomers.
Most of the harvesters reportedly: targeted onlynagket fish customers and were servicing a loarf éfathe
harvesters: were over five years old and had faonlgins. About their harvest and staff, all of thi&C suppliers
reportedly: experienced seasonal variations of fireiduction; had fluctuating species compositiemployed post-
harvest preservation facilities; used their soligmir as operations and oftentimes as sales mansagerhad staff
who were unskilled, lived off fishing, regularlyaiged jobs, were casually employed and trainedlynamthe job.
In terms of their fish capture attributes, all o€ tMVC suppliers reportedly employed selectiveifightechnologies.
Most of the suppliers had more than 3.9T of avenagmluction capacity and exploited various but awiity
offshore fishing grounds. Fifty percent of the M\& uppliers used some advanced harvesting technsjogie
including GPS and fish finding equipment.

Discussion

The quantitative tests indicate that, partly suppgra common hypothesis of the GVC approach, ugo
positively impacts on the production capacity asdogiated output but not on the efficiency of anGAsupplier.
The qualitative analysis suggests that while sumtitipe outcomes of upgrading may be attributeéhtca-MVC
governance, the efficiency of the supplier is sgigimpacted by other factors, particularly thoseaciated with its
unique resources and the institutional environment.

The qualitative part of the study compellingly saggthat most of the upgraded suppliers experiesircéar
challenges in the area of human resource managgiiM): their owner-managers are not only outsidershe
MVC but also manage their fishing business on d-trae basis, alongside another business of theim o a
different economic sector; plus they employ unsekilland transient workers who circulate around thkirfg
industry. In addition, upgrading seemingly limiteetopportunistic behaviour of an MVC supplier: legpimprove
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the supplier’s production system - in size and netbgy, to meet the higher quantity and qualityilatites of MVC
demand; and as the supplier subsequently exphliily femote sites — reportedly, some 100 milesnfits nearest
buyer, its associated higher production cost pressit to secure MVC production contracts. Noneatsel the
harvester appears to face hostile production cimmgit its commercial resources are subject to blriaatural
factors, including weather, time and depth of eitptmn and emerging impacts of human pollutiorgluding
climate change; and those resources are also nrmgecal authorities on an open-access and corpooh
basis, a scheme that incentivizes overfishing -relwe harvesters exploit as much as they can, ardutigrrez
(2015) also cautions, is also indicatively decnegdiatch and cumulative productions. These conditito not only
tend to apply an upward pressure on the harvesbasgline production wastage risks, including d@sslof in-
process, in-storage and in-transit harvest but mdadily suggest that viability concerns presswerye production
run to use a fair amount of iterative and improgdliglecisions and activities. Hence, those produatmrditions are
likely to not only make up the key inefficiency kigactors of the supplier but subsequently limi &bility to
consistently fulfil supply contracts. From this geective, those production conditions also helplampvhy the
upgraded supplier maintains an open-ended ratlaer ahfirm supply contract with its main buyer: gwgpplier is
challenged to guarantee that it will deliver onraduction contract and the buyer is equally chgéshto guarantee
that it will purchase the supplier's whole prodoati Viability pressures of both the suppliers angers help
stimulate horizontal competitions in both the MV@daOVC: MVC buyers multi-source supply and the aoigd
suppliers multi-source demand for managing thegapsuand demand risks, respectively. To elabofdC buyers
tend to compete with each other for supplies frbom few upgraded suppliers that also partially dowdg their
production process, or upgrade the scope of thiedlyztion, in order to compete with independent Cal@pliers
for OVC demand. The findings thus suggest thatypi&al MVC supplier is a multi-chain business thaides with
multiple buyers in both the MVC and OVC. On thehgaied evidences, in order to target the OVC, theQVV
supplier tends to accommodate within its productigsiem some OVC-targeting equipment and less eftqoires
a stand-alone OVC-targeting production system.

Those results thus suggest that there are attleadtusiness models among MVC suppliers in contexthe first,
the enterprise starts out as a lower-capacity diperso supply fresh whole fish to the OVC thenaisifies into
supplying the MVC. In the second, the firm stants directly as a higher-capacity operation witHie tMVC and
subsequently diversifies into the OVC. To adopt fingt model, the small enterprise acquires a neg more
sophisticated offshore-reaching vessel. In ordaurtdertake such process upgrading the firm tamsiiatown or
external growth resources. This is aptly refledigdhe contention of an interviewed enterprise awneas it was a
huge investment, | teamed up with my brother; weagtoan that was offered by the Europeans and redle
construction of this vesselln order to adopt the second business model, imescases, the firm makes relatively
minor adjustments to its operation, including véssdishing gears, or acquires a smaller vessat ith capable of
capturing bottom-dwelling species as another erisgpowner contends....then we also go out fishing with a
smaller boat”. Interestingly, finding OVC buyers in these casegedportedly not challenging as yet another
interviewed firm owner argues....there’'s always a demand for fishHence, it appears that the MVC supplier
occasionally switches to its in-built OVC-targetingeration, particularly when the foreign fish demhahat it
principally targets is either weak or impossiblestpply. However, the switch arguably helps rdgereturns of the
supplier but not its efficiency, which stays sulito@l - owing partly to the inherent constraints uding a
production system designed for exploiting offshepeecies, targeted by the MVC, for harvesting neastal
species for the OVC. This is fittingly reflected bypother common contention made. For example, vesied
about the availability of fish around the coast,jmerviewed firm owner repliedThere are, but it's a bit difficult
to catch due to the large size of the boat”

It may be clear that the first business model is waere a relatively labour-intensive OVC fishimgnf expands
into a relatively sophisticated market segment,MN&C. Hence, the supplier only partially upgradessgroduction
process. The second business model is one whelatavely less labour-intensive MVC supplier expsuito the
OVC - a less sophisticated market segment, for whipartially downgrades its production proces$ieftier or not
the firm splits up into two branches depends ond#les volume that it targets for its MVC & OVC sents,

respectively. On the one hand, if an OVC enterprigends to target a relatively large buyer neatbyase, like a
village restaurant or hotel, it may partially updgaits production process by acquiring some basgsquvation
equipment - like an ice-box, degutting tools arfteotappropriate gears. As an interviewed firm oweeeals, this
way it can occasionally sell its rudimentarily-pessed produce to the institutional buyer while irmly selling

cheaper fresh whole fish to roadside impulsive baiyElowever, if the fishing enterprise intendsdoget a larger
OVC customer base it may replicate its businesseiby acquiring another OVC-targeting vessel ofesickd

production capacity. If the enterprise intendsaet a larger MVC buyer, like the exporters, is In@ alternative
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but to acquire a separate, more sophisticated lvéssthe latter case, the small enterprise teond®tain its OVC-
dedicated operation and invests in a new MVC-dédic@roduction system. On the other hand, muchifikine

above scenario, if an MVC fishing firm intends toget a relatively small OVC segment, it may acguirvessel
that it can accommodate into its larger one andpeifjfor this purpose. However, if it intends target another
MVC buyer, like the exporter or a sizeable OVC segtit has to acquire a dedicated vessel in batesca

Gathered evidences suggest that the predominaitesgsexpansion strategy in context is partial dpading or
upgrading of its production scope by an MVC supplim response to its viability threats - so asupply the OVC.
Arguably, the strategy faces practical and efficieimitations. Drawing on the contention of anemptise owner
that“....we can't finish selling the quantity of fish warry on the local market.....lt is evident that if an MVC
supplier enriches its harvest by accommodating ¥ Operation into its vessel, both operations havshare the
same fish-hold, designed for MVC production. By liwation, the firm has to inter alia reduce the mfitg of fish
that it supplies to the MVC but perhaps more imaatty, it has to restrict the quantity of fish thiaharvests for the
OVC, owing to associated lower demand. Hence,gattwngrading automatically reduces the fish-hgiltization
of the MVC supplier. Nonetheless, the relativelgkr vessel of the MVC supplier is unable to lasccatch nearby
the vast majority of OVC roadside fish markets engl the coast. Such a physical barrier of acce€W0 buyers
pressures the MVC supplier to target mostly thdraéand usually higher-yielding fish market, whishaccessible
to all local fishing firms. The two business expanspathways, both lead to an OVC-serving and niabeur-
intensive operation running alongside a less lalmtensive MVC-dedicated operation. The pathwayasth
highlight the apparent central role of native fagmand on all harvesters. Even as it upgradespplysthe MVC,
an OVC harvester keeps trading with native consamiéirms that upgrade to thrust directly into th&®1too
eventually venture into an OVC operation. Such kihas draw attention to apparent characteristigraging
processes in the chain context. They are (a) oitedn production scale upgrading, whereby a firmquires a new
production system to increase the production voldoreits existing market (MVC or OVC); (b) crossah
production scope upgrading, whereby a firm modifigexisting production system to increase itddpid range for
targeting different markets (MVC and OVC) and (e¢pss-chain production scale upgrading, wherebyfitne
acquires a new production system to increase thdugtion volume for its different markets (MVC a@¥C).

The results of the study thus suggest that an Mgpker is a small enterprise that upgrades itslipection capacity
by leveraging access to MVC demand and businesansign resources — including its profit ambitior @mowth
finance, and that its allied improved productiopagity helps raise its output. Those findings rigeslipport both
the hypothesis that upgrading positively impactghtenbusiness prospects of a small enterprise lsodsttengthen
the assumption that the MVC attracts a small engwith a higher-production potential. Other tast especially
the enterprise’s unique resources and the ingtitatienvironment assumedly conspire against itsieficy. They
include its weak business leadership, unskillecdbuaphigh labour turnover and lastly, productiorbsdies &
climate change that have been associated withatidaty-increasing scarcity of fish stocks. Therefahe MVC
supplier seemingly faces important strategic, HR aperations management challenges. In partictilappears to
experience serious inefficiency risks in all mistages of its production. At its input, value-addisnd output
stages, respectively, those risks are: HR chalemgéatively high baseline wastage - linked withdcessibility and
indicatively-declining productivity of fish, and gsi-independent MVC demand. The findings thus iadi¢hat the
MVC effectively impacts more strongly on the loregrh, not-easily-changed structural attributes ef mall
suppliers, namely, their size and technology ofipaion.

Conclusion

Upgrading arguably increases the foreign-marketyempportunities of a developing-country small eptise. As
commodity markets seem to be increasingly dominbte@VCs sourcing supplies from developing-coustmall-
scale enterprises, for customers in developed desnthe transfer by a lead firm, and adoptioth®se enterprises,
of export-orienting production systems tend to ooty help upgrade their value-creation processtoulso link
them up with higher-returns demand.

Tested evidences all suggest that in order todmkvith the MVC, a small-scale enterprise upgratseproduction
process. The single most important factor thataytdrives upgrading is purportedly the higheseomic potential
of the MVC. The strategies of choice for participgtin the MVC tend to be inter-sectorial produntiscale
upgrading and subsequent upgrading of the scopeodiuction. Typical MVC suppliers are expansiontuess of
firms from other economic sectors and, in subsequesponse to viability threats in the MVC, theyrtily

downgrade their production process to target theCQdo. Arguably, the key viability threats of thegnaded
supplier are associated with the precariousned#s pfoduction and MVC sales. Those threats sedsprgssure
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both the suppliers and buyers in the MVC to seltle indeterminate production orders, which allowttho
considerable leeway in managing their demand amblgurisks, respectively. Those dynamics help statau
horizontal competitions in both the MVC and OVC.pRgedly, buyers multi-source supply from differéi/C
producers and producers multi-source demand froyersun both the MVC and OVC.

However, such higher-level specialization by a $madducer reportedly increases its viability reskpecially if the
accessibility and productivity of its exploited oesces are relatively poor and the demand forutssgcustomized
higher-standard produce is volatile. As a way daéging up its efficiency in its relatively highly &tile business
environment, the upgraded small producer tend$veersify its operations and multi-chains, thus sfanming itself
into a more agile firm. In the MVC context, meclams that allow the supplier to multi-chain appearbe
upgrading of the scale and scope of productiomutlin which the firm combines production systemsefquloiting
a variety of produce, for MVC and OVC buyers. Hoeebarriers of OVC entry, particularly poor acdleiisy and
profit potential of its segments, prevent the ecnitally stronger OVC-targeting branch of upgradeppiers from
completely muscling out the independent lower-reselOVC enterprises and monopolising both the pasind
foreign markets.

Among other things, such dynamics shed light onpibtential impact of strong structural integratiarnthe MVC
context on ‘value’ and ‘demand’ creations. Indeaslthe demand-creator, the lead firm appears iodbeimental
in predominantly fashioning the production capacityhe small enterprise - in size and technol@ipwing it to
upgrade its value-creation process. However, dtivees, including supplier unique resources andnbkgtutional
environment, seemingly undermine the process, &sing the supply risk of the MVC and viability rigi its
suppliers. Arguably, as a way of managing its Vigbiisk, the small enterprise multi-chains by wading both the
scale and scope of its production. Hence, the stugjgests that a small upgraded supplier is a predmtly
homogenous impact of its targeted MVC - in parigteement with a hypothesis often found in the Git&cature -
but also a heterogeneous impact of non-market $prgithin the institutional environment — as theaerce-based
view of the firm predicts.
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