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Institutional voids are typically found in emergiagonomies. When governments lack
in essential facilities, in order to ensure thelfeiction of their supply chains, companies have
to properly deal with this situation by themselv&s.example is a situation happening in Rio
Grande do Sul, Brazil, since 2013, where a sequehasvestigations focused on the dairy
industry. Due to a lack of regulation, milk was theget of adulterations throughout the supply
chain processes of the companies. The frauds affgubcesses of companies from different
sizes and nationalities. However, in this contextlocal cooperative called Cooperativa
Languiru, one of the leader dairy companies irsthée, has different practices with its suppliers
and was not affected by this contingency. Thus,pilvose of this research, through a case
study, was to analyze the relationship betweenrg daying company and its suppliers in this
environment of regulatory institutional voids. Amgi to have a wider perspective, this
qualitative study explored how the lack of insiiat affected the sector. As results, it was
verified that political and economic interferenedfect the chain as well as political lobby acts.
Likewise, the lack of inspectors and infrastructunepact the well-functioning of it.
Nevertheless, the close relation between the CatiparLanguiru with its suppliers abled the
company to have record results without having sitaa in terms of adulteration. Thus, this
study proposed a research framework conceptualthiagfirms must closely manage their

relations with suppliers in order to deal with ihgtonal voids.

Keywords: Institutional voids. Supply chain. Emerging maskeéBuyer-supplier relationship

management.
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1 INTRODUCTION

Interactions among businesses became more compepguse a set of modern
challenges also began to surround firms in an asingly integrated global economy,
especially for those operating in special institoél contexts. (MARQUIS; RAYNARD,
2015). Within this complex and competitive scenaiieveloping markets are significant places
for organizations, mainly due to their supply of/naaterials and labor at low prices, although,
they present many peculiarities (ROTTIG, 2016)eklting in these emerging economies may
be much more challenging for companies than thegllysexpect, particularly, in their supply
chain activities (KARAMCHANDANI; KUBZANSKY; NISHANT, 2011). Companies must
deal with the occurrence of institutional voidsitig different forms (labor, regulatory and
contracting mechanisms) in the raw material, mastufang, distribution, and marketing phases
of the supply chain (PARMIGIANI; RIVERA-SANTOS, 26}

The aforementioned absence of efficient institigidemands firms to make strategic
choices in order to operate in institutional voielsvironments (PENG, 2003). From an
institutional perspective, these emerging markateltonsiderable institutional idiosyncrasies
that usually are not found in advanced economi€3T(RG, 2016). For that reason, Peng;
Wang and Jiang (2008) affirm that an interestingmaaism to understand foreign investment
decisions in the context of emerging economies ise institutional theory, because it captures
essential characteristic elements of the countfesigin and destination of the investments.
These circumstances are not approached by otherigbeThe theory in analysis, therefore,
addresses institutional features that are rarekemted in developed economies, such as
government’s specificities, institutional adjustrteenand, primarily, institutional voids
(ROTTIG, 2016).

Even though it is possible to find institutionalid® in all types of markets, they are
more intensely observed in emerging economies. &uan social, environmental, regulatory
and cultural characteristics of these marketsifatgl the absence or weakness of productive
institutions to the business environment and testieety. Khanna and Palepu (1997), in a key
work about the theme, defined the term, under amamic perspective, as a lack of formal
institutions that are essential for business oerat From a social point of view, Mair, Marti
and Ventresca (2012) expanded this analysis, asgénat institutional deficiencies are market
sources of exclusions in a way that the deficienficinstitutions can be viewed as a market
exclusion for different actors. Ultimately, Mair, dvti and Ventresca (2012), Khanna and

Palepu (1997), as well as Khanna, Palepu and S@0@5) agree that institutional voids
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interfere in business’ infrastructures and can desitlered as market failures that affect all
stages of the supply chain.

There are studies that discuss marketing (SEELOAIRM2007) and distribution
challenges in the context of institutional voidsA@HANI; SMITH, 2008). Other studies
define types or the expansion of the definition GNNA; PALEPU; SINHA, 2005) and how
these gaps affect subsistence markets (MAIR; MAR/ENTRESCA, 2012). However, rare
are the analyses that approach how institutionalsvaffect supply chains (PARMIGIANI;
RIVERA-SANTOS, 2015). Thereby, this master thesimsato describe the relationship
between a dairy company and its suppliers in air@mwient of regulatory institutional voids.

Considering the complexity that involves the wheystem - each stage and actor of a
supply chain - it is reasonable to consider the mfi supplier relationship management,
particularly in regulatory institutional voids enenments. Supplier management may be a
suitable alternative to obtaining a sustainableiealhain and, as a result, to offer a superior
quality of production. The supplier management, enagl a leader company, may enable a
creation of new arrangements to fulfill pre-exigtidefective or non-existent institutions.
Nevertheless, sometimes, companies have to mahagestppliers and to pull out initiatives
that are able to ensure their quality standards.

Organizations react differently to distinct contngies, especially because they come
from many different types of contexts. Therefohes tesearch seeks to understand the relation
between a leader company and its suppliers in amogment characterized by the lack of
regulation. Thus, these considerations comprisé#ses for the following research question:
How does a company manage its relationships with ppliers in an environment with a
regulatory institutional void?

Institutional voids may affect any place or indysiwhich is the case experienced by
the dairy chain in the state of Rio Grande do Buhzil. Safety standards and food quality,
considered as a global trend, have exclusive ctaraations in the case of Rio Grande do Sul,
one of the most important states of the countryhm dairy sector. A sequence of frauds
involving milk adulteration over the logistics’ presses and production challenges dairy
processing companies. In Brazil, milk fluid had estimated consumption of 177 liters per
capita per year in 2014. Most of this amount wasrimally produced, with an inexpressive
volume imported from Argentina and Uruguay. Thippens because the Brazilian milk is
considered the top flavored one in the Latin Anwerinarket, due to its manufacturers’
investment in innovation in order to pursue heaéiuirements and keep this recognition.

Within the Brazilian context, the milk - the maionaponent of cheese, dry whole milk powder,
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yogurts, and butter, among others - has most girdduction done in the south and southwest
regions (UNITED STATES DEPARTMENT OF AGRICULTURHBJSDA, 2014).

The south region of Brazil has been the targeepbrted fraud scandals on news since
2013. An operation by the Brazilian Federal Police fduwut that, aiming to delay expiration
dates and to increase volumes, substances, sutdusic soda, water, sodium bicarbonate,
urea, formaldehyde, hydrogen peroxide, and etleghadl were added to the milk. Most of this
fraud happened in the transportation process, casgders would add the substances.
However, police also discovered that in some cdlBesadulteration would occur in the
production line of companies. It is important tontien that those are not the first cases of milk
adulteration that happened in Brazil. In 2007, @vapve organizations were also exposed
while committing the same crime, except that, is tase, during the production process.

The referred economic frauds evidence the lackgiilatory institutions in the industry
in the analysis. Although the Brazilian Agriculturilinistry emphasizes that routinely
inspections are constantly made, firms have beaasmwonsible for their supplier’s selection,
which, consequently, makes them responsible footearrence of frauds (MINISTERIO DA
AGRICULTURA DO BRASIL, 2013). This is, however, amradictory assertion because,
apart from the referred 2007 case, no previoudfvaas detected; this was the first time that
the transporters’ involvement was revealed.

Recently, a specific dairy legislation was estdiadds by the state of Rio Grande do Sul:
Law Number 14.835, of January 06, 2016 (RIO GRANDE& SUL, 2016). This law attempts
to fulfill legal gaps existent in the dairy sectivincludes more regulation over the supply chain
as well as a number of innovative requirementgstttg the existence of a legal void in the
sectot. According to the author of the bill, state reprgative Gabriel Souza (2015, website),

“the law's main merit is to try to end the legatwam that currently favours carriers that operate

! Cases of milk adulteration during the logisticd@ess were informed by different Brazilian newsshsas:

Jornal do Comércio. Operacdo identifica fraude emdulstria catarinense. Available at:
<http://jcrs.uol.com.br/site/noticia.php?codn=17850Access in: April 16. 2016.

Correio do Povo. Operagdo combate fraude em leitpiedjo em quatro empresas gauchas. Available at:
<http://www.correiodopovo.com.br/Noticias/5698914pacao-combate-fraude-em-leite-e-queijo-em-quatro-
empresas-gauchas>. Access in: April 16. 2016.

Folha de Sao Paulo. Apés operacdo, fabrica Latvidéerditada por vender leite adulterado no R%ilable at:
<http://wwwl.folha.uol.com.br/cotidiano/2013/05/B2ZA7-apos-operacao-fabrica-latvida-e-interditada-po
vender-leite-adulterado-no-rs.shtml>. Access inril&5. 2016.

Veja Online: Leite com formol, soda caustica e agwagenada foi vendido em SP. Available at:
<http://veja.abril.com.br/noticia/economia/leitercdormol-soda-caustica-e-agua-oxigenada-foi-vendion

sp>. Access in: April 16. 2016.

2 Regulatory institutional void is part of a legafidiency; the term will be better defined throughout this
study.
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freely, without any link with the rest of the chdin(own translation) (ASSEMBLEIA
LEGISLATIVA DO ESTADO DO RIO GRANDE DO SUL, 2015t is important to mention
that this is only a Rio Grande do Sul’s state lagt,being applied to others states of the country.

Thus, there is a clear crisis, stimulated by a lackegulatory institutions in Brazil.
Quality and safety patterns of milk are questiobgdsociety, which affects and defies the
business in the area. To avoid this situation, Gomgs have to pull out initiatives that are able
to improve their quality standards and the contifothe whole process involving the milk

production, from the farming stage until the fipabduct of consumption.

1.1 OBJECTIVES

Given the research question above, this sectigepts the following objectives of this

thesis:

1.1.1 Main Objective

To analyze the relationship between a dairy bugiogpany and its suppliers in an

environment of regulatory institutional voids.

1.1.2 Specific Objectives

In order to assist the main objective of this stutlis thesis has the following specific
objectives:

a) to describe the dairy chain configuration of treesiof Rio Grande do Sul,

b) to describe main institutions’ role, and their mgatons on milk frauds;

c) to identify a dairy company’s best practices towgatd suppliers.

1.2 RELEVANCE

In the last two decades, within the context of ghbr competitive economy, supply
chain management has become a significant resdamre to business professionals,
academics and policy makers (SILVESTRE, 2015). @laee studies that exclusively analyze

3 *O projeto de lei tem como principal mérito tentealzar com o "vazio legal" que, atualmente, favooece
transportadores que atuam livremente, sem ter meipo de vinculo com o restante da cadeia.”
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the challenges faced by companies due to the appstic behavior of partners when operating
in emerging markets (CHILD; YAN, 2003). Other stesli explore the distinct goals between
partners (CHEN; PARK; NEWBURRY, 2009), challengesdd by firms in distribution
(VACHANI; SMITH, 2008), and marketing to subsistenmarkets (SEELOS; MAIR, 2007).

However, despite the relevance, due to the conteampday of this theme, there are few
researches within the business literature that aoenimstitutional voids with supply chain
(PARMIGIANI; RIVERA-SANTOS, 2015). Hence, the greaintribution of this study to the
literature is the combination of these two refetiteemes, institutional voids, and supply chain,
under the perspective of buyer-supplier relation.

Understanding the factors that lead to institutiormads, as well as, how to deal with
them in the supply chain, can leverage importantrdautions to the research in the area of
institutional voids. Furthermore, analyzing how ibesses deal with this situation helps to
comprehend how supplier management can be a behefiechanism to deal with these
difficulties produced by the inefficiency and/oexistence of strong and active institutions in
the market.

Evidencing the significance and the state of the dr the topic in business
administration, the theme is the target of remdekgburnals of international business,
association of scholars and specialists in thel fidlinternational business, which is the case
of, for instance, the Academy of International Besis (AIB) and the Journal of International
Business (JIBS). In addition, the annual conferesfc&lB 2015 that happened in Bengaluru,
India, called for papers on institutional voids (ABEMY OF INTERNATIONAL BUSINESS
— AIB, 2015). Moreover, the Journal of InternatibBaisiness (JIBS) called for papers in a
special issue on this topic in 2014, for attemptmgplication in 2016 (JOURNAL OF
INTERNATIONAL BUSINESS STUDIES - JIBS, 2014). Thévee, these samples of calls for
papers surely demonstrate the importance of theaulor the literature and its relevance for
society.

Many researchers from different areas of interassye the construction of knowledge
that, in the end, comprises progress to societyeds This study interacts directly with this
perspective, since the expected effects are ngtiongrovements to the actors of the supply
chain, but to all the members of society. An ingittnal void in a supply chain may jeopardize
the whole population since they frequently are fin@al consumers. The inefficiency of
regulations of government agencies in a supplyrcihaight cause irreversible damages to
people, as it is the case of the use of prohilotedaarmful components in a product. This work

aims at creating opportunities for reflection thety benefit society, such as discussions on the
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consequences of institutional voids. Additionalljakeholders of the chain can benefit from
learning how to adapt themselves to operate inraranment characterized by a lack of
institutions.

Finally, this study contributes to the empiricalléi. The understanding of the Brazilian
dairy chain’s structure, as well as the identifmatof the difficulties that affect it, may benefit
the whole system. Beyond that, legal institutiorss/take advantage of this research to improve
public policies aiming to minimalize the impactshe dairy chain, which may stimulate higher
foreign investors and the development of said chdiloreover, regarding managerial
contributions, this research can assist corporatem their managers in understanding the
importance of efficiently dealing with challengesused by regulatory institutional voids in
their supply chain. Therefore, it is noticeable thgportance of the subject to society, to
academy and to the empirical field, being advisdabhécompletion of more studies for new

findings in the area.
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2 LITERATURE REVIEW

The literature review begins with a brief introdoat of the institutional theory. In the
following subsection, the topic of institutional ide is approached, being introduced the
identification of institutional voids contexts aitsl types. Finally, in the last section, the topics
of supply chain and supplier relationship managenaea presented, and its structures and
concepts are explored.

2.1 THEORETICAL BACKGROUND

2.1.1 Institutional Theory

The institutional theory highlighted sociologicape&cts and introduced variables like
value sharing, legitimacy, and isomorphism in stadyanizations, as well as, the relationship
between the environment and organizations. Thé&utisnalism stressed the requirements to
consider the activities of social structures, peophd their group manifestations, the
interposition of the relationship between sociahfagurations, and behaviors of individuals
(DIMAGGIO, 1988).

Based on that, institutions are constraints createdtructure social, political, and
economic interactions. In this analysis, instita§dhat operate with lower transaction costs and
assurance of property rights generate greater ecorpgerformances. North’s (1990) economic
perspective bases the understanding of the insttalttheory, which is a valid instrument to
business studies because of its ability to complifferent elements - social, cultural and legal
- into one analysis. From this point of view, tthisory is suitable for this study since it aims at
understanding the interferences, the particularradheristics, and the elements of an
institutional context in the way that companiesldeth situations on institutional voids. For
the purpose of this thesis, it is necessary tdlpnmderstand the theory concept and the studies

that gave rise to it, as well as to explore thétunsonal pillars.

I nstitutional Environment Pillars

There are three pillars that structure the instin#l environment. First, distance from
the regulatory institutional pillar; second, distarirom the normative institutional pillar; and,

third, distance from the cultural-cognitive institunal pillar.
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. Normative institutional pillar: The normative institutional pillar covers the piples
and values, which determine the types of behaconsidered appropriate to social characters’
opinion. Firms and persons are assessed by sdi@egd on standards and values. This pillar,
therefore, can be represented by a local cultunepcising values, norms, and beliefs related
to specific people behavior. Corruption and bureatycmay also be included as characteristic
elements of the normative pillar, although stilvimg a relation with the regulatory pillar as
well. In the institutional normative pillar, diffexg from the regulatory institutional pillar,
adaptations do not occur because of coercive messbut rather because of normative
pressures based on moral obligations (ROCHA; AVIRB]5).
. Cultural-cognitive institutional pillar: The cultural-cognitive institutional pillar refers
to the way by which people interpret and understaadity. Understanding is an act with
subjective characteristics that may differ accagdmthe individual perception of each element
(ROCHA; AVILA, 2015). In this context, to undersththe institutions beyond an objective
consideration of the social background, a subjeatiterpretation made by the participants is
required. Due to its similar characteristics, thexenot much clarity in the differentiation
between the normative and the cultural-cognitivkapi(SCOTT, 2001). In the cultural-
cognitive pillar, people distinguish what is onist true, as much as they have the capability to
do it or not. In the normative pillar, on the otlmand, individuals discern whether they should
or should not do something (EDEN; MILLER, 2004).
. Regulatory institutional pillar: Being able to boost or discourage certain behaytbe
regulatory institutional pillar involves the rulaad regulations established legally or, in some
cases, validated by public opinion. The regulatosyitutional environments may be measured
in a higher or lower quality level. Places whereréhis greater consideration of the rights and
freedoms, in which coercive instruments for conaotl maintenance of compliance to the
regulation are used, are classified as having highelity. On the contrary, lower quality is
present in locations where government inconveryanterfere. For instance, cases that rules
are not transparent, solid, effective and/or rédiamfluencing directly in business (ROCHA,;
AVILA, 2015).

Based on these pillars, from the perception of lerotheoretical institution stream, the
neo-institutionalism, organizations are rewardadfieir legitimacy and survival capabilities,
all based on the consent of the coercive and mamigistitutional pressures. In this
circumstance, values, symbolic representationsategjies, and structures originate
isomorphism (DIMAGGIO; POWELL, 2005).
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DiMaggio and Powell (1983), in a seminal study,serdged relevant reasons about
institutional isomorphism. The authors supported itea that organizations became more
similar, without being more efficient, due to theuhdations of bureaucratization and
organizational structures. The reason for becomioge similar to others is the isomorphism:
coercive (explicit imposition of organizational models, pichl and legal [regulatory]
influences)mimetic (uncertain behavior that drives businesses taimia model considered
successful) andormative (influences of a standardized and categorized hadaalucation to
business professionals).

Williams et al. (2009) stated that coercive pressuesult from dominance through the
force and requests for other participants to jamnassociation, which can arise through
government rules and laws or between supplierscastbmer actions. Regarding regulatory
pressures, they directly influence business datisiaking and are originated from cultural
components of where the operating environment sraisdare developed. When it comes to
mimetic pressures, these arise from the compaaggstations to be similar to other successful
organizations and environmental legitimacy, minmgkits structures, results, and practices.

More than addressing an efficient pursuing behauioe institutional theory finds
regulatory, social and cultural aspects that hdfexis on the survival and legitimacy of firms
(BRUTON; AHLSTROM,; LI, 2010). This theory leads tbe assessment that, for a good
functioning of the market, institutions have to bfective in normative, cognitive and
regulative aspects. If one of these structuresnoaseen satisfied, then institutional voids

emerges.

2.2.1 Institutional Voids

The expression “institutional voids” has become ermwpular after a sequence of works
of Khanna in the 2000s, in which the author redeaddusiness groups in emerging markets.
The seminal study of Khanna and Palepu (2000)nie@nomic prospection, revealed that
organization groups can overcome the barriers edday the non-existence of institutions that
supports the internal market development. Althoexfinemely important to the progress of the
theme, Khanna and Palepu (2000) do not providexplicé conceptualization for institutional
voids. Similarly vague are several others meanirrg&earchers who use institutional voids as
a background for studying other subjects, such raerging markets or business groups
(SCHRAMMEL, 2013).
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North (1990), from an economic perspective, stétes economies are determined
according to their institutions’ performance. This@nce of institutions, rules and regulations
are harmful gaps for the thriving function of aroeemy. Likewise, efficient institutions are
the ones that are able to answer for troubles alsomng and enforcing at the lowest transaction
cost (NORTH, 1990). Scrammed (2013), based on Noff990) ideas, determines that the
transaction costs are likely to be higher in inginal ineffective contexts. This happens
because the lack of formal proficient institutidhat preserve contracts and profitable markets
typically have to be replaced by informal mecharsiswhich naturally increases the costs.

Schrammel (2013) affirms that the North’s (1990)cpetion on the failures of
institutions is a macroeconomic concept. HowevéaR et al. (2004) expand this notion to a
microeconomic one, because they include the idabs#nce of intermediaries to the definition.
The complement made by Ricart et al. (2004) is teubecause intermediaries are the
economic actors among other actors that make trhosa easier. Moreover, intermediaries
are absolutely relevant when the complexity of$eantions grows (SCHRAMMEL, 2013).

Institutional voids occur where there is a lackpécialized intermediaries that a certain
company usually trusts. When this deficiency isanalized, crucial strategic choices are
harder to be made, affecting the industry’s assesgmpositioning, and sustainability.
Nevertheless, these are adverse effects that faiisworldwide operations have to absorb,
dealing with this existing element in the interan8 between places and companies
(KHANNA, 2002).

Chakrabarty (2009), also through an economic insigtates that institutional voids
consist of the nonexistence of institutions inat#bns, rules, and regulations that are essential
for the functioning of an economy. Explaining soafieghe consequences of this phenomenon,
the author indicates that national culture hasanger influence in institutional voids contexts.
Accordingly, when institutional voids are overcontBe national culture also reduces its
influences.

Approaching the subject from a different perspegtimore oriented to a social
perception, Mair and Marti (2009) characterizertigket as a specialized social structure that
demands specific rules from institutions in oraeexist. Nevertheless, in critical markets with
institutional voids and high poverty indexes, doetlie privation of institutions to assist
markets, institutions are prevented from havingkegparticipation. Mair, Marti and Ventresca
(2012) extended this social analysis, assessinginkatutional voids are consequences of
divergences among communities, religions and lpaditical conditions. The authors argue

that institutional voids are market sources of esicns, where weaknesses and lack of
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institutions are considered barriers to the mankelusion. In this context, to redesign the
market architecture and to accept new actors camronsidered two kinds of inclusion
arrangements. In sum, for them, institutional vaas the absence of institutions that assist
markets in circumstances where other substantiahjtutional compositions exist.

Although not being specific, it is noticed that tdistive academic domains have
employed the term institutional void. Economistsinpoout the inhibition to the well-
functioning market and the consequent growth afgaation costs that the institutional voids
produce (NORTH, 1990, KHANNA; PALEPU, 2000). Socaltrepreneurs, as Mair and Marti
(2009), analyze the consequences of institutior@tlsy to market participation, social
structures, and opportunities for social entrepunestap. Furthermore, Mair and Marti (2009)
analyze that political scientists, social econosjyisind anthropologists argue that the
construction of markets is prevented by the fragdf governance structures. The authors state
that, based on these different views, the instihai voids research is detailed in three broad
fields: the voids that prevent the functioning ainket (economists), the gaps that obstruct the
market development (political scientists) and, lfinahe disruptions that block the market
participation (social entrepreneurs). Bellow, ibléal, it is possible to check a summary of the

main theoretical streams and seminal referencestifutional voids.

Table 1- Main theoretical areas of institutionaidgso

AREA OF KNOWLEDGE CONCEPT AUTHOR

INHIBITION OF THE
FUNCTIONING OF THE | CHAKRABARTY (2009); KHANNA
ECONOMISTS MARKET AND THE AND PALEPU (1997, 2000); NORTH
CONSEQUENT GROWTH OF (1990)
TRANSACTION COSTS.
CONSTRUCTION OF
MARKETS IS PREVENTED BY
THE FRAGILITY OF WOODRUFF (1999)
GOVERNANCE
STRUCTURES.
INSTITUTIONAL VOIDS
PREVENT MARKET
PARTICIPATION; MAIR AND MARTI (2009); MAIR,
CONSEQUENTLY, THERE | MARTI AND VENTRESCA (2012)
ARE OPPORTUNITIES FOR
SOCIAL ENTREPRENEURS.

Source: Designed by the author (2016).

POLITICAL SCIENTISTS AND
ANTHROPOLOGISTS

SOCIAL ENTREPRENEURS

Therefore, this master thesis employs the econamaroach. North (1990), Khanna
and Palepu (2000), and Chakrabarty (2009) insigtdaside the supportive arguments to this

study’s purpose, since they aim at comprehendiagélationship between a company and its
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suppliers in situations that prevent the effici@mtctioning of the market. Therefore, the

following concept description is the one that bfits this research:

According to the call for papers, in a special éssa the topic of institutional voids in
2014, for attempting publication in 2016, of theudwl of International Business Studies
(2014),

The term 'institutional void,"' often taken to susfge missing institution, may reflect
a less developed inefficient or poor functioningnfiothat can exist in any type of
market.
It is important to mention that the journal suppdhe expansion of this concept, since it
can allow a more in depth analysis of the natuckthe different approaches that address the

potential actors that may respond to institutiormadis.

2.3.1 Emerging Markets and Types of Institutional \6ids

Marquis and Raynard (2015) point out that thosergimg economies have taken a
significant role in international economy. Themedo the sudden growth and progress of
Brazil, China, India, South Africa, among othersany investors, managers, and academics
have been curious about these kind of economies/(BAMARQUIS, 2005). Nevertheless,
despite the fact that the topic is truly interegtithe term emerging markets has not a formal
definition and has been under constant changeboédih it has been frequently used in the
literature, the term is regularly not defined (PENGO3).

In one of the works that clearly defines the tektarquis and Raynard, (2015) refer to
them as economies that present fast industriadizatind economic liberalization with an
enhanced participation in the global market. Haskset al. (2000), at that time, in a study that
cataloged a group of 64 countries, described trelovaincome countries that had experienced
drastic institution transformations providing fastogress indexes grounded on economic
liberalization.

Recently, Hoskisson et al. (2013) upgraded thigdien, since some countries have kept
the same position and others have gotten improvenetheir market institutions and in their
essential economic infrastructures, such as the cathe BRICS (Brazil, Russia, India, and
China), which, even though having large dispariie®ng themselves, they all have reached

new advances. Besides that, there is the grougsbtieveloped countries, which have recently
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achieved symmetry between their institutions aficsgtructure, just as the already developed
ones, which gives them the conditions to be cortipetisuch as South Korea.

Therefore, Hoskisson et al.’'s (2013) classificatmmsiders that there are countries
designated as traditional emerging economies (cegnthat have kept the status, such as
Nigeria and Tajikistan), mid-range emerging ecoremilike BRICS and Mexico) and newly
developed economies (such as South Korea). Ault,reased on the literature, the definition
of emerging markets that is used in this studygesiit fits better with its objectives, is the

following description:

According to Hoskisson et al. (2000, p. 249),

Emerging economies are low-income, rapid-growth ntoes using economic
liberalization as their primary engine of growtiel fall into two groups: developing
countries in Asia, Latin America, Africa, and theiddle East and transition
economies in the former Soviet Union and China.
Although there are distinct classifications onrhterre, the majority of authors is unanimous to
assert that emerging economies are the ones coiming East and Southeast Asia, Latin
America, Southeast Africa, Middle East, Central Bladtern Europe, likewise recently formed
countries from Soviet Union (TRACEY; PHILLIPS, 201Peng (2003) states that these
emerging economies are remarkably characterizgebsasive changes. Similarly, Tracey and
Phillips (2011) emphasize that these countriescalfyi have volatile and underdeveloped
institutions.

In this stream of literature, Rottig (2016) obsertieat the absence or weakness of certain
institutions is a factor typically detected in diyeng countries, which illustrates that as an
usual characteristic of emerging economies. Howewétt and Lewin (2007) demonstrated
that this is not an inconvenience exclusive to tgiag countries. Witt and Lewin (2007)
highlight an alternative strategy (foreign directestment) to existing institutional voids in
advanced industrialized nations. According to thenspphisticated industrialized nations, the
incidence of voids is entirely related to the degvésocial coordination in the economic policy
of the country. They illustrate that, in the caB&ermany, for instance, in just 13 years (1990-
2003), there was an increase of 400% of foreigectlimvestments in other countries in
response to high taxes, high rigidity, and infléxi¥pof the regulatory institutions. In this case
illustrated by Witt and Lewin (2007), the infleXiby and slowness of institutions to adapt

themselves to new business requirements eventaedigted a situation, at least from the
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perspective of organizations, of the poor qualify imstitutional services, which made
companies reconsider their investments.

Rottig (2016) considers that market failures causgdhstitutional weaknesses are the
improper or not reliable information to consumdnssinesses, and investors, preventing them
from considering the quality of products, servicasd investments. Besides that, the author
mentions judicial inefficiencies that may genenaiteertainty, unpredictability, and suspicion
in the fulfillment of contracts, which increase ttransaction costs for firms. In addition,
misguided regulations consist in failures that galhebenefit political ambitions in detriment
of greater economic efficiency: inflexible lawsthre labor market, for instance, used to try to
enhance social stability, but that are ultimatedgatively affecting the market.

In other words, analyzing both interpretationstiitngonal voids can be found in all kinds
of markets. Both developing and developed countméght experience the phenomenon,
however, they are more intensely observed in emgrgiconomies. Economic, social,
environmental, cultural and regulatory charactesssf these markets facilitate the absence or
weakness of productive institutions to the busieessd to society itself. In a key work about
emerging markets and group’s responses to thisdiedonomies, Khanna and Palepu (1997)
categorize the existence of five types of institnél voids that are related to product markets,
labor markets, capital markets, contracting anduledmns. Bellow, each void is better
described according to the authors’ ideas.

1) Product market voids are failures that affect bsigad sellers because of a deficiency

in information that occurs in three stages. Th& i that, in this kind of economies, there are
no efficient information structures, such as tetapds or postal services, preventing marketers
to interact efficiently with clients. The secondtisat, even when information is minimally
feasible, there are lacks of mechanisms that stpperdemand of sellers. The existence of
autonomous consumer-information organizations @apc and the government regulating
agencies are virtually useless. Besides that,dhecs experts that rate the products are usually
less refined in comparison with the ones from dayedl countries. Finally, the third is that
consumers generally do not have protecting instnisn@ cases of products not functioning as
it was expected of them.

In these economies, extrajudicial arbitration tcars unusual and the law is regularly
unpredictable and lagging. Due to this deficientynformation, firms have excessive costs in
order to compose a reliable brand. The authorsnKhand Palepu (1997), suggest that groups
of business may circumvent this difficulty sinceytcan split their costs with other companies

and use their previous reputation for a product service. In this circumstance, it is expected
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that the group maintains its brand quality; otheeyithe other business components of the
group would have to pay the bill.

2) Capital market voids are deficiencies intimatepmected to information voids, since,
with the lack of information, investors become cenmed about investing where they are not
experienced. The risk of investing capital marketdeveloping economies is substantial:
whether developed countries have institutional raa@ms, such as reports and specialist
companies of risking evaluation for new opport@sfideveloping economies lack institutions
to preserve unsophisticated investors that maybated by dishonest industrialists’ conducts.
The inexistence of institutions to protect investiorcreases the risks and, as a result, makes it
difficult for new businesses to raise capital simogestors become fearful of investing in new
business.

Nevertheless, investors are likely to finance gsolpelieving in their capability of
evaluating and auditing new opportunities. This wapups may use their capability of raising
funds as an advantage, using their capital fonarease of an existing business or investing in
a new desired one. Additionally, corporations mayfgrm the role of a financial institution,
providing financial resources to their main custosrend suppliers, lending money for small
companies that have limited access for acquirimitaia

3) Labour markets voids refer to inadequate profesditraining facilities, as well as,

poorly trained employees. In this perspective, Kteaand Palepu (1997) understand that, again,
groups have advantages since they can providedheiprofessional development programs,
allowing them to spread costs with all other bussneomponents, or making partnerships with
professional schools to fill up this gap. In deypehy economies, governments interfere on
companies’ actions in terms of adjustments on thelrer of workers, even due to an economic
adaptation. Inflexible law and labor unions affiechs directly; however, groups of companies
may react to this by having their own workforcettban be reallocated into the group firms.
Furthermore, in distant places, companies may e€reatmmunities surrounding their plants
where basic services, such as educational, reBgamal medical provisions, can be provided.
Other than that, firms have to recruit openly, lbuthese nations, there is a lack of valued
institutions and the workforce differs widely.

4) Requlatory voids are characterized for being cetady different in a comparison

between emerging and developed countries. Govensnienleveloping economies intercede
considerably in companies’ operations, moreovandihave to adapt themselves to predict the
behavior and conduct of regulatory organizationsdme places, such as India, it is mandatory

to request government authorization for many astidike, for instance, importing raw
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materials, pricing adjustments and even quittinguainess. The law is capricious and has
subjective criteria, considering that bureauctatfes, and corruption work very close in this
void. Therefore, this uncertainty caused by reguiatsystems may penalize emerging
economies with more costs.

Politics, government, and industry have strong &ied, frequently, firms have to give
way and end up working with government bureauciitss relation seems to be the norm for
developing economies and the result is that masalgave to learn how to deal with this
situation. Groups, in this context, may have advges$ because they usually have experience
and connections, which makes it less costly. Sone=tj companies have a kind of “industrial
embassies” to solve the possible regulation stinatiowever, in other cases, education may
be the alternative, since financing projects fereducation of government officials can prevent
troubles and save resources.

5) Contracting voids concern the enforcement of @mi$r Although there is extensive

government intervention in developing countriesurt® are usually unpredictable and
inefficient, because they lack instruments to esdocontracts and property rights. This
uncertain judicial system creates obstacles imassi, making firms to not discuss its contracts
jurisdictionally. Under these conditions, groupsynaéso have an advantage for having credit
from previous transactions and for having respectatracts with partners before, which
makes suppliers and customers be more likely t&with them without major complications.
In emerging markets, considering the inefficienogl anpredictability of judiciary in enforcing
contracts, relations are considered to be an aBsefinology and financing firms, for instance,
demand for local associates to run their businesang, however, apprehension about their
partner misleading behavior. According to the argh@a consistent reputation might be a
precious source of competitive advantage (KHANNALEPU, 1997).

Besides these five types of institutional voidscdgsed by Khanna and Palepu (1997),
other formal institutions, such as government, eodelated institutions, bureaucracies, the
courts and law execution organizations are consdlerstitutional voids as well (PUFFER;
MCCARTHY; BOISOT, 2010). Trienekens (2011) affirntsat the lack of government
legislation, regulations and policies perform ingtonal voids because they can create trade
barriers, imposing unfavorable taxes or denyingastfuctural investments. Hence, the concept
of institutional voids, as demonstrated, is widd aiith several existing typologies.
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2.4.1 Supply Chain and Supplier Relationship Manageent

Gereffi, Humphrey and Sturgeon (2005) stated thattd the current economic changes,
companies’ vertical disintegration has been ocogrriThis change has happened because of
firms’ efforts to add value worrying about theirrecbusiness and leaving the considered
secondary activities to be produced externallysHas transformed the business panorama to
a supply chain competition (BEAMON, 1998).

Mentzer et al. (2001) define the supply chain as whole transformation process
comprised of the raw material to the final consun@everal partners support the system
through a flow of information, capital, and goodattinvolve the corresponded activities of
material purchasing, production, assembly, distidmny inventory controlling, and marketing
management. Krause, Handfield and Scannell (1998} that, to successfully support those
activities, firms have to carefully choose theirtpars, managing their suppliers and creating
mechanisms, such as contracts.

This notion presented by Krause, Handfield and 8ehi(1998) is appropriated because
Lambert and Cooper (2000) pointed out that the remab actors in the chain may differ
according to the product complexity, supplier, aad/ material’s availability. Surrounding
focal companies, there are actors such as logisbiiders, retailers, and financial supporters,
among others. Thus, this is perceivable a comptstem, which requires a close management
due to the numbers of activities that may be inedlv

The relations in the supply chain demand an extensoordination due to their
complexity. However, some factors might enhancprevent the implementation of a supply
chain philosophy, such as trust, commitment, ir@pethdence, organizational compatibility,
vision, key processes, leading and top managemeyost in the structuring of values,
guidance, and direction to participant companieEMIZER et al., 2001).

In accordance to this, for the well-functioningtbé system, the supply chain literature
shows that it is essential the existence of a leeol®pany managing the relations (MENTZER
et al., 2001). Ellram and Cooper (1990) affirm th&ader company in a supply chain is like a
channel captain in the market channels’ literatdreis leader has a crucial role in the
coordination and supervision of the supply chagystem due to its power and capability for
creating value because of its significant managéniére value might be created within the
hierarchy of the company and others through infésoeial relations or contractual associates.
(DUNNING; LUNDAN, 2008). As the literature showsypically there is always a leader
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company managing the chain. This thesis focusemerof the leader companies in the dairy
chain, due to its influence and leadership to ffstesn.

The value-creating activities of leader companeagetbeen impacted by the development
of technology, knowledge, and innovation, throughthe lasts decades (CANTWELL;
DUNNING; LUNDAN, 2009). Due to its changes and lshsa the pursuit of value-creating,
it can be considered the conception of creatingeséihrough the supply chain. For Gereffi,
Humphrey and Sturgeon (2005), in order to undedsthe changes that happened on trades
and on the industry, firstly, it is necessary taerstand a value-added chain. According to
Gereffi, Humphrey and Sturgeon (2005, p. 79), auzathain is “the process by which
technology is combined with material and labor tspuand then processed inputs are
assembled, marketed, and distributed”. It meanssahalue chain is an industry model that
transforms a product adding value from a raw maltéoi the end-consumer through its many
activities involved.

All chains are positioned within a set of instituts, which are the basis for economic
exchange (PARMIGIANI; RIVERA-SANTOS, 2015). Institons determine the rules, and
formal practices. Moreover, institutions ensure pineperty rights and transparency for the
well-functioning of the market (MAIR; MARTI, 2009However, if there is an institutionally
restricted enforcement power, this lack may thwesmbnomic interactions and prevent an
efficient market (PARMIGIANI; RIVERA-SANTOS, 2015).

With globalization, the expansion of internationarkets and the increasing income of
middle and high classes in several emerging markgisortunities for developing country
producers have emerged. However, producers hawvepimve their control over production,
trade, and distribution aiming to ensure the qualitd added value of their products, operating
cost-effectively (TRIENEKENS, 2011). Besides thatpducers need to adapt themselves to
the severe quality, safety standards, and regung{ibOLAN; HUMPHREY, 2004).

Khanna (2000) demonstrated the need for stratégiegerate in emerging economies,
suggesting the use of close ties in order to redioeecosts produced by institutional voids.
Under this perspective, supplier relationship managnt may represent a sensitive tool to
perform that task. Mentzer et al (2000) states ttasupply chain management represents the
management of the relationships between firms. Thas the authors, constructing a
relationship represents a successful investmert dompany. For a successful implementation
of a supply chain management, it must exist clasepr relationships with key customers and
suppliers (LAMBERT, 2008). This relationship isaimership described according to Lambert

as:
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According to Lambert (2008, p. 257)

A partnership is a tailored business relationshapeld on mutual trust, openness,

shared risk and shared rewards that result in besiperformance greater than would

be achieved by the two firms working together ia #nsence of a partnership.

Understanding the meaning of partnership givessbasithe supplier relationship

management (SRM) definition, which, as a way ofi@dhg superior financial performance,
can be considered as a strategic, process-oriartesg-functional, and value-creating process
for buyer and supplier (LAMBERT; SCHWIETERMAN, 2012 hus, this master thesis uses
the definition as described:

According to Lambert and Schwieterman (2012, p.) 337

Supplier relationship management is the businessess that provides the structure
for how relationships with suppliers are developsad maintained. Supplier
relationship management has become a critical basirprocess as a result of:
competitive pressures; the need to consider suadtiiity and risk; the need to achieve
cost efficiency in order to be cost competitived ahe need to develop closer
relationships with key suppliers who can provide é&xpertise necessary to develop
innovative new products and successfully bring themmarket.

In order to understand the SRM, it is importantémprehend the different types of
relationships between buyers and suppliers. Thereliatinctive views on how relationships
with sellers can be categorized based on the ¥hkyeproduce to companies (TRENT, 2005).
According to Trent (2005), buyer-supplier relatibips can be counterproductive (lose-lose),
competitive (win-lose), cooperative (win-win) or lledoorative (win-win), consisting these
different types in the Four C’s of supplier relastips.

A different model to categorize the relationshigsween suppliers and buyers is the
one developed by Cox (2004), who affirms that bsyand suppliers interact in two-
dimensional relationships. Similarly, to the undansling of trend, the author also describes
four types of relationship: adversarial arm’s léngton-adversarial arm’s length, adversarial
collaboration and non-adversarial collaboration ¥2@004). Differing from the referred
models, the model created by Kraljic classifiedpiais in high/low supply and high/low-profit
characteristics. In the author’s analysis, suppheth the products of the preferred groups can
be classified in strategic, bottleneck, leveragel, mon-critical, among which the strategic and
bottleneck suppliers are the most important for ganies (NELLORE; SODERQUIST, 2000).

Considering the variation of the models, it canobserved that companies cannot have the
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same relationships with all suppliers. It is neaegstherefore, to classify their suppliers in
order to decide the most suitable way to relat&em.

Trienekens (2011) sustains that relations amongraare distinguished under two
perspectives: one based on the power relationstepsand other instituted in the transaction
cost perspective of Williamson (1985). Thus, thedations are complex, with many crucial
factors that influence how companies and supplaes connected. Institutions, history,
development of the rules of the game, geographdcsaoial situations are some examples that
may be determinant for these connections (GERERBEIMPHREY; STURGEON, 2005).
Therefore, this thought perfectly matches the auréthis thesis.
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3 METHOD

This section features the methodological choicegb®ftudy, such as selected method,
unit of analysis, data collection and empiricalea@sh context used in order to scientifically

address the research question.

3.1 DEFINITIONS AND PLANNING

One of the discussions of this research is thatitutienal voids occur in distinct
environmental contexts, both in developing econsmas well as in developed markets.
However, the actors who fill the gaps may be d#ferfor each kind of economy: that is why,
in the case of emerging markets, it is assumed ldzater companies have to satisfy, by
themselves, the referred voids. Therefore, it eBsary to analyze the relationship between a
dairy buying company and its suppliers in an emuiment of regulatory institutional voids.

A previous literature review on institutional vojasnerging markets, and supply chain
was made to support this study. Among the papeakyzed, the predominant methodological
approach applied was qualitative investigationdwiises studies analyses. For Edmondson
and McManus (2007) researches are categorizedaa thaturity stages: nascent, intermediate
and mature. For nascent theories, the suitableadesithe qualitative one due to its power of
instigation and encouragement to new researchessta phenomenon. An exploratory
research is used when there is little or no previowestigation about a subject (COLLIS;
HUSSEY, 2009). This way, as the topic of this stigdy constant evolution and with much to
be explored and studied, it is understandable wbgtraf the studies about the theme have a
qualitative structure.

Based on that and, especially, because this styggres the company relationship with
its suppliers in an environment of regulatory ingional voids, the data collection happened
according to Yin (2008) and Myers (2009) conceptse authors categorize the case study
research as an empirical investigation that considecontemporary phenomenon into its
realistic exact context, particularly for occasiavisen there is not a clear distinction between
the context and the phenomenon. This way, a casy stsearch properly fits the purpose of
knowing more about a new phenomenon, and allowieguse of distinctive data collection
procedures, such as papers, interviews, questi@sand observations (EISENHARDT,
1989).

Besides essential to a better understanding of sHappening and why, case studies

research accepts the analysis of people, episatissions, periods, projects, policies,
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institutions or whichever system that are holisljcatudied by one or more than one method
(THOMAS, 2011). Moreover, this method includes tietical, practical, and analytical
aspects, and likely, it is the reason why it isgredominant approach used in most of the papers
investigated about the theme.

In addition, a case study research has the chasditte that seek to understand "how"
a complex and modern phenomenon occurs (YIN, 20@&3e studies are realized in the field
of real life and are little controllable (LESSARDERBERT; GOYETTE; BOUTIN, 2005),
such as the case of the institutional voids altwvegsupply chain. Because of this, a case study
research properly suits the requirements to relaelobjectives listed in the beginning of this
thesis.

In addition, analyzing the literature review and fhurpose and specific objectives of
this research, it was decided to analyze a leaatepany of the dairy sector in the state of Rio
Grande do Sul. Due to its relevance to the chathities, the analysis of a leader company
gives a good panorama about the condition of thencithis consolidates the concept that other
links are part of the research context, but noirtireediate topic of study (YIN, 2008).

The choice of studying a leader company is becaissmlly, it is the most economically
significant segment of a chain. A leader compamallg has high-quality standards, as seen in
the literature review, and has more responsiveng$sits suppliers due to its consumer’s
requirements. Likewise, this type of company usuadhtrols their chains, making it is possible
to identify the relationship management of thesmganies with suppliers in a context of
institutional voids.

This study is based on the Neuman'’s (2011) cortbepsays that an inductive research
arises from detailed observations and changes ttsatae more abstract generalizations and
ideas. Therefore, this idea fits well with thisdtisince two of its objectives are to describe the
dairy chain of the state of Rio Grande do Sul, all &s, to describe institutions’ role and their
perceptions on milk fraud. Based on this, a deseapesearch was applied.

In addition, a qualitative method facilitated tkitsidy to direct the research on persons
and precise situations. For this reason, it allotedstudy to focus on descriptions in place of
quantities, creating an understanding of the eyewtsons, individualities, and experiences of
actors that affect the context of this researchve&é times, the method demonstrated
unexpected occurrences that potentially contribuiedthe uniqueness of the research
(MAXWELL, 2013).

Additionally, another reason for having closen thisthod is because it is flexible and

it encouraged a reflexive thought that built adé@pth understanding of the researched context
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(SILVERMAN, 2013). The approach allowed an advangederstanding of the cultural and
social aspects of the dairy chain, likewise, theoas and decisions making of the dairy
company (MYERS, 2009).
To summarize, this is a single case study resedsdtriptive and exploratory, with a
qualitative inductive approach. In the followingcgen, the stages of activities (exploratory
stage, case selection, data collection, data asalsd conclusion) completed to match the

ambitions of this study’s research question areqrted.

3.2 UNIT OF ANALYSIS

Identifying the unit of analysis is essential taetmine the scope and perspectives of a
study. This way, the unit of analysis of this stwels the relationship of a dairy company with
suppliers in a context of regulatory institutionaids. That is, a dyad analysis to understand
how a dairy company deals with its suppliers is #mvironment.

To analyze this, it was essential to explore thk & institutions. Inspecting institutions
allowed a deeper level of analysis since legalitipal, social, cultural, and economic
interferences of the context cleared influencedhim frauds and, as a consequence, in the
companies’ relations with suppliers. Thus, it waade an analysis of the dairy sector of the
state of Rio Grande do Sul, at the level of thgoguphain, comprising different actors affected
by the regulatory institutional voids. However, theit of analysis is the dairy company
relationship with suppliers.

In sum, it was explored a set of intuitions (indtdnal level) that consistently influence
the supply chain, such as the Brazilian MinistryAgfriculture, Livestock and Food Supply
(MAPA) and the Secretary of Agriculture, Livestoakd Agribusiness of the state of Rio
Grande do Sul (SEAPA/RS). Nevertheless, the unanalysis is the relationship between a

dairy company with its suppliers.

3.3 CASE SELECTION

After analyzing the literature review and decidthg method to meet the requirements
of this thesis, this study followed three critefa the selection of the case for empirical

analysis:

a) The case should happen in an emerging economyxtpnte
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b) Because of the regulatory institutional voids, litosld be a leader company
operating in the dairy sector in the state of Rrar@@e do Sul;

c) The company clearly had to have good practices sutipliers.

As this study started interviewing institutions, wtas considered the participant
indications about possible focal companies thatccbe studied. However, the choice of the
case was made by convenience, after a suggestiomeodf the participants about a company
that entirely matched the aforementioned critéffaus, based on that, the case study company
chosen was the Cooperativa Languiru. It is onénefrhost important dairy companies of the
state, witch will be better presented in the nextisn.

In this case, the studied company, Cooperativa lwamgn turn suggested its suppliers
and other important actors to be explored. Thisguare is quite applied as a non-probabilistic
sample system, in which a small group of initidflbbormants’ refers another participant who
meets the study requirements. This technique tdieessk of having a research bias, because
participants may recommend only other actors whwoborate to their ideas (MORGAN,
2008). Despite this, this study was careful in mgksystematic reviews of participants until
having reached the theoretical saturation, whenptrécipants did not have anything else
important to add to the research (GLASER; STRAUES,/).

Therefore, summarizing, the first interviews ocedrin institutions and, because of the
snowball technique, the institutions indicated otteéevant institutions and so on until getting
the focal company that conveniently matched thetioeed criteria. The focal company, in
turn, suggested its suppliers and other importetara. These stages are better described in the

next section.

3.4 RESEARCH PHASES

Following, the six research phases used in thigprare presented, each one with its

methodological choices and characteristics desongt as it may be verified in Table 2.

Table 2 - Stages of research

STAGE PHASE DESCRIPTION
15T PHASE THEORETICAL PHASE AND LITERATURE REVIEW,
FIRST EXPLORATORY RESEARCH QUESTION, CHOICE
INTERVIEWS OF METHOD
2\P PHASE EXPLORATORY RESEARCH SECONDARY DATA
3RD PHASE REVIEW OF RESEARCH ADJUSTMENTS AND CASE
QUESTION, OBJECTIVES AND SELECTION
CASE SELECTION
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4™ PHASE DATA COLLECTION IN-DEPTH INTERVIEWS, DIRECT
OBSERVATIONS, REPORTS AND
DOCUMENTS’ ANALYSIS

5™ PHASE DATA ANALYSIS SECONDARY DATA COLLECTED,
NARRATIVE AND ANALYSIS OF
THE INTERVIEWS

Source: Designed by the author (2017).

3.4.1 First phase: Theoretical Phase and First Exptatory Interviews

In the first phase of this study, a literature eswviwas made about the themes of the
supply chain, emerging markets, and institutior@ts. For that, scientific papers, call for
papers of specialized journals, and a temporalngutor analysis in institutional voids and
supply chain was searched. The material was gatffevsen EBSCOHost, Scopus (Elsevier
platform’s database) and Web of Knowledge (Institiastr Scientific Information platform’s
database).

Because of the massive amount of material fourelctiteria for choosing papers was
the highest number of citations and contemporang&itys way, it was analyzed the 20 most
cited and current papers about institutional voids,20 most cited and current papers about
emerging markets, and the 20 most cited and cupagmetrs about supply chain. These criteria
allowed for significance to the theme and the sphi@t representativeness. Below, in table 3,

it is exposed a list of papers used, divided bhaytarea, and theme of study.

Table 3 - Theoretical basis for categories of asialy

Area Theme Authors
(NORTH, 1990); (DIMAGGIO; POWELL, 1983)
INSTITUTIONAL (PENG; WANG; JIANG, 2008); (DIMAGGIO, 1988);
VOIDS AND INSTITUTIONAL (MEYER; ROWAN, 1977); (NORTH, 1990); (ROCHA;
EMERGING THEORY AVILA, 2015); (SCOTT, 2001); (EDEN; MILLER,
MARKETS 2004); (DIMAGGIO; POWELL, 2005); (WILLIAMS et

al, 2009); (BRUTON; AHLSTROM; LI, 2010)

(MARQUIS; RAYNARD, 2015); (DAVIS; MARQUIS,
EMERGING MARKETS, | 2005); (PENG, 2003); (PENG; WANG; JIANG, 2008
REGULATION AND | (HOSKISSON et al., 2000); (HOSKISSON et al., 201

W=
g

TYPES OF (TRACEY; PHILLIPS, 2011); (ROTTIG, 2016); (WITT};
INSTITUTIONAL LEWIN, 2007); (KHANNA; PALEPU, 1997);
VOIDS (PUFFER; MCCARTHY; BOISOT, 2010);

(CHAKRABARTY, 2009); (TRIENEKENS, 2011)
(SILVESTRE, 2015); (MARTINEZ et al., 2007);
(SCHRAMMEL,  2013);  (MAIR;  MARTI;
VENTRESCA, 2012); (NORTH, 1990); (KHANNA
PALEPU; SINHA, 2005); (KHANNA; PALEPU, 2000);
(KHANNA; PALEPU,1997); (VACHANI; SMITH,
2008); (KHANNA, T.; PALEPU, K., 2010) (RICART et
al., 2004); (CHAKRABARTY, 2009); (MAIR; MARTI,
2009); (PARMIGIANI; RIVERA-SANTOS, 2015)
(KWOK; TADESSE, 2006); (ZHAO; TAN; PARK)|
2014) (PAVLOVICH; SINHA; RODRIGUES, 2016)
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(GEREFFI,  1994); (GEREFFI; HUMPHREY,;

SUPPLY CHAIN COMPANIES STURGEON, 2005); (ALVAREZ; PILBEAM;
STRATEGIES AND WILDING, 2010); (KEESING; LALL, 1992);

SUPPLIER (BASSOLI, 2010); (TRIENEKENS, 2011); (LER;

RELATIONSHIP GEREFFI; BEAUVAIS, 2012); (MENTZER et all,

MANAGEMENT 2001); (MARTINEZ et al., 2007); (SILVESTRE, 2015);

(FINDLAY; GRES, 2012); (BEAMON, 1998)
(KRAUSE; HANDFIELD; SCANNELL, 1998);
(ELLRAM; COOPER, 1990); (LAMBERT; COOPER,
2000); (CANTWELL; DUNNING; LUNDAN, 2009);
(NELLORE, R.; SODERQUIST, K, 2000); (COX,
2004); (VOSS, C.; TSIKRIKTSIS, N.; FROHLICH, M|,
2002); (TRENT, 2005); (LAMBERT;
SCHWIETERMAN, 2012); (ALVAREZ, G.; PILBEAM,
C.; WILDING, R, 2010); (PARMIGIANI; RIVERA-
SANTOS, 2015);

Source: Designed by the author (2017).

In addition, books, websites, reports, and callpfapers of important journals composed
the literature review, and were significant for tegiew of key concepts and issues about the
theme. Among these materials, other relevant ctedies were identified and thereby used to
complement the literature review, just like thewhall sampling technique. Thus, it followed
methodic steps to reach a theoretical review asi@ @esult, guided to construct the question
that conducted this phase, that is: How a dairy gaomg in an environment of regulatory
institutional voids manages its relationship withpgliers? The analysis embraced the
perspective of the supplier management, considdtirginstitutional dimensions and their
influences.

Consequently, in this®phase, the research method was defined and eadgticience
was preliminarily examined to the case selectials@quently to the literature review and the
choice of the method of study, it was made two evgtbry interviews, aiming to explore more
about the theme and to verify if companies werdyradfected by the regulatory institutional
voids in the dairy chain.

Two interviews with opened questions were appli€de first interviewed was the
specialist professor Andrea Troller, Professor e program of veterinary (FAVET), and
substitute coordinator of the graduate programgnoAomy and Agribusiness of the Federal
University of the State of Rio Grande do Sul (UFRG®e second interviewed was the federal
agricultural inspector, Milene Cristine Cé, of fBeazilian Ministry of Agriculture, Livestock
and Food Supply (MAPA). The inspector graduate/@terinary medicine by the Federal
University of the State of Rio Grande do Sul (UFR@&d specialized in Laboratory Diagnosis
of Poultry Diseases by the Japanese Internatiooap€&ration Agency. She participated in all

fraud investigations of the dairy sector sincelibginning.
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These interviews were enlightening both from theotktical, and from the practical
point of view. It explained how the technical mdkalysis was made, and pointed out many
agents that participate in the complex procesk@mtilk production. It shown that all kind of
enterprises were being affected by the regulatwijtutional voids in the dairy sector, and that
frauds used to occur both during production, ad asturing the transport. In addition, these
interviews contributed providing secondary datarsesiand led to eventual further interviews,

as the snowball technique recommends.

3.4.2 Second Phase: Exploratory Research

Because the researcher did not have much expeiiettoe studied field, it was decided
to have an exploratory step in the second phagbeofesearch. It helped to have a better
understanding of how the dairy chain was reallytired and the stakeholders involved in it.

In addition, at this stage, it was designed thetraoable procedures to be applied in the data

collection.
Table 4 - Sources of secondary data
SOURCE TYPE WEBSITE
EUROMONITOR INTERNATIONAL DATABASE HTTP://WWW.EUROMONIDR.COM
CANADIAN DAIRY INFORMATION DATABASE HTTP://WWW.DAIRYINFO.GC.CA
CENTRE
BRAZILIAN ASSOCIATION OF FOOD CLASS HTTP://WWW.ABIA.ORG.BR

INDUSTRIES - ABIA (ASSOCIACAO | ASSOCIATION
BRASILEIRA DAS INDUSTRIAS DA
ALIMENTACAO - ABIA)
SULINA ASSOCIATION OF CREDIT| SUPPORTING| HTTP://WWW.EMATER.TCHE.BR/SITE/
AND RURAL ASSISTANCE - ENTITY
EMATER/RS-ASCAR (ASSOCIACAO
SULINA DE CREDITO E
ASSISTENCIA RURAL - EMATER/RS-

ASCAR)
STATE LEGISLATURE OF RIO NORMATIVE HTTP://WWW.AL.RS.GOV.BR/SITE/
GRANDE DO SUL (ASSEMBLEIA ENTITY

LEGISLATIVA DO ESTADO DO RIO
GRANDE DO SUL)

GAUCHO INSTITUTE OF MILK - IGL | SUPPORTING HTTP://IGLRS.COM.BR/SITE/
(INSTITUTO GAUCHO DO LEITE - AND
IGL) ASSOCIATIVE

ENTITY
GAUCHO ASSOCIATION OF THE| ASSOCIATIVE HTTP://WWW.AGL.ORG.BR/AGL/
DAIRY INDUSTRY - AGL ENTITY

(ASSOCIACAO GAUCHA DE
LATICINISTAS E LATICINIOS - AGL)
SECRETARIAT OF AGRICULTURE,| REGULATORY | HTTP://WWW.AGRICULTURA.RS.GOV.BR
LIVESTOCK, AND AGRICULTURE OF AND
THE STATE OF RIO GRANDE DO SULl NORMATIVE
- SEAPA/RS (SECRETARIA DA ENTITY
AGRICULTURA, PECUARIA E
IRRIGACAO DO ESTADO DO RIO
GRANDE DO SUL — SEAPA/RS)
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BRAZILIAN MINISTRY OF REGULATORY | HTTP://WWW.AGRICULTURA.GOV.BR
AGRICULTURE, LIVESTOCK AND AND
FOOD SUPPLY - MAPA (MINISTERIO| NORMATIVE
DA AGRICULTURA, PECUARIA E ENTITY
ABASTECIMENTO - MAPA)
UNITED NATIONS CONFERENCE ON DATABASE HTTP://UNCTADSTAT.UNCTAD.ORG
TRADE AND DEVELOPMENT
(UNCTAD)
WORLD BANK DATABASE HTTP://WWW.WORLDBANK.ORG/
UNITED STATES DEPARTMENT OF | DATABASE HTTPS://IWWW.USDA.GOV
AGRICULTURE (USDA)

Source: Designed by the author (2017).

At this phase, as secondary data, it was utilinéokination sourced by reports, books,
websites, and papers. Table 4 lists the sourcee@indary data analyzed at this stage of
research. These resources mapped out the sectposition, and provided useful statistical
data. Additionally, through the secondary datayas possible to have an insight about the

leader companies in the sector, as well as thdifbamion of actors and regulations.

3.4.3 Third Phase: Reviewing of Research Questio®pbjectives and Case Selection

Succeeding the exploratory phase, it was made taggués in the objectives and
research question. This phase was relevant beadjissting the empirical object in the analysis
to the theory supported a successful result torésearch. Besides that, at this phase, the

company was selected, based on profile earlierioread in the case selection section.

3.4.4 Fourth Phase: Data Collection

Aiming to meet the exploratory and descriptive sfeggmi-structured interviews were
applied (Research Protocol — Appendix A), with acsfic script for each tie in the chain. The
scripts were submitted to an expert in the suppbircfor validation, aiming to have higher
reliability and avoid potential unfitting question¥hey were constructed based on the
theoretical analysis of the research, as summa@arnedpreviously presented in table 3, on
theoretical phase. To answer the question, it wasessary to interview executives,
administrators, employees, technicians, supplidesmers, prosecutors, lawyers, and
professors. All of them were directly related te thsearch question, which is involved in some
way with the frauds, institutions, and the chainmth the supplier management in the dairy
chain.

To achieve the requirements of the method and ftowoethical procedures, some
actions were considered prior to these intervieush as:
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1. An invitation was sent to the interviewed menitng the purpose of the research, as
well as, the expected duration of the interview;
2. Authorization to record the interviews was resjad in advance;
3. Authorization to use and publish the data ctdiédn the interviews was requested in
advance, and,;

4. A semi-structured script was used for all therviews.

In the moment of interviews, it was requested niaterreports and any additional
information that assisted in the understandinghef research problem. Additionally, all the
interviews were recorded and later transcribe@dadifate the analysis process.

Twenty two (22) interviews were conducted: thirté&B8) with institutions and class
entities, three (3) in the focal company and spwh suppliers, resulting roughly twenty-two
(22) hours of recordings. All interviews were coothd in person at the interviewees'

workplace {n loco), as shown in table 5.

Table 5 - Detailing of the interviews conductedhiristitutions

CHAIN TIE NAME DATE JOB POSITION TIME OF DURATION MODE
(HOURS)

1 GAUCHO ASSOCIATION 19/08/2016 PRESIDENT 00:39:01 IN
OF THE DAIRY INDUSTRY LOCO
- AGL (ASSOCIACAO
GAUCHA DE
LATICINISTAS E
LATICINIOS - AGL)

2 GAUCHO INSTITUTE OF 28/07/2016 FORMER 01:11:39 IN
MILK - IGL (INSTITUTO EXECUTIVE LOCO
GAUCHO DO LEITE - IGL) DIRECTOR

3 GAUCHO INSTITUTE OF 28/07/2016 LEGAL AND 00:33:33 IN
MILK — IGL (INSTITUTO PARLIAMENTARY LOCO
GAUCHO DO LEITE - IGL) ADVISOR

4 ASSOCIATION OF SMALL | 25/07/2016 EXECUTIVE 01:18:36 IN
DAIRY INDUSTRIES OF SECRETARY LOCO
RIO GRANDE DO SUL -
APIL (ASSOCIACAO DAS
PEQUENAS INDUSTRIAS
DE LATICINIOS DO RIO
GRANDE DO SUL - APIL)

5 ASSOCIATION OF SMALL | 29/07/2016 MEMBER OF 01:23:24 IN
DAIRY INDUSTRIES OF BOARD OF LOCO
RIO GRANDE DO SUL - DIRECTORS AND
APIL (ASSOCIACAO DAS FORMER
PEQUENAS INDUSTRIAS PRESIDENT
DE LATICINIOS DO RIO

INSTITUTION L_GRANDE DO SUL - APIL)

6 SULINA ASSOCIATION OF | 02/08/2016 STATE TECHNICAL | 01:20:16 IN
CREDIT AND RURAL ASSISTANT OF LOCO
ASSISTANCE - DAIRY CATTLE
EMATER/RS-ASCAR
(ASSOCIACAO SULINA DE
CREDITO E ASSISTENCIA
RURAL - EMATER/RS-
ASCAR)

7 AGRICULTURAL 02/08/2016 FINANCIAL 00:37:05 IN
FEDERATION OF RIO DIRECTOR AND LOCO
GRANDE DO SUL - COORDINATOR OF
FARSUL (FEDERACAO DA THE GRAIN AND
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AGRICULTURA DO RIO MILK
GRANDE DO SUL - COMMISSIONS
FARSUL)
8 UNION OF RURAL | 05/08/2016 PRESIDENT 01:28:30 IN
WORKERS OF TEUTONIA LOCO
AND WESTPHALEN
(SINDICATO DOS
TRABALHADORES
RURAIS DE TEUTONIA E
WESTFALIA)
9 LABORATORY OF 06/06/2016 COORDINATOR 01:26:28 IN
INSPECTION AND AND PROFESSOR LOCO

TECHNOLOGY OF MILK
AND ITS DERIVATIVES,
EGGS, AND HONEY OF
THE FACULTY OF
VETERINARY OF THE
FEDERAL UNIVERSITY OF
RIO GRANDE DO SUL
(UFRGS) — LEITECIA
(LABORATORIO DE
INSPECAO E
TECNOLOGIA DE LEITE E
DERIVADOS, OVOS E MEL
LEITECIA DA

FACULDADE DE
VETERINARIA DA UFRGS

- LEITECIA)
10 BRAZILIAN MINISTRY OF | 14/06/2016 FEDERAL 01:12:49 IN
AGRICULTURE, AGRICULTURAL LOCO
LIVESTOCK AND FOOD INSPECTOR
SUPPLY — MAPA
(MINISTERIO DA
AGRICULTURA,
PECUARIA E
ABASTECIMENTO -
MAPA)
11 SECRETARIAT OF 08/07/2016 TECHNICAL 00:44:50 IN
AGRICULTURE, COORDINATOR OF LOCO
LIVESTOCK, AND MILK PRODUCTION
AGRICULTURE OF THE CHAIN SECTORIAL
STATE OF RIO GRANDE CHAMBER OF THE
DO SUL — SEAPA/RS STATE AND
(SECRETARIA DA EXECUTIVE
AGRICULTURA, SECRETARY OF
PECUARIA E IRRIGACAO THE FUNDOLEITE

DO ESTADO DO RIO
GRANDE DO SUL —

SEAPA/RS)
12 PUBLIC PROSECUTOR'S | 22/07/2016 | PROSECUTOR 01:.05:23 IN
OFFICE OF THE STATE OF LOCO

RIO GRANDE DO SUL —
MPRS (MINISTERIO
PUBLICO DO ESTADO DO
RIO GRANDE DO SUL -

MPRS)
13 PUBLIC PROSECUTOR'S | 22/08/2016 | PROSECUTOR 00:31:35 IN
OFFICE OF THE STATE OF LOCO

RIO GRANDE DO SUL —
MPRS (MINISTERIO
PUBLICO DO ESTADO DO
RIO GRANDE DO SUL -
MPRS)

TOTAL 13:33:09
Source: Designed by the author (2017).

The research was split into two stages. In theding, it was interviewed representatives
of institutions that influence the dairy chain,sd®wed in table 5. In the second stage, it was
interviewed respondents who are directly linketh®dairy company (case study), or who are

affected by the supply management and institutiasst can be seen in table 6.
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Table 6 - Detailing of the interviews conductedhtite dairy company and suppliers

CHAIN TIE NAME DATE JOB TIME OF DURATION | MODE
POSITION (HOURS)
1 COOPERATIVA | 17/08/2016 DAIRY 01:44:01 IN LOCO
LANGUIRU INDUSTRY
MANAGER
2 | DAIRY COMPANY COOPERATIVA | 17/08/2016 VICE 01:13:37 IN LOCO
LANGUIRU PRESIDENT
3 COOPERATIVA | 17/08/2016 PURCHASER 00:17:51 IN LOCpP
LANGUIRU
4 SUPPLIER TYPE A REINIGEND 17/08/2016 PRESIDENT 00:47:14 IN LOCD
QUIMICA DO
BRASIL LTDA.
5 MILK 17/08/2016 FARMER 00:56:00 IN LOCQ
PRODUCER
6 | SUPPLIER TYPEB MILK 04/08/2016 FARMER 00:17:23 IN LOCO
PRODUCER
7 MILK 04/08/2016 FARMER 00:12:33 IN LOCO
PRODUCER
8 COTREL 03/08/2016 QUALITY 01:47:09 IN LOCO
CONTROL
MANAGER
AND RURAL
SUPPLIER / COOLING ANIMAL
STATION TECHNICIAN
9 COTREL 03/08/2016 RURAL 01:11:08 IN LOCO
ANIMAL
TECHNICIAN
TOTAL 08:26:56

Source: Designed by the author (2017).

Regarding the interviews, the data collection o@airight away the review of the
objectives and the research question. All respaisdesere formally invited to accept the
university’s contract agreement authorizing the eisemformation for academic purposes. In
addition, as mentioned before, in the first andsatond part of the data collection, the
interviews were conducted loco, visiting in person the institutions, companies] ¢he rural
properties. This procedure was made in order todat the results and enrich the
understanding of the research problem. A remarkadilet regarding the interviews was that,
because of the crises involving the sector, esfhecae to the arrests that were happening in
the period of the data collection, many intervieweste afraid to be interviewed. Nevertheless,

just after starting the interviews, they usually é&mfortable with the questions.

3.4.5 Fifth Phase: Data Analysis

To analyze the interviews, the following procedwaes used:
1. All of the 22 interviews were transcribed by Bwosrie Ripoll, a professional
specialized in this kind of service;
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2. All the interviews were categorized and analyaethe same time. For that, it was
used a specific software to analyze qualitativeaesh, in order to make easier the process of
analyzing;

3. It was made a chapter exclusively to presentdbearch data, where it was produced
graphics and summary tables to facilitate the wtdading;

4. For validation purposes, it was applied thengidation of cross verification between
all of the content of interviews, the secondaryad#ihie author’s perspective and theoretical

references. The result of it is a chapter of disiusand results, and final considerations.

At this stage, all collected information were catezed for a better analysis. Moreover,
because it was desired to have the interviewee'sepons about the relationship of the
company with its suppliers in an environment ofulatpry institutional voids, the narrative
was used as an instrument to present the datanarhegtive fitted properly to this project, since
it has three well-defined stages (beginning, midaitel end) and it is used to know the
interviewee’s points of view about how things goiora process that comprises many actors,
in a specific scenery, with a particular story (AR 2008). Thus, the narrative is mostly used
in studies that involve processes (LANGLEY, 199®)jch are the conditions of the company,

suppliers, and institutions of this research.

4 RESULTS AND DISCUSSION

In this section are presented the results and sksou of the field research realized to

this study.
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4.1 THE DAIRY CHAIN INDUSTRY IN RIO GRANDE DO SUL

In the State of Rio Grande do Sul the dairy chaiarganized among small producers,
shipping companies, milk cooling station companisiyy manufacturing companies, and
retailers. The process seems not to be complexeveny although the few number of
participants, the interference of intermediatee@f the supply processes and challenges
companies.

Both local companies and multinationals have td @éh the possibility of having their
quality milk affected by unwanted components onirtipeoducts. The dairy industry has
experienced times of mistrust since the commodity lieen the target of adulteration. Aiming
to have an expiring date and volume benefits, s@mall producers and, especially,
transporting intermediate companies defraud thdymmbduring the gathering, using different
chemical substances to benefit their operations.

The region of the state of Rio Grande do Sul isntgaionstituted by small producers
that traditionally sell their milk to the transpiag companies which, in turn, resells it to the
dairy manufacturing companies. That is, the trantsppfirms used to command the gathering
of the milk and control the small milk producershebe fraudsters employed specialized
professionals in chemistry, such as chemical eegmdo mix chemical substances with the
milk. That way, these actions were hard to be ifledtby either companies or government.
However, not only because they used complex addibers, but also because there were no
appropriated regulations and enough governmentgertors to attend the demand of
inspections. Thus, this lack of regulation and @tjmn coerced companies to get used with
this, as a habitual process.

As mentioned before, even though companies haverdge, because of the local
characteristics of the chain, multinationals andaldirms were affected by frauds in Rio
Grande do Sul. This happened because small farapgliers, and transporting companies

frequently were the same for both kind of companies

4.1.1 Ambiance of the Dairy Industry in Rio Grandedo Sul

The State of Rio Grande do Sul has 497 citiespttie production is present in 493 of
them, meaning 99%, and all of them are in some hkgd to the milk industry. There are
479.692 rural properties and the milk productiorstsxin 198.467 of these properties, meaning

41,4%. On average the rural properties have 4@fares, while the rural properties producing
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milk have 19 hectares and each property producgsliédrs per day, which shows that milk
production is mainly produced by small producerstHe state, there are 6 types of milk

producers, as described in table 7, as follows:

Table 7 - Classification of types of milk producerkio Grande do Sul

Producers selling raw milk for industries, coopees, cheese factories, etc.

Producers who process milk in legalized agribusirfeseese factories and others

Producers who sell raw milk directly to consumers

Producers selling homemade dairy products

Producers producing only for their family consuropti

Producers who give other destinations to the mitidpction

Source: Adapted from EMATER-RS (2015).

Table 8 - Distribution of milk producers in Rio&hde do Sul according to the predominant
destination of production (%)

0,2 _

_ 423

512/

--l 0,1

4,1/ 2

* Producers selling raw milk for industries, cooperatives, cheese factories, etc.
Producers who process milk in legalized agribusiness (cheese factories and others)
* Producers who sell raw milk directly to consumers
* Producers selling homemade dairy products
Producers producing only for their family consumption

* Producers who give other destinations to milk production

Source: Adapted from EMATER-RS (2015).

As shown in the graph above, 42,3% (83.975) of peceds sell raw milk for industries,
cooperatives, cheese factories, etc. 51,2% (101 &7@roducers produce milk only for their
own family consumption. Only 0,1% (224) of prodiugprocess milk in legalized agribusiness
(cheese factories and others). 4,1% (8.139) ofymexs sell homemade dairy products. 2,0%
(3.971) of producers sell raw milk directly to cansers. Finally, only 0,2% (397) of producers
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give other destinations to their milk productianisiestimated that 17,5% of rural properties in
Rio Grande do Sul are associated with the dainystrgl, and 97,6% of them are family farmers,
which demonstrates the social significance of tmidustry. In addition, around 12.100
producers are not legalized in the state and #sam impact on the distribution of milk. As a
result, table 9 shows that 8,26% of the milk dmtted in the state of Rio Grande do Sul is not
inspected (EMATER-RS, 2015).

Table 9 - Distribution of the milk according to tlewel of formality (%)

826

91,74

* Non-inspected milk Inspected milk

Source: Adapted from EMATER-RS (2015).

Regarding the animals, there is about 1.427,42K colvs in the state. The three main
cow breeds in the state are Holstein-Frisia (Dotol) with 58,4%, Jersey (British cow) with
16,3% of a herd of cattle, and the mixed breediridatstein-Frisia with Jersey that represents
16,5% of a herd of cattle. The rest are Gir, Zemnd other mixed breeding. This herd of cattle
makes the state reach the mark of 4,6 billionditgrmilk produced every yeEMATER-RS,
2015)

Milk has a significant importance in the statedtresponds to R$ 3,78 billion (roughly
US$ 1,2 billion) per year, featuring, on averag®é 24 million (roughly US$ 1 billion) for each
city yearly. The value made by milk for each rypadperty, on average, is R$ 19,000 (roughly
US$ 6,000), which means R$ 1,590 (roughly US$ p@d)month. This value gets a little better

for properties that can sell to cooperatives artteese factories. In this case, the annual value
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goes to R$ 41,100 (roughly US$ 13,000), which meR#s3,425 (roughly US$ 1080) per
month, as it can be seen in table(EMATER-RS, 2015)

Table 10 - Difference of value produced betweemmabrural properties and properties that
can sell to cooperatives or to cheese factories

Normal rural properties Properties that can sell to cooperatives |or
to cheese factories
Annual value produced R$ 19,000 (roughly US$ 6,000) 41,100 (roughly US$ 13,000)
Monthly value produced R$ 1,590 (roughly US$ 500) $ F425 (roughly US$ 1080)
Source: Designed by the author (2017).

This is likely the reason why only 60,7% have appiaie physical conditions for
hygienic milking, and only 38,7% has heated watdrich is extremely important for the right
hygiene of the equipment of milking and coolingeBvhought, 2.102 companies buy milk in
the state, corresponding an average of 4,5 compéyieach town, among these companies,
there are the cooling stations. In the state, thex®9 of them able to support 10,5 million liters
per day, which represents an average of 181.2Rdr4 per day for each cooling station. 89,8%
of them are under (federal) SIF inspection, 6,8%eur(state) CISPOA inspection and 3,4%
under (municipality) SIM inspectiéiEMATER-RS, 2015)

Also, in the state, there are 255 milk processmdgstries, 67,8% of them are considered
small unities (with municipal inspection), and regents 1,3% of the total processing milk. On
the other hand, 35 industries, all large compafvigth federal inspection) are able to process
17,2 million liters/day, corresponding to 93% o€ ttotal processing. The total capacity of
industrialization in the state is 18,5 million h$éday, or 6,75 billion/year, but only 62,4% of
this goes to the industry, representing 38% of shdal idleness.

An important statistic is related to the productiiificulties in the state. The data shows
that 46% of producers has a lack of labor, 41% haveescendants or, the ones who have,
their descendants do not have an interest in theitgc 31,7% of them have milk quality
deficiency, and 29,5% have a reduced scale of ptamu Also, 22,8% have restrictions on the
supply of electric energy, and 22,6% are affectgdhe precariousness of roads for milk
collection. In addition, 10,7% suffer from the irstity's lack of interest in acquiring milk, and

8% of the producers have credit access difficulties

! The inspection terms and functions are going tbditer explored in the next subsection.
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4.2 HOW DAIRY COMPANIES’ CERTIFICATION SYSTEM WORKS

In Brazil, dairy companies must be legally registein one of the three existent
programs. Any agroindustry to be certified to Iégabmmerce products of animal origin is
required to obtain one of these 3 seals: The detileoMunicipal Inspection System - SIM
(Sistema de Inspecao Municipal - SIM); in the aafstne State of Rio Grande do Sul, the Seal
of the Coordination of Inspection of Products ofial Origin - CISPOA (Selo da
Coordenadoria de Inspecao de Produtos de Origema\niCISPOA); or the Seal of Federal
Inspection System — SIF (Sistema de Inspecdo Hedslg).

* The seal of the Municipal Inspection System - S8s{ema de Inspecéo Municipal
— SIM) is provided by city halls. It allows the comarce of dairy products only
within the respective municipalities.

* The seal of the Coordination of Inspection of Padwf Animal Origin - CISPOA
(selo da Coordenadoria de Inspecéo de Produtogigen®Animal - CISPOA) is
issued by the Secretariat of Agriculture, Livestackl Agribusiness of the state of
Rio Grande do Sul. It permits the commerce of dagmpducts between
municipalities within the borders of the state.

* The seal of the Federal Inspection System - SKt€Bia de Inspecéo Federal — SIF).
The Ministry of Agriculture, Livestock, and Suppgncede SIF and it allows dairy
companies to trade within and even outside the tcpu NIVERSIDADE DE
PASSO FUNDO - UPF, 2016).

SIF is the most important certification among theeé existing ones. Currently, there
are more than four thousand Brazilian establishenenatrking according to SIF’s inspection.
All products with animal origin under the respoii#¥p of the Ministry of Agriculture,
Livestock, and Supply are registered and approwe8IB. The certification aims to provide
sanitary and technological quality for consumerisTis very important because presently
Brazil exports products of animal origin to moranthL80 countries, standing out as one of the
main exporters worldwide (MINISTERIO DA AGRICULTURA PECUARIA E
ABASTECIMENTO - MAPA, 2017).

It is important to mention that companies certifidthe three different certifications
(SIM, CISPOA, SIF) were involved in the frauds, yirg the existence lack of regulation and

enforcement, in this case. The next section shawsthese companies used to make the frauds.
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4.3 HOW ADULTERATIONS HAS OCCURRED

4.3.1 Beginning of Investigations and Chemical Presses

According to the interview of MPRS, in the early 2013, it was the first stage of
operation Leite Compensado, which in a free trdioslameans reimbursed milk. Leite
Compensado is a task force among official agenitsviestigate and combat the milk frauds in
the state of Rio Grande do Sul. According to thierinewed prosecutor that still coordinates
the operations, Mauro Rockenbach, all started whiencolleague, the prosecutor Alcindo
Bastos, who investigates crimes against consuroaied him asking if he would be willing to
make an investigation into the milk sector. Thatdaese Alcindo Bastos received two reports
from the Ministry of Agriculture, Livestock and Fo&supply (MAPA) that pointed out the
presence of Formaldehyde, a carcinogenic substaneemilk sample. This information was
gathered as part of a technical cooperation agneethat was signed in 2007, involving the
Ministry of Agriculture, Livestock and Food SupaIMIAPA), the Secretariat of Agriculture,
Livestock and Agribusiness of the State of Rio @mmo Sul (SEAPA-RS), and some
laboratories certified by both the SEAPA-RS and Wh&PA to make analyses on dairy
products.

The reports analyzed samples of milk products rdadyhe consumption, available to
the consumers on the shelves of the supermarketise Aime, four brands of milk were already
adulterating the product. Firstly, the Public Pmger’s Office of the state of Rio Grande do
Sul (MPRS) drew up a strategy to identify what othighstances could be being added to the
product, since the report only revealed formaldehyithen, the strategy was to discover who
was making the frauds, where they were doing d, leow they were buying or manufacturing
this product.

Mauro Rockenbach revealed to have been frightenddstonished with the situation.
Because it was a carcinogen substance availablensumers, he wondered if it was not up to
them to warn the population through the press, atimurisks of consuming specific brands.
However, if he had done that, they would not knawrmwho, when, where, why, and what
method was used by fraudsters, since the fraudstarkl be warned and, then, would modify
their operations.

This way, MPRS started the investigation by idegmid the product. They had an
information, coming from an inspector, that in thestern part of the state, he heard one of the

transporters (one of the drivers) say they had agimlittle white powder” that was usually
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added to the milk during the gathering. Then, tHeR®& requested to the inspector to collect a
sample of the milk transported by this transporérthat point, the MPRS did not know what
that “magic little white powder” substance was, wibhavas for, and if it was industrialized or
handmade. They only knew that it could have formlajdie in the milk and this chemical
substance was used to conserve the milk 30 years/agn the rural sector had a higher lack
of infrastructure. However, this kind of fraud was longer used because of the access to
electricity and the current equipment used in Hrens.

The return of this crime 30 years later caughtdtiention of the technicians of the
MAPA and prosecutors of MPRS. As time went on,itivestigation advanced and the MPRS
had access to a dossier that circulated over tlwendtate. It was a dossier elaborated about
the milk production chain in which businesspersang technicians knew specific situations.
Through this dossier, the MPRS had access to spécibrmation from people who knew
about the frauds. This way, the operations weraded on two main cores, the core of Biruba
and the core of Guaporé, two cities in the stateiak the operation Leite Compensado | that
identified two main groups practicing volume frapdéich consisted of adding water to the
milk.

Therefore, as fraudsters added water to the nhitt, éxtra water changed the technical
milk patterns, specifically changing a pattern edlcryoscopy. A cryoscopy is a laboratory
mechanism used to determine the freezing point ablation. It allows identifying the
concentration of a solution or the volume of solht has been dissolved in a solvent. This is
a test especially used in the dairy industry tosueathe milk quality, accordingly to Andrea
Troller Pinto, coordinator of LEITECIA, a speciai milk laboratory of the Veterinary School
of the Federal University of Rio Grande do Sul ((B-&). Essentially, milk has a freezing point
(-0,530°C to -0,550°C) other than the freezing pointhe water (0°C). Consequently, when
fraudsters put water in milk, the water has a re¥eanovement, this simple addition causes
milk’s freezing point to approach zero, not meetimtk standards.

In order to cheat the process, fraudsters usedrya skelled specialist in chemical
procedures, such as chemical engineers and imalusthemicals. These professionals
discovered that adding urea (urea fertilizer) tdknhides the addition of water from the
laboratory analyses. This happens because, althmegitontains non-protein nitrogen, unlike
milk, which has protein nitrogen, urea has somestsuizes that deceive laboratory analysts
during the testing. These substances cause thargegoint of milk to be stabilized according

to milk standards during the cryoscopy test.
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However, urea contains formaldehyde. It is impdrtammention that formaldehyde fraud

was not the one intended by fraudsters, they didoobformaldehyde to conserve the milk.
The formaldehyde fraud was incidental; it emergadidentally in the milk with the

employment of urea. Then, the MPRS contacted Retr@rasileiro S.A. (Petrobras) and
Petrochemical poles of Camacgari and Triunfo andadisred that formaldehyde was recently
being used as one of the substances to producéentiéaer. It was not used before, but lately,
it had been added to urea to make it more efficeent fertilizer. Then, the formaldehyde
appeared incidentally in the milk, because the dssers did not realize that urea had an

improved formula, which contained formaldehydetin i

4.3.2 Three Existing Types of Frauds

There are three types of frauds: fiscal fraud,dratiquality and fraud of volume. Fiscal
fraud occurs more intensely with cheese produdis.cheese is made from a specific quantity
of liters of milk. The milk used is desorbed andhyttrated, such as "whey", and then, it is
curdled and added the needed products on it. Aftdyr the cheese is pressed to eliminate the
whey from the cheese. That is when fraudsterstlaey, use this whey again in the milk, and
they return it to the milk. It is relevant to mentithat it cannot be misidentified as tax evasion.
However, it also happens during this process, thstnot proper. Fiscal fraud is spinning off
something back to the original product.

According to Andrea Troller Pinto, coordinator dITECIA, fraud of quality happens
when chemical substances are added in order tovegcadjust or stabilize a milk that was
being lost. Milk is a living substance since it M&ro bacillus (living beings inside it), the
product is in constant changes. The same produeimlb be different in two hours and so on.
Therefore, the specialist in chemistry discovemde substances that fix the most varied nature
changes in the product. For instance, if milk igigg acidic, which is a normal process due to
the time, fraudsters stabilize it by placing alkalsubstances, reducing the acidity. According
to Mauro Rockenbach, one of the alkaline substasee by fraudsters is caustic soda, which
is extremely alkaline.

Additionally, when the normal process of microlaation is happening, the microbes
begin to proliferate inside the milk. At this momefraudsters put an antiseptic solution to
stabilize it, stopping the proliferation of micrabaction. This antiseptic solution is hydrogen
peroxide. This substance has the same chemicatwtelcomposition than water, which makes

it difficult to detect in tests. Hydrogen peroxicleemical composition is H202, while the water
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is H20, so it has just one extra molecule of oxyilpam water. In short, if the milk is acid, they
use caustic soda. If the milk is having microbigti@n, they put hydrogen peroxide.

Finally, as already mentioned before, the fraudvaiume occurs when fraudsters
supplement water or some other cheap product tease the quantity of the milk. To mask
the water inside the milk, they use sugar, but @apig salt. The salt is used to freeze it faster
because lowering the temperature, it lowers thezfrgy point of the milk. In the table 11

bellow, it is summarized the three existent typiefsauds.

Table 11- Existent types of frauds

VOLUME
FRAUD OF VOLUME IS
THE SUPPLEMENT OF
WATER OR SOME

FISCAL
TYPICALLY OCCURRED
IN THE CHEESE
PRODUCTION, FISCAL

QUALITY
FRAUD OF QUALITY IS
THE USE OF CHEMICAL
SUBSTANCES IN ORDER

CHEAP

FRAUD IS BASICALLY
BACK THE SPINOFF
BACK TO THE ORIGINAL

TO RECOVER, ADJUST]
OR STABILIZE A MILK
THAT WAS BEING LOST.

OTHER
PRODUCT TO INCREASH
THE QUANTITY OF THE

MILK.
Source: Designed by the author (2017).

PRODUCT.

Thus, as it can be seen, many are the tricks ugécidsters to improve their profits.

Following, it is explained how it usually happens.

4.3.3 How Frauds Happened

In the milk chain, between the farmers and theydampanies, there are the intermediary
entrepreneurs, which are the transporting compamdsowners of the cooling stations. After
farmers making the milking, the product goes straig the industry or it can pass through
cooling stations, which are silos. The entreprem@uro have the silos receive several small
loads and store it in their larger silos to, theansport it again. This happens because there are
many farmers that are too far from the dairy congmarrhis way, the milk must be properly
frozen before it arrives at the company, otherwitsepuld deteriorate.

In this scenario, in the middle of the supply pssehere are the transporters. These
freight carriers usually are self-employers thatkvas entrepreneurs, putting an isothermal
tank on top of their trucks and make the transpiomtilk from the farmers to the cooling station.
This independent entrepreneur figure emerges bedaesindustry would have to spend too
many resources to do the logistic process, whicla isecondary activity for them. The
companies would have to invest too much money &wirtg employees and trucks to gather

the milk in the assorted regions of the state.
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The state of Rio Grande do Sul traditionally has ¢haracteristic of having very small
farmers that produce very small quantities of mitks peculiarity may change accordingly to
the state. Then, in reason of this, there are taaysmall rural roads that only small trucks can
access it. These trucks that meander the coungérysatls usually can load up to seven thousand
liters of milk in their tanks. They stop at eveayrh and pick up every small quantity of milk
from the small farmers.

Each truck has their so-called “route”, and eadkedr(self-employed) has their own
route. Each route may have more than twenty sraathdrs on the itinerary. Every day the
driver collects the milk and takes it to the coglstation to freeze it. Subsequently, the cooling
station gets milk from several trucks, from differearriers. Then, after the freezing process,
they put the milk in a bigger truck, with a loadiogpacity of more than fifty thousand liters
and pass the milk to the industry. In sum, theest@&o main possibilities of adulteration, one
when the small trucks take the milk to the coobteation or to the industry, and the other when
big trucks make the transportation to the industsyally known as "second route".

Because there was no legislation, no penaltiesioesifor shipping carriers, beyond the
tie distances between the manufacturing companidiseir suppliers, some transporters took
advantage of this circumstance. The transportéicdraied the milk between the small farmers
and the industry was remunerated by volume of rthik, is, per liter transported to the industry.
Thus, to raise the volume, the addition of wates wsed, same as other chemical products, to
different proposals, such as fiscal frauds or fsapfdquality.

Table 12 - Dairy Chain and its intermediates

MEDICINES N MEDICATIO SMALL nun
INDUSTRY NRETAIL i PRODUCER
1«
. -
170 O
e
ANIMAL
FEED
INDUSTRY

id FEED RETAIL ’ m '3 WHOLESALER
(COMPANY)

Source: Designed by the author (2017).

Table 12 shows the dairy chain. In it, it is ddsed all the steps of the milk
industrialization process, based on the data delikdt is possible to notice the role of transport
in the chain. The trucks in red represent the bdmgioints of the process, where most of the
frauds has happened. However, it is important totioe that, according to the data gathered,

the frauds also have happened in the transpdheisource (producers), as well as in the retailer
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unit. The trucks in gray represent the ones thatally, are contracted by the focal company
after the milk is processed.

Therefore, due to the complexity of the dairy chaspecially in the state of Rio Grande
do Sul, many stages are vulnerable to be affeqgtdchhds. It is hard for companies to control
all these tiers, and to be competitive at the saime. In the next part, it is presented how the
frauds were detected.

4.3.4 Possibilities of Detection of Frauds

The law requires that milk has to be analyzed leytthck driver just before he gathers
the whole amount of milk from the farmer. The @rivnust apply a quick test in a sample of
the milk that will be collected. However, this testly analyses the level of acidity of the milk.
The driver must put a substance in a tub that aatige coloring accordingly to the level of
acidity. Then, this is supposed to be the firstsgmbty of fraud detection.

The second analysis must occur in the coolingmstaiihere, beyond the level of acidity,
others items are supposed to be analyzed suck gsghsy content, possibility of formaldehyde
use, among others. This second test, in the costatgn, should be more judicious.

The third test occurs in the industry plant. Itshdoe just before the disembarking of the
milk in their warehouses, while the truck is stoghom the platform waiting to unload it. This
test should be very sensible, if any result isadube standards, the whole milk load should be
rejected. However, in this case, the ones makiaditbt test were the ones causing the frauds.

Besides that, according to Andrea Troller Pintardaator of LEITECIA, the tests are
hard to be applied. She explains that it is onlysilde to test something that is known that it
could be in the milk. For instance, if it is inggitany unknown substance, it is not likely to be
discovered, because it has to be a specific tesiith substance that it is supposed to be in the

milk, to that, it must be known what substanceshiiog in the milk.

4.4 INSTITUTIONS IN THE DAIRY CHAIN

To compose and present the data in this sectiaheiplores the influences of the main
institutions in the chain, as well as, the relagiup between a focal company to its suppliers, it
was used the cited references, previously presemiéide literature review. Crossing the data
between secondary data and the applied interviewas possible to notice that there are many

institutional representatives, with distinct int&gie that influence the dairy sector. It goes from
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governmental institutions, responsible for regolasiand inspections, to small associations that
fight for their own survival interests.

Firstly, next to the secondary data analyze, ainngetter understand the scope of the
situation experienced in the sector, this studytelamaking an exploratory interview in a
specialized institution that studies the milk proeld in the state of Rio Grande do Sul. Moving
forward, in reason of the regulation crisis, theeimiews were focused on official authorities,
such as state and federal institutions and so on.

Then, following, all the institutions are describaad categorized according to their
institutional roles: regulatory institutions, nortiwa institutions and class institutions. Besides
that, in this part, it is presented their positraptowards the frauds, the chain and what they
agree and disagrees each other. It is importamtaice sure that, although it was interviewed
the representatives of each institution, the answeay have the personal bias of the person

interviewed.
4.4 .1 Institutions and its Roles

LABORATORY OF INSPECTION AND TECHNOLOGY OF MILK AND ITS
DERIVATIVES, EGGS, AND HONEY OF THE FACULTY OF VETE RINARY OF
THE FEDERAL UNIVERSITY OF RIO GRANDE DO SUL (UFRGS) - LEITECIA
(LABORATORIO DE INSPEQAO E TECNOLOGIA DE LEITE E DE RIVADOS,
OVOS E MEL LEITECIA DA FACULDADE DE VETERINARIA DA UFRGS -
LEITECIA)

This is a specialized milk laboratory of the faguf veterinary of the Federal University
of Rio Grande do Sul (UFRGS). LEITECIA comprisesfpssors, researchers, graduate and
postgraduate students that work in the laboratbiryspection and technology of milk and dairy
products, eggs, and honey. Its main lines of rebeare milk quality and food microbiology.
Its goals are to comprehend and develop the daggs and honey chains. The laboratory
performs continuing education and technical adwvighe areas of hygiene and sanitation. Also,
besides stimulating the consumption of these priscaad its derivatives, LEITECIA supports
the implementation of better industrial practicggpcesses controls, hazard analysis,
development of new technologies and improvemeptafiessionals that work in these sectors
of activity (UNIVERSIDADE FEDERAL DO RIO GRANDE DGUL - UFRGS, 2016).
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BRAZILIAN MINISTRY OF AGRICULTURE, LIVESTOCK AND FO OD SUPPLY —
MAPA (MINISTERIO DA AGRICULTURA, PECUARIA E ABASTEC IMENTO -
MAPA)

In the dairy sector, MAPA is the most importantmative and regulatory institution of
the country. MAPA is responsible for the managemehtpublic policies to stimulate
agriculture, development of agribusiness, regutatemd standardization of services related to
the sector. MAPA has 11,000 servers spread adnessountry and has a permanent structure
of 5 secretariats, 27 state superintendents amdréspective units, a network of 6 labs, being
that 2 are linked to the National Institute of Metogy (INMET) and the Executive
Committee of plan of Cocoa Farming (CEPLAC) (MINERIO DA AGRICULTURA,
PECUARIA E ABASTECIMENTO - MAPA, 2017).

SECRETARIAT OF AGRICULTURE, LIVESTOCK, AND AGRICULT URE OF THE
STATE OF RIO GRANDE DO SUL — SEAPA/RS (SECRETARIA DA AGRICULTURA,
PECUARIA E IRRIGA(;AO DO ESTADO DO RIO GRANDE DO SUL - SEAPA/RS)

This state agency, the second most important norenanhd regulatory institution in the
state, has a specific area focused on the milknchizie Milk Production Chain Sectorial
Chamber of the State of Rio Grande do Sul. SEAPAdR&dinates the activities of the
chamber, where it discusses the sector, espetimbe subjects involving public power. Its
main objective is the development and strengtheofrifpe productive chain, creating action
strategies and synchronizing all entities thatiadavor of the milk chain, one of the main
productive chains of the state of Rio Grande do (SECRETARIA DA AGRICULTURA,
PECUARIA E IRRIGACAO — SEAPA/RS, 20186).

GAUCHO INSTITUTE OF MILK — IGL (INSTITUTO GAUCHO DO  LEITE - IGL)

The institute is a private and non-profit assoeatinstitution, composed of 35 legal
entities with corporate representatives of prodsicendustry and direct and indirect
administration agencies. Its function is to pronthtecoordination of production, development,
and competitiveness of the dairy chain of the stdté&Rio Grande do Sul (INSTITUTO
GAUCHO DO LEITE - IGL, 2016).

IGL is an important institution in the state, it ike only authorized institution
responsible for managing the general and spedijiectives of FUNDOLEITE, a development
fund for the dairy production chain of Rio GranaeQLl (Fundo de Desenvolvimento da Cadeia
Produtiva do Leite do Rio Grande do Sul - FUNDOLE)TIn the state, all the milk companies
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have to contribute a monthly installment that gmed~UNDOLEITE, which is a fund reserve
established in accordance with the law of PRODEIEEIThe Program for the development of
the dairy chain — PRODELEITE (Programa de Desennmnto da Cadeia Produtiva do Leite
- PRODELEITE) is a chain development program thstaldishes the regulation of the
operations of the dairy production chain, covetimgproduction of raw materials to the supply
of the end product to the domestic and internatiomarkets (INSTITUTO GAUCHO DO
LEITE - IGL, 2016).

Table 13 - Structure operation of milk the prodoiati

« It is a law that aims the systemic
and organized functioning of the
Milk Production Chain It
assists the organization of
operations involving the whole

«It is a financial fund with a

public purpose to mise public

«It is a private and non-profit

association whose purpose is to
promote the coordination of the
production, development and
competitiveness of the milk

chain, since the production of chain and dairy prodwers of

and private resources for the
Rio Grande do Sul (IGL, 2016).

the raw material until the final feasibilicy of projects and
product to the consumer (RIO actions for the development of
GRANDE DO SUL, 2013). the dairy chain and the IGL
(RIO GRANDE DO SUL, 2013).

- N\l

Source: Adapted from Instituto Gaucho do Leite k (G016).

The table 14 illustrates the functioning structoféhe milk production chain in the State

of Rio Grande do Sul, named as Structure Operéliologia da Estrutura de Funcionamento).

PUBLIC PROSECUTOR’S OFFICE OF THE STATE OF RIO GRAN DE DO SUL -
MPRS (MINISTERIO PUBLICO DO ESTADO DO RIO GRANDE DO SUL - MPRS)
MPRS is an essential institution to the jurisdietib function of the State, which is
responsible for defending the legal order, the deat@ regime, and the inaccessible social
and individual interests. MPRS is responsible, teetbe judiciary, for the defense of the legal
order and the interests of society and for théfaltobservance of the constitution (of the laws).
In addition, the institution is responsible for dwlective defense of consumers. It acts in cases
involving adulterated food, fuels and drugs, aslwvasl misleading or abusive advertising,
defects in products and services, abusive pracicdslauses in electricity supply, telephone,

water, collective transport, real estate contraptsjate education, health plans, electronic
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commerce and in other cases of threat or injuhéocommunity (MINISTERIO PUBLICO
DO ESTADO DO RIO GRANDE DO SUL - MPRS, 2016).

ASSOCIATION OF SMALL DAIRY INDUSTRIES OF RIO GRANDE DO SUL - APIL
(ASSOCIA(;AO DAS PEQUENAS INDUSTRIAS DE LATICINIOS D O RIO GRANDE
DO SUL - APIL)

This is an association composed of small dairiesl gs derivate) and farms. To be a
member of APIL, the dairy industries must produagydguantities of milk fewer than 50,000
liters; must be legally registered as a compang; ranst be municipality, stately or federally
certified to produce milk. The main purposes of ARte to provide direct access to the current
legislation, help members to have access to fihinstitutions, facilitate the participation of
members in the market and provide operationalitrgito members and their employegsday
APIL has 56 dairy companies, this corresponds rlyu§b% of the cheese production in the
state of Rio Grande do Sul. It is about one milliters of milk per day, produced by, around
20 thousand people that work for small and meditarmérs (ASSOCIACAO DAS
PEQUENAS INDUSTRIAS DE LATICINIOS DO RIO GRANDE DSUL - APIL, 2017).

SULINA ASSOCIATION OF CREDIT AND RURAL ASSISTANCE - EMATER/RS-
ASCAR (ASSOCIA(;AO SULINA DE CREDITO E ASSISTENCIA RURAL -
EMATER/RS-ASCAR)

Emater/RS is a private company contracted by thte sif Rio Grande do Sul to support
the training of rural farmers and young peopleywal as socially and financially assist these
people. That is, Emater/RS is responsible for heglthe professional development of the dairy
chain and its workers. The institution has morentB@00 employees spread out over the state
that assists 480 cities and 9,550 rural communigigsecially rural workers that, for any reason,
are away from the industry (ASSOCIACAO SULINA DE ERITO E ASSISTENCIA
RURAL - EMATER/RS, 2016).

AGRICULTURAL FEDERATION OF RIO GRANDE DO SUL - FARS UL
(FEDERACAO DA AGRICULTURA DO RIO GRANDE DO SUL - FA RSUL):

Farsul is one of the oldest federations of theamegji entities in Brazil. It is maintained
by the contribution of the syndicates of rural proers and is directly related to the government
of the State of Rio Grande do Sul. This institutsupports the development of agribusiness
and agriculture. Besides promoting rules, standardktraining, its main function is making

the political representation of the agriculturalctee with representatives of the state
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government (FEDERACAO DA AGRICULTURA DO RIO GRANDEO SUL - FARSUL,
2017).

UNION OF RURAL WORKERS OF TEUTONIA AND WESTPHALEN ( SINDICATO
DOS TRABALHADORES RURAIS DE TEUTONIA E WESTFALIA):

This is a union institution constituted to legatgpresent the professional category of
rural workers that act in one of the most importaiik regions of the state of Rio Grande do
Sul. Its main purpose is to work for the specifghts of rural workers and to the rights of
family agriculture (FETAG, 2017).

GAUCHO ASSOCIATION OF THE DAIRY INDUSTRY - AGL (ASS OCIAQAO
GAUCHA DE LATICINISTAS E LATICINIOS - AGL)

This is a non-profit entity, founded in 1979, diext to all members who participate
directly or indirectly in the dairy chain. It protes information about the latest news in the
dairy area, offers discounts on events and prafeakiexcursions, promotes training, and
provides market statistics and indexes about thie sector. AGL has 409 members, they are
all professionals and companies from the dairyasedechnicians, farmers, machinery and
equipment manufacturing for dairy products, refragers or suppliers of dairy products, etc.
All the main cooperatives of Rio Grande do Sulrmmmbers of AGL, except the Cooperativa
Central Gaucha (CCGL). AGL was truly the pioneea imumber of programs, for instance, the
creation of the State Milk Council — CONSELEITE (Gelho Estadual do Leite -
CONSELEITE), which helps to establish a perspeqbiiee of the milk based on the market
and production (ASSOCIACAO GAUCHA DE LATICINISTAS EATICINIOS — AGL,
2016).

Table 14 - Institutions explored in the research

TYPE OF INSTITUTION LIST OF INSTITUTIONS INTERVIEWEE POSITION
INTERVIEWED
BRAZILIAN MINISTRY OF | A)JFEDERAL AGRICULTURAL

AGRICULTURE, LIVESTOCK AND | INSPECTOR
FOOD SUPPLY — MAPA (MINISTERIO
DA AGRICULTURA, PECUARIA E
ABASTECIMENTO - MAPA)
SECRETARIAT OF AGRICULTURE,| A)TECHNICAL COORDINATOR OF
REGULATORY AND | LIVESTOCK, AND AGRICULTURE OF| MILK PRODUCTION CHAIN
NORMATIVE ENTITY THE STATE OF RIO GRANDE DO SUL + SECTORIAL CHAMBER OF THE STATE
SEAPA/RS (SECRETARIA DA| AND EXECUTIVE SECRETARY OF THE|
AGRICULTURA, PECUARIA E| FUNDOLEITE

IRRIGAGAO DO ESTADO DO RIO
GRANDE DO SUL — SEAPA/RS)
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PUBLIC PROSECUTOR’'S OFFICE O
THE STATE OF RIO GRANDE DO SUL -
MPRS (MINISTERIO PUBLICO DO
ESTADO DO RIO GRANDE DO SUL -
MPRS)

- A) PROSECUTOR OF THE PROMOTION
OF SPECIALIZED CRIMINAL JUSTICE
OF PORTO ALEGRE
B)PROSECUTOR OF THE PROMOTION
OF CONSUMER DEFENSE OF JUSTIC]
OF PORTO ALEGRE

N

T =

SUPPORTING ENTITY

LABORATORY OF INSPECTION AND
TECHNOLOGY OF MILK AND ITS
DERIVATIVES, EGGS, AND HONEY OF
THE FACULTY OF VETERINARY OF
THE FEDERAL UNIVERSITY OF RIO
GRANDE DO SUL (UFRGS) - LEITECIA
(LABORATORIO DE INSPECAO E
TECNOLOGIA DE LEITE E
DERIVADOS, OVOS E MEL LEITECIA
DA FACULDADE DE VETERINARIA
DA UFRGS - LEITECIA)

A)PROFESSOR AND COORDINATOR
OF LEITECIA

SULINA ASSOCIATION OF CREDIT
AND RURAL  ASSISTANCE -
EMATER/RS-ASCAR  (ASSOCIACAO
SULINA DE CREDITO E ASSISTENCIA
RURAL - EMATER/RS-ASCAR)

A)STATE TECHNICAL ASSISTANT IN
THE AREA OF DAIRY CATTLE

AGRICULTURAL FEDERATION OF
RIO GRANDE DO SUL - FARSUL
(FEDERAGCAO DA AGRICULTURA DO
RIO GRANDE DO SUL - FARSUL)

A) FINANCIAL CHIEF OFFICER AND
COORDINATOR OF GRAINS AND
MILK COMMISSION

SUPPORTING
ASSOCIATIVE ENTITY

AND

GAUCHO INSTITUTE OF MILK — IGL
(INSTITUTO GAUCHO DO LEITE - IGL)

A) EXECUTIVE DIRECTOR
B) LEGAL AND PARLIAMENTARY
ADVISOR

ASSOCIATIVE ENTITY

GAUCHO ASSOCIATION OF THE
DAIRY  INDUSTRY AGL
(ASSOCIAGCAO GAUCHA DE
LATICINISTAS E LATICINIOS - AGL)

A)PRESIDENT

ASSOCIATION OF SMALL DAIRY
INDUSTRIES OF RIO GRANDE DO SUL
- APIL (ASSOCIACAO DAS PEQUENAS
INDUSTRIAS DE LATICINIOS DO RIO
GRANDE DO SUL - APIL)

A) EXECUTIVE SECRETARY

B)MEMBER OF BOARD OF
DIRECTORS AND FORMER
PRESIDENT

CLASS ENTITY

UNION OF RURAL WORKERS OF
TEUTONIA  AND WESTPHALEN
(SINDICATO DOS TRABALHADORES
RURAIS DE TEUTONIA E WESTFALIA)

A)PRESIDENT

Source: Designed by the author (2017).

Table 15 presents a summary table of all instingtiexplored during the data collection.
Its types, termed as regulatory and normativeiestisupporting entities, associative entities,
and class entities, categorize the institutionsdithahally, the table shows the position
performed by the interviewees.

4.4.2 Institutions’ Perceptions on Frauds

According to the interviews, all institutions, feure, are against the frauds. However,
interestingly, the interviewed B from APIL menti@ha conniving position. He revealed that
for the domestic dairy industry it is not interestito have water or chemicals in the milk,
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because the milk cannot be fermented to producesehalesiccated milk drinks or Greek
yogurt, for example. However, for him, as longlaes fraud has nutritional value, there are no
problems, like adding corn to cheese, peanuts tk chiocolate, for example. For him, the
problem exists when one adds a chemical that caseadigestive damage to human beings.

Contrariwise, for the interviewed from LEITECIA, ywrsubstance put in the milk is
considered a serious fraud and it is harmful tocthresumer, even if it is water. For her, in Rio
Grande do Sul, especially from 2013 to 2015, ifpeeed the establishment of a criminal gang
that had seized weapons and false invoices, inalysilt occurred because milk is a very
vulnerable raw material since it is the only matkof animal origin that has no packaging. The
meat, for example, goes to the slaughterhousedribie ox and the animals are transported
alive or the eggs goes inside the shell. Histdgicaince the 1980s, milk fraud linked to the
producer is being studied. However, it changedctidiguration of the milk business. In the
past, the industry and the producer had more doeetact. Today there is the transporter in
this environment, with remuneration, by the companfor the volume of milk delivered. The
milk carrier, in this case, is a milk buyer. If yhigt 30 thousand liters in the truck, each delwer
with 27 thousand liters, for example, the costciiga to the business increases. Therefore, in
Rio Grande do Sul, this sets the issue of trangpéud.

The interviewed from LEITECIA mentioned that th@lplem might happen at any ties
of the supply chain. In 2007, in Minas Gerais, daample, there was a problem within the
industry. In Rio Grande do Sul, also happened #ieal within the industry motivated by the
idle capacity of the companies. There was demananitk and there was no total enough
production in the companies. Milk is a seasonatipob, because animals do not produce the
same amount of milk throughout the year. Throughbatphysiological state, between two
births of the cattle, there is an oscillation inkmgroduction, which does not allow companies
to always work in full production, using on averaggy 70% of production capacity. From the
point of view of resource use, the industry cammaste milk, of course, except for spoiled milk.
Therefore, due to idle capacity, there are comgathiat buy a milk that is not in the standard
of quality and changes it into a consumable praddften selling water in the form of milk or
dairy products. That is, the industry can handéeghality of milk.

However, frauds are not solely practiced in the@deslof the chain. Either interviewed
A from APIL as the interviewed B from IGL and therviewed from AGL cited one important
tie of frauds, which are not under investigatioissthe last tie of the chain, the retailer.
According to them the expire date are reprinteddb old milk as it was fresh, as well as,

retailers turn off the freezing electricity duritige night to reduce the costs and it directly dffec
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the characteristics of the product, resulting finaad of quality. Although, in the interviewed
point of view, in reason of the retailers’ econonmower they are never investigated.
Corroborating to this, the interviewed from MAPA mtiened that frauds could occur in any
tie of the supply chain, it includes the coolingtitn, the producers, and retailers, for example.

Despite that, the common sense among the intere®veethat the most vulnerable tie
is the transport. According to the interviewed frdfAPA, in Rio Grande do Sul, the cooling
station system is very strong since practicallyydmlf of the establishments are refrigerated.
Not only that, but the existence of many small piaads, are some of the characteristics of the
states of Rio Grande do Sul and Santa Catarinathéointerviwed from MAPA, in fact, the
existence of refrigeration stations in Rio GrandeXulll is salutary because they are closer to
the producers. Therefore, it is easier for the pced to deliver milk to that nearest location and
for the company to collect milk from producers tlaa¢ more distant. Nevertheless, in Rio
Grande do Sul, according to the interviewed fromABE, to transport this milk from the
producer to the cooling stations or to the indudhgre is the figure of the autonomous
transporter.

The interviewed from SEAPA said this transportennany cases, has no link with the
industry. Therefore, the milk producers do not krtowvhich company they sold their milk.
They only know that a transporter collected and par milk. In the middle of this path, there
is the cooling station, which is responsible foolarg that milk and then selling it to some
industry. For him, this is also a very fragile gglgecause it is at this moment that frauds usually
happen. This is because poorly assisted produgkcshave difficulty having high-quality milk
or have low volume production, do not always haskected their milk from the industry.
These producers have a more fragile situation lsecayenerally, their milk is not of very good
quality.

The interviewed from SEAPA explained that whenttiaasporter collects the milk, he
usually makes two checks. The first is if this mgkacidic (sour milk is a milk that it has no
industrial yield, it is a low-quality milk). Thiscadity is due to bacterial actions. Therefore, the
transporter should not collect this milk. The setanto measure milk’s temperature, which
cannot be above 7 degrees Celsius. In this sceramisome carriers have no link with any
company, they collect this milk on their own. Sar, &xample, if the milk rejected by a serious
transporter of any industry, the fraudster trantsggands up collecting that milk. The position
of the producer who, for example, supposedly woatttive 1 Real per liter of milk, ends up

not receiving it because his milk is out of thensfards. In this case, the fraudulent transporter
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offers half of the value, such as 50 cents, antpbtbducer right away accepts it because his
milk would be disposed of anyway. That is, the sgaorter, in fact, is a dealer, a business broker.

The interviewed from LEITECIA said the trucks tlzatlect the milk from the small
properties and transport it to the cooling statiaressmall trucks since the municipal roads do
not have the capacity for big trucks. It is a cacgikd logistics system. The interviewed from
MPRS mentioned that in this scenario, the figurtheftransporter is of great importance since
the industries do not do this transportation beedlisy do not have a logistic preparation for
this type of activity. To carry out this transpadida, the industry would need to have trucks to
fetch milk in the most remote regions of the staitee transporter works with trucks of six or
seven thousand liters of load capacity - that perféroutes”, in which they pass through a
number of rural producers who are on their itingrar

Thus, according to the interviewed from LEITECIAetcompanies receive milk from
different locations located within and often oustdte. In this dynamics of the cooling station,
small producers distribute to large companies, @smationals, for example. This is a logistical
possibility for large companies and cooperatives.dmall and medium companies, this setting
no longer applies. This is because, in generalllsntaustries are very close to the farmer and
often a closer relationship is established betwieersmall business and the small producer. To
overcome this situation, some companies have tveir trucks and drivers, but this does not
necessarily guarantee the non-occurrence of fraud.

Frauds are a historical problem in Brazil, but e tstate of Rio Grande do Sul, the
presence of the transporter facilitated the probtegether with the lack of legislation,
according to interviewed A from MPRS. The transpotbok advantage of voids such as the
lack of approximation between the producer andcctiwding station or industry and absence of
legislation, sanction and duties (there was nodarvegulation before January 2016). This view
is supported by both interviewed from APIL sinceytlaffirmed frauds occurred due to the little
relationship between the industry and the producEi®wvever, there was a very close
relationship between the intermediary (transporgem) the producers, which did not exist
between industry and producers.

The result of this, according to the intervieweahirAGL is that frauds have drastically
reduced consumption and hit the state's milk im&tpvever, after the crisis, there was an
industrial reorganization, especially in terms @$earches for improvements and technology
for the industrial production of dairy products. @as the point of view of the interviewed
from FARSUL is that the chain was not affected vitduds, but rather improved, because the

investigations brought a qualification to improfae inspection factors, including the new milk
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law that rules the penalties. On the other hareljriterviewed from Union of Rural Workers
of Teutbnia and Westphalen (Sindicato Trabalhaddresais de Teutbnia e Westfalia)
criticized it affirming that frauds increased tleguirements that milk producers have to fulfill.
This has removed many producers from the actiweyalise the companies demand a lot, but,
in general, collaborate little with them. Besideatt the interviewed from EMATER affirmed
that, in the end, although the problems occurreatenntermediation between the producer and
the industry, the producers paid much of the damagenany factories went bankrupt, leaving
producers unpaid.

Despite all this, the interviewed from EMATER memed that, at least, frauds left some
positive outcomes, such as the creation of the failk since there was no regulation in the
sector in the state before. Corroborating to tlugtpof view, the interviewed from MAPA
affirmed that there have always been frauds amfmmgroducer, transporter, in the refrigeration
station, and inside the companies. In fact, manypamies opted to buy adulterated milk
because it was financially advantageous. Howevesitigely, after the frauds, several
companies have become stricter in their milk selacind most have re-bonded directly with
the producer, outsourced the transportation seasckare beginning to invest in payment for

quality.

4.4.3 Perceptions of the Institutions’ Representates Regarding the Regulation Void

and the Dairy Chain

Field research shows very clearly that regulatimtitutional voids impact negatively the
dairy chain. In terms of regulation, it is evidémat the lack of regulation was the main cause
that let frauds happen. Not only that, but it wasracial reason. The two main responsible
institutions for creating the law, MAPA and SEAR&ImiItted that before the frauds there was
no regulation able to prevent the situation. ThABE admits that, before the law of the milk,
there was no prior legal basis to prohibit the gporters to trade the milk. Despite the milk
law, the MAPA affirmed that the legislation in theuntry is still deficient, as there is no way
to legally inhibit, permanently, a fraudster fronetmilk chain.

Following this stream, the MPRS declared that parners took advantage of a
regulatory institutional void (interviewed used etha this expression), the lack of legislation,
penalties and obligations. The legislation doesimiomidate the fraudster and is inconsistent
and unpunished. As the administrative rules of Mhmistry of Agriculture are extremely

outdated (dating from 1952), improvements in regoteand control would be crucial.
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These interviewees positions agree to the Ro{8§'$6) ideas, which considers that legal
inefficiencies may promote uncertainty, unpredidigh) and suspicion to accomplish
contracts, which increase the transaction costiérfos. It means that, even if a company aspire
to have reliable procedures, it does mean thaupgliers will make things in accordance to it,
as the law does not support the company. The reguiteoid was present in all the interviews
of this research. All the interviewed people memtid that it was the leading motivation of
making frauds happen since there were no ruleoapdhishments.

As referenced in the literature review, this typéack, the absence of regulation, is very
typical of developing countries. Khanna and Pal@@97) mentioned that regulation voids are
entirely different from emerging to developed coigst Governments, in developing
economies, intercede considerably in companiestadipgs. Moreover, firms have to adapt
themselves to predict the behavior and conductegtilatory organizations. In emerging
economies, the law usually is unreliable and suivjecThis is the reason why bureaucrats,
bribes, and corruption work very close to this tgberoid. The result of this mistreatment of
the regulatory system is that it might penalizegbenomy with extra costs.

Concerning bribes and corruption, in the two int@ms of APIL, both interviewed
mentioned that the milk chain has too much politmad economic interests coming from
multinationat companies. According to one interviewee, two imdional companies that have
operations in the state financially support elesdtoampaigns in Rio Grande do Sul. The result
of this is that the financed politicians work exsiltely in favor of these companies since they
are lobby sustained. The interviewed mentioned ithpbrtant persons in the dairy chain are
supported by these two multinationals. The samie wwps present in the other two interviews
from IGL. The interviewed mentioned that these tmdtinational companies in colligation to
a huge local company have too much power and degt@blestroy the plans for a sustainable
chain. The interviewed revealed that these tregoamimes do not pay for the local taxes, named
FUNDOLEITE, that are supposed to promote the deligin, due to their power of influence
in the state govern and its politicians.

According to the interviewed, these companies galéd to two other powerful

institutions, acting entirely in favor of the bigrapanies in detriment of local and small

2 |n Brazil, there are several local companies dpegan the dairy sector, however, multinationate ¢he big
players. Currently, the top five global dairy comjas, in order, are Dairy Partners of America (U&anture
between Nestlé and Fonterra), Lactalis (includimgnfalat), Danone, Fonterra and Dairy Farmers of daae
(CANADIAN DAIRY INFORMATION CENTRE, 2015). Dairy Famers of America is the only group that do
not have operations in Brazil, the others are thermplayers in the country. In 2014, Dairy Partnefrémerica
was the leader company in Brazil, having 21% okradquisition, followed by the multinational BRFhieh had
obtained 15% (UNITED STATES DEPARTMENT OF AGRICULRE - USDA, 2015).
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companies and suppliers. The EMATER representativezviewed similarly mentioned that
the milk sector suffers due to the articulationlafge companies and political disputes.
Likewise, AGL affirms that power struggles and fioél interferences affect the local industry.
STR Teutonia and Westfalia also affirms that thesenomic interest and political situations
interfere directly in the frauds. For SEAPA thetseds disunited, with excessive competition
between the industries.

These interviewer's arguments match Rottig's (20d@uments, which state that
misguided regulations consist in failures that galhe benefit to political ambitions in
detriment of greater economic efficiency and ultiehaimpact destructively on the market. For
Puffer, McCarthy and Boisot (2010) the lack of fatnmstitutions, such as government and
correlated institutions, bureaucracies, the coamts law execution institutions are considered
institutional voids. Trienekens (2011) affirms thlgavernment legislation, regulations, and
policies can perform as institutional voids becatls®y can create trade barriers, imposing
unfavorable taxes or reject infrastructural invesirs.

Then, linking the authors concepts to the contémiterviews, it is possible to understand
how the political situation and economic interestsrfere in the functioning of the milk chain.
International consolidate companies influencingtie political situation and politicians
working exclusively in favor of these companiese@nportant analysis to make, that emerged
in the interviews, is the interest of big compartiedight against local companies, not only
because of market share, but especially becaudee |upply of raw material. Since the raw
material was scarce, and was making the compapeEsi@ only up to 70% of its productive
capacity, as perceived in the LEITECIA interviewhefefore, having fewer competitors,
besides dominating the market, makes it feasibleate® abundant raw material, as perceived
in the APIL and IGL interviews.

This political and economic situation results ifident institutions and it meets Rottig's
(2016) ideas that the absence or weakness ofutistis is a factor typically detected in
developing countries, which is an usual charadtersg emerging economies. Going beyond,
the institutional theory reveals that regulatoiygial and cultural aspects have effects on the
survival and legitimacy of firms (BRUTON; AHLSTROM;l, 2010). The theory’s concept
leads to the assessment that, for a good funcgoofnthe market, institutions have to be
effective in normative, cognitive and regulativpads. If one of these structures has not been
satisfied, institutional voids emerge.

Moreover, another issue that appeared in the iilewrgf SEAPA, is the logistic structure

of the state of Rio Grande do Sul that affectsntiii& transporters. In the MPRS interview, it
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showed that the infrastructure of the roads in ®ande do Sul permit only small trucks, of
the maximum load of 7 thousand liters, to colldwt milk. In the interview of COTREL (a
cooling station - supplier), it is possible to ¥etihat transporters may drive for kilometers in
unpaved roads, in precarious conditions. It redlelatectly on the quality of the milk, according
to the interview of EMATER. Thus, this point reash€hakrabarty's (2009) thoughts that,
through an economic insight, state that institwlomoids consist in the nonexistence of
institutions installations, rules, and regulatidhat are essential for the functioning of an
economy. The lack of installations in Rio GrandeSdib clearly affects the development of the
chain, interferes in the quality, and makes it bafdr even the govern to work on inspections.

Another lack of structure, according to interviewdd from MPRS regards the
inefficiency of inspections, both federal and stated legislation that does not intimidate the
fraudster. MAPA and SEAPA, corroborating to thigntioned that there are not enough people
to inspect the milk Along with this, as the interviewed A from MPR&dthat the legislation
is flawed and not enough puniti¥&hus, the administrative rules of the MinistryAgfriculture
are very out of date, which really agrees with aliéhor's thoughts about institutional voids

occurring in emerging markets.

4.4.4 How Institutions Differ

It is clear that institutions have many differengethe dairy chain. It results in a fragile
system that, ultimately, makes it easier for theuoence of disruptions, and facilitates
regulation and enforcement issues. Institutionghaw much influence and their conflicts only
produce disharmony in the chain. Different intesesis political and economic, generates a
detrimental dispute that makes a loss for the whetdor. All the institutions mentioned that
the image of the milk produced in the state wascadid, that the frauds affected in a substantial

reduction in sales, but, even so, there is no cille intention to reconstruct the chain.

3 According to the interviewee of MAPA, the interviegvhighlighted that, in meat activity, for examlesre is
always a daily public inspector present in theigeftator to inspect any animal slaughter. Thembpeécts all the
animals that come to slaughter and the flesh itéelthe milk sector, there is only, necessarihg technical
responsible that is contracted by the industryfitseguarantee the process of this industry.

4 According to the interviewee of MAPA, “a criminatscture was created, even with the carrying ofpoes.

People with false identity documents, who were negistered to the Ministry of Agriculture. Falsecdments
used with municipalities, environmental agencies e Ministry of Agriculture. The interviewee ofAPA says

it is a shame the inexistence of strong legislatioBrazil, something to allow the Ministry of Agtlture or

Justice to remove a fraudster from the milk chBecause, today, unfortunately, a company may benddobut
if it wants to open another industry, it can. Thisrao way to inhibit this; it is legally unconstitonal to prevent
it.”
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On the contrary, for instance, based on data delfiein the IGL interviews, it is possible
to notice that it was tried to build a model foe tlevelopment of the dairy chain, a model
designed for including all links in the chain, béhsn examples from developed countries,
however, due to political interferences, it did mairk. This model was created because the
weakest ties in the chain are usually little serv&mvever, based on data collection, it is noticed
that there is a political articulation, funded larde multinational companies, to dismantle
developing projects of the chain.

According to interviewed A from IGL, because of thweather, potential labor, the
topography of Rio Grande do Sul, it is not attreefior other countries and multinationals that
the state develops its chain and creates local aniep able to become multinationals in the
future. The interviewed informed that three powkirigtitutions, wishing to have power over
the chain, finance electoral campaigns of poétisi to attend to their desires and economic
interests. Therefore, it is possible to notice thatitions have positions in the chain, each one
with its own arguments and points of view.

Institutions have diverging concerns in regardshi® new law of the milk. IGL, for
example, says that, even though this law was bot6la but changed later due to political
influences, it is very punitive in the way it ismolt has severe mistakes, particularly in relation
to fines: there is no penalty dosimetry or paramdtethis law, the penalties are provided
without warning; it is directly applied high finesjth no chances for companies or farmers to
adjust their possible unconformities. AGL, APIL ahé Union of Rural Workers of Teutonia
and Westphalen have the same opinion about ierdiff from the rest of the institutions.

Therefore, intuitions differ in many aspects. Thenfticts between companies,
institutions, and suppliers are critical for theach Because, not only it suffers from the
existence of institutional voids, but is also shothat the sector is not united, which
consequently has many impacts, including hindranadevelopment and sustainability. To

summarize, it was designed the following table 16.

Table 15 - Summary of the crosschecking of datengiytution

LIST OF INSTITUTIONS SUMMARY OF THE INTERVIEW

INTERVIEWED

BRAZILIAN  MINISTRY . THE MILK INSPECTION ONLY OCCURS WITH PERIODIC
OF AGRICULTURE, SCHEDULING BY COMPLAINT, ILE., THERE ARE NO|
LIVESTOCK AND FOOD PERMANENT INSPECTIONS.

SUPPLY - MAPA . MAPA DOES NOT HAVE ENOUGH INSPECTORS T(Q
(MINISTERIO DA SUPPORT THE DEMAND.

AGRICULTURA, . FRAUDS HAPPENS IN ALL THE TIES OF THE CHAIN.

5 Considering that, this is the personal intervieyedition and in reason of ethical proceduresntdmaes of the
institutions are conveniently unrevealed.



BEFORE THE FRAUDS, THERE WAS NO RELATIONSHIH
BETWEEN COMPANIES AND PRODUCERS.

AN ALLIANCE BETWEEN INSTITUTIONS IS ESSENTIAL
TO COMBAT FRAUDS.

THERE WAS A DISPUTE BETWEEN COMPANIES FOH
MILK (RAW MATERIAL). AFTER THE FRAUDS,
COMPANIES HAVE BECOME STRICTER IN THEIR MILK
SELECTION.

COMPANIES ARE OUTSOURCING THE
TRANSPORTATION AND INVESTING IN PAYMENT FOR
QUALITY.

THERE WAS NO LEGAL FRAMEWORK PRIOR TO THH
MILK LAW TO PROHIBIT THE COMMERCE OF MILK BY
THE TRANSPORTERS.

PECUARIA E
ABASTECIMENTO -
MAPA)

SECRETARIAT OF
AGRICULTURE,
LIVESTOCK, AND

AGRICULTURE OF THE
STATE OF RIO GRANDE
DO SUL - SEAPARS
(SECRETARIA DA
AGRICULTURA,
PECUARIA E IRRIGACAO
DO ESTADO DO RIO
GRANDE DO SUL -
SEAPA/RS)

BEFORE THE FRAUDS, THERE WAS NEITHER
REGULATION REGARDING MILK PRODUCTION, NOR A
LINK BETWEEN INDUSTRY AND TRANSPORTER
(LEGAL RESPONSIBILITY).

IT IS EASY TO FRAUD BECAUSE THE STATE HAS
LITTLE CONTROL AND A PRECARIOUS LOGISTICAL
STRUCTURE.

ALTHOUGH THE MILK LAW IS A CONSTRUCTION OF

SEAPA, THERE ARE NOT ENOUGH PEOPLE TO WOR
ON INSPECTIONS.

THE MILK INSPECTION IS ONLY MADE BY SAMPLING

OR COMPLAINT.

THERE IS DISUNION AND COMPETITION IN THE MILK

SECTOR, MAINLY BETWEEN THE INDUSTRIES FOR
PRODUCERS.

THE PRICE OF MILK IS TOO LOW FOR THE PRODUCER|
INDUSTRIES ARE BEGINNING TO PAY FOR QUALITY,
BUT NOT TO THE TRANSPORTER.

PUBLIC PROSECUTOR'S
OFFICE OF THE STATE
OF RIO GRANDE DO SUL
- MPRS (MINISTERIO
PUBLICO DO ESTADO DO
RIO GRANDE DO SUL -
MPRS)

FRAUDS ARE A HISTORICAL PROBLEM IN BRAZIL, BUT
THE PRESENCE OF THE TRANSPORTER AND THE LAC
OF LEGISLATION AGGRAVATED THE SITUATION.

THE TRANSPORTER TOOK ADVANTAGE OF VOIDS|
SUCH AS THE LACK OF APPROXIMATION BETWEEN
THE PRODUCER AND THE COOLING STATION OR
INDUSTRY AND ABSENCE OF LEGISLATION,
SANCTION, AND DUTIES.

THERE IS INEFFICIENCY IN THE FEDERAL AND STATE
INSPECTIONS.

THE ADMINISTRATIVE RULES OF MAPA ARE

OUTDATED.

AFTER THE FRAUDS, THE BAD MILK BEGAN TO GO TO
SMALL DAIRIES INDUSTRIES.

IN ORDER TO REDUCE FRAUDS, IMPROVEMENTS |

REGULATION AND SUPERVISION WOULD BE
NECESSARY.

PREMIUM REMUNERATION FOR BETTER QUALITY
MILK COULD BE HELPFUL

GAUCHO INSTITUTE OF
MILK — IGL (INSTITUTO
GAUCHO DO LEITE - IGL)

IGL HAS BUILT AN INTEGRATIVE MODEL FOR THE
DEVELOPMENT OF THE DAIRY CHAIN.

THERE IS POLITICAL ARTICULATION, FUNDED BY
LARGE MULTINATIONAL COMPANIES TO DISMANTLE
THE CHAIN AND THE PROJECTS ESTABLISHED BY IGL.
AFTER THE FRAUDS, THE STATE'S MILK SUFFERED
GREATLY IN TERMS OF ITS IMAGE.
COOPERATIVES HAVE A VERY CLOSE RELATIONSHIP
TO SUPPLIERS, DIFFERENT FROM MULTINATIONALS
THAT ONLY MAINTAIN A COMMERCIAL
RELATIONSHIP.

THE POSITIVE POINT OF THE FRAUDS WAS THE
CREATION OF THE MILK LAW. HOWEVER, THIS LAW IS
INEFFICIENT AND EXTREMELY PUNITIVE, WHICH CAN
REMOVE MANY PRODUCERS AND COMPANIES FRO
THE ACTIVITY.

AGRICULTURAL
FEDERATION OF RIO
GRANDE DO SUL -
FARSUL (FEDERAGAO
DA AGRICULTURA DO
RIO GRANDE DO SUL -
FARSUL)

TRAINING AND AVAILABILITY OF LABOR CREATE

DIFFICULTIES FOR THE SECTOR.

THE CHAIN WAS NOT AFFECTED BUT IMPROVED WITH
THE FRAUDS (IN TERMS OF ENFORCEMENT AND
REGULATION).

THERE ARE LEGISLATIONS THAT CANNOT BE
FULFILLED AND ENFORCED. IN THE STATE'S CASE,
THERE IS A WRONG LEGISLATION IN TERMS OF
QUALITY.

COOPERATIVES HAVE DIFFERENT POLICIES
REGARDING SUPPLIERS, BUT THE LAW OF SUPPL
AND DEMAND IS IMPERATIVE.

THERE IS NO POLITICAL FRICTION IN THE CHAIN.

GAUCHO ASSOCIATION
OF THE DAIRY
INDUSTRY -  AGL
(ASSOCIAGAO GAUCHA

THERE ARE POWER STRUGGLES AND POLITICAL
INTERFERENCES THAT INTERFERE IN THE MILK
INDUSTRY.

LEGISLATION IS EXTREMELY OUTDATED AND

INSPECTIONS ARE INEFFICIENT.
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DE LATICINISTAS E
LATICINIOS - AGL)

LARGE COMPANIES DO NOT HAVE CLOSE RELATIONS
WITH SUPPLIERS, UNLIKE COOPERATIVES.

FRAUDS HAVE DRASTICALLY REDUCED
CONSUMPTION AND AFFECTED THE STATE'S MILK
IMAGE.

AFTER THE CRISIS, THERE WAS AN INDUSTRIAL]|
REORGANIZATION IN TERMS IN RESEARCH FOR
IMPROVEMENTS AND TECHNOLOGY.

THE NEW MILK LAW SERVES ONLY TO PENALIZE
THOSE WHO ARE MARGINALIZED IN THE QUALITY
PROCESS.

ASSOCIATION OF SMALL
DAIRY INDUSTRIES OF
RIO GRANDE DO SUL -
APIL (ASSOCIAGAO DAS
PEQUENAS INDUSTRIAS
DE LATICINIOS DO RIO
GRANDE DO SUL - APIL)

FRAUDS OCCURRED DUE TO THE PRECARIOU
RELATIONSHIP BETWEEN THE INDUSTRY AND THE
PRODUCERS.

THERE WAS A VERY CLOSE RELATIONSHIP BETWEE

THE INTERMEDIARY (TRANSPORTER) AND THE
PRODUCERS.

THERE ARE MANY POLITICAL AND LEGISLATIVE

ISSUES THAT HAVE INTERFERED AND CAUSED THH
FRAUDS.

THERE ARE INTERFERENCES FROM MULTINATIONALS
WITH POLITICAL LOBBYING AT THE EXPENSE OF
LOCAL INDUSTRIES.

LEGISLATION IS EXTREMELY OUTDATED AND

PUNITIVE.

tf

UNION  OF RURAL
WORKERS OF TEUTONIA
AND WESTPHALEN
(SINDICATO DOS
TRABALHADORES
RURAIS DE TEUTONIA E
WESTFALIA)

FRAUDS INCREASED THE REQUIREMENTS THAT THH
MILK PRODUCERS MUST FULFILL.

AFTER THE FRAUDS, MANY PRODUCERS LEFT THE
ACTIVITY.

COOPERATIVES HAVE A GREATER PROXIMITY TO THE
PRODUCERS AND PAY PRICES FOR QUALITY, WHICH
FACILITATES THE MAINTENANCE OF RAW MATERIAL
QUALITY.

MANY POLITICAL AND LEGISLATIVE ISSUES HAVE
INTERFERED IN THE FRAUDS.

LEGISLATION IS EXTREMELY OUTDATED AND
PUNITIVE.

LABORATORY OF
INSPECTION AND
TECHNOLOGY OF MILK
AND ITS DERIVATIVES,
EGGS, AND HONEY OF
THE FACULTY OF
VETERINARY OF THE
FEDERAL UNIVERSITY
OF RIO GRANDE DO SUL

(UFRGS) - LEITECIA
(LABORATORIO DE
INSPEGAO E

TECNOLOGIADE LEITEE
DERIVADOS, OVOS E
MEL LEITECIA DA

PACULDADE DE FOR SUBSTANCE IDENTIFICATION, AND MONITORING
VE;EEICI\IQTIA DAUFRGS BY GOVERNMENT FUNCTIONS AS INSPECTIONS.

THERE ARE DIFFERENCES IN REGARDS TO TECHNICA|
AND SOCIAL ASSISTANCE BETWEEN LARGE
INDUSTRIES AND COOPERATIVES.

THE MILK PRODUCER IS USUALLY ONLY
COMMERCIALLY LINKED TO A LARGE COMPANY AND

HAS A CLOSER RELATIONSHIP WITH THE
TRANSPORTER.

FRAUDS CAN OCCUR IN ALL THE TIES OF THE CHAIN.
RIO GRANDE DO SUL HAS THE PECULIARITY OF
HAVING  INDEPENDENT  TRANSPORTERS  AND
COOLING STATIONS.

IT IS VERY EASY TO GENERATE A DEFECT IN MILK,

JUST AS IT IS VERY EASY FOR THE FRAUD TO NOT BE

DETECTED.
THERE ARE MANY FAILURES IN QUALITY TESTING

SULINA _ ASSOCIATION
OF CREDIT AND RURAL
ASSISTANCE -
EMATER/RS-ASCAR

(ASSOCIAGAO  SULINA
DE CREDITO E
ASSISTENCIA RURAL -
EMATER/RS-ASCAR)

THE MOST IMPORTANT LINK IN THE CHAIN THAT
GUARANTEES THE QUALITY OF THE MILK IS THE
PRODUCER.

AN INDUSTRY MUST INVEST IN ITS SUPPLIERS.

IN THE BUSINESS RELATIONSHIP BETWEEN COMPAN
AND PRODUCER, THERE IS NO COMMITMENT TO THE
SOCIAL PART, ONLY WITH THE VOLUME OF MILK
THAT THE PRODUCER DELIVERS.

FRAUDS OCCURRED IN THE INTERMEDIATION
BETWEEN THE PRODUCER AND THE INDUSTRY, BUT|
THE PRODUCERS PAID THE DAMAGE.

POSITIVELY, AFTER FRAUDS, THE MILK LAW WAS
CREATED (THE PREVIOUS LEGISLATION WAS
FLAWED).

THE STATE'S MILK HAS SUFFERED A LOSS IN IT§
IMAGE. IN ADDITION, THE MILK SECTOR SUFFERS
FROM THE ARTICULATION BETWEEN LARGE

COMPANIES AND POLITICAL ISSUES.
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Source: Designed by the author (2017).

Therefore, recapitulating for better understandim¢ggble 16, it was presented a summary
of the data collected from institutions. In theléalit is described the level of influence of each
institution in the dairy chain, based on the owseasment of the author of this thesis. As a
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result, having this institutional part complete tlais research studies the relationship between
a dairy company with its suppliers in this enviramnhof regulatory institutional voids, the next
section explores more about the relationship beiwte case of this study that is the

Cooperativa Languiru with its suppliers.

4.5 HISTORY AND DESCRIPTION OF COOPERATIVA LANGUIRU

Languiru is a joint agricultural cooperative compdhat was conceived on November
13, 1955, by a group of 174 small farmers who, wadéid by the difficulties of commercializing
the surplus products of their properties, teametbupund an agricultural cooperative in the
municipality of Teutbnia. The cooperative’s aciiest began on June 1, 1956, inside a small
warehouse that supplied primary necessities andudigiral inputs. In return, the establishment
received the production of its members.

In order to obtain better results in its pig’s salbe cooperative rented a swine and cattle
slaughterhouse on January 1, 1957. Located in L8dfamidt, the structure received major
investments in the following decades. As a way etfimg its associates’ needs, in the same
year, the cooperative built the first headquartdriss feed mill. This investment was made in
the Languiru’s District.

In 1963, with the expansion of its milk productidhe cooperative started to build its
dairy industry. Therefore, Languiru’s dairy indyslregan its activities in 1964, being the first
company in Brazil to pack milk in plastic sacheg®aAt this time, Languiru also began the
dissemination of its Mimi brand, which would becowegy famous, mainly in Porto Alegre.

Over the following years, Languiru has continueéxpand its businesses and paved the
way for incorporations in the 1970s. In 1975 thmtj@Cooperativa Mista Unido Ltda., from
Estrela, was incorporated and, a year later, iitsire received the facilities of the feed mill
factory. Until the end of the 1970s, Languiru woaldo incorporate Cooperativa Sao Joao,
from Bom Retiro do Sul, and the three following peratives from Teutdnia: Linha Pontes
Filho, Linha Geraldo, and Linha Wink.

In 1976, a consumer section was inaugurated, fofmyddanguiru supermarket and the
forage sector, in the Languiru’s district. Insitie same building, the agriculture and livestock
department — a department made up of agricultedrticians, veterinarians and agronomist
engineers — began to provide technical assistaengces to the producers. In 1979, the
cooperative transferred its cattle slaughter pt¢eBom Retiro do Sul and transformed the
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slaughterhouse in Westfalia into a poultry slaudidase. In the same year, Languiru acquired
control of Frigosul, in Canoas, transferring theugihter of cattle to that place.

In 1982 Languiru joined Cooperativa Central Galshad eite. As a result, it deactivated
its own dairy industry and removed the Mimi brarahi the market. In the 90's, the cooperative
began to build its piglets’ production unit — whictrrently consists of four farms — as well as
to construct a modern incubator, both of theseggtsjlocated in the municipality of Teutonia.

A joint venture between Languiru and an ltalian pamy (Semfter), investing in the
construction of a new sausage industry, was estaddiin the late 1990s. Located in Bom
Retiro do Sul, the industrial plant took over theqessing of pork meat. In 2002 Languiru
withdrew from this venture and entered into a sgat alliance with Alibem Alimentos from
Santo Angelo, which went on to acquire the pigsipoed by the members.

In 2002, Languiru underwent a process of structaral functional reformulation. The
cooperative sought administrative professionalathrough the implementation of austerity
measures and downsizing in all sectors. This ppalewed the cooperative to re-enter the
dairy market in early 2003 with the re-launch af Mimi brand. The success of sales enabled
the construction of a new dairy industry. Inaugedaduring the celebrations of Languiru’s 50th
anniversary, on November 13, 2005, the modern sioid out for the pioneering launch of
some products and the awards it received.

The year of 2006 was marked by excellent result$hie® cooperative. In the same year,
there were several investments in the area of amli in the dairy industry, as well as the
completion of a modern room of cuts next to thelfppyprocessing plant and the opening of a
new sales center in the region of the Serra Gadoh2008, the cooperative invested in the
return of the industrialization of sausages impitsiltry processing plant in Westfalia. In 2009,
a series of inaugurations took place: projectingkpansion in the swine farming business, the
cooperative inaugurated another piglets’ productioit in Bom Retiro do Sul. In addition to
that, in order to offer a more comfortable envir@mifor its customers, the cooperative also
inaugurated a new building of the Languiru supek®tain TeutOnia. Furthermore, in the
municipality of Cruzeiro do Sul, an Agrocenter Lairg store was inaugurated, establishing a
new concept in the sales of tools, machines, andara.

In 2010, another Agrocenter Languiru store was efdeand the cooperative began the
construction of a swine processing plant. Moreowergsponse to a claim from its members,
the cooperative inaugurated a Languiru SupermankBbm Retiro do Sul in 2011. In 2012,
Languiru’s members witnessed the highest turnometanguiru's history: occupying the

position of the third largest agricultural coopemtin the Rio Grande do Sul, Languiru
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achieved a turnover of R$ 582 million. In the sarear, the cooperative inaugurated the pork
processing plantin Poco das Antas, a R$ 60 miliorth investment that today generates more
than 650 jobs.

In September 2013, with the aim of expanding itsm@ery, equipment and bazaar
stores, another Agrocenter Languiru store was ap@ndeutonia. In 2014, the cooperative
entered a new segment in order to continue to sifyeits business and to meet the demands
of its members, inaugurating the fuel station efttlanguiru’ District. A year later, in February
2015, the cooperative inaugurated another fuelostathis time in the city of Westfalia. In
March, members had the highest volume of businessrecorded in the cooperative’s history:
R$ 970 million.

In April 2015, the cooperative inaugurated its n&dministrative Headquarters, which
comprehends administrative sectors and advisowycesy;, hiring 90 employees. In 2016, facing
new needs of the market, Languiru inaugurated igildution center, located in Teutonia,
which serves a large part of the state of Rio Geathd Sul in the distribution of Languiru
products.

The Cooperativa Languiru celebrated its 60 yearsivaersary since its foundation as the
third largest agricultural cooperative in the stat&io Grande do Sul, as well as, a reference
in national and international agribusiness. Langisrlocated among the 60 largest companies
in Rio Grande do Sul and among the 140 largest eomp in the southern region of Brazil.
The socioeconomic importance of the cooperativendeniable: its membership is comprised
of more than 5.5 thousand members, whose ruraleptiep are located in more than 70
municipalities in the Valleys of Taquari, Cai, RR@ardo and Serra Galcha region (mountain
region). Additionally, its farms, as well as itgustrial, commercial and administrative units,
employ around two thousand and nine hundred emetoyeeleven cities of Rio Grande do
Sul.

With more than 400 products in its portfolio, Laiygucommerces meats, processed
products, milk and dairy products in 23 stateselalse, Languiru rations are sold throughout
the Rio Grande do Sul. Poultry and pork meats reaafe than 40 countries, especially in the
Middle East, Africa, and Asia, which helped the pexative to reach its record of sales, R$ 1
billion, in 2016.

Table 16 - Chronological summary of the main evenisanguiru

Year Event
1955 | Conceived by a group of 174 small farmers ntdi@a.
1956 | Activities began.

1957 | Rented a swine and cattle slaughterhouse.
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1963 | Started to build its dairy industry.

1964 | Dairy industry began its activities and dissetion of its Mimi brand.

1975 | Languiru joint Cooperativa Mista Unido, incaiqged Cooperativa Sdo Jodo, Cooperativa Linha Pdiiftes,
Cooperativa Linha Geraldo and Cooperativa Linha Wink

1976 | Inaugurated the first supermarket.

1979 | Acquired Frigosul, in Canoas.

1982 | Joined Cooperativa Central Galucha de Leitetidfating its own dairy industry and removed ther¥brand from
the market

1990 | Build its piglets’ production in Teuténia.

1999 | Ajoint venture with Semfter

2002 | Structural and functional reformulation. Adistrative professionalization through the implenagioh of austerity
measures and downsizing in all sectors.

2003 | Re-enter the dairy market and re-launch oMimai brand.

2005 | 50th anniversary - pioneering launch of someuycts and received awards.

2006 | Investments in the dairy industry and a ndessgenter in the region of the serra galucha.

2008 | Invested in the return of the industrializatad sausages in its poultry processing plant irstféiéa.

2009 | Inaugurated another piglets’ production umiBom Retiro do Sul. New building of the supermaiketeutdnia
and an agrocenter store inaugurated.

2010 | Another agrocenter store opened and begasotfstruction of a swine processing plant.

2011 | Inaugurated a supermarket in Bom Retiro do Sul.

2012 | Highest turnover (R$ 582 million) in Languirbistory: third largest agricultural cooperativeRip Grande do
Sul. Inaugurated the pork processing plant in RlagAntas (R$ 60 million worth investment).
2013 | Opened agrocenter store in Teutonia.

2014 | First fuel station at Languiru’ district.

2015 | Inaugurated new administrative headquartetgletribution center in Teutdnia.

2016 | Record of sales, R$ 1 billion, in 2016.

Source: Designed by the author (2017).

After bringing this summary, where the main evemtd the history of the company were
described by year, the next subdivision featuresihin practices performed by the company
with its suppliers. Crossing the data between tmagany and its suppliers, it is explored the
main points and actions employed by Languiru thakercloser the relationship between both
actors. Among the elements, it is explored howdbmpany efficiently selects and monitors

the suppliers, but, at the same time, cooperatistixem.

4.5.1 Languiru and its Suppliers

This section is based on the data collected imtieeviews with the Vice President of the
Cooperativa Languiru, with the company's dairy apiens manager, with the buyer
responsible and with the company's suppliers. thtedh, in order to elaborate this section, the
author of this thesis employed his own observatibased on the experiences of having
personally visited the headquarters of the cooperatwhere it was possible to understand its
daily dairy operations - as well as having perslgnasited the suppliers, their establishments,
and their farms.

Languiru is currently the third largest cooperatinethe state of Rio Grande do Sul,
having 2,874 employees and 6,100 associates pras@3 municipalities. Considering the

associates' employees, the cooperative has mard €00 people directly or indirectly linked
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to its production. The company has a much divedifindustrial distribution, operating mainly
in the “Vale do Taquari” region, the “Cai” regidhe “Rio Pardo” region and the “Paranhama”
Valley. Notwithstanding its large presence in ttetes 85% of Languiru's total milk, chicken
and pork production comes from within a 20 kilomgteange and the suppliers are located, at
most, at 65 kilometers from the company's headqrsarihis local logistics strategy favors
Languiru’s milk quality. Currently, for instancdjere are companies that take the milk to a
cooling station and process the milk within thregygdafter the collection, since they are far
from the collection site. This process interfergsdally in the quality of the raw material since
milk is a living micro organic matter. In Languituipwever, milk comes straight to processing,
without any intermediary such as cooling statidres;ause the producers are all located very
closé. Therefore, in addition to increasing the prodyuglity, Languiru’s logistics reduce the
chances of frauds.

The company has a policy of always acquiring thve meaterial from the producers and
industrializing it in its own industries in order &dd value to the product. Currently, Languiru
owns dairy products in Teutonia (headquartersjofaes in Estrela, a poultry processing plant
in Westphalen and pork processing plant in Poco Aats. This demonstrates the
cooperative’s concern with its regional developmemirder to be present where the associates
are located. For this reason, the company has fasmgermarkets, and industries, all
concentrated in nearby municipalities, which hétppromote the regional development. This
is a typical characteristic of the cooperative syst

Among those municipalities with Languiru’s produwetiactivity, there are several where
the purchasing power and income per capita ofuba environment is greater than the urban
environment, something rare in today's societys fikes the Languiru’s associates extremely
loyal, who feel as the owners of the cooperativieictv strengthens the company and promotes
its growth. For example, even though Brazil wasngoihrough a crisis period, in 2016,
Languiru was growing at an average of 17% per manitih a forecast of billing 1,250 billion
Reais.

Regarding Languiru’s milk production, there is arerage production of 470 thousand
liters per day, reaching 500 thousand liters pgrdiaing peak periods, which usually occur in

the month of SeptembeiThe company's product layout is diverse; howewer|ong-life milk

5 Every day, there are 470 thousand liters of nfilit leave the producers’ properties and go straighhe
processing at Languiru plant, which works 24 hauday.
7 On the other hand, the lowest point for the milkduction usually happens in the month of April.



74
is, due to its favorable price, currently the caapige’s main product, ranging from the
following varieties: integral, semi-skimmed andaz&ctose.

In relation to milk supply, in order to be a supplof milk to Languiru, it is necessary to
be associated; therefore, for the industrializapoocess, only the milk from the associated
producers is collected. The Languiru associate ygredreceives technical, agronomic and
veterinary assistance from the cooperative. In tbistext, the producer has at his disposal,
directly from the cooperative, the possibility afying the supplies he needs for his property in
order to produce or for his private use. At thesats of sale, the company seeks to offer
affordable prices and quality products, whereagptbducer helps to elaborate the price so that
the quality is higher.

The dairy chain is extremely complex and severslies influence it. For instance,
currently, a large percentage of the price of nslkn the retail sector. That is why Languiru
seeks, as a cooperative, to acquire the raw prdchratthe producer, to industrialize it and to
sellit, i.e., to avoid intermediates in the prakechain as much as possible. After all, whoever
buys the product is the one that has the highedit pnargirf, which, consequently, makes the
margin of the producer quite low. In this contdkg retailer always seeks to pay the lowest
price, not prioritizing the quality of the produartd sometimes buying from companies with a
dubious quality product. Currently, a liter of mikksold in retail for approximately R$ 4.00;
nevertheless, in order to produce this milk, theran average cost of approximately R$ 1.60
regarding the producer, plus around R$ 0.18 reggrits industrialization, and plus the cost of
packaging, taxes, and logistics, which correspamdniarly $ 0.70 cents. This results in
approximately R$ 2.50 and the remainder consistaé@mmargin of retailers, i.e., on average,
50% of the price of milk is established by retaler

In addition, the precarious care of the retailethi@ handling of the milk together with
the roads in bad conditions and without proper pear@s, interfere in the milk quality, as these
factors damage the packing boxes of the milk thatpaepared without being impacted. If it
has an impact, the product may become sour dubet@gitation of the milk lactobacilli.
Essentially, logistics are a big challenge for tlzéry chain because, not only the roads are
chaotic and with an intense flow of vehicles, bisbasupermarkets are more focused on the

quantity than on the quality of the product.

8 According to Languiru's dairy operations managemilers control the price of the milk accordinghe market
needs, which makes them extremely powerful. A tifemilk goes into retail for approximately 50%dakan the
amount the consumers pay and the producer dirfeetly the impact of this practice.
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Besides the above-mentioned problems, there afeutliies in the legislation that
regulates the milk. The legislation is from 19531 aat that time, the defined cattle breeds
practically did not even exksivhereas today, there are defined breeds, sudfed3utch and
Jersey, among others. In this respect, there antict of laws in the composition of milk, for
instance, high-yielding Dutch cows (average of iBfr$ per day per cow) on a hot day, as it
originates in the Netherlands, where there is coldeather, seek to stay more in the shade.
Then, the animal can be thirsty, and, even thohghetis a source of water only 30 meters
away, because of the heat, they stay in the sAdmes, before milking, the animal drinks a lot
of water. When a cow is milked, most of this mitkrhs on time; one part comes from the
udder and the other forms at the moment. Thisnataral process that inevitably generates
water in milk, which, by legislative standardscansidered as a fraud. Another example is the
producer who feeds the animal based on silage ead dnd, for this reason, runs the risk of
having the presence of alcohol in the milk.

Another major problem is regarding drug shortagrethe past, the government, mainly
in the area of antibiotics, has approved mediciResducers and veterinarians often rely on the
package information to treat an animal that hamfection. Usually, the package insert of the
remedy informs the grace period of seven days Heranimal to expel the effects of the
antibiotic from the body. Nowadays, however, itns longer possible to follow this
recommendation, because antibiotics will probaldyfdund in the milk of the cow that was
medicated since the tests to detect any produitterthe milk have improved a lot, but the
legislation has not been adapted. Although cortbid,is a serious situation, because there is a
confusion for the producer, as he or she canngt oel the packaging information of the
medicines, which follow a legal orientation. To eres a product within quality standards,
Languiru protects itself from this problem by doagest one day before the milk is loaded on
the producer's property. Thus, this milk does rasspinto the industry and the producer does
not run the risk of being considered a milk fraedst

Currently, there are universities starting to sttidy problem and there is literature about
it, however, the legislation remains obsolete. thineo countries, as genetic researches evolve,
there are continuous updates of legislation. InzBraonversely, there are changes in the
production and industrialization (in 1953, for imste, an animal generated around 20 liters of
milk per day, while today it generates up to 1@er& of milk per day) but these changes are

% At that time, the legislation did not have a defirbreed of cattle, perhaps azebuada or creokepitbduced a
different type of composition of the milk from tbee produced nowadays.
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not reflected in the legislation. Therefore, theseentific principles must be mastered and
legislation adapted to the type of animal and thenacal composition of the milk currently
produced in the country. Essentially, legislatiamstbe adapted to comprehend the new genetic
and nutritional realities.

Besides these regulatory problems, the governmegétively interferes in the chain,
allowing the importation of milk powder. These inngo when they occur, stop the production
of milk powder and the demand for UHT productiome tprice falls and everyone loses,
especially the producer. Regarding this aspectglian — even with difficulties due to imports
or, when the market demand is low — because idymers are associated, collects and benefits
their milk in those harsh times. Multinational irstities, in these times of low demand for milk,
end up not buying milk from producers because traye few producers supplying directly to
them (around 60% of production). The rest of thik urchased by this business model is the
so-called Spot milk, which is the milk bought araddsby other cooperative partners as if it
were an outsourcing of production.

In order to overcome the above-mentioned advessitnel the main causes of fraud in the
state, Languiru has always worked strongly withgieplier. The company works hard to keep
the producer producing in the rural activity by Bppy more stable prices, even if it implies
that the cooperative will take losses. For instanagently the company has great losses in the
chicken and in the pork industries because offitsts in keeping the farmer producing. If the
company transferred the losses of difficult tireethe producer, whether in milk, chicken, pork
or other activities, in three or four months, sev@roducers would be out of production and
out of the agricultural activity. In this senseg tooperative has an important role, because the
associate is the owner of the company.

Languiru offers to the producer agreements withkbam which the producer can buy
cows, steers, coolers, milking machines throughemmmpatible terms according to his
production. It is a direct process via Languiru,which Languiru is the guarantor of the
contract. In addition, the cooperative has a furtene the producer can finance milking
machines, cows, inputs, fertilizers, seeds, uregjliters, and detergents, i.e., everything
needed for the milk production. The company hagsd\benefits to producers (63 benefits in
total): there is assistance in medicines with up3%o discounts; in soil analysis, the producer
pays only half; the producer can buy everythingigiaccount with the cooperative. Not only
this, but also this approximation with the producas had an impact on the quality of the milk
produced by the company. In the last five yearsretthas been an evolution in the quality

processes of Languiru and a lot of work has beere d@m the quality of milk. Currently, 98%
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of the milk is cooled in bulk, the company makegrpants for qualitif and respects the health
issue, observing the issue of bacteria and sommaliccells.

In addition, the company has several programsxteh producer in rural areas, as the
rural exodus is a concern in the milk sector. Theme policies to encourage young people
starting their professional activities to establtskemselves as milk producérsThere is a
mutual collaboration, a direct daily dialogue wiie producers, at any time, with meetings to
adjust collaboration practices and to verify thedgeof both parties. One of the results of this
for the producer, as mentioned before, is thatrtinal worker earns equal income to urban
workers.

Moreover, the company has a Good Farm PractiBeaq Praticas de Fazenda - BPF
program, in which an audit performed by Génesi8disil — the same certifying company of
all Nestlé field actions — is carried out withiretrural properties. This is a benchmarking that
Languiru has done in partnership with Nestlé frodd@ to 2015, with their authorization.
Presently, there are 120 properties certified is phogram. The result is that the producer has
better raw material, which also possesses bettalitguln this program, all the controls of
medicines in spreadsheets in the property areiegyithe water is analyzed to verify the origin
of the water that is used to the cleaning of théimg and the cooling tank, the sanity,
vaccination, and identification of the animals tloe residue of antibiotics in milk. In addition,
in this program, the producer is encouraged to eoixs of the Jerseys breed with the Dutch
breed, which has resulted, in the last five years, genetic improvement of the cattle of the
producers of the company. The mixture of the tweels results in a larger milk volume and
strong solids. In addition to this program, a pislsl was made along with Sebrae to guide
producers to overcome difficulties in their workitime.

In Brazil, there are approximately two thousand pmyatives, with properties with

averages of 50 hectares and with a participationomperative revenues of approximately

10 Regarding payment for quality, this creates goatt@mes for the producer, for the company and lier t
consumer. This makes the producer pick on theiactio gain this value. This milk goes to the inttyswith
better quality because it must be with adequatgéeature, with tests of tuberculosis, brucellosid aanitary
issue all made. Today, no other company, with tkeejgtion of Nestlé, pays as well for quality as duainu.
Languiru has been working with payment for quadityce the 1980s, but today, almost 23% of the mfamilk
paid to the producer is related to the milk qualitythe current context, where the average pricmitk is R$
1.60, 23% paid for quality represents an extramageof R$ 0.37 cents, per liter of milk, to the gwoer. The
payment is based on the parameters of the exikgiglation: the more a producer can offer a mikovze the
minimum standards required by law, the greaterptingment. This is a fairer format, different fronypey for
milk by volume, because it values quality.

11 These policies have given results and the agepgimat was 58 years old, is already at 47. Thatdaguiru
invests in technology, financing the producers ¢quére equipment, bulk coolers, acquisition of toas and
milking machines robotized. In addition to finargidirectly, Languiru is able to intermediate sormaricing
with other institutions for the producer as well.
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29,700.00 Reais per year per property. In Langtirei average of the properties is 10 hectares
and each Languiru associate participates with 3®60® Reais in the revenue of the
cooperative, i.e., 13.46 times more than the nati@average. This is largely due to these
policies practiced by the company.

In addition to this Good Farm Practicdofs Praticas de Fazenda - BPWwork, the
cooperative also provides courses, technical asgist veterinarians and encourages the
producers to enter other sectors of activity exgdoby the cooperative, such as pork and
poultry. Currently, 90% of the company's associa#ge two segments among milk, pork or
poultry. In addition, the company offers free \8sib dairy technology fairs in other states so
that interested producers can learn about pogsibtiuction improvements. This all results in
more efficient producers and more young peopleasted in producing milk, although this is
a difficult activity to be performed.

In terms of quality, the company has 36 professgmacluding technicians, agronomists,
and veterinarians working daily with the produaenp follow the process directly to maintain
the product quality. They are responsible for nmmiyg the quality of the product, with
periodical technical visits to producers. Dailyerté are 10 professionals connected to the milk
producer. In addition, through laboratories similathe official government ones, more than
4,500 analyses are done daily within the compardetect how the quality of the milk is.

The farmer is also monitored daily for cow healthtbchnical assistance. Still, the
transporter, an associate to Languiru, tests thie tmisee if it can or cannot carry the milk.
Therefore, there is a first quality analysis onpheducer's property and, after that, a sample is
collected that goes to the laboratory daily betbeetruck is unloaded in the company. All the
samples are analyzed at the time, to know from kigmducer is the milk, i.e., before
unloading the truck, a whole milk analysis is maate] then released by the quality department,
so that no milk outside the quality standards amt$ide the requirements of the legislation
enters the factory.

Although Languri is a cooperative, there are rigi@gind penalties for suppliers who do
not meet the company's quality rules. The prodwter has the milk detected with a substance,
within a year, receives two warnings and in thedtimotice, it is eliminated from the supply,
but this rarely happens. In relation to transpbe, transporter is a supplier associated with the
cooperative and simply does the transport of nalkceight service. It does not collect milk
from a producer who is not authorized by the techimssistance and is not associated with the
cooperative. The transporter is not responsiblegptochasing milk from the cooperative and

does not give an opinion on the quality of the mak this is the responsibility of the quality
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department. There is a very strict policy to b@asged with the transportation of the company:
if the transporter does not meet the requiremdrtteeaquality department, it is withdrawn from
the service provision. The company is quite strith its suppliers.

In order to be selected as a Languiru suppliest,fenvironmental licenses (from major
suppliers) are required. A producer and a carrigstrbe authorized by the technical sector to
act as a supplier. A producer must have a coolbulk; he cannot be restricted by credit with
SERASA, among other criteria. The selected camigst also respect the credit restriction issue
and must be experienced with cargo transportatuith, a history in the market, especially in
the milk business. The company prioritizes transgerwhere activity has been passed from
parent to child.

The transportation logistics of the finished prade®utsourced. At this stage, it is easier
to control the transport and it is less likely teweunter a problem with the product. Already in
the raw material transport, part of it is all outszed companies; partners who have worked for
more than seven years with the cooperative. Theee cantracts with TACs, where
responsibilities are required for civil matters. w&ver, despite the contract, there is a very
close relationship, based on guidance and colléiborbetween Languiru and the transporters,
a relationship in which everyone is known by thenea and where they reside, as they all
cooperate and live in the same community.

A major change in Languiru's logistical processhiat, in the past, transportation was
paid for the quantity of milk brought into the irsdty. Currently, this process is changing, with
investments in automatic milk tracing, accordingwbich it will be possible to verify the
conditions of the milk and from which route the ravaterial was being collected. Thus, this
enables the process to change and it allows fanpats per mileage driven by the conveyor.
In this context, the monitoring in relation to th@nveyor is constant, direct and daily with the
checklist of quality technicians. The carrier mhstin uniform, wearing closed pants, cap,
beard trimmed so that there is no failure to reze¢he milk. If a carrier does an incorrect
analysis (mandatory during collection) and the mpitksents nonconformities, and even then,
it carries that milk, it is responsible for payifag that milk that will inevitably be condemned
by the quality laboratory of Languiru.

There is constant care with the transporter: egerymonths it is applied a course of
recycling, with the application of evidence, pregghand executed by Sebrae on the transport
of milk. There are evaluations on investment sushaaconveyor, conduct, proper use of
equipment and vehicle, how to proceed during ctties and how to proceed when milk is out

of quality and legislative standards. Twelve comesprovide the transport service to
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Languiru, with 47 vehicles, some since 1945. THhatisnship is so close that the transporter
often informs Languiru about the inadequate prastmf some producers, for example.

When selecting a supplier, the company has a pdlased on three points: quality,
legislation and financial. On top of the produ@ar,analysis is made of his history to see if he
did not get involved in frauds or if he constantipves from company to the one who supplies
the milk. There is a standard procedure where htgtechnician visits to verify the conditions
of the producer and helps him to meet the requintsnaf the cooperative so that he can supply
the milk. To select a supplier of inputs and sersjcfor example, Languiru first visits the
possible supplier and requires a quality techniepbrt that is evaluated internally. Languiru
also requires the supplier to inform the sourcéhefmaterial to be supplied, and what is the
social and environmental involvement of the supjdieompany. In the case of failure to
comply with the agreement, the supply partnershipterrupted.

The result is that, as far as fraud investigatimresconcerned, there was no mention of
Languiru. The frauds had no influence on the comisgorocesses, since they always worked
on quality issues consistently. For a company likaguiru — an exporting company to more
than 40 countries — having a fraud problem would luksaster because it would affect other
company activities like selling poultry and pork.relation to the frauds, one aspect that had a
positive impact was that the competitors had topadaemselves to the legislation, which
generated an increase in the competitiveness farguieu. Before, the company lost
competitiveness and producers by excessively takawg of the quality. Producers used to
switch Languiru for other companies because theyewass demanded elsewhere. This is a
complex scenario and it was very difficult to maintthe entire structure of a dairy and compete
with other fraudulent companies and producersiigiance, the milk denied in Languiru was
accepted in other industries. In Languiru, if mglkcondemned, it is discarded and the cost of
that milk is charged to the producer or to theiearesponsible for the damage. However, when
a raw material is rejected by the quality sectdrewit is only a matter of solids being non-
standard and not an occurrence of fraud, it iscteee to animal feed production, another
cooperative activity. When discarding occurs beeaisntibiotics, for example, this milk goes
to a contracting supplier for composting, to leawvaesidue on the soil or any other animal that
can ingest that food.

Currently, after the frauds, in order to prevengithoccurrence, there is an ethical
agreement between the Pia, Santa Clara, Dalia anjuiru cooperatives to disclose
information about the conduct of suppliers. At tipisint, there is a collaboration with

information exchange. Thus, whenever one of thepaones suffers a serious problem with a
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supplier, it discloses the information to otherd &mthe legal authorities. This occurs both to
inform the conduct of suppliers of inputs and segsj as well as to producers.

Because of the frauds, despite all the compang&iives, in recent times, there has been
a reduction in the number of milk supplying proptfor Languiru, falling from 1800 to 1500
properties. Although the company has this diffaegatl work that presents positive results for
the entire region of Tarquari Valley and its ruaaéa, fraud has caused many producers to
withdraw from the activity, since the sector is espncing an insecurity, with very high
requirements, but with small financial feedbackkelwise, the production costs take many
producers out of the activity. The payment of nalene does not allow the producer to make
large investments, and their return occurs indhg krun if the producer is financially organized.
Unfortunately, this implies in the difficulty of éhindustries to work in a differentiated way,
which also implies directly in the quality of theoguct. Even so, it is necessary to look for
management alternatives as Languiru has been tomgercome the regulatory, structural and
politico-economic adversities of the country.

Finally, in order to cross the data between thepmanmg and suppliers, bellow, table 18,
shows the content collected between Languiru'slgipplt features their position about the

frauds and the chain, besides aspects of theaelatween the company and them.

Table 17 - Summary of the crosschecking of datevdet suppliers information

companies will have
to decrease thei
spending.

There are greed
industries that put fat
water and soda an
spoil the price of
milk for producers.

The milk he delivers
is practically an A
milk.

Quality milk is
generated when thg
animal is well fed
and healthy.

The producer
delivers cold milk,
with quality, but the
industry sells poorly
to retailers.

The producer hag
never been valued.

investments to producs
pasture, milking, labor,
animals and  modern
machinery (a cow costs
thousand Reais an
equipment up to 200
thousand Reais require
by the companies).

Milk will stay in the hands
of few big companies.

Itis hard to produce milk.
The industries must think
of the producer or will no

longer have a producer of,

indeed, an industry.

A product must be create
to replace milk.

The government should
establish a minimum price
for milk (minimum of 1.50
Reais for the producer t
have a positive balance).

Supplier Type  of| Directly Position about thel Position about the chain Position about the retetiioLanguiru
supplier connected to| frauds
Languiru
Languiru Milk Yes There are still a lot of The trend is that there will They have technical assistance (monthly a techmigisits
associate | producer milk problems | be no smaller and medium the property or when requested by the producer).
(several companieg producers.
avoiding and evading Very friendly relationship with technicians.
taxes). Producers are migrating tp
other rural activities. The price is never good, but the company pays Vthuan
With fraud (Producer received in the month of the intervie®41Reais
investigations, Very high costs and per liter of milk sold).

There is a lot of demand for quality, which someta
causes damage to the producer.

I Very peaceful relationship with cooperative.

d The cooperative helps with health and school ferféimily
of producers.

The cooperative helps with financial aid for proeitscwho
have children.

The cooperative helps with the financing of machine
Discounts on buying medicines for the family.
Assistance in buying school materials.

d In order to grant the benefits, the cooperativeuireg
attestation of school attendance of the childrenttef

producers.

At the beginning of each year, the company makesxéa
payment.

The company finances inputs for production.
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A producer survives

because he has no salary}

A cow lasts only 3 years.

Good farm practice requires a lot of producerseims of
hygiene, cleanliness, organization, marking of steek,
animal health, if the animal lives in the dry any,deed
with fertilizers.

There is a manual with checklist to meet theseirements.
This serves as an extra payment in milk (2 certisaritter).

The cooperative vehemently monitors (cannot faltdose
this certificate).

If in one year a producer does not meet the remeirgs he
is penalized by the cooperative and withdrawn fria
supply. But there is the technician's visit to guithe
producer and suit.

Every day, when the milk is loaded, the cooperatales
samples for laboratory analysis (Samples analyzgd
Languiru laboratory and University Center Univates,
laboratory authorized by MAPA).

Relation with the transporter is peaceful and bédia

It did not change anything after the frauds, thengany
Languiru demanded enough quality from the prodyc
always provided for the Languiru.

In order to be a supplier of Languiru, a bulk copl
environmental license, registration with MAPA a
certification of cattle and tuberculosis and brigsi$ tests
are required for the animals, first delivery ofleast 100
liters and automatic milking machine.

Producer cannot have credit restrictions with SERAS
The cooperative lends money to producers.

If the milk is in accordance to the quality of twoperative,
the milk that has been loaded is lost and archedhby|
producer (Fact that has already occurred with

interviewee).

Producer supplied chicken and started supplyind nal
Languiru.

There are meetings between the associate and
cooperative.

There are courses, a producer advisor, and quedityres.

eIs

o

the

Reinigend
quimica
does
Brasil
Ltda.

Supplier of
inputs

Yes

There are not enoug|
inspectors.

Languiru has a
systematic work
where they

accompany item by
item and milk that
goes in for
processing (mads
analyzes to see if it i
within the quality
standards).

Some companies stil

do not meet the
requirements.
Other states have

frauds as well, but arg
not finalized (based
on experiences with
clients in the states o
Santa Catarina an
Parana of the|
interviewee).

The positive fact of

fraud is the
qualification of the
raw material.

Milk from the state
was penalized in
terms of image and

h The legislation is adequat
and is the same for th
whole country, but there ig
no standardization o
supervision (differs
between inspectors).

The legislation is flexible
and ends up creatin
complicating situations for
companies.

State milk is discriminated
against and prevente
from marketing in other|
states.

It is working to qualify
producer who supplieq
milk to industry.

sales.

D

y

Languiru has many requirements for its suppliers.

They analyze the products that enter the compaom the
raw material (milk) to cleaning materials.

Analyze the efficiency of the inputs (hygiene amehaing
products pass through microbiological laboratorglgsis
in the company).

The relationship is direct with the quality depeetrhand
there is information exchange.

The relationship of the cooperative is narrow.

There are quotation and price negotiation of tipaitis. It is
chosen the product that has quality and lower pr
Nevertheless, Languiru accepts price readjustmeiitts
ease.

There were no changes in supply processes for liandue
to the frauds.

When one becomes a supplier of Languiru, there
recurrent but non-formal visits.

The relationship is not only commercial but als@gy close
friendship relationship.

The company requires Anvisa's certificates, safédya
sheets, and information on inputs.

Monitoring occurs (searches that are questioned,
example, if avenue in which the supplier acts igep.

When selecting a supplier, Languiru makes a fonis.

fo
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There are reports describing Languiru's requireme
regarding inputs.

There is a collaboration to qualify the producergide
quality inputs to the producer).

Source: Designed by the author (2017).

Thus, crosschecking the data between supplierstivgtinformation from Languiruhis

study proposes that in an environment of instihalovoids, it is required a singular approach

from companies with their suppliers. The relatiapdbetween companies and suppliers must

be managed close enough to enable firms to praaigeoduct according to their quality

standards. Instead of having a limited commeragdtion, firms must be closer to their

suppliers from the selection to the monitoring.

Gavronski et al. (2011) in a work oriented to bgtlkener process management and

environmental collaboration with suppliers suggeste levels of analysis in a relation with

suppliers: supplier selection, supplier monitoriramyd supplier collaboration. Therefore,

besides having a proper selection, it has to exisbllaboration between companies and

suppliers, besides a strict monitoring. This walg@ing from the Gavronski et al. (2011) work,

table 19 shows a summary of the three dimensicadiped by Languiru.

Table 18 - Languiru’s practices with supplier -estion, monitoring and collaboration

Selection

Monitoring

Collaboration

Suppliers must be associated to Languiru.

The carrier is a supplier associated with {
cooperative and simply does the transport of m
i.e., a freight service.

To be selected as a supplier, environme
licenses (from major suppliers), registration wi
MAPA, certification of cattle, as well a

are required for producers.

The company requires from its suppliers Anvis
certificates, safety data sheets and information|
inputs.

To be selected as a supplier, producers and car|
must be authorized by the technical sector.
Producers and carriers cannot have cr¢
restrictions.

Carriers must be experienced with car
transportation (with a history in the marke
especially in the milk business).

When selecting a supplier, the company ha:
policy based on three criteria: quality, legislati
and financial.

There is an analysis regarding the supplig
background (verifying if the producer wd
involved in frauds or if he constantly moves fro
companies from which he supplies the milk).

There is a standard procedure where a qud
technician visits the producer’s property to ver
its conditions and to help him to meet t

tuberculosis and brucellosis tests for the animalSome tests occur one day before the milk is loa

The milk comes straight to processing, i.e., th
are no intermediaries, such as cooling stations,
he

region and the suppliers are from close location]

talVhen one becomes a supplier for Languiru, thi
thare recurrent but non-formal visits.

on the producer's property. Thus, irregular m
does not enter the industry and the producer d
a's10t run the risk of being considered a fraudster
on
There is a Good Farm Practices (Boas Pratica
Fazenda - BPF) program, in which all the contr
ief medicines in spreadsheets in the property
verified. The water is analyzed to verify the onig
of the water that is used to the cleaning of
dinilking and the cooling tank, the sanit
vaccination, and identification of the animals f
the residue of antibiotics in milk. This progral
garequires a lot from producers in terms of hygie
t,cleanliness, organization and animal health.

agronomists, and veterinarians daily monitori
the producers.

Languiru’s laboratories make more than 4,5
ranalyses every day to detect substances in
s milk.

m

The producer is monitored daily regarding cat

health by technical assistants. Even with t
lityonitoring process, the carrier — an associate
fyLanguiru — always tests the milk to analyze if
ecan or cannot carry it.

requirements to be a supplier.

ereanguiru invests in the region where it h
operations (purchasing power and income
capita of the rural environment is greater than

IkAll operational plants are concentrated in the sgmerban environment).

S.

A Languiru associate producer receives techni
eragronomic and veterinary assistance from
cooperative.

elissociates feel they are the owners of
Ikcooperative, which strengthens the company
o@somotes its growth.

The company prioritizes transporters where

5 @etivity has been passed from parent to child.

pls

arehe producer may buy the supplies he ne
directly from the cooperative (the company offe

haffordable prices and quality products and {
, producer helps to elaborate the prices).

o]

mOnly the milk from associated producers

ecollected.

=

Languiru seeks, as a cooperative, to acquire

There are 36 professionals, including techniciangaw product from the producer, to industrialize

hgand to sell it, avoiding intermediates in th
productive chain as much as possible.

DEven with difficulties due to imports or, when tl
tmearket demand is low, Languiru collects mi
from its associates.

leThe company works hard to apply more stal
hiprices, even when this implies in the cooperat|
tmking losses. This happens because the asso|
hes the owner of the company.

ns
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he
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he

he
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he
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it
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Languiru first visits the possible supplier a
requires a quality technical report that is evaldal
internally, requires the supplier to inform t
source of the material to be supplied and what

They cooperative analyzes the products that e
dthe industry, from the raw material (milk) t

cleaning materials (hygiene and cleaning prody
epass through microbiological laboratory analy:
thie the company).

There is a very strict policy to be associated

the transportation of the company. For instan
the transporter must be in uniform, wearing clog
pants, cap and beard trimmed. If the transpo

ntéanguiru offers agreements with banks to

ci;mi more compatible terms according to
iproduction.

itlattendance of the children of the producers).
ce,

edlanguiru has programs to keep the producer|
taural areas, as the rural exodus is a concernein|

:

e

b producers, in which the producer can buy supplies

social and environmental involvement of the The cooperative has a fund where the producer|can
supplier is. In the case of failure to comply withThe producer who has its milk detected with prfinance milking machines, cows, inputs,
the agreement, the supply partnership |isnappropriate substance, within a year, receiyefertilizers, seeds, urea, fertilizers, and detetgen
interrupted. two warnings and, in the third notice, it [si.e., everything needed for milk production.
eliminated from the supply. However, there is the
To prevent frauds, there is an ethical agreemeneéchnician's visit to guide the producer. Languiru has several benefits to producers (63
between Pia, Santa Clara, Délia and Langyiru benefits in total), for instance: there is assistal
cooperatives to disclose information regarding th@here is a manual with checklists to meet thén medicines with up to 15% discounts and
conduct of suppliers. quality requirements. assistance in buying school materials (the
cooperative requires  attestation of schagol

in
th

does not meet the requirements of the qualitynilk sector. There are policies to encourage yoyng

department, it is withdrawn from the servi
provision.

The transportation logistics of the finished prad
is outsourced (easier to control the transpo|
Regarding the raw material transport, part of if
made by outsourced companies: partners
have worked for more than seven years with
cooperative.

If a transporter does an incorrect analysis 3
carries an irregular milk, he is responsible f

paying for that.

Every six months, a recycling course is applied
the transporters.

Before the frauds, the company lost
competitiveness and producers by excessiv
monitoring the quality.

If the milk is not in accordance with the quality the producer).

requirements, the milk that has been loaded is
and at the producer’s expenses.

Every day, when the milk is loaded, th
cooperative takes samples for laboratory anal
(samples are analyzed by Languiru laboratory

University Center Univates, a laborato
authorized by MAPA).

There is a great demand for quality, whi
sometimes causes damages to the producers.

epeople starting their professional activities
establish themselves as milk producers.

cThere is a mutual collaboration with the produce
rtyvith meetings to adjust practices and to verify
imeeds of both parties and a Good Farm Pract]
h@@oas Praticas de Fazenda - BPF) program.
he
Languiru provides courses, technical assistan
veterinarians and encourages the producerg
ndnter other sectors of activity explored by t
orcooperative. Also, in soil analysis, the produg
pays only half.

td@here is a very close relationship, based
guidance and collaboration between Languiru 3
the transporters: all of them cooperate and live

tsthe same community.

ely
Languiru provides technical assistance (monthl
technician visits the property or when requested

ost
Producers reported a friendly and peace
relationship with technicians and with th
ecooperative in general.
sis
ndt the beginning of each year, the company mal
yan extra payment.

The company finances inputs for production. T|
hserves as an extra payment in milk (2 cents in
litter).

ce,
to

he

er

on
nd
in

ya

ful

es

is
the

Source: Designed by the author (2017).

So, analyzing the information gathered both from ¢bompany as from its suppliers, it
becomes clear that there is a strict selection rwuaitoring applied by the company.
Nevertheless, the practices of collaboration withpdiers result in a very close relationship
between them. This relationship is essential taientghe quality of the raw material in this
environment of the regulatory institutional void.

Lastly, it is important to mention that, to haveetter grasp on the practices from other
companies and the whole context, it was applie@renmterviews in a cooling station and milk
farmers. These interviews are not described hecause they are not related to Languiru.
However, it was an enriching opportunity to haueetter idea of the situation of the chain, the
legislation, and the frauds, since this coolingistawas the target of investigations. This

cooling station had to be closed for a while, gaids because of its conduct and the president
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was removed from the company since he was arrés&eause of the frauds. This company

used to serve many other companies in the statieidimg a multinational. Therefore, it was
convenient to have an idea of differentiation betwéhe processes from a company that was
investigated in the frauds, to another one thatnesnvolved in this matter, such as the case

of Languiru.
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5 FINAL CONSIDERATIONS

This study was conducted under a supply chain agbroin which a regulation
institutional void is surpassed through the retatietween a focal company with its suppliers.
For that, this thesis introduced and conceptualipedtidisciplinary literature terms such as
institutional voids, relationship management anegimg markets. This thesis also empirically
analyzed how to deal with disruptions caused byldbk of institutions. The objective of this
thesis was to describe the relationship betweemigy dompany with its suppliers in an
environment of regulatory institutional voids. Giviae complexity nature of this phenomenon,
the concept was split into two parts: institutionahfiguration, and the relationship between
the dairy company with its suppliers.

To assist the main objective of this study, theydahain configuration of the state of
Rio Grande do Sul was described; the role of thie matitutions and their perceptions on milk
frauds were described; and it was identified aydawmpany’s best practices towards its
suppliers. Besides using secondary data and oliggryasemi-structured interviews were
applied to empirically explore the objectives akthualitative and exploratory study.

Results showed that there is too much negativaeentie of institutions on the chain,
political and economic interests affect directlg tthevelopment of the sector. Consequently,
most ties of the chain suffer with this situatiétersonal interests are a priority, instead of
working towards minimizing the existent regulatamgtitutional voids that affect the chain.
Regarding this void, instead of creating a newestagulation specific for that, regulations
remain superficial, not covering all the points cesd to avoid frauds in the sector. Due to its
nature, milk is a product propitious for adultevas, because it is hard to detected extra
substances in it, thus, heavier institutional éfshould be done. However, the rules that
regulate the sector, as well as, the criminal lasgsndulgent and do not inhibit criminal action.

Hence, these results suggest that there are manplew factors influencing in this
sector. Despite this complex environment, theresamnee ways to deal with this situation. The
results allow the conclusion that relationship ng@maent is a method able to brake these
barriers. The case study of this research, Codparaanguiru, works very close with suppliers,
selecting, collaborating and monitoring them eéfidly. At the same time, despite being
meticulous with suppliers, to achieve its standafdjuality, the company maintains good
practices with them. This behaviour is well ill@ed with a premium price paid for quality,
investments for young people keep working in coysitie area, family concerns such as school

for kids and medical and financial assistance, ajraihers.
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Possibly because this is a cooperative companygthgonship between the company
with suppliers surpass the commercial relation. Témults demonstrate that it has been a
successful position, since the company is on geeand did not have any mention on the frauds
investigations. Therefore, based on this analysissidering the whole scenario, this study
contributed in two different perspectives, presantielevance both for the business practice,
as well as for the academic area.

5.1 IMPLICATIONS FOR PRACTICE

Businesses, not only cooperatives, but general aomp, as well as institutions and
policymakers can use this analysis. Since the dtuolyght an understanding of how a company
may deal with issues that occur in the chain tkpegenced in many political and institutional
situations. This study has as a contribution toldhsiness practice the understanding of the
dairy chain’s structure established in the statRiofGrande do Sul. It identifies political and
economic interference that affect the whole chain.

Many institutions with different interests generatgepraved environment that hinder the
development and sustainability of the dairy chainthe state, ultimately supporting the
existence of the institutional voids. Thus, poli@kars and institutions may use this research
to improve their public policies and actions aimiageduce their negative impacts on the dairy
chain, which may help to develop this sector, tppseass the regulatory issues, to stimulate
higher investment, and to make it more sustainable.

Likewise, regarding managerial contributions, ttésearch may assist companies and
their managers in understanding the importancedrafegjically dealing with the challenges
caused by regulatory institutional voids in the@yghain. Thus, improving the relationship
with suppliers, and investing in them as a profitimanagerial tool to deal with supply chain
inefficiencies.

Other companies and sectors could also be benéfitearking closer to their suppliers.
Companies should strive for developing a profesdioelationship since the selection to the
monitoring of suppliers, and working in collaboaatithrough all stages. Applying practices
such as financing the life and professional neédseosuppliers, assisting their families to feel
inserted in the community and, specially, payimgemium price may assist companies to deal

better in this kind of context and situation.



5.2 IMPLICATIONS FOR THEORY

Based on the on the analyses of this researcle, 28blepresents the research framework
proposed for this study, emphasizing the close Igmppelationship, with best practices,

decreasing the risk of frauds in an regulatoryitiabnal void environment, typically found in

emerging markets.

Table 19 - Research framework

Emerging Market Environment

Regulatory Institutional Void Context

Monitoring and

Collaboration)

— Secretariat of e
Brazilian 3 Public
SR Agriculture, - Gaucho
Ministry of & Prosecutor’s Gaucho gaits
z Livestock, and . - Association of
Agriculture, 5 Office of the Institute of Milk o
B Agriculture of - the Dairy
Livestock and 3 State of Rio (IGL) 4
the State of Rio Industry
Food Supply Grande do Sul AGL
(MAPA) Grande do Sul (MPRS) (AGL)
3 5 (SEAPA/RS)
Fraud Risks
Best Practices
|
Relationship
Dairy Company Management (Selection, Suppliers

Emerging Market Environment

The main academic contribution of this study feeguthe elaboration of the research
framework, in table 19, that points the instituabmterferences in the supply chain, and, as a
consequence, a company using managerial tools dbwdéh this situation. There are no
previous studies proposing these elements of tltly sthe literature is still missing studies that
explore the institutional voids in the supply chaigether, and rare are the analyses that

approach how institutional voids affect supply cisa(PARMIGIANI; RIVERA-SANTOS,

2015).

Source: Designed by the author (2017).
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However, in a supply chain, where there are expeeé institutional situations, it is
indispensable to develop the management artifactsurpass the weakness of certain
institutions. The absence or weakness of certaiituions are elements typically identified in
developing countries (ROTTING, 2016), thus, thisearch’'s framework proposes that a
company, operating in emerging markets, may deél siiuations of institutional voids, caused
in its supply chain, through the relationship wtghsuppliers.

In a context of an emerging market, two are thelkethat compose this analysis, a macro
level comprised of institutions, and a micro leeemprised by a company relation with its
suppliers. The macro level of analysis considees éhvironmental elements, institutional
situations, which affect the operations in a sugpblgin. It focuses on the role, participation and
interferences of regulatory and normative institng, as well as, supporting and associative
entities in the dairy chain of Rio Grande do Suhaféas the micro level of analysis, proposes
the relation between the dairy company with supglia this regulatory institutional void

context.

5.3 AN INTERNATIONAL INSTITUTIONAL VOID CASE AND THE RESULTS OF
FRAUDS TO THE COMPANIES AND THE DAIRY CHAIN OF RIGRANDE DO SUL

This issue faced in the dairy chain of Rio GrandeSdll is not an isolated case, the
international scenario has a well-known fraud ¢agelving a giant multinational company in
the dairy industry that unfolded in 2008, in Chimae fraud that took scandal proportions had
focused on the Joint Venture Fonterra-Sanlu IJ\paate, comprised by the New Zealand
dairy giant Fonterra and Sanlu, the largest Chimele powder organization. In that case, a
list of institutional voids contributed to the fidga) among others, evidence of moral and
cognitive legitimacy shortfalls (PAVLOVICH; SINHARODRIGUES, 2016). Additionally,
Fonterra judged local regulations, that are lovientinternational standards, as legitimate,
displaying typical inexperience of multinationalstering in emerging markets (KUMAR,;
DAS, 2007), (PAVLOVICH; SINHA; RODRIGUES, 2016).

The melamine adulteration poisoned more than 2@0p¥#bple (most of them infant
children) and killed at least 6 babies; besidesthetional trauma faced by children that might
develop future health complications. The Chineseegument imposed severe penalties on
people and companies involved in mixing the indastthemical in dairy products and selling
the contaminated product to dairy companies. Besiddlionaire fines, two people were

sentenced to life imprisonment and other two tdtdbg the Chinese courts. In the 47-suspected
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cases, 142 persons were investigated, 60 persopsawested, and 06 ministerial or municipal
officials were dismissed or resigned, including th&ector General of China’'s General
Administration of Quality Supervision, InspectiomdaQuarantine, Li Chiangjiang (XIU;
KLEIN, 2010).

To the industry, the financial losses were catastio The consequences were a daily
operational costs increase of at least 30% to diewafers, local companies went bankrupted,
and it is estimated over than US$3 billion of difesses to the whole sector. Over 200 families
filed suit demanding higher preparation and longatéreatment for their children. Sanlu, the
large dairy company in China was declared bankruptecember 2008, having its assets sold
for roughly 40% of their worth before the company'solvency. Fonterra lost all its investment
of US$153 million made in 2005, in which it had airtgd 43% of the Sanlu Group, and had to
bear with US$7.3 million fined by the Chinese gowveent, which resulted in bankrupt (XIU;
KLEIN, 2010).

Hence, the Chinese case is very similar to thesmexperienced in the dairy industry of
Rio Grande do Sul, both are developing countrids wistitutional voids that affected their
industries and its supply chains. According todblected data, so far, in Brazil, 178 persons
were legally charged, 62 were arrested and 17 ctedii The Revenue Agency of the State of
Rio Grande do Sul in Brazil has calculated arout8$U millions of tax evasion until 2015
July due to the frauds. However, after the casaredknown, many companies have declared
bankruptcy. Districts attorney office has made ecaddjustment agreement of over US$ 3
million for specific companies to keep their opemas.

Therefore, in reason of the frauds, companies baes changing their way of dealing
with suppliers. Few companies have started to lusie own trucks, but, as the routes are too
long (some over 500 Kilometers) and small farmgapéiers are spread out, they still have to
use outsourced transport firms to collect the nBifore frauds, companies used to pay for the
volume of milk they receive from the shipping comies, however, after investigations, some
have started to pay the transport according todi&nce traveled by outsourced shipping
firms.

The changes had some consequences to the compdreesvners of the routes, shipping
outsourced firms, in some cases refused to acaispiew kind of arrangement, which resulted
in firms losing many important small producers. Hwer, the outsourced shipping companies
that accepted the new agreement had to start asfBipbal Positioning System (GPS) that
tracks and informs if the truck is in the right teuif it is on time, the cargo temperature, the

amount of milk collected, and further informatidrat may affect the quality of the product.
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Moreover, after the frauds, firms had to providerencesources and training to their
suppliers. Due to the bill number 14.835 (milk lawhis relation between companies is
becoming closer, since, according to this law, camngs now are considered civil and criminal
co-responsible for any matter that happens at tagesf the chain, which was not the case
before. Consequently, firms have to become clogeallt stages of production, increasing
inspections, and penalties on suppliers’ fraudubetiavior.

Before frauds, although some companies alreadyieadquality standards, they used to
tolerate some products that did not meet all indefequality. However, after investigations,
these companies had to start investing more inpegemt to prevent frauds, and applying new
kinds of tests for better monitoring and selectdrsuppliers. Additionally, some businesses
have started to apply better prices to their seppliPursuing a better quality of the milk, they
had started to apply premium prices according tesraf quality. This conduct is relevant
because costs of production really affect smaltipeers in the dairy chain, so much so that it
is a general concern in regards to rural exoduacelghough low price levels are still applied
in the dairy industry, this method has encouragedllsproducers to keep going with milk
production.

Therefore, the collected data and the consequearidhs frauds for the chain reinforces
the purpose of this study that an institutionaldvenvironment requires a singular approach
from companies to their suppliers. The relatiorwaein firms and their suppliers must be
managed close enough that enables firms to prevmteduct according to international quality
standards. Instead of having a limited commereiaition, organizations must be closer to their

suppliers since selection to monitoring.

5.4 LIMITATIONS AND SUGGESTIONS FOR FUTURE RESEARCH

Originally, the object of study of this researchsvwapposed to be a company that had
effectively been involved in the milk fraud invegtions. However, due to difficulties in
accessing these companies’ data and finding reliabtrviewee sources, a different model — a
company that had experienced the same environnuenhdt was not affected by the frauds —
had to be chosen. Therefore, although the initehuing could not be followed due to a lack
of information regarding companies under investiggtthis research still contributes to an
understanding of the dairy chain’s management gg&sas it analyzes the model of a company
with good practices in the management of its seppli
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Even so, few suppliers directly related to Langwere interviewed to confront realities,
which could mislead the analyses. It happened Isecalithe turbulence experienced in the
sector. However, to avoid it, alternatively, manffedent actors of the supply chain were
interviewed. There was an attempt to interviewgpamt suppliers, but, due to the situation that
was going on the sector, none of the transportarged to participate directly in this research.

It was a very complicated political moment in Btamany of the interviewed people
tried to give their version and political viewspesially, in the interviews where institutions
were reluctant to be interviewed. For instance, LBIM\T, a very important institution,
inclusively mentioned in other interviews, optedrot manifest its point of view to this
research. Although, undoubtedly, the most serimuigdtion is that the dairy chain was passing
by a very turbulent period, which was never expm@el before in the sector. Many of the
interviewed people were being investigated, prasetbuand risking arrest during the
investigations.

In terms of future research, a qualitative studgeldlaon a single case composed this
research methodological choice. The distinguishelgment of this approach is to make
theoretical analyses instead of a statistical aeervUnder the situation experienced in the
dairy chain of Rio Grande do Sul, this method prlypiét to reach the objectives of this study.
However, for future validation and adjustmentshe theoretical framework purpose, further
studies could be reasonable. More studies woulchiperdeeper understanding of this theme,
which remains until now poorly explored.

Future studies would be able to reapply this researdifferent industries and countries,
and could add much to the topic. Using the samearebh framework in the same context of
developing countries, but in different chains coatwhtribute to the validation of it. As a
suggestion, for instance, in Brazil, the meat gestdfers very similar problems, and it could
benefit from in-depth research into this subject lately noticed on the news, bribes,
corruption, political and economic influences anstitutional voids affect directly this sector,
one of the most important of Brazil. In addition,tave a broader view, the study could be
applied to multiple cases, allowing different persjives to show how to deal with situations
in the supply chain, experienced by the compamiélsa institutional voids contexts.

Furthermore, as mentioned in this study, the canoéphe institutional void is much
wider than regulation issues. This way, furtheeagsh could also focus on distinct kinds of
institutional voids, different from the regulatarge. In the case of Brazil, as a recommendation,
it could be studied the case of Embraer, an aetmahumanufacturing, inserted in a high

technology sector, which is a consolidate and sssfaecompany that has most of its operations
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in an emerging context, that experience severardilpes of institutional voids. The relation
of the company to its suppliers could improve ttesearch framework, since it is a very
different chain, with different demands.

Moreover, a comparison between two different castexould be valuable. Compare
how companies acting in developing and emerginghc@s vary in terms of relation with its
suppliers. This also could allow a deep view of hamwinstitutional void context (developing
countries) differ to the developed ones (developedkets). It would allow to have better
analyzes of how a chain works from a developed tgun contrast to a chain in a developing
country.

A suitable comparison, in this case, for instamoeld compare the context of Brazil to
Canada. One country (Brazil) having its institutibwoids that affect the dairy chain, whereas,
Canada has an extremely regulated chain, aimibhg wustainable. Therefore, it is possible to
compare the impacts of an environment without fastinal voids to another one with that
experiences such institutional voids. Not only aldative could be applied, but also a
quantitative empirical research could statisticakplore the impacts of this two different

context in the chains, as well.

5.5 CONCLUSION

The origin of the problem in the dairy chain clgalies in the inspection of animal
products. The outdated legislation regulating isei¢ is from the 1950s and provides rules that
create a breeding ground for fraud and corruptiothis context, it is the government's duty to
provide a minimum quality of the product’s inspeatiand control. Although milk does not
necessarily have to achieve the highest excellpac@meters, a minimum quality standard is
required for its consumption, which is what thereant legislation is supposed to provide.
However, regulations are flawed and there are notugh inspectors to meet the demand and
inspect all the milk produced in the state.

Frequently, regulations — not only the laws thgutate the sector, but also the laws that
regulate criminal matters — leave out many impdrtates and do not cover situations that
would be fundamental in avoiding problems in théknehain. Moreover, such regulations
require beyond what producers and companies candgrosuch as purity indexes and milk
fats. Regarding the lack of inspectors, it is pgassito argue that, if there were enough
professionals in charge of supervising the milkdpiced in the state — and if the regulation

ensured that all milk had the minimum health regmients — quality differences (in relation to
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purity and percentage of fat, for instance) andseguently, price differences, could be chosen
by the consumer. Therefore, a consistent and ugahailé& regulation, as well as the means to
observe and comply with such laws, is needed faficient functioning of the chain.

Nonetheless, in addition to a problematic regurgtio practice, it is frequently possible
to observe some public servants that work in theise of certain companies and institutions,
rather than working in the service of the publienadstration. This represents a challenging
aspect in the relationship between the public athtnation and the society. In this case, instead
of being a problem regarding Criminal Law, a treohaums difficulty lies in Administrative Law.

The current scenario allows corruption, greed, @ & economic and political interests
of certain entities, typical of developing coungti@ here is a political system, with multiple
interests, that directly and negatively influentes development of the milk chain. The result
is that the entire chain suffers losses, bothrimseof the image of the product sold, and in the
number of sales of the product produced in theestafter all, it was clear that particular
interests are placed before the sustainable deweopof the dairy chain.

To conclude, this is a very distinct sector andstiygplier of the milk is the most important
link in terms of quality. For this reason, it ca@ érgued that a close and friendly, but at the
same time professional relationship, serves as lemnative for companies to surpass
difficulties in the dairy chain. Indeed, working arsolution for the above-mentioned problems
in essential, as milk is one of the only raw maierthat no industry can improve on it: it must

possess quality standards since the first tieettiain.
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APPENDIX A — RESEARCH PROTOCOL

Research protocol - Master's thesis

Research question

How a company manages its relationships
with suppliers in an environment with |a
regulatory institutional void?

Main objective

To describe the relationship between a dairy
company and its suppliers in an environment
of regulatory institutional voids.

Unit of analysis

This study has as unit of analysis the dairy
company relations with its suppliers. For that,
the institutional context was explored |to
understand this relation.

Examined actors

The analysis studied three participants of|the
dairy chain: a dairy processing company
(focal actor), its suppliers and institutions.

Sources of evidence

Interviews, observations, analysis |of

documents, books, websites and reports.

Period, location and institution of data
collection

The data collection occurred in the state of
Rio Grande do Sul, Brazil, between the
months of June to August 2016. Besides
companies and its suppliers, governmental,
normative, regulatory, class, supporting and
associative institutions were examined.

Operating procedure

All interviews were scheduled in advance
and had an estimated length of 1 hour. The
interviews were recorded and later
transcribed. All the interviews were
conducted in person by the researcher to have
a better understanding of the case.

Researcher role

The researcher introduced  himself,
explaining the purpose of the study and
requested formally the consent nd

permission to record the interviews. The
researcher presented the interview script to
the interviewee and let them to talk openly
about the topics. To ensure that all questions
were addressed, a checklist was applied.

Source: Designed by the author (2017).
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Institutions

Company

Suppliers

1) How is the milk chain in Rio Grand
do Sul configured?

2) Who are the main actors of thel) How is the milk chain structured a

chain? Which
regulate/interfere in it?
3) How does the industrializatio
process works?

4) What is the role of your institutio
and what differentiates it from th
others?

5) How does the milk inspection occu
Is there any other body th
regulates/inspects the product?

6) How is your institution's relationshi
with companies and other institutions
7) Is there any link in the chain that
more exposed to the possibility
adulteration of the product? If ye
which one?

8) How do the frauds occur and wh
were its motives?

10) How can your institution and oth
public bodies eliminate/reduce the ri
of frauds?

11) What are the main difficulties face
by the milk chain?

12) Are there any differences betwe
the processes of local compani
cooperatives and multination
enterprises?

13) In order to avoid frauds, a
companies responding positively
this contingency in relation to othg
agents in the chain? How and wh
strategies are used?

14) How do dairy companies relate
their suppliers? Have you notice
changes in this relationship due to t
frauds that occurred?

15) Snowball sampling: Would yo
have any indication regarding oth
important actors in the process th
should be heard?

institutiong

eGeneral Questions Regarding the
Chain

who are its main actors?
2) What are the main difficulties face
nin the milk chain?

3) Are there political and econom
ninterests that affect the chain?

e4) Is the existing legislation adequat
Does Languiru play a role that shoy
“be done by government institutions?
at5) What is the impact of the ne
legislation (Law No. 14,835 fron
p06/01/2016)? Do you believe that
Aill be positive? Will it influence the
iscompetitiveness of the company?
bf6) How does Languiru manage t
5,product quality? Regarding the last fi
years, was there any evolution in t
atompany's processes concerning
milk quality?

ey

skCollaboration

dfollows a cooperative model, how do
the mutual understanding of quali
enesponsibilities occur? Is there

eg;ommon planning?

al8) How do the common decisiorn
occur? Could you talk about th
eevolution of this practice since it wa
ocadopted? What changes occurred?
2r9) What is the impact of commo
aplanning  with  producers an
transporters?

tdl0) How are the prices established?
dhere a differentiated payment? Al
héhere special practices with yo
producers and transporters?

u
eMonitoring

at1) How is the monitoring of produce
and transporters to maintain the qual
standards established by the comp
and by the institutions that govern tl
sector?

12) How was the monitoring prior t
the investigations and how does
occur today?

13) Are there visits by specialists f

evaluation criteria?
14) Are requests made for suppliers
provide licenses and permits?

15) Are there penalties if the milk is o
of quality standards? What happens
supplier does not continually meet t
company standards? What
producers usually do with the mil
rejected by Languiru?

Selection

£B) Have you always provided ft

w6) How are the prices paid by th
N company?

ne3) How is the quality planning, is the

n®) How does Languiru monitor th
theuality issue to see if it fits the desirg

7) Considering that the companmyprocesses? Has the company ever m
esiew demands?
tyl1) How is the assistance from t

1sstart working with Languiru? Has th

periodic evaluation? What are the

1) What are the main difficulties t
carry out the activity?

cooperative?

d3) How is your relationship with th
company?

c4) Is there anything from
cooperative that you dislike?

th

Idanguiru or have you worked fg
another company before?

it7) Is there any penalty if the product
out of the standard of quality? If s
how does it work?

ea common planning?

standards?
10) In the last five years, has there be
an evolution in Languiru's qualit

aompany? Do their staff help you
How frequently, approximately, d
sthey visit your property?

el2) How was the selection process

company made any requirements, g
nformal requirements, such as a pern
da registration or any special license?,
13) How does the Farm Good Practig
Isrogram work? Is there a guidebook
rdollow?

rl4) Does the company help wi
financing, health care, medicing
family education? If so, how does
work?

s15) How does Languiru require you
itgommit to their quality standards?
any

he

it

Dr

to
ut
fa
he
o

rs

16) How is the selection of produce
and transporters? What has chan
after the investigations?

1;ed

o]

@) How being an associate of the
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17) Are there licensing and permittin
requirements for transporters al
producers to supply milk to th
company?

18) How do the formal requiremen
work? Is it required that potentig
suppliers  formally  undertake
commitment to meet the establish
standards?

19) Do experts make prior audits
adequate potential suppliers
company standards?

20) How does the company require t
potential supplier to commit to qualit
goals?

21) Snowball sampling: Would yo
have any indication regarding oth
important actors in the process th
should be heard?

D

IS
al

ed

to
to

o=

at

Questions in Brazilian Portuguese

Instituices

Empresa

Fornecedores

1) Como é configurada a cadeia do le
do RS?

2) Quais sdo o0s principais atores
cadeia e instituicbes que
regulam/interferem?

3) Como funciona o processo
industrializac@o?

4) Qual é o papel da sua instituicédo e
que difere das demais?

5) Como ocorre a inspec¢do do leit
Existe algum outro 6rgdo qu
regulamenta/inspeciona o produto?
6) Como € a relacdo da sua instituig
com as empresas e demais instituicd
7) Algum elo da cadeia estd ma
exposto a possibilidade de adulterag
do produto? Qual?

8) Como ocorrem e quais 0S motiv|
vocé aponta para a existéncia (
fraudes?

10) Como sua instituicdo e outr
organismos publicos pode
reduzir/minimizar o risco de fraude?
11) Quais séo as principais dificuldad
enfrentadas pela cadeia do leite?
12) Ha diferencas entre 0s processos
empresas locais, cooperativas
multinacionais?

13) Para evitar fraudes, ha empre
que respondem positivamente a e
contingéncia em relacdo aos out
agentes da cadeia? Como e qU
estratégias utilizadas?
14) Como os laticinios se relaciond
com seus fornecedores? Tem percel
mudangas na forma de relacioname
em funcéo das fraudes ocorridas?
15) Snowball sampling: Teria algum
indicacdo sobre outros important
atores no processo que podem
ouvidos?

it®uestdes Gerais Sobre a Cadeia

1) Como a cadeia do leite eg
dastruturada, quem s&o os princip
aatores?

2) Quais sao as principais dificuldad
leenfrentadas?

3) Ha interesses politicos e econdmig
ngue afetam a cadeia?
4) A legislagdo existente é adequag
e?A Languiru desempenha um papel
edeveria ser feito por instituicde
governamentais?

ab) Qual o impacto da nova legislac
efei 14.835 de 06/01/2016)? Vo(
iiscredita que serd positiva ou pod
dofluenciar na competitividade d
empresa?
p$) Como a Languiru faz a gestédo
agualidade do produto? Pensando
Gltimos cinco anos, houve algu
DeVolucao nos processos da empresa
mrelacédo a qualidade do leite?
Colaboracdo
e%) Considerando que a empresa se
um modelo cooperativo, COmo ocorre
@atendimento muatuo em relagdo
eesponsabilidades de qualidade?
um planejamento em conjunto?
58 Como ocorrem as decisd
stonjuntas? Poderia falar sobre
osvolugdo desta préatica, desde qual
afei adotada?

9) Qual o impacto da realizacdo de
nplanejamento em conjunto co
igwodutores e transportadores?

existe um pagamento diferenciad

eseus produtores e transportadores?
s&donitoramento
11) Como ocorre 0 monitoramento
produtores e transportadores p

ntb0) Como sédo estabelecidos os preg

aExistem praticas especiais junto g

1) Quais séo as principais dificuldad
tgpara exercer a atividade?

i) Como funciona essa questédo de
um associado a cooperativa?

e8) Como é sua relagdo com a empre

4) Existe algo da cooperativa que n
osgrade?

5) Sempre forneceu para a Languiru
ga trabalhou para outra empresa ant
ué) Como funciona a questao dos pre
spagos pela empresa?

7) Existe alguma penalidade caso|
Aproduto esteja fora do padrdo
équalidade? Se sim, como funciona?
2rd) Como ocorre em relacdo
aqualidade, ha um planejamen
conjunto?
d8) Como a Languiru monitora
agliestdo da qualidade para observa
aesta nos padrbes desejados?
€f) Nos ultimos cinco anos houve u

evolucdo nos processos da Langui

em relacdo a qualidade? A emprg
gebegou a fazer novas exigéncias?

d1) Como é que funciona a questéo
aassisténcia? O pessoal ajuda basta
HEm quanto tempo, mais ou menos, €

visitam?
pd2) Como funcionou o processo e
aelecdo para comegar a trabalhar dom
ndanguiru? A empresa fez alguma

exigéncia, algum requisito formal, uma
rpermissdo, um registro ou alguma
mlicenca especial?

13) Como funciona o programa d
dspas praticas de fazenda? Ha
pPhanual de regras a ser seguido?
0%4) A empresa ajuda no sentido

financiamentos, assisténcia de sall

medicamentos, educagdo para
déamilia? Se sim, como funciona?
ara
ade

es
ser

sa?
ao
ou
S?
oS

de

da
nte?
les

as
m

de
de,

sejam mantidas as normas de qualid
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estabelecidas pela empresa e p
instituicdes que regem o setor?
12) Como ocorria antes
investigagbes e como
atualmente?

13) Ocorrem visitas por especialist
para avaliagdo periodica? Quais
critérios de avaliagdo?

14) Sé&o feitas solicitagbes para
fornecedores providenciarem liceng
e permissfes?
15) Existem penalidades caso o le
esteja fora dos padrdes de qualidade
que ocorre se um forneced

]

ocor

da empresa? O que geralmente
produtores fazem com o leite rejeita
pela Languiru?

Sele¢do

16) Como ocorre a selecdo d
fornecedores? O que modificou apos
investigagbes?

17) Ha exigéncias de licengas
permissfes para que transportadore
produtores fornecam leite para
empresa?

18) Como funcionam o0s requisitq
formais? E requerido que os potenci
fornecedores formalmente
comprometam em satisfazer as norn
estabelecidas?

19) Especialistas fazem auditori
prévias para adequar 0s potenci
fornecedores aos padrées da empre
20) Como a empresa exige que
potencial fornecedor se comprome
com as metas de qualidade?
21) Snowball sampling: Teria algun
indicacdo  sobre  outros  ator
importantes no processo que podem
ouvidos?

q

?0
or
continuamente ndo atender aos padrfes

i
nas
AS

a
sa?

eS

145) Como que a Languiru exige q
VOCés se comprometam com as me
sde qualidade?

te

0s

e

Se
a

S

S

(o]
ta

a

ser

Source: Designed by the author (2016).
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