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ABSTRACT

This research presents an investigation aboutéhisidn-making process regarding Make or
Buy, trying to understand which variables mostugfice this decision to insource some
activities, to outsource others, or to better estema percentage to combine both. The
dependent variable on our research is the beh&wdecssion-making process, measuring the
influence received by cost, quality, and monitorifigying to understand if differences between
these independent variables influence how managekse their decision in the context of
insource or outsource production. In order totteéstmodel empirically, an experiment research
was conducted, on the basis of eight different @ces, which simulate a purchasing decision
situation ranging the variables costs, quality, ar@hitoring of suppliers between High and
Low, to understand the relationship of these cowstrwith the decision-making process of
Brazilian managers. It was performed with a sangfl11 students from the Production
Engineer course at Universidade do Rio dos Siness{tbs). The data was analyzed using
statistical technigue ANOVA. The results demonsttatt managers consider cost variation to
decide about how much to internalize and how moobutsource. They change their choices
when quality is higher in their suppliers than desthe company. They also evaluate manager
capability to control costs over their suppliersddam their process inside the company.
However, they do not change their sourcing decisioa to supplier's monitoring variation,
neither when quality monitoring is considered. Tiksie was already addressed in Hall's study
(2012) conducted in the United States. Thus, wéddddo replicate his in Brazil in order to
check if in a different environment, with other momic, politic, social, and regulatory
situation, the manager will change their decisidtesvertheless, after comparing both studies,
we realize that the same hypothesis was suppantédth studies, what means that even in

another context the same variables are consideredse managers sourcing decision.

Keywords: Decision-making Process; Make or Buy; Outsourcir@@obal Sourcing;

Experiment.
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1 INTRODUCTION

Strategic decisions are being made in differentsramd in different corporations. Some
of them decide to go abroad to find advantagesh@amece competitiveness and start to produce
in other countries and to look for good partnetaér the world. They move upstream and
downstream in their supply chain activities. Thognagers, mainly those of the purchase
department, face the difficult task of developingpliers in different places and sometimes
keeping the production of some products, or agisjtinside the company structure. For this
reason, it is important to understand how these agews develop their strategies, and
consequently how they make their decisions in wtepgoduce and get their inputs, and which
variables are considered to base their choices.

Different researches were already conducted ow#yeto explain what influences and
helps the managers' decision, to improve supplingberformance, and several studies have
also addressed the concept of the decision-makogeps, mainly on the idea of make or buy,
like Buckley and Casson (1976), Arnold (1989), Me(t994), Mantel, Tatikonda and Liao
(2006), Parmigiani (2007), and others. Some of them Coase (1937) theory of Transaction
Cost Economic (TCE) as a way to understand the adeaosts to transact on the market,
showing that, sometimes, these costs were smhflerthose involved in the internalization of
the activities were. Sourcing decisions involve panng the production cost incurred to
produce raw material and products inside the compath the cost of transacting in the market
to purchase from an external source (Williamso@5)9This involves direct and indirect costs.

When companies decide to expand their geograpbmesof suppliers, they open their
process to more opportunities and consequentlgase the complexity of sourcing strategies
(Sodhi, Son, and Tang, 2012). Thus, this global@og strategy refers to the ability to estimate
which product will be produced in which market. Bligr's management is positively related
to the decision to sourcing, selecting, developarg monitoring through the coordination of
supply chain activities (Kotabe, 2009).

Companies began to divide production process ttebeloped in different parts of the
world and start to outsource some process of lmgdymtion. This phenomenon, combined with
the increase in the number of available supplisvarad the world, adopts a strategic approach
to sourcing a goal for several companies, as veelralerstanding how this strategy is being
developed, and which criteria are more relevanplém the correct way to source (Nunes,
Vieira, and Antunes, 2013).
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Thus, the real question is to understand how taowgsupply chain management in a
complex environment, mainly in poor decision-makemyironments, like the Brazilian one
(Levinthal and March 1993). Along this line, to dirout which determinants assist in the
coordination of sourcing governance actions, urmosr resources and infrastructure and
intense competition requires special attention.nidly when related to cost reduction, the
most efficient transaction structure must be adbgiilliamson, 1975), when the best use of
resources is considered, it is important to devaeppr acquiring rare resources (Barney, 1991,
Penrose 1959). Additionally, the decision-makinggess is influenced by the ability to
monitor, quality standards, and costs involved, #rede may influence manager decision to
outsource or to insource.

Nevertheless, considering managers are makingidesifor their companies is also
important to evaluate managers as individuals, vépecific characteristics, with their
experience and path dependence, with knowledgevéhchis way to deal with business and
people, which gives to the decision a behavioraedpective. This behavioral perspective may
influence how these managers will evaluate andidensssues like costs, quality and supplier
and process monitoring, so this decision may baidened behavioral, because each manager
may consider these influences bases on his béhtdatel et al., 2006).

By considering these points as influencing managgndecisions, we developed a
study to understand behavioral decision-makingh@ensourcing area through a pre-defined
scenarios experiment in an attempt to answer thewimg question: How do issues such as
cost, quality, and monitoring of suppliers influengroduction managers on their behavioral
decision-making between make or buy in Brazil cetite

To answer this question several authors visiong wsed, to base our understanding of
decision-making, issues such as: the environmegiobil sourcing in Brazil and the influence
of Transaction Cost Economic (Coase, 1937; Willemd975), Agency Theory (Eisehnhard,
1976), Resource Based View (Penrose, 1959 and Barb@91), Supply Chain Risk
Management, and Institutional Theory (Dimaggio &agvell, 1983).

Some studies were already conducted in the wagdergtand companies and managers
position about global sourcing on other markekg March (1994), Ulrich and Ellison (2005),
Mantel et al. (2006), Parmigiani (2007) and othétewever, our work is motivated by the
empirical work of Hall (2012), conducted in the ta State, which called for more research
on the decision-making process involving other mmnents. This possibility created the
interesting to conduct this research in the Braailcontext, as a replication of his study to

understand if this context creates the necessigotstantly control cost and quality and to



14

monitor all this process being developed insideutside the company. By replication, | mean
to re-do the same study did by David Hall, usirgghme research instrument, procedures, and
analysis.

In Hall's study, an investigation was developedutmlerstand behavioral decision-
making, with 384 members of some Institutes of BuManagement (ISM) to know how they
made their decisions and how they perceived theicistbn, evaluating if personal
characteristics and psychological aspects influgheedecision process, considering cost,
guality, and monitoring as the most influentialightes on decision-making. This was tested
using the Experiment as the method to collect dédavever, he has not explained institutional
influences of different environments in this pracegdecision. Thus, the intention of this study
is to apply this same search on an emergent ecantbrayBrazilian one and compare both
information.

Brazilian market differs in many aspects from tr@tN American environment, which
justifies the application in Brazil, mainly for ezamic, political, institutional, and social issues.
These factors act on how managers deal with issugsas cost of products, quality standards,
and suppliers’ monitoring, as well as our reguhatoites, even in a pharmaceutical context. All
these statements induces respondents in Brazivécagmuch great emphasis on the subject of
monitoring and control. Thus, the mindset of Briarilcreates the need to control everything
that is done. The company who exert the role oftrobrthe process, because there is no
regulatory action by the governments in Brazilttse monitoring emphasis tends to be higher
than in the United States

Considering Brazilian instability, political and @emic imparity, in a poor decision
making environmental, decisions here tend to pr@béions that allow for a higher control and
monitoring over their process, their partners, anoducts supplied, as well as for quality
statements and prices regulation.

Therefore, our intention to replicate Hall's expent is to check whether managers'
decisions vary from one country to another, if th&yper-estimate monitoring abilities
comparing to North American decision makers, takirig account Brazilian administrative,
outsourcing, and control rules differ from the Aman way, as a way to check if the same
influences will be detected on sourcing decisiansat. Therefore, we expect that the variable
monitoring will be very important for Brazilian emenment, considering the constant necessity
all managers face to control and to check if alicpsses and products are being well produced
or well supplied, due to the several gaps in ounitoo and economic system. By applying the

experiment in Brazil, the results obtained may bengared to those found in the USA,
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comparing two different culture behavioral, and @nsequence may enhance scientific
knowledge, comparing multicultural studies (KantawRoediger, and EImes 2006).

This study is justified by the relevance of thibjgat on managers’ decision-making
and it involves a topic widely discussed nowad#ysoutsourcing. In Brazil, this topic receives
a special attention this year, with the projectwiLaf Outsourcing’ being approved in April
2015 by the National Congress. Some rules on tlygeweonduct the outsourcing have changed
and it became more relevant to companies. Nowatlveallows the outsourcing of any activity
of the company, provided that it is focused on ecHf activity. There is no belief that these
new measures will be effective in the Brazilianremmy and its benefits for businesses and
employees of these companies is still unclear. Mdiacause Brazil is far behind compared to
other countries when it comes to outsourcing, aeemtike China, the US and several European
countries, which have more flexible rules than Braz

Based on this assertion, the general objectivaisfdtudy was developed and aims to
verify how issues such as cost, quality, and maoinigoof suppliers influence the behavioral
decision-making process of buying and the prodaati@nagers in Brazil.

The specific objectives of this study include tbladwing:

a) to evaluate the influence of costs, quality and meoimg in the decision-making
process;

b) to verify whether decisions would change due tohHigLow information in the
scenarios of our experiment;

c) to understand the decision-making process on thigaglsourcing scenario, in
Brazil;

d) to replicate Hall's study (2012) in Brazil compayiboth results.

To reach this objective, we carried out an expeniialeresearch based on eight (8)
different scenarios, which simulate a purchasingsien situation in which the participant
assumes the role of purchasing manager of a phautieal company called Alpha Pharma.
This pharmaceutical industry was selected for beinfamiliarized sector, and due to its
representative in the world, so it is easier tocpee the influence of good strategies for
producing medicine as a way to gain competitiveaatiige. Thus, the scenarios developed in
this industry explain an outsourcing situation, rebmg for the managers’ decision. In
situations ranging costs, quality and monitoring,aim to understand the relationship of these

constructs to the decision-making process of Beazinanagers.
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Experimental design is the best method for thigassh because of the necessity to
examine managers' behavior decision-making. linallor a high degree of control over data
collection as well as reduction of extraneous iefices (Hernandez, Basso and Brandéo, 2014).

The practical implications of these results incluble notion that management can
ensure a more rational make-buy decision if thegieustand the biases that influence the
decision and point these biases out to the decisiaker (Mantel et al., 2006). What we will
try to understand is the outcome of the decisian,the decision-making process by itself
(March, 1994).

Therefore, the next chapters will be structuredupport and sustain decision-making
process of these managers to evaluate the inflseygeerated by the variables: cost, quality,
and monitoring, in light of the transaction, cost®nomics (TCE), agency theory, Resources
Based View (RBV), and Institutional Theory. Aftéid literature review, we will explain data
collection in the field with the use of Experimddésign to check how managers base their
decision to outsource or insource production. Thesaitation structure will be Literature
Review, explaining TCE influence on the contexGdbbal Sourcing and Agency Theory and
RBV, and describing the influence of Institutioffddeory and regulation issues. After that, a
brief explanation of the behavioral decision precasd conceptualization of the variables, cost,
guality, and monitoring will be provided, followday our method description, the results
founded in this study. Finally, a comparison betwte results of the American study to the

Brazilian study.
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2 LITERATURE REVIEW

This chapter describes the basis of our theorefremhework, using seminal and
contemporary studies, which present the core cdsagpevant to understand the decision-
making and the influences managers receive fromabias, such as cost, quality, and supplier
monitoring. The Cost Economic approach, Agency Thdeesource Based View, Supply
Chain Risk Management and Institutional Theory weoasidered, plus some regulatory
structure explanation and comparison.

In the first chapter, it will be presented an owew of Hall's thesis (2012), which
formed the basis of this research and led us ticcete it here in Brazil. The main idea of his
study will be described, as well as his hypothedefihition, supported by data analysis, and
those was not supported too. Some of the theony imsinis study are the same used in David
Hall study, and other ones was included into titesdture review as a way to complement the
explanation. After that, we will explain the Braail environment and the difference between
American characteristics in the context of insiitnélization and regulation.

We will then explain the variables that will be dsend his importance to explain our

framework.

2.1DAVID HALL'S STUDY

The idea to check the relationship between coslityuand monitoring in managers
decision-making in the context of production andrsmmg comes from a research already
developed in the United States of America by H20l1@2) on his Doctoral Thesis in 2012. He
uses an experiment as the method to collect hisrmalplata, to evaluate which variables were
more important to influence the decision-makingoess of managers regarding the decision to
make or buy, or even the definition of a good petage to be allocated for domestic production
and purchase in the market. His sample was cotiéaten the Supply Chain Institute Members,
resulting in 304 samples, from 15 different plackthe United Stated.

According to his search, decisions are taken byagers and may be influenced by
several variables. Therefore, he uses a scenasedlyale experiment to control organizational
constraints. Which normally consider lower costsdjresources supplying or produced with

lower risk. Thus, he tried to answer the questidrey do managers choose to satisfy in
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governance decisions? Moreover, what are the bitegsinfluence a manager's sourcing
choice? How does a manager perceive the risks emefits associated with their decision?

To check their answers variability, Hall (2012)psiiates the variable used in his study
based on the literature, where he founded four rgéreategories: cost advantage, most
desirable resources and lowest risk, and bandwagessure. Lowest cost may be the most
efficient transaction structure managers will u¥éilllamson 1985), the most desirable
resources should be acquire by managers (Barndy)_2and lowest risk may be related to
efficiency (lowest transaction costs) and effecie®s (best resources). Therefore, both
efficiency and effectiveness may not be attaindbisks are realized. Nevertheless, achieving
efficiency, effectiveness, or low risks is becommgre complex.

Trying to answer his problem questions, Hall depetbsome hypotheses related to the
variables: cost, quality, monitoring, and Bandwagoessure, as a way to find a positive or
negative relation to the dependent variable, péagenoutsourced. The framework below
describes Hall's hypothesized model for essay 1.

Figure 1. Hall's (2012) Hypothesized model

Abilityto
Meonitor Supplier
Performance

Supplier Cost
Advantage

Percentage
QOutsourced

[

Supplier Quality
Advantage

Control Variables
Employment Characteristics

= Firrn Size

* Industry

Individual Characteristics

* Education

» Gender

* |mpression of Contract Manutacturers

Bandwagon
Pressure

* Years of Sowrcing Experience

Source: Hall (2012).
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In addition, to test this model and these hypothestall (2012) developed eight
different scenarios ranging these variables betweamsn and High. The respondents of his
experiment application received one of these esgkharios and were supposed to answer,
through a pen and paper questionnaire, the best pdaallocate the production of a new drug
called Livero. With these answers in hand, he nsahee statistical tests to be able to evaluate
his hypotheses, supporting those statisticallywegleand rejecting those not strongly perceived
on the respondents’ answers.

The table below summarizes his hypotheses andcetuits that he found:

Table 1- Summary of Hypotheses and Results

HYPOTHESES RESULTS

H3b (Hla): The positive relationship betweerREJECTED - the relationship between supplief’s
supplier quality advantage and the percentagaality advantage and the percentage of outsourcing
outsourced is reduced (increased) when the buyithges not depend on the ability to monitor the
firm’s ability to monitor supplier performance isw | supplier's performance. This may be attributed| to
(High). manager’s overconfidence, assuming that a supgplier’
quality will not change when monitoring is diffi¢ult
means managers do not change their produgtion
allocation due to this variable.

Hlb: Supplier quality advantage (disadvantag§UPPORTED - Managers may increase the

relative to the buying firm has a positive (nega}iy percentage outsourced to suppliers when a contract
influence on the percentage outsourced. manufacturer has some quality advantage, comparing
to when they have not.

Hla (H2a): Supplier cost advantage (disadvantag€JPPORTED - Managers may increase the
relative to the buying firm has a positive (negaliy percentage outsourced to suppliers with gost
influence on the percentage outsourced, cetesidvantage. Simply put, managers outsource more
paribus. when a contract manufacturer has a cost advantage.

H3a (H2b): The positive relationship betweerSUPPORTED- When suppliers have cost advantage
supplier cost advantage and the percentage outsbui@nd ability to monitor the percentage outsourced is
is reduced (increased) when the buying firm’s apiliinfluenced.
to monitor supplier performance is low (high).

H2 (H3): The ability (inability) of the buying firm to REJECTED - This results from manager|s
monitor supplier's performance has a positjveverconfidence on their firm's ability to detect
(negative) influence on the percentage outsourced.supplier malfeasance and overlooking increased
transaction costs resulting from increased risks| |
short, this finding suggests managers will not cjean
their production allocation, and may be complacent,
and suppliers may benefit by pursuing opportunistic
behavior.

H4: Bandwagon pressure has a positive influence S PPORTED - supply chain decisions are
the percentage outsourced, ceteris paribus. influenced by the actions of the competitibhere
is a significant and positive relationship between
bandwagon pressure and percentage outsourced.
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H5a: The relationship between supplier cORREJECTED - Managers are not increasing thgir
advantage and the percentage outsourced is indréasésourcing because cost may not directly influence
when bandwagon pressure increases. on bandwagon pressure.

H5b: The relationship between supplier qualtiREJECTED - Managers, on average, are not
advantage and the percentage outsourced is indr¢asereasing their outsourcing because they raoe
when bandwagon pressure increases. jumping on the bandwagon to increase quality.

Source: Elaborated by the author.

In summary, Hall (2012) finds that cost and qualdgpabilities act to increase
outsourcing. In contrast, difficulty to monitor flrs’ performance has no moderating
influence on supplier's quality advantage. Manageay be overconfident about their ability
to monitor supplier's quality advantage but notititest advantage, mainly because managers
may believe that supplier cost opportunism is jikel occur, different from supplier’s quality
opportunism.

The bandwagon pressure, related to the influenageagea received from the society,
from the market and from their competitors, and thariable are evaluated in Hall's study, with
the aim to check how managers will be influenceeénvthe bandwagon is present and what
exactly changes when it is absent. The author teednderstand if managers’ governance
decisions are influenced by competitor’s actionsalige of social pressures.

The H4 was supported in his study, which confirheg tnanagers may outsource more
when their competitors are outsourcing because gaaare socially influenced to jump on
the outsourcing bandwagon, as a way to confirm #reytaking the correct action. However,
the H5a and H5b were not supported in Hall’s stddys means that when cost advantage is
detected the percentage outsourced does not changethe same happens for quality
advantage.

In our study, this Bandwagon variable was takemftbe analysis due to the lack of
time to evaluate the influence of an additionalatale and due to methodological issues, which
means the need for running sophisticated statisticalysis, such as multi-level regression
analysis. Thus, the Bandwagon theoretical definitias taken from this study. The hypotheses
related to this subject and consequently the aisabyghe questions concern to this variable in
the experiment, which measure this influence ordéwsion-making.

Hall (2012) organized his respondent answers cenisigl their work experience. Thus,
he realized that managers with more sourcing egpee are not so likely to be influenced by
pressure from the bandwagon effect because outagusandwagon may be a psychological
phenomenon instead of an institutional one. Besidesvork experience, he also used other
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control variables, such as employment charactesigfirm size and industry) and individual
characteristics (education, gender, impressioronfract manufacturers and years of sourcing
experience)

Hall (2012) thesis consists of another study, iditawh to the one analyzed in this
research. His second essay, also from 2012 explaftananagers may assess the risks and
benefits of their governance decisions based o thelings. Moreover, this assessment
process may be biased so that risk and benefipemeeived to be negative, not positively,
related. Hall (2012) establishes an important bekwveen psychology and supply chain risk.

Despite this difference, this study follows the sastructure of Hall's study (2012). As
a way to reinforce the theory which based Hall arption of these variables, considered in
this study, it is important to understand TrangactCost Economic, Agency Theory, and
Resource-Based View, as well as risk explanatioexjglain the use of these variables on
sourcing decision and complement with the definitd institutional theory and the regulatory
influence.

Based on this influence of transaction cost econsmie will explain, in the next
chapter, how decision-making is influenced by teation cost on the outsourcing issue, and

so the relevance of these theories to the decisi@king process will be discussed.

2.2 TRANSACTION COST ECONOMICS

Transaction costs can be described as the existdraaditional costs to production
costs, basically generated with managers’ searahitige market, and the cost involved with
negotiation, drafting contracts and requiring ibeocomplied, looking for what is necessary for
the production, whether this process occurs ingidrutside the company (Williamson, 1975).
These assumptions of opportunistic action, staettirough contracts it would be possible to
ensure the correct execution of the establishetthleir elaboration and control also generates
costs, as well as issues related to limitatiorheftuman being, complexity and uncertainty of
the market, which creates an asymmetry of inforome¢Buckley and Casson, 1976).

This frequency, mentioned by Williamson (1985), nieeyinterpreted as how often a
transaction occurs, and may influence how managefs their decision in the supply chain,
in the same way as the asset specificity refetegonvestment that must be made to conduct
the transaction. Uncertainty is associated withoileavioral uncertainty of firms to determine

suppliers’ potential results.
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Transaction costs play an important role in thasiec-making process, since the costs
to transact with the market starts admitting thestexce of additional costs, beyond the
production costs. Distinguishing firms and marketsoordinate the production between them,
evaluating the so-called transaction costs (Cae®&Y).

The Theory of Transaction Costs, as well expl&iiiamson (1975), is grounded by
limited rationality, complexity and uncertainty, pgrtunism, and asset specificity. For
example, producing in a vertical manner, when cangsinternalize some process to their
operational structure, is easier to reach econoafissale and thus increase trading costs, and
implementation of contracts, offsetting domestioduction, with low transaction costs.
However, as previously discussed by Buckley ancs@a$1976), transaction costs act as a
stimulus for the internalization of the various guctive activities. Even considering the costs
involved in this internalization, such as the gmarce of these various processes, adaptation
to a new environment, political and social costgspadministrative costs, it is viable to
internalize at the point that these internal castésgreater than the costs of transacting with the
market (Bukh, Klausen, Mimbaeva, Mols and Poul2éii4).

Therefore, the transaction costs serve as oneeobélst drivers to assist in decision-
making between make or buy, or what and how mugbraduce or buy (Parmigiani, 2007).
Thus, the struggle for cost savings becomes cohgisiecially when it comes to the intangible,
non-accounting, or trading costs (Coase, 1937).cbsts of transacting with the market induce
many companies to work in a hierarchy (Williamst876; Buckley and Casson, 1976), and
this process can reduce costs or enhance diffatiemj depending on the company and the
activity involved. However, the firm’s entryway ¢ine market is not trivial, it requires efforts
that incur costs, and to stimulate this growth dsifecation of the segment is proposed its
maintenance for market expansion (Ulrich and Efjs2005).

Most explanations or decision-making tools stastrfrthe assumption that the Theory
of Transaction Costs is the answer to manager$l@nws because it is feasible for managers
to justify their decision based on costs, or on lexpensive may a purchase offer be, before
evaluating the benefits involved in this sourcitategy. These benefits may be perceived
when comparing options and different markets srage(Fine and Whitney, 1999).

However, managers may also detect suppliers’ prog] discrepant intentions between
buyer and supplier, and the consequent opportarastion of an agent or a principal, as well
explained in the Agency Theory of Eisenhard (19%®ntrolled by the use of contracts

(Williamson 1975), or in the view of firms capabjli(Teece, 1986), based on the idea of
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competitive strategies (Porter, 1985). With thatmmd, we will improve the definition of
Agency Theory in the next chapter.

2.3 AGENCY THEORY

Agency Theory is originated when economists redleeexistence of some divergent
points of view, and interest among parts and comega@lensen and Meckling, 1976;
Eisenhardt, 1989; Mills, 1990), and the conseqeemphasis on conflicts between them. This
metaphor of contracts is used to describe theagarship problems, highlighting the conflicts
between principal and contract objectives (Whipghel Roh, 2010). Similarly information
asymmetry and trust start to worry, since wrongadgenerate misinterpretations, and
consequently, decisions that are not accordin@topanies’ objective (Zu and Kaynak, 2012;
Steven, Dong and Corsi, 2014).

In the terminology of agency theory, the precediisgussion describes the difficulty
that a principal (the buyer) faces in ascertaitiggcharacteristics and behaviors of a particular
agent (the external supplier or the firm). When atgrs make their decision, it is important to
evaluate and control this relationship, mainly whHems tend to use a plural governance
approach, using one “agent” to manage another (dukaynak, 2012). However, a plural
form approach needs to focus on reducing inébion asymmetry in relation to other
types of agent (Heide, 2003).

The way companies used to be controlled, centrglippwer in just one person, is now
being substituted by professional administratasadcicting firms to their owners (Eisenhardt,
1989), as a compensation, those hired adminisgiaboragents as they are commonly called,
receive a remuneration from their bosses, or graicto execute some activities on their own
(Jensen and Meckling, 1976). The relationship desdrabove could be called an agency
relationship when this principal contracts an agewt delegate him authority to make decisions
(Mills, 1990; Whipple and Roh, 2010; Zu and Kayn2@1?2).

To keep agents’ attitudes on the same way of graitdnterests, it is necessary to
continuously instigate agent as a way to close patis’ goals (Whipple and Roh, 2010). A
good alternative is to compensate the agent baséis@erformance, or with commission, as
Eisenhardt (1989) suggests. This brings, as a qaesee, a rise in prices of products and
services, when considered in buyer/supplier ratatigp, for example, which needs special
attention due to the responsibility to contractigess and services providers, to supply the
whole firm (Whipple and Roh, 2010; Zu e Kaynak, 20%teven et al., 2014).
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According to Eisenhardt (1989), the biggest chaiéecompanies may develop is to
have an optimal contract, which considers behaVviaspects and expected results for both
parties, giving to the agent the obligation to prleva service, which in turn receives decision-
making powers to maximize the return on the priakiBy contrast, contracts are not supposed
to determine the consistency of all parties’ oby&s, but the metrics set out to produce results
since the contracts alone cannot be consideredrasotmechanisms (Zu e Kaynak, 2012). To
avoid these conflicts, some costs may incur as \ teanitigate opportunistic action with
monitoring, to restrict agent’s action, and to pobtthe principal, to prevent residual losses
arising from the divergences of the decisions tadkgithe agent, to improve agent/principal
relationship, developing good contracts thus priogidcost savings with agency problems
(Jesen and Mecklin, 1976).

Nevertheless, in some cases agreements are nottonegduce their costs, or by
prioritizing partnerships with other companies (®te et al., 2014). Sometimes, companies
trust more in internalized process to protect tredves from these opportunistic attitudes.
However, to do that, companies must have some apesources and capabilities, and this
topic is widely discussed in Barney's (1991) appinohased on the Resources-Based View,

which will be discussed in the next chapter.

2.4 RESOURCE-BASED VIEW

The growing demands of the global market and irtemarket competition have
influenced many companies to concentrate theirteffo those activities they excel in while
outsourcing other activities. This, added to aificgmt volume of purchases from foreign
suppliers, has increased the dependence of buying én the capabilities and performance of
their supplier's base (Verma and Pullman, 1998).

Following this line, it is acceptable to say th@afguarantee success in this international
sourcing, it is important to have suppliers withporntant, specific, and rare resources, mainly
when these resources are different from comparessurces (Verma and Pullman, 1998).

Thus, the Resource Based View (RBV) of the firmcdégs how managers identify,
acquire, or build resources (Barney, 1991). It glsposes organizations with unique and non-
transferable resources and capabilities to imptbea competitiveness (Barney, 2012) since
these resources are the firm’s assets and areddtabrganizational structure (Penrose, 1949).

Thereby, different from previous studies that foars external influence to gain

competitive advantagéhe Resource Based View emphasizes both the eapitsuperior gains
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from internal skills and the external reach effemtiess (Horn, Scheffler, and Schj&2014).
Different strategic and productive resources wéngrate different results in the market,
assuming that, to obtain competitive advantages, riecessary to identify the activities that
add value and those that damage the processalkdsnecessary to consider which resources
are available to achieve this advantage and whiemacessary to be sourced in the market
(Ulrisch and Ellison, 2005).

Barney (2001) suggests that resources, dynamidiiies, and knowledge are closely
interlinked. Companies spend effort and time toellgy some specific resources, and when
they are not feasibleompanies should go to the market to make theusestf their suppliers’
resources (Peng 2001).

Based on that, the concept of RBV influences the wamnagers perceive their
resources, which they consider important to gampmetitive advantage, and the sourcing of
these resources globally, when internally unaviel@derma and Pullman, 1998). Therefore,
the manager will value the resources that are ceaf competitive advantages and will look
for them in the market (Lopes, Hoelmen, and Boét,23.

Thus, companies’ success comes from resourcespatiitities they control, especially
those valuable, rare, imperfectly imitable, andsudistitutable (Barney, 2001). These resources
and capabilities are viewed as both tangible amahgible assets, including a firm’s skills
management, processes, and routines organizatidrtha information and knowledge control
(Lahiri, Ben and Mukherje€012). RBV suggests that ability to attain higherfprmance is
determined by the nature of strategic resourcesgssed and utilized by firms (Barney, 1991).

As a way to help managers on decision-making, RBygests that the choice between
internal production and external suppliers depeowlswho possesses superior production
capabilities and resources (Barney, 1991; VermaParichan, 1998). Therefore, the manager's
ability to identify the best combination of inteln@nd external resources to increase the
effectiveness of the company can also be considasean important skill, and as suem
indispensable resource for the performance ofrtegtution (Peng, 2001).

There are some programs to develop suppliers’ ressuas a way to transfer
knowledge, capabilities, and resources from théoooesr to the supplier, and from them to the
firm (Krause, Pagell, and Krukovic, 2001). Henaentake it more effective, it is important to
conduct it in a process-oriented way, to build telgees that guarantee permanent
improvements (Lopes et al., 2012).

Additionally, when companies decide to go to thekegto get or to transfer knowledge,

as a way to improve their resource, they must bereawf the relevance this process has to the
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development of new capabilities (Laletial.,2012). The knowledge acquired through external
relationships or networking is relevant. Thus, digop with high learning intent would be more
proactive to knowledge acquisition and put moreretb internalize the knowledge transferred
by customers. Moreover, this ability of a firm tdilime external knowledge allows the
development of absorptive capacity, a dynamic ciéipathat has been extended from the firm
to the internal process (Lopes et al., 2012). Tithsemic capabilities can be a source of
competitive advantage if they are applied faster lagtter than their competitors are.

Thus, it is important to understand that, to midleecorrect decision, managers need to
have correct information about their process aratesjy, about their suppliers’ capabilities and
resources to choose the option, which offers tls &&t of resources, with greater possibility
to improve competitive advantage. Based on thatyivexplain how the impact of managers’

understanding and characteristic influences thegpgion of risk in the supply chain.

2.5 SUPPLY CHAIN RISK MANAGEMENT

A supply chain base is frequently summarized asigugrms managing their suppliers
on a supply base, engaged to achieve competitisgpaschasing goods, and services from a
group of suppliers controlling its activities (Cramd Krause, 2006). In other words, the more
the company decides to buy instead of making, tbeerdependent it is on the supply base,
which increases the importance of supply base neameagt (Choi and Krause, 2006).

This management is normally associated to costciedu However, to meet this
objective most supply chains became more complexgnsostly, and consequently more
vulnerable, increasing risk exposure (Soethal.,2012). These risks are associated with the
disruption of the normal flow of goods or servigeshe supply chain or not meeting the target
rate. In addition, they may have negative effecatsion performance, and on potential loss or
hazards (Ellis, Henry, and Schockley, 2010). Acowydo Zsidisin (2003) and Heckmamh
al. (2015), supply risk exists when a company cannot ie# objective or their customers’
demand or create negative events related to thidtré-or the buying company risks refer to
the possibility of a decrease in the company’sitggind flexibility and increase in the cost
(Heckmann, Comes, and Nickel, 2015).

To manage those risks becomes essential to fastiperthem as a way to guide the
adoption of correct business strategy, and conseglgudecision-making regarding purchase
and information search (Ellet al.,2010). When company understands and perceivestrisk

easier to create strategies to mitigate them, raduthe likelihood of a particular risk
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occurrence and reducing its potential impact exposuoccurrence (Zsidisin, 2003). However,
when firms cannot prevent risk they need to resppridkly when they realize, to contain the
damages, so the faster companies answer to risksetree lower would be the consequences
(Sodhiet al.,2012).

The increasing of system complexity let companig®eed to more risks, mainly when
associated with a weak perception of risks, dueadket situational factors (Ellis et al., 2010).
These environmental influences are created fromni@ogical uncertainty, market thinness,
item customization, and item importance (Ellis & @010). Moreover, complexity and
uncertainty are also related to the number of seppin the supply base, to the degree of
differentiation among these suppliers, and to theraction of these suppliers, affecting the
buying company competitivenedsie to the increasing supply risks (Choi and Kra886).

Similarly, those uncertain events may be create@rbyronmental risk sources, risk
network sources, and organizational risk sourcesllfBet al., 2012). Other dimensions of
supply chain risk can be summarized as: (1) inbaupply (2) information flow (3) financial
flow (4) security of firm’s internal information sgsh (5) relationship with partners, and (6)
corporate social responsibility (Zsidisin, 2003).

To manage this situation of supply chain risk, camgs are supposed to first identify
risk, evaluate potential risks involved in specpiojects or situations, and find alternatives to
mitigate them and responsiveness to risk incidevitsch can be from natural incidents or by
supply-demand uncertainty (Sod#tial.,2012). But the primary goal is to keep unintereapt
flow of material and service to the base, whicleetfidirectly decision-making process and the
sourcing of supply (Ellis et al., 2010), as a waathieve efficiency and effectiveness, even in
adverse condition with minimal resource spendingcltinann et al., 2015).

Making well-informed decision requires risk anasysind controlling. When some
perception of loss or probability of risk is detsttit is important to find a safety position to
keep good/service providing unaffected. It meard #iter decision-making, risk should be
managed to reach companies’ objectives (Heckn2@id5).

Uncertainty scenarios must be monitored in orddse&p products or service quality at
good prices. This monitoring is even important op@iers’ performance, and consequently it
affects manager perception of value and, on damdheir decision-making (Heckmaret,al.
2015).

Considering our goal to understand the processoafcgg decision-making, risk
management plays an important role in the seleetr@hdefinition of the supplier base, since

the number of partners is directly linked to thegass level of risk. Therefore, for some
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managers, risk becomes more moderated with fewengra involved, but the decision to
reduce the number of suppliers may increase themdigmce on them and reduce supplier
responsiveness, whereas more suppliers are usisabciated to more competitive pressures
(Choi and Krause, 2006).

Supply Chain design involves several strategicsi@as; the most important lie on how
to choose and develop supplier, how to organizentieefaces on global sourcing, and how to
integrate it with the manufacturing system. Normpalupply chain creates a network of
suppliers, distributors and consumers, and consgigughe relation between buying
organizations and its suppliers.

After the comprehension of the variables manageosild use to evaluate the options
to make their decisions, we realize the need t@ mawre explanations about the institutional
influence for managers. Therefore, besides thasarigs used by , we include the institutional
theory in our theoretical definition, to understamalv companies or environment structures
influence the way decisions are made, and consdgueEmpanies’ relationship between firm
and society (Dimaggio and Powel, 1983). Moreovertte pharmaceutical sector is under
analysis on the scenarios of the experiments, imortant to understand how regulatory
statements differentiate Brazilian and Americanimmment. Some of these differences are
perceived on issues like politics, economy, andstiaal situation.

2.6 INSTITUTIONALIZATION AND REGULATION

The institutional theory is included in this dids¢ion as a way to complement Hall's
thesis (2012), mainly as a way to contrast howirisgtutions in American environment are
different from the Brazilian one, and how thesdedd@nces may influence some decisions,
including the context of make or buy.

Institutional Theory can be explained as the ommtion of political and social
environment through institutions, which dictatekesuand imposes standards of conduct as a
way to organize and standardize certain initiatifresn civil society (March and Shapira,
1987). In addition, has the purpose of organizimgjviduals’ activities in a society whose
organizational standards are defined from some @eemt problems, common in any society
(Emmendoerfer and Silva, 2009).

Institutional environment consists of: (a) the 8tatinderstood as constitutional
structure, bureaucratic organizations and deciprocesses in the context of political power

structures; (b) the Government, with regard to turi®n of sovereign power rules and, for
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governments replacing; (c) institutions of formalipcal structure, which gives the format of
each society (Hall and Taylor, 1996). Consequembfitical power changes over time and
space, influencing the decision-making processwveal spheres, this helps to understand how
decisions are taken. Thus, it can be said that aorep adapt themselves to attend the demands
of the external environment. Therefore, insteadewking differentiation, there is a tendency
to the homogenization, motivated by the environnremthich they operate, leading companies
to seek an institutional legitimacy (DiMaggio anowll, 1983).

This institutional theory definition can evolve takds the Neoinstitutionalism, which
explains that the interaction of people in socaty not random, but standardized with actions
based on institutional norms, through moral or dbgn models which base people’'s
interpretation acting as an individual guidelinewhich their actions are built as reference to
institutional norms (Hall and Taylor, 1996; Emmeeader and Silva, 2009).

According to Hall and Taylor (1996), it is also pilde to associate the Institutional
Theory to the economic study of Williamson (198&yarding the influence of institutions,
regarding the rules and efforts, to reduce trammacbosts, and according to Eisenhardt (1989)
the actions of regulatory agencies within an in§tnal environment. In this context, there is
also the influence of the trajectory and experiesfoeach industry and the way they deal with
the environment in which they live (Emmendoerfed &ilva, 2009). Institutions interact in a
broader socio-economic context in which much obfigration is not permanent, and must be
reconfigured if social changes and companies’ e&pees will dictate how these changes will
influence them and consequently how to deal withridecisions (Emmendoerfer and Silva,
2009). This has a strong influence on how manag#rstructure their decisions on strategic
issues, such as the make or buy, and their wildsgnto risk situations, their monitoring
capability, or even the relevance that issues asatost and quality have on their companies.

The historical and social contexts have the prgptatestablish opportunities and
motivate society in different ways. Therefore, saactive forces produce different results
depending on the place or context to which theprogl(Hall and Taylor, 1996). This may
justify different actions by decision-makers forifgeinserted in different environments, or
different countries, which depends on institutisash as state, government, nation, or society,
which configure a specific process over time aratep

However, to have superior economic performances iéssential to have efficient
institutions, because environments with less effiti institutional setups have higher
transaction costs since they are not efficientwargnteeing contract enforcement (Schrammel,

2013). This situation is perceived when comparihgrmaceutical regulations in the United
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States of America to the regulations in Brazil:fmend some institutional voids or less efficient
institutional setups. These institutional voids da described as the lack of institutional
facilities or regulations supporting markets ecogipnor the absence of specialized
intermediaries in the institutional environment faxilitate their transaction and become
necessary with the increasing complexity of a @aten. When these intermediaries are
missing, they normally fail to accomplish the relpected from them (Schrammel, 2013).

We can also find situations where the institut®miplace but not properly functioning,
this may happen due to information problems, alyedescribed in the Transaction Cost
definition or even in the principal-agent-relatid@Ehrammel, 2013).

When we consider the differences between Brazikéraarging country, and the United
States, we find numerous factors that make thisveglt to be replicated, like economic,
political, and social differences in Brazil, esgédlgi in the operation of regulatory frameworks
(Santos, 2009). These regulatory aspects are iamotd understanding the differences of
controlling and monitoring some activities, in aduh to the roles and regulations that each
segment suffers. Although the regulation represantsajor institutional innovation, even in
Brazil, in a context of institutional heterogeneitrganizational models, and complexity of
regulatory instruments making evident the need ifra-governmental coordination and
improved regulatory quality (Peci, 2011).

Brazilian regulatory agencies were developed bastg independent North American
model, with some characteristics of the Europeadehand is influenced by the regulatory
institution of our federal govern (Santos, 2009)s Idescribed by the economic conception of
regulation, and it is related to the state's rblenges, due to privatization processes of the 1990s
in Brazil, a reform with economic, political, angstitutional consequences. Although they have
different goals, Brazilian agencies have a highree@f dependence of the ministries, which
are responsible for formulating regulatory policies

The Brazilian bureaucratic context is characteripedielegating regulatory powers to
independent regulatory agencies, similar to thecoi@ext. However, unlike the US context,
the idea of independence is a new concept in theilgan institutional framework, traditionally
dominated by the executive at the expense of qbwers. Guidance for efficiency remains a
secondary objective in a context predominantly lisge, with many differences between
independent agencies, regarding degree of autoraepgnding on the institution (Peci, 2011).

The diversity of the Brazilian context is relatedthe dynamics of public policies, to
regulatory process highly fragmented, resultingthe absence of a consistent regulatory

"system.” On the other hand, ministries workingedity with agencies are considered weak in
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terms of organizational capacity and policy-makiRgci, 2011). Therefore, the modernization
of the regulatory structural is essential to inseethe efficiency of national economies, their
competitiveness, and changes adaptation. The teguktate has as its fundamental principles:
decentralization, privatization, and delegatioroaotmously, seeking the strengthening of the
state to be effective in its regulatory action (&and Ribeiro, 2002).

Regulation can promote competitive markets to guaes consumers rights and
stimulate private, domestic and foreign investmenursue quality of services at the lowest
possible cost, ensure the adequate remunerationve$tments, resolve conflicts between
consumers, and prevent the abuse of economic goyaublic service providers (Peci, 2011).
To do this, the agency must have decisional autgreomd independence, publicity of relevant
standards when regulated department, proceduresegadting, with simplification of the
relationship between the regulator and consumerscdrysumers and investors in the
standardization process at public hearings witlitdicdhstate intervention (Farias and Ribeiro,
2002).

Differently from the American regulation, which afgased on Administrative
Procedures Acts, Brazilian regulation has an alesendradition of a National Congress in
control of outcomes and evaluation of the institodil performance of public, lack of autonomy
and political control, and this distances our dtricee from the American mode (Farias and
Ribeiro, 2002).

These differences are emphasized when comparintgrehit sectors like the
pharmaceutics. The pharmaceutical industry throughis history showed a rapid innovation,
growing around 8.1% annually, introducing new drugs improving products, due to
technological innovation, high investments in reskeand development and broad support of
the international intellectual property system asighificant spending on marketing and
advertising (Santos and Ferreira, 2012). Regulaaino guarantee a more efficient allocation
of national resources, submitting pharmaceuticarketato the government regulation,
controlled by Agéncia Nacional de Vigilancia San#a§d ANVISA), which controls all areas
related to people health and is linked to the Hidsllinister (Santos and Ferreira, 2012).

The global pharmaceutical market grew by 40.7% f&9@6 to 2011, an increase of a
little over $ 247 billion dollars over five year§he United States is the world's largest
pharmaceutical market reaching 312.2 billion dslléllowed by Japan and Germany. Brazil
was the eighth largest world market in 2010 to $ 2#llion (Santos and Ferreira, 2012).

The Brazilian pharmaceutical market was for a lailge dominated by big

multinational industries and is considered monaialior oligopolistic, since the companies
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are based in the United States and Europe withdiahies present in many countries, creating
a very low innovation tax in Brazil, once it is doan their base structure. However, in recent
years there have been important changes, sucle asptementation of the Patent law and the
law of Generic medicines (Santos and Ferreira, 2012

Therefore, the decision in this environment mayi&ée to some government approval,
and may be different in both countries. After thédssories explanation, we can describe his
influence on Global Sourcing context, and consetiyém better allocate the decision-making
process in this environment We will also be ablddscribe our theoretical framework to collect

our data.

2.7 GLOBALSOURCING

Firms’ structure is normally based on market analgensidering price influence, in
several economic organizations, on a strict busir@s/ironment (Richardson, 1972). The
relationships between firms and markets are noymmadt clear about co-ordination within a
capitalist economy. Thus, the market and the prizdiiens produces explain how firms will
handle it inside or in the market, and to do th& necessary to use appropriated companies
capabilities, knowledge, skills, and experienca¢Fand Whitney, 1999; Agrawal, Meyer and
Wassenhove, 2014).

The way companies relate to market changes, suppdied distributors has changed in
last years, and as a way to use the best resoarr@epabilities each part has to reduce costs,
exposure, for companies to take effective decisifomding alternatives to improve process and
guality to guarantee less risk (Richardson, 19TR)s process refers to the choice made by
companies through a set of activities developediwithe company, managing global
opportunities identification (Nunes et al., 2013).

Those global opportunities refer the possibilityegpanding the boundaries of purchase
businesses, by adopting partners in different pdrtise world (Mantel et al., 2006). With this,
evolution the global search for suppliers or maawfang partners also starts to happen
globally, this Global Sourcing is described as strategic orientation of companies to seek
supplier all over the world, where managers orgarsapply structures in heterogeneous
environments (Arnold, 1989). This structure may Io@tconfused with international purchase
that refers to the simple purchase of goods froppksers located overseas, not involving

international business units (Kotabe, 2009).
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In this global search context, the main gain isgbesibility to mix the features and
benefits of partners around the world, using wiaahepart or country has to offer with internal
skills of the company (Kotabe and Murray, 2004)this scenario, an appropriate governance
is necessary to identify the strengths and wealksess$ the treatments of purchase and
production, to take appropriate decisions. Witls thve seek to identify which factors most
affect these decision makers to understand hovstoluite properly a percentage of production
to be developed in-house and other externally (Rgami, 2007). These decision-makers
should develop a Global Sourcing strategy, manatpggstical issues of development and
production, with the maintenance of the intrinsapabilities of the company and suppliers
skills (Kotable and Murray, 2004).

Few studies have investigated the behavioral infltego the decision makers (Mantel,
2006; Hall, 2012). These studies reveal a changieeinvay sourcing decision is made, taking
into consideration the managers’ experience, benaand influence to the company strategy.

The combination of insourcing and outsourcing pobidun is the best option when the
lack of some resources is realized by companiesa{@g et al.,2014). They will use the ability
and competences of the market to search for mst¢oiattend the companies’ need, and will
depend on their supplier to keep firm working, ime tother hand will outsource the
responsibility to keep improving process with mkn®ewledge to produce even better with a
low cost (Redmer, 2014).

When the firm decides to act combining the purclaas® production simultaneously,
and more cautious management is required, stregsnthallenge of monitoring suppliers and
produce efficiently to improve the process as ale/i@armigiani, 2007). From this part up to
a new challenge, managers seek to understand haW afiuhe process will be produced and
how much will be bought (Puranam, Gulati, and Biadtarya, 2013). So performance acquired
in one strategy can be used as a standard for onmgjtor control the other, since the market
share helps to discipline and lead to domesticyrtion (Parmigiani, 2007).

With that, governance should be conducted straa#giprioritizing the coordinated
relationship between buyers and suppliers to mongerformance and promote their
development, so that they can produce and deliost-effectively to minimize risk
opportunism (Heide, Kumar, and Wathne, 2014). Tdapability will vary according to
companies’ resources and the way managers orgdnuge resources. Companies’ efforts are
concentrated on those activities at which their petitors are not good. In other words, they
underling their rare and unigue resource as a wactjuire competitive advantage (Barney,
1991).
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The governance of this global sourcing impactshenway managers perceive the costs
involved in the process, and how they considerityuaf products or services, quality of
partners and suppliers, and the importance givéhe@bility to monitor such factors, besides
the influence of actions taken by its competitord partners (Kotabe and Murray, 2004). These
managers will have to know the resources and chiyadach part has, to make their decision
and check which costs will be generated, and hdes/thley will be to monitor it.

So the decision-making process is present on diftesireas, but our focus is on make
or buy decisions, or on the use of plural sour¢kige and Whitney 1996; Horn et al., 2014).
Thus, the make or buy decision will influence compa’ competitive advantage. They will
base their decision on the option offering low nfi@tion asymmetry or high knowledge about
technology or production, or even to reduce cosb anstigate competition between suppliers,
to improve their performance, charring externaleseeonomy variability, responsibility for
fluctuations in demand, instant access to capisilénd decreased investment required (Ulrich
and Ellison, 2005; Parmigiani, 2007). Understandihig process helps managers on the
sourcing decision-making, when facing those tradissconnected to the objectives that supply
chain management face, even when the decisioncafifibine better both options (Arnold,
1989).

This ability to seek the best partnerships to dgvehputs, raw materials, or services,
can be seen as a strategic resource for many caespand should be developed by those who
depend on the market (Agrawal et al., 2014). Deguialp a close relationship with suppliers
might contribute to improving the purchase experés a way to add value to manager’'s
knowledge and negotiation skills and consequentjueénce costs involved. By sharing
information with suppliers is possible to reducecemainties, particularly those linked to
market demand forecasts, and to improve produattsires (Ulrich and Ellison, 2005).

This dependence on suppliers may bring some adyesitanked to the need of lower
organizational coordination and leaner governatrcetsire, risk outsourcing and lower capital
investment. However, it will consequently bring Ewvoperational flexibility, less development
of productive capabilities, or involvement with theocess and, therefore, less autonomy or
control (Redmer, 2014). On the other hand, it nexpua more assiduous control of suppliers
and monitoring by buyers, a deeper market knowledded effective partners able to develop
and provide products or services according to &sela and demands of the purchasing industry
(Fine and Whitney 1996).



35

2.8 CONCEPTUAL MODEL — BEHAVIORAL DECISION

Decisions in the business environmental are ustaklgn based on firm's strategies in
the political and economic scenario, in social aaltural influences, and based on the action
of its competitors and the needs of its customEng means that the decisions are important
in all areas of the company and need to be caye$tlidied. Nevertheless, our focus in this
research will be the decision-making process oferakbuy, regarding the supply area of the
company. On this scenario, when considering the tmaoutsource or insource, companies
could consider the effective allocation of resosr(®arney, 1991) by outsourcing non-core
activities, and by focusing their operational eflfoand capacity in core competencies: skills,
knowledge, and technologies that a company mus teainsource and to compete effectively
(Mantel et al., 2006). Outsourcing occurs when $ifmand over their value chain activities to
foreign, independent providers (Lahiri et al., 2012

However, it is not just firms that takes decisidms tprocess is driven by human,
employees like managers, purchasers, directorstloersy and their ability to capture
information, rate them and process them also inffeecompanies decision and make them
more behavioral (Coase, 1937; Penrose, 1959; \Widlan, 1975). It is coherent to consider
these decisions as behavioral, to the operatioméderbuy context (Mantedt al., 2006). In
addition, thereby humans tend to be influenced iyirenmental changes, by their path-
dependency, number of alternatives available, fmessure, knowledge, risk aversion, and
their capability to evaluate costs and quality emcbrrectly monitor the manufacturing process,
both internally and in its suppliers (Man&lal.,2006).

These decision makers select alternatives thatmmzagitheir utility, satisfying solution.
However, due to individual limited cognitive capétes and incomplete information,
alternatives selected will not maximize the induatls utility, but will be better than other
solutions within reach (March, 1994). Managers tendhoose an obvious solution based on
existing structures and to obey rules which enti#en to find an agreement between a certain
situation and their socially defined identitiesingal from past experiences (March, 1994).

What leads a person to take such decisions? Whitdskome standards be considered?
What do they tend to avoid or look for, or whattdey expect to do? Some people consider the
consequences of each decision before making theices, as an ability to anticipate the future,
as well as the logic of propriety in terms of tkarhing process and ability to develop useful

identities (March, 1994). Sometimes, due to limitesburces, not all actions can be completed,
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so humans try to meet their subjective desirecomaistent way, considering human coherency
(Mantelet al.,2006).

What we try to understand is the outcome of thestmt, not the decision-making
process by itself (March, 1994), because some fbtiglieve in Rational Choice as being the
correct way to make decisions. However, our maip@se is to understand the make or buy
decision process managers are facing, accordindatatel et al. (2006) these decisions are
related to three main factors: perception of supisly or “strategic vulnerability,” the degree
of core competency, about the product and the fiitynaf the information about supply
alternatives. However, our focus will be on costalgy and monitor influences the decision
making, while considering that these factors infleeethe decision-making process, managers
can ensure a more assertive and rational decisiamly if they understand the biases that
influence the decision and point these biases dietdecision makers (Manted al.,2006).

With that, decision makers tend to consider casislved in the process. Thus, it is
important to understand the notion of Transactiost@&conomics (Coase, 1937; Williamson,
1985), considering agent opportunism and the prldietween Principal and Agent, as on the
Agency Theory (Jensen and Meckling, 1976; Eisertha@89), and the idea of resources and
capabilities firms have or do not have to comparié market (Penrose, 1949; Barney, 1991,
Teece, Pisano and Shuen, 1997).

To summarize the objective of this research, weslbgva framework with the intent to

evaluate how the constructs quality, cost, and toang, in fact, influence the decision-

making.
Figure 1: Hypothesized Model — Source
Monitoring
H3 +
Hib | H2b+
’ Quality } Global Sourcing
Behavioral Decision
H?2a + Hla+
[ Cost Percentage Outsourced

Source: Elaborated by the author.
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This framework describes the three variables wé ataterve during the experiment.
The intention is to understand if the quality odghucts or service will influence the decision to
outsource or insource, or if both, choosing betwekat and how much to make or buy. The
same for cost advantage or even between costeddlatdeveloping the product inside or to
search for good suppliers abroad and the transactst involved in this process. The ability
or the capacity to correctly monitor the processde the company or quality and costs on
supplier’s plant is also an important factor in tbke of decision-making.

Based on that, we will discuss in the next subdraghe importance of these constructs
and their effect on the decision-making. Hence, ribgt chapters will describe how these
characteristics are perceived by managers, howadffegt the companies’ strategy, and how

the decision process depends on these constructs.

2.8.1 Quiality

With the growing of Supply Chain Management, disaug quality issues became more
important, mainly on operations management, whodu$es on process and products control
and improvement, aiming to reduce costs (Fosted]itwand Ogden, 2011). Similarly, the
need to control the quality of purchases and theppliers’ quality, reinforce the need to
understand how managers control it, and what ecetffely prioritized by them. Even more in
the pharmaceutical area where quality control grilte people health and the problem of not
controlling it originate collateral effects that ynafluence the firm structure significantly.

Quality is stated to be the most important driveha&f sourcing decision, nevertheless
when comparing to cost, monitoring and other factaem to be more influential (Foster et al.,
2011). Managers will normally feel they make therect decision, when choosing the option
of make or buy, which provides a high quality, witigher benefits, with a superior quality
involved, and with good partner, and will procureue to lower risk involved (Chen, Paulraj
and Lado, 2004).

This quality searching asks for monitoring to eestustomers will receive exactly what
they expect to receive, and to control this quality necessary to spend some time and money
to prevent quality problems, such as inspectionteaiding people to produce according to the
pre-defined parameters (Kaya and Ozer, 2009). Tihgst of control quality daily sometimes
provides an argument to managers decide aboutricespuoduction (Gray, Roth, and Tomlin,
2009). The need to understand quality parametatdaamprove it induce buyers to be more

carefully in suppliers searching, choosing for thegen more committed to delivering superior
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quality standards, with conformance quality, comsisdelivery, and prompt response (Foster
et al., 2011).

Thus, Kaya and Ozer (2009) summarize the concegpiafty as customer satisfaction,
where they normally prefer to have more, lookingftmctioning and physical characteristics
of products. It is also acceptable to say thatgh fprobability of non-defective items creates
the likelihood to have good quality. When it is pide to measure or to define correctly quality
parameters in a manufacturing contract, the compalhgot lose efficiency due to outsourcing
(Kaya and Ozer, 2009). Consequently, it influenoesmagers’ decision-making, because they
will feel comfortable to estimate a bigger perceetdo outsource production (Gray et al.,
2009).

However, when high costs are involved to ensurg dhiality companies’ profits may
be decreased, and consequently create the pdydibitiecrease quality as a way to save money
or to invest in new technologies (Kaya and OzefQ9}0The pressure for cost reduction is
directly related to product’s quality, cause lowghase costs often does not equal low overall
cost, which is handled by the quality of productsl a&onsequently the total cost of the
ownership, influencing managers decision-makingl @inforcing the importance of quality
problems (Chen et al., 2004).

In this buyer-supplier relationship scenario, iaipriority for companies, because of
their focus, to seek for change, prioritize quasityppliers, show that supply chain managers
tend to emphasize quality values more than trathtioperations managers, and improve the
efficiency of production (Foster et al., 2011). Buyare committed to developing good partners
as a way to guarantee they will supply the resauccerectly they are looking, and they will
be able to monitor their performance (Chen et2004). As a way to improve this buyer-
supplier relationship, they must share knowledge Gapabilities to facilitate the use of some
approaches, including leadership, benchmarking,ptaimt resolution, supplier development,
change management, design for the environmentotnsas (Fosteet al. 011).

Considering supplier's quality and inside processf@ymance is easy for decision
makers to better combine make and buy in a pla@icing strategy, and with this determinate
the percentage to be insourced and outsourced {gtanm 2007). This percentage means a
partial outsourcing, thus companies’ simultaneitgkes and buys (Mantel et al., 2006).
Consequently managers do not need just to buy girtju make, they can do both, but
consequently administrate quality of two differgmbcess. Therefore, their decision will be

directed to outsource when quality is better oetsighen it is easier to control it in the market,
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and produce inside when companies’ quality andlmépes is higher than outside (Parmigiani,
2007).

The gains obtained with production improvement gateel with the correct use of
quality controls, were sometimes not enough tovalte financial stresses (Sterman,
Repenning, and Kofman, 1997). This is because neagdgrn their attention on areas with a
visible improvement, restructuring their strategyd acapabilities to improve technology,
competition, R&D, and customer’s needs (Stermaal.e1997).

This same mechanism to guarantee products or sequality must be applied to control
suppliers’ quality or internal process quality, smlering attributes such as quality, price,
flexibility, and delivery performance (Verma andlfan, 1998). Sometimes quality cannot be
easily observed, and the manager cannot ensure dugformance quality. Other times,
suppliers may not realize the impact to providerpodigh quality, which means that managers
may not be able to monitor and evaluate qualitygoerance (Gray et al., 2009). Because
guality disadvantage represents poor performantteetoompany, even when suppliers did not
realize the impact of poor quality (Heide, 2003).addition, when managers are not able to
monitor this quality, they will not realize the ledits or the risks involved to transact with them
and may not realize the benefits involved on haamgiality advantage (Kaya and Ozer, 2009;
Ellis et al., 2010).

Quality produce results faster, affecting busingsgormance because high products
and service performance allows charging of prempuioes, a good way to grown and gain
market share (Juran, 1986). Therefore, manageldaeé pressure to adopt the strategy that
can guarantee quality, offer good products, orisesvto their customers, and as a tool to
maintain competitiveness and to build a strong tapn in the market.

With this idea, Hall (2012) hypothesis is broughtheck if:

Hla: The positive relationship between supplierlguadvantage and the percentage
outsourced is reduced (increased) when the buying'sf ability to monitor supplier
performance is low (high).

H1lb: Supplier quality advantage (disadvantage) tigla to the buying firm has a
positive (negative) influence on the percentagsawtced.

Nevertheless, when this high quality standard meguihigher costs investment,
managers must evaluate even more deeply the oi@ikable, based on that we will discuss

in the next chapter about the influence of costdexision-making.
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2.8.2 Costs

Decisions about to outsource or insource productiessentially compares
manufacturing costs of a particular component whithcost of getting it on the market (Horn
et al., 2014). Since the decision-making proceksstaften into consideration a number of
advantages, as shown Buckley and Casson (197@&}egmontrol of the activities, and prices
in the target market, costs involved to outsouroepared to the cost of produce inside, market
power concentration, and possible reduction of dac#ies in transactions. Thus, Penrose
(1959) has described the firm as a set of finant@ahnological and human resources, with the
aim of growing, and not to max profits, because wag the firm uses these resources will
determine their market performance, generatingrbgémeous companies, with particularly
competences, abilities, and skills.

Considering this high level of complexity that mdmisiness activities have, it is
consistent to state that knowledge, skills, anébuarresources to produce them fully internally
are required (Fine and Whitney 1996; Ulrich andsih, 2005;). When this possibility is
available, it is important to consider the core petencies, the dynamic capabilities, and the
design of the supply chain of the company (Fine Afidtney 1996), using them as a strong
argument for internally exploit them, either rethtéo the production system, product
development, administration or even the path deperel (Penrose, 1959; Barney, 1991).

Decisions regarding the choice to have internatioremufacturer need to consider that
sometimes the same supplier may be competitiveiatityg but not in price (Gray et al., 2009),
or be in cost but not in quality. A supplier maywbaadvantage in costs when their production
cost will be lower from the firm’s costs, when tbest to transact with them is lower than to
produce it internally, and when the resources shispliers has are valuable for the firm, or
even when they are feasible to monitor and cori@oy et al., 2009).

Labor cost is one of the most important driversutisourcing decisions or looking for
some specific product (Gray et al., 2009). Produot’ service’s costs must be considered,
besides price, the influence of political, econommt environment instability, exchange rate
fluctuation, freight costs, taxes, storage, amudhiag (Nunesgt al.,2013). Butter and Linse
(2008) describe these different costs. Managerst mvaluate to consider a product with
attractive cost, and they are related to strategyeldpment, information, experience, and
knowledge of legal procedures and contracts, asks nmitigation. They also state that the
managers’ goal is to found a sourcing solution,clviieeps the lowest total price, even with

those special costs.
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Thus, specificity of the good to be produced ohtigchnological standard linked to the
product, generates a predisposition to internatimafWilliamson, 1975), because manager
feels the need to protect information considered amd strategic. However, the same feature
that stimulates internalization can act as deteantsin the decision to outsource, especially
due to the high investment to be fixed to prepheesindustry to start producing a new set of
products inside the company. Usually, a large amotimoney is spent on the purchase of
machinery and equipment for production, and thelitkood to have an obsolete technology, in
a short period or much faster than the volume eepgefor sales, create a risk wave to the
vendor (Ulrich and Ellison, 2005).

For this reason, the development, or the purchésegb technological products, or
innovative products, is normally sought in the neark his leads to transfer the risk and the
cost of investment to a third part, offsetting thechase in the market, and the possibility of
economies of scale as a good solution to ammosdaite costs, when producing big quantities
(Ulrich and Ellison, 2005).

Likewise, the uncertainty of both the environmentechnological or of the difficulty
of forecasting demand and the unpredictability @iimne also induces some decision makers
to search for good suppliers abroad (Verma andraum) 1998). Since it is linked to individual
contracts with suppliers, and the definition ofaattive prices, or even schedule production to
ensure a lower cost to produce internally, thikitig them with the costs of processes that can
influence the purchase or production decision (Rgemi, 2007; Bukhet al.,2014).

The decision to develop the product internally baradopted to avoid dependence on
suppliers, either by capacity or knowledge, toiretaformation on production to save costs, to
gain competitive knowledge, when a determinant ifenproduction, or development of the
ability to produce is considered essential forgraper functioning of the company as a way to
gain market differentiation (Fine and Whitney, 1R9€ompanies will tend to produce
internally when owns the necessary expertise tsodavhen applicable to his line of business,
when knowledge for this is related to previous egoees, when the cost to do it is lower than
the outside, or when it has the necessary reso(iP@sose, 1959; Barney, 1991 ). For these
reasons, companies with a larger structure or witle market experience will find it easier to
internalize activities (Parmigiani, 2007). Thespeads are considered important on the cost
evaluation because these resources or the ladieof will result in a different perception of
costs by manager, and consequently how attractivedtarnative may be (Fine and Whitney,
1996).
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The use of internal knowledge and suppliers ecoasrmf scope allows companies to
find more assertively, alternatives with lower sosfince some partners on having surpluses
may trade these goods more competitively compddngternal production, using the best of
each structure, and reducing the cost of both, waging combination of internal resources
and the resources of suppliers (Parmigiani, 200@)is, we conclude the best decision is not
necessarily tied to the make or buy, but on whatup and what to make (Parmigiani, 2007).

Using internal producing knowledge helps to evasaturcing alternatives available on
the market and control costs, quality, and the petdn time. All becomes more assertive,
decreasing the chances of opportunistic actionsause with more emphatic monitoring the
results are more effective, allowing the transfet aptake of external knowledge (Buétal.,
2014). Similarly, with the operation within the cpamy the buyer is able to use the knowledge
acquired from suppliers and replicate the markpeetise internally (Heide et al., 2014).

Additionally companies informed about all costsalwed transacting with the market
and those to internalize production will be prepare better estimate the percentage to be
outsourced. Considering that managers can simulteshe make and buy, their decision will
be directed towards estimating the percentage tmutsourced or insourced. Thus, a manager
will outsource the part of the production that affeompetitive resources with low costs and
when it is easier to control it in the market, gmdduce inside when companies’ costs is lower
than outside (Gray et al., 2009). Therefore, theollyeses developed by Hall (2012), regarding

cost relevance, can be stated as:

H2a: Supplier cost advantage (disadvantage) reattvthe buying firm has a positive
(negative) influence on the percentage outsourcetris paribus.

H2b: The positive relationship between suppliert@dvantage and the percentage
outsourced is reduced (increased) when the buying'sf ability to monitor supplier

performance is low (high).

2.8.3 Monitoring

Firms, whose strategy is to acquire products aiicein the market, must develop skills
to monitor their supplier’s performance, mainlyaegjng issue such as quality and cost (Mayer
and Salomon, 2006). Inherent to manager’s abdityonitor we will face supplier opportunism
(Jensen and Meckling, 1976), whose monitoring ha®st and can be related to drafting

contracts or actions to mitigate risk exposure [f@fiison, 1975).
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Buyers that use market to source need to haves skililnonitor and control suppliers'
guality and ability to deliver their products orgees (Heide, 2003). However, managers have
difficult to monitor suppliers when the quality ofitput is not easy to observe or measure
because it is not clear how to gauge or to askjfality (Mayer and Salomon 2006). When
managers face this lack of monitoring ability @ostly control system to measure performance,
managers tend to outsource less and prefer tanaliee production (Eisenhardt, 1989). The
same situation of monitoring problems is faced wiramagers found information asymmetry
because suppliers even with the right characteristproduce or provide some material may
fail to use them, whereas information is not clgteide, 2003).

Additionally, some capabilities help managers todiact better this activity of supplier
monitoring, like the use of technological capalgétto enable firms to select capable suppliers,
and monitor their progress, as a way to diminissisoelated to contractual hazards (Mayer
and Salomon, 2006).

When companies decide to outsource, they must densome important points to be
able to correctly monitor and to guarantee thatdeeision will result in a good business
performance. Thus, understanding the company i®itapt to know: why they decided to
outsource/insource, what to outsource, how strateggecide will be developed, and to
implement the decision and which outcome to expreainly to understand how corporations
manage and monitor suppliers in a context of nultising (Herz et al., 2013). According to
Hertz et al. (2013), a good monitoring is relatedtime, quality, efficiency, customers,
currency, and people administration. Collaborati@iween various suppliers is especially
important in multisource environments because efitterdependence of activities.

The main driver of the increase on multisourcingtsgies has been the need for cost
efficiency, flexibility, and quality in a global bugiss environment. Because companies try to
improve their quality, in order to obtain best seeg and build competition between suppliers,
mitigating risks or reducing costs, because theseeghat performance measurement is
important in outsourcing, so successful governaasponds for the success of sourcing, and
this control is associated with the process of nooimg (Herz et al., 2013).

Thus, companies that retain the ability to mon#oppliers’ performance, or even to
well accompany internal production are able to nakescious decisions, based on the idea of
guarantee good quality with the lowest cost invdlv&Vith that certainty, Hall (2012)
hypotheses fit for saying that:
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H3: The ability (inability) of the buying firm toanitor supplier performance has a
positive (negative) influence on the percentageauted, ceteris paribus.
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3 METHOD

This chapter presents the design of the studyl@g@rocedures adopted to achieve the
objectives initially proposed in this research.sltvnception is essential to specify the structure
and detail the processes required to answer thgopea research problem (Malhotra, 2012).
Properly define the search method is essentian@ctly collect data, to meet this dissertation
goal (Creswell, 2009). To Kerlinger (1979), thiseppbmenon is called Method, which is
described as the systematic set of activities Wilitlead to the achievement of proposed
objectives.

This research corresponds to the development afaatjative study, in a deductive
way, with descriptive and explanatory charactersstn order to measure the variables set in
the research, testing their respective hypotheslssalidating statistically the study (Creswell,
2009). We use primary quantitative data, with infation that can be counted (numbered) and
subject to statistical analysis, where the mairaathge is the direct analysis of the data, the
reliability and reproducibility of results that lrebeen obtained, and allowing the inference to
other contexts (Malhotra, 2006).

It is also characterized by a technical collectaml statistical analysis of data, as they
were collected only once and in a specific hazéture with a cross-section (Tranfield, Denyer
and Smart, 2003; Collis and Hussey, 2006; Malh@®4_?).

This research is under the bias of a positivisaggm, which uses as the theoretical
framework of analysis: decision-making, been inficed by variables such as cost, quality, and
monitoring and marked out by the theory of transactosts, Resource Based View and
Agency Theory. Our study is considered causal, e/lnex seek evidence of cause and effect,
and transversal, in which data are collected onlyeaMalhotra, 2012). In this dissertation is
considered a cross-collection, since the purpose umderstand the research in question, at a
specific period, and is considered casual dued@xperimented method applied.

Based on that, hypotheses was developed, withntleation to answer the problem
identified as research subjective, as a way toicaetl or refuted them with our collect data
and theory base (Creswell, 2009).

We performed a literature review to build a theigedtbasis about the topics addressed
in this study, related to Decision-making Procédake or Buy, Behavioral Decision, Cost
Influence, Quality, Suppliers Monitoring. We alsesdribed some important theories, as
Transaction Cost Economics, Resource Based Vievengy Theory, Supply Chain Risk

Management, and Institutional Theory to reinforaesiudy. We start by using the same papers
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Hall (2012) uses, and some current articles weagcked to complement our study. With
keywords “Decision Sourcing,” “Behavioral Decisiamaking,” “Make or buy,” the Ebsco and
Capes databases were used to find around 20 réleapers from journals, suchRBsoduction
and Operations ManagemeamdJournal of Supply Chain Management

This literature review, according to Creswell (2)G&ts on two points that correspond
to the research problem, as follows: (a) reseanchamalysis of previous studies, of the same
theme or related converge topics; and (b) discasaid interpretation of the theoretical
framework. In other words, it can be deducted thatcan justify research problem, in the
proposed studies, from the grounded and theoretpaiopriation.

To assist in understanding the problem situationexplanatory/analytic research was
developed, to explain a casual relationship betweeiables (Malhotra, 2012). Therefore, to
collect data we first consider the eligibility @spondents and the sample size to meet the initial
objectives of this research. It is also importantansider an error margin not exceeding 5% of
answers, taking into account the proportion in Wwhlee focus characteristics manifests in the
population (Kerlinger, 1979).

To understand the research design and all stegsllwe to conclude our research, a
simple framework is described in figure 2.

Analyzing this framework, we can explain this resba methodology as an
experimental technique, which studies the influeméesome variables in a controlled
environment, evaluating variations caused by mdaimn of the variables (Kerlinger, 1979).
This procedure can be summarized as the manipualafiondependent variables to see the
effects it causes on the dependent variables. mduai this method, it is important to test units
and the way they can be divided into smaller sasypihich independent variables will be
manipulated, which dependent variables will be mesg and how the extrinsic variables will
be controlledGoodwin, 2010).

Considering that this experiment was already cotetlio the United States of America,
we aim to check if there is any results’ variapillue to the environment in which decision
makers are inserted. Brazilian market differs innynaspects of the North American
environment, mainly for economic, political and isbéssues, and these factors may act in the
way managers deal with issues, such as products goality standards, and suppliers
monitoring. Therefore, it was checked whether marglgdecisions making vary from one
country to another. By applying the experiment nad8l, we will be able to compare results
obtained in the USA and Brazil, and consequentlyaeoe scientific knowledge (Kantowitz,
2006).
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Research Steps
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f |
Exploratory Stage Explicative Stage
¥
Literature Review | | Data Collection with Experimenlt
¥ ¥
Hiphotesys Definition | | Entering Data |
I ¥
Conceptual Model | | Anova Test - Stata |
¥ 3
BExperiment Translation | | Hyphotesis evaluation |
¥ ¥
Back Translation Comparing Hall (2012) results
¥ 3
Pre Test | | Implications and conclusionsl
¥
| Adjustsents |
¥

Validation with professional of th
Sourcing area

3
| New Pre Test |
hd

| Subject and sample definition |

Source: Elaborated by the author

This study investigates differences in behavioratision-making among supply
managers based on situational elements containi idecision (Mantel et al., 2006). These
differences were investigated under varying leeélsupplier monitoring, of quality and costs,
high and low variable, and the bandwagon pressumr@resent or absent because independent
variables must be manipulated in the experimerat quantitative or qualitative way to bring

different consequences (Kantowitz, 2006).
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3.1 EXPERIMENTAL DESIGN

Experiment-based research in operations manageaseiatively new in supply chain
research, but represents a special challenge, yrfa@chuse business people, who understand
the way business goes, constitute the sample ef study. Different from marketing or
consumer behavior experiment, where a convenieangle can be used (Mantel, 2006;
Rungtusanatham, Wallin, and Eckerd, 2011).

The experiments were run on this subject mainlpabse of the possibility to manipulate
the environment and to control some external imft@s. It is thus expected that any factor
influences the results besides those on test, becthe others are under control, and
consequently the results will be related to theepwhdent variable (Kantowitz, 2006;
Hernandezt al.,2014). Through this process, it is possible toausthnd the relationship of
cause and effect in the existing supply managersamironment (Goodwin, 2010). This
causality relationship can be inferred to some tar, only if four criteria are met: time
sequence, variation concomitant, not spurious &stsme and theoretical support (Hernandez
et al., 2014), and this research was conducteecésp this criterion.

In the figure below the definition and steps obtresearch are clearly explained:

Figure 3 —Experiment Elements

External .
] T T T T 1
naepenaen Dependen D
i i : ada Test
Hyphotesis variable variable Sarnple resul .
- manipulatio mention colletction Hyphotesis

Sourced: Hernandex al. 014)

The need to examine managers’ behavior decisionagakakes an experimental
design suitable for this research, since it alltaws high degree of control over data collection,
reducing extraneous influences (Hernanetal.,2014). Being an experiment, it is necessary
to have a dependent variable and an independentbiseandependent, according to Kantowitz

(2006), is considered a manipulation of the envitrent, controlled by the experimenter and
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the dependent is the answer, which depends on geAplthe same time, Hernandetzal.
(2014) considers the independent variable, or expdan variable, as the responsible for the

cause, and the dependent as responsible for the.eff

3.1.1 Instrument Translation

As previously reported, this experiment was devedbm English, by Professor Hall
(2012), of Wright State University in the Unitedhf&ts, as it can be seen in Appendix A of this
study. In addition, to ensure the best contentvadeimce of the result on the original instrument,
the back-translation technique was applied.

In studies involving different cultures the usepodviously developed instruments and
with good psychometric characteristics can save tamd effort. Although these instruments
must be culturally accepted and translated propgerlye considered valid and to not lead to
erroneous conclusions (Hernandez et al., 2014)attaptation of instruments for use in a
cultural context and with different language shdutdconducted in a very careful way, and the
translation process is extremely important in neultural research (Vijver, and Leung, 1997).
For the experiment, it was necessary prior scesatmanslation from the English to the
Portuguese.

A bilingual translator, with English Language gratian at USP-University, aware of
the objectives and concepts underlying this studgdtect the ambiguities and unexpected
meanings in the original items, translated therumsent from its original language to
Portuguese. With the Portuguese version and a dacamslator made the Portuguese version
back to the original. In possession of the two ie&1s a comparison with the equivalence of
content was made. To avoid any misunderstandingstaaents a third translator was involved
to correct and let the versions identical (Brilsif70).

3.1.2 Experimental Procedures

The experiment conducted in this research consigtse analysis on the variables that
most influence the behavioral decision-making psedeetween the dyad make or buy. From
this research idea, eight scenarios were designtd issues, such as price, quality, and
monitoring vary. In these developed scenarios, ralfasing decision situation is simulated,
where the participants assume the role of purchasianager of a pharmaceutical company

called Alpha Pharma, and after the development éw drug, called Livero, this manager
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must decide between produce it internally, outseure production, or combine the two
processes by the simultaneous management of pinghasd production. This is carried out
to analyze the behavior of managers, regardingfadanfluencing the decision to outsource or
insource production, as well as the effect of \taotes between these variables.

Once this is done, a brief description of the ptar@utical industry, the structure of the
Alpha Pharma, the product being developed callgdrbiare given. The company applying for
the external production is called XYZ. The variasobetween the scenarios happen when
describing the costs of capacity, the quality pomdliby each company, and monitoring
condition of companies, both its suppliers angitgduction, between low and high capacities.
Thus, creating eight distinct scenarios that dbsdnigh and low-cost control capacity, quality
control of high and low capacity, and performantenonitoring suppliers high and low and
Bandwagon pressure.

After reading the scenario, the respondents wilehaventy-three (23) questions to
answer in order to qualify their scenario and idgntr locate their decision as the best
alternative to the Alpha Pharma, the answer toetlipgestions will also identify the sample
profile.

The first part of the questionnaire intended to soea the understanding of the
respondent about the proposed system, the nirgué3tions consisted of a Likert scale of six
points, ranging from significance "low" to "hightlfowed by "do not know.” The following
six questions refer to scenarios designed to ifjetiie position of the respondent on the
production or purchase of LIVERO, or the approgripercentage, in his point of view. The
first three (3) scenarios are made up of threeessuhere the first ranges from "very
misaligned" to "very aligned" and the other twd'aéry low" to "very high.” The sets 4, 5, and
6 measure the percentage suggested by the respdodemoduce XYZ and Alpha Pharma,
wherein the first and second range in 11 points0é6" to "100%," where 0 is completely
insource and 11 100% outsource and the other teoy/fow” to “very high.”

Finally, questions related to demographic varialwbese added, such as gender, age,
length of experience, level of education. In additio questions about the relevance and
applicability of answered questions, Hall (2012}l ladready applied in the context of sourcing
decision. However, it was in the North American kedrquestions and scale, and this is the
first application to Brazilian managers. This resbhacan be considered as intercultural since it
seeks to compare two different cultures, the Anagriand the Brazilian ones (Vijver and
Leung, 1997). In this study will be compared theipon adopted in making the purchase and

production decision. Considering this is a replaratof an already conducted research it is
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important to make sure that after collected, datalwe compared to the original research. So
any question was taken out just was adapted talBwraenvironmental.

Due to the experimental nature of this work, resjos were not able to answer these
questions at home, or receive any other exterflakeince besides those on the environment, so
we identify our experiment as a laboratory expent{eandridge, 2004). With a strict control
of the environment, it is easier to control and suea the dependent and independent variables,
and to assure all respondents will have the saghe, Inoise, or other distractions influence
(Howitt and Crame, 2011).

Based on Hall (2012) experiment, a pen and papgesrenent was used. So participants
were conducted to read the scenarios and then atissvquestions regarding this information
received.

In order to avoid spurious results, we try to mizienthe impact of experiment error on
results. Thus, according to Landridge (2004), iingortant to use the correct sampling,
administrate properly the experimental conditioandomization of the experiment (or
counterbalancing) and inaccurate measurement way.

One of the most important issues to start collgctlata is the definition of the target
population, from which we want information and wamtdraw inferences. After defining the
population of this part, or as we call a sample,wikk analyze to infer the results we seek
(Malhotra, 2006).

3.1.3 Pretest

After the questionnaire was properly translatedetkgeriment was properly aligned, a
pre-test of the instrument was performed to defmms$sible errors and difficulties of
interpretation. The pre-test constitutes a tesh@fdata collection instrument conducted with a
small sample of respondents to identify and elit@metential issues (Hernandetzal.,2014).

It is not recommended to collect data without tirnument being previously tested.

A pre-test was employed to verify accordance, tedios, and applicability, to ensure
the same quality, to check possible interpretatmyoblems, and as a preliminary validity check
and assessment of results. This first pre-test ewaslucted with 13 students of Business
Administration Master Degree from Unisinos. It imied to identify possible problems of
understanding and filling and other questions tnaht arise during data collection. The
invitation to the participants was done via e-n&plaining the intention to evaluate the

interpretation and applicability.
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The eight (8) scenarios were randomly distributedag participants of this pre-test to
begin the response process. After answering, relgms were asked about their perception to
perform the search. The feedback allowed for chaungéive points: formatting, presentation
of the issues, writing and phrase structure, teofogy, and target audience. A major
contribution of the pre-test was the recommendattioapply the experiment to people who
were aware of the purchase and production procasggesting students of Production
Engineering courses. After the completion of thandes, the new version was able to collect
data.

After this pre-test and the properly modificatiarggested by the first respondents, we
applied a second pre-test with students from tvassgs of Business Administration. One
studied at Faculdade Cesuca at Cachoeirinha, RiSharother with students from Faculdade
S&o Marcos at Alvorada, RS. These results showeausttidents understand better the question,
while the experiment was ready to be applied withfocus group.

As a third step to ensure the experiment was daitily application in Brazil, four
source managers, were also contacted, from thriéerafit companies to have a more
professional opinion to validate this experimenegiions. So they were exposed to the
guestionnaires to check their comprehension ofsthge, if the questions were well structured
to measure where our research was supposed to measuwell as their opinion about the
research importance. All of them confirm this studlgvance in the industry decision-making
process as a way to understand the main aspetthitianportant decision may consider. They
also contribute with some words changing as a wakiave a better understanding of the
guestions. These contributions were consideredrdleroto have the final version of the
experiment questionnaire in Portuguese. This versam be seen in Appendix B of this study.

3.2 VARIABLES

There are numerous types of variables, but to ocirithie experiment we will use just
dependent and independent variables (D.V and Mg variation in independent variable,
manipulated by the researcher, is supposed totaffecdependent variable, which is measured,
so the 1.V has a casual effect on the dependerghtar(Howitt and Crame, 2011).

While considering the need for at least two varal{lependent and independent), with
the minimum of two setting levels, comparing atsteavo conditiongLandridge, 2004)the
dependent variable will be the decisions managelistake regarding the possibility to

outsource or insource production, or combine buathen influenced by some independent
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variables, which will be: cost, quality, and alyiltb monitor supplier or inside process, which
might be high or low, depending on the scenarhich they operate.

We will describe the variables used in this studthie next chapters:

3.2.1 Independent Variables

On experimental designs, the Independent Varia® viewed as the treatments, is
manipulated to guarantee that certain levels of Ititependent variable cause different
responses on dependent variable (Hernandez €0dl4). In our research the independent

variables, quality, cost and monitoring, will bepeged to level High and Low.

3.2.1.1 Quality

The quality of products, services, process, or kewgpis constantly desired for all
companies, and the importance each manager givisstéactor that will influence on how
much this variable may induce the decision-makirggess on the issue of outsourcing.

According to Gray et al. (2009), quality has a sgrampact on decision makers since
they tend to feel more comfortable to adopt stiageghat bring quality results. Thus, the
selection of suppliers and definition of the begtian among internalization and outsource
induces buyers to be even more cautious in defithieg production strategy (Foster et al.,
2011).

On the scenarios, participants may face two diffeoptions of a quality standard in the
pharmaceutical industry, to choose between to m®dilhe new drug called LIVERO, at the
Alpha Pharma or to outsource it to XYZ Co, or inawtevel distribute the production between
this both companies. To evaluate managers’ qupétgeption, the scenarios range between
XYZ with inconsistent/consistent quality, vary inder to identify if, and how, managers are
considering the issues and quality standards befaking their decisions on the issue of
outsourcing.

On these eight scenarios, sometimes quality issiibewvith high-quality parameters,
on the other hand, some subjects may receive aascebase, which shows low-quality
parameters. Therefore, the respondents will facediferent sets of information with High or
Low quality advantage, but each respondent wilerez just one information for quality, or

High or Low, as stated below:
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Table 3- Quality Scenarios

XYZ Co’s capabilities compared to Alpha Pharma

High Quality Advantage Low Quality Advantage

XYZ Co’s manufacturing function providgsXYZ Co’s manufacturing function provide
inconsistent quality, while Alpha Pharma does natonsistent quality, while Alpha Pharma does ng

—~ 0

XYZ Co produces a higher number of defectivEYZ Co. produces a lower number of defective
units of drugs similar to Livero than Alphaunits of drugs similar to Livero than Alpha
Pharma. Pharma.

Source: Hall (2012).

After the reading of the scenarios, respondents Bmsver some questions to check

the quality influence on their decisions. The quest, which will measure this treatment, are:

Table 4 — Question to measure quality

Questions to check participant’s perception of quaty

2. How would you rate quality as a priority for Alpha Pharma?
O Low O Somewhat Low O Neither O Somewhat High O High O Do not Know

6. XYZ Co has lower quality than Alpha Pharma.
O Disagree O Somewhat Disagree O Neither O Somewhat Agree O Agree O Do not Know
9. To what degree is Alpha Pharma able to determinguality standards and specifications are adhered

to by XYZ Co?

O Unable O Somewhat Unable O Neither O Somewhat Able O Able O Do not Know
Source: Hall (2012)

3.2.1.2 Costs

The cost analysis essentially compares manufagiwasts of a particular component
with the cost of getting it on the market (Horrakt 2014). Thus, it is acceptable to say that the
most obvious reason to search abroad is the intetdgireduce cost because the managers’ goal
is to found a sourcing solution that keep the lawetsl price (Butter and Linse, 2008)

On these eight scenarios of our experiment, sonestoust issue will be higher at Alpha
Pharma than on XYZ, on the other hand, some susojealy receive a scenario that shows low
costs parameters.

The variable cost is measured with questions #ftereading of the scenarios to check
manager’s perception of the ability of supplier, ZXo compete on costs compared with the

cost of insourcing the process, at Alpha Pharmatpl&here sometimes the cost of XYZ is
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higher and other they are lower than Alpha Pharncass, the statements below will be
responsible to influence managers’ perception sfo

Thus, the respondents will face with two differset of information with High or Low-
cost influence, as stated below:

Table 5 — Costs Scenarios

XYZ Co’s capabilities compared to Alpha Pharma

High Cost Advantage Low Cost Advantage

XYZ Co’s manufacturing costs are higher thakYZ Co’s manufacturing costs are lower than

Alpha Pharma. Alpha Pharma.

XYZ Co purchases materials at higher costs th&lYZ Co purchases materials at lower costs than

Alpha Pharma Alpha Pharma

XYZ Co is not skilled at reducing costs once | XYZ Co is skilled at reducing costs once
production has started; Alpha Pharma is adept|gproduction has started; Alpha Pharma is not adept

reducing costs. at reducing costs.

Source: Hall (2012)

After the respondents read the scenario, they enster some questions to check cost
influence on manager’s decisions:

Table 6 — Question to measure Costs

Cos’s Questions

1. How would you rate cost as a priority for Alpha Fharma?
O Low O Somewhat Low O Neither O Somewhat High O High O Do not

Know

3. Livero requires investment in a unique productio system and specific assets.

O Disagree O Somewhat Disagree O Neither O Somewhat Agree O Agree O Do not Know

4. Livero’s production technology may change overime.

O Disagree O Somewhat Disagree O Neither O Somewhat Agree O Agree O Do not Know
5. XYZ Co has lower costs than Alpha Pharma.

O Disagree O Somewhat Disagree O Neither O Somewhat Agree O Agree O Do not Know
8. To what degree is Alpha Pharma able to determintihe production costs of XYZ Co?

O Unable O Somewhat Unable O Neither O Somewhat Able O Able O Do not
Know

Source: Hall (2012)
After these questions, respondents will be expdsedituations that may arise as

decision makers about the production or outsourdihgse issues have the purpose to measure
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how much the scenarios, received by this respondantaffect the perception of the respondent
about the variable cost.

3.2.1.3 Monitoring

Firms whose strategy is to acquire products orisermn the market have to develop
skills to monitor his suppliers’ performance, mgirggarding issues as quality and cost (Mayer
and Salomon, 2006).

Concerning managers’ ability to monitor suppligegrformance, or to monitor their
process inside the company, there will be questianging from the high to the low level of

ability to monitor evaluating if this performancélvbe a subjective/objective process.

Table 7 — Monitoring Scenarios

Information about the ability to monitor XYZ Co

High ability to monitor supplier Low ability to mon itor supplier

Evaluating XYZ Co's performance will beEvaluating XYZ Co's performance will be

primarily a subjective process. primarily an objective process.

Alpha Pharma is unable to determine th&lpha Pharma is able to accurately determine|the

production cost of XYZ Co. production cost of XYZ Co.

Alpha Pharma is unable to determine wheth@ipha Pharma is able to accurately determine
agrees upon quality standards and specificatjionhether agrees upon quality standards gnd

are adheres to by XYZ Co. specifications are adheres to by XYZ Co.

Source: Hall (2012)

After the respondents read the scenario they willlppposed to answer some questions
to check monitoring influence on managers’ decisjone use the question of Table 8 to
measure if their answer changes according to tred t& High and Low of monitoring on the
scenario they received.

After these questions, respondents will be expdsedituations that may arise as
decision makers about the production or outsourdihgse issues have the purpose to measure
how much the scenario, received by this respondantaffect the perception of the respondent

about supplier monitoring.
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3.2.2 Dependent Variable

The dependent variable in our research is Behdwiaesion-making process, where
we measure the influence received by cost, quadity] monitoring. Therefore, we try to
understand if differences between these independerdbles will influence how managers
make their decision on the context of insourceutsaurce production.

There was in the scenarios a scale to understanukticentage outsourced by managers,
so an 11-point scale is presented, where zerocteflgist insourcing activities and 11
completely outsourced.

The questions used to understand if these indepérdaable influence the dependent

variable are stated below:

Table 8 — Question to evaluate managers decisidinga

Scenario 4:As the sourcing manager, you can allocate productioof Livero between Alpha Pharma
and XYZ Co. How should production be allocated betwen Alpha Pharma and XYZ Co?

O O O O O O O O O O O
100% 90% 80% 70% 60% 50% 40%  30% 20%  10% 0%
XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ  XYZ XYZ

Co Co Co Co Co Co Co Co Co Co Co

0% 10% 20% 30% 40% 50% 60%  70% 80%  90% 100%

Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha
Pharm Pharm Pharm Pharm Pharm Pharm Pharm Pharm  Pharm Pharm  ppharm
a a a a a a a a a a a

Source: Hall (2012)

After the clear definition of the variables usedur scenario-based role experiment, it

is important to discuss and explain how other @oaftour research will be conducted.

3.3 SCENARIOS

In our scenario-based role-playing experiment, Beppcost advantage, quality
advantage, and ability to monitor suppliers’ paerfance were manipulated at level High versus
Low. In order to reduce the chance of spuriousigrices on these perceptions, we decided to
use a scenario-based role-playing experiment (Rgagatham et al., 2011). According to
Tomlinso, Dineen, and Lewicki (2004), who alreadpducted a study in the United State with

decision-makers, the decision-making scenariosdeaggned to show all relevant information
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about suppliers’ cost and quality advantage, gbittmonitor, isolating individual decision-
making characteristics.

The scenario-based role-playing experiment is widetepted in general management
research, because it has the impact of individhatacteristics and allows subjects to make
decisions in a hypothetical make-buy situation.

The biggest advantage of the experiment is therabaver external variables, since
nothing influences the outcome, as the other fadoe under control. If these factors are held
constant, then all the variations that occur are umanipulation of the dependent variable,
which is because it is varied, thus identifying tlaeise of such variation and eliminating more
external variables than other methods. Howevesuttzess in this method it is important to
perform an experiment design, minimizing the eSeaft external variables (Hernandez et al.,
2014).

In experiments, there are also some levels onrthieaanment where it is applied, which
can be qualitative or quantitative. Thus, it ises=sary to compare at least two conditions to
each other to check if one independent variablaentes the results on another, so that we can
test different options of results (Collins, Josepi Bielaczyc, 2014; Kantowitz, 2006). Based
on these eight different scenarios, created by KROL2), eight different situations were
simulated, varying levels of cost, quality, and manng, between high and low, which were

distributed according to:

Table 9: Measure design matrix — Between-Subjectofs

Between-subject factors

Scenario Cost Quality Monitoring
A- HHH High High High
B- HHL High High Low
C- HLL High Low Low
D- HLH High Low High
E- LLL Low Low Low
F- LLH Low Low High
G- LHL Low High Low
H- LHH Low High High

Source: Hall (2012)

All other elements of the scenarios were held @nsgiven a base idea, on which the

changes will occur.
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Controlled variable is commonly used to controleemal variables, and to check if the
results are being influenced by the independenabia. Therefore, it is commonly affirmed
that independent variables are manipulated, depena@eiables are observed, and controlled
variables are held constant (Kantowitz, 2006). Sones this condition of control is not clear,
and stay implicit, and in some experiments thigm@bgroup is not necessary (Goodwin, 2010).
In the previous thesis of Hall (2012), this conigabup was not used because the comparison
will not be between those who read the scenaridglase who do not read it. On the contrary,
it will compare the influence each of these vaeabbn the behavioral decision-making.
Therefore, the scenarios’ differences could creggbt different options of responses.

In these developed scenarios, a purchasing decssigation is simulated, where the
participant assumes the role of purchasing marafgepharmaceutical company called Alpha
Pharma. After the development of a new drug, cdlledro, this manager must decide between
producing it internally, at Alphapharma, to outsmurthe production, to the XYZ.Co, or
combining the two processes by the simultaneousagemnent of purchasing and production.
The pharmaceutical industry was selected becauseé people know what a drug is and how
important it is for the end customer. Consequernthgt and quality are important aspects in
this context, and due to the existence of the patbat may influence the managers’ decisions.
Hall (2012) based the scenario cost and qualityrppyiinformation based on Boyer and Lewis
(2002) study. In addition, the contract manufaatdescription was based on Gray et al. (2012)
where suppliers have complete responsibility ofdpwotion for the product (Mayer and
Salomon, 2006). The technological uncertainty addetthe experiment by Hall (2012) was
based on today’s ever changing technology deschigdtine (2000) and Sutcliffe and Zaheer
(1998). Lastly, capacity and economies of esadifferences between the firm and suppliers
were eliminated because both may influence outsayitiayes et al., 200%orter, 1985).

The variations between the scenarios happen whaaribmg the costs of capacity, the
quality produced by each company, and monitoringdden of companies, both its suppliers
and its production, between low and high capacifiésis, it creates eight distinct scenarios
that describe high and low-cost control capacitglidy control of high and low capacity, and
high and lowperformance of monitor suppliers.

Additionally, to avoid any experimenter intervemian the implementation of the
experiment, it is necessary the random allocatfosubject to the experimental condition, to
remain neutral, or in other words, to withhold theerimental condition (Kantowitz, 2006).

This quality of randomness means each has an edpaaice to receive any of the eight
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scenarios; they will not be selected accordingattheparticipant knowledge or capabilities to
answer (Goodwin, 2010).

For this reason, in our study, the experimentdritiged the eight scenarios randomly,
making sure samples were multiple of eight (8)th&d all scenarios have equal distribution
among the participants. According to Hernaneleal. 014), all subjects should have the same
probability of being selected for either experingrdondition, to prevent the researcher to
assign subjects to experimental conditions thabéieeves to be the most effective and to
eliminate any differences between subjects.

To these participants, the following information svaoncealed: the existence of
different information in each scenario, variatitmetween the intensities of products' cost to be
outsourced, quality of products produced or suppléend different forms of monitoring. This
process is commonly called double-blind studiesemhthe participant is unaware of the
conditions in which they are (Landridge, 2004).

We exposed each subject to only one experimerdgatritrent (because they had just
participated once in the experiment) and then coetpthe values between the exposed subject
to different treatments. This treatment is ideatifas drawing between subjects (Hernanelez,
al., 2014). Data were collected in groups, and diffepaaticipants were exposed to different
conditions or scenarios. This process is calledveen-subjects, but we take care that the
participants would not influence or interfere witle data.

3.4 SAMPLE

Experimentation allows for a high degree of contmver data collection, and a
mechanism to reduce extraneous influences iresgqusubjects with specialized domain
knowledge. Thus, it is important to have a sigaific sample of population to collect data
because subject with empirical knowledge about @ogror the necessary information to
consciously decide between make or buy will be irtgrd to ensure a more realistic image of
the decision process (Hernand#al.,2014).

The target population outlines the elements omiddals that share some characteristics
(Malhotra, 2006). The target population of thisdstucomprises students of Production
Engineering, since Hernandezt al. £014) comment that a homogeneous sample is
recommended to minimize other factors influencimgresults. Moreover, this population was
determined by the researcher whereas the sam@aigijue can be probabilistic and non-

probabilistic. This first uses a random selectidrrespondents, and the second consists of
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sampling based on the judgment of the investigatithout characteristics of randomness
(Malhotra, 2006). Within this dissertation, the gdenis considered non-probabilistic for
convenience since it uses undergraduate studentstfre Production Engineering course at
the Universidade do Vale do Rio dos Sinos (Uniginos

We were also careful to use classes placed atnh@fethe course, which ensures that
students have already seen the theoretical conabptg the decision process between making
and buying. Consequently, they may already be wgriki the field. Therefore, we selected the
course of Production Engineering as a prerequisitethe application of the experiment,
precisely because it prepares students for thi éfrsituation and decision; for understanding
aspects of production that may assign competitisen@ the product or not, and consequently
confirming if it is possible to produce inside tb@mpany as well as outsource it. The sample
studying at night are normally students who areaaly working in the area and have knowledge
about the operation of the corporate structurerenvd the decision-making is grounded.

After the data collected, we will consider theirpexence on the sourcing decision
environment, to their company size and industryetypecause this may influence their
decisions. Some individual characteristics may aifloence the way decisions are made, so
the respondents’ answers will also be separated, the@ age of the respondent will be
considered, as the gender and education level. iffoasmation will be obtained with the

answers to the questions below:

Table 10 - Questions about the Sample Charactevisti

10. What is your current or most recent job title?

11. How many years of experience have you had insaurcing related role?

12. How many total years of work experience do yobave?

13. What is your highest level of education? Pleaseark the most appropriate choice.
O High O Associate’s O Bachelor’s O Master’s O Doctorate
School Degree Degree Degree

14. What is your age?

O 20 and under O 21-30 O 31-40 O 41-50 O51-60 O 61-70 O71+

15. What is your gender? O Female O Male

16. Which category below best describes the industwhere you currently work or most recently
have worked? Please circle only one.

a) Aerospace

b) Automotive

c) Consumer Products

d) High-Tech

e) General Manufacturing
f) Pharmaceutical

g) Other, please specify
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17. What is the approximate number of employees erfgyed by your business unit where yol
currently work or most recently have worked?

O 0-250 O 251- 500 O 501-750 O 751-1000 01001+
Source: Hall (2012)

Firm size and industry influence the level of ini@ization and the learning process, as
well as for the bandwagon pressure they receiveranaiay organizations will respond to these
situations. Individual characteristics will alsoflirence decision-making, mainly their
education or social position, and may moderatebtredwagon pressure and the percentage
outsourced (March, 1994).

The respondents were also asked to inform theal lefknowledge regarding the issue
of the experiment. Those who answered that thegnstahd what the issue of the experiment
will also be taken from the sample due to the poilitsi of their responses having been
answered in order to achieve the hypotheses astipi@lated objectives, thus not representing
the real way that leads to the decision processvitiand Cramer, 2011).

To limit the number of participants in the experiheve used the criteria of minimum
20 participants for each treatment, considering iaimum to test differences between
treatments to see differences in effects (Hernardes., 2014). Beyond the likely errors in

invalidations, function or failures occurred witketparticipants during the experiment

3.5 DATA COLLECTION

With the final Portuguese version of our experimesame Production Engineer
professors were contacted to check their avaitgihdiuse their classes to apply the experiment.
From this contact, we get the permission to uselEsses at Universidade do Vale do Rio dos
Sinos. The use of student’s class time was a wake&p all respondents in the same
environment without other external influence.

Data collection was conducted between August ampdeSder 2015, in 10 different
classes. We started the class with the presentatithre researcher. After that we explained in
what the research consists and invited them tacgaate voluntarily, reading the pen and paper
scenarios and answering the questions, considirengdvantage and disadvantages to produce
at Alpha Pharma or to outsource to XYZ Co., andingkheir decision.

The eight (8) scenarios were randomly distribut@drg participants of each class. The

first part of the experiment was read by the experniter to explain the context of the study.
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After that, each participant could start to ansvR&asearcher signaled its availability in case of
any doubt.

As a way to keep respondents concentrated, motivatel attentive and as a reward for
their dedication to respond, we offered them someess, cakes, cookies, candies, and soft
drinks during data collecting process. This prodesk around 1 hour per class and, after this
process, the students were available to contineie l#ssons.

3.6 DATA ANALYSIS

According to Howitt and Cramer (2011), when differgroups of participants for each
condition are used, the use of an unrelated statistest is recommended to analyze the
variance or difference between groups with ANOVAttasing Stata software, comparing
means between more than two experimental groupss quentitative variable. This analysis
checks whether there is a significant differencevben the group means and if the factors
influence some dependent variable, which allowslifig results for the interpretation of
subsequent data (Malhotra, 2006). The data exanmanedhe independent variables (cost,
quality, and monitoring) on the dependent variabdescore possible relationships of cause and
effect between the variables. In our study, eacthefeight scenarios will be considered as a
group, so we will have eight (8) groups with theialles Cost, Quality, and Monitoring,
varying at level of high and low

Pooling tests were conducted to exclude the effettsrder (to test that results are
consistent regardless of whether the particulanate appeared first or second) and to ensure
that results could be combined across scenarios.

Anova attempts to identify some differences in gidumeans. Firstly, this test finds a
general mean then checks how distant each indivigiean is from this general mean, and
analyzes with the results obtained in the test AMQNe variation that may occur with some
data, to check if this difference reflects the ahhkes we manipulate in the experiment (Dancey
and Reidy, 2013). The F statistic is the variam@son between groups by intragroup variance.

It is necessary to prepare them to the analyses #fieir collection/application and
tabulation, in order to use correctly collectedadstmetimes, to evaluate data consistency and
missing data, mainly because of omissions of arsWwgrespondents, and to identify outliers
(atypical observations) and extreme responses jwhay influence the analysis outcome (Hair
et al., 2009).
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Missing data may occur when no valid values arerméd to some variables. These
missing data were carefully evaluated to treat tireiwrder to keep them in the database. To
keep the same analysis of Hall (2012), we exclgildygjects with excessive missing data and
those who had missing data on the make-tbegision. Hair et al. (2009) assume that no
more than 10% of data can be omitted, becausertpact of missing data is the reduction of
sample size for analysis, in a case of excludiagnfthe database. After evaluating the answers,
none of these 211 respondents was discarded benmsteof the questions were correctly
answered, with respondents leaving less than 109aariswered questions.

Outliers are those data with very distinctive valusonsidering a common point to all
cases (Hair et al., 2009). Our respondents arademesi homogeneous, because all of them had
the same instruction level and were able to respaedjuately to all issues in a homogeneous
form. Thus, we do not eliminate any respondenttdudistinctive characteristics.

After checking outliers and missing information,stdbution assumption was
considered. One of this assumption is the indepwm®lef observation within samples,
checking the way data were collected. In our sttigly,experiment structure shows that each
row of data was included in the sample in an inddpat way (Kline, 2005). Each respondent
received just one scenario with questions to ansamat one sample was not dependent on
another.

In order to confirm if the results were obtainedchynce, it is necessary to evaluate the
statistical assumptions necessary for the use dD¥N Test, to check how the dependent
variable is distributed in the population. Thug ttormality test helps to understand in which
way data are distributed and if people’s scoresch®e to the mean. According to Hair et al.
(2009), these assumptions aim to prevent dist@taon biases in the data, as this distribution

of data is very important to the Anova test.
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4 RESULTS

In this chapter, the results of our data collectigarpretation will be explained, in order to
confirm or reject the hypothesis developed andind but if there is a relation between the

dependent variables, sourcing decision, and at i&kat and direction.

4.1 SAMPLE CHARACTERISTIC

The data analysis of this research began with sstagstical tests for descriptive
analysis of the variables to characterize the sarpplticipating in our experiment, with the
frequency and percentages of socio-demographisit@rfrequency test on the SPSS Software
was provided and was used as the basis to undénstam Brazilians make their decision on
sourcing situations and how they are influencedhayindependent variables: Cost, Quality,
and Monitoring. With this information, it was padsts to draw a general picture of the profile
of respondents.

The sample of our data collection consist of 21dengraduate students from the course
of Production Engineer at Universidade do Vale do ds Sinos — Unisinos, located in the
city of S&o Leopoldo, in the Northeast of Rio Gramd Sul region, part of the Greater Porto
Alegre, reaching about 34 km from the state capital

Considering that the decision-making process igetdrby humans, that is, employees
like managers, purchasers, directors or othessirtportant to evaluate our respondents profile
as a way to understand if any of these charadtishfluence their ability to capture
information, rate them, and process them and utidsie decisions (Penrose, 1959). The first
characteristic evaluated was the participants geadd it was found that 69.7% were male and

30.3% female, as stated on the table below:

Table 11 - Gender definition

Gender Definition
Gender N Percent
Female 64 30.30%
Male 147 69.70%)
Total 211 100%

Source: Elaborated by the author.
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Considering our samples, undergraduate students mvest of our respondents aging
from 21-30 years old, with 65.90% and 20.4% agnugnf 31-40 years old. The table below
presents the frequency of each age, accordingtgréde available for respondents to allocate

themselves:

Table 12 - Age variation

Age
Age N Percent
Under 20 28 13.3%
21-30 139 65.9%
31-40 43 20.4%
41-50 1 5%
Total 211 100%

Source: Elaborated by the author.

These respondents have on average eight yearskoixperience, ranging from 1 year
to 27 years of working experience. It shows thapite being students their profile corresponds
to a working person. This is a characteristic eftmisinos students, who work during the day
and study at night. This same profile was not foandall Brazilian universities, because some
of them have on average full-time students, diffefeom the ones identified here. Some of
these respondents present sourcing experiencaydbsurespondents work or have worked in
purchase areas or some sourcing department.

Respondents were also asked about the categorlpdabiatiescribes the industry where
they currently work or most recently have workeskiag them to choose between seven
options. These questions were relevant becausendainieet and the products firms produced
use to explain how firms will handle the sourciiignside the company or if will look in the
market, using companies’ capabilities, knowledgel @xperience.

It was found that 43.1% work on general industmyd 80.3% on other types of
companies. In the table below, it is possible te ge frequency on each type of industry

available for the respondents to allocate themselve
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Table 13 — Industry type

Industry
Industry N Percent
Not Working 8 3.80%
Aerospace 1 0.50%
Automotive 22 10.40%
Consumer Products 16 7.60%
High-Tech 8 3.80%
General Manufacturing 91 43.10%
Pharmacedutical 1 0.50%
Other 64 30.30%
Total 211 100.0

Source: Elaborated by the author.

These samples were working in different comparse®s, 39.8% on firms with 0-250
employees. At the same time 24.2% work on firm$wibre than 1000 employees. Firm size
is evaluated because it may influence managerisidec This will limit or facilitate access to
information, or access to outsource, and sometimesnvironment to support outsourcing
decision, or the possibility to improve their pratlan process to be able to insource some
activities only available on the market. The samealid for the way managers perceive the
costs involved in the process, and control for ifyiaF their production or of their partners and
suppliers, and the importance given to the abibtynonitor such factors (Kotabe and Murray,
2004). It also may influence the level of institutalization and the way they will be influenced
by some regulation rules. The complete descriptiomumber of employees can be seen in the

table below:

Table 14 - Number of Employees

Number of Employees
Employees N Percent
0 7 3.3%
0-250 84 39.8%
251-500 32 15.2%
501-750 20 9.5%
751-1000 17 8.1%
1001+ 51 24.2%
Total 211 100.0%

Source: Elaborated by the author.
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Respondents’ profession were also asked, and logiséeir responses, it was observed
that 81% of them operate in some manufacturingtiancConsequently, their ability to answer
properly to the questions related to productiorigiex is higher. They will be able to identify
the strengths and weaknesses of the purchase addcpion treatments, to take appropriate
decisions, evaluating the factors that most affeese decisions in order to understand how to
properly distribute a percentage of production @odeveloped in-house and externally. The
professions most often cited by respondents aeliselow. The full list can be viewed in the

Annex C.

Table 15 — Profession description

Position
Description N Percent
Production Manager 23 10.9%
Production Assistant 21 10.0%
Intern 19 9.0%
Quality Analyst 16 7.6%
Industrial Maintenance 14 6.6%
Administrative assistant 11 5.2%
Production Engineering 10 4.7%
Purchaser ) 4.3%
PPCP Programmer 9 4.3%
Sales 8 3.8%
Students 8 3.8%
Businessman 7 3.3%
Logistics 7 3.3%
Total 162 76.7%

Source: Elaborated by the author.

Therefore, even those who are not managers maygptaje in the decision-making
process because they provide to the manager iherafion they need to take a more assertive
decision. After the experiment application on the tlasses, there were 211 answers, with at
least 26 answers for each scenario, distributedsi®wn in the table below:

Table 16 — Scenario quantities

Scenario
Scenario Rangg N Percent
1 26 12.3
2 28 13.3
3 26 12.3
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4 26 12.3
5 27 12.8
6 26 12.3
7 26 12.3
8 26 12.3
Total 211 100.0

Source: Elaborated by the author.

4.2 ANOVA ASSUMPTIONS

After sample analysis, it was also provided a tiestvaluate the values of kurtosis and
skewness, which was verified with SPSS Statistcdtware. According to Kline (2005), the
kurtosis values should be below 10 as the correipgrasymmetry values should stay below
3. Results above these indicate a problematiciloigton and do not represent a normal
distribution. The table below shows the result floe question QS4a, with the values of
skewness and kurtosis indicating results that @f@mthe values allowed in the literature and

close to the normality.

Table 17- Anova Assumptions

Descriptive Statistics

N Std. Deviation| Variance Skewness Kurtosis

Statistic Statistic Statistic | Statistic | Std. Error | Statistic | Std. Error
QS4A 210 2,930 8,583 -127 ,168 -911 334

Valid N (listwise) 210

Source: Elaborated by the author.

As a way to make this question validity clear, apipic was also provided to show the

variance of the mean value for this question:

Figure 4: Variance Graphic
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Histogram
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Source: Elaborated by the author.

In addition, the homogeneity of variance, sometinedled homoscedasticity
assumption, is clearly verified by the standardat&n of 2.93. With the Levene statistical test
is possible to detect a difference between eacheval its group, so homoscedasticity is
assumed, since Sig>0.05 = 0.86 shows that there @gnificant difference between groups

variation, F Levene shows if there is differenceoammgroups

Table 18: Homogeneity test

Test of Homogeneity of Variances
QS4A

Levene Statistig dfl df2 Sig.

463 7 202 .860
Source: Elaborated by the author.

Based on this information of the analysis of Anagaumptions, the next chapter will

report the general results of Anova, as a way tdica some of the control variables.

4.3 ANOVA RESULTS

The analysis of the statistical tests aims to destrate if issues like cost, quality, and
monitoring ability influence global-sourcing decsi and consequently confirm how

respondents will allocate the production of thisvndrug, called Livero, discussed on the
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experiment. The table below shows the result oAaova test, allowing variable checking

regarding significance and consequently may supgarject this study’s hypotheses.

Table 19 — Variable Significance — Anova Test

Source Sum of Squares Mean Square F Sign.
Cost 58.43 58.43 7.34 0.0075*
Quality 77.26 77.26 9.71 0.0022*
Cost x Quality 15.14 15.14 119 0.1697
Monitoring 0.16 0.16 0.0p 0.8859
Cost x Monitoring 25.03 25.03 3.15 0.078**
Quality x Monitoring 0.95 0.95 0.12 0.73
Cost x Quality x Monitoring 0.63 0.63 0.008 0.7781
Experience 122.96 5.59 0.7 0.8328
Age 22.76 7.59 0.95| 0.4164
Company Size 28.15 7.04 0.88 0.4746

* p<0.05; ** p<0.1
Source: Elaborated by the author.

Based on Anova test results, we realize that tisegesignificance in three variables:
costs were P>0.05; p=0.0075, in the variable qualite to P>0.05; p=0.0022, and in Cost
Monitoring p>0.05; p<0.1 p=0.078.

From this information, the hypotheses previouslyealigped in our study may be
confirmed or rejected, testing the relation betwdenmanipulations of the variable cost, to
support H2a stating that, when the supplier (XYZ)®as some cost advantage relative to the
buying firm (Alphapharma) decision-makers outsourtee.

However, when respondents were asked about thigiy & monitor this supplier costs,
we did not detect this same relation because p>@€8.1 p=0.078, but we are still able to
confirm H2b. This is due because the percentagseoatted has a small variation when the
buying firm’s ability to monitor supplier cost chgaafrom low to high or vice versa.

Based on these, we also connect to Buck's (20id)est, which affirm that decisions
become more assertive due to emphatic monitorindj,adéso Gray et al. (2009) who say that
managers will outsource the part of the produdtiat offers low costs and when it is easier to
control it in the market. This data collection slsavat the ability to monitor costs or control it
in the market does not exert influence on the d&ti® outsource, not at least in defining the

percentage to be allocated internally and to becauted.
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Hypothesis 1b can also be supported after chedigrgficance test, thus it is possible
to affirm that, when a supplier (XYZ Co.) has soquality advantage relative to the buying
firm (Alphapharma), decision-makers outsource mohes variable was handled changing the
production quality of XYZ Co., between HIGH and LOWh scenarios 1, 2, 7, and 8 shows
High-quality standards for XYZ Co., and on scemaio 4, 5, and 6 Low-quality information
was attributed to XYZ Co.

These results are in line with the theory, whichted that high probability of non-
defective items creates the likelihood to have ggadlity, choosing partners even more
committed to delivering superior quality standardsth conformance quality, consistent
delivery and prompt response (Fosteal.,2011).

Nevertheless, this same relation was not confirmedir study when respondents were
asked about their ability to monitor supplier gtyalbecause for Quality#Monitoring any
significance was attributed P<0.05; p=0.7. Therefdris not possible to support Hla because
the percentage outsourced is not reduced or iretlaalsen the buying firm’s ability to monitor
quality change from low to high or vice versa.

These results, on the other hand, contradict thgoitance of quality monitoring
brought in theory by several authors, such as @tay. (2009) and Kaya and Ozer (2009) and
Fosteret al. (2011). They state that monitor quality is impattand confirm that quality
searching asks for monitoring in order to ensustarers will receive exactly what they expect
to receive, training people to produce accordingstone pre-defined parameters, and
consequently influencing managers decision-makioegause they will feel comfortable to
estimate a bigger percentage to outsource produdieen when the quality cannot be easily
observed, and the manager cannot ensure high oomfice quality or evaluate quality
performance. In addition, when managers are na tbimonitor quality, they do not realize
the benefits or the risks involved to transact \iith market or to concentrate their production
in some place that do not control or ensure quphbinameters (Heide, 2003).

The ability to monitor suppliers or the processidasthe company is also verified
by the ANOVA test, in order to understand the ralee to the XYZ Co. production, so as on
other independent variables, it was manipulatethéneight scenarios ranging XYZ ability to
control and monitor, between HIGH and LOW. Scersafip4, 6, and 8 show High Monitor
ability for XYZ Company, and scenarios 2, 3, 5 &ngave Low monitoring ability.

While evaluating monitoring results based on tlspoadent’s answers, we realize that
with High monitor ability or Low monitor ability,hie manager was not used to change their

outsourcing decision. It means they keep theirgleciindependent of Low or High monitor
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ability. This can be verified by checking the vaga in table 22. There is no significance in
this variable and there is a weak correlation (F320>0.05; p=0.8859). Based on this we
cannot support H3, and conclude there is no relship between the ability to monitor process
and supplier quality and cost to the percentagscauted. Therefore, the ability of the buying
firm (Alphapharma) to monitor supplier does notuehce the decision to outsource.

According to several authors, monitoring is consedea relevant point on decision-
making. However, in our study this variable doet stmw such relevance to the decision to
outsource or insource production. Herz et al. (2Gl18te that companies with the ability to
monitor suppliers’ performance or even to well anpany internal production are able to make
conscious decisions, based on the idea of guaingteg@od quality with the lowest cost
involved.

However, this lack of association may be associ@tdide inability to detect monitoring
relevance, lack of monitoring ability, or even daenformation asymmetry, which was already
explained by Heide (2003). Also, the structureha tirms where the respondents work may
not allowing them to realize this control that denautomatically registered or done, to detect
and identify cost advantages and quality, is nasalated action.

After this, a table is provided to summarize th@dtheses that were supported and
those that were not supported:

Table 20 — Hypotheses and Results

Summary of Brazilian’s Hypotheses and Results

H1la: The positive relationship between suppliefliguadvantage and the
percentage outsourced is reduced (increased) ednutying firm’s ability | Not Supported
to monitor supplier performance is low (high).

H1b: Supplier quality advantage (disadvantage}ix&do the buying firm

has a positive (negative) influence on the peregntautsourced. Supported

H2a: Supplier cost advantage (disadvantage) reladithe buying firm has &

positive (negative) influence on the percentagsauted, ceteris paribus. Supported

H2b: The positive relationship between supplieit eatvantage and the
percentage outsourced is reduced (increased) \edouying firm’s ability | Supported
to monitor supplier performance is low (high).

H3: The ability (inability) of the buying firm to anitor supplier performanc
has a positive (negative) influence on the pergentaitsourced, ceteris Not Supported
paribus.

1%

Source: Elaborated by the author.
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After the analysis of the results presented on Artest, as it is showed in the table below,
it is possible to inform how these variables cgsglity, and monitoring influence the managers’
decision to outsource. These variables’ margintpeas calculated using the predicted average of
the groups, to understand in which point of thestjoa of situation 4, respondents allocate Livero’s
production. The more to the left range the resyltmore respondent outsource, and therefore, as
much to the right scale the result is they predgeroduce more internally at Alpha Pharma.

It was also identified the respondents’ positioniagcording to the moderating effect
received through the scenario. Thus, the propogpdtheses were not merely tested, as a way to
support or reject, they were also properly tagged respondent answers, and a group mean is
provided to arrange a strong background to undeistiearly how influential these variable were

on the definition of the percentage to be outsalirce

Table 21 — Groups Mean

Margin | Std error Sig 95% ClI
Lower Upper

Cost
Low 5.97 0.291 20.58 5.4 6.54
High 7.15 0.29 24.26 6.57 7.73
Quality
Low 5.87 0.3 19.64 5.29 6.45
High 7.22 0.29 24.59 6.64 7.8
Cost x Quality
Low Low 5.59 0.41 13.64 4.79 6.4
Low High 6.34 0.42 14.94 5.51 7.17
High Low 6,15 0.44 13.86 5.28 7.02
High High 8.12 0.43 18.87 7.28 8.96
Monitor
Low 6.52 0.3 21.86 5.94 7.1
High 6.6 0.3 21.77 6 7.2
Cost x Monitoring
Low Low 5.55 0.42 13.27 4,73 6.37
Low High 6.41 0.43 14.83 5.56 7.26
High Low 7.51 0.44 17.15 6.65 8.37
High High 6.78 0.44 15.45 5.92 7.64
Quality x Monitoring
Low Low 5.9 0.43 13.73 5.06 6.74
Low High 5.83 0.43 13.71 5 6.66
High Low 7.11 0.43 16.67 6.27 7.94
High High 7.33 0.43 16.85 6.48 8.18
Cost x Quality x Monitoring
Low Low Low 5.18 0.5 8.93 4,04 6.32
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Low Low High 6,02 0.61 9.83 4.82 7.22
Low High Low 5.91 0.61 9.71 4.71 7.1
Low High High 6.79 0.6] 11.29 5.61 7.97
High Low Low 6.64 0.63 10.63 5.42 7.87
High Low High 5.64 0.63 8.99 4.41 6.87
High High Low 8.35 0.63 13.25 7.11 9.58
High High High 7.89 0.68 12.52 6.6 9,12

Source: Elaborated by the author.

The information on Table 21 confirms that when cssmanipulated to LOW in the
experiment, respondents allocate their answer drthenposition 5.97 in our Likert scale. It means
they tend to outsource 50% to XYZ Co and 50% tohalf?harma. Likewise, respondents who
received a scenario to base their answer with HEidt information for XYZ Co., they allocate
the production of Livero 40% to be outsourced ¥2XCo and 60% to be produced in house, at
Alpha Pharma, because they are likely to set treswer at the position 7.15.

Similarly, to the variable cost, it was also pokstb measure the mean percentage indicated
by the respondents when quality issues are beisgused. For the quality influence on
respondents’ answers, a similar behavior is seeregpondents’ perception about quality to the
variability between Low and High. It means thatdhavho receive LOW quality information for
XYZ Co. decide to distribute Livero production 5@85XYZ Co and 50% to Alpha Pharma, because
their answers were allocated in the margin posBi®&7. The respondents who received a scenario
to base their experiment answer, with HIGH Quahfgrmation, tend to allocate the production of
Livero 40% to be outsourced to XYZ Co and 60% ¢opiboduced in house, at Alpha Pharma,
positioning 7.22.

However, for the variable monitoring, there is natistical difference between High and
Low manipulation in the scenarios. Respondentscal® 50% to 40% of Livero’s production at
XYZ Co, or 50% to 60% to be insourced at Alpha IRfearRegardless of the level of monitoring,
they insert their answer on position 6.52 to Lowrloring ability and 6.6 for high monitoring
ability.

These results of allocating part of the productibAlpha Pharma and part of XYZ confirm
Parmigiani’s (2007) explanation about better allimreof production, where managers do not need
exclusively to produce internally or buy 100% frauppliers. Managers used to estimate a
percentage to be produced internally and to beoauted, using the best of each structure, reducing
the cost of both, and encouraging a combinatiantefnal resources and the resources of suppliers
(Parmigiani, 2007).

These findings support what was already broughth®y theory, where supplier’s

quality, cost, and inside process performance halgsager to better combine make and buy
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in a plural sourcing strategy, and with this deteate the percentage to be insourced and
outsourced. It means a partial outsourcing, so eoneg’ simultaneity makes and buys (Mantel
et al., 2006). Consequently, managers do not nestdq buy or just to make, they can do both,
so their decision will be directed to outsource wigeality is better outside, with low costs,

when it is easier to control it in the market, gmmdduce inside when companies’ quality and

capabilities are higher than outside.
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5 COMPARISON OF HALL AND WEBER RESULTS

After the explanation of the results of this resbaa comparison will be made between the
original work of Hall (2012), which was the basis this dissertation, and the findings described
in the previous chapter.

As a way to easier compare, it is important toestaé difference between the hypotheses
distribution of both studies. A difference in thevélopment of the theoretical sections generated a
different distribution of hypotheses in each studjth the aim to make a better comparison, a new
table comparing which of David hypotheses are egeit to the one used in this study is shown

below:

Table 22 — Hypothesis Differences

Weber Study Hall Study
Hla | Not Supported H3b Not Supported
H1b | Supported H1b Supported
H2a | Supported Hla Supported
H2b | Supported H3a Supported
H3a | Not Supported H2 Not Supported

Source: Elaborated by the author.

By evaluating this table, it is possible to conéubat all hypotheses behaved similarly in
both studies.

For instance, Hall (2012) found out that qualityaatage influence managers decision
(H3), it means that managers use to outsource wioea XYZ presents higher quality information.
This hypothesis (H1a) was also supported in thidystHall (2012) also supported the hypothesis
(H1a) that state that cost variation influencesdéeision makers. It was confirmed in this study,
confirming this influence of H2a, and results t@port cost-monitoring influencing on sourcing
decision (H2b/H3a) were found. Similarly, the irghce on managers’ decision (H3a/ H2) was not
supported, thus monitoring and quality monitorirmgnebt act as a determinant for decision makers.

This similarity in the findings between the studyBrazil and the United States shows that,
despite the economic, political and social diffees) institutionalization, level of development and
even divergent controls and regulations existingvben the countries, decision-makers of both
countries consider relevant issues such as codtguality to make their decisions to insource or
to outsource production. Similarly, it is possilitestate that the variable monitoring does not
influence the managers’ decisions for Livero prdgurcallocation, and thus are not influenced by

monitoring.
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These common answers may be related to the levetindation. Our respondents were
undergraduate students and Hall's sample (2012)7&%s with a bachelor degree or more. Thus,
we may assume that respondents had the same gadioiat the relevant point to consider making
a correct decision in the context of making or bagyilt is possible to conclude that, despite the
differences in the economic environment of USA &nmndzil, issues such as cost and quality are
relevant for companies inserted in any countrycstme.

Hall's (2012) demographic information is also comggh to this study demographic
information. Some characteristics are common betwée experiment participants, like their
gender and occupation, because these respondemtsnastly male and work on general
manufacturing or others. Some tables are structoresdmmarize the sample characteristics and to

make the comprehension easier. The table belowssttevgender comparison:

Table 23 — Gender Comparison

SAMPLE CHARACTERISTICS
Weber Sample Hall Sample
Gender
N % N %
Male 147 69.70%| Male 177 58.20%
Female 64 30.30%| Female 127 41.80%
Total 211 100%)| Total 304

Source: Elaborated by the author.

However, several differences are detected by cangéne characteristics of both studies.
For example, table below, specify age differencerenmost respondents are between 21-30 years
(65.9%) on the other hand Hall’'s (2012) respondeat® in their majority over 41 years (66.88%).
It means that age does not influence the way masgmgceive the variables cost, quality, and
monitoring. Therefore, it is clear that both younged older decision makers allocate similarly
outsourced percentage for XYZ and percentage twdiuced in the Alpha Pharma.

Table 24 — Age Comparison

SAMPLE CHARACTERISTICS
Weber Sample Hall Sample
Age
N % N %
Under 20 28  13.3004 Under 30 20 6.60%
21-30 139 65.909¢ 31-40 34| 12.20%
31-40 43 90.400%| 41-50 77| 32.60%
41-50 1 0.500 Morethan 51 | 125|  48.10%
Total 211) 1009 | Total 256]  92.90%

Source: Elaborated by the author.
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Another important characteristic, which sometimesiad influence the respondent opinion
or their decision about outsourcing, is the edocatBrazilian respondents are 100% undergraduate
and on Hall's research (2012) 45.9% have concltigeid Bachelor Degree and 30.1% have Master
Degree. Even with these differences on samplesactarstics, the results of both studies are the
same. Then it is possible to conclude that thgsects are not influencing the managers’ decisions.
It can also be asserted that there are similaeqpattof education in both countries. Universities
probably instruct their students on the same thigaterules, by teaching the conditions to be
considered as relevant in decision-making and wtaimot exert the same influence on business
decisions, at the global sourcing and productitwtation. Thus, when talking about the operations
area, the Brazilian education, at undergraduatel,lésoks very similar to the US, despite often

being criticized.

Table 25 — Comparison of Education level
SAMPLE CHARACTERISTICS

Weber Sample Hall Sample
Education Level
N % N %
Undergraduate 211 100%| Less than Bachelor 64 21.10%
Bachelor's Degree 145 47.70%
Master's Degree 95 31.30%
Total 10094 Total

Source: Elaborated by the author.

The number of employees at the companies wherereapbndent works is also compared,
as a way to understand this information relevamceuw results. Most Brazilian respondents work
for companies with under 1000 employees, aroun@%2and 24.2% on companies over 1000
employees. American respondents, on the other haok in companies with more than 1000
employees. Therefore, the size of the company wiesigondents’ works do not influence their
perception of cost, quality, and monitoring relienEven if the company's size is an indication of
the company structures to adhere to a decisionathar, it is noticeable that, regardless of being
a company with less number of employees, the Vi@sadxert the same impact that exert in decision

makers who work in small businesses.
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Table 26 — Comparison of the number of employees

SAMPLE CHARACTERISTIC
Our Sample David Sample
Number of Employees
N % N %

0 7 3,3

0-250 84 39,B

251-500 32 15p

501-750 2 9p

751-1000 1y 8J1L Under 100D 133 438
1001+ 5] 24,p 1001+ 171 56,
Total 211 100,p Total 304 10(

Source: Elaborated by the author.

In addition to the size of the company that respotslare working, the table below shows
the kind of industry they work. 43.1% of Braziliansrk and 28.3% of Americans in some type of

manufacture industry:

Table 27 — Industry Comparison

SAMPLE CHARACTERISTIC
Weber Sample Hall Sample
Industry

N % N %
No Working 8|  3.80%| No Working
Aerospace 1 0.509%)| Aerospace 25 8.20%
Automotive 22 10.40% Automotive 42 13.80%
Consumer Products 16 7 goop| Consumer Products 29 9.50%
High-Tech 8  3.80%| High-Tech 26 8.60%
General Manuf. 91 43,109 General Manuf. 86|  28.30%
Pharmaceutical L 0.509)| Pharmaceutical 13 4.30%
Other 64 30.309, Other 83 27.30%
Total 211 100.0| Total 304! 100.00%

Source: Elaborated by the author.

Sample sourcing experience was also compared betessh sample group. In the table
below, it is possible to check the information. dadty, this study sample is basically composed of
Production Engineer students. It means they are Stasting to work on sourcing areas and
consequently are less experienced than David’s lesmwho were chosen to participate in the

research precisely because of their professioraifipation.
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Table 28 — Sourcing experience Comparison

SAMPLE CHARACTERISTICS
Weber Sample Hall Sample
Years of Sourcing Decision

N % N %
Less than 3 years 1$9 89 579 Less than 3 years 16 5.30%
3-8 years 18 8.539| 3-8 years 60 19.70%
9-15 years 3 1.42% 9-15 years 102 33.60%)
16 or more 1 0.47%| 16 or more 126 41.40%

211 100% 304 100.00%

Source: Elaborated by the author.

Besides the description of the characteristichsf 211 experiment respondents, we will
also describe the managers we interviewed in theqgst to validate our experiment questions in
the Brazilian environment. Four managers of ther@ng area, from four different companies,
which works national and internationally, in comjgagnwith more than 1001 employees of general
manufacturing. These managers have more than 28 gégeneral experience, more than 15 on
sourcing jobs on the purchase area in Brazil anoaab They are 100% male, age ranging from 31
to 40 years old. Two of them are undergraduate joteking his Master Degree, and one of them
Is post-graduated.

The profile of these four managers may reflectptedile of the vast majority of purchase
managers from Brazil, who according to studies cotet by the Procurement Business School in
2014, were 77% male professional and just 23% weraen. This shows that companies still have
purchasing department in a conservative model,mediby men. They also show in their research
that 50% of the purchasers are over 36 years-bMthich 82% have bachelor degree or more, as
well as 46% of them working on companies with ntben 1000 employees, where 53% were from
general manufacturing companies, 57% have more3harars of sourcing experience, and 36%
have worked from 1 to 5 years in this area.

This shows that purchasers from Brazil and the U&ve similar profiles and are influenced
by common variables to make their sourcing deciswWhen considering the respondents of our
experiment, they have no large experience on suyiariea, but work on departments that provide,
to the source area, the necessary informationlé&mmg and controlling the demand, in order to
ensure the best allocation of purchases or praslydth make the process more efficient, with lower

costs, and to monitor these processes to thosensibte to make the decision on the sourcing area.
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6 CONCLUSIONS

This chapter presents the conclusions obtainedhguhis study and some theoretical
implications about results for Operation and Su@itain Management. In addition, it will also
explain some practical implication as well as sdimgtations and suggestions for future
research.

The initial objective of this research was to wehbw issues such as cost, quality, and
monitoring of suppliers influence the behavioratid®mn-making process of buying as well as
production managers in Brazil, as a way to compasalts obtained in the American research
with those obtained in Brazil.

Therefore, the results obtained in the study mawvan the problem question of how
issues, such as cost, quality, and monitoring ppbers influencing production managers on
their behavioral decision-making between make gribuBrazil context, with the analyses of
our respondents’ answers to the experiment beiptieab Thus, now it is clear that managers
use to consider cost variation to decide about huweh to internalize and how much to
outsource, they also change their choices whentguslhigher in their suppliers than inside
the company and they also evaluate managers’ dapdbicontrol costs over their suppliers
and on their process inside the company.

Thus,the influence of cost for manager behavioral denigs relevant, because we identify that
managers observe which part, if supplier or ifcbenpany, has the best cost and direct the productio
to the more competitive onehis results confirm what some other authors alreayplained
(Fine and Whitney, 1996; Verma and Pullman, 1998td8 and Linse, 2008; Gray et al., 2009),
who state that managers’ goal is to found a sogrsotution that keeps the lowest total price.
This explains why costs are so important and whyrespondents change their answers when
XYZ Co. presents high cost and when presents lastsco

Following the same argument, it is possible to mssthat managers are influenced by
the Quality variable to make their decision betwesake or buy in Brazilian environment,
since our respondents allocate Livero’s produdtiotine option that show the best quality. It is
considered the most important drive of the sourdegsion, nevertheless when comparing to
cost, monitoring and other factors seem to be rmdhgential (Fosteet al.,2011).

Therefore, managers will normally feel they make ¢brrect decision, when choosing
the option of make or buy, which provides highealdgy, with higher benefits with a superior
quality involved (Chen et al., 2004). The theorylains that supplier's quality and inside

process performance helps manager to better combale and buy in a plural sourcing
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strategy, and with this determinate the percentadee insourced and outsourced, meaning a
partial outsourcing, so companies’ simultaneity esaknd buys (Mantel et al., 2006). It was
also clearly confirmed after data analyze that rgareican simultaneous buy and make, as
stated on Parmigiani’s study (2007), thus the deassare directed to outsource more when
guality is better outside, and produce more ingilen companies’ quality and capabilities are
higher than outside, estimating an optimal perggta better combine both options.

However, contrary to our expectation about theviagtee of monitoring in an uncertain
context as the Brazilian one, which needs a speoiarol as a way to prevent opportunistic
actions present in our mind et, or even to corgrbérnal influences on the implementation of
internal processes, or any breach of contracts upplegers, the monitoring showed no
significance in the positioning of our decision-raekabout the production allocation of Livero
medicine. Monitoring does not show to be, in oupexment, a relevant variable for the
decision making, because managers do not changetbheéuction allocation when monitoring
is high or low.

By evaluating the ability to monitor supplier’'s controlling the inside process, our
study does not confirm several authors’ explanasibout monitor relevance. They state that
firms whose strategy is to acquire products oriserin the market have to develop skills to
monitor their suppliers’ performance, mainly coiitng quality and cost standards (Mayer and
Salomon, 2006). In this sense, our study was abf@int out the significance, given by the
management, to cost control.

The relevance to the quality monitoring of this meegte production, especially in a
sector like the pharmaceutical, where quality aadrdan be responsible for saving lives or lose
them, was not evidenced. This liability for the sequences of actions taken may not have been
considered by the respondents of this researclthwdauld explain the lack of relevance given
to the quality monitoring, mainly because they dat feel responsible for the result of the
decisions taken.

Thus, it is possible to say that the specific oiyes of this study were also reached.
Hall's study (2012) was in fact replicated with Beazilian decision-making. The influence of
costs, quality, and monitoring was evaluated indéeision-making process. The variation of
decisions are real when changing variable to Highaw in the experiment scenarios, and
these results also allow for a better understandirtige decision-making process on the global

sourcing scenario in Brazil.
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6.1 LIMITATION, CONTRIBUTIONS AND SUGGESTIONS

The study of the decision-making process normalllg finto manager perception and
the commitment of managers to show results forcthrapanies they work for, choosing the
option that provides the best quality with the lstvgossible cost. However, in studies
simulating some hypothetical scenarios respondeatg not have the same commitment to
choose the best option, mainly when respondentsangsed to evaluating such variables daily
in their jobs. Therefore, a limitation of this syuthay be less sourcing experience respondents,
although most of these Production engineer studsatk on industrial areas and somehow
produces information to the decision makers, attelgpto show the need for a deeper
investigation into this subject.

As suggestion for future research is to understahgl the decision-making is so
conservative in their decisions in the contextlobgl sourcing for the allocation of production,
using other research methods with other samplegb#&a focus group would help to figure
out why variables such as monitoring are not careid relevant in decision-making, mainly
in environments such as the Brazilian one.

Another way to follow up the research would be gimg it in other environments, such
as other emerging countries, to compare the Baazdnd American research, to check if what
was found here may have the same support on atitiges, or if the way this research was
conducted influenced the outcomes, or even if tlmdagities in conducting business between
these two countries is actually greater than ttiéierences.

Future research may also include the Bandwagorsymesn the analysis as a way to
understand if the hypotheses supported and rejectétall’s study will have the same behavior
as the other hypotheses that were coincidentahfirtoed and rejected. Some other variables
could be added to the study including questionsuaboppliers’ confidence, the influence of
time administration over global sourcing, due tata answer for the decisions taken, cultural
aspects as trade barriers to buying abroad, asawddick of knowledge of customs matter and
the foreign exchange instability in Brazil.

The lack of pharmaceutical knowledge among theardpnts can also be characterized
as a limitation for this study. Thus, a suggestionfuture research could also follow into
developing scenarios, simulating decision situaiiona closer context for the participants.

Some other studies could be applied in a qualgatiethod as a way to understand these
same variables: cost, quality, and monitoring troagme case studies on companies that are
outsourcing and producing, and some steps of freress together, in a way to understand
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how they deal with those variable and how theyridhste the percentage outsourced to have
the most beneficial results on their process.

As a theoretical contribution, this study helpspoead the use of the experiment, as a
data collection method, in research of operation®riazil, which has incipient uses. The
description method also provides a detailed explamaof how to conduct this type of
collection in research of this nature. In additigrallows for a comparison of the decision-
making process between completely different cutuseich as the American and Brazilian,
with very distinctive economic situations, with tibigtional processes implemented and
conducted in specific ways in each country, with regulatory purposes, mainly on
pharmaceutical issues. This study also improveslitbature of sourcing decision, which
normally focuses on the competitive advantagedhatbe achieved through its adoption, and
this study provides some empirical contributiorutmlerstanding in what condition managers
outsource more or less, giving arguments and exipaihow it is conducted in Brazilian
environment

The results of this study also provide managemaitributions, where the operations
area managers can tailor their processes in oodegtter understand the variables considered
in decision-making, as the influence of the cost #re monitoring of this cost, as well as the
quality of supplied or produced product. In additiavorking those aspects seems relevant, but
that did not appear in the research as influensath as action to monitor suppliers and
processes and quality monitoring, thus being abkdticate their team to validate and observe
such effects before, during and after making thesiten between purchasing and production.

It was clear in this study that the manager comsi@s relevant the most important
condition on almost all decision: cost and qualltyose variables are taught, from an early age,
as determinants on individual choices, whether ti@ppens in business or personal level.
Moreover, the variable monitoring sometimes foliovo the lack of information by people and

the difficulty to control it outside the companidésiundaries.
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APPENDIX A — ORIGINAL EXPERIMENT QUESTIONS

The Sourcing Decision Exercise

YOUR ROLE:You are a sourcing manager at Alpha Pharmacegicalpha Pharma has just
successfully completed clinical trials on a newgstetary drug, Livero. Livero has been approved by
the Food & Drug Administration (FDA). However, AjpRharma has not done full-scale manufacturing
of Livero.

Your task as the sourcing manager will be to maidesltivero sourcing decision for Alpha
Pharma. It is up to you to decide whether to mactufi@ Livero internally, outsource to XYZ Co or
choosea mixture of in-house and contract production. Fermore, you have been given full authority
to make this choice. There are no ‘correct’ answeosplease respond based upon what you believe to
be the best option.

Please read the following scenario and answer tibsesjuent questions based upon your
understanding of what you just read. Again, theeena ‘wrong’ answersAdditional space is provided
for your questions and comments. Your participatsovoluntary and strictly confidential.

Background information on the pharmaceutical indust
The pharmaceutical industry currently faces thiewihg challenges:

* Increasing demand for pharmaceuticals.

< Intellectual property rights allow innovative drugstented) to be licensed or produced
exclusively.

* New process technology and product offerings anencon.

* Competitive pressure to provide high return ontgssejuity, and revenues.

* Low switching costs and multiple drugs within aegfiry allow for customer substitution.

* Brand image, company reputation, and consumer arestritical to achieving and
maintaining market share.

e The pharmaceutical industry is highly regulated.

« Companies are required to track conformance quadityell as undergo production site
inspections.

e The industry is facing greater price controls aadatiated drug prices.

Alpha Pharma
Alpha Pharma is a pharmaceutical company that ia@svand brings drugs to the market.

e To compete, Alpha Pharma has to be able to comailgrproduce high quality drugs at low
cost.

» Cost is a competitive priority because drugs alecssd based on cost and patient benefit.

* Quality is a competitive priority because switchowsts are low, brand image is a driver of
sales, and the cost of a drug recall is high.

* Any sourcing decision at Alpha Pharma must considst and quality priorities.
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Questions about your understanding of the scenarid?lease refer back to the scenario if you need

to.

1. How would you rate cost as a priority for AlphaPharma?
O Low O Somewhat Low O Neither O Somewhat High O High O Do not Know

2. How would you rate quality as a priority for Alpha Pharma?
O Low O Somewhat Low O Neither O Somewhat High O High O Do not Know

3. Livero requires investment in a unique productio system and specific assets.

O O Somewhat O O Somewnhat O O Do not
Disagree Disagree Neither Agree Agree Know

4. Livero's production technology may change overine.

©) O Somewhat O O Somewhat ©) O Do not
Disagree Disagree Neither Agree Agree Know

5. XYZ Co has lower costs than Alpha Pharma.

©) O Somewhat ©) O Somewhat ©) O Do not
Disagree Disagree Neither Agree Agree Know

6. XYZ Co has lower quality than Alpha Pharma.

©) O Somewhat ©) O Somewhat @) O Do not
Disagree Disagree Neither Agree Agree Know

7. How subjective is the process that Alpha Pharmases to evaluate the performance of XYZ
Co?
@) O Somewhat ©) O Somewhat ©) O Do not
Subjective Subjective Neither Objective Objective Know

8. To what degree is Alpha Pharma able to determinte production costs of XYZ Co?

O Unable O Somewhat Unable O Neither O Somewhat Able O Able O Do not Know

9. To what degree is Alpha Pharma able to determinquality standards and specifications are
adhered to by XYZ Co?

O Unable O Somewhat Unable O Neither O Somewhat Able O Able O Do not Know
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As the sourcing manager, it is your responsibilityo choose where Livero is produced.

Scenario 1:As the sourcing manager, you are forced by circuntances outside of your control to
use Alpha Pharma to produce Livero. How aligned ishe decision to produce Livero using Alpha

Pharma with Alpha Pharma’s capabilities?

O Very O O Somewhat O Neither O O O Very
Unaligned Unaligned  Unaligned Aligned nor Somewhat Aligned Aligned
Unaligned Aligned

Given that Alpha Pharma is used, what is your peragation of Livero’s supply risk?

O Very ©) O Somewhat ©) O Somewhat ©) O Very
Low Low Low Moderate High High High

Given that Alpha Pharma is used, what is your pergation of Alpha Pharma’s financial and

operational benefit?

O Very O O Somewhat O O Somewhat O O Very
Low Low Low Moderate High High High

Scenario 2:As the sourcing manager, you are forced by circuntances outside of your control to
use XYZ Co. to produce Livero. How aligned is the ecision to produce Livero using XYZ Co.
with XYZ Co.’s capabilities?

O Very ©) O Somewhat O Neither ©) ©) O Very
Unaligned Unaligned  Unaligned Aligned nor Somewhat Aligned Aligned
Unaligned Aligned
Given that XYZ Co. is used, what is your perceptiorof Livero’s supply risk?
O Very ©) O Somewhat ©) O Somewhat ©) O Very
Low Low Low Moderate High High High

Given that XYZ Co. is used, what is your perceptiorf Alpha Pharma’s financial and operational

benefit?

O Very O O Somewhat O O Somewhat O O Very
Low Low Low Moderate High High High

Scenario 3:As the sourcing manager, where would you choose bave Livero produced?

O Alpha Pharma O XYz Co
Given your choice, as sourcing manager, what is yoperception of Livero’s supply risk?

O Very ©) O Somewhat ©) O Somewhat ©) O Very
Low Low Low Moderate High High High

Given your choice, as sourcing manager, what is yoperception of Alpha Pharma’s financial and

operational benefit?
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O Very O O Somewhat O O Somewhat O O Very
Low Low Low Moderate High High High

Scenario 4:As the sourcing manager, you can allocate productioof Livero between Alpha
Pharma and XYZ Co. How should production be allocatd between Alpha Pharma & XYZ Co?

O O O O O O O O O O O
100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0%
XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYz XYZ XYZ

Co Co Co Co Co Co Co Co Co Co Co

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha
Phar Phar Phar Phar Phar Phar Phar Phar Phar Phar Phar
ma ma ma ma ma ma ma ma ma ma ma

Given your choice, as sourcing manager, what is yoperception of Livero’s supply risk?

O Very ©) O Somewhat ©) O Somewhat ©) O Very
Low Low Low Moderate High High High

Given your choice, as sourcing manager, what is yoperception of Alpha Pharma’s financial and

operational benefit?

O Very O O Somewhat O O Somewhat O O Very
Low Low Low Moderate High High High

Scenario 5: As the sourcing manager you find out that Alpha Pharma’s competitors are
outsourcing similar production to contract manufacturers. How should production be allocated
between Alpha Pharma & XYZ Co?

O O O O O O O O O O O
100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0%
XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ

Co Co Co Co Co Co Co Co Co Co Co

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha
Phar Phar Phar Phar Phar Phar Phar Phar Phar Phar Phar
ma ma ma ma ma ma ma ma ma ma ma

Given your choice, as sourcing manager, what is yoperception of Livero’s supply risk?

O Very ©) O Somewhat ©) O Somewhat ©) O Very
Low Low Low Moderate High High High

Given your choice, as sourcing manager, what is yoperception of Alpha Pharma’s financial and

operational benefit?

O Very O O Somewhat O O Somewhat O O Very
Low Low Low Moderate High High High
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Scenario 6:As the sourcing manageryou find out that that majority of firms in Alpha P harma’s
industry are outsourcing similar production to contract manufacturers. How should production
be allocated between Alpha Pharma & XYZ Co?

O O O O O O O O O O O
100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0%
XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYzZ XYZ XYZ

Co Co Co Co Co Co Co Co Co Co Co

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha
Phar Phar Phar Phar Phar Phar Phar Phar Phar Phar Phar
ma ma ma ma ma ma ma ma ma ma ma

Given your choice, as sourcing manager, what is yoperception of Livero’s supply risk?

O Very ©) O Somewhat ©) O Somewhat ©) O Very
Low Low Low Moderate High High High

Given your choice, as sourcing manager, what is yoperception of Alpha Pharma’s financial and

operational benefit?

O Very O O Somewhat O O Somewhat O O Very
Low Low Low Moderate High High High

Please tell us a little bit about yourself and youcurrent employer. Your feedback, answers, and
identity will be anonymous and kept confidential. f a question does not apply to you please leave

it blank. Thank you for your participation.

10. What is your current or most recent job title?

11. How many years of experience have you had irsaurcing related role?

12. How many total years of work experience do yooave?

13. What is your highest level of education? Pleaseark the most appropriate choice.

O High O Associate’s O Bachelor’s O Master’s Degree O Doctorate
School Degree Degree

14. What is your age?
O 20 & under O 21-30 O 31-40 O41-50 O51-60 O 61-70 O71+

15. What is your gender? O Female O Male

16. Which category below best describes the indugtwhere you currently work or most recently

have worked? Please circle only one.
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h) Aerospace

i) Automotive

i) Consumer Products
k) High-Tech

[) General Manufacturing
m) Pharmaceutical

n) Other, please specify

17. What is the approximate number of employees iyour business unit where you currently work

or most recently have worked?

O 0-250 O 251- 500 O 501-750 O 751-1000 01001+
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APPENDIX B — EXPERIMENT - PORTUGUESE VERSION — APPLIED IN BRAZIL

Exercicio de Decisdo de Compra

SEU PAPEL:Vocé é gerente de compras na Alpha Pharmaceutisatddpha Pharma
concluiu recentemente testes clinicos com um nedicamento patenteado, chamado Livero.
Livero foi aprovado pela Agéncia Nacional de Vigitéa Sanitaria (ANVISA). No entanto, a
Alpha Pharma ainda néo iniciou a producao do Livero larga escala.

Sua tarefa como gerente de compras sera de tondacesao de producao do Livero
para a Alpha Pharma. Cabe a vocé decidir como pradol Livero internamente, terceirizar
para a XYZ Co ou escolher uma mistura de produgépr@ e produzir por contrato. Foi
dada a vocé total autonomia para tomar esta decid&m existem respostas corretas, entao
por favor, responda baseado naquilo em que vocédier ser a melhor opcgéao.

Por favor, leia 0 cenario a seguir e responda asgjfies subsequentes baseado em seu
entendimento sobre a leitura. Reforcando que naoes@ostas erradas. Foi colocado um
espaco adicional para suas perguntas e comentarfis participacdo é voluntaria e
estritamente confidencial.

InformagBes sobre a industria farmacéutica
A industria farmacéutica depara-se atualmente coseguintes desafios:

 Aumento de demanda para produtos farmacéuticos.

» Direitos de propriedade intelectual permitem quein@@nentos inovadores
(patenteados) sejam licenciados ou produzidosrdeafexclusiva.

» Disponibilidade de novas tecnologias de procesgredutos S4o comuns.

* Pressédo da concorréncia para fornecer alto reswiie ativos, patriménio e receitas.

» Baixo custo de trocas de varios medicamentos, fiaduia substituicdo por parte dos
clientes.

* Imagem da marca, reputacao de empresa e confiargandumidor sé&o decisivos
para o alcance e a manutencaordoket share

* Aindustria farmacéutica é altamente regulada.

« As empresas devem controlar a qualidade conformmaamestabelecidas podendo
sofrer inspec¢des nos locais de producéo.

» Aindustria farmacéutica enfrenta acentuado comtiel precos e negociacdo de preco
dos medicamentos.

Alpha Pharma
Alpha Pharma € uma empresa farmacéutica que indgaenvolve medicamentos para
0 mercado.
» Para competir, a Alpha Pharma precisa produzir coalmente medicamentos de alta
qualidade com baixos custos.
* O custo é uma prioridade competitiva ja que ositdie selecionam os medicamentos
baseados em seu custo-beneficio.
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Qualidade é uma prioridade competitiva ja que asosude troca sao baixos, a
imagem da marca é essencial para as vendas eoadeusdtirada do medicamento do
mercado é alto.

Qualquer decisdo de producao na Alpha Pharma desederar prioritariamente o
custo e a qualidade davero.

O Livero requer um sistema de producdo sob medidagtender as necessidades
operacionais especificas.

A implementacéo de um Sistema de producao Uniateimdandar tempo e recursos
significativos para treinamento e desenvolvimem@eéssoal.

A tecnologia de producéo do Livero é incerta e podéar com o tempo.

Futuras melhorias na tecnologia poderéo tornana absoleta.

Alpha Pharma e XYZ Co tém capacidade de produkivero.

Alpha Pharma e XYZ Co possuem economias de escailares.

XYZ Co
A Alpha Pharma examinou vérias organiza¢gfes coempa! para firmar contratos para

producao de seus medicamentos. Atualmente, estdiaralo uma organizagao em particular:
axXYZCo

A XYZ Co possui capacidades similares as das erapm@mncorrentes da Alpha
Pharma.

A Alpha Pharma solicitou e recebeu relatérios de#asie qualidade da XYZ Co.

A Alpha Pharma obteve registros de inspecoes mthtia XYZ Co através da
ANVISA.

Como gerente de compras, vocé acaba de recebsyuates informacodes:

Questdes relativas ao seu entendimento da situggdposta. Se necessario, volte a ler a
situacao.
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1. Como vocé classificaria a importancia do custmara a Alpha Pharma?
O Baixo O Relativamente baixo O Indiferente O Relativamente alto O Alto O Nao sei

2. Como vocé classificaria a importancia da qualid#e para a Alpha Pharma?
O Baixo O Relativamente baixo O Indiferente O Relativamente alto O Alto O Nao sei

3. O Livero necessita de investimentos em um uniststema de producéo e ativos
especificos.

O O Discordo O O Concordo O O Néo
Discordo parcialmente Indiferente parcialmente Concordo sei

4. A tecnologia para produc¢éo do Livero pode mudacom o tempo.

O O Discordo O O Concordo O O Néo
Discordo parcialmente Indiferente parcialmente Concordo sei

5. A XYZ Co possui custos menores do que a Alpha &tma.

O O Discordo O O Concordo O O Néo
Discordo parcialmente Indiferente parcialmente Concordo sei

6. A XYZ Co possui qualidade inferior a Alpha Pharna.

O O Discordo ©) O Concordo O O Néo
Discordo parcialmente Indiferente parcialmente Concordo sei

7. O quao subjetivo € o processo que a Alpha Pharnadiliza para avaliar a performance
da XYZ Co?

©) O Relativamente @) O Relativamente ©) O Nao
Subjetivo subjetivo Indiferente objetivo Objetivo sei

8. Até que ponto a Alpha Pharma esté apta a determar os custos de producédo da XYZ
Co?
O Inapta O Relativamente inapta O O Relativamente O O Néo
Indiferente apta Apta sei

9. Até que ponto a Alpha Pharma esta apta a determar se o padrao de qualidade e
especificacdes sao respeitados pela XYZ Co?

O O Relativamente O O Relativamente O O Néao
Inapta inapta Indiferente apta Apta sei

Como gerente de compras, € sua responsabilidade @ber onde o Livero é produzido.

Situacdo 1:Como gerente de compras, vocé é forcado por algumaircunstancias fora de
seu controle, a utilizar a Alpha Pharma para produir o Livero. O quao alinhada é a
deciséo de produzir o Livero utilizando a Alpha Phama e com as capacidades da Alpha
Pharma?
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O Muito O @) O Nem @) @) O Muito
desalinhada Desalinhada Parcialmente alinhada nem Parcialmente Alinhada alinhada
desalinhada desalinhada alinhada

Levando em consideracao que a Alpha Pharma esta sknutilizada, qual é sua percepcéo
em relacdo aaisco de abastecimento do Livero no mercado?
O Muito O O Relativamente O O Relativamente O O Muito
baixo Baixo baixo Moderado alto Alto alto
Levando em consideracdo que a Alpha Pharma esta sknutilizada, qual é a sua
percepcéao sobre os beneficios financeiros e ope@tiis para a Alpha Pharma?

O Muito @) O Relativamente @) O Relativamente O O Muito
baixo Baixo baixo Moderado alto Alto alto

Situacdo 2:Como gerente de compras, vocé é forcado por algumaircunstancias fora de
seu controle, a usar a XYZ Co. para produzir o Liveo. O quéo alinhada € a decisao de
produzir o Livero utilizando a XYZ Co. e com as capcidades da XYZ Co.?
O Muito ©) O O Nem ©) ©) O Muito
desalinhada Desalinhada Parcialmente alinhada nem Parcialmente Alinhada alinhada
desalinhada desalinhada alinhada

Levando em consideracdo que a XYZ Co. estd sendoilabda, qual é sua
percepcdo em relacdo agsco de abastecimento do Livero no mercado?
O Muito O O Relativamente ©) O Relativamente O O Muito
baixo Baixo baixo Moderado alto Alto alto
Levando em consideracdo que a XYZ Co. estad sendoilabda, qual € a sua
percepcdo sobre os beneficios financeiros e ope@tais para a Alpha Pharma?

O Muito O O Relativamente O O Relativamente O O Muito
baixo Baixo baixo Moderado alto Alto alto

Situacdo 3:Como gerente de compras, onde vocé escolheria @dbde producdo do
Livero?
O Alpha Pharma O XYZ Co
Levando em consideragcdo sua escolha, como gerente cbmpras, qual a sua
percepcdo em relacdo ao risco de abastecimento divéro no mercado?
O Muito O O Relativamente ©) O Relativamente O O Muito
baixo Baixo baixo Moderado alto Alto alto

Levando em consideracdo sua escolha, como gerent abmpras, qual € a sua
percepcao sobre os beneficios financeiros e ope@tais para a Alpha Pharma?

O Muito O O Relativamente O O Relativamente O O Muito
baixo Baixo baixo Moderado alto Alto alto
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Scenario 4:Como gerente de compras, vocé pode colocar a pro@agdo Livero tanto na
Alpha Pharma como na XYZ Co. Como a producéo deveesdividida entre a Alpha
Pharma e a XYZ Co.?

O O O O O O O O O O O
100%  90% 80% 70% 60% 50% 40% 30% 20% 10% 0%
XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ

Co Co Co Co Co Co Co Co Co Co Co

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha  Alpha Alpha
Pharma Pharma Pharma Pharma Pharma Pharma Pharma Pharma  Pharma Pharma  pparma

Levando em consideragao a sua escolha, como gered& compras, qual a sua
percepcdo em relacdo ao risco de abastecimento divéro no mercado?
O Muito ©) O Relativamente O O Relativamente O O Muito
baixo Baixo baixo Moderado alto Alto alto
Levando em consideracéo a sua escolha, como geeede compras, , qual € a
sua percepgéao sobre os beneficios financeiros e @monais para a Alpha Pharma?

O Muito @) O Relativamente O O Relativamente O O Muito
baixo Baixo baixo Moderado alto Alto alto

Scenario 5: Como gerente de compras, vocé obteve a informag§oe os concorrentes da
Alpha Pharma estéo terceirizando a producao dos méthmentos. Como a producao deve
ser dividida entre a Alpha Pharma e a XYZ Co.?

O O O O O O O O O O O
100%  90% 80% 70% 60% 50% 40% 30% 20% 10% 0%
XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ XYZ

Co Co Co Co Co Co Co Co Co Co Co

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha  Alpha Alpha
Pharma Pharma Pharma Pharma Pharma Pharma Pharma Pharma  Pharma Pharma  pparma

Levando em consideragcdo a sua escolha, como gered& compras, qual a sua
percepcéo em relagcéo ao risco de abastecimento divéro no mercado?
O Muito ©) O Relativamente ©) O Relativamente O O Muito
baixo Baixo baixo Moderado alto Alto alto
Levando em consideracdo a sua escolha, como geredeecompras, qual é a sua
percepcéao sobre os beneficios financeiros e ope@tis para a Alpha Pharma?

O Muito (@) O Relativamente @) O Relativamente O O Muito
baixo Baixo baixo Moderado alto Alto alto

Scenario 6:Como gerente de compras, vocé obteve a informacée que a maioria das
empresas do segmento da Alpha Pharma estdo tercemndo a produgédo de
medicamentos. Como a producéo deve ser dividida eata Alpha Pharma e a XYZ Co.?

(@) (@) ©) (@) (@) ©) ©) (@) ©) ©) ©)
100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0%
XYz XYz XYZ XYz XYz XYZ XYZ XYz XYZ XYZ XYZ

Co Co Co Co Co Co Co Co Co Co Co
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0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha Alpha  Alpha Alpha
Pharma Pharma Pharma Pharma Pharma Pharma Pharma Pharma Pharma Pharma Pharma

Levando em consideragao a sua escolha, como gered& compras, qual a sua
percepcdo em relacdo ao risco de abastecimento divéro no mercado?
O Muito O O Relativamente ©) O Relativamente O O Muito
baixo Baixo baixo Moderado alto Alto alto
Levando em consideracdo a sua escolha, como geredeecompras, qual € a sua
percepcao sobre os beneficios financeiros e ope@tais para a Alpha Pharma?

O Muito O O Relativamente @) O Relativamente O O Muito
baixo Baixo baixo Moderado alto Alto alto

Conte-nos um pouco a respeito de vocé e seu atuadpgegador. Suas impressoes,
respostas e sua identificacdo serdo tratadas de fioa andnima e com completo sigilo. Se
alguma pergunta ndo se aplicar a sua realidade, d@i-a em branco. Obrigado por sua
participacao.

10. Qual seu atual ou mais recente cargo?

11. Quantos anos de experiéncia vocé possui na atkacompras?
12. Quantos anos de experiéncia vocé possui no neeto de trabalho em geral?

13. Qual o seu nivel de escolaridade? Por favor, mtaue a alternativa correspondente.

O Nivel O Tecnologo O Superior O Mestrado O
Médio completo Doutorado

14. Qual a sua idade?
O Até 20 O 21-30 O 3140 O41-50 O51-60 O 61-70 O 71+

15. Qual seu sexo? O Feminino O Masculino

16. Qual das opcdes abaixo melhor descreve o rame atuacéo da empresa em que vocé
trabalha atualmente ou trabalhou recentemente? Seteone somente um.

a) Aeroespacial

b) Automotivo

c) Bens de consumo

d) Alta tecnologia

e) Induastria em geral

f) farmacéutica

g) Outro, favor especificar

17. Qual é o numero aproximado de empregados da aaide da empresa em que vocé
trabalha atualmente ou trabalhou recentemente?
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O 0-250 O 251- 500 O 501-750 O 751-1000 O 1001+

Por favor responda as questfes abaixo com base ema £xperiéncia:

18. Dada a sua experiéncia de trabalho qual é a sumpressdo sobre contratos de
manufatura?
O Muito Pobre O Pobre O Meio pobre O Neutra O Quase Boa O Boa O Muito Boa

19. A situacgdo de terceirizacdo descrita neste exéeio foi realista?

O Discordo fortemente O Discordo O O O Concordo
Indiferente  Concordo fortemente

20. Eu levei meu papel neste exercicio a sério.

O Discordo fortemente O Discordo @) O O Concordo
Indiferente  Concordo fortemente

21. Em meu atual ou mais recente trabalho vivencieis assuntos discutidos neste
exercicio

O Discordo fortemente O Discordo @) O O Concordo
Indiferente  Concordo fortemente

22. Por favor indique o nivel de conhecimento queoegé possui sobre o tema discutido
neste estudo.

O Nao tenho O Pouco O Algum O Bastante O Extenso
conhecimento conhecimento conhecimento conhecimento conhecimento

23. Por favor informe seus dados para contato:



105

APENDIX C - SAMPLE CARGO DESCRIPTION

Cargo

Descritption N | Percentual
Production Manager 23 10.9
Production Assistant 21 10.0
Intern 19 9.0
Quality Analist 16 7.6
Industrial Maintenance 14 6.6
Administrative assistant 11 5.2
Production Egineering 10 4.7
Purchaser ! 4.3
PPCP Programmer 9 4.3
Sales 8 3.8
Students & 3.8
Businessmen i 3.3
Logistics 7 3.3
Planning 5 2.4
Research & Development 5 2.4
Process Analist i 1.9
Draftsman 3 14
Work Security 3 1.4
Cost Analist 2 9
Consultant Y. 9
Lab 2 9
Petrochemical Technician 2 5
Implementing analist 1 5
Material and process analist 1 5
Product Analist ] 5
Project Analist 1 5
Technical Analist ] 5
Warehouse Assistant 1 5




Pendencies Assistant 5
Bank teller 1 5
Commerce 1 5
Designer 1 5
Account Manager 5
Quality Manager 1 5
Hospital Clinner 1 5
Modelist 1 5
Budget officer 1 5
Mechanical technician 5
Secretary 1 5
Metrology technician 5
Chemistri Technician 5
Process Technician .5
Product Technician 5

Total

188

88.6
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