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Abstract

This research will integrate ideas of the main strategy theorists such as Barney, Porter, Mintzberg, Prahalad & Hamel, Senge and Yip in its examination of the strategic posture of the Grenada Cooperative Nutmeg Association (GCNA). It will then review the current literature of strategic concepts, strategic alignment and viewpoints as it applies to a very traditional industry. This research on the Grenada Cooperative Nutmeg Association (GCNA) a cooperative without any formal strategic plan will examine the national context in which it operates and its traditions so as to clarify the current strategic issues. 


The nutmeg industry operated with the insulation of monopoly power unlike most global markets. The GCNA in the monopoly power in the Grenadian market and drives the direction of the development of the industry locally. The framework analysis of the cooperative using Porter’s generic strategies among other strategic tools reveals that the GCNA adheres to an overall low-cost provider strategy while also straddling the focused low cost leadership strategy.


Some of the analyses will include: an evaluation of GCNA’s current strategic model, changes to the strategic model, industry analysis, SWOT, environmental analysis and the historical legacy.  A list of alternative strategic postures within the framework will be discussed along with recommendations geared at closing the gaps between the traditional operations of the firm and its operational potential.

Keywords: Grenada, Indonesia, nutmeg, Grenada Cooperative Nutmeg Association (GCNA), strategic management, generic strategies, five forces industry analysis, resource based view, core competence, SWOT, gap analysis
Nutmeg: the tradition of the Spice Isle and strategic management – a match or a misfit?

Introduction

Groome (1970) stated that the Honorable Frank Gurney introduced the first planted nutmeg to Grenada, with seeds brought from Banda in 1843. The site for this first planting was Belvidere Estate in the parish of St. John's.  Grenada is by far the largest cultivator and producer of the spices, nutmeg and mace in the West Indies and is only surpassed internationally by Indonesia.  

Grenada produces an average of 2,500 tons annually and Indonesia’s volume is approximately 8,000 tons annually together they account for 98% of the world supply of nutmegs (Daniel, 1994).   Nutmeg trees are grown on both a large and small scale in Grenada.  Some 55% of farms of less than 5 acres are associated with 90% of the nutmeg growers (Marcelle, 1995).  The total number of nutmeg trees was estimated at 350,000 of which 25% are over 25 years old; this number was severely depleted due to 2004 hurricane Ivan and 2005 hurricane Emily.  Indonesia had 60,000 acres under cultivation with 59,000 of them belonging to small farmers and 1,000 state-owned (Marcelle, 1995); again the tsunami’s effect have depleted that number.     

In Grenada the ripe or mature fruit is allowed to naturally split open at the groove while still on the tree and the seed surrounded by the red aril falls to the ground after two days. Harvesting involves collecting the seed or seed with aril from the ground.  The ratio of output of nutmegs to mace is approximately 8:1 (Daniel, 1994).

The frequency with which nutmegs are harvested is dependent on the location of the field, the availability of labor, the level of production, and the price offered to farmers. Most farmers collect the fallen seeds daily during the two peak production periods - January to March and June to August, and every two to three days during the rest of the year. The fields that are readily accessible nutmegs are harvested with a higher frequency.  In the cases where farmers are part-time, fields located in distant areas, or when the farm is comprised of several plots of land at different locations, then the collection rate may be as low as once per week.  Observations show that a larger proportion of women are usually involved in harvesting.  At present the raw nutmegs are exported at commodity prices to the developed world where the processed product is used in and is a key ingredient in items ranging from colas to soaps.

The Grenada Cooperative Nutmeg Association (GCNA) spice exporting procedure for its spice products to the export market of the world involves the use of forward contracts on an annual basis with a commission paid on the f.o.b value of sales. Whereas its European sales are made via brokers, in the U.S.A and Canada sole agents or representatives are utilized.  In the smaller markets a mixture of both practices obtains.

The world demand for nutmegs, like other spices is inelastic to a certain degree with current estimates being in the vicinity of 10,000-12000 tons annually of which Grenada supplies about 25%-30% and Indonesia 65-70% (Marcelle, 1995).  In 1987 GCNA signed a marketing agreement with the Indonesia's Nutmeg Association (ASPIN) trying to create a cartel, this resulted in increased market prices for both nutmeg and mace for the two years following the agreement, but by 1989 the Indonesians broke the agreement, which resulted in slumped prices for the next few years (Marcelle, 1995).

Breaking with tradition the GCNA in February of 1993 appointed J.H.B International S.A of Belgium as the Sole Marketing Agent in Europe.  Also, in 1994 Jupiter Commodities was appointed sole agent for the Americas including the Caribbean.  These two agents together control the entire supply of Grenada’s nutmeg on the world market.

The only competitor – Indonesia

Indonesia experienced an economic collapse in the late 1990s, and is still plagued by excessively high interest rates, government and business corruption and more recently the aftermath of the 2004 tsunami.  The nation suffers from ethnic and religious civil wars, which hamper the development of industry; transportation systems, modern communications and most importantly foreign direct investment.  Indonesian Farmers see land ownership as something that gives dignity and so tend not to improve or upgrade the land typify Indonesia’s agricultural sector.  This problem increased when Mr. Suharto gave more small farmers lands.  Indonesia as a result have aging Nutmeg trees and its only saving grace is the fact that the currency is at an all time low in relation to world currencies.

The past that these two countries have had with this unique crop and as a result a unique position in the world market for spices, have predicated a very laissez faire attitude towards further development of the product within the nations.  However with the events of 2004, hurricane Ivan in Grenada and the tsunami in Indonesia, both countries now have to face a new reality, a world that may soon have competition from new players in the marketplace.  Herein lies the problem, what changes are appropriate for an industry steeped in tradition?  How can modern business practices be incorporated within the context of this industry? Before any exploration of modern business practices at the operational level should occur the strategic posture of the industry should be examined.  Any paradigm shift within this industry will need to first occur at the strategic level.

Literature Review


Strategies act as the playbook for companies; guiding actions along a chosen path while assertive customers will pull the companies along a different path, forcing restructuring (Day, 2006).  Hambrick and Fredrickson (2001) defined strategy as an integrated set of choices but also point out that the chosen strategy cannot be the catchall solution for every decision to be made.  Strategy is about the whole, while it may have smaller elements; it is the coherent whole that matters (Hambrick & Fredrickson, 2001).  Strategy matters and strategy-making processes within a firm have been found to be a significant predictor of firm performance; with the only paradox being that strategy-making processes do not impact the immediate quarterly firm performance (Hart & Banbury, 1994).  The paradox born out of strategy and strategic planning resides with the short-term measures of performance, which is required by shareholders; while strategy is about the long-term performance.  Allio (2006) supports this notion in stating that strategy is in part long range planning that compels managers to look beyond the present quarter or year and contemplate future actions based functional goals of the firm and the external factors that can affect the firm. 


Long range planning and strategic planning in particular requires at its foundation, strategic thinking. Bonn (2005) defined strategic thinking as a way of solving complex, ambiguous and competitive problems with creativity and divergent thought using a combination of rational and convergent approaches.  Barthelemy (2006) also purported a similar approach in that managers need to experiment and should not be afraid to make mistakes; they should always keep an experimental and incremental mindset when approaching problems and the future – a view that is synchronous with Mintzberg’s (1987) strategic learning proposition.  Bonn (2005) further attested that strategic thinking is the antecedent to strategic decision making.  Strategic thinking has three basic elements systems thinking, creativity, and vision.  The aspect of systems thinking as proposed by Bonn (2005) aligns with Hambrick and Fredrickson’s (2001) view of the strategic whole, the ability to see the connections and influences of the parts on the whole.  Bonn’s (2005) creativity element and Barthelemy’s (2006) experimentation proposed the notion that novel solutions and new approaches are the foundation of competitive advantage.  Vision, an idea supported by Collins and Porras (1996) remains the synthesis of the complex and multifaceted projects; vision provides clarity and direction. 


Strategic planning embodies strategic thinking, the firm and all the stakeholders of the organization. Wong et al. (1998) again related business strategy to Sun Tzu’s terrain in the five forces of knowing oneself.  Wong et al. (1998) proposed that in the formulation of strategy, the external environment, the industry players are important aspects as well as the relations with the stakeholders. This is seen as essential because complete understanding of the terrain allows for the swift movement on opportunities and quick adjustments when conditions deteriorate.  Wong et al.’s (1998) view of the importance of the terrain and the adaptability of the firm has been supported by the Worley and Lawler III (2006) statement that change is to be expected. Worley and Lawler III (2006) professed that organizations should be built to change, have close contact with the market and the environment in which it operates. These organizations also need to have a level of adaptability that comes with having a clear vision and goal and an uninterrupted view of the terrain.  This view of strategic thinking as articulated by Worley and Lawler III (2006) is equivalent with Bonn (2005) and goes one step further in the human resources component of the firm − job descriptions are proposed to be a set of goals aligned with firm strategy, and strategy is everyone’s business.

Selected Strategic Tools – Internal Analysis

Resource Based View of the Firm


Barney (1991) proposed a strategic model that viewed the firm in terms of the industry and the firm resources. The Resource Based View of the firm is a model that can be used to evaluate the true value of the firm’s resources in creating and maintaining competitive advantage in the marketplace. The three basic tenets of the model as proposed by Barney (1991) rest on the tangible and intangible assets of the firm and the organizational capability of the firm.  Barney (1991) proposed the leveraging of the three firm tenets to craft a value creating strategy that is not simultaneously being implemented by competitors nor can be easily duplicated, thus giving the firm a sustainable competitive advantage.  Barney’s model develops Porter’s 1990 Value Chain Model further because this model examines the characteristics the firm resources must possess in order to contribute to sustainable competitive advantage (Barney, 1991).   


Crucial to the Resource Based View of the firm is the nature of competition within industries, and the barriers to entry.  Barney (1991) showed that the competition is heterogeneous and the firm resources must also be heterogeneous and immobile; the resources that prove valuable will have the following nature – rare and no strategic equivalent.  Priem and Butler (2001) critiqued the Resource Based View of the firm in a number of ways, one was that the model did not answer the ‘how’ question – ‘how is a resource attained? how does it contribute? and how does it interact with other resources in creating value?’.  While the model was critiqued for its usefulness as a strategic theory, the strategic framework held firm.  The other critiques put forward by Priem and Butler (2001) included the tautological nature of the Resource Based View, a lack of multiple resource configurations and its implications, the weak role of product markets and limited prescriptive implications of the model.  Barney (2001) counterargued these positions by demonstrating that the Resource Based View is actually dynamic, because the value of the resources depends on the market context in which they are applied.  However Barney (2001) conceded that the model can be improved if the resources can parameterized and how that value is related to market structure.   Allio (2006) noted that the Resource Based View of the firm has been one of the ten most influential ideas in strategic planning, and provide managers with a good framework that can help assemble the internal resources of the firm to build sustainable competitive advantages.   

Core Competence


The requirement of internal analysis that is central to identification of core competencies is explored in Hamel and Prahalad’s (1983) idea that strategic responsibility is not the domain of headquarters only; the responsibility should be shared to have effective strategic planning.  Hamel and Prahalad (1983) prescribed that strategic formulation should be a coordinated effort throughout the organization simply because anything else will result in inappropriate products for some markets and missed opportunities in some.  Hamel and Prahalad (1989) further built on strategy across the organization with strategic intent, which basically involves setting stretch targets that will force the company to compete in innovative ways.  Strategic intent like strategic responsibility spans all aspects of the firm; it is cross-functional in nature.  


Prahalad and Hamel (1990) then defined core competence, as the roots of competitive advantage and the expertise that will ensure that the strategic intent is met.  The core competencies are the activities at which a company excels. Core competencies may lie partly in the intangible and partly in the tangible realms of the company; they may not reside solely in one department but may represent an anthology of departments and subgroups within the firm.  Prahalad and Hamel (1990) stated that core competencies do not fade with use and demonstrated a tangible link to the core product(s) not the end product; the core product may be the reason for the success of the end product. The three ways to identify the core competencies are inherent in its ability to provide access to a wide variety of markets, make a significant contribution to the end product and is difficult to imitate (Prahalad & Hamel, 1990). Firms have the option of examining core competencies as part of their strategic analysis. Typically the core competencies of a firm should not be separate from the Resource Based View simply because it is knowing the core competence, that a firm can decide which resources add the greatest value to sustained competitive advantages in the marketplace and the fulfillment of the strategic intent of the firm. 

Selected Strategic Tools – External Analysis

Generic Strategies


Pearce and Robinson (2007) defined generic strategies as the basis on which firms can choose to compete in the marketplace, to gain above average returns within an industry.  Porter (1996) stated that generic strategies remain useful to characterize a firm’s strategic posture at the broadest level; firms can still be defined by low-cost leadership, differentiation and focus.  Low-cost leaders excel at cost reduction, logistical controls, can use sale volume techniques to maintain profitability even in a  price war with the competition; the differentiated firm are ones that will stress some product attribute over other product qualities; while the focused firms serves the need of a narrow market segment (Pearce & Robinson, 2007).  The danger for firms looking at generic strategies is not being able to decide firmly on one or overlapping competing strategies which leaves the company floundering in middle.  The focused strategy is one that can be linked with either the low-cost or the differentiated strategies; however the differentiated and the low-cost strategies cannot coexist within a firm (Pearce & Robinson, 2007).  Porter (1996) further stressed that the epicenter of strategy lies in the fact that it is about choice and trade-offs; a company known for delivering one kind of service and attempting to now deliver another kind faces the danger of a drop in credibility and reputation loss – straddling penalties.  Strategic fit and the sustainability of competitive advantage relies on these choices. The desire to imitate rivals destroys the strengths and benefits derived from the chosen path; this desire is typically fueled by the lure of growth and the fear of excluding groups of customers in order to serve another group (Porter, 1996).  The simplest prescription that allows for the firm to reinforce a chosen generic strategy is the recognition that deepening a position globally and virtually (on the Internet) is better than broadening domestically which ultimately compromises the bottom line (Porter, 1996; Porter, 2001). 


Pearce and Robinson (2007) outlined a number requirements needed for the three strategies: one:- low-cost – access to capital, economies of scale, stellar distribution system, tight controls, structured organization; two:- differentiation – creative flair, long traditions, corporate reputation, strong research capability,  excellent marketing; and three:- focused – a combination of the previous requirements depending on particular focused strategy. Typically, generic strategy or lack thereof is easily identified by the customer, and influences any value judgment of the company. 

The Five Forces Model


The quintessential tool in the external analysis of the firm’s environment remains Porter’s five forces model.  Porter (1979) defined the five forces as industry rival sellers, threat of new entrants, substitute products, supplier bargaining power and buyer bargaining power.  Thompson Jr., Strickland III and Gamble (2007) stated that the five forces model is a systematic way to analyze the fundamental competitive pressures as they exist within any given market, it allows the user to evaluate the relative strengths and importance of the five forces.    Thompson Jr. et al. (2007) outlined a three step technique to use the five forces, identify the five specific pressures, evaluate the strength of each and finally determine whether the collective strength of the five forces allow for market survival of the firm.  Porter (1979) proclaimed that the strongest competitive force will be one that will have the greatest impact on the bottom line and as such should have the greatest influence in crafting an offensive firm strategy. 


Core to the context of rival sellers, lies the concept of the players in a particular industry jockeying for position within the marketplace via price competition or production introduction; while substitute products involves players from other related or similar industries competing for the consumer dollar (Porter, 1979).  The bargaining power of buyers and sellers is dependent on the relative numbers of each as they exist within the marketplace, sellers can exert upward pressure on prices and buyers can exert downward pressures on prices the firm can charge; the impact is typically demonstrated in the profit margins (Porter, 1979).  The threats of new entrants are influenced by six major areas of economic might: economies of scale, product differentiation, capital requirements, and cost disadvantages independent of size, distribution channels and government policies (Porter, 1979).    


The influence of the Internet have traditionally been seen as a destroyer of the competitive advantage for the incumbent firms, and in particular as a means to lower the typical barriers to entry in many industries.  However Porter (2001) assured that the Internet is a mere tool that can be leveraged to strengthen a company’s strategic plan, in that it can be used to complement established approaches that have been derived from the five forces model. The integration of the virtual and physical world becomes the key to strategic success. Essentially Porter (2001) contended that how a company uses both worlds determines whether the Internet changes the landscape to cannibalize itself or creates a synergistic landscape that allows for growth which deepens the strategic posture of the firm within its current marketplace.  With the growth of the Internet changes within several industries became inevitable. 

 Global Strategic Management


The globalized economy naturally creates a scenario whereby companies have to continually expand their capabilities in response to growing competitive forces, growing marketplaces and an increasingly sophisticated consumer.  In expanding the capabilities of firms Senge (1990) aptly defined one of the roles of leaders: that is sparking the creative tension needed to have stretch goals that are beyond the current reality of the firm.  Yip (1989) proposed that the globalization drivers can be segmented into four categories: market, cost, governmental and competitive; while the benefits range from cost reductions, to increased competitive leverage for the globalized firm.  Fiegenbaum and Thomas (2004) added the component of risk leveraging to global markets, companies that engage in building capacity overseas will also seek to exploit their strategic capabilities to achieve high-return/low-risk performance profile.  Fiegenbaum and Thomas (2004) further argued that strategic management theories combined with global risk theories can lead to creation of global strategic risk management models.  

Yip, Johansson and Roos (1997) demonstrated that nationality of the firm impacted the resulting global strategic posture, finding that European firms were more entrenched in overseas markets than the Japanese and American firms.  The European firms have multi-domestic posture in the overseas market, which diminishes the gains from being the first mover in many markets, as these overseas units tend not to be governed by the firms’ global strategy.  Hosmer (1994) noted that the strategic principles do not change by going international; the change is the number of stakeholders the firm is dependent on. 

The monopoly co-operative

The Grenada Co-operative Nutmeg Association (GCNA) commenced operations on October 1, 1947. This was the culmination of a meeting of large estate growers held on March 17, 1942 from which a spice working committee was set up and whose workings led to the passage of Legislation number 8 of 1946, the Nutmeg Industry Ordinance, which provided for the formation of the Grenada Co-operative Nutmeg Association (Marcelle, 1995).  The main objectives for the establishment of GCNA as the sole exporter of nutmegs from Grenada were securing stable commodity prices by ending competition between local exporters; and providing producers with more of the profits of the industry by the exclusion of middle men and increasing demand for the nutmeg product by setting standards of quality.

The statutes of the GCNA stated that a Board called the Nutmeg Board should conduct the management of the Association. The Board consisted of not less than seven or no more than nine numbers (Marcelle, 1995). The process of selecting the board is convoluted in itself. Six members of the Association are elected by ballot to be members of the Board in the month of May every year at the annual general meeting for the ensuing nutmeg year (July 1st to June 30 the following year).  The elected members (who are delegates themselves) are chosen by delegates who were elected at area meetings by members of the Association resident in each area. One delegate is appointed for every hundred members in that area. So that even small farmers are adequately represented.  The government typically nominates one and a maximum of three members to the Board.  The GCNA is responsible for regulating and controlling the exports of nutmegs and mace and to promote, protect and develop the nutmeg industry.  

A major activity therefore, is the purchasing of the commodity products from the farmers and this is a continuous exercise (all year).  In 2000 the GCNA introduced a new position of Quality Assurance Manager and also invested in a small quality control laboratory because of increased losses due to poor quality of its commodity products on the international market.  They were also being forced to implement a Hazard Analysis Critical Control Point (HACCP) system in order to meet the quality requirements of the international market place. These quality requirements are getting stricter as countries use them to manipulate the market place in this new era of globalization to stake out a competitive advantage. As a result the GCNA has faced numerous poor quality claims in the late 1990’s.

In 1994 due to the large quantity of defectives that had accumulated and had to be destroyed and in order to take the industry out of it’s financially bankrupt position the European Union (E.U.) provided funding through the government of Grenada for the construction of a nutmeg oil distillation plant and a broken and clean plant.  Broken and Cleaned nutmegs are nutmegs that have been split and air blown.  These nutmegs are exported to the USA. They contain a small percentage of defectives mixed with floats (another grade of nutmeg).  The nutmeg oil plant has been an environmental disaster from the start.  Additionally its capacity is very small in comparison to the material availability (defectives) and world demand.  The quality of the oil produced is also very poor because of design flaws in the plant.  Money allocated to further develop this plant by the E.U. was never accessed.

In spite of its attempts to modernize the cooperative gross sales only account for about 12- 17 million USD annually with its sales from essential oil accounting for less than a million USD (A. Vesprey, personal communication, December 5 2006). Over 90% of the GCNA’s revenue still comes from its traditional sale of raw nutmegs to traditional customers.  Recently they have been trying to get into the organic nutmeg market with very small successes since this market is underdeveloped and needs the requisite research and development work in order for it to develop properly. The GCNA employs over 600 workers with over 80% of them being unskilled.  The average salary of these workers is less than $10 USD per day.  The management salaries are low in comparison to other businesses in Grenada, with high turnover and it is alleged that there is corruption among the Board Of Directors and the Management.  These allegations are frequently made at farmers meetings and there exist a consistent conflict between farmers and the workers of the association.  

All the profits of the GCNA are paid out to farmers on an annual basis as a bonus and the farmers are never satisfied with the quantity of the payments.  Since the operating cost of the GCNA is high when the price drops on the world market below $5,000 USD per ton it runs at a loss.  However the farmers usually expect a bonus and in past years the government has been forced to subsidize this bonus for political reasons.  In 1993 the association was bankrupt and the government had to seek a European grant of $2 million USD in order for the association not to close its doors (Marcelle, 1995).

The Challenge Of Globalization and Competition

Globalization has brought may challenges and opportunities to the industry.  With the advent of the Internet market information that was generally hidden in the past has now become available.  Traditionally the spice industry has been a very conservative industry with layer upon layer of middlemen that links the country of origin to the end user.  Generally most end users had no idea about the country of origin and the country of origin had no idea of who the end users were and what they used the product for.  Today this is slowly changing but a lot remains to be done to achieve transparency within the industry.

Another interesting fact was that all the processing of these spices took place in Europe and North America.  The technology required for processing was not available in the third world countries.  Even when these countries tried to access this technology many barriers were put in their way to prevent them from having access to it.  Globalization has removed many of these barriers.


The establishment of W&W Spices Ltd in 2001 introduced value added manufacturing of spice products on a large scale in Grenada.  W&W Spices not only utilized nutmegs but also utilized the other spices grown in Grenada.  These included cloves, cinnamon and pimento. They produced ground packaged-spices, high quality essential oils, oleoresins and nutmeg butter.  W&W Spices had the capacity to grind and package over 4 tons of raw materials per day, produce over 300 gallons of essential oil per week and 300 kg of butter per week.


The existing monopoly GCNA initially refused to do business with W&W Spices.  They launched a vicious attack in the media on W&W Spices.  They questioned the motives and the integrity of the company. The cooperative made many moves to prevent the new company from being formed.  They tried to prevent the company from receiving the necessary permits for construction and importation of the necessary equipment by lobbying the government and claiming that they themselves were planning to build a similar factory. The GCNA then attempted to file an injunction in court preventing W&W Spices from buying nutmegs the court did not grant the injunction and the GCNA lost the case.  Thereby allowing local competition in the industry.  However after the passage of hurricanes Ivan in 2004 and Emily in 2005 W&W Spices have ceased operations.  This does not detract from the continued need for a paradigm shift in the industry, one that will foster the development beyond that of a commodity exporter.  

 Internal and External Analysis 


The cooperative today operates in a new world market while being tied to the old world ways, necessitating a strategic analysis and paradigm shift. These strategies are internally evaluated using the Resource Based View of the firm and Core Competence; looking outward the firm strategies are analyzed using generic strategies and five forces.  The social factors that surround the firm are increasingly sophisticated consumers, price sensitive consumers, quality oriented consumers, brand conscious consumers, and social responsibility sensitive consumers. The technological factors that surround the GCNA are greater integration of technology in processing of spices, greater use of HACCP standards in the whole process – from tree to end-product, greater integration of manufacturing capability, research and development of better processes and end-products and shorter development cycles. The economic factors that affect the GCNAs operations are disposable income growth in overseas markets and local inflation rates which can impact on amounts being spent on the industry in general.  The Ecological factors that surround the firm are the pollution of the environment – the disposal of waste from the nutmeg oil plant, the recycling of spent materials, toxic byproducts of fertilizers and pesticides on the plantations. The political factors that affect the firm are the possibility of legislative changes, de-regulation of markets, patent protection, nationalization of competitive companies, non-functioning partnerships with governments and pricing controls. 

Resource Based View Analysis


The tangible assets of the firms include, two processing and storage stations, a number of receiving stations, a fleet of vehicles to transport the commodity,  a distillation plant (nutmeg oil plant), and real estate; it should be noted that the GCNA does not own any plantation which provides the commodity, all having a market value of $20 million Eastern Caribbean dollars  (L. St. Bernard, personal communication, August 5 2007).  The intangible assets of the firm include the experience of 61 years, the experience within the developing country market of Grenada and the knowledge of the related difficulties of developing economies, and the protection provided by the ordinance, all having an estimated market value $2 million Eastern Caribbean dollars.  Noting that the ordinance protection will become increasing fleeting as the economies move to a greater degree of openness.  The organizational capabilities of the cooperative include the ability to have geographically disparate company working in tandem with the producers of the commodity and having the government involvement within the organization.  On the tangible, intangible and organizational levels, the GNCA scores on the low end, because in many instances the inimitability is low and exhibit competitive inferiority. 

Core Competencies

The core competencies of the cooperative are the integrated purchasing infrastructure with the producers of the commodity, integrated consolidation and shipping that enables the bulk delivery of the commodity to the buyers, and the alliances with the local government. 

Generic Strategies


The analysis of the cooperative using Porter’s generic strategies reveals that the GCNA adheres to an overall low-cost provider strategy while trying to also adhere to a focused low cost leadership strategy. The required skill set needed to maintain that strategy includes having strong cooperation from the various channels, having the product engineering and marketing abilities; on the organizational level the coordination between functional areas most of which does not exists within the GCNA.  However by virtue of trying to adhere to two strategies the cooperative is in danger of being stuck in the middle and not having a clear strategy. 


In the International market, the cooperative follows a cost leadership strategy, as indicated by the attention to commodity price reductions and leaner distribution channels, with a narrowly based marketplace and a singular product.  Porter (1996) outlined the risk that competitors can imitate and technology changes; in this case the competitors were at one constant disadvantage – the GCNA had the legal ordinance and the government on their side; which has now changed.  While the technology has changed, the GCNA have failed to keep up, having not invested any significant amounts in research and development or even plant and equipment. 

Five Forces Industry Analysis


The analysis of GCNA using Porter’s Five Forces involves the examination of buyer and supplier power, the threat of substitute products and new entrants and the rivalry among the competitors. Starting with the examination of supplier (local farmers) power in the marketplace – GCNA power ranks high on this dimension due the fact that for decades it was a monopoly buyer in the local market, and the monopoly exporter for the nation of Grenada. The power of the European buyers: – Even with the status of being the monopoly player in the local market, the European buyers had the bargaining power.  End product manufacturers generally will not consider GCNA as an avenue to the raw material, since the European middlemen act as the points of contact. The threat of substitute products: – In this case the substitute products were the other spices that exists, however given that the nutmeg meets some very specialized needs, its substitution proves difficult.


The threat of new entrants into the marketplace: – The loss of monopoly status ushered in competition for the company. However, these new competitors need to interconnect with the company’s network of nutmeg suppliers. The costs of buying from the GCNAs network of farmers is within reason for any new company given that GCNA is focused on a variety of low-cost strategies.  Moreover, the fact that the government is a partner of GCNA reduces the threat of new entrants significantly, to date after the brief entrance and exit of W&W Spices there have been no new entrants to the industry.  The rivalry among the competitors in the local market is non-existent, however rivalry exists in the global marketplace, price based competition will favor the rivals in the short run, as they take a loss-leader position to encourage the European buyers to switch services. The GCNA at present has excess capacity but does not have the capacity to engage in a fierce price competition should the need arise simply because the prices paid to the suppliers/farmers does not change with the external market demands.   


The supplier power is low, the power of buyers is high, the threat of substitutes increasing, the threat of new entrants is greater than ever and the rivalry among competitors remains low in the local market but is high in the global marketplace.    

Gap Analysis


In analyzing the GCNA of today, the following is noted: the global industry faced three major natural disasters, hurricane Ivan and Emily in the Caribbean, the Asian Tsunami in Indonesia severely affecting the suppliers, the European market still accounted for 85% of the company’s revenue and the combined American and other world markets accounted for remainder, the largest growth areas were in the value-added manufacturing. During the fiscal year 2006 GCNA expended $13 million Eastern Caribbean dollars to acquire real estate to build a shopping mall complex, which contributed to an overall loss of $7 million for the year (A. Vesprey, personal communication, December 5 2006). 

SWOT


The SWOT (Strengths, Weaknesses, Opportunities and Threats) analysis is designed to yield strategic insights into the firm and allow for managers to close the gap between the desired state and the current state (Valentin, 2001).  SWOT should not be used as a mere list, it should be tied to other strategic tools like that of the resource based view and the five forces, which will yield an analysis of systemic causal issues and aid in defining a competitive strategy (Valentin, 2001).   

Based on the analysis of the current GCNA situation in light of the resource based view of the firm, its identified core competencies, the current generic strategy employed and the five forces analysis; the strengths, weaknesses, opportunities and threats of the company can be stated as the following: The strengths of the GCNA: - Decades long relationship with the suppliers, entrenched relationship with the government and the network of receiving stations around the island bolstered by the fleet of transport vehicles to aid in the centralization of storage.  The identified weaknesses of the GCNA include the following: - Lack of vision on the part of the GCNA to see new opportunities.  This may be due to the fact that the Board Of Directors are all elderly gentlemen who have been accustomed to doing business one way for over sixty years.  The majority of them are from a farming or civil service background with no business experience and a fear of change. 

Over its sixty year history the GCNA has never invested any significant sum of money to further enhance the industry.  On the few occasions when investments were made it was as a result of Grant funding from the European Union.  Annually its entire trading surplus and even some of it’s operating capital is paid out to farmers as bonus.  Even though the ordinances of the GCNA limit the bonus to $6 million East Caribbean dollars, in 1999 $10 million dollars was paid out and in 2000 $13 million was paid out -- $3 million in April and $10 million in December. These pay outs were done for political reasons since the board has to be elected every year and because most of the board member are farmers themselves and they stand to benefit from the pay out.  As a result the GCNA is general operating on a hand to mouth basis and seldom have any capital to invest into the business. 

The GCNA has not been able to attract many skilled staff and even when it does they do not remain with the GCNA for long.  The reason for this is because the legal ordinance itself does not cater for the GCNA to do anything else but buy and sell nutmegs.  This ordinance has served to stifle vision beyond the year 1942.  Additionally, the salaries that are offered to skilled personnel are very low in comparison to other private sector jobs.  The GCNA also tends to recruit older people who have retired from civil service who usually just fit into the system with adding any value or proposing any change.  Finally, because of the lack of vision of the board of directors, even when quality skilled personnel are hired the conditions that they are given to work under quickly frustrate them. 

Most of the GCNA buildings and production lines are in need of significant remolding and repair. The current processing at the processing and receiving stations is an experience that can only be described as ancient and in actual fact currently serves as a tourist attraction.  As a result the GCNA is operating with a high level of inefficiency and can be out performed easily by any new entry into the industry.


The opportunities for the GCNA lie with the expansion of the current operations into value-added manufacturing, the creative marketing of the resulting products, entrance into new markets with the value-added products – eliminating the reliance on the middleman, innovation in the processing, handling, growing, and subsequent manufacture of the value-added products.  Finally given that the tasks outlined are gargantuan the need to enter into a joint venture or strategic alliance becomes the key to the future success of the GCNA. 

The threats facing the GCNA stems from the changing world economy where legally sanctioned monopolies are quickly becoming a thing of the past, and commodity prices continue to fall.  In this new economy market consolidation can create players with greater global scope.  Price wars for the commodity product will in no doubt create a race to the bottom, and quantum leaps in agricultural processes will diminish the industry’s reliance on old ways. 

The Proposed Strategic Managerial Framework:

In assessing the GCNA situation, the following gaps are still noted, self inflicted weaknesses and the lack of a coherent strategic direction after the introduction of competition locally, the natural disasters and the recognition of a changing global environment. The GCNA continues to straddle the focused low cost and overall low cost strategies, without the proper implementation of the necessary support structures. The GCNA will continue to pay the straddling penalty of low growth and profitability. 

The offensive actions that can be taken includes diversification, value added production and end products.  Diversification of the industry is very critical in this stage of development; some will argue that it is over due.  George Brizan in his book Black Gold first published this idea in 1979.   Following this work in 1994 a FAO document was published, written by Dilon Daniel that outlined the way forward for the GCNA.

In his analysis of the nutmeg industry Daniel (1994) came to the following conclusions; nutmeg production continues to play a pivotal role as a source of income, employment and revenue for Grenada. However, the decline in the nutmeg commodity-trading price on the international market in the early 1990s had seriously affected the economy of the country; and now coupled with the natural disasters create further support for diversification.  Upon examination of diversifying the uses of nutmeg, one of its components, trimyristin, was seen as a potential marketable product.  Trimyristin is a fat, and it comprises approximately 40% by weight of the nutmeg seed (Marcelle, 1995).  A by-product of trimyristin is myristic acid, and this carboxylic acid is used commercially in the soap and cosmetic industry as a key ingredient.

Another possible marketable product is nutmeg oil. Nutmeg oil, which is the essential or volatile oil of nutmeg, is approximately 12% by weight of the nutmeg seed (Marcelle, 1995).  However, once the nutmeg oil is removed by the steam distillation, if nothing is done with the remaining components of the nutmeg, then 88% of the nutmeg seed is discarded. Most importantly, the trimyristin, which is a potentially marketable product, will be lost.  Trimyristin can be sold as any other fat or oil to be used as a source for making fatty acids, fatty alcohols, or glycerol which are used for the soap, cosmetic and oleochemical industries (Daniel, 1994).  Moreover, the equipment used to extract trimyristin from nutmeg can also be used to extract other products such as coconut oil from copra.  Thus, the marketing potential of trimyristin demands that a pilot study be conducted on its extraction from nutmeg to evaluate the possible commercial production of this fat (Daniel, 1994).

This laid the framework for the development of the industry.  Today it has been well established that literally hundreds of products have been developed from the nutmeg among these are, Cold Creams, Pain relief Sprays, Insect repellants, Soaps, Shampoos, Ointments, Additives for the rubber industry, Air fresheners, Oleoresin, Syrups, Jams and Jellies (Marcelle, 1995).  Recently the only serious attempt being made to develop some of these products on a large scale was by W&W Spices Grenada Limited (L. St. Bernard, personal communication, August 5, 2006).  This move has opened the door for the island to attract new investors in the pharmaceuticals industry and cosmetic industry in particular either as joint venture partners or strategic alliances.  The primary defensive actions that can be taken are the development of skilled personnel, the hiring of skilled personnel, the employment of modern management techniques, and the investment in research and development in collaboration with university based research units.   

The creation of Specific Measurable Attainable Relevant Time-based (SMART) goals to guide the company through the gap closure is critical. The proposed goals: develop one product development alliance per year, add two value-added products per year, add two new branded end-products per year, enter one new country market every two years, and within two years align the cooperative including the farmers with the upstream operations to the extent that the GCNA operations can be focused (one customer segment) and differentiated.
Competition In a Liberalized Economy

In a liberalized economy the nutmeg industry should flourish.  The GCNA however upon preliminary examination demonstrated itself to be a strategic fiasco.  The GCNA had a unique position within a stable economy with a rare and valuable product albeit a commodity, and still managed to flounder in the marketplace.  The brief entry of W&W Spices demonstrated that there is room for competition.  The annual production of nutmegs in Grenada can support at least three factories the size of W&W Spices.  The W&W Spices factory only had capacity to utilize approximately 900 tons of nutmegs in total annually and the annual production was approximately 2,500 tons collected (L. St. Bernard, personal communication, August 1, 2002).  With competition, the increased monetary incentives will drive farmers to plant more trees and increase the efficiency of collection of nutmegs.  The introduction of technology like that which exists in the Olive industry where nets are used to collect the crop instead of allowing it to fall to the ground can also aid in increasing the amount of raw material available may become possible. 

Building on this framework can result in many downstream businesses.  Firstly, the nutmeg pods that are usually discarded as waste materials can now be collected fresh and processed in Jams, Syrups, Jellies etc.  Some of these pods are being utilized presently in small cottage industries but the potential of this raw material is underutilized.  

With the right investment environment many companies in the cosmetic, rubber, pharmaceutical and aromatherapy industry many consider investing in a manufacturing company or giving supplier contracts to investors who setup such companies.

The pharmaceutical market appears to have the most potential with people shifting away from synthetic medication and looking for alternative herbal and traditional healing medicines. The nutmeg has a number of medicinal properties that have not been fully explored.  Also emerging in Europe and the U.S. is the wellness industry, which is now a billion dollar industry.  Traditional pharmaceutical companies are now adding essential oils and botanical extracts to their product lines and giving advice on how to use these products for aromatherapy purposes.

Herein lies the problem, a clear strategic intent and vision is lacking within the GCNA. The analyses presented here are based on primary examination, observations of the strategic posture of a firm and interviews with the local industry players. Companies with clear vision and intent do change over time, but as Mintzberg (1987) pointed out this change is gradual with an eye on past learning, which helps color the view of the future. The use of the strategic tools as proposed can help revive the company and prevent a further decline in the global markets.  It is prudent to remain mindful of Michael Porter’s words “national prosperity is created, not inherited” and his main take away messages of innovation, adaptation, differentiation, exploiting key resources, aggressive market strategies and the constant will to upgrade being the factors that will keep a company working effectively within the market environment. 
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