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INTRODUCTION

Globalization, by definition, is not a new phenomefor the wine industry as regional wine producing
and consuming countries have been trading for #molssof years. However, until the early 1990's the
production and consumption of wine was relativelyalized. Wine producers in distant countries were
traditionally isolated from each other, and moghefworld’s wine drinkers consumed either localesior
imports from nearby producers, such as the Uniteddém’s historical penchant for French wine. As
winemakers had minimal cross-border interactiay, tbllowed local traditions.

However, competitive positions and consumptionepattin Old and New World countries have
changed radically and rapidly in recent years. &@mple, global wine exports as share of global
production have increased from 15% to 25% percesittbe 1990s (Anderson et al, 2001) and in 2004
topped 26% Decreasing tariffs, logistical cost reductiond #re lowering of certain trade barriers have
afforded wine producers the opportunity to selirtpeoducts outside of their own region. This new
international access is reshaping how wines ackipeal and consumed alike, and those countriealidest
to adapt to this wider and more competitive playiegd will gain significant national competitive
advantage.

Moreover, there has been a significant increasxort orientation by both New and Old World
producing countries. In 2001 five New World cowedriAustralia, Canada, Chile, New Zealand, and the
US, joined forces to “diminish barriers by reduamgulatory burdens faced by winemakers” by signing
the Mutual Acceptance Agreement on Oenological tifesc (Wine Institute, 2004b). In response to
increased competition from the New World, manyWiotld countries have expanded their target markets
to Asian countries such as China and India (BusiNesvs Onlypunjab.com, 2005).

Finally, increased global trade in the past 2@sykas resulted in shifts in wine consumption patte
For example, although China ranks as only tffel@4est importer of US wine, “few countries camsio
the long-term potential that this largely undevetbpnarket represents” (AgExporter, 2004). Moreover,
Dewald (2003) reports an emerging pattern in Honggkfrom consuming Chinese tea and brandy to
drinking red wine. Chinese and Indian consumers Bhown increased demand for foreign wines (Wine
Institute, 2004b). China’s emerging middle classiched and open to purchasing non-traditional
products, could provide significant new opportesifor wineries worldwide.

The purposes of this paper are to examine driflonges and key success factors related to the
increasing globalization of the wine industry, &amanalyze the competitive advantage positionsuf f
Old and five New World wine producing countriesack country will be profiled using key industryalat
and analyzed regarding their national capabilibezddress five key success factors contributirtein
competitive advantage positions.

1 Calculations derived from Wine Institute (2004a).
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PROFILESOF SELECTED COUNTRIES

To better understand the major national playetisarwine industry this section profiles sevenajda
wine producing countries based upon key trade d@a@.Old World countries, defined as those within
Europe, have a long, uninterrupted history of yargeluction and consumption. The four largest E@ope
producers, France, Italy, Spain, and Germany, ateddor almost 55% of global production and 40% of
consumption in 2004, the most recent year for wtithplete data are available (Table 1).

TABLE 1: Wine Production and Consumption by Country, 2004

2004 Production 2004 Consumption
per capie
billion % of world| billion % of world consumption
liters production| liters consumption (liters/year)
old France 5.7 20% 3.4 14% 55.3
World Italy 5.1 18% 2.8 12% 48|7
Countries Spain 4.2 14% 1.4 6% 345
Germany 1.0 3% 2.0 9% 24.6
subtotal 16.0 55% [ 9.6 40%
New Unites States 24 8po 2.8 12% 94
World Argentina 15 5% 1.1 5% 2811
Countries Australia 14 5% 0.4 2% 21.p
South Africa 0.9 3% 0.4 2% 8.
Chile 0.6 29 0.2 1% 14.8
subtotal 6.8 23%[ 2.2 21%
world total 29.0 23.7

Source: Adapted from Winstitute (2004a).

New World countries are defined as those outsittefde. Five of the largest and most established
New World producers are the United States, Arganfwstralia, South Africa, and Chile. These five
countries comprised 23% of global production art 21 consumption in 2004. Although accounting for
a large majority (78%) of global wine productidmge nine Old and New World countries profiled have
an even larger share of the international exparktehavith Table 2 showing that they are all mersioé
the 10 largest exporters and between themselvesegaonsible for 86% of total wine exports in 2004

Old World Wine Producing Countries

France. Traditionally known as the leader, France rankthe@dargest producer and consumer of wine,
accounting for 20% of world production and 14% afisumption (Table 1). Impressive as these figures
are, France’s wine consumption has been in dezdineer-capita consumption has dropped from 66 liter
to 55 between 1997 and 2004 (Wine Institute, 2084d)is about half what it was a generation ago
(Cholette, 2004). Their historic dominance ofdkport market has also been waning; at 1.43 biltiens,
France is now the number three exporter behing dtadl Spain (Table 2). The French have been losing
market share in countries such as the UK, whertzaags now the largest exporter (Cholette, 2004

3
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TABLE 2: Top 10 Wine Exporters in the World

2000 Exports 2004 Exports
% of % of Growth in
billion world's billion world's Volume,
2004 rank  Country liters exports liters exports 2004 vs. 2000
1 Italy 1.76 28% 1.454 19% -17%
2 Spain 0.89 14% 1.448 19% 63%
3 France 1.52 24% 1.43 19% -6%
4 Australia 0.31 5% 0.65 9% 108%
5 Chile 0.27 4% 0.47 6% 73%
6 USA 0.28 4% 0.39 5% 40%
7 Portugal 0.19 3% 0.32 4% 68%
8 Germany 0.25 4% 0.27 4% 8%
9 South Africa 0.16 3% 0.26 3% 64%
10 Argentina 0.10 2% 0.16 2% 63%
total exports from 9 nations profiled 5.54 6.54
worldwide exports 6.27 7.60

Source: Adapted from Wine Institute (2004a).

In addition to competition from the New World, ialn intensified dramatically in the late 1990s,
French wine makers also face external economiigl sod political challenges. France lost markatesh
in the United States due to informal boycotts éwlake of the Iraq war. The rise of the euro agether
currencies, such as the 30% increase relative walkar in the last few years, has also put Fremoces at
a comparative pricing disadvantage. Yet the conseasiong experts is that the primary threat to the
French export market is internal to the industg:ibability of the appellation system to appealtait is
becoming a global way of understanding wines (RBgsifReport, 2004).

Italy. Italy is the second largest producer and consafwveine (Table 1). Italy was the largest expaoter
wine by volume in 2004, accounting for 19% of la# wine exported worldwide (Table 2), a decrease
from years past. Italy has recently withessedhtkenationalization of its wine industry, as méongign-
based companies acquired or formed joint ventuitbsltalian wineries, such as Gallo's Ecco Domani,
and the partnership between Italian producer Foefaticand US-based Constellation. A few Italianenvin
companies are also investing abroad; Masa andidintave ventures in South America. While large
companies exist, most of the country’s productdregmented into many small wineries.  Iltalyeisond

to France in wine consumption but is likewiseesutfy a decline in per-capita consumption.

Spain. Spain is the third largest producer of wine @world, accounting for 4.2 billion liters of wiine
2004 (Table 1). Most Spanish production is froralenbodegas. Like the French and Italians, Sysia
have a strong tradition of wine consumption (Tablelthough per-capita consumption has also been
decreasing slightly. As the domestic market consuess than half of national production, Spain is a
major exporter. Unlike other Old World wine prodisg; Spain has experienced dynamic growth in their
export market in recent years, jumping t#ace by volume (Table 2). Spain’s openness &dgottrade

and investment has encouraged foreign produceesstiment. For instance, Allied Domecq has recently
acquired two large Spanish brands, Maques de Armd Bodegas y Bebidas.
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Germany. Germany produced 1 billion liters in 2004 (Tabje German wine production is dominated
(80%) primarily by inexpensive, sweet white winesch as Riesling (Wickham et al, 2001). While
Germany has always been a large wine produceratize is an even great consumer, purchasinga@hbill
liters in 2004 (Table 1) and is thus a net impoRer-capita consumption is relatively low for adpean
wine-producing country at 25 liters per year (Tdblethough unlike the previous countries profileet-
capita consumption has recently been on the rise.2& billion liters, Germany accounted for 4%hef
total world wine exports in 2004 (Table 2).

New World Wine Producing Countries

United States. Started primarily by French and Italian immigramsthe late 1800’s California’s
winemaking tradition is only a few generations @éldylobal reputation for fine wine is recent, wheio
Napa Valley wines won gold medals at a 1976 blstisig competition in Paris, an unexpected vidigry
everyone, even the winning winemakers (Lukacs, 20Uhile over 2000 wineries exist, the top five in
companies have cornered two-thirds of the domegtie market (Silverman et al, 2002). In addition to
large wineries like Gallo, diversified conglomesatgd wine groups account for a large fraction $f U
wine production and are able to leverage theirtsizajoy both economies of scale and scope.

With 90% of production concentrated in Califoriiee United States is the fourth largest producer of
wine, with 2.4 billion liters in 2004 (Table 1). @tJS is the third largest consumer, at 2.8 biliiens in
2004. Table 1 shows the US per-capita consumidess than 10 liters a year. Diverse consumer
behavior patterns can explain the low consumptae; only 10% of adults make 90% of all wine
purchases (Himelstein, 2002). Research into Anmedoasumption patterns shows that of the remaining
90% who are not regular wine consumers, half aettders and the other half prefer beer or spirits
(Moulton et al, 2001). Converting more Americans/ioe from other spirits has great potential. F6LOf
beer purchases were substituted with the same gaimine, the US wine market would double. Wine
Institute (2004a) data shows that per-capita coptoimhas been steadily rising these past few yaats
many project the United States will become thddigdiargest wine market by 2008.

TABLE 3: Total US Wine Exports 2003 and 2004

Importing Value % Volume %
country (million $) change | (million liters) | change
2003 | 2004 2003 | 2004

United Kingdom 212.9 299.1 40.5 119.0 142.9 20.1
Canada 1124 123.8 10.5 59.6 66.1 10.9
Netherlands 74)7 85.6 14.7) 33.7 33.2 -1.6
Japan 60.f 82.1 35.3 37.3 71.3 88.3
Germany 19.3 26.8 38.9 19.3 27.7 43.4
Switzerland 14.4 14.0 -2.7 7.8 7.6 -1.9
Belgium 14.0 13.4 -3.7 8.3 11.7 41.6
Ireland 13.0 13.9 13.0 6.4 6.4 0.7
France 12.2 10.3 -15.5 8.6 8.9 4.3
Denmark 10.4 14.0 35.2 6.3 9.6 51.1
US Total Exports 621.0 794.3 27.9] 349.2 449.7 28.8

Source: Adapted from Wine Institute’s Key Factsn@/institute, 2004a.
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Interestingly, US consumers have always showngstratination to purchase foreign wines. Not only
has the US always been a net importer of winghbuinports to exports (in value) ratio betweer(28ed
2002 has significantly increased from 4:1 to 5:4pde a declining dollar (Cholette et al, 2005).nyla
domestic producers worry that they will continuéotee market share both overseas and locally égyfor
producers. Nevertheless, the United States hasrg sixport presence with the largest importensgoei
UK, Canada, and the Netherlands (Table 3).

Argentina. Argentina has the oldest wine culture outsid&wbpe and ranks second among the New
World countries in both production and consumpibh.5 and 1.1 billion liters respectively in 2@U4ble

1). Argentineans consumed 28 liters per-capitaOd42the highest rate outside Europe. Although
impressive by Old World standards, Argentinean gxgrowth has been less dynamic than that of many
other New World producers. In 1990 Chile and Argenexported almost equal volumes of wine. Over
the following decade Chile’s exports grew more teanfold to 309 million liters in 2001, whereas
Argentina’s exports merely doubled to 88 millioters (German Wine Institute, 2005). To catch up,
Argentina developed its own version of the sucukgsistralian “Strategy 2025” plan that established
wine industry goals and have experienced recenessicTable 2 shows a 63% growth in exports from
2000 to 2004 .

Audralia. Australia accounted for less than 1% of the wortaluction prior to 1970 (German Wine
Institute, 2005). By contrast, in 2004 Australiadarced 1.4 billion liters of wine, 5% of global guation
(Table 1). Many reasons exist for Australia’s sesa@e the global market. The initial motivatiorstecceed
in export markets stemmed from low domestic consiompates. Per-capita consumption is only 22
liters/year, thus Australia’s small population aoned only 0.4 billion liters in 2004 (Table 1). 2é&ped
by wine producers and government officials alig#étegy 2025” has been the force behind domestic a
international expansion of the Australian wine stdu through measures promoting exports and
preventing high taxes (Winemakers’ Federation aftralia, 2003). The plan envisions Australia beogmi
the most influential wine producer in the world2®25. As to industry structure, Australian wineustry
is highly concentrated with four companies accognior over 75% of production, providing economies
of scale in producing value-for-money wines, as$ agpromoting them (Geene et al, 1999).

Australian wines have also been successful at dsatraditionally been an American forte — brand
building. Top-selling brands like Jacob’s Creekc@M/hite, and Yellow Tail were developed mainly fo
international markets (Walker, 2003). Colorful lsb@naginative names and a decent value propositio
helped to make Australians the fourth largest é&par 2004, a more than doubling of export volume
from 2000 (Table 2). The main export markets fosthalia are the UK and US which means that
Australia is the most threatening competitor todilseries domestically, as well as in their expaathats.
Australian experts predict their 2006 exports tah 0.75 billion liters and grow to 1.3 billiondis by
2011 (Advertiser, 2006).

South Africa. In 2004, South Africa’s production of 0.9 billifiters was more than double its domestic
consumption (Table 1). While South Africa has beguanding into global markets, its wine industry ha
faced challenges in both production and domestisteaption, including regulatory and other procddura
requirements emanating out of an ever-evolving @wth African government and the overall
uncertainties of national social, economic, andiqall stability. The South African wine industiy also

6
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consolidating as seen by the proposed merger afiatien's Distillers Corporation with Stellenbosch
Farmers Winery Ltd, which would form the largestoablic beverage corporation in South Africa
(Murchie, 2001). Larger corporations and strongabotation within the national industry have endble
aggressive and effective marketing efforts abrdatle 2 shows South Africa experienced a 64% growth
in exports from 2000 to 2004.

Chile. Chile has the benefit of an ideal climate for grgmwing. With their return to democracy in 1990,
the economic climate also improved. Large foreigastments enabled significant production expansio
and export of quality wines that continues to daite (Foderaro, 2003). Among the New World cows)trie
Chile has proved to be a top producer (0.6 biliiens) and exporter (.047 billion liters) of wiire the
world (Tables 1 and 2). At 14 liters/year, Chilgean-capita consumption is lower than Argentinas bu
higher than that of the US (Table 1), though Chilemall population will necessarily limit domestic
consumption growth.

Chile’s export performance has been phenomend, QM7 billion liters of wine exported in 2004
(Table 2), a ten-fold increase from 47 millionrtén 1990 (German Wine Institute, 2005). The pyma
export markets for Chilean wines are the US (38#evied by the UK (18%) and Canada (7%). Exported
wines are produced by a handful of large compani#s few labels and consistent brands. With iksid
growing climate and low land and labor costs, Chéle been an attractive target for foreign invastme
(Hulot, 2003) and Gallo has just recently (2006hé&hed a Chilean brand in the UK market. Someiof t
investment will be used to fund expansion of petida, and predictions show that by 2014 Chile bey
able to produce 1.3 billion liters of wine, withpexts of 1 billion (Richards, 2006).

DRIVING FORCESIN THE WINE INDUSTRY

The repercussions that wine producers are expegefrom globalization, especially wider and
stronger competition, are further exacerbated &ydiowing driving forces: 1) a worldwide over-glyp
of grapes and the incumbent pricing pressuresc®ared consolidation at the producer, distribatods
retailing sectors, and 3) shifting consumer behaatierns.

Worldwide Over Supply of Grapesand Incumbent Pricing Pressure

Given increased plantings and favorable weathetlitmmms in the past few years, the oversupply of
grapes has been a driving force. Since thereagseaa year lag between planting vines and incrgasi
shifting production to varietals that are more aput should not be surprising that the supplyvofe
grapes is often at variance with demand (Cho2@@4). As shown in Figure 1, although worldwideevin
consumption has been growing it is below world patidn every year for the past 8 years, and s@plus
have ranged between 15% and 20% of total production

To prevent prices from falling further due to taigess capacity, some wine producers have had to
resort to drastic measures. France has introd@gzdtkptare caps on production introduced, andthis E
currently subsidizing distillation of wine into mstrial alcohol. In California’s Central Valley),000
acres of vines were plowed under in the heightetiomestic oversupply (Murphy, 2003). Yet theamor
some countries decrease their vineyard acreage,catbintries like Chile and Australia are poisei@n

7
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greater expansion. Thus it would seem unwissdonae that decreasing a country’s yields will et t
the risingglobal supply of wine.

Figure 1: Global Wine Consumption and Production, 997- 2004
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Source: Adapted from data from Wine Institute (2004a).

The second challenge caused by oversupply stemms griwe-cutting by rivals. Imported wines
account for one out of every four bottles soldhe US, and domestic wine producers need ways to
compete with the low price and high quality of imipan order to regain market share. Pricing pressu
could decrease overall industry profitability ifnsries engage in price wars. The more unpalatable
alternative is to not compete and then lose mahaat to other domestic or international produstrs
offer quality wines at lower prices. Historicalig,times of oversupply a country restricted its kats to
imports. However, many countries signed trade amgats to keep markets open. For instance, Australia
Canada, New Zealand, and the US have agreed fu déferences in winemaking technigues and will be
approving differences on labeling laws and tarfeements to reduce trade barriers; oenological
differences can no longer be used as an excysfectionism (Wine Institute, 2004b).

Consolidation of Wine Producers, Didributors, and Retailers

Through mergers and acquisitions, consolidatiascesirring among wineries worldwide. When an
industry starts to mature, firms enhance profitscbgsolidating to become bigger players, creating
competitive advantages through economies of scalanagaining negotiating power with distributors.
Some industry experts predict that in the nextyiears the vast majority of wine sales will be dwateéd
by ten or so borderless mega-consortiums (G&08B). Closely tied to these mergers and acquisito
the increased rate international technology trarefeployees from big and small firms alike arensipey
more time abroad studying the other countries watémng techniques (Williams, 1995).

In regard to distribution, the 20 largest wholesatentrol 70% of US distribution (National Spidts
Wine, 2004 Annual Report). Large distributors ergognomies of scale and are able to pass someirof th
lower costs to the retailers, increasing the teffitiency of the supply chain. However, distributo

8
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consolidation has made it increasingly difficult $maller producers to get their product onto ¢telers’
shelves. Wholesalers prefer to distribute onlytdipeselling brands, in lieu of small or new labslace
their profits come from markups on products they able to replenish quickly (Cholette, 2004).
Distributors wish to avoid products that may siste shelves too long and prefer brands thgraven
bestsellers. The recent US Supreme Court rulingeffegtively relaxes some direct shipping protohi,
offers some recourse to small wineries to reacivid& consumers (Wine Institute, 2005). It remaoriset
seen how small wineries can employ creative makeind distribution strategies to enjoy the beefit
direct marketing when shipment involves small gtiesiand a nontrivial cost.

At the retail level, consolidation is occurringaath restaurants (on premise) and in supermaddéts (
premise) sectors. Smaller brands have a hardergtinag placement on the shelves and on wine lists
because the head office may choose a few brande o all of their locations. Supermarkets acealint
for a 41% share of US retail wine sales in 200@osolidation of these chains is relevant toriastry
(Wickham et al, 2001). The shift to mega-superntariseno longer solely an American phenomenon as
the International Wine Investment Fund estimatés &9 80% of global wine sales now occur through
such supermarkets (Gettler, 2003). As a resutt,dethousands of international wine brands viesfiace
on the store shelves of these fewer, larger, amel paoverful supermarkets.

Shifting Consumer Behavior Patterns

Ultimately, what drives the wine industry is thensamer. The Old World producers have had the
advantage of tradition behind them in their homekata. Over the centuries wine has become anahtegr
part of many European cultures and is consideaediatd accompaniment at lunch and dinner. However,
there is littte room for expansion in their homerkats and most of these countries are experiencing
declining per-capita wine consumption (Table 4yasal campaigns against alcoholism and drunkndriv
have increased.

TABLE 4: Shifts in Per Capita Consumption over Recat Years

Per-Capita Consumption (l/yr) growth

1997 2001 2004 2004 vs. 1997

France 59.7 57.2 55.3 -7%
Italy 54.2 529 48.7 -10%
Spain 36.1 34.6 345 -4%
Germany 235 24.2 24.6 5%

Unites States 8.0 8.8 9.4 18%
Argentina 24.6 32.6 28.1 14%
Australia 19.0 20.5 21.9 15%
South Africa 9.1 9.2 8.8 -3%
Chile 15.9 14.7 14.3 -10%

Source: Adapted from data from Wine Institute (2004a).

Per-capita wine consumption in most of the New @Weoountries substantially lags that of Europe, but
is comparatively more on the rise (Table 4). Pgghifordable wine on to the shelves of world marke
will not necessarily increase global consumptionitbgif. Consumers have to pull the bottles off the
shelves in consistent purchases. For instanceetd&pita consumption has been increasing modestly,

9
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in order to increase further wine must be markietedway that will promote everyday drinking ameang
greater percentage of the population in a socegiyonsible manner.

Currently 80% of US wine consumers consider theresélininvolved” or uneducated about wine,
intimidated by “wine geek speak” on the back ofenlsbels, and have trouble remembering which wines
they bought and liked. (Stallcup, 2005). Reseascivatching consumer behavior have noticed shoppers
appear to be confused during the wine selectiarepso Customers have expressed that they wasstljo ea
and consistently identify the wines they will enyoghout having to solicit personal assistancééndtore.
Many inexperienced wine drinkers feel confused ththithe wine choices, especially the intricacés
foreign appellations. Producers need to designlael wines that consumers can better understand.
Another design feature that may make wine moreoappable to the consumer is using twist top clesure
instead of corks. Recently, an Australian packaglegigner company, which invented a synthetic
substitute for cork won the prestigious gold méatathe "Technical Innovation Award" at the Ausaal
Packaging Awards. Once again, Australian prodyazexsd more adept in simplifying wine packaging for
of consumer (Zork, 2005).

KEY SUCCESSFACTORSAND NATIONAL COMPETITIVE ADVAVANTAGE

Globalization and other driving forces will continto exert significant influence on the wine indust
Some countries are better positioned to gain friotmatization than others. Figure 2 presents a xnatri
the nine countries profiled with respect to howyteack up five key success factors that contritmte
global competitiveness in the marketplace. Theofacinalyzed include 1) existing domestic market
position, 2) domestic market growth potential, &r@mies of scale and/or underlying cost structure
benefits, 4) adaptability to industry changes,gmbtential to attract foreign investment.

FIGURE 2: Competitive Advantage Position by Nation

Exiting Domestic | Economies | Adaptability Potential Overall
Domestic | Market |of Scale/ Cog toIndustry | toAttract | Competitive
Market Growth Structure Change Foreign Advantage
Position | Potential Benefits Investment
New World Countries
United States  |Strong Strong Moderate Strong Strong  |Strong
Australia Weak Weak Strong Strong Strong Strong
Chile Weak Weak Strong Strong Strong Strong
Argentina Moderate | Moderate | Moderate Strong Moderate| Moderate
South Africa  |Weak Weak Moderate Strong Moderate |Moderate
Old World Countries
Italy Strong Weak Weak Moderate Moderate |Moderate
Spain Moderate | Weak Weak Moderate Moderate |Moderate
France Strong Weak Weak Weak Moderate |Weak
Germany Strong Moderate | Weak Weak Weak Weak

The first factor is the existence of a strong doimesarket, defined as where a large volume (@il
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or more liters/year) of wine is purchased and whersumers readily select domestic wines. Cosantrie
purchasing less than 0.5 billion per year are ééfas having a weak domestic market. The secdod ifac

the potential for growth within the domestic maylet producers may have local knowledge and other
national advantages such as distribution. In dodethis factor to be considered “strong”, thaaramust
possess both a large population and increasingapéa of wine, as shown in Table 4. Countrigh wi
decreasing per-capita consumption are labeled ea\in this category. The third factor, econonaies
scale and cost structure benefits addresses thatages of company size and the low cost of faofors
production in certain nations. Countries wheredafigns dominate the production have the advastafje
scale and scope as well as improved power in piagnanhd pushing their wines to consumers and
retailers. Additionally countries with scarce agthpriced land and labor incur higher costs of wrtan.
Fourth, industry adaptability to change summatizeswillingness and ability of producers to experin
with cost saving production methods or to pionegr marketing technigues. It also addresses if pevdu
are free from excessive regulations and blind adicerto long-standing traditions. Finally, cousttiat

are politically stable and have industry-friendiynates or other natural comparative advantagésivitia
attract foreign investment in wine production, whioakes these countries stronger global competitors
(Callins, 2004).

Old World producers were the first to define tasted quality standards and they have traditionally
been supported by a strong local consumer baséldwiéNorld has had to work hard to build their wine
industry, both in infrastructure and reputationgeascale wine production is relatively recent, imaahy of
the New World producers recently faced difficultissch as currency collapse, prohibition, and
international sanctions. Per-capita consumptiamlatgs that of the Old World countries. Yet New &/or
producers have recently been successful in pragwonsistent quality wine and in capturing global
market share. The Old World countries are gradigaigg market share as New World producers inereas
the scale and quality of production as well theinding expertise (Wickham et al, 2001).

Figure 2 presents how each country stacks up dm lec success factor and rates its overall
competitive advantage. The countries fall intoehgeups with respect to their comparative conngetit
advantage position. The group with the strongesipetitive position includes United States, Ausrali
and Chile. Australia and Chile both have small fagjmns that provide for a tiny domestic marketwit
little potential for growth. However they are vewell positioned to produce and export wine withrthe
adaptive, large-scale producers and their greafduarforeign investments, providing them with aifoon
of a strong competitive advantage. With respeptaduction, cost structures suggest Australia dnile C
may be better positioned that the US. However,@o@s of scale and economies of scope in marketing
offer an advantage to the US because it is a papalnd affluent nation. While the US wine market is
already significantly larger than Australia andI€ht has even more potential to expand. Witlotaler
key success factors strongly favorable, the USmlssesses significant competitive advantages.

The group of countries with moderate competitiveaathges includes Italy, Spain, Argentina and
South Africa. Lingering economic concerns and digathges of scale prevent Argentina from being
ranked as competitively as neighboring Chile. LisewSouth Africa has strong marketing economies of
scale and moderate production economies of soalecuorently domestic unrest has diminished its
attraction for foreign investment and ability tgpard its home market. Spain and Italy are ham®red
decreasing consumption rates and small economgeslefin production, but they have shown promise i
their ability to adapt to an increasingly interoadilized marketplace and to attract foreign investm
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These are the two Old World countries profiled shatw a moderate overall comparative advantage.

The countries with the weakest competitive advanfaggitions in the global wine industry are two
traditional strongholds of wine production in thiel @/orld: France and Germany. While they have large
domestic markets, there is little opportunity fattier growth. The concentration of production siaall
wineries, scarce land and labor, complex labelmagtises and inability to leverage new productaong
marketing techniques does not bode well for effecompetition in a global market place. Nor datbee
country hold much potential for attracting foreigvestment, save for some traditionally undervareds
of France, like Languedoc.

In conclusion, it is clear that the New World caoiestare currently positioned better to capitatiae
the opportunities created through industry globatin and other current driving forces. Italy anui®
emerge as the best positioned Old World nations.sirisingly, Australia recently ousted France to
become the largest wine supplier to the UK defeitleg thousands of miles away and producing only a
third as much wine as France (Beveragedaily.cofi)20his competitive advantage scenario should be
wake-up call to wine producing countries. Indeed)es Old World countries have begun efforts to bette
adapt to industry-wide improvements in productiond amarketing practices (Business News
Onlypunjab.com, 2005). However, it is clear thahynaations need to increase support that will elacsu
production and marketing innovations to improver teempetitive advantage position to help local
wineries succeed in the changing and increasioghpetitive wine marketplace.

12



3rd International Wine Business Research Conferévioatpellier, 6-7-8 July 2006

Work in progress

REFERENCES

Advertiser (2006) “Extra $2Bn in wine exports expdcwithin 5 years,” 1 March, available from
http:/www.theadvertiser.news.com.au/common/story_page/0,5936,18306129%255E913,00.html, accessed 7 March.

AgExporter (2004) “New Opportunities in China faSJWine Producers,” Internet available from
http:/Amww.fas.usda.gov/info/agexporter/2004/Apgé%206%20-%207.pdf

Anderson, Kym, David Norman, and Glyn Wittwer (2D@lobalization and the world’s wine markets:
overview,” Discussion Paper No. 0143, Center farivational Economic Studies, Adelaide University,
Australia.

Beveragedaily.com (2005) “Australia teaches OldltMaow to sell wine,” 18 May, available from
http:/Mww.beveragedaily.com/news/printNewsBis.&s0078 accessed on 09 October 2005.

Business News Onlypunjab.com (2005) “Global winegrakngle Indian palates,” source:
http://onlypunjab.com/fullstory2k5-insight-News-&ta-25-newsID-5304.htmbaccessed 09
October 2005.

Business Report, (2004) “French Wine ProducerseBetPoint of Sale in US,” 21 June Internet:
available from http:/AMww.busrep.co.za/index.phpefenld=565&fArticleld=2120848, accessed 30 June
2004.

Cholette, Susan, (2004) “A Tale of Two Wine Regi@msilarities, Differences and Trends in the Frenc
and Californian Wine Industries,” International @l of Wine Marketing, 14 (2).

Cholette, Susan, Richard Castaldi, and April Freki€2005) “Globalization of the Wine Industry:
Implications for Old and New World Producers,” Gashce International Business and Economy
Conference Proceedings, January.

Callins, Simon, (2004) “Foreign Ownership is a Ke@aking New Zealand Wines a Global Brand,”
New Zealand Herald, 24 July 2004.

Dewald, B. W. A. (2003) “Wine Consumption in Hongrg),” International Journal of Wine Marketing,
15 (1).

Foderaro, T.J. (2003) “Chileans Wiser About Wirigr&gonLive.com, 2 December. Internet: available
from http:/AMww.oregonlive.com, accessed 2 Decer?b@s.

Geene, Annemiek, Arend Heijbroek, Anne Lagerwed, Rafi Wazir, (1999)he World Wine Business,
Netherlands: Rabobank International.

German Wine Institute, (2005) “Wine Exports 2000oyntry,” Internet: available from

13



3rd International Wine Business Research Conferévioatpellier, 6-7-8 July 2006

Work in progress

http://www.germanwineusa.org/downloads/StatistikEZ@D5.pdf accessed October 31, 2005.

Gettler, Leon, (2003) “Giants Tipped to Dominaigustry,” 23 May 2003. Internet: available from
http:/AMmww.theage.com.au/articles/2003/05/22/105888354.html, accessed 30 June 2004.

Himelstein, L. (2002) “This Merlot's for You: As s Languish, US Winemakers Go Mass Market, Like
Beer,” Business Week, 3801, 30 September 2002.

Hulot, M.., (2003) “French Producers Still Invegtin World Wine,” Wine Business Monthly, 9 June.

Lukacs, Paul, (2000) American Vintage: The Righ@®”merican Wine, New York: Houghton Mifflin
Company.

Moulton, K., A. L. Spawton, and M. Bourqui. (200troduction: Consumer Behavior and Marketing
Strategies,” In K. Moulton and J. Lapsley (Edaigc@ssful Wine Marketing, Gaithersburg, Maryland:
Aspen Publication, Inc.

Murphy, D., (2003) “California Grape Industry IsShed,” International Herald Tribune, 26 May.

Murchie, Gordon W., (2001) “International Challesg@cing the US Wine Industry,” Wine Business
Monthly, Internet: available fromtp:/Amww.findarticles.com/cf_0/m3488/5_82/7562Rkill/article.jhtm)
accessed 10 January.

National Wine & Spirits, (2004), Annual Report Ruarst to Section 13 or 15(d) of the Securities Exgha
Act of 1934 For the fiscal year ended March 31420@ernet: available from
http:/AMww.nwscorp.com/financials/10K032004.RaEcessed on October 31, 2005.

Richards, P. (2006) “Chile: massive plantings fas€23 January, available from
ht t p: / / www. decant er . com news/ 73416. ht ni , accessed 25 January.

Silverman, M., R. Castaldi, S. Baack, and G. So(2002) “Competition in the Global Wine Industty:
Strategy 2025” In Thompson, A. A. and Strickland AStrategic Management: Text and Cases,13th
Edition, 2002, McGraw-Hill Irwin

Stallcup, John (2005) “Topplling the Wall of Conéus Wine Business Monthly, April 2005. Vol.12 # 4,
from http://winebusinessmonthly.com/MonthyPrinterRdly.cfim?issued=99603&aid=99634

Walker, Larry (2003) “Who Owns What?” Wines & Vindanuary.

Wickham, Christopher, John Wakely, Andrew GowenSeaue Bellenda (2001) Global Wine Report:
Acquiring a Taste for the Consumer, London: LehBrathers.

Williams, A. (1995)FIying Winemakers: The New World of Wine, Adelaide: Winetitles.

14



3rd International Wine Business Research Conferévioatpellier, 6-7-8 July 2006
Work in progress

Winemakers’ Federation of Australia (2003) “Strat2025,” Internet: available from
http:/AMww.wfa.org.au/planning/strat2025.html; asel 14 December 2003.

Wine Institute (2004a) “World Vineyard, Grape anth®\Report,” San Francisco, CA.
Wine Institute, (2004b) “International Trade Barfeport,” San Francisco, CA.
Wine Institute, (2005) “Supreme Court Rules to Bxgtrimination Against Out-of-State Wineries” May

16, Internet; available fromitp:/imww.wineinstitute.org/communications/statsSupremeCourtRuling.htm
accessed on October 31, 2005.

Zork (2005) “Media release: ZORK caps off great yeth gold award,” Internet: available from
http:/AMww.zork.com.au/pdfs/GoldTechinnovAward,fmtfcessed on October 31, 2005.

15



