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Executive Summary

The Augrdian wine industry has experienced remarkable change since the mid-1980s. In
the mid 1980s, Audtrdia exported 2% of tota production and was a net importer of wine.
Since this time, industry performance has been spectacular. Exports now total 32% of total
production (compared to 17% for the mgor producers, France and Italy). Audraia
produces only 2% of world wine, but now holds 2.4% of the world wine market by volume
and 3.5% by vdue.

How isthis performance to be explained? A declinein the value of the Audrdian dollar was
one gimulus. Another factor was change in industry ownership affecting the structure and
scde of individud firms, Other changes affected the indudtry's overdl business orientation,
its generd engagement with international markets and its commitment to innovation.

Industry collaboration has facilitated, or contributed to, the last three of these changes. In
the process, the wine industry has transformed itself. It has ceased to be composed solely
of rivarous, competitive firms. Fierce competitive rivary between individud producers
perssts. But this has been supplemented by industry collaboration around matters of shared
concern. The industry has raised its level of integration and is developing into a knowledge-
driven clugter.

This achievement may embody experience of wider Sgnificance. Audrdids past economic
prosperity was essentially grounded on commodities and minera products that were
exported to world markets. Human skills were not inggnificant in these activities - but they
were secondary to what were seen to be naturaly occurring compartive advantages.

The wine industry's success is based on a reversa of these relationships.  Natura
advantages Hill count. But humanly created advantages predominate. These have been
amplified through collaboretive action. A combination of collaboration and competition has
replaced solely competitive rdaionships. This combination has been decisive in sustained
Success.

Threeissues arise

What are the lessons for other business areas where smilar international orientations
need to be cultivated?

What are the lessons for other areas where the transforming application of knowledge
and innovation is essentid to growth and competitive success?

Can public policy contribute to these outcomes?

Answering these questions is the broad purpose of this study.



Recent scholarly theories about the conditions for industry growth are affirmed in wine
industry practice.  These theories concern the power of clustering, and the role of
collaboration, in industry development. These literatures qudify, or amplify, neo-classcd
findings, which currently dominate public policy. In neo-classca perspectives, market failure
and 'externdities are to be corrected by market or quas-market remedies. Collaboration is
seen as an inhibitor, not facilitator, of competitive success.  Action by governments is
discounted - it encourages ‘rent seeking.’

Recent literatures shift the focus of attention in two sgnificant ways. Firs, they look behind
markets to the conditions for their establishment. They look to conditions which are prior to
market activity — conditions which rather create its possbility. Where innovation and globa
markets are critical to competitive success, these conditions cannot be taken for granted.
Second, they give equa place to both transaction and production costs — and explore the
resulting implications for firm success,

One of the conditions for the establishment of markets involves economic learning — that is,
the recognition of opportunities and interdependencies by reevant firms and other players.
The Strategy 2025 exercise, the keystone of Audtralian wine industry collaboration, was a
classic example of this approach. This established an export objective and growth target for
the industry, and identified the actions necessary for these outcomes to be redised. It
broadened recognition of new growth opportunities and deepened recognition of the
sources of competitive strength.

Once opportunities are recognised, other inhibiting conditions to businesses performance
can arise from transaction costs the cogts involved in undertaking productive economic
activity. Both exporting and innoveation involve high transaction coss. Transaction codts are
a digtinct category, different from production cogts, and gain in dgnificance as firms are
required to operate in distant markets or to base competitive advantage on innovation or
knowledge.

Transaction costs can include those associated with searching for trading partners and
markets and doing business effectively and efficiently.  Transaction cods dso arise in
pursuing innovation and investing in research and development. There are codts involved in
answering business questions like: will research address industry priorities, not just those of
researcher? Will necessary interaction while research is in progress be facilitated? Will
innovations be disseminated?

Without ddliberate amdioration, the costs of gaining assurance about such matters readily
deter firms from gppropriate action.

The emergence of networking and collaboration is an organisationd arrangement for
managing such transaction codts.



Wine industry experience demongtrates conclusively the synergies that can be gained, and
the energies that can be liberated, through a combination of collaboration and competition.
It illugtrates the chalenge in sustaining collaboration - as a complement to, and facilitator of,
competitive strengths amongst producers.

This experience has important lessons for other Audtralian sectors - and for government.
One possibility is for groups of firms to emulate the wine industry gpproach. Other clusters
or indudtries could act in concert to enhance their own efforts a marketing, innovation and
overd| indudry drategy.

Another possbility isfor industry associations to act as change agents. They could help their
member busnesses identify the additional competitive synergies available through
collaboration and put in place the mechanisms to dlow firms to pursue joint endeavours and
drategic dliances.

Findly, the wine industry dso suggests a cataytic role for government in encouraging other
sectors to collaborate, to identify new opportunities, and to enhance their own performance.

Well orchestrated collaboration offers away to create an ‘export culture.” It offers a way
to identify shared economic interests and to overcome otherwise prohibitive transaction
costs. It shows how clusters can ground their continued growth and success on distant
markets and on innovation.

The approach adopted in the wine industry suggests a pattern for other Audtraian sectors.
It shows how gatic commodity or production focussed businesses might be renewed -
through the synergies of association that enhance the competitive power of human cregtivity
and ambition.



Preface

Thisreport, Australia’s Wine Industry: Collaboration and Learning as Causes of
Competitive Success, was commissoned by the Audtrdian Business Foundation to explore
the recent performance and export success of the Audtrdian wine industry and to investigate
the lessons it has for other sectors of Audtrdian business and industry.

The Audtrdian Business Foundation is an independent, private sector think-tank. Itsmisson
is to strengthen Audtraian enterprise through research and policy innovation. It does this by
conducting ground-bresking research, which it uses to foster informed and well-argued
debates and imaginative policy solutions and initiatives.

The Audrdian Business Foundation was created a arm’'s length from its founder and
sponsor, the eminent business sarvices organisation, Audtrdian Business Limited. The end
goa is to advance the store of knowledge about how best to generate future growth,
prosperity and jobs for the widest reach of the Australian community.

Thisis what prompted the Audrdian Business Foundation to commission this investigation,
led by Professor lan Marsh of the Audrdian Graduate School of Management, into the
Audrdian wine indudry’s experience of collaboration and learning as the causes of
competitive success.

The study provides an analyss of recent developments and successful performance of the
Audrdian wine indusiry and with the backdrop of current economic literature, tests the
proposition that it was the wine indugtry’s efforts in strategic collaboration that were the
cornerstone of its remarkable business growth and export achievements. The study aso
comments on whether the gpproach followed by the wine industry could be readily
replicated by other firms and industriesin Audtrdia

The investigation was undertaken and the report authored by 1an Marsh and Brendan Shaw.
lan Marsh is an Associate Professor at the Audtrdian Graduate School of Management.
His books indude Beyond the Two Party System (Cambridge University Press,
Melbourne, 1995) and with Takashi Inoguchi and Jean Blondel, Democracy, Governance
and Economic Performance, East & South East Asia (United Nations Universty Press,
Tokyo, 1999). Brendan Shaw is a Doctord candidate at Monash Universty. He was
formdly a Research Andys with the Department of Industry, Science and Technology.

It is hoped that Australia’s Wine Industry: Collaboration and Learning as Causes
of Competitive Success will provide new understandings of contemporary economic
literature and more importantly, will throw light on how such theory can be gpplied by firms
in Audraia as they seek to compete in an increasingly competitive and voldtile busness
environment.

Narelle Kennedy



Chief Executive
Australian Business Foundation



I ntroduction

The Augrdian wine industry has performed remarkably in recent years. Audrdia produces
only 2% of world wine. In the mid 1980s, Audrdia was a net importer of wine. Exports
now total 32% of total production. Australia now holds 2.4% of the world wine market by
volume and 3.5% by vaue. Audrdian wineries hold 11% of the U.K. market, 7% of the
Japanese market and 4% of the German and US markets. Exports go to a tota of 82
countries. Thirty-eight per cent of the 1431 winemakersin the Australian and New Zedland
Wine Industry Directory (ANZWID) export.

Over this same period, sales have shifted from bulk and cask to semi-premium ($7-10 per
bottle) and premium ($10-15) segments. For the third time, in January 1999, Penfold's
Grange appeared on the front cover of the US Wine Spectator, arguably the most influentid
wine magazine in the world. In thisissue, three Grange vintages were included in its ‘dream
dozen.’

How are these developments to be explained? The decline in the Austraian exchange rate
in the mid-1980s influenced demand. Audtrdias naturd endowments or advantages might
aso be cited - as in the theory of comparative advantage. Tastes and incomes in consuming
markets may have moved in favour of Audradian styles — athough the speed and ubiquity of
the supply response would remain to be explained.

In an andysis of industry growth in the 1986-96 period, Wittwer and Anderson note the key
role of the switch from non-premium to premium grades and the consequent incresse in
price and revenues (43% for wine and 116% for wine grapes).l This switch occurred in the
early 1990s - seven years dfter the fdl in exchange rates. They conclude that export
demand accounted for haf of the industry's premium output growth and domestic income
growth a further 20%. The extensve adoption of mechanica harvesting and pruning is dso
cited as an influence.

But premium wines are highly differentiated products. How did the industry meake the
(rapid) switch from a commodity to what might be described as a knowledge-based
product?

How did the industry in an apparently short period establish reputation and brands in remote
markets?

How did exporting become so ubiquitous amongst producers? Why - and how - was
mechanica harvesting and pruning invented; how was it commercidised; and how was its
adoption accomplished in such a seemingly short period of time?

1 Glyn Wittwer and Kym Anderson, Accounting for Growth in Australia's Grape and Wine Industries,
1986-2003, Seminar paper 99-02, Centre for International Economic Studies, University of Adelaide,
March, 1999.



In sum, how has the industry changed its mind-set and processes from those of an
agriculturd producer to a high vaue-added, knowledge-intensve, globdly competitive
meanufacturing and service industry?

Over the period of industry growth through reorientation to world markets, a high level of
intra-industry collaboration has dso developed. Its particular contribution to industry
success is the focus of this sudy. The purpose of the following andysis is thregfold: firdt, to
andyse the scope and sources of collaboration; second, to evauate its contribution to
industry success; and third, to assess the implications for industry policy more generdly.

The andyssis organised in five sections

Frameworks The first section reviews aternative theoretical frameworks for evauating
the causes of industry success.

The Development of Collaboration: The second section reviews changes in industry
sructure from the late 1980s, covering changes a both firm and associationd levels and
the development of collaborative planning a the indudtry levd.

The Impact of Collaboration: The third section reviews evidence of the contribution of
collaboration to industry success.

Wine Industry Implications. Fourth, on-going issues in sudaning integrated
arrangementsin the wine industry are identified.

Implications for Other Industries & Governments. The find section the
broader implications of this experience for other industry sectors and for public policy
towards industry more generdly.



|. Frameworks

A threshold step involves establishing relevant theories. Theory provides the framework
within which facts and causes can be identified. This section introduces two broad families
of theory. One, the neo classicd group, currently dominates public policy formation. The
second group, which has only emerged in recent years, might be broadly described as
inditutiondigt.

Neo-Classical Perspectives

The current predominant perspective in public policy emphasises the positive contribution of
market forces. A market is condituted by an exchange, which is mediated by a price.
According to neo-classical theory, interdependence between markets patterns resource
dlocation in vaue-adding production systems. Price-based exchange facilitates flexibility in
resource dlocation and induces innovation in products and processes. The theory implies
that the removad of impediments to market exchange is the right path to achieve both
economic growth and consumer well-being.

Expanding the role of market forces and removing digtortions or inhibitions to ther
operation, is seen to be the best foundation for industry growth and competitive success.
The consequent simulus to efficiency and innovation is seen to transcend any possible
outcome based on even limited collaboration. The impersond character of market
operations facilitates adjusments. Indeed interventions that attempt to anticipate market
decisons are seen to risk substantia opportunity costs and/or to encourage dysfunctiona
rent seeking.2 However, these judgements presume necessary information is fredy available
and that its significance is sufficiently recognised. They presume that related and supporting
markets (eg. capita markets, overseas markets) are gppropriately undistorted. They aso
assume transaction codts (as digtinct from production costs) are not a significant influence on
firm decisons.

Meantime, comparative advantage theory, which underpins officid thinking about trade
policy, assumes natura endowments, not created advantages, are fundamenta to levels of
trade, and to the competitive success of individua firms in international markets. Since the
basisfor trade is relaive (not absolute) advantages, dl participants can benefit.3 This theory
has been the basis for trade liberdisation, which has contributed significantly to the spread of
economic prosperity. However comparaive advantage theory is datic. It assumes the
advantages that any country has at a particular point in time are fixed. In Ricardo's classc
example, Britain trades cloth for Portuguese wine. Both countries gain from the exchange.

2 Matthias Kelm, Evolutionary and New Institutional Economics: Some Implications for Industrial
Policy, ESRC Centre for Business Research, University of Cambridge, Working Paper 46, December
1996; also , Economic Growth as an Evolutionary Process, ESRC Centre for Business Research,
University of Cambridge, Working Paper No. 17, September, 1995.

3 Paul Krugman, Competitiveness: A Dangerous Obsession, in Pop Internationalism, MIT Press,
Cambridge, 1996.



But cloth making was then the high technology, high growth, high value added indudtry. If
Portugd perssted in producing only wine, she would be permanently locked in to lower
levels of national income. In adynamic perspective, trade liberdisation may be problematic
for acountry that istrying to shift its business structure to new, higher-value activities.

The movement of neo-classicd theory to the satus of conventiond wisdom in recent years
has been buttressed by a generd flowering of its sub-fidds. A variety of new applications
have emerged - for example, contestable markets theory, agency theory, public choice
theory, transaction cost economics, and information economics. These theories are united
by their grounding assumptions which involve methodologica individuaism and instrumentd
rationdity. Methodologicd individuaism holds that the ideas, motives and preferences of
entrepreneurs and consumers are determined independently, or, in the jargon, exogenoudly.
Insrumenta rationdity holds al participants base their decisons on the maximisation of
these independently determined preferences. These smplifying premises have permitted
high levels of methodologica rigour. But recent theoreticad developments chalenge the
vaidity of these assumptions. These are briefly summarised in the next section.

At a policy levd, neo-classca and comparative advantage perspectives have driven a
variety of changes in frameworks over the past decade. These changes include: exchange
rate flexibility; financid liberdisation; trade liberalisation; reduction of protection; labour
market deregulation; competition policy; and the termination or contraction of targeted
industry incentive schemes. Neo-classical perspectives continue to dominate officid and
political thinking about industry palicy.

I nstitutional Perspectives

Indtitutiona theories have emerged in recent years as a supplement to neo-classica
perspectives. Interest in ingtitutions has burgeoned, spreading across a variety of disciplines,
including economics, political science and sociology.#  Inditutiona theories sart from the
inter-subjective character of socid, economic and political interaction and caculation.®
They thus abandon the neo-classcd premises of methodologicad individudism and
ingrumentd rationdity.

Ingtitutional andys's directs attention back from firms, towards the inditutions or sysems in
which they are embedded. Markets are one important ingtitutional setting - but they are not
the only ensemble that is rdevant to competitiveness. Paliticd, financia, education and
innovation systems may al contribute resources or capabilities that are more or less pertinent
to the competitiveness of aparticular sector.

4 R. Scott, Institutions and Organisations, Sage Publications, California, 1995;Peter Hall and Rosemary
Taylor, Political Science and Three New Institutionalisms, Political Studies, XLIV, 1996, pp. 936-957; E.
Immergut, The Theoretical Core of the New Institutionalism, Politics and Society, Vol. 26, No. 1, March,
1998, pp. 5-34.

5 J. G. Ruggie, What makes the World Hang Together? Neo-utilitarian and Social Constructivist
Challenges, International Organisation, 52, 4, Autumn, 1998, pp. 855-885.

an



Further, the historicdly derived pattern of any of these sysems may be more or less
consgtent with present competitive requirements.  In generd, this gpproach shifts atention
from an exclusve focus on markets to the wider inditutional ensemble in which particular
firms and industries are embedded.

Ingtitutiond theory is especialy associated with the work of Douglas North. His gpproach is
pertinent to this study because of its focus on economic performance. North defines
inditutions as.

‘the humanly devised constraints imposed on human interaction. They consist
of the formal rules, informal constraints (norms of behaviour, conventions and
self-imposed codes of conduct), and their enforcement characteristics. In
short, they consist of the structure that humans impose on their dealings with
each other.’6

Elsawhere, they are defined as ‘regulaitiesin repetitive interactions among individuas. They
provide a framework within which people have some confidence as to how outcomes will
be determined.’” There are both formd and informd inditutions. Forma indtitutions include
laws, regulations, states and conditutions. Informd ingtitutions include socid norms,
conventions, persona habits, organisationd routines and the like.

The inditutiond framework is a fundamenta determinant of a society's economic
performance. Inditutions organise economic activity by reducing uncertainty in interactions
and by smplifying decison-making. North proposes the norm of ‘adaptive efficiency’ asthe
dynamic benchmark for inditutiond effectiveness. Thisisthe pivota concept in his theory of
longer run economic growth and contrasts with other norms of efficiency (eg. dlocative or
productive efficiency). Adaptive efficiency is crested by inditutions. It embodies ‘the
willingness of a society to acquire knowledge and learning, to induce innovation, to
undertake risk and crestive activity of al sorts, as well as resolve problems and bottlenecks
of the society through time.” 8

Particular historic decisions can embed patterns of economic (or other) activity that may be
dysfunctiond from the perspective of present economic opportunities. The (mostly
unconscious) projection of past determinations into current practices, attitudes and decisons
is termed path dependence.

6 Douglas North, Towards a Theory of Institutional Change, Quarterly Review of Economics and
Business, Vol. 31, No. 4, Winter, 1991, p. 4.

7 D. North, The New Institutional Economics, Journal of Institutional and Theoretical Economics, 142,
1986, p. 231.

8 D. North, Institutions, I nstitutional Change and Economic Performance, Cambridge University Press,
1992, p. 80.



Once a development path is set on aparticular course, the network externdities, the learning
processes of organisations, and the higtorically derived subjective modeling of the issue
reinforces the course’® Path dependence makes economic adaptation processes much
more problematic than is suggested by neo-classicd theory.

In generd, in an inditutional perspective, prices have specific limitations as transmitters of
information, transaction codts are pervasive and of equal importance to transformation cods,
and market forces are deficient mediators of innovation. These findings attack the
foundations of neo-classca theories and thereby undermine conventiona wisdom about the
role of the State in the economy. They qudify subgtantidly the exclusive focus on market
forcesthat isthe hdlmark of neo-classicd andysis.

North's highly abstract, but encompassing, anayss invites attention to arrangements that
might enhance collaboration, supplement market based coordination and reduce transaction
cods. This provides a generd theoretical framework within which particular patterns of
collaborative activity - such as those to be considered later in the wine industry - can be
evauated.

Economic Learning and 'Economic Rationality’

One fundamenta facet of inditutiona theory involves the genesis of the ‘ideas, choice sets
and motives that animate economic actors - such as busness managers and consumers.
These are held to be seeded and propagated by indtitutions. Preferences, motives and
information are not assumed to germinate independently or exogenoudy — rather they are
incubated by indtitutions.

This introduces the concept of economic learning as an dternative to the neo-classica
concept of economic rationdity. Economic rationdity assumes that rdlevant information is
avaladle and that preferences are determined autonomoudy. It assumes al agents will
follow a common choice process. It assumes they will maximise the satisfaction of their
(independently derived) preferences. Indtitutiona theory relaxes each of these assumptions.
Preferences, choice metrics and information are dependent, not autonomous variables - and
thus are contingent outcomes, determined by the indtitutiond environments within which firms
and industries are embedded. Hence, in an inditutiona perspective, economic learning is a
contingent concept and a problematic process.

Drawing on recent cognitive literature, North and Dentsau suggest choice is framed by
mental models that are widedly shared, that are edtablished collectively, and that are
inherently partia (‘ideologies’).10 As a medium for decison making, shared mental modes
have inherent limitations. Further, feedback may not be corrective since this process is itsdlf
governed by the same (contingent) shared menta mode.

9 D. North, Institutions, Institutional Change and Economic Performance, p. 99.
10 D. North and A. Dentzau, Shared Mental Models, |deologies and Institutions, Kyklos, Vol. 47, 1994,
pp.3-31.



Ingtitutiona theory is thus much less sanguine about the likely consstency between current
economic decisions and longer term, adaptive outcomes. This contrasts with the optimism of
neo classcd theory.

Because widdy shared menta modds are established collectively, by and through
inditutions, the later's effectiveness in generating economic learning is critica to the
competitiveness of organisations. This andlysis suggests a wholly novel perspective from
which the effectiveness of inditutions might be judged - namey ther impact on, and
contribution to, economic learning.

The idea of learning has come to play an increasing role in management and Strategy
literature in recent years1l Some literatures explore the structures through which this
outcome can be best advanced. 12 Others consider learning processes. For example,
scenario analys's has gained currency as one methodology for anticipating discontinuities in
complex, interdependent systems13 We will see later, the wine indugtry itself placed
particular emphasis on collaborative planning through a visioning process. Such approaches
invite attention to ways ideas become influentia for practice. In this context, Schon and
Rein'swork on what they term ‘framing' is pertinent.14

Framing

The concept of ‘framing’ was developed in the context of intractable policy problems. It
draws atention to the role of naraive in ‘defining’ redity. Framing involves the
development of narratives of explanation. In Schon and Rein'swords: (Narratives)

‘carry out the essential problem-setting functions. They select for attention a
few salient features out of what would otherwise be an overwhelmingly
complex reality. They give these elements a coherent organisation, and they

11 |kujiro Nonaka and Hirotaka Takeuchi, The Knowledge Creating Company, Harvard Business
School Press, Cambridge, 199 ; David A. Garvin, Building a L earning Organisation, Harvard Business
Review, July, 1993, pp. 78-91; Peter Senge, The Leaders New Work: Building L earning Organisations,
Soan Management Review, Fall, 1990, pp 7-23; John Kay, Foundations of Cor porate Success, Oxford
University Press, Oxford, 1995; Arie de Geus, The Living Company, Nicholas Brearly Publishing,
London, 1998, also Planning as Learning, Harvard Business Review, March, 1988, pp. 70-74.

12| review some aspects of this process at the sectoral and national level in: The State and the
Economy: Opinion Formation and Collaboration as Facets of Economic Management, Political Studies,
Vol 47, No. 4, November, 1999, pp.

13 Kees van der Heijden, Scenarios: The Art of Strategic Conversation, John Wiley, Chichester, 1996;
Gary Hamel and C. K. Prahalad, Seeing the Future First, Fortune, September 5th, 1994, pp. 73-76; Paul J.
Schoemaker, Scenario Planning: A Tool for Strategic Thinking, Sloan Management Review, Winter,
1995, pp. 25-40.

14 D. Schon and M. Rein, Frame Reflection, Towards the Resolution of Intractable Policy Conflicts,
Basic Books, New York, 1994; J. Richardson and S. Mezey, Framing and Reframing Public Policy in the
EU: Ideas, Interest and Institutionsin Sex Equality and Environmental Politics, Paper for presentation at
the Workshop on the Role of Ideas in Policy-making, European Consortium for Political research,
Warwick University, March, 1998.



describe what is wrong with the present situation in such a way as to set the
direction for its future transformation.

Through the process of naming and framing the stories make the "normative
leap” from data to recommendations, from fact to values, from "is' to
"ought." It istypical of such diagnostic-prescriptive stories, that they execute
the normative leap in such a way as to make it seem graceful, compelling,
even obvious.'1>

Levels of Learning

Through Strategy 2025, the wine industry sought to shift producer orientations from
domedtic to globa markets. This form of learning points to a digtinction between the various
‘levels a which economic learning might be aimed. Two basic levels can be identified: 16

First order learning might involve adapting to condraints, imitating the successful or
undertaking a bounded search process. This involves adaptation within given Strategic
parameters. It involves non-routine, operationa decisgon making.

Second order learning, by contragt, involves more profound reconceptudisation eg.
recognising a new systemic pattern.  Second order learning involves picturing a world
that might be: it is the projection of empiricaly grounded aspirations. A visoning process
is one means of simulating second order learning. This is designed to lift ambitions (ie.
motives and preferences) to a new level and to facilitate collaboration and the
recognition of shared interests - in other words, to enlis new commitment and to
mobilise new energies. It isnot alinear projection of developments.

What Makes |deas Powerful ?

Many idess, later vindicated by events, languish unacknowledged. What distinguishes
influentid from non-influentid ideas? There are both empiricd and theoretica andyses of
pertinent conditions and processes.l’ Garret and Weingast propose three causa pathways
that link ideas to percelved needs for explanations18

1. ldeas can serve as road maps, a role tha ‘derives from the need of individuas to
determine their own preferences or to understand the causd relationship between ther
gods and dternative strategies by which to reach these goals’

15 schon and Rein, p. 26.

16 peter Senge, The Leaders New Work: Building Learning Organisations, op. cit.

17 Eg. Robert Reich, The Power of Public Ideas, Harvard University Press, Cambridge, 1992; Daniel
Y ankelovitch, Coming to Public Judgement, Syracue University Press, 1988; John Kingdom, Ideas,
Institutions and Public Policies, ; James Q. Wilson, ' Policy Intellectuals and Public Policy, Public
Interest, vol. 64, Summer, 1981, pp. 31-47.; James March, The Pursuit of Organisational Intelligence,
Blackwells, London, 1999.

18 quoted in Ruggie, op. cit., p.866.



2. ldeas can serve as focal points ‘in drategic Stuations of multiple equilibria, thet is
severd equdly "efficent” outcomes” Here ideas can hdp individuads sdect one from
among the set of viable outcomes.

3. Ideas can become causes of behaviour through institutionalisation, ‘whereby idess,
once they have become encrusted in inditutions, continue to specify policy in the
absence of innovation'.

Goldstein and Keohane offer another perspective. 19 They suggest influentia idess fdl into
one of three categories: world views; principled beliefs: and causd bdliefs:

World views are ‘entwined with people's conceptions of their identities, evoking deep
emotions and loyadties’

Principled beiefs ‘specify criteria for disinguishing right from wrong and just from
unjust.

Causa beiefs are ‘beliefs about cause-effect relations derived from the shared
consensus of recognised authorities.

An officid report, following an enquiry chaired by Professor Hden Hughes, identified
Audtrdids need for ‘a new export culture, but declared its ignorance about how such an
orientation might be seeded, much less embedded.20 Recent scholarly work on the role of
inditutions, the categorisation of ideas, and on processes of economic learning begin to fill
this gap. We will see in the next section how economic learning was ddiberatdly seeded
and propagated in the wine indudtry.

I nnovation

Knowledge-based innovation theories provide another contras with neo-classica
approaches. Proponents argue neo-classica theories are a poor guide to its requirements.
In 1947, Schumpeter identified what has since been termed the paradox of competition:

A system...that at every point of time fully utilises its possibilities to the best
advantage may yet in the long run be inferior to a system that does so at no
given point of time, because the latter's failure to do so may be a condition for
the level or speed of long run performance.21

19 |deas, Interests and I nstitutions, in J. Goldstein and R. K eohane, (eds), Ideas and Foreign Policy,
Cornell University Press, Ithaca, 1993, pp 203-205.

20 Helen Hughes (chair), Australian Exports: Performance, Obstacles, and | ssues of Assistance,
Australian Government Publishing Service, Canberra, 1989.

21 3. Michie and R. Prendergast, Competition and Competitive Advantage, ESRC Centre for Business
Research, University of Cambridge, Working Paper 41, September, 1996, p. 8.



Wheress, from the point of view of dtatic efficiency, ‘redtrictive practices may seem to serve
only to enrich the sdlers a the expense of the buyers, in the context of long run expansion,
these same practices may have important sabilisng and incentive functions” The
contribution of imperfect markets to long run innovation and growth has been one imulusto
the development of evolutionary or knowledge based theories of innovation, in contrast to
neo-classica information-based theories.

A key digtinction between these gpproaches concerns the nature and role of knowledge.
Neo-classicd or information based theories recognise two distinct forms of knowledge:
basc research and information. The former is a public good, and the latter a tradegble
good. Itisdistinguished by being codified, quantifiable and transmissble.

Knowledge based theories, on the other hand, treet this key variable as a more complex and
less sharply differentiated phenomenon. In this perspective, knowledge cregtion is
diginguished by one or more of the following features tacitness, heterogenety and
specificity. According to Blackenburg, these features might be defined asfollows:

‘Tacit knowledge resides either in the heads of people engaged in particular
transformation processes or in the organisational routines and institutional
rules underlying such processes, and cannot be copied or acquired through any
explicit transfer of information............ Knowledge is heterogeneous in that a
multiplicity of skills, experiences and information from a variety of primary
sources are combined in the search for solutions to specific problems.
Knowledge accumulation therefore requires a high level of organisational
diversity to accommodate the multiplicity of combinations of different
elements of knowledge............ The increasing technological division of labour,
resulting in a high degree of specificity of knowledge, reinforces both the
importance of tacit knowledge as well as the heterogeneity of knowledge in
general.’22

This implies innovation is a more interdependent, reciprocal and differentiated process than
is recognised in information economics. Table 1.1 contrasts neo-classica and knowledge
based agpproaches to the conceptudisation of innovation. The contrast is in twelve
dimensons.

In this evolutionary perspective, processes that generate variation and selection, and that
sugtain transmisson and dissemination al become critica.  In evolutionary theory, firms are
agencies for transforming technologicad knowledge into knowledge about products.
Blankenburg defines this process as ‘drawing on the present date of technologica
knowledge and projecting it in adirection that brings about a coupling with some subgtantid

22 gtephanie Blankenburg, University-Industry Relations, Innovation and Power: A Theoretical
Framework for the Study of Technology Transfer from the Science Base, ESRC Centre for Business
Research, University of Cambridge, Working Paper 102, September, 1998, p. 19; also J. S. Metcalfe,
Technology Systems and Technology Policy in an Evolutionary Framework, Cambridge Journal of
Economics, 19, 1995, pp. 25-46; R. Nelson, The Sources of Industrial Leadership: A Perspective on
Industria Policy, De Economist, Vol. 147, No. 1, 1999, pp. 1-18.



category of consumer needs and desires. This directs attention to systems or structures of
collaboration, and to tests of ther effectiveness for example, in reconciling variaion and
seection, prime mover advantage without premature lock-in etc. Imagining innovation as a
flow involving interactions between multiple agents adso directs atention to the key role of
what are termed transaction costs.



Table 1.1 Information Economicsand K nowledge Based Approachesto the
Conceptualisation of Innovation

Approach

Conceptualisation
of:

Neoclassical /
Informational

Knowledge-Theoretic /
Evolutionary

Innovation

Linear sequential stage-model,
one-time transfer from science
downstream to technology /
engineering and the market

Ongoing search activity, involving
nonlinearities, cumulativeness, path-
dependency and feedback loops from
"downstream" sources, therefore two-
directional

Main Source of
Innovation

R&D, science

Capabilities and competencies built up
from R&D and science as well asfrom
other economic, technological and
institutional sources, such as education,
training, production engineering, design,
quality control, accident

Technology

Blueprint, applied science

Embodied knowledge of various types:
tacit, locally bounded, formal, informal,
interdisciplinary, scientific, engineering,
organised in paradigms and evolving along
trajectories

Knowledge

Codified, homogenous, freely
accessible (public good), often
equated with information

Socially embedded, context-specific, non-
homogenous, both codified and non-
codified

Productive Unit

Individual profit-maximising firm

(Learning) Networks/ National System of
Innovation / productive systems

Organisational Principle

(Constrained) Optimisation

Adaptation through self-organised
processes

Time

Reversible

Irreversible

Uncertainty

Probabilistic (risk), arising due to
absence of compl ete set of
markets

Non-probabilistic ("true, genuine")

Process of Accumulation
of Technological
Capabilities

Comparative-static; movement
towards innovative possibility
frontier through increased
innovative effort translated
through regular input-output
relations of "knowledge"
production function

Evolutionary (learning) process, involving
creation of variety (from both "blind" and
purposeful action/sources), selection (of
technologies through markets and
coordinated choice), and feedback |oop
from selected outcomes to re-generation of
variety

Change/ Diffusion

Exogenousinvention plus
endogenous incremental
improvements, costless imitation

Endogenous relation between incremental
changes and radical ruptures, diffusion
non-separable from innovation and not
costless




Competition Price/ oligopolistic

Technological, product based,
conceptualised as process of discovery
based on differential behaviour

Policy Objectives "Picking the winner" / getting
the incentive structure right for
efficient use of productive
resources

Adaptive government support for
enhancement of national and regional
competence base(s), creation of new
resources

Source: Blankenburg, op.cit. pp 33



The policy implications of these divergent accounts of the dynamics of innovation are very
different. Neo-classca theories focus on innovation as an accomplished discovery, and
thus on appropriability and tradesbility. This involves atention to property rights, patents
and individud incentives. By contrast, knowledge based theories image technicd
development as a flow, organised around a reciprocal process of interaction, involving
priority-setting, design, feedback and redesign. Markets are not the only medium in which
such exchanges occur.  Rather innovation develops through a variety of channds, prior to,
or supplementary to, market exchange - for example, academic and technica journas,
training, personnd transfer, informal communication networks.

Transaction Costs

The genera sgnificance of transaction costs for competitiveness was noted earlier. The
contemporary emergence of networking and collaboration can be conceived as an
organisational arrangement for managing such cogts.23

Transaction codsts are defined as ‘the costs of running the economic system'.24  These
include:

Search cogts in finding new trading partners;

Costs of negatiating and drafting agreements or other less forma connections,

Cods associated with flows between firms and with non-firm organisations (eg.
independent research centres);

Costs associated with servicing on-going relaionships,

Costs of adjustment associated with changing business or technologica conditions,
Costs of monitoring existing contracts and of enforcing contracts when parties renege.

These costs can be contrasted with transformation or production costs - the primary focus
of the theory of the firm and of micro economics more generaly.

There is no theory of transactiond efficiency to match the notion of dlocaive efficiency in
neo-classica theory. Milgrom and Roberts propose a contingent norm: ‘As suggested by
the efficiency principle, transactions tend to occur in the market when doing so is most
efficient, and they are brought within firms or some other forma organisation when doing so
minimises the cogts of carrying them out.’ 25

23 g Peter Dicken, Global Shift, The Internationalisation of Economic Activity, Paul Chapman
Publishing, London, 2™ Edition, pp. 212-221.

24 Arrow, quoted by M. Sako, 1992, p.33.

25 paul Milgrom and John Roberts, Economic Organisation and Management, Prentice Hall,
Englewood Cliffs, NJ, 1992, p. 29.



Coordination costs are a specific sub-set of transaction costs and express the costs of
bringing relevant parties together. The formation and maintenance of industry associations,
or other ingtitutions that express the aspiration to collaborate anongst relevant parties, might
be classified as coordination costs.

At lesst five fegtures of transaction cogts determine their sgnificance and complexity:

The specificity of the investment required to conduct the transaction — the larger the
investment the more likely the transaction will be internaised, managed collaboretively,
or will condtitute a barrier to action;

The frequency and duration of the transaction — the more frequent or the longer the
duration, the more likely on-going organisations will be established;

Uncertainty and complexity of the transaction - for example in relation to market data
and technologica assessments;

The difficulty of measuring performance;

The connectedness of transactions to other transactions, involving other participants.26

When not interndised within organisations or networks, transaction costs are determined by
inditutions.

Transaction cods are especidly sdient in current competitive environments.  Business
growth is now subgtantidly driven by innovation and participation in the globa economy.
Both these activities are suffused with transaction cosis2’ For example, participation in
globa markets magnifies the complexities and risks for any single firm in drategy, marketing,
and distribution.  These complexities and risks can be addressed through interndisation and
development of scale and/or through networks, dliances and other forms of collaboration.

26 paul Milgrom and John Roberts, Economic Organisation and Management, Prentice Hall,
Englewood Cliffs, NJ, 1992, p. 30.

27 John Dunning, Governments and the Macro-Organisation of Economic Activity: A Historical and
Spatial Perspective, in J. H. Dunning (ed), Gover nments, Globalisation and International Business,
Oxford University press, Oxford, 1997, pp. 31-73; a'so Alliance Capitalism and Global Business,
Routledge, London, 1997.



Clusters

Clugtering as a foundation of competitiveness has a consderable theoretical provenance.28
Contemporary attention to this structura pattern has developed in response to the observed
sustained superior performance of particular countries or regions - for example, northern
Itdian regions in leather shoes, fashion and dectricd machinery.2® In Audrdias case,
Marceau, and Marceau, Sicklen and Manley, have used aggregate data to estimate the
presence of such linkages30 Michagl Porter provides perhaps the most comprehensive
(inductive) account of their character and competitive contribution.31

According to Porter: ‘A cluster is a geographicaly proximate group of interconnected
companies and associated inditutions in a particular fied, linked by commondlities and
complementarities” He nominates as potential eements. end-product or service companies,
suppliers of specidisaed inputs, components, machinery and sarvices, financia inditutions;
firms in rdated indudries; firms in downstream indudtries; producers of complementary
products, specidised infradtructure providers, government and other ingtitutions providing
specidisad training, education, information and technica support; and findly, trade
associations.32

Germane to this study, Porter illudtrates the latter's architecture through an image of the
Cdifornia wine cluster (Fig.1.1). He comments ‘The Cdifornia wine clugter includes an
extensve complement of supporting industries to both winemaking and grape growing. On
the growing Sde, there are strong connections to the larger Cdlifornia agriculture cluster. On
the winemaking sde, the cluster enjoys strong links to both the Cdifornia restaurant and
food preparation industries and the tourism cluster in Napa and other wine-producing
regions of the gate.....(Other inditutions) involved with wine include the world-renowned
viticulture and oenology program a the Universty of Cdifornia, Davis and specid
committees of the Cdifornia Senate and Assembly.’

28 Michael E. Porter, Historical and Intellectual Antecedents of Cluster Theory, in On Competition,
Harvard Business Review Press, Cambridge, Mass., 1998, p. 206-208; and Clusters and the New
Economics of Competition, Harvard Business Review, December, 1998, pp. 77-90; also Theo A.
Roelandt, Cluster Analysis and the System of Innovation Approach, paper presented at the OECD
Conference on Innovation Systems, Growth Engines of the 21st Century, Sydney, 19-20 November,
1998; L. Nachum and D. Keeble, Neo-Marshallian Nodes, Global Networks and Firm Competitiveness:
The Media Cluster of Central London, Working Paper 138, September, 1999, ESRC Centre for Business
Research, University of Cambridge.

29 Michael Porter, The Competitive Advantage of Nations, Macmillan, London, 1990.

30 Jane Marceau, Derek Sicklen and Karen Manley, The High Road or the Low Road, Alternatives for
Australia's Future, Australian Business Foundation, Sydney, 1997; also Jane Marceau, The
Disappearing Trick: Clustersin the Australian Economy, Paper prepared for the OECD conference on
clusters, Amsterdam, October, 1997.

31 Michael E. Porter, Clusters and Competition: New Agendas for Companies, Governments and
Institutions, in On Competition, ibid. pp. 197-289.

32 Thereis also an extensive literature on the role of industry associations in Japan, for example, M.
Sako, Suppliers’ Associations in the Japanese Automobile Industry, Cambridge Journal of Economics,
1996, Vol. 20, pp. 651-671; T. Horiuchi, Structure and Information Sharing Function of the Japanese
Optoelectronics Industry, Rivista Internationale di Scienze Economiche e Commerciali, Vol. 37, No.
12, 1990, pp. 1083-1103.



Figure1.1 The Californian Wine Cluster
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Sour ces: Based on research by Harvard MBA students R. Alexander, R. Arney, N. Black,
E. Frogt, and A. Shivananda. Illustration from M. Porter, On Competition, p.201

The boundaries of dugers are defined contingently. They rarely follow the traditiona
categories used for classfying indudtria and economic Satistics. They are driven rather by
an underdanding of the mogt important linkages from the perspective of competitive
success. They can link traditiona and newer sectors and can evolve in step with markets or
particular ssgments of markets and/or technology. They can vary in Sze, breadth and state
of development and can be evduated a varying levels of aggregation.

In discussng the advantage of this concept over a focus on sectors or individud firms,
Porter comments:

‘Clusters align better with the nature of competition and the sources of
competitive advantage. Clusters, broader than industries, capture important
linkages, complementarities, and slipovers of technology, skills, information,
marketing and customer needs that cut across firms and industries....Such
connections are fundamental to competition, to productivity, and especially, to
the direction and pace of new business formation and innovation.....Viewing a
group of companies and institutions as a cluster highlights opportunities for
coordination and mutual improvement in areas of common concern without
threatening or distorting competition or limiting the intensity of rivalry.’
(p.205)



Cludters offer an especidly powerful medium for linking specific firms to wider economic
policy objectives (Fig. 1.2).
Figure1l.2 Clustersand Economic Policy

Collection and
Dissemination
of Economic

Information

Export
Promotion

Development
of Advanced
and
Specialized
Factors

Science and
Technology

Policy Regulatory

Reform

Attraction of
Foreign direct
Investment

Source: M. Porter, On Competition, p. 254

‘Alliance Capitalism’

These varied theoreticad developments - inditutiond theory, learning, the new role of
transaction codts, atention to innovation sysems, and clustering - are symptomatic of the
changing contexts confronting firms and of the new requirements for competitive success.
Working a the intersection of economics and business srategy, John Dunning suggests
these contexts and requirements can be summarised in a new competitive paradigm which
he terms ‘dliance or flexible capitdism.’33 He contrasts this with two earlier economic
phases, entitled respectively ‘entrepreneurid capitalism’ and ‘hierarchica capitdism’ (Table
1.2). The contrast is based on changes in seven core dimensions of the economic system:
markets, specidisation, key resources, asset mobility, organisation, production system and
government role.

Four features of dliance or flexible capitaliam might be especidly noted.

Fire, the emergence of dliance capitdiam is partly a response to the redefinition of
markets as regiond or globa in character. This involves operations at a distance with
augmented complexity and risk in al aspects of operations but especidly control,
digtribution, and marketing.

Second, innovation in products or processes is increadngly decisve in sustained
superior performance. This raises by a quantum step the significance of transaction

33 John Dunning, pp. 31-73, op, cit.



cogs in firm decison-making and affects traditiona as well as so-cdled high technology

industries.

Table1.2 ThreePatternsof Capitalism

Phase 1. Phase 2. Phase 3.
ENTREPRENEURIAL HIERARCHICAL ALLIANCE OR
CAPITALISM CAPITALISM FLEXIBLE
(1770-1875) (1875-1980) CAPITALISM
(1980-?)

Markets Small and fragmentary, National or international: | Regional and global:
local and national: mainly | increasingly oligopolistic | dynamic and more
competitive competitive

Specialisation | Simpleand modest, Becoming more complex: | Extensiveand

based mainly on
distribution of natural
assets

both national and
international

interdependent: the
paradox of an increasing
global division of labour
based on location of
created assets, together
with sub-national
specialised clusters of
economic activity

Key Natural assets, e.g., fruits | Physical and some Intangible assets, e.g.
Resour ces of theland and relatively | knowledge capital human competence and
unskilled labour knowledge, information,
organisational and
learning capability
M ohility of Little except for finance Gradually increasing via | Substantial mobility of
Assets capital, and some MNE operations firm specific created
emigration assets. But less mobility
of some location specific
created assets
Organisation | Factory, small firms Largeintegrated More inter-firm alliances,
corporate hierarchies singlefirm hierarchies,
corporate networks
Production D form, batch M form, mass or scale Innovation driven:
System flexible
Government Limited involvement: Growing intervention: More systemic and
Role active growth market enabling

Source: John Dunning, Governments and the M acro-Organisation of Economic Activities, pp 33

Third, as a consequence of the enhanced mohility of firm specific assets, rdatively
immobile location specific assets have atained a new importance. These include such
‘congtructed’ factors as: sKills, the extra competitive leverage provided by access to
complementary and supporting firms, the avallability of sophisticated business services,



political gability, a transparent legal regime, and a government dive to its sysemic
respongibilities.

Fourth, in the context of dl the foregoing, networks, aliances and collaboration have
atained a new prominence. There is clear evidence of the more extensive reliance on
inter- firm networks and other forms of linkage and collaboration.34

In relation to innovation, as dready noted, the potential digunction between socid costs and
benefits, cluster costs and benefits, and firm level cods, has been widely recognised.
Ingtitutions determine the incentive effects. They determine whether ‘the socid externdities
of markets for dynamic goods are fully redlised, and whether the socia assets necessary for
the efficient upgrading and exploitation of the core competencies of firms and indudtries are
adequately provided.’35

Smilarly, economic globdisation enhances the sgnificance of spatidly rdated coordination
and transaction costs. These increase as markets become more uncertain and volaile, more
specidised, complex and interdependent, or characterised by externdities, information
asymmetries and opportunism.

Further, according to Dunning, the withdrawa of the State from many operationd roles in
the 1980s has been matched by the need to enhance its effectiveness in sysemic roles. This
is because of the new sdlience of transaction costs to business competitiveness. Transaction
costs are caused by public policy structures and frameworks. Their new salience introduces
a new dimension to the management of public policy systems (eg. the tax, education or
research systems).

This provides an overarching framework for evauating the new chalenges faced not just by
the wine industry - but by dl industries whose competitive success involves participation in
globad markets and/or continuous innovation. It also provides a practicd judtification for
atention to indtitutiona theory and its various progeny. By contrast, neo-classicd theory is
increesngly less gpplicable to the actua competitive circumstances confronting firms in a
globaised economy.

Evaluating the Causes of Wine I ndustry Performance

In evduaing the performance of the wine indudtry, two broad families of theory are thus
pertinent. First, neo-classical gpproaches invite a focus on market conditions and market
forces. At a normative levd, this theory implies compstitiveness is best enhanced through
the operation of market forces: the less fettered or distorted their operation, the better will
dlocative efficiency be redised.

34 For example, M. Sako, Prices, Quality and Trust, Inter Firm Relationsin Britain and Japan,
Cambridge University Press, 1992.

35 Dunning, 1997, p.124-129.



However, the wine industry has succeeded in remote globa markets, has adjusted rapidly in
supply and production capacity to changed conditions, has raised its profile in consumer and
financid markets and has, a least in its own sdf-understanding, based its success on
projection of an image of quality, which is grounded in a superior willingnessto innovate. In
the process of accomplishing these outcomes, extensive collaborative arrangements have
been established.

This suggests the merit of consdering industry experience through the lens of the second
broad family of theories - those concerned with innovation, transaction codts, ‘learning’ and
cugering. Therr common ground lies in an emphasis on market-enhancing collaboration as
a complement to robust competition in product markets. In these perspectives, market
conditions are the ultimate determinants of action and market outcomes the ultimate arbiters
of performance. But within this framework, collaboration and competition, mixed according
to relevant contingencies, condtitute a performance-enhancing strategy.

In the case of the wine industry, we will want to see if more ambitious idesas, choice sets and
motives have been seeded amongst industry participants, and if transaction costs, associated
with entry to overseas markets and with innovation, have been andiorated. Findly, we will
want to edablish if these explanations for industry success are more plausble than
competing accounts. First however, the evolution of the wine industry structure and the
development of collaboration are reviewed.



I1. The Development of Collaboration

The wine industry has experienced subgtantid structura change in the past ten years. This
has affected both the pattern of firms and the pattern of industry associations. These
developments were a prelude to the development of collaboration. The present pattern of
firms originated in the mid 1980s when internationa investors exited the Austrdian indudtry.

Extensve gtructura change has adso occurred at the Association level. The development of
collaboration has been a sgnd achievement of the past ten years:36 In the mid-1980s the
industry was divided and fragmented. Large producers saw their interests as distinct from
those of small producers, growers saw their interests to be digtinct from producers, and a
plethora of state and nationa associations enjoyed separate existence and advanced
different and/or uncoordinated clams. By 1992, dl but one of the nine national bodies that
now define and manage shared interests in research, marketing, exporting, and government
and indtitutiona liaison, had ether been newly established or had adopted new roles.

Industry associations provided the context within which collaboration germinated.
Collaboration extended progressvely from exporting to research and development,
culminating in 1996, in Strategy 2025. This was the critical step, introducing a vison of the
industry’s potentia.  Through this process, the mutudly antagonistic reaionships evident in
the mid-1980s gave way to a progressively expanding conception of synergies and shared
interests. Developmentsin firm and associationd structure, and in collaboration and learning
are described in turn.37

Structure and Ownership Patterns

The pattern of ownership and participation in the Audrdian wine industry has undergone
substantial change since the mid-1980s. Production is now concentrated in three mgjor
firms - Southcorp, BRL-Hardy and Orlando-Wyndham Group - al exceeded 100,000 tons
production in 1997. Together, these three firms accounted for 51% of total production
(Figure 2.1). The next biggest firm, Mildara-Blass, had total production of 52,000 tons.
The top 9 companies accounted for 78% of total production. There are over 1000 wine
producers in Audralia and an additiond 4000 winegrape growers. Concentration in the
Audrdian indudry is reflected in an even greater extent in export shares with the top three
companies accounting for 70% of total exports (Figure 2.2).

36 The following section draws extensively on the invaluable history of the industry by James Halliday,
A History of the Australian Wine industry, 1949-1994, Australian Wine and Brandy
Corporation/Winetitles, Adelaide, 1994.

37 Al statistical data for this paper is current at 31% July, 1999 and all value dataisin current prices —
that is not adjusted for inflation unless otherwise indicated.

~~



Figure 2.1 Concentration in Australian Wine Production 1996 (by company rank,
by value)
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Source: Derived from Osmond & Anderson (1998), p. 83.

Figure2.2 Concentration in Australian Wine Exports, 1996 (by company rank, by
value)
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Sour ce: Derived from Osmond & Anderson (1998), p. 83.



The top twenty Audrdian firms are liged in Table 21. The mgor firms are not large by
international standards. Measured by wine sdes, the top three Audrdian firms rank 13th,
16th and 18th respectively.38

Table2.1 Australia’'s 20 Largest Wine Producers by Tonnes Processed — 1997.

Company Tonnes
Southcorp Wines Pty Ltd (group total) 165,000
BRL Hardy Ltd (group total) 142,000
Orlando-Wyndham Group Pty Ltd 104,000
Mildara-Blass Ltd (group total)52,000 52,000
McWilliams Wines Pty Ltd (group total) 44,000
DeBortoli Wines Pty Ltd (group total) 42,000
Australian Vintage Ltd* 31,000
MirandaWines Pty Ltd (group total) 26,000
RiverinaWines Pty Ltd* 23,000
Yaumba (S. Smith & Son Pty Ltd.)* 16,500
Kingston Estate Wines Pty Ltd* 16,200
The Alambie Wine Co. (Aust. Premium Wines)* 15,500
Rosemount Estates Pty Ltd 15,500
Angoves Wines Pty Ltd 15,000
Brown Bros. Milawa Pty Ltd 14,000
Normans Wines Ltd* 13,500
Peter Lehmann Wines Ltd* 12,400
WingaraWine Group Pty Ltd* 12,000
Rosetto Wines (Griffith) Pty Ltd* 11,500
Cranswick Smith & Son Pty Ltd 11,000

Sour ce: "Australian Wine Online" http://www.winetitles.com.au/overview/index.html, accessed 4/2/99

Note: Total grape tonnage processed in 1997 for company own branded and bottled products, incl.
distillation, and inter-winery bulk grape juice/wine sales as indicated by asterisk

Note:  Figures are based on group crush and include subsidiary companies.

The development of the mgor groups is depicted in Table 2.2. These groups were formed
or consolidated in the late 1980s. For example, Southcorp grew out of South Austradian
Brewing (SAB), which had initidly acquired the Seppdlts vineyard in the late 1980s. SABs
initid ambition to extend into wine in the late 1980s, was thwarted by the conglomerate
Adsteam, which took over Lindemans and Penfolds in 1990. When the Adsteam empire
imploded later that year, its wine interests were acquired by SAB. Thiswas followed by the
change of name. In 1991 Southcorp deliberately focussed its expansion on globa markets
and began the creation of an internationd sdlling, marketing and digtribution network.
Offices were edtablished in Richmond (U.K.), Monterey (Caifornia) and Singapore.
Southcorp joined other makers to establish brand identification through participation in
international competitions and in 1995 Wine Spectator named the 1990 Grange Vintage
‘Wine of the Year.'39

38 Rabobank, The World Wine Business, May, 1999, p. 11.

39 David Combe, Grapes of Success, Australian to International — the Southcorp Story, Monash — Mt.
Eliza Review, November, 1998.



Table 2.2 Rationalisation in the Wine Industry

Southcorp BRL Hardy Orlando Mildara Blass
Wyndham
1994 Yaamba's
GawayPipe/
Fortified Wines
1993 51% YarraRidge
1992 Thomas Hardy
Berri Renmano
1991 Wolf Blass
1990 Lindemans, Leo Wyndham Estate
Buring, Rouge
Homme, Matthew
Lang, Seppeit,
Queen Adedlaide,
Hungerford Hill
1988 Clarevale Co- Montrose
operative
1987 Tollana, Loxton Stanley Leasingham | Saxonville
1986 Krondorf
1985 Tulloch, Seaview Bagownie
Wynns, Kilawarra
1984 Craigmoor Yelowglen
1982 Kaiser Stuhl Chateau Reynella,
Rhinecastle
Previous Penfolds, Houghton Hermitage Estate,
Minchinbury Richmond Grove

Source: James Hdliday, A History of the Australian Wine Industry, p.59.

I ndustry Associations

The development of industry associations occurred progressively, primarily under the
dimulus of government initiatives. On the positive Sde, and as part of its review of the role
and function of primary indugry Satutory authorities, the government established the
Australian Wine and Brandy Corporation (AWBC) in 1981.




This change reflected a new emphasis on user pays4® The Corporaion was given
responsibility for export marketing and the power to levy growers and producers. This
brought into focus the conflict between representative organisations for large and small
producers. It dso exposed the absence of anationa body representing the interests of smdll
and medium producers. Thus, in 1984, the Audtrdian Winemakers Forum was established.

Meantime, to bring the contending factions together, the government proposed the
edablishment of an interim Wine Industry Advisory Council. This was dso established in
1984. After the government proposed an increase in AWBC levies in 1986, disagreement
intengfied. The increase was findly endorsed. Meantime the Advisory Council was funded
for a further three years. Changes in personnd at a number of large wineries helped to
induce a new atmosphere and, a the concluson of its three year funding in 1989, the
Advisory Council was replaced by a new industry association, the Winemakers Federation
of Australia (WFA) which congtituted a single voice for producers.

This is an umbrela organisation with a 1998 budget of some $1.5 million. It unites ten
asociated or affiliated bodies (eg. four state level industry associations, and four regiond
industry associations) and has links (eg through overlapping governance dructures) with
eight related industry bodies (eg. Audtrdian Wine Research Inditute, Austrdian Council of
Viticulture etc).

A variety of other organisationa developments occurred between 1988 and 1992. Firgt, the
Australian Wine Foundation was established in 1988 by donation to focus on the wine-
hedlth relationship. The Foundation subsequently expanded its role. It funded a variety of
specid projects. Strategy 2025; the Five Y ear Plan; seed funding for the Australian Society
of Wine Educators (ASWE), established in 1990 to respond to burgeoning consumer
interest in wine; the Wine Industry Outlook Conferences; and particular research activities of
the long established Australian Wine Research Institute (AWRI) — eg. Drug Strategy
Review Committee, Nationa Partnership on Alcohol, Advertisng etc. The Foundation was
abolished in September 1999 and its activities were absorbed back into the WFA.

The Grape and Wine Research and Development Corporation (GWRDC) was
established in 1991 to manage the (partid user pays) stautory levy introduced to fund
research and development. This organisation built on the long established research tradition
in the industry. For example, pecidist wine training commenced with the establishment of
Rosaworthy Agricultura College in 1883. Meantime the Audtrdian Wine Board initiated
research in 1934 and the Audtrdian Wine Research Ingdtitute was established in 1955. In
1975 a triennid technica conference was initiated. In that year Wine Science and
Viticulture was dso introduced at the Wagga Wagga campus of what is now the Charles
Surt University.

40 Siwan Lovett, Revitalising Rural Research and Development in Australia, Land and Water
Resources Research and Development Corporation, Canberra, 1997.
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The GWRDC was intended to increase user contributions and to link researchers more
cdosdly to growers. The Corporation is funded by compulsory levy and matching
Commonwedth funds up to 0.5% of the Gross Vaue of Production (GVP).

The Australian Wine Export Council was established in 1992 to separate the promotion
activities of the AWBC from its regulatory, information and certification activities. In 1993 a
Wine Agreement with the European Community was concluded. This was followed by the
establishment of a Geographica Indications Committee within the AWBC, and by the
phasing out of European expressons. The industry had established its domestic market by
the use of these names. Their abandonment thus reflected its new internationa orientation.

The Australian Council of Viticulture was established in 1991. It alows liaison between
wine educators and industry representatives, including CSIRO Divison of Horticulture, and
the South Audtrdian, Victorian, New South Wales and Western Australian Departments of
Agriculture. This became the basis for the establishment of a CRC in Viticulture with tota
funds of nearly $40 million - made up of a $12.5 million federd grant, supplementing the
established $26.3 million research programs of the other parties.

Findly, two educationd inditutions - Wagga and Roseworthy — have played sgnificant roles
in sociaising common perspectives among industry participants.

Thus by 1992 eight of the current nine industry bodies were etablished. Grape growers are
represented by another body, the Winegrape Growers Council of Australia. These
arangements were a rationdisation of the plethora of bodies that existed previoudy.
Further, al these bodies operate from adjacent offices in one building a Magill, South
Audrdia Organisationd arrangements, including scope, budget and governance
arrangements for the nine principa industry bodies, are listed in Table 2.3.

One gtimulus to deeper collaboration was provided by a proposal in the 1993 Federa
Budget to increase the sdes tax on wine. A hitter public campaign followed. This
experience convinced industry leaders that more needed to be done to develop recognition
of the industry's specid circumstances and vulnerability. A specid report by the Industry
Commission on industry tax issues followed.41

41 Winegrape and Wine Industry in Australia: a Report by the Committee of Inquiry into the
Winegrape and Wine Industry, Draft Report, March, 1995, Industry Commission: Canberra.



Table 2.3 NinePrincipal Industry Associations

WINE MAKERS [ WINE GRAPE AUSTRALIAN GRAPE & WINE | AUSTRALIAN AUSTRALIAN CO-0P WINE WINE
FEDERATION GROWERS WINE & RESEARCH & SOCIETY FOR | WINE RESEARCH INDUSTRY AUSTRALIA
OF COUNCIL OF | BRANDY DEVELOPMENT | WINE RESEARCH CENTRE FOR EDUCATION &
AUSTRALIA AUSTRALIA CORPORATION | CORPORATIO EDUCATION INSTITUTE VITICULTURE | TRAINING
(WFA) (WGCA) (AWBC) N (GWRDC) GROUP
MISSION Represent Represent Statutory Statutory Facilitate Research & Research & Coordinatio Stage
producers growers Authority Authority domestic wine development development n between exposition
Quality Determine educatltqn / ;r;dlésattr'y 8;| every 2 years
regulation / R& D strategy; promation . :t't 'tf)n
Export fund R&D institutions
promotion
FUNDING $1.4m $2.0m $6.4m $4.9m $200,000 $4.0m $6.0m $5m
1997/98 (1998)
SOURCES Member Member Statutory Statutory Subscription GWRDC GWRDC Exhibitor
subscriptions subscription levy levy s& levies Contract Contract contributions
& §pe0|al ($50,000 research r ch
levies W.F.A)
(graduated
scale)
GOVERNANCE Elected Elected Mixed 9 members Subsidiary Nominated Nominated Industry 6 member
board board (9 nominee/ appointed by of W.F.A. board board reps board (W.F.A.
(11 members) members) elected board minister nommied by Sponsored)
Federal associations
organisation
(3 State
Councils)
STAFF 5 1 26 25 1 45 (15 PhD) 45 1 P/T provided 2
by SA. Wine
Corp.




OUTREACH

Annual
Report

Periodic
newsletter

Annual
report

Newsletters

Annual
report

Annual
report

Newletter

Technical
bulletin

Conference
s/ training

Newsletter

Annual
report

Source: Industry interviews, Annual Reports
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Thisled to consderation in the industry about how best to develop broader awareness of its
needs and opportunities, culminating in the decison in 1995, to proceed to development of
the Strategy 2025 project.

Scale differences between firmsin the indudtry create differentia stakesin collaboration. As
noted earlier, output is dominated by four companies. They gain from collaboration in a
least seven busness areas. trade issues, government relations generdly, taxation issues,
education and training, generic marketing, research and development and investor
awareness.

Whole-industry advocacy provides more leverage than would be avalable to a single
company. On research and development, large organisations have greater stakes in linkage
than smaller enterprises.

Meantime, the statutory levy arrangements diminate the possibility of free riding - whilst the
differential level of levies recognises the different stakes of producers and growers of
differing sze.

Collaboration and Economic Learning

Collaborative action and learning was pioneered in exporting. The development of
Augrdiads exports was initidly simulated by a fortuitous conjunction of developments,
involving both marketing efforts and the devaluation of the $A.42 The first export target was
established in 1990. Thiswas for export sales of $200 million by 1993.

The AWBC matched this with increased promotiona expenditure. A trangfiguring target
was established in 1991. Thiswas for $1 billion of export sales by 2000. 43 The adoption of
this target marked a particularly sgnificant step. It focussed the indusiry on new market
opportunities — and created awareness of a potentia that many had not recognised or had
dismissed asunredigtic.

The Audrdian Wine Export Council was then officidly launched. Initid promotiond
activities are summarised in Table 2.4. Collaborative learning attained a new level with the
development and launch of Strategy 2025 in 1996.

42 James Halliday, A History of the Australian Wine industry, 1949-1994, Australian Wine and Brandy
Corporation/Winetitles, Adelaide, 1994, pp. 96-106.
43 This report was commissioned by Southcorp from the strategy consultancy LEK.
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Table 2.4 Development of Collaborative Marketing Major Markets— 1982 — 1994

Y ear United Kingdom United States* Other
1982 Hazel Murphy
(Austrade) organises all
Australian Wine Tasting
1984 First Australian tour by
English Masters of
Wine
1986 $Aust. Depreciated x% Growth commences Canadian market grew
AWBC levy increased: under impetus declinein from 1985/86. Each
$220k, UK program $Aust. And Paul Hogan province monopolises
endorsed advertising campaign liquor sales/
Hazel Murphy distribution. Large cos
appointed resident only participants
Promotions Manager for
AWBC
1987 Export Area campaign Australian Wine Swedish market
initiated: 19 wineries, Importers Association expanded following
$220k budget formed. Promotional Chernobyl. Largest
expenditure $150,000 market by volume until
1990/91. Mainly bulk
sales
1988 — Sales growth continued Great Australian Wine
1990 1987-1988. Bulk wines Tasting (N.Y., Boston,
accounted 33% exports Chicago) — October 1988
Repeated in different
cities 1989 - 1990
1990 Oddbins (retail chain)
promotes Australian
wines
AWBC formulated
corporate plan with
sales target of $200
million by 1993.
Promotional expenditure
doubled from $635k to
$1.15 million
Growth resumed
premium categories
Export Area campaign:
participation 37 wineries
1992 AWEC established Full-time manager
appointed Australian
Wine Importers
Association
1992 Wine Flight initiated —

120 members U.K. trade
and press




1994 - Export Area campaign
enrolled 45 producers
Second Wine Flight
conducted

Australian product 20%
of above L5 segment;
6% total market

* State level distribution complicates market access for small/medium producers
Source: James Hdliday, A History of the Australian Wine Industry, 1949-1994, pp 94-106

Srategy 2025

The decison to initiate a visoning exercise for the whole indusiry grew partly out of the
success of the export effort, partly out of the 1994 tax proposal, and partly from long held
ambitions of industry leaders such as Brian Croser and Len Evans.

Strategy 2025 articulated the opportunity inherent in the orientation to world markets and
the move from non-premium to premium segments. By 1995, these had clearly emerged as
drivers of industry growth and profitability. Brian Croser commented on this trend at the
1997 Wine Outlook conference:

‘Whether a profound structural change occurred in the world's affluent,
sophisticated wine markets from about the middle of 1993 is yet to be proven
in longer term events. However, in the four years since June 1993, bottled
table wine consumption has quadrupled the long term growth rate and is
accelerating in many markets, perhaps driven by the emerging story of wine's
health benefits.’

The Winemakers Federation was the catdyst. Overlapping governance and co-location
with the WGGA, GWRDC and AWBC facilitated the coordination exercise, as did their
relatively smal professond daffs (gpproximately 15 people). The firg step involved the
recruitment of Paul van der Lee, a professond economist with experience of industry
planning approaches.

A longer-term vison marked a deliberate move to what can be termed ‘second order’
learning. In other growth cycles, the domestic market had been the primary focus. The
vison sought to shift producer focus to the world market. It attempted to lift Austrdian
producers awareness of competitors in other regions - particularly Cdifornia, Chile and
South Africa. Findly, it attempted to shift from a primary concern with the product to a
focus on business courses marketing. According to van der Lee: ‘It was the gpplication of
new technology which played the critica role in enabling new world producers to
reformulate wine as a consumer proposition.’ 44

44 2025 — Meeting the Technical Challenge, address to Tenth Australian Wine Industry Technical
Conference, Sydney, August, 1998. According to Peter Dawson, BRL-Hardy’ s chief winemaker:
‘Generally, Australian winemakers have a greater awareness of what consumers and the trade are
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The Strategy nominated innovation and product quality as ‘core industry values” These
norms were operationalised through a focus on six key issues: customers, markets, image,
wine tourism, competitive advantage and resource capecity. The Vison document aso
nominated growth benchmarks for a number of key inputs including investment, acreage,
water, processing and storage capacity and skilled employment.

The process for completing the vision mobilised a variety of stakeholders. It was developed
by a smdl task force (only three people, assisted by consultants), who were engaged over a
nine month period (to June, 1996). This group was supported by a thirty-strong,

representative reference group. The completed document was an accessble, professionally
prepared report of twelve pages.

This base document provided a focus for other collaborative activity, particularly concerning
domestic marketing and research and development. Indeed it lifted both activities to a new
level of aspiration. It dso Sgndled industry prospects to reated and supporting industries
(eg. investors and stock markets) and to governments and other relevant inditutions (eg.
research and educationd ingtitutions).

Medium Term Implementation

The Strategy not only had to be disseminated among producers and growers, it also needed
to be trandated into medium term operational drategies.  This occurred in 1997,
coordinated by the WFA. A consolidated five-year plan was released that year. Fourteen
Specific drategies were identified. These covered domestic consumer markets, incressed
funding for export development, collaboration to ensure adequate supply of skilled
personnel and research and development. Five of the fourteen Strategies involved domestic
or export marketing. The baance covered research, operations, training and the
environment. For example, as a result of the Strategy exercise, the industry identified the
need for 25,000 trained people over the next thirty years. A new coordinating body was
proposed to enhance attention to education and training and government relations. In each
case, specific steps and timelines were proposed. The direct costs of undertaking research
projects was estimated at $1.5 million.

The WFA initiated the Strategy building exercise. Theresfter many of the coordination costs
were incurred by other representative organisations, including dl the nationd bodies plus
state and regiond producer and grower associations.

Export Devel opment

looking for in wine styles. They adapt winemaking processes to make these wines. A lot of Europeans
are still hung up on traditional practices.” Huon Hooke, The Flying Winemakers, Sydney Morning
Herald, January 26, 1999, p. 4.



Both the Australian Wine and Brandy Corporation, and its subsdiary, the Audrdian Wine
Export Corporation, adopted the priorities of Strategy 2025 as a framework for their own
policy development.

Wine Hights from mgjor export markets and collaborative in-country marketing programs
continued. Strategy 2025 provided a rationale for the expansion of these efforts and for a
focus on new markets, such as Japan and Germany. A new post was edtablished to
evaduate, compile and digtribute industry information. New AWEC offices were established
in Stockholm and Tokyo and wine writer vidts were extended to Germany and Scandinavia.

Dissamination of information occurs primarily through a bi-monthly newdetter distributed to
al levy payers and a periodica, Wine Contact. The AWBC annud report is aso widdy
circulated. The AWBC Board meets in particular regions and followed its forma meetings
with bilateral discussonswith loca producer and grower organisations (Victoria, Padthaway
and Coonawarra).

Research and Devel opment

A number of organisations undertake research on behdf of the industry. These are the
Audrdian Wine Research Ingtitute, the Cooperative Research Centre for Viticulture, the
CSIRO Divison of Horticulture and the teaching indtitutions, the University of Adelaide and
Charles Sturt Universty.

The Strategy 2025 process contributed to the integration of research in two ways. Fird, the
GWRDC based its own agenda on the broad purposes articulated in the Strategy 2025
Vison and the detailed priorities identified in the subsequent Five Y ear Operationd Plan. Its
criteriafor funding were dso eaborated to take account of the latter.

Second, the Strategy exercise provided the grounds for the increase in the research levy,
voted in 1998. Spesking at the 1997 Outlook Conference, Brian Croser, then President of
the AWF, observed: ‘The industry provides $2.6 million of research levies for grgpe and
wine or 0.16% of total value of production.’4> Since the government offered to match the
levy up to 0.5% of GVP, he pointed to possible levy-driven research funding of $8.1
million. He dso noted the industry currently contributed 15% ($2.6 million) of then totd
wine research expenditure of $18 million. The four biggest wine makers contributed 50% of
this amount.

Technologica developments, widely adopted throughout the industry in the late 1980s,
affected both wine and grape production and prepared the industry to respond rapidly to the
change in consumer tastes evident from the early 1990s. In wine production, the changes
included air bag presses and cold and closed fermentation. In grape production, research

45 Brian Croser, A Proposed Action Agenda, Wine Industry Journal, Vol. 12, No. 4, November, 1997, pp.
346-349.



resulted in new canopy management gpproaches, trelisng, summer pruning, mechanical
pruning, mechanica harvesting and watering methods. These changes increased yidds and
grape qudity. Partia root zone drying process, promises both to reduce water consumption
and to increase flavour.

Australia’s mgjor volume brands such as Jacobs Creek and Lindemans Bin 65 Chardonnay
etc are produced from grapes mostly grown in the irrigation areas of Rivering, Riverland and
Sunraysda.  According to Huon Hooke ‘It is impossble to oversate the influence of
improved viticulture on the rise in Riverland wine qudity.” Drip irrigation has given wine
makers control over watering regimes.

Regulated deficit irrigation (RDI), which involves usng moisture probes to determine exactly
when irrigation should be applied, is now being adopted. Partid root zone drying (PRD),
which involves two sets of drippers that sequentidly irrigate hdf the root, is being
developed. This switches effort away from foliage development to fruiting and saves 40%
water .46

Research currently in progress involves genetic engineering and new drains of winemaking
yeasts. Other projects include a process to anadyse the molecule containing the flavour
compounds — a so-caled glycosyl-glucose (G-G) andysis. Thiswould increase the capacity
to produce high qudity fruit. It would change the terms on which grapes are evauated (now
based on sugar content, temperature range and presence of foreign matter).

Following Strategy 2025, the five-year operaiond plan, and its initid levy increase, the
GWRDC outlined a new approach in its 1997/98 report. Priorities were determined by
Strategy 2025. Six research areas were nominated for viticulture and five for production. A
further increase in levies was foreshadowed. Dissemination of research and information was
especidly emphasised and a survey of growers to edtablish awareness, sources of
information and the like was planned. Regiond development planning was supported to
accderate dissemination. The indugtry datigtics task force was funded dong with an
industry outlook anayss by the Centre for Economic Research, University of Addade.

A survey of winegrape grower awareness of the CRC on Viticulture was undertaken in late
1998.47 The sample included 240 growers, 27% from the MIA, 25% from South Austrdia,
21% from North East Victoriaand 27% from Sunraysa. The findings provide essentid data
for evduating the scde of the dissemination chdlenge. The survey found overal only 48%
of growers were aware of the Centre but with marked regiona variations — for example,
67% of Northeast Victoria growers were aware of CRCV. Awareness was also
sgnificantly more widespread amongst producers - 62% of growers who were aso
winemakers acknowledged awareness. Haf of dl growers interviewed could mention one
or more positive research outcomes, as follows:

46 Huon Hooke, The $10 Tipple, Sydney Morning Herald, 18 May, 1999.

47 TQA Research, Survey of Grower Attitudes and Behaviour, on behalf of the GWRDC, Adelaide,
1998.



Water management and irrigation issues (19%)
Improving grape quality (14%)

Pest management and chemica management (13%)
Nutrition and fertiliser (5%)

The sources of information were magazines and newdetters (30%), seminars and field days
(13%), wine industry buyers or makers (8%) — especialy prevdent amongst growers in
MIA/Griffith (14%) and South Augtrdia (11%).

Industry Media

Industry media are critica to communication and information exchange. The wine indudtry is
richly served by indusry association and commercid media Each industry association
publishes newdetters and pamphlets which are disseminated to levy payers (ie. dl producers
and growers). Industry information and opinion is aso disseminated through three
commercid journds, of which the mogt subgtantid is the Wine Industry Journal (W1J).
Thishas acirculaion of around 3000. Australian Viticulture serves grapegrowers and the
Grapegrower and Winemaker serves both. Print runs for these latter two journds are
edimated at 7000 and 4000 respectively. The dedicated publishing house Winetitles
produces the WIJ as wel as the annud Wine Industry Directory and the specidised
Australian Journal of Grape and Wine Research. It aso publishes an array of specidist
titles related to the industry.48

The Dynamics of Collaboration

The indugtry has crested a comprehensive collaborative structure, which is unique in
Augrdia Figure 2.3 pictures this structure and its dynamics.

The overadl ensemble might be conceived as made up of three zones. The fird and most
prominent zone is the familiar competitive market place. The industry operates in a complex
aray of markets, both in terms of geography and culture, and in terms of segments. Thisis
the primary domain of competitive firms supplemented by the Austrdian Wine Export
Corporation which champions nationa brand awareness through a variety of programs and
in conjunction with producers.

The second and third zones of action are differently based. The second zone is based on
collaboration and the third on negotiation. Industry associations are the key organisationsin
both arenas. In the second zone, shared interests amongst industry participants are
identified, collective intdligence is accumulated and disseminated, and common purposes are
forged. The industry associations take the lead in these tasks. These activities can impact

48 Winetitles web site isat: winetitles.com.au.



directly on producer competitiveness in up to five dimensons — aspirations, nationa brand
development, market knowledge, individua brand projection and innovation. These
potentid impacts are relevant to dl producers — dthough sze will vary their degree of
interests.

Industry representations to governments, suppliers and other stakeholders aso impact on
producer competitiveness. Such representations occur in the third zone and involve
representation and negotiation.



Figure2.3: Thelmpact of Collaboration on Firm-Level Competitiveness
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This might involve such deps as

document and promote awareness of industry contributions to wider public policy
objectives (eg. exporting, employment, environment €tc),

anadyse industry need for inputs and negotiate resource flows (eg trained personnd),

aticulate and defend indudtry interests in relation to regulation, taxation, trade policy
etc.,, and

project indusiry messages to, and/or liaison with, stakeholders, including the media,
stock exchanges, educationd ingtitutions and related and supporting industries.

For example, the Centre for International Economic Studies has documented what it
asesses to be the disproportionate contribution of the wine industry to tax revenue through
various specid retail levies. This provides a base in research for advocacy to governments,
relevant departments, parliamentarians and the media. Research and advocacy are both
digtinct and specidig, dbat complementary, activities*®

Dynamic processes within each zone vary and this leads to different reguirements for
maintenance, development and adaptation. The requirements of the competitive arena are
the direct daily concern of producers and growers. The requirements and dynamics of the
zones of collaboration (Zone 2) and negotiation (Zone 3) are quite different. Both industry
concerns, and opportunities for synergies between firms need to be identified.
Understanding of shared interests needs to be nurtured and support for action programs
needs to be mobilised. These are on-going processes. Where third-party actions impinge on
the industry, gppropriate representations need to be made and agreements framed and
monitored.

Strategy 2025 represented an effort to leverage industry performance by raisng and
focussing aspirations, and by enhancing producer, grower, and supplier integration. It built
on the formerly piecemed and disaggregated approaches, evident in marketing and
innovation, and placed these activities in a new context. Its frame was the internationdl
market place.

The intdlectud chdlenge to policy making is no different in amulti-firm environment. But the
dructural context is vastly more complex. Shared aspirations need to be articulated,
common purposes endorsed and common interests pursued. This distinguishes industry wide
action from sngle-firm settings - and, from the perspective of indtitutiona design, makes it
particularly chalenging. The organisationd arrangements developed by the wine indudry,
and imaged in Figure 2.3, offer a paradigmatic pattern.

Detalled assessment of the impact industry performance of this dynamic structure is the issue
to which we now turn.

49 Kym Anderson, Australia’ s Grape and Wine Industry into the 21% Century, CIES Discussion Paper,
No 99/24, University of Adelaide, November, 1999.



[11. Collaboration and L earning as Causes of Industry Performance

The devdopment of economic learning and the amdioraion of transaction costs was
pursued through the collaborative activities outlined in the last section. To evaduate their
impacts, published data was sought or reworked and comparisons with other industries in
roughly comparable circumstances were sought.

This gpproach was chosen following neo-classica logic. If the competitive environment is
the centra cause of performance, as neo-classica theory implies, rates of performance
between sectors should not vary excessvely. |f they do, this implies the presence of other
factors. Where superior performance occurs in areas in which the industry has either itsdf
seeded new agpirations collaboratively, or established collective management, it seems
reasonable to infer these processes have had causa effects (unless other specid factors are
present). In addition, in international comparisons, Audrdia and other New World wine
producers started from broadly the same competitive postion in 1986. If Audrdids
performance outstrips that of other countries, this too would suggest the presence of
additiona causes, dthough it would remain to be shown that collaborative activity was the
criticd factor.

Performance was assessed in areas expressed in industry goads. Six areas were evauated:
reorientated globd markets, export growth, capita raisng, move to higher vaue ssgments,
research and development, comparisons with other new world producers. All value datais
in current prices - it is not adjusted for inflation, unless otherwise indicated.

Reorientation to global markets Industry planning sought to shift producer aspirations
from domedtic to international markets. There is powerful evidence this has occurred, on a
scae beyond what might have happened had competitive forces alone been operating.
Firgt, the number of exporting companies grew more rapidly than the growth in the number
of companies. Exporting firms grew from 270 in 1994 to 414 in 1998, a 53% increase.>0
Over the same period, the total number of wineries has increased from 802 to 1104, or by
38%. The more ragpid growth in export participation suggests that the wine indudry is
becoming more export oriented.

Export participation seems to be on a far grester scae than in other Australian sectors. In
1998, 38% of al producers were exporters. This compares with 21% for food beverages
and tobacco industries generdly, and 7% for the whole manufacturing sector through the
period 1992-93 to 1994-95.51 An earlier disaggregated survey of export participation in
17 manufacturing sectors showed only two with higher export participation rates then there
seem in the wine industry — pharmaceuticas (participation rate, 76%), and photographic and
scientific equipment (participation rate, 39%).52

50 Australian and New Zealand Wine Industry Directory.

51 |ndustry Commission and Department of Industry, Science and Tourism A Portrait of Australian
Business, Small Business Research Programs, AGPS, Canberra, 1997,p.121.

52 Emerging Exporters, Australia’s High Value-Added Manufacturing Exporters, Australian
Manufacturing Council/ McKinsey and Co., June, 1993, p. 38.
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Industry endorsement of the Labe Integrity Program, introduced in 1990, and of the
EU/Audrdia Wine Agreement, signed in 1992, dso signified this export reorientation. This
involved the progressive replacement of labelling based on European geographic indications
and traditiond expressions with varieta and Audrdian regiond identification. Since the
domedtic industry had hitherto based its marketing on the former, this change was
particularly significant. This occurred under the influence of the AWBC, but before Strategy
2025. Sixty eight percent of weighted votes cast in 1989 supported the change.>3

Comparisons of Wine with ETM export growth: The extraordinary export performance
of the wine industry can be fully appreciated when compared againgt knowledge-intensve
manufacturing industries. Between 1989-90 and 1997-98 wine exports grew 26% each
year on average, sgnificantly outperforming the 14% average annud growth in eaborately
transformed manufactures ETMS) exports (Figure 3.1). Moreover, in terms of export
growth the wine indudtry is in the same league as other high profile manufacturing industries
such as the telecommuni cations equipment, passenger motor vehicles (PMV) and computer
equipment industries.

In duly, 1999 annua wine exports had reached $1,020 million — not far behind the 1997-98
totals for computer equipment ($1,308 million), telecommunications equipment ($1,047
million) and ahead of passenger motor vehicles ($1,001 million) 54 (ABS cat. 1329.0;
DFAT various years).

Patient Capital: It is much harder to establish the precise role of industry collaboration in
enhancing industry standing with investors.  Interviews suggest Strategy 2025 is a badic
source document for andyds in investor gppraisas both of industry prospects and of
individua companies. It is aso cited in progpectuses and in annud reports. A citation
analysis or impact survey has not been carried out.

The enhanced standing of the industry is however clear in three developments: the strong
performance of wine company share prices, the increased flow of funds into the industry and
the growth of new listings and takeovers. The wine index, which represents lised wine
company share price movement, performed poorly in 1995 due to a poor vintage. Since
1995, wine companies have out-performed both the All Ordinaries and Industrid indices
(Fig. 3.2). Market capitdisation of wine companies grew from $1 hillion in 1992 to $4.2
billion by 1999.55

53 Australian Wine and Brandy Corporation Annual Reports, 1989/90, and 1991/92.
54 ETM industries exports are collated under SITC basis.

55|, Ries, Message in aBottle for Nervous Investors, Australian Financial Review, 24-28 December
1998.



Figure 3.1: Wine and Elaborately Transformed Manufacture Industries Average
Annual Export Growth®6 1989-90 to 1997-98 — current prices.
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Source: ABS cat. 1329.0; DFAT (various years).

Thisimproved performance of wine stocks has led more wine companiesto list on the ASX.

At the beginning of the 1990s there were only 3 wine companies lised on the ASX,

wheress by the end of the decade there were 17 listed wine companies. In addition 5
companies deisted as a result of takeovers — a further indication of interest in the industry
(Macquarie Equities).

The combined effect of more listed wine companies and increased investor receptiveness to
wine investments has hdped increase the industry’s ability to raise funds. As with wine
companies share performance, capitd raising by listed wine companies has seen an increase
snce 1995-96. In 1998-99, the industry raised $131 million on the stock market
(Macquarie Equities). Further, since the launch of Strategy 2025 in mid-1996 around $1
billion has been invested in Audrdian vineyard devdlopment.5” The growth in share price,
capitd raisng and the number of listed wine companies suggests the new popularity of wine
industry investment — but dthough the industry’s collaborative efforts gppear to be a
sgnificant cause, their precise contribution remains to be more thoroughly established.

56 ETM industries’ exports are collated under SITC basis. Exports are by value.
57 D. Travers, The Grape Rush, Wine Industry Journal, Vol. 14, No. 1, January, 1999, p. 73.
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Figure 3.2: Wine>%8, Indugtrial and All OrdinariesIndices (100 = 2 January 1995).
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Move to Higher Value Segments The shift of the Audralian export mix from bulk wine to
higher value wine segments occurred rgpidly in the late 1980s. Audrdias performance
outstripped that of other New World producers, faced with comparable market shifts and
garting from comparable postions>® This suggests the presence of factors additiona to
market forces. Nicholson illustrates the extent to which the Australian product occupies
higher value added segments by comparison with other New World producers5® 1n 1990
Austrdid s shipments averaged $2.38 per litre —in 1997 $2.86 per litre. By comparison,
Chile's average per litre yield in 1990 was $1.18 and in 1997, $1.87; in 1990 the USA
yield was $1.28 per litre and in 1997 $1.87. Precise data by market segment by country is
unavailable. Nor isthere precise data on the impact of the diffusion of innovation.

However, the evidence points strongly to the presence of factors additiond to market
forces. For example, in the U.K. market, Audrdiaisthe only one of the new wine countries
with nationaly designated shelf space in mgor supermarket chains (Tesco, Sainsburys).
Supermarkets are critical in U.K. digtribution.  Interviews suggested the Strategy 2025
document gave internationd buyers additiond confidence in the indudtry, a a time when
buying decisions depended partly on judgements about its longer-term prospects.

58 Thewineindex in the chart is a simple unweighted sum of the daily share prices of BRL Hardy,
McGuigan, Normans Wines, Petaluma, Peter Lehmann Wines and Simeon Wines. These are the pure
wine businesses that have been listed through the period from January 1995 to the present.

59 The Wine Spectator provides quality scores for roughly 3500 bottles of wine tasted over the 1987 to
current periods. The average rating for Australian wines has risen from 81.94 in 1988 to 86.48 in 1999.

60 Robert Nicholson, Major New World Wine Producers Continued their Export Growth in 1997, Wine
Industry Journal, Vol. 13, No. 2, May, 1998, pp.134-136.



The changing mix between premium and bulk exports indicates rapid adaptive capacity on
the part of Audraian producers and the rapid assmilation of market sgnas in production
planning. Augrdia s exports of premium wine increased from $198 million in 1991-92 to
$932 million in 1998-99 (Figure 3.3). Over the same period, non-premium wine exports
have never been more than $59 million per annum.

Premium exports contributed 97% of the growth in the vaue of Audrdias wine exports
since the early 1990s. While the vaue of non-premium exports have grown by an average
9% per annum since 1991-92, the value of premium exports have grown an average 25%
per year over the same period (AWBC). Overdl, the vdue of Audrdid s wine exports has
grown by an average 38% per year since 1985-86 (ABS cat. 1329.0; AWBC).

Figure 3.3: Audtralia’s Wine Exports by value and segment — current pricess?
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Research and Development: The wine industry is knowledge-driven. Research and
development (R & D) has been, and continues to be, critica to its success. Interviews
suggest technologica devel opments were widely adopted throughout the industry in the late
1980s and affected both wine and grape production. These prepared the industry to
respond rapidly to the change in consumer tastes evident from the early 1990s. In wine
production, the changes included the adoption of air bag presses and cold and closed
fermentation.

61 ‘ Premium’ wine here is defined as bottled wine. Non-premium iswine sold in other forms of
packaging, namely bulk, flagons and soft packs (casks). Data from 1985-86 to 1990-91 isfrom ABS, while
data over period 1991-92 to 1998-99 from AWBC. Segmented export data (premium versus non-premium)
onavauebasisisonly available from 1991-92.



In grape production, research resulted in new canopy management gpproaches, trellising,
summer pruning, mechanica pruning, mechanica harvesting and more effective irrigation
methods. These changes increased yidds and grape qudity. The new partia root zone
drying process promises both to reduce water consumption further and to increase flavour.
Data on the precise impacts of these innovationsis not available.

The research and development levy was increased from $3.00 per ton to $5.00 per ton
(67% increase) commencing with the 1999 harvest.62  This industry willingness to impose
additiona cods on itsdf suggests wine and grape producers think they receive significant
benefits from collaborative R & D.

In tota around $20.9 million was spent on grape and wine research and development
(R&D) in Augtrdia in 1996-97 (CRCV; ABS unpublished data). Funding for grape and
wine R&D is partly funded by the private sector through levies paid to the GWRDC, and
through direct research expenditure by wine companies separate to ther levy paymentss.
In 1996-97 the private sector funded $4.3 million of R& D, $2.6 million through levies and a
further $1.7 million in additiond R&D (CRCV; ABS unpublished data). Meanwhile
governments advanced amost four times the leve of private sector funding, granting $16.6
million through matching levies to the GWRDC and other grants to research organisations
and univergties®4

Current spending levels are comparable to other manufacturing segments. Totd turnover in
the Australian wine industry was around $2.3 billion in 1996-97 (ABS cat. 1329.0). This
suggests that grape and wine R&D represents just over 0.9% of wine industry turnover,
amog the same asthe 1.1% R&D intendity for the whole of the manufacturing sector (Teble
3.1).

The wine indugry is dso an R&D intendve indusry amongst the food, beverage and
tobacco group, where R&D represents around 0.5% of turnover. The industry’s
commitment is dmilar to other resource-based manufacturing industries such as the
petroleum (0.9%), non-metallic minera product (0.8%) and metd products (1.0%). On the
other hand, if the industry is compared to other integrated companies its research and
development commitment is relatively low. For example, based on 1997/98 data, BHP, an
integrated stedl and commaodity company, spent about 2.21% on research and development,
Amcor, a paper company, 2.1%, Telstra, 1.4%, and Ericsson, 8.3%.65

62 \Winemakers Federation of Australia Press Release, 23 July, 1998.

63 Anecdotal information from GWRDC (23/7/99).

64 Estimates from CRC, Viticulture. Hoj and Hayes estimate spending in 1996/97 at $17.9 million. They
argue this amount isinsufficient. P. B. Hoj and P. F. Hayes, The Australian Wine Industry’ s Research
and Development and its Importance for Sustained Growth, Proceedings, Tenth Australian Wine
Industry Technical Conference, Winetitles Adelaide, forthcoming, 1999, pp. 2-7.

65 R and D getsrazor treatment, The Age, 1% May, 1999. Another set of comparisonsis proposed in Hoj
and Hayes, ibid. International comparisons on research spending are in Robin Day, Into the Next
Century —Without Fear, Wine Industry Journal, November, 1997, pp. 352-353.
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Table 3.1: R& D Performance: Wine and Other Manufacturing Industries, 1996-97.

ANZSIC R&D  Turnover R&D
Code $m $m  intensity®6
%
Wined? 21 2,270 0.9
21 Food, beverages & tobacco 232 44,978 0.5
22 Textiles, clothing, footwear & leather 21 9,935 0.2
23 Wood and paper 191 11,481 17
24 Printing, publishing & recorded media 17 14,868 0.1
25 Petroleum, cod, chemicals & assoc. 309 32,863 0.9
26 Non-metalic minera products 66 8,622 0.8
27 Metal products 365 37,894 1.0
281-282 Motor vehicles & parts 401 19,697 20
283 Photographic & scientific equip 91 1,598 57
284-285 Electronic and dectricd equip 423 12,063 35
286 Industrid machinery & equip 144 7,902 1.8
29 Other manufacturing 46 6,446 0.7
C Manufacturing 2,305 208,348 1.1

Source: CRCV; ABS cat. 1329.0, 8104.0, 8221.0 and unpublished data.

Although complete data is not avalable, evidence suggests a high rate of take-up of
technologicd innovations in the wine industry, by comparison with other Audrdian
manufacturing industries. Data on take-up, or on the rapidity of take-up has not been
gathered for the wine industry.

However, a survey of winegrape grower innovation was underteken in late 199858 This
showed 68% of growers had adopted one or more innovations. Areas of innovation were:
water management and irrigation issues (19%); improving grape qudity (14%); pest
management and chemica management (13%); nutrition and fertiliser (5%). This compared
with the average for innovation take-up in food, beverages and tobacco of 36.3% and tota
manufacturing of 26% (Table 3.2).

66 ‘R&D Intensity’ isindustry R& D as a percentage share of industry turnover.
67 ‘Wine R&D includes grape R&D.
68 TQA Research, Survey of Grower Attitudes and Behaviour, on behalf of the GWRDC, Adelaide, 1998.



Table 3.2: Proportion of Businesses Undertaking Technological | nnovation,
1996-97, by industry (%).

Type of technologicd
innovation

Indusiry Subdivison Product Process Totdl

Food, beverages & tobacco 33.0 29.1 36.3
Textiles, clothing, footwear & leather 14.7 13.6 154
Wood & paper products 11.8 12.0 15.7
Printing, publishing & recorded media 17.6 20.7 25.6
Petroleum, coal, chemical & assoc. products 34.8 29.3 42.1
Non-metalic minera products 32.6 20.7 35.5
Meta products 20.3 12.7 211
Machinery & equipment 33.0 19.8 35.3
Other manufacturing 18.9 14.7 20.9
Total manufacturing 22.9 17.8 26.0

Source: ABScat. 8116.0.

Comparisons with other New World Producers. As dready noted, comparative data on
changesin rates of penetration of premium segments in particular national markets, based on
the share of supplier countries shows the superior performance of the Austrdian industry by
comparison with other New World producers. Changing country market shares show
Audrdid s srong performance in the U.K. and EU and Chil€ s strong performance in Japan
and the US (Table 3.3). Audtrdia s strong penetration of the U.K. market shows it amost
matching Itay’s importance as a wine supplier and Audrdia has managed to match the
strong growth of Chil€'s share of U.S. wine imports.

Another indicator that Australian approaches are regarded as ‘best practice’ would be their
imitation — in fact, both Cdifornia and South Africa propose to emulate the planning
gpproach adopted in Augtralia Domesticdly, the gold industry has dso indicated an interest
in this gpproach.6°

69 Australian Financial Review, 121" March, 1999.



Table 3.3 Wine Producing Countries Share of Selected Wine Markets Imports(% )

Markets UK USA Germany Japan Europe
1990 1997 | 1990 1997 | 1990 1997 | 1990 1997 | 1990 1997

Producers

France 52 40 47 45 49 39 65 56 51 40
Italy 15 13 3 27 32 A 5 13 20 18
Spain 8 9 8 5 8 1 3 3 8 1
Portugal 4 4 3 3 2 1 - - 6 5
Germany 13 7 5 2 - 9 6 4
Australia 2 10 2 7 - 1 2 2 1 4
USA 1 5 - 1 6 5 1 3
South Africa - 3 - - - 1 - - - 2
Chile - 3 2 8 - 1 1 3 - 2
New Zealand - 1 - - - - - - 1 1
Other 5 5 2 3 9 10 18 9 6 9
Total 100 100 100 100 100 100 100 100 100 100

Source: DFAT, UN database.
means no significant sales.

Overdl, Audrdids export performance has outstripped that of competitor countries. Of the
twelve fastest growing wine-exporting countries in the ten years from 1986 to 1996, five
countries exceeded Audrdia's growth rate (Figure 3.4). Of these, Sweden, Finland and
Uruguay were growing from virtudly minima volumes. The two mgor competitors, South
Africa and Chile, achieved much lower totd volumes despite sarting from Smilar minima
export levelsin 1986-87 and despite enjoying sales growth over this whole period.



Figure 3.4. Twelve Fastest Growing Wine Exporting Countries (1986-1996) and
Their Value of Exports (1996)
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A third source of evidence comes from the Rabobank?0 survey of the internationd wine
industry. The report rates established and New World producers in aleague table of eleven
attributes (Table 3.4). Three are naturd endowments (geography, climate and land); five
are created assets (labour, capital, infrastructure, knowledge infrastructure, and networks);
and three involve the environment (domestic market, economy and governmen).

Audrdiais not rated ‘outstanding’ in reation to any natural asset. The Audrdian industry
scores highest in relation to created assets. The US, Germany and Audtraia each recelve
outstanding assessments in three categories and good assessments in the others. Audrdiais
rated outstanding for both knowledge infrastructure and networks, aong with the USA,
Germany and France. No other New World producers are so rated.

This suggests that Audrdids drategic-collaborative approach has dlowed it to build
knowledge links and networks that are a source of competitive edge. Audiraia's principa
strengths according to these ratings flow from its created assets. Only France rated ahead
of Audrdia in overdl| tdly (France: 5 outstanding and 4 good ratings; Audtraliac 4 and 5
respectively). The US scored the same overdl result as Audtrdia

70 The World Wine Business, Rabobank International, Utrecht, Holland, May, 1999, p. 47.



Table 3.4: Comparison of competitiveness old winevs new wine countries

Old New
2 3 g
[ o £
8 g e 92 3 =
c > = 'S = [} < )

i o I i s o g % 2
Production Factors s i o D a o 3 2
Geography + + + + +
Climate ++ + - + + + + +
Land and raw materials + + + + + + + ++
Labour +
Capital ++ + ++ + ++ -
Infrastructure + + + + -
Knowledge Infrastructure ++ + ++ + ++
Domestic Market ++ + - + - - ++
Network ++ ++ - ++ -
Government = = = + = = +
Economic variable + + + + + -

Note: - moderate + good
++ outstanding no specific advantage

bal ance between advantages and disadvantages

Source; Rabobank |nternational
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V. Future lmplications for the Wine Industry

Strategy 2025 sought to ‘reframe’ the idea of the industry.’1 It sought to creete a common
awareness of the priority of internationa participation, marketing and innovation, and of the
implications of these new priorities for a variety of current activities. This potential gain was
the basc ground for producers to ‘buy in’. Further, reaching their gains required
collaboration amongst producers. The complex structurd ensemble of collaboration in the
wine industry depicted earlier in Figure 2.3 was given coherence and direction through this
process.

Congderable initid momentum was generated. But maintenance and development of
drategic collaboration is an on-going task and requires continud action on severd fronts (eg.
research, marketing, competitor developments etc). It aso requires action that is specificaly
tailored to the differing needs of producer and grower segments.

The firgt requirement is the continud nourishing of Strategic avareness amongst industry
participants.  Through Strategy 2025, the industry has moved to conditute itsdf as an
integrated cluster. Thisisin a context in which authority is based on consent, not hierarchy,
and needs to be continualy renewed and negotiated. Continuing momentum and
commitment requires the active engagement of industry members. The seeding of Srategic
awareness is an on-going process of consultation, information generation and collaboration.
The drategic envelope provides the rationde for producer participation. It suggests the
gains available to dl through collaborative action. The processes by which drategic
awareness might be nourished are varied — but research, information, outreach and
dissemination are critica.

A second reason to sudtain drategic focus arises from the need to maintain industry
commitment to the unfolding medium term and operationd agenda. The drategic framework
provides the integrated raionde for on-going activity in innovation and marketing, and in
negotiations with governments, other stakeholders and factor suppliers.”2

The theoreticd approaches introduced earlier suggest the potentid contribution of this
collaboretive architecture. But its full flowering requires commitment of subgtantia financid
and other resources. It is not clear that this has occurred to a sufficient leve in the
Audrdian wine industry. Data on association spending and staffing was gathered for this
study — but more detailed work would be required to assess its appropriateness. Cursory
evidence suggests more resources are is required.

71 For acritique of the failure of Strategy 2025 to sufficiently emphasise profitability and returns see
David Wollan, The Australian Wine industry, A Sceptics View, Wine Industry Journal, February, 1998,
pp.22-24.

72 Several contributors have argued for an increase in research and devel opment spending — Hoj and
Hayes, op. cit; Brian Croser, A Proposed Action Agenda, Wine Industry Journal, Val. 12, No. 4,
November, 1997, pp. 346-349.



For example, the WFA has only two senior staff members to manage both drategic
development arising from the unfolding of Strategy 2025, and the on-going requirements for
andysis and liaison associated with the various public agencies and bodies surrounding the
industry. Marketing dtrategy in the critical internationd arena is managed by one or two
people with a variety of other responghilities. Smilarly, oversght of research Srategy
requires engagement with its overarching purposes.

In addition, there is no process that would routindy focus attention on the operating
implications of Strategy 2025 priorities. The Five-Year Operating Plan represented an
effort — but it is not clear how many of the foreshadowed programs have been implemented
or who is responsible for coordination and monitoring.

One complexity in sudaining collaboration arises from the differing incentives. Scde
differences between firms in the industry creete differentia stakes and concerns.  All firms
have deep interests in united action, but intendty of concern can vary between areas. The
dautory levy arrangements eiminate the possibility of free riding - whilst the differentid level
of levies recognises the different stakes of producers and growers of differing size.

One fundamental theme of Strategy 2025 was marketing. Marketing seems likely to be of
even gregter sgnificance in the next phase of industry development. This is underlined by
the shift to premium ssgments. In addition, mgor growth opportunities would seemto liein
culturdly more difficult environments (Japan, Germany, perhaps China). The mgor
internationa review of the industry, published in May 1999 by Rabobank, provides an
unequivoca endorsement of the importance of marketing. This was reinforced in interviews
conducted for this sudy. Marketing may, in fact, be one approach to sustaining strategic
‘learning’ amongst industry members. Marketing offers a multi-facetted theme that could be
the subject of coordinated attention both at strategic and operationd levels. Action at
drategic levelsis desirable to cultivate the ‘learning’ that not only enhances the effectiveness
of individua producers — but dso reinforces and augments commitment to collaborative
programs.

The rapid expanson of the whole industry is one reason to raise awareness of marketing
issues. Thisisindicated in the increase in acreage planted. Over 19,700 hectares are due
to come into production in the next few years, an increase of 25% in acreage, and indicative
of the growth in demand for wine grapes (Figure 4.1).
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Figure4.1 Area of Vines (hectares)
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Approximately 60% of acreage is owned by mgor companies or tied to them through long
term growing contracts. The balance is more speculative - and represents that segment
where fluctuations in supply and demand will be absorbed in grape prices. Enhanced
marketing efforts seem to offer the best opportunity to sustain industry growth rates. By
contrast, disputes between producers and growers might fracture industry unity, weaken its
ganding in crucid fora and damage its reputation for coherent and purposive action.

The continuing internationalisation of the wine indudtry is dso an increasingly important issue
for the Audraian wine industry. Severd large wine makers are currently expanding, or
planning to expand, their operations oversees. Retaining an industry base in Audrdia
requires the maintenance of what Dunning describes as ‘location specific assets” These are
the inditutiond and infrastructural features that leverage compstitive advantage — for
example, education facilitiess R & D capacity, skilled personnel and the like. Location
specific assets are mostly linked to public policy, not to firm srategy.

A Wine Industry Cluster?

The deveopment of cluster rdationshipsis implicit in industry collaboration.  Although not a
perfect guide, ABS input-output data provides some indication of the potentia for
development of an Audrdian cluster (ABS unpublished datd). This data highlights other
industries with important links to the wine indudtry.

‘Other agriculture’ industries contributed 29% of tota supplies of intermediate goods to the
wine industry ($366 million) in 1994-95, the overwheming proportion of which was
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supplied domesticaly by Audrdian firms, mogly from winegrape producers. The paper
container and products industry supplied $132 million or 10.4% of intermediate inputs.

Glass and glass products supplied $103 million, or 8.1% of industry inputs. These were
predominantly sourced domegticaly. Partly under ACCC influence, and partly through
negotiation between the industry and the glass provider (ACI), the price of bottles has
progressively reduced towards world market levels.”3

Industries where imports supplied a sgnificant proportion of inputs to the Audtrdian wine
industry were insurance services (73% imported) and plastic products (46%
imported)(ABS unpublished data). A substantia portion of the oak barrels used by the
Audraian wine industry are so imported.”4 The demand for such barrels has increased as
Audrdian wine production has grown, particularly in premium wines. Service industry
linkages were with accommodation, cafes and restaurants, wholesde trade and road
transport. The enhanced flow of investment funds to the industry, despite the lead-time in
realisgng returns, has aready been noted.

The 1999 ANZWID ligts a totd of 663 firms supplying a wide range of specidised inputs.
The areas with more than 50 listed suppliers include: winery equipment manufactures (108
firms), chemica manufactures and suppliers (66 firms for production and 37 for viticulture),
cooperage (54 firms), filters (83 firms), pump suppliers (72 firms), packaging specidigs (67
firms), and tanks (55firms). A number of these firms may ded in imported products. The
Directory dso ligts 175 digtributors, 70 speciaised consulting firms and 242 organisations
that provide various types of support servicesto firmsin the industry.

This quantitative and descriptive data reflects forma or trade based interdependencies.
Clugtering is above al an asocidtive process, involving identification of critical linkages, and
the establishment of processes to manage performance at these junctures - for example, by
defining common interests, identifying spillovers and interdependencies and speeding up
response times.

The collaborative processes ingtituted in the Audraian wine industry are a framework for
the development of more daborate cluster arrangements. The industry has increased its
collaborétive effort, but there is consderable scope for more formalised activity to capture
greater commercia vaue from the latter.

73 Chris Snow, Bottle Heat Cools .... but heat still on ACI, Wine Industry Journal, February, 1998, pp.
26-32.

74 Australian Financial Review, 9™ April, 1999.
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V. Implicationsfor Other Industry Sectorsand Gover nments

The theoretical grounds for an augmented public policy and industry development approach
were earlier sketched. To summarise, a combination of collaboration and competition might
be expected to yield superior performance outcomes to vigorous competition done. Thisis
because a combination of collaboration and competition is consonant with the new drivers of
competitive success.

In the present economic phase, characterised by Dunning as ‘dliance capitdisam’,
compstitive success requires firm, but preferably cluster, capabilities for innovetion and
participation in internationd markets.”> Competitive success increasingly requires aliances
between firms and other ingtitutions. These devel opments raise the significance of transaction
cogsin firm leve decison-making. Transaction costs can only be amdiorated in one of two
ways. interndly within firms, or through focussed collaborative action. The latter requiresthe
adoption of an appropriate (and shared) strategic outlook amongst protagonists.

An indudry-level drategy hdps reduce transaction codts by increasing information,
edtablishing common gods and coordinating activities. It dlows gains to be shared and
cluster synergies to be redised. The strategy provides the insrumenta ground for linkage.
It needs to be developed participatively. It aso needs to be ddiberately disseminated to
mobilise industry participants. Since the god of collaboration is enhanced market outcomes,
feedback isrdatively sraightforward and relatively readily available.

The wine industry provided an idedl milieu for testing these theoretica propogtions. Thisis
because dl three dements — internationalisation, innovation and a shared outlook — have
been deliberately cultivated. The evidence reported earlier vindicates the theory. It
demondtrates an internaiond reorientation on the part of industry participants. It shows
their greater proportionate participation in exporting by comparison with other Audrdian
industry sectors. It shows superior performance in export markets by Audrdian
participants by comparison with competitors. It shows industry participants themselves
judge collaboration to have added vaue to firm level operations. Findly, it shows a
progressively developing commitment to research and development — and a reasonable
contribution to this activity by comparison with other Audtralian sectors, abet amplified by a
very subgtantia public sector contribution.

Developments in this industry occurred under the pressure of fortuitous changes and the
ambition and *enlightened opportunism’ of a few industry leaders. The industry structure —
four mgor, substantiadly locadly owned producers and a growing number of medium and
small producers — emerged as aresult of contingenciesin the late 1980s.

75 Dunning, op. cit; alsoAlliance Capitalismand Global Business, Routledge, London, 1997; also
David B. Y offie, (ed), Beyond Free Trade: Firms, Governments and Global Competition, Harvard
Business School Press, 1996.
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The industry associations that supported industry collaboration emerged a the same time.
This occurred under the pressure of another set of contingencies. The contention between
producers evident until the |late 1980s was progressively displaced.

Collaboration did not develop systemdticdly or sequentidly. Joint action in relation to
innovation and exporting occurred independently and partly under the pressure of more
generd government action.  Legidation underwrote compulsory levies and the other
sanctions exercised by the exporting authority. Exporting was itsalf progressively recognised
as an opportunity, partly as a result of the sales surge arisng from exchange rate changesin
the mid 1980's, and partly as a result of the vison and commitment of a few leaders. An
overdl framework, embodied in Strategy 2025, was added in 1996 - some years after the
development of degpened industry commitments to innovation and internationdisation. This
framework has since provided the foundation for reconfiguring and enhancing both these
activities.

Other relevant consderations include the specid festures of the industry. These particularly
relate to the socidising of industry participants. This occurs through training at one of two
indtitutions, which builds relationships between industry participants and imparts traditions of
qudity and research. In addition, the product is particularly favourable to the projection of a
digtinctive 'Brand Audrdia’

These varied condderations circumscribe the generdisability of this industry’s experience,
Y et the patterns evident in the wine industry case suggest gpproaches to building competitive
srength that may fit other sectors—and that may be mutudly reinforcing. There would seem
to be at least three possible drategies, which are not mutudly exclusve. The firg might
involve a ‘bootstrap’ effort under the influence of acknowledged industry leaders. The
second might involve leadership by established industry associations. And the third might
involve government acting in a catalytic role. These possibilities are congdered in turn.

Bootstrap Effort — Industries do it for themselves

In principle, there seems no reason why any cluster/industry should not bootstrap its own
efforts in marketing, innovation, overdl draegy or some combination of these activities.
Innovation, internationdisation and a shared vison might al be developed in appropriate
circumstances — and if the theory cited a the outset is correct, many business sectors with
internationaly tradesble products will experience gain through participation in externd
markets and/or innovation. In the wine industry case, the change agents were
acknowledged indudtry leaders. The circumstances of thisindustry nourished the recognition
of such individuds — for example, through participaion in awards, through publicity in
edablished industry media etc. Others may judge the extent to which functionally equivaent
circumstances exist in other industries.  Where they do, the opportunity to bootstrap
performance may be available. In practice, however, transaction cogts, externdities and
genuine uncertainty are likely to inhibit action.



Industry Associations as Change Agents

A second possibility involves industry associations acting as change agents.  As adready
noted, industry associations were critica actors in wine industry collaborative outcomes. A
dense network of nine organisations mediated collaboration. These organisations carried the
basic coordinating cogts in expressing the common interests and aspirations of otherwise
competitive actors. Audrdiaisfortunate in having a plethora of industry associations - abeit
mogtly now with a focus on externd, mainly government, reaionships and on indudtrid
relations.

Associations might extend their services to members by conducting ‘ opportunity audits for
thelr industry or cdluster and by offering to manage linkages to facilitate innovation and/or
internationalisation. The problem of free riders would need to be addressed. But assuming
this could be managed, associations might be the vehicles for undertaking audits of industry
potentid as abasis for defining opportunities from enhanced collaboration.

The scope of such auditsis suggested in the following checklist (Table 5.1).

The issue for asocidions may be the simulus to undertake the initid invesments in
information gethering, learning and drategy development. Initid costs would be quite high.
Co-ordination problems are large. The temptation to free ride would be considerable. In the
wine industry case, the tradition of collaboration was buttressed by compulsory levy
arrangements for export marketing and research and development. This suggests the need
for incentives to simulate association effort, perhaps, matched by firm-level incentives to
encourage buy-in.

Government as Catalyst

A third possibility would involve the State playing a cataytic role. This gpproach would be
contrary to current conventional wisdom about the gppropriate role for the State in
advancing compstitiveness. Such a view is based on neo-classical economic perspectives
and focuses on the contribution of competitive markets to consumer well being. A variety of
theories and doctrines underwrite these approaches including alocative efficiency as a norm,
competitive advantage, contestable markets, information economics, agency theory, and
public choice theory. This congtdlation is generdly hodtile to any active role for the State in
promating industry.

A second more eclectic family of theories has emerged in the past decade, driven partly by
observed red world developments (*dliance capitdism’), and partly by dissatisfaction with
what is occluded by the premises of the neo-classcd paradigm. This congtdlation, what
might be generdly termed ‘indiitutiond’ theory, includes a focus on the sgnificance and
impact of transaction costs, path dependence and innovation.



Table5.1: Industry Audits Checklist

The export potentid of the cluster

The organisation of the cluster/complex, including:

the number, size and focus of companies operating in thew cluster or complex;
the range and skills of the suppliers especialy subcontractorsin this sector;

The success of the cluster and any weak points as seeniin:

the technology capacity of the clugter;

the R& D capacity available in the complex as awhole among the firms;

the R&D capacity in the public sector which is avallable to the private sector;

the efficiency of information flows between the sectors in the diffusion of exiging
knowledge of dl the kinds mentioned in part one;

the adequacy of the technologica transfer mechanismsin place in the complex;

The support needed for development of training capacity:

the training capacity of both firms and public sector inditutions in the arena at both
initial and permanent education levels,

the leve of skills available in the workforce and whether there are any shortages. If
30, the audit should identify capacity to rectify those shortages,

Environmenta factors affecting cluster/complex success:

the presence or absence of related and supporting industries, such as supply
industries or gppropriate business services and problems, which may be caused by
the patchy nature of the industrid structure most relevant to the complex;

the adequacy or otherwise of capita needed for expansion by firms of al typesin
the complex;

whether government regulations relating to the area cramp development and what
would be specific desirable changes;

the ways in which public procurement could aid the development of the clugter;

The ways in which public sector research can be harnessed better via cooperative

arrangements with private players.

Sour ce: Jane Marceau, Derek Sicklen and Karen Manley, The High Road and the Low
Road, Augtraian Business Foundation, 1997 Chapter 11, p.5/6
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It highlights the nature and new importance of location specific assets (versus the now
relatively more mobile firm specific assets) and the contribution of indtitutions (for example,
clustering) to economic performance.’®  Fndly, it recognises that the presence of
appropriate ‘ideas, choice sets and motives cannot be taken for granted. Ingtitutional
andysis explores conditions that precede engagement in markets by firms - indeed, they
point to the conditions that are, so-to-gpeak, incubators of market engagement.

Theinditutiond group of theories coincide in implying a conditutive and systemic role for the
State in rdation to market activity. For example, Dunning summarises potentia areas of
contribution to competitiveness from public policy in his daborations of Porter’s competitive
diamond (Figure 5.1). These postive roles assume Staes retain a sgnificant interest in
industry structure — for example, for the broader, economy-wide consequences of the
presence of indudtries that offer “high’ quality’ jobs, and or, that have a high propensity to
export. Thisview would be contested in neo-classcdl theory.””

Neo-classica and indtitutional approaches are based on different premises and they mostly
employ different methodologies. This precludes theoretica fusion or intersection. It dso
precludes conclusive findings about relative explanatory power.

At the operationd leved, however, there is potentid complementarity. This is because each
congdlation ‘fits different dimensions or facets of economic activity. The neo-classicd
congdlation implies attention to the qudity of markets, once they are etablished. The
indtitutiona family focuses on the conditions necessary for the establishment of markets - or
on the conditions necessary for market participation (eg. in remote markets). It incidentaly
includes strong public interest arguments for building a State role. Thisisto nourish location
specific assats. In aworld in which firm specific assats are relatively more mobile, location
specific assets anchor firmsin particular places.

The State might play a catdytic role in indusiry development by offering to facilitate action
by industry leaders and/or industry associations. Seed funds might be offered (on a
contributory bags) for preiminary andysis.”® Industry associations might be encouraged to
play roles andogous to those of the WFA and the other specidist groupings in the wine
industry. Public funds might be offered on a contributory basis to support collaborative
action —for example, to develop cluster visions, based on exporting and innovation

Figure5.1: Role of Government in Cluster-Upgrading

76 The Singapore government has based its current devel opment strategy on an analysis of cluster
patterns and gaps. The base document provides a model of how such analysis might be approached.
Task Force Report, The Strategic Economic Plan, Towards a Devel oped Nation, The Economic
Planning Committee, Ministry of Trade and Industry, Singapore, 1992.

77 Michael Porter specifically addresses this argument in On Competition, op. cit., especially Chapter 6,
The Competitive Advantage of Nations.

78 |n principle, there seems no reason why the added value of exporting might not be calculated on a
basis analogous to that used earlier by the Productivity Commission to estimate the gains from
deregulation and privatisation of public utilities. Some net present value estimates might provide a
foundation for establishing incentive levels.
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Sour ce:  John Dunning

Indusiry associations might be invited to bid for these funds Seed funding might be
provided for a preliminary audit to identify clusters with particular export progpects and with
potentia synergies from collaborative action. The current ‘Action Agenda’ program moves
in this direction — but its scope is narower and targets and incentives are less clearly
specified. The initiative remains with government, not with industry groups.

Government industry policy incentives might be based on minimum levels of participation of
firmsin the indusiry. There might be specific incentives for firms who agree to buy-in. The
continuance of incentives might depend on the achievement of specific targets (eg. exports).
Assgning initid audit repongbility to industry associations would ensure the existence of the
requisite level of industry organisation. Contributory funding would mark commitment a
association and firm levels. The potential scope of an audit was suggested in Table 5.1.

If proposals passed preliminary tests, more substantial contributory funds might be made
available to further develop collaborative marketing, research etc, or to link to an established

support program.

The effect would be to link an industry or cluster’s access to Government incentives to its
efforts in grategic collaboration. Some combination of the following festures might need to
be demonstrated to qualify for support:

A~

products/services



Increased export activity;
Increased investment in R& D or other innovative, cgpability-enhancing activities.

Clugter development might also be encouraged through evidence of enhanced commitment
to the following outcomes:

Greater investment in training for both management and workforce;
Increased loca sourcing;;

Employment expansion;

Networking with others in the same or complementary sectors,
Productivity growth.

A podtive andyss and assessment might lead to the development of collaborative
frameworks involving such seps as.

Edablishing a developmentd drategy and detalled drategic industry objectives for
export development, thus creating awareness (and motives) for expanson in individua
firms and providing andyds to simulate their planning.

Anticipating industry requirements for skilled personnd and thus ensuring skill shortages
do not hamper growth.

Promoting generic product and process technology development. This would ensure a
level of technology development greeter than would be available to any single firm and
onethat dl firms have access to, and are stimulated by, product or processinnovations.

Expanding industry promotion, marketing and brand recognition by pooling efforts.
Enhancing product qudity by establishing and monitoring industry-wide standards.

Funding bids might be made at various stages in the life of a collaborative program. At least
three conditions might need to be satisfied for funds to be dlocated:

A net nationa benefit would need to be demonstrated. This could bein terms of criteria
aready established;

There would need to be measurable performance objectives to mark particular phases
of the process. A failure to meet these objectives would automatically trigger a review
process, and

There would need to be evidence of tangible industry commitment.

The contribution of the underlying socidisation in the wine industry has dready been noted.
In the judgement of some observers, this was a critical ingredient — an dement whose
absence would negate equivadent posshbilities in other sectors. This issue is Sdestepped in
the proposas outlined above. These place government in the role of catdyst facilitator, not
of primary actor or sole sponsor.  Further, support is contingent on clear performance
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benchmarks, based on market outcomes, what Aoki has termed elsewhere ‘contingent
rents.””® Findly, the work of the Productivity Commission, in its various mutations, indicates
that outcomes can be independently evduated. Its performance refutes arguments
concerning State capture and ‘rent seeking. It shows governments are capable of
independent andysis. Governments can withdraw, as well as grant, benefits.

In summary, the theory and practice reviewed in this case study suggests a comprehensive
framework through which a government role in economic development might be renewed -
arole that is consonant with contemporary imperatives. Higtoricdly, such arole was criticd
both to the development of advanced industry in Australia, and, through job cregtion, to the
broader quaity of community life. The foregoing suggests how it might be renewed - in
ways tha are in hamony with the emerging globa economy and with innovetion or
knowledge-driven competitiveness.

79 M. Aoki et al, The Role of Government in East Asian Economic Devel opment, Clarendon Press,
Oxford, 1997, pp. 14-17.



V1. Conclusons

Thereis strong evidence thet the Austrdian wine cluster has benefited from the development
of collaboration, particularly in fostering its export orientation, and its commitment to
research and development. The inditutions, methodologies and techniques through which
this has been accomplished are dl clear. Industry association structures dlowed a few
visonary leaders to trandate their ambitions into practica programs. Fortuitous factors
contributed. But industry leaders capitaised positively on the opportunities thus created.

This enquiry looked to explanations of performance to refine or augment those based on
market forces and naturd endowments. It considered the specific contribution of two other
factors — knowledge and clustering. One am was to show how the mobilisation of
knowledge (economic learning) contributed to firm and industry success.

In the wine industry case, collaboration was the means through which knowledge enhanced
competitive performance. Collaboration was the means by which knowledge of export
opportunities, and of innovation, was developed and disseminated.

A second key idea emerging from this sudy concerns the potentia power of clustering.
Through linkage in dugers, the competitive strength of individua firms can be augmented
through association with related and supporting firms. Michadl Porter argues. ‘ The cluster
concept represents a new way of thinking about nationd, state and city economies, and
points to new roles for companies, governments, and other indtitutions griving to enhance
competitiveness.’80 The competitive leverage or stretch derived from cluster linkage can be
decisve to success & the levd of individud firms.

Contemporary conditions make attention to knowledge and clustering especidly sdient.
The mogt prominent of these are economic globdisation as the source of economic
opportunities, and innovation as the driver of competitive success. The theory and practice
that currently mostly informs policy in Audtralia assumes domestic competitive conditions are
primary. It assumestha, if the domestic competitive regime is reatively undistorted, and if a
market is generdly free from regulation, participation in globd markets and innovation will
‘naturaly’ germinate. But this gpproach does not recognise the problematic character of
these |atter activities.

Present public policy approaches are based on theories that were developed when nationa
boundaries were sgnificant economic barriers, and when technologica change was periodic
or episodic, rather than primary and continuous. Globdisation and knowledge-based
product and process development have undermined both conditions, with structural and
policy implications that have only recently been recognised.

80 On Competition, Harvard Business Review Books, Cambridge, Mass., 1998, p.197-198.



Although nationa boundaries are now much less sgnificant as barriers to economic activity,
differences of tagtes and language, of palitica and regulatory systems remain large. This
makes participation in remote markets much more problematic for individua firms, even
firms that are, by Audrdian dandards, reativey large8l Smilaly, technologica
development can be prohibitively expengve for individud firms, many of its phases require
collaborative interactions between researchers and business. An exclusive reliance on price
based rdationships in these phases is prohibitive, not facilitetive.

Moreover, the fact that nationd boundaries are reaively less ggnificant as barriers to
economic activity means firms are relaively more footloose. Clugter linkages, embedded
capabilities and knowledge infrastructure thus acquire much greater importance in anchoring
firms to particular regions or countries. This creates wider public interest grounds for new
policy approaches. These could focus on the identification and development of capabilities
anadogous to those that have contributed to the competitiveness of the wine industry.

Findly, the red power of the wine indusiry example is not in precise imitation. It israther in
suggesting how other clusters might be encouraged to bootstrap their own aspirations, goals
and peformance. The rationde for such an approach is thoroughly grounded in recent
developments in scholarly theory. By such means, the competitiveness of an array of
Audrdian clugters might be developed and their contribution to broader public policy
objectives renewed.

81 For example, in the wineindustry, the largest Australian company, Southcorp, ranks 13 in the top
twenty (by sales). BRL-Hardy ranks 16th and Mildara Blass 18th (Rabobank Survey, May 1999, p.11).
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