UNIVERSITY OF LJUBLJANA
FACULTY OF ECONOMICS

MASTER'S THESIS

UK MARKET POTENTIAL FOR SLOVENIAN WINE — CASE STUDY OF THE
INTERNATIONALISATION PROCESS OF THE SLOVENIAN WINE PRODUCER
GORISKA BRDA

Ljubljana, February 2006 LEA SLOKAR



IZJAVA

Studentka Lea Slokar izjavljam, da sem avtoricaa tetpgistrskega dela, ki sem ga napisala pod
mentorstvom prof. dr. Maje Makovec Btgtiter somentorstvom prof. dr. Caroline Tynan, iragklo s
1. odstavkom 21¢lena Zakona o avtorskih in sorodnih pravicah dowabbjavo magistrskega dela na

fakultetnih spletnih straneh.

V Ljubljani, dne

Podpis:



TABLE OF CONTENTS

1. INTRODUCTION ..ciiiiiiiiiiiiiiiiieeee ettt ettt e e e e s e e s s s bbbt ee et e e aeasnnnbabebeeeeeeeas 1
1.1. PROBLEM DEFINITION AND MASTER’S DISSERTATION PURPGS...................... 1
1.2, RESEARCH AIMS. ... e e e e e e e e e e e e e en e eeas 1
1.3, HYPOTHESES. ... et et e e e e e e eema s 3
1.4. METHODOLOGY ...ttt et ettt et et e e e e e et e e et e e e ea e en e e e e e aeneenennnnn 3

1.4.1. Case Study RESEAICN..........coo it 3
1.4.2 Data Sources Used IN ThiS StUAY ceeeueneerrrieeeeeeiiiiiiiiiiiiieiee e e eeeeieiee e 5

2. LITERATURE REVIEW ...ttt e e e e e e e s e e st aae e e e e s s snnnnnnes 6
2.1. THE INCREASING IMPORTANCE OF INTERNATIONALISATION.....ccceviiiiiiieeeans 6
2.2. INTERNATIONALISATION AND EXPORT MARKETING .....cuiiiiiiiiiii e 7
2.3. MOTIVES FOR INTERNATIONALISATION. ..c.uiiiiiiie e 8
2.4. EXPORT BEHAVIOURAL THEORIES.... ...t ee e e 9

2.4.1. The Uppsala Internationalisation ProcesseMod..........cccocevvvvvveiieiiiniiniiennnnns 10

2.4.2. The Network Model

2.4.3. Eclectic Paradigm .............covvvveeee

2.4.4. The Holistic APPrOaCH..........oooiii oottt e 13
2.5.  CRITICISM OF THE MODELS..... oot eeee e e e 14

3. THE UK EXTERNAL FACTOR ANALYSIS ...t 15
3.1 STRATEGIC MARKETING PLANNING......ccuiiiiiiii e eeee e e 15
3.2 MARKET CHOICE ... ettt et e e e et e e e e e e en e ennas 71
3.3 ECONOMIC ANALY SIS, .ottt et e e e et e et e e e e e e et e e eenns 18
34 FISCAL ENVIRONMENT .. .. ettt e e et e e e e e a e e e e e e e e 20
35 SOCIAL AND CULTURAL ..ttt eee et et et e e e e e e e eeaas 21
3.6 TRENDS IN BRITISH CULTURE IN FAVOUR OF WINE CONSUMRON ............... 22

3.6.1.  Women IN The WOIKPIACE..........uuiiiiecme et seeeee s 22

3.6.2. Health Campaigns.........oovei oot eeeceee e 23
3.8.3.  TTAVEL e e e e a e e e e e e a e 23
3.6.4. SocCial HabItS ......uveiiiiiieieiie e 23

4. THE WINE MARKET ..ottt ettt e e e e e 24
4.1, CONSUMPTION. .. ittt et e e e e e e e e e e e e e e e e en e e e e eennes 24
4.2, SALES . .. e 26

4.2.1. Sales According To The Type Of WINE ..o eeeeeeeeeeiiieeieeiieieiiiiee 26.
4.2.2. Sales According To The Country Of Origin.........coooeeeeeeviiiivieeeeeiieen 82
4.3. CONSUMER BUYING BEHAVIOUR........coiiiiieiiee e ee e e 29
4.4, DISTRIBUTION . ..ttt et e e e et e e e e e e e e e e e e e ea e e e e aeaannn 32
4.4.1. €] foTod =] =T PSSR PPURRRPRPRPP 34
4.4.2. L0 )1 1101 =] o (ot ST 34
4.4.3. MAJESHIC WINES....oeiiiiiiiiei et e e e e s eer e e e e e s 35
4.4.4, LI LS 10T = SR 35
4.5, COMPETITION. ...ttt r e e et et e e e e ea e en e en e e e e e en e nnn 35
4.6. MARKET DRIVERS ...t e ettt e e e et e e e e e e e e eenns 37

5. INTERNAL AUDIT ..ottt ettt immme ettt e e e e e s bbbt e e e e e e nnnsnbbbebeeeee s 37
5.1. THE COOPERATIVE’'S BRIEF PRESENTATION......ccuiiiiiiiiiieieee e e 37
5.2.  INTERNATIONALISATION PROCESS OF THE GORISKA BRDA COPERATIVE.. 38
5.3, BUSINESS RESULTS....ciiiiiiiii et r e e e e e e e e e e e e e e een e eas 42
5.4. INTERNAL ANALYSIS ACCORDING TO PALIWODA......ccctiieieeieeeieeeeeee e 43

5.4.1. =T 0] ] PSP 44
5.4.2. PrOCESS ...t e e 44
5.4.3. 015711 11 o 45



5.4.4. POWET ..ot 45

5.4.5. PIOOUCT......ceieeie e e e 45
5.4.6. L (070 110 ] 1] o T PR 46
5.4.6.1. Personal SelliNG..........uoiiieiiiiuiii e et eee e e e e e e e e e e e e e eee 46
oY T X V= 4 1 o RPN 46.
5.4.6.3.  SAlES PrOMOLIOI . ...ceiieiieiiieiiieieteeiitii e ee e e e e e e e e e e e e e e e e e e e e s 46
L R0 S =V o] 1o PP PPPY A7
5.4.7. [ Te1] T PP UP U PPPRPRRRRR 47
5.4.8. Place Of Sale/DiStrDULION ..........iiceeaeiiiiiee e e e 48
5.4.9. Planning And CONLIOL...........ooi i ceeeee et e e 48
5.4.10. Precedents Learnt From Marketing Scanning..........cccccvvveeeeeeeeeiiiiiicinnnns 9.4
5.5. COUNTRY IMAGE AS THE FIFTH ELEMENT OF THE MARKETINGVIX.............. 49
5.6, BRANDING ...ttt e e e e et et e et e e ea e e eans 50
5.6.1. = o 1= o PP PORS 56
5.6.2. L 11 o] 1 £ 57
5.6.3.  Villa BIICi..uueiiiiiiiriiie ittt 58
5.6.4. ArChIVE WINES ....ooiiiiiiiiiiii et ettt renee s s 58
6. DATA ANALYSIS. ..ttt e e rre e e e e 59
6.1.  INTERVIEWS .. .ot e e 60
6.1.1. Slovenian Companies In The UK Market..............ooooiiriiiiieiccenennn | 0.6
6.1.2. Governmental INCENTIVES ...........ooommmmmereee e 61
6.1.3. Selling Quantities To Supermarkets Or Qudld Specialised Licences? ...... 61
6.1.4. Expert Opinion On The Quality Of Sloveniaim@!...............ccccccvvvvvreeereeennn. 62
6.1.5. Cooperation Among Slovenian Wine Producer®vide Quantities As Well
AS QUANIEY e it cere et e e e e e e e e e e s s et eeeeeeeeaeaerrrrrarraeaaaaaeeaneaanns 63
6.1.6. Sensitivity Of The UK Wine Market To Visuatage Of The Wine Bottles... 63
6.1.7. Familiarity With The Country Of OFigin..........coccciiiiiiiiiiieeeeeeee i 64
6.1.8. OtNEI BUYEIS .ciiiiieeee et e ettt e e e e e e e et e e e e e s s nennerae s 64
6.2.  QUESTIONNAIRE ANALYSIS.. ...ttt et 65
7. DISCUSSION ... .ccttiiiiiiitiit ettt ommmmmr ettt e e et e e s an e e e e s e e s e srnne e e e s annreeeeenae 71
7.1. INTERNATIONALISATION PROCESS AND THE LESSONS LEARNT...........c....... 71
7.2.  TARGETING THE TWO SEGMENTS OF THE UK WINE CONSUMERS................ 73
7.2.1. TWO MATKETS ..ottt ee e e e e 73
7.2.2. The Price Sensitive MarKet...........commrrreeeerinimieie e snmeee e 74
7.2.3. The Quality And Experience Sensitive CONIBME...........ccvvvvvvureniiiiniireeieenns 75
7.3. COOPERATION WITH OTHER SLOVENIAN WINE PRODUCERS..............cccvvnvees 76
7.4. AWARENESS RAISING ACTIVITIES.... oot eme e 77
7.4.1.  Awareness Raising Through Press. ... iiiiiiiiiiiiiiee e esesiiiiviee e 77
7.4.2.  Awareness Raising Through TOUMSM ....ccceeeeieeiieieeeeiiiiiiiiiiiieieeeeeeee s 78
7.4.3. Targeting British Tourists Who Visit Slovani...............ccoeevcivviiiiieienenennn, 8.7
7.4.4. INEEINEL ... e e e e e 79
7.4.5. Selling Wine In Cooperation With Former Yalgwian Companies ............... 79
8. CONCLUSION . ...ttt e ettt e e et b e e e e e e rmeeeeesabbe e e e e aannreeeas 80
9. REFERENCES ... rereeeer ettt e e e 84
10, SOURGCES.....co ittt ee e e 86
11, APPENDIX L.ttt e e e e 89
12, APPENDIX 2. .ottt e 90

TABLE OF FIGURES

Figure 1. Information Sources Applied in thisS TIBESI.......cccoeeee i e e 5



Figure 2: Classification of Motives to Internatidit®.................evvveeiiiiiiniiie e ieeeeeeeeeeeeen, 8

Figure 3: Classification of International Entry Mef ..............cccceeeiiiiiniiiii e ceeeeeeiees 11
Figure 4:Strategic Marketing Planning PrOCESS euuue.iiiiiviiiiieieeeeee e 16
Figure 5: Marketing AUIL...........coooiiii i s e e e e e e e e e e e 17
Figure 6: Forecasted ECONOMIC INAICALOIS ... ..uceeeiiiiieiiiiieeeeee e erer e e 19
Figure 7: INflation RAtES (20).....cccieeeee e e e e 19
Figure 8: EXxchange Rate FOrECaSt.........uvi et e e e e 19
Figure 9: CoNSUMPLION TIENAS ... .uuuiiiiiiiiieeeeeereeeeeeeeeees ettt eeeeeeaeeeesessssemneeaeeaeeaesesnanens 20
Figure 10: UK Excise Duty Rates on Still Wines &ee than 5.5% ABV but less than 15%
ABV), 1999-2005.......cciitiiiiee ettt et e e e e e e e eaaan———raeaa et —reaeeanaraaaas 20
Figure 11:Trends and Projections in UK Populatidny, Age Group, 1999-2008.................... 22
Figure 12: Workforce in Employment in the UK inliaits, by Gender 1999-2008................ 23
Figure 13: UK Consumption of Various Alcoholic Dk#) 1999-2004 ........cccevveeeeeieiiicivnnnnnen. 24
Figure 14: Data on Consumption of Alcoholic Drink999-2004 ..............cceevvvvveevivinnnnnnn. 25
Figure 15: UK Volume and Value Sales of Wine, 12004 ...............oooeeiieeeeieeeeee e 26
Figure 16: Volume Sales of White and Red /Rosé aNtmklillion Litres...........cccvvveeeeeeennn. 72
Figure 17: Value Sales of White Wine and Red/RABE.W............ceevvevieeiiiiiiiiiiiiiiieeeenns 27
Figure 18: Average Price Of WINE PEr LItIe ... eeeieeeeeieeieeiiiiiisss s eeeeeen e e e e aeaee s 28
Figure 19: UK Imports of Still Light Wine (<15% ARB\Wby Country of Origin, 1999-2003... 29
Figure 20: Consumers’ Attitudes Towards Wine PUBENA............ccceeeviiiiiiiieeeieiice e e 30
Figure 21: Consumers Prepared to Pay More for GQaahlity Wine, 1999-2004 ................. 30
Figure 22: Consumption of Bottled Table Wine, byi@oy of Origin, 1999-2004 ................. 31
Figure 23: UK Distribution of Wine by Trade Sect®000-04 .............coovveievvriirrieeerers oo 33
Figure 24: Off-trade Market Share in 2004 by Value...........ccccvviviiiiiiii e, 33
Figure 25: Leading Multiple Retailers of Wine byriler of Outlets.........ccccvvveiiiiiiiiiinn. 34
Figure 26: UK Leading Wine Brands, by Volume antb&a2004..............cccceeeevieivvvnnnnen. 36.
Figure 27: Major Wine Companies in the UK in 2003............cccooiiiiiiiiiieeeenicieeeeenn 37
Figure 28: Sales of the Cooperative Wine Accordithe Country ........ccccceveveeeeeeeeeiriiin 40
Figure 29: Export Shares in 2004 According to thau@try of EXport............ccoovvvivvveninnnn 41
Figure 30: Export Shares According to the Brand diyghe of Wine.............ccooovvviievininnnn s A2
Figure 31: Key Business Data (in 000 SIT)... o eeeerrerremrmmmmmimmmnnninneieeeeeeenseensaeseeeeeeens 42
Figure 32: Financial Data (in 000 SIT) ......cimmmmeeeiiie e eeeeee e s 43
Figure 33: Export Prices of Cooperative’s High Qiyaland Selected Wines ..........cccccceeeennn. 47
Figure 34: Export Prices of Cooperative’s QualitydaSparkling Wines..........ccccceeevveeeennn. 1.4
Figure 35: Advertising Expenditure for Wine and bagn the UK ...............cooeeiiriinieninnnd 51
Figure 36: Advertising Expenditure as % of thedéaBales.........cccceeeeeviiiiiiiiiniiic s 51
Figure 37: An Example of Successful Advertising @aign - Jacob's CreeK.............ocoevens 53
Figure 38: An Example of a Typical Old World Lahel............ccccccoiiiiiiiiiiiiiiiie e 54
Figure 39: Examples of Typical New World Labelsg@rtinean, Australian, Chilean Wine) 54
Figure 40: The New Look for the French Fruite Catal.............cccoooviiiiiiiiieiie e 55
Figure 41: Bulgarian BIUEIAQE ..........uvuiiicmmecieieeeee e e ettt eee e e e e e e e s e s sssemneeeeeaaeeeseanaens 56
Figure 42: The BagUETi BIrand ..........cc.eiis e eeeeeeeeseisiiiiiieteeeeeeeeaeeaesssssssmseesesassessssnsnnns 57
Figure 43: The QUEICUS Brand............ooiiiceccrieeie ettt remne e ee e e e e e e s e e e 57
Figure 44: The Villa BriCi Brand........cccoooiieiiii i rrn s a e e e e 58
Figure 45: The Cooperative's Archive WINES...uuuuee.cciii i 59
Figure 46: Factors Influencing Wine PUrchase ... e 66
Figure 47: Factors Influencing Wine Purchase DemisAmong the Top Earners.................. 66
Figure 48: The Price Consumers Usually Pay for @Baf Wine ..............cccoeeevveiiiiininin 67
Figure 49: Average Expenditure per a Bottle of WiRepulation 50+) ................cccccuvnnene. 7.6
Figure 50: Familiarity With SIOVENIA ..........oceeeiiiiiiiecr e 68
Figure 51: Feelings Of the COUNIIY ........ooicommee e s 68



Figure 52: Awareness of Slovenia as a Wine Produ€iountry ..........ccceceeeiveeeiieenieeeieeies 69

Figure 53: Experience with Slovenian WINE ...« cooeiiieeii e 69
Figure 54: Would You Consider Buying Slovenian WhrieWas Available in the Shops?.... 70
Figure 55: Willingness to Spend Money on SIOVERNBME ................uvuveiiririeeeeeeeeeee e o 70
Figure 56: Willingness to Spend Money on SloveRli@ame (>£27,000)...........ccccevveevevvvnnnennnn. 71
Figure 57: An Example of a Professionally Presentéide Brand ..............coovvvvvvicciiniinm 76



1. INTRODUCTION

1.1. PROBLEM DEFINITION AND MASTER'’S DISSERTATION PURPOS E

Slovenia has a proud tradition of wine culturejrdpback to Roman times, producing unique
grape varieties (Furer, 2005, p.44). The terramiseitself to wine making with a continental
and Mediterranean climate, the right soils andadition of small holding viticulture. Slovenia

does not produce a lot of wine, but that whichnsdpced is high quality wine commanding
upper medium prices and in some cases falling timtocategory of cellar collections (Furer,
2005, p.44). Traditionally, Slovenian wine has begported to the former Yugoslav republics.
However with the increasing competition in theserkats Slovenian wine producers are
looking for new exporting countries, which wouldadte them to achieve higher returns.

The UK on the other hand is a correspondingly idesiket for Slovenian export:

» The UK is the world’s largest importer of wine bglwe (Jones, 2003, p. 57).

* ltisin the EU, which makes it easier for Sloven@mpanies to export.

e With little domestic production due to an inhosplaclimate, the UK market is open
to imports and does not suffer from the same preguand cultural obstacles to imports
found in wine producing countries (personal obstomd.

» Perhaps most importantly, the UK market has expardiastically over the last 20
years (see Chapter 3). Wine is no longer consumbdby the rich few and the market
has split into many segments, offering excellerthai opportunities for Slovenian
medium to high price wine categories.

On several visits in Britain it has been noticedttBlovenian wine is nowhere to be found.
Coincidently, a reasonably large Slovenian coopsratlose to my hometown, on the border
with Italy, was interested in exports to Britais,apart of their internationalisation plan to add
new countries to their old exporting markets. GaiBrda is a cooperative with approximately
500 wine producers, whose wine ranges from qualdgs C (quality table wine — including
brands such as Villa Brici) to B (high quality wisuch as the famous Quercus brand) and to
A (the highest quality wine under the brand Bagdueri

The company has already located a local Britistriligor who will promote their wine in a
few carefully selected restaurants (Internal So&c2005). Together with a very well known
British wine expert, two types of wine have beeraleped to appeal to the specific British
taste and the two types will be among the firstsotweenter the British market. However, the
main question of whether a bottle of high qualitgpv@nian wine can be successfully sold to
the British consumer still remains. There would auiotedly be severe competition from both
old and new world wine exporters for wine fallingta the cheaper price brackets, and the
limited output of Slovenian wine means it would bet suited to the mass volume shelves of
the chain supermarkets. Therefore the focus ofttigisis will be on exploring the niche market
for medium-high price.

1.2. RESEARCH AIMS

The obvious challenges or questions facing theyeotrthe firm will tackle the existing
demand and market attractiveness, the Cooperatiwvefde and its suitability for the UK
market, consumer awareness of Slovenia as a wipduping country and the appeal of the
existing Cooperative's brand image.



When analysing demand (market attractiveness)lthimos question is what percentage of the
UK market matches the Brda profile by price, typauntry of origin and quality. In order to
estimate the demand for Slovenian wine the anabfsibe following will be necessary: trend
in wine consumption in the British market, supplydademand for wine according to the
country of origin, supply and demand for wine adoog to the type/taste of wine, sales
analysis of the high quality wine, analysis of greeing and positioning of the wine currently
available on the shelves, analysis of distributibannels, legal requirements for entry.

The analysis of the Cooperative's processes angrdfile is necessary and will be tested
against the theoretical assumptions, set in thensechapter. The Cooperative's phase in its
internationalisation has to be mature enough terexich a highly competitive market. Brda is
one of the leading wine producers in Slovenia t#tcooperative structure, high percentage of
young, highly educated work force, high ambitiom&l aincompromising quality standards.
Recently the cooperative has decided to enter nages of the internationalisation process
and to enter new markets with its top quality wiBeecifically for the UK market, two new
tastes and types of wine have been launched. Haowthee company’s product, its location,
established relationships in the UK, the mode dfyemetermination and commitment of the
people to the goal etc. will determine whether thay convince the UK consumer that the
product is the right one.

The most challenging aim of the thesis is to asges&JK consumer awareness of Slovenia as
a wine producing country and a potential for “madeSlovenia” to sell. What has to be
estimated in this thesis is whether British constemeéll actually choose Slovenian wine when
facing purchase decisions at the spot. Whilstveiy difficult to assess what goes on the mind
of a British consumer when confronted with a botifeSlovenian wine on the shop shelf,
stages of a consumer’s constructive processingdaeision-making will be predicted and
analysed at the moment of wine purchase, whicloisidered to involve limited problem-
solving, medium-cost products, quite frequent pasiig, medium consumer involvement and
little search and less thought given to purchasih Wiis type of problem-solving a buyer is
very likely to choose in-store, which puts stressboanding and positioning of the product
(Solomon, Bamossy, Askegaard, 2002, p. 232-344hdhie outcome of the decision-making
process will be analysed and the possibility otisgrSlovenian wine in the evoked set of
brands estimated. For this, data will be gatheredhfsecondary sources (market analysis
surveys) and from first-hand interviews with buysupply chain for the high street. Short
questionnaire is expected to deliver rough feetihgvhat would make British people buy the
Cooperative's wine. Assuming that there is sufficigotential for the Cooperative's export the
identified market niche will be assessed for itsiga

The Cooperative has a well-established brand imeédlian, former Yugoslavian and American
markets. The obvious question is if the existingnior image will appeal to the British taste.
Brand building in the UK market will be a difficuttrocess. From the analysis of the existing
brands on the British market Brda's appeal to fi@lecustomers would be crucial. Quercus
and Bagueri do possess real and objective attshafthigh quality and good value for money,
however the emotional component is for now unknawd is dictated purely on the marketing
component of the launch of the product.



1.3. HYPOTHESES
From the above set goals the following hypothes#dertested in this thesis.

1. GoriSka Brda is pushed from the small home markdtia on its way to higher forms of
internationalisation according to the Scandinagi@ye model.

2. There is a potential for the success of GoriskaaBrdiine in the UK market.

3. GoriSka Brda should enter the market through tlaévidual specialised stores and target
the highest price categories. If the company chedseexport through supermarkets, it
should do so in cooperation with other Slovenianenproducers.

1.4. METHODOLOGY

For the purpose of this case study a pluralistithoaology was adopted, incorporating both
qualitative and quantitative approaches, wherearesebias is minimised by methodological
triangulation (Simon, Sohal, 1994, p.34). Firstiheoretical approaches were analysed.
Secondly, secondary data was processed. And thipdipary data from the interviews with
London-based retailers and buyers was acquired duaestionnaires and in-depth interviews.

Information has been gathered from several sourpesjary and secondary, and data
presentation can best be described through “triatign of methods” (Simon, Sohal, 1994,
p.34):
* In phase one, crucial concepts were generated usinvgriety of means such as
literature reviewandcontent analysisf relevant documents.
* In phase two, the themes of the research projert eaborated through open-ended,
non-standardized interviews.
* In phase three, data was gathered through a stiinedmuestionnaire.

14.1. Case Study Research

It has been argued that qualitative research ikatiaig research lacks the rigor and objectivity
of the quantitative research (Baker, 2001; Patiwh Applebaum, 2003; Poon and Swatman,
1997). The attack is on the personal involvementhefresearcher and the lack of distance.
Case studies have been viewed in a less favoulatie in terms of research (Patton,
Appelbaum, 2003, p. 63).

Definitions expose a case study as “an empiricgliny that investigates a contemporary

phenomenon within a real-life context where therulawies between phenomenon and context
are not clearly evident, and in which multiple s of evidence are used” (Yin, 1989, p.1).

“Case studies typically combine data-collection moels such as archival searches, interviews,
guestionnaires, and observation” (Yin, 1989, p.While quantitative data often appears in

case studies, qualitative data usually predominates

The case study research has been chosen to stippdtiesis since the investigator has little
control over events and since the focus is on deooporary phenomenon within some real-
life context (Yin, 1989, p.12). The case study ltd Cooperative entering the UK market is
designed to evaluate the real-life situation in th€ market and to realistically predict sales.
The intervention, which should occur in this marketording to Yin is the Cooperative



entering the British market. It is essential tareate how consumers would react to that and to
propose the best entry strategy.

As with any other case study research, this thegsone to the author’s personal involvement
and lack of predetermined procedures. However, maxi objectivity has been aspired in this
as in any other case study. Namely, case studiesrgiéy “utilise a plethora of data collection

methods including observation, interviews, hist®riand quantitative measures” (Patton,
Appelbaum, 2003, p.64) to ensure the maximum objectand determination. The use of

multiple data-collection methods therefore providé®nger substantiation of constructs and
hypotheses. “Analysing data in different spacesljfégrent times and in different contexts and
using different data sources to study the samecblfipterviews and archived records) all

serve to attain triangulation and increase confideimn conclusions” (Patton, Appelbaum,

2003, p.64).

The ultimate goal of the case study, write Pattod Appelbaum, is to “uncover patterns,
determine meanings, construct conclusions and bhddry” (Patton, Appelbaum, 2003, p.65).
In order to achieve these ultimate goals, bothitpiale and quantitative research have been
applied for the purpose of this study. As previgusitcussed, initially no such combination of
methods was intended and the Mintel (Market Irgelice Food and Drink) survey findings
and unstructured interviews were planned to besihle sources of analysis. However, it
became clear that the increase in the level oflfanty with Slovenia and its products would
become one of the main factors of entry successiall therefore essential to determine
whether potential British consumers knew Sloversiaavine producing country and whether
they would be willing to buy Slovenian wine.

Case studies can incorporate several different odsthincluding participant observation,
structured or unstructured interviews and examomatif documentary material. As one of the
basic qualitative research methods, structuredgjsth interview was applied for sorting and
screening ideas and preliminary exploration. Thdeapth interview as a research method was
used because it is “discursive and allows the rebea and respondent to explore an issue”
(http://www.pra.ca/resources/indepth.pd?005). In-depth interviews are used throughout
research to determine individuals' perceptionsjiops, facts and forecasts, and their reactions
to initial findings and potential solutionkt{p://www.pra.ca/resources/indepth.p2005).

The interviews were structured and adjusted toitkerviewee’s area of interest. On some
occasions data was obtained from informal meetisgeh as, for example, the author's
attendance at the London Wine Fair or via emailroomication.

The data of the second part of the research pexentthis chapter was gathered through
guestionnaires, which were handed out to wine aomess on the streets of London. This
survey research ultimately recorded the familiaritly lack of it, of 66 wine consumers with

Slovenia and its wine. Survey research “connofaopect to get information from a sample of
people by use of questionnaire”, wrote Tull andalim (Baker, 2001, p.384). “Questions may
be asked in a personal interview, by telephonet sy mail” (Baker, 2001, p.384).

The aim of the questionnaire from this thesis wastdst the potential attitude of the
respondents towards Slovenian wine. Potentiallycauld be used to predict consumer
behaviour once Slovenian wine appears on the sheleen though the sample of 66
respondents cannot be used for general predictiorLdndon, a city of 7.2 million
(http://www.statistics.gov.uk/census2001/pyramidggsdh.asp2005) inhabitants.




1.4.2 Data SourcesUsed In This Study

As previously mentioned, this thesis has attempieghther information from several sources,
primary and secondary (see Figure 1), and dateepta&son can best be described through
“triangulation of methods” (Simon, Sohal, 1994,4):3
* In phase one, crucial concepts were generated wsivgriety of means such as
literature review and content analysiof relevant documentsMintel and Keynote
reports, data from the wine shops, internal datarfrthe Cooperatiye
* In phase two, the themes of the research projert eaborated through open-ended,
non-standardized interviews ifve expertsi.e. people from the industry, experienced
with Slovenian wine, - and off-trade buyejs
« Finally, in phase three, data was gathered thraughandardizeduestionnaire The
third phase lacks proper representational samgighnis due to the limitations of one
researcher.

The so-called “generative triangulation” (Simon,h8lp 1994, p. 34) can be used for the
employment of informal methods. It aims at formatadenrichment or it simply proves their
validity. Informal techniques are supposed to hsirverucial concepts from the target
population, which have to be elaborated in phagedimhe strategy through the use of semi-
formal interviewing (or some other appropriate t@ghe). Where random samples are
obtainable, informal data is finally tested amon@er section of the population using the
more formal procedures (Simon, Sohal, 1994, p.35).

Figure 1: Information Sources Applied in this Thess
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2. LITERATURE REVIEW

2.1. THE INCREASING IMPORTANCE OF INTERNATIONALISATION

The rapid changes in the international sphere aedgtowing importance of international

markets to companies of all sizes force small amdliom size companies to look for new
markets. It has been argued that a pattern cawvdieeel according to which companies will

internationalise and seek foreign markets. Whitgré are several theories explaining the
internationalisation path, none of them is totatliable as globalisation among other things
increased the likelihood of chances and coincidentgch interfere in the stage process of
internationalisation.

Many factors, including technological progress almlvered communication costs,
improvements in transportation and logistics, eiimss, lowering of barriers to trade, the
growth of international strategic alliances etcthballow and force companies to look outward
and to either begin with the internationalisatiomogess or to expand in their
internationalisation (Albaum, Duerr, Strandskov)20p.2).

The above listed reasons have caused internasaitiali to become one of the key success
factors for any company. Internationalisation eeatdompany to grow. Furthermore, the stage
of internationalisation indicates its growth orgeaof development. Namely, as Coase puts it,
firms grow with (Bradley, 2004, p.48): “increaseas spatial distribution of the exchange
transactions organised; increases in the similarfitthe exchange transactions; and increases
in the likelihood of changes in prices of asseiadpéransferred”. All three conditions, argues
Bradley, are more likely to occur in internationzrkets than in purely domestic operations.

Apart from the analysis of internationalisation gaes, specifically of mastering the foreign
market, there is a need to analyse small firm $ipsciA small firm is a firm with fewer than
500 employees but with sales greater than $500(B@rd and Lyles, 1994, p.48). It is
believed that knowledge and experience play crymaal in the internationalisation process of
a small company anywhere in the world; howeverrehs still a question of global-born
exporters or global companies (Baird and Lyles419948).

The main question to be addressed in this theatqi@rt is what determines the success of the
internationalisation process. If a firm wishes mternationalise, can we argue that business
knowledge and international experiehcare the most significant factors influencing the
success of the internationalisation? Or can we lgirspy that there is no such thing as a
pattern for the step-change programme from domasticternational company. If we assume
that the widely recognised model of internatioralen can be applied for the majority of
companies, can we say that GoriSka Brda is one soicipany? If not, how can we predict its
next moves and success?

Unfortunately, domestic markets can only rarelyyfghtisfy company’s expectations. This is
specifically the case for companies originatingriremall markets like Slovenia where the so-
called push forces are stronger. For the purpdstgsostudy export behaviour theories will be
examined closely, since these, in contrast tortermational trade theories attempt to explain
“why and how the individual firm is engaged in erpactivities and, in particular, how the

! Business knowledge and international experieneeaacording to the Scandinavian school the twontbst
important factors determining the success of tiermationalisation process (Johanson and Vahing0,19.11).
More on the Uppsala internationalisation modehia $ub-chapter 2.4.1.
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dynamic nature of such activities can be concepedil (Albaum, Duerr, Strandskov, 2004,
p.62). Scandinavian internationalisation model &ndndinavian stage theory will be analysed
and used to support the hypothesis for the cagly.sGome of the international marketing
approaches will also be borrowed, since they ndymmapresent the necessary support for the
marketing strategy.

2.2. INTERNATIONALISATION AND EXPORT MARKETING

It seems that international marketing is provinghe of ever-increasing importance to
companies of all sizes, to their customers, and tational economies
(http://www.tradeforum.org/news/fullstory.php/aid273harpening_your_Competitive_Edge.h
tml, 2005). For most companies, export operationgladnitial step in internationalisation.
Whilst it is true that market opportunities sometgrtake companies to higher, investment
options of entering the market, for most comparesport is the key to the increased
internationalisation (Albaum, Duerr, Strandkov, 200.70).

Internationalisation has become a must in the dilsibg world of today. Internationalisation
may be thought of as “a process, an end result arag of thinking” (Albaum, Duerr,
Strandkov, 2004, p.5). Internationalisation ofranfmeans that “a firm becomes more involved
in and committed to serving markets outside ofid@se country” (Albaum, Duerr, Strandskov,
2004, p.5). There are many definitions of intemrdilisation and more recent ones describe
internationalisation as a process by which firmsréase their involvement in international
business activities (Johanson, Vahlne, 1990; Jamaridattsson, 1988). “Internationalisation
can be viewed as an overlapping, ongoing processrevkhe connections between such
processes create constantly new intersecting gngap({Andersson, 2002, p.369).

At the beginning it is worth mentioning that oveetyears attempts have been made to find a
standardised measure for internationalisation. Ekengh no generally accepted measure for
internationalisation exists, Albaum et al. pointtie Sullivan’s measurement model which can

be presented for the orientational purposes.

Sullivan’s model is based on the following (Albaubuerr, Strandskov, 2004, p.8):
» Foreign sales as a percentage of total sales;
» Foreign assets as a percentage of total assets;
» Overseas subsidiaries as a percentage of totabisauiss;
» Physical dispersion of international operations;
* Top managers’ international experience.

Many theorists have tried to explain why internagilisation of the company occurs in the first
place (Johanson, Mattsson, 1988; Fletcher, 200iankon, Vahlne, 1977 etc.) and there is a
general consensus that a company is driven fitstiyhe home country market factors (push
factors), host country market factors (pull factaad the firm specific factors. This structure
dictates the key points of a rough market analykia.company faces a decision, whether to
enter a specific market or not, one should stannfthe above mentioned four points and
develop its analysis further into “the analysisnmdirkets and potential markets, the planning
and development of products and services that coasuiwant, the distribution of products
through channels that provide the services or auewees demanded by purchasers, the
promotion of products and services to inform andcate consumers about those products and
services, the setting of prices that reflect boteasonable value of products or services to the



consumers, as well as a satisfactory profit orrmetan investment and the technical support
given to customers to ensure their satisfactionb@dm, Duerr, Strandskov, 2004, p.4).

Before the internationalisation models are intraum this chapter, however, the motives i.e.
the main drive of internationalisation process@og to be discussed. The explanation, why
a firm engages in international activities, wiletefore follow.

2.3. MOTIVES FOR INTERNATIONALISATION

From the review of the export behaviour theorieis imow quite clear that the main question
they try to answer is why do companies engage ternational activities (Johanson, Vahine,
1990; Dunning, 2001; Bradley, 2004 etc.). “Regasdlef how the business firm explicitly
states its major objective there is really only basic or primary incentive — to make a profit”
(Albaum, Duerr, Strandskov, 2004, p. 62). Namekpaet business to the exporters is mostly
the “difference between a profit and a loss for #wmtire company” (Albaum, Duerr,
Strandskov, 2004, p.62). In addition, Albaum statésreign operations, including exports,
lead to stability of profits”.

However, despite the underlying profit making metithere can be further discussion of the
proactive and reactive motives, since this migfiuence the success of the company’s export
(Fletcher, 2001, p. 30). According to Czinkotaygmtive motives are initiated by the company
and cause strategic changes, whereas reactive endaie initiated by the environment and
force the company to react and adjust to the chd@Ggékota, Moffett, Ronkainen, 1999,
p.368).

In general there are different kinds of stimuliieiluences, which cause a firm to engage in
exporting. First, the motivational factors are sfied as internally influenced (such as
managerial urge, economies of scale, risk divesiibn, excess capacity of resources etc.) or
externally influenced (foreign market opportunitiehange agents, unsolicited orders, small
home market etc.). Secondly, motives include stddradomestic markets and harsh
competition from foreign producers. Even when anfiis successful at home it may be
attracted by business opportunities abroad (GraphE@82, p. 60).

Figure 2: Classification of Motives to Internationdise

Formatted: Bullets and
Numbering

INTERNAL EXTERNAL
PROACTIVE Managerial urge Foreign market opportunities - {
Marketing advantages Change agents

Economies of scale

Unigue product competence

REACTIVE Risk diversification Unsolicited orders

Extend sales of seasonal product Small home market

Excess capacity of resources

Stagnant or declining home market

Source: Albaum, Duerr, Strandskov: Internationalrkéting and Export Management. 2004, p.63.

Howell argues that there exist logical and ratiomasons for expanding into a new market,
such as lower manufacturing costs, more rapid nhagi@nth, saturation or decline in home



markets, obtaining new resources such as techewxpartise and financial incentives (Howell,
2004, p.236). Apart from the rational motives to gjwroad there are also “irrational” ones,
such as personal ambitions and a chief executivision to pursue a foreign marketing
strategy (Howell, 2004, p.236). According to Albauuerr, and Strandskov, the distinction
in motives is important because it “identifies tregure of the export decision task” (Albaum,
Duerr, Strandskov, 2004, p.63). Apart from therimédly and externally stimulated initiatives,
the motives are categorised in terms of whetheelport activity is of a reactive or proactive
nature.

Having analysed the motives of the internationtitisa the subsequent question is: How
certain can we be that a company is on its wayréfitp What needs to be done in order to
enlarge the volume of sales? Can we claim that i€ompany is already performing
internationally, the chances of its success orrticpéar market will be higher?

2.4. EXPORT BEHAVIOURAL THEORIES

In the last two decades we have witnessed a vastisinof research of the internationalisation
process of the firm (Johanson, Vahine, 1990, p.Whjch is not surprising, considering the
importance of the international trade over the mégears. The ways in which firms become
increasingly involved in international activitieis, one of the central topics of international
business research (Andersson, 2002, p.365). Ttemmtionalisation process, as Johanson and
Vahlne put it, is manifested in many ways: “estslintnent of foreign subsidiaries, international
joint ventures, licensing agreements, internatioadbertising campaigns etc.” (Johanson,
Vahlne, 1990, p.11). However, there is not a sisfgedardised model of internationalisation
so far, instead theorists derive their findingsrirthe conclusions of empirical Scandinavian
internationalisation process research (Johansonvamthe, 1977, p.23) and develop further
ideas of internationalisation process (Gronhau§21®unning 2001; Andersson, Gabrielson,
Wictor, 2004).

The study of internationalisation process includége Stages Approach. According to this
approach, the internationalising firm increases dgsnmitment to foreign markets and
simultaneously gains knowledge with relation tostmharket In contrast, The Learning
Approach attempts to explain patterns of internationalisatioehaviour. This approach
recognises the internationalisation process asesalttionary, sequential build-up of foreign
commitments over time due to interaction betweewwtadge of foreign markets, and
increasing commitment of resources to their develem” (Fletcher, 2001, p.28). The
Contingency Approactoes not commit itself to one or two factor anaybut is based on the
premise that firms’ international evolution is irihced by several market-specific and firm-
specific characteristics. Andresson, Gabrielss@h\dictor view export activities as dependant
upon the following factors: “the size of the firthe age of the firm, the technology level of the
firm, the age of the CEO, occurrence of plannind #re perceived dynamism in the firm'’s
environment” (Andersson, Gabrielsson, Wictor, 2004.23). External situations or
opportunities may cause firms to skip some stagddfaerefore to firstly enter markets that are
psychically distant from the home country. Finalljhe Network Approachattributes are
contingent to development of networks of relatiopstover time. Namely, international actors
build up knowledge about each other as they intewalgich is to bind them closer together
over the time. The market and the role of a firmhat market play the central role in The
Network Approach (Fletcher, 2001, p.29).

2 It may as well be the other way around, sincs difficult to separate the two processes.
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Theories of export behaviour identify several stagethe process of internationalisation and
although each theory uses a different classificaicheme, the theories all portray one
common view: the decision to go international igradual process that can be subdivided
(Albaum, Duerr, Strandskov, 2004, p.61-62).

More recent empirical studies indicate that Theg&aApproach is most effective in
explaining the export development process when emieg are grouped either according to
similarity in managerial attitudes, or accordingth® size of firm and product orientation.
Other studies have confirmed that there is a gépattern of evolutionary development. “An
understanding of the importance of initial expeciemand the learning process is important for
smaller companies and for smaller countries, eafigdor late-comers to internationalisation”
(Albaum, Duerr, Strandskov, 2004, p.71-72).

In order to assess which model can be best apfiiethe medium-sized company such as
GoriSka Brda, brief presentation of The Scandimav@chool Internationalisation Process
Model will be discussed and a presentation of #terlglobal internationalisation models will

follow. These models were on several occasions/elérirom The Uppsala Model and they
now represent its critical views.

2.4.1. The Uppsala Internationalisation Process Model

In this model, the internationalisation of the fifsnseen as “a process in which the enterprise
gradually increases its international involvemedthanson, Vahine, 1990, p.11). This process
evolves through the development of knowledge alfowtign markets and through the
increasing commitment of resources to foreign mark#ohanson, Vahine, 1990, p.11).

Johanson and Vahlne made distinction between gtasrket commitment and market
knowledge) and change aspects (current businegsitiasf commitment decisions) of

internationalisation. Market knowledge and markemmitment are assumed to affect
decisions regarding commitment of resources tadarenarkets and the way current activities
are performed. The process is seen as “causal yds market knowledge and market
commitment are affected by current activities anthmitment decisions (Johanson, Vahlne,
1990, p.11-20).

Johanson and Vahine follow Penrose in distingushetween two kinds of knowledge:
objective and experiential knowledge (Johanson,IngHL990, p.12). The first can be taught,
whilst the second can only be gained through bssimxperience. Experiential knowledge is
considered to be more valuable than objective kadg¢ in such circumstances since it allows
for “... direct knowing, immediate understanding,ridag without conscious use of reasoning,
or making a choice without formal analysis” (Jol@msVahine, 1990, p.12). Unfortunately,
according to the model, market experience is targel extent country-specific, and cannot be
generalised to other country markets that easiyer@ is some room for manoeuvre however.
Firstly, if market conditions are stable and hommagmus, secondly, if a firm has considerable
experience from markets with similar conditionsd aimrdly, when firms have large resources,
relevant market knowledge can be gained in waysrdtian through experience (Johanson,
Vahlne, 1977, p.28).

The Internationalisation Process Model recognibescbexistence of various companies in the
market, where the companies’ interests and ideag Vapeople are engaged in a foreign
market they are more exposed to the influencegaslilems of this market and will therefore
look for solutions, which will be promoted later amthe process. “The model expects that the
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internationalisation process, once it has stanll,tend to proceed regardless of whether
strategic decisions in that direction are madeotit fJohanson, Vahine, 1990, p.12).

The Scandinavian model can be particularly usefusupport the argument for entering the
British market for the two following reasons. Histit predicts the firm’s engagement in the
specific country and it partially selects the matket the country should enter first. Namely,
according to the Internationalisation Process Modelfirm’'s engagement in the specific
country develops according to an established chainthe beginning no regular export
activities are performed in the market, then expakes place via independent representatives,
later through a sales subsidiary, and eventuallnhufeeturing may follow. The market
experience in the first stage is practically zevbilst the second stage sees the firm as having
an information channel to the market and receivétgeast superficial information about
market conditions. Gained knowledge is accumulaéind leads to more differentiated and
wide market experience (Johanson, Vahlne, 19903)p.XVhilst there are a number of
strategies for market entry and development auailaido a company that seeks to
internationalise, selection of mode of entry isdahsn experience or chosen as the result of the
thorough analysis (Koch, 2002; Albaum, Duerr, Siskov, 2004).

Figure 3: Classification of International Entry Mod es
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Source: Albaum, Duerr, Strandskov: Internatidfiatketing and Export Management, 2004, p.252.

The second pattern explained by the model is thasfenter new markets with successively
greater psychic distance, which is defined as ‘$hen of factors preventing the flow of
information from and to the market(Johanson and Vahine, 1977, p.24). Firms start
internationalisation by going to those markets tbag most easily understand. There they see
opportunities and there the perceived market uaicgytis low.

3 Examples are differences in language, educatiosinbss practices, industrial development, cultpcditical
systems, etc.
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This model has grown out of empirical research abBwedish companies competing

internationally. Findings of this empirical studgve encouraged other theorists to look for
similar patterns in their country firm behavioumdaeven though the learning process
described in internationalisation theory has bdtaclked in the most recent years (Forgsgren,
2002, p.261) there have been persistent studigmosimy the school (Gronghaug, Kvitastein,

1992, p.57-70; Clark, Pugh, 2002, p.283-301). Titernationalisation pattern has however
gained the greatest support in the eighties aretiegifrom the universities in Manheim, USA,

Australia and Turkey. The strongest support for tihadel was provided by the Norwegian

school, namely by prof. Gronghaug and Kvitasteit982.

Whilst it can be claimed that the Scandinavian PsscModel has been widely recognised,
mostly by European schools, it might be that thieirgaof European companies in the eighties
and nineties of the previous century as such fotoedcertain type of behaviour. The pattern
has been proven on Slovenian companies (Jak¥99), which is also why so much space is
dedicated to the model in this thesis.

2.4.2. The Network Model

Firms in industrial markets are engaged in mordees lasting business relationships with
other business actors (Fletcher, 2001, p.28-4%)e‘felationships are connected by networks
which develop as a consequence of the interacte@wden firms, where a specific firm is
engaged in a network of business relationships cising a number of different firms —
customers, customers’ customers, competitors, mrpphgents, consultants, distributors, etc.”
(Fletcher, 2001, p.28). The Network Approach telinationalisation is claimed “to be able to
capture some of the complex dynamics of internatieation, including interconnectedness
and concurrence of internationalisation proces@&stiersson, 2002, p.369).

The network view suggests that “all actors in amoek are more or less active and that the
establishment of new relationships and the devedopnof old is a result of interaction
between active parties” (Johanson, Vahlne, 199Q19)p. In terms of networks,
internationalisation means that the firm gradudiyelops business relationships in networks
in other countries (Johanson, Mattsson, 1988, pP.3THAis can be achieved (Johanson,
Mattsson, 1988, p.304):

» Through the establishment of relationships in coumetworks that are new to the
firm.

» Through the development of relationships in thostevorks.

» Through connecting networks in different countries.

The relationships of a firm connect the firm toetmetworks. The actors are bound to each
other through a number of different ties and a e entrant therefore does not posses a full
insight into the situation. For example, a charin@rmediary can enter a market extension
process through a powerful supplier who wants weca wider geographical region with the
help of only one distributor or through joint profje sponsored by public institutions and as
part of a wider initiative.

According to Johanson and Vahine, the Internatisatibn Process Model does not oppose
The Network Model. On the contrary, it assumesstrae thing — network knowledge is based
on the experience from current business actividresurrent business action. Some companies
go directly to more distant markets and more rgpsdit up their own subsidiaries (Johanson
and Vahine, 1990, p.20).
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2.4.3. Eclectic Paradigm

Whilst The Internationalisation Model explains apcedicts the mode and pattern of the
internationalisation process up to the multinatidimen, Dunning’s Eclectic Paradigm explains
the extent, form and pattern of international pwigin, which relies on three sets of
advantages (Dunning, 2001, p.176):

« The so-called “O” advantage or the ownership adgmt which is “the (net)
competitive advantages which firms of one natidpglossess over those of another
nationality in supplying any particular market et sf markets”.

« The “L” advantage or “the extent to which firms olse to locate these value-adding
activities outside their national boundaries”.

« The “I” advantage or “the extent to which firms peive it to be in their best interests
to internalise the markets”.

The Eclectic Paradigm predicts that production ballestablished where the above-mentioned
advantages can be exploited. The internationadisathodel is different from this point of
view, since it predicts that firms are going torstaith their international activities in the
neighbouring countries, which may as well mean that is where the OLI advantages can
best be enjoyed.

The Eclectic Paradigm further suggests that theifsignce of each of these advantages is
likely to be “context specific” (Dunning, 2001, @-4), and is likely to vary among firms,
across industries, regions or countries. Thus taezdikely to be country-specific differences
in the ownership advantages of for example Slovefitrmns compared to British firms. The
extent of internalisation depends on the markeeligment and is industry specffi@s some
industries offer significantly more room for intatisation than others.

Dunning argues that The Eclectic Paradigm is bexginded as a framework for analysing the
determinants of international production rathernttes a predictive theory of the MNE
(Dunning, 2001, p.177). Johanson and Vahlne resegttie high explanatory value of the
eclectic theory when they state the following ieithtext: “In terms of explanatory variables
the difference is dramatic. The Internationalisatidodel in its original version explicitly used
only one — the firm's knowledge - whilst implicittiiere was another — relationship to other
bodies on foreign market. The Eclectic Paradignthenother hand has the objective of giving
a full-fledged explanation of the firm's foreignesptions” (Johanson and Vahine, 1990, p.17).
However, they claim, “The Internationalisation Thes dynamic in nature as opposed to the
static Eclectic Theory” (Johanson, Vahine, 1990,8p. Namely, The Internationalisation
Process Theory recognises that transactional adsisge over time, whilst The Eclectic
Paradigm assumes that the decision makers invavwedational and well-informed from the
start and all the way through the internationailisaprocess.

2.4.4. TheHolistic Approach

The Holistic Approach explores different views orernationalisation. The basic assumption
is that internationalisation is no longer just antweard-driven activity and that firms also
become internationalised by undertaking importdetivities and activities in which “inward”
and “outward” activities are “linked” (Fletcher, @D, p.31).

4 The industry specificacy can best be interpretec iway that for example computer production alldars
greater internalisation than for example dairy picidproduction, as parts of computer are not agpéeature
conditioned, neither are they »rushed« into sayeshiort durability.
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Fletcher conducted a survey on internationalisadiot international involvement of firms. He
discovered that a majority of firms engage in “iméWaand “linked” international activities as
well as “outward” activities and by that he ques&id the traditional view that
“internationalisation should be progressive andentental” and he explored the issue of de-
internationalisation and its role in the long-temternationalisation of the firm” (Fletcher,
2001, p.28-49).

Fletcher argues that in response to rapid develatsie internationalisation of the market as a
whole, more complex forms of international behavibave evolved. Customers demand quick
supplies, ask for lower prices, which forces lowsoduction and promotional costs. If

companies want to become and stay competitive, tdep need to be internationally

cooperative. “These changes in the environmentjues Fletcher, “call for a new approach
that embraces a more holistic view of internaticeagion. This new approach needs to
recognise the following factors” (Fletcher, 20029):

1. Firms can become internationalised also by inwanged activities and not only
through outward driven activities.

2. Outward internationalisation can lead to inwar@inationalisation and vice versa.

3. More complex forms of international behaviour wiboth inward and outward
international activities are required for interoatlisation.

4. Internationalisation should be viewed as a glolotivily. Internationalisation does not
mean only the outward expansion international did#/ but it has to be seen as the
contraction of the international activitfes

The Holistic Approach is one of the newest appreado internationalisation and it might be
more applicable to globally-born companies or tgéa corporations with its dispersed units. It
might also happen that the nature of the businesthe® ownership structure sometimes
prohibits or slows inward internationalisation. THelistic Approach might not explain the
Cooperative’s internationalisation path as it issthooutward driven. So far there has not been
much of inward internationalisation activities tlwatuld speed up the internationalisation on
the whole, however joint ventures, especially ighty competitive markets such as the UK,
should be the very desirable way forward and thep€ocative should definitely consider these
options apart from purely export oriented actigtie

2.5. CRITICISM OF THE MODELS

From the viewpoint of the firm, internationalisatiés an evolutionary process (Johanson,
Vahlne, 1990, p. 11-12). Through this process,ifore@xperience gained over time results in
accumulated organisational knowledge. However, afe the biggest challenges in
internationalisation research has been to findntwelel of the internationalisation process.
There have been many attempts to standardise tiiegbaa company in its change from
domestic to international market. The developedatotdave mostly been based on empirical
research and as such extremely reliable. Howevee md them has been able to sustain the
criticism of the cultural differences and firm sifiecfactor. The closest one to achieving the
standard was the Uppsala school and its reseamtiucted in the late seventies and early
eighties of the Zbcentury. The so called Scandinavian Internatiga#ibn Process Model has

® Dunning talks about de-internationalisation (Dungi2001, p.173-190).
% Due to firm specifics some companies are descrisesborn globals« (Baird and Lyles, 1993).
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become one of the most cited and referred to madetse last 30 years and as such the most
credible stage model of all tinfes

Another worrying fact with regard to internatiorsaiion models is low level of success
predictability. One can unfortunately not predidta would happen to a firm on its chosen
path to the outside world, since this is determibgdeveral factors. Whilst it can be claimed
that Dunning managed to come the closest to coingriall of the factors influencing
internationalisation (which includes some of theuasptions of The Contingency Model), it is
believed that it is more likely for small companteschoose its neighbouring markets, since
the potential risk of these markets is lower. Idiadn to this Fletcher argues that “national
borders are becoming increasingly irrelevant”, eirisland other issues require firms “to adopt
a more dynamic as opposed to an incremental appread switch between forms of
international involvement as changing market cirstances require” (Fletcher, 2001, p.28).

Fletcher argues this point further, stating thatm$& are no longer alone. “Firms’
internationalisation processes are interconnectetiadten take place concurrently (network
approach)” (Fletcher, 2001, p.29). One implicatioh an increased complexity in the
internationalisation of the firm is that a firm'sicreased involvement in specific foreign
countries needs to be replaced by a regional approblamely, that of the increased
importance of regions and rationalisation of ati##g (Dunning, 2001, p.173-190).
Furthermore, globalisation of activities shouldtheroughly examined, where the advantages
from internalisation and not purely external adtds of a firm play a crucial role (Dunning,
2001, p.173-196) On the other hand, theorists have argued thatriter to understand
internationalisation process fully, a more holistjgproach to internationalisation needs to be
applied (Fletcher, 2001, p.28-49).

Everything implies that one is right to assume s Internationalisation Theory can best be
applied for early stages of the internationalisafiwocess, whilst The Eclectic Paradigm and
The Holistic Approach should be used for the alydaternationalised companies. If this is the
case, the problem of the internationalisation migtwf a company arises. A closer look into a
company and its processes is required in ordeglexsthe most appropriate strategy.

3. THE UK EXTERNAL FACTOR ANALYSIS

. 7| Formatted: Bullets and
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3.1 STRATEGIC MARKETING PLANNING

When a company decides to internationalise, a allygflanned internationalisation strategy is
required. Strategic marketing planning is basestl§iron a market potential assessment and
secondly on internationalisation strategy buildi@grtain theorists have defined the various
stages in the strategic marketing planning procéé& majority of them focus on the
importance of one crucial stage: the environmesgalit. This will be conducted for the UK
market.

The UK market in general is on of the fastest gngumarkets in Europe and as such highly
attractive for many companies either exporterseestors. The UK wine market in particular

" Author's observation, based on the hits of thechelay word »internationalisation«.

8 Dunning's Eclectic Paradigm is sometimes defiredesolutionary paradigm (Fletcher, 2001, p.31jpafhson
however, believes that The Eclectic Paradigm arel Mternationalisation Process Theory are basdati®@same
grounds even though »their perspectives differ icemably« (Johanson, Vahine, 1990, p. 16-17).
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has “woken up” and is very alert and open to amgresting as well as well established wine
brands. Not only are the British consistently pgymore on average for each bottle, but they
are also consuming more wine. The trend shows ribeease of sales of wine off-trade —
sometimes called the “take-home” wine, even thailnghreturns on sales are higher on-trade
or on the wine sold in the restaurants and pubs.

It is of particular interest to companies who wishexport wine to the UK market to know
what they will be faced with in the forthcoming yea Secondly, from the consumer
perspective, it is necessary to show what influerthe British consumer when facing purchase
decision or to identify typical UK consumer buyibghaviour. If wine can best be described as
a price sensitive product, the strategy will in@wdifferent steps as wine is less price-elastic.

Planned internationalisation requires a "game plar@nagement has for positioning the
company in its chosen market arena, competing ssfidéy, pleasing customers and achieving
good business performance (Thompson and StricklE8fh, p.2). McDonald defines ten steps
of the strategic marketing planning process, preserin Figure 4 below. McDonald
emphasises marketing audit’s role in the stratpianing process as “a systematic appraisal
of all the external and internal factors that haffected a company's commercial performance
over a defined period« (McDonald, 1999, p.52), othathors however, may refer to it
differently, but it still in essence represents s@me thing: external and internal factor
analysis. Paliwoda speaks about the essential R@fmoda, 1999, p. 531), Albaum about
market definition (Albaum, Duerr, Strandskov, 20@1159), Porter about the five forces
analysis littp://www.valuebasedmanagement.net/methods_péicter forces.html 2005) etc.

All these definitions in fact mean different forrmsenvironmental scanning (Brownlie, 1999,
p.581-601). Environmental scanning serves as thest meliable indicator of the
internationalisation success (Brownlie, 1999, p-681).

Figure 4:Strategic Marketing Planning Process

Phase 1: Goal setting Mission
Corporate activities
Phase 2: Situation review Marketing audit
SWOT analysis
Assumptions
Phase 3: Strategy formulation Marketing objectives and strategies

Estimate expected results
Identify alternative plans and mixes
Phase 4: Resource allocation and Budget
monitoring First year detailed implementation programme
Source: McDonald in Baker: The Marketing Book, 199%2.

McDonald argues that any company carrying out atitawill be faced with two kinds of
variable: external and internal (McDonald, 199%1). Figure 5 shows areas, which should be
investigated under both headings.
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Figure 5: Marketing Audit

External audit Internal audit

Business and economic environment Own company

Economic, political, fiscal, legal, social, cultyrg Sales (total, by geographical location, by indastri
technological type, by customer, by product)

Intra-company Market shares

The market Profit margins, costs

Total market, size, growth and trends (value volumg Marketing

Market Marketing mix

Characteristics, developments and trends; produdfsriables: product management, price, distribution,
prices, physical distribution, channels, customggsomotion, operations and resources
consumers, communication, industry practices

Competition Information
Major competitors Research
Size Key strengths and weaknesses

Market share coverage

Market standing and reputation

Production capabilities

Distribution policies

Marketing methods

Extent of diversification

Personnel issues

International links

Profitability

Source: McDonald in Baker: The Marketing Book, 199%3.

Some authors see environmental analysis as oneopanm overall analysis (Doyle, 1999,
p.305). Namely, in formulating the choice of targerket, the firm must focus its research in
six major areas, i.e. market analysis, customelysisa competitive analysis, trade analysis,
environmental analysis and economic and stakehaldalysis (Doyle, 1999, p.305). Paliwoda
considers environmental scanning to be a tool sk rminimisation. “In the international
context background factors become unknown factotsclw could assume important
proportions particularly when combined with histati cultural and linguistic differences”
(Paliwoda, 1999, p.534). Paliwoda argues thatma @n its way to internationalisation needs to
assess political risk, economic and financial ekl commercial risk.

Paliwoda also argues that we can no longer speéuofPs or about the classical marketing
mix, but we should instead focus on the 10 Psapdtint of analysis (Paliwoda, 1999, p.527).
This represents the core of the internal analysiscmnsequently identifies the major strengths
and weaknesses of a firm. In McDonald’s analysis,1t0 Ps represent only a disintegrated part
of the environmental audit. Whereas, Paliwoda asghat the 10 Ps should be the central
focus of the research. Environmental scanning is ohthe 10 Ps. More on Paliwoda’s
analysis can be found at the beginning of the cleapter.
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3.2 MARKET CHOICE

After a firm has decided to internationalise orimdernationalise further, it faces several
decisions, the biggest of which being that of madaection. Albaum, Duerr and Strandskov
define export market selection as »the process ppoiunity evaluation leading to the
selection of foreign markets in which to compet&ké&um, Duerr, Strandskov, 2004, p.160).

As Paliwoda (1999, p.532) and Koch (2002, p.351%)ipselection of overseas markets and
entry modes lies at the very heart of any inteomati strategy. Importance of the relevant
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analysis, and of resulting decisions, grows witbrélasing dependence of companies on
international business for survival and growth.

According to Koch, the analysis of external anceinal factors is extremely important for
market selection and ultimately for the succesthefplanned internationalisation process. In
his study he concludes that “the accessibility afiaus external and internal environment
information influences the pace of the internatlmadion process, the quality of market and
market entry mode decisions, and the ultimate niaakd market entry choices made by the
company” (Koch, 2001, p.355). External factors aoemally represented by country market
potential and competitive significance of the marke&/ithin this category business risk
evaluation plays the biggest role. Koch quotes K and Ronkainen when identifying the
ownership risk, operating risk and transfer risk. aiso argues that an equally important area is
one of managerial perception of risks, since whenaw prescribed method in calculating
some risks is available, the role of perceptiomgraonsiderably (Koch, 2002, p.355). Internal
factors are company size and resources, managdouerst of contro, experience in using
market entry modes, management risk attitudes, ehatkare targets, and profit targets. The
success of the external/internal factor ratio dedpen sufficiency and reliability of
information inputs, characteristics of the overseasntry business environment, industry
feasibility of the market entry mode, popularity imfdividual market entry mode in the
overseas market, market growth rate, image suppqttirements and market barriers (Koch,
2002, p.355). Johansson identifies the followinge fitypes of barriers: tariff barriers,
governmental regulations, distribution access, nahtbarriers (market success and customer
allegiances), advanced versus developing cour{tt@sganson, Vahine, 1997, p. 29-30).

This chapter addresses the importance of the mehkgte and market analysis. The following
subchapters will analyse both the economic anaffieatures of the UK market, as well as the
influence of social and demographic trends on tKewihe market and how competitors have

responded.
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3.3 ECONOMIC ANALYSIS

The UK is a leading trading power and the financiahtre of Western Europe. Over the past
twenty years, public ownership has been reducedtantdK government has invested greatly
in social welfare programmes. Agriculture is intgas highly mechanized, and efficient by
European standards, producing about 60% of foodshaed accounting for only 1% of the
labour force fittp://www.cia.gov/cia/publications/factbook/gedshimi#Econ 2005). With
the large coal, natural gas, and oil reservesyJthés well endowed with natural resources.

Over the last 15 years Britain has been recordimgstant economic growth of 2.6% on
average. In 2004, the growth of its GDP was théndsg 3.1% or 5.0% in purchasing power
parity terms [ittp://www.eia.doe.gov/emeu/cabs/uk.ht@005). Britain is currently the fourth
largest economy in the world and second largest@uy in the EU. The estimates are that the
economy will slow down in the forthcoming yearsasesult of the weakened international
environment.

® Management locus of control is particularly imamit for the degree of company international busines
involvement and market entry mode preference, sim@eager perceptions are considerably affected (oich,
2002, p.358).
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Figure 6: Forecasted Economic Indicators

2004 2005 2006 2007 2008 2009

GDP/ca ($) 35,158 37,056 38,651 38,554 38,991 39,196
GDP/ca at PPP ($) 30,311 31,474 32,660 34,074 35,383 36,698
Median household income ($) 46,597 49,124 51,381 51,454 52,220 52,742
Household consumption/ca ($) 22,860 24,170 25,310 25,44( 26,010 26,420
Exports of goods and services (% 25 4.7 4.4 5.3 5.6 5.5
change)

Imports of goods and services (% 4.5 4.7 3.8 5.4 6.1 5.5
change)

Source: UK Economic Indicatoristtp://www.eia.doe.gov/emeu/cabs/uk.htiith.5.2005.

Inflation has been extremely low over the last deugf years (averaging at just 1.3% in the
last year). It is however forecast (see Figure [6voethat the inflation rate will grow in the
following years, which is due to there being littlgpare capacity in the economy
(http://www.bloomberg.com/apps/news?pid=10000102&refik&sid=a jN_9FOIsrw 2005).
Exchange rate analysis shows that Sterling willldrén an intermediate range between the
Euro and the US dollar over the forecast perio®0d@5 Sterling is forecast to weaken against
the Euro, but appreciate against the US dollarufei@).

Figure 7: Inflation Rates (%)

1.5

Consumer Price
Inflation (%)

0.5

2004 2005 2006 2007 2008 2009

Source: National Statistichittp://www.statistics.gov.uk/CCl/nugget.asp?ID=13%P&ColRank=1&Rank=326
16.4.2005.

Figure 8: Exchange Rate Forecast

2004 2005 2006 2007 2008 2009
Exchange Rate US$: £ 1.83 1.95 1.97 1.94 1.92 1.84
Exchange rate £: EUR 0.68 0.70 0.71 0.69 0.68 0.68

Source: Market Intelligence Food and Drink. Wind< Y2005, January 2005.

Consumer spending is expected to slow down inghtadoming years. The predictions show a
decline in the food, beverages and tobacco categtmyever, a closer look at alcoholic drinks
and their forecast sales volume shows an increatfeinext four years. The sales of cigarettes
will sharply fall.
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Figure 9: Consumption Trends

2004 2005 2006 2007 2008 200

Food, beverages and tobacco (bn $) 178.4 186.6 193.4 191.6 193.3 1934

Food, beverages and tobacco (% of 13.1 12.9 12.7 12.5 12.2 12.0
household spending)

Alcoholic drinks, sales volume (m liters) 3,795 3,851 3,901 3,967 4,034 4,083

Source: Market Intelligence Food and Drink. Wind< J 2005, January 2005.

Foreign trade will continue to flourish, howeveretiirade gap will become larger in the
following years. The UK's current-account deficise to 2.5% in 2005, whilst it will fall back
to 2.1% in 2006. In 2004 the UK exported to the USAits leading foreign market 15.4% of
total export, Germany 11.0%, France 10.0% and Netids 7.2%. Imports came firstly from
Germany (14.3%), USA (9.7%), France (8.6%) and bidinds (7.0%) (Market Intelligence
Food and Drink, 2005).
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3.4 FISCAL ENVIRONMENT

As in all EU countries, there is VAT and the cutrstandard rate for virtually all products and
services in the UK is 17.5%. The workings of VATsisilar to those in the rest of the EU,

namely, VAT is charged at every level of trade $aation with only the end consumer unable
to reclaim it (Vre&er, 2000, p.15).

The tax burden is relatively high compared to Stoagbut still one of the lowest in Western
Europe. The tax rate on the profits of large congmis 30%. There are three bands of
personal income tax set at 10%, 22% and 40%, dépgod income level.

The UK wine market is distinguished as being “higiation but low regulation” (Veeer,
2000, p.15). The principle tax is Excise Duty asa iflat volume tax, levied irrespective of the
wine value or provenance.

Figure 10: UK Excise Duty Rates on Still Wines (grater than 5.5% ABV but less than 15% ABYV), 1999-
2005

£ per litre UK Index £ per 75cl bottle Index
1999 1.49 100 1.12 100
2000 1.54 103 1.16 104
2001 1.54 103 1.16 104
2002 1.54 103 1.16 104
2003 1.59 107 1.19 106
2004 1.63 109 1.22 109
2005 1.68 112 1.26 112

Source: The Wine and Spirit Associatitittp://www.go-e2.co.uk/WSA ll/english2/statisticsrih, 16.4.2005.
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Excise duty rates in Britain are among the highedEurope. New EU rules however, will
mean that duty on products will, in future, be deieed by its price in the country of origin,
not the place of consumption. The European Comarigsi also campaigning for the abolition
of limits on the amounts of alcohol that travellars allowed to bring into Britain from Europe
without paying extra tax. Furthermore, the Europ€ammission has asked member states to
consider narrowing the differences in national h@ddax rates, although the UK government
is unlikely to favour such a move (Market Intellige Food and Drink, 2005).
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3.5 SOCIAL AND CULTURAL

There are 60,270,708 people living in Britain ofomh English 81.5%, Scottish 9.6%, Irish
2.4%, Welsh 1.9%, Ulster 1.8%, West Indian, IndRakistani, and other 2.8% (many of those
descended from these ethnic backgrounds but botheirJK regard themselves as British)
(http://www.cia.gov/cia/publications/factbook/gedshiml#People 2005). The growth in the
minority population has resulted in a more divesseiety and now the British society is one of
the most culturally mixed in the world which affedhe style of life and openness to changes
in the market place. Being different is an advaatagd buying different products almost a
status symbol.

The age structure of the UK population has maturedhe last three decades (Market
Intelligence Food and Drink, 2005) and the popalatwill continue ageing. There will be
significant influence on the market in terms of samption and it is important for the
manufacturers to gain a better understanding of tecadapt to those changes.

As has been revealed by the Mintel wine marketarede(Market Intelligence Food and Drink,
2005) that the 35-64 age group represents the pgmk range for wine consumption.
Comparatively, the two groups of consumers agedbmnd 65+ have increased their
tendency to buy wine over the last three year20B¥, 70.1% of those aged 55-64 and 65.3%
of those aged 65 and over were categorised as ligers, which suggests that one of the
fastest-growing drinking groups in the wine catgg the over 50s. Consumers aged 50+
living in the South West enjoy the highest consuamptwhich may reflect socio-economic
and age patterns across the country, in additioregional drinking styles. According to
Mintel, Scotland remains the smallest consumeiabfet wine (Market Intelligence Food and
Drink, 2005).

“The number of consumers aged 45-54 is forecasiseoby 6.9% between 2003 and 2008,
while those in the 55-64 age band are expectedct@ase in number by 8.2% in the wake of
declining numbers of younger consumers” (Marketelligence Food and Drink, 2005).
Considering that the consumption of wine is more@&wt among those consumers aged 35 and
over (Jones, 2003, p.57), the ageing society wfinitely become an advantage for the wine
industry. “These consumers have generally moreistighted tastes than younger consumers,
and are willing to invest in the luxury of drinkimgine at home, or with dinner in a restaurant”
(Market Intelligence Food and Drink, 2005).

Household income has risen over the past 35 yalilhgugh income inequality has widened.
Life expectancy has also increased but so havauher of years that people can expect to
live in poor health or with a disability. Technolobas transformed many people's lives and
their dependence on the car is greater than evark@il Intelligence Food and Drink, 2005).
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Figure 11:Trends and Projections in UK Populationby Age Group, 1999-2008

1999 % 2003 % 2008 % % changf% change
000 000 000 1999-2008 2003-
2008
0-4 3,600 6.2 3,377 5.7 3,394 5.6 -5.7 0.5
5-9 3,855 6.6 3,635 6.1 3,377 5.6 -12.4 -7.1
10-14 3,832 6.6 3,880 6.5 3,630 6.0 -5.3 -6.4
15-19 3,601 6.6 3,832 6.4 3,922 6.5 8.9 2.3
20-24 3,418 5.8 3,697 6.2 4,000 6.6 17.0 8.2
25-34 8,697 14.9 8,086 13.6 7,629 12.6 -12.3 5.7
35-44 8,464 14.5 9,061 15.2 9,054 15.0 7.0 -0.0¢7
45-54 7,723 13.2 7,607 12.8 8,134 13.5 5.3 +6.9
55-64 6,026 10.3 6,752 11.3 7,305 12.0 21.3 +8.p
65+ 9,266 15.8 9,501 16.0 9,948 16.5 7.4 +4.Y
Total 58,481 100 59,427 100 60,392 100 3.3 +1.6
Source: Market Intelligence Food and Drink. Wikkk — 2005, January 2005. ) { Formatted: Bullets and
_~7 | Numbering

3.6 TRENDS IN BRITISH CULTURE IN FAVOUR OF WINE CONSUMP TION

3.6.1. Women In The Workplace

A major trend in British culture that favours winensumption is higher percentage of women
in the workplace than ever before. This trend had & huge impact on a number of UK
markets, since widespread working culture haseshifhe priorities of women away from the
restrictions of domestic duties towards their cemepay packets and social lives. Women
remain single into their 30s, which has given rieedifferent life styles favouring wine

drinking culture. “Working women are driving saleswine” (Market Intelligence Food and

Drink, 2005). According to the National Statistiderecast the number of employed women
will continue increasing, which together with thenge popularity rate of wine among them,
means higher returns from the sales of wine.
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Figure 12: Workforce in Employment in the UK in millions, by Gender 1999-2008

28.5 46.2
46
28 45.8
45.6
£ 27.5 <
45.4
27 45.2
45
26.5 44.8

2005(2007|2008
(proj) [(proj)|(proj)
W Total number of people [27.3|27.6 28 |28.3(28.1|28.2(28.3|28.3
in employment
EWomen as % of total [45.3|45.4( 46 | 46 [45.5|45.6 (45.7|45.8
employment

1999(2000 (2002 (2003 (2004

W Total number of people in employment @Women as % of total employment

Source: National Statistics,
http://www.statistics.gov.uk/StatBase/ssdatasePdag=7408&Pos=&ColRank=2&Rank=2726.4. 2005.

3.6.2. Health Campaigns

On the other hand the UK government encourages ratdevine consumption. Weekly
consumption of wine of 21 units for men and 14 sifdr women is believed, and empirically
proven, to be beneficial for one’s health. Red wiknown to be good for the heart, but some
reds give higher healthy returns than others. “Grapes grown at the higher altitudes enjoy
more ultraviolet light, being closer to the sun,iegbhproduces more antioxidants in the wine
and, therefore, more effectiveness at avoiding e@dn@arket Intelligence Food and Drink,
2005). Dry wine is also known to have fewer caleriend is therefore a popular alternative for
consumers trying to limit calorie intake.

3.6.3. Travel

The arrival of the budget airlines, such as easyRganair, Monarch, BMI Baby etc. has
encouraged and enabled increased travel acrospdurthie appeal of travelling to some of
Europe's major cities has exposed many British wmiess to different lifestyles and cultures.
70% of passengers on easyJet’s flights to SlovamiaBritish, which offers plenty of room for
promotional activities in order to increase brandwareness (Dnevnik,
http://poslovni.dnevnik.si/clanekb.asp?id=12362805).

3.6.4. Social Habits

Around half of all adults enjoy entertaining at hmntompared to only 14% who do not
(Market Intelligence Food and Drink, 2005). Markatelligence Food and Drink research
shows that in-home entertainment is steadily movipgarket, with consumers prepared to
spend more on food and drink. It has become moie @fstom to bring wine when paying a
visit at somebody’s house.
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4. THE WINE MARKET

4.1. CONSUMPTION

In relation to Slovenia, the UK market is huge,hMi0 million people and a rising wine
consumption. Today there are 35-38 million winestoners, who on average drink 28 bottles
per year. In 1960 there were only 2.5 million womsumers with an annual consumption per
capita around one bottle (\r, 2000, p.5). Light wir8 is a dynamic sector with the 10%
increase in sales in the last 15 years.

Figure 13: UK Consumption of Various Alcoholic Drinks, 1999-2004

Base: adults aged 18+ 1999 2002 2004 % point change
% % % 1999-2004
Canned lager 41.5 37.2 35.1 -6.4
Draught lager 33.5 39.2 39.9 +6.4
Bottled lager 315 31.9 32.9 +1.4
Draught beer, mild & stout 28.1 30.5 29.1 +1.0
Canned beer & stout 26.7 20.9 18.4 -8.3
Bottled beer & stout 12.8 10.0 10.2 -2.6
Bottled table wine 66.3 65.7 65.3 -1.0
Scotch whisky 32.0 27.6 24.8 7.2
Vodka 19.7 24.8 25.0 +5.3
Cider 26.6 19.0 17.8 -8.8
Gin 19.8 18.2 18.3 -1.5
Pre-mixed spirits 9.4 - - -
Alcoholic carbonates 9.5 24.9 24.8 Na
\White rum 13.2 12.3 105 2.7
Dark & golden rum 10.6 8.6 7.5 -3.1
All alcoholic drinks 89.8 89.5 88.9 -0.9

Source: Market Intelligence Food and Drink. Wind< J 2005, January 2005.

In 2000, spending on wine accounted for 23.7% lof@énding on alcoholic drinks in the UK.
Grocery superpowers have reaped most of the drofit the increased wine sales, which is
due to the rewards derived from economies of sddie.average price of wine has fallen as a
result of “systematic discounting” in the off trafdarket Intelligence Food and Drink, 2005).
This trend can be perceived as threatening to ti@eawine industry, since the pressure on the
supplier to compete in the money-off deals and mtmnal activities is worrying.

Due to the reasons mentioned above, the cheapitlst bbwine in 1979 (£1.79) compared to
the cheapest bottle of wine in 2004 (£2.29) hardRects the increase in inflation and duty
rates. It is good to learn that around 60% of afleasold in the UK is sold for less than £4.00
(Market Intelligence Food and Drink, 2005; Jone303), however the increase of sales of
wine within the price range of £7.50 and £9.99 h&en 63%. This is due to more

19| ight wine is wine with an alcohol content by vila of between 5.6% and 14.9% (¥ee 2000, p.1-10).
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“adventurous and exclusive” consumer tastes (Mdrketligence Food and Drink, 2005), who

are willing to spend more for good wine, even mihi@n £15.00 a bottle. On the other hand,
the sales of wine costing less than £3.00 are dngpgteadily (Market Intelligence Food and

Drink, 2005).

UK wine consumption is growing fast and the race with beex been shifting towards wine
consumption over the last couple of years.

Figure 14: Data on Consumption of Alcoholic Drinks,1999-2004

1999 2001 2003 2004| o4 point change

% % % %

Drink alcohol
All users 89.8 89.8 89.7 88.9 -0.9
Once a day 11.7 11.4 13.1 13.5 +1.8
2 or 3 times a week 28.1 27.4 29.( 31.p +3.1
Once a week 17.5 16.2 18.1 14.q -35
2 or 3 times a month 8.5 7.8 8.0 9.3 +0.8
Once a month 9.0 9.2 11.3 10.5 +1.5
Less than once a month 4.6 4.4 3.5 4. -0.6
Non-users 10.2 10.2 10.3 11.1 +0.9

Drink alcohol at home

All users 69.2 65.8 75.9 75.3 +6.1
Once a day 10.8 10.5 12.4 125 +1.7
2 or 3 times a week 21.8 21.5 23.4 22.8 +0.5
Once a week 13.1 11.9 13.1 13.2 +0.1
2 or 3 times a month 9.8 9.0 10.5 9.9 +0.1
Once a month 4.3 4.3 4.8 5.2 +0.9
Less than once a month 9.4 8.7 11.9 1213 +2.9
Non-users 30.8 34.2 24.1 24.7 -6.1

Drink alcohol elsewhere:

All users 56.0 57.5 67.8 67.4 +1.2
Once a day 1.6 1.6 1.3 1.6 -

2 or 3 times a week 12.6 12.7] 12.5 11.8 -0.8
Once a week 12.9 13.4 14.6 14.9 +1.6
2 or 3 times a month 10.3 10.2 13.1 12.9 +2.6
Once a month 6.7 7.5 9.5 9.2 +2.5
Less than once a month 11.9 12.1 167 17(5 +5.6
Non-users 44.0 42.5 32.2 32.6 -11.4

Source: Market Intelligence Food and Drink. Wind< J 2005, January 2005.
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Wine from over 34 countries can be found in the Wike market accessible at all ranges of
prices and providing all kinds of quality. Even tigh less and less people drink alcohol in
general, the majority of them still consume alcotfnad or three times a week (see Figure 14).
Consumption of alcohol at home has risen by 6.1%r ahe last four years, whilst
consumption of alcohol elsewhere has risen by JoB% over the same period of time. One of
the reasons for the increased wine consumptioralsembe found in the increase of consumer
expenditure, which is forecast to grow in the fatuBince the prices of wine have remained
fairly constant consumers are left with more awd@aincome to spare on drink (Market
Intelligence Food and Drink, 2005).

Data from Figure 14 shows that about two thirdsespondents consume wine on a regular
basis. Even though the percentage has fallen tnetatst couple of years, Mintel data has
shown that the consumers who are already drinkimg wdrink more, which means that wine
consumption is not falling but rising.

4.2. SALES

The sales volume of wine jumped by 27%, from 83Tiwni litres in 1999 to an estimated
1,059 million litres in 2004. Even though the intlysan be described as heavily promotional,
value sales were not affected by that. Namely, evalales rose by 31% between 1999 (£5.8
billion) and 2004 (£7.6 billion) (Market Intelligee Food and Drink, 2005), which was due to
the high-end price rises, and the social and @llteends described above. This resulted in the
increased spending on wine.

Figure 15: UK Volume and Value Sales of Wine, 1992004

m litres Index £m Index [Em at 199¢ Index €m Index
prices
1999 837 100 5,799 100 5,799 100 8,815 100
2000 886 106 6,381 110 6,281 108 10,465 119
2001 927 111 6,748 116 6,507 112 10,864 123
2002 955 114 7,044 121 6,639 114 11,20p 127
2003 1,008 120 7,231 125 6,677 115 10,48pb 119
2004 1,059 127 7,590 131 6,869 118 11,30p 128

Source: Market Intelligence Food and Drink. Wind< Y 2005, January 2005.
4.2.1. SalesAccording To The Type Of Wine

According to the type of wine sold, one can claimttred and rosé wines are more popular
than white wines. Red wines are made from aroundli#f@rent grape varieties across the
globe. The most popular reds for the British consuare however the following: Cabernet
Sauvignon, Merlot, Gamay, Syrah and Pinot Noir. st popular rosé brands are Blossom
Hill White Zinfandel, Gallo Sierra Valley White Ziandel, Tesco California Blush, Mateus
Rosé etc. Popular white varieties include Chardgnfdesling, Sauvignon Blanc, Muscat,
Chenin Blanc, Chablis etc. Judging from the valoe the volume of sales, the analysis shows
that white wine was outperformed by red and rosgeweven though the price path of an
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average bottle of white wine shows steady growihmared to the decline in average price of
a bottle of red and rosé wines (Wilson, 2005).

The trend in sales volume and price has been imfle@ by medical studies which have shown
that red wine is healthier than white wine, sint@rovides 13% protection against cancer
compared with rosé and white wine. Marketing ha® alhifted the sales of rosé wine and
Tescos reported a 54% growth in the sale of roséswby volume between 2003 and 2004.

Figure 16: Volume Sales of White and Red /Rosé Wisén Million Litres
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White 423 454 472 485 493 513

Source: Market Intelligence Food and Drink. Wind< J 2005, January 2005.

Figure 17: Value Sales of White Wine and Red/Rosé e
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Source: Market Intelligence Food and Drink. Wind< J 2005, January 2005.

As demonstrated in Figure 18, the average pricditperof white wine has risen over the last

six years, whilst the average price of red wineljpex has fallen. Although the sales of white

wine are still lagging behind, the sales volumeeaf wine rose 32% over the period, compared
to a 26% rise in sales value (Market Intelligeno@d-and Drink, 2005). Lately, the sales of
wine have been marked by the trendy changes in sidonappeal to the younger population.
Among examples of such efforts one can find GoatfkRdam, Babe Chardonnay, Lounging

Lizard etc. The idea behind this targeted marketmgrobably to demystify wine as the

product and to make it more accessible in a nicaps and friendlier packaging.
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Figure 18: Average Price of Wine per Litre
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Source: Market Intelligence Food and Drink. Wind< J 2005, January 2005.

As discussed above, wine consumption at home ise@sing and home parties and
celebrations are becoming more popular. This ¢atlfarger packaging other than 750ml glass
bottles and one of the most controversial idedbads of wine boxes. Many wine experts have
argued that wine cannot be sold in plastic bagpped up in carton box, since such wine can
lose its quality littp://www.londonwinefair.com/exhibiting/2005). “In the UK, Stowells of
Chelsea claimed that around eight out of every dld8ses of wine drunk in 2002/03 came
from a box, with sales enjoying year-on-year groathl0%” (Market Intelligence Food and
Drink, 2005).

If producers want to influence sales not only tigtouhe wine quality and pricing, there are
plenty of opportunities in the British market. Paging is definitely one of them. The way
wine is offered is very important for a majority péople who do not only seek certain quality
and price ranges but also nice presentational dmdctive shape, design and graphics
Bottles of wine sold in the so-called “duo” or i packs or 200ml bottles for single
households can be an attractive alternative to@m¥Single bottle sales and are definitely
worth considering when entering the British market.

4.2.2. Sales According To The Country Of Origin

In 2003, British consumers were for the first tidenking more New World wines than
traditional Old World wines. Sales of wines fromsalia, the US, South Africa, Argentina
and Chile (468 million bottles) surpassed thosd-@nce, Italy, Spain and Germany (410
million).

Branded New World wines (wines, which are producatside of Europe, especially in both
Americas, South Africa, New Zealand and Austrad@de, 2004, p.14)) are sold relatively
cheaper compared to the Old World wines (wineschiire produced in Europe, especially in
Italy, France, Germany and Spain (Goode, 2004,)p(Walker, 2004, p.1). This is due to new
technology that has been exploited by the New Weandducers, which enables them to
produce larger quantities at comparably lower grittean the Old World producers. The Old
world wines seem to be respected by wine connaisséar their traditional vines and
production techniques, creating authentic, origwaies, whilst the New World wines are
known to be those of full and bolder flavours (Metrkntelligence Food and Drink, 2005).
Over the last couple of years, Old World wines éesglly French wines) have been driven out

1 More on consumers' tastes can be found under@basumers« section.

28



by the New World wines, which are more popular vifte younger population and are better
represented within the mid-to-lower price sectdfarket Intelligence Food and Drink, 2005).

Figure 19: UK Imports of Still Light Wine (<15% ABV ), by Country of Origin, 1999-2003

1999 2001 2003 % change

M litres % M litres % M litres % 1999-200Q3
France 246.6 30.0 249.9 24.2 249.7 22.6 +1.3
Australia 120.9 14.7 182.1 17.7 205.6 18.6 +70.[L
Italy 103.2 12.6 137.6 13.3 103.5 9.4 +0.3
us 50.1 6.1 103.5 10.0 116.0 10.5 +131/5
Germany 82.3 10.0 94.4 9.2 125.0 11.3 +51.9
South Africa 45.3 55 68.8 6.7 94.4 8.5 +108.4
Spain 56.6 6.9 68.3 6.6 74.4 6.7 +31.4
Chile 46.1 5.6 58.6 5.7 68.8 6.2 +49.7
Bulgaria 22.0 2.7 14.2 1.4 8.0 0.7 -63.6
Argentina 10.9 1.3 12.6 1.2 17.3 1.6 +58.7
New Zealand 0.9 0.1 104 1.0 13.1 1.2 +1,355/6
Hungary 115 1.4 8.7 0.8 8.0 0.7 -30.4
Portugal 7.4 0.9 7.9 0.8 7.3 0.7 -1.4
Cyprus 25 0.3 2.8 0.3 2.0 0.2 -20.0
Romania 3.1 0.4 2.0 0.2 1.1 0.1 -64.5
Sub-total 809.4 98.5 1,021.8 99.1 1,094.p 99.1 +35/)2
Others 12.5 1.5 9.0 0.9 10.3 0.9 -17.6
Total 821.9 100.0 1,030.8, 100.0 1,1045 100.p +34|4

Source: Market Intelligence Food and Drink. Wind< J 2005, January 2005.

The estimated production of wine within the EU membtates is to reach just below 180
million hectolitres in this season, whilst the sigw world wine producing countries are
expected to add a further seven million hectoli{fMarket Intelligence Food and Drink, 2005;
http://europa.eu.int/comm/agriculture/publi/pac2®dfe/index_en.htm 2005). A sales
analysis shows some worrying results with respecthe East European wines. Bulgarian,
Hungarian and Romanian wines have dropped by aiveas8% on average, which, assuming
that consumers are influenced by cheap EasterrpEarowines, the associations of “eastern”
with Slovenia cannot predict good sdfes

4.3. CONSUMER BUYING BEHAVIOUR

Mintel Wine Consumers’ Research has identified thime consumption is still price driven.
Namely, 32% of respondents buy wine within a cartprice range. The second most
influential factor in wine purchase is the colodrvane (26%), whilst 25% of respondents
choose wine according to country of origin (Markgtelligence Food and Drink, 2005). One
further fact may be particularly relevant for thees of Slovenian wine: 16% of respondents
like to experiment with unfamiliar wines; these arebably the buyers who will most likely
consider buying Slovenian wine.

As discussed above, red and rosé wines are mordgesdhan white wines, New World wines
are better accepted than Old World wines, sweeg¢svare more desired than dry wines etc.

12 Most of the interviewers have expressed their eom over the Slovenian Eastern European wine. Shgy
that consumers expect cheap wine and are therefipleasantly surprised when they discover the dppos
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Figure 20: Consumers’ Attitudes Towards Wine Purchae'

%

| tend to buy wine within a certain price range 32

| usually buy the same colour wine, e.g. red, whiteosé 26
| tend to buy wine by country of origin 25

| decide what wine to buy when I'm in the shop 25
I usually buy the wine that is on special offer/agsromotion 20
| tend to buy a trusted brand (e.g. Jacob's Creek) 19
| tend to buy more expensive wine for special oores 16
| like to experiment with unfamiliar wines 16
| buy different colour wines for different occasson 12

| often buy wine that has been recommended byeadrimagazine 12
| would/do look at the in-store buying guides tience my decision 6

| tend to avoid popular branded wines 4

| never buy wine 31
Don't know -
None of these 2

Source: Market Intelligence Food and Drink. Wind< J 2005, January 2005.

Wine offers with regard to price ranges have bemscudsed above and the trend towards
higher price wines has also been mentioned. Mangwaers associate good quality wine with
high prices and it is believed that to pay moretB4.99 for a bottle means paying for quality.
However, competition has influenced the availapibf good quality wine under the £4.99-
margin and British consumers are not necessamigared to pay more for high quality wine.

Figure 21: Consumers Prepared to Pay More for GooQuality Wine, 1999-2004

1999 2002 2004 |, point change
% % % 1999-2004
| am prepared to pay more for good quality wine:
Definitely agree 10.4 9.6 8.2 -2.2
Tend to agree 22.5 24.6 25.7 +3.2
Neither agree nor disagree 19.7 21.7 23.9 +4.1]
Tend to disagree 10.9 12.5 14.2 +3.3
Definitely disagree 8.2 7.5 7.8 -0.4

Source: Market Intelligence Food and Drink. Wind< J 2005, January 2005.

13 Consumers were asked the following questidhinking about wine, which of these statementsritsss how

you buy it?" (Market Intelligence Food and Drir2Q05).
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As discussed above, the New World wines are omigeeand are pushing the Old World wines
off the shelves. The largest increase in popularitgr the last couple of years has been in
Australian wine, whilst the popularity of Germames has dropped the most.

Figure 22: Consumption of Bottled Table Wine, by Cantry of Origin, 1999-2004

1999 2002 2004 % point
change
% % % 1999-2004

Any Australian 16.7 26.0 30.6 +13.9
Any French 28.9 28.5 26.4 -2.5
French red 19.8 19.8 17.9 -1.9
French white 18.8 18.2 17.2 -1.6
Any South African 10.9 13.8 15.9 +5.0
Any Californian 9.4 15.8 15.1 +5.7
German white 18.1 14.5 11.6 -6.5
Any Chilean - 12.1 14.1 Na
Italian red 10.8 11.6 10.5 -0.3
Other white 12.2 11.2 9.9 -2.3
Italian white 9.5 10.1 9.7 +0.2
Spanish red 9.0 9.9 9.5 +0.5
Other red 10.3 8.3 6.3 -4.0
Any New Zealand - 7.2 5.4 Na
Spanish white 5.1 5.2 4.9 -0.2
Any Bulgarian 6.4 4.4 3.4 -3.0
Any Argentinean - 4.3 5.9 Na
Any British 2.8 3.4 2.5 -0.3
Portuguese red 3.0 2.6 2.1 -0.9
Portuguese white 1.6 15 1.0 -0.6
Yugoslav white" 19 11 0.7 -1.2

Source: Market Intelligence Food and Drink. Wind< Y 2005, January 2005.

The British wine market has also been significanbgracterised by the brand clash and brand
performance. Branded wines now dominate wine skitsty, because they have improved the
quality and reliability of wines within the loweamge, and secondly, because consumers lack
the knowledge to choose by grape and region ang therefore choose according to
familiarity and not according to quality. All of ¢hmajor brands are discussed under the
“Branding” subtitle (see Section 5.6).

4 Yugoslav stands for Macedonian and Slovenian winlg. It is believed that within this 0.7% more hiaalf is
Laski Riesling from Ljutomer, which used to be estpd greatly around the world, but which has becomiée
unpopular lately.
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4.4. DISTRIBUTION

The fact that 99% of all wine has to be importedagas the structure of wine distribution
within the UK (Keynote Market Report, 2005). Dibution in the UK is very fragmented,
since no one company can claim more than 5% ofadta UK wine market (Keynote Market
Report, 2005). There are over 30 major distributofswine and more than 2200 minor
distributors (Keynote Market Report, 2005). Thetymie is further complicated by the number
of different types of companies from shippers terdg, to distributors and wholesalers.
Fragmented wine production around the world oftexans that the growers prefer to arrange
their own distribution through small, specialisegbats (Keynote Market Report, 2005). And
not all operate in similar patterns; the majorifybottling is done where the wine is produced,
but some aspects of packaging occur in Britaini@adrly in niche markets such as boxed
wine and mini screw top picnic wines (Dennis, 200.36).

There have been some structural changes in thewivagy is imported and distributed in the
UK market over the last 30 years (Keynote Markgbdre 2005):

 The major brewery-based groups acquired spirits \@im# subsidiaries in order to
develop vertical and lateral integratfon

- There has been a continued shift towards home idgnkith off-trade sales of wine
increasing by almost 19% by volume, between 200D 2004 (Market Intelligence
Food and Drink, 2005).

« The on-trade demand for wine has been growing gye@#% since 2000) and more
and more licensees are realising the potentialioéwnd slowly providing customers
with the varieties that they demand (Market Inggltice Food and Drink, 2005).

Figure 23 shows that 16.5% of wine drunk in the titnes from the on-trade. The UK has
over 130,000 on-trade outlets with licences to salcohol, of which 47,750 are traditional
pubs and the remainder are in hotels, clubs, keisutlets or they are full licences which have
been taken out by restaurants.

The on-trade is far more fragmented and speciatisad the off-trade, despite the presence of
some large holding companies for pubs and resteirafhe largest of these are Enterprise
Inns PLC, with over 9,000 pubs, and Punch TavedoG F7,400 pubs)” (Keynote Market
Report, 2005). The vast majority of their pubs hegreare leased to independent owners and
managers of the pub, so in effect they trade aspi@ddent businesses with the support of the
umbrella pub. Apart from the pub-restaurants, #staurants sector also comprises thousands
of independents, of which the Continental Europgae - usually French or Italian - are most
likely to be important for selling wine. Among wilesklers serving this market, the largest is
Waverley Group, part of Scottish & Newcastle PLiis tJK’s largest brewer. Waverley has
some exclusive on-trade agencies for branded vdnek as Gallo, Montana and Wolf Blass
(Keynote Market Report, 2005).

15 For example Guiness acquired United Distillerdiefll Breweries evolved into a group of drink, fomed pubs
companies before concentrating on its core aawitf international wines and spirits (as Alliednbezq PLC)
(Keynote Market Research, 2005).

32



Figure 23: UK Distribution of Wine by Trade Sector,2000-04

2000 2000 2002 2002 2004 2004 % Chalhge

M litres % M litres % M litres % 2000-04
Pubs 46 5.2 50 5.2 58 55 +26.]
Clubs 17 1.9 24 2.5 23 2.2 +35.3
Hotels & restaurants 73 8.2 76 8.0 89 8.3 +21|9
Others 5 0.6 4 0.4 5 0.5 n/c
On-trade 141 15.9 154 16.1 175 16.5 +24.11

Grocers:
Multiples 465 52.5 518 54.2 597 56.4 +28.4
Co-ops 58 6.5 65 6.8 70 6.6 +20.7
Independents 29 3.3 33 3.5 30 2.8 +3.4
Specialists:

Multiples 177 20.0 167 175 146 13.8 -17.5
Independents 16 1.8 18 1.9 41 3.9 +154.3
Off-trade 745 84.1 801 83.9 884 83.5 +18.7
Total 886 100.0 955 100.0 1,059 100. +1956

Source: Market Intelligence Food and Drink. Wind< Y 2005, January 2005.

Even though 83.5% of wine drunk in the UK comesrithe off-trade, in terms of price, only
60% of the total expenditure on wine is in thetodide. This reflects the difference in average
price per bottle between the on-trade, at £15.6,tha off-trade, at £4 (Dennis, 2003, p.37).
Traditional off-licences are losing out to Multiplerocers (supermarkets) such as Somerfield
PLC and Tesco PLC.

The multiple grocers, in the form of their converde outlets, are taking an increasing share of
the convenience (drinks) market, capturing busifiess independents and multiple specialist
off-licences (see Figure 24).

Figure 24: Off-trade Market Share in 2004 by Value

\J O Supermarkets
EIindependent
Grocers

O Off-licence
Chains

OIindependent
Off-licences

Source: Dennis: Opportunities in the UK Wine Mari&&03, p.14.
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Figure 25: Leading Multiple Retailers of Wine by Nunber of Outlets

()

1997 2001 2004

Multiple Grocers
Somerfield and Kwik Save 900 1,300 1,250
Tesco 500 690 700
Safeway 445 480 475
J. Sainsbury 380 450 470
Marks & Spencer 300 285 290
ASDA 212 250 250

Wine Specialists D {Formatted: Bullets and
First Quench Retailing Ltd. i.e. Thresher Group 3,000 2,500 2,000 Numbering
Unwins 390 450 425 - { Formatted: Bullets and
Oddbins 195 239 215 umbering
Majestic Wine 70 98 100

Source: Keynote Market Report. Drinks Market — Wikarch 2005.

4.4.1. Grocers

Of the supermarkets Somerfield PLC has the largastber of stores: 1,250. Tesco PLC
however, is the market leader for wine. Tesco saxhkvide selection of wine, both in store
and through its internet retailer. Apart from braddvines in the low price region, Tesco also
stocks some potentially very attractive fine wif@snnis, 2003, p. 15).

Safeway PLC, Sainsbury PLC and ASDA Group Ltd repne the second biggest distributor
of wine in the UK. Sainsbury’s purchased the cldidackson's convenience stores in Summer
2004, adding an additional 114 outlets to the caomisa portfolio. Other channels of
distribution are also consolidating steadily intbtte on- and off-trade, the biggest of which
was the takeover of Safeway by Morrisons in 200&£Bbillion (Dennis, 2003, p.15).

Waitrose, the supermarket arm of the John LewisnBeship, offers a fine selection of wine.
Waitrose can also be proud of their Wine Tastingur€es, which cost £30 and educate
consumers on how to best match certain types of aird certain types of food (Dennis, 2003,
p. 15).

4.4.2. Off-licences

In the off-licence sector, Thresher Group is bytfer most prolific wine retailer by number of
stores, with 2,500 outlets. This includes off-licerbrands such as Victoria Wine, Bottoms Up
and Threshers and also specialist wine outlets aadine Rack. While as a whole Threshers
is losing out to supermarkets, wine is still a gfoarea and stores are changing to reflect this.
1,400 of Thresher Group’s stores are now wine-led they consider Thresher their core
brand. (Dennis, 2003, p.16). Thresher is the louaésthe off-licences in its efforts to
encourages consumers to enter their stores throgjgated advertising actions such as get
three for the price of two.
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Unwins and Oddbins are also big players with 1,a38ets between them. Oddbins is owned
by Nicholas, the largest French wine multiple (KetgnMarket Report, 2005). Unwins went
into administration on 1®December 2005, with 381 shops closing and 1,880 Issing their
jobs fttp://news.bbc.co.uk/1/hi/business/4554716,2605). A few days later however, off-
licence chain Threshers bought 200 sites from Uswiith the intention to convert the stores
to the Threshers brand and reopen them as soonsathie. Unwins was the first chain to
introduce a new store format dividing wines basedheir "taste profiles" instead of by region
or grape fittp://www.unwins.co.uk/UnwinsClosingBids.pdf005). White wines were divided
into "bright", "smooth", and "rounded", and redgoin'fruity”, "mellow" and "chunky"
(Barkham, 2004, p.7). Wine experts said Kent-bddadins failed because its wine ranges
failed to keep up with changing trendkttp://news.bbc.co.uk/1/hi/business/4554716,stm
2005).

4.4.3. Majestic Wines

Majestic Wines has experienced fast growth witlesahcreasing by 21.8% in 2003 to £69.1
million and volume growth of 12% (Market Intelligesn Food and Drink, 2005). The company
managed to attract new customers with active pgersaon its mailing list up 10.3% to
310,000 plus extensive online business. The avespgad in the shop in 2004 was £107, up
from £104 in 2003 and the average spend per liset86% up on the national average and 10p
up on the previous year at £5.40 (Market IntellgeeRood and Drink, 2005).

4.4.4. Thelnternet

The sales of wine have become increasingly impbdad most wine distributors offer wine
through their websites. Slovenian wine is hardiysent on the websites, | have however so far
found three websites with Slovenian wine: Judithnie Fine Wines, Winerite and Waterloo
Wines. Two of the three listed distributors selhiicoming from Slovenian small producers,
the third, Winerite, is selling what used to be thest popular type of wine in the UK in the
1970s — Laski Rizling (Lawrence, 2005, p.3).

4.5. COMPETITION

There are at least 35 wine producing countfjeshich export to the UK. There are, year on
year, more plantings, and more wine being produtedughout the world. However, the
world consumption is falling (Collinson, 2004, p.3)

The UK itself produces low quantities of wine. Céita changes however encourage English
wine producers to grow more, even though the Emglime trade continues to flourish on a
very small scale. There are nearly 400 commerdiedyards in England and Wales, almost all
of which are in the southern half of England (Markeelligence Food and Drink, 2005). The
production of English wine accounts for about 1%vbjume of the total wine sold in Great
Britain. 90% is white wine and 10% red and rosée Fmoduction of wine in the UK is
regulated by the EU. The EU’s directives specifgacly which varieties can or cannot be
grown commercially in the UK (Market Intelligencedd and Drink, 2005).

All the major international grape varieties are Wnoin the UK market. Sales of wines from
the “Old world” countries (France, Italy, Germarg§pain) are under threat from the “New

6 The estimates on how many producing countriesetlaee now present in the UK differ and range frofn 3
(Collins, 2004.p.3) to 53 (Vier, 2000, p.6).
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World” (Australia, New Zealand, South Africa, Chiend California) (Vréer, 2000, p.3;
Dennis, 2003, p.37). The »New World« wine makensla@k advantages from marketing and
strong branding. They know that in order to incesaales in the UK market they have to
produce consistently high-quality varieties tardete the modern consumer searching for
predominantly »fruit driven« wine styles. Frequadtertising and wine tastings are helping to
bring consumers into the fold. The instructions tfug New World wine producers to move a
large volume of wine through the UK's mainstreampesmarkets and specialty outlets dictate
the price range of 5.20% and 7.50% a bottle. Howete US wines above the 7.50$ price have
also seen impressive growth (Walker, 2004, p.1-2;
http://www.fas.usda.gov/info/agexporter/1997/Auét201997/uswine2.htmP005).

Certain styles are less acceptable to the UK pafaieh varieties as Rebula, which may be a
local delicacy where grown, and would be more difffi to sell in the UK. Less well-known
indigenous varieties may be of interest, but thaeliguand its consistency has to be good.
Selling by varietal names has been very successfile UK and most New World suppliers
follow this.

Maybe one of the most difficult things for Slovemmine producers is to build the brand. This
seems highly necessary since the British wine ntackasists of brands and UK consumer
brand awareness appears to be extremely high efipegithe off-trade market. Strong brands
provide consumers with the reassurance they denmandhe ability to drink the same wine in
the pub as at home (Market Intelligence Food andkp2005). Figure 26 displays the UK's
leading wine brands in both the on- and off-trdjeyolume and value in 2004.

Figure 26: UK Leading Wine Brands, by Volume and Vae, 2004

On Off Total % On Off Total %

£m £m £m m ltrs m Itrs m ltrs
Stowells of Chelsea 270 90 360 5.0 16 30 46 4.3
E&J Gallo 85 139 224 3.1 4 40 44 4.2
Blossom Hill 74 177 251 3.5 4 38 42 4.0
Jacob's Creek 116 161 277 3.8 6 34 40 3.8
Hardys Stamp 79 96 175 2.4 4 22 26 25
Kumala 22 88 110 15 1 19 20 1.9
Rosémount 60 56 116 1.6 3 14 17 1.6
Banrock Station 32 66 98 1.4 2 13 15 14
Piat d'Or 40 48 88 1.2 2 12 14 1.3
Hardys VR 23 51 74 1.0 1 10 11 1.0
Sub-total 801 972 1,773 245 43 232 275 26.G
Others 1,360 760 2,120 29.3 61 112 173 16.3
Own-label 980 2,358 3,338 46.2 71 540 611 57.7
Total 3,141 4,090 7,231 100.0 175 884 1,059 100,.0

Source: Market Intelligence Food and Drink. Wind< J 2005, January 2005.
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Whilst it is clear that the majority of sales arada within the off-trade, the majority of brands
try and find the balance between the off- and addrsales. Stowells is the strongest brand in
the UK, accounting for 5% of total market salesvbjue and 4.3% by volume. E&J Gallo was
at the head of off-trade volume sales in 2004; haneStowells of Chelsea was a clear
volume leader within the on-trade, achieving salie$6 million litres. Blossom Hill leads the
off-trade by value, following sales of £177 million 2004 (Market Intelligence Food and
Drink, 2005; Keynote Market Report, 2005).

The UK wine market is highly fragmented, despite firevalence of brands. "The top 10
brands within the market account for just 25% @f thtal market, leaving still more room for
further consolidation and investment" (Market Ihtgince Food and Drink, 2005). Another
important characteristics of the non-branded mairkéte UK is high demand for more exotic
tastes. Winegrowers across the world recogniseddrisand and try to offer new flavours in
addition to original, authentic wines.

Apart from the larger brands, the important featofrehe UK wine market is supermarket's
own brand. Among the biggest ones are Asda Extexi&@p(within this collection wines from
Chile, Australia, South Africa, France, Italy, Spand Germany can be found), Thresher's
Origin (wines from Argentina and Chile), Booker G&€arry's Malth House Vinters and
Hawk's View (wines from Eastern Europe), Tescosesj Sainsbury's wines etc. In total these
supermarket brands amounted to 46.2% of total vediles off- and on-trade (Keynote Market
Report, 2004).

4.6. MARKET DRIVERS

“With no single company believed to account fonasch as 5% of the UK wines market, it is
difficult to isolate and rank market leaders, witte dangers of omission outweighing the
advantages of providing conventional descriptiofissoch companies” (Keynote Market
Report, 2004). However, the Figure below presehn¢smajor wine companies in the UK,
which controlled approximately 70% of the markeR003 (Keynote Market Report, 2004).

Figure 27: Major Wine Companies in the UK in 2003

Company Wines Represented

Diageo PLC UK Blossom Hill, Le Piat d’'Or, TaittingEhampagne

Allied Domecq PLC Montana, Campo Viejo, Lindaueorians, Mumm
Canandaigua LTD — Constellation Hardys, Stowells

Bacardi-Martin LTD Global Fetzer, Asti Spumante

Pernod Ricard UK LTD Jacob’s Creek, Long Mountain

E&J Gallo Winery Europe LTD Gallo, Turning Leaf, @at Point, River Crest
Southcorp Wines Europe LTD Lindemans, Rosemoumtfdiis, Tollana, James Herrick
Western Wines LTD Kumala,Yalumba, Isla Negra and&8ur

Source: Keynote Market Report. Drinks Market - WiBecember, 2004.

5. INTERNAL AUDIT
5.1. THE COOPERATIVE'S BRIEF PRESENTATION
The Cooperative GoriSka Brda, which was establisheti954, is located in the far west of

Slovenia, on the border with Italy (see Appendix Zhe wine is produced by 685
cooperatives, wine producers, which at the same tire also shareholders. On average,
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between seven and fourteen million kilos of grapes produced annually. In 2003 the
cooperative sold 5,438,779 litres of wine, of wh&i05,285 were bottled and 1,733,494 sold
open (Internal Source 2, 2005).

The types of grapes produced by the individual eoajive stakeholders in this area are all
from the local region. The Cooperative is partidylgproud of Rebula, Chardonnay, Tokaj,

Pinot Grigio, Sauvignon, Pinot Blanche and Picdlimong the red varieties the best quality
wine is that of Merlot, Cabernet Sauvignon, CabeRranc and Pinot Blue. The Cooperative's
highest quality wines have received awards in matgrnational fairs, including International

Wine and Spirit Competition, Chardonnay du Mondmitely etc.

The cooperative GoriSka Brda is proud of its brarisgueri, Quercus, Villa Brici, Pet&
Rebula (champagne) and its archive wine of Verddarkiz and Picolit. 70% of its wine is
sold on the domestic market, whilst the other 38%>xported. Their main exporting markets
are USA, ltaly, Bosnia and Herzegovina, Serbia Biotitenegro, Croatia and Japan (Internal
Source 2, 2005).

The Cooperative is the 100%-owner of the Sloverigrorting company Slovin International,
whose affiliates SVL Dooel Import Export Macedoaiad Laureate Imports Company became
a part of the Cooperative after the successful éake in 2002 (Internal Source 1, 2003, p.1).

Only one of the three above listed companies hasrded profit in 2003. Slovin International
finished its business year with a loss of 103,4d0,00 SIT (which is approximately
£308.800,00), after having recorded 1,342,625,@8/J revenues (3,782,036.00 GBP). The
USA based Laureate company recorded a loss of $98@ (cca £51,248) whilst the
Macedonian based SVL Dooel Import Export compldtesl business year of 2003 with the
1,432,000.00 SIT (£403,380) (Internal Source 132@010).

Over the last three years, the Cooperative hasdfasm¥ious challenges, such as EU
membership and changing EU regulations, as wellamsweather conditions in 2003 which

seriously reduced grape harvest. Despite all, tagket share of the Cooperative GoriSka Brda
in Slovenia is approximately 15% and the Coopeeatemains the biggest Slovenian wine
exporter (Internal Source 1, 2003, p.1).

5.2. INTERNATIONALISATION PROCESS OF THE GORISKA BRDA CO OPERATIVE

Over the period of Socialist Federative Republi¥ofoslavia the Cooperative did not have to
fight for its market as its whole produce was swithin the Yugoslavian borders. At that time
the two main "importers" were the capitals of thve targest republics; Zagreb and Belgrade.
In 1990, however, this market ceased to exist dred Gooperative had to look for other
countries to export to. There were huge quantiifewine left in the cellar and as the other
Slovenian wine producers faced the same problenespattle for new markets began. The
easiest way to sell the wine was to export to thentries where the Cooperative had already
been present and where its wines were known td Behggh quality. Their brand image in the
markets of Croatia and Bosnia and Herzegovina wad @mains very positive. The
Cooperative entered the market through the expary enode and chose its intermediaries
carefully to avoid alienating individual consumeougps — this was after all a time of immense
hostility between the different national groupsfainer Yugoslavia. The Cooperative has not
since this time changed the entry mode, nor hasnatved towards more advanced
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internalisation modes that might be more approgffiat this type of markét Despite the fact
that the Cooperative chose to trade in this wag tthde between the Cooperative and Bosnia
and Herzegovina rose by 8.7% in 2003 and fell Hiygim 2004. Nevertheless, the export to
Bosnia and Herzegovina in 2004 was only 87.9% aff itth 2001 (Internal Source 2, 2005).

During the nineties, the cooperation between Slisvemd Croatia was excellent, mostly
through restaurants and bars. The Cooperative goéth wine to Croatia, which was then
bottled under the Cooperative's brand in Croatiewéier, in 2000 the importing company
faced heavy liquidity problems and the Cooperaliad to look for new buyers, which affected
trade greatly. Croatia is one of the most proteatedkets tariff-wise and administrative-wise,
manly due to its own wine production (Internal Smu2, 2005).

One of the biggest export markets is the UnitedeStaf America. The Cooperative "inherited"
the market from the Yugoslavian years, when theoitpxport quotas existed, but due to
greater pressure on the price, the quality andtgyanri import suffered greatly. GoriSka Brda,
together with other wine producers, launched the veell known brand Avia into the USA
market and currently 200,000 cases of this braredsald in major American supermarkets.
Avia is the largest selling Eastern European brandhe USA and the Cooperative is
particularly proud of that. The Avia brand and hmerican subsidiary Laureate Import were
bought from a very well known Slovenian import-ekpoompany Sloveniavino. Laureate
Import has a highly developed distribution networkhe USA, which has been used for the
distribution of the two other brands; Quercus amggeri. Due to the lowered value of dollar
the Cooperative decided to launch a new brand nvithé higher price range specifically for
the American market - Traviata. The plan is to ekpiie brand to other markets, including to
the UK (Internal Source 2, 2005).

In 1998 the Cooperative started exporting to thedduntries. All of the EU countries were

entered through the lowest export entry modesutiinahe export intermediary. Up until May

2004 many buyers were not particularly interestegurchase, due to high fixed costs, low
country image and the low appeal of Slovenian wisiace May 2004, however, the sales to
these countries have increased considerably, wisiatue to the final elimination of trade

barriers, the standardisation of wine analysis, oeixglocumentation etc. Sales to the
neighbouring country lItaly have increased the mastl the Cooperative will continue

investing in this market (Internal Source 2, 2005).

In 2000 Japan became one of the exporting marketshe exports to this country continue to
increase (Internal Source 2, 2005).

1 For instance, after 2004, when Slovenia joined Ehe having its own subsidiary in the former Yugosl
Republic would have reduced tax burdens and sweay ¢ghe high international trade batrriers.
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Figure 28: Sales of the Cooperative Wine Accordintp the Country

Country of Export in Index Export in Index Export in Index Export in
export litres 04/03 litres 03/02 litres 02/01 2001
2004 % chg 2003 % chg 2002 % chg
Austria 6.225,50 -27.6 8.583,0( -15.7 10.194,00 2+5.| 9.691,50
Belgium - - - - - - 45,00
Bosnia and
Herzegovina | 186.026,05 -6.9 199.870,00 +8.8 183.728,5( -13.2 211.653,5(
Canada 360,00 - 0,00 - - - 144,00
Croatia 23.625,00 -5.1 24.907,50 +55.0 16.068|00 4.25 | 10.422,00
Cyprus 45,00 - - - - - -
Czech
Republic 720,00 -52.9 1.530,00 +9.7 1.395,00 -27.7 1.930,00
Denmark 1.138,50 -46.5 2.128,50 -9.3 2.346,00 +8.3 2.166,00
Finland 0.00 - 180,00 - - - -
France 688,50 +488.5 117,00 - - - 153,00
Germany 7.818,00 +680.2 1.002,0D +10.7 905,50 -57)3 2.119,50
Great Britain 405,00 -40.0 675,00 - - - -
Iceland 0.00 - 1.222,50 +61.7 756,00 -35.8 1.177,50
Israel 0,00 - 45,00 - - - -
Italy 31.319,50 +326.2 7.348,5( -3.6 7.626,00 +30.8 5.832,00
Japan 5.355,00 +217.6 1.686,00 -62.5 4.500/00 +54{4 3.096,00
Luxemburg - - - 792,00
Macedonia - - - 2.619,00]
Monaco 5.589,00 - - -
Netherlands 1.300,50| -62.2 3.355,50 +417, 648,00 55.0- 1.440,00
Norway 648,00 -60.5 1.642,50 - -
Russian - - - - - -
Federation 16.068,00
Serbia and
Montenegro 23.002,50 +95.5 11.769,00 -39.6 19.491,50 +40.5 13.875,00
Spain - - - - 81,00 - 3.117,00
Sweden 414,00 +109.09 198,00 -89.4 1875,00 - -
Switzerland 9,00 - - - - - -
Taiwan 1.086,25 +85.68 585,00 -7.6 630,00 - -
USA 62.493,75 +356.7 13.684,5p -62.6 49.968)00 622 40.752,00
Total 358.269,05 +27.7 280.529,00 -7.2 302.47Q0,00 2.4+ | 295.475,00

Source: Internal Source 2, June 2005; Internal &8y June 2005; Internal Source 4, June 2005.

The biggest export market remains Bosnia and Herieg where the Cooperative sold

51.92% of the wine exported. The second biggesketsiwere the United States of America
(17.44%), followed by ltaly (8.74%), Croatia (6.59%5erbia and Montenegro (6.42%),

Germany (2.18%), Austria (1.74%) and Japan (1.49%)total the Cooperative exported

approximately 18% to its neighbouring countriestlfwthe largest percentage to Croatia and
Italy) and 68% to former Yugoslav Republics of Biasmand Herzegovina, Serbia and

Montenegro and Croatia. Export to the countries tha Cooperative feels the closest to
culturally and historically (former Yugoslav repigd and Italy), amounted to 77% of its

export. The business report shows that there twstaen an increase in sales to Italy and
Germany, whilst the export to Sweden and Czech Blapiell sharply over the last four years

(Internal Source 5, 2005).
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Figure 29: Export Shares in 2004 According to the Guntry of Export
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Source: Internal Source 4, June 2005.

Export in 2004 represented 17% of total sales. Goetgpto 2003, 2004 exports increased by
80,000 litres, which is mostly due to the increaselés of the new Traviata brand (by 40,000
litres), increase in sales to Italy (24,000) andbieand Montenegro (9,000 litres). The
Cooperative started selling to Kosovo, where it \wbsost unknown in previous years. The
average price of wine sold has dropped by 87 SIZ508 pence. The fall in price has occurred
due to both a reduction in governmental export igigxs and due to the decreased sales of
high-priced brands, such as Bagueri and Querctsriial Source 5, 2005). The sales of these
two brands have dropped by 10,800.00 litres maihlg to lower sales in Bosnia and
Herzegovina (13,000.00 litres).

Apart from Bagueri and Quercus there has been eedse in sales of the country wine (by
6000.00 litres) and the quality wine (by 10,800lid@s) (see Figure 31). On the other hand
there has been an increase in sales of the sataalle-litre programme (by 7,000.00 litres),
Villa Brici (by a massive 17,000.00 litres), spamk wine (by 3000.00 litres) and open wine
(by 21,000.00 litres). Most of the increase is thu¢he increased sales of the listed brands to
Bosnia and Herzegovina, however, open wine, whidlonded the sales of 360 litres in 2002
only, has seen the highest increase in 2004, wisicddue to the quantities sold to the new
Italian buyer in Italy.

It is worth mentioning that the Cooperative regosiéd some of its existing brands and
markets. For example, Avia was launched in Serlpid lslontenegro and Croatia through
Allied Domecq. Traviata, which is the Cooperativaasw brand and was launched in 2004 in
the American market, was sold in Germany also. Cheperative has big plans for Traviata,
which is positioned as medium quality wine and Wwhiould be ideal for British supermarkets
(Internal Source 2, 2005). One of the delicacieghis so-called herbal wine, produced
especially for a buyer from Monaco, who has begoding it to Italian pharmacies.
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Figure 30: Export Shares According to the Brand andl'ype of Wine

Brand/Type of 2004 Index 2003 Index 2002
wine 04/03 03/02

% chg, % chg.
Country Wine 18.306,00 -46.6 24.306,00 +27.9 19008
1 Litre 115.900,00 +6.4 108.960,00 -1.4 110.556,0
Programme
Villa Brici 88.857,00 +23.6 71.859,00 +107.9 34.38D
Champagne 6.978,00 +79.5 3.888,00 +78.5 2.178,0
Open wine - - 3.190,00 +786.1 360,00
(Barrels)
Traviata 50.000,00 - - - -
Total Quality 230.041,00 +8.9 211.203,00 +26.7 166.662,00
Wine
Open Wine 2.475.477,00 +0.8 2.455.468,00 +6720.74 60,0®
Total Quality 2.705.518,00 +1.4 2.667.671,00 +1497.2 167.022,40
Wine + Open
Wine
Quercus 59.199,50 -10.5 66.128,50 -10.7 74.033,5p
Bagueri 28.719,00 -14.3 33.519,00 -13.4 38.709.5
0.5 Litre 1.725,00 +758.2 201,00
programme
Total High 87.998,50 -13.2 101.372,50 -10.9 113.830,0
Quality Wine
Herbal Wine 5.500,00
Total 2.799.016,50 +1.1 2.769.043,5( +887.3 280.492,00

Source: Internal Source 2, June 2005.

5.3. BUSINESS RESULTS

Analysis of the income statement for the years 1B3&3 shows improved position in 2000

and 2001 and later decreases in profits (2002-2(®xes revenues were the highest in 2001
and 2002. They fell in 2003 due to severely damagexps and consequently reduced

guantities. However, the Cooperative's represergatclaimed that the quality of wine in 2003

was one of the highest.

Figure 31: Key Business Data (in 000 SIT)

2003 Index | 2002 Index | 2001 Index | 2000 Index | 1999
03/02 02/01 01/00 00/99
% % % %
Sales Revenue | 1,483,021| -18.1 1,810,819| -6.45 1,935,645| 34.58 1,438,278| 9.11 1,318,181
Total Revenue | 3,063,948( 0.09 3,061,127| -0.37 3,072,383| 36.80 2,245,889| 1.92 2,203,606
Total Cost 3,118,772| -0.20 3,125,117| 2.06 3,061,896 36.99 2,235,097| -0.61 2,248,906
Profit 54,824 | -14.32 | -63,990 -710.13 10,488 | 585.26 | 1,792 103.96 | -45,300

Source: Internal Source 4, June 2005.

The key financial data displayed shows decreased-term and increased short-term

liabilities. The total assets have dropped slightl2003 compared to previous years as well as
the Cooperative’s Equity, which has recorded desmeaver the last couple of years. The
financial liabilities are rising, which is due toetincrease in short-term loans. The Cooperative
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analysed the year of 2003 and concluded that ithess a difficult year on the whole in

Slovenia, as Slovenia complied with the EU acqusmunitaire fully, plus the grapes were

damaged and competitors discovered Slovenian ahdr dBalkan markets. One of the

problems still remaining is also restricted manhkgtiwhich sets several boundaries on the
Cooperative’s promotion.

Figure 32: Financial Data (in 000 SIT)

2003 2002 2001 2000
Sales Revenue 1,483,021 1,810,819 1,935,645 1,438,274
Profit/Loss -54,824 -63,990 10,488 1,792
Total Assets 5,782,938 6,245,322 6,185,463 6,123,411
Equity 2,569,266 3,297,639 3,393,952 3,680,544
Short-term Financial Liabilities 938,289 712,600 684,200 440,400
Long-term Financial Liabilities 227498 241,369 247,519 275,996

Source: Internal Source 7, June 2005.

It is worth mentioning that the Cooperative speh680,750.00SIT (cca. 345,056.14 EUR) on
promotional activities, specifically on brand awsss, brand building and sales boost. The
money was spent on wine tasting and wine promotiansvine fairs, such as Vinitaly,
ProWine, London Wine Fair etc., on promotional matesuch as glasses, T-shirts, hats, bottle
openers etc and on led-promotions in Serbia andtdh@gro, Bosnia and Herzegovina and in
Croatia (Internal Source 2, 2005).

5.4. INTERNAL ANALYSIS ACCORDING TO PALIWODA

Paliwoda claims that McCarthy’s 4P analysis is oioger sufficient (Paliwoda, 1999, p.527;
Paliwoda, 1999a, p.8). His 10P analysis represdéins core of internal analysis and
consequently identifies the major strengths andamesses of a firm.

According to Palwoda the following categories skiooé analysed and if necessary improved
(Paliwoda, 1999, p.527):
» People. People should be the main focus; all stakders, internal and external to the
firm.
» Process, which is unique to the corporate culture.
» Positioning. Differentiation from rivals.
* Power. Market power transferability from home cound host country.
* Product/service. Delivering value added throughctiennel to the foreign consumer.
» Promotion and publicity. What is available, whaai®wable and what is free.
» Pricing. The weakest factor with which to lead.
» Place of sale/distribution. From arrival portsidethie final consumer through channels
as diverse as the internet.
» Planning and control. Monitoring is one aspect dther is the ability to plan ahead
with room to manoeuvre so as not to forestall striatalternatives.
» Precedents learnt from market scanning. Througir@mwmental scanning it is possible
to earn strategies that may be borrowed from atberpanies in other countries and
applied to your own situation.
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5.4.1. People

There are 137 employees in the Cooperative, of wh@rhold technical college or university
degrees. The team is very young and ambitious cmedpep other Slovenian cooperatives,
however the organisational structure is that afrecfional nature. The last survey showed that
employees wished to be more involved in the degigioocess and that they feel quite
dissatisfied with the climate in the company. Thrisr management tried to involve all levels
of workers in the company and link them together.f&, according to the employees, the
process is still slow and the road to a projectdechpany seems very long. The Cooperative
invests in its employees, their permanent educatiod the creative and healthy environment
of its employees, which is one of the key pointshie Cooperative (Internal Source 1, 2003,

p.9).
5.4.2. Process

The Cooperative is owned by wine producers who Haeen trained to produce the best
quality wine. Over the last couple of years themainphasis of the production process has
turned to quality and the Cooperative with its advs educates wine producers which areas
are the most appropriate for grapes, which wineggaav in certain area, how to grow them in
order to produce the set results, how to proteetptoduce and how to harvest it. All the
produce is then collected in the Cooperative, wHichlises the product (Internal Source 1,
2003, p.11).

In the 2003 business report, the Cooperative stafdisof the employees strive to produce
such a glass of wine, which will fully meet consusieexpectations and which will be
produced in an environmentally friendly way” (Imat Source 1, 2003, p.11). Quality
management is of especial importance to the Cotiperand as they claim, it starts in the
vineyard. The Agricultural Consultancy, which ogesawithin the Cooperative, follows the
innovations and tries to introduce them into thecpss. The harvest is of special importance
for the cooperative and timing they say is an dssgoart of it. They take care that the grapes
are picked at the optimal time, which means thatdgrape reaches its optimal ripeness. Fast
grape processing enables the set quality of wildstathe technology represents a major part
of it. All of the processes are carefully contrdiledocumenting and trace ability from the
vineyard to the bottle is mechanised. Based org#ikered results the analysis is conducted
and results are used for the next harvest (IntSoatce 1, 2003, p.11).

All of the repromaterials (including bottles, corksbels and carton) are supplied according to
the inbound control standards. All of the supplifetbw quality standards.

The Cooperative is fully aware of the risks andithportance of the unprotected products and
they work hard to minimise the quality and securigk. They follow the principles of the
HACCP (Hazard Analysis and Critical Control Poistandard, which enables control and
management of all risk factors for the  protection f oconsumers
(http://www.nzfsa.govt.nz/animalproducts/hac@d05).
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5.4.3. Positioning

Even though the opinions with regard to Sloveniamevdiffer considerabi’;?, it is still known

to be of a very good quality with many excellenadinvine producers who have the flexibility

to match the most niche markets, such as the Uk warket. Although the Cooperative’s
wine is of a very high quality, which has receivestognition through various awards at
several international wine fairs, the quantitiegridduces might be too high for the importer of
high quality wine.

The Cooperative has already started working with ohthe biggest UK on-trade buyer (i.e.
buyer for bars, pubs and restaurants), BerkmanreWiellars, who has chosen two types of
the Cooperative’'s wine to be sold in the UK Sou#istERegion (Internal Source 2, 2005).
Several, mostly American, brands have started aatetiand have later included off-trade (i.e.
in specialised shops, supermarkets and individizaies) and although the author’s personal
belief is against launching the Cooperative’s bsamdsupermarkets, this goal is pursued by
the Cooperative. The Cooperative has now the unidpaace to build its brand in the new,
highly competitive and in-taking market. It woulde bdisastrous to throw away this
opportunity, especially since Slovakia is tryingetater the UK market at the very lowest end,
through Sainsbury’s with the export price of 1.2QFE a bottle for table wilé The
differences between Slovenia and Slovakia have nimmgs been blurred in the minds of
British consumers due to the similarity in names] due to their equally distant location —the
average British consumer’s mental map of Europes shme go further east than Germany and
France. So there is a very real threat that tloedoaat best mediocre reputation of Slovakian
table wine will spill over onto Slovenia’s qualiyoduce.

5.4.4. Power

Power refers to a company’s position in the businesvironment with regard to business
subject, government, consumers and producers. “W@herbuyer or seller in a market has the
ability to exert significant influence over the auity of goods and services traded or the price
at which they are sold, we can claim that that ifigelbuyer or seller exerts market power”
(http://www.economist.com/research/Economics/alptialoém?LETTER=M 2005).

Over the last couple of years the Cooperative hasaged to transfer some of its power from
Slovenia to the former Yugoslav markets and touhéed States. At present the Cooperative
is mainly concerned with building brand image amtimg UK restaurants and with activities,

which would raise awareness of Slovenia as a cpuitgeneric Slovenian brand with the best
selection of wine, large quantities to export, amdclear strategy, would eliminate the

disadvantages faced by single producers enterdgJi market and would gain the aspired
market power.

5.4.5. Product

Wine as a product is highly dependent on naturatiitons and as such not very predictable
with regard to the product’'s quality and quantitiie main factors influencing the quality and
quantity of wine according to Sinkovec are thedaing (Lapajne, 2003, p.12): production
area; type of grapes; production year; time of éstrvtype of harvest; production of wine and

18 See Interviews in The Data Analysis Chapter.
19 This information was revealed to the author atire Fair by members of Slovakian Delegation spepkff-
the-record.
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eno-technological processes; fermentation; warehpuscedures and storage. The demand for
wine is also very hard to predict, which is alse doi the changing trends in consumers’ tastes,
which cannot be matched instantly by producers. iDubese quoted factors wine as a product
has to be evaluated differently than other products

5.4.6. Promotion

The Cooperative does not lead centralised promatiantivity, as its separate subsidiaries
develop their own promotion (Internal Source 1,208010). So far, the recorded consumption
of alcohol in Slovenia has favoured the Cooperatigales. Although it has dropped in recent
years, the consumption of alcohol in Slovenia if among the highest in Europe. The
recorded consumption of pure alcohol in Sloveni2@®3 was 10.1 litres per person (12.3
litres per person aged over 14 years). An averégeBe consumed 43.3 litres of wine a year,
whilst Slovenes aged 15 and more drank 52.9 litreioe in 2003. An average Slovene drank
80.2 litre of beer in 2002 and 1.6 litre of spiritsa year
(http://ivzgov.over.net/ivz/novica.php?ivz_id=12005).

Export marketing promotion takes various forms:

5.4.6.1.Personal Selling
The Cooperative does not promote their wines thiquegsonal selling.

5.4.6.2 Advertising
The Cooperative has been greatly influenced bysthiet advertising laws with regard to

alcoholic drinks, which has reduced advertisinglebhol in Slovenia to almost zero (Lapajne,
2003, p.11). There have been occasional TV adeertSlovenian channels, which have been
unimaginative and with limited appeal to a new eoner market. The message they have tried
to deliver does not express the unique selling tpoiof the Cooperative’s wine. The
Cooperative should therefore influence Sloveniamsomption with more attractive
promotional activities and maybe look at other wimeducers abroad. It is accepted that the
costs of advertising, especially abroad, are higit, when increased would have produced
better results at least in the home market. The U&#ed Laureate Company is aware of the
importance of advertising and it is worth mentignthat in 2003 the Company spent $360,000
(£204,700) on promotional activities, which is 13% of its revenues (Internal Source 1, 2003,
p.10).

5.4.6.3.Sales Promotion

Sales promotion is one of the most practical andelyi used promotional activities in the
Cooperative. There have been several attemptotogie brand awareness and to build brand
loyalty in Slovenia and in the markets of formergéslavia. One of the promotional activities
included a 0.2 litre bottle free gift when custompurchased three bottles of high quality wine
(Lapajne, 2003, p.11). There have also been raffle activities with coupons, which were
sent back to the Cooperative. Customers were regfiés answer a couple of basic questions
about the Cooperative and its products and sortieeaf were rewarded.

One of the most important promotional activitieghivi this group is representation at trade
fairs and exhibitions. This is a distinctive fea&tuof the Cooperative as they are well
represented at the most famous international fairsh as Vinitaly, London Wine Fair,
ProWine etc. which echoes the quality of the bramdside the producing country
(http://www.klet-brda.com/eng/wines.php005). The Cooperative does make some business
contacts at those fairs, however their represemtadit the fairs is not advertised and very
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poorly translated into competitive advantage. Imlithoh to this, there is a personal-type
promotion in the area of former Yugoslavia as fhissbetter with the local business practice.
The Cooperative hopes to be rewarded for its effartd to increase the market share in the
countries of former Yugoslavia, especially in comgan with their rival Cooperative Vipava.
Unfortunately, the Cooperative still does not taavantage of the Internet and it is still
impossible to purchase their wine through a sesitee Other categories of sales promotion
such as foreign catalogues and samples are stillssal to full potential.

5.4.6.4 Publicity

The Cooperative’s wines are popular within the eestregion, its home territory. There are
several media-targeted activities such as Mediavésdy attracting journalists from all over
Slovenia and the neighbouring countries of Italyl #ustria. One of the most high profile
events in GoriSka Brda is the “Marathon of Chetftias the area is known for cherries. There
are several cyclists attending this event, whiclgaging in popularity every year (Internal
Source 2, 2005). One of the awareness-raising gveaiso “Medanski dnevi” — (The Days of
Poetry and Wine — Medana), attracting people withvel for wine and poetry
(http://www.studentskazalozba.si/airbeletrina/last#ix.htm 2005).

5.4.7. Pricing

The Cooperative has fixed export prices accordinthé type of wine and the brand range of
wine. The following export price list, deriving frothe “cost + ” system is used for all export
markets, with the disadvantage of ignoring comjgetiind demand. The prices listed below
are however negotiable. The price list does ndude Traviata, which is a new brand and is
currently sold at 1.60 EUR a bottle (Internal Seu?¢ May 2005).

Figure 33: Export Prices of Cooperative’s High Quaty and Selected Wines

Brand EUR/ Brand EUR/
Bottle Bottle
Quercus 0,75 | (High Quality Wine) Bagueri 0,75 I(Selected Wine)

Rebula Quercus 2.30 Rebula Bagueri 5.10
Tokaj Quercus 2.40 Chardonnay Bagueri 5.10
Beli Pinot Quercus 2.65 Bagueri Sivi Pinot 5.10
Chardonnay Quercus 2.90 Savignon Bagueri 5.10
Sauvignon Quercus 2.90 Merlot Bagueri 5.60
Quercus Sivi Pinot 3.10 Cabertnet Sauvignon Baguer 5.60
Merlot Quercus 2.90 Cabernet-Merlot Bagueri 5.60
Cabernet Sauvignon 3.00
Modri Pinot 4.50

Source: Internal Source 6, June 2005.

Figure 34: Export Prices of Cooperative’'s Quality ad Sparkling Wines

Brand EUR/ Brand EUR/
Bottle Bottle
Villa Brici 0,75 | (Quality Wine) Sparkling Wine 0,75 |
Rebula Villa Brici 1.55 Perta Rebula (dry) 3.65
Chardonnay Villa Brici 1.65 Cecilia 3.65
Sivi Pinot Villa Brici 1.75
Merlot Villa Brici 2.00

Source: Internal Source 4, June 2005.
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The advent of new world wines and greater competitess in the global wine market have put
downward pressure on the final market price, wircturn puts pressure on the export price of
wine. Especially hard hit are wines from the Oldiil. Among the ones who suffer the most
are the French producers, who face both decreagmmtitedemand and home consumption.
Since 1960, French wine consumption per capitadhagped from 100 litres to 58 litres. The

French however still drink more than other Europgean

Italians on average drink 55 litres, the Spanish I1Bfes, and the Germans 24
(http://migration.ucdavis.edu/rmn/more.php?id=92® @, 2005). The price per litre of wine
from Southern France has dropped from 84p in 26081p in 2005 (Dahl, 2005, p.29). The
study, conducted for the biggest world wine fain&kpo, predicts that by 2008 “France will
no longer be the biggest wine-consuming nation withamount of wine drunk would fall by
74% and the French individually no longer the bigg drinkers”
(http://www.archimedia.hu/content.php?content=401jaag=eng 2005). The study said that
of the 10 biggest wine-consuming countries, aparfFrance, Spain would see a decline of
10.2 percent, Portugal 9.1 percent and Argentidapércent. But consumption in Germany
would rise by 28.6 percent, in Britain by 15.7 maricand South Africa by 21.1 percent
(http://www.winesnw.com/news_reviews/newsandrevidy outsipsFrance.htn2005).

French wine producers claim that in order to stampetitive they would have to receive at
least 1 EUR per litre and demand from their govesntto distil their wine into industrial
alcohol which is the standard procedure for thevithk lakes. In addition to the fact that the
French have stopped drinking wine, New World wisi¢aking over the British market, which
has been the number one export location for Fremole. Consequently, French wine
producers are forced to look to Germany and Ea&arnpe where consumers are more loyal
and less prone to branding effects

(http://www.economist.com/surveys/displayStory.cfoP$ id=3273532005).

5.4.8. Place Of Sale/Distribution

Within the domestic market the Goriska Brda Coopesadistribution network has eight in-
house distributors, whilst in the foreign marketse tCooperative mostly deals with
intermediaries (Sesum, 2003, p. 11).

More and more paths to the consumer have evolvetl the Cooperative has become
correspondingly more flexible with regard to thenfioits product takes. The wine can be sold
almost in any form, in any bottle, shape or qugntiSome of its foreign distributors accept
open wine, others want only traditionally bottledinete The Cooperative sometimes
differentiates when it comes to brands and distousuch as for example selling Avia
through Allied Domecq to former Yugoslavian couedri(Internal Data 1, 2003). The
American affiliate Laureate has its own distribatichannels and represents a higher export
form for the Cooperative.

5.4.9. Planning And Control
The Cooperative has planning committees, and eéiftestrategies are applied for different
markets. Due to the high secrecy of the informatimmly the Controlling side of the sub-
chapter can be discussed.

The Controlling component in terms of the produttmocess is subject to the instructions of
the 1SO9001 standard. The Cooperative invited tloeedian Quality Institute to help them
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obtain the standard and to therefore improve thoequiures and process control (Internal
Source 1, 2005). So far however the standard bageat been obtained. This is unfortunate
and it seems that the Cooperative is simply unawérie advantages it would bring with
respect to quality and marketing.

5.4.10. Precedents Learnt From Marketing Scanning

The wine producers present in the UK market hawepted different strategies as it can be
seen from the environmental scanning. The Old WdHdance, Italy, Spain, Germany)

countries have been pushed out by the New Worla: wiroducers (originating from Chile,

United States of America, Australia, New Zealand.)ewith their aggressive advertising,
promotion, branding by grape variety and not regiechnologically superb production and
lower prices (Jones, 2003, p.1).

Slovenian companies cannot expect that they wilhble to do the same, especially not on
their own, as the advertising costs in one of tlestnbrand-sensitive markets are extreme. It
would therefore make sense for Slovenian compatiesome together to consider joint
ventures in foreign markets. As it will be discubge the next chapter, one of the key success
factors will be collaboration and not competiti@n;win-win” strategy, instead of “win-lose”
strategy. Unfortunately, the Slovenian businesstatiéy is not “what can | gain from this
deal”, but instead “never let anyone perform betti@an you, even if this means that you will
not perform at alf’. This is particularly worrying as it will not onlgrive the small exporters
out of the existing export markets, but will alseyent the ones who wish to enter the market
from reaching the set market target.

What the Cooperative should do in the UK markabisdopt the differentiation strategy and
split its products into two World category, expdriender two companies. It should satisfy the
knowledgeable consumers with exhaustive informatiorithe bottle tags and it should pursue
the “ours-is-better-than-theirs” strategy with meralised top range wine and additional offers
for the consumers of Slovenian wine. For more theerategy proposals, please see the last
chapter.

5.5. COUNTRY IMAGE AS THE FIFTH ELEMENT OF THE MARKETING  MIX

One aspect of the research, which deserves gratetion, is consumer behaviour as one of
the major parts of market analysis. When analysiimg consumption and wine market entry,
some theorists argue that it is a must to incliedountry of origin criteria in the analysis,
since it is considered to be the fifth element le tmarketing mix of imported wine
(Felzenstein, Hibbert, Vong, 2004, p.72).

According to Jaffe, Nebenzahl and Lampert, the tgeof-origin effect (COE) or country
image effect (CIE) on consumer evaluation of pregland services should gain more space in
international marketing theories, since, as théajisation of marketing efforts continues, the
relationship between country-product image and hmasimg behaviour becomes more
important (Nebenzahl, Jaffe, Lampert, 1997, p.ZRe COE is generally understood to stand
for “the impact of generalisations and perceptiabsut a country on a person’s evaluations of
the country’s products and brands” (NebenzahlgJafimpert, 1997, p.27). A product’s origin
is often used as a signal of quality, since ceril@ims are strongly associated with specific

20 Author’s personal observation.
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countries and products from those countries ofteamgpt to benefit from these linkages.

Country of origin can function as a stereotype,oclihinay be based or inaccurate, but it does
play a constructive role in simplifying complex ot® situations (Solomon, Bamossy,

Askegaard, 2004, p.257). A number of research etutiave shown that the COE can be
explained as either halo or a summary construce halo constructs assumes that a
consumer’s perception of the country of origin dile effects attitudes in situations where a
consumer knows little about a country’s productthiis case made-in effect or origin-country-

image are based on whatever knowledge the conshasernbout these countries, including

their level of economic, political and social deymwhent (Nebenzahl, Jaffe, Lampert, 1997,
p.30).

Little empirical research has been done with regarthe choice criteria in the wine industry
(Felzenstein, Hibbert, Vong, 2004, p.79). In gehdras considered that price plays an
important factor for wine consumers, however sogsearch has shown that country of origin
effect and grape variety are complementary fagtoc®nsumers’ selection of wine.

5.6. BRANDING

“In economic terms the “brand” is a device to ceeatonopoly or at least some form of
imperfect competition” (Dennis, 2003, p.39). The ke branding is that people recognise the
brand and hold pre-conceptions about the produfdrédehey buy it. It is important that
consumers recognise the brand: once they hawkitrand liked it they will look for it next
time.

When dealing with the product — wine, the distirstping features of it are the type of wine and
the established brand. The consumers are parficskamsitive to the first one, and roughly, the
product is firstly classified into red, white anoké wine. Certain wine brands have gained as
much space in consumers’ perceptions that thewi#in the type category. For example the
American Blossom Hill is recognised as a red Anwridottle of win&. However, the
American wine producers have come a long way atabkshed themselves as the rightful
competitors to the old producing countries modtisotigh aggressive advertising, which the
Cooperative cannot afford.

It is clear that, so far, the wine trade has alwlagen elitist, catering to connoisseurs who in
reality account for only a small proportion of thne purchased in the UK. “Branding has
come late to the wine market, but producers are m@alising its importance”, writes Samuel
Solley in Marketing fittp:/global.factiva.com/en/eSrch/ss_hl.a2003). Solley is surprised
that advertising for wine is much less than beewbiskey (see Figure 36 below). He claims
that since wine does not exist in the culture iitedn the way it does in wine producing
nations, British wine consumers are more pronehtwose according to brands when facing
purchase decisions. Once familiar with the brahig, builds a certain degree of familiarity and
reliability and consumers will continue buying the same brand
(http://global.factiva.com/en/eSrch/ss_hl.a2004).

2 personal observation.
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Figure 35: Advertising Expenditure for Wine and Lager in the UK
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The advertising expenditure as a percentage ofdhee sales of wine and lager in the UK

shows that, whilst the advertising expenditure rieeh relatively constant over the three
years, the advertising expenditure for wine re&ativthe value sold has been falling steadily.

Figure 36: Advertising Expenditure as % of the Valie Sales
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Many wine buyers and wine producers claim that dhality of wine is not necessarily a
guarantee for successful sales. “The look of aywrbts critical, since this is its unique selling
point,” writes Solley when quoting Steve Abrahanmarketing manager at Boyar Estate, owner
of Blueridge http://global.factiva.com/en/eSrch/ss_hl.asp004). Jones quotes Marion
McKenzie, general marketing manager at Evans&Tawaer of the Beramundi wine brand,
when she writes that “a quality image is importamtg labels play a big part in this” (Jones,
2003, p.2). McKenzie points out that “labels on theaper versions of Barramundi cost more
than those on its premium offering” (Jones, 2003),pllustrating the importance of branding
in the mass market.

McKenzie agrees that consumers need wine to hae&-Up appeal”, “they need things to be
tactile” (Jones, 2003, p.2). Since this is clainbgdmany in the wine business, it is definitely
not an area the Cooperative should neglect. Thereapproximately 700 brands in the UK
market http://global.factiva.com/en/eSrch/ss_hl..a8004) and they all try to demystify the
wine issue for the UK wine consumers. “One hasmeustand the hooks that draw consumers
in, and assist them. Logos and bottle shapes lelgive a sense of place and heritage”
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(http://global.factiva.com/en/eSrch/ss_hl.a2004).

Different brands are more “lucky” or memorable thathers, which is due to different brand
positioning. Jobber (2003, p.63) provides an araytframework to dissect how a brand is
positioned:

» Brand Domain — target market.

» Brand heritage - background and culture of the dbeard the company.

» Brand Values — core values of the brand.

* Brand Assets — images, slogans that distinguisibtéied (the name and the symbol).

» Brand personality — the character of the brand.

» Brand Reflection — how purchasers believe the braakles them look.

“The goal of the brand is to be strong on all thiesats, to have a distinct personality, image,
slogans etc.” (Dennis, 2003, p.43). Whilst it ispontant to decide what these factors should
be, it is as necessary to choose how they will dranounicated. If one wants a consumer to
associate certain things with the product, marketeave to find the best way to tell the
consumer through symbols what he or she should&tsdheir brand with.

One of the most difficult decisions of a brand isatvand how it should be named. “Wine
brands tend to Umbrella brand with variety as thie-lsrands” (Dennis, 2003, p.44). This is
especially the case with the New World wines lik&JBwith its sub-brands Merlot, Cabernet
Sauvignon, ... The Old World wine however is diffdreas the variety is tied to the region and
is effectively the brand with different producerghin this brand.

According to Jobber (2003, p .63) the brand nanosilsh
» Evoke positive associations.
» Be easy to pronounce and remember.
» Suggest product benefits.
* Be distinctive.
* Not infringe an existing registered brand name.

Apart from the name, the brand symbol is also irtgpar The symbol and sometimes the
slogan seem to represent the face of the brandttemd build the personality. Figure 38
presents an example of clear brand image; JacaleskGponsored the new series of Friends
on Channel Four in 2004, targeting 20-30s profesdipeople who want to get fun with their
friends. “The £850,000 sponsorship guaranteedomgdr profile for the Jacob's Creek range,
and was an association that worked perfectly feritrand's image” according to senior brand
manager Stefan Beaudettp://www.checkout.ie/AdMarketing.asp?ID=12005).

When dealing with brands and brand images the distinction between the Old World and
New World market can be noticed. The Old World sasehow been left behind in this race
for the UK market, which is due to lack of techrgtial investment in wine production, lack
of advertising and marketing and slow reactionhi® fiast changing market conditions (Jones,
2003, p.1). As the New World countries have takesr othe Old World has had to react to this
and they have done this quite inappropriately. Thaye dropped the price and the excellent
Old World wine is now being sold for 4.00 GBP. Thegve effectively chosen to undersell
quality wine instead of choosing to advertise iialgy to justify higher prices.
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Figure 37: An Example of Successful Advertising Capaign - Jacob's Creek
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Sourcehttp://www.jacobscreek.com/index.pHl.6.2005.

It does however seem that the “New Look” appealthéoaverage British consumer. As it can
be seen from the presented images (Figure 39})jistiaction is clear. The New World brands
target younger groups, who might not know much alone but like the taste and recognise
the label. The strategy used by these brands ipabewas to grab the consumer with the low
price which would encourage them to buy with littesitation, allowing them taste the wine,
thus making them loyal to the brand. These brars#smodern designs, bright colours and
trendy names, which does offer the “pick-up” app®athe customer in the shop. Now the
New World producers are trying to shift to the uppdce market and knowing that the UK
consumers like their brand, they can afford thdteyr call their wines “value-for-money”
wines and this angers the Old-World Producers @ahl, 2005, p.27). Most of their success
is due to being used to advertising and massivedimg in the non-European world and taking
the advantage of this trend in the UK market. Hosvetheir tactics are sometimes deceptive.
For example, although most new world wine comeanfra highly mechanised mass
production process, they nevertheless use traditi@mymbolism and imagery to build
associations with the brand. “New World producesge images of rolling field and small
Chateaux to create a false image of their wine'hfilg 2003, p.64). The Old World producers
should therefore strengthen their messages andesreayd reinforce the message that the New
World wines are pretenders. One of the interview@edith Irwin, a wine judge, claimed that
an old-world type of label may increase the prita bottle by as much as £2.00.
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Figure 38: An Example of a Typical Old World Label
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Sourcehttp://www.dealtime.co.uk/xDN-Wine--price_range_30-red_wines-1998~V-rowdlay 2005.

Figure 39: Examples of Typical New World Labels (Agentinean, Australian, Chilean Wine)
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Sourceshttp://www.unwined-
online.co.uk/countries_products.php?id=1&act=cogatiountryid=12&mid=2&gmid=15&ggmid=31&gggmid=
94, 21.6.2005.

But the trend of labelling their wine in the New Ybway can also be noticed in French wine.
Some of the French wine producers have realisadhbg have to satisfy the existing demand
for the modern look bottles and labels in their bomarket as well as in the foreign market.
Felicity Lawrence writes in the Guardian that tlierfeh wine producing world is split. On one
hand there are “the keepers of the “terroir”, tiaglitional French view that a wine should be a
complex thing that speaks of its origin, and tasfake soil in which it has grown” (Lawrence,
2005, p. 3). On the other hand, the French winedyrers have become aware of the
importance of the new, international style of theiine, with a very fruity and easy taste. Such
“bland and homogenous wines can be aimed at newatsarat the young and particularly at
women”, writes Lawrence in the Guardian.

The Fruite Catalan wines (see the promotional é¢adt Vinexpo in the figure below) are
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"well-made, fruity, light and straightforward” (Laence, 2005, p.3). The wine is produced in
the South-East of France, where wine producersarglergoing one of the greatest crises in the
sales history of French wine and facing fierce cetitipn from the New World wine. The
same trend can be noticed in Bordeaux where theraege of stylish wines, called e-motif, of
typical blends from the region. “To attract custesneho seem to prefer the clarity of New
World labels, producers are moving away from thenglex appellation d’origine controlee
system in Bordeaux, which encompasses nearly &3iolgs and 3,000 chateau names. More
and more quality wines are being labelled withdrepe variety rather than simply geographic
region” (Lawrence 2005, p.3). These wines wereeginames like “blanc excitant”, “rose
complice” and “rouge fusion” (Lawrence, 2005, p.Bhese wines target young adults, the
“Bacardi Breezer” generation and are mostly soédtkie internet.

Figure 40: The New Look for the French Fruite Catan
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Sourcehttp://www.vigneronscatalans.cob.6.2005.

Even though East-European wine is far from popudahe UK, the Bulgarians have learned
how to approach the market. Bulgarians enteredniaeket with extremely low prices (of
£2.99 or less a bottle) and are now trying to pmsithemselves higher (£4.99 a bottle). They
changed their brand image and launched a new,neglyeappealing pick-up Blueridge bottle.
The bottle is of an unusual shape and a nice molddel, as can be seen from the figure
below. A brief explanation of the origin of wine @Besented in three languages, French,
German and English on the back As a part of theirketing strategy, Blueridge launched
barrel sale, which proved to be very attractiveviee consumers and other brands have started
to imitate the move.

55



Figure 41: Bulgarian Blueridge

Source: Author’s photograph of the bottle from Shimry’s, May 2005.

In the light of this, Slovenia faces the questidmether the wine labels should be trendy and
sell massively or Old World, targeting wine expeatsd an exclusive market. In order to
suggest the possible tactics, a closer look aCtmperative’s brand is necessary.

As already mentioned, the Cooperative is proudf/éry well established brands: Bagueri,
Quercus, Villa Brici, Special wine brands of Verditarkiz and Picolit, Traviata and Avia.
Traviata is the Cooperative’s new brand and do¢haee the label yet, whilst Avia is sold to
the US market only. The rest of the brands areemtes in this section. Special wine brands,
Bagueri and Quercus are the higher quality ranklstvthe other can be described as quality
wines only. The following brand presentation isrogluced from the Cooperative’s website
http://www.klet-brda.com/eng/wines.php

5.6.1. Bagueri

“Bagueri is the Cooperative’s prestige label, $gtig the highest quality criteria. The name
comes from the last landlord of the Dobrovo casttaint Silverio de Baguer, famous for his
excellent wines. The Bagueri series offer red ardtevwines in elegant bottles, an ideal
accompaniment to special occasions. Grapes of lertejuality grow in the viticultural area
of GoriSka Brda. The interaction of the unigque dim and soil, enhanced by human
innovations in the winemaking, account for the greas of these wines. The Bagueri wines
develop an even nobler character by maturing in dakerels” fttp://www.klet-
brda.com/eng/wines/php2005). The Bagueri bottles are unique and thaite selegant.
However the label lacks a short description in Ehgbf what the name and the wine stand for.

The following sub-brands have developed under thguBri brand: Chardonnay, Rebula, Pinot
Gris, Sauvignon, Merlot, Cabernet Sauvignon andt€s®e. From these, Rebula might be the
best for the UK connoisseur consumer, who is medy to buy this wine.
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Figure 42: The Bagueri Brand

Sourcehttp://www.klet-brda.com/eng/wines/phiune 2005.

5.6.2. Quercus

Quercus is the Latin word for oak tree, and the egroints to the importance of oak in the
wine maturing process. “The label applies to higlaldy wines growing in selected sites of
GoriSka Brda. The oak tree can be described ad, $afiting, and eternal, and the same can be
said for great wines” hitp://www.klet-brda.com/eng/wines.phf2005). This brand should
target the segment of the UK wine consumers, wieovalling to experiment and willing to
pay more than £4.77 for a bottle.

Figure 43: The Quercus Brand

There are several different sub-brands of Quemlsiamed after the type of wine, produced
in the Cooperative; Merlot, Cabernet Sauvignon,e@iadt Sauvignon, Pinot Noir, Pinot Blanc,
Pinot Gris, Sauvignon, Chardonnay, Rebula and Tokaj
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5.6.3. VillaBrici

“Villa Brici represents a brand of quality wine froGoriSka Brda. It is excellent table wine,
very aromatic and perfect for less demanding t&gtep://www.klet-brda.com/eng/wines.php
2005).

The variety types of Villa Brici are the followingRebula, Pinot Gris, Briski ros, Chardonnay
and Merlot. The Cooperative should not enter theketawith this brand, as the name is
difficult to pronouncé” and the quality is average. The brand’s appearsiggests Old World
but the quality might not be competitive enough doconsumer choosing from several high
quality French brands within the same price range.

Figure 44: The Villa Brici Brand

Sourcehttp://www.klet-brda.com/eng/wines.php005.

5.6.4. Archive Wines

“Ever since 1957, the Cooperative has been maintai wine archive, storing the best wines
of the best vintages. The bottles are stored an shdes so that the wine is in contact with the
cork to keep it moist and airtight. Neverthelesse tb slight evaporation, the bottles have to be
filled and the corks have to be changed once imtyvgears. Therefore, do not be surprised to
see a bottle of archive wine with a brand new cdhitp://www.klet-brda.com/eng/wines.php
2005).

2 Most English speakers would naturally say “Villady” instead of the correct “Breetsy”.
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Figure 45: The Cooperative's Archive Wines
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6. DATA ANALYSIS

As this thesis moves forward it is important tottése actual perceptions that British
consumers have of Slovenian wine. Baker writes dinat must develop a research design and
decide between observation, experimentation ormeokasurvey (Baker, 2001, p. 377). For the
purpose of this case study, observation and suresgarch have been applied as the
underlying techniques. Observation is intended nmititain an awareness of information,
actions and events” (Baker, 2001, p.378). It cassi§the systematic gathering, recording and
analysis of data. On the other hand, the surveyniqae is frequently interchanged with the
guestionnaire technique. Surveys are concerned faith finding, by asking questions of
persons representative of the population of intetesletermine attitudes and opinions, and to
help understand and predict behaviour (Baker, 20(&B4).

Observation and survey technique are usually gabupgether to form quantitative research.
Whilst it has been observed on several occasiarsqirantitative and qualitative approaches
have been treated as opposing methodologiesalsisbelieved that when used together they
provide the study with an “invaluable insight inteality” (Baker, 2001, p.384). They are
believed to be complementary.

In the early stages of the writing of the thesi$yan-depth interviews with wine experts or
wine buyers were anticipated. However, as the spudgressed, the importance of Slovenia’s
country image and its effect on entrepreneurshgaive clearer. It was therefore decided that
firstly, interviews would be conducted with peogéamiliar with Slovenian wine who were
also living in Britain and experienced in wine saie the UK market. The two complementary
parts are presented in this chapter and togethértihve Market Intelligence Food and Drink
Consumer Behaviour research findings presentetiarthird Chapter, the issue of consumer
behaviour prediction should now be concluded. Thag@er starts with a brief explanation of
why case study research has been selected ass#arale methodology, and moves on to in-
depth interviews and questionnaire analysis.
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6.1. INTERVIEWS

The aim of the research was to obtain a few intdégerviews with the wine buyers of both,
larger off-trade chains and smaller, individualwéfde businesses, in order to get the insight
into the buyers’ mind and decision process.

Six interviewees participated in this study andeaegdr to the in-depth interviews. These
participants were selected from a small pool oirfmssmen, experienced with Slovenian wine
and with British consumers and their preferencdse $ample was purposive; deliberately
chosen from a variety of sectors, such as govertahemne PR and wine trade sector. Other
wine buyers were also contacted, but did not atpee interview. Instead they stated their
preferences and plans with regard to the impo8l@¥enian wine.

6.1.1. Slovenian CompaniesIn The UK Market

Firstly, it seemed wise to start with one of themoters of Slovenian business in the UK,
economic counsellor Mr. Bojan Skoda at the Sloveeimbassy. The interview was conducted
on the &' April 2005 and further contacts of the people where involved in the launch of
Slovenian market were obtained.

Mr. Skoda believes that things are far from opttinisLarger Slovenian wine producers are
not flexible enough with respect to various maigportunities in the UK market”, stated Mr
Skoda. “Slovenian companies in general are becomivaye of the UK market potential and
are eager to enter mostly due to the closenedsediidme market, high economic growth and
high potential turnovers in the UK market”, statdd Skoda. He is convinced that “Slovenia
has the products which are suitable for the UK magrkor example high quality wooden
products. There are currently about 300 Sloveniampanies present in the UK market,
however these are all “old” companies that entehedmarket as Yugoslavian companies”,
stated Mr. Skoda. According to him “the new companivho try to enter, are mostly product
oriented and face high promotional costs”. The wiag fact according to Mr. Skoda is that
Slovenian companies do not know how to work toge#imel have not completely grasped the
concept of the win-win strategy. Individual compamienter the market because they have
previously been invited by certain UK businessekp wgpotted them at international fairs.
“There are only a few courageous ones who do rasttteenter and who are prepared to invest
in the market the way they should do”, said Mr. &ko

It is clear from the information on the interndigte are a few Slovenian wine companies
present in the UK market, among which several efrthare small businesses, private, top-
guality wine producers and two cooperatives: Vimmkoand Ormoz. The latter works through
the Winerite company, whose representative Mrs.eBg\Carter (interviewed on TlApriI
2005) did not wish to comment on the sales of Siame wine but merely stated, that
“Winerite is not interested in expanding the salEeSlovenian wine to the UK market”.

According to Mr. Skoda, “too many of Slovenian wim@ducers focus on London only, whilst

it would be easier to enter the UK market throughl&¥, Northern parts of England, Scotland
and Northern Ireland”. He also expressed his conedwout the lack of firm strategies and
brand building. “The UK market is all about branasd promotion and we are lagging
behind”, he said. Unlike other nations, Slovenasnca count on diasporas, as there are less
than 1000 Slovenes living in the UK and as thera ‘ikind of bitterness among the Slovenes
living in the UK with regard to their homeland”.
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6.1.2. Governmental | ncentives

With respect to governmental activities and itsstgace to Slovenian wine producers abroad,
Mr. Skoda openly admitted that even though the es\bhas opened its premises to free wine
tasting sessions in Central London, the Slovenesigmment and ministry of Agriculture are
not prone to listen to wine producers’ concerndieyf do not seem to be aware that raising the
country profile is necessary for the well beingstdvenian entrepreneurship”, said Mr. Skoda.

The following true story might illustrate why, filg, Slovenia is still unrecognisable to many
British, and, secondly, how narrow-minded somehef Elovenian companies are. Vinopolis,
which is one of the biggest wine centres in Longoesents its wines according to the country
of origin. A small corner in Vinopolis was assignedSlovenia for presentational purposes,
enabling Slovenian wine producers an easy entryehe embassy contacted the ministry of
Agriculture to arrange for the products to be digpd, no interest was shown in promotion
and the corner is still empty which is the mosgdiseful “promotion” one can wish for.

The issue itself is worrying, especially since éems that the large cooperatives are not
interested in promoting their wine through Vinogadind remain deaf to any initiatives from
the embassy, as if they were unaware of the inbédufree promotion. GoriSka Brda for
example “missed” their entry into Vinopolis for tHiest six months of the three-year trial
period in Vinopolis, as they showed no interesnogiolis offered a stand where Slovenian
wine would be for sale. Several Slovenian wine poails would have their chance and the
wine, which has been selling the most, will stayinopolis. As there was not interest for free
promotion, the embassy has now turned to smaltmiymers and the sales of Slovenian wine
in Vinopolis began in August 2005 with the Kunejpes from south-east Slovenia.

According to one of the interviewees (telephoneeriview with the Interviewee 3 was
conducted on 2% April 2005) “the problem with Slovenian wine praus is the fact that
they have not had to fight for the market in thetpaheir existing market has not encouraged
them to improve their wine and discouraged thenmfimproving the quality”. “They sold
what they could to their home market”, added therinewee. Slovenian wine production is
still a “cottage industry” and not so much of gkyscale industry, stated the interviewee and
added that “this might also be the reason why niengseskills are practically non-existent”.
According to the interviewee “Slovenia is taking time” and she was convinced that “the
Slovenian government is aware of the problem aras dy to improve matters”. “Slovenia is
getting richer and is learning how to promote itsqucts. Many wine producers are eager to
export and promote their wine and the Cooperatieeidka Brda has one of the best, the
youngest and motivated staff in Slovenia”, she ddde

“The Slovenian Government helped the Cooperatitabéish real contacts with the UK wine
buyers and tried to initiate ongoing wine tradewsstn Slovenia and the UK through the
governmental wine export initiative”, confided thterviewee. “A well-established on-trade
wine buyer was invited to participate in this pregeand has chosen wines from three
Slovenian cooperatives to be imported to Britaihjol is definitely a positive sign for the
Cooperative’s export. Further import however degeoi the success rate of this year's sales
and is as such still unstable”.

6.1.3. Selling Quantities To Supermarkets Or Quality To Specialised Licences?

Mr. Skoda advised the author of further contactBSictv proved to be essential for further
analysis. It has to be noted that one of the pitipas involved selling wine to specialised
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independent off-licence stores, whose customerg weare likely to appreciate good quality
wine and more likely to try new and interestingtéas However, some of the interviewees
expressed their concerns with regard to this isSbey believe that the Cooperative would be
better-off selling to supermarkets as well as tdrade and specialised off-trade dedférs

Ms. Judith Irwin (interviewed on“SApriI 2005 and on 18 May 2005), wine judge, director of
Judith Irwin Fine Wines, and importer of one of Blevenian champion wines produced by
Mr. Jozef Kupljen from North East Slovenia, claithat people who try Slovenian wine like it
and come back to her. She is convinced that tlkememarket for Slovenian wine in Britain, but
segments should be targeted carefully and onlypése wine should be chosen. She would not
be interested in importing large quantities throbgh business, but is willing to promote the
Cooperative’'s Traviata through supermarkets. It ttabe noted that Judith Irwin met the
Cooperative's representatives at London Wine Falay 2005 and tasted some of its wines.
As the Cooperative did not bring one of its topietss — Rebula with them, Irwin agreed to
visit the Cooperative and select a range of theesvshe would be interested in.

Waterloowines (phone interview conducted off Kbpril 2005) believe that selling Slovenian
wine through supermarkets is not the best way fatwd ow county image and unfamiliarity
with Slovenian wine will deter customers from buyitmhe wine and consequently wine buyers
from further orders”, claimed their representati®upermarket sales also require constant
promotion”, said Waterloowines and they are consththat Slovenian wine producers are not
prepared for that yet.

6.1.4. Expert Opinion On The Quality Of Slovenian Wine

One of the interviewees, who was interviewed BrApril 2005 (Interviewee 6), was hired by
the Slovenian government to help Slovenian winedpeers adapt to the UK wine market
requirements. She has visited Slovenia on sevedsions and is familiar with Slovenian
wine. Her role in the adaptation process is “tgph®lovenian wine producers see the world
through international instead of national eyes &mdprovide them with feedback”. The
interviewee claimed that “Slovenian vineyards amdlwun, however, wine producers copy
Italian style of production”. She believes that€étlway the grapes in Slovenia should be
handled is the French way and not the Italian”. gkding to the interviewee “wine producers
are aware of this”, it has to be noted however thatwhole process cannot be shifted to the
French style over night and requires a lot of éffor

Another concern expressed by Waterloowines, whiclorie of the importers of Slovenian

Refosco, was that “Slovenian wine is too “oaky” asdtherefore not best matched to the
British taste”. That kind of wine requires a centaype of food to go with it, but “people are

not buying wine together with their dinner”, saltetWaterloowines representative. Another
interviewee agreed with this when stating that “sahthe Slovenian wines are too oaky”, but
was convinced that Slovenian producers would Iéamm to handle woods and put this down
to a learning curve.

Judith Irwin is convinced that Slovenia is one lo¢ tworld leaders in the production of high
quality wines. “Density of the highest quality wsen Slovenia is probably among the top
ones in the world”, said Irwin. Judith Irwin wassponsible for the launch of Bulgarian wines
into the UK market 20 years ago and she discovBtedenian wine when she was invited to

2 This issue is contradictory and one thing is dertsupermarkets require quantities and the “Nevk'ldottles,
which will be discussed in the next chapter. Iba&lieved that at the moment the Cooperative isafb¢ to
provide either and cooperation with other Sloveniame producers is highly necessary.

62



Slovenia as a wine judge. Now she is one of thengist supporters and promoters of
Slovenia as a country and Slovenian wine and isre@gmport more of the top quality wine.

6.1.5. Cooperation Among Slovenian Wine Producers To Provide Quantities As
Well As Quality

When asked if this would be enough for successiftriyanto British market, the Interviewee 6
said that “Slovenian cooperatives should enterntizgket together, with a nationally based
brand”. The interviewee expressed her concernsmeghrd to the Cooperative’s aspirations to
be the sole initiator and the leader of the natidmand establishment, as “this might make
some of the participants feel inferior and they micpnsider retreating”, she stated.

The main problem currently faced by the Cooperatve sell quantity as well as quality. The
interviewee encourages the Cooperative to go te fitiddle of the market” and is determined
to help the Cooperative sell a bottle of wine urEe00. She estimates that “it will take them
10-15 years to do so”.

“The Cooperative is constantly working on qualitypwever it is obvious that selling a bottle
for the magic £4.99 will exert pressure on the ifyialexpressed her concerns the Interviewee
3. This is also the main concern expressed inttigsis, as it is important that the quality
remains intact. Interviewee 6 claimed, that “ifrigoortant to look at the range and quality of
wine sold at certain prices, for example at £48&9consumers may buy high quality French
wine for the same price or a very popular Australimttle of wine for slightly more”. She is
confident that “Slovenia produces good wine, buteyproducers have to step together in order
to provide the UK market with large quantities, agpiate price and excellent quality. What
will deterg]ine purchase decision on such occasmtige type of wine, familiarity and country
of origin™=".

Peter Denton (interviewed oﬁhS\priI 2005), who helped establish Judith Irwin &ilVines,
stressed that “the tradition of Slovenian wine mgkis to produce smaller quantities”. His
experience with sales of Slovenian wine shows ‘ttaisumers are pleasantly surprised when
they try Slovenian wine”. He believes that “the geaof Slovenia and its wine is low and
people who do buy the wine are the ones who wisiytgomething different”. Judith Irwin
Fine Wines aspire to sell two thousand bottlesth@internet but unfortunately their website
has still not been registered with Google seardinenwhich would enable greater access to
their website.

6.1.6. Sensitivity Of The UK Wine Market To Visual | mage Of The Wine Bottles

Interviewee 6 agrees that the British market issigie to visual image of the wine bottles.
“Label and design are telling the people what tpeet’, says one of the experts. She believes
that “Quercus is the bottle with the right labehilst anything else should be improved to
appeal to the British consumer”.

Irwin liked the Bagueri label and agrees that “@woperative should stick to the Old World
label image in the British market”. She is convihdbat “the Old World label adds about
£2.00 to the bottle value and is therefore extrgrimportant”. “A bottle has to have a pick-up

24 personal observation is that out of these thrimaeSian wine loses out on two points; familiarityd country
of origin, which is particularly worrying.

63



appeal”, said Irwin who is aware that not all cansus are wine connoisseurs and choose the
wine because of the look and not because of treepped quality.

6.1.7. Familiarity With The Country Of Origin

Interviewee 3 expressed her concern with regarthéoentry of Slovenian wine to the UK
market. “The British market is very consolidateddamany buyers finished their Eastern
European market sales”, she said. “Eastern Européa is unfortunately not that popular
anymore and it might be difficult for Slovenes tegsin right at this moment. A very strong
marketing campaign initiated by the ministries veblé needed”, she added.

As already mentioned above, Waterloowines is neasgd with the sales of Slovenian wine.
Their clients include a couple of restaurants wie regular buyers of their Slovenian wine,
but generally Refosco is not popular with their énsy and they “certainly will not be
increasing the imported volume”. The Waterloowiapresentative also added that people “do
not know the country nor the wine and if they buyhiey try it because they think it is exciting
and different. If people do know the country thelce it in Eastern Europe and are
unpleasantly surprised that a bottle of wine isl$ot £8.15”". “This price seems to be too high
to match the competition and can only reach a trarket share”, they say. Unfortunately,
Slovenia again falls between two stools; its gyaline that has not got the reputation of
France and lItaly, but it instead gets tarnisheth &Wiast European image of poor quality cheap
wine which makes it difficult for them to demandigh price that reflects the quality of the
product.

6.1.8. Other Buyers

Apart from the interviewees whose views are sumsedriin this Chapter, other buyers from
larger wine businesses were contacted. Even thdhgke buyers did not agree to the
interview, they were willing to state their interéis imports of Slovenian wine and in some
cases where no such interest was obvious, thegiexepl why this was the cdse

Among the first ones to be contacted was Berry 8&d%Rudd Ltd, who said that they “have
no requirement for Slovenian wine”. They added tte# Cooperative would be better off
approaching the High street or the supermarkets.

Winerite, which is one of the biggest importersSibvenian Laski Riesling, expressed no
interest in importing more Slovenian wine. They ao¢ enlarging their imports from the East
as it does not sell the way they expected, they sai

The Sunday Times Wine Cltfois interested in importing Slovenian wine, as thag
expanding their range of wines from Eastern Eurcfiey said that they had concluded
negotiations with the Russian and Czech wine preduand would be keen to import more of
Eastern European wine. The Sunday Times Wine QGubxclusive, and exporting through
them would guarantee exports under a recognizedendinis definitely an option the
Cooperative has to consider before anyone elses takeantage of this opportunity.

Oddbins is not at all interested in importing Sloa® wine, they did however ask for the
export prices.

% The interviewees do not want to be named. Thdicintact details can however be obtained fromathidior.
% personal experience with the Sunday Times Winé @lthat it offers one of the best Customer Sesiic
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Threshers Group said that they “already are famili¢gh the Eastern European Wine, as they
export a lot of Rumanian and Bulgarian wine”. Tiexs do not “wish to make any changes to
the Eastern European range at the moment”, theyehewdo not opt out of future
collaboration with the Cooperative and will keep ttetails in their file.

Wine Society was unsure about importing Easterroean wine but they would consider
coming to the wine tasting if such an event existed

6.2. QUESTIONNAIRE ANALYSIS

The questionnaire (see Appendix 1) was handed ou?3 people. 66 responses were
completed and valid and are analysed in this sapteln. The questionnaire was designed
purely to test the feeling about the country ofgoriof the new product on the market —
Slovenian wine. The results are not statisticalpresentative for a city of 7.2 million
inhabitants  Iittp://www.statistics.gov.uk/census2001/pyramidgésgh.asp 2005), and
especially not for a national market size of 60lonl. The questionnaires were however
distributed in two, different areas of London; Weékimpstead, which is known for middle
class people with reasonably high incomes and d gtandard of living, and on Kilburn High
Street, which is ethnically mixed and where incqyeehead is generally that of a lower group.

The questions in the gquestionnaire were closedeehguestions and open-end questions
(please see the Appendix 1). The first category uszsl for the definition of income and age
bands and for measuring familiarity with the coynirhe open-end questions were used where
the interviewer wanted to firstly, not influence suggest the answers about Slovenia as a
country, and secondly, to obtain answers as vésadipossible. No multiple-choice questions
were included in the questionnaire.

Since the questionnaire was handed out to peotilerejoing to work or during their lunch-
break, it was important that the questionnaire aasshort as possible. The results of the
survey will be presented thematically. No methottenthan statistical or stochastic methods
will be applied for data analysis, as this methedthe most suitable for “conditional
predictions” (Merrilees, Tiessen, 1999, p.326).

Before they agreed to participation in this survegpondents were selected by being asked
whether they drank wine. In addition to the pasbgrstopped at the two street locations in
London, an additional 10 questionnaires were obththrough asking a colleague to distribute
them to his associates in his work place, the FKiiahnTimes. Different sources were
approached in order to guarantee equal presentafi@ge groups and income ranks. Age
structure of the respondents and their income bamese not revealed by all of the
respondents, since these two questions were optiona

As with the Market Intelligence Food and Drink seyywhich analysed a sample of 25,000
respondents, the opening question of this authswiwvey focused on factors influencing

purchase decision. Respondents were askhafthat influences your purchasing decision most
when buying win€?The results are presented below.
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Figure 46: Factors Influencing Wine Purchase

O Price

B Taste

O Region/COO
O Familiarity

H Colour

O Value/Quality
W Brand
OFood

M Occasion

M Look

Source: Questionnaire Analysis, London, 2005.

Among the most important factors influencing pusshalecision are the price of a bottle of
wine (24.10%), taste (sweet, dry) (14.90%) andcthentry of origin (11.40%). In comparison,
the Market Intelligence Food and Drink researchwadtthat 32% of respondents were price
sensitive, 26% chose wine according to its colaul 25% according to the country of origin.

If we however look at price sensitivity among thgher earners in this survey, i.e. among

those who earn more than £27,000 a year (23 resptsmdf the total 66), the picture changes
and country of origin plays a crucial role in démismaking process.

Figure 47: Factors Influencing Wine Purchase Decish Among the Top Earners
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Source: Questionnaire Analysis, London, 2005.

The second question the respondents were asketsteeawas “How much do you usually
spend on wine?” The answers varied, however thenibajf respondents spend from 3.00-
4.99 GBP a bottle. 40 respondents out of 66 usumllya bottle, which costs less than 4.99
GBP. The number of respondents prepared to pay thare £8.00 a bottle suddenly rises
again, indicating a large minority at the expengivechase end, and less in the middle range.
This question did not have the closed type of answehich might have been better. Several
respondents said that they bought wine from widstegories or that the price category
depended on occasion.
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Figure 48: The Price Consumers Usually Pay for a Btle of Wine
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Source: Questionnaire Analysis, London, 2005.

One of the trends in the UK and in ageing Europthaesrising consumption of both the baby-
boomer i.e. people born in the years following tBecond World War and the rising
consumption of the 65+ population. Baby boomersvarg important in consumption analysis,
as these are the people who were involved in aiwgasecial revolution, who demanded their
own culture, fashion, music and who rejected tHefseof their parents (Evans, 1999, p. 214).
These people are the most likely to know what theagt and the most likely to shift from beer
to wine and to pay good money for good value. The people are interesting for consumer
behaviour analysts because of their growing reptatien and the ageing continent. These
consumers are gaining their place in wine conswnpiMarket Intelligence Food and Drink,
2005) and together with the single female wine ooress they have often been targeted as
The wine consumers of the New as well as Old waiilies. They are expected to pay more
for a bottle of wine, firstly due to higher levdliacome, and secondly due to appreciation of
quality. The price, they are willing to pay for attee of wine is presented in the Figure 49.
The Figure below shows that respondents aged 50allysspend more on a bottle of wine
compared to younger wine consumers. Whilst 34%efréespondents aged 50+ usually spend
£4.00-4.99 a bottle, cca. 40% of them spend mane £18.00 on average.

Figure 49: Average Expenditure per a Bottle of WingPopulation 50+)
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Source: Questionnaire Analysis, London, 2005.

67



When respondents were asked whethey had ever heard of Slovenia and if they woaleh
been able to locate it on the mamost 60% of the respondents said they had. Mexvenly
36% of those respondents who have heard of Sloyvesniald be able to place it on the map,
which means that around 21% of all respondents kwbere Slovenia is. Retrospectively, this
question could have been phrased better to testpéintcipants’ knowledge better. This
question as it stands is likely to produce a highanber of positive responses because, firstly,
people may be ashamed to say they do not know,saodndly, many respondents clearly
interpreted the question to mean “If | showed yauap, would you be able to put your finger
on Slovenia?” A more accurate question to meas$wie knowledge would have been: “Which
countries does Slovenia border?”.

Figure 50: Familiarity with Slovenia

“Have you ever heard of Slovenia?”
YES NO
59% 41%
“If you have, would you be able to locate it on thenap?”
YES NO
36% 64%

Source: Questionnaire Analysis, London, 2005.

The respondents who had heard of Slovenia werelaskarite down a couple of unprompted

words that expressed their feelings or impressadrtbe country. The survey has shown that
Slovenia is firstly associated with Eastern Eur@¢p8.2%) and secondly with the lack of

stability (15.4%). 10.3% of the respondents assectlovenia with the break up from

Yugoslavia, with beauty, and with the break up @fstern Europe. 5.1% percent of the
respondents think of it as a “rich country”, asnice country” and as a “mysterious country”.

The same percentage of respondents have no feelirege unaware of their feelings towards
the country. 2.6% of the respondents think of Shizweas a flat country and the same
percentage of them think of it as a small country.

Figure 51: Feelings of the Country

30

251
201

% 15-
10-

5]

o el

10.3

(4]
H

O Eastern Europe M More Stability OBreak Up from Eastern Europe
O Very Beautiful B A Part of former Yugoslavia ERich

O Mysterious M Nice ODo not know
E Flat OSmall

Source: Questionnaire Analysis, London, 2005.
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When respondents were asked whether they knevtha¢nia was a wine producing country,
the majority of them were unaware of this (74.2%) anly 25.8% of them were. The survey
lacks a question to establish where those 25.8%df@mut about Slovenian wine, so that it
would be easier to establish which media was thetreaccessful in delivering the message
across to the public.

Figure 52: Awareness of Slovenia as a Wine ProdugrCountry

“Do you know that Slovenia is a wine producing coutny?”
YES NO
25.8% 74.2%
Income band
<£26,999 >£27,000
37.5% 62.5%

Source: Questionnaire Analysis, London, 2005.

Out of the 25.8% of the respondents, who were awlzae Slovenia was a wine producing
country, 62.5% earned £27,000 and more i.e. werditfh earners. It is worth mentioning that
in Britain there is particularly high correlatioetveen higher income and higher class status
i.e. well educated middleclass people who are mw@re of Slovenia as a wine producers. In
many other Western societies, higher earnings donean more cultural awareness.

Those respondents, who were aware that Sloveniaawgise producing country, were asked

whether they have ever tried Slovenian wine. Ifythad, they were asked where they bought it
from. 28.6% of the respondents who were awareSlatenia was a wine producing country,

have tried its wine, whilst 71.4% of them have not.

Figure 53: Experience with Slovenian Wine

“Do you know that Slovenia is a wine producing coutny?”
YES NO
25.8% 74.2%
“Have you ever tried Slovenian Wine?”
YES NO
28.6% 71.4%
“Where did you buy it from?”
Do not know In Slovenia
71% 29%

Source: Questionnaire Analysis, London, 2005.

Only 29% of the people, who knew that Slovenia wasine producing country, have tried
Slovenian wine. 71% (which is 5.3% of the total ptaj of those, who have bought Slovenian
wine, do not remember, where they have boughbihfrwhilst the other 29% (which represent
2.1% of the total sample) have bought it in Slogeni

Even though awareness about the country and exyperief its wine are low, people were
asked to answer whether they would be willing ty Blovenian wine if it were available in
the shops. The majority of the respondents wouldibin the shop (63.6%), whilst 12.4% of
them would consider buying it as much as any othare in the shop. 15.2% of the
respondents are unsure whether they would buy Bilanewvine, whilst 9.4% of them would
not consider buying it if it was available in tHeops. As already mentioned, the results gained
through the questionnaire are not representativce sirould only serve as indicators of a
“general feeling” towards Slovenia as a country Sfavenian wine as its product.
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Figure 54: Would You Consider Buying Slovenian Windf It Was Available in the Shops?
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Source: Questionnaire Analysis, London, 2005.

All respondents who reported that they would comisliliying Slovenian wine were asked how
much they would be prepared to spend on a bottBl@fenian wine. The majority of them
(35.7%) would spend £4.00 — £4.99 a bottle, whiB0% of the respondents would spend
£3.00-£3.99 a bottle. 16.6% of the respondents avgaly much more (more than £8.00),
whilst 4.8% of the respondents would compare theepio quality. Comparing this to what
consumers usually spend on a bottle of wine, itobexs clear that more respondents are
willing to pay £2.00-2.99 a bottle, which meanstttieey perceive Slovenian wine as lower
quality. However, the number of respondents whold/be willing to pay more than £8.00 per
bottle of Slovenian wine is higher than the numbkthe respondents who usually pay that
much for a bottle of wine of different origin. This an interesting fact as it once again shows
how price sensitive the low-end of the market ise profit lies in sales through the top-end
specialized licences and not through supermarkets.

Figure 55: Willingness to Spend Money on Sloveniawine
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Source: Questionnaire Analysis, London, 2005.
The analysis of the results among the top earferasthat people earning £27,000 a year or

more would be willing to spend much more on a babfl Slovenian wine, however this is also
the group which conditions the price to the quatiig most. Among the respondents, who
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stated, that they would be willing to pay £8.00adtle or more, 72.7% stated that they would
pay up to £20.00 a bottle.

Figure 56: Willingness to Spend Money on SloveniaWine (>£27,000)
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Source: Questionnaire Analysis, London, 2005.

7. DISCUSSION

7.1. INTERNATIONALISATION PROCESS AND THE LESSONS LEARNT

As discussed in the theoretical Chapter, the sgcoés company entering the new market
depends on its experience and knowledge in relaiomhis market. Information can be
gathered through other companies’ experience armugh secondary resources, however,
according to the Scandinavian school, the most itapbfactor is experience and presence in
the market or in culturally similar markets (foraemple the presence of GoriSka Brda in
Bosnia or in Croatia).

If the Cooperative wishes to maintain its positias the largest Slovenian wine exporter,
expansion is needed. Falling home wine consumtighincreasing competition in the former
Yugoslavian markets are the two main drives of eéxpad outward internationalisation. The
Cooperative is the closest to the former Yugoslavizarkets, where it is recognised as an
excellent quality wine producer, and is trying tosjtion itself as such in other European
markets. Even though the Cooperative's exportshesd markets, especially to the Italian
market, are rising, thorough marketing strategyhsas joint advertising and promotional
campaigns in the new markets, will be required dsa awareness of its wines in these
markets.

Soon it will prove necessary for the Cooperativedmal through affiliates in the more
established markets. Affiliates in Bosnia, Croatna Yugoslavia would “release” the ties with
the main unit in Slovenia, take the burden off @mperative’s shoulders, tariff- and tax-wise.
Allowing local Bosnian, Croatian and Yugoslavianresship of the final product would bring

the wine closer to the hearts of final consumergjlsiv simultaneously improving the

consumer’s identification with Slovenian wine sattihey regard it as a joint product —half
Slovenian and half local. This strategy has beeoessfully carried out by Kleenex in the UK,
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and by Volkswagen in the Balkans. Furthermore, kngwhe character of the Balkan soul,
this method would guarantee their loyalty to thanok for years to come.

If the Cooperative is to be successful, enterirg riarket through the UK-based importer,
Berkmann, will not be enough and the Cooperativeukh find ways through other
distributors, for example through the Sunday Tidéise Club. Current internationalisation
strategy, though safe, is at the same time padsishould be in the Cooperative’s interest to
take more control and responsibility over the im&tionalisation process and to fully
appreciate the risks and rewards of UK market efiing market is demanding and consumers
are much more aware of their choices than in dtwopean markets. The product should be
tailored to match the demand and this still hasrgy lway to go. One reason for this passive
entry route could be that the Cooperative mightvaey about involvement in a market where
the operational costs are high. Certainly it tak@g and money to establish the presence of a
new brand in a new market. But creating a salesidiary and cooperating closely with PR
(for example through Deborah Collinson’s agency] aith high-profile marketing agencies
in the UK (for example Saatchi&Saatchi) is moreehk to build a brand than dealing
exclusively through a third party exporter. The Ge@tive needs to plan long term to prepare
for a demanding market with purchasing power mughér than that of former Yugoslavian
markets.

The point of this argument is that the Cooperattvdar behind in the internationalisation
process and that it is not using the potentiadf. With excellent opportunities in the USA, in
the Balkans and in the UK, nothing much has chargent the past twenty years. It is not
enough to believe that the experience from the &alarkets can be borrowed for the UK
market, as the knowledge gained in two completéffergnt markets is non-transferable
(according to the Scandinavian Stage Model).

The UK market is however similar to the Americanrkes, where the Cooperative is already
present. In this respect internationalisation psede the UK market has already started, and
the Cooperative should examine its mistakes andesses in the USA as a first step to
entering the UK. The Cooperative’s export to theefizan market hinges on one brand —
Avia, which due to its poor quality image is noband that should be targeted at the UK
market. The other two brands Bagueri and Quercesat selling the way the Cooperative
expected, which is certainly one of the indicatfrpenetration faults. The Cooperative should
explore whether low sales are due to the brand nappeearance, or whether this is merely due
to brand unfamiliarity. If American consumers areeuggling with the name (Quercus,
Bagueri) and its pronunciation, the British areyvékely to do so. The product needs to be
adapted to the market.

One of the questions of adaptation of the prodacge to internationalisation stage tackles the
match between the product and the stage of developaf the market. The fact that the price
of a bottle of Cooperative wine is falling reflettee global trend in increased competition and
downward pressure on prices. The most demandingetsamust see the greatest range of the
top quality wine with the highest acceptable priE&ports to countries like the UK, USA,
Norway, Japan etc. should be the driving forcetliertop quality sales. Nevertheless, selling
Bagueri and Quercus in the former Yugoslavian ntarkeust continue to be stable and this
loyal market must be maintained.

Another important question is timing. With poor m&ss results at this time, the danger is that

impatience will increase the vulnerability of theodperative at the very start of the
internationalisation process. Entering the markeintrease sales and revenues from goods

72



sold might damage the market position for good. Ukemarket is particularly media based
and from this point of view, according to the Sdaaglian internalisation school, the
Cooperative has no experience whatsoever. The afost quarter-page sized add in the
Financial Times is approximately £8,000; hiring R Bgency, consultants, intermediaries in
the centre of Europe’s financial and business woaldl rise up to half a million pounds.

When entering the large-scale off-trade in the Uirkat, the quantities produced by a single
Slovenian wine producer are too low and they wit meet minimum quotas expected by
many wine producers. On the other hand some imgodkehigh quality wine will insist on
purchasing wine that comes from an exclusive stifckt most 3000 to 5000 litres per year.
Many UK wine analysts with some knowledge of Slaadgmave expressed their concerns with
regard to the flexibility of entrance and supplySdbvenian wine, as this “might scatfésome

of the buyers. It appears that the difference ardanhd for the exclusively connoisseur type of
market and the off-trade medium range market isrd&tlin the case of Slovenian wine supply.
There are high quantities of high quality wine, émna quantities of the wine for off-trade. The
Cooperative has to therefore artificially widen thap, which will enable easier entry and
avoid confusion with regard to demand.

7.2. TARGETING THE TWO SEGMENTS OF THE UK WINE CONSUMERS

7.2.1. Two Markets

The UK market no doubt offers great sales potefiaood wine with respect to forecasted
sales and wine consumption. On the one hand, thexesegment which is highly demanding
with respect to quality and taste, and is not bpate-sensitive (i.e. the connoisseurs). The
average consumer represents the second segmech, izpiarticularly sensitive to price, label,
and country of origin. The same consumer wishefintbinformation on wine wherever it is
the most convenient (supermarkets and off-licenaad)refuses to look for it elsewhere. This
market, split into two segments, puts pressurerodyzers to satisfy both tastes.

The Cooperative’s brands are undoubtedly the OldidMarands with the simple, old-looking
label and conservative symbols. The names aral@htfrom the region’s history, suggesting
old world traditions. Since the territory was onogled by neighbouring Italy and its
predecessors, it is natural that this should bleatefd in the brand and style. However, the
problem is that most consumers — British and evieweBe- are unaware of the historical
background (Bagueri for example is named afterumtass who lived in the region’s Dobrovo
castle and known as the Queen of Wine), and aneftre unable to see the connection
between the wine and the name. The Cooperative doésprint any descriptions or
explanations of its culture on the labels, so tlessage of exclusivity is completely lost.

The UK wine consumers are known to be more knovddugngry consumers than European
and are likely to search for information on thetleotlf the bottle and the label will attract a
consumer’s attention, then what might deter thesaorer is the country of origin — Slovenia.
The country is unknown and people often confusetht Slovakia. Moreover, its reputation as
a wine producing country is unknown. There hasad@timething on the bottle to counter these
negative aspects of origin and unfamiliarity. Cansts need to be convinced that the wine is
special. Raising the profile of Slovenia as a dualine-producing nation may require

2 Wine Supplier for the WaterlooWines.
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assistance from the Slovenian Government's natitmadist agency. Cooperation with the
Slovenian Tourist Organisation through its “Slowemvigorates” campaign might bear more
fruit than campaigning alone. Collaboration witte ttocal HIT Casinos would be a good
vehicle for presenting wine as a complementary tyxexperience for the British tourists
visiting the Nova Gorica casinos.

Traviata, the brand recently launched for the U& d markets, does not recognise nor target
either of the two segments. It is too low in gtyafor the connoisseurs and too uninspiring in
name and appearance for the price-sensitive mafket.a company like Cooperative, which
wants to sell both “quality” (high end products) waell as “quantity” (table wine), it is
extremely important for the producer to cover dlitlee ranks in its portfolio from the top
connoisseur market, where it is better to offer@he World brands, to the low ranking market
where it may be better to launch fruity flavourglanthe trendy, well designed and colourful
brand, like for example the Bulgarian Blueridge.

7.2.2. The Price Sensitive Market

Since the Cooperative’s management is eager toregpoa large scale, this should be done
carefully. The Cooperative has two brands alreaeyebtbped for this off-trade extremely
price-sensitive segment: Traviata and Villa BficEven if the Cooperative enters the market
through Traviata and Villa Brici, these two typedlwe sold as the Old World Eastern
European wine with no “pick-up” appeal, and whi@noot guarantee sales. The two brands
should not be represented in the UK market at saahay would not sell and they would be
competing in a highly competitive market. Their fifanames are not well chosen for the
British market and the quality does not match upécceptions of the Old World high quality
wine. Even if these bottles sell well, this willlprsatisfy the Cooperative’'s need to export
large quantities, and will not build the brand asvarss the Cooperative would wish to have.
Firstly, the two brands should be renamed with ppealing name (i.e. pronounceable for
English speakers, like for example Jacob’s Creaki, secondly, they should be given the New
World look (see figures 39 and 40). Most importgnthis brand should be launched through
Slovin and not through GoriSka Brda as this wilindege the Cooperative’'s name in the long
run.

If the Cooperative insisted on trying to marketstiow-end segment (i.e. Villa Brici and
Traviata), then it should be done in the shopsuiijinopromotions and special deals as it is
extremely price sensitive. To reduce the costkscoan be replaced with the screw top, labels
reduced to a minimum, tags added and visual appearauperb. The name on the bottle
should evoke positive associations with Britishtutd and way of life. The French producers
have established the “Old Bush Vines” for exampisoaiate with Australian JungfeJacob’s
Creek (see Figure 37) sponsors Friends and trieteliver the message of relaxation and
enjoyment (“Unwind”).

The Cooperative should also consider selling théie in carton boxes or in 2dcl bottles, as
the Market Intelligence Food and Drink survey showleat these two types of packaging are
becoming more and more popular among the wine coesa If the Cooperative decides to
stick to bottles, it should find an innovative sedp show that its wines are different (like for
example Blueridge on Figure 41).

2 It is worth considering selling under some othemial if the buyer is interested in this. Not onlguid this not
affect the brand image, but it would keep the |dvpeice pressure away from the Cooperative andaedhe
costs.

29 How paradoxical that famous French wine is hawingretend to be Australian to sell!
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With regard to pricing of Villa Brici and Traviatander new names and as New World wine,
the price per bottle should not exceed £4.99. Cengig the general problem faced by the Old
World wine producers, Goriska Brda earns a lothptle and should be prepared to lower the
price or alternatively upgrade the image of thaéiman(tags, bottle shape etc) to add value to the
bottle in the eyes of the consumer to justify tighlr price. The Cooperative should tighten
the suppliers of repromaterials and look for déferways to influence the costs. In the search
for greater cost effectiveness, the Cooperativet tkemsp in mind that this should not be at the
expense of the quality of the wine. The Cooperatay decide to educate and motivate its
member producers to produce more efficiently withgacrificing quality. Simply forcing the
producers to sell to the Cooperative at a lowerepger kilo of grapes would only encourage
them to pass on this reduction in costs to thein @werheads (i.e. fertilisers, skilled labour,
investing in quality grapes etc), and the end tasalld be a lower quality harvest, leading to
a poor or mediocre quality wine.

7.2.3. The Quality And Experience Sensitive Consumers

Whilst the Cooperative should make a dual markétyethe marketing of the high quality Old
World brands, i.e. Quercus and Bagueri, should fatkerity over the lower range brands
discussed above. The Cooperative needs to buildrtred, which will be associated with high
quality. It is therefore essential that wine expesre approached with the Cooperative’'s
highest quality wine. In the UK market the winewits individuality in taste and flavour will
mostly appeal to people in the upper middle clpagticularly those, who appreciate excellent
wines and are interested in information about wawdture and history. It targets people who
like to experiment in their tastes (about 16% afisaoners, according to Mintel survey from
January 2005) and earn enough so that they cardafio In order to reach this segment the
best, the Cooperative will have to find a smallpedalised buyer with its knowledgeable
clientele so that the brand image is set at thledsigstandards at the start.

The segment which should be targeted with the OltldVwine appearance, Bagueri and
Quercus, will look for information on the internét,specialised wine magazines, at wine fairs
(the most important English wine fair is undoubyettie London Wine Fair, held annually),
wine clubs and through wine tastings; everywhereratthey can educate themselves. It is
important that the wine in this segment is clealy old world wine, with sophisticated taste
and matching price, ranging from £8.00- £20.00 #idmff-trade, depending on the type,
vintage and perceived quality, as the UK top eariiK wine consumers would be willing to
pay that much for a bottle of Slovenian wine. Adiong to the questionnaire results, top
earners condition purchase of Slovenian wine omiislity, which means that they should
have the chance to try it first. The Bagueri angQus brands, as well as Piculit and Markiz
are the perfect brands for this segment. It is kvarentioning again that each bottle should be
equipped with a tag and an English label with axhmmformation about the wine and its
producers as possible. As two types of wine hawenbdeveloped specifically for British
consumers, the Cooperative should invest morebiel land image perfection and it is certainly
worth hiring an English based agency to work onl#iel as well as the bottle. It has to be
stated that this is the segment which will contigbto Cooperative’s brand building the most
and should be separated from the mainstream medidlicence wine. An example of how a
professionally built and advertised GoriSka Brdanr could look like is presented in the
figure below.
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Figure 57: An Example of a Professionally Presentedine Brand

GILBERTS

HIFRERS

Sourcehttp://www.missfreelar.com/img_portfolio/adv_6 ajd0.1.2006.

One of the most important things within this seghisito make sales available through a well-
known specialised buyer. Consumers who have trizel Cooperative’'s wine through

restaurants, might not want to find out that theedottle is now available for more than 50%
less off-trade, which is the problem American wpreducers experienced lately. They got
around it by selling it as two different brandsatmid confusion. Those consumers will either
stick to exclusiveness and buy wine from the resatatuonly, or will look for products from the

same producer elsewhere. It is important that they familiar with the sales outlets and
therefore it is equally important that the Coopgeaestablishes such outlets in the UK market.

7.3. COOPERATION WITH OTHER SLOVENIAN WINE PRODUCERS

The likelihood of success of any Slovenian win@émetrating the UK market is much higher
when the tag “Product of Slovenia” becomes a unggling point. If wine is to be sold across
the UK, it will not exclusively be the wine of G8ka Brda, but “Slovenian wine” or at least
“Western Slovenian wine” produced by the Vipava @@rative, VinaKoper and Gorsika Brda,
that one can find in the shops the same way Chiléarstralian and American wine is
available. UK wine consumers are less likely toearber the producer than the brand and the
country of origin. Working together with other Séan wine producers has several
advantages:

» Lower costs for individual supplier

« Strength in numbers through brand building - Itihego create a common “made in

Slovenia” product which UK consumers start to retsg

» Larger quantities matching the demand

» Wide palette of types of wine more likely to satisbnsumers’ taste

» Shared advertising and promotional costs
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» Split work
» Advantages of already established contacts

One can argue that the Cooperative’s road to themaikket is paved with difficulties and it
has been expressed by a few interviewees thatamddor all Slovenian wine producers will
have to step together if they wish to reap the rdsvdrom the win-win strategy. The
Cooperative cannot afford to enter the market enoin in these difficult business years.
Should its efforts to cooperate with other largepperatives be limited, it should rely on
smaller wine producers and form a network of winpagters, even if it means that the
Cooperative takes the lead.

Joint entry is particularly important, firstly, due greater pressure and power on the
governmental and other business centres who mifgat some assistance, and, secondly, due
to lower marketing and advertising costs, whichxsemely important in the UK market.

In order to increase this awareness, this netwériwine producers — when it is formed -

should put pressure on the Slovenian governmenttamalinistries (especially on the Ministry

of Agriculture) to sponsor promotional activitiesthe London Wine Fair 2006. This year's

under-representation showed the sheer lack of Blameinterest in export to the UK, since

some of the Slovenian wine producers could simplyafford to guarantee their own stands. It
is worrying that the Czech Republic and Slovakidoware less renown as quality-wine

producing countries, had their own stands and weseoting their wine, whilst Slovenia was

visibly absent. Another issue that cannot be disedisn this thesis is governmental incentives.
If Slovenian wine producers as a group could managsgtract government's attention in this

particular case for the UK market, they are makelyi to do so for other markets. Once the
process of joint ventures and networks of Slovenvame producers entering foreign markets
has started, it will become self-sustaining.

7.4. AWARENESS RAISING ACTIVITIES

7.4.1. Awareness Raising Through Press

Apart from the awareness raising through individuaiss representatives, wine tastings can be
organised in London, either at the Embassy or statgants or pubs, which has become a
standard practice among French and New Word wiogywers’.

Press in the UK is extremely powerful and can b ispo trade (Decanter, Wine International
Magazine) and consumer press (Enthusiast Magakie®, Consumer). Media activities and
press promotional activities are probably the bestie for money and Slovenian wine
producers should definitely take advantage of riésB can be approached directly, especially
since some wine journalists write on certain wirgions exclusively. Two of the wine
journalists who were contacted said they would & willing to write about Slovenian wine
producerd and such contacts should not be wasted. Jousnahstuld visit Slovenia and wine

% Wine Society organises several wine tastings atowBritain. For further details please see
http://www.thewinesociety.com/tws/Tastings.asp?P8ge?2 1 diary&Ext=asp&Dir=02Services.7.2005.

1 One of them already has in the Wine Internationagazine, however, even though he wrote about wine
producers from the Goriska Brda region, the Codparavas not mentioned. Once again, lack of intenes
promotional activities has manifested itself gngadind it appears that small wine producers wereeraware of

the importance of media attention.
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producers should keep them updated after the teigguarantee their constant presence in the
press.

At this point no TV promotions are advisable, assth are usually expensive, especially on
British TV networks.

7.4.2. Awareness Raising Through Tourism

Approximately 120,000 British tourists visit Slovanevery year (Interviewee 7), and the
number is rising. According to Slovenian Tourisg@misation British tourists are still unaware
of Slovenia as a European country, but regard Easdern Europe. It is not unusual for tourists
to ask STO whether travel to Slovenia is safe. Hareonce they return, British tourists are
very loyal and they do tend to visit Slovenia oregular basis. This offers great base for wine
promotion.

Slovenian wine should be sold as one of the aitmagtof Slovenia as a country and as such,
Slovenian wine producers should work closely togethith Slovenian Tourist Organisation
on their joint promotional activities (for exampta “Slovenia Invigorates”). One of the
criticisms of the Slovenian Tourist Associatiorthat money spent on promotion of tourism in
Slovenia is appallingly low. Slovenia is not vergliwrepresented in the UK press, even though
the popularity is rising, as they claim in the STiDerefore it is worth promoting the wine in
tourist articles about Slovenia.

It is not an exaggeration to say that easyJet athtige history of British tourism in Slovenia.
EasyJet is the first and the only low cost caiineBlovenia and has substantially outperformed
the Slovenian national carrier, Adria. The majonfyBritish tourists fly easyJet to Slovenia
and stay there for the weekend.

As previously mentioned, 70% of the passengerdierijubljana - London Stansted route are
British  (http://poslovni.dnevnik.si/clanekb.asp?id=12362805) and following the results
from the questionnaire, respondents who have t8kdenian wine visited Slovenia. It is
therefore important that they are targeted canefedasyJet distributes their in-flight magazine,
which is released monthly, and passengers tragetiin Slovenia have approximately two
hours of flight-time to read the information in Advertising in the Inflight magazine would
raise awareness of both Slovenian wine and the &€atipe brand. This is an important base
for consumer awareness and it definitely shouldoeoheglected.

The Cooperative should set itself an ambitiousahje: to make sure that majority of British
tourists or travellers who visit Slovenia come &ydheir wine.

7.4.3. Targeting British Tourists Who Visit Slovenia

The Cooperative has more opportunity to enticeidritourists to try Slovenian wine when on
Slovenian territory, and hopefully this will be at first sight.

The travel industry is expanding and British peogte known to be travellers. There are
several tourist agencies offering packages in Sliavand they might be interested in including
wine tasting in traditional cellars in GoriSka Brda one of their features. The Cooperative
should find these agencies and contact them withaciive brochures and deals. The
Cooperative could be much more imaginative: Freitlds of wine per package in Slovenia
and a reduction voucher for wine tasting would bedypromotion. Exclusive holiday tours,
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offering premium service could include one-day stathe stately Dobrovo castle and a wine
tour with presentation of traditional wine prodocti

Wine Education is another idea. More on more wimaisamers wish to deepen their
knowledge of wine. But wine courses are still thautp be exclusive and expensive. Wine
courses as one of the tourist offers should bevindrforce of Slovenian tourism. They should
be presented as one of the highly skilled trainwgh a certified diploma after a week in a
pleasant environment. GoriSka Brda could startrisffesuch service and when doing so, the
experts from the neighbouring Italy and their WMBA courses should be consulted. This is a
niche, that would establish the Cooperative asshie education oriented cooperative in
Slovenia. It would combine business with pleasitwe,goals everyone aspires.

Golf is becoming more and more popular among thgsBrpeople. Whilst Britain is heaven
for golf, British people still like to play somewtee exciting, and take their golf clubs to
Malaga, France and Malta. Bled is the locationathtan attractive golf course and at the same
time a picturesque tourist town. GoriSka Brda stiaalrget golf players in Bled, who are
usually members of the exclusive clubs and who epate excellent quality wine. If the
Cooperative were to establish a restaurant in Bled, would definitely catch almost every
British tourist who visits Slovenia — since Bleis every tourist itinerary.

Casinos are another tourist attraction which haverged due to the immense interest of
Italian gamblers. A high percentage of Italian géerdin the Nova Gorica (on the Italian
border) casinos offer jobs to thousands from thaeigipality and it is not unjust to say that the
casinos do not have to fight for more visitors. 8théverybody wishes that this would be the
case in the future, it is quite clear that Casiwidkssoon have to turn to new customers, from
the countries who can afforddt The casinos are used to relying on foreign ensts for the
majority of their income and therefore have a wdeleloped promotion campaign to reach
tourists. Working together with the Cooperative \ddoe beneficial for both of the companies.

7.4.4. |Internet

Internet sales are gaining in importaticand a wine producer without the online sales will
definitely lose on sales if it does not providelsgervice. The current Cooperative’s website is
more informative, however fully operational website Slovene, English, Italian, Serbian,

Croatian, Bosnian and German should be set-up. prides should be displayed, basket
shopping and fast delivery enabled. To do so, miygortance of the main partner in the UK

market is essential. Each label should direct coress to online sales and bulk buying should
be encouraged.

7.4.5. Selling Wine In Cooperation With Former Yugoslavian Companies

Although the Slovenian diasporas are non-existerthé UK, Slovenia’s shared history and
closeness, culturally and linguistically, with tHermer Yugoslavian countries is an
opportunity not to be ignored. In London there ewasiderable communities from the former
Yugoslavia. Several specialist shops and food shainLondon and probably elsewhere in

%2 One British visitor whom | met in Nova Gorica lastmmer, complained about the lack of advertisinghe
internet. He said that he ran a search of goodoasind had no idea where he was going. It waslgiexgiting
to go to Slovenia and the decisive point in thersh for casinos around Europe was the Nova Gbota in
the shape of ship. Together with some of friengy flew Ryanair to Trieste and then drove to NowaiGa.

3 The value of UK businesses’ Internet sales rosg35 billion in 2003, more than double the 20GQfife of
£19 billion (ttp://www.statistics.gov.uk/pdfdir/intsales1104f.p2i004).
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Britain could sell Slovenian wine. These shops rofferange of Yugoslav and other eastern
European products to both migrant workers who n#exd taste of home, and to native
Londoners who have global taste in food. Sellinguigh these shops would not only enable
former Yugoslavs to get the wine they know and ttiusre, but would also build brand

awareness among those consumers, who visit the sluep to its exclusiveness and

attractiveness.

There are several shops in London, which, surgigjnsell Slovenian produ@t‘é Fructal,
which is the biggest former Yugoslavian fruit juipeducer sells its fruit juices through these
Albanian, Bosnian and Indian owned shops, whidjuige a surprise. Another success story is
Paloma, selling tissues and napkins, whose prodeantsnow be found for less than 50p
everywhere in London and elsewhere through Tesquermarkets. When Paloma was
contacted with regard to their market entry they siaat the success in the UK market results
from over 10-year hard work and they are more tigirt to be proud of it.

8. CONCLUSION

This thesis has looked at the entry possibilitiestite UK wine market for a Slovenian
Cooperative, GoriSka Brda. Primarily, the thesis haned to assess the match between the
Cooperative’s internationalisation phase and theeld@ment of the exporting market,
specifically in the light of the Scandinavian stagedel. The thesis has assessed the UK
market potential for the Cooperative and definecdtwh believed to be the best market entry
mode and entry strategy. The author has researdiffedent sources: secondary data from
theoretical models and from the Mintel Wine andnRsi research, conducted in January 2005;
primary data from interviews with wine experts wieve experience of Slovenia as a country
and its wine, company data provided by the Coopexaand, lastly, the results of the thematic
analysis of the 66 questionnaires conducted in bond

The following has to be taken into considerationewlanalysing the proposed conclusions.
Firstly, the information gathered through questaines, although a good indicator, cannot be
representative for the UK. Secondly, the propossginentation should be developed further
i.e. analysed segments should further be splitsntesegments. Different marketing strategies
should be adopted for each sub-segment individually

Given this data, the thesis recommends that a suasful entrance strategy forthe - { Formatted
Cooperative into the UK wine market will address tfe following 4 areas: ~ { Formatted
{ Formatted

I nternationalisation

The Cooperative started down the internationabsatiath a few decades ago and is nhow one
of the biggest Slovenian wine exporters. Despite ékcellent opportunities such as export
quotas to the USA in the second half of the twehntigentury and despite excellent brand
familiarity in the territory of former Yugoslavidhe Cooperative is still facing red figures. The
wine consumption in Slovenia is falling and comipeti in the home market as well as in
foreign markets is greater than ever. The Cooperdias not yet adopted a coherent long-term
strategy to address these challenges. Its onlynssphas been to try to look for new markets
to improve its export revenues.

3 It has to be mentioned that when shop assistaeits asked where they got the products from theyyrtiates
stated: “From Czechoslovakia”.
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One of the most attractive export markets is the UKe UK is attractive for many reasons:
there exists the rising “class” of wine drinkerse tmarket is big and well developed; and the
price for a bottle of wine is — despite high exaisgies — high. Economic forecasts and social
trends show the rise of wine consumption in théofahg years, unlike in France and Italy,
where wine consumption is falling. The UK markesgit between the wine connoisseurs on
one hand and, on the other, people who simply edjoking wine without knowing much
about it. The differences between these two segremet clear. Wine connoisseurs prefer the
Old World wines and care for the vintages. Wine ramsseurs are after interesting and
exciting wine, regardless of the price. In contrélsé average British wine lover cares for
sweetness and fruitiness obtainable from the NewldMe@ine production. They prefer clear,
interesting and nice looking labels with Englishmess, and they are extremely price sensitive
and would rarely pay more than £4.99 a bottle.

Analysis of the UK wine market shows that therpatential for Slovenian wine, however not
for the Cooperative’s brands as they stand nowrélhave been warnings from the importers
of Slovenian wine that it does not sell becausetéis¢e does not match an average British
taste. It is too expensive for what consumers exged it comes from a country that nobody
knows. However with the right, wide strategy, tlegments would be targeted with the right
brand and there is room for profit in this procédss thesis proposes the dual-stream segment
strategy, where both the wine connoisseurs andvbeage price-sensitive consumer segments
are targeted.

One of the propositions outlined at the beginnihthis thesis was that the Cooperative was on
its way to higher internationalisation forms acdéogdto the Scandinavian stage theory. Having
discussed the internationalisation theories in #eeond chapter and having seen the
implications of the internationalisation process general according to the four
internationalisation models, one can no longerntldhat the Cooperative is successfully
expanding its internationalisation network. Thergmind export modes to foreign markets are
old and remain unchanged; indirect export. The radeehe markets are not high risk daring
strategies, and the results that the internatisa@din brings cannot lift the Cooperative out of
its loss-making red figures. According to the Scaadian stage model theory, companies start
their internationalisation process in their neighirg and culturally close countries through
the less developed export forms. Later on, oncectimpany has learned and experienced
international business, when it has become familigin the practices, the internationalisation
spreads out to new, more distant markets in thpeslé concentric circles; from the markets
which are the closest to the company’s home madkatore distant markets. The Cooperative
started stretching out to distant concentric cgralmder Yugoslavia and it has managed to
retain these markets. However, no significant pegrhas been made over the last 40 years.
With the excellent opportunity of being the largEststern European exporter to the United
States of America, the Cooperative has not movedhtwe advanced internationalisation
modes and can only remain proud of being the lar§kwenian wine exporter, which is no
great compliment, considering that the competitiandly ever exports. It can be argued that
the early internationalisation phase being expegdrby the Cooperative, should long before
have been overcome. The Cooperative has to stakirt about joint ventures with other
wine producers and has to become aggressive in intsrnationalisation process.
Internationalisation has to become planned, anbdygt range selected for specific markets.
It is time that the Cooperative lets go of the fernYugoslavian markets and gives them a
greater degree of independence, i.e. transfornms th® subsidiaries. The EU markets should
be approached in cooperation with other Sloveniareywroducers, with a common Slovenian
brand as well as with a specific Cooperative’s eanfjbrands.
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Interpreting the Cooperative’s internationalisatpath through Dunning’s Eclectic Paradigm,
it is clear that whilst locational and ownershipvatages enabled the Cooperative to become
the largest Slovenian wine exporter, the Coopezativs by no means taken full advantage of
internalisation process. This explains why noHertprogress with regard to more advanced
internationalisation modes can be seen. NeitherCivetingency nor Network approach can
sufficiently explain the Cooperative’s stagnatingternationalisation process. From the
Cooperative’s more than 40 years of internatioraivities, networks should have been
developed to higher standards and the chance $acbould have stimulated greater
international success beyond the export to neighibgaountries.

Targeting Dual Segments - I

The UK market entry will become more of a seriohallenge for the cooperative once the
Cooperative decides that internationalisation & dhly way forward. It will become evident
that export and partial presence in the UK marketreot enough for the long-term success.
The Cooperative has to firstly consider targetiiftecent segments in the market and change
their product range accordingly. Even though thissis favours internationalisation through
the highest quality wine, the Cooperative’s managanis desperate to sell in quantity rather
than quality. If it does so, it has to be carefat to damage the brand and the company’s
image; it has to therefore sell through one ofaifliates, Slovin. It also has to consider
whether the quantities it will supply are insuféinoi and that cooperation with other wine
producers will prove to be a necessity.

Furthermore, the existing brand range is inappabprior such a strategy. This thesis has
proved that the Cooperative currently has only twands which could sell well in the UK
market based on existing demand (Quercus and Bagared these two brands are high quality
wine, suitable for a more discerning consumer. Tiewyld not be suitable for low price and
bulk sales of a supermarket. Furthermore, whilss¢htwo brands have great potential for
success, they cannot be put on the UK market gsattee They would need careful marketing,
with short descriptions in English on the tags, Ivdgsigned labels and a nicer appearance,
preferably designed together with an English baggshcy.

With regard to the price-sensitive segment, thesithhas proved that the Cooperative has done
little if no market research before it designed tiesv lower-end brand, Traviata. The Villa
Brici and Traviata brands are the two brands withim middle-quality range. They have been
designed to deliver on quantity. However, all thi@ence points to the fact that they will not
appeal to the British consumer, who will find thémo expensive for their perceived quality,
being merely categorised along with other Eastewnoiean bottles. The problem is that
firstly, Eastern European wine does not sell, sdlyothat according to the results from
questionnaires in this thesis, although not repragiee, Slovenia is perceived as an Eastern
European country, thirdly, that as an Eastern Eemapcountry it is unknown as a wine
producing country, and lastly, and most importgnthe bottle seems to be that of the Old
World which is not attractive or desirable among thK wine consumers.

The market entry should therefore be based on bstigmam market entry strategy. Firstly, the
Cooperative should enter through specialised inddgat stores and through on-trade with
their two improved top-quality brands Bagueri andefgus. Promotional wine tastings and
wine tours in GoriSka Brda in cooperation with tiegional development agency should be
organised to give the UK wine connoisseur classctience to try the wine and to convince
themselves that it is worth its money. On the othand, the large price-sensitive “Bacardi
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Breezer generation” should be targeted with nioily bottles through promotional offers in
the supermarkets. Corks should be replaced wigwstops, wine sweetened, re-branded with
an English name, and the bottle equipped with aThg price should be low and the shape of
the bottle and the appearance of the label perfect.

Cooperation With Other Wine Producers « - {Formatted: Bullets and
Numbering

There is a market for Slovenian wine. Neverthelsshting to the average high-street consumer
means selling through supermarkets, selling questind packaging these quantities in the
New World look. For this, the network of Sloveniaine producers will have to supply the
sweetest wine for the supermarket wine consuméiis. Might be the most difficult part, since
negotiations and cooperation are not the greatesigths of Slovenian companies. If however
they do step together, they may be surprised athwmeessful they are, and joint ventures in
other markets can soon be expected. Slovenia’s @goperatives should exert pressure on the
Slovenian government to promote Slovenia as a cpland its wine as its leading export
product.

Promotional Activities < - -~ - Formatted: Bullets and
Numbering

Last but not least, the Thesis outlines some ofptleenotional possibilities through different
channels. Firstly, a fully operational multilinguaébsite should be set-up, enabling consumers
online purchase through a UK-based distributiortreersecondly, promotion through tourism
i.e. tourists who come and visit Slovenia is alvwitay to raise Slovenia’s profile, which is a
first step to get people to buy “made in SloveniHie research in this thesis has shown that
one third of consumers who have tried Slovenianewhmve tried it in Slovenia. Press and
media should be contacted with regard to countofilprand awareness raising. Wine tastings
and promotional activities should be conducted ltbondon as well as in Slovenia.
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11.APPENDIX 1

Questionnaire

| am a MSc student at Nottingham University andrfigrthesis | am exploring the possibilities
of Slovenian wine in the UK wine market. | woulddito thank you for taking the time to
answer to my questions on this occasion. If yolhviis leave your address, please do so, as
three respondents will be awarded.

What influences your purchasing decision most when
buying wine?

How much do you normally spend on a bottle of wing?
Have you ever heard of Slovenia? Yes / No
Would you be able to locate it on the map? Yes / No

If you've heard of Slovenia, please write a cougfle
words that express your feelings of the country:

Do you know that Slovenia is a wine producing Yes / No
country?

If yes, have you ever tried some of its wine? Wlikde | Yes/No
you buy it from?

Would you consider buying Slovenian wine if it was | Yes/No
available in the shops?

How much would you be prepared to pay for a battle
Slovenian wine?

What is your age groufoptional) 18-35
36-50
51-60
65+
What is your income ban@ptional) Less than £12,999

£13,000-19,999
£20,000-26,999
£27,000-34,999
£35,000-42,999
£43,000+

89



12. APPENDIX 2

MAP OF SLOVENIA
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Source: Lonely Planelttp://www.lonelyplanet.com/worldguide/destinatitesrope/slovenial 1.4.2005
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