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Introduction

This chapter will provide a brief report on the patterns of innovation and approach in the global wine industry and show how these patterns have evolved in recent years. Discussion will also focus on the imperatives behind these changes and their management within different cultural settings. The central theme of the chapter will hinge upon the different ways that wine is thought about, whether it is treated as a cultural asset or as a transacted commodity. The implications for reputation and rent monopoly
 will be explored within this context.

Review of current viewpoints‘Innovation systems’, whether they are national, state, regional, or a hybrid of these, are usually thought of as environments of knowledge diffusion and technological collaboration that generate competitive advantage. The ‘systems’ usually have a defined set of actors and sectoral behaviours that allow for greater adoption of innovation and transfer of know-how. Such traditional innovation systems, however, espoused by such thinkers as Isaksen (2001), Mytelka and Farinelli (2004), Bathelt (2005), Rosenfeld (2005), and Porter (1998), do not easily capture or adapt to the fluidity of interconnections between stakeholders. Instead, they tend to reflect snapshots of behaviour and activity and by their very definition create inflexible parameters of understanding. Whether the unit of analysis is national or even regional innovation systems, there is an inherent assumption that the actors will play by certain rules and that those rules will not change unless replaced by some new system (Porter, 1998). In this sense, these systems are static.

Wine innovation scholars such as Giuliani, Morrison, Pietrobelli, and Rabellotti (2010), as well as Cherubini, et al., (2011), and Rebelo and Caldas (2013), provide an excellent narrative on current innovation frameworks within various wine industries (both Old and New World) comparing and contrasting technological capabilities using a raft of scientific and cluster-specific measures. 

Dana and Winstone (2008) draw connections between a cluster’s development and the level of internationalisation within a wine sector, using this connection to further develop cluster theory. In their particularly appealing and quite novel article, Rebelo and Caldas (2013) inject the notion of terroir into their cluster analysis, but still return to Porter’s static model for validation. Within such a model ‘terroir’ can only ever be considered in a secondary and somewhat peripheral sense. 

In an earlier well-conceptualised article Giuliani and Arza (2006) embed the innovation analysis within a university-industry framework, highlighting areas of value-adding from the public sector through different cluster models. A case study analysis within the Brazilian wine industry (Cherubini, Zen & Padula, 2011) focuses on the strategies behind a number of technological developments and how they influence overall capability and competitiveness. Ponte and Ewert (2009) focus on the South African wine industry and use a Global Value Chain analysis to provide templates on how wine firms may increase their reputation and competitiveness. A further book edited by Giuliani, Morrison, and Rabellotti (2011) places innovation and change along a trajectory of comparative advantage, and the role ‘technological catch-up’ strategies play in diluting such advantage. 

The majority of these studies refer to New World wine industries as possessing desirable innovation models.  Their rationale is that the early adoption of these models allowed New World industries to enter global wine markets and quickly gain comparative advantage over their Old World peers. To provide legitimacy for such claims the reference period is necessarily limited and specific, preferably between 1990 and 2001. This brief window encompasses the initial enthusiasm, a standardisation of product, a saturation of markets, and final consumer rejection. There is little evaluation of the profitability or sustainability of these New World wine sectors, or the cultural integrity of the product they are creating. There is also an under-stating of the inherent devaluation of technological competitiveness. Yet these characteristics are intrinsically woven into any robust analysis of a sector’s innovative capacity.

Further, comparative advantage is viewed by these innovation scholars as: an enhanced networking ability; cluster sophistication; high levels of technology transfer; uptake of related education services and training; and increased product volume (Giuliani & Arza, 2006; Mytelka & Farinelli, 2004; Dana & Winstone, 2008; Pietrobelli, & Rabellotti, 2010). The rationale that these elements should be seen as best practice is not questioned. What is also left unquestioned is the peripheral impact that these factors actually have on the creation of distinctive, desirable, iconic wines. 

Interviews carried out among the most iconic wineries in Australia, for example, clearly highlighted the lack of any real connection between the above ‘advantages’ and the sustained production of a successful, high-end wine (Aylward, 2012). As one interviewee exclaimed: ‘We do our own thing. We don’t take any notice of industry trends, or their suggested approaches.’ Another commented that: ‘Sure, we have colleagues who we may discuss things with. This has always been the case, but so-called “clusters” are a bit of a myth as far as I’m concerned.’ Yet the orthodoxy of these rigid innovation models is perpetuated.

Within current wine innovation frameworks, whether they be national, regional, cluster-based, or territorial, legitimacy and success is primarily bound within New World models (Dana & Winstone, 2008). In fact, the focus has shifted iteratively from wine to innovation. The actual wine product is portrayed as a derivative of the innovation system, as a vehicle only for demonstrating the system’s effectiveness and efficiency. There is little analysis of the product’s identity or cultural meaning. Most importantly, however, the basis upon which these evaluations are made is flawed. The wine sector is treated as simply another innovation system. This chapter argues that it is in fact a far more complex organism. 

This chapter will demonstrate that the wine sector revolves around a product that embodies a myriad of tangible and symbolic qualities. Wine is a living thing, and as such carries its own history, is representative of the land in which it grows, has a deep cultural significance that derives from the natural and human forces, and has the capacity to create different experiences for different consumers (Peynaud, 1983). It is a dynamic product that continues to evolve and develop long after it is harvested, and its qualities transcend simple, static innovation systems. Attempting to view it within such systems may only distort our understanding.

Borrowing from Cavill’s (2004) cultural analysis, it may be more instructive, therefore, to view wine’s innovative and other behaviours in terms of their patterns. Such a lens is focused on post, rather than pre-determined behaviours and removes embedded assumptions. There is recognition that these patterns constantly shift and alter according to the evolution of stakeholder interactions. Therefore, patterns are necessarily dynamic. They are also a more appropriate representation of wine’s local-global connections and the behaviours that transcend different wine sectors across both New and old World production territories. Patterns also allow for the tangible and symbolic qualities of wine to interact and evolve. An example from the wine industry would be the successful evolution of those wineries which operate ‘outside’ the accepted behavioural codes of the wine industry, that do not adhere to prescribed innovation frameworks or expectations, but, because of their philosophical approach and respect for their product, generate significant competitive advantage. Their unorthodox approach does not fit the innovation systems model but instead, demonstrates the patterns of behaviour that foster far more dynamic and sustainable operations.
Effective management of wine businesses

Viable wine businesses look very different in 2013 than may have been the case three, two, or even one decade ago. The global wine landscape has encountered seismic changes over this period and different industry sectors and individual wine businesses have responded in different ways. Today, the landscape is increasingly heterogeneous and more closely connected with consumer sentiment. So what has changed?

In 1976 there was a single event that crystalized an emerging wine business paradigm. It was the famous ‘Judgment of Paris’ wine tasting, in which judges (French) conducted a blind tasting of cabernet Sauvignon and chardonnay from California and France, and judged two Californian reds to be superior to First Growth Bordeaux wines (Ericsson, Prietula & Cokely, 2007). The judgement resonated throughout the world of wine and provided much sought after legitimacy for fledgling wine industries across the New World. The USA, Australia, and South Africa, in particular, were at a stage in their development that allowed them to capitalise on the sudden awareness of alternatives to French and Italian wines, and initiated serious export drives. Exports from Australia and South Africa targeted the under $12 price points for two main reasons:

1. Analysis showed that it was under such price points that the new and occasional drinkers were captured and market growth would be most significant. Volumes could grow at a rate that would (it was thought) sustain rapid plantings at home.

2. Wine companies with the greatest capacity to undertake large export orders were the multinational wine corporations, and these companies traditionally traded on volumes and price, rather than product differentiation. High volume, low priced wines are typically found in the under $12 price points.
As a response to this development the rest of this section will focus on attempts by the wine industry to provide effective management of innovation and change over recent decades – both those which have been successful, and those which are less so. 
Effective Management 1 – The failed Era of mass production

As New World wine producers undertook increased planting and production, technological innovation became more and more central to operations. Common in any assembly line, economies of scale and technical efficiencies are vital in attempting to maintain sales (Aylward, 2003). So was the case with wine. Reinforcing this approach were research and training activities being offered by wine institutes and universities in these countries. In the University of California-Davis, the Australian Wine Research Institute, and the South Australian-based Roseworthy College, the South African University of Stellenbosch, and the Chilean Universidad de Talca, wine science degrees encapsulated and promoted the hard scientific paradigm of wine making in the New World (Aylward, 2012; Kunc & Tiffin, 2008). Students were not taught about the value of soil and terroir, but rather, the uses of flavour manipulation, chemical additives, the benefits of multiple filtrations, and the need for constant irrigation as means of controlling and standardising the end product (interviews by author).

The science of winemaking and the efficiencies of technical innovation came together forcefully during the early 1990s. Wine institutes and large corporations were redefining the wine landscape. They sourced their grapes from up to eight or nine different vineyards across multiple and diverse territories (Aylward & Turpin, 2003). Wherever possible, they replaced human interaction with machines and on a larger scale than had ever been known. 

Most importantly, they thought about wine in a completely different way from the way it had traditionally been recognised and understood (Aylward, 2013). Like a large soft-drink maker or car manufacturer, the overriding priority of these wine corporations was volume. Wine, to a large extent, became just another agricultural product. The emphasis shifted to a scale of operations, efficiency of production, and acquiring supermarket shelf space. Heavy discounting also became standard in order to secure longer-term contracts with the dominant retailers. The business model, therefore, began to imitate what was already happening in the largest corporations – large scale, lean production techniques and price competitiveness (Kim & Mauborgne, 2005).

An important development in this model of technology adoption was the emergence of the ‘flying winemaker’ (Gwynne, 2008). These winemakers were a New World phenomenon and most particularly were located in Australia and New Zealand, but they were important for at least two reasons:

1. Their international mobility and desire to work with different wineries in different countries encouraged a rapid dissemination of new technology and leading New World practices. This allowed newer wine producing regions in Chile, Argentina, Brazil, and Canada, for example, to undergo rapid technological ‘catch-up’. A global rollout of New World wine systems became inevitable, and with it the know-how to reduce costs and streamline processes.
2. With such a rollout, the more established New World producers such as Australia, California, and South Africa forfeited their competitive advantage and levelled the ‘playing field’. No longer in possession of technological or systems advantages, they were forced to compete with their newer peers on price alone.

Within the space of a single decade, namely the 1990s, widespread technology and skills adoption reinforced an emerging New World paradigm of wine production.  But it had also transformed the global wine landscape of supply and demand, delivered new powers to corporate retailers, and begun a ‘race to the bottom’ among many New World producers that would undermine their future sustainability (Lockshin, 2006; Aylward, 2011; Croser, 2004). 

The beverage sector within international wine markets was flooded with a myriad of offerings from thousands of producers across a range of continents. Producer countries such as Australia still dominated the under $12 price-points in two of the largest markets – the UK and USA – but its lead was shrinking (Marks, 2009). Australian wine had created a reputation within these price-points for a standardised, technically faultless and approachable product. Now that its technological advantage had been diminished through widespread dissemination, however, that same reputation could be equally applied to producers from other New World countries.

By the early 2000s new and occasional consumers of wine (the majority of the beverage market) could taste standardised and approachable wine from a whole range of ‘exotic producers’ for under AUD $12 (Port, 2008; Rochfort, 2009). The only material differentiation in this beverage sector was price, which necessarily meant that producer margins came under increasing pressure and profitability suffered. Added to these conditions was increasing pressure from large supermarkets to further reduce prices and an unprecedented over-supply of beverage wines. 

The great ‘wine lake’, a result of rapid escalation in the number and size of plantings, would plague the wine world for the next two decades. For the largest wine corporations, financial survival remained possible due to the sheer volume and control of supply chains globally, although significant restructuring of business activities was a common necessity. For many smaller followers into export beverage markets, however, the suddenly compressed profit margins made business unviable. The wine sectors of California, Australia, New Zealand, and South Africa, became littered with failing small to medium wine businesses (Aylward, 2011). In the newer of the New World regions such as Chile, Argentina, and Brazil, low labour costs have created a (temporary) buffer against such failure but the future is not promising (Sellers, 2010).

Effective Management 2 - Catering to a heterogeneous landscape

While the wine lake was initiated by over-planting and supply in the under AUD$12 price-points, its continuation may be attributed to a changing wine consumer landscape. Concerted education of the wine consumer over several decades increased discretionary spending within affluent economies, and fundamental shifts in wine preferences have emphasised and clarified points of difference in wine production (Port, 2008; Smart, 2006). It is now creating a growing awareness within the New World of what wine represents and the uniqueness of each region.  Such understanding has been embedded in the Old World cultural fabric for generations and is intrinsic to their buying patterns (Peynaud, 1983). For New World countries, in which production and consumption of wine has always been based on varietal rather than regional identification, it represents a complete paradigm shift. 

Global wine corporations had undertaken a deliberate departure from the European model of identifying a wine by its region (Beeston, 2001). Because these corporations often sourced their wines from multiple vineyards across multiple regions, regional identification was the antithesis of their branding strategies. Large retailers reinforced these patterns through selling by varietal category. New World consumers were educated to understand their wines by grape type only. In addition, formal geographic indicators (GI) were at best ambiguous and generic. This resulted in a rather bland consumer landscape in which a purchase might comprise for example, a cabernet Sauvignon from South East Australia, or a Semillion from Marlborough, New Zealand (Schmitt, 2013; McIntyre, 2013; Port, 2008). The GI of South East Australia covers an enormous tract of land spanning hundreds of thousands of hectares, including many contrasting types of terrain, climate, aspect, soils and numerous wineries behaving in very different ways. 

Further, if the cabernet came from a large winery there was a very good chance that its grapes were sourced from numerous GIs within and outside the SE Australian one. In short, a large percentage of new and occasional drinkers had come to think of wine as a homogeneous product, somewhat one-dimensional, and not unlike other alcoholic beverages. 

In the second decade of the new millennium, the emerging shift from varietal to regional thinking in New World markets is largely a shift from ‘large’ to ‘small’ and from assembly line to artisanship. It is also a paradigm shift from systems to patterns, or homogeneity to heterogeneity (Aylward, 2012). As with food products in general, consumers are increasingly searching for those products that represent something (Jasper, 2013). They are searching for products that tell a unique story and reflect their regional roots. Most of all, they are seeking out difference – difference from the mass of available food or wines that flood the market. 

In terms of wine patterns, uniqueness and differentiation necessarily equate with niche production and artisan approaches. The story comes from where and how it is grown. In a heterogeneous wine market with discerning consumers, ‘good’ stories translate as a wine aligning with the qualities of its environment. As Peynaud (1983, p.225) might say ‘(The wine) is deeply rooted in a small geographical location, in an appellation of which it is promoter and exemplar, and whose reputation it helps create…’ (Jasper, 2013). Critical factors of this environment are: the soil in which the vines are grown; the microclimate of the region; the geography of the land; the aspect; and the vigneron’s interaction with all these elements. 

These combined factors and their interdependence may be referred to as terroir. The philosophy of terroir has been the essence of wine growing and making in France, Italy, Spain, Portugal, and Germany for generations (Theise, 2010; Kramer, 1989; Marks, 2011). In regions such as Burgundy it has become a virtual religion and certainly since the early 20th century, France has legislated it into intellectual property, where strict rules not only dictate who can grow what, and where, but how they can grow it. To the typical French winegrower, there is nothing more important than terroir (Peynaud, 1983). 
Effective Management 3 – The benefits of Minimalism

In order to maintain the integrity of that terroir, a minimalist approach to growing, harvesting and producing the wine is viewed as critical. This commonly involves:

1. A dry-grown vineyard (as irrigation creates an imbalance of natural elements)
2. Organic fertilisers
3. Reduced alcohol management
4. Low yields
5. Hand harvesting of the fruit (to reduce bruising and increase quality control)
6. Natural fermentation through small, open pots (again for better monitoring and quality control)
7. Little or no filtration
8. No manipulation of flavours or structure
9. Lengthy ageing in quality oak and bottle.

While artisan producers briefly went out of fashion during the euphoria in the 1990s, they are now enjoying a strong resurgence in demand (Ruitenberg, 2013). The homogeneous products manufactured by the average New World winery no longer provide the ‘experience’ sought by modern wine consumers. As Theise (2010) claims, ‘a wine from everywhere is a wine from nowhere’ and consumers wanting wines that possess a unique identity, simply will not settle for ‘nowhere’ wines.

Effective Management 4 - Innovative pathways from Global to Local

A significant innovation in the evolution of wine understanding has been the shift from global thought and language to a more nuanced local dialect. As heterogeneity of wine awareness gains momentum, the generic divisions between New and Old World categorisations begin to fade. Producers, retailers, and consumers focus increasingly on producer type and local identity. The quest for artisanship and differentiation in winemaking is creating highly innovative connections within local enclaves. Small, niche producers of differentiated and high quality wines punctuate the landscape across both New and Old World regions. Whether it be a family-owned winery in the Clare Valley or Margaret River, Australia, a contrarian-styled winery in Sonoma, California, or a multi-generational, iconic winery in Burgundy, France, such operations succeed because of their approach, not because of the industry sector to which they belong (Demossier, 2011; Croser, 2010; Aylward, 2012. 

Rather than their practices simply belonging to Old or New World, these practices share common understandings, a respect for their local environments, an integrity of production and the uncompromising pursuit of quality (Charters, 2006). They also encourage an intimate connection between consumers and producers, with the local terroir as part of that connection (Demossier, 2011; Aylward, 2012; Peynaud, 1983). 

As this landscape of thinking continues to reconfigure, the term ‘industry’ itself may lose relevance for a wine sector that is dividing into two parallel streams (Croser, 2004, 2010). There will always be a low-cost, high volume stream of beverage wines that remain under the control of global corporations – these are the ‘General Motors’ of wine. Becoming more and more prominent, however, is a stream of small, authentic wine producers that are high cost, low volume, enterprises with sustainably high returns – we may call these the ‘Aston Martins’ of wine (Kramer, 2008). 

Effective Management 5 - Generating sustainable returns from excellence
Whatever the analogy, it is becoming more and more apparent that for small to medium sized, and indeed a number of larger producers, low-cost, beverage-style production of wine is not a financially sustainable approach (Boothman, 2010; Sellers, 2010; Speedy, 2009). If the Australian wine industry is taken as a case in point, export value figures provide a very clear picture of the decade-long financial distress endured by the beverage wine sector (Winetitles, 2012). For example, the period 2003 to 2010 witnessed a significant increase in volume of sales but a similarly significant decline in value of wine sold (-62%). A study by the author in 2007 (Aylward, 2007) demonstrated a very close association between low cost producers of beverage-style wines and financial difficulty. Producers with an average FOB price per case of $84 were experiencing severe financial stress, while those with an average FOB price of $109 experienced moderate stress and producers averaging FOB prices of $212 and above experienced no financial stress at all. 

A recent study and book highlight this phenomenon (Aylward & Ashton, forthcoming). Investigating the behaviours and sustainability of Australia’s most iconic (exclusive) wineries, the authors uncover clear associations between adherence to a wine’s cultural integrity, high quality production, price-premiums and significant competitive advantage. While each of the wineries in this book behaved in remarkably similar ways, there were clear and wide differences between their behaviour as a group, and those behaviours demonstrated by the majority of beverage-oriented wineries. 

Each practiced minimal intervention, maintained the integrity of their terroir, focused on quality rather than cost-control, and targeted the highest market price-points. Unlike the sector at large, none experienced a wine surplus, and, in fact, most had difficulty meeting demand. The majority never advertised their product and several sold out within months of a new vintage release. None of the wineries discounted their wines. Rather, most had raised prices over the past five years.  They enjoyed what management scholars might call rent monopoly – a clear competitive advantage based on product quality and reputation, which allows one to command a price-premium for their products. 

The unique characteristic they all share is a firm belief in and respect for terroir. When New World wine industries sought a radical departure from traditional methods in the 1980s and 1990s, they attempted to rewrite many of the winemaking principles. One concept that became victim to the quest for change was the notion of terroir. Many, across the New World, argued that terroir was a fabrication by traditional producers in France and Italy to create a sense of the mystique around their wines. They contended that it was part of the ‘myth-making’ these producers promulgated in an attempt to define their wines as special. The fact that there is no English language equivalent for this French term only reinforced their arguments.

Terroir as an idea, therefore, failed to gain resonance among the New World winemaking community and this proved an ideal entrée for celebrating the winemaker instead. If wine was not created by its natural terroir, ‘then it must be due to the ‘magic’ of the winemaker’. In countries such as New Zealand, South Africa, Australia, Chile, the USA, Brazil and Argentina, winemaking and vineyard management became distinctly separate functions in an increasingly atomised wine environment. The growing delusion that wine could be produced in a laboratory to meet any desired standard and flavour devalued vineyard principles and undermined authenticity. 

The iconic wineries referred to above, however, defiantly maintained terroir as their bastion (Aylward, 2012). In lengthy interviews with each, the single concept that dominated conversation was that of terroir and its critical role in producing wines of distinction. It is this most important of notions – that terroir is woven into the very fabric of its wines – that provides the differentiation desired by all. You simply cannot tell a wine’s story, experience its depths, or understand its heritage, without acknowledging its terroir. Rather than thinking of themselves as winemakers and celebrating the fact, these iconics tend to see themselves as custodians, protecting their treasured wines from vine to bottle (Kramer, 2008; Demossier, 2011; Charters, 2006). This is the distinction. They think about their wines and their own role in very different ways to the average winemaker. Such is the source of their rent monopoly – producing cultural assets rather than commodities.

Effective Management 6 – thinking in patterns

Rent monopoly is unique among wineries in a world of wine surplus, in a world where price discounting has become the dominant paradigm. There are, however, still clear examples in more traditional wine regions of Burgundy, Champagne, Rioja, Tuscany, Bordeaux, and the Mosel. In these regions, wine is commonly embedded within the tapestry of local lifestyles. It is respected as a cultural asset and in many ways, binds individuals, communities and whole regions together.  In this context, it is a representation of what people believe in, and is woven intricately into their very existence. This, rather than the atomisation witnessed in so many regions, allows the nuanced change that sustains industries rather than disrupts them (Kramer, 2008). 

It is also why the traditional systems of innovation theories struggle to calibrate with such nuanced change. These theories rely on an innovation framework of product and process that has not been designed to incorporate cultural meaning or the relationship between physical and conceptual understandings. Yet it is precisely these understandings that differentiate the successful iconic producers from the average wine operator. Geographic clusters or regional innovation systems fail to encompass the breadth and fluidity of their approach. Nor do they account for the intangible or symbolic value of their branding strategies (Porter, 1998; Isaksen, 2001; Rosenfeld, 2005). These very innovative behaviours can only be captured and explained through the evolution of their patterns. The application of systems to wine is largely a New World phenomenon. Any operators behaving differently from the New World template, therefore, do not align with such a system’s embedded assumptions.

Viewing wine innovation as patterns of change, evolving through best practice techniques in harmony with their physical and conceptual environments allows more meaningful analysis. It also recognises change that relies on intimate connections between producer and consumer to create common understanding and expectations, a connection that was clearly absent in the 1990s. The following is a story detailing the successful application of harmonious change, a relentless pursuit of quality, and consumer connection that has sustained a clear competitive advantage.

The Lake’s Folly Story - A best practice model

Reminiscent of Burgundy’s Domaine de la Romanee-Conti, or Bordeaux Chateau Haut-Brion, the small estate of Lake’s Folly epitomises the pursuit of authenticity and excellence in wine production. Located in the Hunter Valley, Australia, the winery was established in 1963 as Max Lake’s ‘Folly’, because no-one believed he could successfully grow cabernet in the Hunter Valley. Through the past fifty years this winery has proved an unqualified success. It has successfully grown cabernet, as well as merlot, petit verdot, shiraz, and chardonnay. The red varieties are blended to create a complexity uncommon in the Hunter and the white is the straight chardonnay. There are only the two offerings in very low volumes.

The vineyard encompasses 13 hectares set in a unique terroir. There is a combination of alluvial creek flats, volcanic hills and a south-easterly aspect. Yields are between two and three tonnes per hectare. Cropping is heavy to reduce fruit, and the fifty-year old vines are self-regulated. The human element of the terroir is just as critical. Vines are ‘trellised with vertical shooting’ for greater reliability. The entire vineyard is hand-tended, with meticulous canopy management, hand picking and hand sorting. The vineyards are largely dry-grown. Whereas larger vineyards select entire paddocks to harvest at a time, at Lake’s Folly, timing of harvest is calculated on single rows (I have been with them as they spend upwards of 30 minutes deciding which row should be picked next). Grapes are continually and individually tasted for optimum ripeness. As the general manager states, ‘90% of a great wine is made in the vineyard’.

For winemaking, tradition and art are the rule. The reds, for example, are open-fermented in small, forty-year old cement fermenters, with gentle cap management. The wine is gently hand plunged for the duration. It is then transferred to old casks and on to small French oak barrels to age for a year before bottling. The wine is further aged in bottles for approximately two years.

In the fifty years of the Estate’s existence it has never advertised. Yet, while other vineyards are burdened with surplus wine, Lake’s Folly sells its entire stock within 3-4 months of each vintage. In sharp contrast to many wineries today, Lake’s Folly wines are never discounted, but steadily increase in price. They are not available in liquor outlets, instead, only available through mail order, at high-end restaurants, and limited amounts at the cellar door. 

Lake’s Folly has a committed and loyal following and there is an intimate connection between the producer and the consumers. It is a connection that transcends the vagaries of the market. A testament to the Estate’s success is that both its red and white wines are the second most collected wines at Australian auctions (Lake’s Folly, 2013). Unlike many wineries, the Estate is determined to remain small and stay focused on quality rather than quantity. Of course restricting selling to the limited cellar door and mailing lists dramatically enhances this exclusivity and brand power, but the relentless pursuit of quality provides the foundation. It is one of the very few in Australia that remains financially robust and sustainable.

Conclusion and managerial implications
This chapter has attempted to move beyond the orthodox industry sector analysis and evaluation of wine innovation models by providing an account of a dynamic industry in transition. The transition has been and continues to be based upon a fundamental realignment of producer-consumer connections. After a brief aberration in the 1990s and early 2000s, in which customers became infatuated with the New World’s standardised and unchallenging wines, there has been a return to nuanced offerings with heritage and identity. 

This shift has shaken the foundations of those wine industry sectors and companies that tied their futures to a continuation of generic, high volume, low-cost products. The wine firms which remain financially robust are those which have always been so, which have not followed trends and aberrations, but have remained true to their terroir and produced authentic, distinct wines that reflect that terroir and tell a unique story. Further, they are firms that treat their product as a cultural asset rather than a mere commodity. They are found in both Old and New World industries and are identified by their approach, not their industry sector.

Their stories, therefore, are not embedded in the traditional innovation or cluster analyses but are more accurately sought through an understanding of the behaviour patterns that derive from a connection between human and natural qualities. 

Some questions to consider

1. Given the changes that are occurring in the production and sale of wine, how would you see the shape and size of the industry within the next one to two decades?

2. This chapter has compared and contrasted innovation models and patterns of behaviour. Are there other models that could effectively describe current activities?

3. How would an industry sector reconfigure its activities to move towards a best practice model when its structures and approach have been tied to a high-volume, low-cost model for several decades?
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