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The Wine Clusters of Mendoza and Serra Gaicha:

A Local Development Perspective

Los clisters vitivinicolas Mendocino y de Sierra Gaucha:
Una visién desde el desarrollo local

Maria Verénica ALDERETE

Universidad Nacional del Sur
mvealderete@gmail.com

ABSTRACT

This paper consists of a descriptive analysis that explains how the successful performance of
the wine cluster is followed by improvements in local development indicators. To this end,
certain local development indicators are proposed to describe and compare the wine clusters
of Mendoza (Argentina) and Serra Gaticha (Brazil). In Argentina, the Mendoza wine cluster
has stimulated the local development of the region. For its part, Serra Gaticha is the most
successful wine center in Brazil and regards Mendoza as the benchmark in terms of local
development.

Keywords: 1. cluster, 2. local development, 3. wine industry, 4. territory, 5. regional
indicators

RESUMEN

Este trabajo realiza un andlisis descriptivo que explica cémo el desempeno exitoso del claster
vitivinicola es acompafado de mejoras en los indicadores que componen el desarrollo local.
Con este fin, se proponen ciertos indicadores de desarrollo local que permiten describir y
comparar los clusters vitivinicolas de Mendoza (Argentina) y de Sierra Gaucha (Brasil). En
Argentina, el cldster vitivinicola de Mendoza ha estimulado el desarrollo local de la regién.
Por su parte, Sierra Gaucha es el polo vitivinicola mds destacado de Brasil y encuentra en
Mendoza una meta por alcanzar en términos de desarrollo local.

Palabras clave: 1. claster, 2. desarrollo local, 3. industria vitivinicola, 4. territorio,
5. indicadores regionales.
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INTRODUCTION

Local areas have recovered their role in view of the need to create their own struc-
tures to cope with the process of globalization and the new competitive envi-
ronment. In this context, the recent literature emphasizes the phenomenon of
networking and local/regional factors that contribute to the creation of areas for
business cooperation.

Although there are different types of networks (manufacturing networks, in-
dustrial districts, agglomerations, etc.), the concept of cluster appears to dominate
among the categories related to local and regional development. Regional clusters
create jobs and wealth in the region and are therefore promoters of economic and
social development (Corral ez al., 2006).

Local economic development strategies have prioritized the development of
territories with competitive capacity, with the following objectives: development
and restructuring of the production system, increasing employment and improv-
ing the standard of living of the local population (Vizquez Barquero, 1986). The
fundamental variable of this new paradigm is territory, understood as a group of
social, cultural, productive, economic and political relations.

Sédnchez Zepeda and Mungaray Lagarda (2010) analyze the productive orga-
nization of the industrial cluster of wineries in Valle de Guadalupe, Mexico, and
its winegrowing and winemaking practices as an important factor for competing
internationally and influencing endogenous development. The authors regard lo-
cal and endogenous development as synonymous and define a process of growth
and structural change that uses the potential of existing development in the area
to improve the welfare of its population.

The wine market is currently experiencing continuous growth in both indus-
trialized countries and emerging markets. In 2010, there were 60 wine produc-
ing countries worldwide. The 10 leading wine producing countries account for
80 percent of world production. According to estimates by the International
Organisation of Wine and Vine (OIV), in terms of production, the United States
ranks fourth in the global list headed by France, Italy and Spain.

For its part, Argentina ranks fifth, accounting for 5.2 percent of global wine
production. Until 2010, Argentina’s wine industry experienced an unprecedented
boom. The sector exported 741.4 million U.S. dollars, in 2010, over 16.44 per-
cent more than in 2009. Malbec in particular is considered a flagship product of
the region, which has increased its share of the country’s total red wine produc-



ALDERETE / THE WINE CLUSTERS OF MENDOZA AND SERRA GAUCHA 181

tion since 2005. According to the National Wine Institute (Instituto Nacional del
Vino, INV), in 2005, Malbec had a relative share of 26.89 percent, above other red
wines. In particular, Argentinean Malbec exports in FOB dollars have increased
from 23.1 million to 306 million U.S. dollars since 2002.

The Mendoza wine cluster has been selected due to the dynamism shown by the
sector in the last decade. In pursuit of this dynamism, Argentina has established
a Strategic Wine Plan (SPIL) with the primary objective of achieving a value of
wine exports of approximately 2 billion U.S. dollars by 2029. Moreover, the Rural
Development Plan of the Province of Mendoza (PDR) regards the wine sector as
key to the region’s sustainable economic development. The relative importance of
Mendoza in the wine industry is as follows: 70 percent of the area planted with
vines in Argentina, 63 percent of grape production for winemaking, 66 percent
of wine production and 73 percent of currently operating wineries are located in
the province. Moreover, the province created its own institutions to encourage the
wine industry.

Argentina has not developed the conditions for the country to play a role
in stimulating and creating externalities for industry and society as a whole
(Boscherini and Poma, 2000). However, the cluster of Mendoza wine can be con-
sidered an exception. The province of Mendoza possesses approximately 70 per-
cent of Argentina’s fine vineyards.

Conversely, 90 percent of Brazil’s wine production is concentrated in the state
of Rio Grande do Sul, according to Empresa Brasileira de Pesquisa Agropecuaria
(Embrapa Grape & Wine). At present, Brazil is not a major player in the inter-
national wine market and finds it hard to compete with other countries such
as Chile and Argentina that produce similar quality at lower prices (Nierop,
2010). Rio Grande Do Sul is the only region to play a similar role to that of
Mendoza and San Juan in Argentina. According to the Instituto Brasileiro do
Vinho (Ibravin), winemaking in the Serra Gadcha region covers an area of 27
000 ha and 620 wineries. The Brazilian agrifood system is a paradigm because
of the co-existence of two closely related, competitive agrifood models. On the
one hand, it has an emerging set of markets with specific qualities and on the
other, a commodity market with a developing quality economy. Serra Gatcha
has a cluster of a significant number of companies acting in different production
chains linked to wine production, with a significant share of the total num-
ber of jobs, revenues, growth potential and diversification, among other aspects

(Gollo, 2006 ).
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The aim of this paper is to analyze the importance of the wine cluster for local
development in its region of influence. To this end, the wine clusters in the regions
of Mendoza (Argentina) and Serra Gaucha (Brazil) are described and compared
from the perspective of local development. The paper is organized as follows. First,
the theoretical framework of local development is posited and certain key indica-
tors for measuring the phenomenon defined. On the basis of the acknowledge-
ment of the cluster as one of the factors that promote local development, a brief
description of selected wine clusters is provided. Subsequently, certain indicators
of local development in both regions are analyzed and compared. The article ends
with a conclusion section.

METHODOLOGY

First of all, in order to analyze the impact of the wine cluster on the local devel-
opment of the regions of Mendoza and Serra Gaticha, a theoretical review of the
concept of local development is undertaken. Second, given the variety of definitions
available, one for local development will be constructed to identify certain indica-
tors. This definition will make it possible to measure the phenomenon and provide
the basis for comparison between regions. Third, the wine regions of both clusters
are described, since clusters are considered the backbone of regional development.

Fourth, the two regions are compared in terms of the indicators comprising
local development, in order to assess whether the performance of the wine cluster
accompanies the evolution of the latter.

THEORETICAL FRAMEWORK: LOCAL DEVELOPMENT

Local economic development posits a new paradigm in economic development
research based mainly on the territory, which constitutes a strategic factor for
development opportunities and one that defines the features it can assume. The
promotion of local economic development requires the configuration of a pro-
duction model through a network of companies that make up the backbone of
local production systems (Vizquez Barquero, 1998). Collective strategies used by
companies to cope with the globalization process from the local level have been
given a variety of names: business clusters (Porter, 1990), local productive systems
(Vizquez Barquero, 1998) and industrial districts (Becattini, 1979; Marshall,
1980, among others).
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Maillat and Grosjean (1998) argue that considering the local as a unit of analy-
sis means adopting a category that allows one to link social, economic, techno-
logical, environmental and cultural processes to practical policies and strategies to
ensure the emergence of endogenous development capacities. Thus, regions have
the potential to promote local dynamics based on the territorial accumulation of
the specific collective resources required to develop their productive economic
system and institutional environment.

For his part, Albuquerque (1997) considers that development in the local
sphere can be understood as a process of transformation of the economy and lo-
cal society designed to overcome current difficulties and challenges. It seeks to
improve the population’s living conditions through determined, concerted action
among the different local socio-economic actors (both public and private) to en-
sure the most efficient, sustainable use of existing resources through the phenom-
enon of local entrepreneurship and the creation of an innovative environment in
the area.

Local development is a process guided by the action of different agents and rarely
emerges spontaneously (Barreiro, 2000). It requires a complex form of governance,
involving stakeholders concerned about the development of the region and selected
productive sectors. The existence of cooperation networks is a strategic resource for
local development, albeit fairly scarce in areas with no tradition of forming partner-
ships and an uncoordinated social fabric (Méndez, 2001). Inter-firm cooperation
networks permit the construction of competitive, innovative environments resulting
from certain territorial externalities, while taking advantage of local business tradi-
tions (Narvdez et al., 2008; Caravaca et al., 2005).

In referring to local development, the importance of the following four dimen-
sions should be stressed (Gallicchio, 2004): Economic, concerning the creation,
accumulation and distribution of wealth; Social and Cultural, involving quality
of life, equity and social integration; Environmental: relating to natural resources
and the sustainability of medium- and long-term models, and Political: territorial
governance, independent, sustainable collective project.

Inter-firm networks are a necessary but not a sufficient condition for local
development. Therefore, in order to determine the impact of clusters on local de-
velopment, it is essential to know the characteristics or factors that affect local de-
velopment, and to determine whether they are not simply production clusters. To
this end, one must rely on the explanatory factors for local development and use
certain measures or indicators of local development (Alderete and Bacic, 2012).
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FACTORS THAT DEFINE LOCAL DEVELOPMENT

In order to analyze the impact of the wine cluster on local development, the analy-
sis must be based on the explanatory factors of local development. Certain measu-
rements or indicators of local development (Table 1) are therefore required.

The joint assessment of regional development indicators requires the consi-
deration of several factors and using reliable indicators (Rambo and Ruppenthal,
2004). These factors result in a theoretical review of the previous section.

TABLE 1. Factors that Define Local Development

Factors Indicators

Gross GeoFigureic Product (GGP), business creation; jobs;
Economic indicators associated with clusters (production, exports,
consumption, innovation, spillover effects)

Socio-DemoFigureic ~ Gini index; educational attainment, literacy, child mortality

L Presence of clusters, contact with universities, contact with
Institutional )
government agencies

Source: Compiled by the author.

One of the items identified is the presence of a network of companies.
According to Vizquez Barquero (1998), business networks are the backbone of
local production systems for the promotion of local development. This paper ana-
lyzes the cluster as a particular case of a network of companies.

In referring to local and regional development, Gallicchio (2004) emphasizes
the importance of the economic dimension in relation to wealth creation, accu-
mulation and distribution. Some economic indicators specify the relative impor-
tance of the activity of the cluster, such as the percentage of sales, exports, invest-
ments, number of employees, etcetera. According to Barbosa (2006), economic
indicators include the relative share of different economic activities (services, agri-
culture, industry) of each territory in their GGP.

It is possible to examine whether networks have a significant effect on wealth
and jobs in their geoFigureic areas of influence. Direct economic effects are de-
rived from the increase in final demand as a result of the productive activity of
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the network. Induced effects are those generated in the region as a result of the
multiplying effect on income and employment in the regional economy.

Local development and the socio-economic effects of networks go beyond the
scope of economic indicators. There is a need to include other types of measures.
On the basis of Albuquerque’s definition, (1997) entrepreneurship and business
and job creation; the role of institutions and the presence of an innovative envi-
ronment are also emphasized.

Likewise, when considering policies to promote local development, it is es-
sential to create access to public goods such as education and health. In addition
to creating jobs, firms in a cluster encourage a profile of education and skills,
and may develop activities that contribute directly and indirectly to meeting the
social objectives of local development. Some important issues must be considered,
such as: whether the companies in the cluster increase employment, whether they
improve income distribution by reducing social vulnerability and whether they
meet environmental standards and achieve corporate social responsibility (Romis,
2008). Due to the lack of available information, environmental indicators will not
be included as local development indicators.

Due to the multiplicity of dimensions comprising local development, it is
possible to use composite indicators that summarize the dimensions analyzed.
One case is IDESE, the Indicator of Socio-Economic Development, published
by Fundacién SEADE at the municipal level in Brazil, comprising four sections:
Income, Sanitation and Housing Conditions, Education and Health.

DESCRIPTIVE, COMPARATIVE ANALYSIS

Institutional Factors: Characteristics of the Wine Cluster

Mendoza

The agroindustrial wine chain consists of a limited number of links whose origin
is grape production, and which branches out, according to the use made of this
production, into three main links: fresh consumption, raisin production and in-
dustrialization, the latter being the primary and most important recipient and
consumer of grapes.

Following the industrial chain, there are two key sub-chains: first, the produc-
tion of wines or musts, and second, the manufacture of grape juice (used as a
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sweetener or in fruit juice). Winemaking is the most important activity in the
chain. According to official data, Mendoza currently possesses a vineyard area of
160 704 ha. Mendoza’s vineyards account for 68 percent of Argentina’s planta-
tions. The main Mendoza varietals are: Malbec, Merlot, Cabernet Sauvignon,
Torrontes, Chardonnay, Sauvignon Blanc and Viognier. In 2009 in Argentina,
wine-making varieties predominated, accounting for 93.20 percent of the total
planted. Table varieties constituted 5.03 percent of the total area while raisins ac-
counted for 1.68 percent (INV, 2010).

Mendoza’s wine industry is spatially arranged in the form of clusters. At the base
of production are the vineyards that supply warehouses with the basic raw material
and have a network of suppliers to provide the following inputs: fertilizers, harvest-
ing machines and implements, irrigation equipment, among others. At the same
time, there are wineries that benefit from the grapes provided for wine production.
Winemaking requires inputs from industries supplying equipment, tanks, barrels,
as well as marketing and software service providers. It is estimated that there are ap-
proximately 200 goods and service suppliers for wine clusters (IIRSA, 20006).

Historically, small family farmers played an important role in common table
wine production.’ Since the start of winemaking, Mendoza benefited from the
existence of trained human resources for its development. At first, the arrival of
immigrants introduced the activity into the region and the experience was handed
down within families. Subsequently, the state decided to train the local workforce.
Human resource training by the state began through: 2) the Escuela de Enologia
de la Quinta Agronémica; 4) students being sent abroad by the government of
Mendoza; ¢) hiring foreign winemakers.

At present, a number of universities are involved in training the local work-
force. Various institutions support wine and grape productive activities such as
research and development centers and universities. The province has nine univer-
sities, some of which are linked to the educational supply of undergraduate and
graduate courses related to the wine industry: the Universidad Nacional de Cuyo,
the regional campus of the Universidad Tecnoldgica Regional and the Universidad
Agustin Maza, Guaymallén, Mendoza.

Business and trade associations, government support and regulatory insti-
tutions (Instituto Nacional de Vitivinicultura INV, Corporacién Vitivinicola

''Until 2003, wine was classified as table, fine and others. The launch of new wines (INV
Res No. 12/04) led to the decategorization of wines, which should only be classified as “wine.”
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Argentina, Coviar, ProMendoza) and financial institutions also play a key role.
There are several institutions linked to the promotion of wines such as Bodegas
de Argentina, Wines of Argentine and ProMendoza. Alderete and Bacic (2012)
analyze the role of both local and provincial and national institutions in the con-
solidation of the wine industry with a view to local development.

Serra Gatcha

Serra Gatcha is the main winemaking center in Brazil, located in the northeast of
Rio Grande Do Sul. Grape and wine producers are drawing up a Local Productive
Arrangement (APL), currently at an advanced stage of development. The 1990s
saw the transformation of many grape growers into wine makers. Production and
marketing is based on vertical integration. The cluster has guaranteed the viability
and strengthening of the international integration of various RGS wine industries.

The center of the cluster comprises grape and wine producers, around which are
suppliers of production inputs, machinery and equipment as well as local, regional
and national institutions (government institutions, business associations, credit, ed-
ucation and research institutions), which trade grapes and wine directly or indirectly.

This winemaking industry involves small properties, with average of 15 ha, with
40 to 60 percent of useful area and 2.3 ha of vineyards, little mechanization due to
the rugged terrain, where family labor prevails, each property having an average of
four people. The primary red cultivars are Cabernet Sauvignon, Merlot, Cabernet
Franc and Tannat. Wineries tend to adopt vertical integration to ensure the neces-
sary raw material for the production of fine wines, due to the sometimes adverse
weather conditions of Serra Gadcha, which reduce the profitability of the vineyards,
by restricting physical productivity and grape quality and increasing the intensive use
of inputs. At a higher level are the government and professional and business institu-
tions, partners in the control, regulation, coordination and promotion of activities
in the sector. At a lower level are the educational and research organizations, includ-
ing universities involved in vines and wine research (UCS, UFRGS, UFSM, Unisinos),
the Escuela Tecnoldgica specializing in viticulture and enology (CEFET-BG), a federal
vine and wine research institute (Embrapa) and two state agricultural institutions,
one focused on research (Feprago), the other on technical assistance (EMAT).

In the Rio Grande do Sul region and the Northeast (Pernambuco and Bahia), it
is possible to observe the tendency of existing institutions (Aprovale, Asprovinho,
Valexport) as well as production leaders in the regions with the potential for a
future partnership association (Campanha, Serra do Sudoeste, Sao Joaquim).
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The mission of the Centro Nacional de Pesquisa de Uva e Vinho (CNPUV) of
Embrapa, located in Bento Goncalves, is to generate and promote knowledge and
technology for the sustainable development of the national agroindustrial wine
complex. Universities such as Unisinos, UFRGS and others provide the cluster with
the knowledge input. Embrapa also plays an important role through its research
to overcome the obstacles of companies in the cluster, such as those associated
with the climate and insects (Nierop, 2010).

This cluster interacts with three other clusters in the region: the agricultural,
tourism and food and restaurants clusters, thereby increasing the importance
of wine tourism. The cluster contains two types of networks of wine producers
that are crucial to their future development: partnerships created with the aim of
developing individual subregions within the cluster and an export consortium,
called Wines of Brazil, located in Bento Goncalves, RS.

Economic Factors

The Gross GeoFigureic Product of the region is composed of different sectors. The
wine business is classified under both the agricultural sector, through winemaking
activities (grape production) and the manufacturing industry (winemaking and
manufacturing of must and other products). In both the Province of Mendoza and
the Serra Gaticha region (Figure 1), GGP has evolved positively in recent years, with
Serra Gaicha achieving a higher growth rate in the period from 2003 to 2008.

In disaggregated terms, 22.59 percent of the Mendoza provincial product
is obtained from the trade, restaurants and hotels sector. This activity is fol-
lowed, in order of importance, by community, social and personal services, with
16.89 percent and manufacturing industries, with 15.82 percent. The industrial
activity with the greatest influence on the GGP of the provincial manufacturing
industry is oil refining and petrochemicals. This is followed, in second place, by
beverage production (mainly grape growing and wine production). Winemaking
is one of the main economic activities in Mendoza, since during the period from
1991 to 2002, it produced approximately eight percent of the total gross added
value of the PBG.

In the province of Mendoza, the relative share of the manufacturing industry
is an average of 15 percent higher than the share of the agricultural sector of
the GGP (Figure 2). According to Alderete and Bacic (2012a), the wine produc-
ing sector—Agricultural (Grape) plus Industrial (Wine and Must)—accounts for
18 percent of the total GGP.
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FIGURE 1. Evolution of the Gross GeoFigureic Product
of the Provinces of Mendoza and Serra Gaticha
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FIGURE 2. Share of Agricultural Sector and Manufacturing
Industry in Mendoza GGP

As for the composition of the product in the Serra Gaticha region, the wine in-
dustry has accounted for 30 percent more of the GGP than the agricultural sector
in recent years (Figure 3).
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FIGURE 3. Participation of Industrial and Agricultural
Sectors in the GGP Serra Gatcha

With regard to the promotion of entrepreneurship and business creation ca-
pacity in the sector, according to Ibravin (2010) the number of wineries in Rio
Grande do Sul grew from 439 in 2001 to 738 in 2009 (Figure 4).
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Source: Compiled by the author based on Ibravin and INV.

FIGURE 4. Number of Wine Stores

Most of the wineries are small family businesses although a small proportion,
such as 625 firms.

According to data from elsolonline.com accessed on August 9, 2010, Mendoza
winemaking incorporated labor for its integration with SMEs, according to Bocco
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et al. (2007), whereas between 1996 and 2002, employment in the Argentine wine
sector grew by a mere five percent and between 2003 and 2006, it increased by
31 percent. Despite the effects of the crisis, winemaking was able to expand and
increase employment in the post-devaluation period. As one can see from Figure 5,
employment in the sector accompanied the evolution of employment in the region.

60
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E 30 | —&— Gran Mendoza
bl

E RGS-Porto Alegre

2002 2003 2004 2005 2006 2007 2008 2009

Source: Compiled by the author based on the Encuesta Industrial Mensual
de Empleo y Salario of the IBGE, and data from the DEIE.

FIGURE 5. Employment Rate Percentage

Economic Indicators of the Wine Cluster

In Rio Grande Do Sul,? the cultivation or production of wine grapes accounts for
an average of 20 percent of total grape production. This relatively low percentage is
emerging as a possible constraint on future expansion of Brazilian wine production.

Mendoza is characterized by the predominance of grapes for wine produc-
tion compared to other uses (fresh grapes, raisins) with a share of approximately
99 percent during the period under study. In 2008, according to the Instituto
Nacional de Vitivinicultura, the total amount of grapes for processing rose by
11.13 percent over 2007, while fresh grape production declined.

Brazil currently ranks 16th among the world’s wine producers. According to
a market study by the Corporacién Vitivinicola de Argentina (Coviar) and the

*'The winemaking indicators correspond to Rio Grande Do Sul. Statistical information cen-
ters in Brazil do not have this information at the municipal level, in order to calculate the level of
the Serra Gaticha region. In any case, RGS represents 90 percent of domestic wine production.
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Instituto Brasileiro do Vinho (Ibravin), published by Argentinewine.com, in
2009, 77 percent of the total industrialized products comprised table wines and 9
percent grape juice, both made from grapes of American origin and other hybrid
varieties. The evolution of wine production throughout the period in the regions
compared is shown in Figure 6.
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FIGURE 6. Winemaking (hlts)

Production of wine and other wine products averages between 11 and 12 mil-
lion hectoliters, accounting for approximately 68 percent to 70 percent of nation-
al production. Fine wine (Figure 7) produced in Mendoza has shown an increase
over the period, with periods of expansion in the 1990s and from 2003 onwards.
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FIGURE 7. Wine Production (hlts)
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From the mid 1990s to mid-2000, Rio Grande Do Sul, saw a decline in the
production of fine wines and predominance of table wine production. It was not
until 1999 that sparkling wines began to be produced. Sparkling wine production
rose from 7 000 liters in 1999 to 970 000 liters in 2005. Ordinary wines are made
mainly with American and hybrid grapes, whereas fine wines are produced from
Vitis viniferas (nobler varieties).

Unlike the Mendoza market, where ist is estimated that an average of 30 liters
of wine per capita are consumed annually, the Brazilian consumer has low per
capita consumption of wine. According to a study by Ibravin (2009), wine con-
sumption totaled 1.8 liters per capita per year.

Although Brazilian wines have been exported for nine years, current sales on the
foreign market, primarily fine sparkling wine, fail to account for even 1 percent of
total production. There are not only unfavorable global conditions, but also adverse
domestic conditions such as: low per capita consumption (1.8 liters compared with
an average of 30 liters in Argentina and Uruguay), lack of wine culture with meals,
lack of an image as a wine producer, low importance of the sector to the national
economy (albeit economically important for Rio Grande Do Sul, where produc-
tion is concentrated) and a high tax incidence (taxes account for approximately 42
percent of the retail price, compared to about half that in Argentina and even less
in Chile, currently the two main exporters of wine to Brazil) (Fensterseifer, 2000).

According to the International Organisation of Vine and Wine (OIV),
Argentina is the largest wine producer in South America, the fifth largest wine
producer in the world, accounting for about 6 percent of global production, and
the ninth largest exporter worldwide (3.3 percent). However, Argentina has not
yet managed to achieve a high share of world exports, mainly due to high domes-
tic consumption, similar to that of European countries.

Mendoza currently exports products with a value of approximately 220 mil-
lion U.S. dollars, the greatest percentage of which comes from fine wine ex-
ports. Argentina is recognized as a producer of refined Malbecs while those from
Mendoza are considered the best in the world. Exports in containers with less
than two liters have accounted for a larger share of the market than wines in con-
tainers with over two liters (usually table wines, Figure 8).

The share of larger containers is currently smaller than it was 10 years ago. The
dynamism and sustained growth of the wine industry lies in bottled wine exports.
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FIGURE 8. Table Wine Exports (in FOB dollars)

In Brazil, integration into international markets led to notable innovation in
winemaking, primarily motivated by the need to adapt to the new requirements
of import markets.

Spillover Effects

The wine industry is characterized by the presence of strong forward and back-
ward linkages. Therefore, the growth of the wine industry has shifted to other sec-
tors comprising the cluster, such as input supply firms. This is the case of Fecovita,
which controls the production of Tetra Briks because of its machinery using ad-
vanced bottling and packaging technology.

In the 1990s, convertibility prompted several investments in the province of
Mendoza, especially in imported machinery and lines for the production of fine
wines. After devaluation, this situation was reversed, as a result of which a number
of firms set up business in Mendoza to continue providing equipment. Nowadays,
most of the machines and equipment are provided by local suppliers.

On the other hand, winemaking and vine growing activities have achieved
virtuous integration with the business and tourism sector in the province of
Mendoza. Several tourist routes have been created that integrate wine production
with the hotel sectors, businesses and stores. Wine is more than an economic ac-
tivity in the province, it is part of the culture and folklore of the people, observed
through popular festivities such as the National Harvest Festival. This makes it a
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tourist attraction. Wine tourism’s centerpiece is Valle de Uco, where the largest
number of both national and foreign wineries are located.

The wine tourism sector contributes approximately 47 million U.S. dollars
to Mendoza’s production. According to a report by the Comisién Nacional de
Turismo Vitivinicola de Bodegas de Argentina 2008, 70 percent of tourists buy
wines in the cellars after they have completed the “wine routes.” The increase in
wine tourism creates positive externalities to promote public transport. Wine
tourists use the following means of transport: taxis (28 percent); own car (27
percent); minibuses (20 percent); public transport (18 percent).

In the Serra Gaticha region, Vale dos Vinhedos is considered one of the centers
of wine tourism, attracting between 60 000 and 80 000 tourists a year. Comprising
an area of 81 km?, it includes wineries, hotels, restaurants, and tourism related to
the Associacio dos Vinhos Finos Produtores do Vale dos Vinhedos-Aprovale.

Innovation

For Mendoza, winemaking conversion began as vinegrowing conversion. Recent
years have seen the advent of new vineyards with more advanced technologies and
high quality wine grape varieties, replacing high yield vineyards, suitable for the
mass production of table wine.

In the late 19th century, the technique of grafting a noble variety of Vitis vini-
fera onto an American rootstock or crosses of American with European varieties
spread. The use of protective tubes for vineyards has also been implemented. With
regard to productive balance and as part of the new vineyard management tech-
niques, more scientific controls of pruning were introduced. In the global context
of widespread mechanization of farming, there are harvesters and pruners for vine
crops on high espaliers.

Innovation in the sector is also reflected in the area of marketing. The winer-
ies promote wine tourism, as well as national and provincial institutions. In par-
ticular, Wines of Argentina established April 17 as World Malbec Day, in which
Argentine wineries attempt to make the country be automatically identified with
this variety.

Giuliani, Pietrobelli and Rabelloti (2005) concluded that the Serra Gaticha
wine cluster had high indicators of improvements in products and processes. 89
percent of companies introduced new techniques or improved existing ones in the
past three years.
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Socio-demoFigureic Indicators

While there is a difference in the Gini index between the two regions (with a more
equal distribution in the case of Mendoza), a decrease in income inequality has
been observed in both regions during this period. This improvement is more vis-
ible in the case of Mendoza than in the RGS region (Figure 9).
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FIGURE 9. Gini Index
The infant mortality rate has shown a downward trend in both regions during

the past decade (Figure 10). In the case of Mendoza, this trend has shown some
fluctuations. In RGS, this social indicator has improved considerably in recent years.
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FIGURE 10. Infant Mortality Rate

The illiteracy rate has decreased in both regions, and even more so in RGS
(Figure 11).



ALDERETE / THE WINE CLUSTERS OF MENDOZA AND SERRA GAUCHA 197

9 823
8
7
6 5.52
5 4.56
m 1991
4 3.2 B
3 2001
2 —
1
0
Mendoza RGS

Source: Compiled by the author based on Indec data, Censo Nacional de Poblacién,
Hogares y Vivienda, y Censo Demogréfico IBGE.

FIGURE 11. Illiteracy Rate (10 years and more)

Composite indicator of Socio-Economic Development

Alderete and Bacic (2012) analyze the wine cluster in Mendoza from a local de-
velopment perspective, focusing on the economic and social dimensions. The
authors use an analysis of the correlations between the indicators yielded by a
factor analysis to show that there are statistically significant links between the
wine industry and the socio-demoFigureic and economic indicators of the region.
Although these correlations are not proof of the existence of causality,® they antici-
pate a virtuous trend among the variables.

Based on this methodology, a similar analysis is suggested for the case of
Serra Gaticha in order to complement the previous analysis. The IDESE (Indice
de Desenvolvimento Socioecondmico) published by the Fundagio de Economia e
Estatistica Siegfried Emanuel Heuser-FEE was used as a proxy for an indicator
of local development in the region of Serra Gadcha. The IDESE enables munici-
palities to be classified into development groups. The index consists of four blocs:
Education (primary education dropout rate, primary education failure rate, sec-
ondary education attendance rate, illiteracy rate of persons aged 15 years or over);
Income (GDP per capita, ownership of income, per capita GVA trade, accommo-

3 On the other hand, the search for causality in a multivariate phenomenon is a difficult
challenge to meet, particularly given the lack of information.
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dation and food); Sanitation and housing conditions (percentage of households
with running water: network, percentage of households with sewerage, average
number of inhabitants per household); Health (percentage of children with low
birth weight, mortality rate of children under five, and life expectancy at birth).

Since there are several economic indicators related to the wine industry for the
region of Rio Grande Do Sul, a factor analysis was performed using the methodol-
ogy of Alderete and Bacic (2012a) to obtain the smallest number of factors that
explain the information provided by these variables. To this end, data from the
wine industry indicators mentioned for the period from 2000 to 2008 published
by Embrapa were used.

Using the method of extracting the main components through the factor ana-
lysis technique, of the 11 observable variables, two dummy variables were created
that explain 91.32 percent of the total variance. On the basis of the information
in Table 2, the variables obtained were called: 1CV-wine marketing index, and
IPV- wine production index.

TABLE 2. Component Matrix

Factor 1 (ICV) Factor 2 (IPV)

External wine market marketing (liters) -,962 ,178
Fresh grape imports -,902 -,031
Table wine production in liters ,337 ,732
Wine production from wine grapes in liters ,085 979
Must production ,862 ,130
Wine grape production 277 ,949
Commercialization of table wine in liters ,987 ,001
Commercialization of fine wine in liters -,636 512

Factor 1 (ICV) Factor 2 (IPV)
Table wine exports -,869 483

Internal wine market marketing (liters) ,895 ,203

Source: Author’s calculations using SPSS. Extraction method: Principal Component
Analysis.
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Below is a correlation analysis between the Socioeconomic Performance Index
(IDESE) and the ICV and 1PV indicators.

TABLE 3. Correlation Matrix

IDESE IPV ICV

Pearson Correlation 1 ,824 -,998"
IDESE

Sig. (bilateral) ,383 ,043

Pearson Correlation ,824 1 ,000
1PV

Sig. (bilateral) ,383 1,000

Pearson Correlation -,998" ,000 1
ICV

Sig. (bilateral) ,043 1,000

* Significant to 5 percent.
Source: Compiled by the author.

This analysis demonstrates the presence of a significant correlation between
the Index of Socio-Economic Development of the municipalities of Serra Gadcha
and the Wine Marketing Indicator (Table 3). This correlation does not imply that
undertaking wine industry activity causes local development, but rather that one
can expect a virtuous trend between variables.

The growth of the wine sector in Brazil, especially in Rio Grande Do Sul, is
reflected in a small improvement in the marketing of fine wines in 2005 accompa-
nied by increased share of the market compared with imported wines. An increase
in exports, albeit small, has also been observed. This quantitative evidence, al-
though weak, is important when combined with qualitative indicators such as the
restructuring of the 1990s; strategic orientation towards growth, concerted efforts
towards improving quality (with the promotion of geoFigureical indications),
institutional support and export consortia. These factors explain the improved
performance of economic indicators in the sector in recent years and accompany
the trend toward improved local development.

FINAL CONSIDERATIONS

The aim of this paper is to analyze the importance of the wine cluster for local de-
velopment in its region of influence. On the one hand, the Mendoza wine cluster,
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due to its outstanding performance in recent years reflected in the growing export
trend; and on the other, the Serra Gadcha, as the primary winemaking center
in Brazil, which, together with Argentina, are the most important countries in
Mercosur.

In Mendoza, restructuring has been an important process in the advancement
of the wine industry. Wines produced in Mendoza have a higher external de-
mand than those produced in Rio Grande do Sul. This is reflected in the greater
participation of foreign companies in the industry and increased production and
consumption of varietal wines, to the detriment of ordinary wines and a sharp rise
in exports. For its part, the modernization of traditional vineyards is a primary
objective of Rio Grande do Sul in response to market demands and opportunities.

Although the wine industry is a new area of activity in Serra Gatcha, its growth
prospects are important, given Mendoza’s previous experience. This paper portrays
the wine industry as an alternative for local development in both regions.

One of the constraints of the study is the lack of information available on
winemaking at the municipal level in Brazil. Consequently, the definition of the
geoFigureical area of wine indicators often refers to the region of Rio Grande Do
Sul, and not specifically in the winemaking area of Serra Gadcha. A similar situ-
ation occurs when economic and socio-demoFigureic indicators are analyzed. In
the case of Mendoza, the information always refers to the province of Mendoza,
with the exception of the employment rate, corresponding to Greater Mendoza
region.

Admittedly, the evolution of indicators, especially socio-demoFigureic ones,
responds to a multicausality of determinants, both social, economic and cultural.
This makes it difficult to define the impact of the performance of the wine cluster
on local development in its region of influence. For this reason, the aim of this
paper is not to determine a direct causal link between the performance of wine
clusters and local development. First, because given the multidimensional nature
of the phenomenon of local development, the search for causality would be an
elusive goal. However, it is possible to see from the descriptive analysis how the
successful performance of the Mendoza wine cluster has been accompanied by
improvements in the indicators that comprise local development. Given that the
Serra Gatdcha cluster is a new sector of activity and having observed the results
achieved in Mendoza, there is evidence that the wine region of Brazil has a goal to
be achieved not only in terms of the performance of the cluster but also as regards
its impact on local development in the region.
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Acknowledgement of the multidimensional nature of the phenomenon of lo-
cal development reveals an additional limitation of the study: only some indica-
tors deemed important for the measurement of the phenomenon are included. In
particular, this paper does not analyze the case of environmental factors, such as
the problem of environmental sustainability. Furthermore, although it mentions
the importance of government support for the development of clusters, it does not
include political indicators such as government relations among local development
indicators. In both cases, this is caused by the lack of information in the area.
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