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Coordination M echanisms along the Supply Chain:
a Key-Factor for Competitiveness

Anna Carbonk Francesca Galli Alessandro Sorrentifio
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Abstract. The purpose of this paper is to contribute to aebetnderstanding of the role of relationships leetw
stakeholders in the supply chain as a potentialceoaf competitive advantage. In the case studyfosas on the
wine industry in the Lazio Region (ltaly). We obse significant loss of competitiveness in thisuistdy and we
suggest that a higher level of communication afig¢rdint coordination mechanisms among stakeholdeutd help
in recovering a better market position. We focus tba linkages between farmers and the other foaainch
stakeholders through the perspective of Institaidconomics and Economics of Organization, in ptdadentify
the key factors that determine the competitiveloésise supply chain’s product.

The Lazio wine supply chain is investigated through analysis of official data, integrated withrpairy data,
collected through in-person interviews and quesidires addressed to producers and experts. It es¢hagit the
wine supply chain in the Lazio Region is characegtiby a serious decline, suggested by a sharp afecie
production and sales, low reputation among expeaiiespread negative consumers perception. Wepiriethis
turn-down through the structural features of thekaand through the low level of communication @aodrdination
between the agents. This leads to the identifinatib potential instruments able to deal with théfidilties
highlighted. We emphasize the role of public ingiitns in fostering communication and cooperatiorong firms
and suggest the potential role of a web portdinking sellers and buyers in a common network.

Keywords: coordination, netchain, wine, Lazio Region (ltaly)

1. Introduction

The paper applies the conceptual framework of thiefin (Lazzarini et al., 2001) to the wine indyst
of the Lazio Region (Italy), with the specific poge to highlight the role of relationships among
stakeholders at different steps of the supply clagira potential source of competitive advantage Th
Netchain framework is an attempt to merge the Su@blain Approach (SCA) and the Network Analysis
(NA). Thus, Netchain focuses on both horizontas tieetween firms of the same layer or stage, and
sequential, vertical connections. It provides al tt@ map the structure of inter-organizational
relationships, that are used to explain gains asdels of competitiveness also in the food industry
(Hofstede, 2002, Garcia Martinez, Perez , 2007 d@ad, 2006).

The wine produced in the Lazio Region has sharptlided and faced difficulties in domestic as veell

in export markets (Carbone, 2009). We link the lossompetitiveness to different causes, among lwhic
the main one is the small size of the productioitsumany other weaknesses, all related to inadequa
availability of resources, stem out from this o8éven such a structural fragmentation, we sugdedta
higher intensity of relationships as well as didietr coordination mechanisms among stakeholders coul
help in recovering a better market position.

The paper is organized as follows. Section Two riless the wine supply chain of the Lazio Region
which is characterized by a a sharp decrease iduptimn and sales, low reputation among experts,
widespread negative consumers perception. Thestadg-is investigated through the analysis of @dfic
data integrated with primary data, collected thtougperson interviews and questionnaires addretssed
producers and experts. This negative performanexptained through different sets of causes. Sectio
Three recalls the main features of the theorefreahework built up within the Netchain approactsttts
then used to analyze the role that a better relatisetting could play in creating value and gajnin
competitive advantage. To close with, Section Foauses on some concrete actions that, in the éght
the theoretical framework depicted, could be uradem by the wine supply chain stakeholders in oraler
increase their competitiveness.



2. TheLazio Wine Supply Chain

In the present section we analyze the steady ossmpetitiveness of the Lazio wine sector, wita tid

of different sources of information. Furthermore ateempt to relate the current situation of thepbyp
chain to a set of features of the production precesmmon to the wine firms in the area. Thesaufeat
are related to the structure and organization efgfoduction process, inside the firm’'s boundabies
also beyond them. We put emphasis on the relatipashat the firms establish within the supply chiai

the local economy.

2.1. Evidences of the Loss of Competitiveness

The Lazio Region constitutes an important productoea in the Italian wine market,;both in terms of
land allocated to grape growing (3.4% of totali#talvineyards) and in terms of wine production ¢4.8f
total national production). However, in contrasthnather Italian Regions, the Lazio wine supplyioha
facing many difficulties. The increasing loss ofquetitiveness is clearly shown by the many evidence
that will be briefly analyzed.

In the last 30 years the cultivation of wine gragesreased at a rate which is approximately dotitge
national average reduction rate (-65% versus -36Withermore, while in recent years (2000-2007 thi
trend has almost stopped at the national levelhénLazio Region another 17% of vineyards has been
grubbed. In addition, official data show that dgriihe nineties, specialized production units of hee
sector in Lazio Region have reduced at a rate3%8while at the national level there has beenoavtir

of 16.6%. Moreover the number of employees haveedsed at a rate of one unit out of five versus a
national average of one unit out of ten. This comedoth private firms and wine cooperatives, which
represent an important proportion of the sector48% of wine production). Generous and repeated
public support has delayed their exit from the ragrkut did not foster any structural improvemente-
gain competitiveness.

As a consequence of the shrink in cultivated lamd ia yields per hectare, (although yields remain f
above national average, with more than 130 quirgalshectare), the production has strongly reduced
(approximately -40%). Nevertheless this reductiasmit sufficient to balance supply and demandt as i
is shown by continuous excess of production, pért@nveyed to distillation: over than 160 thoudan
hectoliters per year, in the last years, equivaledil % of final production.

High quality Lazio wines (mainly white DOC wineg)ce exported all around the world, especially in
North European and North American markets, have nost significant market shares in most
destinations. These exports have fallen by 44%inyears, while in the meantime the other Italind a
European quality white wines have had very mixedadtyics including reductions but also increase in
exported quantities (see Figure 1). Nowadays, dheidn markets account for about 15% of the Lazio
wines production.



Figurel.
Change (%) of Export volumes for EU VQPRD whiten@g (1995-2005)
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Sour ce: Elaboration on EU data

This situation is partially due to a series of debpnges that have involved the global wine market,
changes in the features of demand, the increasiegof fairly recent production areas and the legdi
roles of multinationals in the international suppbhains, following mergers, acquisitions and
diversification strategies (Cesaretti et al., 2008) these changes have increased competitionhen t
international wine market, where the presence ofipcts coming from the “new world” is by far more
strong than before. The reaction to this competifivessure, especially in the lower segments of the
market where the Lazio wihés mainly targeted, was a downward leveling otesi that doesn’t favor
the necessary quality enhancement of producticedestto meet consumer demand.

The overall reputation of Lazio wine, with few sassful exceptions, is in line with what we pointed
previously. During the above mentioned investigative have interviewed managers of restaurants win
shops owners, buyers, distributors, journalisteyTall judge the vast majority of wines from Lazias
mediocre and poor, both in intrinsic and extriregi@lity and reputation.

Negative collective reputation of Lazio wines, aswhole, is negatively affecting the marketing
opportunities for each single label, even when thewld deserve a better consideration. Among the
opinions of the experts: “Lazio wines obtained frmternational vines, lack personality and areatall
noticeable”, moreover “wines with strong territdré@nnotation often lack elegance and fineness'ljevh
referring to Frascati's recent efforts to reache#tdy quality, in the best cases it is recognizedfa‘a
pleasant and clean flavor”.

A wider and more objective ground to assess Lazigesvreputation is represented by the judgment of
major ltalian wine guidésFirst of all it is worth noting that around 40% lodizio labels has not been
taken into account by any of the guides considgredhermore, on a scale ranging from 0 to 18 sg;ore
37% of the labels has obtained a score betweenl 4 awhile the average score of the (evaluatedl$ab
was 4.4. Considering that a score of 6 corresporal inimum score given by all guides, data clearly
shows that the judgment of experts on Lazio wisegry poor.

For these wines retail prices have also been apadlyResults confirm what has already been saicsinc
around 30% of bottles is sold at a price whichas Imgher than 4 Euros, while the price of 26,5% is
between 4 and 6 Euros. Overall, approximately 86%ease products don’t have a final sale price éigh
than 8 Euros.

L with just 1,7 Euros per liter, as unitary valueesports between 2005-2006, Lazio wines are abtti®m of the
italian and european exports of high quality whitees, that obtain much higher average values.

2 Three hundred Lazio wines' labels presented in7280 Vinitaly ,the most important international ition
annually held in Italy have been checked. For frrttetails see Carbone (2009).



Table 1. Loss of competitiveness of the Lazio wine chaiaimevidences

Lazio Italy
Decrease of the production baseultivated land -17.0%  -1.8%
No. processing firms -8.3% +16.6%
No. of employees -18.2%  -12.5%
Reduction of production Wine produced -48.9% -18.2%
Distillation 11.6% +13.9%
Decrease in exports Reduction in exports -44% -1.1%
Unitary value 1.76 €/Lt. n.a.
Mostly unknown
Interviews Poor assessment
Weak reputation
Wine guides’scores (out of 18) 4.4 n.a.

Source: our elaboration.

The data observed so far (summarized in Table &arlgl show that the Lazio wine is losing
competitiveness, it seems to be qualitatively igmadge, it is not attractive in terms of qualityfigriratio
and it suffers from low reputation.

2.2. Main causes of weaknesses of the productive system

In the present subsection we attempt to interpiesituation that we have so far depicted. We dsthe
main critical factors one by one, even though wetbear in mind that they are all tightly connecied
overlapped at some point. We refer to the concégttteme shown in Figure 2, in which several aspect
are organized with the aim to put in evidence amjrg level of importance of relational aspects and
inter-organizational links.

The first level of the chart refers to structurbhracteristics. In our analysis structural charésttes, and
especially small size of units of the wine industaye considered as exogenous and rigid constraints
Furthermore, we look at links among producers asag of bypassing dimensional constraints and
inefficiencies. This is in line with many contritbahs in the literature(Peggy et al., 1993; Eisenman
2002); with the words of Porter: “Clusters affeotpetition by increasing the productivity of comjgen
based in an area (...) A cluster allows each mentheenefit as if it had a greater scale or as fifad
joined with others formally without requiring tocsdice its flexibility (Porter, 1998; pp.80).”

Fragmentation of the productive structufehe main feature of the productive structure & alxtremely
small dimension of farms and firms, which impaatstbe supply chain organization and on the product
placement on the market. Vineyards measure on geeabout 3000 square meters, and more than 90%
of them do not reach one hectare. Wine productmrally doesn’'t exceed few thousands of hectoliters,
while only very few cooperatives and private wineqessing firms outperform 100 thousand hectoliters
(Tab. 2).This structural constraint has consequeirceerms of efficiency and production costs dralso
implies a weak bargaining power and low visibilitithe product on the market.

The features listed below belong to the upper sectif the chart and can be interpreted as direct
consequences of the above mentioned fragmentation.

Inadequate mechanizatiohe use of equipment to manage foliage and grapeeht is extremely
limited in the Region, even in areas where slopgsadher land characteristics would allow their. Udge
experience so far collected within the sector shihas mechanization would reduce costs of prunimg) a
harvesting, and it would also affect the quality fofal product as well as the organization of the
production process, that would be simplified andrsned.



Vine varieties, and vineyards shap&se selection of varieties and clones is not géamhe right one to
achieve acceptable quality standards. There ixemse of low quality, old fashioned, white berrpes,

like Malvasia di Candia (30%) and Trebbiano Tosc#84%), both not appreciated in the market.
Moreover plants have grown old, with 60% of vinagawith more than 20 years of age (half of these ar
more than 30 years old), and with prevalence oéyand shapes (55%), that hinders mechanization and
produce high yields to the detriment of quality.

Figure 2. Chart of the weaknesses of the Lazio wine prodactio
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In such a structural situation, which would calt fovestments, there is a very low use of CAP fagdi
facililities for the structural adjustment of thene industry. Out of 25 million Euros allocated ttee
benefit of structural changes in Lazio Region, e period 2002-2007, only 10 million have actually
utilized to renew 1500 hectares of vineyards.

Deficiency in human capitaHuman capital lacks adequate skills and expetxtitke reference to the
production process management, either in the atitim of grapes and in the wine production (fewnsr
refer to agronomists, enologists, consultants anbrtical advisors). Also in the marketing and sales.
there is a need for qualified audit in many arsash as legal contract definition, organizatioroafers

and deliveries, information technology managemedt@ustomer relationship management. This regards
both small family firms and cooperatives.

The second level of the chart, (Figure 2), referstrategic functions that firms carry out intefypal
whenever the economic size allows for them, or ¢t also be performed through collective actioms.
the specific case, the structural constraints efitidustry call for collective actions in orderr@anage
such activities in a more efficient manner. Théi@al factors occurring at this level of the schen@guire
the capability to build a network of relationshgrsd strategic alliances among firms operating fééreint
levels of the supply chain.



Table 2. Wine production from cooperatives in Lazio (2007)

Hectoliters % % Cumulativ:
Coprovi 275000 12 12
Gotto d'Oro 170000 7.4 19.3
Cerveteri 150000 6.5 25.9
Fontana di Papa 150000 6.5 324
Montefiascone 60000 2.6 35
Cincinnato 60000 2.6 37.6
Vignanello 40000 1.7 39.3
Santa Maria 20000 0.9 40.2
Monteporzio C. 13500 0.6 40.8
Vicosa 12000 0.5 41.3
Olevano Romano 10000 0.4 41.8
Cesanese P. 6000 0.3 42
Gradoli 5000 0.2 42.2
Genezzano 5000 0.2 425
Colli Cimini - - 42.5
Tot. Coop. Lazio 976500 425 425
Tot. Lazio 2300000 100 100

Sour ce: elaboration on Arsial and Istat data

Absence of a strategy for communication and praznoffommunication and promotion activities are
quite complex in the wine sector, because theyymdifferent levels of action, not only targetedthe
final consumers, but also addressed to the opimakers, the buyers, the retailers, and others.eTaes
central elements for big competitors that makeviaié investments, in order to differentiate thewss)|
gain visibility and establish their reputation. Betopposite small firms are constrained by lowbilisy,
small volumes of product and limited investmentazzty.

Wine quality and reputation are deeply linked todurction area. Therefore communication is a complex
task referred to many aspects, including vinesioregharacteristics, country’s cultures and tradis,
other products from the area. In other words tleeestrict need for a collective level of actitvattadds,
develops further and goes beyond the effort okthgle farm.

Poor supply chain management and logisticenited dimension of farms in the wine supply chai
makes , this key function to guarantee access®mtrket more complicated and expensive. The nearby
market of Rome offers great opportunities to shiest, because of the market dimension (with 3iamill
inhabitants and more that 1 million tourists andibess man coming into town every day), second,
because it can especially value the wine qualitigdd to the close geographical origin. Nevertheldss
commercial relationships with the Lazio wine progiscand the Roman wine retailers are weak and
unstable. This, paradoxically, happens due to ggwgcal proximity that induces producers to
“personalize” relationships with customers (restatilowners and specialized shops) in the hopeitd bu
stable purchasing behavior . Though, this logistanagement turns to be counterproductive, becduse o
the constraints in time and skills of small famiiyms in arranging frequent deliveries for small
quantities. Consequently, uncertain and irregulappes make relationships very unstable and
fragmented with high transaction costs.

Research and Developmem&D activities in this sector pertain differenteas spanning from the
creation of new varieties and rediscovery of tiaddl one; cultivation and wine production new
techniques, the switch to processes with low emwrental impact , innovative packaging solutiong] an
more. These activities all develop in the long temmd show several complementarities, necessargito g
the related advantages. It is not need sayindfittmas producing a few thousands of hectoliters)ncd
efficiently develop such functions. Especially astiie wine market, product innovation is playing an
increasing role and being unable to carry it oduoes firms competitiveness.



As already stated, the common feature of the atipoints, placed on the second level of the schisme
that, by their nature, these functions requirelkective action. The poor working of the interdegdences
can be caused by different factors, like institadibframework, conventions and norms, social netywor

historical and cultural environment.

Coming to the third level of the diagram in Figi@eit shows a last group of weaknesses of the Lazio
wine sector, which are different from the previdum levels because they refer to collective/public
institutions and governance schemes models. A fSatooms regulate the actions of the different
operators, who are embedded in a variety of relatips. If this system of rules doesn't work efifesiy,

it becomes a weakness of the system itself. Theorsawhy this may happen are many and diverse: i)
low level of consensus and attendance; ii) differengins of the rules that lead to contradictory o
disjoint regulations; iii) low enforcement of indiwal and collective rights; iv) moral hazard amyerse

selection issues, and so on.

Role of cooperationCurrently 15 cooperatives operate in the Lazgiae, with 5 bigger ones and others
producing extremely small quantities. Unlike othafian and European regions (i.e. in France),azit

the entire production process (from grape receptmrbottling) is carried out within each single
cooperative, while there is a low propensity to agathe processing and packaging on a common basis.
As a consequence there is a huge proliferatiorenf small scale structures with an excessive pribgric
capacity with respect to the potential of eachaarfeurthermore, these cooperatives offer to their
members only few extension services such as agipagaf inputs purchase, common management of
machineries and plants, and so on.

Cooperatives are widely sustained through publia§) which implies a strong political influence thie
choice of management and on the cooperatives’egiied. Two main consequences occurr: 1)low
professional profile and poor sense of respongibdf the actors in charge of the management of the
cooperative and production processes (they dohfodowing economic criteria but also pursue goét
goals); 2) absence of effective mechanism for #lecsion of grape delivered by the members to the
coop. It happens that producers maximize productesause they know that they will sell it anyway t
the coop, getting a guarantee price, (and thisaasly creates a trade off with quality). In additio
instead of handing in the entire production (whishalso a legal prescription) they bring to the
cooperative only the least valuable quota, whikyttry to sell finest grapes on the market at déig

price.

Designation of Origins (DOC) managememOC wines represents approximately one third & th
regional production. There are 27 different Indmas of Origin, very much varied by dimension oé th
production area, number of producers, hectaredvuadocultural and historical heritage and propirisi
export. On average, producers are not even theallgtinterested in certifying their production forore
than one half of it and only about 25% of the pttdly eligible production actually reaches the ker
with the certification of the origin, while the i@nal average ratios are respectively, about 608658086

(red and blue in Fig. No.3).
Figure 3. Rate of use of DOC certification
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Moreover, some of the biggest and most populard»asions of Origin fit the lowest market segments,
where the relevant variable for competition is richis. Of course, affect negatively market nesuasind
reputation for regional wines( even a few labed thould deserve a better fortune). The data fremmel

on wholesale agricultural prices, show that Lazio®wines are sold at very low prices compared to
other Italian regions’ DOC wines: on average theyfar less than 0,5 Euro per liter. Frascati esdhly
important exception, with 0,69 E/I.

One more hint of the weakness of Lazio wines witpeadlations of origin is related to their produetiv
scale and the recent production trends. Out ofX23tieg DOC, seventeen operate only few thousands
hectoliters and can be defined small/tiny mainliemied to market niches. Furthermore, thirteen DOC
experienced in the recent years a production dopwiing a poor response of the market. Only 4 DOC
with a relatively bigger dimensions have recenigexienced an increase of their production.

Finally it has to be noted that only three DOC managed through a consortium: Orvieto wine (Orvieto
Wine Consortium), Colli Lanuvini (Colli Lanuvini We Consortium) and Frascati (Frascati Wine
Consortium). The other DOC have never found aneagest to create such an organism, as prescribed by
law.

Institutional network/coordination of activities the public sectorPublic institutions, especially at the
local level, can play an important role in addnegsill the weaknesses that we have previously ptede
They can intervene to correct market failures sashlack of competition at some level of the supply
chain, several entry and exit barriers, exterraiaind public goods related to innovation. One mand
condition for an effective intervention by publitstitutions is the coordination among the seveuhlip
actors involved in the regional wine industry (Universities, other public applied research in$itins,
Regional Administration, Province Administratiort et)

In the Lazio region, different public institutiorective in the wine field, operate in an isolatedl an

uncoordinated manner, unrelated to the productiomsf This leads to miss potential synergies and
complementarities that could lead to innovationghe entire production process, including in a lfina

product that meets demand. Lack of communicaticeinohls between institutions and the system of
firms, makes their activity not adequately finatizeo foster intention to innovate or apply existing

innovation.

3. Sources of value and rent gener ating processes

The case-study presented in the previous sect@arlglgives the image of a complex supply chaincihi
involves several actors of very uneven nature, iimza®f their different role in the production prsge
dimension or other structural characteristics, ashi@, incentives and relevant constraints. Thesers
are (or should be) related to each other in diffeseays and through linkages of different intersity
some cases solid and stable, in others weak arasiooal..

The least common denominator for all the agentslied in the wine industry is the location in tfeere
region. This common feature leads to a series pbitant consequences: i) spatial proximity imphgs
least similar natural conditions for production gratentially low transportation costs; ii) sharastdry,
cultural heritage and traditions; iii) partiallyaied reputation, linked to a common place of origim
dependency on a common legal and regulatory framewas well as common institutional stakeholders;
V) same meso-economic context.

This industry produces a range of wines that isaawhole, sharply loosing competitiveness. The
objective of this section is to bring together sotheoretical arguments provided by the economic
literature, in order to show how a system of staklationships among stakeholders along the supply
chain, could help small units in the wine sectogamning competitive advantages.

Economic literature refers to clusters to defineggaphic concentrations of interconnected companies
and institutions in a particular field, includingdustries but also suppliers of specialized inpsgsyices
and skills (Porter, 1998; Sellitto 2005). Compawéth market transactions among dispersed and random
buyers and sellers, the proximity of companiesiastitutions in one location and the repeated emgba
among them (may) foster better coordination ansttitdowever it is important to point out that therm
location of companies, suppliers and institutiorsates the potential for economic value but it dogs
necessarily ensure its full achievement. This & ¢hse of the wine industry described in the previo
paragraph where the interdependencies among stdketicare mainly pooled and, hence, sparse and
indirect and there is a lack of a network ableupport the industry competitiveness.



In such a framework the Netchain perspective semmovide effective insights to analyse the key
issues needed to foster coordination. The Netchaitept is an attempt to merge the Supply Chain
Approach (SCA) and the Network Analysis (NA). SC&ers to (vertically organized) transactions that
involve firms at sequential stages of the valueatiom; while the focus of NA is more on horizontal
relationships between firms operating within thensasegment of the supply chain. Thus, Netchain
integrates the two previous, focusing on multipiéworks, made of horizontal ties between firmshaf t
same layer or stage, sequentially organized artccally connected. The Netchain provides a toahsp

the structure of inter-organizational relationships“ties”, and can be used to explain gains aisdés of
competitiveness also in the food indudtiyofstede, 2002, Perez and Martinez, 2006, Chadtiz@f).

The inter-organizational dependencies that arised®n agents have been analyzed by Lazzarini et al.
(2001). They rely on the classification made by ffpson (1967) that distinguishes between pooled,
reciprocal and sequential interdependencies:

« Pooled interdependence depicts the case of wedikedh and sparse ties. Agents are not directly
dependent upon each other, but are individuallyeddpnt upon a pool of resources.

e Sequential interdependences occur when agentsiratlyl connected in a serial fashion with
the input of an agent that is the output of theenth

* Reciprocal interdependence involves mutual linkd, dence, is the most complex of the three. It
relies on simultaneous exchanges where each ageeipendent from the counterpart and vice
versa. Ties are highly specific and require thditgbio have a two-way communication and
intense interaction as the task proceeds.

These different types of interdependencies canrosicoultaneously, in different combinations and can
foster competitive advantages through differentaydéry analogy to what stated in other contributjaass
for example, in the concept of inter-organizatioo@ainpetitive advantage (Porter, 1998; Dyer and Iging
1998; Perez and Martinez, 2006), or in externaiheotes of the industrial districts (Marshall, 1920;
Becattini, 1991; Carbone, 1992)The latter is relevant for the case study on Whie paper focuses,
because of the relevance of the spatial dimensiahe wine industry, where firm’s proximity plays a
role in the production process and where the g@tdgal origin of the product matters.

It is of special interest here to show the mainrees of value that stem out from firms’
interdependencies. This is again done followingdiassification of Lazzarini et al. (2001). Thefeient
benefits of collaboration are reviewed togethemwtie critical actions and conditions that potdlgtia
generate competitive advantage. As it will be clélaese benefits can all be summarized in three mai
overall effects: gains in efficiency, value creatiovalue appropriation. Hereafter a brief, schemati
description is given of the different sources diuea. While going through the list it is importdatkeep

in mind that many of these effects (generated lbetlimg actions) are much interlinked each other.

1)Optimization of production and operationg is mainly the outcome of establishing sequéntia
interdependencies aimed at coordinating differéepss of the production process. It encompasses all
activities associated with the flow and transpastabf goods from the raw materials stage through t
end user, including information, financial flowsdatiming of interconnected operations. Optimizatain
production and operations makes the flow of goadkservices more efficient, more effective in tewhs
product quality and differentiation, with fewer defs and faster product cycles.

2)Reduction of transaction costgooled and sequential interdependencies are ynhitked with this
source of value, though, also the reciprocal modeldc be involved. Transaction costs are due to
searching counterparts, contracting with them anditaring the ongoing relationship (Williamson 1996
Hobbs 1996; Banterle, et al. 2006). They may beseduby divergent interests and information
asymmetries or difficulties in measurement of qitgfgfuality of the good subject of transaction. The
reduction of transaction costs by definition inaesefficiency; but could also, indirectly, leadatbetter
specification of product quality and to a bettefidon of property rights.

% It is important to specify that, so far, the Netithanalysis is developed giving for granted a misetting, (i.e.
taking firm boundaries as exogenous). In other wowdthin this framework, increasing firms’ scateriot a viable
strategy as a source of competitive advantage.

4 In the definition of Lazzarini et al. sourcesvaflues play the role of strategic variables yiajdetonomic rents.
Dyer and Singh define the relational rent as thgernormal profit jointly generated in an exchanglationship
that cannot be generated by either firm in isotatand can only be created through the joint idiosstic

contributions of the specific alliance partnersy@and Singh, 1998;p. 662).
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3)Appropriation of property rightsconcerns the degree to which firms are able tducapthe rents
generated by product differentiation and/or inn@mrat The supply chain integration, through the
establishment of sequential and reciprocal inteddpncies, may be a way to capture and distrilngte t
value generated by investments in differentiatiod @novation especially when there are significant
complementarities which occur when technology adopand/or differentiation strategies depend on
assets owned by other firms.

4)Enhancing learning and knowledgall kinds of interdependencies play a role in dpportunities of
sharing knowledge and of learning from each otKeowledge sharing generally develops locally and
spreads from a particular stage of the chain torés® of the net chain, through knowledge/learning
spillovers. Higher levels of knowledge foster daffitcy as well as value creation and appropriatioth a
gives more opportunities for generating innovation.

5) Generating network externalitiethey mainly occur with pooled interdependencegmthe benefits

to undertake a certain action or strategy (i.ehnetogy or contract) increase with the expected bemof
adopters. There can be direct externalities, meathiat agents connecting each other increase dhgir
business opportunities. Indirect network exterredibccur in case of complementarities among differ
technologies and exchange modes. Spatial/dendityreities, can be somehow included in this catgego
as they consist in the benefits deriving from thespnce, in the same area, of a wide range of firms
interconnected in various ways (Becattini 1975; @i%an 1984, Camagni, Cappello and Nijkamp 1998).
As in the previous point, the competitive advantatems from higher efficiency but also from value
creation.

6) Embeddedness in the social structuré consist of interpersonal relationships among
people/firms/agents and individual relative positim a social network (Granovetter, 1985). Social
relationships may be a source of value in differamtys: helping to build trust and to prevent
opportunistic behaviors that easily destroy agemggutation built within the network; creating rimats
that easy transactions and relations; fosteringogerative attitude and reducing competition tharket
power of cartels and trade associations); helpingulation of information and creation of knowledge
(although, in case of tight and fixed relationshgdock in effect may occur, reducing diversity and
innovation).

The next section is devoted to show some examflesr@rete actions that we could expect to generate
the above described sources of values in the Lwirie case-study.

4. Suggested actions and concluding remarks

In this last paragraph the focus switches on sorapgsed actions that, in the light of the indicasiof
the previous section, are expected to help the widestry of the Lazio Region in developing a
competitive advantage. The list is not at all inleth to be complete, whereas its purpose is to reaie
detailed examples that can give some tangible idé#ise kind of actions that could be undertaked an
their expected impact in terms of value creationtully each one of these concrete actions reflacts
combination of the three broad categories of s@umfe relational rents (along with the underlying
strategic actions that allow for them) indicated yer and Singh in their Relational view approach
(1998). The three general categories are briefbgidieed below.

Relation/transaction specific investmerfpecificity of investments may concern site/lomatof plants
and productive structures: it reduces inventory #madsportation costs and may improve quality of
production and human resources.

Interorganizational learning.Knowledge sharing routines may be developed byrptey a regular
pattern of firm interactions to transfer, recombamel specialize knowledge. It is commonly judget¢o
a critical factor particularly in terms of innovati and performance-enhancing technologies.

Recognition of the potential and joint use of canpntary resourcesStrategic alliances allow to
procure assets, competencies and capabilities aaatily available in competitive factor markets, for
example intangible assets such as reputation (01@80).

The actions that in our view could help in gainammnpetitiveness are listed hereafter:

Shared investments in machineriéss regards the need to use more machineries edlgeti the
vineyards, this is a typical example of a specdifiared investment that allows for reduction of amyit
costs, both directly related with the use of thechi@ery but also involving other aspects of the
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production process (i.e. labor cost, energy cdst).eFurthermore, the possibility to use machifas
cultivation also helps in improving process’s origation and product quality.

Producers’ cooperatives, other kinds of producassociations, or even the constitution of speadliz
firms that offer the machines and services, coefaesent different alternatives for investmentisigar

It is worth noticing that the possibility to acqaimachinery and use it in the vineyards is alskelinto
the incentives to renew plantations which, in tutns also linked to investments in R&D and marfy o
the other actions listed below.

Improvement of labor skills and know-ha#s seen in section 2, firms lack in adequatesskibth on a
technical ground as well as in the commercial manabareas of competence. An improvement can be
achieved both with specific relation investments a@mter-organizational learning. Again, a number of
producers can group together to hire a professiadaisors or can develop an R&D section that they
jointly finance and use. They can also organizéective courses to update their knowledge in specif
innovative fields. Just like in the previous casapperatives or consortium could play a role irchétag

this task.

Development of logistidOne more weak point highlighted in section 2 consdogistics and especially
the possibility for the small wineries to deliveiregttly with the optimal frequency their wine toeth
retailers in order to fulfill clients’ needs andrte to establish long-lasting relationships. Again
common action is possible in carrying out spedificestments to pool the product and deliver ithe t
clients, sharing the transports services and olihgistic facilities. A key factor in this case iket
capability to build/exploit organizational complentarities to access benefits of strategic resources
complementarities.

Common initiatives in R&DAt the moment, in the Lazio Region, mainly pubitistitutions are devoted
to this task with respect to the wine industry. @alinstitutions are involved in this task butytthack of
inter-organizational communication amongst therwals as with the agents engaged in the supply chain
A better coordination among organizations couldphiel many ways. First of all, it would allow to
enhance innovation complementarities. Secondlyoitlcc avoid overlapping activities (and resources
wastes). Thirdly, a more straightforward connectiath producers would help in: i) orienting resdarc
developments where it better meets producers’ (¢atemt) needs; ii) help the spillover and innowati
adoption process. Investments in learning and kigls professionals involvement is also requirad i
order to foster an effective adoption process oDR&sults, along the entire supply chain.

Common actions for communication and advertisifigere is much room for gaining advantages from
common actions in communicating and advertisingstFaf all, these actions are too much costly for
small firms and require highly specialized skilgcondly, there is a need to gather productiomderato
reach market visibility. Thirdly, since the areappbduction creates a shared reputation, this miens
communication strategy should be coordinated teeffiective and that there is a need to avoid moral
hazard and free riding behaviors that could dantagehared reputation.

Communication ad advertising comprise many comgletions including, among others: monitoring
demand; definition of strategies to access new atarkelaborating a price strategy; establishing
relationship with the press; planning marketing paign for specific channels; organizing wine tagtin
events to shared consumers as well as to jourmasl experts; promoting farms and wine firms sjsit
enotourism; and a lot more.

Beyond efforts to built a good reputation for senglines, there is a need to invest on a sound mabio
reputation, as an area naturally gifted for wiret tan give birth to good products. At the sametihere
is a need to show that there are ongoing colleetffarts to improve intrinsic and extrinsic quality

It is worthwhile underlying that there is a stroimerdependence between human resources, R&D and
Communication and Advertising. These should berathne, as cogs of the same machine, fitting one
with each other to have the whole working propetlydeed, investments in R&D can create an
innovative environment appealing for new and authtve competences in processing and
communicating new wines. At the same time in oftedevelop innovative products, oenologists and
researchers have to be in touch with the retadladsthe specialized media. Such a relationshipsrfak
industry able to match the recent trends in conssiiemand on the prevailing targeted markets.

CooperativesAs already mentioned, these institutions are Ieyr thature collective and, hence, they are
expected to play an important role in the settihgnter-organizational relationships and undertgkaf
common actions.
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The scopes of the cooperatives are mainly twao gather raw material or produce and perform one or
more steps of the production process at a larggmaore efficient way (i.e. scale economies); iihtdp
farmers/producers to concentrate supply/demancate the market in a better position (i.e. market
power) both with respect to the produce supply sidé with respect to the inputs demand side. Sp tha
for example, in the case of the grapes and winesing, cooperatives could play a role under many
regards that span from extension services, toitiasiland organization for the use of shared magfin

to aggregate demand for inputs to gain better lgugionditions, up to wine production from associate
grapes, bottling, marketing and all functions reditio the product selling.

One more example is that one ofthe Consortium ireslin a DOC wine that is the body in charge to
define product shared characteristics and commtenitteem to the target chain partners and to the
consumers. It is meant to establish and enforad afgules that need to be fulfilled in order &ach the
target quality. The Consortium could also play &rim the marketing area, offering services in the
commercial area to the producers, helping thermatheging their wines for delivering them to theenlis
and in general for what concerns the logistic.

Nevertheless, the poor performance shown by thesigutions in the study area, makes clear thaséte

of rules and incentives in place are sub-optimal aeed to be changed. The direction to follow goal
suggested by the experience of other areas bottinvihe country and abroad (mainly in France, where
many wine cooperatives and consortium are doing wetl).

In the case of cooperatives there is a strong tee@de more market incentives. This implies twoanaj
changes: i) letting members choose the managenéme @ooperative with criteria of professionalllski
and experience. This involves the possibility toarge non performing management and to link
incentives to the results obtained; ii) Adoptindeefive criteria for the selection of the grapestth
members bring to the cooperative. This can be thotie with a price premium linked to identified gityal
indicators, and with a quality threshold under whigape is refused. This sort of incentives is méan
prevent free riding behaviors that damage the tyuafiwine and the coop’s reputation.

Also in the case of DOC consortia there is a neextrongly foster their action. As seen they asevary
limited in number and almost not functioning at @his is, in our opinion, due to a lack of knowgedon

how the market for DOC products works. The cedififeme is mainly seen as a club good that once put
into existence, each and every entitled producerusg without any sort of linkages or consequetces
the other producers. A strong action to show thkalges in reputation established by the common name
and its deep consequences on the functioning ofndmet, both on the supply and demand side, should
be done at the beginning of a DOC'’s institutionhédp producers understanding the strategic impoeta
that a consortium does play for a DOC (Morrison Radbellotti, 2007).

Building a Web Portal Last but not least, a Web Portal could be an dffed¢bol that can help to remove
some constraints that prevents common action aads#itings of inter-organizational relationships.
Information technologies (IT), by their nature, @aaformation exchanges and, by this mean, they
facilitate other kinds of exchanges. IT mainly gbartime needs and lower costs. Of course, thistgo

be regarded as a magic wound that creates by isrelationships where there is no habit nor wildto

so (Sellitto and Burges, 2005, pp. 26). Nevertlgldéscan play a decisive role in making relatiomsre
easy, less expensive and more effective; in chantfie pattern of incentives to boost the network of
links and to make it more stable (Sellitto and Ba#g2005).

The necessary condition for a web portal to bealigtworking and effective is to be the result of a
strong, common determination and well defined ghastrategy. To this concern, cooperatives,
consortium and public institutions could be the angjlayers.

It is worthwhile to shortly describe what a web tabfor the wine of a region could do. Two broadeas
can be distinguished: i) functions related with oaumicating and dealing with the public and ii)
functions connected to intra-chain relationships.

The web portal used as a front window to gain Vigjbinto the wider market can be used to achieve
many goals: communication of the territory, thetdmg, the natural resources and the traditionsekhto

the local wine industry; presentation of the load@hes and producers; Support for all the agentintb
what and where to buy, providing the necessary itiond to make secure and diversified purchases.
Furthermore, the web portal can give informationwine routes, on producers’ opening days and other
events for the public (like wine tastings, fairengetitions, exhibitions, and so on); it can alsweha
press room targeted to wine professionals, didilsy journalists, and other industry operatdrshbuld
also host forums, newsletters and blogs.
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The intranet area, reserved to the local operatangid help implementing connections under différen
respect. It can host a service of news on the wiaket trends, studies on potential new countryketar

on the evolution of the different countries lediigla. It can give information on weather forecaasisl
input markets. It can help sellers and buyers térmediate produce in their search, it can help the
organization of logistic, distribution and so ornveything being more easy, quick and less expersive
just under the condition that operators recognieeiimportance of these functions and agree upon the
convenience to have them on a shared basis. A wehlgould also make it easier to share results of
researches and to create common innovative projeatshave complementarities; it can be used by the
extension service; for e-learing projects conngctin a continuous twofold relationship schools,
university and firms, as well as other private podlic intitutions involved in the local wine chain

14



References

Banterle, A., Stranieri S., Baldi L., (2006), “Voliary Traceability and Transaction Costs: an Erogiri
Analysis in the Italian Meat Processing Supply @haPaper prepared for presentation at the 99th
EAAE Seminar‘Trust and Risk in Business Network€88onn, Germany, February 8-10, 2006.

Becattini, G. (1991), “The Marshallian Industriaisbicts as a Socioeconomic Notion”, in Pike F.,
Becattini G and Sengenberger W (edmjlustrial Districts and Inter-Firm Cooperation itialy.
Geneva: International Institute for Labour Studies.

Becattini G., (1975), Lo sviluppo economico dellastana. Irpet, Firenze.

Carbone A., (1992), “Integrazione produttiva sutiterio e formazione di sistemi agricoli localilL,a
Questione Agrarian.46, Franco Angeli s.r.l., Milano.

Carbone A., (2009), “La filiera vitivinicola lazil analisi e prospettiveQuaderno EuropedirectLazio
forthcoming.

Cesaretti G. P., Green R., Mariani A., Pomarici(06), “ll mercato del vino, tendenze strutturali
strategie dei concorrenti”, Milano, Franco Angeli.

Chaddad, F.R. (2006) “Networking for competitive vadtage: the case of U.S. Agricultural
Cooperatives”, paper submitted to tiernational Food and Agribusiness Management &evi
and the AMA 17" Annual World Symposium

Dyer, J. H., Singh H. (1998). “The relational vie@ooperative strategy and sources of interorgani-
zational competitive advantagé&cademy of Management Revi@8(4), pp. 660-679.

Eisenmann, T., (2002), Internet Business ModelgtsTand Cases, New York, McGrow-Ill Irvin.

Garcia Martinez, M., Garcia Perez, A (2007) The ifsagrd Cooperative Netchain: A Theoretical
Framework to Study its ConfiguratioRood Economics — Acta Agriculturae ScaBedction C4
(1), pp 31-39.

Granovetter, M. (1985) “Economic action and sostalicture: The problem of embeddednessherican
Journal of Sociology91: 481-510.

Hobbs, J.E., (1996), “A transaction cost approachstipply chain managemenBupply Chain
Management (R), pag.15-27.

Hofstede, G. J. (2002) “Transparency in Netchaims'Van Amerongen E. et al. (ed3he Challenge of
Global Chains, proc symp Mercuridd/ageningen Academic Publishers, Wageningen, pp973-8

Lazzarini, S. G., Chaddad F.R., Cook, M.L. (200)tegrating supply chain and network analyses: The
study of netchains” idournal on chain and network scientd, 7-22.

Morrison A.., Rabellotti R., (2007), “The role odgearch in wine: the emergence of a regional relsear
area in an lItalian wine production systemihternational Journal of Technology and
Globalisation Volume 3, Number 2-3, pp. 155 — 178.

Oliver, C., (1990), “Determinants of interorganipagl relation-ships: Integration and future direcs”
Academy of Management Revjéw: 241-265.

Porter, M.E., (1985), “Competitive Advantage”, N&ark, The Free Press.

Porter, M.E., (1998), “Cluster and the New Econamaf Competition”,Harvard Business Review
November-December 1998.

Sellitto, C., Burgess, S., (2005), “A governmentdad Internet portal as a promoter of regionaltelus
relationships: a case study from the Australianewindustry”, Environment and Planning C:
Government and Policy 23(6) 851-866.

Thompson, J.D., (1967) “Organizations in Actioncb Science. Bases of Administrative Theory”, New
York, McGraw-Hill.

Williamson, O.E., (1996). The mechanism of govensa©xford University Press, New York.

15



