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Abstract

This thesis is the first empirical study of Ontario’s VQA wine industry that uses 

quantitative data. The thesis also proposes and partially tests a conceptual model of 

growth for small businesses. A literature survey covering the theory of growth and the 

academic articles on the wine industry in various countries is included. Survey 

instruments were developed (included in the Appendix) and delivered to the both the 

wineries and grape growers with a response rate of 79% for the wineries and 35% for 

the grape growers. The significant finding of this research is the projected shortfall of 

wine grape production in Ontario to meet the VQA wineries’ projected growth plans. 

This shortfall is due to a combination of grape grower and winery acrimony within 

Ontario’s VQA wine industry as well as weak planning and an over estimation of the 

supply by the winery owners.
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1

1.0 Introduction

1.1 Summary

From a survey of the literature, press and statistics, it becomes obvious that Ontario’s 

as well as the world’s wine industry has undergone tremendous growth and change over 

the past 10 years. The literature survey also shows that Ontario’s VQA wine industry has 

been growing very rapidly and is poised for continued growth. But is this what the 

wineries and grape growers believe? How many of them actually want to grow? Are 

there factors that aren’t apparent that are or could be barriers to growth for this 

economically valuable industry? These barriers could be financial, marketing, or 

regulatory to name but a few. Are there actions which the various levels of government, 

the Wine Council, the Grape Growers or the LCBO could be taking to enhance the 

opportunities for growth? These are the questions which this thesis intends to answer.

Growth in the context of this research is defined by Penrose (1959, p i)  when she 

states that growth “sometimes denotes merely increase in amount” or it can mean “an 

increase in size or an improvement in quality as a result of a process development”. For 

the purpose of the research, growth is not limited to an increase in production, staff, 

quality, price or assets, but can include both forward and backward integration (winery 

planting more grapes or a grape grower becoming a winery) and diversifying the business 

by adding a restaurant or accommodation.

Up until now, there have been no published empirical business studies on Ontario’s 

wine industry. Through the use of a survey instrument, this study determines what the 

winery owners and grape growers of Ontario think are the barriers which hinder their
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growth. Important to this survey was determining which of these stakeholders intend to 

grow.

This thesis also attempted to extend the empirical theory of growth of a firm. A 

review o f the empirical research literature identified eight factors which affect the growth 

of the firm, but no models incorporating these factors were found. Given this apparent 

gap in the literature, a conceptual model for firm growth was developed using these eight 

factors. A further objective of the survey was to test the validity of this model.

A total o f 59 out of a possible 75 VQA wineries responded to the survey which was a 

79% response. The grape grower response rate was 34% representing 17.5% of the 

Ontario wine grape growers.

Highlights of the findings from this study are that 90% of the wineries surveyed 

intend on growing, versus 45% of the grape growers. The wineries’ response is much 

greater than the more typical 50% number for other types of small businesses. This 

unequal growth rate between the wineries and grape growers resulted in a projected 

shortfall in grape supply to match the wineries’ wine volume increase projections in two 

years (41% increase in volume and only 11% increase in planting). Furthermore, the 

satisfaction of the grape grower in the winery and grape grower relationship is much 

lower than that of the wineries making it unlikely that the grape growers are going to 

increase their production unless their situation improves. The top three obstacles for 

wineries wanting to grow are taxes, the LCBO and government regulations. The top three 

obstacles for grape growers are the Wine Content Act, price of grapes and the cost of 

land. Lastly, in testing the conceptual model it was found that the size of the winery is 

positively correlated with its financial flexibility while marketing competency is
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negatively correlated with financial flexibility. Marketing competency being negatively 

correlated seems contradictory, but it could be a result of the outside capital markets 

unwillingness to invest in the aggressive growth plans associated with those wineries that 

have higher levels of market competency. The capital markets may think that there is a 

maximum rate at which it is possible to grow a winery and it would be foolish to invest 

beyond this point. Alternatively, the metric for measuring marketing competency could 

be at fault.

The remainder of this thesis is organized as follows. The next subsection gives 

background information about Ontario’s wine industry and how it fits within the current 

world market for wine. Following this, the last subsection of the introduction, gives 

reasons why this research is important to various stakeholders. The next section looks at 

the research literature of business growth. This section consists of a discussion of the 

current theories used to explain the growth of a firm, a description o f the factors affecting 

growth as identified by the empirical research literature and lastly a survey of the 

business research literature that currently exists on the wine industry in general and 

Canada’s wine industry specifically. The third section of this study deals with the 

research premise, detailing the research objectives, conceptual model of growth, and 

hypotheses. Next, the research methodology is explained followed by a section detailing 

the research results with the last section being the conclusions.

1.2 The Ontario Wine Industry Context

World wide competition in the selling of wine has never been more intense. The old 

world producers of Europe are under assault by the new world producers of Australia, 

California, and Chile (Echikson, 2004). Central to this intense competition is a world

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



4

wide glut of wines: “between 1998 and 2002 Australia produced nearly a billion litres 

more wine than it sold (para.7, Fickling, 2003)”. The current thought is that this excess 

has to be dumped. The Bordeaux wine producers are experiencing a glut as well. Of the 

current 10,000 Bordeaux producers, “600 to 1,000 smaller producers may be forced to 

close over the next few years” because they can’t find a market for their wine (para.3, 

Prial, 2004). In the midst of this fray is Ontario which is a small player by global 

standards with respect to production, producing less than a quarter of one percent of the 

world’s wine (Madill, Riding and Haines, 2003). Even within its own provincial market, 

Ontario produced wine (VQA and non-VQA) only has a 39% market share (LCBO 

Annual Report 2004, n.d.). By comparison, “US, France, Australia and Italy, each control 

over 85% of their home markets” (p. 12, The Canada Wine Industry, n.d.). Ontario and 

Canada export very little wine. For example, in 2003 Canada’s total exports amounted to 

only $13.8 million versus the $1.1 billion that it imported (Canada’s Exports, n.d.; 

Canada’s Imports, n.d.).

Though Ontario has been making wine for over a century, it has only been since 1975 

that vinifera based commercial wines have been made (Mytelka and Goertzen, 2003).

This makes Ontario a newcomer to vinifera wine production when compared to countries 

in Europe whose wine production dates back to the Romans. Even New World regions 

like Chile and California have been producing vinifera wine for over 100 years due to 

their climate and Spanish colonial heritage.

Two factors contributed to Ontario’s late adoption of vinifera-based wines. One was 

the belief that Ontario’s climate and soil were unsuitable for growing vinifera grapes. The 

second was the Ontario government’s refusal to license more wineries between 1927 and
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1974 (Mytelka and Goertzen, 2004). For example, there were only 6 wineries in Ontario 

in 1974 (Mytelka and Goertzen, 2003). By June 2004, the number of licensed wineries 

had grown to 120. This number includes licenses for the same owners with wineries at 

different locations, non-grape wineries (apple, plum, raspberries etc.) and non-VQA 

wineries like Chateau Bourget in Bourget Ontario (Alcohol and Gaming Commission of 

Ontario). The number of wineries in the Niagara region as o f June 2004 was 67, 

including the Niagara College teaching winery.

Other than the wineries and grape growers themselves, there are four main players in 

Ontario’s wine industry. One player is the Liquor Control Board of Ontario (LCBO) 

which is the primary retailer of alcohol in Ontario. In addition to the LCBO stores there 

is one store permitted at each winery and 288 grandfathered private stores (Mytelka & 

Goertzen, 2004). O f these 288 private stores, 270 are owned by Vincor and Andres 

(Mytelka & Goertzen, 2004). The second player is the Grape Growers o f Ontario (GGO) 

which was “established in 1947 under the Ontario Farm Products Act” (p.44, Mytelka & 

Goertzen, 2004). The GGO represents the grape growers in negotiating the prices that the 

vintners (and other grape processors -  jams, juice, etc) will pay for the different grape 

varieties each year. These prices are the minimum which the vintners must pay. GGO “is 

financed by growers, each of whom pays fees to the board for every metric tonne of 

grapes sold to processors” (p. 51, Mytelka & Goertzen, 2004). The third major player in 

Ontario’s wine industry is the Wine Council of Ontario (WCO). The WCO is a non

profit trade organization representing many o f the wineries. The primary functions of the 

WCO are to perform collective marketing activities and represent the wineries in 

negotiations with the GGO (The Year in Review, n.d.). The WCO is funded by the
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member wineries with membership being optional. The fourth and most influential player 

in the Ontario’s wine industry is the Ontario government through its laws and regulations. 

The Ontario government creates the rules by which all the others players interact and 

from time to time these rules change affecting one or more of the players.

Given the current world glut of wine and the fierce competition, one would think that 

the outlook would be bleak for Ontario’s wine producers. This is not necessarily the 

case. There is evidence that those wineries producing premium and super premium wines 

are still finding a market for their wines though not necessarily at the prices they would 

like (Echikson, 2004; Glut sours, 2004). The growth in the number of wineries being 

created in the Niagara region in the past three and a half years has been significant, most 

of which produce premium and super premium wines. This appears to support the case 

that there is a growing market for quality wines. From the time Ontario ended its 

moratorium on issuing winery licenses in 1975 until the end of 2000, 34 wineries were 

created (Mytelka and Goertzen, 2003). In the three and a half years since 2000 an 

additional 30 wineries have been created almost doubling the number created in the 

previous 26 years! It should be noted that any winery created after June 13, 1993 can 

only sell wine in Ontario made using 100% Ontario grapes. The content rules allowing 

wineries to blend up to 70% (90% in certain years) of imported wine or grapes only 

applies to those wineries licensed before this time1.

Given this information, the owners of all these new wineries must believe that it is 

possible to generate a profit from making VQA wine. The argument can also be made

1 For the sake o f accuracy, it is still possible to get a winery license to manufacture wines using foreign content but 
these establishments can’t have a retail store and can’t sell their product to the LCBO. They can sell their product 
out o f province or country or (and this is the interesting part) they can sell directly to restaurants in Ontario, but 
they have to pay the 58% LCBO mark-up unlike VQA direct delivery.
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that these new wineries are focusing on the premium and super premium markets since 

they don’t have the economy of scale or the opportunity to use foreign grapes/wine to 

compete in the low end of the market. Vincor, Canada’s largest winery and North 

America’s fourth largest winery, states in their annual report that “premium branded 

wines, priced above CDN $10/bottle, are the fastest growing and, as a result, the 

commercially most important price segment of the international wine market” (Vincor 

Annual Report 2004, n.d.). Further supporting the idea that premium and super premium 

wines are a growing market is the sales statistics of Ontario VQA and non-VQA wine. 

According to the GGO’s annual report, 2003 VQA wine sales in Ontario by volume 

increased by 23% to 10.1 million litres while non VQA sales decreased by 3% to 34.1 

million litres (GGO Annual Report 2004, n.d.).

Even though VQA sales increased at a dramatic rate, it wasn’t enough to overcome 

the 5.4% increase in imported wine resulting in a volume of 66.7 million litres (GGO 

Annual Report 2004, n.d.). The end result was that the “market share for Ontario wines 

decreased from 40.3% to 39.9% in 2003” (p. 13, GGO Annual Report 2004, n.d.). Ontario 

wines include both VQA and blended wines that use imported wine or grapes. It should 

be noted that an objective of the LCBO in its 2003 annual report is “to build Ontario 

wines’ market share in litres to 50 per cent over the next five years” (p.32, LCBO Annual 

Report 2003, n.d.). This research is concerned with the growth of the Ontario VQA wine 

industry (which is growing rapidly) and not the Ontario blended foreign content wine 

industry (which is shrinking).

From a financial viewpoint, so far very few wineries in Niagara have failed and for 

those that have, “it has been due to their lack of initial capitalization” (p. 29, Bramble et
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al., 2004). More importantly, Ontario’s wine industry has considerable economic impact. 

“The industry generates approximately $724,000,000 in sales and another $360,000,000 

in induced sales” for a total of over one billion dollars (p. 45, Bramble et al., 2004). 

Induced sales that are a result of the wine industry (made by tourists visiting the area and 

employees) that are not direct purchases of wine. The provincial and federal governments 

receive $196,500,000 in taxes and fees from the wine industry (Bramble et al., 2004). 

Therefore the wine industry contributes considerably to Ontario’s economy and its 

continued well being is in the best interest of the various levels of government.

So in summary, the world market for wine under $10 is saturated but the market for 

wines above this price is growing. Within the Ontario context, the number of VQA 

wineries are growing rapidly as is the volume o f VQA wine being sold. From 2001 to 

2003, the volume of VQA wine sold has increased by 44% or a 20% annualized growth 

rate (GGO Annual Report 2004, n.d.). Given the recent rapid increase in the number of 

wineries, the additional new volume that these wineries produce will be available to 

sustain these large annual increases in VQA wine sold.

From the GGO perspective, there was a concern in both 2001 and 2002 that all the 

wine grapes were not going to be bought but in the end all grapes were purchased (GGO 

Annual Report 2002&2003, n.d.; G. Walker of GGO, personal conversation, July 9, 

2004). Then the winter of 2002-2003 was quite harsh resulting in vine dieback such that 

the wine grape production dropped from 43,700 tonnes in 2002 to 26,239 tonnes in 2003 

(GGO Annual Report 2004, n.d.). With the reduction in the wine grape harvest, those 

wineries which can blend in foreign grapes and wine sought and received a temporary 

reduction in the Ontario grape content required for cellared in Canada designated wines.
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The amount of Ontario grapes which is required has been reduced to 10% from 30% until 

February 1, 2005 (Wine Content and Labelling Act). This temporary change in content 

rules allows more grapes to be directed to VQA wine production such that the elfects of 

the harsh winter would not decrease the VQA wine production (G. Walker of GGO, 

personal conversation, July 9, 2004). In addition to lowering the content percentage for 

those wineries that could blend, the ability to blend foreign content was extended to the 

post mid-1993 licensed wineries for the 2003 harvest year as well. These wineries could 

only blend wine to make up for any shortfall caused by the short crop. They could not 

increase their production above their average growth rate2. This was the second time this 

temporary permission for blending had been allowed. It was done in 1993 as a result of a 

short crop in that year. With the reduction in grape production in 2003 and the growth in 

the number of wineries, the concern about there being a surplus of wine grapes has 

disappeared for the time being (G. Walker o f GGO, personal conversation, July 9, 2004).

The number of VQA wineries has been growing at a significant rate. The volume of 

VQA wine that has been sold has increased dramatically as well. Furthermore the 

premium wine market which these new wineries are targeting is also predicted to grow. 

Therefore, on the surface the prospect for Ontario’s VQA wine industry looks promising 

so long as the market for premium wine continues to grow as predicted.

2 How many o f  the VQA only wineries have taken up this option to use foreign content? Given that their existing 
market is all VQA, to whom are they going to sell this wine? Given that it takes several years to establish a sales 
channel for a new product and that they only can do this for one year, I wonder i f  the costs outweigh the benefits. 
An analysis o f  this would be an interesting research topic.
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1.3 Importance of Topic

Investigating the barriers to growth in Ontario’s wine industry has value for 

academia, the various organizations involved in the wine industry, the different levels of 

government, and the wineries and grape growers themselves.

From an academic perspective, this study has benefits on two different levels. On the 

more micro-level of business of wine research, it is the first empirical business study on 

any part o f Canada’s wine industry. Canada’s wine industry, from a VQA perspective, 

includes British Columbia (BC) and Ontario. Up until now, all the wine research papers 

have been based on personal interviews with a subset of the winery owners/grape 

growers. No study has successfully used a survey instrument targeting all 

owners/growers. On a macro-level, this research attempts to extend the empirical 

knowledge of business growth by presenting a conceptual model for growth using the 

eight factors determined by a review of the empirical research literature. This model is 

then tested using the wine industry. Proving the validity of this conceptual model will 

contribute to our understanding about firm growth. Independent of the success of the 

model, the study will further the research into the various factors affecting business 

growth, as it applies to the wine industry, including the influence of the desire to grow on 

the part of the winery owner and grape grower. Lastly, this study will provide some 

insight into how traditional business growth theory applies to the wine industry.

There are numerous wine bodies in Ontario, Canada and around the world. As 

mentioned earlier the primary ones in Ontario are the Wine Council and the Grape 

Growers but there is also VQA Ontario. Since a major purpose of all these organizations 

is to improve the well-being of their constituents, this study will provide valuable
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information that can be used to develop future beneficial strategies for the industry. Even 

though the study focuses on the Ontario wine industry, there are enough similarities with 

the wine industry in BC that this study will have applicability there as well. In BC there is 

the BC Wine Institute, Association of BC Winegrowers as well as several different grape 

grower associations (Hickton and Padmore, 2004). As of 1999/2000, BC no longer has a 

grape marketing board. All grape growers are individually responsible for negotiating 

their own prices and contracts with the wineries. Currently there is no single 

organization representing the grape growers and many growers don’t belong to any 

organization (J. Sandhu, industry specialist with British Columbia government, personal 

conversation, September 22, 2004).

This study is important to the various levels of government as well. As stated earlier, 

Ontario’s wine industry is an economically important industry providing both jobs and 

tax revenues. In addition governments are responsible for various laws, policies, 

programs, and regulations that can influence the well being o f the wine industry. The 

findings of this study might influence them to make changes.

Last but not least are the benefits to the wineries and grape growers themselves. Up 

until now, these important players have not had the opportunity to have their opinions 

about the barriers to growth in the region analyzed in an empirical manner. It is not clear 

if the subset of stakeholders used in previous studies were representative of the whole. In 

addition there is nothing in the literature with regards to differences based on size of 

winery or when it was founded. There could possibly be differences along these 

dimensions (covariates). This study attempts to give both an accurate collective voice to 

the players as well as determining if there are differences depending on the covariates
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used for the analysis. No matter the outcome, the wineries and the grape growers will 

have a much better understanding of what their peers collectively agree are the barriers 

which may in turn get them to make changes for the better on an individual and/or 

collective level.

2.0 Background Literature

2.1 Theory of Firm Growth

The growth of the firm has been studied from both a theoretical and empirical 

viewpoint. This research has resulted in numerous theories of firm growth. A summary 

of the current theories is described by Orser and Hogarth-Scott (2002). In their paper they 

describe six popular theories which are: biological model of small firm growth; macro- 

economic activity theory which is also known as ecology theory (Lohmann, 1998); 

economic theory; disequilibrium theory (dynamic capitalism) of Kirchhoff (1994) which 

is a refinement of Schumpeter’s (1942) creative destruction theory; population ecology 

theory; and resource exchange theory which is more commonly known as resource-based 

view (RBV) by Thornhill & Amit (2003), Rugman & Verbeke (2002, 2004), Kor & 

Mahoney (2004) and others or resource based theory by Lohmann (1998). The 

relationship between these theories for firm growth will be discussed in more depth after 

first giving a brief description of each theory.

The biological model has the lifecycle of a small firm follow that of human 

development from conception through multiple steps finally reaching maturity and 

decline (Orser & Hogarth-Scott, 2002). Orser et al. cite considerable empirical evidence 

showing this theory does not hold up in reality.
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Macro-economic or ecology theory has as its tenet that growth is determined by the 

economic environment in which the firm is located (Orser & Hogarth-Scott, 2002, 

Lohmann, 1998). There is no doubt that the economic environment has an influence as a 

confounding variable in affecting firm growth but it is not the main factor deciding if a 

firm will grow, stagnate or fail (Baldwin 1995, Baldwin et. al 2000).

Economic theory is the classical definition of growth which has profit maximization 

as the impetus driving growth (Orser & Hogarth-Scott, 2002, Rugman & Verbeke, 2004). 

Firms consciously make decisions and tradeoffs based on which path will lead to the 

greatest profits. If successful, a firm in pursuit of maximum profits grows. Though 

economic theory is valid in the sense that firms need to make profits in order to remain in 

existence and that firms make decisions that they will hope will lead to profits, it doesn’t 

adequately explain all the variables which cause one firm to grow and another to stagnate 

or fail given the vast majority of firms start out with the best intentions o f making a 

profit.

As mentioned above, Kirchhoff s (1994) disequilibrium theory (or dynamic 

capitalism which is the term Kirchhoff uses in his book) is a refinement of Schumpeter’s 

(1942) creative destruction theory. Schumpeter (p. 83, 1942) defined creative destruction 

as a process that “incessantly revolutionizes the economic structure from  within, 

incessantly destroying the old one, incessantly creating a new one.” The are many 

examples of this occurring in the world like the Swiss watch industry being overtaken by 

digital watches and minicomputer manufactures like DEC and Wang being overtaken by 

PCs. An example of this process in action in the wine industry is the adoption of 

advanced, quality winemaking by the new world causing dramatic changes in Bordeaux
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as described earlier in this paper. Schumpeter thought that capitalism would eventually 

fail because innovation would be the exclusive domain of the large firms which would 

then shut out the entrepreneurs, eliminating creative destruction which in turn would lead 

to socialism in order to facilitate wealth distribution (Kirchhoff, 1994). Kirchhoff (1994, 

Kirchhoff & Greene 1995) suggests that creative destruction as well as capitalism is still 

alive and well more than 50 years after Schumpeter predicted its demise. Kirchhoff 

argues that small businesses are the engine of job growth and that their ability to innovate 

more than the large firms is the reason.

Population ecology theory originates from the work by Hannan and Freeman (1977). 

They theorized that organizations had inertia based on their structure and processes and 

that this inertia limits the rate at which the organization can adapt and change. Drawing 

parallels to the biological world Hannan and Freeman also theorized that unsuccessful 

organizational forms would either adapt or be selected out. They also empirically proved 

that small firms had a greater chance of failing which was contrary to pure neoclassical 

economic thought (Aldrich & Fiol, 1994). In addition, population ecology borrowed 

from institutional theory the concept of organization legitimacy based on the need for the 

people in new organizations to become effective functioning units as well as having the 

external market accept the legitimacy of the business and how it operates (Aldrich &

Fiol, 1994; Shane, 1998). Population ecology brought sociological thought into business 

research as was encouraged by Granovetter (1985) and in turn helped in explaining real 

world situations that economic theory could not (Shane, 1998; Aldrich & Fiol, 1994). 

Population ecology theory is extremely useful in explaining organizational forms, 

survival rates and why industries have clusters of similarly structured firms, but it is not
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in and of itself a growth theory since it doesn’t delve into why firms grow in an 

encompassing way.

Resource based view (RBV) o f firm growth originated with Edith Penrose’s (1959) 

seminal book titled “The Theory of the Growth of the Firm”. The term RBV will be used 

to refer to this theory throughout this paper rather than resourced based theory. It is 

interesting to note that Lohmann (1998) lists RBV and strategic management as separate 

theories of growth. In papers by Rugman & Verbeke (2002, 2004), Kor & Mahoney 

(2004) and Lockett & Thompson (2004) they present RBV as a theory for strategic 

management rather than separate from it. I much prefer this latter definition since RBV is 

a more encompassing way in which to view firm growth.

Penrose (1959) approaches firm growth using the premise that growth is determined 

by resources both internal and external to the firm. Her theory takes into account organic 

growth such as increasing sales of existing products, adding new products, changing 

product focus all together, forward and backward integration, mergers and acquisitions as 

well as international expansion. The resources that are included in her theory are not 

restricted to tangible assets such as building, equipment, land etc. but include the traits of 

the entrepreneur and/or management, the collective knowledge and skill of the 

management team and their ability to combine the tangible and intangible resource at 

their disposal in a manner that will generate profits for the firm. Penrose takes into 

account the company’s strategies, the people and their skills that make up the company 

and the business environment in which it operates.

It is my belief that Penrose’s initial work provides the framework in which the 

aforementioned growth theories reside. Penrose agreed with Schumpeter’s (1942) (and
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therefore Kirchhoff (1994)) process of creative destruction when she stated that firm 

research is carried out as a “logical response of the individual firm to the challenge 

inherent in the Schumpeterian ‘process of creative destruction’ (p. 112, Penrose, 1959). 

From a macro-economic viewpoint, Penrose acknowledges its influence while at the 

same time tempering its overall affect. This is best illustrated by her statement: 

“Therefore, except within veiy broad limits, one cannot adequately explain the behaviour 

of firms or predict the likelihood of success merely by examining the nature of 

environmental conditions” (p.42, Penrose, 1959).

The viewpoint of classical economic theory that the profit motive drives all business 

growth doesn’t explain why some businesses grow and others fail. Something else must 

be occurring as well which causes some firms to grow and others not to grow. The 

following quote best sums it up: “At all times the productive opportunity of a firm is

being shaped by  internal and external inducements, and internal and external

obstacles. In a certain sense each one is decisive, but nothing can be determined by 

looking at one of them in isolation” (p. 87, Penrose, 1959).

Lastly, population ecology looks at the organizational structure of the firm and 

investigates its structure and effectiveness and implicitly its survivability. The basic ideas 

of population ecology theory, that of inherited structure and effectiveness of an 

organization and its ability to overcome its own inertia, is covered by Penrose’s theory of 

growth as illustrated by the statement describing “an appropriate form of organization 

inherited from the past and operated by people, also inherited from the past, who share a 

common tradition, who are accustomed to the organization and to each other, and who 

thus form and entity which works with sufficient consistency and efficiency in broad
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areas” (p. 18, Penrose, 1959). The structure of an organization is also a resource 

consistent with RBV.

So in summary, after investigating the various growth theories it is my opinion that 

they all continue to build upon the foundation created by Edith Penrose (1959) and her 

concept o f how a firm’s resources internally and externally, tangible and intangible 

determine its growth. I view the other theories described above as subtending theories 

which explain the internal workings of a greater whole. Therefore I have chosen RBV as 

the theoretical underpinning for this study.

In the next section each of the resources which have been identified by the empirical 

research literature as a contributing factor to firm growth is described. These factors then 

form the theoretical basis for the questions contained in this study’s survey instrument.

2.2 Survey of Empirically Determined Factors Affecting Growth

From a survey of the empirical research on business growth and failure, eight factors 

were determined to have an effect on the growth of a firm. Factors learned from the study 

of failure are considered important as well since their presence or absence will certainly 

affect the prospects for growth even though they don’t necessarily predict growth. The 

eight factors in the order they will be described are innovation, intention to grow, 

management competency, marketing competency, macroeconomic activity, financial 

flexibility, size of the firm, and age of the firm.

Before presenting each factor, it is important to note that each factor does not work in 

isolation. Each factor interacts with the other factors in affecting growth. Therefore, 

included with the presentation of each factor is a brief description of how it interacts with 

the other factors. The purpose here is to incrementally develop a model that shows how
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the various factors affecting growth interact. No one factor is sufficient on its own to 

determine growth. The full growth model is explained in section 3.2 (Conceptual Model 

for Growth) on page 43.

2.2.1 Innovation

The entrepreneur who creates a new product, finds a unique way of combining a 

service or creates a new selling paradigm is being innovative. It seems intuitively 

obvious that in order to be successful and grow, a business must do something different 

than its competitors. What motivates a customer to buy a product or service from one 

firm over another? There has to be something innovative in one or more of the four Ps- 

Product, Price, Place or Promotion. This intuitive belief that innovation is a factor 

influencing growth is borne out by the research. Statistics Canada has produced three 

works (Baldwin 1995, Johnson et al. 1997, Gellatly 1999) which together show the 

correlation between innovation and small firm growth, as well as differentiating the 

characteristics of innovative firms.

Baldwin (p. 2, 1995) says it most succinctly in his statement “Innovative activities are 

the most important determinants of success; that is, for a wide range of industries, they 

serve to discriminate between the more- and the less-successful firms better than any 

other variable” . The paper (Baldwin, 1995) was based on a survey in 1988 of small firms 

which had 500 employees and less than $100 million assets in 1984 and had grown in the 

four-year period. The firms were asked questions about their strategies and activities 

including innovating activities. The response group was divided into two equal groups 

based on which firms had grown the most in market share and profitability. The research
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found that the group of more successful companies had a 41% higher mean score (.0001 

significance) on R&D innovation than the less successful companies.

In another Statistics Canada study (p. 13, Johnson et al., 1997), it was found that 

“faster-growing successful entrants are almost twice as likely to innovate as slow- 

growing firms”. This finding was based on a study of growing firms that were created 

between 1983 and 1986 and were surveyed in 1996. The surveyed companies were 

divided into two groups based on their respective growth rates. Innovation for the 

purpose o f the study was considered to be creating or modifying a product or process.

The third paper’s (Gellatly, 1999) purpose was to study how innovative and non- 

innovative firms differ in order to better understand what other characteristics are 

associated with an innovative firm. While the previous two studies looked at a cross- 

section o f all industries, this paper considered only business service firms. It found that 

innovative firms placed more importance on financial management, capital acquisition, 

recruiting skilled labour and incentive-based compensation. These findings are consistent 

with the papers described in section 2.2.3 on Management Competence. Management 

competencies and innovation are both found in growing firms. This is also consistent 

with RBV since these are resources which contribute to business success. The paper did 

make an additional finding that innovative firms “are more likely to report difficulties 

related to market success, imitation, and skill restrictions” (p. v, Gellatly, 1999). The 

paper presents evidence to show that innovators are more aware of these issues than non

innovators. This adds empirical credence to the motto “Only the paranoid survive” of 

Andrew Grove, former CEO of Intel (Grove, n.d.).
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Even though innovation has been found to be the most important factor affecting 

growth, it is by no means sufficient in and of itself to determine growth. Without the 

ability to market the innovation, the capital to productize it or the management acumen to 

operate the company, the firm will invariably fail.

2.2.2 Intention to Grow

The intention to grow on the part of the small business owner is an important 

determinant of firm growth. This point was made by Penrose (p.34, 1959) when she 

stated that for some people the ambition that would lead others “to expand their 

operations in an unending search for more profit, and perhaps greater prestige, may be 

lacking”. Studies by Orser & Hogarth-Scott (2002) and Orser and Riding (2003) in 

addition to several citations made by Sara (1998) show that this is indeed the case.

Orser & Hogarth-Scott (2002) in their study investigated both change in employment 

and change in revenues over a five-year period. They determined that those small 

business owners who wanted to grow increased their number of employees at almost 

twice the rate and their revenues at over twice the rate of those business owners who did 

not want to grow. These findings “were statistically significant at p-value of less than 

0.025” (p. 292, Orser & Hogarth-Scott, 2002).

Using MANCOVA (Multivariate Analysis o f Covariance), Orser and Riding (2003) 

were able to show that the intention to grow was a significant (p-value <5% ) determinant 

of the variance in revenue growth between those business owners who wanted to grow 

and those who did not. Furthermore, using multiple regression they determined that 

intention to grow was a significant positive determinant (p-value = .3%) of revenue 

growth (management diversity and self-fulfillment were determinants as well).
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Based on the empirical findings of the above studies it is imperative that any study on 

growth must take into account the growth intentions of the business owner. So intention 

is yet another piece in the growth model. Intention is also likely to affect the level of 

innovation exhibited by a firm. All firms need some level of innovation in order to 

differentiate themselves and be successful, but the amount of innovation is likely to be 

influenced by the desire of the firm to grow.

2.2.3 Management Competency

Management competency is another dimension which seems intuitively obvious as a 

factor influencing firm growth. As expected there are numerous papers in the empirical 

literature which show the causality between management competency and firm growth as 

well as papers which show that a lack of management competency is associated with firm 

failure. Those papers showing the causality between management competency and 

growth will be discussed first followed by the papers showing that firm failure is often 

the result of poor management.

Lohmann (1998) studied the management characteristics of high-growth firms in 

Hawaii, a business environment that he showed to be quite adverse. As a part of his study 

he compared the responses of CEOs of high-growth firms to that of non-high-growth 

firms against various management behaviour/competency questions. For every question 

where there was a significant statistical difference (p < 0.05) between the scores, 

Lohmann (1998) found that the CEOs of the high-growth firms placed more importance 

on that behaviour/competency than their counterparts in the non-high-growth firms. The 

behaviours and competencies that were found to be different were internal 

communications, strong leadership, entrepreneur’s personal impact, taking initiative,
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rapid response, managing growth, customer satisfaction focus, attention to detail, and 

internal locus of control. Lohmann (1998) showed that the CEOs of high-growth firms 

are distinct in some of their management characteristics with the implication being that 

these differences are an important contributing factor to firm growth.

Johnson et al. (1997) in their comparison of faster- and slower-growing successful 

entrants found similar behaviour/competency differences to that of Lohmann (1998). 

Specifically, Johnson et al. (1997) found (p< 0.05) that the faster-growing firms placed 

more emphasis on customer service, flexibility in responding to customer needs, 

innovation, the use of information technology, financial flexibility in meeting unforeseen 

circumstances, recmiting skilled employees, and providing incentive compensation plans.

Orser and Riding (2003) in their multiple regression analysis of firm growth found 

that management diversity was a significant (p = 0.093) determinant. In their study 

management diversity was a composite variable created by taking the respondents 

answers to 25 management related questions and converting it to a binary (0,1) scale and 

then summing them. Originally each question had been answered using a 5 point scale. 

Answers which scored 4 or 5 were converted to a 1 and the remainder to 0. The 25 

questions came from the following functional areas o f management: networking; personal 

care; general management; planning; marketing; operations management; finance; human 

resource; and management of technology.

Given that the above three studies all found that growth of firms is related to superior 

management competency, it should not come as a big surprise that the next two papers to 

be discussed show that the failure of firms is related to a lack of management 

competency.
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Thornhill and Amit (2003) in their paper investigated 339 Canadian bankruptcies to 

determine if new and old firms fail for different reasons and if these reasons can be 

attributed to a resourced based explanation. Questionnaires were filled out by the 

bankruptcy trustee assigned to the bankrupt business. Using a linear regression model, 

they showed that a determinant of new firm failure was a lack of management 

competency. Management competency in their study was measured by asking three, 5- 

point scale questions. The questions asked were to what extent the failure was caused by 

deficiencies in breadth of management knowledge, depth of management knowledge and 

control.

Baldwin et al. (1997) looked at why firms fail using an individual firm resource based 

approach while not controlling for age as Thornhill and Amit (2003) did. Baldwin et al. 

(1997) found that inexperienced management was the prime cause of failure and that 

management’s knowledge and vision were critical to its success. The paper found that the 

number o f failures was almost equally split between those due to external and internal 

causes. One of the internal reasons for failure was found to be weakness in management 

due to inexperience. The paper states that of all failures, 71% were attributed to poor 

financial planning and then goes on to make the connection that poor financial planning 

is just another indicator of lack of management experience. Furthermore the paper states 

that even the external reasons can partially be attributed to internal reasons since the 

companies don’t have the management competencies or experience to handle the external 

shocks which caused their eventual demise. Not surprisingly, the paper states that in 

order for a young firm to survive it must master basic management skills and as the firm 

ages and grows it must then learn to manage complexity, to delegate and to consult
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outside advisors. The study found a general reluctance within the failed firms to consult 

outside advisors whom could have potentially provided the necessary information to 

prevent the firms’ eventual failing.

From the above investigation of the empirical papers that study growth and failure, 

management competency has been shown to be an important factor leading to firm 

growth when it is present (dependent on other factors) and firm failure when it is not 

(independent of other factors). With respect to an encompassing model of growth, it is 

apparent that management competency is required for a firm to grow but it is not the 

main factor causing growth. Therefore, management competency appears to be a 

moderating variable in the growth model. Also following from Thornhill and Amit’s

(2003) research, management competency is positively correlated with the age of the 

firm.

2.2.4 Marketing Competency

From conversations with business people involved in Ontario’s wine industry, the 

comment has been made numerous times that wineries often suffer from a lack of 

marketing knowledge or interest. Winery owners, it is thought, are passionate about wine 

making but treat the business of wine selling as a necessary evil. From a survey of the 

empirical based literature, this could be a large handicap for Ontario’s wine industry if it 

is true.

Johnson et al. (1997) in their paper analysing the characteristics differentiating faster 

and slower growing firms found that the faster growing firms were statistically 

significantly (p < 0.05) more likely to follow marketing strategies that target new foreign 

markets, improve position in existing markets, promote company or product reputation
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and use third-party distributors. It is interesting to note that the paper did not find a 

statistically significant difference for satisfying existing customers. These findings of 

Johnson et al. (1997) are consistent with the informal information obtained about 

Ontario’s wine industry.

Baldwin et al. (1997) in their study of firm failures found that lack of marketing skill 

was the third most important factor for why firms failed with 50% of the failed firms 

suffering from this deficiency. They found that bankrupt firms “fail to establish a market 

niche” and that they fail “to get the basic product strategy correct from the very start” (p. 

30, Baldwin et al., 1997). Other factors that they found contributed to the poor product 

strategy were poor pricing strategies and a poor location for the business.

In their study of growth strategies for small and medium enterprises, Orser and 

Riding (2003) found (using factor analysis) that a market development factor was the 

third o f three growth factors that contributed to the variance. The market development 

factor consisted of the responses to the following three questions: seeking new 

international markets; selling over the internet; and expanding advertising and promotion. 

When ranking each firms revenue growth based on which factor was dominant, Orser and 

Riding (2003) found that the market development factor was a close second. The value of 

marketing and market development cannot be underestimated as major contributing 

influence to the growth of a firm.

It is important to note that marketing competency is different than marketing 

innovation. As described earlier, innovation is the most important factor determining 

growth of a firm. If  the innovation is a marketing innovation, within the conceptual 

model this would be represented as an innovation not marketing competency.
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Nevertheless, there would most likely be a high correlation between someone who has a 

great marketing innovation and scoring well on a marketing competency measure. Given 

this separation between marketing innovation and competency, it is felt that like 

management competency, marketing competency has a moderating effect on the growth 

of the firm.

2.2.5 Macroeconomic Activity

Lohmann (1998) in his comparative study of high- and low-growth firms and 

industries in Hawaii found that there are distinct environmental differences separating the 

industries with high- and low-growth firms. The results were consistent across factor, 

discriminant and regression analysis. Consistently those industries which had a large 

number o f firms, high total sales, high total employees, and a younger average firm age 

were more likely to contain high-growth firms. This intuitively makes sense because any 

industry that has undergone some profound innovation that has changed the market 

stability will have a large number o f young firms which are all eagerly trying to satisfy 

the new market. Only once the market matures does it begin to consolidate into fewer 

firms with better operational efficiencies.

Thornhill and Amit (2003) in their study o f business failures looked at a measure of 

industry change to explain why older firms fail. There hypothesis was that a firm having 

survived through infancy had at least managed to obtain some minimal management 

competencies for survival and that other factors would contribute to its demise as it aged. 

This thought is very similar to population ecology theory and its concept of inertia and 

the inability of a company to change course to confront adversity (Hannan and Freeman 

(1977). Thornhill and Amit’s (2003) measure for industry change considered change of
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technology, change in market conditions and change in labour or industrial relations 

legislation. The study did find that there was a statistically significant coefficient (p < 

0.01) for the industry change predictor in the regression. Therefore industry change is a 

macroeconomic factor which contributes to a firm’s demise. If industry change can 

shorten one firm’s life expectancy, it most probably will reduce another firm’s prospect 

for growth.

Baldwin et al. (2000) in their analysis of new firm failure rates looked at the effect of 

increased rates of GDP output on the survival rates of new firms. Their analysis 

confirmed what one would intuitively expect: that survival does “vary cyclically with the 

business cycle -  a higher growth rate in real output leads to more survival” (p. 12, 

Baldwin et al., 2000).

So in summary, the empirical research on macroeconomic factors show that the 

growth stage that an industry is currently undergoing, the amount of change in an 

industry (regulatory or innovation) and GDP growth rates all affect a firm’s ability to 

grow. Therefore macro factors act as moderating variables in the conceptual model for 

growth.

2.2.6 Financial Flexibility

Financial flexibility is more than just having sufficient capital to operate a firm 

including unforeseen circumstances. It is also having a firm’s capital come from multiple 

sources. These sources can be classified as internal and external. Internal financing is 

share equity that can come from the public and/or the founders. External financing is 

money lent to the firm that has to be repaid (e.g. loans, bonds etc.). The empirical
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research shows that successful firms have a balance between the two types of financing 

with proportionally more financing being internal.

When Johnson et al. (1997) compared faster-growing firms to slower-growing firms 

they found that the faster-growing firms placed higher importance on financial flexibility 

in meeting unforeseen circumstances (p < 0.05), used proportionally less external only 

financing (p < 0.05) and made more use of a mixture of internal and external types of 

financing (p < 0.10). These three pieces of information when put all together make 

intuitive sense. The more successful firms use a combination of both internal and external 

financing rather than exclusively external. Not relying solely on external financing 

buffers the firm from having all its capital called at an inopportune time allowing it to 

meet unforeseen circumstances.

Baldwin et al. (1997) state that o f all failures, 71% were attributed to poor financial 

planning. Thornhill and Amit (2003), using a subset of the same data which Baldwin et 

al. (1997) did, found that the primary cause of failure was undercapitalization and that 

this was independent of age, industry or size o f firm. Undercapitalization as the primary 

cause of failure is consistent with the previously described findings for the few failures in 

Ontario’s wine industry (Bramble et al., 2004).

Therefore, having sufficient capital and having it come from a mixture of internal and 

external sources together with adequate financial planning are important factors in firm 

growth. Within the context of the conceptual model of growth, financial flexibility plays 

an interesting role. Financial flexibility is a dependent variable of the firm’s management 

and marketing competency and the perceived value of its innovation. A firm is unlikely 

to raise sufficient capital from diverse sources without these factors in place. While at
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the same time, financial flexibility is an independent variable of growth because without 

it, a firm is unlikely to grow or at best to grow slowly based only on retained earnings. 

Besides financial flexibility being both a dependent and independent variable, it also has 

several moderating variables. Older firms with successful track records are more likely to 

receive funds than new firms, making age a moderating factor. Size is also a moderating 

factor since a larger firm has more assets which to collateralize. Lastly macro factors 

such as the current state of the economy have an effect on the ability of a firm to raise 

money.

2.2.7 Size of the Firm

As opposed to other things in life, when it comes to business growth and survival, 

size (based on the number of employees) actually does matter. The empirical literature 

shows that the management skills required to facilitate high growth vary with the size of 

the firm and that survival rates improve based on a firm’s relative size to its peers in the 

same industry.

Rumball’s (2000) paper investigates the management competencies required by high 

growth firms in Ontario during different stages o f growth as defined by the number of 

employees (size). Only firms with less than 200 employees, a minimum of $2 million in 

gross operating revenue and with revenue having grown by at least 50% during the 1993- 

1996 period were considered. The data for the paper was obtained via a detailed 

questionnaire which the CEOs of the firms in question responded to. The paper divided 

the firms into six groups based on number of employees. The employee size of each 

group was 0-9, 10-19, 20-29, 30-49, 50-99, and 100+. As expected the management 

competencies exhibited by each firm varied depending on its size. For the small-sized
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firms, the CEO is running the whole show, hasn’t got time to plan and the biggest 

concern is access to capital. As the firm grows through the six stages, CEOs 

progressively delegate more, plan more, and develop themselves and their employees 

more while building a full, well-rounded management organization. RumbalPs (2000) 

study gives further empirical support to the previously described Baldwin et al. (1997) 

findings that young firms must master basic management skills and as they grow they 

must then leam to manage complexity, to delegate and to consult outside advisors.

The Baldwin et al. (p. 52, 2000) study of Canadian firm failures found that firms in an 

industry increased their survival rate as they became larger “relative to the first-year 

entrant average within that firm’s industry” . Therefore new firms (even mature firms for 

that matter) that are larger than the average new firm have a greater likelihood of 

surviving. Baldwin et al. (2000) also found that the larger the average entrant size is, 

relative to the incumbents in an industry, also increases the survival rates. From a wine 

industry perspective this means that so long as a winery comes into existence close to the 

same size as the other wineries, size should not be a determining factor for its survival 

and growth so long as the owner has the management skills and cashflow to operate a 

business of that size.

In regards to the conceptual model for growth, as described in the previous 

subsection, larger firms have more assets to collateralize and therefore generally have 

greater financial flexibility. Also following Schumpeterian logic (Kirchhoff, 1994), larger 

firms also have more money to dedicate to innovation. Therefore size is a moderating 

variable of both financial flexibility and innovation.
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2.2.8 Age of Firm

As previously described, Thornhill and Amit (2003) found that new firms fail for 

different reasons than older firms. They found that new firms failed due to a lack of 

management competencies while older firms failed because they were unable to keep up 

with the changes within their industry. Therefore age is a factor affecting firm survival 

but for different reasons depending on the age of the firm.

The findings of Baldwin et al. (2000) showed that new firms were more likely to fail 

than older firms. This is a well known and documented occurrence and “reflects what 

Stinchcombe (1965) called the liability of newness” (p. 959, Hannan & Freeman, 1977). 

As described earlier, this age effect has been shown to be caused by a lack of 

management competencies (Baldwin et al., 1997). As a firm ages it gains more 

experience thereby decreasing the likelihood that it will fail. But as has been pointed out 

earlier by both Baldwin et al. (1997) and Thornhill and Amit (2003), even though the 

likelihood of failure decreases with age, it is still present. Older firms have to develop 

the skills to manage greater complexity (Baldwin et al., 1997) as well as overcome their 

own internal inertia (Hannan & Freeman, 1997) to deal with industry change (Thornhill 

& Amit, 2003).

Johnson et al. (p. 15, 1997) in their study of successful entrant firms found by “the 

time the firm has reached an established stage, its management and human resources 

capabilities are typically quite developed, and growth is more closely associated with 

innovation”. As Johnson et al. (1997) point out; their findings are complimentary to the 

previous findings of Baldwin (1995) and Baldwin et al. (1997 & 2000). Many 

competencies are required for a firm to survive and grow but without innovation it will 

most likely stagnate. In other words, a firm that has managed to survive for a number of
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years has at one time innovated but will not grow unless it continues to innovate. 

Therefore, age is not a direct contributor to growth. Since a firm has managed to survive, 

it has developed some level of management competency which makes age a moderating 

variable on management competency. In addition, older firms have an established track 

record that it can use when obtaining capital (assuming the track record is positive). This 

then makes age a moderating variable of financial flexibility.

2.3 Business of Wine Literature

The review of the business of wine literature has been divided into four parts. The 

first part presents a survey of journal articles that deal with specific topics within the 

wine business from around the world. In conjunction with this survey, the relevance of 

the articles with respect to the barriers to growth in Ontario’s wine industry is also 

analysed. The second part of the business of wine literature review looks at the 

conference proceedings body o f literature in the same manner as for the first part. The 

third part presents the relevant information learned from studying wine clusters focusing 

specifically on the Okanangan and Niagara wine clusters. The fourth and final part takes 

a brief look at what the business literature on the Canadian wine market has to say with 

respect to growth via exports which includes both domestic (other provinces) and foreign 

markets.

From a survey of the articles in various business journals, the overwhelming majority 

of the academic work on the wine industry relates to wine marketing. A small indicative 

sample of marketing article titles from over the years are “Brand value, convictions, 

flexibility, and New Zealand wine” (Beverland, 2004), “Behavioural Segmentation in the 

Australian Wine Market Using Conjoint Choice Analysis” (Johnson et al. 1991), and
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“Strategic interactive marketing of wine -  a case of evolution” (Quinton & Harridge - 

March, 2003). There is even a journal dedicated to wine marketing titled “International 

Journal of Wine Marketing” published by the South Australian Institute of Technology. 

This body of wine marketing literature, though very important, doesn’t have much 

bearing on the current study. The purpose of this study is to determine the barriers to 

growth (one of which might be marketing competency as described above); it is not to 

develop a marketing plan for the industry. With respect to marketing competency, there 

are some wine marketing journal articles that point out a deficiency in the marketing 

abilities o f some wineries. Though somewhat dated and based on anecdotal evidence, 

articles by Corkindale (1991) and Spawton (1989) discuss improving marketing for 

wineries and thereby give further credence to the previously made point that marketing 

competency is a barrier for some wineries. In the Niagara context, Tefler (p. 26, 2001), 

who investigated Niagara winery alliances from a tourism perspective, noted that only 

30% percent of the wineries that he surveyed kept “accurate statistics on the number of 

visitors”. He goes on to state that wineries need to “keep more accurate records to better 

understand their customers” (p. 27, Telfer, 2001). Understanding your customer 

demographics is a basic marketing function and it doesn’t appear that all Niagara 

wineries were (are they still not?) doing this.

Besides wine marketing, there have been investigations into the hedonic pricing of 

wine (Angulo et al. 2000, Combris et al 2000), the rate of return of buying wine as an 

investment (Burton & Jacobsen, 2001), the effects of who operates a winery -  

professional manager or owner (Frick, 2004), the motivation (utility and/or profit) of 

winery owners (Morton and Podolny, 2002), the relationship of quality and grape
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growing contracts (Goodhue et al., 2003), the relationship between social order, status 

and quality amongst wineries (Benjamin & Podolny, 1999) as well as several studies of 

wine clusters that will be described in more detail later. Some of these papers do have 

relevance to the current study.

Frick’s (2004) empirical study of the effects of who manages a winery found that 

wineries managed by professional managers were more profitable and attributed this to 

management competency. Morton and Podolny (2002) also found that some owner 

operated wineries were not as profitable as other wineries but found that this was due to 

the fact that these owners were in the business not purely to make a profit since they also 

derived enjoyment (utility) from owning a winery and making wine. Morton and 

Podolny (2002) go on to state that since utility has value as well, these wineries can 

remain in a market segment when purely profit motivated wineries will have abandoned 

the market segment. These papers give empirical support to the previously mentioned 

barriers that certain wineries will not be interested in growing since they are not 

necessarily motivated purely by profits and also that management competency will 

influence a winery’s profitability and ability to grow.

Over the past three years there have been several wine conferences. There was the 

“Wine in the World Conference” at the University of Avignon from March 2 to March 4 

2004. There was “The International Colloquium in Wine Marketing” held in Adelaide, 

July 26-27 2003. Lastly there was the “Bacchus to the Future” conference held at Brock 

University May 23-25, 2002. The proceedings from these conferences were investigated 

to determine if there were any papers relevant to the current research. The papers of these 

conferences by and large follow a case study approach rather than some other empirical

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



35

approach and tend to deal with marketing and strategy issues. There are some papers that 

give historical accounts, others that take a socio-cultural approach and still others that use 

a cluster analysis approach. The marketing and strategy papers could form a basis for 

further research once the barriers to growth for Ontario’s wine industry have been 

identified. Two papers from the conferences were found to be useful and will be 

discussed later. Specifically, Bramble et al.’s (2004) paper on the Niagara cluster from 

the Avignon conference will be discussed in the following section on wine cluster 

research and Madill et al.’s (2003) paper on strategic dilemmas for Canada’s wine 

industry from the Adelaide conference will be discussed in the final section which looks 

at Canadian wine export opportunities both domestic and foreign.

With respect to wine clusters, Harvard MBA students have mapped out the 

interdependencies o f the Californian wine cluster (Porter, 1998) and Mytelka (Mytelka & 

Goertzen 2003, 2004) has lead a study of wine clusters in various countries in her role as 

Director of The Institute for New Technologies for the United Nations University (UNU- 

InTech). These papers on wine clusters study the inter-relationships that exist within each 

wine cluster. These inter-relationships can be of a concrete nature like suppliers and 

consumers o f services and goods (Porter, 1998) or more abstract like tracking how 

innovations are learned and transferred within a cluster (Hickton & Padmore, 2004). 

Three paper’s based on Niagara’s wine cluster (Mytelka & Goertzen 2003, 2004;

Bramble et al. 2004) and one paper based on Okanagan’s wine cluster (Hickton & 

Padmore, 2004) were pertinent to the study o f the barriers to growth for Ontario’s wine 

industry.
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Mytelka and Goertzen (p. 7, 2003) found that financial services (bank, venture 

capitalists, etc) don’t play as important a role in the Niagara cluster as they do in other 

clusters even though capital investments for a new winery “can amount to as much as $1 

million over five years” . Since capital is obviously required to start a winery it is assumed 

that Mytelka and Goertzen don’t include informal capital (money from friends, family 

and private investors) in financial services. This gives the impression that financial 

flexibility in Canada’s wine industry isn’t as much of a problem as it is for other types of 

businesses. Why don’t financial services play more of a role? Is it because they feel the 

business is too risky or that the return on investment isn’t sufficient? Lack of financing 

might be a barrier to growth if the financial services are unwilling to invest and the 

wineiy owners don’t have capital of their own to expand their wineries. But lack of 

investment is often a sign of some larger underlying problem like the management 

competency to develop a sound business plan (Baldwin et al., 1997) or it could be the 

motivation of many small winery owners is more utility based rather than profit based 

making them less attractive to the banks.

Mytelka and Goertzen (2003) in their study of the emerging Niagara wine cluster 

state that innovation is necessary for a cluster to survive and grow, adding further 

credence to the findings of Baldwin (1995). Their study was based on a series of 

interviews with various stakeholders in the Niagara wine cluster. They found that the 

Niagara wine cluster had made many innovations over the years (planting vinifera, 

establishing VQA, and adopting new viticulture and oenological techniques) but that the 

cluster was still not an innovation system like the Italian shoe or Swiss watch clusters due 

to poor information flow. They determined that the current information flow between all
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of the actors within the cluster is not sufficient to “enable producers in the cluster to re- 

conceptualize their products and markets” and to create “new channels of communication 

through which problems can be identified collectively and a consensus on how to resolve 

them can be built” (p. 24, Mytelka & Goertzen, 2003). So in looking at Ontario’s wine 

industry from a cluster perspective reveals the potential macro-economic barrier of weak 

communication and information transferral within the cluster. This point has also been 

mentioned by another actor within Niagara’s wine industry. Even though the Niagara 

cluster may not communicate effectively on the business aspects (products and markets), 

Telfer (2001) showed that they did work together and collaborate with regards to wine 

tourism.

In a subsequent article on the Niagara wine cluster, where Mytelka and Goertzen

(2004) studied both the Liquor Control Board of Ontario (LCBO) and the Grape Growers 

of Ontario (GGO), they stated that the current relationship between the GGO and the 

wineries is adversarial and not conducive to long-term contracts and trusting relationships 

“that is often a positive factor in the growth of dynamic innovation systems (p. 66, 

Mytelka & Goertzen, 2004). Bramble et al. (2004) cited the same issue as a challenge for 

the cluster. Detailed contracts have been empirically shown to be an indicator of quality 

in the California winegrape industry (Goodhue et al., 2003). The adversarial relationship 

between the grape growers and the wineries in Ontario is another environmental 

condition similar to that of the previously described suboptimal information transferral 

within the cluster and is potentially an additional macroeconomic barrier to growth. 

According to Mytelka and Goertzen (2004) and Linda Franklin (president Wine Council 

of Ontario, personal conversation, July 19, 2004) this grape grower and winery acrimony
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causes wineries to invest in creating their own vineyards in order to obtain the quality of 

grapes that they require. This in turn ties up capital that could otherwise be used to 

support growth. One of the intents of this study is to determine if and to what extent this 

is actually the case for Niagara’s wine cluster.

Mytelka and Goertzen (2003) make the differentiation between two classes of 

wineries based on those that can blend foreign content and those that cannot. Given that 

the ability to blend foreign content is based on when the winery was licensed (pre or post 

mid-1993), age of winery might also affect a winery’s growth potential. Wineries pre- 

mid-1993 can have an additional product line using blended wines, thereby opening up 

more product and growth opportunities. Another age related factor is the grandfathering 

of the additional private retail stores setup by some wineries before the 1989 Canada-US 

Free Trade Agreement (FTA) (Mytelka & Goertzen, 2003; Bramble et al. 2004).

Wineries created after 1989 don’t have this additional retail option and can only sell 

through the LCBO or their one retail store that is allowed with the establishment of the 

winery.

Mytelka and Goertzen (2004) found that the LCBO is effectively a private retailer 

and that it provides nominal help to small wineries in broadening their sales. They 

arguably classified the WOW program, craft winery program, and Ontario superstars as 

nominal help for the small estate winery. This last finding is somewhat controversial 

because of limitations on what the LCBO can do, due to the North American Free Trade 

Agreement (NAFTA) and General Agreement on Tariffs and Trade (GATT). Some 

people within Ontario’s industry have commented that British Columbia’s (BC) liquor 

distributor does more to help its domestic wineries but according to Hickton and Padmore
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(p. 40, 2004), who have studied the BC wine industry and cursorily compared it to 

Ontario’s, the two systems are “veiy similar”. Further detailed research must be done to 

confirm if  there are real differences in the way the two provinces retail wine from small 

wineries. Another topic for further research is determining if the LCBO’s reluctance to 

assist Ontario’s small wineries further is due to either profit or legitimate trade regulation 

concerns.

Independent of the root causes for the small wineries’ issues with the LCBO, Mytelka 

and Goertzen (2003, 2004) as well as Bramble et al. (2004) do point out a real concern 

that has been expressed by the small wineries they have interviewed. They found that 

access to the LCBO and staying listed by the LCBO is a challenge for small wineries. 

Though the causes for this difficulty are up for debate, it still remains a barrier to growth 

based on size which is one of the previously determined factors affecting growth.

Another size barrier, as pointed out by both Mytelka and Goertzen (2003) and Kevin 

Nullmeyer (marketing director for the Wine Council of Ontario, personal conversation, 

July 14, 2004), is that a winery can realistically only expect to sell between five and ten 

thousand cases through their one retail store and licensees. Licensee sales are when the 

winery sells directly to restaurants. This is a natural limit which these people have 

observed in their discussions with the wineries. To grow above this point, the winery 

must develop further sales channels, by either exporting (to other provinces or countries) 

or working successfully with the LCBO.

The topic of exporting as a way to grow for Ontario and Canada’s wineries is an 

interesting one. Both Bramble et al. (2004) and Madill et al. (2003) state that exporting is 

a priority for future growth. Madill et al. (p. 1, 2003) in their conference paper “Strategic
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Dilemmas of a Small Market Player: The Canadian Wine Industry” make an impassioned 

argument for foreign exporting, though they admit that it is radical and that it “would be 

especially difficult for the large number of small Canadian winery businesses” . Madill et 

al. (2003) discount the low cost and easier access of expanding the domestic market by 

arguing that Canadian consumers won’t take Canadian wine seriously until foreign 

markets do (citing historical examples of Canadian art and entertainment) and that the 

small wineries will only be stealing market share from each other in a zero sum game. I 

don’t disagree that exporting is a potential growth strategy but I do disagree with their 

arguments that growing domestically is a zero sum game for the small wineries and that 

exporting is the only way to achieve credibility at home. Each of these points will be 

discussed in turn.

As has been previously shown, VQA wines in Ontario have been growing at an 

annual rate of 20% over the past three years such that VQA wines now have 9% of the 

Ontario market (GGO Annual Report 2004, n.d.). Admittedly this growth has been at the 

expense of the blended wines which only 19 of the 66 Niagara based wineries can legally 

make. In reality, the vast majority of the blended wines are produced by only two 

companies -  Vincor and Andres. So the market share growth in VQA wines is not 

coming at the expense of the small wineries. Currently BC VQA wines have 17% of their 

market and have had an average annualized growth rate of 33% over the past two years 

(BC Wine Annual Report 2002-2003, n.d.). According to Hickton and Padmore (2004), 

BC’s VQA market share is expected to grow at 20% per year until 2006. Given that 

Ontario’s VQA market share is 9% versus BC’s 17%, one would think that there would 

be considerable room for growth for the small wineries in Ontario.
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I agree with Madill’s et al. argument that Canadians will not take Canadian wine 

seriously until it has been accepted by foreign markets. But I disagree that this can only 

be achieved by exporting. In my opinion, winning prestigious international wine awards 

like Inniskillin’s 1991 Vinexpo award for their 1989 Vidal Icewine (Madill et al., 2003) 

and Mission Hill’s winning of the London International Wine & Spirit Competition 

trophy for Best Chardonnay in 1994 as well as the only North American gold medal at 

the 2001 Chardonnay du Monde Competition in France (Mission Hill Winery, n.d.) can 

have the same effect. Canadians see that their wines are winning meaningful 

international awards and therefore come to accept them as being okay. Proving that this is 

actually the case is yet another topic for research. If  doing well or winning at 

international competitions does legitimize Canadian wines for Canadians, then entering 

international competitions is a much cheaper alternative than trying to export.

In summary, a survey of the business of wine research literature illustrates examples 

of each of the eight barriers to growth as identified by the theory of growth literature. To 

recap, even though there are numerous papers on wine marketing it appears that 

marketing competency for small wineries is still an issue. Due to changes in regulations 

and grandfathering, newer wineries in Ontario have more restrictive rules than older 

wineries leading to the possibility of different growth barriers due to age. From previous 

studies there appear to be size differences as well since smaller wineries in Ontario have 

greater difficulties in getting and keeping products listed with the LCBO. The literature 

has also shown that motivation (treated here as intention to grow) and management 

competency do affect the profitability of wineries. For the Niagara cluster itself, there are 

macroeconomic conditions of suboptimal communication between the actors and an
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acrimonious relationship between the grape growers and wineries than can also act as 

barriers to growth. Lastly, financing might be an issue in the Niagara cluster since 

financial services are apparently not involved as much as they are in other clusters even 

though wineries do require substantial financing. Winery owner motivation and/or 

management competency are possible moderating variables for this finding.

3.0 Research Premise

3.1 Introduction

This study investigates the barriers to growth for Ontario’s VQA wine industry using 

an empirical method. Up until now all the published business research on Ontario’s wine 

industry has been based on interviews o f a subset of the wineries. This study attempts to 

change this by using a short survey instrument and by obtaining a significant (and 

unusual) response rate in the order of 80%. In the theory o f growth literature review, 

arguments were presented to support the concept that in one way or another all things 

contributing to or inhibiting growth can be viewed as resources. Using this viewpoint, all 

growth theories (strategy, population ecology, macroeconomic etc.) then fit under the 

umbrella of resource theory. Next the empirical research o f the growth o f the firm was 

investigated to determine the salient factors (resources) which have been determined to 

affect the ability o f a firm to grow. This section identified the eight factors of age, size, 

innovation, management competency, marketing competency, intention, financial 

flexibility, and macroeconomic. Lastly, the business of wine research literature was 

investigated to determine which barriers of growth had been presented there. Remarkably 

enough, examples of each of the eight factors identified by the empirical work on the 

theory of growth were present in the business o f wine literature.
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The remainder of this section is divided into three parts. The next part presents a 

conceptual model that has been developed as a result of the literature survey. This is 

followed by the research objectives followed by a description of the research hypotheses 

which concludes this section.

3.2 Conceptual Model for Growth

From the review of the empirical business growth literature, eight factors have been 

determined to affect firm growth. In the literature that was surveyed, no one paper 

discussed all factors and all the papers were correlational studies that looked at each of 

the factors on either an individual basis or as part o f a factor analysis. In an effort to 

build upon the previous academic work and further the understanding of growth, a 

conceptual model of growth was developed and is presented here. This model was 

created based on the previously reviewed academic literature combined with an intuitive 

and common sense approach to how these various factors would interact. The model is 

shown in Figure 1 below.
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Figure I: Conceptual model fo r  growth

From the literature survey (Orser & Hogarth-Scott, 2002; Baldwin, 1995), it has been 

shown that intention and innovation are the main drivers of growth. Without either of 

these, growth is unlikely to happen. In creating a conceptual model, this presents the 

question of whether innovation and intention are dependent on each other or are they 

independent. If they are dependent, which comes first? The argument can be made that 

intention to grow spurs innovation as a means of realizing the intention. But to remain in 

business a firm has to be doing something innovative, otherwise a competitor with a more 

innovative product or service will displace it. Therefore even a firm that has no intention 

of growing will exhibit innovative behaviour. Possibly the amount of innovation is a 

function of intention. It can also be argued that innovation creates the demand for the 

product or service which gives the business owner the impetus to grow that otherwise 

may not have been there. Nevertheless, it seems logical to assume that those firms that 

desire growth will be more innovative than those firms that don’t. So for the purposes of
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the model, intention and innovation are independent variables equally driving growth 

with a weak linkage from intention to innovation. There is also a weak linkage from size 

of firm to innovation acknowledging that large firms have more resources to dedicate to 

innovating activities. But as illustrated by Kirchhoff (1994), even though large firms can 

innovate more than small firms, it is the small firms that are more often able to 

successfully productize the innovations.

As determined by Johnson et al. (1997) and others, both management and marketing 

competency are important influencers of whether a company will grow. But without 

innovation or intention to grow, management and marketing skills won’t have much to 

work with. Given this, management and marketing competency are considered 

moderating variables on the growth of a firm.

With regards to financial flexibility, it is both an important determinant of growth as 

well as an outcome of intention, innovation, marketing competency and management 

competency. As Baldwin et al. (1997) pointed out; poor financial planning is just another 

indicator of poor management. If a firm comes up with a truly innovative idea (assumes 

profitable) and has the drive and the requisite management and marketing competencies 

to go with it, the firm will get the investment capital that they require. If one of these 

pieces is missing, then the firm will experience difficulty in achieving its financing 

requirements and therefore its growth expectations. Nevertheless, there are examples 

where firms have been unable to secure the outside capital they require but have still 

managed to grow with judicious use of retained earnings and informal capital. In order to 

represent these two situations, the conceptual model was drawn showing financial 

flexibility as a dependent variable of intention, innovation, marketing and management
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competency, (just like growth) and as an independent variable affecting growth. Size 

plays a moderating role with regards to financial flexibility since a larger firm generally 

has more assets (tangible and intangible) which it can leverage to obtain the capital it 

requires.

Age like size is a moderating variable on growth. As firms age, they develop more 

management competencies by experience (Baldwin et al., 1997). Therefore age is a 

moderating variable on management competencies. In addition, if a business is older and 

it has a successful track record (which it most likely has since it has survived), potential 

sources o f capital are more likely to invest in it. Therefore age is a moderating variable 

on financial flexibility. There is also a correlation between size and age. Often as a firm 

gets older it gets larger, but this is not necessarily the case for all businesses and all 

industries.

The final factor to be discussed from the model is the macroeconomic factors. Typical 

factors that can be included here are the state of the economy as well as the social and 

economic environment in which the firm lives. Baldwin et al. (2000) showed that firms 

do better (fewer go bankrupt) under good economic times rather than bad. Lohmann 

(1998) showed that growth was affected by the government and regulation environment 

which the firm had to deal with. Therefore macroeconomic factors are moderating 

variables which affect the growth of a firm. These factors can also reduce the financial 

flexibility of a firm if they create the perception of risk in the minds of the potential 

sources of capital. Macroeconomic factors can then be a moderating variable on financial 

flexibility as well.
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3.3 Research Objectives

The original research objective was to determine which of the previously described 

eight factors (innovation, intention, management competency, marketing competency, 

macroeconomic activity, financial flexibility, size and age of firm) were significant 

within Ontario’s wine industry. In order to achieve this, it would have been necessary to 

carry out a longitudinal study since there had been no prior research of this type that had 

involved Ontario’s wine industry. Furthermore a longitudinal study was also required in 

order to validate the conceptual model for growth. Therefore the objectives o f this 

research had to be structured such that they could be realized using a cross-sectional 

study.

The four primary objectives of this research are summarized in Table 1 below. The 

first objective was to determine those barriers which the wineries and grape growers 

perceived to be affecting their ability to grow. These barriers were then analysed using 

the eight factors which affect growth to determine if perception of barriers were different 

depending on each of the factors. The second objective was to carry out a preliminary test 

of the conceptual model of growth. Given that growth itself could not be tested, the 

remaining factors’ interaction with financial flexibility was pursued instead. The third 

objective was to explore the dynamics of the macro economic factor of the well 

documented acrimony between grape growers and wineries. The fourth and final 

objective was to obtain the growth intentions o f the wineries and grape growers thereby 

creating the first data point of a longitudinal study that can be completed at a later date 

(in 2 years). In addition to the four primary objectives, an informal but important
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objective was to provide value to the wine industry participants such that they too would

benefit from this research.

Objective Description

Determine the barriers affecting the 
growth objectives of the wineries and 
grape growers

Using a survey instrument get the 
wineiy owners and grape growers to rate 
on a 5-point scale the effect of each 
potential barrier. Analyse the data 
based on the 8 empirical factors which 
affect growth.

Test the conceptual model o f growth Since this was not a longitudinal study, 
only factors relationship to financial 
flexibility plus the interactions between 
intention and innovation as well as size, 
age and innovation could be tested.

Explore determinants, possible 
recommendations, and industry outcomes 
of grape grower and winery acrimony

Winery and grape grower acrimony is a 
major macro factor affecting the wine 
industry. The hope is by understanding 
it better, that possible solutions might be 
realized.

Obtain two-year growth intentions of 
wineries and grape growers.

By obtaining the future growth 
intentions, a follow-up study can be 
performed in two years in order to test 
out the conceptual model of growth.

Table 1: Summary o f  research objectives

In the course of the research in preparation for this study (literature survey and 

stakeholder interviews), it became apparent that there might be a sizable percentage of 

the participants in Ontario’s wine industry whom do not derive their primary source of 

income from the either owning the winery or growing grapes. If someone doesn’t have to 

earn a living from the business, this probably changes their perception of the barriers 

affecting them. So unique to this study, grape growing or winery ownership as a primary 

source of income was added as a ninth factor that can affect growth and perception of 

barriers. Due to the uniqueness of this factor to the wine industry, it was not added to the 

general conceptual model for growth described previously.
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3.4 Hypotheses

In conversations with various players within Ontario’s wine industry, it was 

determined that having a short survey instrument was paramount in obtaining a 

meaningful response rate. This limit on the length of the survey instrument then 

precluded exploring all eight growth factors at this time. The factor involving 

management competency was not tested in this study for this reason. Additionally, the 

only macroeconomic factor explored with this study is the adversarial relationship 

between the wineries and grape growers. The other macroeconomic factor of information 

flow in the cluster is not covered due to survey length considerations. A summary of the 

hypotheses for the wineries is shown in Table 2 below. A summary of the hypotheses for 

the grape growers is shown in Table 3 below. A summary of the conceptual model 

hypotheses are shown in Table 4 below.
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Hypothesis Area being tested
1. Barriers perceived by old and new wineries 
will be different.

Investigates age growth factor

2. Barriers will be different based on the size of 
winery.

Investigates size growth factor

3. Barriers are different for those wineries that 
grow most of their own grapes than for those 
wineries that purchase the majority of their 
grapes.

Investigates macro factor o f grape 
grower/winery acrimony

4. Those wineries which express a higher 
satisfaction score for their grape grower 
relationships will show statistically less interest 
in growing via backward integration.

Investigates macro factor o f grape 
grower/winery acrimony

5. The barriers to growth viewed by those who 
desire to grow are different than those who do 
not wish to grow.

Investigates intention growth 
factor

6. The dominant barriers to growth for small 
and mid-sized wineries will be access to 
capital.

Investigates size and financial 
flexibility growth factors

7. Those wineries that use long-term contracts 
produce a higher percentage of premium and 
super-premium wine with purchased grapes 
than wineries that don’t use long-term 
contracts.

Investigates macro factor o f grape 
grower/winery acrimony

8. Marketing competency is weaker for craft 
and small wineries than for medium and large 
wineries.

Investigates if marketing 
competency and size are related

9. Wineries that have a weak marketing 
competency will score the LCBO higher as a 
barrier than wineries with a strong marketing 
competency.

Investigates relationship between 
macro factor of LCBO and factor 
o f marketing competency

Table 2: Summary o f  winery hypotheses
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Hypothesis Area being tested
1. Grape growers that express a higher satisfaction 
score for their buyer relationships are less likely to 
express an interest in forward integration

Investigates winery and grape 
grower dynamic

2. Barriers to growth are different for those that 
intend to grow and those that don’t.

Investigates winery and grape 
grower dynamic

3. Grape growers that have contracts that have 
viticulture specifications express a higher satisfaction 
score for their buyer relationships than those grape 
growers without such contracts.

Investigates winery and grape 
grower dynamic

4. Those grape growers that are paid a premium for 
their grapes express a higher satisfaction score for 
their buyer relationships than those that are not paid a 
premium.

Investigates winery and grape 
grower dynamic

5a. Those grape growers which have contracts with 
viticulture specifications of duration of greater than 
one year perceive different barriers to growth than 
those that don’t.

Investigates winery and grape 
grower dynamic

5b. Those grape growers that are paid a premium for 
their grapes perceive different barriers to growth than 
those that don’t.

Investigates wineiy and grape 
grower dynamic

Table 3: Summary o f  grower hypotheses

Hypothesis Area being tested
1. Financial flexibility is a function of intention to 
grow, innovation, marketing competency, age of 
winery, size of winery, and the macroeconomic factor 
of level of satisfaction expressed with the grape 
growers. Also tested here is the correlation between 
age and size.
2. Innovation is weakly correlated to intention to 
grow and size.
3. Growth is a function of intention to grow, 
innovation, marketing competency, financial 
flexibility, and the macroeconomic factor of level of 
satisfaction expressed with the grape growers.

Not tested because growth 
requires a longitudinal study

Table 4: Summary o f conceptual model hypotheses
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3.4.1 Hypotheses for Wineries

Hypothesis 1: Investigates age growth factor

Barriers perceived by old and new wineries will be different. Wineries created 

after 1993 will be used initially as the cut-off between old and new.

Hypothesis 2: Investigates size growth factor

Barriers will be different based on the size of winery.

Hypothesis 3: Investigates macro factor of grape grower/winery acrimony

Barriers are different for those wineries that grow most of their own grapes than 

for those wineries that purchase the majority of their grapes.

Hypothesis 4: Investigates macro factor of grape grower/winery acrimony

Those wineries which express a higher satisfaction score for their grape grower 

relationships will show statistically less interest in growing via backward 

integration. Backward integration in this context means planting more grapes.

Hypothesis 5: Investigates intention growth factor

The barriers to growth viewed by those who desire to grow are different than 

those who do not wish to grow.

Hypothesis 6: Investigates size and financial flexibility growth factors

The dominant barriers to growth for small and mid-sized wineries will be access 

to capital.

Hypothesis 7: Investigates macro factor of grape grower/winery acrimony

Those wineries that use long-term contracts (greater than one year) produce a 

higher percentage of premium and super-premium wine with purchased grapes 

than wineries that don’t use long-term contracts.
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Hypothesis 8: Investigates if marketing competency and size are related (not shown in 

current conceptual model)

Marketing competency is weaker for craft and small wineries than for medium 

and large wineries.

Hypothesis 9: Investigates relationship between macro factor of LCBO and factor of 

marketing competency

Wineries that have a weak marketing competency will score the LCBO higher as 

a barrier than wineries with a strong marketing competency.

3.4.2 Hypotheses for Grape Growers

The purpose o f all grape grower hypotheses is to investigate the dynamics of the 

grape grower and winery acrimony.

Hypothesis 1:

Grape growers that express a higher satisfaction score for their buyer relationships 

are less likely to express an interest in forward integration (becoming a winery) 

than those grape growers that express a lower satisfaction score for their buyer 

relationships.

Hypothesis 2:

Barriers to growth are different for those that intend to grow and those that don’t. 

Hypothesis 3:

Grape growers that have contracts that have viticulture specifications express a 

higher satisfaction score for their buyer relationships than those grape growers 

without such contracts.
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Hypothesis 4:

Those grape growers that are paid a premium for their grapes express a higher 

satisfaction score for their buyer relationships than those that are not paid a 

premium.

Hypothesis 5:

a) Those grape growers which have contracts with viticulture specifications of 

duration of greater than one year perceive different barriers to growth than those 

that don’t.

b) Those grape growers that are paid a premium for their grapes perceive different 

barriers to growth than those that don’t.

3.4.3 Hypotheses for the Conceptual Model

Only those variables that are included in the survey instrument are listed here. 

Therefore the moderating variables management competency and poor intra-cluster 

communication are not included here.

Hypothesis 1:

Financial flexibility is a function of intention to grow, innovation, marketing 

competency, age of winery, size of winery, and the macroeconomic factor o f level of 

satisfaction expressed with the grape growers. Also tested here is the correlation 

between age and size.

Hypothesis 2:

Innovation is weakly correlated to intention to grow and size. Weak correlation 

means that the variance explained by using a linear regression with the factors is less
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than a factor of two of the variance explained by the other linear regression models. 

See Figure 1: Conceptual model for growth on page 44.

Hypothesis 3: (not tested because growth requires a longitudinal study)

Growth is a function of intention to grow, innovation, marketing competency, 

financial flexibility, and the macroeconomic factor of level of satisfaction expressed 

with the grape growers.

4.0 Research Methodology

4.1 Introduction

The research analyzed data collected from wineries and grape growers using a survey 

instrument. In this section, the instrument development will be explained, followed by 

descriptions o f the sampling frame, sampling procedure, data analysis, and the limitations 

that were encountered.

4.2 Instrument Development

There were two survey instruments used for this study. Due to the distinct nature of 

grape growers and wineries, a separate instrument was developed for each of them. The 

survey instruments were based on a combination of a barrier to growth survey and a 

management competency survey that were developed and used by Orser and Riding 

(2003). The surveys that were developed by Orser and Riding (2003) were modified to 

take into account concerns and issues specific to grape growers and wineries. These 

concerns and issues were learned through a series o f one hour structured interviews with 

seven wineries representing small, medium, and large wineries and three grape growers 

representing large and small grape growers. The winery and grape grower questionnaires 

that were used in this research are in Appendix 1.
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4.3 Sampling Frame

The sampling frame for the wineries was all the VQA grape wineries in Ontario.

There are VQA wineries located on the north shore of Lake Erie (5), in Niagara (53), 

around Toronto (9) and Prince Edward County (8). As of January 10, 2005, there were a 

total of 75 VQA wineries in Ontario with more coming on stream every year. All licensed 

wineries at the beginning of 2005 were targeted since it is a small number and a 

maximum number of data points are required in order to perform factor analysis and to 

validate the conceptual model. Since every VQA winery in Ontario was targeted, the 

sample was a census.

There were 587 grape growers in Ontario who sold grapes in 2004 (data obtained 

from conversations with GGO). This total number of growers includes both Labrusca and 

Vinifera growers. According to the GGO, 68% of the growers grow Vinifera. The plan 

was to randomly survey 50 Vinifera growers which would give a worst case error of 14% 

on the binary questions (yes/no) when the responses split equally (50% yes/50% no) with 

a 95% confidence ratio.

4.4 Sampling Procedure

A preliminary version of the survey instruments was tested during the one hour 

structured interviews that were carried out with the three grape growers and seven 

wineries. To achieve a sample size of 50 Vinifera grape growers, all grape growers were 

put in a random ordered list. GGO did not allow access to their list of growers but they 

did provide identification numbers for all the active growers. An active grower is a 

grower that sold grapes in 2004. Stamped sealed envelopes were couriered to the GGO 

and they printed the address labels using the randomly selected grape grower numbers
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that I gave them. The GGO was unable to separate out Vinifera from Labrusca growers, 

so that questionnaires were mailed to both types of growers. Given that only 68% o f the 

growers grew Vinifera, on average 32% of the mail-out went to invalid recipients. The 

first 100 on the random sorted grape grower list were mailed a questionnaire. After one 

month, 18 valid responses (i.e. from Vinifera growers) were received. Based on this 

response rate, another 200 questionnaires were mailed out and resulted in a combined 

total of 70 valid responses. Given the well known difficulties in getting winery owners to 

respond to questionnaires of any form, the plan was to phone the winery and determine 

their preference for doing the survey (email, fax, phone, in person). If  after several 

attempts at getting the winery to respond was unsuccessful, an onsite visit was made. In 

the end 59 of the 75 wineries responded.

4.5 Data Analysis

Data analysis was carried out using a variety o f statistical methods available through 

SPSS which included descriptive statistics, frequencies, independent sample mean t-tests, 

linear regression, MANOVA and factorial design. The type of statistical methods used 

varied with the hypothesis being tested and therefore they are included with the 

discussion of the results of each hypothesis.

4.6 Limitations

There are several known limitations with this study. With regards to the winery data, 

several wineries refused outright to participate in the study citing the necessity of keeping 

their business plans private. As a generalization (learned from talking to other winery 

owners), these winery owners tended to be loners within the winery industry whom from 

a networking perspective are isolated from the general winery community. Therefore the
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data represented by this type of owner is missing from the study. Since only five wineries 

refused outright to participate in the study, it was felt that this would not unduly affect the 

overall results considering that 59 wineries did participate. Another limitation of note 

would be those grape growers and wineries (10 plus one owner who had passed away) 

who never responded. Is there possibly a characteristic(s) that caused these potential 

respondents not to respond that is being missed from the study and would change the 

results substantively? Though possible, it was felt that this was unlikely but should still 

be considered when reading the results.

A further limitation of this study is it is a cross-sectional study. Given that it is a 

cross-sectional study, it was not possible to fully test out the conceptual model of growth 

which requires a longitudinal study.

Lastly as with all studies which rely on a questionnaire that is to be answered by a 

particular person (in this case the owner of the winery) is the issue of key informant. Is 

the person that answered the questionnaire actually the owner, has the same opinions if 

there are a group of owners or if it is a delegate, represents the owner’s opinions? In the 

majority of cases, the owner actually answered the questionnaire and in those cases where 

it was a delegate or one from a group of owners answering the questionnaire, the question 

was always asked that their opinions were shared by the owners. In all cases the answer 

was “yes”. Using the assumption that the respondents were not misrepresenting the 

situation, the data obtained should be representative. Nevertheless, the reader should 

realize that the issue of key informant is still a possibility if this assumption is false. 

Furthermore, the majority of respondent firms, not to mention firms in the industry, are
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small firms. In such firms, communications are generally much more transparent than in 

oft-compartmentalized large firms. This also mitigates potential key informant problems.

5.0 Results

5.1 Introduction

As described earlier, 59 out of a possible 75 wineries participated in the study for a 

response rate of 79%. This was a highly significant response rate for this industry and a 

comment to this effect was made by the Wine Council of Ontario. These 59 wineries 

represent 1.42 million cases of wine, $242 million in revenues, 427 full-time employees 

and 379 part-time employees. O f the 59 wineries, 46 were from Niagara, four were from 

north shore Lake Erie, three from around Toronto and six from Prince Edward County. 

The participation based on size of winery was 27 craft wineries (0-5K cases), 22 small 

wineries (5K-30K cases), 8 medium wineries (30K-100K cases) and 2 large wineries 

(greater than 100K cases). Since only two large wineries participated, it was not 

meaningful to perform any analysis based on this winery classification.

The 70 grape growers that responded (34% response rate) represented 3500 acres of 

grapes. Sixteen of the 70 responses were from wineries which is 23% of the sample 

compared to 18% in the normal population.

Though there were no hypotheses for the wineries or the grape growers made 

regarding differences based on if their respective businesses were their primaiy source of 

income, it is interesting to note that 59% of the winery owners listed the winery as their 

primary source of income (in the winery questionnaire) versus 37% for all grape growers 

(in the grape grower questionnaire). With respect to data analysis, winery responses (in 

the winery questionnaire) were not significantly different when compared based on
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source of income. On the other hand, grape grower responses had several significant 

differences when based on source of income. Winery grape grower responses were not 

included in this analysis. For example, the average acreage for grape growers for whom it 

is their primary source of income is 87 acres versus 23 acres (p=.007) for those whom it 

is not. Additionally the grape growers who make it their primary source of income have 

been in business 29 years versus 20 years for the part-timers (p=.048). There is also a 

difference in the expressed satisfaction with the wineries. The full-time grape grower has 

a lower satisfaction of 3.35/5 versus 3.9/5 for the part-time grower (p=.045). This makes 

intuitive sense since the relationship has more relative importance to the full-time 

growers given that it is their primary source of income. Therefore if the full-time grower 

was unhappy in the relationship, this would be felt more acutely.

The remainder of the results will be presented as follows. The next subsection 

presents a discussion of Bayesian and classical statistics interpretation o f the results. The 

next subsection gives the results from testing the winery hypotheses, followed by a 

subsection detailing the results of the grape grower hypotheses, which is followed by the 

results from testing the conceptual model for growth. The last subsection is devoted to 

findings derived from investigating the winery-grape grower dynamic.

5.2 Bayesian versus Classical Statistic Interpretation

With only 75 VQA wineries in Ontario, this group is considered a small population. 

Given the small population, it is difficult to get classical statistically significant results 

even though 59 (79%) of the wineries participated. Classical statistics assumes a large 

population with generally greater than 59 respondents. The number of respondents 

required for a given degree of accuracy is dependent on the variance in the responses. In
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classical statistics, as the sample size increases the variance decreases to the point where 

it is zero in the case of a census. In regards to this research, since it is a virtual census, it 

is possible to interpret the results without considering their classical statistic significance. 

This is considered to be a Bayesian approach. The discussion of the results provided with 

the research follows this Bayesian approach. Realizing that some readers might be 

uncomfortable with this, classical statistical significances are still provided throughout 

the thesis allowing the reader to make their own choices.

5.3 Winery Hypotheses

There are a total of nine winery hypotheses. Each will be covered in turn.

5.3.1 Hypothesis 1

Barriers perceived by old and new wineries will be different. Wineries created after 

1993 will be used initially as the cut-off between old and new.

This hypothesis was tested using several different dates for separating the wineries. 

The original year of 1993 was chosen since all wineries licensed after that date could no 

longer use imported wine or grapes in their wine. Separating based on 1993, resulted in 

12 wineries in the 1993 or earlier group and 41 in the post-1993 group. The number of 

wineries doesn’t add up to 59 since 6 wineries didn’t express an interest in growing and 

therefore did not respond to the questions dealing with obstacles to their growth. See 

Appendix II for the winery questionnaire.

Having unequal group sizes can pose a statistical issue if their variances are unequal. 

Since Box’s test did not compute (fewer than two non-singular cell covariance matrices), 

Levene’s test for equality of variances was used instead. When Levene’s test was 

significant, the t-test assuming unequal variances was used. Only 4 of the 20 barriers
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under test had significant Levene’s test results. Using both a MANOVA and individual t- 

tests, there were no significant differences between the two groups other than the obvious 

foreign content rule (1/5 for 1993 or earlier and 2.46/5 for the post-1993, p=.006). It is 

interesting to note that even with the foreign content rule the wineries affected by it rated 

it quite low in comparison to their main perceived obstacles such as taxation levels 

4.25/5, working with the LCBO 4.15/5, government regulations 3.98/5 and government 

paperwork 3.91/5.

The next test separated the wineries into approximately two equal sized groups while 

removing the wineries that were licensed after 2002. The reason for removing post-2002 

wineries was that they wouldn’t have opened or only had just opened the retail part of 

their business, making their opinions based on expectation rather than experience. This 

resulted in 1998 being used as the cut-off year. There were 20 wineries in the 1998 and 

earlier group and 23 wineries in the 1999 to 2002 group. Once again there were no 

significant findings using MANOVA but using independent t-tests resulted in instability 

of demand being significantly different with a score o f 2.50/5 for the older group and a 

score of 3.22/5 for the younger group (p=.021). It is important to note at this point that 

when looking at t-tests of individual variables at the .05 significance level when there are 

20 variables, one would expect to find at least one significant finding that would in fact 

be a statistical artefact. This is true when using a sample of a large population. In the 

case of this research, the sample is actually a census (79% of the population) such that the 

variance is virtually zero. Given this, it was felt that the results obtained from 

independent t-tests were valid and meaningful. With this in mind, the finding that the 

younger firms perceive instability o f demand as a greater issue is not a surprise. Younger
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wineries are smaller wineries. The correlation between size and age was .57 (p = .000). 

See Table 5 below which shows a breakdown of winery averages based on size. As a 

generalization, young and small wineries are still trying to establish themselves in the 

marketplace and are unlikely to have a large variety of different types of customers.

Being dependent on a smaller set of customers, leaves the newer winery more open to 

fluctuations in demand since they don’t have as large and varied a customer base as the 

larger wineries.

Volume
(cases)

Age
(years)

Fulltime
(#staff)

Part-time
(#staff)

craft 2.9K 5 2.1 6.1

small 13.2K 8 6.8 6.1

medium 56.8K 16 25.1 10.3

Table 5: Averages based on size o f  winery

The last age difference that was investigated was between the wineries created in the 

2000 and 2002 period and those in the 2003 and 2005 period. As mentioned above, those 

wineries created in post 2002 had just opened or have yet to open their retail stores and 

their perceptions of barriers to growth are more based on expectation rather than 

experience. The results are shown in Table 6 below. It is very interesting to note how the 

perceptions of the new wineries change as they get older. Before truly experiencing the 

retail market they don’t consider Ontario’s foreign content rules to be much of a problem, 

but after being in the market the concern rises considerably. The same applies to the 

stability of demand. Both these findings are consistent with the naive optimism of new 

businesses. The importance of finding qualified labour for the new winery is to be 

expected considering this is the stage they are at. The older winery has overcome this
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hurdle since it is still in business but it is still an issue given it is rated 3/5. From 

conversations with people in the industry there is a high staff turnover rate due to the low 

wages that the industry pays.

Can’t use foreign 
content

Finding
qualified
Labour

Unstable
demand

2000-2002 2.8/5 3/5 3.3/5

2003-2005 1.2/5 4/5 2.4/5

p-value .011 .094 .049

Table 6: Obstacles differences: new and nearly new wineries

With the empirical findings presented above, it has been shown that the perception of 

obstacles to growth change based on the age of the winery. This is consistent with the 

empirical literature showing that age is a factor affecting the growth rate of firms.

5.3.2 Hypothesis 2

Barriers will be different based on the size o f  winery.

The analysis of the perceived obstacles facing wineries was carried out using a 

variety of techniques. This hypothesis was tested using factor analysis, t-tests, and 

factorial MANOVA with age and size as the two dependent factors. In the discussion of 

the results for hypothesis 1, it was shown that there is a strong significant correlation 

between age and size within Ontario’s wine industry. As a winery gets older it gets bigger 

(see Table 5 above). For this reason, the factorial MANOVA was tried. Though the 

Flotelling’s Trace improved in significance from .566 to .135 by including age with size 

as a fixed factor in the MANOVA, the result was still not significant. Given the less than 

dramatic change in the significance by including age as an additional factor, it was not

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



65

considered during the remainder of the analysis. Nevertheless, using the previous 

argument that the winery data was the result of a census, statistical analysis o f the 

obstacles to growth based on size using t-tests and factor analysis is still considered to be 

valid.

A factor analysis of the perceived obstacles to growth was successful for both the 

craft and small winery groups. The results of the factor analysis are shown in Table 7 and 

Table 8 below. Both factor analyses explain 40% of the variance which is low. 

Nevertheless, interpreting the results it can be seen that the perceived barriers are quite 

similar for both craft and small wineries with the difference being the ordering of the 

second and third factor. This most important factor for both (and for medium sized 

wineries as will be shown next) is government regulations. This was a consistent theme 

throughout the discussions with the winery owners. The second most important factor for 

craft wineries is market issues. This makes intuitive sense since a craft winery is still 

quite small and is trying to establish itself in the market. Though market issues are still 

important for small wineries they have dropped to third since the small winery has now 

reached a level of production where operational issues are more important. One has to 

solve operational issues in order to maintain market share and to continue growing.

Factor Obstacles making up factor
1. Regulatory Government regulations 4.1/5, Government paperwork 4.1/5, 

Taxation levels 4.1/5
2. Market issues Marketing 2.4/5, Small market base 3.0/5, Lack of consumer 

awareness 3.2/5
3. Operational Add or upgrade equipment 2.4/5, Obtain financing 2.5/5, Quality of 

grapes 2.4/5
Table 7: Factors affecting growth o f  craft wineries
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Factor Obstacles making up factor
1. Regulatory Government regulations 4.0/5, Government paperwork 3.8/5, 

LCBO 4.6/5, Taxation levels 4.4/5, Low profitability 3.8/5

2. Operational Obtaining financing 2.3/5, Management skills 2.0/5, Can’t use 
foreign content 2.5/5

3. Market issues Marketing 2.7/5, Lack of consumer awareness 3.7/5

Table 8: Factors affecting growth o f  small wineries

For medium sized wineries the factor analysis was unsuccessful because the analysis 

factored on all the obstacles. So instead o f using a factor analysis, it was decided to list 

the top seven obstacles by their average score (shown in Table 9 below) and perform t- 

tests comparing obstacles between craft and medium wineries and small and medium 

wineries (shown in Table 10 and Table 11 below). As already mentioned, government 

regulations is a top factor just like it is for craft and small wineries.

Obstacle Score
1. Taxation levels 4.57/5
2. Working with LCBO 3.71/5
3. Government paperwork 3.71/5
4. Cost of land 3.71/5
5. Government regulations 3.43/5
6. Finding qualified labour 3.43/5
7. Quality of grapes 3.14/5

Table 9: Obstacles fo r  medium-sized wineries

Obstacle Craft score Medium score Significance
Wine Content Act 2.21/5 1.14/5 p=.007
Cost of land 2.29/5 3.71/5 p=.018
Management skills 1.92/5 2.86/5 p=.025
Small market base 2.96/5 2.14/5 p=.089
Quality of grapes 2.29/5 3.14/5 p=.092

Table 10: Obstacles comparison craft vs medium wineries
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Obstacle Small score Medium score Significance
Wine Content Act 2.50/5 1.14/5 p=.005
Small market base 3.25/5 2.14/5 p=.011
Consumer awareness 3.70/5 2.71/5 p=.043
Management skills 1.95/5 2.86/5 p=.044
LCBO 4.55/5 3.71/5 p=.045
Low profitability 3.75/5 2.86/5 p=.051
New equipment 1.90/5 2.86/5 p=.060
Instable demand 3.05/5 2.29/5 p=.065

Table 11: Obstacle comparison small vs medium wineries

When comparing craft and medium wineries, the craft wineries are more concerned 

with small market issues and the wine content rules while the medium sized wineries are 

more concerned about cost of land, grape quality and management skill issues. These 

differences make intuitive sense based on the age of the wineries (medium sized wineries 

are older and not affected by the content rule) and that larger wineries need to source 

more quality grapes in order to service this growing market and need the management 

skills to operate a larger business. Craft wineries are still trying to establish themselves 

and sell what they produce and are more concerned with these issues.

When comparing small and medium wineries, the small wineries are again concerned 

about small market and the wine content rules but they have several other additional 

issues (instability of demand, consumer awareness, small market and LCBO). These 

additional issues reflect their business maturity as their business has reached another size 

level but they are not yet large enough to have mastered these issues to the same extent as 

the medium sized winery.

So in addition to the perceived barriers to growth being different based on the age of 

the wineiy, they are also different based on the size o f the winery again supporting the 

empirical literature on growth.
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5.3.3 Hypothesis 3

Barriers are different fo r  those wineries that grow most o f  their own grapes than fo r  

those wineries that purchase the majority o f  their grapes.

Independent t-tests were run comparing the perceived obstacles for those wineries 

that grow over 50% of the grapes used in their wine versus those wineries which grow 

less than 50%. The differences are shown in Table 12 below. There are 17 wineries 

which grow less than 50% of their own grapes averaging 22% and there are 42 wineries 

which grow more than 50% averaging 80% (p<.001). In addition to the t-tests shown 

below, a factorial MANOVA using both winery size and percentage of grapes grown was 

performed to see if size was a convoluting variable. The results are not shown here since 

the interaction was not significant (Hotelling’s Trace p=.239). Furthermore, a 

MANCOVA was run with winery size as the covariate and this time the covariate was 

marginally significant (Hotelling’s Trace p=.074) but it didn’t meaningfully change any 

of the marginal means and the results are not shown here.

Obstacle Less than 50% More than 50% Significance
Government paperwork 3.00/5 4.33/5 p=.000
Own confidence 1.06/5 1.47/5 p=.002
Marketing 1.88/5 2.78/5 p=.003
Taxation levels 3.71/5 4.5/5 p=.010
Availability of grapes 3.06/5 2.14/5 p=.021
Family demands 1.53/5 2.33/5 p=.024
Government regulations 3.35/5 4.28/5 p-,030
Instable demand 2.41/5 2.97/5 p=.068

Table 12: Differences in perceived obstacles based on growing the majority o f  own grapes

The above results are interesting in two ways. First, in seven o f the eight differences 

(note that a total of 20 obstacles were measured) the wineries that grow greater than 50% 

of their grapes are more passionate about the obstacle. A possible explanation for this is
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likely due to amount of capital invested. Those wineries which grow more grapes have 

much more capital invested (land [~$60K/acre] and grape planting [~$1 OK/acre]) and 

have that much more to lose. Generally those that have more “skin in the game” care 

more. This is why venture capitalists want to see an entrepreneur put some of their own 

money into the enterprise. The second observation from the data is the one obstacle 

(highlighted in the table) where the winery which buys more than 50% of their grapes is 

more concerned is in the availability of grapes. This makes intuitive sense since they 

have to buy more grapes (on average 58% more). Also interesting because of its absence 

is how they perceive quality of grapes since it does not appreciably differ between the 

two groups (2.5 vs. 2.8 p=.33). So quality isn’t the main issue, it is availability. This will 

be discussed further in section 5.6 “The Winery and Grape Grower Dynamic” on page 

95.

This is the first hypothesis so far which shows that the macro growth factor of a 

winery and grape grower dynamic likely exists within Ontario’s VQA wine industry. It 

has been shown that supply issues (not quality) have more of an effect on those wineries 

which buy the majority of their grapes. Later on, it will be shown that there is further 

evidence of this factor.

5.3.4 Hypothesis 4

Those wineries which express a higher satisfaction score fo r  their grape grower 

relationships will show statistically less interest in growing via backward integration. 

Backward integration in this context means planting more grapes.

This hypothesis was tested by performing a t-test comparing the grape grower 

relationship score for those wineries intending to plant more grapes and those which are
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not. To be included in this test a winery had to be purchasing grapes currently as well as 

intending to grow in some manner. There were a total of 41 wineries that met these 

criteria with 22 intending to plant grapes and 19 which did not. As predicted, those which 

were planning on planting more grapes had a lower grape grower satisfaction score 

(3.91/5) versus those which did not intend to plant more (4.53/5, p=.01). This result is 

consistent in that the quality of the business relationship is reflected in the likelihood of 

the winery engaging in backward integration. With respect to the overall objectives of 

this research, this finding helps in identifying possible causes o f the growth intentions of 

the wineries.

5.3.5 Hypothesis 5

The barriers to growth viewed by those who desire to grow are different than those 

who do not wish to grow.

This was a challenging hypothesis to test for two reasons. The first reason was the 

unusually large percentage of respondents that expressed a desire to grow (90% or 53 out 

of the 59 wineries). Typically expressed desire to grow for new businesses being 

incorporated (average across mixture of businesses being incorporated) is around 50%. 

Given the substantially unequal group sizes (53 wanting to grow versus 6 which do not), 

statistics are somewhat questionable even with the knowledge that it is a virtual census. 

The second reason that makes testing this hypothesis challenging is the fact that only 

eight obstacle questions were the same between the two groups. Nevertheless, these 

eight obstacles where compared using t-tests and are shown in Table 13 below. Also the 

top four obstacles for each group are shown in Table 14 and Table 15 below.
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Obstacle No Grow Grow Significance
Taxation levels 2.50/5 4.24/5 p=.048
Cost of land 1.50/5 2.77/5 p=.052
LCBO 3.17/5 4.15/5 p=.080
Quality of grapes 1.67/5 2.58/5 p=.096
Availability of grapes 1.67/5 2.43/5 p=.206
Wine Content Act 1.67/5 2.13/5 p=.516
Obtaining financing 2.50/5 2.36/5 p=.803
Family obligations 2.17/5 2.08/5 p=.867
Table 13: Comparison o f obstacles/reasons between wineries wanting and not wanting to grow

Obstacle No grow
LCBO 3.17/5
Lose control over business 3.17/5
Content with way things are 3.00/5
Reluctant to incur debt 2.83/5

Table 14: Top four reasons fo r  wineries not wanting to grow

Obstacle Wants grow
Taxation levels 4.25/5
LCBO 4.15/5
Government regulations 3.98/5
Government paperwork 3.91/5

Table 15: Top four obstacle fo r  wineries wanting to grow

Referring to Table 13 above, for those obstacles which have statistical significant 

differences between the two groups, the group that intends on growing rates the obstacle 

higher. It appears that those wanting to grow are more passionate about the obstacles 

because they need to overcome them in order to achieve their growth objectives. Not 

surprising for those few wineries not wanting to grow, three of the four top reasons are 

related to keeping things the way they are which is what would be expected since growth 

invariably means both risk and change. The only item which both groups have in 

common is their mutual dislike of the LCBO.

In summary, wineries not wanting grow view obstacles differently than those which 

want to grow proving the hypothesis. The validating of this hypothesis lends credence to 

the existence of the factor of intention to grow.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



72

5.3.6 Hypothesis 6

The dominant barriers to growth fo r  small and mid-sized wineries will be access to 

capital.

O f the 20 obstacles that the survey respondents had to choose from “Obtaining 

financing” ranked 11th for craft wineries with a score of 2.54/5 and 15th for small wineries 

with a score of 2.25/5. Given the low ranking for both winery sizes (the lowest score 

possible was 1/5), it can be concluded that access to capital is not a major issue for these 

wineries. Medium-sized wineries ranked it 14th (2.14/5) tied with four other obstacles. 

Though there are differences in the rating of “obtaining financing” for each size of 

winery, the differences are small and not statistically significant. Therefore within 

Ontario’s VQA wine industry, it appears based on the data from this survey that if a 

relationship exists between size and access to capital, it is a very weak one.

5.3.7 Hypothesis 7

Those wineries that use long-term contracts (greater than one year) produce a higher 

percentage o f  premium and super-premium wine with purchased grapes than wineries 

that don’t use long-term contracts.

Premium and super-premium wines were those wines that cost $15 or more. This 

definition differs from the greater than $10 definition that Vincor uses since the biggest 

volume price point independent of winery size is the $10 to $15. See Table 16 below 

which shows the winery size/volume data based on price points. The argument can be 

made that due to price inflation a truly premium wine is now greater than $15 CDN.
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<$10 10-15 15-20 20-30 >$30
craft 11% 32% 22% 20% 15%
small 20% 33% 23% 13% 11%
medium 13% 55% 15% 8% 9%

Table 16: Price points and volume based on winery size

This hypothesis was tested two different ways. The first way was separating wineries 

into two groups based on those which use contracts and those which don’t. An 

independent t-test was then performed with the two groups using the percentage volume 

of wine produced above the $15 price point using their own grapes and purchased grapes. 

The result of the t-test using their total production (which includes their own grapes and 

those that they purchased) is included for completeness. The second t-test repeats the 

same tests as the first but this time the two groups are those wineries that use single year

contracts and those that use greater than one year contracts. The results are shown in 

Table 17 below.

Contracts > 1 year contracts
Yes No P value Yes No P value
N=34 N =11 N=26 N=8

Own grapes > $15 58% 39% .127 56% 63% .604
Purchased grapes > $15 44% 26% .134 40% 57% .210
Combined production > $15 49% 34% .147 45% 62% .174

Table 17: Grape contracts and volume price differences

With regards to using contracts or not using contracts, the results are clear. Those 

wineries which use contracts make more premium and super premium wine independent 

of winery size or the percentage o f grapes that they purchase. These wineries make more 

premium wine with their own grapes, purchased grapes and with the combination. Also 

those wineries that use multi-year contracts make more premium and super premium 

wine than those wineries that don’t use contracts.
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The one seemingly contradictory result is the difference between those wineries that 

use single year contracts and those that use multi-year contracts. Those wineries that use 

single year contracts produce more premium and super premium wine than those wineries 

that use multi-year contracts. In trying to determine the cause of this, t-tests were carried 

out to determine if these differences could be explained by either the winery owner 

deriving their primary source of income from the winery or the percentage of grapes that 

the winery grows themselves. There was no difference based on source o f income but for 

those wineries that used single year contracts, they grew 58% of their grapes versus 46% 

for those that used multi-year contracts but this was not significant with p=.312. 

Nevertheless, given that the survey was a virtual census there may be something to this 

finding. Maybe those wineries which grow most of their own grapes don’t have the same 

need for or want the risk of entering into long term contracts. Maybe they only setup 

contracts when their wines from previous vintages have sold well and they can take on 

the risk of increasing their inventory. It is interesting to note that the wineries that use 

only single year contracts produce considerable more (on a percentage volume basis) 

premium wine than those that use multi-year contracts (62% vs 45% p=.174). Maybe this 

in an indication that there is less certainty in selling premium wine than there is in non

premium wine.

From the viewpoint of the macro factor on how grape growers and wineries interact, 

it appears that contracts are used to achieve a higher quality wine production. As a side 

note, it was also found that those wineries which use contracts are twice as likely to state 

a growth strategy of planting more grapes (61% vs 30% p = .088) and express a slightly 

lower grower relationship satisfaction rate (4.15 vs 4.45 p = .251). Wineries that use
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contracts produce a higher percentage o f premium wine but it appears that they are 

slightly more disappointed in the quality they get from the grower. The unproven 

assumption here is that grower relationship satisfaction is a proxy for grape quality.

Using this assumption, disappointment then leads them to express a much greater desire 

for backward integrating (i.e. planting more grapes) in order to ensure a stable supply of 

quality grapes..

5.3.8 Hypothesis 8

Marketing competency is weaker fo r  craft and small wineries than fo r  medium and 

large wineries.

Given that only two large wineries participated in the survey, comparisons were made 

to medium wineries only. There were five marketing competency questions on the 

questionnaire. The results were compared two ways. The first way was comparing the 

means for each of the five questions individually and the second way was comparing an 

aggregated score. The aggregated score was determined by summing each winery’s 

responses for the five questions and then dividing by five. Partial results are shown in 

Table 18 below. The results that are not shown are not significant but in absolute terms, 

the means on all the measures are lower for the craft in comparison to small wineries and 

both craft and small wineries in comparison to medium sized wineries with one 

exception. The one exception is for “using market research” between small and medium 

wineries where small wineries scored 3.45/5 to medium wineries 3.38/5 (p=.878).
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Craft Medium Significance
Aggregate marketing 
competency score

3.66/5 4.2/5 il © so

Developing relationships 4.26/5 4.88 p=.006
Commercializing a new 
product or service

3.7/5 4.5/5 p=.066

Small Medium Significance
Aggregate marketing 
competency score

3.97/5 4.20/5 p=.442

Developing relationships 4.41/5 4.88/5 p=.021
Table 18: Marketing competency comparison

As can be seen from the results, craft and small wineries do in fact rate themselves 

lower on marketing competency measures though the results are less significant for the 

differences between the small and medium wineries which makes intuitive sense. As the 

winery gets bigger, it becomes more competent and the skill differences become less 

acute.

In conversations with the numerous players that make up Ontario’s VQA wine 

production, it became anecdotally apparent that wineries might not be making the best 

use o f market research. As it turns out, o f the five marketing competency skills that were 

measured, “using marketing research” was the weakest with a score o f 3.2/5 when 

averaged for all wineries. This score was significantly different (p=.006) from the next 

ranked skill which was “promotion and advertising” which had a score of 3.63/5.

The purpose of including this hypothesis in the research was to confirm the findings 

from the literature review that the skill competencies (in this case marketing competency) 

of Ontario’s wineries do indeed increase as the size of the firm increases.

5.3.9 Hypothesis 9

Wineries that have a weak marketing competency will score the LCBO higher as a 

barrier than wineries with a strong marketing competency.
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The purpose of this hypothesis was to try and determine a possible underlying cause 

for why smaller wineries have a much higher expressed dissatisfaction with the LCBO in 

comparison to larger wineries. The idea here was that it could be explained by the smaller 

wineries’ weaker marketing competency and therefore lack of understanding of working 

with a large retailer.

From hypothesis 8 above it was shown that marketing competency increases as the 

size of the winery increases. Also from hypothesis 8, the aggregated marketing 

competency score was under 4/5 (3.66/5 and 3.97) for both the small and craft wineries 

and above 4 for the medium wineries (4.20/5). Therefore a score of 4/5 and above was 

chosen as the cut-off point for the group which was deemed to be marketing competent 

and those wineries with a score below 4/5 as having a weak marketing competency. One 

might think that a score of 4/5 is rather high for a cut-off but it should be noted that this 

competency measurement was a self-assessment. Furthermore, using 4/5 as the cut-off 

point also divided the group into two almost equal groups (26 and 27 members each).

When the independent t-tests were run using these two groups’ rating of the LCBO as 

an obstacle, the results were virtually identical with score of 4.19/5 for the group with 

market competency below 4/5 and 4.11/5 for the other group (p=.811). Therefore the 

hypothesis as proposed is not supported. Marketing competency as measured by a self- 

assessment is not a predictor of the winery’s perception of the LCBO as an obstacle.

For the sake of completeness, Table 19 below shows how each winery size group 

rates the LCBO. Notice how the highest score is given by small wineries not craft 

wineries. From conversations with winery owners, this appears to be due to small 

wineries having no choice but to work with the LCBO since that is one of the major ways
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of growing the business (in addition to exporting and inter-provincial). On the other hand, 

craft wineries can generally sell all their wine (5000 cases or less) using their retail store 

and licensee sales and therefore don’t have to work with the LCBO. By the time a 

winery has reached the size of a medium winery (greater than 30,000 cases), they have 

mastered the skill (risk?) of working with the LCBO.

LCBO obstacle score Significance with medium winery 
score (t-test)

Craft winery 4.12/5 p=.221
Small winery 4.55/5 p=.045
Medium winery 3.71/5

Table 19: LCBO as obstacle by winery size

5.3.10 Summary of Winery Hypotheses and Findings

Table 20 below presents a summaiy o f the winery hypotheses and finding which 

were discussed individually in the previous sections.
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Hypothesis Area being tested Finding
1. Barriers perceived by old 
and new wineries will be 
different.

Investigates age 
growth factor

Yes perceived barriers are 
different when wineries are 
grouped by their age.

2. Barriers will be different 
based on the size of winery.

Investigates size 
growth factor

Yes perceived barriers are 
different based on size.

3. Barriers are different for 
those wineries that grow most 
of their own grapes than for 
those wineries that purchase 
the majority of their grapes.

Investigates 
macro factor of 
grape
grower/winery
acrimony

Yes perceived barriers are 
different for those which buy a 
majority of their grapes (supply 
issues).

4. Those wineries which 
express a higher satisfaction 
score for their grape grower 
relationships will show 
statistically less interest in 
growing via backward 
integration.

Investigates 
macro factor of 
grape
grower/winery
acrimony

This hypothesis was found to be 
true with a satisfaction 
difference of 3.91/5 vs 4.53/5 
p=.01 between those wanting to 
plant and those not wanting to 
plant respectively.

5. The barriers to growth 
viewed by those who desire 
to grow are different than 
those who do not wish to 
grow.

Investigates 
intention growth 
factor

The perceived barriers were 
found to differ depending on if 
the winery wanted to grow or 
not.

6. The dominant barriers to 
growth for small and mid
sized wineries will be access 
to capital.

Investigates size 
and financial 
flexibility growth 
factors

Access to capital was not an 
issue for small and mid-sized 
wineries.

7. Those wineries that use 
long-term contracts produce a 
higher percentage of premium 
and super-premium wine with 
purchased grapes than 
wineries that don’t use long
term contracts.

Investigates 
macro factor of 
grape
grower/winery
acrimony

Yes wineries that use contracts 
produce a higher percentage of 
premium and super-premium 
wine.

8. Marketing competency is 
weaker for craft and small 
wineries than for medium and 
large wineries.

Investigates if 
marketing 
competency and 
size are related

Yes marketing competency was 
shown to increase as the size of 
the winery increased.

9. Wineries that have a weak 
marketing competency will 
score the LCBO higher as a 
barrier than wineries with a 
strong marketing 
competency.

Investigates 
relationship 
between macro 
factor o f LCBO 
and factor of 
marketing 
competency

The data did not support this 
hypothesis. There could be an 
issue with the predictor used to 
measure marketing competency.

Table 20: Summary o f  winery hypotheses findings
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5.4 Grape Grower Hypotheses

As mentioned previously, the purpose of all the grape grower hypotheses is to 

investigate the macro factor of the winery and grape grower acrimony. There are five 

hypotheses related to the grape growers. Each hypothesis will be discussed in turn.

5.4.1 Hypothesis 1

Grape growers that express a higher satisfaction score fo r  their buyer relationships 

are less likely to express an interest in forward integration (becoming a winery) than 

those grape growers that express a lower satisfaction score fo r  their buyer relationships.

As will be discussed further in the next hypothesis, there were an almost equal 

number of grape growers that wanted to grow (31) and that didn’t want to grow (34) 

(don’t know = 5). This equal split between those wanting to grow and those that don’t 

want to grow is a more typical growth expectation response in comparison to that of the 

wineries. Of the 31 that wanted to grow only 19 were not already wineries. Of these 19 

remaining grape growers, only four stated becoming a winery as one of their growth 

objectives. Having only four grape growers wanting to become a winery doesn’t make 

for meaningful statistical analysis. Unlike the winery survey where it was a virtual 

census, the grape grower survey had responses from 17.5% of the population. Therefore 

variance has to be considered. With this in mind those grape growers not wanting to 

become a winery had a mean wineiy relationship score of 3.67/5 versus 3.75/5 for those 

growers which wanted to become a winery (p=.921). These scores are virtually the same, 

so the hypothesis has not been proven. So it appears that dissatisfaction with the winery 

relationship is not the factor driving grape growers to become wineries.
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5.4.2 Hypothesis 2

Barriers to growth are different fo r  those that intend to grow and those that don7.

In the grape grower questionnaire there are nine reasons/obstacles in common 

between the list of reasons for not growing and the perceived obstacles of those wanting 

to grow. Before analysing the differences between the two groups, it was necessary to 

determine if the different grower types would affect the analysis. As describe earlier, 

there are in fact three types of grape growers: growers for whom growing grapes is their 

primary source of income; growers for whom growing grapes is not their primary source 

of income; and wineries which grow grapes. In order to determine if  their responses 

interact in a significant manner a MANOVA was carried out with the nine common 

obstacles as the dependent variables and the three fixed factors. The three fixed factors 

were: if the grower was a winery; if  the grower derived its primary source of income 

from grape growing; and if the grower wanted to grow or not. The last fixed factor is the 

one that this hypothesis is testing. None of the interactions were significant (Hotelling’s 

traces ranged in significance from p=.323 to p=.972) and the results are not reported here. 

With this finding it was possible to analyse the obstacles based on the factor wanting or 

not wanting to grow alone.

The Hotelling’s trace of the MANOVA with the nine common obstacles as the 

dependent and wanting to grow as the fixed factor was marginally significant at p =.059. 

For the individual obstacles, the overall significance was set at .15 and with nine 

obstacles in total the individual obstacle significance is ,15/9=.017. Using this as the 

criteria, taxes are the only obstacle that is significantly different between the two groups. 

Since not all growers answered all questions, there were 30 growers not wanting to grow
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and 28 wanting to grow included in the analysis. The results of the MANOVA showing 

estimated marginal means are shown in Table 21 below.

Obstacle No Grow Grow Significance
Taxes 2.43/5 3.82/5 p=.001
Family obligations 1.97/5 2.43/5 p=. 180
Obtaining financing 3.00/5 2.57/5 p=.264
Cost of land 3.30/5 3.64/5 p=.366
Agree on viticulture techniques 1.87/5 2.14/5 p=.418
Which varieties to grow 2.30/5 2.54/5 p=.499
Wine Content Act 3.53/5 3.25/5 p=.524
Price of grapes 3.37/5 3.50/5 p=.750
Getting long-term contracts 2.67/5 2.54/5 p=.762

Table 21: Comparison ofperceived obstacles fo r  those not wanting to grow and wanting to grow

As can be seen from the results above, the differences between those wanting to grow 

and those not wanting to grow are marginal other than their view on taxes. In order to 

complete the picture, the top reasons for those growers not wanting to grow and those 

growers wanting to grow are presented separated into the three grower types below in

Table 22 and Table 23 respectively.

Grower type Reason for not growing Score
Primary source of income Wine Content Act 4.13/5
N=9 Market not growing 3.89/5

Price of grapes 3.78/5
Secondary source of Wine Content Act 3.61/5
income Risks are too high 3.57/5
N=21 Content way things are 3.43/5
Winery Reluctant to incur debt 4.00/5
N=4 Don’t want to lose control 3.75/5

Content way things are 3.50/5
Table 22: Top reasons why growers don’t want to grow
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Grower type Reason for not growing Score
Primary source of income Wine Content Act 4.40/5
N=10 Price of grapes 4.20/5

Cost of land 4.10/5
Secondary source of Low profitability 3.67/5
income Price of grapes 3.56/5
N=9 Tax levels 3.33/5
Winery Tax levels 4.58/5
N=12 Government regulations 4.33/5

Low profitability 4.00/5
Table 23: Top obstacles fo r  growers wanting to grow

It is interesting to note that the top three reasons for the primary source of income 

grape growers are very similar for those that want to grow and those that don’t. Both 

have the Wine Content Act as the top reason/obstacle with the price of grapes coming in 

second and third respectively. Another point of note is how differently the wineries view 

the issues. Winery grape growers and primary income grape growers see things quite 

differently. For those winery grape growers that aren’t content with the way things are, 

they don’t won’t to grow because of the perceived risk to the business in growing. For 

those winery grape growers that want to grow it is an issue of government issues and 

profitability. The argument can be made that the Wine Content Act which the primary 

income grape growers complain about is just another aspect of government regulation. 

Also how different is the low profitability of the winery grape growers from the issue of 

low price of grapes of the primary income grape growers? It is different sides of the same 

coin.

So to answer the question poised by the hypothesis, yes the perceived obstacles are 

statistically different between those growers who want to grow and those who do not. But 

the more interesting aspect is in understanding how the different types of growers
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perceive the obstacles, though the results were not statistically significant. This is yet 

another aspect of the grape grower and winery interaction macro factor.

5.4.3 Hypothesis 3

Grape growers that have contracts that have viticulture specifications express a 

higher satisfaction score fo r  their buyer relationships than those grape growers without 

such contracts.

This hypothesis was tested without including the winery grape growers since they sell 

most of their grapes to their own winery. The rest of the grower data was tested using t- 

tests as one group as well as dividing it into two groups representing the primary income 

grape growers and the non-primary income grape growers. Analysing based on income 

was motivated by the possibility that those who do not have to earn their livelihood from 

the business might be different in their outlook and approach. The grape grower 

questionnaire asked three different questions about contracts. The first question was if 

contracts were used or not. The second question was if the contracts lasted more than a 

year and the third question asked if the contracts specified viticulture techniques. When 

testing as one group there were no statistically significant findings, though in each case 

the group that answered “no” to the question (i.e. didn’t have the contract etc.) had a 

higher winery relationship score. The data is presented in Table 24 below.

Winery relationship score
Yes No Significance

Do you have contracts? 3.57/5 N=35 3.83/5 N=18 p=.362
Contracts >1 year? 3.52/5 N=31 3.67/5 N=3 NA (N=3)
Detailed viticulture techniques? 3.40/5 N=20 3.71/5 N=14 p=.356

Table 24: Grower contracts and winery relationship scores

From the above data, it gives the impression that contracts actually hinder the 

relationship rather than help it. Next the responses to the same questions were analysed
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but this time the data was separated based on if grape growing was a primary source of 

income or not. The results are shown in Table 25 and Table 26 below. By analysing the 

data this way it becomes apparent that the negative affect which contracts have on the 

winery relationship come from the primary income growers for two of the three 

questions. The only one in which both types of growers agree on (again negatively) is on 

contracts that specify viticulture techniques. One can hypothesize that viticulture 

techniques are viewed by all growers as extra work and if it involves thinning the crop, it 

can reduce their income. But with regards to why primary income grape growers have a 

lower winery relationship score when they have contracts is hard to explain other than it 

might be just a statistical anomaly given that there are only four responses.

Winery relationship score
Yes No Significance

Do you have contracts? 3.17/5 N=18 4.25/5 N=4 NA (N=4)
Contracts >1 year? 3.06/5 N=17 N=0
Detailed viticulture techniques? 2.90/5 N=10 3.29/5 N=7 p=.436

Table 25: Primary income grape grower and contracts

Winery relationship score
Yes No Significance

Do you have contracts? 4.00/5 N= 17 3.71/5 N=14 p=.401
Contracts >1 year? 4.07/5 N=14 3.67/5 N=3 NA (N=3)
Detailed viticulture techniques? 3.90/5 N=10 4.14/5 N=7 p=.504

Table 26: Not primary income grape grower and contracts

In conclusion, primary income grape growers rate the winery relationship much lower 

in general than non-primary income grape growers and this lowers the overall scores 

making it appear that contracts lower the winery relationship score for all types of 

growers. Anomalous and unexplained (other than a possible statistical anomaly with only 

four responses) is the situation where primary income grape growers that don’t have
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contracts are happier with the winery. It appears that all grape growers don’t like 

viticulture techniques specified in the contracts. The hypothesis is partially true (for non

primary income grape growers) and partially false (contracts specifying viticulture 

techniques) with one part requiring further data (increasing from only four responses for 

the one situation).

5.4.4 Hypothesis 4

Those grape growers that are paid a premium fo r  their grapes express a higher 

satisfaction score fo r  their buyer relationships than those that are not paid  a premium.

There was an issue in the way the question that was used to answer this hypothesis 

was placed in the questionnaire. Instead of asking all growers if they were sometimes 

paid a premium for their grapes, the question was only asked if respondents answered 

“yes” or “sometimes” in response to if  they had contracts that specified viticulture 

techniques. The answer to this question is interesting but doesn’t answer the broader 

question of premiums in general. So the results presented in Table 27 below answer the 

question does paying the grape growers a premium for following viticulture techniques in 

a contract increase the winery relationship score. The results show no difference between 

the winery relationship scores for those that are paid a premium and those that are not for 

following viticulture techniques. With the caveat that it is a small sample, it appears that 

paying a premium for following viticulture techniques doesn’t affect the winery 

relationship score.

Premium for following viticulture techniques
Yes No Significance

Winery relationship 
score

3.38/5 N=13 3.40/5 N=5 P=.977

Table 27: Effects ofpaying a premium fo r  specific viticulture techniques
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5.4.5 Hypothesis 5

(a) Those grape growers which have contracts with viticulture specifications o f  

duration o f  greater than one year perceive different barriers to growth than those that 

don ’I.

For this hypothesis, the sample was only those grape growers which had contracts. 

The purpose of this was in trying to determine if having viticulture techniques specified 

in the contracts gave these grape growers a different perspective. Only those nine 

reasons/obstacles that were in common with those not wanting to grow and wanting to 

grow were analysed. A MANOVA was run with the reasons/obstacles as dependent 

variables and if they had contracts with viticulture specifications as the fixed factor.

There were 12 growers which had contracts without viticulture specifications and 16 

growers that did. The Hotelling’s trace for the MANOVA had a significance of .403 

which is nowhere near the typical .05 level of significance. Therefore the hypothesis is 

not proven. Out of interest the top three differences are listed in Table 28 below. It is 

interesting to note that those wineries that don’t have viticulture techniques specified are 

more concerned about the Wine Content Act. This appears to indicate that growers with 

specified viticulture techniques are confident that their grapes are of better quality and the 

Wine Content Act doesn’t have the same effect on them. Nevertheless they seem to be 

more worried about getting long-term contracts (or is this more in trying to keep the ones 

they already have?). Lastly, the MANOVA was run as a MANCOVA with proceeds as 

the covariate. The MANCOVA was not significant and the means changed negligibly so 

the results are not reported here.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



88

Reason/Obstacle No vit. 
specified

Viticulture
specified

Significance

Taxes 2.58/5 3.50/5 p=. 117
Wine Content Act 4.17/5 3.38/5 p=.152
Getting long-term contracts 2.41/5 3.19/5 p=. 171

Table 28: Comparison o f  grower perception o f  obstacles based on viticulture specifications in contracts

(b) Those grape growers that are paid  a premium fo r  their grapes perceive different 

barriers to growth than those that don’t

As already mentioned in the results for hypothesis four, the question regarding 

premium prices for grapes was asked only in conjunction with the grower following 

specified viticulture techniques from their contract with the winery. In addition, to be 

included in this specific analysis the grower could not answer “don’t know” to the “are 

you planning to grow question” since that would mean that they didn’t fill in any of the 

“reason for not growing” questions or “obstacle to growth” questions. As it turned out, 

three of the growers which weren’t paid premiums were in this category. Lastly, one 

other grower that wasn’t paid a premium didn’t answer all the questions. This then left 13 

growers which were paid premiums and one which wasn’t to do the analysis with.

Having only one grower in the “did not receive a premium” category made the results of 

the analysis not useful. So the results are not reported here and this hypothesis remains 

untested.

5.4.6 Summary of Grape Grower Hypotheses and Findings

Table 29 below presents a summary of the winery hypotheses and finding which 

were discussed individually in the previous sections.
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Hypothesis Area being tested Finding
1. Grape growers that express a 
higher satisfaction score for their 
buyer relationships are less likely to 
express an interest in forward 
integration

Investigates 
winery and grape 
grower dynamic

This hypothesis was not 
supported by the data. Not 
enough grape growers 
wanted to become 
wineries

2. Barriers to growth are different 
for those that intend to grow and 
those that don’t.

Investigates 
winery and grape 
grower dynamic

Yes the data supports the 
hypothesis.

3. Grape growers that have contracts 
that have viticulture specifications 
express a higher satisfaction score 
for their buyer relationships than 
those grape growers without such 
contracts.

Investigates 
winery and grape 
grower dynamic

Hypothesis is not 
supported. Growers are 
happier not having 
viticulture specifications.

4. Those grape growers that are paid 
a premium for their grapes express a 
higher satisfaction score for their 
buyer relationships than those that 
are not paid a premium.

Investigates 
winery and grape 
grower dynamic

This hypothesis was not 
supported but there was 
minimal data collected 
due to an issue with the 
questionnaire.

5a. Those grape growers which have 
contracts with viticulture 
specifications of duration of greater 
than one year perceive different 
barriers to growth than those that 
don’t.

Investigates 
winery and grape 
grower dynamic

This hypothesis was not 
supported by the data 
with no significant 
differences between the 
two groups.

5b. Those grape growers that are 
paid a premium for their grapes 
perceive different barriers to growth 
than those that don’t.

Investigates 
winery and grape 
grower dynamic

Due to the same 
questionnaire issue that 
affected hypothesis 4, it 
was not possible to test 
this hypothesis.

Table 29: Summary ofgrower hypotheses findings

5.5 Growth Model

5.5.1 Hypothesis 1

Financial flexibility is a function o f  intention to grow, innovation, marketing 

competency, age o f  winery, size o f winery, and the macroeconomic factor o f  level o f  

satisfaction expressed with the grape growers. Also tested here is the correlation between 

age and size.
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For this research a slightly different definition of financial flexibility was used 

other than that of have financing coming from multiple sources. It was thought that 

asking wineries their financial stmcture would be too personal a question and that it 

was likely to be met with resistance. In order to circumvent this resistance and obtain 

the required information, asking each winery their ability to get the financing they 

needed was used as a proxy.

This hypothesis was tested using backward linear regression (probability of F for 

removal >= .10) with financial flexibility as the dependent variable and the other 

factors as the independent variables. How each of the measures used in the linear 

regression were calculated will be explained next.

The financial flexibility measure was created for each winery by subtracting the 

winery’s response to either the “lack o f growth capital” from the reason not to grow 

or “obtaining financing” from obstacles to growth from “6” in order to invert the 

scale. Therefore “ 1” would now mean that it was significant and “5” would mean no 

problem. Then the winery’s response to question D13 (winery able to get money to 

finance growth) would be added to this and the result divided by “2”. This would 

result in a new “5” point scale measure of each winery’s ability to get financing with 

“ 1” signifying inability and “5” signify that there is no problem.

Intention to grow was a Boolean with “0” meaning not wanting to grow and “ 1” 

meaning planning on growing.

A winery’s innovation was calculated by averaging the responses to questions 

D14 and D15 (See Appendix II for copy of the wineiy questionnaire).
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Marketing competency was the same measure as described in section 5.3.8 

Hypothesis 8 on page 75.

The number of years that the winery was in business was used as the age factor.

Size of the winery was the four point scale of whether the winery was a craft, 

small, medium or large winery with “one” representing craft winery.

Grape grower relationship was the wineries response to question B8.

After running the regression, the first thing that was noticed was the significant 

correlation between age and size (Pearson correlation = .736, p<.001). Within the 

wine industry the generalization can be made that you definitely get bigger with age. 

The resulting unstandardized linear equation resulting from the regression was 

financial flexibility = 5.12 - 0.47*Market Competency + .48*Size with an R2 of .161 

and an ANOVA significance o f p=.033. The coefficient for market competency has a 

significance o f p=.051 and size is p=.033. In looking at the results, the positive 

coefficient associated with size lines up quite nicely with the conceptual model. As a 

winery becomes larger its financial flexibility increases. The negative coefficient for 

market competency was not predicted by the conceptual model. One would have 

expected that as market competency increases that this was a sign o f a more mature 

firm and would be reflected in better financial flexibility. One possible explanation 

for this contrary result is that the measure used for market competency is a self

assessed measure and the respondents have a tendency to overrate their abilities. 

Another explanation is as a winery develops more marketing expertise they then want 

to expand faster than their sources of capital are comfortable with. This could be an 

indication that external sources of capital are sceptical of how quickly wineries can
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grow. Further research is required to determine the source of this response and to see 

if it is unique to the just the wine industry.

The following is a brief discussion of those factors that didn’t make it into the 

final regression equation. Since age and size were highly correlated, it is not 

surprising that age didn’t make it into the final equation. To explore this, another 

regression was run and this time the winery’s actual volume of production in 

thousands of cases was used instead of the four point scale for size. In this case 

volume and age are highly correlated (Pearson correlation = .579, p<.001) and the 

final regression has marketing competency and age (rather than volume) with a 

slightly lower R2 of .132 and a slightly lower ANOVA significance of p=.064. Since 

this was a weaker result than the previous regression, the resulting linear equation is 

not reported here.

With regards to “intention” not making it into the final regression, this is not 

surprising since it is not growth that is being measured here. Even though a company 

doesn’t want to grow, if it is well run, it should be able to achieve the same financial 

flexibility as those that want to grow.

Innovation not being part of the equation was a bit surprising. Since innovation in 

other empirical literature is strongly correlated with growth, it was expected that it 

would have some correlation with financial flexibility. Those companies that have 

exhibited truly innovative behaviours should have faster growth and one would 

expect them to find financing easier based on their track record. Innovation in this 

study was a self-measurement. Possibly some of the respondents overrated 

themselves such that the measure became useless or maybe innovation truly isn’t
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required. In order to answer this question a better measurement for innovativeness 

needs to be developed.

The macro factor of grape grower relationship not remaining in the linear 

regression equation is not surprising since the wineries tended to rate their 

relationship with the grape growers somewhat uniformly (N=0 for 1/5, N=1 for 2/5, 

N=6 for 3/5, N=20 for 4/5 and N=18 for 5/5). In addition 14 wineries do not buy 

grapes and therefore do not have a grower relationship to measure. Does this mean 

that grower-winery relationship is not a factor in Ontario’s VQA wine industry? The 

thought is that the factor is important and that the results can possibly have three 

explanations (or a combination of them). The three possible explanations for this 

result are: the factor affects all wineries equally and therefore falls out of the 

equation; the factor’s effect is too small to be detected; or the measurement used in 

this study was ineffectual for determining the effect.

Lastly, in should be pointed out that since a question asking the winery’s ability 

of getting financing was used as a proxy for truly knowing their financing structure, 

the results of the linear regression could have been affected by this.

In summary, the linear regression showed that size (age highly correlated with 

size) is a positive contributor to financial flexibility as predicted by the conceptual 

model and that marketing competency is negatively related to financial flexibility 

which is contrary to the conceptual model.

5.5.2 Hypothesis 2

Innovation is weakly correlated to intention to grow and size. Weak correlation 

means that the variance explained by using a linear regression with the factors is less
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than a factor o f  2 o f  the variance explained by the other linear regression models. See 

Figure 1: Conceptual model fo r  growth on page 44.

The same measures for intention to grow and innovation as those used in the previous 

hypothesis were used in testing this hypothesis. Backwards, forwards and stepwise linear 

regressions (probability of F for removal >= .10, entry <=.05) were used and none 

resulted in any of the variables remaining in the model. As described already in the 

previous hypothesis, the measure of innovation used in this study was a self-assessment 

and possibly this caused it to not be a useful measure or maybe innovation is not a factor 

in the wine industry which is a dubious explanation. So this hypothesis remains unproven 

until a better measure of innovation is used.

5.5.3 Summary of Conceptual Model Hypotheses and Findings

Table 30 below presents a summary of the conceptual model hypotheses and finding

which were discussed individually in the previous sections.

Hypothesis Area being 
tested

Finding

1. Financial flexibility is a 
function of intention to grow, 
innovation, marketing 
competency, age of winery, size 
of winery, and the 
macroeconomic factor o f level 
of satisfaction expressed with 
the grape growers. Also tested 
here is the correlation between 
age and size.

Conceptual
model

Age and size were strongly 
correlated .737 p<.001. The 
linear regression resulted in 
financial flexibility being 
positively correlated to size 
and negatively correlated to 
marketing competency. This 
negative correlation could be 
due to a problem with the 
measurement indicator that 
was used.

2. Innovation is weakly 
correlated to intention to grow 
and size.

Conceptual
model

The hypothesis was 
unsupported by the date, but 
this could be due to the 
indicator used to measure 
innovation.

Table 30: Summary o f  conceptual model hypotheses findings

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



95

5.6 The Winery and Grape Grower Dynamic

One of the research objectives of this study was to better understand the grape grower 

and winery dynamic. This section presents some o f the additional findings that were not 

covered in the initial hypotheses of the proposal yet are relevant to this general research 

objective.

In Table 31 below are listed some comparative statistics for the wineries and grape 

growers. On personal and financial satisfaction scores they are fairly close though 

wineries owners score better than the grape growers. Notice that both participants are 

unhappy with the financial aspects o f the business. Now look at how each party views the 

relationship with the other. Wineries have a more favourable view of their relationship 

with the growers than the growers have with the wineries. Also notice that a much higher 

percentage of wineries are planning to grow though a higher percentage of those grape 

growers that are growing are planning on planting more grapes. Lastly, the wineries and 

growers that are planning on growing by planting more vines are planting roughly the 

same percentage.

Wineries Grape growers Significance
Personal satisfaction 3.81/5 3.53/5 p=.l 82
Financial satisfaction 2.64/5 2.35/5 p=.197
Winery/grower relationship 4.22/5 3.66/5 p=.002
% which want to grow 90% 45% pc.001
%of those growing planting grapes 51% 94% p<.001
%increase of vines for those planting 21% 28% p=.296

Table 31: Comparing wineries and grape growers

With this information it is now possible to calculate what percentage of vines the 

growers and wineries are planning on planting. Wineries are planning on increasing vines 

by 9.6% and the grape growers are planning on adding 11.8%. A simple average of the 

two percentages gives the finding that the industry is planning on increasing the vine
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planting by approximately 11%. With the additional information that 87% of the wineries 

that are planning on growing are going to increase volume by an average of 52% results 

in a planned volume increase of 41%. Taking the numbers at face value means that there 

is a pending 75% shortfall in the future production of grapes. As a side note, the above 

calculations were also carried out taking into account the actual volumes of each winery 

and each grape grower and the numbers where substantively the same.

What are the reasons causing this shortfall? For the grape growers there is no real 

motivation to plant more grapes since it is capital intensive, there is a minimum of three 

to four years before revenue starts to come in, and the price of grapes and the relationship 

with the wineries acts as a disincentive. The wineries aren’t keen to plant grapes for the 

same capital intensive reasons as that o f the growers. This is why wineries are planning 

to buy the grapes from the growers but the growers won’t be there. There is no 

compelling reason for the visions of the two industry participants to be aligned.

With the knowledge that there is a possible looming shortfall in the supply of grapes, 

what does this mean for Ontario’s VQA wine industry? The answer to this one is more 

difficult. Grape prices could increase but will Ontario remain competitive in the world 

market? If the Ontario government allows more grape imports, the price of grapes could 

actually decrease with the exit of some growers from the industry. Premium and super 

premium (>$15 wines) producers might start courting the best growers to secure supply. 

Wineries might be forced to plant more grapes and slow their growth plans. Wineries 

might start changing the type and quality of wines they produce. A wild card in all of this 

is the potential for the Ontario government to change the rules o f the game. A rule change 

such as changing the Wine Content Act, or changing the labelling of non-VQA wine
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could change the situation dramatically. No matter what, it appears that something has to 

change if Ontario’s wine industry wants to achieve its growth plans.

6.0 Conclusions

The objectives of this research study were listed in Table 1 on page 48. The primary 

objective was to answer the research question “What are the barriers to growth for 

Ontario’s wine industry?”. The other objectives were to test a conceptual model for 

growth, obtain two-year industry growth objectives for a potential longitudinal study and 

finally to explore determinants to, outcomes of and solutions to the grape grower and 

winery acrimony. This study was motivated by the lack of any previous empirically based 

business research on Ontario’s wine industry. Up until now, all the business research has 

been done via selected case studies and interviews. Another motivating factor was the 

desire to help the wine industry and the government regulators in developing policies that 

would ensure the future success of this economically important industry. A literature 

survey on the theory of growth and the empirical research supporting the theory was 

carried out. From a growth perspective the literature survey determined there were eight 

kinds of barriers which affected growth. A conceptual model and hypotheses based on the 

determined barriers were then developed. A separate survey instrument was developed 

and delivered to the wineries and grape growers respectively. Seventy-nine percent of 

Ontario’s VQA wineries participated in the study and 17.5% of the grape growers.

The data analysis determined that 90% of the wineries surveyed intend on growing 

versus 45% of the grape growers. This unequal growth rate between the wineries and 

grape growers resulted in a projected shortfall in grape supply to match the wineries’ 

wine volume increase projections (41% increase in volume and only 11% increase in
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planting). Furthermore, the satisfaction of the grape grower in the winery and grape 

grower relationship is much lower than that of the wineries making it unlikely that the 

grape growers are going to increase their production unless their situation improves.

Given that there is this projected shortfall, how did it occur and are the wineries 

aware o f it? The answer to the second question is it is doubtful that the wineries are 

aware of the pending shortfall. It can be argued that winery owners are poor business 

planners but minimally they realize that they need grapes to make wine. So the more 

salient question is the first. How did the industry get into this position and why don’t they 

know about it? The research shows that some wineries have plans to plant more grapes to 

meet their needs but a large majority intend on buying them. The wineries must assume 

that the grapes will always be there to meet their needs. The wineries are overestimating 

the supply. Admittedly there have been short crops due to severe winter weather in the 

last three years (2003-2005) which has limited the grape supply but owners probably 

think that in a good year there will be more than enough grapes to go around. This 

perception results from the grape crops in years prior to 2003. As mentioned earlier,

2002 was a bumper crop year and it took until late into the fall before all the grapes 

where purchased. The wineries must collectively think that this will be the case when the 

weather allows the crops to return to their normal levels. The one thing that appears to be 

missing in their reasoning is that since 2002 both the number of wineries and the market 

for VQA wine has increased and are continuing to increase. Both of these changes will 

have increased the need for grapes.

Another factor that most likely contributes to this overestimation of supply is the fact 

that many wineries sell a portion of their grapes to other wineries. Do the wineries that
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purchase these grapes think that they will always be there? Do the wineries have 

contingency plans if they are no longer able to buy these grapes? It is unlikely that they 

do. Their plan most likely is to scramble and try to find an alternate supplier. If this 

research is accurate, many wineries will be doing the same thing. It is like a game of 

musical chairs, when the music stops playing some players will be without chairs. In the 

spring of 2005 a situation like this has already occurred in the industry. A winery in 

Niagara that sold some of their grapes to another winery for many years was purchased 

by an owner that would now most likely use all the grapes. It is doubtful that the winery 

which bought the grapes has a backup plan to replace this source of grapes.

So in summary, the wineries are most likely over estimating the supply of grapes. In 

looking at the possible reasons for this over estimation that are given above, it appears 

that the root causes are that the winery owners do not do detailed planning or market 

research. Detailed planning in this context means that they don’t consider the numerous 

“what i f ’ scenarios in their planning and develop contingency plans. The sense is that 

their planning beyond the straight forward planning of having the necessary equipment to 

make wine, hiring staff and planning to buy grapes in the fall is weak. Note that 24% of 

the wineries that buy grapes don’t use contracts at all and the perception is that wineries 

that do use contracts only buy a portion of their grapes using contracts. Compounding 

this whole situation is the acrimonious relationship between the wineries and the grape 

growers. In general, the wineries don’t seem to care about developing relationships with 

their suppliers even though they rate themselves very high on developing relationships 

with customers (4.4/5). Developing a healthy relationship o f mutual respect and 

understanding with a firm’s key suppliers is very important for any firm that wants to be
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successful. There is nothing to indicate that the wine industry should be different than 

any other industry in this respect. The data indicating the projected shortfall appears to 

highlight this point.

So far it appears that the wineries are not aware of the projected shortfall due to an 

over estimation of supply. This over estimation of supply is likely due to a lack of 

detailed planning and relationship building with key suppliers (grape growers). Planning 

and relationship building are both management competencies and it appears that 

Ontario’s VQA wineries are weak in these skills. Furthermore when considering their 

low self assessment on using and performing market research as well, it calls into 

question the achievability of their projected growth plans. Lastly, a large proportion of 

Ontario wineries are owner operated rather than having professional managers. The lack 

of management competency putting into question their projected growth plans is 

consistent with the findings of Frick (2004) who found that wineries that are run by 

professional managers are more profitable as a result of their better management 

competency. It would be interesting to see in two years how many wineries achieve their 

growth objectives.

As a footnote to the above discussion, the argument often made by the wineries for 

not entering into long-term contracts with the grape growers is the financial risk in being 

obligated to buy grapes when a winery already has too much wine in inventory. Grape 

growers don’t want the risk of planting more grapes without a contract. Neither side 

wants to take on the risk (Catch 22). A possible solution to this dilemma is a profit 

sharing arrangement between the grape grower and the winery so that both share in the 

risk. In order for this to work, the grape grower would have to have faith in the winery
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owner to be a competent manager (probably resulting in the owner opening the financial 

books) and the wineiy would have to faith in the grape grower to do all that is possible to 

deliver quality grapes.

Other findings from the research are the top three obstacles for wineries wanting to 

grow are taxes, LCBO and government regulations. The top three obstacles for grape 

growers are the Wine Content Act, price of grapes and the cost of land. Lastly, in testing 

the conceptual model it was found that the financial flexibility is positively correlated 

with size of the winery and negatively correlated with marketing competency. Marketing 

competency being negatively correlated seems contradictory, but it could be a result of 

the outside capital markets unwillingness to invest in the aggressive growth plans 

associated with those wineries that have higher levels of market competency. The capital 

markets may think that there is a maximum rate at which it is possible to grow a winery 

and it would be foolish to invest beyond this point.

In looking forward, there are numerous areas for further research. Ontario still has a 

grape marketing board while British Columbia (B.C.) removed theirs (at the request of 

the grape growers) over five years ago. In addition, the wine content and bottle labelling 

rules in B.C. are different than in Ontario. Do these differences make a difference? Is 

B.C.’s wine industry better or worse off than Ontario’s? Whose wineries and grape 

growers are more satisfied personally and financially? Does B.C. have less grape 

grower/winery acrimony than Ontario? Which system gives the best future growth 

prospects? With respect to continuing the research started by this thesis, a longitudinal 

study could be carried out in two years in order to track the outcomes of the winery and 

grape grower growth plans and to further test the conceptual model of growth. This
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longitudinal study would also give an indication o f which growth plans work best within 

the Ontario wine industry context. Yet another area of research would be to explore the 

exporting or lack of it for Ontario’s wineries. Unreported in the thesis was that 60% of 

the wineries don’t export with an average export volume for all wineries (including those 

that don’t export) of only 4%. Five percent of the wineries export over 25% of their 

production. It appears that some wineries have solved the exporting issue. Can the other 

wineries learn from their experience? It should be noted that this isn’t just ice wine that is 

being exported. For those wineries that export, they export on average 11% of their 

production and they produce 7% by volume ice wine. Even assuming that they export all 

their ice wine, there is still 4% that is other types of wine. Furthermore when including 

inter-provincial trade and exporting, theses wineries sell 16% of their volume and only 

produce 6% is ice wine. Lastly, 90% of the wineries want to grow which is an unusually 

high percentage considering that on average only 50% of small businesses would like to 

grow. Investigating why Ontario’s VQA wine industry is unique in their desire to grow is 

yet another avenue o f research.

In summary, the objectives o f this research have been met. An understanding of the 

barriers to growth affecting Ontario’s VQA wine industry and the macro factor of winery 

and grape grower acrimony has been achieved. Growth plans for the industry have been 

captured for the future possibility o f carrying out a longitudinal study and a preliminary 

test of the conceptual model for growth has been performed with mixed results.
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Appendix A Grape Grower Questionnaire

SECTION A Information about the Grape Grower
......................" ----------------------------------------------------------- —  — M M —

A1. How many years have you been a grape g ro w er? _______

A2. How many acres of grapes do you h a v e ? ______

A3. Please allocate on a percentage basis the grape types which you have:

V in ifera:................  .............
Hybrid:................... .............
Labrusca: .............  .............

A4. What is the average age of your vines?

Vinifera: 
Hybrid:..

A5. How many different varietals do you have in each category?

V in ifera :................  .............
Hybrid:................... .............

A6. Are you a winery as well? YES NO

A7. If you answered YES to the previous question (A6), what percentage of your
grapes do you keep for your winery? _______

If vou answered NO to question A6 or less than 100% to question A7 and you sell 
grapes to wineries, continue to Section B. otherwise skip to Section C

SECTION B Information about Grape Supply

B1. On average how many different wineries do you sell your grapes to?

B2. Do you have any pre-negotiated contracts with the wineries for your grapes? 
YES NO

If vour answer to question B2 was NO. skip to question B6.

B3. Do the contracts last more than one year? YES NO SOMETIMES
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B4. Do the contracts specify viticulture techniques which you are to follow?
YES NO SOMETIMES

B5. If YES or SOMETIMES to B4, are you paid a premium (above GGO rates) for 
following the specified viticulture techniques? YES NO SOMETIMES

B6. In general how successful is your relationship (financial, interpersonal) with the 
wineries? Please answer on a scale of 1 to 5 where 1=not at all successful 
5=extremely successful:

1 2 3 4 5

I SECTION C Growth

C1. During the next two years, is it your intention to expand your grape growing 
business? Expand can mean buying/planting more land with grapes, becoming a 
winery (assuming you are not already a winery), or changing the types of 
varietals.
  Yes SKIP TO QUESTION C3

No PROCEED TO QUESTION C2 
 ................................Don’t know PROCEED TO SECTION D

C2. ONLY FOR THOSE WHO RESPOND‘NO’ TO C1. How important is each of the 
following factors as a reason for your intention not to expand? Please answer on 
a scale of 1 to 5 where 1 =not at all a reason 5= an extremely important reason.

Content with the way things are.................................................  1 2 3 4 5
Price/availability of land  1 2 3 4 5
Market not growing  1 2 3 4 5
Price of grapes  1 2 3 4 5
Difficulty in getting long-term grape contracts  1 2 3 4 5
Difficulty in agreeing on viticulture techniques  1 2 3 4 5
Do not want to lose control over the business  1 2 3 4 5
Determining which variety(s) to grow  1 2 3 4 5
Taxes will become too high ....................................................... 1 2 3 4 5
Lack of growth capital..................................................................  1 2 3 4 5
Reluctant to incur additional d e b t.............................................. 1 2 3 4 5
Family obligations......................................................................... 1 2 3 4 5
Other lifestyle considerations...................................................... 1 2 3 4 5
Risks are too high......................................................................... 1 2 3 4 5
Expansion does not seem feasible............................................ 1 2 3 4 5
Wine Content A ct.......................................................................... 1 2 3 4 5
Are there any other significant obstacles to growth that 
aren’t listed here?:

_____________ 1 2 3 4 5

CONTINUE TO SECTION D
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C3. FOR THOSE WHO RESPONDED ‘YES’ TO C l. In what respects do you plan to 
expand your business over the next two years?

Become a winery (if not one already) O
Increase Assets (equipment, land, 
buildings)

o

Plant more grapes o By what %-
Switching grape varieties or clones o
Buying other grape growers o
Other o

If you selected “other”, could you please list what other is?

C4. In seeking to expand your business, what would you say are the biggest 
obstacles to the growth or development? To answer, please rate each of the 
following potential obstacles on a 5-point scale where 1 = not at all an obstacle to 
growth and 5 = a significant obstacle to growth

Finding qualified labour...........................................
The need to renew or add to equipment...............
Instability of demand for product............................
Obtaining financing...................................................
Government regulations..........................................
Low profitability..........................................................
Taxation leve ls ..........................................................
Small market base....................................................
Cost of land ...............................................................
Price of grapes..........................................................
Agreeing on viticulture techniques with wineries..
Getting long-term contracts with wineries.............
Deciding which varieties/clones to grow................
Being taken seriously...............................................
Family and social demands outside the business 
My confidence in my own ability to move forward 
Wine Content A c t ......................................................

If becoming a winery:

Management skills and knowledge  1 2 3 4 5
Working with the LCBO...........................................................  1 2 3 4 5
Winery license doesn’t allow use of foreign content  1 2 3 4 5
Lack of consumer base   1 2 3 4 5
Getting enough grapes............................................................. 1 2 3 4 5

1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5
1 2 3 4 5

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



111

C5. Again using a five-point scale, how important are each of the following as 
elements in your strategy towards accomplishment of your growth goals (1=not at 
all important; 5=extremely important)?

Adding/changing varietals.......................................................  1 2 3 4 5
Improving existing quality  1 2 3 4 5
Planting more vinifera  1 2 3 4 5
Planting more hybrids  1 2 3 4 5
Increasing grapes for icewine production  1 2 3 4 5
Becoming a winery if not one already  1 2 3 4 5
Changing viticulture practises..................................................1 2 3 4 5
Selling to different/more wineries in Ontario.......................... 1 2 3 4 5
Obtaining longer term contract for the grapes...................... 1 2 3 4 5
Seeking new national markets.................................................. 1 2 3 4 5
Seeking new international markets.......................................... 1 2 3 4 5
Selling over the internet............................................................. 1 2 3 4 5
Adding new equipment.............................................................. 1 2 3 4 5
Upgrading operations.................................................................1 2 3 4 5
Seeking financing advice.......................................................... 1 2 3 4 5
Seeking professional advice..................................................... 1 2 3 4 5
Improving my business management skills ............................1 2 3 4 5
Adding a new viticulture innovation........................................ 1 2 3 4 5
Adding innovative plant stock (clones, rootstock, e tc )  1 2 3 4 5

C6. Are there any other significant obstacles or strategies with respect to your growth 
objectives that I haven’t mentioned?

SECTION D Information about the Business

D1. Are the proceeds from grape growing your primary source of income? YES NO

D2. What percentage of your crop is mechanically harvested? _______
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For the following five questions, please answer on a scale of 1 to 5 where 1=strongly 
disagree 5=strongly agree:

D3. You’re able to get money to finance the growth you seek?

1 2 3 4 5

D4. Are your viticulture techniques innovative relative to other grape growers?

1 2 3 4 5

D5. Is the plant stock (clones, rootstock, etc.) that you use innovative relative to other 
grape growers?

1 2 3 4 5

D6. In general how satisfied are you personally with grape growing? Please answer
on a scale of 1 to 5 where 1 = not at all satisfied 5=extremely satisfied:

1 2 3 4 5

D7. In general how satisfied financially are you with grape growing? Please answer
on a scale of 1 to 5 where 1 = not at all satisfied 5=extremely satisfied:

1 2 3 4 5

Thank-you for completing this survey.
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Would you like to obtain information about our survey results? YES NO

Please fill in the address you would like us to use since we don’t have this 
information.

Mailing Address:

E-mail:___________________________ @____________________________

(To ensure confidentiality, the above information will not be included in the survey 
data file).
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Appendix B Winery Questionnaire

SECTION A Information about the Winery

A1. What year did the winery receive its license?

A2. How many cases of wine are you planning to produce for 2004?

A3. Is the winery on land affected by the Niagara Escarpment Commission? YES NO

A4. On average, excluding yourself, how many full-time employees worked all year
for your winery? Full-time employees are considered those who work 30 
hours/week or m o re ._______

A5. On average, excluding yourself, how many part-time employees (not counting
casual farm labour) worked for your winery during the year? Part-time employees 
are considered those who work less than 30 hours/week._______

SECTION B Information about Grape Supply

B1. What percentage of wine is produced with winery grown g ra pe s? ______

If the answer to question B1 was 100%. skip to question B9.

B2. Please allocate on a percentage basis (based on 750ml) how much of the winery 
grown grapes are used at each of the following price points?

U nder$10:............  .............
$10-$14.99:.......... .............
$15-$19.99: ......... .............
$20-$30:...............  .............
Greater than $30:.. ______

B3. On average, how many different grape growers do you buy your grapes from
each y e a r? ______

B4. Do you have pre-negotiated contracts with your grape growers? YES NO

If vour answer to question B4 was NO. skip to question B8.

B5. Do the contracts last more than one year? YES NO

B6. Do the contracts specify viticulture techniques which the grape growers are to
follow? YES NO

B7. If YES to B6, then do you pay a premium (above GGO rates) to the grape
growers who follow the specified viticulture techniques? YES NO SOMETIMES
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B8. In general how successful is your relationship (financial, product quality, 
interpersonal) with your individual grape growers? Please answer on a scale of 1 
to 5 where 1=not at all successful 5=extremely successful:

1 2 3 4 5

B9. What percentage of the grapes grown by the winery is sold to other wineries?

SECTION C Growth

C1. During the next two years, is it your intention to expand your winery? Expand can 
mean increasing the number of cases produced, hiring more employees, planting 
more grapes, buying more equipment, adding/expanding 
restaurant/accommodation, or increasing the quality of the wine and therefore 
increasing the price points of the wines produced.
 ............................... Yes SKIP TO QUESTION C3

No PROCEED TO QUESTION C2 
 ............................... Don’t know PROCEED TO SECTION D

C2. ONLY FOR THOSE WHO RESPOND ‘NO’ TO C1. How important is each of the 
following factors as a reason for your intention not to expand? Please answer on 
a scale o f 1 to 5 where 1 =not at all a reason 5= an extremely important reason.

Content with the way things are.............................................. ... 1 2 3 4 5
Price/availability of land........................................................... ... 1 2 3 4 5
Availability of grapes................................................................. ... 1 2 3 4 5
Price of grapes........................................................................... ... 1 2 3 4 5
Quality of grapes........................................................................ ... 1 2 3 4 5
Market not grow ing................................................................... ... 1 2 3 4 5
Have to work with the LCBO................................................... ... 1 2 3 4 5
Do not want to lose control over the business..................... ... 1 2 3 4 5
Taxes will become too high ................................................... ... 1 2 3 4 5
Lack of growth capital............................................................... ... 1 2 3 4 5
Reluctant to incur additional d e b t........................................... ... 1 2 3 4 5
Family obligations..................................................................... ... 1 2 3 4 5
Other lifestyle considerations.................................................. ... 1 2 3 4 5
Risks are too high..................................................................... ... 1 2 3 4 5
Expansion does not seem feasible........................................ ... 1 2 3 4 5
Winery license doesn’t allow use of foreign content...........
Are there any other significant obstacles to growth that 
aren’t listed here?:

1 2 3 4 5

1 2 3 4 5

CONTINUE TO SECTION D
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C3. FOR THOSE WHO RESPONDED ‘YES’ TO C1. In what respects do you plan to 
expand your business over the next two years?

Increase # cases produced O By what %-
Increase Staff O
Increase Assets (equipment & 
buildings)

o

Expand or add restaurant o
Expand or add accommodation o
Increase quality & price point of wine o
Plant more grapes o By what %-
Buying other wineries o
Other o

If you selected “other”, could you please list what other is?

C4. In seeking to expand your winery, what would you say are the biggest obstacles 
to the growth or development? To answer, please rate each of the following 
potential obstacles on a 5-point scale where 1 = not at all an obstacle to growth 
and 5 = a significant obstacle to growth

Finding qualified labour............................................................ 1 2 3 4 5
The need to renew or add to equipment................................ 1 2 3 4 5
Instability of demand for product......................................... ... 1 2 3 4 5
Obtaining financing................................................................ ... 1 2 3 4 5
Government regulations........................................................... 1 2 3 4 5
Government paperwork burden...........................................
Management skills, knowledge, business acumen of the

1 2 3 4 5

management te a m ................................................................ ... 1 2 3 4 5
Low profitability....................................................................... ... 1 2 3 4 5
Taxation leve ls....................................................................... ... 1 2 3 4 5
Lack of consumer awareness.................................................. 1 2 3 4 5
Small market base..................................................................... 1 2 3 4 5
Getting enough grapes.......................................................... ... 1 2 3 4 5
Quality of grapes....................................................................... 1 2 3 4 5
Cost of land ................................................................................ 1 2 3 4 5
Working with the LCBO............................................................ 1 2 3 4 5
Being taken seriously............................................................ .. 1 2 3 4 5
Winery license doesn’t allow use o f foreign content......... .. 1 2 3 4 5
Family and social demands outside the business............ .. 1 2 3 4 5
My confidence in my own ability to move forward............ .. 1 2 3 4 5
Marketing................................................................................. ... 1 2 3 4 5
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C5. Again using a five-point scale, how important are each of the following as 
elements in your strategy towards accomplishment of your growth goals (1=not at 
all important; 5=extremely important)?

Adding a new product............................................................... 1 2 3 4 5
Improving existing products  1 2 3 4 5
Increasing icewine production  1 2 3 4 5
Seeking new markets in Ontario.............................................  1 2 3 4 5
Seeking new national markets..................................................1 2 3 4 5
Seeking new international markets..........................................1 2 3 4 5
Selling over the internet (e.g. winery to home)..................... 1 2 3 4 5
Expanding advertising and promotion...................................  1 2 3 4 5
Expand distribution beyond LCBO   1 2 3 4 5
Adding new equipment or operating space..........................  1 2 3 4 5
Upgrading operations................................................................ 1 2 3 4 5
Employing additional technology or computer systems 1 2 3 4 5
Hiring additional employees..................................................... 1 2 3 4 5
Seeking financing advice...........................................................1 2 3 4 5
Seeking professional advice.................................................... 1 2 3 4 5
Improving my business management skills  1 2 3 4 5
Adding a new process innovation........................................... 1 2 3 4 5
Adding a new product innovation........................................... 1 2 3 4 5

C6. Are there any other significant obstacles or strategies with respect to your growth 
objectives that I haven’t mentioned?

SECTION D Information about the Business
■

D1. Please allocate on a percentage basis (based on 750 ml bottles) how much of 
your wine retails at each o f the following price points:

Under $10:............  .............
$10-$14.99:..........  .............
$15-$19.99: ......... .............
$20-$30:...............  .............
Greater than $30:.. ______

D2. Please allocate on a percentage basis (based on volume) how much of your wine 
is sold through each of the following channels:

Winery retail store: ______
LCBO:....................  .............
Licensees:............  .............
Winery to home  .............
Other:.....................  .............
If you selected “other”, could you please list what other is?

D3. What percentage of the winery’s production by volume is icewine?
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D4. What percentage by volume do you sell in other provinces?

D5. What percentage by volume do you export outside Canada?

The next few questions are about how much experience you have in some aspects of 
the business. For each question I would like you to indicate your level of experience 
using a five point scale, where 1 means you have limited or no experience and 5 
means you have extensive experience. If any of the experience criteria are “not 
applicable” to you or the winery, please say so.

Limited or no Extensive Experience NA
Experience

D6. Pricing goods or services. 1 2 3 4 5 6

D7. Developing relationships with 1 2 3 4 5 6
suppliers and/or clients.

D8. Developing and commercializing a 1 2 3 4 5 6
new product or service idea or 
concept.

D9. Using market research for 1 2 3 4 5 6
competitive analysis, testing new 
services or products or estimating 
demand.

D10. Promotion and advertising. 1 2 3 4 5 6

D11. How many years have you been in the wine business?

D12. Are proceeds from the winery your primary source of income? YES NO

For the following five questions, please answer on a scale of 1 to 5 where 1=strongly 
disagree 5=strongly agree:

D13. The winery is able to get money to finance the growth it seeks? 1 2 3 4
5

D14. Are your products innovative relative to other Niagara wineries? 1 2 3 4
5

D15. Are your processes innovative relative to other Niagara wineries? 1 2 3 4
5

D16. I am satisfied personally with the winery? 1 2 3 4 5

D17. I am satisfied financially with the winery? 1 2 3 4 5

Thank-you for completing this survey.
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Would you like to obtain information about our survey results? YES NO

Can we forward this information to your business address? YES NO

If no, where would you like the survey information sent?

Mailing Address:

E-mail: (3>

(To ensure confidentiality, the above information will not be included in the 
survey data file).
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