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Marketing Chilean Wine
Domestically

CompARING WINE SALES AT SUPERMARKETS AND SpeciALTY WINE SHoPps

Marcos Mora

Rodrigo Escobedo

Cristian Adasme
Universidad de Chile, Chile

SumMARY

The Chilean wine consumer has evolved because of Chile’s great expansion in wine
production since the 1980s. This case considers three factors that consumers use to
evaluate their wine purchasing experience at supermarkets and specialty stores: the
level of wine quality differentiation, the availability of oenological advice, and the avail-
ability of parking at their respective facilities. Although the amount of wine purchased
in Chile has lessened in recent years, consumers are now buying higher-quality wines.

Some Basic INFormaTioN Asout THE CHiLEAN WINE INDUSTRY

Since the mid-1980s, Chile has become one of the major wine-producing countries
of the new world. It has achieved this status through a trading strategy based on the
positioning of trademarks, highlighting productive vineyards that are focused on im-
proving the expression of their varieties and mixtures, refining oenological practices,
practicing a market orientation throughout the value chain, and incorporating various
business practices, among other tactics. This accomplishment is remarkable because of
its productive and commercial dynamism, which is expressed in the generation of wines
designed for clients in increasingly distant new markets (Figure 1). This achievement
has been possible because of the unique climate and soil conditions that are present in
the wine valleys of Chile, the proper selection and location of vineyards, the existence of
producers who create wine grape varietal expressions desired by the end customer, the
level of investments wineries and vineyards have made over the years, and obviously,
the work of specialist winemakers, most of whom have managed to create what the
market demands. Finally, from the 1990s to the present, there has been a steady growth
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in export volume, and from 2006 onward exports have exceeded 7 million hectoliters,
even in 2010, when there was a loss of about 1 million hectoliters due to the earthquake.

Figure 1. Evolution of Chilean wine exports by volume (hectoliters).Source: PROCHILE.
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The value of the sector is reflected in Table 1, which shows that the amount of wine
exports in 2011 reached a total value of US$1.702 billion, mostly from bottled wines
(Vinos de Chile, 2012). It is also interesting to note the unit values of sparkling wines
and wines with fruit pulp. As noted, the wine industry in Chile aims itself principally
at the export market because it is the most profitable. Exports during 2011 were distrib-
uted 40.6% to Europe, 24.9% to North America, 21.2% to Asia, 10.2% stayed in South
America, 2.3% to Central America, and 0.6% to Africa. By country, the largest volume
markets are the United Kingdom, the United States, Holland, Brazil, Japan, Canada,
and China (Fitch Rating, 2012).

Per Carita WINE ConsumMPTION IN THE CHILEAN Domestic MARKET—A

StructurAL CHANGE Towarp QuauiTy

Wine consumption per capita in Chile has presented a relatively steady decline over
time, similar to other countries with a viniferous tradition; although wine consumption
generally decreases, the consumption of quality wines increases (Stasi etal., 2011). In the
1960s, the consumption of wine per capita stood at 68 liters per year and was primarily
generated in the domestic market. Currently, per capita consumption is estimated at
13 liters and competes with beer, which has a per capita consumption of about 39 liters
(SAG, 2012). For domestic consumption, the main vineyard producers are Concha y
Toro, San Pedro Tarapacd, Cono Sur, Santa Rita, and Santa Carolina, which together
account for 85% of the domestic market and represent 32% of the export market in 2011.
The rest of the available supply of wines is generated by approximately 400 wineries,
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Table 1. Structure of Chilean wine exports, amount, value, and unit value

Product 2011
Volume in millions of liters
Bottled wine ‘ 396.6 :
Bulkwine 210.2
Must bulk 6.0
_ Other wine packaged - e 495
| Sparkling wines _ o i 3.8
| Wines with fruit pulp ‘ e i 1.7
Total wine exports ! 667.7
Value in US$ million
Bottled wine 1,321.5
Bulk wine = 245.2
" Must bulk ' [ 146
Other wine packaged ; : ey
[ ‘Sparkllng' wines = - hak ' ' = = 14.7
Wines with fruit pulp E = ‘75

Total wine exports 1,702.2

~ Unit value in USS$/liter

 Bottled wine - P = 3.33
Bulk wine - A ' A i il & ] 117
Must bulk : : | 243
Other wine packaged O i ‘ ) : 3 ) 1.99
Sparkling wines : 3.86
Wines with fruit pulb . 4.47

2.55

_Total wine exports
Source: ODEPA (2013), SAG (2012), and INE (2011).

which are strongly concentrated in the Maule, O'Higgins, and Valparaiso regions, in
that order. Also, many of these wineries sell their wines locally; however, others orient
themselves mainly to the export market.

One of the marketing strategies that has developed most in recent times is a
distribution channel that strongly emphasizes selling in large area supermarkets and
increasing the number of different wines at convenience and exclusive shops, the latter
having a wide range of international and Chilean wines. In Chile, the supermarket has
increased its shareholding and positioned itself as the leading wine marketing space in
terms of volume of sales. Moreover, since about 2000, supermarkets as retailers have
attracted public recognition (Mora, 2012) as suppliers of a high level of differentiation,
although in terms of market share they do not exceed 15%. Zeithaml (1988) defines
quality as a “consumer’s opinion about the superiority or excellence of a service or
product.” This opinion is formed by three factors: (1) the intrinsic attributes of the
product, for example, in the case of wine, the color, aroma, astringency, and so on;(2)
extrinsic attributes such as brand, packaging and label design, advertising, and so on;
and (3) the price, an extrinsic attribute that must be considered separately because of
its special influence on the perceived quality. In particular, the distribution channel has
been considered an explanatory variable in the quality that a customer perceives within
the group of extrinsic attributes, and has been linked positively to the availability of
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different wines in retail establishments (Mora, 2010), the availability of parking, and
the assistance of a seller during the purchasing process (Lockshin & Kahrimanis, 1998;
Taylor &Barber, 2012).

In Chile, there is a strong concentration of commercial distribution. A few actors
are responsible for a large percentage of total sales, such as supermarkets and hyper-
markets, department stores, home and construction facilities, and pharmacy chains
(Lucchini, 2010). In this regard, four companies account for 88% of retail market sales,
which together sell about US$10 billion per year. Specifically, the largest market share
is held by the D&S (now Walmart) chain (Lider Supermarkets), followed by Cencosud
(Jumbo Supermarkets and Santa Isabel), SMU (Unimark Supermarket), and Supermerca-
dos del Sur (Bigger) (Arias, 2011). Regarding the wine distribution channels, the majors
are supermarkets (Lider and Jumbo), wine shops (The World of Wine and The Wine
House), liquor stores, hotels, restaurants, and online stores. Here we review three cases:
ahigh-differentiation supermarket, a generic supermarket, and a specialized wine shop.
According to Stern et al. (1999), there are two major trends that cause specialized retail
outlets to increase polarization. The first is the proliferation of retailers who carefully
manage their product lines and are extremely specialized. They offer wide assortments
responding to the personal needs of their customers and a high-quality retail experience
(high touch, which in this case corresponds to the experience of purchasing in stores).
The second trend is the proliferation of large stores, which has developed because of the
powerful technology applied to the inventory and their ability to move huge amounts
of product (high turnover) with very low margins. There are specialty retailers of high
technology (hightech, which could be similar to supermarkets).

In Chile, wine shops first appeared in 1997, when the Wine Lovers Club (also
known as the CAV) decided to open a store dedicated exclusively to selling wines. With
time they added other products such as imported wines, distilled spirits, and wine ac-
cessories. To date, the CAV has three stores located in the eastern sector of Santiago. In
1998, they opened a second store specializing in wines from Chile, called The World of
Wine.This shop is characterized by a wide range of domestic and imported wines, and
additionally, a large collection of imported and domestic distilled spirits. Currently it
has five stores (three in Las Condes, one in Providence, and one in Talca). The third
competitor in this area is Vinoteca. This company began operations in 1997 as a dis-
tributor of wines to restaurants and supermarkets, and in 2003 decided to set up a wine
shop promoting wines. To date it is housed in a single store in the Providencia district.

RepreseNTATIVE SALEs oF CHiLeAN wiINE: THE WorLp oF WINE, Jumeo

SUPERMARKET, AND LiDER SUPERMARKET

The World of Wine: A specialized wine shop

The World of Wine is located in Las Condes, the eastern part of Santiago, which repre-
sents the commercial hub, financial and tourist capital, and has a concentrated area of
high-income people (Adimark, 2010). This population purchases and consumes wine
frequently, especially premium wines on the weekends (Camussi, etal., 2006). The World
of Wine has five branches: four in Santiago and one in the city of Talca. This distribu-
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tion channel is known for its wide variety of foreign wines along with having trained
sales personnel to guide the purchase, home delivery services, and the packaging of
wines and wine tastings; exclusive accessories (cups, decanters, screws, books, gourmet
products); and other liquors, though it does not have parking space. The wine is found
on shelves, arranged by varieties, valleys, international wines, and promotions. This
tactic supports the findings of Lockshin and Kahrimanis (1998), who argue that the key
attributes that a wine consumer is looking for in a store are visibility of prices, ease
of finding the wine, decor, the feeling of the purchase experience inside the store, and
delivery and proximity factors to home or work. The buying public for this segment is
arelatively cosmopolitan Brazilian, Asian, American, British, and Chilean shopper. The
store offers 1,200 bottles of 23 wine grape varieties representing six countries (Argentina,
France, Italy, New Zealand, Australia, and Chile). They eventually plan to offer Spanish
and American wines. The minimum and maximum price range per variety is the most
noted among the three analyzed distribution channels (see Table 2).

Table 2. Price of wines sold at The World of Wine (in Chilean pesos)

Average

Price minimum Price maximum

High differentiation: Jumbo Supermarket

Jumbo Supermarket of the Cencosud chain is considered a high-differentiation dis-
tribution channel, but Lider Supermarket of the D&S chain is considered a generic
or low-differentiation distribution channel. Both supermarkets are located in Maip1,
the western part of Santiago. According to 2012 census projections, Maip1 is the most
densely populated district in the country (734,494 inhabitants). It is one of the most
representative areas in terms of socioeconomic status to Santiago because it has a similar
socioeconomic distribution to the metropolitan region as a whole. Demographically,
the district is largely inhabited by middle-class families and lower-middle-class people,
leading to a great influx of people who like this store for its economic benefits (Reardon
& Berdegué, 2002). At Jumbo Supermarket, there are approximately 800 different wines
on 11 shelves, one of which is intended for a “tetra” format (cask wine), another with
magnum bottles (1.5 liters), one with premium wine, and the other eight for red and
white wine bottles (750 cc). Also, the wines are displayed by wine type (red or white),
grape variety, reserve or varietal wines. The market offers a traditional wine setting,
trained personnel to assist the buyer, and parking availability. The wines mainly come
from Chile and Argentina. At the Jumbo Supermarkets thatare located in higher-income
areas, there is a greater supply of imported wines, including French and Italian. The
wines are arranged in four shelves of white and red wines and are displayed by brand
or vineyard. The minimum and maximum prices are shown in Table 3.

Table 3. Price of wines sold at Jumbo Supermarket (in Chilean pesos)

Average Price minimum Price maximum
12,384 e ' $1,918 $22,850
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Low differentiation: Lider Supermarket

Lider is a generic or low-differentiation supermarket located in Maipd, in the west of
Santiago. It sells spirits, but there is a section exclusively for wine that has six shelves,
one for tetra wines and 1.5 liter magnum bottles, one for white wines, and four for red
wines of 750 cc (0.75 liter). The wines are arranged by brand or vineyard, with two levels
of varietal wines and two levels of reserve wines. Inside personnel are not available to
advise the sale but the property has parking spaces. Table 4 shows the prices from the
five total shelves of red and white wines of 750 cc size.

Table 4. Price of wines sold at Lider Supermarket (in Chilean pesos)

Average Price minimum Price maximum

55,333 $1,904 $8,762

Each of these venues offers a distinct strategy. The World of Wine has a marketing strat-
egy that aims to provide more than 5,000 wines at a minimum price of 5,280 Chilean
pesos (about US$12 dollars a bottle). It offers a great range of wines, as reflected in the
number of varieties of wine grapes (23) and the six countries of wine origin. Jumbo
Supermarket offers some variety of wines but with less differentiation than The World
of Wine. It has high and low average prices of greater magnitude than Lider but less
than The World of Wine. Likewise, Jumbo presents an intermediate number of wine
grape varieties (18) and countries of wine origin (only two). Lider offers a positioning
strategy that highlights convenience and low prices, with low product differentiation.
These trading strategies generally are maintained throughout all stores in Chile, but
there are nuances. The World of Wine analyzed is located in one of the highest-income
communities in Chile, whereas Jumbo and Lider are located in middle-income com-
munities. In this sense, the greatest difference between the maximum and minimum
price is evident in The World of Wine. Jumbo and Lider Supermarkets also have retail
locations in high-income areas. In this case the range of wines is more diversified in
terms of products and prices.

Wine trade at the level of retail sales agents: objective, method

In order to deepen the described information, we have constructed a case study whose
main objective is to characterize the consumers’ attitudes and preferences concerning
the three retail distribution agents of bottled wine according to their level of differentia-
tion. To do this, we designed a questionnaire that was administered between October
and December 2012 to a sample of 300 people who shop regularly or occasionally at
these commercial agents. These surveys were conducted outside of supermarkets and
wine shops by stopping women and men over 18 years of age who were considered
habitual consumers of wine. According to Durédn (2010) the supermarket owns 76%
of the bottled wine market. Specialized wine stores comprise 10% of the market and
therefore of the total surveys. Thus, we worked with a sample that was proportional
to its representation in the market (Table 5).
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Table 5. Sample characteristics of surveyed consumers

Businesses Market share 5‘) Number of questionnaires
Supermarket (Jumbo and Lider) 76 264
The World of Wine 10 36
Total 86 300

The survey was the main source of information for our case and included the follow-
ing aspects:

* Descriptive characterization of wine consumption
* Preference for place of wine purchase: wine shop or supermarket
* Socio-demographic data

The statistical treatment of the data was performed by a univariate analysis (mean,
mode, variance, and dispersion measures) and a multivariate analysis technique
called conjoint analysis, which helps explain how respondents develop preferences
for a product or service on the grounds that consumers evaluate a product, service,
or idea according to the utility that is assigned to the product’s attributes (Hair et al.,
1999). The attributes to be considered in this analysis are the willingness to pay more
at a particular business establishment (10% more, 0%, 10% less), distribution channel
(The World of Wine, Jumbo or Lider), advice on purchase site (yes or no), and parking
availability (yes or no).

AutHoRs” PERSPECTIVE

According to the characterization of the wine shelves at The World of Wine, Jumbo, and
Lider, The World of Wine corresponds to a highly differentiated distribution channel in
terms of wines. It has the largest range of minimum and maximum prices, along with
having the largest amount of wine varieties and number of international wines; it also
has trained personnel to guide the purchase, gourmet products and accessories, but it
does not have parking space.

Jumbo Supermarket can be considered from the observed data as a high-end super-
market that has a level of intermediate differentiation of wines concerning price range,
minimum and maximum number of wines, international wines, number of varieties,
and shelves, exceeding the data for Lider. It must be emphasized that Jumbo has trained
staff to guide the purchase, offers a wine-oriented atmosphere, and has parking space.
Lider can be considered a generic or low-differentiation distribution channel because it
offers no assistance from sales staff and no wine atmosphere, but it does have parking.
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PurcHAsep WiNEs FRom EacH CHANNEL

In order to examine the results, it is evident that as one moves from less-differentiated
to more-differentiated brokers, there is a shift toward buying more expensive wines.
The percentage of wines from $5,000 to $10,000 Chilean pesos increased from Lider
Supermarket to The World of Wine (Table 6).

Table 6. Price levels in different actors involved in the marketing of wines in the Chilean market.

Broker Price {Chilean pesos) Frequency Percentage
Lider From $2,000 30 21.7
$2,000 to $3,000 44 319
$3,000 to $5,000 49 35.5
$5,000 to $10,000 15 10.9
Total 138 100
Jumbo From$2,000 | 20 | 15.9
$2,000 to $3.000 46 36.5
$3,000 to $5,000 43 34.1
$5,000 to $10,000 16 12.7
More than $10,000 1 0.8
Total 126 100
The World of Wine $2,000 to $3,000 7 194
$3,000 to $5,000 6 16.7
$5,000 to $10,000 16 44.4
More than $10,000 7 194
Total 36 100

Consumer PrerereNces TOWARD THE

ArriButes ofF THE THREE WINE SELLERS

From the conjoint analysis performed, we can identify preferences for attributes of
commercial agents. In this sense, the segment was directly shaped into three parts by
gathering the survey data from consumers who were buying in certain commercial
premises. The first group of people was called The World of Wine segment, which was
characterized by a more positive assessment than the other commercial agents analyzed
(.325). Data reflected some extended loyalty to this place, which was reinforced by the
relatively minor WTP (willingness to pay) variable, that is, the price was a secondary
end pointin terms of relative importance. The most valued attribute to this segment was
the advice at the time of purchase. However, parking availability had a neutral rating for
Jumbo and a negative one for Lider. The Jumbo Supermarket segment received positive
comments (.263), The World of Wine neutral comments (.022), and Lider Supermarket
negative comments (-.285). Consumers appreciate the advice at the time of purchase
and the availability of parking. Finally, consumers’ willingness to pay at this location
is at the minimum payout level (-10%) because it provides lower profits (-.150).The
Lider Supermarket segmentreflects arelatively neutral preference to Lider Supermarket
and The World of Wine and a positive preference toward Jumbo (.156), which may be
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related to the aspirational aspect of Chilean society: Jumbo is a supermarket oriented
to segments that have a higher willingness to pay. Parking, advice, and willingness to
pay are at a minimum when buying at Lider Supermarket. However, the beta (linear
relationship between preference and price) of lesser magnitude is presented by The
World of Wine (.150). These results are relatively similar to those reported by Lockshin
and Kahrimanis (1998) (Table 7).]

Table 7. Preferences for attributes of wine-marketing agents in Santiago de Chile

Variable and level The World of Wine Jumbo Supermarket Lider Supermarket
R Utility IR Utility iR Utility
Broker Jumbo 28.851 .075 27.793 .263 28.042 .156
Lider -400 -.285 -.078
TheWorld of Wine 325 .022 -.078
Advice - Without i 29.531 -553 26.676 -378 27.849 -.407
i With .553 .378 407
Parking Without ESIONAMIENTO 23.741 -406 22.868 ~239 | 23992 -.345
~ With ESTACIONAMIENTO .406 .239 .345
DPA Lessfthan 10% 17.877 -.150 22.663 -.245 20.117 -.203
0% -.300 -.489 -.406
More than 10% -450 -734 -.609
Constant 3.141 3.308 3.203
DPA(beta) - =150 -.245 -.203
Value Sig. Value Sig. Value Sig.
Pearson’s R 843 .002 745 .011 71 .007
Kendall's Tau 722 .003 444 .048 535 .023

PROBLEM FOR STUDENTS

What distribution channel choice for a wine on the market?

At the consumer level, if you are looking for a special occasion wine, a wider range of
wines is found in stores like World of Wine and Jumbo supermarkets. In contrast, low
differentiation supermarkets, like Lider offers less diversity of wines. It is noteworthy
that a supermarket’s physical location affects the diversity of products offered. A su-
permarket like Lider, usually offers increased product range if it is located in a high-
income area. Moreover, specialty shops generally have a expert advisors to guide the
customer's purchase. Expert assistance in supermarkets is less frequent.

Besides the aggressive advertising campaigns and semi-annual promotions, large
chain supermarkets like Jumbo-CENCOSUD and Lider-Walmart, have demonstrated
escalating consumer consumption of more valuable wines. These activities offer com-
munication rebates of up to 50%. Also, many wineries offer their own mega-promotion
conducted every year in different locations to increase awareness of wine from Chile.
This has contributed to the increase in consumption of higher quality wines. Specialty
stores are also showing this same trend, but with a smaller market share. Specialty
sales volume is very likely to increase, since in this type of transaction the customer is
buying for special occasions, and therefore seeks different wines. In contrast, super-
market wine sales with high and moderate differentiation require convenience, price,
fee payment incorporation, and large volume, particularly in the case of wine segments
that are less than $ 5/bottle. In general, these wines are marketed by large companies
(Concha y Toro, Santa Rita, San Pedro Tarapaca and Conosur). In specialty shops there
is room for different wines from smaller wineries that do offer large volumes, but do
offer consumers a wide range of wines. The Maule region has many small vineyards.
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ConcLubiNGg Remarks

Since the 1980s Chile has evolved into a major wine producer. There has been an
increase in production and exports every year. Moreover, there has been a change in
domestic consumption toward higher-quality wines, which has led to the development
of an increasingly sophisticated market that now distributes to specialized shops and
some supermarkets. It is easy to distinguish a highly differentiated wine supermarket
from other wine-oriented supermarkets that have a low differentiation but offer a very
attractive value for the money. On those grounds, consumers who wanted differentia-
tion preferred The World of Wine compared to Jumbo Supermarkets. Furthermore, the
study demonstrates a willingness to pay a little more (negative coefficient but of lesser
magnitude) in specialized stores compared to other markets. The study distinguishes
the analyzed agents in terms of the advice at purchase. Oenological developments
are creating more complex products, so consumers look for staff to help them in their
purchases. The study assesses the availability of parking, which is associated with
the demands of an urban lifestyle, and requires safe facilities. In the future, with an
increasingly competitive economic scenario, we will have to find new economies and
new ways to operate in Chile’s wine distribution channel, such as online sales, which
currently has a usage rate of around 1.5 to 2.0%.
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