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Learning to Export: The Adoption and Diffusion of Exporting in
Brazilian Agribusiness

ABSTRACT

This paper explores the process by which innovdiiaes in a sector adopt exporting as
a business activity, and how this idea spreads grotimer players. Not only the study
of the adoption and diffusion of internationalipatias a business strategy has received
little attention, but the study of such processesam agricultural research setting is
almost absent from the literature. To attain theeaech goals, a qualitative research
strategy with a longitudinal approach was used. pecd#ic experiment in an
agribusiness sector was selected for investigatidevelopment of grapes exports in
a region of the S&o Francisco Valley. This is d hegh-growth episode, with total
exports rising from $1.8 millions in 1989 to $107#lion in 2005. Data collection was
based on in-depth interviews with various playerd aecondary sources. The study
examined the role played by various actors, indgdbusiness and government
organizations, in the success of the experimerd, examined externalities, market
failures and spillovers in this process. Resultsistd the role played by the first mover
in the success and the speed of the diffusion psy@s well as the importance of well-

managed and balanced government intervention.

THE INTERNATIONALIZATION OF AGRIBUSINESS FIRMS

The internationalization of agribusiness firms inregion can be studied from the
perspective of the adoption and diffusion of inrtewas. The movement towards
international markets is seen as a process stanithgthe “discovery” of exporting and

its adoption by one or a few innovative firms armdet, in case the experience is

successful, the diffusion of this business expemimamong other firms in an



agricultural cluster. This conceptualization of imess behavior emanates from the
traditional research stream of Diffusion Reseaih,well as contributions from the

discipline of International Business, and from recgork in the field of Economics.

The most important stream of research on the phenomof adoption and diffusion of
innovations comes from the seminal work developgdEverett Rogers and followers.
Rogers published the first book compiling variouffudion research traditions, aiming
at stimulating a more interdisciplinary view of tpbenomenon of the adoption and
diffusion of innovations. According to him, the tef diffusion research are found in
European sociology and anthropology of the begipnif the 28 century. Rural
sociology was the research tradition that shap#dsiton research, showing the largest
number of studies (Rogers, 1995). Most studies, elvew looked at how scientific
results were transferred and implemented by farnasswell as at their adoption of
agricultural management practices. These studéesdatilook at how farmers in general
— individual settlers or agricultural firms — adegt business strategies, such as

internationalization.

The view of exporting as a process of adoptionrofrenovation appears in early work
in the international marketing and internationasiness literature, with the first studies
dating back to the 1960s and 1970s. The first stigeyntified was developed by
Simmonds and Smith (1967), using case studies, selaoched for the stimuli behind
the adoption of exporting as a business stratagy,faund external agents as the most
important factor in export initiation. Subsequentlyee and Brasch (1978) used
diffusion theory to explain the “rediscovery” of@xting by U.S. manufacturers. They
found empirical support for Simmond and Smith’s temtion that external agents
played a significant role in the adoption procefsexporting as an innovative business

strategy. More recently, Samiee, Walters, and DsiBb®93) addressed the issue from
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the perspective of the single firm, defining an@&xpnnovator or initiator as a firm that
showed a “self-induced desire to engage in expgrijp.11). The study determined the
existence of significant differences between expurbvators and non innovators in a
number of characteristics. In general, the autboreluded that export innovators were
more prone towards exhibiting “desirable” pattenifsexport behavior. Despite the
pioneering characteristics of these studies, tleeofigliffusion theory to explain export
behavior received subsequently almost no attenfitwe. lack of interest in the topic
might be explained by the fact that the processaddption and diffusion of an
innovation must be seen in the context of a grolupctors, and not as an individual

phenomenon.

In the field of Economics, the work of Hausmann asdociates focused on how the
“discovery” of new export activities by firms coulde associated to high-growth
episodes in a country. They found from an exammmadif cross-country economic data
that such episodes often had an idiosyncratic eatuarying from one situation to
another (Hausmann, Pritchett, and Rodrik, 2004g Tiscovery” of the exportability
of a given product by a firm, in their view, had amtraordinary importance in
economic development, but they believed that “..apreneurship of this type...will
typically be undersupplied, and economic transféionadelayed” (Hausmann and

Rodrik, 2003, p.605).

The authors suggest that potential entrepreneurdeireloping countries could be
compared to potential innovators in developed aesitas the returns on investments
demanded to learn what a country is good at produaould not be entirely
appropriated. Nonetheless, they stressed that thacenitial difficulties are tamed by
the pioneers, imitators may come along almost imately, washing away first

movers’ profits. Hausmann, Hwang, and Rodrik (2G02) further suggested that, once

4



a firm successfully developed a new export actjvitiythe project is successful, other
entrepreneurs learn that the product in questionbeaprofitably produced and emulate
the incumbent”. The authors concluded that freeyeby competitors worsens even
more the situation faced by potential entrepreneéarsleveloping countries. Public
policymakers should thus be aware of such distustiostarting by encouraging

entrepreneurship in new activities but later Igttimproductive firms and sectors fail

Concerning the diffusion process itself, the litara is plenty of examples to clarify its
pattern. Diffusion research emphasized the role imfovators’ and adopters’
characteristics in influencing the speed of diffusi as well as of the perceived
attributes of the innovation itself. In additiorhet literature shows that the type of
innovation-decision, the nature of communicatioarutels available, the nature of the
social system, and the role played by change agentd significantly affect the rate of
adoption of an innovation (Rogers, 1995). The autileo indicated that “providing
incentives is one means through which a higherlle¥esocial organization, like a
government, community or a commercial company ceerteits influence on the
behavior of individual members of the system” (Rsgel995, p. 222). Another
mechanism of diffusion suggested in the literaiarthe turnover of skilled employees
who have acquired the necessary expertise on théndact, loosing such employees to
later movers proved to be one of the most releeantpetitive concerns faced by the
pioneers, as indicated by Hausmann and Rodrik (23repreneurial spin-offs are
another type of diffusion mechanism, although tlaeg sometimes described in the
literature as a sort of parasites or as a braimdram parent firms (Ferreira, Tavares,
and Hesterly, 2006). Geographic proximity may gdy a major role in stimulating the
development of interactions among players, andtelarate diffusion. These “systemic
interactions” — interactions among firms, or betwdéems and government agencies,
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universities, research centers, and other institsti- are often the motor of innovation,
facilitating the discovery and the diffusion proggsammavarino, Sanna-Randaccio,

and Savona, 2006).

Developments in the area of firm internationaliaatiin the last two decades
emphasized the role of social networks (Johanssdrivattson, 1988, 1992; Hakansson
and Snehota, 1995; Welch et al, 1998). Firms atestamd-alone actors, but they enter
exporting as part of a network of other firms (Bormsi, 1992). Despite these
conceptual advances, even network studies tendéxbkoat internationalization from

the perspective of a single actor, and firm mentbprén networks as part of the
entrepreneur’s social capital (e.g. Coviello andnkdy 1997; Blomstermo et al, 2004;
Jones and Coviello, 2005). Other research on n&svof innovators, although not
concerned with the phenomenon of internationabzatilooked at how inter-firm

networks are associated to the success of an itionyabut even the original

management studies on this subject “have focusedeaisions and prescriptions for

individual actors” (DeBresson and Amesse, 199B67).

In this paper, we examine the internationalizabbagribusiness firms in a region from
the perspective of the adoption and diffusion oiowations. In the case of agribusiness,
natural conditions tend to invite firms to copy leaather, since firms in the same
location tend to have access to similar resousiesh as soil and climate. Because of
this, it is often the case where not only firms mekneach other, but they also create
formal or informal cooperative organizations to ghase, produce, and take their

products to the marketplace.

Accordingly, this paper addresses the issue oatloption and diffusion of exporting as
a collective business strategy in Brazilian agribess. It is assumed here that the

adoption of exporting by firms follows the typicadoption and diffusion process, with
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a pioneering firm starting the process, and othersfimitating. The following research

questions guided the study:

* How does the adoption of exporting by a leadingbaginess firm in a region

occur?

* How does the diffusion process of exporting as sir®ss strategy occur within

the region?

 What is the role played by government and othempsripinstitutions in the

adoption and diffusion process?

METHODOLOGY

To attain the research goals, a qualitative rebestrategy was elected. A longitudinal
approach was used to examine the research proBleapecific experiment in an agri-
business sector was selected for investigationdéwelopment of grapes exports in the
Petrolina — Juazeiro region of the Sao Franciscey,aNortheast of Brazil. Data
collection included personal interviews with managef agribusiness firms in the
region, traders, members of cooperative assocmtigavernment officials, etc., and
secondary sources. A total of ten in-depth intevgievere conducted from June to
December, 2006. Each personal interview lasted dmwone and two hours. All
interviews were recorded and transcripts were mddesome cases, information
obtained from secondary sources and from personaiviews was in disagreement.
Several consultations with interviewees by teleghand e-mail were made to check
conflicting information as fieldwork and data are$y progressed. The analysis
proceeded in two steps: descriptive and analytiCale first — descriptive — step
included: (i) the preparation of a report, coveriggneral information on the case

studied and historical background; (ii) a detaitiescription of the process of adoption
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and diffusion of exporting as an innovation in #etrolina-Juazeiro region, including
historical information on the role of the leadinghf and followers; (iii) a descriptive
account of the role of support institutions, prezand public, in the process. The second
— analytical — step consisted of the understandihghe diffusion process and the

extraction of general conclusions.

THE PHENOMENON UNDER STUDY: THE DEVELOPMENT OF

BRAZILIAN EXPORTS OF TABLE GRAPES

Brazilian fruit exports boomed during the last tdecades. Total fruit exports increased
from $185 million in 1989 to $ 676.8 million in 260Grape exports have been one of
the most successful cases, having increased fro@® $illions in 1989 to $107.2
million in 2005. The region of Petrolina and Juazewhich is part of the S&o Francisco
River Basin, in the Northeastern states of Baht R@&nambuco, is responsible for this
export performance. Growers in Petrolina-Juazeicayced 95% of the country’s table
grape exports in 2005. In the region, over 600 gmwcultivated 6,000 hectares of
grapes, and hundreds of other farmers produced onabgnanas, coconuts,
watermelons, and other crops. These crops emplmg than 29,000 workers in the
region (Gomes, 2004). Since the early 1990s itimecane of Brazil’'s most successful
fruit exporters. Since then, the region has begmosig high quality fresh fruit to

several countries including Europe and the UnitedeS.

The region, described as an open-air greenhousehbyEconomistchanged due to
irrigation projects implemented during the sixt&exl seventies. Its good climate, state-
of-the-art irrigation system, and advances in lwlot®logy have allowed yields in the
area to be much higher than those of the Southeasgion of Brazil. These districts

are blessed with a continuous supply of sun, aB@@a0 hours, or 300 sunny days per



year, fertile soil, and low levels of humidity (dah, 2005). All these factors are
beneficial to certain crops, creating an environimesistant to plagues and disease.
Such favorable weather conditions enable farmetsatoest two to three times a year
and to supply the European Union during market wivgl particularly the month of

November, when production worldwide is low.
Background

The development process in the Petrolina-Juazegmm began in the late 1960s, when
this area was no different than most rural aredsartheast Brazil, underdeveloped, and
lacking basic infrastructure. Government infrastmue investments, particularly large-
scale irrigation projects (reservoirs, delivery aanand land settlement-like irrigation

schemes), triggered the region’s development.

Codevasf, a federal government agency createdotogie the development of the Séao
Francisco River Basin, carried out most of thesgjegts. In Petrolina — Juazeiro,
Codevasf expropriated land and implemented sixelgngjects. The expropriated land
consisted of lots that contained 6 to 200 hectaned,covered a total of 38,000 hectares
(Damiani, 1999). These lots were distributed tolbarad large farmers. Codevasf also
built irrigation infrastructure to channel waterorin the Sobradinhalam to each
individual lot, and facilitated credit and marketass to small farmers (Gomes, 2004).
The initial Codevasf's strategy was the establighinoé a tomato-processing industry
during the early 1980s. Yet, this industry turned to generate limited results and not

to deliver the expected development effects.

According to Damiani (1999), the state of Pernambu@s at the time the second
largest tomato producer in Brazil, and Codevasiddetto promote the cultivation of

tomatoes for industrial use. Codevasf attractedatorprocessing industries to the



region with the idea that producers in Petrolinaz&iro would use irrigation and thus
could obtain tomatoes during the off-season whendmato processing industry could
not purchase crops from other regions. Codevas ltmped to stimulate the industrial
development of the region. However, the conditithed gave rise to the tomato boom
changed dramatically during the late 1980s, andtidadly reduced these crops. A
series of factors led to its deterioration. Fitsie emergence of a new pest (hamed
“traca”) harmed tomato crops in 1988, leading toyvlew vyields and big losses.
Farmers were forced to use expensive pesticidas,ititreasing production costs, even
though the processing industry had supplied tedyicdl packages to target pests since
the early 1990s. Second, as a consequence ofdkiests, the trust relationship between
farmers and the processing industry deterioratddastly, the federal government
implemented lower tariffs for imports, which madaported tomato products more
competitive than domestic ones. The presence dbthato industry was crucial for the
Petrolina-Juazeiro region, for it played an impotteole in the learning process of the
production of irrigated crops. It was by this preedhat producers learned important

techniques that were later on applied to other exqrops.

The region was also an important melon producesrbdat became a leader in grape and
mango production. Yet, production problems duehw lieterogeneity of products and
the inability to guarantee a certain level of giyaled to a decrease in prices, and
production was interrupted. Grapes and mangoeskibeame the main export products
of the region. Investments in production beganrduthe 1980s, but it was only during
the late 1990s that exports started to grow dugheointroduction of seedless grapes.
The grape export growth trajectory was only intpted in 2004 mostly due to weather
fluctuations: strong and abnormal rainfall, and tiee of humidity levels, which
damaged some of the crops.
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THE DISCOVERY AND THE DIFFUSION PROCESS

The first firm to export grapes in the region wasti€, a Sdo Paulo-based cooperative
founded in the 1950s by Japanese immigrants that tha largest agricultural
cooperative in the world in the 1980s. Cotia begarwork in the Petrolina-Juazeiro
region in 1978, when it leased an area of 1,927%ahes (834 of them irrigated),

establishing 36 of its members from S&o Paulo axdrid (Damiani, 1999).

Cotia already had some experience exporting f(uitduding grapes) in other regions

of the country, but it was not the first to produgp@pes in the region. When Cotia
arrived in Petrolina — Juazeiro, Fazenda Mil&ad already been producing grapes for
the domestic market. These first attempts to predy@apes started in the 1950s, but
experienced several adaptation problems givendbem’s tropical climate. Molina, a

Spanish national, was in fact the first grower wdticate grapes in a large commercial
scale starting in 1958. Yet these first attemptsrdit generate an enduring cultivation

of grapes, neither the output was successfully eggo

Cotia was attracted to the region because of jtclimate, and of Codevasf's policies
aimed at bringing new firms to the region. In thed eof the 1970s, Cotia already
exported grapes produced in the S&o Miguel and Fido regions to the United
Kingdom and the Netherlands. Yet, this productioaswconstantly damaged by
excessive rainfall in those regions. Knowing thebyem, and with a South African
experience in mind, a British customer suggestatlttie cooperative should look for a

region with less rainfall.

Cotia had previous knowledge of the fruit productipotential of the Petrolina —

Juazeiro region. In fact, the cooperative had bougklon produced by two irrigated
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projects in the Northeast since the mid-1970s. dditeon, managers knew that the

region could produce table grapes all year round.

At the same time, Codevasf's officials were tryitogdraw potential investors to the
agency’s irrigation projects in the Northeast. @stisuccess was recognized all over
Brazil, and the cooperative was known as an impbeaporter of several agricultural
products (e.g., coffee, soybean, apples, and cames). It was also recognized for
buying production from affiliated farmers and swgsfally exporting their output.
Codevasf believed that Cotia could play a leadiote rin diversifying the crops
produced in its irrigation projects, not only intéina-Juazeiro, but also in the other
regions of the S&o Francisco Basin where the agevasy initiating new irrigation

projects. With this potential in mind, Codevasferéfd Cotia an irrigated area.

In addition, according to Damiani (1999), one of #trongest appeals to Cotia was the
possibility of its members’ children to own land time area. These young men were
interested in becoming farmers themselves, butdifidulties in finding low-priced

land in the S&o Paulo and Parana states.

Grapes were not the first product to be producetiexported by Cotia members in the
Petrolina-Juazeiro region. Its members first attiexhpthe cultivation of tomato and
melon crops in the region and failed for the reasearlier described. Tomato
production had been heavily promoted by Codevashénbeginning of the Petrolina-
Juazeiro development, but production and markeditions changed dramatically

during the late 1980s, and drastically reducedtipe of crop.

Melon production was started in the early 1980sabgroup of Cotia growers who
sooner became the main suppliers for the domestrkety and the only producers from

Petrolina-Juazeiro to export melon to Europe. Thigal success of Cotia growers and
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the good prices obtained for their fruit inspirdtler growers. The subsequent increase
in production attracted several exporters from $&mlo and other cities of the
Northeastern states. By 1984, Petrolina-Juazeirb thened into the main Brazilian
exporter of melon. But the entry of new producem®gt of them settlers from other
regions) brought a large variety of production teghes (e.g., different varieties,
application of several fertilizers and pesticides¢.). Accordingly, the quality of
production was very diverse, and the region produtiéferent types of melons, with
different taste. New problems arose, since it n@ispossible to assure the quality of
the melons exported, leading to a substantial dsere price, as bad quality fruit was
being shipped to Europe. In 1986, the price of meldecreased dramatically and
reached levels that could no longer cover expastscd his decrease in prices led to the
collapse of the crop and to the default of many Ikri@mers that participated in
government-sponsored irrigation projects. Melortication declined from 1987 on and
production never recovered to its original levéfelon production in the area covers

less than 1,200 hectares (Damiani, 1999)

It was at this point that Cotia got directly invetywith the cultivation of grapes in the
region. The main uncertainty Cotia faced with relgato grape exports was in
production. Even though grapes had already beedupeal in the region, many
problems still remained. Some producers were uretioet producing in sandy terrains.
The production technology had to be adapted (antirages to be adapted until today).
Initially, the grapes were too small and produtyivwas low. New levels of

productivity were reached due to the use of newgsses and new technology.

The first grape exports took place in 1985 aft@vmus attempts with other fruits. The
cooperative did not face many obstacles in margdtsgrape production. Cotia had a

long experience exporting agricultural output, utthg coffee, soybean, and fresh
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fruits like melon and apples, crops that its mersbaready grew in other regions.
Among the distribution channels utilized was areiinational office in Rotterdam,
established during the mid-1960s to market the erijve’s output in Europe. With
this office, Cotia was able to maintain a diredatienship with several buyers, who

often visited production sites in Brazil.

Since production was labor and technology intens@@etia's members had to hire
people and train them in order to properly culivtie grapes. This led to the creation
of a qualified labor force. One of the most impottgrowers in the region, Nelson

Costa, commented Cotia’s role in the region:

“Cotia was an inspiration for the region. They wed in the region and
contacted the families there. They hired and tchihese people, and the people
learned. COTIA began an extraordinary process: adut for the use of
agricultural techniques. These included pruning #red know-how to manage
the vineyards. Cotia’s contributions to the regiare outstanding. They
professionalized and provided a higher standaidioig to people of the semi-
arid Northeastern region of the country, who ptmrCotia’s arrival had lived

without any expectations of professional developiien

Cotia spread its experience and expanded the #graufrontiers of Brazil until 1994,
when it collapsed because of an overextended beraay and financial problems. The
group of producers in Petrolina-Juazeiro that werembers of Cotia created the

Agricultural Cooperative of Juazeiro (CAJ), whidhshpresently eighty members.

The Diffusion Process
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Other firms followed Cotia, as well as smaller loG@mers. But it was only in the
2000s, after Cotia had bankrupted, that the exppdif seedless grapes, introduced in

the end of the 1990s, led to outstanding exporvtiroates.

Cotia’s example was followed by many others. Astfismaller local farmers started to
cultivate grapes. In sequence, the region undenivemtimportant expansion periods,
one from the end of the 1980s to the end of the&d498nd the second from the end of

the 1990s to the present days, with the introdoaticseedless grapes.

The first period took place at the end of the 198@sen different companies were
attracted to the region by Cotia’s success. Thepeones that arrived and invested in
the region following Cotia were quite different rfinothose in other areas of the
Northeast. These were firms from other sectorsnipdrom industrial sectors, which
had capital, and an entrepreneurial vision of adpuce. Additionally, they had a strong
desire to export their products. By the mid-198@s, only the members of Cotia were
growing grapes in the Petrolina — Juazeiro redion,also six or seven other firms with
large farms. The quality of production of mostgwoers was very heterogeneous, each
one obtaining fruit of both very good and very paprality. The earlier failure in
exporting melon was a reminder that the same pnabl=ould emerge again, once many
producers with different product quality were expay to the same markets from the

same region.

Avoiding these potential problems would require pa@ting with other exporters to
work out a way of jointly achieving similar qualitgtandards in production,
classification, and packaging. Cotia managers cwmied that they would need to
become more involved in agricultural productiorh&p other farmers with production
technology, and to coordinate a joint effort witte tother exporters, by supporting the

creation of an association of fruit exporters. Aseault, in 1992 seven table grape
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producers created the Brazilian Grapes Marketingpgiation (BGMA). Even though,
BGMA'’s creation was Cotia’s initiative, the assdma was established as a special
division of Valexport, the association of the Saari€isco Valley Exporters, created in
1988. BGMA became part of Valexport to avoid havihgcisions monopolized by
Cotia. Despite of it, Cotia continued to play acaialirole in BGMA'’s evolution. Cotia
provided BGMA managers and information to help addrissues related to the export
of fresh agricultural products. In addition, BGMAad Cotia’s offices in Rotterdam,

taking advantage of the cooperative’s contacts witropean buyers.

BGMA played a crucial role since then in the exgpdwth of seedless grapes from the
region. Producers agreed to enforce certain qualiéydards, and designed a joint
production and marketing strategy. The idea wasvtod predatory competition and to
market a common brand. They also made joint cotstrédor transportation and
packaging materials and negotiated with the goveminnfrastructure investments in
the region. A brand name was developed under wthiehauthorized production of

BGMA members was sold in foreign markets.

Sound policies of quality control were adopted witbnalties to those who did not
comply with the rules. The production was sampled mspected by a quality control
team, following specific rules dictated by a qualihanual. Producers that did not
adhere to the standards set by the association negrallowed to export. (BGMA’s
president is proud to state that every producerditanot comply with the rules at any
point was penalized, regardless its political ini@ace.) Foreign buyers also monitored
guality and complaints in European and U.S. supgets. Distributors were informed
of any problems and this information was sent tavVBG which in turn informed the

faulty producers, that were then subject to prieegities.
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The first expansion phase started in the late 188@dscontinued throughout the 1990s,
with a rather slow progression. Macroeconomic comas, particularly the appreciation
of the Real, made exports less attractive duriegsécond half of the 1990s. A second
expansion started by the end of the 1990s, withinlreduction of seedless grapes.
These crops were extremely attractive becauseeif ltiigh returns (about three times
more profitable than the common grape). But theezewtechnological challenges to
overcome before the crop could be adopted. Embnagaalready been involved with
seedless grape (Thompson type) experiments in dlgh&mn regions of the country.
Some farmers imported samples of a seedless gpmmees developed in California,
and planted them in an experimental area with thantial support of Sebrae, the
Brazilian support service for small and medium-gieaterprises. Other entrepreneurs
planted seedless grapes at their own risk. By tigeoé the 1990s, after a trial-and-error
period, seedless grape crops in the region sucdeed® were responsible for an

increase of more than 1000% in the region’s exports

The production of seedless grapes during produgieniods different from those of
other producing countries was three times moreitplé than common grapes. With
this profitability prospect, the cultivated areatl region rapidly increased from 4,200
to 12,000 hectares. The region’s climatic condgiatiowed for a grape plant to begin
producing fruit within approximately a year and afhThis constitutes half the time a
regular grape plant would need to produce fruibther regions of the world. This
condition facilitated the learning experience andrnptted that the necessary

adaptations could be introduced at a much lowera risk.

The results were dramatic. Grape exports jumpeth fkdS$8.6 million in 1999 to
$107.2 million in 2005. During this period new fara came to the region, following

the steps of those already successfully establigierd.
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Today, BGMA is responsible for 60% of the regiogi®pe exports. The rest comes
from small and large producers that sell their paotsl to other exporters or directly to
importers. The association developed the North-Acaay Canadian, Russian, and
Spanish markets, and continues to carry out an rir@porole in opening new markets.
In 2006, it was negotiating with China. CurrenBBGMA encompasses 22 firms with
150 producers. In the last three years BGMA hasacocepted new members since,
according to its president, “BGMA’s main objectiie not to be the Sao Francisco

Valley’s main producer, but the best producer mahea”.

The Role of Support Institutions in the Process

The Brazilian government made substantial contigimgt to the development of the
Petrolina — Juazeiro region. The most importantegament agency was Codevasf (The
San Francisco River Valley Development Agency), ditber institutions such as Banco
do Nordeste (a regional development bank), Sehbitee qupport agency for smaller
firms), and Embrapa (the federal agricultural redeagency) also contributed to the
region’s success. Some of the government interwestiresulted from strategic

decisions, while others were indirect effects ef plolicies implemented.

There are four main ways in which Codevasf infllezhthe development of the region.
First, it was responsible for the construction leé entire irrigation infrastructure and
covered water costs for an extended period of timweder to increase the attractiveness
of the region to investors. Second, the instituipdayed an active role selecting and
monitoring agricultural firms that got establishéd the region, which included
attracting the pioneer firm. Third, Codevasf proetbthe diversification of cultures in

the region, and stimulated investment of high-vaxport crops. Lastly, the institution
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supported the creation of Valexport, the San FeaacValley association of exporters,

and the creation of BGMA, the joint export markgtassociation.

Codevasf attracted several firms to the region waigholicy of mixing large firms with
small producers in the distribution of land. Aseault, small farmers and larger firms
interacted, which in turn stimulated a shared legyprocess. Large and medium-sized
firms brought capital and technology to the regamd small farmers were able to
incorporate these technologies, and develop nepsci©@ctavio Damiani, a researcher
on the development of the region, highlighted inrgerview the diverse profile of the

firms attracted to the region:

“Several firms that were established in Petroliaane from other industries.
This means that they had capital but also had aésss vision. The traditional
Latin American businessman always wants the Stapay for everything. This
did not happen in this particular case. In thisec&ntrepreneurs from Petrolina
— Juazeiro were very open-minded. This was alsg weportant... Also these
entrepreneurs were aware of their reputation abbeaduse they made a living
from their exports. This is why they were concermngith not generating a
negative image. For example, they did not employdclabor and tried to
prevent strikes because they were aware that tbeskl lead to a negative
perception of them. So, | believe that the typemfepreneur that arrived to the
region was key in terms of the development of g#ggan. | believe, once again,

that Codevasf was very important in attracting ¢htgpes of firms.”

These actions meant a radical departure from thealupractices applied to the
management of land settlement projects in Brazil ather regions, where the main

beneficiaries tended to be landless farmers whqy a@nltivated traditional crops.
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Additionally, Codevasf created a competitive enmiment in the region as it had firms

competing for subsidies, and granted these to twiithethe best project proposals.

Another area in which Codevasf contributed was lionmmting crop diversification.

With the failure of tomato production in the regiddodevasf started to promote the
diversification of crops among individual farmensdafirms. Highly inspired by the

Chilean success, which was well known by the exeedeam of Codevasf, the central
offices of Codevasf in Brasilia created a task doirt 1986 with this purpose. The task
force organized workshops to promote high valueepeial crops with high export

potential such as grapes, mango, and banana. Mdsieovorkshops and meetings
organized were held in the cities of Petrolina dndzeiro. The main objective of these
workshops and meetings was to discuss possibildaied challenges of selling the
region’s agricultural products in foreign markeften, Codevasf would invite

international and local specialists to lecture dalmwide range of issues of interest to
exporters. Some of the issues discussed during theskshops and meetings included
the following: consumer tastes in specific expoerkets, rules governing imports of
fresh fruits in European countries and the Unitddt€S, and the organization of

agricultural markets in the main importing courgrie

Codevasf also stimulated the creation of Valexfyrtsupporting and advocating its
advantages, and by giving financial and technioglpsrt to the association during its
initial stages. The institution argued that groweegded an association for at least the
following powerful reasons: a) to collect inforn@tiand search for export markets; and
b) to press the federal government to carry ouicigs and other interventions that
helped fruit producers to export, such as investmaninfrastructure. Valexport’s role
in export development is however controversial. 8omterviewees believed that

Valexport played a fundamental role in promoting@sxs, introducing quality controls,
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and attracting public investments, but an importantepreneur in the region and long-
time member of Cotia argued that the most imporgéations in this direction, such as

the creation of BGMA, were more an initiative oftaahan of Valexport.

In addition to the role played by Codevasf, the alepment of agribusiness in the
region was also supported by the Banco do Nordesie,of the main public banks in
the Northeastern region. The bank had an instrusheote in providing credit to
farmers, but was also actively engaged in technotagnsfer. According to Damiani
(1999), at the same time Banco do Nordeste wadviestan the process of providing
credit to firms and settlergvhich enabled them to grow perennial crops, i alsted as
an intermediary in the transfer of technology bemvéhese players. This process was
associated to the Bank’s credit application processch required firms applying for
credit to detail the technology to be used in tipeojects. At the same time, the Bank
required that small farmers used the same techmsldbat large firms were using in
order to grant them credit lines. Bank officersenfvisited these firms to assess the
status of the different project proposals, becomihg first to know about new

technological advances by firms in the region.

Embrapa had a minor role in the export developroéiseedless grapes. The Embrapa
office in the region was focused on products fan-iragated areas. Only by the end of
the 1990s Embrapa Semi-Arido division re-evaluatsdpriority list, and started to
develop research on irrigated agriculture, beconaatyely involved in the study of

export crops.

ANALYSIS

Grapes production in the Sao Francisco Valley Wwagsésult of investments of existing

firms from the Southeast and South of the countryrésponse to government
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incentives. The development of the Petrolina — duwazegion is in fact a rare example
of a joint effort by public and private actors. $tpartnership led to the successful
development of a region now considered an oaswgealth in the Brazilian Northeast,
the country’s poorest region. The public sectorpmmans of Codevasf, played a crucial
role in creating infrastructure, attracting leadifigns, and diffusing knowledge
throughout the region. Additionally, companies wstienulated to continually invest in
more profitable crops and in supporting the creatid an association that would
promote the sector’s interests in exporting. Yktthe aforementioned efforts might not
have succeeded, had it not been for Cotia, theepiooooperative enterprise that acted

as an important catalyst in the whole process.
The Nature of the Innovation and the First Mover

The innovation was the development of table grapesnew agricultural region to be
exported. Grapes cultivation already occurred i@ 8outh of Brazil, but typically

grapes were not exported, because of a lack oftogpuompetitive advantage, and the
fact that the domestic market could absorb the ywton. There was almost no
tradition in Brazil of exporting table grapes, eptén very specific cases. The first
mover was one of the very few firms with a histofysuccessfully exporting grapes and

other fresh fruits from the country.

There had been an experiment of producing grap#seimegion before Cotia’s arrival,
original production of grapes in the area — befoo#ia’s arrival to the region — was not
but these initial efforts were not very successiod did not include any relevant
breakthroughs that led to subsequent developmiéotghis reason, there is a consensus
among interviewees that the first mover was in @atia. Its main role in the discovery

and diffusion process included:

22



» torecognize the region’s potential for export &op
» to adapt technology to the region’s climate;
» to develop foreign markets; and

* to disseminate to other growers its production rieplres and its international

marketing knowledge.

By means of these actions, the cooperative led gtoavers in the region to generate a
very successful agricultural cluster. Cotia plagel@ading role in the export success of
Petrolina — Juazeiro, as expected by Codevasf. eMbylerating in the region, the
cooperative demonstrated the export potential efrégion and also trained the labor
force in the production and marketing of agricudtysroducts, opening up markets for
other producers. It played a very important rolethe diffusion of technical and

commercial knowledge.

Cotia was already an outstanding organizationetithe of its arrival in the Petrolina —
Juazeiro region. Started in S&o Paulo by Japamesegrants, it became the largest
agricultural cooperative in the world in the 198@espite its giant size, Cotia’s
managers were quite entrepreneurial. These chastit® were of paramount
importance in the success of this business exprjenainly because it was the only
firm with technical and marketing know-how that e useful in the project. Also,
the first mover was willing to share its know-howttwother firms in the region,
forming a very successful joint export cooperatgreup. The reasons why the first
mover was so ready to cooperate derive from a pusviailure with another crop in the
region attributed to lack of cooperation among gemy and to its own nature as a
cooperative. In fact, the concept of cooperativisciudes the idea of sharing and of
joint action.
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Cotia became the first mover for three specific aasily identifiable reasons:

» The cooperative was searching at the time for a ax@a, with a dryer climate,

to plant grapes;

« There was an interest in developing new cultivatemeas to expand the
agricultural frontier and give the younger genematof the members’ families

an opportunity to own their own land;
* The cooperative was contacted by Codevasf, whitdrext attractive incentives.

Cotia pioneered several other initiatives in thegamsion of Brazilian agriculture.
Another example of its pioneering role can be foundsoybeans production in
Barreiras, Bahia, which is considered one of the agricultural frontiers of soybean
production in the country. It also played an impattrole in apple production in Santa

Catarina, the country’s main apple exporting state.

Cotia did not have to face any marketing difficesti since it already had an office
outside Brazil, and had accumulated experiencenoty years in the exporting of fresh
agricultural products. In fact Cotia had a tradoampany that operated all over the
world. Main difficulties faced by the cooperativance from technical problems, related
to the management of the soil and the adaptatigrage varieties to the region. These
were dealt with by trial-and-error, and by the sfen of technology and know-how

obtained in other areas of the country.

Cotia did not survive to the turbulent Braziliansmess environment, and went
bankrupt in 1994. Main problems were its excesdieeaucracy, combined with
inadequate financial management practices. Beiogpaerative, Cotia could disappear
without the loss of its various achievements indfgdcultural area. In the specific case

of Cotia members in the Petrolina — Juazeiro regtba evidences collected in this
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research suggest that they strongly benefited ttearcooperative’s initiatives, and did
collect the awards for their entrepreneurship i& Betrolina — Juazeiro region. They
reorganized in a much smaller cooperative, The ddfiral Cooperative of Juazeiro,

that continued to act in a similar manner.

Characteristics of Followers and their Strategies

Firms that entered the new cultivation area ofdie@ — Juazeiro, with the exception of
the first mover, did not have previous experiend#h whis agricultural product, or in

some cases, with agriculture at all. There werdachlg two kinds of followers:

individual settlers and firms. Individuals settlevere typically people from the region,
but sometimes also from other parts of the coumspecially from other regions of the
Northeast. These farmers did not have much techkincav-how to be used in irrigated
agriculture, and strongly benefited from the asstomn with larger firms. Larger firms

came from outside the region, mostly from the Saautd Southeast, and were from
various sectors. These companies were carefulgctwsl by Codevasf, and brought
capital, technology, and management know-how thatewater transferred to other

firms in the region.

Imitators used exactly the same strategies as itee rhover. The main producers
decided to standardize their production and to ldgv@int export marketing activities
in order to increase their export potential andigwvoegative spillovers from one

operation into another.

The first step was product standardization, conimath rigid specifications and
guality control mechanisms. Once production prastiwere standardized and growers
were getting essentially the same product quatitg,next step was to develop a joint

marketing strategy. Marketing and sales were achrbg BGMA, the joint export
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marketing association that was put together byaCwith the support of Codevasf. In
fact, one of the major contributions of the firsbwver was the transfer of marketing
know-how to other firms, by means of BGMA. Not ortlye first mover shared its
marketing know-how, but it also shared its expoarketing facilities with BGMA. In

addition, a brand name was created to serve asrdmmella for the products of all
BGMA members. This brand name — Copacabana Goktarbe a synonym of quality

for foreign buyers.

Externalities, Coordination Issues and Spillovers

The failures experienced with previous crops — tonand melon — were important
learning experiences. The earlier failure with etpg melon motivated Cotia
managers to make a joint effort to avoid similaslppems, leading to the creation of a
growers’ association to resolve collective problearsd commercialize the crops.
During the 1990s this association played a crughd in expanding exports from the
region. BGMA is perhaps the biggest success cagardfexport marketing groups in
Brazil. Additionally, the cooperation between grosveand public institutions was
decisive to the success of exports. All these catpe efforts were promoted by the
pioneer firm and stimulated by Codevasf. Produgessee aware that cooperation was
important in order to succeed because their pripesences had proven that success

was unattainable without cooperation.

Spillovers were mainly the result of Cotia’s efotdb promote collective action and its
efforts to train local workers in the use of agltoral techniques. One of the major
positive spillovers, in fact, was the emergenceaofvell-trained and better paid
workforce, different in almost every regard frone ttypical agricultural worker of the

Northeast region of Brazil. Codevasf itself actvstimulated spillovers from firms to
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local settlers, under the form of technical andketing know-how. This was achieved

by mixing together the two groups.

Institutional Responses

Public institutions, mainly Codevasf, but subsidjaBanco do Nordeste and Embrapa,
had a major role in the development of grape espfydm the Petrolina — Juazeiro
region. In summary, Codevasf’s actions had a p@sithpact on the development of the

region because of three aspects:

e It provided the necessary incentives to attractemdl investors with an

interesting profile to the region;

* It stimulated these newcomers to bring capital taathnology and share their

knowledge with locals;

» It applied effective selection and control mecharsighat stimulated production,
penalized speculation, and delivered highly competeroducers with an

entrepreneurial mind-set.

Government intervention was blessed with a rarebooation of the right amount of
incentive with the right amount of intervention.efmost important government actions
included investments in infrastructure, especialyrigation, and subsidized water cost
for an extended period of time. In addition, thevegmment development agency in
charge of the project used a very effective stsategattract and select candidates to
participate in the project. The firms selected lgiducapital and management know-
how. The first mover brought the technical and reairlg know-how necessary to
export fresh fruits. The development agency alsomd the transfer of know-how
from the newcomers to the local farmers, by miximgr lots in the region. Finally, the

agency supported and stimulated cooperative efforteng growers. Government did
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not protect weak players: firms that did not complth the norms received penalties or
were excluded. This type of government actions p&gthto develop a sector that
remained extremely competitive, even after govemtmsupport was reduced or

eliminated.

FINAL CONSIDERATIONS

The cultivation of grapes in the semi-arid of th@oS-rancisco Valley was a very
successful experience for several reasons. Ritracted already established large and
medium-sized firms from the South and Southeagt@tountry, which brought capital
and management know-how. Second, among these finmeswas the first mover, and
couldn’t have been better selected by the goverhahevelopment agency in charge of
the irrigation project in the area. It was the i@ in Brazil at that point that had the
capital, the resources, the technical know-how, #rel specific export marketing
experience that was needed to make the projectessitt. Third, the development
agency was patrticularly careful in mixing the pithaireas that were distributed to local
settlers with the larger areas allocated to thadjrin order to facilitate the transfer of
know-how, a practice that is considered by expertgyricultural development as a key
factor in the success of diffusion. Moreover, tlendfits of this successful economic
experiment were extended to the local populatiohjclv profited from a general
improvement in income, education, and social stéfusally, government intervention
was not directed towards protecting inefficient& in the longer term. It was later

substantially reduced, permitting these sectolsttmme fully competitive.

On the negative side, despite the success of thgegrexperiment in the semi-arid,
economic development was encapsulated in a snel and did not really change the

economic and social landscape of the broader regioa extent of spillovers was also
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quite limited. This is why we called this businesgperiment “an island of prosperity”
in an environment that remained essentially pdtmpagh other successful experiences
existed in the San Francisco Valley, such as thigvation and exportation of mangos,

and the cultivation of grapes for the productiorspérkling wine.
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