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1 INTRODUCTION

This report presents the results of the Study on the competitiveness of European wines.

The aim of the study is to build on the current position of European wines in the key world markets to derive
conclusions on how to further advance the policy objective of improving their competitiveness. The study
analyses the development of EU wines competitiveness and identifies the key factors of competitiveness in
the most important consumer markets where EU wines enter in direct competition with third country wines.

The study focuses on still wines and distinguishes between two business areas: bottled wine and bulk wine.
The analysis also distinguishes wines by price/quality segments and wines with Geographical Indication and
without, including varietal wines.

The study examines in detail seven case study markets: China (including Hong Kong), Japan, Russia, USA,
Denmark, Germany and the United Kingdom.

The main EU competitors considered in the study are New World Countries (NWC): Argentina, Australia,
Chile, New Zealand, South Africa and USA.

The study period is up to the horizon 2025. In order to assess past and current development of the
competitiveness of European wines, data from 2000 onwards are analysed.
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2 OVERALL APPROACH TO THE STUDY

This chapter presents the overall approach to the study based on the work carried out, comprising the
development of the theoretical framework, the definition of the empirical approach to the study (i.e.
methodologies and analytical tools), the data collection and validation.

The study develops around three Themes:
e Theme 1 — Development of the competitiveness of EU wines (past and prospective)
e Theme 2 — Identification of the key factors of competitiveness (both EU and non-EU wines)
e Theme 3 — How to improve the competitiveness of EU wines.

In consideration of the fact that “The general aim of this study is to provide the background knowledge on
the key factors and mechanisms behind the development of the competitiveness of European wines, and to
assess how to further improve it both inside the EU market and in main third country markets vis-a-vis the
competition from wine-producing third countries”, the development of the empirical approach to the study
has required, first of all, the definition of the theoretical framework, the scope of the study and the field of
analysis:

o A definition of what is meant by wine competitiveness that takes into account the overall objectives of
the study, the complexity of wine markets at the international level, the implications for the collection of
relevant data and implications for analysis in the present study;

¢ The identification of the main competitors of EU wines on the most important world markets;

e The definition of the different types of wine products on which the study must focus (i.e. product
coverage);

e The identification of the most important world markets where EU wines compete with wines of other
origin (i.e. main competitors) on which to focus the analysis. In this respect, the overall analysis based
on official trade statistics covers the most important markets for EU wine exports (bottled and bulk
wine), whereas more in-depth analysis focuses on selected Case Study countries (see following §2.4).

The following sections of the present chapter illustrate these four key elements of the study.

2.1 DEFINITION OF COMPETITIVENESS AND IMPLICATIONS FOR ANALYSIS

Competitiveness is defined as the ability of a system to sustainably produce and sell goods and services on a
given market, in such a way that buyers prefer these goods to those offered by competitors.

The goal of competitiveness in a specific market is the consolidation or increase of market share while
maintaining an adequate return. In expanding markets the goal is achieved with sales growing at a higher rate
than that of the total market and of competitors, and in declining markets with sales decreasing at a lower
rate than that of the total market and of competitors. In this sense, competitiveness reflects the ability of the
system to respond to a combination of market conditions originating from intermediate market actors
(distribution) and final consumer markets.

Furthermore, the analysis of a "specific market" needs to distinguish between:

a. the overall country-market (i.e. the wine market in China, Russia, etc.) and

b. within country-markets, as different segments exist. Each market segment generates an independent
competitive system and a specific structure of success factors that differ from segment to segment. The
intensity with which firms respond to these success factors helps to define the degree of competitiveness
(and therefore the level of market share).

The distinction of different market levels means that the concept of competitiveness (and its improvement)
needs to be analysed according to two dimensions:

1. The competitiveness of wines originating from different country-systems competing on a certain market
(e.g. competitiveness of EU wines versus Australian wines on the UK market, etc.);
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2. The competitiveness of EU wine businesses (production and distribution) in comparison with the
competitiveness of non-EU wine businesses, both operating in a certain market or market segment.

In general, the first dimension cannot be separated from the second, as the result of the implementation of
strategies and operations of companies seeking to increase their competitiveness on a given market / segment
(in essence, to increase their market share) helps to determine the overall competitiveness of country-
systems. In conclusion, the growth of market share is the final expression of the objective of improving
competitiveness.

It must be taken into account that the globalisation of the wine market, together with the evolution of the
industry structure towards increasing concentration, potentially makes the analysis of the competitiveness of
EU wines relative to wines of other origin more complex. In fact, the extension of product portfolios (or
brand portfolios) by global companies (mainly Australian and American, but also European) and the
development of commercial networks that distribute both New World and EU wines are more and more
commonly used strategies. For these companies, the goal is acquiring and maintaining presence (market
share) in a specific market segment through supply of a wide range of different products and brands - all
managed by the same company. Thus, the product origin does not matter as much as the product’s ability to
enter into the strategic plan of the company (i.e. product/market positioning strategy). In this sense, the focus
is on the competitiveness of EU versus New World wine businesses rather than on the competitiveness of EU
wines relative to New World wines.

2.2 IDENTIFICATION OF MAIN COMPETITORS OF EU WINES AT THE INTERNATIONAL
LEVEL

Following the definition of competitiveness, the next step has consisted in identifying the wine producing /
exporting countries whose products enter into direct competition with EU wines on the most important
markets worldwide. The main competitors of the EU on international wine markets can be thought of as
belonging to the following main groups:

o New World Countries (NWC) This group counts the 8 most important wine producers worldwide (i.e.
besides EU member states): Australia, South Africa, New Zealand, Chile, Argentina, the United States,
Canada and Uruguay® (NWC8). NWC8 are the most important wine exporting countries after the main
EU wine producers (i.e. France, Italy and Spain) and their wines represent the main competitors of EU
wines on the most important world markets.

e Western Balkans wine producers comprising Serbia, Kosovo? Bosnia-Herzegovina, Montenegro, the
former Yugoslav Republic of Macedonia (fYRoM) and Albania. The inclusion of these countries in the
analysis finds its motivation in their prospects of eventually becoming EU member states and the
strengthening of regional cooperation®. In particular, fYRoM is the leading producer/exporter of the
region (albeit predominantly exporting wine to other Western Balkan countries, in particular, Serbia and
Bosnia-Herzegovina). A steady flow of bulk wine from fYRoM is directed towards Germany, however
such exports do not represent altogether important volumes nor value.

o Other wine exporting countries that are relevant for certain analysed markets. For example, the inclusion
of Caucasus wine producers/exporters in the analysis, in particular Georgia (the leading wine producer /
exporter of the region), is only relevant to Russia and finds its motivation in the embargo on Georgian
wine imports imposed by Russia in 2006 as a result of conflict between the two countries. The embargo
led Russia to import from other countries, including EU Member States. At the same time, Georgia
diverted its exports to other consuming countries since 2006. The lifting of the embargo on Georgia’s
products in the summer of 2013 could change again the composition of Russian wine imports. However,
it is argued in the literature that Georgia’s wine exports may not be able to reach pre-ban levels as the
Russian market has become more competitive since 2006, with stronger presence of local, Western

! However, Uruguay and Canada’s exports are rather limited and/or highly specialized in specific products (e.g. lce wine for
Canada).

2 This designation is without prejudice to positions on status, and is in line with UNSCR 1244 and the 1CJ Opinion on the Kosovo
Declaration of Independence.

% In this respect, the Central European Free Trade Agreement (CEFTA), in force since November 2007, aims to attract investments,
foster intra-regional trade and integrate the region into global trading. In this way it supplements the trade integration initiated by
the SAAs and autonomous trade measures.
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European and South American wine brands. Similarly, wine exports from former USSR countries such
as the Ukraine and the Republic of Moldova are only relevant for the Russian wine market.

¢ In the country markets where this is relevant, the analysis also considers domestically produced wines
among the main competitors.

2.3 PRODUCT COVERAGE

The observation of statistical data has shown that the competition arena practically only concerns still wines,
as for other products (sparkling wines and liquor wines) the EU operates in a quasi-monopolistic regime
(over 90% market share) both on domestic markets and on export markets. With regard to these two types of
wine, market competition only involves EU countries.

As the aim of the study is to assess the competitiveness of EU wine products compared to products from
third countries, the study focuses on still wines intended for human consumption.

Furthermore, the analysis takes into account different product types:

e Quality: wines with geographical indication (PDO and PGI European wines and similar denominations
of origin that qualify wines from third countries), wines Without Geographical Indication (WGI)
including varietal wines;

o Type of packaging at retail: bottled wines and wines in larger containers such as bag-in-box, brick, etc.;

e Price: price ranges based on IWSR market data (§2.5.3) and on a survey of online wine retailers (Web
checks - see §2.5.4) and price/quality segments (Entry level, Medium and Top range) used to collect the
informed opinions of key market players interviewed in the case study countries (see §2.5.1).

The issue of prices / price-based segments’ comparability across countries was carefully considered in
the analysis, in order to avoid misinterpretation. In fact, wine purchase prices in different countries (and
therefore the price range within which a particular wine falls) are influenced to varying extents by the
following factors:

- Differences in logistics costs (i.e., transportation, insurance, etc.);

- The different magnitude and methods of calculating taxes: import duties, VAT, magnitude and
system used for excise duties (whether excise duties are applied and if they are calculated ad valorem
or per litre);

- The different magnitude of profit margins to importers, distributors and retailers.

In reason of such differences, the same wine could fall into the Entry level in Germany (where no excise
duty is applied) and into the Premium segments in the United Kingdom (where excise duty is about
2£/0.75l).

Nevertheless, preliminary analysis showed that the comparability problem arises in particular for low
priced wines (ex-work price), while differences between country markets decrease for increasing ex-
work prices.

In the course of the development of the methodological approach and during data collection it was confirmed
that it is of paramount importance to clearly distinguish between the two business areas of bottled wine and
bulk wine, as described in the following section.

2.3.1 Import markets for bottled versus bulk wine

Two distinct international trade markets for wine exist in which different trade partners and market players
are involved and the key factors of competition may significantly differ:

e Wine traded already bottled and labelled;
e Wine traded in bulk.

In most wine importing countries both markets for imported bottled and bulk wine exist. Bottled wine is
clearly identifiable in terms of its origin, winemaker, brand, etc. whereas bulk wine is a commodity that can
be used in different ways and marketed differently, depending on the import market.

STUDY ON THE COMPETITIVENESS OF EUROPEAN WINES 14



Import of bulk wine has different market implications depending on its destination and use. For example,
wine can be imported in bulk for cost-saving purposes and then labelled by the original producer or by food
retail chains (retailer labels). In other cases though, bulk wine imports are used by local wine makers for
blending with domestic wines. Since the resulting products are labelled and marketed as domestic wines,
such imported wines lose their original name and character. In some country markets, however, both cases
can be found.

For these reasons, it is important for the analysis to distinguish between wines traded in bottles and in bulk.

2.4 SELECTION OF CASE STUDY COUNTRIES

The execution of the present study required the choice of key consumer markets (EU and non-EU) on which
to focus analysis. Besides the five markets which we were explicitely invited to examine (i.e. USA, Russia
and China - including Hong Kong, outside the EU; UK and Germany, within the EU), we have analysed
Denmark and Japan as additional case studies.

Besides the sheer size of each country market in terms of total wine consumption, the choice of case study
markets was based on two specific criteria to assess their relevance as key consumer markets:

o |Intensity of competition, measured in terms of changes in market share of EU wines on the most
important import markets over the last decade.

o Demand trends, measured in terms of percentage change in total wine imports over time to assess
whether consumer demand is on the increase, stable or declining (i.e. to identify markets with growth
potential).

These two criteria were then complemented by other available information, such as the results of the recent
“Evaluation of Common Agricultural Policy measures applied to the wine sector” (2012)".

The choice of Japan and Denmark was also justified by further considerations developed during data
collection:

e The Japanese market presents a somewhat dual structure, as it emerges from review of the literature and
interviews with key market players. On the one hand, this market is sensitive to quality wines for which
image and prestige are very important attributes. Quality wines at the top of the price range are mainly
consumed at restaurants and purchased as gifts. The “gift culture” appears to be quite important in this
country, as the Japanese exchange presents in many occasions. According to interviews, premium and
luxury wines are often used as presents and for this scope French wines are perceived as the most
prestigious, followed by other Old World wines. On the other hand, as wine consumption has become
more widespread across geographical areas and social classes and increased at home in accompaniment
to meals, the market for Entry level and Medium range wines has developed. In these markets (lower
price/quality) NWC wines are very competitive.

e Although not a wine producer, Denmark has developed a dynamic wine export business, taking up a
role as an important wine trading centre or simply a transit platform for imported wine, both in bulk and
bottled. The EU holds a dominant share of the Danish market for imported bottled wine, whereas NWC
wines hold a slightly larger share of the bulk import market. Bulk imports comprise wine actually
marketed in bulk and directed to packaging facilities (mostly to be packaged into Bag-in-Box - BIB) and
wine already packaged in Bag-in-Box (therefore, in containers >2It). The wine bottling industry is well
developed in Denmark (e.g. Globus Wine is one of the largest BIB filling facilities in Northern Europe).
The bottling industry serves both foreign producers selling wine in BIB to supermarket chains, and the
same supermarket chains that import bulk wine directly. The near totality of re-exports of bottled wine
and BIB is directed towards Germany and Scandinavia (within the EU, Sweden and Finland; and
Norway).

A consideration was initially made on whether, depending on market size and structure (i.e. demand more or
less concentrated and more or less homogeneous in different geographical areas), it would be more

* See Chapter 7.3 of the Final Report of the “Evaluation of CAP measures applied of the wine sector” (COGEA - October 2012).
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appropriate to concentrate the analysis on representative regional markets in the largest case study countries
(USA, China and Russia), as undifferentiated analysis over entire countries may be less significant.

Initial analysis of (a) characteristics of different markets at sub-national level and related wine consumption
trends, (b) strategic location of most important import/trading companies and main entry points for imported
wine and (c) identification/first contact with key market agents in important regional markets, whom we later
interviewed (wine importers; distributors; Off-trade; On-trade), led to identify the geographical areas of
interest:

o USA - East-coast states: New York, New Jersey, Massachussets, Maryland, Connecticut, Pennsylvania
and Florida; Other areas: states of lllinois, Ohio, Michigan and Texas.

US demand for imported wine is mainly concentrated in the East-coast states and less in the Central and
Mid-west states. Overall, East-coast states from Maine down to Florida account for over 50% of the
total. On the West-coast, California is the largest wine market in absolute terms, with however a smaller
share of imported wine, as consumer preference is rather orientated towards California wines. In all
main US markets, wine consumption is significantly concentrated in the largest metropolitan areas. In
this respect, besides East and West-coasts, wine consumption has reached appreciable levels and could
potentially further develop in Illinois (Chicago) and, among the Sunbelt states, in Texas;

e China - Eastern regions of Jiangsu, Shanghai, Zhejiang and Fujian; South-eastern province of
Guangdong; North-eastern provinces of Liaoning, Hebei and Shandong; Beijing and Hong Kong.

China's demand for imported wine is concentrated in regions where per capita income is high and
distribution networks are better developed. In particular, the largest wine markets are found in the
Eastern regions concentrating about 50% of total wine sales, in the South-eastern province of
Guangdong (bordering Hong Kong) and in the North-eastern provinces.

o Russia - districts of Moscow and St. Petersburg, exploring also a couple of smaller districts (Rostov,
Nizhny Novgorod, or Yekaterinburg).

Demand for imported wine is very much concentrated in the districts of Moscow and St. Petersburg,
accounting together for approximately 85% of total national wine consumption. Overall growth of wine
consumption together with the development of distribution channels should foster a more homogeneous
geographical distribution of wines, reaching also other smaller urban centres.

Interviews with key economic actors operating in the wine sector were used to collect information about
possible regional market differences (current and prospective) with respect to preferences for different types
of wines of different origin.

However, no significant regional market differences emerged for the US market. It appears from the
interviews that, in terms of wine origin, the range of wines distributed is very similar across the examined
States (i.e. European wines, NWC wines and domestic wines reach pretty much all regional markets), then
there are broad regional differences in preferences for EU wines versus domestic wines (mainly from
California) versus wines of other origin. These broad differences have been reported in the US case study
monograph. What probably changes more significantly is the distribution at State level of different brands
besides those controlled by the “big players” (e.g. Gallo, The Wine Group, Constellation, etc.).

Similarly, interviews in China and Russia did not identify any specific regional market differences. The main
differences concern urban versus rural areas and the largest metropolitan areas versus smaller-size cities and
appear to be overall related to the degree of development of the wine market in these countries and to the
structure of distribution channels/networks for imported wines.

2.5 DATA SOURCES AND LIMITS

This part of the report is dedicated to illustrate the data sources used to collect all quantitative and qualitative
information that constitutes the basis for analysis of the three proposed study Themes. Data were collected
from a variety of sources:

e primary data collected through in-depth interviews with key economic actors of wine supply chains in
the seven case study countries;

o official statistics (international, EU, national). With respect to trade statistics: Comtrade and Comext;

e commercial databases specific for the wine market in the selected case study countries;
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¢ on-line wine data (wine types, brands, prices, etc.) collected through Web checks in the seven case study
countries.

e published market reports from different sources, commercial and non-commercial: national/international
wine councils and other bodies, national trade offices, market intelligence, etc.;

o scientific literature (studies, reports) and policy documents (international, EU, national and regional, if
available);

The following sections describe in further detail these sources and the type of data collected.

2.5.1 In-depth interviews with key economic actors

Primary information from key economic actors operating in the wine market of the case study countries was
collected through in-depth interviews. Interviews have been carried out using guidelines designed to record:

e Spontaneous opinions of key economic agents on a range of topics all related to past, current and future
competitiveness of wine products and their suppliers on the examined import markets;

e “Quantitative” judgments (e.g. scores, ranking) on the basis of a concise questionnaire concerning 1) the
factors of competitiveness characterising EU and non-EU wines and 2) the factors of competitiveness
characterising wine suppliers, and their order of importance in specific markets/segments.

Furthermore, interviewees were asked to express their opinions and judgments distinguishing between
different market segments. In order to simplify as much as possible the market segmentation, we considered
the following broad three segments:

o Entry level (bottom end of the market, low price/quality wines);
e Medium range (medium price/quality level);
e Top range (top end of the market, luxury wines, high price/quality level).

These broad definitions were given to the interviewees, who were then asked to confirm whether such a
segmentation scheme applies to the market they operate in.

Separate guidelines were designed to collect information about wine imported already packaged and wine
imported in bulk.

The information, views and opinions collected through the in-depth interviews with key economic actors
have been reported in case study monographs and represent key information used for analysis.

2.5.1.1 Key economic actors

Given the focus of the study (i.e. the ability of EU wines to reach consumers in different segments in the key
markets in comparison to wines from third countries, and thereby generate value added for the EU wine
sector), the analysis is centred on the final stages of the supply chain (trade and distribution, both wholesale
and retail). This seems appropriate given that in the wine sector the "global value chain™ is more and more a
"marketing driven chain”.

Therefore, the data collection focused on the economic actors who have (direct or indirect) relationships with
the end market, whose interrelationships (of interests and behaviours) drive strategic decisions concerning
the products to offer to the consumer, namely EU wines versus NWC wines and wines of other origin.

In each case study country market the interviewed economic agents carry out one or more of the following
activities:

e Wine production

e Import of packaged wines

e Import of bulk wine

¢ Bottling/labelling of imported bulk wine
e Wine trade

e Wine wholesale distribution

e Wine brokerage
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¢ Retail sale (food retail chains, specialist wine stores/chains)
e On-trade sale (restaurants, wine bars, etc.)
e Online sale

A total of 72 interviews were carried out across the seven case study countries (China/Hong Kong, Japan,
Russia, USA, Denmark, Germany and the United Kingdom).

2.5.1.2 Limits of in-depth interviews

Information gathered through interviews suffers from the limitation of representing the opinions of
interviewed individuals. Again in relation to interviews, we encountered difficulties in finding information
about uses and destination of wine imported in bulk. None of the stakeholders (with the exception of Russia
and, partly, Japan) wanted to provide information about this part of the industry. It is clear that parties
involved in import and use of bulk wine in some countries prefer not to make it official that part of the wine
labelled as "Made in X", is actually made from or blended with imported wine of, sometimes, uncertain
quality.

The somewhat incomplete information about the market for imported bulk wine represents a limit for the
analysis.

2.5.2 Official statistical sources

Different statistical sources were used to collect international trade data. Trade statistics from two main
official sources have been used:

e COMEXT database (Eurostat) for data on extra- and intra-EU trade of wine products on the basis of the
combined 8-digit HS for code 2204 for the years 2000-2013. In essence, COMEXT data are used to
analyse wine imports and transfers of EU member States, and EU wine exports towards the main third
country markets;

¢ COMTRADE database (UN) for data on international wine trade statistics on the basis of the combined
6-digit HS for code 2204 for the years 2000-2012. This database is used to analyse wine imports into
third country markets by provenance.

National, EU and international statistical sources (i.e. FAO, OIV) have been consulted for data concerning
vineyard areas and wine production in the EU and in NWC, and wine consumption in EU and extra-EU
markets.

2.5.2.1 LlImits of statistical data from official statistics

With reference to wine production, the available statistical data do not allow to distinguish the domestic
production of still wines from the total domestic production. Moreover, it is not possible to distinguish the
part of domestic production made from home-grown grapes and that obtained from wine and/or grape must
imported in bulk. Again concerning production data, different sources (national statistics, FAO, OIV, etc.)
provide different data, questioning the reliability of wine production statistics overall.

United Kingdom

With respect to UK wine exports to Hong Kong, the ratio of export values to export volumes (Comext data)
generates abnormal average unit values. The same occurs when using Comtrade data for wine imports from
the UK into Hong Kong. This leads to rule out a statistical error at the source, but it is not possible to
establish with certainty the reasons for such occurrence.

Japan

Comtrade data of wine volumes imported into Japan for 2000 appear to be incorrect (for all wines of
different origin the average price is always $ 2.53/litre for bottled wine and $ 1.03/litre for bulk). Therefore,
we have estimated the volume of imports (according to country of origin) by dividing import values recorded
in 2000 by the average unit value in 2001 (assuming, therefore, that the average CIF price has not changed
between 2000 and 2001).
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2.5.3 Market data sources

In addition, statistical analysis is applied at country level to market data from a commercial source that
regularly produces wine industry, trade and consumption information. The source identified as the most
relevant for the aim of the present study is the IWSR — International Wine and Spirit Research.

The Domestic Database for still wines has been acquired from the IWSR for all seven case study countries
and Hong Kong, in addition. The data are based on store-checks and annual interviews with a sample of
experts among importers, distributors, producers and retailers. This database includes the following
information:

e Wine consumption data (in volume) for the years 2000 to 2013 subdivided in “local wines” and
“imported wines”. For imported wines, the country of origin is indicated. For all wines the information
included covers Brand name, Brand line, Brand owner, Distributor (the latter however is not available
for every single brand);

e Wine price data (in local currency for each country) for the years 1998 to 2013 again subdivided in
“local wines” and “imported wines”. For imported wines, the country of origin is indicated. In addition
to the information above (Brand name, Owner, etc.) the size of the bottle/package is provided. Price data
are collected through store-checks, therefore they do not cover wines sold in the On-trade sector;

o Still wine forecasts (volumes) 2013 to 2018.

Market data have been used for analysis of the competitiveness of EU still wines within Theme 1. Wine
forecast data were used in the analysis of Theme 3.

2.5.3.1 Limits of market data

IWSR data on wine consumption are sub-divided into local and imported wines, then imported wine data are
further sub-divided according to country of origin. However, consumption data only includes packaged
wines. Therefore, the data relative to consumption of domestic wine (i.e. “local”) actually includes wine
and/or grape must imported in bulk for blending with wine made from domestic grapes.

Furthermore, IWSR consumption data are limited to volumes, they do not include values. This represents a
limit for the analysis (i.e. competitiveness of EU relative to non-EU wines) that can be carried out based on
these data.

2.5.4 Web-checks of online wine retailers

The survey of the wine offer from the various websites of online wine retailers allows to estimate the current
position of EU wines relative to the competing products in different price segments, in principle correlated to
quality positioning.

We completed 7 Web-checks, one for each case study country. The Web-checks have targeted large national
or international food retail chains as well as specialist online wine retailers with wide international still wine
selection and good geographical coverage of national markets.

The following online wine retailers have been surveyed:

e Edeka (Germany);

e Tesco (United Kingdom);

e Everwines (China);

o Salling/Dansk Supermarked (Denmark);
e Wine.com (USA);

e Enoteca (Japan);

¢ Wine Butik (Russia).

A range of information has been collected through the Web-checks, including all detail provided by the
online retailer:

e Type of wine (Red, Rosé, White);
¢ Information about Geographical Indication (PDO, PGI), as provided by the retailer;
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e Variety (variety indicated on the label);

¢ Informationon on varietal/s, as provided by the online retailer;

e Wine region / Area of production, as indicated by the online retailer;
e Country of origin (EU and third countries);

e Type of packaging (bottles, BIB, etc.);

o Size of packaging;

e Price per piece;

e Brand/ Label (name of the wine as indicated by the retailer);

e Producer’s name.

It should be noted that the survey includes the information that is explicitly presented by the online retailer
for each product, which is, therefore, considered to be important for the purpose of communication to the
consumer.

Price data have been transformed in order to make them homogeneous across countries. In particular:

o Prices expressed in national currency per item (of different size) have been transformed into price per
litre;

o Prices per litre in national currencies have been converted into Euro using the official exchange rate at
the time of the Web-check (April 2014).

2.6 METHODOLOGICAL APPROACH AND TOOLS OF ANALYSIS

The aim of this section of the report is to provide the overall methodological approach and the main
analytical tools applied in the different parts of the analysis developed to study Themes 1 and 2.

Specific methods and analytical tools applied to different parts of the analysis are then detailed at the
beginning of the corresponding sections where analysis and results for Theme 1 (Ch.5) and Theme 2 (Ch.6)
are presented. This approach is aimed at making the reading and the understanding of the analysis/results less
cumbersome and more straightforward for the reader.

2.6.1 Methodological approach and tools of analysis for Theme 1

The analytical approach chosen to assess the competitiveness of EU wines and its developments (Theme 1)
entails two main levels of analysis (illustrated in the two following sections):

o The first level of analysis aims to assess the global competitive position of EU still wines compared to
non-EU still wines (i.e. main competitors) over time, regardless of the factors determining it;

e The second level of analysis aims to explore the environmental factors (and their interactions) that
contribute to influence the behaviour and, therefore, also the competitive position of market players and
the competitiveness of their products on the market.

2.6.1.1 Methodology for the assessment of the global competitive position of EU still wines

At this first level, the analysis centres on the following aspects:

1. Assessment of the global competitiveness of EU wines with respect to international trade:

o At world level, based on EU still wine exports in bottles and in bulk of the EU and the EU’s main
competitors on the world market, including wine transfers within the EU;

e For the top ten countries main importers of EU still wines (respectively, the ten most important
importers of EU still wine in bottles and the ten most important importers of EU still wine in bulk).

This part of the analysis is based on trade statistics (Comtrade and Comext).

2. Assessment of price competitiveness of EU wines relative to competitors in international trade (CIF or
FOB). The analysis is based on "implicit prices" calculated as ratios between value and volume of
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imported (CIF) or exported (FOB) wines (again based on the official trade statistics: Comtrade and
Comext).

3. Assessment of the competitiveness of EU still wines compared to competitors in the context of domestic
consumption, thus taking into account also "locally produced” wines (where applicable). The analysis
was conducted considering packaged wines destined to the final consumer in the seven case study
countries. This part of the analysis is based on IWSR market data.

4. Price/quality competitive positioning of EU wines compared to competitors in the consumer market of
the seven case study countries. This part of the analysis is based on IWSR market data.

5. Assessment of the competitiveness of EU still wines in the online retail channel. This part of the
analysis is based on the data collected through Web-checks of online wine retailers in the case study
markets and focuses on product assortment, price segmentation and other factors, such as Geographical
Indication and mention of grape variety.

The following sub-section provides the rationale for the methodology chosen to assess the global
competitiveness of EU wines with respect to international trade (point 1. above).

2.6.1.1.1 Methodology for the assessment of global competitiveness of EU compared to non-EU
wines

The assessment of the global competitiveness of EU wines compared to non-EU wines on the world market
as a whole and in the 10 most important export markets distinguishes between still wines traded already
packaged (package <2It) and wines traded in bulk (package >2It). Analysis is based on:

e Level and evolution of the value and volume of world exports and imports by the 10 most important
markets® of EU wines compared to wines from non-EU countries;

¢ Level and evolution of the market shares (in value and volume terms) of European wines compared to
wines from non-EU countries.

The need to use two elements for the analysis (and not only market shares) derives from the fact that
variation in market share is an effective and sufficient indicator only in cases when demand for imported
wines is stable over time. Indeed, in these cases the sale of one additional unit of product by a competitor
must be equal to at least an equivalent loss of sales by the competitors. The main objective is to increase
market share (resulting from erosion or acquisition of market share from competitors) and market
competition becomes more aggressive.

In country markets where demand for imported wines is growing, sales are driven by market growth and all
players are winners. In such market conditions, competitors mainly aim at increasing their sales volumes and
only secondarily at increasing market share (i.e. sales growth is greater than demand growth).

Thus, in expanding markets the variation in market share may not be an effective and / or sufficient indicator
to establish the level of competitiveness of European wines. The graphs in Fig. 1 provide an example to
illustrate this concept.

% In both cases, the trade flow is from EU and non-EU towards the world market in the first piece of analysis and towards the 10 most
important wine import markets (respectively, for bottled and bulk wine) in the second.
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Fig. 1: Evolution of wine sales* and market shares of EU and competing wines in an expanding market
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In a growing market, the entry of a new competitor or its progressive growth can lead to an erosion of
European wines’ market share. However, as shown in Fig. 1, if European wine sales increase more than the
sales of competing wines (at the end of the period A EU > A Others), European wines remain competitive in
spite of the loss of part of their market share. In other words, the market growth is mainly attributable to the
growth of European wine sales, even if their relative market share is lowered. In this case, the strategy of
(European) wine businesses is to "follow" the market trend (i.e. sales growth) rather than pursuing a market
share growth strategy.

By contrast, in the case of country markets where demand for imported wines is decreasing (i.e. all players
are losers), the main objective is to lose less sales compared to competitors (which means, if it occurs, an
increase in market share). However, even if sales of one competitor (e.g. the EU) decrease more than sales of
another competitor, the market share of the former could still grow. Therefore, in the case of declining
markets, the competitiveness of European wines may deteriorate in spite of growth of their market share (see
Fig. 2).

F

g. 2: Evolution of wine sales (volume or value) and market shares of EU and competing wines in a declining market
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The steps of analysis based on the above considerations are illustrated in detail in 85.2.3, right before the
analysis of Theme 1 is applied and the results presented and discussed.

2.6.1.2 Methodology to assess the factors influencing the competitiveness of EU and third-country

wines: The Porter’s Diamond approach

At this second level, the analysis aims to explore the context variables (and their interactions) that contribute
to influence the behaviour and, therefore, the competitive position of market players in the various target
markets. These are all variables that restrict or prompt or guide domestic demand and choice of wine by
origin. According to the general theoretical model of competitiveness proposed by Michael Porter (Porter's
Diamond — see also 85.5), here adapted to the specific object of the study, the influencing variables can be
thought of as belonging to the following groups:
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e Factor conditions in producer countries in the analysis include the evolution of vineyard areas and wine
production as well as variables related to country-systems propensity to export (through the Index of
Export Propensity) and the intensity with which they trade internationally (through the Index of
Bilateral Wine Trade Intensity);

¢ Demand conditions in consumer countries include analysis of demographic and economic conditions
such as population size and growth rates in the case study country markets and per capita GDP level and
growth rates;

e Firm strategies (structure and rivalry) includes variables pertaining to wine firms’ conduct within the
competitive systems they operate in and the influence of their conduct on market structure. The analysis
is based on 2013 IWSR market data and focuses on the levels of concentration and product portfolio
strategies of wine businesses in the country markets of interest;

e Related and supporting industries entail the presence or absence of financial conditions or related
industries able to influence firms’ competitiveness. The analysis focuses on private-public funding
available for the financing of promotional activities of EU producers and of its main competitors.
Technology improvements in wine packaging are also examined, in particular the introduction of the
Flexitank for transportation of wine in bulk.

o “Government” factors essentially are the central policies of producer and consumer countries. The
analysis considers three aspects that are particularly relevant with regard to wines competitiveness on
the international arena: a) policies of taxation of alcoholic beverages in consumer countries (for still
wines); b) bilateral trade agreements between producing and consuming countries to facilitate market
access; c) institutional strategic policies of producer countries to improve the performance of supply
chains, market access and wine competitiveness.

e Chance refers to events, usually beyond the power of firms, that change the political, economic or
climate conditions. The analysis here focuses on the evolution of exchange rates.

2.6.2 Methodological approach and tools of analysis for Theme 2

The focus of Theme 2 is the identification of the key factors of competitiveness for EU wines (relative to the
main competitors) from all competitive factors relating to the various product / market combinations. Indeed,
the goal is to focus the analysis on the essential factors in order to gain in relevance, keeping in mind that
this exercise is subsequently functional to the formulation of hypotheses for the construction of future
scenarios.

This implies the need to reduce the complexity of the system in cases when a large number of factors emerge
from the analysis. From a methodological point of view, this involves implementing a method that allows to
identify the cause-effect relationships among the identified factors of competitiveness, and then to rank in
order of importance the (relatively few) key factors that explain the system effectively.

The analysis was carried out for the case study countries (China, Japan, Russia, USA, Denmark, Germany,
UK), separately for packaged wines and for bulk wines, in two distinct phases:

1- The first phase, based on information collected directly from key market players and from the literature,
aims at identifying the factors of competitiveness and defining their current importance in establishing a
competitive advantage.

2- The second phase, based on “structural analysis™®, aims at identifying direct and indirect cause-effect

relationships among factors identified in the first phase, therefore establishing which are the key factors
able to generate competitive advantage.

Structural analysis was carried out through application of the MicMac method’. The methodological
approach is described in detail in 86.1. For wine in bulk, the extremely limited number of identified
competitive factors prevented the use of this analytical tool.

® In other words, analysis of the structure of relations among the factors that characterise the system under study.
" The Micmac Forecasting method (Matrice d’Impacts Croisés-Multiplication Appliquée & un Classement) was created by Michel
Godet.
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2.6.3 Methodological approach and tools of analysis for Theme 3

The analytical approach to Theme 3 is essentially qualitative as it aims at formulating a set of hypotheses
about the likely future evolution of the factors influencing the competitiveness of European wines (resulting
from the analysis of Theme 1) and of the key factors of competitiveness (resulting from the analysis of
Theme 2). The formulation of hypotheses relative to future trends and changes is based on:

e analysis of the IWSR 2013-2018 market forecast data for still wine in volume in the case study
countries;

¢ informed opinions of key economic players interviewed in the case study countries;

o analysis of the available literature.

The last step of the study, i.e. the formulation of prospects to 2025 emerges from critical analysis of the
available information and from logical inferences about related causes and effects. Further detail is provided
in 87.1.
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3 THE EU WINE POLICY FRAMEWORK

3.1 EU WINE POLICY 1962-1999

The common market organisation (CMO) for the wine sector was established in 1962. The CMO was based
on instruments aimed at obtaining adequate information about production potential (cadastre, annual
declaration of must and wine produced quantities, forecast balance sheet) as well as on quality policy for
wines produced in specified regions.

Regulation (EC) No 816/1970 completed the 1962 CMO with: price and intervention regime (private
storage, distillation), a regime for trade with third countries (Common Customs Tariff, tax compensation and
export refunds), rules concerning production and control of planting development as well as rules concerning
oenological practices and processes. Alongside, Regulation (EC) No 817/70 laid down specific provisions
for quality wines produced in specified regions (v.q.p.r.d).

The ban on planting new vineyards appeared in 1976 with Regulation (EC) No 1162/76 aimed at adjusting
wine-growing potential to market requirements. This temporary ban was then extended by subsequent
regulations until 2015.

The following CMO Regulation (EC) No 337/1979 and Regulation (EC) No 822/1987 introduced various
amendments without however changing the intervention logic.

3.2 THE 1999 WINE CMO REFORM

In 1999, Regulation (EC) No 1493/1999 introduced major changes by removing the price regime and
simplifying distillation measures. Among the intermediate objectives (recital 7 of Regulation (EC) No
1493/1999) the following may be mentioned:

e maintain a better balance between supply and demand on the Community market;
e provide producers with the opportunity to exploit expanding markets;

¢ enable the sector to become more competitive;

e support the wine market.

To achieve these objectives, the CMO was based on rules concerning production potential, market
mechanisms, oenological practices and processes, designations, presentation and protection of products and
trade with third countries.

In addition to these provisions, the regulation included the establishment of a classification of authorized
wine grape varieties, of a wine inventory and vineyard register.

Production potential

Three measures concerning production potential aimed to achieve a better market equilibrium:

e The temporary prohibition of planting of vines until 31 July 2010, unless derogation was granted;
e Premium for the permanent abandonment of vine-growing;
e Restructuring and conversion of vineyards.

Market mechanisms

The three forms of intervention (aid for private storage, distillation system and aid for specific uses) were
aimed to maintain market equilibrium. Four types of distillation were supported:

Compulsory distillation of by-products of wine-making
Distillation of wine from dual-purpose grapes (wine and table).
Distillation for the production of potable alcohol.

Crisis distillation in case of exceptional market disturbance.
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Oenological practices and processes - Description, designation, presentation and protection of certain
products

These measures aimed to protect the health and the interests of consumers; to protect the interests of
producers; to promote the adequate functioning of the internal market and the development of quality
products.

The rules regarding description, designation, presentation and protection of certain products established:

e Compulsory particulars and those authorized under certain conditions;

¢ Provisions governing the protection and control of certain terms and the use of geographical indications
and traditional specific terms;

e measures governing the labelling of imported products.

Quiality wines produced in specified regions

Measures regarding the production and control of quality wines (v.q.p.r.d) aimed to contribute to improving
market conditions and thereby increase market opportunities.

Trade with third countries

The rules governing trade with third countries aimed to stabilise the Community market. It provided for a
system of import duties and export refunds based on the agreements reached in the Uruguay Round
negotiations.

3.3 THE 2008 WINE CMO REFORM

The 2008 reform of the wine CMO is part of the 2003 CAP reform introduced by Regulation (EC) No
1782/2003.

Regulation (EC) No 479/2008 (included in 2009 into the Single CMO Regulation (EC) No 1234/2007)
substantially altered the 1999 wine CMO by establishing a national aid programme, a three-year grubbing-
up scheme, by redesigning the system of designations for quality wines and extending planting rights to
2015/2018. Intervention measures became optional (as integrated into national programmes) or were
suppressed (private storage aid, certain aids for the use of grape must and for distillation, and export
refunds).

Oenological practices, quality policy and trade with third countries were reformed with the aim of
harmonising the existing horizontal regulations, in particular the PDO / PGI system in force since 1992 for
other agricultural and food products (EU quality policy).

Among the objectives of the 2008 wine CMO (Recital 5 of Regulation (EC) No 479/2008) the following
should be mentioned as particularly relevant for the present study:

o strengthen the competitiveness of wine producers in the European Union;
o establish the reputation of EU quality wines as the best wines in the world;
o recover old markets and win new ones within the EU and worldwide.

The reformed wine CMO included four provisions: support measures (national programmes), regulatory
measures, trade with third countries and rules concerning production potential. These are illustrated in the
following sub-sections.

3.3.1 Support measures

Support measures consisted of the aid programmes established by each Member State. The objective of these
measures was to strengthen competitiveness. Member States could choose the measures financed by their aid
programme within 11 possible instruments:

e 6 new measures:
- Single payment scheme, according to Regulation (EC) No 1782/2003 (art. 9);
- Promotion on third country markets (art.10). The objective was to improve the competitiveness of
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European wines (PDO, PGI and varietal wines) on the concerned markets;

- Investment aid (art.15): Material or immaterial investments in processing facilities, wineries and wine
marketing;

- Green harvesting (art.12), with the objective of restoring balance between demand and supply;

- Mutual funds (art.13): The objective was to allow producers to hedge against market fluctuations;

- Crop insurance (art.14): This measure aimed to safeguard farmers' incomes against natural disasters.
e 2 measures extended from the 1999 CMO:

- Restructuring and conversion of vineyards (art.11), to increase wine competitiveness;

- By-product distillation (art.16).

e 3 transitional measures were maintained until 31 July 2012 to mitigate the effects of the end of
traditional market measures:

- Potable alcohol distillation (art.17);
- Crisis distillation (art.18);

- Use of concentrated grape must and rectified concentrated must to increase the alcoholic strength of
products (art.19).

Application of the measure for “Promotion on third country markets”

Promotion on third-country markets is aimed at increasing the competitiveness of EU wines on third country markets.
This measure only applies to PDO / PGI wines and to varietal wines (wines with an indication of the grape variety).

Five types of promotional activities can be financed:

- public relations, promotional or advertisement actions, in particular highlighting the advantages of products from the
Union, especially in terms of quality, food safety or environmental friendliness;

- participation at events, fairs or exhibitions of international importance;

- information campaigns, in particular on the Union's systems for designations of origin, geographical indications and
organic production;

- studies of new markets, necessary for the expansion of market outlets;

- studies to evaluate the results of the information and promotion actions.

The support granted by the EU must not exceed 50% of the eligible expenditure, but it may be supplemented by
national support. In such cases, the action must be in line with the rules on State aid. The legislation establishes
eligibility conditions, the main ones can be summarised as the following:

- the products covered by the measure must have export opportunities or market outlets in the targeted third countries
and display high added value;

- the beneficiaries must have enough capacity and resources to face the specific constraints of trade with the third
countries concerned and to ensure that the measure is implemented as effectively as possible;

- the beneficiaries may be private companies as well as professional organisations, producer organisations, inter-branch
organisations or (where a Member State so decides) public bodies;

- preference is given to micro, small and medium-sized enterprises within the meaning of Commission
Recommendation 2003/361/EC.

3.3.2 Regulatory measures

Regulatory measures consist of five tools: General rules; Oenological practices and restrictions; Designations
of origin, geographical indications and traditional terms; Labelling and presentation; Producer and inter-
branch organisations.

Concerning designations of origin, geographical indications and traditional terms, the objective of the 2008
reform was to bring together v.q.p.r.d. labelled wines under the PDO label and table wines with geographical
indication (GI) under the PGI label.

Similarly to trademarks, Geographical Indications (Gls) are intellectual property instruments. They represent
an income creation opportunity depending on price formation systems in markets characterised by
monopolistic competition. Control over these labels allows to develop or exploit competitive advantage to be
achieved through product differentiation.
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Traditional terms provide the consumer with information on the characteristics and quality of wines
complementing the information provided by the designation of origin and geographical indication. These
may include methods of production, aging, quality, colour, place or a particular event linked to the history of
the product.

Regarding labelling, the 2008 reform sought a simplification and a single framework for all types of wines.
Wines without GI can bear the mention of grape variety and vintage year, thus Reg. (EC) No 479/2008
created the category of "varietal wines".

3.3.3 Trade with third countries

The 2008 wine reform removed export refunds provided for in the framework of Regulation (EC)
1493/1999. The other measures were maintained.

In the absence of any different provisions (such as additional duties under safeguard measures), the rates of
duty in the Common Customs Tariff are applied to wine products and the application of the Common
Customs Tariff depends on their entry price. Moreover, the wine CMO foresees the option to require import
and export licenses, safeguard measures, the possibility of suspending inward and outward processing
arrangements, tariff quotas and additional import duties for certain products.

The Common Customs Tariff is 32 €/hl for wines under codes NC 2204 10 (sparkling wine) and 2204 21
(other wine and grape must whose fermentation has been prevented or arrested by the addition of alcohol).
Bilateral agreements were signed by the EU with trade partners on the mutual recognition of protected
designations of origin (Gls) and sometimes of authorized oenological practices and processes (Australia in
1994 and renewed in 2008; South Africa in 2002; Chile in 2002; Swiss Confederation in 2002; USA in 2006
updated in 2011; Mexico in 1997; Singapore in 2012).

In addition, interim agreements on trade and accompanying measures have been established between the EU
and Serbia (2010), Bosnia and Herzegovina (2008), the Republic of Montenegro (2007), Albania (2006), the
former Yugoslav Republic of Macedonia (2001). These agreements establish preferential zero-duty tariff
within quotas and the rules of reciprocal protection of designations of origin:

e Zero-duty concessions for imports into the Community: 16,000 hl respectively for Bosnia-Herzegovina
and Montenegro, 7,000 hl for Albania, 300,000 hl for the former Yugoslav Republic of Macedonia,
63,000 hl for Serbia (53,000 hl quality sparkling wines and other wines <2It; 10,000 hl wines >2lIt).

o The EU benefits from duty-free quotas for up to 6,000 hl imports into Bosnia and Herzegovina, 1,000 hi
into the Republic of Montenegro, 10,000 hl into Albania, 3,000 hl into the former Yugoslav Republic of
Macedonia (increased by 300 hl per year) and 25,000 hl into Serbia.

Finally, Regulation (EC) No 2793/1999 opened a duty-free quota of 335,000 hl of still wine and 45,000 hl of
sparkling wine in favour of South Africa.

Under a Free Trade Agreement with the EU, entered into force in 2003, Chile’s tariffs on most EU wines
were phased out over a 5 year period, as well as Chile’s use of protected EU geographical terms such as
Champagne, Burgundy and Bordeaux.

3.3.4 Production potential

The rules regarding production potential were maintained on a transitional basis in order to limit the potential
effects of their removal. In particular:

e The transitional planting right regime established the extension of planting rights until 31% December
2015. Member States may decide to maintain the prohibition on their territory or parts of their territory
until 31% December 2018;

e A grubbing-up scheme was introduced until the end of the 2010/2011 campaign.
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3.4 HORIZONTAL MEASURES FOR THE PROVISION OF INFORMATION AND
PROMOTION ON THE INTERNAL MARKET AND IN THIRD COUNTRIES

In addition to the measure for “Promotion on third country markets” introduced with the 2008 wine CMO
reform, Council Regulation (EC) No 3/2008 establishes the rules for the provision of information and the
implementation of institutional promotion actions for agricultural products on the internal market and in third
countries. This horizontal regulation concerns several sectors, including the wine sector.

Compared to the CMO measure for “Promotion on third country markets” that allows to promote (under
certain conditions) individual or collective wine brands, Reg. (EC) No 3/2008 only allows collective
information actions to consumers concerning product quality and variety. Given the institutional nature of
such promaotion policy, actions implemented within the framework of Reg. (EC) No 3/2008 can be used in a
complementary way to promotion / advertising directly implemented by enterprises®.

On November 21%, 2013 the Commission presented the legislative proposal for a better targeted information
and promotion policy aimed at developing and opening up new markets for agricultural products within the
EU and in third countries, and to increase consumer awareness of products quality (COM(2013) 812 final).
The new regulation will enter into force on December 1%, 2015. Compared to current policy, the proposal
entails a gradual but significant increase of the budget allocated to information provision and promotion
measures for agricultural products (from €61.5 million in the 2013 budget to €200 million in 2020).

As the Union's promotion measures relating to wine are well covered by the aid programmes available to the
wine sector under the CAP, the eligibility of wine under the new horizontal promotion policy is proposed
only for wine when associated with another agricultural or food product. With regard to both spirits and
wine, measures targeting the internal market shall be limited to informing consumers of the European quality
schemes relating to geographical indications.

3.5 THE CAP REFORM 2014-2020: WINE PROVISIONS WITHIN THE CMO

The December 2013 reform of the wine provisions within the CMO is part of the wider reform of the CAP
for the period 2014-2020. The new norms are contained in Regulation EC N01308/2013 of the European
Parliament and the Council establishing a common organisation of the markets in agricultural products and
repealing Regulation (EC) No 1234/2007.

The regulatory framework of the 2008 reform is maintained, but some substantial changes were introduced
for wine relating to support measures and production potential. In addition, some clarifications were included
for regulatory measures concerning designations of origin and geographical indications.

3.5.1 Support measures

Eight support measures for financing (art.39-54) remain, due to the abolition of the single payment scheme®
and the introduction of the new measure “innovation in the wine sector”. In addition, some modifications or
extensions were introduced for measures already in place. Briefly:

e The measure for Promotion (art.45) is extended to information and promotional activities within the
Member States. However, in contrast with the activities allowed for promotion on third country markets,
the measure aims at “informing consumers about the responsible consumption of wine and about the

. . . . .. . e e . 10.
Union systems covering designations of origin and geographical indications "™,

e The measure Restructuring and conversion of vineyards (Art.46 ) is amended in its objectives through
the introduction of “improvements to vineyard management techniques, in particular the introduction of

According to analysis carried out within the Evaluation of Common Agricultural Policy measures applied to the wine sector
(2012), expenditure for promotion / information for the wine sector within the framework of Reg. (EC) No 3/2008 has been very
limited.:

The 2014-2020 CAP reform provides for a system of direct payments to replace, from 1% January 2015, the single farm payment.
In essence, this implies a clear differentiation in the terms of intervention in relation to the target market. Therefore, the effects of
the extension of the Promotion measure on the competitiveness of European wines on the EU market will depend on the types of
actions that it will be possible to accomplish within the EU, according to what will be established by the corresponding regulation
for the implementation of the reform.
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advanced systems of sustainable production”. The change may therefore entail the provision of strategic
support to increasing wine competitiveness, by focusing on the factors that determine purchase
decisions of consumers who are particularly sensitive to the essential characteristics of the product,
production processes and their mention on the label;

e The introduction of a new “Innovation in the wine sector” measure (art.51): “Support may be granted
for tangible or intangible investments aimed at the development of new products, processes and
technologies concerning the products referred to in Part Il of Annex VII. The support shall be intended
to increase the marketability and competitiveness of Union grapevine products and may include an
element of knowledge transfer”.

3.5.2 Production potential

The total ban on the planting of new vineyards is abolished: the transitional planting rights will be replaced,
from 2016 to 2030, by a new system of authorizations for vine planting (Articles 61-70), for which “Member
States shall make available each year authorisations for new plantings corresponding to 1% of the total area
actually planted with vines in their territory, as measured on 31 July of the previous year”.

Planting rights granted to producers in accordance with Regulation (EC) No 1234/2007 before 31 December
2015, which have not been used by those producers and are still valid by that date, may be converted into
authorisations as from 1 January 2016. Such conversion shall take place upon a request to be submitted by
those producers before 31 December 2015. Member States may decide to allow producers to submit requests
to convert rights into authorisations until 31 December 2020.

Thus, the essential elements of change introduced by Reg. (EC) No 1308/2013 can be summarized as:
e The principle that the European vineyard cannot grow in an uncontrolled manner is confirmed,

e The reform introduces the possibility of giving flexibility to the production potential, in order to
facilitate the adjustment of supply to market trends;

¢ Planting rights are abolished, which represented personal transferable securities against payment. As a
replacement, personal authorizations are granted free of charge, which are no longer transferable to the
market.

3.5.3 Regulatory measures

With regard to designations of origin and geographical indications, art. 93 introduced two clarifications to
the completion of the corresponding article 118b in Reg. (EC) 1234/2007, specifically:

e For PDO, the requirement that "the production must take place in the geographical area” and “shall
cover all the operations involved, from the harvesting of the grapes to the completion of the wine-
making processes, with the exception of any post-production processes” means that post-production
activities such as, for example, bottling, can be done outside of that geographical area.

e For PGI, “the maximum 15% share of grapes which may originate outside the demarcated area shall
originate from the Member State or third country in which the demarcated area is situated”.
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4  WINE POLICIES OF EU COMPETITORS

The purpose of this section is to give account of public policies developed in NWC in support of domestic
wine and, in particular, policy measures aimed at facilitating or directly supporting trade towards export
markets. It is assumed that such policies, similarly to EU wine policy measures, have an impact on the
competitiveness of individual NWC wine products on international markets. For this purpose, the main wine
policy interventions in USA (California), Argentina, Chile, Australia, New Zealand and South Africa are
illustrated in the following sections.

Detailed data regarding support to promotional activities in the EU and non-EU competitors are directly
illustrated in the analysis of Theme 1.

4.1 USA: PUBLIC INTERVENTION IN WINE EXPORTS AND PROMOTION

4.1.1 California Wine Export Program

In 1984, the US Congress passed the Wine Equity and Export Act in order to reduce and suppress barriers to
trade in wine “on a basis which assures substantially equivalent competitive opportunities for all wine
moving to international trade”. A few months later, the Wine Institute (California) established the California
Wine Export Program, aimed at protecting the interests of the industry in international trade and participation
in international trade fairs to expand market opportunities for California wines.

The Wine Institute represents about 1,000 wineries and affiliated businesses in California. Members of the
Institute account to 95% of Californian wine production and include some of the major wineries. The
Institute counts an office in Canada and a network of 16 representatives managing programs in 25 countries.
The purpose of the representatives is to assist domestic wineries to promote their wines in foreign countries
and to provide critical information about target markets.

The Wine Institute is responsible for administrating the USDA’s Market Access Program (MAP) for
Californian wine exports. The MAP is the largest market development program of the USDA’s Foreign
Agricultural Service. According to the USDA, as one of the main beneficiaries of the Market Access
Program, the Wine Institute received $US 49,423,105 over the last seventeen years (1996-2012). Among the
institutional arrangements, the Wine Institute cooperates closely with the office of the US Trade
Representative and with other governmental agencies (USDA, TTB, etc.) to suppress trade barriers and to
negotiate free trade agreements (FTA).

In 2010, the US President announced a National Export Initiative in order to renew and revitalize US
exports. This initiative involves export promotion, increasing the availability of export financing, and finding
new opportunities for US wine companies.

4.1.2 The US Import Duty and Excise Tax Drawback Scheme and its implications

The “drawback” scheme allows for refunds, total or partial, of paid duties and taxes when an imported good
is re-exported. The scheme dates back to 1789, but it was only applied to wine (non-sparkling wine of 14%
alcohol or less) about a decade ago. The rationale of the program is to stimulate trade or manufacturing, thus
encouraging domestic value added. It allows American companies to compete in foreign markets without the
handicap of including taxes and duties in the costs.

The scheme allows for a refund up to 99% on duties and excise taxes paid on imported goods, including
wine. The main purpose of this program is to facilitate imports of products that later will be re-exported
(Sumner et al., 2011, 2012). “Interchangeable” wines (i.e. same colour and within 50% of the import price)
must be exported under the same conditions as they were imported within a period of three years™.

Research by Sumner et al. (2012) indicates that for bottled wines, the drawback is usually worth less than
10% of the import value for bottled wine, whereas it is often close to 50% of the import value for bulk wine.
Thus, the scheme has little interest for bottled imports, but it can be of great interest for bulk wine

1 Wine exported to Mexico or Canada is not eligible as a match for imports in applying for drawback of paid duties and excise tax.
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importers'?, who may benefit from a significant net price advantage with respect to competitors. As reported
by Sumner et al. (2012), drawbacks on bulk wine have increased from 13 million litres to 121 million litres
between 2005 and 2010 (in this latter year, drawbacks were claimed on about two-thirds of the total import
volume of wine in bulk). Findings also show that when exports considerably exceed imports, the drawback
scheme is analogous to an import subsidy. Wines imported into the US through the free trade agreements
with Australia and Chile are of particular interest for this program, as the worth of the drawback increases
with reduced import tariffs.

Reasearch results also demonstrate that when imports and exports are in balance the program stimulates both
imports and exports. Furthermore, the drawback scheme allows countering the impact of the low American
dollar exchange rate value on demand for foreign bulk wine (Rabobank, 2012).

Wineries with significant export volumes can receive a rebate on the cost of imported bulk wines that
maintains the attractiveness as a source of supply. Further, firms producing and trading wines find this
program easy to implement (Sumner et al., 2011).

4.2 CHILE: PUBLIC INTERVENTION IN WINE EXPORTS AND PROMOTION

4.2.1 The Chilean Wine Cluster: An Institutional Arrangement

The Chilean wine industry is organized as a ‘cluster’. Clusters are ‘“geographic concentrations of
interconnected companies and institutions in a particular field” (Porter, 1998, p.78) and are based on trust,
the leadership of the main (wine) firms, the ability to solve collective action problems, and the availability of
efficient intermediaries (e.g. grape and wine brokers, distributors, etc.). The Chilean cluster is based on
vertical and horizontal relationships and complementarities between buyers, suppliers and other stakeholders
aiming at the long-term survival and development of the industry.

In the case of the Chilean wine industry, the leading firms are joint members of a national association of
wine producers accounting for over 95% of Chilean wine production. The industry is highly concentrated,
with the top four wineries - Concha y Toro, Santa Rita, San Pedro and Santa Carolina - accounting for over
84% of wine sales in the domestic market. The industry is organized as a public-private partnership with the
major public agencies providing support to the wine cluster either at regional, national or international level.

Wines of Chile (WoC) is an industry body in charge of promotion activities. WoC established a strategic
plan for the industry — Strategic Plan 2020 — with the goal to achieve $US 3 billion dollars in export sales by
the year 2020, i.e. corresponding to an average annual growth of about +9.9%.

The economic agency Corfo provides financing for product, process, and organization innovation in the
different areas of a cluster. This agency has representative offices in the Chilean regions but also a dedicated
branch to attract foreign investors (nurseries, cellars, wineries, etc.) to invest in different areas of the
industry, particularly where the industry is less competitive.

At a broader level, Prochile is the government’s promotion agency with 15 regional offices and
representatives in over 55 foreign locations. The main activities of Prochile involve the expansion of Chilean
export basis by engaging new companies in export activities. It also provides support for companies facing
competitiveness problems.

Further, the development of Chilean exports at the international level is ensured through reduction or
elimination of trade barriers. Over the years, the Chilean government signed many bilateral and multilateral
agreements, including a free-trade agreement with the European Union.

4.3 ARGENTINA: PUBLIC INTERVENTION IN WINE EXPORTS AND PROMOTION

Argentina has a long tradition as a wine producer and exporter. Intervention of Argentinian public authorities
in vine and wine policies operates at different levels, as described in the following paragraphs.

12 Also due to the fact that to be cost-ecffective the drawback claim should be made for relatively large volumes, which are more
likely for wine traded in bulk than in bottles. Furthermore, importers of bottled wine may not have interest in re-exporting, nor the
connections to export markets.
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4.3.1 Regulation of the wine market through concentrated grape must: the Mendoza-San
Juan Agreement

Argentina is one of the world’s most important grape must producers and exporters. In 1994, the regional
governments of Mendoza and San Juan established the “Mendoza-San Juan Agreement” which included the
two main wine producing provinces. The agreement’s main goal was to foster the diversification of the
national grape and wine industry, either in terms of products (basic wines, quality wines, musts) and markets
(domestic and international). The agreement uses grape must as a way to achieve a balance in wine stocks
(i.e. avoid surpluses) and to promote wine exports.

At the same time, the Mendoza law (law 616/94) established a regional fund — Fondo Vitivinicola Mendoza
— to promote the wine industry and exports. The Fondo Vitivinicola Mendoza is a public-private organisation
financed through a mandatory levy of approximately 0.01 $/kg of processed grapes, starting from the 1995
harvest. However, for that year, the law exempted the companies who processed at least 20% of their total
grapes in must. Each year the percentage of grapes processed into must is adjusted and decided through a
common agreement between Mendoza and San Juan governments. Thus, the regional governments
introduced a regulatory system to balance prices in the wine market and to diversify grape processing. This
means that the Fondo plays a key role in the regulation of wine prices in the market. The funds collected
through the mandatory levy are used to promote exports of wines, musts, fresh grapes and consumption of
wine-related products.

This agreement considerably encouraged grape must production, mainly targeted to export markets
(approximately 80% of Argentinian grape must is exported). This policy measure benefitted from the price
increase on the international grape must market. In 2012, the Rioja government joined this agreement
looking to diversify regional grape production.

One of the main consequences of this new regulatory system is the provision of measures to avoid generating
“wine lakes”, impacting particularly the low-end of the wine quality range.

4.3.2 A public-private partnership to establish a strategic plan for the wine industry

A second area of public intervention is the joint participation in a strategic plan for the Argentinian wine
industry. In 2003, the Corporacion Vitivinicola Argentina was established to manage and coordinate the
implementation of the Strategic Plan for the Wine Industry to 2020 (PEVI 2020). The plan includes all wine
supply chain stakeholders, regional and national governments, and R&D institutes.

The main goal of the strategic plan is to position the Argentinian wine industry at the forefront of the
international wine market by 2020. More precisely, it seeks to achieve total wine sales of approximately $US
2 billion, to reach 10% of world wine exports and to increase consumer awareness of Argentinean wine. The
overall system is financed based on a mandatory levy applied to all members of the National Institute of
Viticulture (INV). The levy is calculated on the basis of processed wine or must volume (litres).

The plan includes three main strategic goals:

1) Position Argentinian wines in export markets, particularly in the Northern Hemisphere. This goal is
implemented through the Wines of Argentina body that is responsible for communication actions and
generic promotion in different locations across the world. These activities are financed both by members
(wineries) and public organisations in charge of promotion. The annual budget of Wines of Argentina is
estimated at $US 4 million (Gennari et al., 2010);

2) Expand the presence of Argentinian wines in Latin American markets and boost sales on the domestic
wine market;

3) Provide support to small and medium producers to integrate them in the wine chain. The aim is to
upgrade organisational, technological and production processes thr