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Structure of this report
This report is set out in two parts:

Part A is the summary of the project, the project findings and conclusions, and the
results of Setting Directions for the future of the Australian wine grape industry.
These address the desirable outcomes for the industry, namely: global
competitiveness, profitability, sustainability, resilience and self-reliance.

Part B provides supporting information to Part A and is a situational analysis of the
industry’s resources, external environment and enabling environment. Part B aligns
with the Industry Partnerships Programme’s industry assessment framework.

In this report, the resources of the Australian wine grape industry are considered to
be those attributes which provide its productive and marketing capacity. This
includes the industry’s natural resources (soils and topography, water availability and
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climate); it's wine grape growing enterprises and wine grape markets (ie, the buyers
of grapes by enterprise type and buying arrangements).

The external environment in which the industry operates includes the global market
place, the national economy and Australian society. Conditions and events in the
external environment influence the fortunes of the Australian wine grape industry.
They are factors over which the industry has little or no control, but are
considerations against which industry strategies and investment plans must be
tested and validated if they are to achieve success.

The enabling environment for the wine grape industry includes the elements of its
operational environment which it is able to influence directly or indirectly. The
industry is able to do this through its own efforts or in partnership with stakeholders
including the Australian Government and relevant state governments. The enabling
environment includes the private sector component which is the Australian wine
industry value chain; the industry’s organisations and services; and the role of
government at local, state and national levels.

Disclaimer
Care has been taken to ensure that the information contained in this report is
reliable and that the conclusions reflect considerable professional judgment. Kiri-
ganai Research Pty Ltd, however, does not guarantee that the report is without flaw
or is wholly appropriate for all purposes and, therefore, disclaims all liability for any
loss or other consequence which may arise from reliance on any information
contained herein.



Contribution of Australia’s grape growers to the wine
success story

While much is written about the world leading expertise of Australian winemakers
and the quality of their wines, much less is known about the extraordinary
contribution of Australia’s 8000 wine grape growers to the success of the wine
industry. Twenty one per cent of Australia’s vineyard estate is owned by wine
companies, with the remaining 79% of Australian vineyards held by private wine
grape growing enterprises — often family run businesses of two or three
generations.

Australian vineyards directly employ more than 15,000 people, and many
thousands more in the service and supply industries. Many regional economies are
built on and remain largely reliant on wine grape production, and while many wine
regions have highly concentrated vineyard plantings, vineyards are widely
dispersed and have become a common feature of much of the landscape of
southern Australia.

Australian wine grape growers are highly skilled, world leaders in viticultural
technology and natural resource management, and have expertly adapted their
production techniques to suit the individual climatic, soil and topographic conditions
that exist across 155,000 hectares of vineyards in 65 wine regions - in warm,
temperate and cool climate growing zones.

The extraordinary range of vineyard sites and grape varieties, together with the
skills and ingenuity of Australian growers in producing consistently high quality
grapes for wines made for the full spectrum of consumer preference, has been the
most important factor in allowing Australian winemakers to develop wine markets
across the world — propelling Australia to fourth largest wine exporter in the world in
little more than a decade.

It is an accepted fact that the quality of wine is defined in the vineyard, so the real
foundation stones of the Australian wine industry — through the growing of quality
wine grapes to meet the varied specifications of winemakers and the preferences of
consumers — are the nation’s vineyards and wine grape growers.

The future success of the Australian wine industry is intrinsically bound up with the
ability of Australia’s wine grape growers to continue to innovate to supply grapes for
Australia’s ‘value for money’ wines cost competitively, and to maintain economic
and environmental sustainability in an increasingly globalised and internationally
competitive wine market.

“...we [the viticulturalists] have control of a lot of the flavour components, when you
look at how we grow the grapes, expose them to the light, the leaf-plucking, the
yield levels — all these things are really regulated in the vineyard right from pruning
on.” Prue Henschke (quote from an article titled, 'The grape and the good', by
Susan Skelly in the The Bulletin, 10 October 2006).

Wine Grape Growers’ Australia Inc. December 2006
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PART A: SUMMARY REPORT

1. Project background

A project under the Industry Partnerships Programme

In July 2006, the Australian Government Department of Agriculture, Fisheries and
Forestry and Wine Grape Growers Australia Inc. initiated a Taking Stock and
Setting Directions Project under the Government’'s Industry Partnerships
Programme (IPP). The IPP is part of the Agriculture - Advancing Australia package
which helps primary industries to become more competitive, profitable, sustainable,
resilient and self-reliant.

IPP support was provided by the Government for the wine grape industry to
undertake a Taking Stock and Setting Directions project to address the serious
difficulties being faced by growers due to the large oversupply of wine grapes in
2006 and the very low prices being received. In addition, IPP projects allow the
industry take a comprehensive and longer term view of its performance and future
prospects assessed against desirable outcomes.

The purpose of the Taking Stock and Setting Directions Project was to undertake an
analysis of the industry’s current performance and situation, identify likely challenges
and opportunities, and to set strategies for its future profitability and sustainability.

The objectives of the project were to:

1. Undertake an analysis of the wine grape industry’s current situation and
performance.

2. ldentify likely challenges and opportunities for the wine grape industry over
the next 5 -10 years.

3. Determine the capacity of the wine grape industry to respond to current and
future challenges and opportunities.

4. ldentify key areas that the wine grape industry could build on to increase
their profitability, sustainability, competitiveness, resilience and self-reliance
(including a process to assist the wine grape industry to determine
appropriate responses to these key areas).

5. Assist the wine grape industry to develop its own strategies on issues the
industry has identified as high for priority.

Industry oversight of the project

The Australian Wine Grape Industry Partnerships Project engaged the consulting
company, Kiri-ganai Research Pty Ltd to work with the industry and the Australian
Government Department of Agriculture, Fisheries and Forestry to undertake the
Taking Stock and Setting Directions project.

The resulting report has been built from the experience, knowledge and ideas of the
industry’s wine grape growers, industry organisations, service providers and
government.

In this study, the team’s analysts visited a variety of Geographical Indication (GI)
regions in most states; talked to many wine grape growers, winemakers and industry
service providers; considered the nature of the industry’s value chain and markets;
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and analysed industry data and information on its performance and contribution to
the Australian economy.

Importantly, the project was oversighted by a Project Management Committee
comprising representative and expert stakeholders. The members of the Committee
included:

. Alan Newton - Chairman, Wine Grape Growers Australia Inc (WGGA);
. Mark McKenzie - Executive Director, WGGA,;

. Michael Matthews - Chairman, Victorian Wine Industry Association;

. Mike Stone - Chief Executive Officer, Murray Valley Winegrowers Inc.;

. Brian Simpson - Chief Executive Officer, Riverina Wine Grapes Marketing
Board;

. Roseanne Healy - Chair, Riverland Winegrape Growers’ Association Inc.;
. Kerry Smart - WA member of WGGA executive council;

. Guy Adams - Chairman, South Australia Viticultural Council;

. Bob Taplin - Barossa Winegrape Growers’ Council;

. Bill Schumann, Wine Policy, Department of Agriculture, Fisheries and
Forestry (DAFF); and

. Fiona Hill, Industry Partnerships Programme, DAFF.

2. A situational analysis of the wine grape growing industry
Attributes of wine grapes as an agricultural product

Wine grapes are a highly perishable agricultural product with a very short time
available between picking and processing. There is also a very narrow window of
optimum picking time to meet winemaker specifications. These requirements have
meant that, traditionally, most wineries were located in relatively close proximity to
the vineyards that supplied their grapes.

Wine grapes are differentiated by variety and region. With the advent of refrigerated
transport, wineries now source grapes and blend wine from many regions. This has
changed relationships between winemakers and growers with wineries becoming
less reliant on local growers.

The demand of winemakers for grapes is determined by the level of wine sales and
wine inventories. The relationship between demand and supply is influenced by
grape and wine production cycles.

The grape cycle results from the lag between planting a vineyard and receiving a
commercial grape yield which can be from 2 to 4 years, plus the maturation time for
wine produced from the new supply. Thus, it can be up to 6 years from the time of
planting before the new supply reaches the consumer.

As an agricultural product the supply of wine grapes is affected by seasonal
conditions. While this has been ameliorated by improvements in grape growing
technology and management’, grape supply continues to be affected by the weather
conditions over the growing cycle. Production is negatively affected by drought,
floods, frosts and hailstorms and positively influenced when favourable rainfall and
temperatures come together as ideal seasonal conditions.



The existence of the grape cycle and seasonal variations creates difficulties in
demand-supply coordination for the industry and its ability to quickly respond to
changes in consumer preferences and trends in wine purchases.

The growth of the Australian wine grape and wine industry

While Australia is now regarded as a New World producer that has come to
prominence in world trade in wine during the 1990s, the grape and wine industry
extends back to the first European settlement. Osmond and Anderson (1998)
demonstrate five major ‘boom’ periods since 1850, with the recent growth of the
industry as the fifth boom.

A major turning point in the industry’s development was when table wine production
exceeded that of fortified wine in the late 1960s. This led to rapid expansion in the
number of vineyards and wineries in the 1970s. There was growth again in the
1980s after a period of depressed prices and incomes in the late 1970s. Australian
consumption peaked in 1988 and there was a significant switch from bulk and cask
wines to higher priced bottled wine.

The fifth boom came in the mid 1990s with the industry’s establishment of Strategy
2025 which was based on an assessment of the strengths of the Australian wine
industry and consumer trends in the world shifting to consumption of varietal wines
associated with ‘mediterranean’ style meals, increased dining out and higher
disposable incomes.

The Australian industry achieved a rapid expansion of wine exports and growth in
the domestic wine market. This was associated with an unprecedented trebling of
the national vineyard area between 1990 and 2004 and successive record levels of
grape and wine production.

Similar changes were taking place in other New World wine producing countries,
although not at the same rate of increase and absolute change. Most of the
increases in New World production were in the same grape varieties (cabernet
sauvignon, merlot and shiraz for red wines and chardonnay, sauvignon blanc and
colombard for white wines). World wine production moved considerably ahead of
consumption in 1998 and again in 2002.

The result of the recent expansion is that the Australian industry is much larger than
at any time in its history and has prominence in global markets. Exports have
exceeded domestic sales and have been concentrated in the UK and USA markets
with most growth being for bulk and popular premium wines.

The current market downturn

The publication of The Marketing Decade: setting the Australian wine marketing
agenda 2000-2010 foresaw emerging problems with oversupply as world-wide
plantings came on stream. The publication noted that over the decade there was
no guarantee that all available fruit would be processed, but that it was important to
understand the potential magnitude of the supply increase so that the implications
could be examined and appropriate strategies implemented.

The oversupply occurred sooner than foreshadowed in the ‘Marketing Decade’,
appearing to have commenced in 2000-01 when wine production exceeded sales
and an ‘economic’ level of stocks leading to excess wine inventories. There were
no industry-wide strategies in place to deal with this emerging situation.

Despite the high level of stocks, wineries’ grape intake levels remained high, but in
2005 and 2006 as wine stocks grew further, they moved to reduce grape
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purchases. This occurred via wineries either not renewing grape supply contracts
or amending existing contracts, particularly through yield and production caps.

Growers were forced to discard unsold grapes and reported increased vine
mothballing, grubbing or abandonment. The wine grape sector estimates that up to
200,000 tonnes were left unharvested or discarded in the 2006 harvest.

Grape prices have generally declined since the early 2000s. For the 2006 vintage,
contracted grapes were consistently below $400 per tonne in warm climate regions.
Prices were higher in temperate and cool climate regions, but the cost of production
is significantly higher than for warm inland regions.

Since 2003, an increasing amount of uncontracted fruit was sold on the spot
market. In 2006, very low prices of $100 per tonne or less were received by
growers in both warm and cooler climate areas.

With low prices prevailing in most regions and increases in the cost of production,
the viability of many grape growing enterprises has been under severe pressure.
Many specialist growers, without significant off-farm income, are now facing
financial difficulties. In some areas, the number of wine grape growers seeking
assistance through rural counselling services has rapidly increased.

Grower incomes in 2007 are likely to be further affected by the very dry and warm
conditions across wine regions during most of 2006 and severe spring frosts in
some regions.

The drought and frosts are likely to significantly reduce grape production in 2007
and possibly in 2008. Depending on the extent of reduced production, initial
indications are that wine inventories may be able to be brought back to
economically sustainable levels in 2008-09 which is much earlier than the previous
predictions of 2010-11.

At the time of writing this report, some large and mid-size wineries have stated that
they will be looking to write new grape contracts to replace expected lost grape
production in 2007 and 2008. If signficant demand develops as a result of
prospective lost production, there may be some upward movement in prices for
growers with varieties in demand and more likelihood that available grapes will be
harvested in 2007.

However even if an earlier than expected overall rebalancing of wine grape demand
and supply eventuated, considerable change will be required in the Australian wine
grape industry in adjusting to changes in the world wine market, a consolidating
industry value chain, lower grape prices, slower growth in wine sales and rising
costs of production.

3. Project findings and conclusions

In this report, analysis of the industry’s situation and performance is set against an
assessment framework (below) that allows a comprehensive and longer term view
of the Australian wine grape industry. The immediate issues of the 2006 grape
oversupply, low grape prices and grower viability are assessed against desired
industry outcomes along with the longer term industry issues.

The desired outcomes for the Australian wine grape industry which now operates in
a global wine industry are competitiveness, profitability, sustainability, resilience
and self reliance.
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Figure 1: Industry Partnership Programme (IPP) — industry assessment
framework
IPP Framework Taking Stock and Setting
Directions
Q Resources The industry’s profile and
= performance is based on its
@ physical, financial, human and
n social capital.

External environment Global and Australian attributes,
events and trends that impact on
the industry, but are outside its
capacity to change.

Enabling environment Market, organisational and policy
attributes that are within the
influence of the industry or
government to change.

@) » Global competitiveness Taking Stock and Setting

= > Profitability Directions for the industry against
8 » Sustainability competitiveness, sustainability,

3 » Resilience profitability, resilience and self-

8 > Self-reliance reliance outcomes.

Global competitiveness — the ability of the industry to compete and win
market share in export and domestic markets. Wine is the traded product in
world markets, but its competitiveness depends significantly on the quality
(both perceived and actual) and efficiency of grape production.

Profitability — the ability of the industry to generate profits for wine grape
growers and value chain businesses that justify the continuation of
resources being used in the industry.

Sustainability — the capacity of the industry to be economically viable in the
long term and to invest in the maintenance of the industry’s natural
resources for future productive use.

Resilience — the capacity of the industry to bounce back from adverse
shocks and its flexibility to deal with future shocks, either physical,
economic, policy decisions, or changes in the external environment such as
exchange rate appreciation.

Self-reliance — the capacity of the industry’s institutions and leaders to plan
for the future, to provide leadership during periods of prosperity and
downturn, to respond quickly and effectively to issues, and to build
relationships within the industry value chain and with governments, the
community and other sectors of the economy.

The following paragraphs summarise the key findings and conclusions of the

project referenced to the desired industry outcomes.
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Competitiveness
Australia has had spectacular success in exporting wines to the world in the past
two decades with compound growth in the volume of its exports of 24% per annum.
In 2004, Australia was ranked as the third largest exporter with over 10% of total
world exports by value. While Australia exports wine to many countries, we rely
heavily on the large UK and USA markets for wine sales.

Current trends in export sales show that there is now clear evidence that the export
growth success of the past decade is losing momentum. The average price per litre
is falling and this caused the value of exports to decline in the year to 30 September
2006 for the first time since 1991. The volume growth in recent times has been in
bulk wine as winemakers sell off their surplus stocks at low prices.

Australia has dominated the ‘popular premium’ market segment. Presently, almost
80% of Australia’s exports are bulk and popular premium wines. These market
segments have provided the export opportunity and available market for Australian
wines produced from grapes largely grown in the warm inland regions.

Popular premium wines are increasingly a ‘fast moving consumer good’ purchased
by consumers in supermarkets. These wines are amenable to global sourcing from
the lowest cost producers. Growers and winemakers perceive difficulties for wine
made from Australian grapes in maintaining long term competitiveness in the bulk
wine market segment in the face of competition from lower cost producers,
particularly from South America.

There is little growth in the export market for premium, super premium and specialty
wines which comprise around 20% of Australia’s export sales, although Australia is
already well represented in these market segments as a proportion of its share of
world exports. These wines are seen by consumers as lifestyle goods and subject to
discretionary expenditure. Much of the growth in vineyard plantings was to produce
grapes for these wines and the current area now comprises around 40% of the
national vineyard estate. This has resulted in wine grape oversupply in the
temperate and cool climate regions that grow grapes for premium , super premium
and specialty wine styles.

Rapid changes in the world wine value chain are taking place. The world market is
becomingly increasingly integrated with consolidation at both wine maker and retail
level. The high level of concentration in Australia’s wine production has been a
factor in our export success in that the large companies have the economic scale
and resources to successfully compete in a consolidating world wine value chain.
On the other hand, Australia’s large number of small wineries export small volumes
to a large number of countries and provide market diversity and flexibility in being
able to innovate in meeting consumer preferences.

In the medium term, renewed growth in exports to the levels of growth experienced
over the past decade will be difficult. The wine trade is presently taking place in an
environment where world wine production is significantly higher than consumption,
wine prices are under pressure from excess wine inventories and retailer
discounting, and this is flowing through to lower grape prices.

Key issues for the industry in maintaining the industry’s global competitiveness are:

e Maintaining export success through developing and implementing wine

marketing strategies that result in sales in each of the wine market segments

which will support profitable grape growing and winemaking sectors. This

will require increased market and consumer research and the development

of specific marketing strategies for each market segment within an overall
industry marketing vision and plan.
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e Benchmarking all sectors of the wine industry value chain, including grape
growing enterprises, against international competitors and using this
information in the ongoing quest to maintain and extend competitive
advantages. Benchmarking for growers needs to consider cost structures of
grape growing in relation to the wines produced from those grapes. It needs
to be supported by developing the industry’s extension capacity to ensure
growers have the business skills to monitor and apply benchmarking results.

e Researching and adopting new grape growing business models for
competing in consolidating value chains (ie, in winemaking, distribution and
retailing) and for achieving enterprise profitability. This needs consider the
effectiveness of present grape marketing and selling arrangements to fewer
and larger winemakers. It should also include the possibility of dealing with
intermediary or specialist winemakers that supply wine on specification to
the large wine companies.

Profitabililty
The increase in grape production that has resulted from the rapid expansion in the
national vineyard estate has led to the large wine grape oversupply and serious
impact on prices and grower profitability. With wine sales falling below production,
wine stocks increased to excessive levels and caused wineries to move to reduce
grape intakes and prices.

Wine grape prices saw substantial increases during most of the 1990s, with the
weighted average indicator price (based on prices in the warm inland irrigated
regions) rising to $1,400 per tonne for reds and around $850 per tonne for whites.
Average prices have declined significantly over the present decade.

Many growers consulted in this project reported current prices to be well below the
cost of production. ABARE survey results for indicator regions (the Riverina and
McLaren Vale) showed declining farm business profits in 2003-04 and 2004-05.
The average rate of return on capital and management for the Riverina was 2.4% in
2004-05 and 3.2% in McLaren Vale. Since then, the average grape price fell by
12% in the Riverina and 16% in McLaren Vale.

At the beginning of this project, industry predictions were for an extended period of
excess wine stocks and little prospect of recovery in wine grape prices in the
medium term (even up to 2011). As noted above, the situation has changed
dramatically for the coming 2007 vintage and possibly the 2008 vintage. However,
even with demand and supply rebalancing in the short term, the world oversupply
and international competition for wine market share will continue to put pressure on
wine and grape prices.

In addition with a return to normal seasonal conditions, Australia’s present vineyards
have the capacity to produce in the order of 2 million tonnes of grapes which would
again exceed likely demand for wine grapes. In such circumstances, it is unlikely
that grape prices will return to the levels of the late 1990s, at least, during the
remainder of the current decade.

Key issues for the industry in re-establishing profitability are:
e Establishing effective industry strategic planning and information
services to assist wine grape demand and supply rebalancing, and grower
decision making.

e Improving mutual understanding of respective businesses in the value
chain including understanding of costs of production and wine grape and
wine pricing. Improved mutual understanding of the respective businesses
of grape growing, wine making, distribution and retailing (including prices,
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costs and profit margins) would provide a strong basis for improved
relationships in the value chain. Further research is required on the
relationship between wine prices, wine grape prices and costs of production
in various regions, particularly to clarify the costs involved in grape
production through to wine sales.

e Achieving appropriate economies of scale and cost reduction in grape
production and marketing. Economies of scale in wine grape production can
be achieved through property consolidation, joint vineyard management
arrangements, contracting vineyard operations over a number of properties,
and greater outsourcing of functions. Growers may also need to explore the
potential for collaborative marketing arrangements that are compatible with
Trade Practices Act requirements.

Sustainability
Economic viability

The very high grape prices that prevailed in the late 1990s and early 2000s
attracted a lot of investment and expansion of the national vineyard estate. Between
1993 and 2004 vineyard expansion was also partly facilitated by a taxation
arrangement that allowed accelerated depreciation for grapevine establishment
costs. A disproportionate amount of this investment was directed at the production
of higher-cost temperate and cool climate fruit when compared to trends in world
wine market demand

In the medium to long term (ie, the next 5-10 years), the Australian wine grape
sector will need to adjust to grape price levels that are likely to be much lower than
those reached in the late 1990s and early 2000s when the expansion of the
vineyard area took place.

Australian Bureau of Statistics estimates that there are 8,350 Australian vineyards.
Many of these are small-scale as a result of the previous high grape prices
attracting many specialist growers to the industry. Approximately, 50% of vineyards
in warm regions and 60% in cooler climate regions are less than 10 ha.

Significant economies of scale are available in wine grape production. ABARE has
shown that the top performing vineyards in both McLaren Vale and the Riverina
have a larger area under vines than the average of all vineyards in the respective
regions. In McLaren Vale, the bearing area for top performing vineyards is 82%
larger than the average and in the Riverina, it is 113% larger.

There is a high proportion of specialist growers in all regions that lack the
economies of scale needed for long-term viability at a lower level of grape prices.
Small vineyard size presents difficulties in achieving economies of scale in
production and marketing, and accessing capital for investing in vineyard upgrading
and new technology.

A lot of growers that lack scale are concentrated in some of the warm inland regions
with fixed or unsuitable irrigation infrastructure that mitigates against build-up of
property scale. The problem of small block size and associated fixed irrigation
infrastructure in warm inland regions, as noted in the 1985 ‘Inquiry Into the Grape
and Wine Industries’, continues some twenty years later. Infrastructure and
adjustment strategies will be required to overcome this problem.

A key factor in grower viability is the grape price that the winemaker can afford to
pay at various wine price points. In order to pay $450 per tonne, KPMG estimated
that the winemaker needed to produce wine that retails at $6.99 a bottle. To pay
$650 per tonne, the wine retail price needed to be $7.99.
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Economic viability is also influenced by the enterprise arrangements that exist in
wine grape production. Many different models exist. These include specialist
growers who sell all their grapes to wineries; wine companies that grow their own
grapes and contract from other sources to meet requirements; and small growers
who grow their own grapes for processing in their wineries or who contract
winemaking.

Australia’s wineries source a significant proportion of their grape intake from their
own vineyards (21% in 2004-05). Many growers expressed concern about large
wine companies divesting vineyards and winemaking facilities and sourcing more
wine from contract winemakers and the bulk wine market. At this stage, only one
major winery has publicly announced a company policy along these lines.

Australia’s growers rely heavily on the large wine producers to buy the majority of
their production. The top six wine producers crush 73% of the Australian wine
grape intake.

Of Australia’s 2,000 wineries, the majority (70%) crush less than 100 tonnes of
grapes and these wineries provide diversity in the demand for grapes for small
growers.

Anecdotal information suggests that some vineyards, mainly in cooler climate or
peri-urban areas, are lifestyle ventures for high income or high net worth urban
owners. A lot of these businesses are reported to be operating at a loss in the
current market situation and being subsidised by other sources of income and
capital.

Other specialist growers are relying on off-farm employment (self or spouse) to
meet vineyard and living costs. This employment includes vineyard contracting for
other growers.

Another group of growers operate their vineyards as a hobby or ‘sea change’ and
frequently earn income from a cellar door, café, B&B accommodation or tourist
attractions. Some 75% of winemakers have cellar doors and make an important
contribution to Australia’s wine and food tourism industry in regional areas.

The view of many growers consulted, supported by some studies, is that those who
rely on wine grape income are experiencing serious financial difficulties and are
unlikely to be economically viable at present price levels. This includes mid-size
and large growers.

Natural resource management (NRM)

The sustainability of the Australian wine grape industry is also dependent on its
natural resource management. The wine and grape growing sectors are active
participants in environmental programs directed at maintaining a ‘clean-green’
reputation in world markets.

Climate variability is having a major impact on irrigation water availability and cost.
The continuation of drought conditions across southern Australia is substantially
reducing inflows to the major river systems and water authorities have already made
significant reductions in water allocations (including high security water) for the
2006-07 season. This is increasing pressures on water prices.

Australian Bureau of Statistics data shows that water efficient drip and micro spray
irrigation accounts for 76% of the total irrigated vineyard area. However, the data
also shows some 36,000 hectares of vineyards (including table and dried fruit
properties) are watered by overhead spray and furrow or flood irrigation. Upgrading
this to more efficient irrigation methods is constrained by unsuitable or outdated
irrigation infrastructure.
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Climate change is predicted to have a major impact on Australian wine regions over
the long term due to rising temperatures and reduced rainfall. This will change the
varieties that will be grown in some regions.

Sustainability

The key issues for the industry in ensuring industry sustainability are:

e Planning for and undertaking major structural adjustment in the wine
grape growing industry with appropriate support for growers. Significant
change may be required in grape growing enterprises, vineyard size, the
varieties planted in some regions, and in clonal material used in some
instances. Means of achieving appropriate economies of scale as
highlighted above will need to be addressed in industry strategies.

e Establishing a culture of continuous improvement and innovation in wine
grape production and marketing in order to meet the pace of change in world
wine markets and value chains. This will need to be backed by market-
driven R&D that focusses on market intelligence, trends in consumer wine
preferences and purchasing, and grape varieties and attributes that will
produce wines that meet consumer demand.

e Monitoring the impact of climate variability on irrigation water availability
and cost. Irrigation infrastructure needs to be upgraded in some warm
inland regions of New South Wales and Victoria with consequent changes to
more efficient irrigation methods.

e Continuing to implement best practice natural resource management to
strengthen the industry’s environmental standing in the Australian
community and export markets.

e Monitoring climate change and formulating response strategies that will
provide guidance to future industry investment.

Resilience
The Australian wine and wine grape industry has a history of cycles of ‘boom’ and
‘bust’. The most recent boom in the late 1990s and early 2000s is considered to
have been the longest and strongest, and driven almost exclusively by wine sales’
growth in export markets.

Many growers and winemakers believe that the present downturn reflects a
‘seismic’ shift in the industry that will involve more significant change than in
previous industry downturns. The Australian industry is now much larger, is much
more reliant on wine exports and has more specialist grape growers including
investor vineyards.

The world wine market has also changed markedly with rapid consolidation of
winemaking and retailing, intense competition in export markets between New
World and resurgent Old World producers and consumer-driven markets where
fashion, convenience and lifestyle influence consumption.

Demand/supply coordination in grape growing is difficult because consumers’ wine
preferences can change quickly. There is a significant time lag between the
decision to plant a variety currently in demand and the resulting grape production
which may be at a time when demand has changed.

With the consolidation that is occurring in Australia’s largest wine companies and
industry difficulties due to grape and wine over-supply, many in the industry
consider that the previous high level of collaboration has deteriorated in recent
times.
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The exchange of information between growers and winemakers has traditionally
been important for growers in making decisions for investing in their vineyards.
There are indications that growers may have been over-reliant on winery
information for decisions on new plantings and that a broader range of production
and market information is needed to cover all aspects of the investment (including
for its economic life).

The likelihood of a major reduction in grape production in 2007 and possibly 2008
due to seasonal conditions also highlights the need for accurate and up-to-date
information for production forecasting and monitoring purposes. Concerns were
expressed about the accuracy of coverage for ABS data on vineyards, grape
production, and wine inventories, and that further work is required on price data to
make it more useful for industry benchmarking and business planning.

Although detailed and wide ranging data is collected on the industry, there has been
less analysis and dissemination of the available information to assist growers and
winemakers in their business decision making. This is changing with improved
information services from the Australian Wine and Brandy Corporation.

Industry R&D has been critically important for providing information and innovations
for growers and winemakers. This has traditionally concentrated on grape
production and wine processing, although in recent years market and consumer
research has increased.

Strategy 2025 released in 1996 included a strategy for the ‘viable expansion of
vineyards’. The Strategy called for an annual average planting rate of 1,500
hectares (45,000 ha) to achieve the sales target of $4.5 billion. Actual growth
overshot this target by 100% with an increase of almost 90,000 ha by 2005 for wine
sales of $5.5 billion.

Another 2025 strategy was to introduce risk management that identified and
formulated contingencies for industry-wide risks. The grape growing sector
presently does not have a national strategic plan or a risk management strategy.
Strategies to manage the emerging demand/supply imbalance that were called for
by ‘The Marketing Decade’ in 2000 did not eventuate. The complex interactions of
the grape and wine production cycles, overlain by climate variability, need to be
better understood.

The key issues for the industry in strengthening its resilience are:
e Strengthening information collection, analysis and reporting to support
grower decision making, and for industry demand and supply forecasting
and monitoring.

o Developing effective planning and strategy setting processes for the
grape growing sector linked to sales targets and marketing strategies for
wine.

e Ensuring ongoing investment in the industry’s human, capital and financial
capacity. The future competitiveness and prosperity of the industry will
depend on adequate on-going investment in wine growing and marketing
skills, attracting people to the industry, upgrading Australian vineyards and
technology, provision of modern distribution infrastructure and accessing
funds from financial markets.

e Establishing and maintaining collaborative relationships through the wine
industry value chain in order to successfully compete in a rapidly changing
world wine market. Mutual respect and understanding of roles in the value
chain is critical for industry resilience in future with high level collaboration
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required between wine grape growers, winemakers, retailers and the wine
industry as a whole with consumers.

Self reliance
Australia’s wine grape growers generally want a unified voice to strengthen their
position in dealing with the short-term transition of the industry and with a desired
return to long-term stability and prosperity.

Industry self reliance requires the development of Wine Grape Growers’ Australia
Inc. (WGGA) as a strong national organisation supported by efficient and effective
state and regional organisations to represent wine grape growers and provide value
in the services demanded.

As the peak body for one of Australia’s largest agricultural industries, WGGA will
need significant funding from its members if it is to develop the administrative,
intelligence gathering, data analysis, market research and advocacy resources
necessary to make a real difference to the sustainability of the Australian wine
grape growing sector.

There are a large number of organisations that represent growers and/or
winemakers at the regional (Gl) level and state levels. A short term imperative for
WGGA, state level and regional organisations is achieve a coordinated structure at
regional, state and national levels and to resolve funding and resourcing
constraints, particularly during the current industry difficulties.

WGGA is presently funded largely by the major inland regions. In order for WGGA
to be able to provide effective industry leadership, WGGA requires more financial
and intellectual input from a wider range of regional organisations and wine grape
growers.

A key role needs to be in providing leadership to growers and their respective
regional and state organisations in understanding, embracing and managing the
change that will be a feature of the industry in future.

Grape grower/winemaker relationship management is also a priority issue for state
and national level industry organisations. Declining grape prices and a pricing
system that still contains a large degree of subjective quality assessment is
straining grower/wine maker relationships.

A code of conduct for relationships between growers and winemakers is being
developed by Wine Grape Growers Australia and the Winemakers’ Federation of
Australia. Such a code requires maximum sign-up for it to be effective and it will
have a positive effect on grower-winery relationships if it covers the majority of fruit
harvested in Australia.

Potential exists for WGGA to build strategic alliances and collaborative partnerships
in the value chain, with governments and with the national industry institutions. This
may increase the resources available to WGGA to add value to its strategies and
more effectively represent the wine grape growing sector.

WGGA needs to work to strengthen its relationships with the Australian
Government, state governments and local government in industry policy
development, planning and program delivery.

It is important that the industry maintains investment in its leadership capabilities
and establishes succession plans for key decision making positions. This includes
appropriate involvement of younger generations and women.

The key issues for the industry in developing self reliance are:
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Consolidating Wine Grape Growers Australia as a strong and effective
national organisation of grape growers;

Coordinating the industry structure at regional, state and national levels
and resolving funding and resourcing constraints.

Investing in the development of industry leadership; and

Improving policy development capacity and strengthening relationships
with government.

4. Setting directions for the future of the Australian wine grape

industry

While the Australian wine grape industry, like many agricultural industries, faces
many challenges and opportunities in future, there are strong indications that it will
continue to be successful.

Australia now has the vineyard area and capacity to meet further growth in
wine sales;

Australian wine grape growers are world leaders in vineyard management
and viticultural practices; and

The wine grape sector comprises a diversity of business types and sizes
that can respond quickly and with innovation to the requirements of wine
market segments domestically and overseas.

The Australian Wine Grape Industry Partnerships Project, Taking Stock and Setting
Directions, has provided the opportunity for the industry to work with independent
industry analysts and to identify the strategic imperatives, strategies and actions it
must address now for a sustainable future.

This has been achieved through the processes of industry consultations, meetings of
the Project Management Committee to reflect on and approve material produced by
the consultants; and importantly, two industry workshops held in August and
November 2006, in Melbourne and Adelaide respectively. These workshops allowed
direct industry input and feedback on the findings, conclusions and recommended
strategies and actions.

Strategic imperatives
This project has identified the following five strategic imperatives as those that must
be addressed by the industry in future in order to achieve the industry’s vision.
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Figure 2: Strategic imperatives for the Australian winegrape industry

VISION:
A globally competitive, profitable, sustainable, resilient and
self-reliant industry that adds value to the national economy,
Australian communities and the environment.

STRATEGIC IMPERATIVE 1 — MARKET INFORMATION
Quality demand and supply information (for both wine grapes
and wine) that is actively disseminated to growers.
(Strategies 1.1-1.7)

STRATEGIC IMPERATIVE 2 — STRATEGIC IMPERATIVE 3 —
BUSINESS COMPETITIVENESS INDUSTRY CHANGE
Wine grape growing enterprises A sustainable and profitable wine

with appropriate business grape growing sector supported by
structures, processes and skills to adaptive policy and change
compete internationally in a rapidly management.

changing market environment. (Strategies 3.1 - 3.9)

(Strategies 2.1 —2.8)

STRATEGIC IMPERATIVE 4 — RELATIONSHIPS
Collaborative and efficient relationships along the wine industry value chain.
(Strategies 4.1 - 4.2)

STRATEGIC IMPERATIVE 5 — REPRESENTATION & LEADERSHIP
Nationally coordinated, well-resourced and efficient industry structures with strong and
effective industry leadership.
(Strategies 5.1 —5.4)
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STRATEGIC IMPERATIVE 1: MARKET INFORMATION

Outcome:
Quality demand and supply information (for both wine grapes and wine) that
is actively disseminated to growers.

Rationale:

Rapidly changing market and business conditions requires improvements in
collecting and analysing data, and communicating industry trends to wine grape
growers and other value chain participants. The current downturn in the industry
has highlighted the need for ongoing monitoring and assessment of grape demand
and supply at the national and regional levels and addressing mismatches through
industry strategies.

The exchange of information between growers and winemakers has traditionally
been important for growers in making decisions for investing in their vineyards.
There are indications that growers may have been over-reliant on winery
information for decisions on new plantings and that a broader range of production
and market information is needed to cover all aspects of the investment (including
for its economic life).

During the project, growers and winemakers identified a particular need to monitor
investment trends in vineyards and plantings and to address issues of concern. In
view of the rapid expansion of the national vineyard estate over the past decade,
many in the industry pointed to the need to back wine marketing strategies with a
wine grape industry strategic plan that ensures grapes are supplied in a profitable
and sustainable way for the production of wines sold in each of the market
segments.

STRATEGIES
Information

1.1 Refining industry data collection and filling gaps relating to wine and grape
demand and supply variables at both a national and regional level;

1.2 Upgrading industry information interpretation and dissemination to growers,
other value chain sectors, government and the media.

1.3 Analysing and communication information about industry trends and
characteristics of industry cycles.

1.4 Monitoring and reviewing new investment in vineyards to determine impact on
the wine grape demand-supply balance.

Marketing

1.5 Highlighting the unique contribution of Australian grape growers to the wine
industry and its global competitiveness.

1.6 Contributing wine grape sector information to industry marketing strategies
through the Wine Directions Strategy, particularly those that build ‘Brand
Australia’ and regional brands.

Strategic planning

1.7 Implementing ongoing and integrated industry strategic planning, performance
monitoring and evaluation processes.
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KEY ACTIONS

1. Identify gaps and refinements in data collections and pursue implementation
through the AWBC Statistics and Knowledge Development Advisory
Committees, and the Working Group on Industry Information.

2. Develop an information dissemination and communication strategy for
growers and other value chain sectors.

3. Collaborate with the Wine Directions Strategy Task Force and the AWBC on
wine marketing strategies.

4. Work with the AWBC, WFA, GWRDC and DAFF on the proposed market
intelligence system.

Prepare a wine grape industry strategic plan.

Prepare a submission to the Horticulture Australia study of the impact of
Managed Investment Schemes.

STRATEGIC IMPERATIVE 2: BUSINESS COMPETITIVENESS

Outcome:

Wine grape growing enterprises with appropriate business structures,
processes and skills to compete internationally in a rapidly changing market
environment.

Rationale:

The future profitability of Australian wine grape growing enterprises will rest on the
capacity of its participants to apply new ways of doing business that meets the
requirements of changing markets. During the project, wine grape growers and
winemakers identified industry benchmarking, developing new forms of business
models, investigating economies of scale and cost reduction strategies and
ensuring responsive and market-driven R&D as key factors in improving business
competitiveness.

STRATEGIES
Benchmarking

2.1 Reviewing requirements for new business skills development for wine grape
growers and implementing skills development programs as required.

2.2 Implementing a system for benchmarking Australian viticulture to world’s best
practice in conjunction with related initiatives across the value chain.

2.3 Providing information and encouraging investment in upgrading Australian
vineyards and technology in line with benchmarking results.

Grower business models

2.4 Researching profitable grower business models for grape production, marketing
and supply that are based on global market trends.

2.5 Providing action learning, case studies and extension support for grower
adoption of appropriate business models, utilising support under the
Agriculture Advancing Australia package and other government programs.

Economies of scale and cost reduction
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2.6 Researching and disseminating information on economies of scale and cost
reduction strategies for wine grape production and marketing.

Research and development

2.7 Developing and implementing a WGGA policy on R&D and innovation that
covers the whole value chain, entrenches a culture of continuous
improvement, and facilitates ongoing adoption of R&D in response to market
demand.

2.8 Establishing a wine grape grower priorities review group (PRG) to involve
growers at all levels and regions in the development and communication of
priorities for R&D.

KEY ACTIONS
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STRATEGIC IMPERATIVE 3: INDUSTRY CHANGE

Outcome:
A sustainable and profitable wine grape growing sector supported by
adaptive policy and change management.

Rationale:

There is a high proportion of specialist wine grape growers in all regions that lack
the economies of scale or wine grape markets needed for long-term viability at a
lower level of grape prices. Small vineyard size presents difficulties in achieving
economies of scale in production and marketing, and accessing capital for investing
in vineyard upgrading and new technology.

The problem of small block size and associated fixed irrigation infrastructure in
warm inland regions continues after many decades. Significant investment in
infrastructure and adjustment strategies will be required to overcome this problem.

In addition, the planting boom of the last decade has seen overinvestment in the
higher cost cool and temperate climate production zones targeting grapes for the
premium, super premium and specialty market segments. The result has been that
40% of Australia’s vineyards are in higher production cost zones but the market only
requires 20% to 30% of plantings to support these higher price market segments.
While efforts to grow the markets for higher priced wines may reduce the oversupply
of high cost grapes, the extent of the overplanting in these zones represents a
significant structural imbalance within the industry, and adjustment strategies will
also be required to align supply and demand within the wine grape sector.

The view of many growers consulted during this project is that those who rely on
wine grape income are experiencing serious financial difficulties and are unlikely to
be economically viable at present price levels. This includes mid-size and large
growers.

Planning for and undertaking major structural adjustment in the wine grape industry
with appropriate support for growers will be required for future industry sustainability
and profitability.

STRATEGIES

Change management

3.1 Investigating, developing and implementing industry driven strategies for long
term structural change.

3.2 Supporting growers to fully comprehend and utilise existing Government
assistance programs including Australian Government Drought Assistance,
the Agriculture Advancing Australia package and other appropriate
government support programs.

Human resource and infrastructure capacity

3.3 Monitoring human resource capacity in Australian viticulture and developing
measures to attract people to the industry.

3.4 Collaborating with infrastructure funders and providers to ensure the provision of
modern distribution infrastructure for delivery of grape supplies to wineries.

Water management

3.5 Monitoring and disseminating information to growers on the impacts of climate
variability on irrigation water availability and costs.
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3.6 Collaborating with governments, water authorities and infrastructure companies
on irrigation infrastructure investment.

3.7 Providing information and extension support for the application of best practice
irrigation practices across the industry.
Natural resource management

3.8 Developing world’s best practice natural resource management (NRM)
standards for Australian viticulture and examining opportunities arising from
Government natural resource management programs.

3.9 Researching potential impacts of climate change on wine grape production and
regions, and developing climate change response strategies.

KEY ACTIONS

1. Implementation by WGGA of a three-stage project that:

(a) Reviews the access of wine grape growers to, and their use of, established
Government programs including Australian Government Drought Assistance
(including Exceptional Circumstances support), the Agriculture Advancing
Australia (AAA) package (including Farm Management Deposits, FarmBis,
Rural Financial Counselling Service, Farm Help) and broader Government
policies on industry structural adjustment.

(b) Prepares a submission to the Minister for Agriculture, Fisheries and Forestry
on the review in (a) above and the outcomes of the Taking Stock and Setting
Directions Project.

2. Work with governments and industry organisations to develop policies and
initiatives for increasing the availability and productivity of human resources
in viticulture.

3. Liaise with governments, financial institutions and infrastructure companies
on infrastructure upgrading and provision.

4. Prepare an industry water management strategy and liaise with Australian
and state government water agencies on irrigation infrastructure
requirements.

5. Establish a comprehensive information base on climate change and
variability for wine grape growers.

STRATEGIC IMPERATIVE 4: RELATIONSHIPS

Outcome:
Collaborative and efficient relationships along the wine industry value chain.

Rationale:
Mutual respect and understanding of roles in the wine industry value chain is critical
for industry resilience in future with high level collaboration required between wine
grape growers, winemakers, retailers and the wine industry as a whole with
consumers.

With the consolidation that is occurring in Australia’s largest wine companies and
industry difficulties due to grape and wine over-supply, many in the industry
consider that the previous high level of collaboration has deteriorated in recent
times.
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Industry strategies need to include monitoring of value chain relationships to ensure
the collaboration necessary to successfully compete in a rapidly changing world
wine market.

STRATEGIES

4.1 Establishing networks with all sectors of the wine industry value chain that
exchange information, cooperate and collaborate on competitiveness and
profitability issues.

4.2 Developing relationships with national, state and local governments in order to
promote the interests of the wine grape industry and the development of
evidence-based policy relating to the industry.

KEY ACTIONS

1. On the basis of the value chain collaboration achieved through the Taking
Stock and Setting Directions Project, the Wine Industry Relations Committee
and Wine Directions, move to establish an Australian Wine Alliance whose
charter would be whole of industry policy and strategies, and information
exchange.

Implement the Australian Wine Industry Code of Conduct.

3. Establish and maintain ongoing liaison with major wine companies on grape
sourcing arrangements and inform growers of key trends.

4. Establish ongoing issues forums involving key players across the value
chain, to inform the ongoing development of industry strategies.

5. Provide ongoing evidence-based reports on industry performance and
issues to governments.

6. Identify information and case studies that highlight industry successes and
communicate these to the industry, media and other sectors of the economy,
including the financial sector.

STRATEGIC IMPERATIVE 5: REPRESENTATION & LEADERSHIP

Outcome:
Nationally coordinated, well-resourced and efficient industry structures with
strong and effective industry leadership.

Rationale:

Across all agricultural industries, representative organisations face increasing
demand for industry services, policy development, and the establishment of close
working relationships throughout the value chain.

Industry self reliance requires the development of Wine Grape Growers’ Australia
Inc. as a strong national organisation supported by efficient and effective state and
regional organisations to represent wine grape growers and provide value in the
services demanded.

As the peak body for one of Australia’s largest agricultural industries, WGGA will
need significant funding from its members if it is to develop the administrative,
intelligence gathering, data analysis, market research and advocacy necessary to
make a real difference to the sustainability of the Australian wine grape growing
sector.
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STRATEGIES

5.1 Building a national structure for wine grape grower representation that
economically links regional and state efforts with the national level work of
WGGA.

5.2 Addressing funding and resourcing issues at national, state and regional levels.

5.3 Developing strategic alliances with industry stakeholders and others outside the
industry to provide additional resources to underpin a strong industry support
capacity that benefits the wine grape sector.

5.4 Providing leadership for the wine grape sector in managing ongoing industry
adjustment and change.

KEY ACTIONS
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PART B: SITUATIONAL ANALYSIS OF THE
INDUSTRY’S RESOURCES,
EXTERNAL ENVIRONMENT AND
ENABLING ENVIRONMENT
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CHAPTER 1. BACKGROUND TO THE AUSTRALIAN WINE
GRAPE INDUSTRY

1.1 Origins and development of the Australian industry

Even though Australia is now regarded as a New World producer that has come to
prominence in world trade in wine during the 1990s, the wine and grape industry
has a long and interesting history. This background to the development of the
industry is based on an account by Walsh (1979).

The industry’s origins

The first grape vines were bought by Governor Phillip from Rio de Janeiro and the
Cape of Good Hope in 1788. Three years later, there were three acres in the
Governor’s garden in Parramatta. The first private vine grower was Phillip
Schaeffer who established a one acre vineyard at Rydalmere. These early grapes
were for table fruit and initially grew successfully, but were soon affected by
disease.

In 1800, two French prisoners of war were sent to Australia with instructions from
Governor King to promote viticulture and wine making. Initial attempts with
plantings in Parramatta at producing wine were largely unsuccessful again due to
disease (anthracnose).

Gregory Blaxland was the pioneer experimentalist of the wine industry and trialled
viticulture and wine making over a 25 year period to 1831. He was the first to
export wine from Australia and to win an overseas award in 1822. James Busby
was the first to promote the industry and teach viticulture. After a tour of France,
Spain and Germany he planted 365 different varieties in the Hunter Valley in 1832,
but left the industry for New Zealand in 1833.

Establishment of vineyards and problems in the 1800s

Viticultural activity in the Hunter Valley increased during the 1830s under growers
such as Kelman, Wyndham, King, Jamison, Suttor, Carmichael and the Macarthurs.
With new settlements around the Australian coast, vineyards were established in
Western Australia, Victoria and South Australia. In 1829, Richmond Houghton and
others planted vines in the Swan Valley. J.B. Hack and others planted the first
vines in South Australia around Adelaide and William Ryrie established the first
commercial vineyard in Victoria in 1838 at Yering Station near Lilydale.

The industry expanded rapidly during the 1840s and several of Australia’s famous
vineyards in New South Wales and South Australia had their origins in that decade.
John Reynell established vineyards in Reynalla, George Anstey in Highercombe,
and Christopher Rawson Penfold in Magill. Other plantings were made in
Clarendon, the Clare Valley and German settlers pioneered the Barossa Valley
where Johann Gramp planted the first vines at Jacob’s Creek in 1847. Samuel
Hoffman planted at Tanunda in 1848 and Samuel Smith planted Yalumba in 1849.

In the 1850s, Paul de Castella planted Yering in the Yarra Valley and in the 1860s,
Hubert de Castella and Baron de Pury planted St Hubert's and Yeringberg. New
areas were opened up in Victoria with Lindsay Brown planting the first vines in the
Rutherglen district. Many other famous vineyards and industry leaders emerged
during this period in Victoria and South Australia.

In the early years of the development of the industry, growth of the domestic market
was limited by abstinence and temperance movements, although excessive drinking
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was an issue. Access to export markets and recognition of Australian wine was
also facing difficulties.

Until the 1850s, Australian wine was effectively shut out of the British market.
Australian exports increased when the British Government abolished the
preferential duty on Cape wines and Australians such as Patrick Auld set up firms in
London to market the country’s wines. Australia also participated in many large
scale international exhibitions in the second half of the nineteenth century to
stimulate trade and Australian wines won trophies. In 1889, St Hubert’'s won one of
the fourteen Grand Prix awards for overseas wines at the Paris Exposition, although
there was much suspicion, prejudice and discrimination against the ‘colonial
product’.

Phylloxera appeared in 1877 near Geelong and destroyed many vineyards during
the last two decades of the nineteenth century. North American phylloxera resistant
root stocks were introduced in this period.

Expansion in the 1900s

During the early years of the twentieth century many of the old-established firms
spread their operations interstate. In 1912, McWilliams which was founded at
Corowa expanded into the Murrumbidgee Irrigation Area (MIA) and was followed by
Penfold and Seppelts. McWilliams also established in the Hunter Valley in the
1930s, again followed by Penfolds. Lindemanns established vineyards and
wineries in Corowa and later Coonawarra in South Australia and Karadoc in
Victoria.

There was a rapid expansion of the industry after the First World War with soldier
settlements in the Murray Valley, MIA and the Hunter Valley. Yields were high in
these areas, over-production resulted and grape prices collapsed. Many
viticulturists could not compete and many of Victoria’'s famous vineyards of that
period declined and were replaced by beef and dairy farms (eg, the Yarra Valley).

In 1929, orderly marketing for overseas sales was introduced with the establishment
of the Wine Overseas Marketing Board and from 1936, the Australian Wine Board,
financed by a levy on all grapes used for the production of wine, brandy and spirit
for fortified wine. From 1925 to 1939, Australia supplied around 20% of Britain’s
wine imports.

The Second World War greatly affected the export trade and Australia’s exports to
Britain virtually ceased after 1941 due to a British embargo and lack of shipping
space. After the war, exports resumed, but on a smaller scale. The Wine Board
opened the Australian Wine Centre in Soho, London in 1960, but growth in exports
was relatively small and slow until the 1990s.

The marketing of wine changed after the War from bulk sales in wholesale and retail
outlets to bottles under companies’ brands. This led to more competition amongst
vignerons and improvements in quality. With greater European settlement and the
prosperity of the 1950s, wine consumption in Australia increased. The discovery
and appreciation of modern Australian table wines dates from the 1960s stimulated
by the promotion activities of the Australian Wine Bureau and wine companies.
Many wine articles, books and wine and food societies appeared in this period.

Transformation of the industry from the 1960s

Table wine production exceeded fortified wines for the first time in 1968-69 and per
capital consumption increased from around five litres in the early 1960s to 14 litres
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in the mid 1970s. During the 1960s, the production of pearl (perle) wines was
established by Gramp and Sons of Orlando with cold and pressure controlled
fermentation of wine. Barossa Pearl, a sweet sparkling wine, appealed to women
consumers and had a major impact on the Australian market and eventually led to
greater consumption of still table wines.

During the 1960s and 1970s, there was rapid growth in the number of vineyards
and wineries in all states including Tasmania and a revival of viticulture in areas
which had badly affected by phylloxera such as the Yarra Valley and Geelong. In
the first half of the 1970s, the area of vineyards increased by 10% and the
production of wine grapes by 20%. Depressed economic activity resulted in bleak
assessments of the industry’s future and concern about the impact of taxation and
excise.

The industry’s situation was summed up in an article in the Australian Quarterly
(Shergold, September 1978) as follows:

“Within the present recessionary climate there exists an unfortunate
conjunction of economic forces — increased supply costs, demand
fluctuations, surplus production, price-discounting — which together
with alterations to the tax structure have left the wine industry
floundering in a sea of ifs and buts.”

The article considered that small growers and winemakers who sold to larger
wineries were vulnerable and that the large wineries were protected from liquidity
problems through take-overs from multi-national and local corporate giants.

1.2 The modern industry and rapid growth in the 1990s

As we now know, the industry revived and grew rapidly during the 1980s. However,
as noted by Strategy 2025, there was minimal focus on developing new wines in the
domestic market during the 1980s. It was suggested that the industry needed to be
more innovative and to concentrate on expanding export markets as a reaction to
weak domestic demand and unprofitable discounting practices in Australia during
the late 1980s.

Domestic wine consumption peaked in 1988, but domestic sales of Australian wine
continued to expand in value rather than volume reflecting a switch from cask or
bulk wine consumption to higher-priced bottled wine. Imported wine sales were low
(less than 5%) due to the variety, quality and value of Australian wine.

It was noted that significant opportunities existed for increasing domestic wine
consumption as a result of population growth in prime wine consuming age groups,
growth in the dining out market, increasing popularity of the Mediterranean diet,
tourism growth and the quest for more individualised beverage experiences.

Strategy 2025 provided the vision and strategies for the rapid expansion of wine
exports and growth in the domestic market over the second half of the 1990s. This
was associated with an unprecedented expansion of the national vineyard area and
the production of wine grapes.

The result of the expansion is that the Australian industry is much larger than at any
time in its history and has prominence in global markets. Exports continue to grow
in volume, although unit values of exports are declining. Overproduction of wine
grapes and wine has been associated with the rapid growth and prices for grapes
are rapidly declining with wine prices being subject to discounting. This situation is
replicated in most wine producing and exporting countries.
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Osmond and Anderson (1998) in analysing trends and cycles in the Australian wine
industry from 1850 to 2000, considered the recent growth of the industry as the fifth
boom. The five booms and their defining characteristics are:

1. Mid 1850s: growth in domestic demand from the gold rush period and the

wealth that was created;

1880s: growth in domestic and export demand with exports being dominated
by generic bulk wine which was mainly dry red;

1918-1930: large increase in plantings associated with an export boom after
World War | and supported by a subsidy for exported wine;

1960s: rapid growth in domestic demand with Australian consumption
increasing three-fold;

1995-2001: rapid growth in exports of table wines associated with an
unprecedented expansion of vineyard areas in all regions, but particularly in
cooler climate regions. A large number of small grape growers and
winemakers were attracted to the industry due to record high prices and
significant tax benefits for high income professionals.

1.3 Re-emergence of past problems

A report of the Inquiry into the Grape and Wine Industries (McKay, 1985) on a
downturn in prices and incomes, noted that the economic situation of the wine
grape industry had been made more difficult by large surpluses in the dried vine
fruits sector. The Committee observed a range of problems which are apparent in
the current downturn. These included:

Small block sizes in all regions that mitigates against “a programme of
orderly vineyard rehabilitation, redevelopment or replacement of unwanted
varieties”;

The rigidities of some irrigation areas with their structure of small blocks and
associated fixed irrigation infrastructure resulting from ‘closer settlement
schemes’;

The low income situation of a significant number of grape growers,
particularly in the Sunraysia and Riverland regions, who were unlikely to
become economically viable and needed both adjustment and welfare
assistance; and

The lack of internal financial resources for many growers to put aside poorly
performing areas of their vineyards and to redevelop these areas.

It is apparent that these problems which characterised this previous downturn have
re-appeared in the present circumstances.

1.4 Emergence of new problems

The Marketing Decade: Setting the Australian Wine Marketing Agenda 2000>>2010
(Winemakers’ Federation of Australia & Australian Wine and Brandy Corporation,
2000) while very optimistic for the future of the wine and grape sectors,
foreshadowed likely oversupply problems.

The document stated that:

“Another important shift has taken place in the marketplace relating
to the supply-demand balance equation. In recent years, demand for
premium wines (especially red wines) has exceeded supply. Supply
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is now rapidly catching up and as world wide plantings come on
stream over the next five years, a surplus will emerge.”

It was also noted that:

“In the 1990s, a period of supply shortfall, all vineyard production
was processed and sold mostly as branded wine. Over the next
decade, there is no guarantee that all available fruit will be
processed. Nevertheless, it is important to understand the potential
magnitude of the supply increase so that implications can be
adequately examined and appropriate strategies implemented.”

The marketing strategy predicted that wine production/ availability will increase from
765 ML to 1,152 ML between 2000 and 2010 on the assumption that vineyard yields
would decline in response to demands for higher quality wine production. This did
not eventuate and the prediction came to fruition for unfortified beverage wines by
2001-02 (gross total wine production, 1,220 ML).

The growth in wine production was driven by the rapid growth in Australia’s vineyard
area. Strategy 2025 foreshadowed the need for an additional 45,000 hectares (ha)
of new vineyards for a total bearing area of 105,000 ha, but the actual increase in
the bearing area between 1996 and 2006 was 89,000 hectares (almost double what
was foreshadowed).

Consultations: What we heard
“‘Funny, we’'ve less than 200
years of winemaking history, but
with the commoditisation line
we're taking, we’re losing what
historv we’ve aot.” (Winemaker)
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AUSTRALIAN WINE GRAPE
INDUSTRY TAKING STOCK

INDUSTRY ASSESSMENT FRAMEWORK
COMPONENT:

INDUSTRY RESOURCES
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CHAPTER 2. AUSTRALIAN WINE GRAPE PRODUCTION AND
MARKETS

The chapter covers the attributes of Australian wine grape production and
marketing. It relates to the resources component of the industry assessment
framework used in Taking Stock and Setting Directions projects.

Topics covered include:
e Australia’ grape growing regions;

e The industry’s natural resources — soils and topography, water availability
and climate;

e Australia’s wine grape growers — numbers, types of enterprises and trends;
e Features of the national vineyard estate and trends;
e Wine grape production — volumes, yields, varieties and trends;

e Wine grape markets — buyers of grapes by enterprise type, selling
arrangements, intakes by wineries, wine production, wine sales and stocks;

e Wine grape and wine prices — relationship between grape and wine prices,
production costs and trends; and

2.1 Australian wine regions

Wine grapes are grown in southern Australia in all states. The most northerly
growing regions are Hastings River in New South Wales and the Granite Belt and
South Burnett wine regions in Queensland.

Wine regions are officially described in a Geographical Indication (GI) system which
is a legal description of an Australian wine zone, region or sub-region. The main
purpose of the Gl system is to protect the use of a regional name under
international law, limiting its use to describe wines produced from wine grapes
grown within that Gl.

The use of Geographical Indications in Australia commenced in 1993 when the
Australian Wine and Brandy Corporation Act (1980) was amended to comply with
European Community Agreements on Trade in Wine and the Agreement on Trade-
Related Aspects of Intellectual Property Rights. This resulted from Australia's
increasing wine exports to EC countries during the late 1980s and early 1990s.

GI’s are determined by a Committee of the Australian Wine and Brandy Corporation
on submission from an authorised applicant, namely:

e awine grape grower;
e a wine maker;
e an Association representing wine grape growers and/or winemakers; or

e adeclared grape grower or wine maker organisation.

The criteria which the GIC must consider when making a determination include:

e history (general, grape growing and wine production);

e geology;
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South Australia

climate;

harvest dates;
drainage;

water availability;
elevation; and

traditional use of the area and name.

Australia’s present wine regions by Geographical Indications Zones are as follows:

Barossa — Barossa Valley, Eden Valley;
Far North — Southern Flinders Ranges;

Fleurieu — Currency Creek, Kangaroo Island, Langhorne Creek, McLaren
Vale, Southern Fleurieu;

Limestone Coast — Coonawarra, Mount Benson, Padthaway, Wrattonbully;
Lower Murray — Riverland;
Mount Lofty Ranges — Adelaide Hills, Adelaide Plains, Clare Valley;

The Peninsulas.

New South Wales

Victoria

Big Rivers — Murray Darling (NSW areas), Perricoota, Riverina, Swan Hill
(NSW areas);

Central Ranges — Cowra, Mudgee, Orange;

Hunter Valley — Hunter;

Northern Rivers — Hastings River;

Northern Slopes;

South Coast — Shoalhaven Coast, Southern Highlands;

Southern New South Wales — Canberra District, Gundagai, Hilltops,
Tumbarumba;

Western Plains.

Central Victoria — Bendigo, Goulburn Valley, Heathcote, Strathbogie
Ranges, Upper Goulburn;

Gippsland;
North East Victoria — Alpine Valleys, Beechworth, Glenrowan, Rutherglen;
North West Victoria — Murray Darling, Swan Hill (Victorian areas);

Port Phillip — Geelong, Macedon Ranges, Mornington Peninsula, Sunbury,
Yarra Valley;

Western Victoria — Grampians, Henty, Pyrenees.
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Western Australia
e Central Western Australia;
e Eastern Plains, Inland and North of Western Australia;
e Greater Perth — Peel, Perth Hills, Swan District;

e South West Australia — Blackwood Valley, Geographe, Great Southern,
Manjimup, Margaret River, Pemberton;

e West Australian South East Coastal.

Queensland (no Zones)
e Granite Belt;
e South Burnett.

Tasmania (no Zones or Regions)

Figure 3: Australia’s current wine regions, 2006.
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