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Abstract

As a ‘new world’ producer the New Zealand wine industry has succeeded in attracting premium prices by focussing on quality produced varietal type wines.  Its success in this approach unfortunately has the potential to simply commoditise its product. Such warning signs are clearly evidenced in the Australian wine industry where over production has commoditised wine, resulting in decreasing returns for growers.

As a result Australians are now examining how to refine their branding. To remain competitive New Zealand will be forced to follow suite. It will have three generic options: firstly to retain the status quo but arguing varietal superiority; secondly, to lever off a brand New Zealand focus; and thirdly to concentrate on regional differences.

Old world wines known by their regional provenance optimise the integration of geography, climate, and varietal type into a regional brand. To prevent simple commoditisation of New Zealand wines such an integrated approach may be a lesson we need to learn.

The New Zealand government is proposing that the wine industry clearly define its regions geographically, essentially based on grower clusters. Most see this mistakenly as an opportunity to ape the notion of French Terrior.  The authors propose that the New Zealand wine industry should lever off the unique south pacific heritage to maintain the value of its wine industry brand. 

Introduction
In contrast to European wine producers who are able to chart a two thousand year history, back to the Roman Empire, the New Zealand Wine Industry at a hundred and fifty years is relatively young (McLintock 1966). As a recognised quality producer of fine wines New Zealand’s reputation is even younger at thirty something. While the span of its history is short, New Zealand’s Wine Industry is dynamic and dramatic. In 1970 New Zealand exported $41,000 of wine; by 1984 this had grown to a respectable $2 million dollars (JYE, 2002). Growth in the subsequent quarter of a century has been staggering. Today New Zealand exports over half a billion dollars per annum. This increase is on the back of dramatic increases in wineries, planting and production. In the last ten years alone the number of wineries has more than doubled, from 240 to 530. In that same decade the industry has increased export production nearly five fold, from just over 10 million liters to just under 60 million liters. More impressively returns have increased by nearly tenfold, from $60 to over $500 million. This phenomenal growth does not appear to be abating. Last year export volumes went from 51 million litres to 58 million litres (a 12% increase) with returns growing from $435 million to $512 million (an 18 % increase) (New Zealand Winegrowers Annual Report, 2006 (NZWAR 2006)).  
In contrast, New Zealand’s closest trading partner and significant wine competitor, Australia is in the throes of a deepening wine crisis.  While total export volumes continue to increase, in 2005 the value per litre fell yet again to a paltry A$3.80, leaving many players not merely struggling to make ends meet but loosing millions of dollars in an industry once touted as Australia’s darling (www.truewines.co.nz/news  7 Sep 2006).  Alarm bells are ringing for many as industry advisors recommend producers should seriously consider exiting the industry as much of the wine is being sold below cost, with little sign of trend reversal.  Australia also holds significant stock volumes-three times greater than those held by South Africa and twice as much as Italy.  Although very supportive of the Industry, the government’s recent initiative to pay growers to leave grapes on the vine does little to address the real problem - commoditisation of a product due to excessive over production (Sheales, Apted, Dickenson, .Kendall, and .French, 2006).  
Success for the New Zealand Wine Industry has been based on quality production and proactive promotion of varietal wine, in particular Sauvignon Blanc (Turvey, Interview 2006). This combination has ensured the development of a solid Australian and European market along with a massive surge in American interest. In 2005 New Zealand’s exports to the United States skyrocketed 81 percent (NZWAR, 2006). However, deftness in finding new markets to promote varietal wine is becoming increasingly difficult as it faces more aggressive competition. Further, internationally binding trade compacts are shifting market attention to regional rather than national origins of wine. As a result the New Zealand Wine Industry is poised to undergo a revolutionary change with its wines about to become known as much for geographical place of production as their varietal type. To maximise the potential that this change heralds wine producers should lever off New Zealand’s prime differentiator, a South Pacific Polynesian infused fine producer (Helliwell, Interview 2007).

Terroir/Appellation of Origin 

Though European wine regions are long established and are known for characteristic wines produced, the notion of codification and protection of them is relatively recent. Indeed it is no older a notion than the New Zealand Wine Industry itself. In France it can be directly traced to the 1855 Classification of Bordeaux wines. The classification itself was primarily a marketing tool Instituted for the Paris Universal Exhibition, organised by Napoleon III Imperial government. Wine regions were requested to classify and display wines for the exhibition but were not given the capacity for tasting. This challenge taxed the imagination of Lodi-Martin Duffour-Dubergier who recognised that few would be interested in viewing bottles in cabinets no matter how they were classified. As a prominent négociant, president of the chamber of commerce and former Mayor of Bordeaux, he was well versed in his region and its wineries. Using this knowledge he created a vineyard map delineating the various geographical regions and the locations of the vineyards within them. This map together with the classification of wines undertaken by the Federation of Business Brokers provided a clear and formal link to Bordeaux’s distinctive Terroir’s (that uniqueness of geography combined with vine and methods of production that is said to bestow individuality upon a specific wine) (Markham,2005). 

The Bordeaux breakthrough was quickly imitated but was not given formal recognition or protection for another eighty years. While protection for naming rights of places based on geographical origin in France dates back to the 15th Century it was not until 1935 that it was extended to wine. In that year the French Ministry of Agriculture established the Institute National des Appellations d'Origine (INAO). Its purpose was specifically to manage the administration of the Appellation d'Origine Contrôlée (“Controlled Appellation of Origin") for wine producing regions. Interestingly it was instigated at the behest of the more quality-conscious winemakers who wanted protection from unethical producers who had begun to take advantage of the better-known regional names (McGregor, Laird and Newland 2006). 
As a system the French Appellation d'Origine Contrôlée can not guarantee quality of any particular producer. What it does do, however, is control the elements that go into production (http://www.en.wikipedia.org/wiki/Appellation). This control is accomplished by demanding the following criteria necessary for a wine to qualify under the auspices of the Appellation d'Origine Contrôlée: 
· production must be consistently in the designated traditional manner

· the wine must be made  with ingredients from a designated geographical area
· characteristics of the wine  must conform to clearly defined standards 
Though established initially for internal protection of French producers the system has, over the last ten years, become recognised internationally through a series of signed trading agreements with the European Union and third parties. This global recognition has been further strengthened by the 1995 International Office of Vine and Wine resolution protecting geographical indication of origin. More importantly the French promotion of protected terms relating to wines geographical origins has spurred other nations to follow. For example, it is now a firmly protected concept in the World Trading Organization (McGregor, Laird and Newland 2006). 
Move to Geographical Indicators in New Zealand
In New Zealand, until recently, there has been only perfunctory action regarding the promotion of protection for geographical regions. This has fundamentally changed with the granting of Royal Assent on the 21st November 2006 to the Geographical Indicators (Wine and Spirits) Registration Act 2006 (GI Act 2006). Passed with little fanfare and debate this legislation has the potential to profoundly change the New Zealand Wine Industry. The provisions of the GI Act 2006, superficially at least, belie that importance. On first reading it is clear that the Act simply sets out the processes and procedures to establish legally designated, but not compulsory required, wine districts for the country. Yet while this is the essence of the legislation that is neither its fundamental purpose, nor its true effect.
Fundamentally the GI Act 2006 has been carefully crafted to have three inter-related protective purposes for the long term economic gain of the nation’s vitally important wine industry. Firstly, it is legislation that protects the actual wine producers. For them, it will enable the creation of protected wine regions helpful as a tool in ongoing promotion and marketing. Secondly, it is an act that protects consumers. For consumers it will enable better purchasing decisions to be made with regard to New Zealand wine. Finally, it is an act that protects New Zealand’s international reputation. The Act provides a clear and transparent framework for honouring its obligations as a signatory of the World Trade Organization Agreement on Trade Related Aspects of Intellectual Property Rights (TRIPS) (New Zealand Parliamentary Debates (NZPD) 15 December 2005).
It has been suggested, in an initial review of the legislation by McGregor, Laird and Newland of the law firm Bell Gully, that the Government primarily saw the marketing advantages for New Zealand producers. They argued if this was not its purpose it would simply become a legislative devise purely for the protection of registered names and little else. What the legal reviewers apparently fail to see is the significance of this legislation being brought forward in the light of TRIPS (McGregor, Laird and Newland 2006). This suggests that it is the wine growers of New Zealand’s competitors who have identified the marketing advantage and the legislation by the New Zealand government simply acknowledges that fact.
The GI Act 2006 is not the first governmental acknowledgement of the potential benefits of clearly defined New Zealand wine regions. As early as 1957 a New Zealand Parliamentary Committee suggested that distinctive names be given to New Zealand wines (McLintock1966) .As legislation the GI Act 2006 itself repeals and replaces the earlier Geographical Indications Act 1994 (GI Act 1994). As with its successor, the GI Act 1994, was passed in response to the obligations required of New Zealand by articles 22 and 23 of TRIPS. Article 22 requires New Zealand to have laws for the registration of geographical indicators that prevent the misleading of the public as to the geographical origin of goods. Article 23 requires laws which specifically prevent the use of a geographical indication identifying wines not originating in the place indicated by the geographical indication (interestingly this applies even where the public is not being misled)(NZPD 15 December 2005). 

The GI Act 1994 was allied to the 1990 Winemakers Regulations which had endeavoured to create a five level hierarchical system of geographical origin of wines. At the top was New Zealand, followed by North or South Island, Region, Locality, and finally Vineyard. Though both the GI Act 1994 and the 1990 Winemakers Regulations established a relatively easy to understand system and framework within which to create formally registered New Zealand wine districts they did not receive active industry support (Helliwell, Interview 2007). In fact, evidence of the utter lack of industry support is that no districts were formally registered and neither the legislation nor the regulations were enacted. For the most part it would appear that the indifference was because it appeared to be an attempt to impose a system dictated by European trade negotiators. Having a focus on quality of process and method in wine making, many considered the notion of terroir as both pretentious and non-scientific (NZPD 15 December 2005).
In stark contrast to the early 1990’s the Parliamentary debates regarding the passage of the GI Act 2006 clearly indicate that the legislation now has the industry support vitally necessary for it to succeed. Significantly, it is the more successful exporters who wish to take advantage of protected designated regions. They wish to capitalise internationally on the perceived qualities and characteristics attributed to geographical origin. Though generally supportive of the proposed legislative outcomes the producers are concerned least it further adds to the bureaucratic burdens of the industry. They already believe that the industry is overtaxed by almost $130 million per annum. This over taxation they calculate on the imposition of excise duty on wine which is over and above standard Goods and Services Tax, Company Tax and individual employees pay as you earn personal tax (NZPD 15 December 2005).
More worrying than any existing and potential industry concerns is that the GI Act 2006 was not universally supported politically. In debate and in the crucial votes the Maori Party voted against this legislation. Not because of inherent growth of bureaucracy nor because it has been required by unpopular international agreements. Rather their concern is that the legislation opens up the possibility of wine makers appropriating culturally important names of hapu (sub tribe) and iwi (tribe) (NZPD 14 November 2006). Such opposition flags the potential for ongoing and costly litigation. In Australia nearly a decade of court cases and millions of dollars were expended over who could legitimately use the designation “Coonawarra”. In Europe similar litigation has resulted in the small Swiss town of Champagne in Vaud Canton, which had produced sparkling wines hundreds of years, not been able to use “Champagne” as a place of origin (McGregor, Laird and Newland 2006).
Importance of an Identity 

Regardless of potential legal challenges to specific designator names the support from the industry will undoubtedly result in the establishment of a comprehensive register of New Zealand geographical indicators. It may prove to be in their best economic advantage as a result of the increasingly competitive international wine market (Blanc, Interview 2006). However, for the casual observer such a need seems counter intuitive and unnecessary. As an industry New Zealand wine producers have had phenomenal success in efficiently producing and selling superior varietal wines, in particular Sauvignon Blanc. This one varietal wine alone accounts for accounts for nearly 40% of all plantings, over 50% of harvested fruit and 72% of all export sales (NZWAR 2006). Such varietal success in wine promotion is not without precedent. All “new world” producers of wine, New Zealand, Australia and both American continents, have tended to focus on varietal promotion. In contrast the “old world” wine producers of Europe tend to emphasis regionality or Terroir.
Other successful alternatives to regionalsing the New Zealand wine industry has been the success of the generic “country of origin” promotion by the New Zealand Wine Guild. This promotion was undertaken to provide countervailing power for New Zealand’s relatively small producers when dealing with large international retailers.As a campaign it has effectively aligned New Zealand wines as originating from a single nation known for its unspoiled landscape. The market success of the campaign is a reflection of the importance and power of collective action by small scale producers which is at the very heart of the New Zealand industry. Though dominated by six large scale operations producing in excess of 2 million litres of wine over 90% of New Zealand wineries are boutique or small scale producers with annual sales of less than 200,000 litres per year. Such producers, international research shows, are primarily reliant on national image to gain a place in new markets (Chaney, 2002).
To maintain market share small producers cannot, however, rely upon generic national promotions. In Europe, less than 10% of those who buy wine confine their purchases to a particular country (Chaney, 2002). To meet this challenge Australian producers have, in the past, concentrated on branding which to a lesser extent New Zealand has followed. One remarkable success story is that of the Kim Crawford brand. Over a seven year period Kim Crawford wines went from a virtual winery with $20,000 capital to $10 million dollar turnover-enough to attract the atttention of a serious investor. Crawford’s success can be directly attributed to a solid strategy of brand building and innovative marketing. One of Kim Crawford wines for example, a rose called called Pansy, unabashedly targets the gay community with the by line “Pansy! Is for the gay market…..Fresh, funky, fleshy and fun. This daring created a talking point in café’s and bars and more importantly national exposure in the media. More significantly it generated global purchaser interest and the brand was sold to Vincor International for 14.8 million dollars in 2003 (Flagler,2003).
Such a strategy is generally highly successful for large producers with substantial resources but is becoming increasing difficult for boutique operations. In the markets New Zealand exports too there has been an exponential growth in available labels. For example, Australia’s 100 wine companies produce more than 16,000 individual wine brands (Lockshin and Hall 2003).  
The highly competitive international market is one of the main reasons that a focus on regionality will grow in New Zealand. Inter-related to this is clear evidence that price is positively affected by perceptions of superior regions. Studies indicate that even for “new world” wines the market is prepared to pay a premium for regions perceived to have quality producers, particularly for red wines (Schamel and Anderson, 2001). This is of immense importance to New Zealand for though Sauvignon Blanc still dominates export Pinot Noir is the fastest growing varietal. Now accounting for 7% of exports it has already overtaken Chardonnay and has growth in excessive of 55% per annum. In addition Cabernat/Merlot blend sales are growing at 26% per annum (NZWAR  2006).
Not surprisingly a number of other global producers are responding to such market indicators by highlighting regional origins of wines. In the United States wine producers in Napa valley are focusing their promotional efforts on the quality of that particular region and Australia has made significant efforts to follow suite (Sawery 2005 and Taplin 2006). The current branding strategy being seen in the industry also includes building single brands across the industry’s diverse ‘quaffing’, premium and super premium wine segments. This strategy has been flagged as problematic because it devalues the wine to its lowest common denominator (Zalan and Lewis 2006). On a positive note ,the reign of terror Australian wine makers are facing with overproduction, stockpiles of wine, decreasing returns, losses mounting into the millions, and staunch competition from other ‘new world’ wine producing countries is resulting in an increased focus on creating regional identities and wine clustering. The Hunter, Clare, Barossa and Yarra Valleys all have their own brand identities touting their local advantages to the world. There are also seven major wine clusters across five states the most successful one being in South Australia. Clustering has proved to dramatically increase uptake in innovation, marketing, distribution and more significantly exporting. Clustering has also resulted in better infrastructure, knowledge flows, supply chains, research and education, regulatory frameworks and advisory organisations (Aylward and Zanko,2006).

New Zealand is not too far behind Australia or America. There has been a coalescing of recognised wine producing areas into ten distinct regions (Northland, Auckland, Waikato/Bay of Plenty, Gisborne, Hawkes Bay, Wellington, Marlborough, Nelson, Canterbury, and Central Otago). However, New Zealand’s regions are just starting to develop the true standing of a terroir as each internally exhibit great diversity in both climate and terrain (Helliwell, Interview 2007). In one of New Zealand’s premier wine growing districts, Hawke’s Bay, the Gimblett Gravels wine growing district is capitalizing on the acclaim of the terrior concept.  Originally a river channel, the area has a checkered history and has been a wasteland, the local ‘dump’ and a drag strip with soil so stony that an internationally owned concrete company applied to mine the district for gravel. It is now a ‘hot spot’ of Hawke’s Bay commanding premium land prices and highly sought after by vintners and wine makes alike. More importantly wine grown in the district is entitled to the use of a unique Gimblett Gravels brand designed to differentiate the wine from all others and embrace the holistic view of terroir (http://www.gimblettgravels.com/dynamicpage). All that is lacking for the concept of regionalism and terroir to be a major marketing force for New Zealand is further refinement, nationwide acceptance, agreement, and registration. The regulatory framework exists and support is forthcoming. 
At the same time that “new world” wine producers have recognised the value of regions for marketing their “old world” counterparts have recognised that the market wishes to have a clear identification of varietal type. Labels from both the “new world” and “old world” are converging. “New world” with variety and region compares with “old world” region and variety.
An additional market force which is hastening the creation of “new world” regionality is the growing recognition of the importance of wine tourism. Australian producers are using tourism as part of their regional branding to create awareness and loyalty to their wines. Similarly, Californian wine producers have recognised that tourism is an important ingredient to their promotional activities. In New Zealand a similar awareness has been growing and provincial based producers have joined forces to create tourist destinations and events. In Hawke’s Bay, for example, 25 wineries join together to in early February to promote an annual Harvest Festive (http://www.hawkesbaynz.com/pages/harvesthawkesbay). They have also created wine trials and tours to carter to year round travellers. Many in the industry regard the creation of a tourist destination as critical to survival (Sawery 2005).
Conclusion

The New Zealand Wine Industry despite it focus and success in promotion of varietal wine will by necessity have to identify and register distinct geographically based regions. International legislation, consumer demands and large exported orientated producer support are all driving this major shake up. Rather than simply being accepted as imposed, unwarranted or unwanted this development should be viewed as an opportunity. It is first and foremost an opportunity for the creation of unique branding. Producers are able to enhance consumer decision making by providing additional information. At the same time an opportunity exists to lever off all of New Zealand’s unique differentiators, its landscape and its indigenous roots. As New Zealand’s distinct geographical indicator regions are registered it would make sense to further differentiate our wine production in a crowded international market by adopting our own indigenous language. Geographical Indicators will obviously be a legal requirement but rather than referring to Terroir of New Zealand wines why not Rohe? Terroir after all loosely translates into English as “sense of place” a concept long known to Maori as Rohe.
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