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Developing a Research Agenda for Export Lead GrowthThe Case of the New
Zealand Wine Industry

Since the 1980s the New Zealand Wine Industry Imaergone dramatic export
growth and by 2010 exports are projected to reftNZ billion, which is more than
a doubling of current exports. In this paper wevelep a research agenda about
business and marketing issues facing the indusirytfto achieve these ambitious
projections. We first provide an update on thecaésion of the strategic issues
facing the New Zealand Wine industry presentedhat 1st Wine Business and
Marketing Conference held at the University of &oAustralia in 2003 and then
derive the research priorities.

1. Introduction

Historically, wine has been very much a Europeawdpect. As recently as 2001,
more than three quarters of the world’s wine préida¢ consumption and trade still
involved the European Union (EU). France, Italy @jyokin have generally been
recognised as the dominant producers in the glalaé industry with combined

production, in 1997, of 13.6 billion litres whiclepresented approximately 54% of
global wine production. New Zealand, in comparjgmoduced approximately forty-

five million litres which equated to approximatedy2% of global production (NZ

Commerce Commission 2000).

Traditionally, the countries producing wine werscathe countries consuming it with
exports accounting for less than 10% of global raduin the 1980’s. However, by
1999 the proportion of wine traded internation&lad increased to more than 25% of
global production. This growth in world trade wasnparily driven by increased
production in the “New World” wine producing nat®of Australia, Argentina, Chile,
New Zealand, South Africa and the United Statesthé ten years to 1997 the EU’s
share of global exports declined from 82% to 59%cl(eling intra-EU trade)
(Anderson and Berger 1999). This rapid growth inenexports from the New World
is paradoxical as it coincided with an overall dezlin world wine production and
consumption. Over the decade to 1997 world winesgoption fell 0.8% per year but
global wine trade rose by 4.1% per year. Sales ioievave developed in new
markets such as the USA, the UK, Northern Europpad and China. In the UK,
where sales have doubled each decade since thes IR6fbpean wines have
accounted for only 29% of this growth and wine sate Asia have doubled (Lewis
and Prince 2004). Thus, wine has become an inogggsinternationally traded
product.

At the turn of the millennium the global wine indiyswas extremely fragmented with
Gallo, the world's largest supplier of wine, acamm for less than 1% of world
supply (NZ Commerce Commission 2000). In contiashe static global demand for
wine are the huge increases in plantings, prinlgipal Australia and the USA, that
were made during this period. This caused induatrglysts to predict vast over-
supplies of wine in the near future which was exgedo lead to falling world prices
for wine and be a driving force behind global cdisstion and restructuring (UK
Wine Survey 1999).



New Zealand’'s wine established itself in the glolmahrket with its unique
Marlborough Sauvignon Blanc and while a wide raofjearieties such as pinot noir
are being exported Sauvignon Blanc is the domivaniety. New Zealand wines
premium positioning was established at time whends showed high-end, premium
wine brands growing at a faster rate than otheshallic beverages and the industry
expects this trend to continue (Allied Domecqg 2003his has led to considerable
optimism with increased plantings and it is foreédhat by 2010 it will be a $1.5NZ
billion dollar industry. For this to be achievexperts are projected to reach $1NZ
billion which is more than doubling current expasfst435NZ million (NZWG 2005).
In addition the domestic market is expected to g@$0.5 billion.

The purpose of this paper is to develop a reseaggnda about business and
marketing issues facing the industry for it achiévese ambitious projections. We
first provide an update on the discussion of thategic issues facing the New
Zealand Wine industry presented at the 1st Winarggs and Marketing Conference
held at the University of South Australia in 2008dathen derive the research
priorities.

2. The New Zealand Wine Industry

Background

Commercial development of the New Zealand wine stigustarted in the 1960’s and,
like most industries at that time, was heavily pod¢d through tariff quotas restricting
the value of wine imports and a tariff threshold$@f per litre, or higher when the
world price was below the $2 level (Mikic 1998).in% production became the focus
of particular governmental attention in the 197@3en it was decided that special
support was needed to help the industry grow bothestically and internationally. A

complex structure of composite tariffs, tariff gastand a tariff threshold was
introduced that had the effect of making importscbheap wine prohibitive. New

Zealanders were generally not sophisticated wimekers at the time and low-end
wines comprised the majority of the market. Thhs, New Zealand wine industry in
the 1970’s could be characterised as a heavilylaégp and introspective industry
that produced low-quality wines for the local maridikic 1998).

Industry Deregulation

In the period 1981-1986, production of wine gragesy much more rapidly than the
market for New Zealand wine and by the mid 1980&r¢ was a grape over-supply
that threatened a number of wine companies witblvesicy. As a consequence, the
government introduced the Grape Extraction Sche@#ES) in 1985 to subsidise
vineyards to remove grapevines. At the same tinrefam in tariff policy saw the
removal of import quotas and other trade barrieeg had penalised relatively low-
end imports. The establishment of a free trade ar#mAustralia further exposed the
domestic market to increased competition from ingpdBarker et al 2001). The
combined effect of these developments was a suimstamcrease in wine imports
from 2.8 million litres in 1986 to 44.0 million tiés in 2004 (NZWG 2004).

New Zealand Wine Imports and Exports

In 2005 New Zealand industry sales reached 96anilitres and importantly exports
for the first time exceeded domestic sales accogritir 53% of the total sales. These
achievements with exports have led to a high le¥eptimism and confidence for



further expansion and the export lead growth igegoted to continue with over a
doubling of current exports by 2010.

Domestic production totalled 142 million litres #9005, of which 51 million litres
were exported (NZWG 2005), while 1993 exports antediio only 8.6 million litres.
The dramatic growth in exports in the last decadghbwn in Figure One.

Figure One: NZ Wine Exports By Value
1995 - 2005
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Source: New Zealand Wine Growers (2005)

The United Kingdom continues to be the most impudrexport market (41%), and
New Zealand wine continues to enjoy a considerablerage price premium over
other countries’ wines. Other major export markfetsNew Zealand wine include
United States (25%), Australia (19%) with a largeiety of other smaller export
markets (Figure Two).

Figure Two: NZ Wine Exports (2005) By DestinatiorMarket
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New Zealand was a net exporter of 15 million litedswine in 2005, with exports
totalling 51 million litres, while imports amountéad 36 million litres (NZWG 2005).
A substantial trade surplus has been recorded éov Realand in wine, which can be
attributed to the fact that the average price goeted wine, was almost three times
higher than the average price of imported wine. sThiNew Zealand effectively
imported cheaper wine to satisfy the local marketl @&xported premium New
Zealand wine to take advantage of more affluentketasegments in its overseas
markets.

Thirty-six percent of New Zealand wine imports weoairced from Australia in 1988,
whereas this figure had climbed to 68% by 2005 (NZ\2005) A number of other
countries including South Africa, Italy, France,g&ntina, Chile and Spain make up
the remainder of the imports and represent a risidg of competition to New
Zealand’s domestic producers.

Domestic Distribution Structure

The New Zealand liquor industry was highly reguliatantil the late 1950’s, which

meant that sales of alcohol, including wine, weestnicted by law to traditional

venues such as hotels and bottle shops. Recomnmmlanade by the 1958
Winemaking Industry Committee and the 1959 Staten@itee on Licensing

permitted alcoholic beverages to be sold in altéredocations over the following

decades, including licensed and bring-your-own (BY@&staurants, specialist wine
shops, and vineyard shops. Furthermore, the siwaKcclosing law for the sale of
alcohol in bars was removed during this period kBaet al 2001).

Subsequent legal changes from 1989 onwards fufifted trading restrictions on
alcohol. Supermarket sales of beer and wine wereiified, alcohol trading on
Sundays allowed and the legal drinking age lowetedl8. Additionally, these
changes permitted greater quantities of alcohddéasold at one time (Barker et al
2001). Whereas previously the majority of salesewtbrough liquor outlets such as
bottle shops, these traditional outlets now onlgoant for a small proportion of wine
sales. Instead, supermarkets have grown over tirbedcome the dominant new outlet,
accounting for over 50% of wine sales since 2004l (B002).

Market Participants

The number of wineries in New Zealand has growniBaantly since 1990. In March
2000, 358 New Zealand wineries were recorded, wiias more than double the
1993 figure. A total of over 500 New Zealand wiesriwere recorded in 2005, with
fifty-nine wineries of significant size, i.e. witkales of more than 200,000 litres per
annum (NZWG 2005) and fourteen of these wineriesdranual sales exceeding two
million litres (NZWG 2005). In addition to contied growth in new entrants, the
industry is also exhibiting much merger and acgoisiactivity. Montana Wines was
taken over by the liquor giant Allied Domecq in 8&spber 2001, and was
subsequently acquired by the French company PeRicard, which has grown to
become one of the world’s three largest wine anglitspcompanies since its
establishment in 1975 (Pernod Ricard 2005). Coaeding with the growth in
winery numbers, New Zealand's grape producing draa substantially grown,
increasing from 5,980 hectares in 1993 to 22,022005 (NZWG 2005). It is



estimated that it takes two years from plantingptoduction, with a further two to
three years to achieve full economic production @G&dnmerce Commission 2000).

Large New Zealand winemakers historically grow appnately two-thirds of their
grape requirements in-house with the remainingdthieing contract-grown (NZ
Commerce Commission 2000). Since grape harvestsiginy susceptible to weather
conditions, seasonal fluctuations may cause eéhexbundance or shortage of grapes
for the winemaking market, such as the heavy 200dage (166,000 tonnes)
followed by a lower 2005 (final figures are expekcte be 140,000 tonnes) (McNabb
2006).

As supermarkets grew to become the major distobuthannel for domestic wine
sales, they correspondingly played an increasirigiportant role in the wine
industry’s value chain. In 2002 the New Zealandesoparket sector was dominated
by two corporates, Foodstuffs and Progressive Brisas, which collectively
controlled 95%of the market (Ball 2002). Consequently, supermarkave become a
very important channel for any wine company (NZ @uance Commission 2000).

The average New Zealand consumer readily subd&itbetween varieties and
differently packaged wine, meaning that their bramyhlty is low (NZ Commerce
Commission 2000). Further, an extensive array ofewabels became available as a
result of both the increased number of domesticeni@s and low barriers to
importing foreign wines.

3. New Zealand'’s Position in the World Wine Market

Clean Green Image

A number of unrelated world events have impactetherdevelopment and growth of
the New Zealand export market. For example, Eunogdaion-driven regionalism,
developments in viticulture and oenology includiteghnological and competence
improvements, changing consumption patterns ardrdiitial fluctuations in national
currencies as reflected in the foreign exchang&etgBarker et al 2001).

A particularly interesting illustration is the sesi of worldwide events during the
1980’s that directed New Zealand wine exports towan environmentally-friendly

premium product status, particularly in the UK nearkThe Chernobyl accident of
April 1986 resulted in Western concerns about dfetg of European food, including
Eastern European grapes and wine. Additionally atthdteration scandals of Austria
and Italy represented significant influences shgyhe contemporary New Zealand
clean, green image, which provided a point of défgiation. Such differentiation has
accredited New Zealand with a premium product athge which has proven central
to the development of New Zealand’'s high-end wirpoet industry (Barker et al

2001).

A further advantage of making wine in New Zealanthes from the cool climate that
is conducive to the growing of premium grapes. Wit cooler climate grapes are
able to ripen slowly which enables them to builense fruit flavours, which is a plus
for winemaking. This contrasts to other New Worldnev producers (such as



Australia) where hot continental summer air masaeselerate grape ripening
(Courtney 2003).

These developments led the New Zealand wine inglustractively recognise the
growing importance of environmental sustainabilitythe international marketplace.
New Zealand producers therefore attempted to posiiemselves as premium niche
players. Implementation of the Sustainable WinegmgwNew Zealand (SWNZ)
programme assisted in achieving this desired positg through conducting national
promotion of vineyard and winery best practice vatBustainable management focus
(NZWG 2005). The ultimate objective of this wotkhding programme is to help the
New Zealand wine industry capitalise on the indrepgrade and consumer demand
for environmentally friendly products.

Establishment of Industry Association: New ZealandVine Growers

New Zealand Winegrowers (NZWG) was initiated aiatjinitiative between the
New Zealand Grape Growers Council (NZGGC) and TheeWnstitute of New
Zealand (WINZ) and was intended to create a singhéjed industry organisation
(NZWG 2003). NZGGC represented the interests of NEmaland’'s independent
grape growers such as through research, colleationdissemination of information
on issues including biosecurity investigating ma&ttsuch as pests affecting grape
vines, education and resource management. TheofdléINZ was to promote and
represent the national and international interestdhe New Zealand wine industry
and New Zealand wine makers such as through logbfon relevant legislative
changes, research on the delivery of ‘green saistisuch as viticultural and resource
management issues and promoting the high-qualitydimage of New Zealand wine
(NZWG 2005).

NZWG was established in March 2002 and its aim wagepresent, promote and
research the national and international interefstseoNew Zealand wine industry. Its
responsibilities included provision of informatioto the industry, undertaking
industry relevant research, promoting New Zealarnidesv and representing the
industry in legislative issues (NZWG 2003). Its emmtational promotional

responsibilities include generic public relatiobsjlding important relationships and
coordinating promotional events to showcase Newadehwines. In summary, it is
charged with investing in the New Zealand wine drémensure its continuing “fine
international reputation” (NZWG 2004). All New Zeald wine producers are legally
required to be members of this industry body.

4. Research Issues Associated with the Global Chatiges

At the T' Wine Business and Marketing Conference held atthigersity of South
Australia in 2003 (Benson-Rea et al 2003) drewlan dix key challenges affecting
the global wine industry identified by Rabobankq@Pto examine the impact upon
the New Zealand industryThey were:

1. Changing patterns of and increased production

2. Shifting patterns of demand

3. Increasing retail power

! The Appendix has the Table 4 from (Benson-Rea 20@3) that summarises the implications of the
6 global issues and for the New Zealand Wine Inglustr



4. Increasing competition between countries

5. Increasing importance of branding

6. Changes to wine industry structures.
We now draw on this discussion to develop a rebeagenda about business and
marketing issues facing the industry.

Changing and Increased Production and Shifting Pa#rns of Demand

The global and New Zealand wine industries havetmecincreasingly consolidated
as evident through a number of key strategic merged acquisitions. For example in
New Zealand, Corban’s Wines was first acquired bgntdna Wines Ltd in 2000,
while the latter was taken over by the internatidigaior giant Allied Domecq just a
year later (NZ Commerce Commission 2000). Alliednigeq in turn is currently in
the process of being acquired by global spirits gamy Diageo, which has an
agreement to divest the majority of Montana bratmshe French wine company
Pernod Ricard, with the exceptions of e.g. Stogbleind Corban’s (Diageo 2005).
Thus, a high rate of consolidation is observedhm global and New Zealand wine
industries, in which increased foreign ownershipN#w Zealand wine brands is
implicit. Additionally, the substantial growth obised in the number of New Zealand
wineries, which was addressed in Section 2, hasibated to increasing volumes of
wine production (NZWG 2004).

Benson-Rea et al (2003) draw three main implicatiom the Rabobank (1999)
trends for the New Zealand wine industry. A firstatlenge is to manage the
increased competition in New Zealand’'s existing cekpmarkets. Industry
consolidation is expected to generate increasingiyplex layers of relevant wine
brand hierarchies (Keller 1998), which may be casgal of elements such as country
of origin, region of origin, estate, producer lakehd retailer/distributor labels
(Spawton 1990). For example, Corban’s acquisitignMontana, and Montana’s
currently proposed takeover by Pernod Ricard maegde shifts in Montana quality
perceptions in the minds of various consumer seggnench as those high in
involvement with wine. By contrast certain othensomers may be unaware of these
strategic acquisitions, resulting in relativelyldeaperceptions of the Montana brand
over time for these consumers.

Achieving an appropriate strategic fit between vafg¢ acquired brands and the
acquiring company is important in ensuring suffitiand/or optimal future returns to
the particular brands, warranting brand consisteany an appropriate level of
synergy across past and future marketing commuaitafor specific brands (unless
brand repositioning is intended). Correspondingureitresearch challenges for the
industry may hence focus on consumer perceptiosedf Zealand wine brands by
establishing the relative importances of particware attributes or brand elements in
consumers’ purchase decisions and relevant purcaadeconsumption occasions,
which may be undertaken using conjoint analysis hoektlogies (e.g. Gil and

Sanchez 1997).

New Zealand wine exports can only be maximised wbiehanced insights into
consumer perceptions of New Zealand wines are mdadain key export markets, such
as the UK. Additionally, research needs to be ua#ten in markets with significant
potential for future development of export growthNew Zealand wine in order to
capitalise on the opportunities in these markets tarenter these markets at a large



scale before other (New World) wine producing caesttap into these markets.
Relevant countries include the ASEAN and China, amther development in the
northern European market such as the Netherlardti&ammany.

Key Research Issue
Investigating consumer perceptions of New Zealaing Wwrands in its established
export markets, newer markets with significant glopotential, and the domestic
market. This research needs to determine theivelamportance of individual
product attributes that are needed for NZ wine ta@inmtain its premium
positioning.

The New Zealand wine industry also needs to magggeth through focusing on
processing and marketing opportunities (Benson-Reaal 2003). As stated
previously, an increased focus on the sustaindbleg-term marketing of New
Zealand’s cool climate, high quality wines, is regqd. The increased levels of
production call for intensified marketing effortbpth within New Zealand and
internationally, in order to increase demand fomwN&ealand wine. Thus, similar to
the previous point, this industry challenge catis further in-depth research into
consumer perceptions of the branding of New Zealam#. Particular preferences
across relevant consumer segments need to beigiséahlwhich may help how most
effectively to display New Zealand wines on retdiklves and hence maximise sales
revenues in relevant markets. Additional researnto ithe most appropriate
segmentation variables is also required, which midise factors such as relevant
involvement types (e.g. product, purchase involvaneralues, lifestyle information,
demographics and/or the level of wine knowledgg.(€homas and Pickering 2003)
Additional research into the branding of New Zedlamine, both for individual
producers and the generic brand New Zealand, islete¢o understand how to
enhance the competitive position of New Zealandeviiminternational markets.

Key Research Issues
Examining the branding of New Zealand wine foraitsustain its high value
positioning.
Determining appropriate bases for segmentation wfewconsumers in different
markets (e.g. product involvement, lifestyles, @slu

Another requirement for the industry is to detemmnits long-term production goals
(Benson-Rea et al 2003). Since the industry hasldped into a high quality, niche
provider, further growth in the number of wineriegy, for example, cause some
industry fragmentation. Therefore, efforts fostgrindustry unification such as the
2002 establishment of New Zealand Wine Growers (K&JWare important in
developing and maintaining a consistent image ofvNéealand wines, both
domestically and overseas. Research challengesdmaetermining New Zealand’s
optimal wine production levels by variety. Corresgimg production guidelines could
be set in accordance with the relevant figuresinbthin order to prevent a future glut
of New Zealand wine, which may drive down pricestjBbank 1999; Benson-Rea et
al 2003) and seriously threaten winery profitapi{iicNabb 2006).



Key Research Issue
Establishing New Zealand’s optimal short term aodger term wine production
levels by variety in order to manage the risk aéresupply and the consequence
of driving down prices.

Global wine consumption has fallen since the 199Parminter 2002), although the
demand in non-traditional wine drinking countriessibeen growing (Benson-Rea et
al 2003). High quality single varietal wines, suahNew Zealand Sauvignon Blanc,
have been associated with this shift in tastesstAged above, a major challenge for
the future development of the New Zealand wine stiguis in developing new
markets such as in the ASEAN region and northemo@@an countries. Development
of New Zealand wine exports into these non-tradélowine consuming countries
represents a substantial opportunity for futurenmginoof New Zealand wine exports.
However, as addressed, New Zealand wine supplysnteebe carefully managed in
order to avoid over-supply incurring the risk ofdesirable price reductions in New
Zealand’s premium-positioned wines. Again, reseanth consumer perceptions of
New Zealand wine is required in order to identife tattributes and their relevant
levels which consumers value most, and for whidy tlwre hence most willing to pay
premium prices. Investigation into the most effeettypes of distribution channels
may also be useful in relevant markets, which nssysaimproved future distribution
of New Zealand wines in these markets, which arpeeted to generate sales
increases. These research questions have alscabldezssed as key research issues
above.

Increasing Retail Power

Supermarkets account for the majority of wine sateshe New Zealand market.

Similar developments have been observed in the gearg North American and

Australian markets (Rabobank 1999; Benson-Rea 20@8). For example in the UK,

New Zealand’s most important export market, 60 qet of wine sales are through
supermarkets (Benson-Rea et al 2003). Ninety-feurcent of those sales are below
the critical price point, in terms of profitableatte for New Zealand producers, of
£5.00 although the average selling price for NevalZied wines in that market is

above that amount, at around £5.14 (e.g. Mikic J98Be focus for UK supermarkets

is thus on the higher volume end of the market §8arRea et al 2003).

Although New Zealand wines may be sold at relagivedjh price points as a result of
strong product differentiation and premium qualggrceptions, increased retailer
power (particularly supermarkets) may cause theltaas monetary gains to remain
largely with the retailers. Increased supermarketirc buying also leads to smaller
producers having limited access to shelf spaceesihese retailers tend to demand
high-volume, high-quality, competitively priced wirsupply. Smaller producers have
difficulty providing high volumes of consistentlyigh quality wines based on their
limited production and financial resources. Fumhere, in terms of shelf space, these
smaller New Zealand producers are effectively camgefor the mere 10% of our
exports not covered by the large and medium-sidegeps. Therefore, boutique
wines targeted at niche markets may not reach aptoistribution channels in
relevant export markets. The relatively high casicture by which the New Zealand
wine industry is characterised represents one efkidy issues in improving the
competitive position of (smaller) New Zealand wiesr (Benson-Rea et al 2003;
Eddy 2001).
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Research challenges arising from these trendsdadlwestigations into consumers’
price sensitivities for wine in general and New [2ed wine in particular, leading to
optimal pricing strategies for New Zealand wineriesrelevant export markets. A
strong focus on the branding of New Zealand wireh fof individual producers and
generic brand New Zealand, is important in fostg@onsumers’ willingness to pay
increasingly high price premiums for New ZealandeviAlso, investigations into the
most appropriate types of distribution outlets fmarticular wines may provide
insights into how most effectively to distributewW&ealand wines.

Key Research Issues
« Investigating consumers’ and the trades price adagts for New Zealand wines,
for individual brands and generic brand “New ZeatBWine”
Research about pricing strategies and the releyaite points for New Zealand
wines.
Understanding the advantages and disadvantages ltefnative distribution
channels and the appropriate marketing strategiestfese channels.

Increasing International Competition

As addressed above, the international wine tradeif@eased over the last decade.
New entrants to the global wine market in the laf§een years have included
Argentina, Chile, Australia, New Zealand, Southiédrand the United States, while
new consuming countries have included the NethdslaBcandinavia, Japan and the
UK (Benson-Rea et al 2003). Additionally, new maskare emerging in China and
other parts of Asia.

Implications for the New Zealand wine industry umb¢ fierce competition in target
export markets. Benson-Rea et al (2003) recomméedneed for Trade Policy
initiatives to avert these potential threats. N&waland’s recent winemaking history
is also prone to being emulated and challengedifiizdr new entrants. Overall New
Zealand needs to balance its production constrawtts relevant changing market
demands, whilst servicing extant markets and géingrancreased awareness of
potential new target markets.

Research challenges arising from these trends dackiudies to address how to
further develop consumer perceptions of high guatiifferentiated products in New
Zealand’s key export markets, and to establishetihepotential future export markets.
Strong emphasis on ‘brand New Zealand’ wine is alqmected to generate benefits in
terms of further strengthening consumer perceptairidew Zealand’s fine wines in
consumers’ minds, thereby making perceptions of Mealand wine more inimitable,
rare and unsubstitutable, which is posited to eohats competitive edge through
being unique relative to competitive offerings (d8grney 1991).

Key Research I ssues
- Investigating consumer perceptions of high qualdferentiated wine in New
Zealand’s key export markets and how to developuiable perceptions in high
potential future export markets.
Investigating consumer perceptions of generic braNéw Zealand Wine” to
understand how to further develop product diffei@in based on nationg
identity.

11



Increasing Importance of Branding

A further trend identified by Rabobank (1999) wae tincreasing importance of
branding. Marketing has grown to be the force dgviwine production of any

significant scale, overcoming the production-legrapch by which the New Zealand
wine industry had historically been characterisédidy 2001). Strategic brand
management is at the core of any successful magkettrategy through the

development of firm and customer-based brand eqiiyler 2003). Recent research
has found that country and region of origin plagrical role in consumers’ wine

purchase decisions and may hence contribute toekelopment of customer-based
brand equity (e.g. Quester and Smart 1998; Gil 8adchez 1997; Tustin and
Lockshin 2001). Research into the relative imparéaaf relevant wine attributes for
wines sold in an e-commerce environment (i.e. thhothe Internet) is also needed
because these may differ from those for wines effen traditional brick-and-mortar

distribution channels.

Key Research Issues
Investigating the development of measures of bvahge ( brand equity) for Ne
Zealand wines and its major international compesitm order to determine how
to further enhance New Zealand’'s competitive pasitin the global wine
industry.
Conduct studies identifying the relative importanoé wine attributes in
consumers’ purchase decisions, in traditional adl a& e-commerce wine selling
environments.

<

Consumers’ preferred attributes, which hence bec&me value drivers of New

Zealand wines, may be utilised in marketing commaidns such as point of

purchase displays and print advertisements, whitfitianal insights into prevalent

consumption situations may be used to better tail@rketing communications to suit
these types of occasions. Both qualitative (e.gamseend chains) and quantitative
research methodologies (e.g. conjoint analysis) beagdopted for investigating these
types of issues.

Additional future research challenges include ttstaldishment of how best to
coordinate such wine attributes and brand elem@ngs country, region of origin)
with the identities of individual winemakers andwhdo achieve distinctive brand
positioning (Benson-Rea et al 2003). This may béiquaarly challenging for smaller
winemakers, who may successfully use these elenrertsnjunction with company-
specific information such as a heritage of winemgkfor a particular number of
generations or specific location-based and/or d¢loradvantages, generating a point
of difference in consumer perceptions. Researcloppities also exist in the area of
co-branding for wine such as through the joint pston of tourism in New Zealand
and New Zealand wine (Brodie et al 2005). For eXamponsumers in New
Zealand’'s key export markets may enter the drawwio a winery tour when
purchasing a case of a particular wine brand. Suicle branding initiative would
promote tourism to New Zealand and hence geneuhistantial benefits for the New
Zealand economy.

12



Key Research I ssues
Investigating how to most effectively translate stoners’ preferred produg
attributes into successful marketing communicatisnsh as POP displays and
advertising.
Investigating how to foster the development of germand New Zealand whil
allowing for retention of unique brand identitied emall, boutique wing
companies.
Investigating the effects of particular co-brandimngiatives (e.g. joint promotion
of tourism in New Zealand and New Zealand wine).

—

WD

Increasing industry consolidation may also implgreasing brand rationalisation
where acquiring firms divest marginally profitablerands, such as Diageo’s
divestment of Montana Wines. Such brand rationtdisamay have the benefit of
retention of only the strongest and highest-perfiogrbrands, which may further
strengthen consumer perceptions of New Zealandsnjpim-quality products. By
contrast, brand rationalisation tends to occurufhoindustry consolidation, which
may result from increased foreign ownership of Nésaland wine brands. Under
such increasing foreign ownership, it is importanimaintain and further develop the
unique identity of New Zealand’s high-quality, catimate wines through marketing
these using appropriate marketing communicationstreg upon these location
specific values. The situation should thus be aaaid which New Zealand wines are
marketed in the acquiring international giants’ smasand portfolios because this may
be detrimental to consumer perceptions of the wnigositioning of New Zealand
wines and generic brand New Zealand.

These trends call for further research to be cateduin the area of wine branding on
a number of levels. First, consumer perceptionmiadividual product attributes may
be examined across relevant consumer segmentsdier ¢o establish the most
preferred types of attributes across these segm$&atond, research is needed into
the brand architecture of New Zealand wines, whidtiresses how relevant layers of
brand elements are utilised on retail shelves (gilges arranged by variety, country
or region of origin) and consumer decision-makirfgew purchasing wine.

Studies could also be undertaken in the area optéealence of generic brand New
Zealand in consumers’ minds (Brodie et al 2005)ugh establishing relevant levels
of consumers’ perceived image of New Zealand aed ttwareness of the country’s
typical associations as a clean, green producepraving such perceptions is
expected to be beneficial for the New Zealand esgn@as a whole through

generating more favourable perceptions of New Zwhland fostering exports of
other produce types (e.g. kiwifruit) and potenyigturism. Thus ‘generic wine brand
New Zealand’ may play a role in developing an oletaand New Zealand’ in

international markets. Initiatives undertaken byM\#ealand Wine Growers (NZWG),
are important in consolidating New Zealand’'s gyatibsitioning. NZWG’s mission

is to have New Zealand internationally recognisedti@e leading producer and
marketer of premium quality wines (NZWG 2005). Thhbe challenge is to achieve
this vision through a focused differentiation st for New Zealand wines that is
unified with the marketing and PR activities of ustty participants, thus generating
synergy across all marketing communications for NE@@land wine. Such synergy
can be achieved through adopting an integrated etiack communications (IMC)

philosophy, in which all industry participants abg collaborate and work towards
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common marketing goals (Van Zanten and Bruwer 200Re establishment of
NZWG represents a major step towards the achievermokra successful IMC
approach.

Key Research Issues
Qualitative or quantitative investigations addregsi how to establish and
maintain synergies between acquired brands andajlabquiring companies and
how to ensure that these global companies appréglsiaepresent the values and
the desired image of the New Zealand wine industry.
Investigating the brand architecture of New Zealawthes addressing how
relevant layers of brand elements are utilised @tait shelves (e.g. wines
arranged by variety, country or region of originfidh consumer decision-making
when purchasing wine.

Studies addressing consumer perceptions of gebheaizd New Zealand wine
Investigating how to achieve NZWG's vision of baogmecognised as world’s
leader of quality wine production through a focusdiferentiation strategy
unified with wineries’ marketing activities.

Investigating how to best achieve appropriate ailCI&pproach for the industry.

Research into the appropriate pricing of New Zehlaines is also important since
perceptions of high brand quality may enable higlpeices to be charged.
Determining appropriate distribution channels isoalmportant, since these should
correspond to the desired brand image of high twigdremium products. Therefore,
selling the majority of New Zealand wines througipermarkets, as is currently the
case, may be detrimental to the development ofemjum quality positioning in
consumers’ minds (Benson-Rea et al 2003). Hermésh for increasing future sales
of New Zealand wine through other types of disttidiu channels may be beneficial
for the industry. However, prior research into tgmimal division of New Zealand
wine across all possible types of distribution afeds in relevant markets may
generate useful insights and assist decisions hevioto proceed with such strategic
shift of distribution channels.

Key Research Issues
Investigating the appropriate pricing and distribart channels which correspond
to the desired high-quality image of New Zealandewi
Investigating the optimal division of New Zealanidieg across relevant types |of
distribution channels (e.g. supermarkets, fine vaheps, liquor stores).

Changes to Wine Industry Structures

Structural industry changes may be analysed atistnct levels, including local and
global firm/industry levels (Benson-Rea et al 2008)the global industry level, New
World wine producers are united in New World Wineducers’ Forum (NWWP),
which promotes international trade and market acadsits members. Old World
producers, notably the French, dominate the Offiternational de la Vigne et du
Vin (Benson-Rea et al 2003). At the local firm/isthy level, cross-border mergers
and acquisitions are reshaping industry structuass,addressed above including
establishing the New Zealand Wine Growers in 2003.
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At the global company level, very large scale wg@porations have emerged,
particularly in Australia and the United States, ichh resemble transnational
organisations in that they are associated with osimp-driven strengthening of the
vertical integration of production and distributjomith production on multiple sites
(Benson-Rea et al 2003). An implication of the @asing industry consolidation,
both nationally and globally, is that a growing pociion of New Zealand wine
companies will be wholly or partially owned by dftge interests, as previously
addressed, that will integrate production and ntargeof New Zealand wines into
their international strategies which will not nesadly coincide with the best interests
of the New Zealand wine industry (Benson-Rea €08aI3), which was also addressed
in Section 2. A challenge for the New Zealand indusvill be how to manage its
national competitive advantage in the context obbgl industry and firm
consolidation and concentration, whilst acquirilng resources needed to achieve
sustainable growth (Benson-Rea et al 2003).

A research agenda arising from these trends inslumeestigations into consumers’
perceptions of synergies in relevant strategic sdgpns of wine companies and
brands by international wine corporations, and ipaldrly liquor giants since the

marketing of wine is in many respects unique to shecessful marketing of liquor

products. Research into the network relationshgtsveen NZWG and its members
may also provide valuable insights into the aligninaf the goals and objectives of
both parties and hence serve to strengthen thetioredhip between these

organisations and engender improved common stcategion and initiatives. Such

investigations could also focus on optimal levelscentralised coordination within

the industry and the amount of freedom for indigldproducers to make their own
production, marketing and distribution decisiongnkle studies into the value driven
impact of relationship quality are needed usingstmrtts such as trust, commitment,
conflict and satisfaction (Hingley and Lindgreer92))

Key Research I ssues

- Investigating consumers’ perceptions of synergies relevant strategic
acquisitions of wine companies and brands by irggomal wine corporations.
Investigating the network relationships between K&Z&vd its members with the
purpose of enhancing collaborative action, cooperatand potentially (some
knowledge sharing for innovation within the indystr

N

Additional investigations could focus on establighirelevant optimal offshore
interests held in particular New Zealand wine conigs, which would be useful for
government bodies such as the Overseas Investnfigece (D10) in deciding whether
to accept or decline takeover bids or proposalsafquiring partial interests in New
Zealand wine companies. Hence such studies cowd Bfht on the trade-off of
benefits and costs of foreign ownership of New @edlwine companies. Benefits
would typically include access to additional furglifor product development and
marketing opportunities, while potential drawbadkslude a lack of synergy of
international companies’ strategic visions withgbd@ppropriate for the New Zealand
wine industry. Additional investigations could benducted identifying current and
anticipated future industry dynamics such as thinoegrter’'s Five Forces framework
(Porter 1980) or Parolini’'s (1999) value net.
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Key Research I ssues
Investigating the advantages and disadvantagesiftéreint levels of offshore
ownership for New Zealand wine companies from amesuand wineries
perspectives.

Investigating current and anticipated future indystlynamics using frameworks
such as Porter’'s Five Forces model (Porter 1980y &marolini's (1999) value
net.

5. Conclusion

While the New Zealand wine industry has charadiesisn common with other New
World Wine producing countries there are differendeis very small but occupies a
strongly differentiated position based on local owation and the transfer of
knowledge from international connections. It hageagraphically based advantage
and has built a brand based on location advantadpesculture of the country and its
businesses is reflected in its wine industry —llestyle features of the country and
its own particular structure within the global asawmpany-basefiliéres (Benson-Rea
et al 2003). What is most different about the stduis it was relatively insignificant
until the 1980s but since then it has undergonendtia export growth and by 2010
exports are projected to reach $1NZ billion dollatsch is more than a doubling of
current exports.

In this paper we have developed a research agdmulat dusiness and marketing
issues facing the industry for it to achieve itdb#mus projections for export growth.
The challenge is now for participants of the indusb workshop and refine our
agenda and collaboratively undertake the rese&athd needed to ensure this young
“honeymoon” industry sustains and capitalises orerly favourable global position.
While some of this research can be undertaken tehivay the larger wine exporting
companies much of it needs to be industry basedtlansl there is the need for
leadership from NZWG, NZ Trade and Enterprise,Winéversities and other research
institutions.

Finally, while this paper has focused largely oe #xporting of wine it is also
important not to neglect the domestic industry thratvides the base for this export
led growth. While the majority of wine companies;luding the small wineries are
actively exporting the economic base is within tleenestic economy. The value of
the domestic industry goes well beyond just the sdl wine but also extends to
tourism, hospitality and entertainment industrie§hus it already makes a major
contribution to New Zealand's service sector whetecreates considerable
employment especially with younger people. Conganeth other land based
industries it has a very attractive position anthwine domestic sector of the industry
projected to reach $0.5 NZ billion dollars in sal®s 2010 it will make further
contributions to the New Zealand economy and Newlafel cultural and social
environment. Thus a similar research agenda idatet be developed about issues
to be investigated in the domestic industry.
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Appendix: Table 4: Summary of Global Issues and Implications for the New
Zealand Wine Industry (from Benson Rae et al 2003)

Global Issues

Implications for NZ

Changing patterns of and
increased production

-Managing increased competition in existing markets
-Managing growth: processing/marketing challenges
-Planning NZ’s long term production goals

Shifting patterns of demand

-Demand falling
-Challenge of developing new markets
-Pricing in over-supply situation

Increasing retail power

-Strategic pricing decisigoremium versus volume
-Managing NZ's high cost structures
-Building new distribution channel relationships

Increasing competition
between countries

-Increased competition from new entrants
-Challenging trade and market entry barriers
-Collective action through international lobbying

Increasing importance of
branding

-Ownership of NZ brands
-Managing brand rationalisation
-Managing the role of generic brand NZ

Changes to wine industry
structures

-The future of collective NZ industry development
-Managing the ownership and growth of NZ companies
-Managing the identity of NZ wine.
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