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Summary

There has been much debate recently about the way that wine sold in Australia should be
taxed. The proposal by the Henry Tax Review to move from the current ad valorem tax to a
volumetric tax, bringing wine in line with other types of alcoholic drinks, has been fiercely
challenged by some in the wine industry. To back up its opposition to the change, the Wine
Federation of Australia (WFA) has produced estimates of the supposed job losses and
financial impacts on low-income households that would result. This paper examines the
veracity of these claims and the assumptions on which they are based.

Before discussing the likely impacts of a change in how wine is taxed, it is worth highlighting
some key facts about the Australian wine industry. The sector is often portrayed as a
collection of small, family-owned vineyards producing award-winning wines, but these kinds
of enterprises actually produce very little of the wine sold in Australia. Instead, a great deal of
grape production occurs in dry inland regions using irrigation from the Murray Darling River
system; these regions are also responsible for producing cheap wines, often sold in casks.
Cheap wine is often associated with antisocial or excessive drinking, presumably because it
is the cheapest way for consumers to obtain the greatest amount of alcoholic content. One
standard drink retails for as little as $0.36 via a cask of red wine, compared with $1.51 for
cider, $1.75 for beer and $2.52 for ready-to-drink beverages (RTDs).

It is commonly agreed that Australia is in the middle of a wine glut. Unfortunately much
Australian wine production is uneconomic, and a good deal of the grape crop is left on the
vine since it is not worth harvesting. The main reasons for the current wine glut appear to be
the high value of the Australian dollar as well as increased competition in overseas markets
from relatively new producers in South Africa, New Zealand, the US and Latin America.

This paper argues that these various problems — the glut of supply, the use of precious
irrigation water by grape growers in the Murray Darling Basin, and the level of demand for
cheap cask wine among those who do not necessarily consume alcohol responsibly — can all
be traced, at least in part, to the existence of the Wine Equalisation Tax (WET).

The WFA has claimed that tax rates on Australian wine are much higher than in other
comparable wine-producing countries, and has produced figures purporting to show that
taxes in Australia are substantially higher. These figures were misleading, because they
included the Australian GST but ignored the equivalent value-added tax in European
countries used for comparison, and failed to account for the fact that many small Australian
producers effectively pay zero WET. If the figures are revised to take into account these
oversights then it is apparent that the Australian taxation system conforms more closely to
other wine-producing countries.

The WFA has also made what appear to be exaggerated claims about potential reductions in
production and employment in the event of a switch to a volumetric tax and associated
increases in the price of cheap wine. While the price increase is likely to be proportionately
highest for cask wine, cask wine will remain the cheapest means of obtaining a given amount
of alcohol; red wine would still be cheaper by 47 per cent compared with the next cheapest
type of alcoholic beverage. This implies that any reduction in cask wine consumption is likely
to translate into an equivalent reduction in total alcohol consumption.

The WFA has expressed concern about the financial welfare of pensioners, who tend to
consume modest amounts of cask wine. However, because pensioners spend a smaller
proportion of their incomes on wine than average, any increases in the cost of wine (through
a new tax or otherwise) will be reflected in the official consumer price index and, via pension
indexation, will result in higher pension payments. Indeed, if price increases lead to changes
in spending patterns, then the average pensioner could be financially better off.

The Australian wine tax regime



The final claim made by the WFA relates to the impact of tax changes on jobs, asserting that
sales would fall by 34 per cent and that between 5,300 and 12,000 jobs would be lost.
However, these figures are based on very unrealistic assumptions about the changes in
consumption that could be expected following price increases. Using figures derived from
recent empirical studies, we estimate that production could fall by 5.2 per cent and that there
may be a loss of 599 jobs — 95 per cent fewer than the WFA claims. These figures include
both direct and indirect impacts of lower production in the wine industry itself and in the
industries which supply it.
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1 Introduction

The Australian wine industry is often portrayed as an instructive example of local producers
taking on the best in the world and thriving. Through hard work and creativity, we are told, a
small band of visionary Australians adapted European grape vines and winemaking
techniques to suit Australian circumstances, and, having done so, are now in a position to
export high-quality wines back to the rest of the world. The stories of individual winemakers,
and the skill and tenacity they have shown in transforming not just their vines but the palates
of wine drinkers, feature as prominently in the folk history of Australian winemaking as they
do on the labels of millions of bottles of wines.

There is much talk about the quality of shiraz from the Barossa and chardonnay from the
Hunter region. Yet few if any wine drinkers would be aware that the bulk of Australian wine
grapes are grown in dry inland regions using irrigation from the Murray Darling river system.
And while most of the discussion of the Australian wine industry centres on the world class
quality of Grange Hermitage or the ‘great value’ to be found in the $20-$30 per bottle range,
there is little, if any, public attention paid to the substantial amounts of cheap, low-quality
cask wine available to Australian consumers.

The disparity between much of the wine that is sold in Australia and the wine that the
industry prefers to talk about is stark. Describing the Australian wine industry as a collection
of a small number of family vineyards producing award-winning wines disregards those other
parts of the industry which produce massive amounts of cheap wine, much of it sold in casks.
And with the high quantity of production comes very low prices. Indeed, while someone could
buy a bottle of the latest Grange Hermitage vintage on the market for around $400 for a
750ml bottle, the same amount could purchase more than 30 litres of Sunnyvale Fruity Lexia
cask wine.

The lack of public understanding of key facts about the Australian wine industry helps explain
one of the more bizarre policy dilemmas in Australia: the simultaneous existence of a wine
glut due to the excess production of wine grapes in the dry inland region and a water
shortage in the Murray Darling Basin. To put this into perspective, grape growers along the
Murray Darling use more than 1000 litres of water to produce one litre of wine of such low
quality that it retails for less than the price of bottled water on a per-litre basis.

Australia has a world-class wine industry which provides a wide range of wines to consumers
across Australia and around the world, but the increasing reliance on high-volume, low-value
and water-intensive wine production is the source of several problems. First, low-price cask
wine is commonly associated with antisocial and excessive drinking. Second, grape growers
supplying the producers of low-price cask wine use large quantities of water in regions where
water is increasingly scarce. Third, the glut of low- and middle-value wine is harming the
ability of producers of higher-quality wine to maintain international demand for their product.

This paper argues that these various problems - the glut of supply, the use of precious
irrigation water by grape growers in the Murray Darling Basin, and the level of demand for
cheap cask wine among those who do not necessarily consume alcohol responsibly — can all
be traced, at least in part, to the design of the wine tax regime in Australia, and in particular
to the existence of the WET. The WET creates two forms of undesirable incentives: for wine
grape growers to produce large quantities of low-value grapes, and for drinkers to consume
excessive quantities of low-price, high-alcohol cask wine.

The paper is structured as follows. To set the context some of the basic data and trends on
Australian wine consumption and production are examined. We then describe the structure
of the industry, including the number of participants (both workers and companies) and their
significance from grape growing to manufacturing, distribution and retail.

The Australian wine tax regime



After setting out basic facts about the wine industry, the paper examines the tax
arrangements on alcohol in Australia, their impact on the cost of various beverages and how
this compares with other countries. We then consider the likely impact of any change to the
present tax arrangements, in particular the suggestion that wine should be taxed according
to the alcohol content via a so-called volumetric tax." The paper concludes by observing that
the wine industry has greatly exaggerated the likely impact on production and jobs of this
kind of change in how wine is taxed.

! The ‘volumetric tax’ refers to the proposal by the Henry Tax Review to tax wine according to the alcohol

content. As explained below, that proposal would tax the alcohol content of wine at the same rates as applies
to beer.

There are several bodies which represent the wine industry, only some of which are active in lobbying on
taxation and other policy matters. The industry assertions examined in this paper are mainly from the
Winemakers’ Federation of Australia (WFA) and Wine Grape Growers Australia (WGGA). When referring to
industry claims, we do not wish to imply that all players in the wine industry, or all organisations that represent
the different parts of the industry, have made such claims.
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2 Consumption

What do Australians drink?

Figure 1 shows the average consumption of alcohol per person aged 15 years and over. The
figures are broken down into beer, wine and spirits (with the latter including RTDs).

Figure 1: Consumption of pure alcohol, per capita by type of beverage (litres)
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Source: ABS 2011. Apparent consumption of alcohol: Extended time series, 1944-45 to 2008-09.

From 1960, alcohol consumption per capita increased until the mid-1970s and then
moderated towards the early/mid 1990s. Since then consumption has increased marginally
towards a present level of 10.4 litres of pure alcohol per annum. One standard drink is
12.5ml of pure alcohol, so the average Australian consumes 2.3 standard drinks per day.
This is 21 per cent less than the 2.9 standard drinks consumed per day in 1974-75.

In 1960, beer accounted for 76 per cent of all alcohol consumed; this fell to 44 per cent by
2009. Meanwhile, consumption of wine rose from 12 per cent to 36 per cent (a threefold
increase) and spirits rose from 12 per cent to 20 per cent of all alcohol consumption. While
these figures are based on domestic sales, the ABS claims all these figures also ‘contain an
estimated component for home production’.?

There has been a shift in preferences away from ‘soft packs’ (mainly casks). ABS data show
that of all sales in 1997-98 of Australian table wine by winemakers (as distinct from sales
through restaurants and bars), 60 per cent were casks and 38 per cent were glass sales of

® ABS 2011. Apparent consumption of alcohol: Extended time series, 1944-45 to 2008-09, Cat no 4307.0.55.002,
18 January.
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less than 2 litres, while 2 per cent were in some other form.* By 2009-10, just 39 per cent of
sales were in cask form, 52 per cent were in glass bottles and 9 per cent in another form.”

ABS consumer price data allows us to observe how wine prices have changed in Australia
over the past three decades and how this compares with overall movements in consumer
prices. The data in Figure 2 have been reweighted so that September quarter 2000 equals
100. This corresponds to the first quarter in which GST was collected, and also (more
relevant for the purposes of this paper) the time when wholesale sales tax on wine was
replaced with the WET.

Figure 2: Wine prices and CPIl compared (index: September 2000 = 100)
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Source: ABS 2011. Consumer Price Index, Australia, Jun 2011.

From 1980 until 2000, wine prices changed roughly in line with other consumer prices. From
around 2000, however, wine prices began to lag behind other CPI items. This period
corresponds to the structural changes brought on by the introduction of the WET. By June
2011, wine prices were some 16 per cent below where they would have been had previous
price trends persisted beyond 2000.

* The ‘other category includes ‘tankers, cans and rigid containers including glass two litres and over.” ABS 2011.
Apparent consumption of alcohol: Extended time series, 1944-45 to 2008-09.

ABS 2010. Australian wine and grape industry, Cat no 1329.0, 7 December.
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Comparing the cost of different drinks

Some consumers of alcohol are interested in drinking a high-quality product, while others
seek to purchase the largest amount of alcohol at the lowest possible price. In what follows,
we examine the question of how to get the most ‘value for money’ for consumers who are
interested solely in the alcoholic content of the various beverages on offer.

Table 1 summarises information about the cheapest specials available on Woolworths’s
home shopping internet site on 19 August 2011.° Each product listed is the cheapest
available per unit for each category of alcoholic drink. Information about alcoholic content
has been taken from the website of Dan Murphy’s.’

Table 1: Cost of alcohol by type of beverage

Products Litres 2::::2:: :tr:;:f;
drink ($)
Sail and Anchor Cast Away Cider 6x330 ml 1.98 $11.99 5.0% $1.51
Sonata Estate Shiraz Cabernet Cask 4lt 4.00 $15.51 13.5% $0.36
Sunnyvale Fruity Lexia Cask 4L 4.00 $12.93 9.5% $0.43
Smirnoff Ice Double Black Cans 4x375ml 1.50 $19.67 6.5% $2.52
Carlton Draught bottle 3x750ml 2.25 $14.47 4.6% $1.75

Sources: Dan Murphy’s 2011.; Woolworths 2011.

These figures provide a dramatic illustration of how cheap it is to buy alcohol in the form of
cask wine. A standard drink costs less than 40 cents via cheap red wine and 43 cents for
white wine. The same quantity of alcohol costs around three times as much if consumed as
cider or beer and around seven times as much through a ready-to-drink spirit beverage.

® Woolworths 2011. Woolworths home shop website. <https://www.homeshop.com.au/website/index.jsp>
accessed 19 August 2011.

" Dan Murphy’s 2011. Buy Wine, Champagne, Beer & Spirits Online | Dan Murphy's
<http://danmurphys.com.au/> accessed 19 August.
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3 Facts about the wine industry
Wine production

The Australian wine and grape industry is the subject of an annual census of grape and wine
production.? In 2009-10 grape-bearing wines covered an area of 152,000 hectares,
producing an average yield of 10.1 tonnes per hectare. In that year, 1.6 million tonnes of
grape were crushed, producing 1.14 billion litres of wine; 788 million litres (or 69 per cent)
were exported. By contrast, just 64 million litres of wine were imported. Total domestic sales
of wine were 470.8 million litres, worth some $2,123 million or $4.51 per litre.® Those figures
are set out in Table 2.

Table 2: Key facts about the Australian wine and grape industry, 2009-10

Area of bearing vines (hectares) 151,789
Total wine grape production (tonnes) 1,533,246
Fresh grapes crushed (tonnes) 1,603,012
Beverage wine production (million litres) 1,142.3
Beverage wine inventories (million litres) 1,722.6
Domestic sales of Australian wine (million litres) 470.8
Domestic sales value of Australian wine ($ million) 2,122.6
Exports of Australian wine (million litres) 788.5
Exports of Australian wine (S million) 2,168.3
Imports of wine (million litres) 64.3
Imports of wine (S million) 458.8

Source: ABS 2010. Australian wine and grape industry.

A breakdown of production volumes by variety of grape is presented in Figure 3.

8 ABS 2010. Australian wine and grape industry

This dollar figure may seem a little low compared with retail sales but refers to all wine sold by Australian
producers, both wholesale and retail.
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Figure 3: Australian production by grape variety (litres)

Shiraz I 403,344
Cabernet Sauvignon N 213,922
Merlot | 104,874
Pinot Noir | 41,392
Petit Verdot |l 18,956

Ruby Cabernet W 13,371

Chardonnay I 208,013
Semillon I 76,620
Sauvignon Blanc I 71,909
Muscat Gordo Blanco I 48,643
Colombard | 45,856
Pinot Gris | 39,347
Riesling | 33,680
Verdelho M 14,247

Source: ABS 2010. Australian wine and grape industry.

Red wine accounts for just over half of wine production in Australia (55 per cent), with white
wine varieties representing 45 per cent. Production is dominated by a small nhumber of
varieties: in order of magnitude, shiraz, chardonnay and cabernet sauvignon. Shiraz
represents 28 per cent of total production, chardonnay 21 per cent and cabernet sauvignon
15 per cent. Between them these varieties account for 64 per cent of all wine produced in
Australia.

Figure 4 shows red and white wine production by state. South Australia is the biggest
producer by far, especially in red wine production. NSW is the next largest producer, and
actually produces more white wine than SA. Victoria is the third largest producer. Despite its
strong reputation, WA appears as quite a small producer relative to other states.

The Australian wine tax regime
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Figure 4: Wine production by state (litres)
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Source: ABS 2010. Australian wine and grape industry.

As explained below, the wine that will suffer most from a volumetric tax is the low-price end
of the market. Warm inland areas of production in particular are at risk in the event of a tax
change. Average figures for the value of grapes produced in 2011 are given in Table 3. The
document these figures are drawn from, produced by Wine Australia, refers to the sourcing
of wine from warm growing regions as being ‘unbalanced relative to sales mix’.*°

Table 3: Average prices received by wine grape growers ($/tonne)

Average value

. White Red
Warm inland zones $285 $272 $305
Cool/temperate zones $874 $846 $891
Australia $413 $356 $484

Source: Wine Australia 2011. Winegrape purchases: Price Dispersion Report, Market Insight Report.

Figures 5 and 6 make it clear that for both white and red wines there is a clear gap in price
(and therefore quality) between the grapes produced in warm inland areas and those

1% Wine Australia 2007. Directions to 2025: An industry strategy for sustainable success, May.
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produced in other parts of Australia. Both graphs show the distribution of wine production in
these two kinds of regions according to the prices received per tonne of product.

Figure 5: White wine production by price category, 2011 ($/tonne)
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Source: Wine Australia 2011. Winegrape purchases: Price Dispersion Report, Market Insight Report.

Figure 5 shows that warm inland areas concentrate their white wine production in the $0-
300/tonne range, with 71 per cent of production in that price range. In other parts of Australia
white wine production is much more valuable on average.

The Australian wine tax regime
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Figure 6: Red wine production by price range, 2011 ($/tonne)
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Source: Wine Australia 2011. Winegrape purchases: Price Dispersion Report, Market Insight Report.

Figure 6 shows that red wine production from the warm inland areas is concentrated towards
the bottom of the market, with a cumulative total of 91 per cent of all grapes being sold for
$400/tonne or less. Production from other areas is distributed mainly about the middle of the
graph within the $400 to $1400 price range.

Quality and cost

A study undertaken for the WFA breaks down Australian production into different categories
according to quality, and includes information on the viability of wine producers. The wine
categories shown in Table 4 are based on a five-class classification, with the top class being
‘A Specialty’; wine in this class would normally retail for more than $25 per litre. At the bottom
of the scale is E Basic’, with an indicative retail price of less than $5 per litre. Table 4 also
shows the percentage of wine production enterprises in each category which are assessed
as uneconomic.
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Table 4: Wine industry costs of production and prices by grape grade in 2008.

. S Wholesal .
Proportion of  Indicative o.esa = Direct :
price cost Uneconomic
$/Litre %

packaged e

Tonnes production retail price
(%) $/litre

(Included with  (Included with

A Specialty B) B) >25 >10 1900 n/a
B Super premium 180,850 9.9 15to 25 7.50t09.99 1143 n/a
C Premium 409,552 22.4 8to 15 5.00to 7.50 563 36
D Popular

. 553,211 30.2 5to8 2.50 to 4.99 391 24.3
premium
E Basic 652,116 35.6 <5 <2.50 230 3.9
not classified 35,794 2.0

Source: Grant, B. Gow, G. and Dollery, B. 2010. ‘The proposed ‘wine restructuring action agenda’ and alternative
policy options for the Australian wine industry’

Table 4 shows that most of the wine grown in Australia is ‘basic’ or ‘popular premium’ the
types of wine that sell retail for less than $8 a litre. Interestingly, the highest proportion of
grape-growing enterprises that were uneconomic in 2008 were in the premium and popular
premium categories. For this reason, it has been alleged that some parts of the industry have
called for rationalisation in order to get rid of small producers in favour of large players,

describing the problem as ‘too much middle-grade fruit with too high a cost structure’.**

The wine glut

Reports of a glut of Australian wine are widespread. Wines Australia believes it is a victim of
its own successful approach to production and marketing:

Australian wine producers initiated and fostered a growing worldwide consumer
market for wine in the 1980s and 1990s, particularly in the UK, the US and Canada.
In doing so, exports rose sharply to almost $3 billion in 2006, supported by a doubling
of the national vineyard area to about 160,000 hectares.

The factors that drove Australia’s success between 1985 and 2005 are no longer
dominant nor exclusive. Indeed, many other wine producing countries are now
producing consumer-friendly labelling and marketing, promoting the approachability
of their winemakers and developing techniques to produce high volumes of
affordable, good-quality, fruit-forward wines.*?

Having paved the way for a distinctive style of marketing, the Australian wine industry was
not able to prevent overseas competitors from doing likewise. This is unsurprising, since a
marketing strategy partly based on clearer labelling is relatively easy to emulate.

™ Grant, B. Gow, G. and Dollery, B. 2010. ‘The proposed ‘wine restructuring action agenda’ and alternative policy
options for the Australian wine industry’ University of New England Business, Economics and Public Policy
Working Papers, No 2010-2.

2 Wine Australia (2007) Directions to 2025: An industry strategy for sustainable success, May p. 10.
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According to the WFA, ‘the industry needs to remove at least 25 per cent of bearing
vineyards to balance supply with existing demand’.*? Its submission to the Henry Tax Review
appears to imply that in 2009-10 there was an excess of 170 million cases of wine, which
would amount to 1,530 million litres.* That is higher than the ABS figure for annual sales of
wine (domestic and exported), which came to 1,259 million litres in 2009-10."° By these
figures, the amount of wine that remains unconsumed in Australia exceeds total sales. Some
of this wine (particularly higher-quality wine) would be stockpiled for future sale, but a
substantial proportion of unsold wine would ultimately be sold at or below cost.

ABS figures on inventories held by winemakers show a downward trend since 2006.
Inventories were 2.1 billion litres in 2006 and fell to 1.7 billion litres in 2009-10, the latest
figures available.’® The exact proportion of all wine that is surplus to demand is unclear.
However, the strongest evidence for the glut is the amount of vines that remain unpicked.
Growers are unlikely to pick and process surplus fruit which they cannot sell at a viable price.

In 2009 in particular there were a large number of reports about abandoned vineyards in
southern states of Australia. For example, according to one report, the fallout from the crash
of Great Southern (which was placed in receivership in May 2009) had a large impact on
South Australia as well as its home state of Western Australia. The company’s receivers had
750ha of vineyards at Langhorne Creek, the Riverland, Barossa Valley, Adelaide Hills and
Coonawarra on the market for many months. From October 2009, production at these
vineyards ceased completely due to lack of funding.'” ABS figures show that in 2009-10
there were 151,789 hectares bearing wine grapes. In the same year 8,164 hectares, or 5.4
per cent of the total, were ‘lost’ (by which the ABS means the vines were ‘removed by
grubbing, grafting off or abandoning to die’)."® The net amount of lost production was
somewhat smaller because 1,406 hectares were planted that year, giving a net reduction of
4.5 per cent. That seems a relatively small reduction compared with the WFA’s claim (cited
above) that 25 per cent of vineyards need to cease production.

The wine industry supply chain

The wine industry resembles various other industries that transform agricultural commodities
into refined manufactured goods sold in large volumes through retail channels. The model
tends to conform to a common pattern.

At the bottom of the value-adding process are the actual growers of the commodity in
question. There are typically a large number of small growers supplying a fairly
homogeneous product, ensuring that each grower has little bargaining power with those
further up the production chain.

The next step is the conversion of the bulk commodity into a processed output: bulk milk is
pasteurised and bottled; grain is milled into flour and may be further processed. Grapes are
crushed and allowed to ferment into wine, aged and then bottled or casked.

13 WFA 2009. Submission to Australia’s future tax system review, May. p.19.

% WFA 2009. Submission to Australia’s future tax system review, p. 22. The figure of 170 million cases is derived
from subtracting the required stock from the actual stock estimated at that date.

5 ABS 2010. Australian wine and grape industry.
'® ABS 2010. Australian wine and grape industry.
7 Austin, N. 2009. ‘Wine glut vineyards abandoned’.
8 ABS 2010. Australian wine and grape industry.
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In some cases the manufacturing stage is carried out by the same companies or operations
which produce the commodity in question. Grape growers may manufacture wine using all or
some of their crop, or they may sell all or some of their produce to a separate manufacturer.
Importantly, as shown in Table 4 below, the number of wine-makers is much smaller than the
number of grape-growers in Australia.

Once the wine is produced it then enters the wholesale trade, with the wholesale distributor
acting as the intermediary between the producer and the retailer. The retailer is then
responsible for sale to the final buyer. However, the retailer and wholesaler are often the
same or related companies. Alternatively, the manufacturer may also perform the role of
retailer through ‘cellar door’ sales or, increasingly, through online sales. Parallel to this
process there is also a strong export trade on the part of some manufacturers and
distributors.

Table 5 reproduces the estimates of the WFA and WGGA for the various costs, margins and
taxes associated with the production and sale of a $15 bottle of wine. From these figures it is
clear that margins are much higher at the retail end of the supply change, with margins very
low for growers.

Table 5: Breakdown of costs in a $15 bottle of wine

cost Proportion

GST 1.35 9%
Wine equalisation tax 2.25 15%
Retail margin 3.45 23%
Distributor (wholesale) margin 1.95 13%
Winery costs 4.69 31%
Grape costs 0.86 6%
Winery margin 0.45 3%
Total 15.00 100%

Source: WFA and WGGA 2008. Submission to the Senate Community Affairs Committee Inquiry into Ready-to-
Drink Alcohol Beverages.

Table 6 shows the number of enterprises in various segments of the Australian wine industry
as well as the control exercised by the top four and top two enterprises in the industry. The
closer an enterprise is to the consumer, the more concentrated the industry is. This degree of
market concentration clearly contributes to the much higher margins that retailers enjoy as
compared with grape growers.

The Australian wine tax regime
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Table 6: Structure of the Australian wine industry from grower to consumer

Number of Share controlled by top 4  Share controlled by top 2

establishments enterprises enterprises
Growers 7,052 N/A N/A
Manufacturers 892 39% 21%
Wholesalers 310 46% 36%
Retailers 2,554 70% 58%

Source: IBISWorld 2011a; 2011b; 2011c; 2011d. Note: top four retailers here include two so-called banner
groups.

Retail

It is difficult to obtain exact figures on the sales of wine broken down into the share sold in
retail as distinct from sales through bars and restaurants. However, it is possible to
distinguish between sales made by wine-makers (through cellar door, online and mail-order
sales) and sales made by other parties, including retailers, bars and restaurants. These
figures are presented in Table 7.

Table 7: Consumer purchases of wine in Australia

Share of domestic sales

Retail, bars and restaurants 85%
Cellar door 8%
Mail order 6%
On-line 1%
Total 100%

Source: IBISWorld 2011d. Wine manufacturing in Australia.

The retailing of wine is dominated by two companies: Woolworths and Coles. These
companies sell alcohol in their own stores and through subsidiary retail companies including
Dan Murphy’s, BWS, Woolworths Liquor and Langton’s (Woolworths), Liquorland, Vintage
Cellars, 1° Choice Liquor Superstore and Coles Online brands (Coles/Wesfarmers).

In grocery retailing, a common strategy to increase market share is for retailers to promote
and/or discount their own private labels and brands, thereby crowding out the offerings of
independent producers. It is not always clear that such brands are linked to or owned by the
retailer, meaning that consumers are offered choices that are less than transparent. These
patterns can also now be observed in relation to alcohol retailing, and particularly to wine.

For example, the ‘Golden Oak’ and ‘Sonata Estate’ labels are owned by Woolworths, while
‘Three Kings Estate’ and ‘Penola Estate’ are brands owned by Coles.”® Recent annual
reports from Australian Vintage, a listed wine-producing company, show that an increasing

19 Who makes my wine?’ at http://whomakesmywine.com.au/thelist.html

Al
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share of sales are unbranded or ‘private label’ wine that is eventually sold to the consumer
as a Coles or Woolworths brand.?

Wholesale

While much less concentrated than retail, wholesale liquor is nevertheless a concentrated
industry, with the five largest companies controlling 49 per cent of total revenue. As shown in
Table 8, Metcash is the dominant player with a 28 per cent share. However, liquor sales
constitute a relatively small proportion of Metcash’s operations, at 18 per cent of revenue and
8 per cent of profit.**

Table 8: Market share in the wholesale liquor Industry

Metcash Limited 28.0%
Diageo Australia Limited 7.8%
Beam Global Australia Pty Ltd 6.1%
Brown-Forman Australia Pty Limited 3.6%
Independent Liquor Group (Suppliers) Co-operative Limited 3.3%
Other 51.2%

Source: IBISWorld 2011c. Liquor wholesaling in Australia.

Many winemakers bypass the wholesale trade, eit