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Wine labelling
	Key Points

	· On 23 January 2007, representatives of the Australian Government signed the World Wine Trade Group Agreement on Requirements for Wine Labelling (the Treaty). 
· In 2008, COAG agreed to complete the necessary legislative amendments to bring the Treaty into effect. 
· The required amendments were completed in mid-2009 and came into effect at that time.
· The Treaty was aimed at harmonising labelling requirements between domestic and export markets — thereby reducing production costs and barriers to trade.
· It is estimated that reform will yield around $29 million per year in cost savings for wine producers. 
· These benefits are likely to accrue over the first few years after the Treaty comes into effect. 
· Further benefits could accrue from extending the Treaty to include other aspects of wine labelling and from expanding the country coverage of the Treaty. 

	

	


Before the introduction of the National Trade Measurement Regulations 2009, consistent Australia-wide labelling requirements were overseen by the States and Territories under the Uniform Trade Measurement Legislation (UTML). However, Australia had different wine labelling regulations from its major trading partners. This meant that Australian wine producers were required to print different labels for domestic and export markets, raising printing costs and constituting an unnecessary impediment to trade.

Following a period of consultation and negotiation
, representatives of the Australian Government signed the World Wine Trade Group (WWTG) Agreement on Requirements for Wine Labelling (the Treaty) on 23 January 2007. Other signatories (and members of the WWTG) were the United States, New Zealand, Chile, Canada, Argentina and South Africa.
This chapter provides an overview of the reform to wine labelling requirements in Australia, including its objectives and the reasons for the proposed changes (section 13.1). It considers who will be affected and examines the existing estimates of the impacts of the reform as well as the costs of the reform (sections 13.2 – 13.5). Opportunities for further improvement in this area are also considered (section 13.6).
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Reform objectives and changes
The Treaty was aimed at harmonising labelling requirements so that one common label (of the two usually found on wine bottles) could be used for both domestic and export markets — thereby reducing production costs and barriers to trade. It did so by specifying four mandatory items of information that must appear within a ‘single field of vision’ (that is, they must all be printed on the same label) on standard sized wine bottles.
 These are the product name, the country of origin, the net contents and alcohol content. While countries may still have additional labelling requirements, the Treaty allows wine producers ‘to have a single “marketing” label that can be used unchanged across all major wine markets, with a second “legal” label that upon which the unique requirement of specific markets can be adjusted as required’ (Battaglene 2011, p. 10).
While the terms of the Treaty entailed significant change for some signatories, the changes required in Australia were relatively modest (box 13.1). The main difference was that compliance with the Treaty required an exemption from the State and Territory UTML for the requirement to display a volume statement on the ‘principal display panel’ (the front of the product). 
COAG’s involvement

Bringing State and Territory legislation into line with the requirements of the Treaty was identified as a goal by COAG in November 2008, and the sole milestone for this reform was completed on schedule in July 2009 (CRC 2009a). 
In July 2010, responsibility for regulating label information was passed to the Australian Government (see chapter 11) under the National Trade Regulations 2009. These new regulations also exempted standard sized wine containers from volume statements on the ‘principal display panel’. However, the Guide to the New Trade Measurement Regulation suggested further regulatory amendment would take place once the Treaty had been ratified. The Joint Standing Committee On Treaties (JSCOT) acknowledged some inconsistency with the requirements of the International Organisation of Legal Metrology.
 Nevertheless, the Committee recommended that binding treaty action be taken (JSCOT 2011b).
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Example of compliant labels before and after the reform

	                                      Front label                                         Back label
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	Source: Adapted from wine label example provided on Wine Australia website.

	

	


While there are no further COAG milestones for this reform, the Treaty has not yet been ratified (box 13.2). The Commission understands that the treaty is in the final stages of ratification, which should occur in mid-2012 (DFAT, pers. comm., March 2012). Nevertheless, with changes to the State and Territory UTML, and the subsequent exemptions from principal display panel requirements for wine under the National Trade Regulations 2009, the intent of the reform has been largely achieved — with ‘single field of vision’ requirements now consistent between Australia Argentina, Chile and New Zealand (who have ratified the Treaty) as well as the European Union who have adopted similar provisions. DFAT has suggested that around 80 per cent of Australian wine exports go to countries with exemptions from the requirement to display volume statements on the principal display panel (JSCOT 2011a).
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Passage of the treaty

	· 23 January 2007 — Representatives of the Australian government sign the World Wine Trade Group Agreement on Requirements for Wine Labelling (the Treaty).
· 13 April 2007 — COAG decides that a new system of trade measurement should come into effect.
· 29 November 2008 — COAG agrees on an implementation plan to complete the necessary legislative amendments to bring the Treaty into effect, with ‘ongoing milestones to be identified and agreed as project progresses’.
· 2 July 2009 — Revised implementation plan by COAG reports that the reform has been completed.

· 1 July 2010 — Commonwealth National Trade Measurements Regulations come into effect and superseded the responsibility for regulation of labelling information.

· 16 November 2010 — The Treaty was referred to JSCOT.
· 7, 17 and 25 — February 2011, public JSCOT hearings are held.
· March 2011 — JSCOT recommends that binding treaty action be taken and that the National Measurement Institute amend and implement the National Measurement Regulations to support the agreement.
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Who will be affected by the reform?
The primary beneficiaries of the reform will be wine producers who will face lower label printing costs and easier access to export markets. Grape growing and wine production are significant industries in Australia and have grown rapidly over the last 20 years. Australian producers sell around 1.3 billion litres of wine a year and exports represent around 63 per cent of total sales
. Australia accounts for around 4.4 per cent of global wine production and 8.9 per cent of global wine exports (Anderson and Nelgen 2010).
Theoretically, consumers could also benefit if some of the cost savings from the reform were passed on through lower retail prices. However, labelling represents only a small proportion of production costs (around 1 per cent) and an even smaller proportion of the retail cost of wine. Moreover, only a part of this saving would be passed on to consumers. For product ranges sold exclusively to the Australian market, there would be no change to production costs or retail prices. Overall, this suggests that the direct impact on the cost of bottled wine to Australian consumers is likely to be negligible.
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Analysis of the impacts of the reform
Harmonisation of label requirements between domestic and export markets can lead to cost savings for producers in a number of ways.
· Economies of scale. Print run sizes increase due to consolidation of domestic and foreign labels for each product range.

· Production line interruption. Changing labels during the bottle labelling process incurs a cost through production delays. In instances where the changes result in both the front and back labels being the same for multiple markets, this cost can be avoided.

· Template saving per variety. With fewer types of labels required, costs arising from setting plate or film templates are reduced.

· Smaller inventories of labels. Due to minimum orders, or to cut costs, larger print runs are often warehoused. Larger average print runs can shorten label ordering cycles and warehousing costs.

· Lower buffer stocks of finished goods. Buffer stocks that were previously siloed for different markets can be consolidated, reducing the amount of wine produced for the purposes of unexpected one-off large orders.

· Reduced wastage of labels. This can occur in a number of ways, including: reduced label wastage from reallocation of product to unintended markets; reduced label wastage from over-runs and relabelling excess stock from one market for sale in another; and reduced labour costs in label procurement.

In 2005, the Winemakers’ Federation of Australia (WFA) estimated the various sources of cost savings that would arise from the proposed treaty by analysing cost data from Southcorp
 (Ministerial Council for Consumer Affairs 2007). At this time, Southcorp was responsible for almost a quarter of wine production in Australia and the results of the analysis were scaled up to derive industry estimates. In total, it was predicted that the proposed treaty would yield around $25 million in annual cost savings to the wine industry (table 13.1). This analysis was verified by the Australian Bureau of Agricultural and Resource Economics, which reviewed the WFA calculations against the Southcorp data, and cross-checked key cost figures against data provided by another wine company. ABARE suggested some small changes to individual data items, but overall found the estimate provided by WFA to be reasonable.
Table 13.

 SEQ Table \* ARABIC 1
Indicative estimates of cost savings from changes to labelling requirements, 2005
	
	Impact across wine type
	Industry saving

	
	Popular premium
	Premium
	Super-premium
	$ million

	Economy of scale
	5% decrease in costs
	10% decrease in costs
	30% decrease in costs
	$11.1

	Production interruption
	5% decrease in costs
	10% decrease in costs
	5% decrease in costs
	WFA estimate $1.3
ABARE estimate $1.0

	Template saving per variety
	
	
	
	$1.9

	Smaller inventories of labels
	
	
	
	WFA estimate $0.4
ABARE estimate  $0.2

	Lower buffer stocks of finished goods
	25% decrease in inventory
	25% decrease in inventory
	No change
	$6.0

	Reduced wastage of labels
	
	
	
	$4.3.

	Total
	
	
	
	$25


Source: ABARE (2006).
The WFA and ABARE estimates of cost savings include a number of positive and negative biases arising from the assumptions made in their analysis, and subsequent or future changes to industry structure as well as domestic and international labelling requirements (box 13.3). 
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Other factors that may affect cost savings

	There are a number of factors that could increase, or decrease, the cost savings associated with harmonising wine labelling requirements beyond those incorporated into the WFA or ABARE estimates. Factors that may reduce actual cost saving include: 

· the cost savings are based on the ‘take-up’ of the opportunity to harmonise labels across products lines. If other factors (such as the marketing benefits of having labels customised to the unique preferences of each country) are large enough, producers could elect to forego the potential cost savings of generic labelling;
· cost savings estimates based entirely on Southcorp data are likely to overstate industry savings as, in 2005, it is probable that Southcorp was more export orientated than the average Australian wine producer;
· technological change that decreases the cost of printing labels generally, or that decreases the economies of scale, will proportionately decrease the size of realised cost saving (as opposed to a counterfactual of no treaty). One potential source of such technological change is the growth of digital label printing, which reduces the costs of small print runs, prototyping and proofing (and eliminates other costs such as film and plate creation). While no data exists for the uptake of this technology in Australia, Welty (2007) suggests that around 25 per cent of U.S. wineries use digital labelling for at least some of their stock (up from 1 per cent in 2000); and
· future changes to wine labelling regulation could nullify the cost savings arising from the treaty. As noted by the COAG Reform Council (CRC 2010), the treaty has been incorporated into state and territory legislation in a broad and non-specific manner. If other signatories incorporate the treaty into their regulations in a more prescriptive way (such as requiring the first decimal place on alcohol content), simply complying with Australian regulations may not be sufficient for wine producers to access international markets. Also, the treaty does not preclude the introduction of additional labelling requirements (such as health warnings) outside of the specified four pieces of mandatory information. If Australia or other signatories introduce additional labelling requirements, the capacity for a single label to be used in multiple markets would be undermined.

Factors that may increase cost savings include:

· smaller wine producers are likely to derive proportionately bigger cost savings than large wine producers from the economies of scale derived from larger print runs (table 13.1). In 2005, Southcorp was one of the largest wine producers in Australia. This means that most wine producers supplying the export market would experience larger cost savings than those estimated from the Southcorp data. Thus, industry estimates based on linearly scaling up from the Southcorp data are likely to understate actual overall cost savings;
· despite the disruptions association with the Global Financial Crisis, the amount of Australian wine sold and the proportion of export sales has increased since 2005 (from 1100 million litres to 1259 million litres sold, and exports growing from around 61 per cent of sales to around 63 per cent of sales. Thus, contemporary estimates of cost savings on wine labels would be multiplied over more units and in more markets than the 2005 WFA and ABARE estimates; and
· reducing regulatory variation might make compliance easier in general, particularly for small firms trying to enter new export markets for the first time.

	


These considerations increase the level of uncertainty around the estimates of the cost savings derived from wine label harmonisation. Nevertheless, the leading role of industry peak bodies (both in Australia and internationally) in initiating the reforms to wine labelling requirements is a credible indication of the existence of tangible benefits for producers. Despite the considerable uncertainty around the magnitude of the savings, the 2005 estimate of $25 million (around $29 million in 2010-11 dollars) calculated by WFA and ABARE does not appear to be unreasonable and is the best available estimate.

To what extent are benefits realised?
While the Treaty has not been officially ratified, Australia has been compliant with the legal requirements of the treaty since 2009. Since this time, some of the other WWTG countries have ratified the treaty (Argentina, Chile and New Zealand) and the European Union has adopted similar provisions. From the point of view of producers, the potential benefits have been phasing in, and will be complete when the last of the WWTG countries ratifies the Treaty. While the Australian Winemakers’ Association has suggested relatively rapid uptake of the opportunity to harmonise labels across markets
, there is still likely to be some delay in capitalising on the cost savings (as producers become aware of the change and then must redesign their labels). In this report, it assumed the benefits phase in over five years.
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Indicative costs of achieving reform

As noted by DFAT at the JSCOT hearings, the direct financial costs associated with wine labelling reforms are not significant (JSCOT 2011a, p. 8). Nevertheless, some small costs that have been noted include:
· a one off cost for winemakers who would need to redesign label templates in order to benefit from the new arrangements;
· a one off cost for WFA and Wine Australia arising from education campaigns associated with changes, such as changes to website factsheets and inclusion in industry newsletters. WFA has also set up a system to monitor any consumer complaints, which is likely to include some additional ongoing costs; and
· the costs incurred by government agencies in treaty negotiation, consultation and other administrative processes.
Some groups have suggested that the reform — in particular, removing the requirement to have volume statements on the principal display panel —  may impose an indirect cost on consumers. In its submission to the JSCOT, Choice Australia argued that the absence of volume statements on the front of wine bottles would:

· lead to less informed consumers making less informed decisions;
· allow unscrupulous wine producers to reduce value for money to consumers by reducing the size of wine bottles; and
· risk setting a precedent that would flow on to other food and beverage products.

In contrast, DFAT and the WFA emphasised that such concerns are largely eliminated by the fact that the exemption only applies to standard sized wine bottles — the vast majority of which are 750 millilitre bottles (JSCOT 2011a). This institutionalised standardisation means that wine bottles carry an implicit volume statement that is broadly known and understood to consumers, suggesting it is unlikely they would be less informed under the terms of the treaty (that is, consumers are unlikely to be unaware of the ubiquity of 750ml bottles). The capacity for wine producers to ‘trick’ consumers about the quantity of their product (through product shrinkage) is limited by the technical difficulties they face in deviating from standard sizes (Winemakers’ Federation of Australia 2011), and the requirement for non-standard sizes to have volume statements on the front of packages. 

In the specific case of wine labelling, the regulatory objective of informing consumers about product volume does not appear to be compromised by exempting wine producers from principal display panel requirements on standard wine bottles. This is reflected in moves by other WWTG countries, as well as the European Union, to introduce similar exemptions. As such, it is unlikely that there will be costs (or benefits) to consumers, arising from the full-implementation of this reform.
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Summary of effects
While there is uncertainty about the precision of the ABARE and Winemakers’ Federation of Australia’s estimate of cost savings, it is probable the industry has received some benefit. On balance, the estimated cost savings in 2005 of around $25 million (around $29 million in 2010-11 dollars) appears reasonable. The cost savings is essentially isolated to a specific intermediary good – wine labels. While the treaty has not been ratified, Australia has increased the consistency between the labelling requirements of the European Union, and some of the WWTG countries. As such, it is assumed that the estimated cost savings phase in over five years, beginning at the completion of the milestone for the COAG agreement on wine labelling in July 2009. 
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Summary of estimated impacts from wine labelling reforms

$ million (2010-11 dollars)
	
	Annual longer-run ongoing direct impacts
	One-off direct impacts  (transition costs)

	
	Realised
	Prospective
	Realised and prospective
	Potentiala
	

	Cost savings to wine producers from harmonisation of labelling requirements
	12
	17
	29
	..
	..


.. zero or none estimated. a Potential impacts relate to measures that are yet to be implemented, but which are sufficiently likely to be implemented in the future. Realisation of potential direct impacts will require continued commitment and sustained effort.
Source: Estimates provided by Winemakers’ Federation of Australia, adjusted for inflation.
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Opportunities for improvement
The treaty simplifies and harmonises labelling requirements facing Australian exporters of wine. Nevertheless, significant discrepancies remain on other labelling issues, such as grape variety, geographical origin and vintage (these are often dealt with in a piecemeal fashion through bilateral trade agreements). As such, extending the treaty to include other aspects of labelling, as well as the number of countries party to the agreement, could further reduce the costs of labelling, and make compliance with international regulations easier for exporters. In any such extension, however, potential adverse impacts on consumers should remain an important consideration. It is likely that further moves in this direction would be supported by the Australian wine industry. As stated by WFA:

We believe there is still considerably more work to be done in harmonising labelling regulations around the world and are strong supporter of such activities, which can protect consumers and benefit producers alike. (WFA 2011, p. 2)

�	Initial discussions between industry groups and government date back to the mid-1990s (JSCOT 2011a, p. 12).


�	The standard sizes are 50ml, 100ml, 187ml, 200ml, 250ml, 375ml, 500ml, 750ml, 1 litre, 1.5 litres, 2 litres, 3 litres, or larger in quantities of whole litres, except for those volumes that are not permitted by the importing party.


�	Specifically, the changes to UTML contradict R79 of the International Organisation of Legal Metrology about volume statements on the principal display panel. However, as pointed out in the JSCOT hearings, exemptions already exist to this across Europe for wine, so difficulties appear surmountable (JSCOT 2011a).


� ABS, 2010 (Australian Wine and Grape Industry, Cat. no. 1329.0).


� Since acquired by Fosters and incorporated into Foster’s Wine Estate, then de-mergered and separately listed as Treasury Wine Estates


� 	‘Wineries were quick to take advantage of the reduced costs and are achieving savings in labelling costs’ (Winemakers Federation of Australia 2011).


�	Indeed, the NMI stated that beer producers have requested similar exemptions, although NMI have categorically ruled this out.
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