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You may remember from high school or college economics the discussion of ‘Economies of Scale’. In a nutshell, the larger the business, the more efficient that business may become, and with size comes greater profit potential.


The principle has become a critical element of the wine industry and the arguments of size vs. quality have begun.


The conglomerates (there are ten recognized mega companies, four of them are Australian) are hard at work developing brands that will attract new consumers, and packaging that will inform rather than confuse. 


They begin the process by advertising. Gallo, the world’s largest wine company, spent more than twice the total of the entire Bordeaux industry on advertising in England, where Bordeaux has had control of the retail shelves. One advertising executive noted that the Bordeaux producers see Burgundy as the competition, while ‘the people in California see the world as competition”. As a result, Bordeaux has seen a 16% loss in exports to Britain. 


Add the reduction in domestic consumption and the French wine industry (and in a similar manner, the Italian wine industry), saddled with antiquated production requirements and labeling standards has found itself unable to effectively compete for a share of the market. Even inheritance laws, which require that property must be divided equally amongst all heirs to the estate (a 200 hundred year carryover from the anti-aristocratic attitudes of the Napoleonic Era) makes it difficult for winemakers and wineries to maintain control over the vineyards and over production. Only in Champagne has there been any effort to establish ‘economies of scale’ and to use the marketing power of a large corporation to assure a fair share of the market. Louis Vuitton Moët Hennessy (LVMH), the world’s largest luxury products firm, is also the world’s largest producer of Champagne. 


LVMH is responsible for Cliquot, Ruinart, and Krug in addition Moët and Chandon. Unlike Bordeaux, which still boasts nearly 20,000 individual producers, just 10 firms produce 50% of all Champagne. And, while Bordeaux bleeds euros, Champagne production has tripled since 1970 (to nearly 300 million bottles). The large firms have managed to maintain the balance between size and quality by continuing to employee family members with many generations of experience as winemakers and spokespersons. 


However, even outside of France there is concern about quality. 


More than 80% of Australian wine is produced and marketed by four corporations (BRL Hardy, Beringer Blass, Orlando Wyndam and McWilliams, and Southcorp – which accounts for nearly 35% of the total). Today, Australia is the world’s ninth largest producer of wine, and if growth was only to continue at its current rate, by 2025 Australia would be the world’s sixth largest producer. However, there is a plan for still more.


Under ‘Strategy 2025’ Australia plans to double production through the planting of 40,000 additional hectares of grapes, and assume a position as the largest producer of wine on earth. And, they plan to it while maintaining regional characteristics of the wines marketed.


Keenly aware of wine writer Michael Broadbent’s insistence that traveling consultants and marketing firms are concerned only with the globalization of taste, the Australian Big Four have become almost evangelical in their concern over ‘terroir’, and the continued connection of wine to the land.


At the same time they are concerned that the consumer under just what ‘terroir’ means. Labels should clearly explain what is in the bottle. Wineries should be exciting places to visit. Wine should not be mysterious. Wine should be fun. They recognize that a consuming population raised on soft drinks and Snapple will not take immediately to a product labeled ‘dry’. Pop Varietals such as Arbor Mist and Wild Vines sell more than 7 million cases a year. They have created a bridge from contemporary beverages to traditional wines. 


However, wine is still a minimum element in a nation’s Gross Domestic Production. In Australia wine amounts to less than 1% of the GDP. In 1998 all California wineries had $13 Billion in sales. Hewlett Packard had $47 Billion in sales. There is a need to build market share. The large corporation and it’s assets may well be the answer. 

