LETTER TO THE EDITOR

Are we destroying our brand?

asks Mike Spratt*, who with his wife Ann founded Destiny Bay Vineyards on Waiheke Island.

ucceeding in business can be
Sboiled down to a few simple

principles. Compete on the basis
of being a low cost producer or suc-
ceed as a niche marketer. If the choice
is niche marketer, premium brands are
critical to earning a profit. The most
successful niche brands in the world
know this. They lead in their market,
they are distinctive, they command a
premium, and they trigger a strong
emotional reaction that helps people
remember their name. Leadership, dis-
tinctiveness, premium price and being
memorable are four attributes worth
remembering.

New Zealand wine is a very new
entry in the global marketplace. Ex-
ports were virtually non-existent 20
years ago and now represent a billion
dollars in sales. Despite these impres-
sive growth numbers, New Zealand
accounts for a very small percent of
global production. In 2009 over 27
billion litres of wine were produced
world-wide. New Zealand contributed
205 million litres, about three quarters
of 1% of the world’s annual wine sup-
ply. By any practical definition New
Zealand wine is scarce. Were New
Zeland to try to compete as a low cost
producer, it would be operating with
a clear disadvantage. The only viable
option is to be a niche marketer.

Over the past ten years, the dollar
value of wine exports has increased to
$992 million. However, the inflation

adjusted price per litre is on a steady
decline. In 2001 that price was $13.40.
In 2009, it had dropped by 35% to $8.81,
and by July of this year it had further
eroded to $7.25. If this rate continues,
by 2025 New Zealand will be shipping
over 250 million litres of wine overseas
for free.

Tyranny of self-interest

Historically, bulk wine exports
have accounted for less than 5% of to-
tal export volume. In the past year this
quadrupled to nearly 20%, and in the
month of July grew to 40% The short
term self interest of dumping surplus
stock has prevailed over the long term
self interest of preserving margins for
premium branded wines.

Despite alarms clanging throughout
the industry, many producers continue
to push bulk wine into the export mar-
ket, effectively “looting” brand New
Zealand in a frantic attempt to protect
balance sheets before the industry im-
poses dumping sanctions. What these
producers fail to grasp is that the dis-
count slope is steep and slippery. Once
balance is restored in the market, nei-
ther customer nor fellow producer will
help them climb back up.

From a global branding perspec-
tive, New Zealand wine is known by
what is most available in the market-
place - premium quality, inexpensive
Sauvignon Blanc that has the distinc-
tive character of tasting grassy.

There is nothing wrong with mak-
ing wine like this, or making it in large
volume and selling it at inexpensive
prices, so long as your aim is to suc-
ceed as a low cost producer. However,
making wine and selling it for com-
modity prices is not in the best long
term interests of any New Zealand
producer if the only viable strategy
is niche marketing. Once residency is
established on the low price shelves,
even ruthless management of supply
is not a ticket to a better place.

Somewhere along the way, the link
between premium product and pre-
mium pricing was severed. Also lost in
the translation was awareness of a sim-
ple concept that you cannot manage
price without managing production.
A concept well understood by OPEC,
diamond miners, toy manufacturers
and French wine producers. If you do
not manage your supply, the market
will manage your price for you.

Marketing premium brands

The stated vision for the industry
is “To be internationally recognised
as the leading producer and marketer
of highly distinctive premium quality
wines.”

There is nothing in this statement
inconsistent with being the number
one producer of premium quality,
cheap wine.

A subtle change in that vision state-
ment would have a profound impact
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on the marketing strategy. If the vision
were “To be internationally recognised
as the leading producer and marketer
of highly distinctive, high quality,
premium branded wines”, a steadily
eroding litre price would be a clear
indication that marketing tactics were
failing.

Premium branded products sell for
a premium or they are not considered
premium. Among other things, that is
what differentiates premium brands
from generic products.

Claiming to sell premium quality
for a low price is a sales gimmick that
discount merchants use to push vol-
ume out the door. Most of the public is
wise to this trick and do not accept this
proposition for anything other than
undifferentiated commodities. If it is
cheap, people have a hard time accept-
ing that it is different or better than the
rest.

From a marketing perspective,
there is nothing inherently wrong with
“Pure Discovery” as a slogan. It is an
intriguing proposition that might be
quite effective in persuading a person
to spend money on a holiday to New
Zealand.

However, it is not clear how this
proposition will help induce custom-
ers to pay $50 or more for a bottle of
New Zealand wine.

There are a growing number of
small producers in New Zealand who
understand and accept the reality of
the world wine market and the strate-
gic choices available to New Zealand.
They know that unparalleled quality is
a pre-requisite to charging a premium.
They know that price is not a barrier
to purchase when the product is good
and sought after. They know that they
are judged by the company they keep
and therefore must be mindful about
where they are seen. And, they know
that cutting price does not make it eas-

ier to sell but rather makes it harder.

Two major challenges

Two major challenges facing the
New Zealand wine industry are brand
de-familiarisation and thoughtfully
managed production to ensure that the
inherent distinctiveness and quality of
flagship wines and emerging brands
is not cannibalised by corporate indif-
ference and short-term financial objec-
tives.

New Zealand wine producers need
to acquire skills in subversive market-
ing and lead the charge to overthrow
the outmoded and inefficient global
wine distribution system. The crea-
tive and strong willed Kiwi spirit that
produced brands like The All Blacks,
Icebreaker and 42 Below needs to be
rekindled in this industry.

Effective niche marketers are laser
focused on attractive, distinct seg-
ments. They are obsessed with posi-
tioning their product in front of the
right people in the right places. They
build passionate and loyal customer
bases, use non-traditional distribution
channels and employ clever promo-
tional tactics. They leverage their mar-
keting investment, are ruthless in pick-
ing their partners, and do not tolerate
mediocrity. If a business does not have
distinctive products, superior quality,
a compelling story and a serious com-
mitment to succeed, it cannot be an ef-
fective niche marketer.

Perhaps most importantly, effective
niche marketers do not travel with the
herd. That is why presenting wine in
huge cattle call tasting events is the
province of lumbering low cost pro-
ducers who execute marketing strate-
gies with blunt instruments.

Real change begins with under-
standing and accepting reality. The
erosion in New Zealand export prices
is not the result of temporary imbal-

ances in supply and demand, succes-
sive bumper crops, fickle wine writ-
ers, merciless distributors, obstructive
biosecurity procedures, or swarming
locusts. As a producer of less than 1%
of the world’s wine supply, it is be-
wildering how too much production
could be considered the major prob-
lem. The inconvenient truth is that
the New Zealand wine industry is not
over producing, it is under marketing.
It is pursuing a fundamentally flawed
strategy of aiming at the wrong end of
the market and missing low.

Is the New Zealand wine industry
destroying its brand in the global wine
market?

The answer is yes.

The important next question is: Will
it accept the reality of what has hap-
pened and alter course?

Ahundred years ago in the western
United States a great battle was waged
between sheep farmers and cattle
farmers over open grazing land. What
ensued was an acrimonious and some-
times bloody confrontation over land
use. A modern version of this conflict
is playing out in the New Zealand wine
industry. Two competing forces, both
using the same natural resource and
country brand, have diametrically op-
posed strategies for creating economic
value. One seeks to leverage the soil,
site, and climate of New Zealand into
high value, premium branded wines
sold to discriminating purchasers. The
others have elected to reap nature’s
abundant rewards and convert them
into low cost, respectable wine, at at-
tractive value prices. Both strategies
have merit but only one is economical-
ly viable for a small country like New
Zealand.

The New Zealand wine industry
requires a more creative solution. Old
habits must yield to new behaviours,
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Of my three portfolio areas, biose-
curity is the most important. A major
breach of biosecurity would affect the
livelihood of every New Zealander. We
need to constantly review the way we
do things at the border, and not com-
placently accept that what we have
now is as good as we can deliver.

In conjunction with the Prime Min-
ister’s announcement we will also be
announcing a number of other meas-

ures that are designed to strengthen
our border biosecurity, and deal to
those that fail to accept their respon-
sibilities as travellers to New Zealand.
All of these changes will deliver a bet-
ter, smarter, and more efficient biose-
curity system at our border

There is no denying that despite
the remarkable growth to date, New
Zealand’s wine industry faces a raft
of challenges and a tough short-term

outlook.

Being an industry of independent
character, I know that resolution in the
first instance rests foremost with you. I
also believe that some of the initiatives
I have outlined will assist in grappling
with these issues in the coming years.

I believe that as you continue to
harness the energy of land and people,
then wines of superb quality will re-
main the hallmark of your industry. s
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end customers must regain their right-
ful place in the hierarchy of defining
product and opportunity, and market-
ing tactics must be tailored to specific
niche markets.

Supply side strategies offer limited
returns. Real opportunity resides with
a market driven approach that is built
on four core principles.

1. The distinctive attributes of New
Zealand wines must be the centre point
of brand strategy. The soil, site and cli-
mate cannot be copied and are the last
lines of defence against competitors.

2. The only markets worth pursu-
ing are those where New Zealand can
command premium prices by serving

customers who value the distinctive at-
tributes of New Zealand wines.

3. Production must be aligned with
anticipated demand both in volume
and mix. It is better to have some un-
filled orders than excess stock.

4. The promotion and placement
of wines must be controlled by New
Zealand champions. Vesting this with
independent distributors creates a con-
flict of interest that will not resolve in
New Zealand's favour.

The challenges facing the New Zea-
land wine industry are daunting only
to those unable or unwilling to look
beyond the mistakes of the past. Salva-
tion does not rest in the laps of corpo-
rate giants or within the boundary of

traditional practices. Rather, it rides on
the shoulders of a new generation of
producers, committed to pushing the
limits of wine making and marketing,
prepared to aggressively defend the
distinctive attributes of New Zealand
wines, and refusing to accept a lesser
fate than a proud nation deserves.

® Mike was a senior partner in Pricewa-
terhouseCooper’s global Mergers and Ac-
quisitions consulting business. He holds a
Ph.D. in Psychology from the University
of California at Berkeley, and has over
three decades of experience as a business
manager and an international manage-
ment consultant.

Letter abridged; full version available from
letter@destinybay.co.nz.

PELLENC VINE TRIMMERS

PROVEN IN NEW ZEALAND
FOR 22 YEARS

Safe, reliable and fast

Whatever canopy style you grow, the Pellenc
Vine Trimmer is easily adjustable for single row
or double row trimming with a simple modular
system that lets you add on piece by piece.

NEW MODELS AVAILABLE

e SINGLE ROW e OVER-ROW
e TWIN-HALF ROW e TWIN OVER-ROW

FRAMES TO SUIT YOUR CANOPY STYLE

IMPORTED AND DISTRIBUTED BY:

NYDRALADA

COMPANY

KEEP YOUR VINES THE WAY THEY SHOULD BE

700 Omahu Rd, Hastings | 0800 888 887
Email sales@hydralada.co.nz

4 -

WITH PELLE

(/(%EGROWER

2692 www.gaspdesigns.co.nz



