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Introduction 
“The purpose of my submission is to inform the Senate of the 
many changes that have occurred over the past fifty years in 
the grape and wine industry.” 

The purpose of my submission is to inform the Senate of the many changes that have 
occurred over the past fifty years in the grape and wine industry. In doing so, we need 
to examine the past history trends, and explore sustainable viable productivity for the 
future. 

With Australia’s high cost of production, location distances from markets, effective 
delivery times, increase productivity for improved economic of scale can only be 
justified on economic basis. 

Greater accountability must be a higher priority than the past, with monitoring, 
reporting annually the progress that has occurred in the ever changing wine world 
environment. 

With the high export level of the Australian production, greater consideration should 
be given to the fluctuation of currency and impact on sustainability. 

For the simplicity of forwarding a submission, I will be referring to the inquiry terms of 
reference in the logical order of terms of reference submitted by the Senate. 

I am willing to discuss my submission to the inquiry in depth at a mutually convenient 
location in Australia. 

 

Yours faithfully 

Leo Pech 
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Response to Terms of reference
The extent and nature of any 
market failure in the Australian 
grape and wine industry supply 
chain 

Market failure can be measured by 
many factors, including history of the 
industry, economics, currency, wine 
quality, wine quantity, international 
value or quality, supply demand, 
industry influences and political 
understanding by public sector and 
politicians. 

The history of the Australian Wine 
Industry has not enjoyed a large export 
market. From 1946 - 1986 wine 
exports averaged 4% of the Australian 
production in fact for nine years 
imports exceeded experts (Appendix B - 
Export data) 

From 1986 – 1987 exports increased to 
6.2% of production and increased each 
year to peak at 67% production. Today 
exports 61% with some companies 
reaching 90%. 

To confirm the information at March 
2015 total sales 1,168.5 million litres 
which included export of 711 million 
litres and domestic 457.5 million. 

As a result of lower currency, the 
Australian dollar averaged for five years 
was below .40 cents to the British 
Pound, three years below .60 cents to 
the US dollar and seven years below 60 
cents to the European Euro (Appendix B 
– Currency data). 

The Australian wine industry enjoyed a 
profitable export market from that 
lower currency.  The profitability 
reached a peak in April 2002, with the 
average price exported reaching $5.00 
per litre.   

Since the peak, the value per litre has 
fallen as a result of a higher Australian 
currency, lower quality (Appendix B – 
Wine quality) of wine available to a 
more commercial style. Export of lower 
quality wines, brands proliferation, loss 
of story and identity in a world of 
oversupply.  Centaurus Partners page 
21. 

Today our exports value of wine is up 
from $1.82b to $1.856b or 3.9% with 
the average being $2.60 per litre.  
Bottled wine is up from $4.85 to $4.87 
per litre, bulk wine down from .99 cents 
per litre to .97 cents per litre over the 
past twelve month period. 

The concern is the figures of export 
bulk at 57.5% of volume exported at .97 
cents per litre, being 35% of our total 
sales exported or 267 million litres sold 
at $1.00 per litre or less or23% of our 
total sales. 

In August 1993 the Winemakers 
Federation of Australia at a meeting in 
Mildura, approached the Wine Grape 
Growers Council of Australia to support 
the concept of tax incentives for 
planting of vines over a four year 
period.  This concept would assist in the 
availability of wine for the export 
market, and be in line with their ‘plan’ of 
strategy 2025 presented at a later date 
being 24 July 1996 at a conference 
held in Melbourne before an audience of 
over 450 people.  
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The vision was “By 2025 the Australian 
Wine Industry will achieve $4.5 billion in 
annual sales by being the world’s most 
influential and profitable supplier of 
branded wines, pioneering wine as a 
universal first choice lifestyle 
beverage.” (Appendix B – The 
Australian Wine Vision). 

Six years earlier we had completed a 
“Vine Pull Scheme”.  The meeting 
delegates were pressurised in making a 
decision on the day, as they intended to 
approach the Government the next 
week, to introduce in the spring session 
of Parliament in Canberra. 

The issue was debated heavily and after 
long intense discussions the meeting 
supported the proposition. 

I opposed the concept strongly, but lost 
the debate believing the scheme was 
doomed to fail before it began, reasons 
being: 

 The world had an oversupply of 
wine  

 Consumption falling per head of 
population in world 

 Full impact of floating the 
Australian dollar not year reach 

 End of apartheid policy in South 
Africa 

 UK had joined the common 
market, stronger relations with 
Europe 

 Lower Australian currency 
would not always remain 

 Full impact of deregulation not 
reached 

 The concerns of the nuclear 
explosion of Chernobyl had 
already abated 

 Exports had increased from the 
“vine pull” days in 1986 

 Trade practises act not fully 
tested 

 Increased international 
ownership of Australian wineries 

 Oversupply would be greater 
than mid 1980’s 

 Vineyard expansion already 
occurring 

 Communism failing in Europe 

 Expanded European Economic 
Community (EEC) 

 Increased taxation on wine in 
1993 

The four years agreed to by the 
growers was never put to the 
Government.  This was confirmed by 
Senator Chapman and not part of the 
legislation. 

In 1998 Management Investment 
Legislation was introduced and past for 
tax incentive management schemes 
including horticulture.  

The tax incentive legislation continued 
to September 2004, eleven years 
however anyone who had made a 
financial commitment could complete 
their project. 

This in some cases lasted fourteen 
years of tax incentives and then 
expecting the free market forces to be 
effective.  The situation could be a lot 
worse had it not been for the draught of 
2006-2008.  This brought water 
restrictions along the irrigation regions 
and expansion came to a sudden halt 
including the Australian currency rising. 
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Today we can’t talk about supply and 
demand or in or out of balance by the 
tonnes of grapes sold, as the price 
received is not economic to the 
growers. With respected comments by 
industry personnel it could be 70-84% 
of industry not economical. 

It is not the importance of the 
magnitude of the issue but was the 
influences that resulted in an outcome 
like this, beyond comprehension. 

The magnitude of error of judgement 
by industry leaders, with optimism 
above reality (Appendix B – Error of 
judgement). 

The extent to which Federal and 
State legislative and regulatory 
regimes inhibit and support the 
production, processing, supply 
chain logistics and marketing of 
Australian wine 

For Australians to have a greater 
understanding of the economics of 
supply and demand and evaluation of 
the industry up to date statistics on 
time are vital. The Australian Bureau of 
Statistics is no longer reporting. 

A national registration of vineyards with 
surveillance annually would be the 
ultimate in completing the statistics 
with reporting annually to industry.  
There would be an initial cost of 
establishment but the benefits would 
outweigh the costs involved. 

The Phylloxera Board of South Australia 
has already the information required for 
that State, and has the staff 
professional skills and experience to 
administer a national scheme. 

Once the system was established, the 
annual costs of surveillance would be 
very affordable. For example, to survey 
the Riverland region (about 25% of the 
industry) in 2009 was at a cost of 
$170,000 dollars.  With modern 
technology the same survey in 2015 
was $25,000. 

This would have been valuable 
information in 1993 when pressure was 
imposed on growers for a tax incentive 
scheme when already more vines were 
being planted to meet the needs of 
industry requirements (Appendix B – 
Production costs). 

This information would also be of great 
value, in the event of an outbreak of an 
exotic disease. 

History has already proven that the cost 
involved would be minimum compared 
to the cost of “error of judgement” 
without the information. 

It is interesting to note that the first 
recommendation of the Senate inquiry 
in 2005 was to consult with Federal and 
State Government authorities and peak 
bodies with the view of establishing a 
register. 

The cost of grape production has 
increased well beyond inflation, in 
particular the cost involved in producing 
a quality of grape above reality, 
compounded by reduced production 
per hectare to achieve that quality.  
Grapes are not grown in a closed 
environment but subject to the 
elements of nature. 
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Quality can be measured in the field, at 
the weighbridge or at a later date, by 
the winemaker.  Factors that can affect 
quality include: 

 Supply and demand 

 Winery’s own grapes are often 
high quality to reach their cost 
of production 

 When quantity levels are 
reached for each grade further 
quantities are lower rated 

 Wineries measure the 
profitability of each grower and 
if excessive profit is reached, 
lower quality is given 

 Grapes not taken at optimism 
time 

 Clones of variety not the 
desirable clone nominated by 
the winery 

 Viticulture practices, soil 
management, vine management 

 Trellising not the desired system 
or direction 

 Grower in ability to 
communicate 

 Economy of scale 

 Grower actively involved in wine 
industry politics 

 Contract statement 

The profitability of wine grape 
growers and the steps industry 
participants have taken to 
enhance profitability 

Great levels of activity have taken place 
to improve the profitability and 
sustainability of viticulture.  In stating 
only one major activity over decades, 
the work of selection of better planting 
material commencing mid 1960s 
(clonal selection) virus index statics, 
development or registered source areas 
throughout South Australia. 
Introduction of new varieties, 
rootstocks and rootstocks source areas, 
development of skills in grafting vines, 
scion and stock compatibility quality 
improvement and test for draught and 
salt tolerance of vines. This assist in 
rapid conversion of grape varieties. 

Industry conducts training in crop 
watch, irrigation monitoring, pruning, 
spraying systems, mechanical 
harvesting and field days. 

If the economics allows and the 
willingness with incentives exists, the 
ability to reconstructive to further 
improvements is possible especially in 
the event of a phylloxera outbreak. 

This is a vast improvement from the 
mid-1970s when I was the Chairman of 
a committee looking at “viticulture 
reconstruction” from a fortified 
industry to a table wine industry. The 
committee forward evidence seeking 
lower interest rates loans to the 
“Industry Assistance Commissioners” 
on Rural Reconstruction to 
Commissioners JG Crawford, R G 
Mouldon and E H Fisk. 
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Today the availability of the improved 
planting material has assisted greatly to 
the quality of planting material, grape 
quality over the last twenty five years.  
Today South Australian has 20% of 
vineyards on rootstocks more tolerant 
to monoculture issues and phylloxera. 

The impact and application of 
the wine equalisation tax (WET) 
rebate on grape and wine 
industry supply chains 

The economic history of grape growing 
in Australia has relied heavily on other 
alternative agricultural activities to 
remain viable such as horticulture, 
contract activities off farm income, 
sheep, cattle, dairying. 

Today all agricultural activities have a 
larger economy of scale; therefore 
supportive income is not readily 
available.  

The wine equalisation tax rebate gave 
growers their valuable added income 
for sustainability, evening the highs and 
lows.  

Providing this scheme has limitations in 
rewards, it is vital for the sustainability 
of many growers and the continuation 
at a lower level is vital.  If the scheme 
was discontinued, the Government of 
the day would have greater regional 
agricultural problem to solve. 

The extent to which grape and 
wine industry representation at 
regional, state and national level 
effectively represents growers 
and winemakers with respect to 
equity in collection and 
distribution of levies 

Most regional, state and national 
growers and winemakers organisations 
have their voluntary levies. Growers 
have always been short of funding for 
their operations.  It limits their ability to 
lobby, conduct research projects, study 
tours, and attend meetings to be a 
more equal informer to Governments. 

Until grower’s voice is recognised at a 
more senior level, information from the 
wine industry will be out of balance.  
This is why we have the problems of 
today.  

The work being undertaken by 
AGWA pertaining to levy 
collection information 

The Australian Grape and Wine 
Authority (previously The Australian 
Wine and Brandy Corporation) collect 
information and data for its member 
levy payers, especially export 
information and added information on a 
cost basis. Much information is not 
available to growers who are not levy 
payers however if requesting 
information, the cost is prohibitive 
therefore growers are disadvantaged as 
a lack of information. 
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The power and influence of 
retailers of Australian wine in 
domestic and export markets 

Since the introduction of the Trade 
Practices Act 1973 and the National 
Competition Policy and more recently 
Free Trade Arrangement great changes 
to the competitive forces now exist as 
never before. 

With two powerful retailers, Coles and 
Woolworths distribute and sell up to 
77% of all wine off premise (Centaurus 
Partners page 26 report) and 
Australian wine companies have their 
own import export companies.  At 
present imported wine are at record 
high of 15.7%of domestic sales 
compared to Appendix A of previous 
years. 

With large international owned wine 
companies, the same commitment to 
the Australian industry does not appear 
to exist. 

If it is more profitable to produce wine 
in for example the United States, 
Europe, China, South America, South 
Africa, and New Zealand that will be the 
driving force with the international 
players. 

With 57.5% of Australian wine exported 
in bulk, it has a damage effect to “Brand 
Australia” by a number of actors 
including exports of lower quality wines, 
brand proliferation, loss of story and 
identity (Centanurus Partners report 
page 21) apart from loss added value 
and employment. 

The full impact of the Woolworths 
owning Cellarmasters winery and a 
large bottling mall, the full implication 
can only be measured in the years 
ahead. 

The adequacy and effectiveness 
of market intelligence and 
pricing signals in assisting 
industry and business planning 

It is extremely difficult for growers to 
gauge market intelligence or pricing 
signals as each winery regiments are 
different.  Even different grades of 
quality from the same location of vines, 
have different outcome of quality by 
two companies. 

There is little oversupply as most 
grapes are purchased at uneconomical 
prices or harvested free, no cost, no 
payment to the grower. 

The optimism that the prices of grapes 
will increase as the currency lowers; the 
reality is that total value of export 
increased by 0.3% to $2.60 per litre. 
Bulk wine exported is 35% of 
production. The national utilisation and 
pricing survey is a valuable source of 
information from the South Australian 
Wine Grape Crush Survey. 

The extent to which Australian 
grape and wine industry benefits 
regional communities both 
directly and indirectly through 
employment, tourism and other 
means. 

Regional communities benefit greatly 
through the wine industry with 
employment, service industry, tourism, 
manufacturing, bottling, production of 
labels, transportation just to name a 
few. 

Small growers and winemakers depend 
heavily on the wine and equalisation tax 
rebate for continued stability. 
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Any related matters 

The vine pull of 1986 was a fine 
example of the Federal and several 
state governments acting in time with 
little cost in avoiding the present 
situation (Appendix B – 1986 Vine Pull).  
The industry was uneconomical, 
imports exceeded exports (Appendix B – 
Export data) for many years. 

Australia floated its currency in 1983 
resulting in a fall from $1.15 to $0.62 
to the USD and still unable the export to 
eliminate the problems. 

The impact can be measured by the 
impact of Barossa prices the following 
years (Appendix B – Grape Prices). 

A new unexpected interest in Southern 
hemisphere wines occurred after 26 
April 1986 with the Chernobyl nuclear 
power station explosion, sending 
radioactivity over parts of Europe. 

The radioactivity was spread over 400 
times that of the Hiroshima bomb 
explosion, covering land masses in 
Belarus by 14.4%, Austria 10.3%, 
Ukraine 6.2%, Finland and Switzerland 
3.4% and Sweden 2.7%. It tool until 
August 1986 for the world to realise 
the full implication of the disaster and 
the fear of the pollution remained in 
Europe for years. 

The spread of radioactivity gave 
Australia wine industry a “kick start” to 
export with a clean and green image 
that lasted for years, but as time passes 
by and so has their clean green image 
disappeared. 

The Australian wine industry has less 
than ten years to put the house in 
order, as Europe has a plan of 
controlled expansion, unlike Australia, 
pass through the Strasbourg 
Parliament. 

Over fifteen years, well over 500,000 
hectares of vines could be added in the 
appellation regions of Europe, equal to 
Australia, Chile and South Africa, 
hectares combined (Appendix B – 
Expansion in Europe) apart from 
expansion outside the appellation 
regions.   

I support strongly an inspection service 
for soundness of wine for export 
(Appendix B – Wine Soundness). 
Inspection requirements have been on 
and off for many years.  It is interesting 
to note that Canada has such a system 
for importation of wines, and Australia 
is successful in exporting to Canada. 

I was fortunate to discuss the 
requirements with a Canadian 
representative at the International 
Conference of Vine and Wine in 
Bucharest, Romania in 2013 with the 
manager of the service.  

(Appendix B – “Spin”) is a fine example 
of “spin” and not much happens
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Recommendations 
“My second objective is to reduce the hardship of grape 
growers and find a long term solution to the present situation” 

 

1. Eliminate the wine equalisation tax rebate from all imported wines. 

2. Reduce the present rebate by 50% on bulk and bottled wines to be reviewed in 
three years. 

3. Money from the reduced rebate to be reinvested in: 

a. National registration of vineyards and monitoring services; 

b. Export promotion, export projects, export grants on application subject to 
the industry accepting some form of regulation as the Australian wine 
industry is one of the most unregulated wine industries in the world to 
avoid a repeat of the present situation. 

4. Increase research to improve quality of wine from inland regions as 85% of 
exports by volume are D.E.F wine quality. 

5. Over 5-10 year period change from advolourm to volumetric tax, as wine is the 
cheapest form of alcohol.  This would raise the image of wine a beneficial factor 
for all, including the area of gastronomy. 

6. Re-introduce inspection of wine for soundness, for all exports, as an insurance of 
quality and an assurance for the purchaser, raising Australian wine image 
(Appendix 8 – Expansion in Europe). 

7. Increase grower recognition at a national level. 

8. Governments to monitor more closely statements made by industry leaders, as 
history reveals all statements are not in the best interest of the industry and 
economy. 

9. If this Senate inquiry fails to deliver effective outcomes and actions, a Royal 
Commission is required, not only for the economic reasons, but the regional social 
implications reducing and containing suicide rates, before the perfect storm hits, 
as the resilience has been remarkable by the growers, but soon they will “crack” 
as they are vulnerable to manipulation. 
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Appendix A – CV 

 

Leo Pech 

Retired Viticulturist 

 
 

 

 
 

Role 

For two vintages prior to leaving school at the age of 14 years, I assisted the family 
full time in harvest operations on a forty hectare property, with the approval of the 
Minister of Education as a suitable persons were not available to drive the truck and 
tractor in my father’s absence delivering grapes to the winery. 

I retired at the age of 75 years. 

Relevant industry experience 

• Barossa Grape Growers Vine Selection Society (Chairman 11 years) and Life 
Member 

• South Australian Wine Improvement Committee (Vice Chairman 7 years) 
• Barossa Wine Grape Advisory Council (Chairman 8 years) 
• South Australian Wine Grape Advisory Council 
• Barossa & Light Rural Council Advisory Services Committee 
• Barossa Wine Grape Committee (former Chairman) 
• South Australian Farmers Federation Wine Grape Section (Chairman) and Life 

Member 
• Wine Grape Grower Australia (former Chairman) Honorary Life Membership 
• National Wine Health Steering Committee 
• Geographical Indication Committee (Wine & Brandy Corporation) 
• Wine Grape Industry Liaison Committee (inaugural Chairman for 2 years) 
• Baron of Barossa since 1984 
• Recipient of a Centenary Medal for service to the community 
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2. Currency data 
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3. Wine quality 
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4. Australian Wine Industry Vision 
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5. Error of judgement 
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6. 1986 Vine Pull  
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7. Grape prices 
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8. Expansion in Europe 
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9. Wine Soundness 
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10. “Spin” 
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