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Abstract

The EU wine market is heavily regulated. Despite itiany distortions in the wine market as a
consequence, reforming the regulations has prov@ouit. This paper analyses the political

economy mechanism that created the existing setviné regulations. We document the
historical origins of the regulations and relates#h to political pressures that resulted from
international integration, technological innovasand economic developments.
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I ntroduction

“The ‘protection of the public’ theory of regulananust say that the choice of import quotas is
dictated by the concern of the federal governmanam adequate domestic supply of petroleum
in the event of war — a remark calculated to eluptoarious laughter at the Petroleum Club.”

George Stigler
The Theory of Economic Regulation, 1971, p. 4

Almost half of the world’s vineyards are in the Bpean Union (EU) and the EU produces and
consumes around 60% of the world’s windhe EU is not only the largest global wine
producing region, the main importer and exporteglisbal wine markets, it is also the global
champion of regulation and government interventiowine markets.

Government interventions have taken many formhiEU wine markets. Regulations
determine where certain wines can be produced daieanot, the minimum distances of vines,
the type of vines that can be planted in certagnores, yield restrictions, etc. In addition public
regulations determine subsidies to EU producersvaine distillation schemesThe EU also
determines public subsidies to finance grubbindiug uprooting) schemes to remove existing
vineyards, and imposes a limit on the planting efvrvineyards (see further in this paper for
more details). The extent of the regulatory intatiens — and the associated market

interventions — is possibly best illustrated by tservation that in the past three decades every

! Worldwide production increased from of 213 millibactoliters in 1961 to 244 million hectoliters2@11. France,
Italy and Spain together produced 122 million hitetis of wine in 1961 and about the same produactin2011.
Wine production in New World wine countries (Argieat, Australia, Chile, China, New Zealand, Southids and
USA) increased from 30 million hectoliters in 199181 million hectoliters in 2011 (OIV, 2007; O1¥012b; FAO,
2012).

2 Wine distillation is the process by which winetriansformed either into raw alcohol and spirits atthare sold as
potable alcohol, or into industrial alcohol fordause in chemical or carburation processes (Earo@mmission,
2006a). The second transformation (the so-callemsiscdistillation”) is used by the European Unias a market
intervention system.



year on average 20 to 40 million hectoliters ofevirave been destroyed (through distillation) —
representing 12% to 22% of EU wine production arpther words, the equivalent of 3 to 6
billion bottles (European Commission, 2006a and3200

There are several remarkable features to wine aéigak in the EU. One of the most
striking conclusions of economic studies on the €Wine markets is that the policies have
caused — rather than resolved — some major distarin the wine sectdrThis, of course, raises
some intriguing questions about why these polibege been introduced.

The objective of our paper is to explain why thesgulations have been introduced. We
will analyze the historical origins of these redidas and relate these to political pressures that
resulted from economic developments. Analyzinghtiséorical roots and political motivations of
regulations in the EU, how they were introduced aow they have (not) continued to affect
current regulations provides interesting insightthie current EU policy regime.

Our paper will also yield some general insightstlom political economy of government
regulations. The EU wine sector is a fascinating case studwime the wine regulations are so
pervasive. More than two thousands regulationgctires and decisions on wine have been
published since 1962 in the EU. As we will documantthe next sections, the main wine

framework law of 1962 was reformed five times (B&000; Council Regulation No 479/2008).

% See various studies on the wine sector by the @ Commission in 2004, 2006 and 2007. In pagicuhe
2004 EU report asserts thatDistillation of wine measures are neither effectiver efficient in eliminating
structural surpluses. Distillation measures involfgrly high EU expenditure. The short-term incosgpport
through buying-in of wines for distillation stalséis surplus production in the long-term (...). Addilly,
continuous implementation of distillation measupesducing industrial alcohol out of wine might be Ecentive
for higher yields (...J

* There is an extensive literature on the politeabnomy of government regulations and public poliEgrly
contributions are Downs (1957), Olson (1965), $tig(1971) and Becker (1983). For a review of recent
contributions, see Rausser et al. (2011); andgpfieations to food policy and EU agricultural mylisee Swinnen
(2008, 2009, 2010).



As we will argue, some of the regulations wereadtrced to protect existing rents when these
were threatened by innovations or surging impddther regulations, however, appear to both
enhance welfare (efficiency) and redistribute remthich makes their analysis both more
complex and rich. The case is also particularlyigim$ul because of its long history in
regulation. As parts of Europe were the main wiredpcing region about two millennia ago, it
provides a fascinating case of how increased ptamiuand innovations have induced regulatory

changes.

Conceptual Framework

“That the vineyard, when properly planted and brbtutp perfection, was the most valuable part
of the farm, seems to have been an undoubted niaxima ancient agriculture, as it is in the
modern through all the wine countries.”

Adam Smith, 1776, Book 1 Chap XI: Of the Rent aflLpp 216

As we will document in the next section, Europeaticges have tried to regulate both the
guantities, prices and qualities of wines. As witany government interventions in other food
and agricultural markets, the quantity and pricgulations can only be understood from a
political perspective, i.e. by analyzing how thditpmal pressures induced by the rents created by
the regulation influenced government decision-mgRiftheir primary purpose is to redistribute
rents between different groups in society, in patéir from (potential) new producers of wine
and from consumers of wine to the existing prodsicdihese interventions typically reduce

overall welfare and efficiency.

® There is an extensive literature on the politeabnomy of agricultural and food policies (see d&t& and
Swinnen (2002) and Swinnen (2010) for surveys)thete have been no applications to wine policies.



In contrast, regulations to guarantee a certaifityuaf wine, as many products and
process standards in general, may increase effigiand overall welfare. In an environment
with asymmetric information between producers arahsomers where consumers have
imperfect information and high ex-ante monitoringsts about the quality of a certain product,
such as wine, government regulations that guaraateertain quality or safety level, or that
reduce information costs, can enhance overall welfaimilarly, regulations that forbid the use
of unhealthy ingredients may increase consumeranelby reducing/eliminating problems of
asymmetric information. For example, some of theye@gulations target the dilution of wine
with water which hurts consumer interests and pcedueputations.

However, quality regulations also affect incometrdisition. Depending on their
implementation, they may create rents for certaougs of producers who face fewer costs in
implementing certain quality standards of for thede have access to key assets or skills that
are required by the regulatioh§or example, regulations that restrict the producof certain
types of (expensive) wines to a certain region halhefit the owners of the fixed factors (such as
land and vineyard) in that region and will harm dveners of land and vineyards in neighboring
regions.

It is clear that some of the EU wine quality rediolas have strong income distributional
effects as they require access to very specifietassuch as plots of land in specific regions. In

fact, the official EU regulations explicitly spegithat “the concept of quality wines in the

® More recent regulations specify that the use ofag® ingredients must be indicated on the lab&ic& 2006,
sulfites (added to preserve wine) must be disclosedhe labelling since these additives may caliszgi
reactions (Article 51 of Council Regulation No 62009)

" There is an emerging literature on the politicabreomy of food standards which focuses on the aatém
between rent distribution and welfare enhancemsee €.9. Anderson et a004; Fulton and Giannakas, 2004;
Moschini et al., 2008; Swinnen and Vandemoortele&®009) but none of these insights have beeneabpd
wine policies.



Community is based ... on the specific charactessitributable to the wine’s geographical
origin. Such wines are identified for consumers pidtected designations of origin and
geographical indications (OJ 6.6.2008: Council Regulation No 479/200828F April 2008
Article 28). Other examples of so-called qualitgukations with clear rent distributional effects
are cases where regulations do (not) allow cenmawv techniques, such as the use of hybrid
vines, the mixing of different wines (e.g. in rosie production), the use of new vine varieties,
etc.

In historical perspective, this approach to quaikggulation in the EU is not an exception,
but the rule. In fact, throughout history, quali&gulations for wine have been motivated both by
efficiency considerations and in order to resttio¢ production of wines to certain regions
(which created rents for land- and vineyard-ownarshose regions) or certain technologies
(again creating rent§).Moreover, even when regulations were primarilyrddticed for
efficiency reasons they have invariably createdtsreand induced lobbying to keep these
regulations in place after their efficiency effe¢tad been mitigated (Meloni and Swinnen,
2012).

In summary, to understand the existing set of qtyaand quality regulations, it is crucial

to look at the interactions of political and econom@sspects of the regulations.

8 Throughout history, owners of vineyards and winedpcers have been among the rich and powerful. Not
surprisingly the profits and power of existing wipeducers and vineyard owners attracted otheirsvast in wine
production and induced innovations. These new imvests and innovations threatened the rents aneipofithe
established vineyard owners and caused protedtiggastions. There are many examples of such paliiconomy
processes which resulted in significant regulationsvine markets during Roman times, the Middle égthe
Renaissance period and in the past few centuriéen@ier changes threatened to reduce their resithlished
producers have sought to constrain or outright renthe threat of new developments through politicabns. They
lobbied governments to constrain threats to thaits through regulatory initiatives. Because ofrthealth and
power they were often successful (see Meloni anthi$am, 2012).



EU Regulations and the Wine L ake’

The EU has, since the 1960s, introduced a vastf segulations in the wine sector, the so-called
Common Market Organization (CMO) for win®.Tables 1-3 provide a detailed list of the
regulations. Here we summarize some key elemengsfirgt focus on quality regulations, later

on quantity and price regulations.

Quality Requlations in the EU

“Poured from the bottle, the ruby-colored liquidoks like wine. Swirled around a glass, it

smells like wine. Sure enough, it tastes like wioe, But, at least within the confines of the

European Union, the closest it may come to be beatigd wine is “fruit-based alcoholic
beverage.™

Stephen Castle, May 29, 2012, The New York Times

The EU has introduced a series of regulations with official intention to affect the
quality and location of the wine supplies. So-ahlfgquality regulations” include a variety of
policy instruments, such as the geographical d&ion of a certain wine area, winegrowing

and production rules (as regulations on grape tyarmrinimum and maximum alcohol content

° For a detailed review of EU wine policies, see @muRegulations of 1962, 1970, 1979, 1987, 1998 2008;
Europa (2008) and European Commission (2008a).0092the wine regulation of 2008 merged into thegis
CMO Regulation (EC) No 1234/2007, that formallyeigtates in one document all the CMOs of agricultura
products (Council Regulation (EC) No 491/2009).

%A common market organisation is a set of measuras énables the European Union firstly to manag8 (...
markets for agricultural products and secondly ipgort the incomes of farmergEuropean Commission, 2008b).
These common rules for agricultural markets inclddeinstance, public interventions and producstendards.

" Wine produced in the EU from grapes which are produced within the EU cannot be named “wine”. This
principle was already adopted in 1962 whenmsgorted fresh grapes (...) shall not be turned inioe’ (see Articles
28 of the Council Regulation No 816/70). In AprD12, English winery Chapel Down could not sell“itgne”
made from grapes shipped from Argentina and hadhioe the beverage a “fruit-based alcoholic bevérggmstle,
2012).



and maximum vineyards yields, the amount of sugahe additives that can be used — i.e. so-
called “oenological practices”) and rules on laingll

Quiality regulations were part of the initial winelisy in 19622 and have been
strengthened sinc&.They apply to both “low quality” (so-called “winegithout a Geographical
Indication (GI)”, previously called “table winesgnd “high quality” wines (so-called “wines
with a Geographical Indication (Gl)”, previouslylled “quality wines”)*

The EU heavily regulates “wines without a GI” arfteit quality requirements by
defining the oenological practices (indicating trecommended/authorized varieties or the
maximum enrichment/alcohol per volume allowed)réyuiring particular methods of analysis
and by restructuring and converting viftedor “wines with a GI” it only sets the minimum

legal framework. It is up to each member statedi@mnine its own system of classification and

12 «(..)) whereas the common organization must aim diilting markets and prices by adjusting supplies t

requirements, such adjustment being directed itigaar towards quality productioh(Council Regulation (EEC)
No 24/1962, Preambles at (3)).

13 Regulations of 1970, 1979, 1987, 1999 and 200®idiec! provisions that strengthen the requirementzder to
increase quality.

4 In the pre-2008 system, EU wines were classifigd iwo categories: “quality wines produced in sfied
regions” (abbreviated to “quality wines”) and “tablvines” (separated into table wines protected &ggoaphic
indications and those not protected by geographitications). The 2008 regulation transformed the \Eide
classification: wines are now divided into “wine#tlwa GI” and “wines without a GI”. Within the firgategory,
there are two subcategories: Protected Designatiddrigin (PDO) wines and Protected Geographicdidation
(PGI) wines, with PDO as the highest quality leW#ith the 2008 regulation, certain table winesKeench VdP or
Italian IGT) were elevated to the rank of wineshnat GI (PGI). Even if the new classification harnzed the wine
market with other EU food products that already mdd the PDO/PGI system, member states still hhee t
possibility to use these national classificatiomstioe labels. So far only Romania adopted the PBOAYstem,
casting doubts on the ‘simplicity’ of the systenmaffiero and Sardone, 2009).

!> Grapes and musts analysis regards three composener, acid and pH. For instance, for wines with@l, the
alcoholic strength ranges between 8.5 and 15 perlgevolume and total acidity content of not l&san 3,5 grams
per litre. In addition, wine analysis involves alotic strength, total acidity, pH, density, resitsagar, and mineral
elements, such as iron, copper, sodium and potag&obinson, 2006: 22; Council Regulation No 47980

16 Support for restructuring and conversion of vimegaincludes: varietal conversion, relocation afeyiards and
improvements to vineyard management techniquesviilves, for instance, uprooting existing old \dnand
planting new vines but also, among others, tertp@tone picking, soil disinfection and land lexgli with the aim
of improving vineyard'’s quality (Council Regulatidio 479/2008, Article 11).



117 For this reason, within the EU, “wines with a @Kd “wines without a GI” can have

contro
different meanings between member states (Robir2i16§:678).

The EU further regulates “high quality” wines based a system of Geographical
Indications (Gls), based on the French concepippfellation d’Origine Appellation of Origin is
“the name of the country, region or the place usethé designation of a product originating
from this country, region, place or area as definedhis end, under this name and recognised
by the competent authorities of the country conegf(OIV, 2012a). A name place is thus used
to identify the wine and its characteristics, whaoe thus defined by the delimited geographic
area and specific production criteria (so-calledhier des chargésn France or disciplinare di
produzioné in Italy).'® These governing rules delimit the geographic afgaoduction, but also
determine the type of grape varieties that can dssl uthe specific wine-making methods, the
maximum yield per hectare and the analysis of w{assessment of organoleptic characteristics
—as appearance, color, bouquet and flavor— an@émichl analysis that determines the levels of
acidity and alcohol). This implies that the winelenomination can only be attributed if the
grapes are grown and pressed in the delimited megnal the wine production process fulfills

certain criteria. For instance in the case of “@hi&lassico”, specific varieties of grapes have to

be grown in one of only nine villages in Itafy.

" For instance, wines with a Gl in Italy are regethby the Governmental Legislation 164/92 and lkeyMinisterial
Decree 256/97 and three categories are definedir@lea and Guaranteed Denomination of Origin (DQG@&d
Controlled Denomination of Origin (DOC) and Typidakographical Indication (TGI). The DOCG are subjec
stricter requirements compared to DOC (Federdot2P0

'8 See annex 1 for an example of suchhier des chargésegulation applied to Bordeaux wines.

% The area includes the villages of Barberino Vs, Castellina in Chianti, Castelnuovo Berarde®@giole in
Chianti, Greve in Chianti, Poggibonsi, Radda ind@hii San Casciano Val di Pesa and Tavarnelle VBleda In
order to produce a Chianti Classico DOCG, the ti@deof grapes used in the preparation of the aieefixed: 80%
of Sangiovese, plus 20% of either native varietiks Canaiolo or “foreign” types like Merlot Cab&mnand
Sauvignon (Consorzio Vino Chianti Classico, 2012).



As part of these “quality regulations” the EU atgxecifies the type of labels that can and
should be used. Until 2008, labels listed only gle@graphical areas but not the wine’s grape
composition. For instance, the indication of “Bungy” was mentioned but not that of Pinot noir
(the name of the grapé).The 2008 wine reform introduced changes in labgllior wines
without a GI. The label now allows to mention grajagiety and harvest year, thus facilitating
the identification of the product’s characterisfitsThis aligns European producers with new
world wine producers (like Australia and Califorhvaho document on their labels the brand and

the grape variety rather than the area of origienelthe wine is produced (Maher, 2001).

Quantity and Price Requlations in the EU

“The market mechanism measures have often provednore in terms of cost effectiveness to
the extent that they have encouraged structurgdlsses without requiring structural
improvements. Moreover, some of the existing regnlaneasures have unduly constrained the
activities of competitive producers.”

The Council Regulation (EC) No 479/2008, Preambi&n

In addition to the so-called “quality regulationshe EU has a series of policies that
influence the amount and price of wine produce&unope. Since the start of the EU Common
Wine Policy, the EU has imposed minimum pricesviare and organized public intervention in
wine markets to deal with surpluses. Surpluses wither stored or distilled into other products

with heavy government financing. In addition totdlstion and market intervention, the EU

% Germany is an exception. The classification systeifmased on grapes’ sugar levels, ripeness ofjiiges and
regional classification rather than only on geogsafMaher, 2001).

2L Article 50 of the Council Regulation (EC) No 47008.
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wine policy included measures to restrict produtticuch as restricted planting rigfitand
vineyard grubbing-up schemgs.

Despite these regulations, for decades, the wimkehan the EU has been characterized
by what is typically referred to, in EU Commissiolocuments, as “structural imbalances”,
meaning — in layman’s terms — the production oft\agpluses of “low quality” wine that
nobody wants to buy.

In fact, experts argue that the EU’s wine policiestead of contributing to a solution,
have exacerbated the problem. Wyn Grant’s (199vigweof the EU’s wine policy distortions
summarized the problems well under the heading Wee Lake’ (p 137-138)‘The EU tries
to cope with the situation by siphoning wine outhd lake for distillation (for example, into
vinegar) and by grubbing up vines from the vinegawd the hills around the lake. [However,]
the problem is that EU-financed distillation is agitive stimulant of over-production of largely
undrinkable wine, since it maintains less efficignbwers of poor quality wine which would
have given up long since if it were not for the &lpport system. ... The EU is losing ground in
the expanding middle sector of the market [to Newrl#Vwines]... The EU thus finds itself
running a wine support policy that costs around hilfon [euro] a year, involving the annual
destruction of an average of 2-3 billion litres sfibstandard and undrinkable wineThe
situation did not improve much over the next decadehe mid-2000s, an average around 20

million hectoliters of wine was being distilled eye/ear (see Table 5).

22 planting rights is a system to control Europeanevgrape production. A wine-grower can only planireyard
on his land if he has a permission, i.e. a “plantight”, to plant vines for the production of acgtegory of wine.

% Grubbing-up premium are given by the EU to wineges who permanently (and voluntarily) abandon
vineyards.
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Over the years, the EU Commission has launchedraleagempts to reform its wine
policy but has faced stiff resistance from wine ducers and political opposition from the
member state governmenifs.

In 2006, the EU Commission proposed a set of beldrms which included the
immediate elimination of traditional market intemi®n measures (such as distillation, aid for
private storag®, export refund€ and planting rights), the consolidation of prewityuadopted
measures (such as restructuring and conversiomefards), the parallel introduction of new
measures (such as green harvesfinmvestmerff, promotion in third countriéd§ mutual
funds® and harvest insuranty® and simplified labelling rules with the intemido make EU
wines more competitive with New World wines (EurapeCommission, 2006¢, 2006d, 2007a,

2007b, 2007c; Cagliero and Sardone, 2009). Surplselld then be eliminated through ex-ante

24 |n 1994, the EU Commission attempted to reformviiree market but failed (Maillard, 2002). The 199diguay

Round agreement resulted in lower tariffs and iaseel global competition from New World wines comfragm

South America, Australia and South Africa. In 198%ew wine CMO was finally adopted, as part of Adpe2000.
The reform confirmed the ban on new vineyard playgi until 2010, changed the distillation policy rfro
compulsory to voluntary distillation (i.e. “crisidistillation in case of serious and exceptionalictural surplus)
and introduced restructuring and conversion measiarevineyards (Conforti and Sardone, 2003). Havanany
problems continued, and the surplus problems weirdarced with decreasing wine consumption in thé &nd

growing competition (and imports) from New Worldnes.

% |In years of overproduction, aid for private st@agas a support given to winegrowers to store thigie surplus.
% Export refunds covered the difference betweenavand EU market prices (European Commission, 2004).
2" Green harvesting is the destruction of the gréyeésre harvest (Council Regulation No 479/2008ichet12).

% Support may be granted fointestments in processing facilities, winery infrasture and marketing of wirie
(Council Regulation No 479/2008, Article 15).

% The measures include, among others: public relstipromotional or advertisement measures; paaticip at
events, fairs or exhibitions; and information caigpa (Council Regulation No 479/2008, Article 10).

% This measure was foreseen fardvide assistance to producers seeking to insheenselves against market
fluctuation$ (Council Regulation No 479/2008, Article 13).

31 Support may be granted tsdfeguarding producers' incomes where these amctil by natural disasters,
adverse climatic events, diseases or pest infesigit{Council Regulation No 479/2008, Article 14).

12



measures (green harvesting) and not through ex-mestsures (aid for private storage or
distillation®).

Moreover, the available budd@&would be allocated in national support programmes
envelopes (see Table 2), according to nationariigs, thereby strengthening the power of the
regions. Producers could be compensated throughuglsd farm payments (under the so-called
Single Farm Payment scheme which has been implechant reforms of other commodity
market regimes since 200%).

The reform was approved in 2007, albeit after $iggmnt modifications. Because of
strong opposition, some reforms were dropped fE@gning enrichment through the addition of
sugar), diluted (e.g. grubbing-up was reduced fa@®.000 to 200.000 to 175.000 hectadesr
their implementation delayed (e.qg. crisis and pletalicohol distillatiof® and use of concentrate
grape must will be phased out by 2012) (Gaeta ardidovi, 2009).

Also on another key element the implementation led teform was delayed. The
Commission proposed that planting rights restmdichould be removed by 2013 allowing

producers to freely decide where to plant. Howetlex,Council decided that current regime on

32 For instance, distillation removed wine surplusespost, thereby creating an artificial demand viane, with
winegrowers producing wine intended for the morgable distillation market.

% The total available wine budget is 5.3 billion @(2009-2013). In 2011, the restructuring and cosive measure
accounted for 41% of the member states’ nationglpstt programmes, reaching 97% of EU’s subsidies in
Romania. Distillation has now a minor role, onlyagnting for about 12% of the national support paogmes. A
complete policy reversal since, in the last 20 getire measure accounted for 50% of the CMO budgebpean
Commission, 2004; European Commission, 2012).

% Member states that have implemented this measur¢héir national support programmes are: Greece,
Luxembourg, Malta, Spain and UK (European Commigsi®12).

% Because of over-subscription, the Commissionahiproposal proved to be right. The total EU demafut
grubbing-up was equal to 351.223 ha of vines, abmrnextremely close to the initial EU Commissioogmsal
(400.000 ha). Only 50,4% of the areas claimed cbaldccepted (European Court of Auditors, 2012).

% From August 2012, the EU put an end to two dtidin schemes (crisis and potable alcohol), maiirtgithe
option for Member States to require by-productilision.
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planting new vines will not be lifted until 2018rfthe member states wishing to continue the
restrictions. However, opponents of the liberalmathave since organized themselves to
overturn the liberalization decision. The first atnes to express their wish to do so were
Germany and France in 2010. Since then all EU mestiges which produce wine have joined
in asking for a continuation of plating rights. Theuntries votes are now close to reaching a
gualified majority (EFOW, 2012).

The difficulties to reform in the face of strong pmsition by EU producers is an
interesting — yet hardly innovative — insight. dtwell known that regulations breed their own
interest groups which attract rents from the reguts and oppose their removal. Moreover, the
particularities of the EU decision-making processdt to contribute to a preservation of the
status qud/ (Pokrivcak et al., 2006).

What is particularly interesting in this case iddok into the historical origins of the EU
wine regulations, to see when they were introduead, why, and how they have persisted or
changed since their introduction. A large parthaf current EU wine regulations have their roots
in French and Italian national regulations priortihe integration in the European Economic
Community (EEC) — the predecessor of the EU. Innidnet sections, we will therefore present a
historical perspective on the political economidgims of some of the key regulatory
interventions in Europe. Since, as we will argued@tail further, it is particularly the French
regulations which played a crucial role in shapitig wine policies, we start by analyzing the

roots and causes of the key French wine regulations

37 Swinnen (2008) documents how radical reforms in &iicultural policy were possible only when seVera
external changes (both economic, political andtirtgtnal) occurred simultaneously — a “perfectrsta
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The Political Economy of French Wine Regulationsin the 19" and 20" centuries®

The creation of théppellations d’Origine Controlées (AO&)

By the mid-nineteenth century, viticulture playedrajor role in France's economic
development. It created income, wealth and employnfer many citizen&® However, a
dramatic invasion of vine diseasBhylloxera in the following decades had dramatic
consequences and destroyed many viney&agloxeracame accidentally from North America
in 1863. Contrary to American native vine speciggcll asVitis riparia or Vitis rupestrig,
European vine specie¥ifis vinifera) were not resistant to 1. One-third of the total vine area
was destroyed with wine production dropping from 85 million hetiters in 1875 to 23 million
hectoliters in 1889 — a 73% decrease (Augeé-Lafibg); Lachiver, 1988). While potential cures
for Phylloxera were testef, France became a wine importing country. Since Fhench
government wanted to prevent consumers to turrihter@lcoholic beverages, table wines were
imported from Spain, ltaly and Algeria (which waifch territory from 1830 to 196%).The

Algerian vine area increased from 96.000 hectane$800 to 145.000 hectares in 1900, with

% Some key French regulations precede tHectury. For example, during the™dentury, Philip the Bold laid
the first stone for Burgundy’s delimitation. The 983 edict can be perceived as a precursor of theemod
Appellation d'Origine Contrélésystem. See Meloni and Swinnen (2012) for details.

39 Many authors analyzed in detail the state intetigarin the French wine market and the creatio@@t century
French regional Appellations. See e.g. Warner (L 96&chiver (1988), Loubére (1978 and 1990), Ulieg6) and
Simpson (2011).

“° Wine employed one and a half million family winegers, contributed to about one-sixth of Franceigeenues
and was the second export after textiles (Paul699

1 Ordish (1987), Paul (1996) and Gale (2003, 20%8rsively analyzed the causes and cure®fylloxera

“2 Before Phylloxerg about 2.3 million hectares were planted with sinBy 1900, vineyard surface dropped to
about 1.6 million hectares, with replanted vinezcteéng 1.2 million hectares (Lachiver, 1988).

“3 The remedies included flooding vineyards, chemicedtments (as carbon disulfide) or natural brevasle, for
instance, with tobacco or sea salt (Tyman, 187al,R296).

* Greece also witnessed a large extension of videyavith dried grapes used by French wine produostead of
fresh grapes (Critz, Olmstead and Rhode, 1999).
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exports to France reaching 3.5 million hectolii@erd897. French imports of wine rose from 0.1
million hectoliters in 1870 to 12 million hectolitein 1888 (Isnard, 1947; Augé-Laribé, 1950).

However, by the beginning of the R0century, French vineyards were gradually
reconstructed and production recovered thanks boidvgrape varieties and graftidfThe first
solution — hybrids — was found by crossing two asrenvarieties of different vine species.
Hybrids were either the result of genetic crossesvéen American vine species (so-called
“American direct-production hybrid$®) or between European and American vine species (so
called “French hybrids”). The second solution —fiyng*’ — consisted in inserting European
vines on to the roots of tliehylloxeraresistant American vine species (Paul, 1996; Gal&]).

The solutions td°hylloxeraled to two new problems. First, French domestadpction
recovered and cheap foreign wines now competed iémch wines, thus leading to lower
prices. Second, as a reaction to low prices twedypf quality problems became common:
imitations of brand-name wines to capture highdueranarkets and adulterations to compete
with cheap wine imports. Examples of imitations evére production of false “Burgundy wines”
or “Bordeaux wines”, labeled and sold as Burgundordeaux but produced in other parts of
France. Examples of wine adulteration were thatdpcers used wine by-products at the

maximum capacity (for instance by adding water andar to grape skins, thmquette$, or

% The initial search focused on chemical treatme®@bon disulfide managed to temporally halt theesi
destruction, but it was expensive. Scientists comtil to search for cheaper and long-lasting salisti@oubeére,
1978 and 1990).

6 These “American hybrids”, as Clinton, Isabelle afmhh, were developed in the US at the beginninthefl9'
century. They were directly planted into the Frenoit as a first solution to the vine diseases. B\, by 1890-
1900, due to their low resistance Rtylloxerg they were replaced by either grafting or Euro-Aigen hybrids
(Couderc, 2005).

" An earlier example of grafting is from T&entury Spanish Mexico, where in 1524 Hernan Gor&panish
conquistadoyordered to graft European vines on American tooks in Mexico (Hyams, 1965).
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produced wines from dried grapes instead of freapef® or mixed Spanish or Algerian wines
with French table wines in order to increase tlwolablic content, or added plaster or coloring
additives (as sulfuric or muriatic acids) in ordercorrect flawed wines (Augé-Laribé, 1950;
Stanziani, 2004).

The French government introduced a series of lawsedh at restricting supply and
regulating the quality of the wines. A 1889 lawsfidefined wine as a beverage made of the
fermented juice of grapes, thereby excluding wimesle from dried grapes (Milhau, 1953). A
1905 law aimed at eliminating frauds on wine chimdstics and on their origirffS.This law and
a series of other laws also tried to regulate “yiaby introducing an explicit link between the
“quality” of the wine, its production region (therroir) and the traditional way of producing
wine. In this way, the regional boundaries of Bauale Cognac, Armagnac and Champagne
wines were established between 1908 and $9These regional boundaries were referred to as
Appellations

A few years later, in 1919, a new law specifiedt ttiaan Appellation was used by
unauthorized producers, legal proceedings couldirigated against its use. Later, the
restrictions grew further: a 1927 law placed retiths on grape varieties and methods of

viticulture used for theAppellationswine (Loubére, 1990). Not surprisingly these ratjohs

“81n 1887, sugar wines and dried grapes wines adeddar 11% of total wine production (Insee, 1986 4966).
9 A 1907 law forbadenouillage(addition of water) anducrage(addition of sugar) of wines (Legifrance, 2011).

* These laws were also the result of the winegrewerolt in the South of France and in the Champaggion.

Their collective political activities consisted pfessuring politicians through through street mitsteand even
violence. For example, in the early"2@entury, during their “revolutionary phase”, wimegers imposed their
opinions with so-called@ctions directeswhich included mutinies, pillages, burning downcity halls with deaths
and injuries as a consequence (Bonal, 1984; Mdr€iai8; Bagnol, 2007; Jacquet, 2009; Wolikow, 2009).

17



were heavily supported by representatives ofAppellationsregions who held key positions in
parliament?!

Finally, in 1935, a law created thgppellations d’OrigineContrélées(AOC) — which
formed the basis for the later EU quality regim&ke law combined several of the earlier
regulations: it restricted production not only tegional specific origins (through areas’
delimitation) but also to specific production crigeas grape variety, minimum alcohol content
and maximum vineyards yields (adding the “Contidlladjective to the “Appellation of Origin”
concept). Moreover, th€omité National des Appellations d’Origir{dlational Committee for
Appellations of Origin), a government branch esslidd to administer the AOC process for
“high quality” wines, was established (Stanziai02; Simpson, 201F}.

Somewhat paradoxically, instead of reducing the lemof Appellations the 1935
system encouraged the creation of AOC wines ind&am 1931, theéStatut Viticoletightly
regulated French table wines while the Appellatioh®rigin wines were exempted from it. This
induced many table wines producers to ask for agraging to the higher wine category. The
share ofAppellationwines production increased from 17% in 1931 to 360%980s and to 50%

in 2010 (Eurostat, 2012).

The battle over hybrid vines

Underlying these increasingly tight “quality” regtibns in France was a major battle

over the regulation of hybrids, one of the two piss used to cure vines frafhylloxera This

*11n 1919, Joseph Capus was elected deputy of tten@ (the Bordeaux wines production area) and 4 aiso
the president of the Parliamentary committee cattbels grands crus(great vintages).

2 |n 1947, the institution was renamébtitut National des Appellations d'OrigineAO (National Institute for
Appellations of Origin) and, in 200Wstitut National de I'Origine et de la Quali{@lational Institute for Origin and
Quiality), keeping its acronym INAO.

18



battle continued through most of thé"a@ntury>® A strong division of interests existed between
the Appellation d’Origine producers, located in Bordeaux, Champagne or Buhguand
producers from other regions. Grafting was thegrefl solution for thé\ppellationsregions
since it allowed to keep Europe#itis vinifera characteristics, with the same productivity and
quality. On the other hand, wine producers fromeptiegions used hybrids since the new vines
were more productive, easier to grow and more teedisto diseases. They required less
winegrowing experience, less pesticides and lgssatdPaul, 1996).

However, these diverging interests were not equedgresented. Thé\ppellations
producers and winegrowers were grouped in assogpgmtthat had much influence with the
authorities Wine producers from other regions were not as wrganized. For instance, in the
Champagne AOC region, three powerful and unifiddbiong groups existed: tHeédération des
Syndicats de la Champagtigat represented winegrowers; tBgndicat du Commerce des Vins
de Champagnéhat promoted exports of thelaisons de Champagtte and theAssociation
Viticole Champenoisghat stood for the interests of both winegrowersl Maisons de
Champagne(Comité Interprofessionnel du Vin de Champagne,32000clikow, 2009). The

elevated political power of th&ppellationswine regions was therefore determined by commerce

%3 Interestingly, diverging views were also presentlie research community. Two schools of agricaltwere
opposing: the University of Montpellier in southefnance (promoted grafting) and the University afrdzaux
(promoted hybrids). Montpellier searched the besy w0 physically bond American roots to French ssjovhile
Bordeaux breeders genetically crossed vine vasieBg the end of the 9century, the government (Ministry of
Agriculture and local politicians) allied with tlsghool of Montpellier and promoted grafting (Pdig96:100).

>4 The creation of these associations was promotetthdy 884 French law that legalized labor uniorimfSon,
2011).

5 Champagne houses (ttBrandes Marquesis Veuve Clicquot or Moét&Chandon) were producegégétianty
that acquired grapes and established long-termraist with winegrowers throughout the Champagnéoreg
thereby undertaking the high costs and risks diakingcuvéesEven nowadays, two third of the sales and 90 per
cent of the exports is done by around 100 Champagnees owning 4 000 ha, or 12.5% of the land (Wnies
Maisons de Champagnes, 2012).
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—with brand-names, strong reputations and large@uoi benefit- and protected by political
organizations, i.e. these active and well organiz@dns.

Under pressure from th&ppellations the French government then decided to restrect th
use of the cost-decreasing technology (hybrid yinEse first “quality law” that limited the use
of hybrids was introduced in 1919 and modified 927 restrictingAppellationswines to non-
hybrid grapes’ In addition, three other laws against hybrids wap@roved in less than ten
years. First, the 1929 law forbade chaptalizatmmhiybrids, a technique allowed for European
vine varieties Yitis viniferg. Second, the 1934 law stated that uprodiid viniferacould only
be replanted with vines registered by local authesi Third, the 1935 law prohibited six vine
varieties deriving from hybrids (Noah, Othello, bs#le, Jacquez, Clinton and Herbemont). The
invoked argument to support the 1935 prohibitions v&afety, since wines produced with
American varieties were argued to contain a sigaift amount of methyl alcohol harmful for
human consumptiort,

Yet, despite these regulations, the planting ofriagbspread as many wine producers

disobeyed the laws. Since hybrids could survivenore humid and cooler climate, regions that

% |n 1910, in the Champagne region, in Hérault andied wine was sold at 25-30 francs per hectolitith w
production costs of about 12-15 francs per heetqliugé-Laribé, 1950).

" The 1927 law regulated the varieties of grapenadtbfor specific Appellation of Origin (for instamcChampagne
wine producers could only use Pinot Noir, Pinot Mieu or Chardonnay) and required that wines confiog
hybrids could not in any case receive an Appeltatid.es vins provenant des hybrides producteurs ding'cst en
aucun cas droit a une appellation d'origingCapus, 1947).

8 Methyl alcohol was supposed to drive people manyadays it's an obsolete argument. Moreover, the tfat
the first experimental French hybrids gave undifi&avines certainly influenced the mind of winegese and
consumers, thereby inducing suspicious reactiotseémew technology. Indeed, it took almost 30 yearGerman
researchers, at the Geilweilerhof Institute for ggr#8reeding, to breed the new cultiegent This nonvinifera
variety is part of anew generation of hybrids (called “disease-reststamieties”) that can compete with “high
quality” wines, with the advantage of being morsistant to diseases and less pollutant since agnaichls are not
used. Furthermore, researchers have not found tedsdifferences in characteristics betweenifera and non-
viniferavarieties (European Commission, 2003; Federal EdotrBreeding Research on Cultivated Plants, 2009)
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never had a strong wine tradition took advantage @lilhau, 1953). By the end of the 1950s,
hybrids occupied one third of France’s total vinesaand represented 42 per cent of table wines

(see Figure 1; Paul, 1996).

The Statut Viticole

Other factors also played a role in inducing magutations. While import restrictions
had reduced imports from Spain, Italy and Grééagneyards continued to expand in Algeria
and to put pressure on the French market. Algeniare production doubled from 7 million
hectoliters in 1920 to 14 million hectoliters in3M(Milhau, 1953). French demand was not able
to absorb the extra wine and the market faced giergi wine surplus. This resulted in new
regulations in the 1930s.

Regulations on the supply of wine were introducetivieen 1931 and 1935 — called the
Statut Viticol&® (Munholland, 2006; Sagnes, 2009). T&&tut Viticolewas a combination of
several policies to reduce the wine supply. Itudeld an obligation to store part of the excess
production (so-calledblocage)®’, obligatory distillatiofi?, the establishment of a levy on large

crops and vyield&® a ban on planting new vines and grubbing-up ovedyctive vine&'

9 In the late 1880s, France imposed high tariffdtaly and, in 1892, on Spain and Greece (Critz, €ad and
Rhode, 1999; Pinilla and Ayuda, 2002; Pinilla amdr&no, 2008).

0 As theAppellationproducers were represented by Joseph Capus frémeh Parliament, the growers of “table
wines” had Edouard Barthe, a pharmacist who beap@werful deputy of Hérault in the Languedoc ragiftom
1910 to 1942). He played an important role in tthepion of theStatutViticole.

®1 Producers could allocate their product in the mathrough successive quotas.
62 Between 1934 and 1935, 24 million hectoliters waistilled (Lachiver, 1988)

% The policy was biased towards supporting smaltenéh winegrowers and hurting larger Algerian wioeggrs.
It introduced taxation on high yields declaring mdnan 400 hectoliters, new planting of vines werbidden for
ten years for vineyards of more than 10 hectaresdistillation was obligatory for winegrowers pradhg more
than 80 hectoliters per hectare (Lachiver, 198&liBint, 2007; Simpson, 2011).
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(Gavignaud, 1988; Loubére, 1990). The grubbing-@asare proved to be inefficient despite its
substantive premium (up to 7000 francs per hectageause mostly old and unproductive vines
were uprooted with little effect on total productiMilhau, 1953).

During War World 1l there was a reversal of polgcigecause of wine shortages. French
production stagnated during the decade of the 1848640 massive vineyard destructions and in
1942, under the German-occupied FranceSthgut Viticolevas repealed.

After the war, wine demand grew rapidly and supphs still lower. This resulted in high
prices which encouraged major vineyards’ replantingthe following years, wine production
increased strongly, also because young vines were productive than older ones. The increase
in wine production reduced prices again and som®ulted in new pressure for political
interventions. TheStatut Viticolewas reintroduced in 1953, under the nadwele du VinThe
law reestablished subsidies to uproot viffess well as surplus storage, compulsory distiligtio
and penalties for high yields. It also created thecultural land register (Milhau, 1953;
Malassis, 1959; Munsie, 2002). Again, it turned that the grubbing-up measure was not very
effective since it apparently only worked in thesich departments that already witnessed a
decrease of the vineyard afegBartoli, 1986).

Finally, the pressure of the AOC producers wasnately successful in removing the
hybrid grapes from France through government réiguls. However, this took another few

decades and, importantly, the extension of heagylation under the EEC (later EU). Through a

% The unpopularity of the last measure forced thenéh government to introduce in 1934 a grubbingpgmium
(Gavignaud, 1988).

® The French decree 53/977 of 1953 establishedverage- a premium of 2700 francs per hectare (Bati@86).
Between 1953 and 1957, 5 per cent (54.000 hectafdis® total vine area benefited from this measure

% The grubbing-up measure was temporary remove@35i Ifollowing grape losses due to frosts (Bartb3ige).

22



combination of subsidized grubbing-up and spegqifi@nting rights, the amount of “hybrid”
vines in the country was dramatically reduced. A@€ssure groups continued to lobby the
French government, and later the EU Council, ireotd obtain the removal of hybrid grapes.
Between the 1960s and the 1980s, the uprootinguofdésirable vines” was subsidized.
Authorized hybrids were possible but planting rightere reduced by 30 per c&EnfCrowley,
1993). Moreover, with the EEC Directives 627/78 @&®/80 this trend increased. Ultimately,
these policies were successful in largely removiylgrid wines. By subsiding the replanting of
allowed varieties, 100.000 hectares of hybrids wemeoved in the 1960s and 225.000 hectares
in the 1970s. This made that, by the end of thé@d49ss than 3 per cent of French vines were
hybrids (Crowley, 1993). In the next section, welam how French regulations were taken over

by the EU.

European Integration and the Creation of the EU Wine Policy®®

Among the initial six members of the EEC, four ctrigs produced wine (Luxembourg, West
Germany, Italy and France). Especially for Italyl &rance, wine was an important commaodity.
Both were also major wine exporters. With Italy gwoing 49% and France 47%, together they
produced 96% of the total EEC wine supply. Germprgduced only 4% (Newsletter on the

Common Agricultural Policy, 1969).

®” For instance Council Regulation No 1163/76 (atig), granted a conversion premium in the winemect
including for the conversion of areas planted winieties ‘bbtained from direct-producer hybrids

% See Table 4 for a chronology of the introductidkey French and EU wine policy measures.
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The pre-EEC domestic policies of France and Itakravvis their wine sectors both
included regulations but differed. As we explainsefore, France’s wine market was highly
regulated by government interventions, includingohgoitions on new vineyards, wine
classification systems, price supports, compulsiistillation, chaptalization, etc. (Niederbacher,
1983; Kortteinen, 1984). Italy had a more liberaligy regime: there were no price interventions
or plantation restrictions, but the Italian goveenndid provide tax advantages to distill wine
surpluses and imposed restrictions on imports frmn-EEC countri€d (Newsletter on the
Common Agricultural Policy, 1969; Smith, de Maitlaaind Costa, 2007:80).

Economic integration required the integration othbpolicy regimes in one EU wine
policy (the CMO for wine). An initial EEC regulatoistep towards such common market was
taken in 1962° It required that each member state establishieuttitral land registef! the
notification of annual production levels to centaalthority (harvest and stock declarations); the
annual compilation of future estimates of resouraed requirements; and stricter rules on
“quality wines” (defined as wines with a Gl).

Initially, the CMO refrained from stronger regutais’® However, there was strong

pressure from France for a more interventionistr@ggh. In the 1960s, French wine producers

% Germany claimed control of new planting and arkibapproach to imports from non-EEC countries Wiletter
on the Common Agricultural Policy, 1970).

® Source: Council Regulation No 24/62.

" The viticultural land register contained minimunfarmation, as the total area under vines (ArtitjeCouncil
Regulation No 24/1962).

2 A forward estimate was established at the endacheear in order to establish the Community's uesss and
estimating its needs, including foreseeable impdnten and exports to third countries (Article 3, Wail
Regulation No 24/62).

3 The EU’s policies focused strongly on “table wihas these represented the vast majority of thesyiand most
problems were in that segment of the market. Dutiveg 1960s, table wines accounted for 95% of thal t&U
production, while now they account for approximgat€0% (Smith, de Maillard and Costa, 2007:81; Etaips
2012).
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had to deal with their internal surpluses and lanfjews of Algerian wine on the French market
due to a French-Algerian treaty. After the Algerindependence in 1962, France guaranteed to
purchase considerable quantities of Algerian wine, 39 million hectoliters in five years
(Isnard, 1966). France was afraid that cheapeaiftatine would swamp the French market and
cause a collapse in prices.

The final version of the EEC’s Common Wine Poliagreed in 1976 was a
compromise between the positions of Italy and FegiRegulations 816/70 and 817/70; Arnaud,
1991). An intervention system to support a minimamee in the wine market was introduced in
the form of aid for private storage and distillatiof table wines® Moreover, new regulations
established guidelines for enrichm@rand alcohol strength, introduced a quality cléassifon
of vine varietie§’ and common rules on labelling and “oenologicalcficas” (Petit, 2000;
European Commission, 2006b).

These set of regulations were in response to Frdeaiands. However, due to pressure
from the more liberal Italian side, the EEC windi@odid not restrict planting rights and did not

impose grubbing-up —although anyone wishing to thl@plant vines had to notify it to the

™ Also in other agricultural commodities, such asigs, dairy and oilseeds, there was a transitiomogeof
approximately ten years after the signing of theafy of Rome (in 1957) before a common market drgdion was
fully implemented.

> Private storage aid was granted if the averagee pegmained less than the government-set “thregride” for

two consecutive weeks. Distillation of table wivess enacted if the aid to private storage provduetnsufficient
in stabilizing market. In addition, the new winelipp provided government subsidies to distillersctampensate
them for minimum prices paid to wine producers @hhivere above market prices), and subsidies fopthate

storage of this alcohol. Trade with third countrigas also regulated through government-set mininmaport

prices and tariffs.

% Robinson (2006) defines enrichment as a “wine-m@kiperation whereby the fermentable sugars ofegjaipe
or must are supplemented in order to increaseltiohalic strength of the resultant wine”. “Chaptalion” refers to
the addition of sugar, whereas enrichment alscoseslother additives.

" Vines were classified into “recommended”, “autked” and “provisionally authorized” varieties; with
“recommended” as the highest quality level.
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competent authorif§ (Council Regulation No 816/70). The latter requmient closely followed
pre-EEC policies of France, Germany and Luxembauingre growers had to acquire official
permission in order to plant vines (Newsletter leen €Common Agricultural Policy, 1970).

Hence, the final version of the EEC Common Wineidyolagreed in 1970, was
considerably more interventionist than the Itak@ne regime, but still less regulated than the
old French wine policies. However, it turned oub®only a matter of time until the EEC Wine
Policy was adjusted and the French interventiapgtroach totally dominated.

As could be foreseen, the 1970 Wine Policy, withnitinimum prices and intervention
buying of wine, did not solve the problems. In sal&vays it made the problems of oversupply
of French wine worse. Cheaper Italian wine produrcgrew rapidly and increasingly substituted
French win€? In addition, with minimum prices, total wine pradion increased in the EEC and
surpassed EEC consumption, causing growing sumpl(see Table 6). Under pressure from
French wine producef8 the EEC distilled 6.9 million hectoliters of wibetween 1970/71 and
1971/72 (Niederbacher, 1983). Increasing grapees#s\vin 1973 and 19¥4and a devaluation
of the Italian lira further lowered prices of expaat Italian wines. A full-blown “wine war”

exploded in 1974 when French growers blocked haN@ne imports. In order to settle the crisis

8 |In addition, national aids for new planting anglamting (which increase wine production) were |jibibd and
only “recommended” or “authorized” vine varietiesutd be used for planting or replanting (Articles, Touncil
Regulation No 816/70).

" French wine prices were on average 25% higher aoeapto the Italian ones. In the 1969/70 wine yeléaly
exported 4 million hectoliters of table wine to kea, which represented 90% of French’s wine impiortgolume
terms (Arnaud, 1991).

8 Especially “table wine” growers of the Midi regiémSouthern France.

81171 and 161 million hectolitres were produced eesipely in the 1973 and 1974 harvests insteadhefrormal
135-140 million hectolitres (Niederbacher, 1983).
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a French tax was levied on imported Italian winel #ime EEC again intervened in the wine
markets by distilling 19.6 million hectoliters ofrve in four years (from 1973/74 to 1975/76).

Under pressure from French producers and faced tivghncreasing budgetary costs of
its recently installed wine policy, the EEC CounailMinisters in 1976 decided to reform the
Common Wine Policy (Council Regulation No 1162/7@l &o 1163/76). However, instead of
liberalizing the regime, the Council decided torodiuce even more regulations in order to
control the supply of wine. New regulations introdd planting rights restrictioffs and
subsidies for grubbing-up existing vineyafddn addition, three years later, new regulations
now made distillation of table wine surpluses odliigy and provided subsidies for concentrated
grape must used for enrichment (Council Regulalon337/79; Smith, de Maillard and Costa,
2007:85).

In short, by 1979, just a few years after the iditrction of a common wine market in the
EEC, the French wine policy with its extensive degjons and heavy government interventions
in markets had become the official European wirlepo

The EEC'’s initial system of quality regulations &iply referred to (and integrated) the
French system oRppellation d'Origine Contr6lé€dAOC) — which existed in France since

1935%* In 1963, ltaly followed the French model and introduced ‘tBenominazione di Origine

82 The planting limitation was at the beginning ofdyeseen for a limited period in time (until 30 Nowber 1978)
and for a certain type of wines (table wines). Heave this permanent regime was repeatedly proloragedwas
extended to wines with a Gl.

8 EC Regulation 1163/76 introduced a system of siigsifor producers to either abandon vineyard$fgears or
to grub-upvineyards and replace them with other crops.

8 The French system of Appellations of Origin hackatly influenced other countries policies throughlier
international agreements. For instance Italy arairSimtegrated the notion of Appellation of Origiespectively in
1930 and 1932. However, also here the Italian grahiSh regulations were less interventionist than Erench,
only guaranteeing the origin of the product andthet production practices, as in the French sygtestatuto del
Vino, 1932; Federdoc, 2012).
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Controllata’ (DOC) and the Denominazione di Origine Controllata e GarantittDOCG).
With the integration of other wine-producing nason the EU such as Greece in 1980, Spain
and Portugal in 1986, Austria in 1995 and Slovakangary, Bulgaria, and Romania in 2006
and 2007, these regulations expanded to a vastpratkicing region. All these countries had to
adjust their national policies to access to the HEdr example, Portugal introduced its
“Denominacao de Origem ControldddOC) in 1986 and Spain itDenominacioén de Origén
(DO) in 1996.

Not only did the French regulations heavily inflaerthe wine European classification
but they have also influenced the definition of dtty vines”. As they were initially in France,
hybrids are now outlawed from the PDO category (tighest quality level) throughout the
EU.® This had important implications for some countriesr example, upon its accession to the
EU, Romania had to agree to uproot hybrid variéfieshich accounted for half of Romania’s

total vineyard surfadé (Treaty of Accession of Bulgaria and Romania, 9005

Conclusion

The EU is the largest global wine producing recaod the main importer and exporter in

global wine markets. It is also the global champybmegulation and government intervention in

% The EU wine regulation states tHatesignation of origin’ means the name of a regianspecific place (...) that
it is obtained from vine varieties belonging toi¥itiniferd’ (Article 34 of Council Regulation No 479/2008).

8 Romania obtained subsidies by the EU for restrimguand conversion, negotiating replanting rigiois30.000
ha: “These replanting rights may only be used (...) ek@lsfor planting with Vitis viniferd (Treaty of Accession
of Bulgaria and Romania, 2005).

87 In 2003, out of a total 233.300 hectares of virids].500 were planted with hybrids (Manole, lon dadiaru,
2008).
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wine markets. Government interventions have takemymforms in the EU wine markets.
Regulations determine where certain wines can lelymed and where not, the minimum
distances of vines, the type of vines that canlaeted in certain regions, yield restrictions, etc.
In addition, public regulations determine subsidiesEU producers and wine distillation
schemes. The EU also determines public subsidieBnémce grubbing-up (i.e. uprooting)
schemes to remove existing vineyards, and imposgstan the planting of new vineyards.

In this paper we have documented these regulatinpdsanalyzed the historical origins of
these regulations. The introduction of many regoiet followed the integration of markets and
forces of globalization, technological changes eesdilting political pressures.

Many of the current EU regulations can be tracetklia French regulations in the late
19" century and early 20century. “Quality” regulations, as the AOC systemere introduced to
protect producers of “quality wines”, such as weallandowners of Bordeaux, from imitations
and adulterations. Quantity regulations, as plgntiestrictions, were introduced to protect
French producers from cheap wines imports.

With the integration of France into the EU someéhaf policies were initially liberalized.
However, surplus crises in the 1970s caused stppoegsures from French producers to reinstall
the regulations and extend them to the EU as aewld in 1931, when wine producers of the
Midi (which were threatened by the import of Algariwines) managed to pressure the French
government to introduce ti&tatut Viticole regulating the production of wines, French pradac
in 1976 (threatened this time by the import of i#tal wines) managed to pressure their
government and EU leaders to introduce more reigukfor wines.

As a consequence, what were initially mainly Frereid to a lesser extent ltalian

national regulations now apply to approximately 6@%the world’s wine production. This
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conclusion is of major importance not just in tisisecific case but also more generally. It
demonstrates how inefficient institutions and regohs can grow because of a combination of
economic, political and institutional integratiomdathe associated political pressures and

influence®®

8 There is a literature on the persistence and dgrafinefficient institutions (see e.g. Paul Dagid’985 famous
article). Our argument, however, is not relateds¢ale economies of transaction costs, but to thiéigab and
institutional integration. In Meloni and Swinner0(2) we also analyze other pre-EEC regulationgeatgdetail.
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TABLES

Table 1: Chronology of European Wine Regulations

1962 -

1970 -

1979 -

1987 -

1999 -

establishment of a viticultural land register

notification of annual production levels (harvestiatock declarations)
annual compilation of future estimates of resousres requirements
stricter rules on “quality wines psr’*

rules on viticulture: vines were classified inte¢ommended”, “authorized”
and “provisionally authorized” varieties

definition of different types of wine: “table winethat had to contain an
alcoholic strength of between 8.5° and 15° and liyuavines psr™* that

included French AOC and VDQS wines**, Italian DOGnes, German
Qualitatsweineand Qualitatsweine mit Pradikaand LuxembourgMarque

Nationalewines.

rules on wine production (as the maximum amouneforchment and alcohol
strength)

introduction of common rules on labelling and oegital practices

rules for determining guide prices activating thirvention system
introduction of distillation of excess production times of crises and
obligatory distillation of the by-products of wimsaking

aid for short-term and long-term storage

monitoring of trade with non-member countries wstalelished

declaration ofree movement of wingithin the Community

introduction of subsidies for concentrated mustuse enrichment
compulsory distillation of wines obtained for talgi@pes

definition of oenological practices

for table wines, the measures maintained price @ippprohibition of new
planting and temporary storage of surpluses

widening of compulsory distillation (see Table 3)

introduction of further subsidies for the convensajd vineyards

new rules for the production of quality wines

prohibition until 2010 on the planting of vines

market mechanisms are maintained: private storalgkgatory by-products
distillation, distillation of table wines and voliamy crisis-distillation
introduction of restructuring and conversion measuor vineyards
wine-making processes and practices are laid down

trade with countries outside the EU is broughine Wwith the Uruguay Round
agreement

* Quality wines psr stands for ‘Quality Wines Buzed in a Specified Region’

**\VDQS wines stands for ‘Delimited Wine of SuperiQuality’

Sources Niederbacher (1983), Unwin (1991), Munsie (200Buropa (2008) and Council
Regulations of 1962, 1970, 1979, 1987, 1999.
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Table 2: The 2008 Reform of the European Wine Pglic

Support .
measur es

Tradewith
third countries

Regulatory
measur es

Production =
potential

National financial envelopes: each country will dititled with a funding
budget adapted to their particular situation. Suppoogrammes contain
one or more of the following measures:

(a) Single Payment Scheme support (Article 9);

(b) promotion (Article 10);

(c) restructuring and conversion of vineyards (&eill);

(d) green harvesting (Article 12);

(e) mutual funds (Article 13);

(f) harvest insurance (Article 14);

(9) investments (Article 15);

(h) by-product distillation (Article 16);

(i) potable alcohol distillation ( Article 17);

() crisis distillation (Article 18);

(k) use of concentrated grape must (Article 19).

Chaptalization: lower limits for added sugar andsimu

Introduction of Single Farm Payment

Rural Development and environmental protection

The reform took into account WTO policies, i.e. fifeasing-out of market
intervention measures (as distillation and pubificaye)

Oenological practices: the Commission now approves changes
winemaking practices

New classification: wines are now divided into “wswith a Geographical
Indication” and “wines without a Geographical Ination”. Within the first

category, there are two subcategories: ProtectesigB&tion of Origin

(PDO) wines and Protected Geographical IndicatiBGIf wines, with

PDO as the highest quality level.

Labelling: national quality-labelling schemes arepk for PDO wines,
while wines without an Geographical Indication ceow be labelled with
grape variety and vintage

The planting rights regime will end at EU level rfrol January 2016
(Member States can decide to extend the limit @@tl8)
A voluntary grubbing-up scheme was enacted (175@0@ere uprooted)

SourcesCouncil Regulation (EC) No 479/2008; European Cossinn, 2008a.
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Table 3: Distillation schemem the EU

1962
1970
1979

1987

1999

2008

No distillation scheme provided

Distillation of excess production in times of cgse

Distillation of the by-products of wine making (cpmisory)

Preventive distillation (voluntary)

Distillation with special price maintenance for ¢pterm storage contracts
Distillation of wines obtained for table grapesr(quulsory)

Support distillation

Preventive distillation (voluntary)

Distillation of table wines (compulsory)

Distillation of wines other than table wines (cortgauy)

Distillation of by-products (compulsory)

Distillation for potable alcohol (voluntary)

Crisis distillation (voluntary, all wines)

Distillation of wine from dual-purpose grapes (cangory)

Distillation of by-products (compulsory)

Phasing-out of crisis distillation and potable alobdistillation (support
granted until 31 July 2012)

Support for (voluntary or compulsory) distillatiof by-products of wine-
making maintained

Sources Council Regulation (EC) No 817/70, No 822/87, Ni©3/1999, No 479/2008
and European Commission (2006a).

Table 4: Introduction of Wine Regulations in Francand in the EU

Introduced in France

Introduced in the EU

Quality policy (Gls) 1935 (AOC) 1970
Oenological practices 1889 1970
Rules on labelling 1905 1970
Private storage 1931 1970
Distillation 1931 1970
Planting rights 1931 1976
Grubbing-up premium 1935 1976

Source: Author’s calculations
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Table 5: Average annual distillation by Member S¢at(1000 hectoliters)

Wine production

Volumedistilled

% of annual production

1986/87-  1993/94-  2000/01-  2005/06- 1986/87- 1993/94- 2000/01- 2005/06- 1986/87- 1993/94- 2000/01- 2005/06-

1992/93 1999/00 2004/05 2008/09  1992/93 1999/00 2004/05 2008/09 1992/93 1999/00 2004/05 2008/09
Germany 11 253 9819 9442 9 652 238 79 357 397 2% 1% 4% 4%
Greece 4183 3 699 3643 3771 413 305 218 183 10% 8% 6% % 5
Spain 33 301 28 211 38 66 36 742 10027 4014 9179 7 87@8% 13% 24% 21%
France 61 052 54 885 53 005 48 333 14264 10672 4057 9140 23% 19% 8% 8%
ltaly 64 723 56 949 49 641 50 016 14809 5462 5566 150622% 9% 11% 10%
Austria - 2329 2520 2512 - 69 48 105 - 3% 2% 4%
Portugal 8 575 6 585 7185 6 616 1 096 493 999 631 11% 7% % 14 10%
TOTAL* 183 273 161 978 165 270 166918 40847 21094 20451 18426 22% 13% 12% 11%

* including all EU Member States
SourcesEuropean Commission (DG AGRI), 2006a and 2009.

Table 6: EEC average annual production and consunapt (in million hectoliters)

Y ear Production* Consumption
1953/54-1955/56 116 119
1956/58 78 114
1958/59 118 123
1967/68 142 125
1968/69 137 126
1972/73-1978/79 145 128

* excluding Algeria (then a territory of France)
SourcesNiederbacher, 1983; Commission of the Europeanr@amities, 1980.
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Figure 1: Percentage of hybrids in France, 1958

] 25 - 45% Hybrids

1 46 - 65 % Hybrids
B > 65 % Hybrids

Source:Crowley, 1993.
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ANNEXES

Annex 1. An example of an Appellation d’Origine Controlée egulation, applied to Bordeaux
Wines

The Cahier des charges de I'Appellation d’'Origine Cdiée “Bordeaux Supérieur’is a
document of 51 pages settling out the governingsrof production, vinification and bottling of
the AOC. The document IS available online at
http://agriculture.gouv.fr/IMG/pdf/AOC_DGPAAT_ SOMMN42.pdf

The main rules that local winegrowers have to igstnemselves to regard:
a) Territory: the specific area is defined in whicle tharvest/vinification/bottling has to be
carried out. A list of approximately 5@@mmunesire specified in the Gironde territory;
b) Authorized grape varieties: grapes have to growiwithe specified geographical region.
For example, for the red Bordeaux wines, only Getes are permitted, namely Cabernet
Sauvignon - Cabernet Franc- Merlot - Cot (or Ma)be€Carmenere - Petit Verdot;
c) Growing and winemaking methods, as:
- maximum number of vines per hectare (4500 plantpetare);
- distance between rows (not more than 2.20 meteid)batween vines (not less
than 0.85 meter);
- pruning methods. For instance for the Merlot vagrighe number of fruiting
branches per plant cannot exceed 11 shoots per vine
- the fence height must be at least equal to 0.5&gtitne spacing between rows.
d) the minimum natural alcoholic strength (in % ofurae) must be 11% for red wines;
e) the maximum yield allowed (50 hectoliters per hesta
f) the bottling and labelling: wines must age foreatst 12 months before they can be sold;
and the label must indicaBordeaux Supérieungether with theAppellation Contrdlée
reference.
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