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Wine trade between the US and EU is very important to each respective domestic industry.
In 2006, the US imports of EU-produced wine totaled nearly 2 million Euros, most of it
coming from Italy and France (Europa 2005). Meanwhile, almost 13% of the US wine
industry’s domestic production was exported, with the Netherlands, Germany, and Italy

receiving exports totaling nearly $150 million in 2005 (Pick and Perez 2006).

However, over the last three decades, the wine trade relationship between these two
entities has been strained. This is due in part to inconsistencies between US and EU laws
governing intellectual property and issues regarding wine naming rights. In particular, a
type of intellectual property protection called “geographical indication” (Gl), a designation
that ties a product to a geographic location, has become the foremost issue in trade
negotiations (Josling 2006). As Josling indicates, this type of intellectual property distinction
is especially important to the wine industry, which typically uses place-specific

characteristics (terroir') to distinguish among producers.

Part of the issue surrounding the use of Gl’s is that there is little information known about
how they affect the marketplace. On one hand, if they are used properly to distinguish

quality goods from lower-quality imitations, then they can be beneficial to consumers (and

! Terroir is generally used in the wine industry to describe the differences in wine characteristics (flavor,
aroma, etc.) between regions.
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then indirectly to producers) who are looking to spend more on better-quality products.
Furthermore, those in favor of the use of GI’s claim that they command “higher prices for
producers, higher quality for consumers, preserve the rural landscape [in Europe] and
provide a market subsidy for small producers. [It] only works if producers have exclusive
rights in [local] and all (future) export markets. (Cotton 2007)” However, if the use of region
distinction is not tied directly to quality, then vintners that produce the same wines
elsewhere are at an unfair disadvantage and regional producers are simply using their

region name to extract rents (Josling 2006).

The US system of trademarking in high-quality agricultural products is slightly different.
Intellectual property in agricultural production is protected in the US through the use of
certification marks, which serve essentially the same purpose as Gl’s but do not extend

beyond the US market? (Babcock and Clemens 2004).

The issues of copyrights, geographical indications, and naming rights can be seen as market
failures in the sense that the socially desirable initial distribution of endowments was not
neutral to both parties (Cohen 2001). For example, a winemaker in Oregon that can
produce the same conditions for fruit growth and a finished product that is very much the
same as a wine from France’s Burgundy region cannot market the product as such because
of Gl restrictions. The EU producer therefore could be seen as having an unfair endowment

of protection that distorts the market for Burgundy-style wine.

A good example of this is Kentucky Bourbon and Tennessee Whiskey.
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Furthermore, as Josling (2006) argues, the EU policy of using GI’s to protect intellectual
property in agriculture could either be a solution to market failures or a cause. If used
properly as a way to increase the availability of region-of-origin information to consumers,

then it actually helps to solve market failures due to asymmetric information.

The EU-US Wine Trade Accord
These issues, centered mainly on protecting EU producers’ rights to market based on
regional names, are placing a strain on the wine trade relationship between the US and EU.
However, in 2005, EU and US negotiators came together to address these issues and sign
the first-phase agreement of the EU-US wine trade accord®. Some key terms of the
agreement are as follows:
e Each party will agree to recognize wine names as “names of origin.”
e The US will draft legislation limiting the use of 17 “semi-generic” wine names that
are tied to regions in the EU.
e The EU agrees to recognize production practices in the US that are not necessarily
approved for use in the EU.
e Certification requirements for importation will be greatly eased or bypassed
completely for certain wines.
Also, a more recent, specifically EU, measure addresses the related issues of providing

information to consumers via wine labels. Starting in 2009, wine labels must include

® http://europa.eu/rapid/pressReleasesAction.do?reference=IP/05/1145
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information on alcoholic content, sugar content, the producer, importer, and other
information regarding its origins, all of which must be visible on the same side of the bottle.
In the US, there are already laws in place that govern information that must be included on

wine labels* and this policy brings EU standards more in line with US labeling regulations.

Policy Effects

This agreement and policy has some notable effects in terms of addressing market failures.
First, it allows US wine into markets in the EU and elsewhere regardless of whether the EU
recognizes US-approved production practices. An increase in the availability of US wine on
the global market can only serve to increase competition and market efficiency. However,
the policy restricts US use of semi-generic names (ex. Burgundy and Sherry) that are based
on EU wine-producing regions. As stated above, if the use of geographic indications is to be
the policy, there must be strong evidence to suggest that geography and quality are

strongly linked.

Babcock and Clemons (2004) argue that agreements like the trade accord are essentially a
move on the part of the EU to strengthen its policy of GlI’s in the world market for value-
added agricultural products. The go on to ask the question of whether or not this will give

EU producers some level of monopoly power in the market for these goods.

* US law, as enforced by the Alcohol and Tobacco Tax and Trade Bureau, requires features such as appellation,
grape variety, vintage (year the grapes were grown), alcohol content, sulfite content, as well as a government
health warning.
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Certified origin products enable these companies to supply niche markets that are not affected by
competition from the large companies because production potential will always be limited by the

geographical area.

A global strengthening of Gl protection for European producers through this trade accord
does have the potential to have market-distorting effects. If consumers in the Pacific
Northwest demand a locally and organically produced wine traditionally referred to as a
tawny Port, then a startup winery producing this specific wine will not be able to use the
terms “tawny” or “Port” to market their product because of the regulations in place
because of this trade agreement. In this scenario, it furthers the aforementioned market
failure by strengthening the asymmetry of initial endowments of intellectual property

protection.

Secondly, the policy has the potential to greatly reduce the level of information asymmetry
that the consumer faces when making purchasing decisions. Regardless of whether or not
geographical indications connote a certain level of quality, by limiting the usage of semi-
generic names in the US, consumers will be better able to determine the true nature and
origin of these wines. Consumers looking for Champagne, for instance, will now know that
the product they see on the shelf is from the Champagne region of France, rather than
being a Champagne-style wine from California or Oregon.

The evidence to comment on the potential welfare effects of the accord is still lacking.

However, if there is indication that the benefits to consumers from better naming
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information is greater than the costs for the US to restrict semi-generic naming then the
policy could prove to be beneficial. However, if the restriction of these designations
introduces issues of unfair product differentiation and producers are able to extract rents,

then the policy could result in welfare losses to the market as a whole.

It is possible to argue that the current EU-US wine trade accord negotiations will lead to a
market for wine that better identifies itself> to the various types of wine consumer. If
quality is tied strongly to geography, then consumers will have better information to guide
their wine purchases. If it is not, then EU producers may gain from the ignorance of
consumers. If the latter is the case, then geographical specification on wine labels is merely

a marketing device and can be potentially market-distorting.

Alternatives to the policy

Working under the assumption of the worst-case scenario in which the EU-US wine trade
accord unfairly distorts the global wine market, there is a clear alternative: policy at the
international level that standardizes and globalizes Gl use.

Standardizing and globalizing the use of GlI’s at an international governance level does two

things: first, it increases consumer knowledge by providing location of origin information for

> An interesting aspect of the market for wine, especially in the US, is the use of the Internet and other venues
to increase awareness of wine and also provide the consumer with purchasing information. These sources
provide tasting information and quality scores for a large percentage of wines on the market. These scores
put all wines, regardless of where they are produced, on a level playing field. When used properly, this kind of
system can greatly improve the availability of information to wine consumers. Furthermore, it has the
potential to end the geographical indication issue by allowing regions to use their own proprietary naming
rights. The downside is that these ratings are extremely subjective, and can only be taken at face value rather
than a hard and fast solution for determining wine quality.
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all wines. Furthermore, it helps producers who may have been unfairly affected by
geographical indications from European producers by giving the power of geographically-
linked intellectual property rights to all wine-producing regions of the world. There is
precedent for this, as recent laws in Napa Valley in the US have stipulated that wines using

the word Napa in their name must include grapes from that region®.

Recent studies into the globalization of the wine industry (Anderson 2001) may work
against the interests of the EU and its naming policy. There are indications that many wine
producers are collaborating or corporatizing in order to take advantage of economies of
scale and international marketing opportunities. If this is the case, and if the market is
introduced to low-cost wine options, then European wines with different naming

conventions and higher prices may not fare well outside of enthusiasts.

This leads to a potential argument to this alternative policy. EU producers may feel their
protection under Gl’s is essential to keep the playing field level with new lower-cost
wineries with more technologically advanced production techniques. Without the ability to
differentiate their products on the world market, they may feel pressure from these
producers that are able to get wines from the same grapes onto the market for less cost.
This is not necessarily the case however, because in this alternative policy, EU producers are

still able to distinguish themselves regionally. The Bordeaux region of France and Napa

6”European, West Coast vintners now vow to protect naming rights.” Lodi News-Sentinel.
http://news.google.com/newspapers?id=IMMOAAAAIBAJ&sjid=PiIEGAAAAIBAI& pg=6841%2C2719063. July 27,
2005. Accessed April 25, 2010.
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Valley, CA may both produce Cabernet Sauvignon, but the consumer would have
information on grape origin, and would therefore be able to make a fully informed
purchasing decision based on whether they wanted Napa- or Bordeaux- quality wine. As

Josling (2006) states:

The US will have some difficulty catching up with the EU in many markets.
Consumers have a taste for European quality food. But the US has enough
regional differentiation to build a policy on local foods sold to apparently ever-

richer consumers.

Furthermore, the inclusion of as much wine information as possible on a label not only
increases the amount of information available to the consumer, but also allows another line
of defense against producers that are interested in free-riding on the quality connotations
of a particular region. If all wine is suddenly marketed at the global level by what region it
originates from, there may be incentive for competition among regions. This could lead to
potential quality increases and information sharing within regions, as each producer has a

stake in the reputation of their region.

Concerns of Efficiency
The EU-US wine trade accord addresses issues of consumer information asymmetry in an
effort to make the market more competitive and therefore more efficient. As mentioned

above, giving more information to the consumer regarding region of origin can be beneficial
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to their needs. However, it can also be potentially distorting to the market if this
information is conveyed in an attempt to gain rents from a producer’s geographic location.
These policies assume the former, but in order to guard against the latter, there must be

public oversight and governance to avoid any potential abuses.

While entirely possible to do, this government action could be potentially costly. Regulation
of this type requires hiring staff to examine the marketing practices and production
techniques of producers to ensure goals of the accord are met. Standards of quality must
be set for EU geographic indications to ensure they are being used for their intended
purpose and not for market-distorting private gains. The costs of this regulation must be
balanced against the benefits to consumers of having the information supplied to them, as
well as the benefits to producers for being able to use the semi-generic names without

competition.

Alternatively, in a global system in which all wines are marked by region of origin and grape
varietal name, there is much less need for regulation. This system ensures that quality-
region comparisons are made on a level playing field, and introduces incentives for all
regions to increase production qualities. Producer surplus may suffer initially from R&D or
marketing costs, but the information gain to consumers is almost certain to increase their
welfare because of the high potential for reduction in search costs. Furthermore, in

contrast to the EU-US accord need for regulation, government costs are much less in this
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case. The only additional government involvement needed is to ensure the conditions of

(relatively) free entry and exit into regional markets.

Conclusions

History is a clear indication that the EU values its policy of protecting intellectual property
(especially in fine foods such as wine) through the use of geographical indications. While
similar protections are in place in the US industry, they do not have the global reach of the
EU system. The EU-US wine trade accord is an attempt to reconcile these differences to

promote a freer market that offers more information to consumers.

The policy succeeds in that it offers provisions for increased market penetration for US
products. Furthermore, it has the potential to allow for more and better region-of-origin
information to be passed on to consumers. As long as there is a clear indication that these
regional distinctions and protects are tied strongly to the quality of the product, then this
policy can greatly increase consumer welfare. However, if the benefits of these protections

are trapped by private gains and rents, then this policy can be severely market-distorting.

The alternative of increasing Gl use to a global level is an enticing one, and one that isn’t
necessarily without precedent. As California wine-producing regions continue to mature
and differentiate themselves within the US, it is not unlikely that this could continue onto

the global wine market.
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As it stands, there is a need for increased empirical evidence to determine whether or not
there are welfare gains from products that are geographically-linked by quality and labeled
as such. Armed with this information, it will be clear as to whether or not the EU-US wine
trade accord and other naming-related wine policy are truly in the best interests of social

welfare and market efficiency.
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