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Notes about the data

Wher-& @r a bl ank table cell appears in The |
no sales recorded bypmTMdaee-d &SRO p Wheino WD . Pdar s,
indicates that the brand had not yet been launched in the year(s). There may

be some cases where | ow sales are registerec

sales may also be recorded as 6Mind to signi

Unless otherwise specified, all data quoted in this report refers to 2007 market
data.

When 6casesd6 are quot ed; litretcdteesse wusually refer

Data in tables does not include figures for travel retail. Data may not some due

to rounding.
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Page 1 Executive summary

Executive summary

Scale of the market

Over the course of the last 20 years new world wine sales have exploded in
international markets. Between 1988 and 2007, new world sales increased
from 7.8m nine-litre cases to 227.6m cases, a CAGR rate of 19.5%.

Australia accounted for much of that growth, with sales of 81.8m cases in
2007, followed by Chile at 49m, the US (36m), South Africa (31.1m), Argentina
(21.2m) and New Zealand (8.2m). Brazil and Canada only exported minimal

guantities.

This new world growth is underpinned by the development of the international
trade for wine, which again reached a new record of 1bn cases in 2007, an
increase of 6.5% on 2006. International trade therefore accounted for 41.8% of

all wine consumption. This is forecast to rise to 42.1% by 2012.

New world continued to gain share, from 26.4% in 2006 to 27.6% in 2007. By
2012, the new world will grow its share to just under 30% of all international

trade.

The global wine industry is in fundamental transition. While overall
consumption is rising slowly, there are big shifts in consumption patterns. The
traditional wine drinking countries are consuming less, while non-traditional
countries particularly in the English-speaking world and Asia are drinking
more. It is in these non-traditional markets where new world producers are

winning the battle.

The fact that new world producers are performing best in non-traditional
markets is a considerable cause for optimism. The new world producers can
be credited with bringing in millions of new consumers into the wine world in
markets such as the UK, US, Canada and Scandinavia. Yet per capita
consumption in some of these markets remains relatively low. The US only
consumes about eight litres per head annually, and Canada nine litres, for
instance. This indicates that there remains considerable headroom for growth

for those producers able to deliver the products consumers require.

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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Page 2 Executive summary

Growth drivers

3 Because there is not a tradition of wine drinking, many of the
consumers in the emerging wine markets are relatively uninformed
about wine. That partially explains the new world success. New world
producers have succeeded in demystifying wine to a great extent. The
new world approach to wine branding has played a big role in that.
3 The | WSR6s data shows that the top ten
accounted for 4.6% of the total market back in 1998. A decade later,
that proportion had increased to just over 6% in 2007. While these
numbers suggest the leading brands hardly have a stranglehold on the
mar ket , thatdés not how things seem to t
larger chain retailers in Europe or North America. There, a small
number of big names often occupy a large amount of shelf space and
appear to monopolise the promotional calendar.
3 The development of brands is most evident in such important import
markets as the UK and US. In the UK, for instance, the top 20 brands
continue to outperform the market, something that was even the case
before the recession. The top 20 brands today comprise around 40%
of the UK still light wine market.
Seventeen brands sell over one million cases in the UK. French brand
JP Chenet is the only old world brand in the list and sits in 14"
position. This shows how strong the new world is on branding and how
far behind the old world has fallen. Other than Chenet, none of the
other old world brands break the 600,000 case barrier. In 2003, only
ten brands sold over 1m cases, but still just one of them was old world
iPiat DO6OTr.
3 This move to brands may be even more pronounced in the current
recessionary environment. At a time when consumers are watching
their wallets they are more inclined to purchase tried and tested
brands, which offer consistent quality.
Percy Fox marketing director Helen Fletcher says: i | t has a | ot
brands which consumers do not know what to expect, and in
recessionary times people dondét want to
or trust, they are being much more careful with their money so they
buy brands they trust |ike Blossom Hil/
3 The other real fault line between the old world and the new has been
the degree of emphasis on grape varietals, while the old world has
taken more of an estate or appellation approach. While this estate and

appellation approach continues to resonate at the high-end it is less

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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Page 3 Executive summary

effective at the mass-market level. The varietal marketing provides the
consumer with similar reassurance, as do brands. You could even
argue that Chardonnay or Cabernet Sauvignon are brands of a sort.
3 Crucially these new world brands also tend to offer better value for
money either in terms of regular retail price or promotional activity.
There is little doubt that promotional spend is a key factor behind the
new world success, particularly vis-a-vis old world brands. In the UK,
there are four times more promotions on Australian than on French
wines.
Brand Phoenix director Greg Wilkins says: iTher e i s a | ot of gr
that the old world doesnoét promote as m
same for everyone. They can promote just as heavily. The difference
is that the old world has not grasped what the game is as quickly as
the new world T in terms of how you structure your brand propositions
for the UK retailer; and how you structure your costs if you are going to
make money in the UK environment. New world wine producers have

grasped that much more astutely and qui ck

Future challenges

Building value

3 The new world industry built its reputation by offering wines with a
highly favourable price-to-quality ratio. In many cases this meant low
pricing. Some suppliers are coming to recognise that this is no longer
sustainable due to a confluence of factors:

0 rising duties in many markets

o unfavourable currency movements

o0 higher wine input oetadigsyéttm)e. Australi a
0 margin pressure due to retail consolidation

3 Many producers and national associations are now seeking to move
out of that low-price sector. It may not be the most fortuitous time to
undertake a premiumisation strategy in the midst of a recession.

3 Suppliers are seeking to trade consumers up through coherent brand
ladder strategies. The real test of the trading-up reflex is about to start,
however. Moving consumers upmarket when the global economy is
buoyant is one thing. Factor in falling property prices and a credit
crunch, and life may become harder for the marketers to gain traction

with these upscale extensions.

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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Page 4 Executive summary

3 Some suppliers such as Gallo and Constellation have indicated a
willingness to accept the volume hit in the interest of restoring
profitability. Gallo managing director, Europe George Marsden says:
AThe industry is becoming commoditised
seeing all these three-for-GBP10 offerings. Rather than focusing on

driving down price, webdbre Wgdiveg madei mav e
significant investment in terms of the g
our wines from, as wel | as in oak, wine

chosen a path | hope others will follow. If it means selling less as a
resul t of é onkumertighergualityhwenescat price points
that are sustainable for us, then yes, w
of f. 0O
3 The problem is, according to Brand Phoenix director Steve Barton,
that new world wines already have a sol:i
minds with lower price wines. i Now consumers | ook at Sou
Australia and California in a similar way 7 those three will give you
consistent, great value for money, easy drinking wine. If they want
premium wines they will go to France, Italyorperh aps Spai n. o
Barton believes that it is unlikely that new world producers will be able
to move upmarket to any great extent in the shortterm. i They are sti ||
largely unproven at a premium level. Australia, California and South
Africa are value-oriented categories. They have done a brilliant job in
ensuring that consumers buy into them. They should not forget what

gotthemtothispointigood quality wines at | ow pric

Greater competition from old world

A small number of old world producers seem intent on playing the new world at

their own game by launching well-researched, branded, varietal-based wine

product s. Franceods Gr ands Chai s de France,
considerable success in the UK market and elsewhere with its JP Chenet

brand. It indicates that, when French producers match new world producers in

terms of easily understood brands and promotional dollars, they can succeed.

There has also been modest deregulation in markets such as France aimed at

creating a more level foothold with their less regulated new world rivals.

New world turns to regionality
Paradoxically, some new world wine-producing countries are turning to
regionality to differentiate themselves, and increase their competitiveness at

the premium [ evel. T h e Skategié¢srinatte iDientionwi ne i ndus

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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Page 5 Executive summary

to 2025 report, for instance, has provided the framework for a value-creation

strategy that includes an e gwingomregas.f ocus on

A more experimental consumer

Many consumers entered the wine world through new world wines and the

major varietals, such as Chardonnay and Cabernet Sauvignon. Now, after five

or ten years of drinking these, they are becoming more willing to try other

wi nes. While it doesnot by any means signa
varietals of Chardonnay and Cabernet Sauvignon, or new world styles, it does

indicate a greater willingness by consumers to be more adventurous. But there

is more interest in varietals such as Sauvignon Blanc, Riesling and Pinot Noir,

and other, interesting and more subtle flavours and esoteric varietals.

Successful forecasting of these trends will be one of the keys to continued new

world success.
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Chapter 1 Introduction

This is a comprehensive report focusing on the challenges and opportunities
for the major new world producing countries: Australia, New Zealand, US,

South Africa, Argentina and Chile.

Through a combination of exclusive IWSR data and executive interviews the
report | ooks at each countryos:
3 Domestic market trends
Industry and regulatory structure
Generic body initiatives
Production trends
Emerging wine regions
Wine style trends
Leading company profiles

Export success to date and future medium- and long-term outlook

M W W W W W W W

Developments in key new world export markets (UK, Scandinavia,

Germany and US.

3 Opportunities in emerging wine markets i Asia, Eastern, Central
Europe and India

3 Specific country issues (e.g. water trading in Australia, incoming

environmental regulations in California)

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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Chapter 1 Introduction

Scale of market

Table 1: Domestic versus export consumption of major new world countries, 1998-2008

( 6 0 0 O slitrexcases % share)

1998 1999 2000 2001 2002 2003 2004
Argentinean 148,898 148,234 144,534 143,845 140,502 143,985 132,544
Domestic 142,747 141,312 136,789 135,938 132,536 134,385 120,316
Export 6,151 6,923 7,745 7,907 7,966 9,600 12,228
% of prod. exported 4.1% 4.7% 5.4% 5.5% 5.7% 6.7% 9.2%
Australian 49,640 58,524 66,735 74,274 85,735 95,916 107,752
Domestic 30,743 33,866 35,304 36,460 37,974 38,690 40,393
Export 18,897 24,659 31,431 37,814 47,761 57,226 67,359
% of prod. exported 38.1% 42.1% 47.1% 50.9% 55.7% 59.7% 62.5%
Chilean 52,961 52,446 50,101 58,555 61,726 66,555 73,154
Domestic 32,000 31,075 25,863 29,228 31,195 31,765 32,408
Export 20,961 21,371 24,239 29,327 30,531 34,790 40,747
% of prod. exported 39.6% 40.7% 48.4% 50.1% 49.5% 52.3% 55.7%
New Zealand 5,878 5,853 6,311 7,224 7,438 7,958 9,082
Domestic 4,485 4,185 4,299 4,954 4,772 4,921 4,998
Export 1,393 1,669 2,012 2,270 2,667 3,037 4,084
% of prod. exported 23.7% 28.5% 31.9% 31.4% 35.9% 38.2% 45.0%
South African 44,971 46,222 51,187 55,347 57,104 58,495 59,555
Domestic 35,210 35,027 36,485 37,755 35,362 33,851 33,300
Export 9,761 11,195 14,702 17,592 21,742 24,644 26,255
% of prod. exported 21.7% 24.2% 28.7% 31.8% 38.1% 42.1% 44.1%
Uruguayan 9,974 10,290 10,153 9,977 9,520 8,395 9,038
Domestic 9,927 10,090 9,919 9,771 9,365 8,263 8,951
Export 47 200 234 206 155 132 87
% of prod. exported 0.5% 1.9% 2.3% 2.1% 1.6% 1.6% 1.0%
us 170,059 181,307 188,326 188,793 196,508 207,253 215,739
Domestic 155,210 163,765 168,280 166,994 173,088 178,810 183,567
Export 14,849 17,542 20,046 21,799 23,420 28,443 32,172
% of prod. exported 8.7% 9.7% 10.6% 11.5% 11.9% 13.7% 14.9%

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved.
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Chapter 1 Introduction

Table 1 (continued): Domestic versus export consumption of major new world countries,

1998-2 0 0 8 ( 6 O-Dtfe sases, Ynshare)
CAGR 98 | CAGR 03
2005 2006 2007 2008 to 08 to 08
Argentinean 134,470 136,801 141,658 141,950 -0.5% -0.3%
Domestic 118,693 119,265 120,336 118,546 -1.8% -2.5%
Export 15,777 17,537 21,322 23,404 14.3% 19.5%
% of prod. exported 11.7% 12.8% 15.1% 16.5%
Australian 114,367 120,877 124,643 119,526 9.2% 4.5%
Domestic 41,237 42,265 40,800 41,050 2.9% 1.2%
Export 73,130 78,612 83,843 78,476 15.3% 6.5%
% of prod. exported 63.9% 65.0% 67.3% 65.7%
Chilean 72,602 72,167 79,938 79,801 4.2% 3.7%
Domestic 29,834 28,044 30,995 29,356 -0.9% -1.6%
Export 42,769 44,123 48,943 50,444 9.2% 7.7%
% of prod. exported 58.9% 61.1% 61.2% 63.2%
New Zealand 10,345 11,892 14,223 16,840 11.1% 16.2%
Domestic 5,000 5,655 5,665 5,735 2.5% 3.1%
Export 5,345 6,337 8,558 11,105 23.1% 29.6%
% of prod. exported 51.7% 53.3% 60.2% 65.9%
South African 62,655 61,005 62,857 68,172 4.2% 3.1%
Domestic 33,272 32,625 33,185 34,043 -0.3% 0.1%
Export 29,383 28,380 29,672 34,129 13.3% 6.7%
% of prod. exported 46.9% 46.5% 47.2% 50.1%
Uruguayan 9,312 9,268 9,325 8,785 -1.3% 0.9%
Domestic 9,239 9,169 9,072 8,658 -1.4% 0.9%
Export 73 99 253 128 10.6% -0.6%
% of prod. exported 0.8% 1.1% 2.7% 1.5%
us 221,525 225,756 232,994 236,476 3.4% 2.7%
Domestic 187,025 190,464 196,535 200,750 2.6% 2.3%
Export 34,500 35,292 36,459 35,726 9.2% 4.7%
% of prod. exported 15.6% 15.6% 15.6% 15.1%

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved.
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Page 9 Chapter 1 Introduction

Over the course of the last 20 years new world wine sales have exploded in
international markets. Between 1988 and 2007, new world sales increased

from 7.8m nine-litre cases to 227.6m cases, a CAGR rate of 19.5%.

Australia accounted for much of that growth, with sales of 81.8m cases in
2007, followed by Chile at 49m, the US (36m), South Africa (31.1m), Argentina
(21.2m) and New Zealand (8.2m). Brazil and Canada only exported minimal
guantities.

French wines over the same 20-year period suffered a CAGR decline of -1.7%
to 133.4m cases, while Italian wines rose by 3.7% to 133.7m cases. These old
world producers still dominate high-end wine sales. It is at the mass-market
end where these new world interlopers have challenged them and for the most

part are beating them.

This new world growth is underpinned by the development of international
trade for wine which again reached a new record of 9.1bn litres in 2007, an
increase of 6.5% on 2006. International trade therefore accounted for 41.8% of
all wine consumption. This is forecast to rise to 42.1% by 2012. The new world
continued to gain share, from 26.4% in 2006 to 27.6% in 2007. By 2012, the

new world will grow its share to just under 30% of all international trade.

The global wine industry is in fundamental transition. While overall
consumption is rising slowly, there are big shifts in consumption patterns. The
traditional wine drinking countries are consuming less, while non-traditional
countries particularly in the English-speaking world and Asia are drinking
more. It is in these non-traditional markets where new world producers are

winning the battle.

The old world decline in export markets is less severe in absolute terms than
many suppose. It is more a matter of perception, and in relative terms the old
world has under-performed compared to the growth of the new world
producers. However, in relative terms, particularly compared to the growth of

new world wines, it has been very poor.

Some old world producers such as France, are experiencing growth of
significant proportions in a number of emerging markets in Central/Eastern
Europe and Asia, but these gains are not enough to compensate for big losses

in core markets such as the UK, the US, the Netherlands and Belgium. It is fair
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to say that France is gaining most in the less advanced, developing markets
and losing out in the established, larger and more advanced markets. This is
far from an ideal scenario for the French
remaining growth markets have yet to be fully exploited by the new world
competition. New world producers are now raising their investment in these
markets and, inevitably, they will present greater competition in these markets

as well.

The fact that new world producers are performing best in non-traditional
markets is a considerable cause for optimism. The new world producers can
be credited with bringing in millions of new consumers into the wine world in
markets such as the UK, US Canada and Scandinavia. Yet per capita
consumption in some of these markets remains relatively low. The US only
consumes about eight litres per head annually, and Canada nine, for instance.
This indicates that there remains considerable headroom for growth for those

producers able to deliver the products they require.

Table 2: New versus old world volumes by region, 1998-2 0 0 8 ( 6 0-Dtie sases|% e

change)

1998 1999 2000 2001 2002 2003 2004
Americas 433,570 447,785 452,905 461,501 473,130 486,971 487,732
New World 359,831 368,696 367,464 372,253 380,201 393,850 393,948
Old World 73,740 79,089 85,442 89,248 92,929 93,121 93,784
Asia Pacific 108,728 108,465 109,656 111,806 115,923 116,311 119,956
New World 42,873 44,847 46,441 48,413 50,533 51,916 55,463
Old World 65,855 63,619 63,215 63,393 65,390 64,395 64,494
Europe 1,578,364 | 1,568,843 | 1,576,581 | 1,574,458 | 1,577,714 | 1,589,645 | 1,596,017
New World 42,735 52,540 64,787 77,425 90,199 106,651 121,768
Old World 1,535,629 | 1,516,304 | 1,511,794 | 1,497,033 | 1,487,515 | 1,482,994 | 1,474,249

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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Table 2 (continued): New versus old world volumes by region, 1998-2 0 0 8

cases, % change)

(60-btks nine

2005 2006 2007 2008 | CAGROS | CAGR 03
Americas 500,216 509,139 525,729 523,184 1.9% 1.4%
New World 398,140 404,637 419,022 420,365 1.6% 1.3%
Old World 102,075 104,502 106,707 102,819 3.4% 2.0%
Asia Pacific 128,923 136,968 150,504 163,311 4.2% 7.0%
New World 57,787 60,467 62,628 66,804 4.5% 5.2%
Old World 71,136 76,501 87,876 96,507 3.9% 8.4%
Europe 1,612,353 | 1,630,032 | 1,644,100 | 1,630,233 0.3% 0.5%
New World 133,515 137,359 146,263 145,741 13.1% 6.4%
Old World 1,478,839 | 1,492,673 | 1,497,837 | 1,484,491 -0.3% 0.0%

Note: Europe includes Russia and Ukraine
Source: The IWSR
Table 3: New versus old world percentage share by region, 1998-2008

1998 1999 2000 2001 2002 2003 2004
Americas 431,452 433,566 447,808 452,633 461,164 472,885 486,691
New World 83.0% 82.3% 81.1% 80.7% 80.4% 80.9% 80.8%
Old World 17.0% 17.7% 18.9% 19.3% 19.6% 19.1% 19.2%
Asia Pacific 90,427 108,728 108,465 109,656 111,806 115,923 116,311
New World 39.4% 41.3% 42.4% 43.3% 43.6% 44.6% 46.2%
Old World 60.6% 58.7% 57.6% 56.7% 56.4% 55.4% 53.8%
Europe 1,558,785 | 1,577,557 | 1,571,661 | 1,581,936 | 1,580,721 | 1,583,705 | 1,597,249
New World 2.7% 3.3% 4.1% 4.9% 5.7% 6.7% 7.6%
Old World 97.3% 96.7% 95.9% 95.1% 94.3% 93.3% 92.4%

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved.
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Table 3 (continued): New versus old world percentage share by region, 1998-2008

2005 2006 2007 2008
Americas 487,552 499,824 508,918 525,158
New World 79.6% 79.5% 79.7% 80.3%
Old World 20.4% 20.5% 20.3% 19.7%
Asia Pacific 119,956 128,923 136,933 150,336
New World 44.8% 44.1% 41.6% 40.9%
Old World 55.2% 55.9% 58.4% 59.1%
Europe 1,604,620 | 1,618,492 | 1,634,060 | 1,647,374
New World 8.3% 8.4% 8.9% 8.9%
Old World 91.7% 91.6% 91.1% 91.1%

Note: Europe includes Russia and Ukraine

Source: The IWSR

Demystifying wine with brands

Because there is not a tradition of wine drinking, many of the consumers in
these emerging wine markets are relatively uninformed about wine. That
partially explains the new world success. New world producers have
succeeded in demystifying wine to a great extent. The new world approach to

wine branding has played a big role in that.

While the spirits category has been dominated by brand names for much of the
past two centuries, winemakers and drinkers have historically been more
ambivalent about the dark arts of marketing. Communication platforms and
compelling consumer propositions clearly have a role to play for whiskies and
vodkas, but among old world vignerons especially, they can seem less

relevant to something as diverse and complex as wine.

However, t he ri se of Gal |l o, Jacobos

handf ul has shown that branding has
distii an otherwise baffling barrage of information on regions, vineyards,
growers and grapes into a formula even the novice could understand is helping
to attract new consumers i so much so that many old world winemakers are
now adopting a similar approach. And branding in wine is growing, although

the global market remains highly fragmented.

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved.
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The | WSRd6s data shows that the top ten wine
for 4.6% of the total market back in 1998. A decade later, that proportion had

increased to just over 6% in 2007. While these numbers suggest the leading

brands hardly have a stranglehold on the mar
to the many who buy wine at the larger chain retailers in Europe or North

America. There, a small number of big names often occupy a large amount of

shelf space and appear to monopolise the promotional calendar.

The development of some of these new world brands has been fairly dramatic.
I n fact, some didnét even exist a decade ago
is one example of how quickly a newcomer can rise to prominence in the US,

growing from a standing start in 2001 to over 8m cases by 2006.

The development of brands is most evident in such important import markets
as the UK and US. In the UK, for instance, the top 20 brands continue to
outperform the market, something that was even the case before the
recession. The top 20 brands today comprise around 40% of the UK still light

wine market. If you add own label to that, you are approaching 60%.

Gallo managing director, Europe George Marsden sums them up: i New wor | d
wineries have done a very good job in brand
and have brands and labels that are easy to read and easy to understand.

They also promote a wine style that tends to be more fruit forward, with a

richer mouth feel. The other thing is that they have really concentrated on

exceptional wvalue. This has made new world w

The other real fault line between the old world and the new has been the
degree of emphasis on grape varietals, while the old world has taken more of
an estate or appellation approach. While this estate and appellation approach
continues to resonate at the high-end it is less effective at the mass-market

level.

Percy Fox (Diageo) marketing director Helen Fletcher says: i Wi ne i s quite a
complex category to shop. New world brands have taken away the complexity
and mystic around wine. US and Australian brands have very clear and
understandable labelling, so consumers know what that variety is going to

taste like. Butt he French category has not got that s

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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The new world branddés ability to simplify

clear repository of premium values for a gift or a guarantee of quality when
buying for oneself, is highlighted by Dan Snook, wine director for the UK
retailer Laithwaites. i Ever yone wants great wine,

the level of understanding about every wine, so clear branding helps the

customer navigate a very complex product

Jonathan Hoehn, wine buyer with US-based internet retailer wine.com,

but

acknowledges that brands increasingly shape consumer perceptions. A As mor e

Americans are turning into wine drinkers, brands and brand awareness play a

big role i n vhéasays. itThheeyr ed rair neindsdeat willalways b r

make up a | arge percentage of your sal

This move to brands may be even more pronounced in the current
recessionary environment. At a time when consumers are watching their
wallets they are more inclined to purchase tried and tested brands, which offer

consistent quality.

Crucially these brands also tend to offer better value for money either in terms
of regular retail price or promotional activity. This should benefit new world
producers. Fletchersays: il t has a wWwhah corsdmerb doaat khew
what to expect, and in recessionary
dondt recognise or trust, they are

they buy brands they trust like Blossom Hill and they know will deliver.o

Promotional spend

There is little doubt that promotional spend is a key factor behind the new
world success, particularly vis-a-vis old world brands. In the UK, there are four
times more promotions on Australian than on French wines. Brand Phoenix

director Greg Wilkinssays:i There is a | ot of grousing

promote as much. But the rules are the same for everyone. They can promote
just as heavily. The difference is that the old world has not grasped what the
game is as quickly as the new world T in terms of how you structure you brand
propositions for the UK retailer; and how you structure your costs if you are
going to make money in the UK environment. New world wine producers have

grasped that much more astutely and
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Page 15 Chapter 1 Introduction

The supermarkets have become reliant on the listing fees and promotional
revenue the larger brands can provide. Arguably, it is this income stream that
gives such brands something approaching must-stock status for the multiple
retailers who sell them. But if marketing budget rather than consumer demand
is the driver, any individual brand can be replaced by another willing to meet
the retailerés financi al demands in an equa

consumer pull.

Fosterdés UK commer ci adays:diiTrheec taomo uNeti | ofBamdkree:
being spent on wine brands doesnoét go down
doesnb6t get a |l ot of A&P (advedenbrandsng & pr om
accounts for a disproportionate share of category A&P spend. Increasingly you

are finding retailers doing fewer, bigger, deeper promotions. The big brands

are winning. Of those brands in the top-ten there are only two brands in

decline. The mhesetbig lrands are,lwlth verypfewdexceptions,

new world brands.

Seventeen brands sell over one million cases in the UK. French brand JP
Chenet is the only old world brand in the list and sits in 14" position. This
shows how strong the new world is on branding and how far behind the old
world has fallen. Other than Chenet, none of the other old world brands break
the 600,000 case barrier. In 2003, only ten brands sold over 1m cases, but still

only one of themwas oldworldi Pi at D& Or .

Thi s growing focus on brands i s part of Wi
specialist product into one resembling any other FMCG product. The

supermarkets are very swift to grab hold of trends and adjust their strategy

based on the trends. The trends in wine are that people are requiring less

choice, better value, more of the familiar brands and better availability on key

shopping days. Brand Phoenix director Steve Bartonsays: il n t hat | i es t he
era of wine retailing in the UK. All the classic FMCG rules that every other

product category does well and thgad wine ty
become a lot more important. The new world brands have been somewhat

guicker in grasping this new reality. o

Old world fightback

Outside the Champagne industry, there are still very few truly international

French wine brands. French producers continue to promote the historic

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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chateaux and appellation aspect rather than brands. The problem is that too
few consumers understand the quality segmentation set by the French

appellations.

A small number of producers, such as Boisset, Meffre and Grands Chais de
France (GCF), seem intent on playing the new world at their own game by
launching well-researched, branded, varietal-based wine products. GCF, for
instance, has enjoyed considerable success in the UK market and elsewhere
with its JP Chenet brand. It indicates that, when French producers match new
world producers in terms of easily understood brands and promotional dollars,
they can succeed. Some argue that France should play to its strengths and
that French regions are the most recognised French brands from a consumer

point of view.

There has also been modest deregulation in markets such as France aimed at
creating a more level foothold with their less regulated new world rivals. For
instance, France has implemented reforms aimed at creating two types of wine
product. There is the mass-market vins de pays, vins de table and less
qualitative AOC wines, which will have more flexible regulations to adapt to

market demand.

Gall o6s Marsden sees evi demleerod arne odidg nwso rtl |
old world producers are adopting some of the marketing principals more widely
associated with new world producers. You are seeing Spain and Italy
displaying some growth in international markets. Increased competition can

only make everyone better. o

A coming together

Paradoxically, some new world wine-producing countries are turning to
regionality to differentiate themselves, and increase their competitiveness at

the premium level.

The Austr al i an Strategre®in thenDdrectonsrtoy2025 report has
provided the framework for a value-creation strategy that includes an
enhanced f ocus 0 ngrowingsregiores. Austrélian Wine are
Brandy Corporation (AWBC) general manager of market development Paul
Henry explains: i The move t owa rstinstwines gsia comeérdiay d i

imperative. It is only by doing so that we can command sustainable prices for
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what we need. The wine industry in Australia understands that need. The work
we need to do is explaining that to our distribution partners and, most
importantly, to our consumers around the world, where | think there is a
relatively low level of awareness of a strong positive regional identification from
Australia. So thatds the challenge

come out of this process is testament to the fact that industry recognises it and
needs it tThe rdgianalsteategy @nd greater focus upon quality will

ultimately provide the justification for price increases.

In the US, so-called American Viticultural Areas (AVAs) and estate bottle
wines have been proliferating for similar reasons. Similar movements are also
apparent in other new world production regions such as Chile. Wines of Chile
UK Director Michael Cox says:i There is a blurring

old world is adopting some new world techniques both technically and in
marketing and the new world is trying desperately to use the concept of terroir

and seeking the tradition, heritage and regionality 7 all those adjectives

and

of

associated with the old world. Tous e an anal ogy, webdr e

screen print into an oil print, something that is multi-textured and multi-

dimensional. That way it will appeals to a wider audience. That is what will

t he

t he

tur ni

stand Chile in good stead in the future. o

He adds: i T hcensumer ultimately buys into other things than heritage and
regionality i notably the taste and the style. Consumer palettes have changed
and just as we communicate in different ways than we did 20-30 years ago we
drink different things and we eat different things. The new world has to blend
stylistically wines that are in touch with consumers with that thing called

heritage. 0

A more experimental consumer

Many UK consumers entered the wine world through new world wines and the
major varietals, such as Chardonnay and Cabernet Sauvignon. Now, after five

or ten years of drinking these, they are becoming more willing to try other

wi nes. While it doesnoét by any means

varietals of Chardonnay and Cabernet Sauvignon, or new world styles, it does

indicate a greater willingness by consumers to be more adventurous.

Moramarco agrees and says: iPeopl e are becoming

there have always been shifts in what people like to drink. There have been

mor e

n

signa
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years where people would say that Cabernet and Chardonnay are falling out of
favour. But they are still the leading varietals today and will continue to be. But
there is more interest in varietals such as Sauvignon Blanc, Riesling and Pinot
Noir, and other, possibly more interesting and more subtle flavours. It may be
an awakening of people understanding the different offerings available, but |
dondét think that it portends that Chardonnay

Pinot Noir, Pinot Gris or Pinot Grigio and dry Riesling are emerging styles in
the US. Hol |l ywoodo6s interest in wine has und
Sideways bringing Pinot Noir to the attention of many drinkers for the first time.
Daniel LeFrancois, CEO and founder of the California-based wine marketing
agency Intwine thinks this helped encourage interest in the US in other styles,
too. A T hSkdeways e f f ec t i s betshys.Ii Pvintolh WN®,j® i s hel pi
stimulate American dr i nk eThe dhallengetfa nee s t i n new

world producers is to anticipate these shifting sentiments.

Australian winemakers, for instance, have been taken aback by the explosive
growth of New Zealand Sauvignon Blanc in its domestic market and in export
markets. They are now planting more Sauvignon Blanc in response to this
trend. But some Australian winemakers concede that it is a varietal style that

they are not always suited to producing.

Trying to anticipate the next big thing in wine is a critical but often difficult task.
According to Bill Turrentine, president of leading wine broker Turrentine
Brokerage says:iLed by a mill enni al generation inte
consumers have become much more adventurous. Personally, | think high-end

sweet wines could take off, although anything is possible. 0

LeFrancois foresees a move away from what he terms i o vextracted and
mani pul ated wines with high | evtewarsls o f al coh
better-balanced, more natural styles of greater finesse. As US palates develop,
LeFrancois sees potential for Chardonnay that has been less heavily oaked
and for fresher wines. This could possibly portend a swing back to old world

styles.

In the UK, Moramarco explains, the big growth in wine consumption has come
from its usage as a relaxation time, or casual beverage. There is now a move
towards a greater linking of wine and food, which also encourages

experimentation. Old world wines such as France and lItaly have always been
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more closely associated with cuisine. Howeve
close association between its rich Malbec wines and steakhouses proves it is

also something the new world can harness.

Moving upmarket

The new world industry built its reputation by offering a highly favourable price-
to-quality ratio. In many cases this meant low pricing. Some suppliers are
coming to recognise that this is no longer sustainable due to a confluence of
factors:

3 rising duties in many markets

3 unfavourable currency movements

3 higher wine input costs (i.e. Australiads

K]

margin pressure due to retail consolidation

Many producers and national associations are now seeking to move out of that
low-price sector. It is not the most fortuitous time to undertake a
premiumisation strategy in the midst of a recession. Nevertheless suppliers
such as Gallo and Constellation are willing to accept the volume hit in the
interest of restoring profitability. Marsden of Gallo says: A We 6 v e mad e a

decision that rather than focusing on drivin

qguality. We oOficamt ingeatohent instérrgsnof the quality of the fruit,
where webdre sourcing our wines from, in oak,
Webdbve chosen a path that | hope others wildl

The problem is, according to Brand Phoenix director Steve Barton, that new
world wines already have a solid associatior
pricewines. AiNow consumers | ook at South Africa, Al
similar way 1 those three will give you consistent, great value for money, easy
drinking wine. If they want premium wines they will go to France, ltaly or

perhaps Spain. o

Barton believes that it is unlikely that new world producers will be able to move
upmarket to any great extent in the shortterm. A They ar e sti || | argely
at a premium level. Australia, California and South Africa are value-oriented
categories. They have done a brilliant job in ensuring that consumers buy into
them. They should not forget what got them to this point i good quality wines

at |l ow prices. 0
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Pernod Ricard wine category marketing director Adrian Keogh also believes
that it is more difficult for new world brands to access this premium growth,
although it is not impossible. il t 6s probably a | ack of brand
the image of the brands and the categories being dragged down by excessive
price promotion. Consumers will follow Australia upmarket if the proposition is
r i g e notes that Pernod Ricard is having some success with Jacobf¢
Creek Reserve, Jacobds Creek Three Vines r
sparkling, all of which are premium positioned. A Thes e extensions a
providing a route or [Thedudstalian brand s feumi umi s at i o
separate rungs. Starting with the Traditional range, the consumer can move up
to the recently introduced Three Vines before progressing, via the Reserves, to
arrive at the Heritage wines. Much work has gone into developing the middle
and upper rungs to encourage wine drinkers upwards in quality and, of course,
price. Three Vines combines a OMediterrane
Australian grapes in red, white and rosé versions at a retail price around 33%

above the Traditional range. The Reserves sit about 50% above the basic

¥ da)

product and major on single varietals. It i
Creek variant is also priced around 10% above the Australian category.

Concha y Toro has built a wide-ranging portfolio of diverse brands with the
company name as a signature. Concha y Toro may be familiar to many via its
Casillero del Diablo or Cono Sur brands, but the Chilean producer makes no
fewer than ten distinct ranges of wines, each under a different brand name.
Beyond the Casillero del Diablo brand, Concha y Toro have a number of
estate wines, single-vineyard and exclusive winemaker project wines. Through
these marketing initiatives and communications, the company ensures that
consumers are aware of the ladder of brands and that they can trade up within
the Concha y Toro portfolio. In effect, the company name plays a supporting
role of endorsement on a wide range of individual brands, from the entry-level
Frontera (6Chile in a gl as-ofphg, dkyard-t he way |

specific Don Melchor, sold on allocation.

Hardydéds also has an extensive range of wi ne
segment s identified by Constellation Eur ope
range provides a strong offering from the more mainstream range that targets

the 6Routi nar & egomanwarmerof fering targeting OEnNn
Hardyds |l con wines under the Thomas and Eil e
approach with Har dy ds sits mi dway bet ween

Ricard. Like Concha y Toro, the Hardy portfolio takes in a multitude of distinct
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wine ranges i eight in total i from Voyage through Stamp and Nottage Hill up
to Thomas Hardy. Like Jacobdéds Creek, thereb
brand, with each range clearly part of the overall Hardy family. The usual
variables of region and grape varietal appear, but the focus on specific

vineyards found in the other two approaches is not so apparent here.

In 2007, Gallo unveiled a repositioning of its individual tiers under the Gallo
Family Vineyards brand umbrella. It introduced its Winemakers Seal to target
the entry level. The Winemakersod6 Seal | ogo ¢
differentiated from the more Gallo Family Vineyards premium lines. It was the
first step toward developing a premium long-term position. It has successfully

utilized a similar ladder with its The Turning Leaf brand.

Of the four approaches to trading-up described here, each can claim success.
Just as these marketers made their initial breakthrough at entry level through
strong brand positioning, they will rely on branding to help them make the

move upmarket.

The real test of the trading-up reflex is about to start, however. Moving
consumers upmarket when the global economy is buoyant is one thing. Factor
in falling property prices and a credit crunch, and life may become harder for
the marketers.

The fact that Constellation is now considering reactivating itslow-pr i ce Har dy 6 s
Voyage indicates there could be some backtracking on this premiumisation

push. A There i s a st iofBusiness gtmartdin peice pdints thate ¢ e

we were trying to move away from and we are acknowledging that in the short

term we have to play at those price points. o
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Chapter 2 Supplier country profiles

Australia

Table 4: Top ten export markets for Australian wine, 1998-2 0 0 8

( 6 0-Dtesasas,| % e

change)

1998 1999 2000 2001 2002 2003 2004
Australian 18,897 24,659 31,431 37,814 47,761 57,226 67,359
United Kingdom 9,435 12,283 15,365 18,935 23,475 24,150 26,985
us 3,360 4,540 6,170 8,115 11,350 16,200 20,010
Canada 682 915 1,241 1,560 2,041 2,698 3,625
Sweden 508 625 750 780 980 1,500 1,860
Germany 490 825 1,425 1,530 1,720 2,750 3,200
Netherlands 325 450 610 695 715 1,285 1,465
Denmark 180 205 240 300 590 855 1,100
Ireland 443 593 780 910 1,130 1,379 1,619
New Zealand 953 1,278 1,231 1,129 1,602 1,636 1,683
China 38 35 41 46 53 65 131
Others 2,483 2,910 3,579 3,815 4,105 4,708 5,680
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Table 4 (continued): Top ten export markets for Australian wine, 1998-2 008 ( 6 0-bti®s ni ne

cases, % change)

2005 2006 2007 2008 | CAGRI8 | CAGR 03
Australian 73130 | 78612 | 83843 | 78,476 15.3% 6.5%
United Kingdom 28975 | 29313 | 30202 | 28575 11.7% 3.4%
uUs 20,670 | 22,150 | 21,500 | 20,500 19.8% 4.8%
Canada 4,260 4,519 4,790 4,680 21.2% 11.6%
Sweden 1,795 2,360 3,115 3,054 19.6% 15.3%
Germany 3,680 4,421 4,800 2,700 18.6% -0.4%
Netherlands 1,625 2,810 3,107 2,678 23.5% 15.8%
Denmark 1,500 1,650 2,285 2,360 29.3% 22.5%
Ireland 1,755 2,150 2,350 2,180 17.3% 9.6%
New Zealand 1,920 1,640 2,035 1,855 6.9% 2.5%
China 232 509 976 1,290 42.3% 81.8%
Others 6,718 7,001 8,593 8,605 13.2% 12.8%

Source: The IWSR

The devastating bushfires that ravaged the state of Victoria in February 2009
capped off what has been the most difficult period since the modern Australian

wine industry began its international climb in the early 1990s.

By any measure, the Australian wine industry has been an incredible success.
Between 1995 and 2007, it registered unbroken year-on-year export growth,
rising from 12.7m to 81.7m cases over that period, according to industry body
The Australian Wine and Brandy Corp (AWBC). In 2008, that long-running
pattern was reversed, with Australian wine export volume declining for the first
time since 1995, while export value decreased for the first time since records
began in 1992.

According to AWBC, exports fell by 18% in value in 2008 to AU$2.46bn
(US$1.76bn), while volume fell by 11% to 77.5m nine-litres cases. The
average price per litre was down 7.5% to AU$3.53 (US$2.53bn). Exports to

most of Australiads top ten export markets p
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The slowdown was not unexpected, given factors such as the global financial
crisis, exchange rate volatility, continuing intense competition from other
suppliers, tightening margins and an extended drought, causing supply

uncertainty.

AWBC general manager of market development Paul Henry says: i2 008 was

disappointing. Australian wine exports fell away in both volume and value,

although it wasndt necessarily indicative of

Au st r Hd expdainthat there were two major factors contributing towards

that. Firstly, the strength of the Australian dollar against the US dollar and
British sterling created probl ems i n
AThe Australian dollar strengthened by

similar amount against sterling, so unsurprisingly, we saw an almost exact fall-

20%

away in value from those mar ket s and because weiwerenot

not in terms of wine quality, but in terms of pricingi t hat was probl emati c.

The financial crisis was the other big factor. i The begi nning of
crisis in terms of spend and weight of purchase was actually beginning to bite

in the |l ast quarter of | ast year, even

There seems little relief in site. Australian wine exports on an MAT basis to the
end of April declined by 14% in value to A$2.4bn, while volume declined by
0.7% to 726m litres. The average price of a litre declined by 14% to A$3.32 per
litre.

Global financial stress has resulted in continued pressures in many of

t he

t houg

Australiabs key export mar kets and signs of

are evident, including increased relatively lower-priced bulk wine shipments

and declines in the relatively higher-priced bottled segment.

Continued growth in bulk shipments up 70m litres did not quite offset the
decline in bottled shipments (down 76m litres), largely accounting for the net

5m litre decline in volumes shipped in the period.

Australiads two major markets more than

shipments 1 the US (up 54m litres) and the UK (up 23m litres). The UK
accounted for more than half the decline in bottled shipments. Factors
contributing to this result include a downturn in the UK economy, increased

alcohol taxes and a strengthening of the Australian dollar against the UK

Austra

f

acco
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pound. By contrast, the weakening of the Australian dollar against the US
dollar has facilitated the greater increase in lower-margin bulk volumes to this

destination compared to the UK.

Australian wines performed well in a number of Asian markets Driven by the
continued growth in bottled shipments and a recent surge in bulk shipments,
China recorded the largest growth in value (up A$30m) and second biggest
growth in volume (up 9m litres). Growth in bottled shipments resulted in Hong
Kong being ranked second in value growth (up A$9m) and fourth in volume
growth (up 0.9m litres) on the back of the second highest dollar per litre value
(A$7.38 per litre) after Singapore (A$8.15 per litre). Japan was ranked third in
value growth (up A$2m) and volume growth (up 1m litres).

Henry believes there could be some reliefinsite:fiBecause of some softe
in our currency, there is a possibility for
able to hit price points that were harder f

definitely an upside. 0o

The industry is also challenged by retail consolidation in many markets and the

pricing pressure that ensues. This is particularly evident in the key UK market.

Says Henry: fi Ev e r y o nienotijust Austnaka 7 wistruggling,ndust r vy
largely because of dramatically and fast-changing retail platforms and the
added consolidation. Everybody is struggling to find margin, in particular, as a

| ot of major markets are increasing their ta

Rising cost base

While pricing is being squeebadisrsing one si de
due to drought and water shortages, as well as other raw material costs. The

reduced amount of water available for irrigation in the warm inland districts has

led to the creation of a costly water-trading system.

In inland irrigated areas, pr oduc er roductiom icdsts arengoingt up.
This is particularly problematic, as those
based on a volume or economy of scale that was largely only achievable

through irrigation.

Henry says: i You wi | | codleedimata druitdaving to go into that mix,

which is great from a consumer and quality point of view, but probably
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challenging from a grower-return point of view, because that type of fruit
doesnbd6t enjoy the same economhewhdecostcal e. One

efficiency of the Australian industry is wund

Oversupply has also been a concern. The current prospects of a below-
average yielding 2009 season will be viewed with some relief due to current
high stock levels. With just under half of the crop picked at press time, the
AWBCO6s preliminary estimates are that the 20
will be down 11% to 1.63m tonnes compared with the 2008 harvest. This
would place the 2009 harvest well below the record 2005 harvest of 1.93m
tonnes, but well above the drought- and frost-affected 2007 harvest of 1.34m
tonnes. The expected reduction in harvest compared to last year is the result
of a 13% decline in the national yield (tonnes per hectare), marginally offset by
an additional 2% of bearing area coming onstream this vintage. The expected

yield is 20% below the long-run average.

The heatwave was chiefly responsible for lower yields. Also, the Victorian
bushfires in late January/early February resulted in lower yields in affected

regions.

Henry says: i St -woeséles ratios were coming into line prior to the previous
2008 vintage. That particular result probably put the balance out beyond 2010.

This year will be a critical vintage to manage and getright . 0

An extended heatwave saw temperatures reaching in excess of 48°C and they

were consistently above 40°C for almost two weeks.

In an industry report into the impact of the heatwave on the Australian wine
industry, Rabobank says that, while the extent of the damage, in terms of both
yield and quality, cannot be quantified until the harvest is completed, it appears

that yields fell as a result of the heatwave.

Rabobank has revised its national forecast of wine production down to 1.42m
tonnes, 22.4% bel ow t he 2008 tot al of 1.83m tonnes.
hardest-hit regions was McLaren Vale, where crop losses are estimated to be
between 40-50%. The Mornington Peninsula in Victoria has also been severely
affected, with reported yield reductions of up to 85%. The Yarra Valley had
already downgraded crop forecasts by up to 50% prior to the bushfires, but

that will again be revised, as entire vineyards have been lost.
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Henrysays:il t s never really a question of a

t of

whatki nd of regions and what kind of product s

about Australia delivering 1.5m or 1.6m tonnes as an optimum sustainable
level. What is crucial is how much of that tonnage has come out of inland-
irrigated areas, and at what price and how much of that tonnage has come out

of cooler climate regions and at what pri

Falling international demand could also increase, leading to rising inventory
levels. Rabobank analyst Adam Morris says: iThe i ronylbethat2009
although the harvest forecast is being dramatically reduced, the impact of the
global economic crisis will mean the industry is still drastically oversupplied for

todaybés mar ket . 0

For the year to January 2009, Australian exports to the UK were down by 9.6%
in volume and 17.5% in value. Morrisadds: i Fi er ce competition i
market has seen consumer discretionary spending grind to a halt and retailers

engage in deep discounting to capture foot traffic.

AExXport v ol ume s irthally flat &nd value&shasadroppedva huge

n

ce.

wi |

tF

23. 1%. These two mar ket s account for 66% of

vol ume, so if they dondét recover soon, the A

serious trouble. o

Henry is confident that Australian producers will maintain their position in these
core markets. iWedr e not going to fail in our
important markets, such as the UK and US, just because of the current macro-

economic challenges.

iThe UK is a fairl we balave thatdhe % matkcartent b ut
growth rates, is going to be the biggest wine-drinking market in the world by
the end of 2010. We have a certain cultural affinity with the US, due to a
shared language and lifestyle. We still think there is a lot of room for growth in

the Australian category in that market. 0

Fosteros EMEA c o nim@ontinentall Euragpé Riehard @rimby
explains that the economic crisis may benefit Australia in some ways. i T h e
quality of the wines and the trust that consumers have in Australian brands is a
key point of difference. In times of uncertainty, consumers are looking to play it

safe. They are looking for the reassurance that strong brands provide. That is
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something that Australia has. It has great brands that people know, as well as
consistent quality. South Africa, for instance, is able to offer great prices and

quality, but a lot of their brands are notaswell-e st abl i shed. 0

Henry says that, in the long term, the real growth opportunity for Australia lies
in Asia. i Weare experiencing double-digit growth by volume and value in
north-east Asia. We [AWBC] are directing more resources at those markets.

We believe that Asia wil!/ be a significant p

Imports surge in Australia

Australian producers are also under pressure within the domestic market,
where overall sales fell by about 2% last year. There has also been a surge in
imports. Indeed, imported wine showed yet another year of phenomenal
growth with sales up by 69% to top 6.1m cases i a 5m-case increase over just

five years.

New Zealand wine accounts for the vast majority of the imported wine market.
Australians seem to have developed a taste for more complex and aromatic
varieties, primarily New Zealand sauvignon blanc. In 2008, sauvignon blanc
overtook chardonnay as the top bottled wine variety in terms of value for the

first time ever.

Ashley Presser of Yalumba, Barossa Valley, recently told The IWSR Drinks
Record:AiWe can see a massive growth in sauvigno
is New Zealand that leads the way in this segment. It is difficult to compete
with New Zealand. Over the last 18 months, consumers tend to choose New
Zealand sauvignon over Australian sauvignon. Suddenly, word of mouth has it

that if sauvignon blanc is not from New Zealand, it i s not a good dro

Ri ¢ Anderson from DO6Ar enbfieSagu,v i McnLoanr ebnl aVhacl es ad
for us were sensational last year, we never saw such a demand. At the same

time, our chardonnay dropped in volume. We are a medium-sized, family

company, so we know how to make wine and meet

New Zeal and sauvignon blanc phenomenon is ta
The move towards aromatic and crispier white wine styles does present a

challenge for Australia. Many producers are increasing their plantings of

varietals, such as sauvignon blanc and pinot grigio.
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Ross Brown, CEO of Brown Brothers, a family-owned Australian company,

recently told The IWSR Drinks Record: i We certainly see

sauvignon blanc sales for our brand, which is growing at the expense of
chardonnay. 0o

Asked if his company is planning to replant vineyards with sauvignon blanc
vines, Brown said: i New Zeal andés sauvignon bl
anywhere else, so no, we do not have plans to restructure our plantings. We
need to continue doing what we do best i stay innovative to remain

competitive in these difficult times

Henry believes that Australia will quickly become more competitive in these
emerging styles. fi | h atake myt hat off and acknowledge that what New
Zealand has done is to pretty much manage to own that sauvignon blanc
varietal statement, and they do it very well and more brands are very unique,
with distinct styles. Consumers are currently voting with their feet, but | think
there is certainly a space for Australia to play and in terms of sauvignon blanc,
but arguably not at the same low price points that New Zealand is headed
towards. lronically, | think that Australian sauvignon blanc will soon command

apremium that was once exclusive to

Climate change is also forcing Australian producers to reconsider their planting
approach. Some are moving from the valley floors to cooler, higher-altitude
locations. More producers are also looking at planting some traditional
European red varietals that typically thrive in similarly warm and arid climates,

such as tempranillo or grenache.

anc

for

New Zeal

Henrysays:i Thr ee years ago, you might have s

warm weather varietals, such as tempranillo, was really a marginal call and
quite fanciful. Now, it is becoming a much more credible and much more

mai nstream proposition. o

Changing industry structure
Financial pressure could lead to changes in the industry structure, with some
larger multinational producers selling off their wine interests in response to the

low margins and profitability.
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Australian drinks company Fosterds EMEA 1 ece
wine business, but decided to retain it, mainly because it doubted that it would

attain optimum value in the present climate.

Henry says: i T h a't indicates that there are some v
being asked by multinational, multi-beverage companies as to the profitability
of wines as a contributing part of their mix. Given the current climate, you

mi ght see some divesting rather than further

At the other end of the spectrum, many of the people who entered the wine

business in the 1990s, attracted as much by the lifestyle aspect as the

business, could depart. Henry says: i A | ot of those businesses
marginal, almost hobby farms, and will struggle to see through the next 12-24

mont hs. 0o

Henry believes it is the mid-sized Australian producers that may fare the best.

it i s 1 nt e rekwntttha,df yoa loak atithose cosnpanies that are
currently managing to compete credibly even
they are the larger, medium-sized, privately owned firms. That, in itself, could

be an indication of what types of companies, in terms of structure and in terms

of culture, are |ikely to be the vanguard of
come. 0

Australia searches for keys to value creation

While few anticipated the present economic crisis, many of the current
problems have been storing up for some time. In 2008, AWBC launched a 46-
point strategic programme, entitled Directions to 2025. The plan calls for an
enhanced emphasis on value-creation through a number of initiatives

including, among others, a greater focusonAust r al i aés wi negrowing re

Directions to 2025 was developed as a joint initiative by the AWBC and the
Wi nemakersd Federation of Australia (WFA),
state and regional industry bodies and the wine sector itself. The industry had
come to recognise that circumstances had changed and that it faced a number
of significant challenges. These include:

3 A structural imbalance between the cost of production and the price

opportunity
3 Grape and wine supply, as well as demand fluctuations in Australia
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3 Retail consolidation, driving downward pressure on pricing and
margins
3 Slow domestic growth and a tougher market for export growth
Resurgent old world and better-resourced new world competitors
Greater environmental and sustainability challenges and
responsibilities, particularly exacerbated by climate change
Changing social concerns
Changing demographics and consumer expectations
3 The fact that wine has bnmodngooasumeecogni sed

good®é6.

Recognising the challenges is one thing, but implementing a value-creation
programme is quite another, particularly in the current economic environment.
The decline in export value and rise in bulk shipments suggests that there is

work to be done.

AWBC general manager of market development Paul Henry says: i We 6 r e
certainly an industry thatdés under pressure
find and manage a way to move from a volume vision to a value vision, which

sounds easy to deliver, but has a lot of structural, sustainability and market

opportunity challenges. 0

He explains that value creation is imperative for each and every business at
themoment. A The f act t hatwhichwaslklways medisn tolong-
term 1 currently looks optimistic at best, due to a range of circumstances from
the gl obal financi al crisis through to fore
render it invalid or irrelevant. The central challenge to Australia is that it has to
find a way to create sustainable demand for a product that commands a
credible premium. That was the challenge two years ago, that is still the

chall enge today and that wild/l be a chall enge

He points out that the factors that drove Au
the 1990s i the ability to produce large volumes of high-quality, easy-drinking

styles at a good price point i are no longer exclusive to Australia. i You have to
recognise that Australia cannot compete on price and volume alone in the way

that it did throughoutt he pr e v i o uThis igdlargely dhecause of the

emergence of the competitive set with lower cost bases and an increasing and

improving ability to do what Australia once did uniquely.
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Fosteros EMEA c o nim@ontinentall Eurgpé Riehard @rimby
says: A Austr al i aenetgiaesitself. 3We hawe maybe become a little
complacent. We were very successful for a long time and expected consumers
to come to the category, because of the value that we offered and the strength
of our brands. But there is more competition now than there used to be; South
Africa, Chile and some of the old world are in better shape, and Australia

needs to raise its game to ensure we

donodt m

Headds:iail f you |l ook at Australian Wwb%es,

(US$8), whereas in European countries the average price is below EUR3
(US$4). So we are already at a premium. We have to justify that premium by
investing in our brands, innovating and communicating the story. Consumers
are now looking for value, so we have to work harder to ensure that we can
justify the premium we expect them to pay for Australian wines. It is about
building value into brands rather than just going after price. Value can be at the

premium end too. 0

Gallo general manager, Europe George Marsden says: i The chal
Australia is really to introduce consumers to that next [price] tier of wine.
Australia, in the UK, has been promoted heavily in that GBP4 range. There are
some exceptional wines in the GBP6-GBP8 range and the challenge for
Australia is to introduce consumers to these, because there really are some

exceptional wines in that range. I

t

we S e

enge fo

hi

Australia being brought forward where

River and so forth. It has gone from Australia appellations to regional
appellations and | think there are some interesting wines coming out of

Australia now. 0
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New Zealand

Table 5: Top ten export markets for New Zealand wine, 1998-2 0 0 8

( 6 0-Dtik sases| % e

change)

1998 1999 2000 2001 2002 2003 2004
New Zealand 1,393 1,669 2,012 2,270 2,667 3,037 4,084
Australia 195 205 265 260 392 435 828
United Kingdom 900 1,035 1,120 1,125 1,250 1,375 1,775
us 125 205 290 460 545 705 900
Canada 54 70 80 96 114
Ireland 32 38 38 44 48 60 77
Netherlands 30 35 50 75 80 95 90
Germany 25 50 65 55 25 35
Denmark 25 40 40 50
Hong Kong 0 0 2 4 13 22 25
Japan 30 35 41 37 28 35 43
Others 81 91 103 106 137 150 148

2005 2006 2007 2008 | CAGRIS | CAGR 03
New Zealand 5,345 6,337 8,558 11,105 23.1% 29.6%
Australia 1,250 1,555 2,570 4,640 37.3% 60.5%
United Kingdom 1,957 2,287 2,748 3,051 13.0% 17.3%
us 1,435 1,600 2,070 2,100 32.6% 24.4%
Canada 177 243 326 369 30.9%
Ireland 90 105 180 210 20.7% 28.5%
Netherlands 85 95 107 108 13.7% 2.6%
Germany 37 70 90 92 29.8%
Denmark 50 60 65 70 11.8%
Hong Kong 26 37 49 65 1,418.1% 24.8%
Japan 45 53 54 63 7.7% 12.5%
Others 193 232 299 337 15.4% 17.6%
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New Zealand is the envy of other wine-producing countries. High-quality
harvests and sensational export performance combined with a premium image
is what the New Zealand wine industry has achieved in just over 30 years
since the first vines were planted in Marlborough in the late 1970s. Few wine-
producing countries can boast the same level of accolade as New Zealand has
attracted in recent years.

In global terms, New Zealand is a very small producer, accounting for less

than 0.5% of worldwide production and volumes.

To put it into context, wine production in the country is similar to that of
Uruguay. Although a niche player on the global wine scene, New Zealand
wi nes, notably sauvignon blanc from
pinot noir have been in great demand in important wine markets such as the

US, UK, Australia, Canada and many Asian markets.

The distinctive style of New Zealand wines, especially sauvignon blanc, has
fuelled spectacular export growth. Overall, shipments from New Zealand
increased by 185% in the past five years to reach a record 9.8m cases in
2008. The value of exported wine has also developed quickly, rising by 164%
since 2004 to reach almost NZ$800m (US$401m) in 2008. This compares to
just NZ$125m (US$62.6m) ten years ago.

The UK has always been one of the key markets for New Zealand wine. Value
exports to the UK skyrocketed from NZ$68.1m (US$34.1m) in 1999 to
NZ$240m (US$120m) in 2008. The US has been another great success story
for New Zealand wine, where the value of exports increased from NZ$14.4m
(US$7.2m) to NZ$160m (US$80.2m) in 2008. Volume shipments to the US

have doubled in the last five years to top 18m cases.

Another important market for New Zealand wine, especially sauvignon blanc,
is Australia, where shipments doubled in just two years to reach 2.7m cases.
By value, Oyster Bay became the single bestselling bottled wine in Australia in
2007 and, in 2008, New Zealand sauvignon blanc overtook Australian

chardonnay as the single most popular wine varietal i not something that has

Mar |

been welcomed by Australiabds troubl ed wi

While the recent progress of the New Zealand industry has been very

promising, there could be some hurdles ahead. The downturn in the global
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economy, as well as possible oversupply issues, could mean that coming
years will be not as straightforward.

The structure of the New Zealand industry is highly fragmented: 85% of the
585 New Zealand wineries produce fewer than 20,000 cases of wine.
Overseas companies now control the majority of the New Zealand wine
industry (in volume and value terms): French company Pernod Ricard, owner
of the iconic Montana brand is number one; US-owned Constellation New

Zealand is the second-largest player, with its Nobilo, Selaks, Monkey Bay and

Kim Crawford brands, among ot her-snpwnCl oudy Ba

prestige brand is in the hands of

Matua Valley; and Japanese-owned firm Lion Nathan owns Wither Hills.

The success of New Zealand wine has encouraged a huge increase in
plantings. The total production area in New Zealand doubled over the last five
years to cover 27,416 hectares i n
largest wine-producing region, the area under vines has increased by over
60% since 2005 to 13,811 hectares in 2008.

Foreign companies have been buying land and planting vineyards, mainly
sauvignon blanc. Many private investors have also developed vineyards
across the country, as well as their own brands i Al | an Scott,
Hills, Omaka Springs, Craggy Range, Nautilus, Clos Henri, Fromm and Felton

Road, to name a few.

Increased plantings translated into the ever larger harvests, rising from
185,000 tonnes (t) in 2006 to 205,000t in 2007 and 285,000t in 2008. The

2009 harvest is forecast to be marginally smaller.

While the harvests are trending upwards, demand may be slowing. Sales in
the domestic market and key export markets have been falling as a result of
the current economic climate. There has also been greater competition from
other new world producing countries. By the end of 2008, it became clear that
the US and UK markets, as well as many emerging markets, did not grow as

quickly as expected.

Managing supply
After years of demand exceeding supply, New Zealand was in danger of

having an oversupply of wine, mostly sauvignon blanc. The industry has been

LVMH; Aus

2008. I n

Lawsonos
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quick to react and Phillip Gregan, CEO of industry body New Zealand
Winegrowers, told growers and wine companies in December that they had to

work together and take immediate action to determine how many grapes were

actually needed. He also called for better vine management. i Cont r ol

yields. Know what your winery wants and stick to it. You need to be investing
in marketing, not in production increases. You need to think quality, quality and

gual hetsad, 0

It seems that the industry has got the message. Many growers in the region
confirm that they will leave fruit on the vines, while wineries are making it clear

that that they have no intention of buying more raw material than needed.

Others, who reacted quickly, have already managed to control the vines by
extensive pruning and cane-cutting, which will lower yields and ensure the

quality of the fruit.

Stewart Smith, chairman of New Zealand Wine Growers and owner of a
boutique winery, Fairhall Downs, says: i We expect a s mal
industry was exceptionally good at forecasting the demand. Growers have no
incentive to produce more than a certain tonnage they are contracted to, as
the price they receive for the grapes drops dramatically. Wineries simply do

not have the production facilities to process all the surplus grapes and we have

your

er

geographical l'imitations to build more

However, those who have not managed their vineyards as per Grega n 6 s

advice, are left with full tanks from the 2008 vintage, just three weeks away

from the 2009 harvest. And some companies are said to still hold 2007 bulk.

Overall, exports have been growing i up 16.6% last year i but they are not
growing fast enough to take all the wine. Exports to the UK in 2008 were up by
5.9% in value and 7.5% in volume. Australia showed phenomenal growth,
almost entirely due to price discounting, and exports to the US rose in volume

by 4.2% but were down in value. Sadly, growth was we | | bel ow

forecasts. David Babich from Babich Wines says: iTher e i s t oo

Zealand wine at the moment. Prices have been falling rapidly, both on the
domestic market and abroad. That is not good for the reputation of brand New

Zealand . 0
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Constellation International CEO Jon Moramarco says: Ai Ther e was a sl igh
hiccup because the New Zealand 2008 harvest was huge. Now Zealand is
sitting on three or four months of excess inventory as an industry. In the UK
you are seeing a little bit of that wine come through in the lower price points.
The 2009 harvest is predicted to be slightly lower than the 2008 harvest. With
the growth of the industry you will see supply and demand back in balance

really quickly. o

The current oversupply of wine means a logistical nightmare for most

producers. Some wineries in Marlborough might consider tipping out wine to

make room in the tanks for 2009 vintage. Dr John Forrest, one of the New

Zeal and wine i ndus FarrgsdbWineq advised the imdustryf r o m
recenty: i We can save the i mage, price and profi
have one final shot and that is, in the next six weeks running up to vintage, not

tobottlepoorr-qual ity sauvignon bl anc. 0

Those whodonotli st en to Dr. Forrestds advice wil!l
the market at discounted prices. There are some rumours that some of 2008

sauvignon blanc has already been sold to the UK for NZ$2.50 (US$1.25) a

litre.

Maintaining quality

Addingtothe i ndustryds sl eepless nights is the f

ol )

Zealand wine was very inconsistent in 2008. The industry has historically been
preoccupied with undersupply. With that mindset, last year, some producers

picked lower-quality grapes from the latter part of the harvest.

The wines that used grapes picked early in the harvest were of superb quality,
while those from the later harvest were below the usual quality of New Zealand

sauvignon blanc, due to rainfalls which affected the quality of the grapes.

There are positive aspects, however. Marlborough is running out of land, so in
the long term, New Zealand is likely to meet supply shortages. All other wine

producing regions have geographical limitations.

This should ensure that New Zealand does n 6t face future gl ut
importantly, keep premium pricing sustainable. Commenting on the virtues of
the New Zealand industry, Pernod Ricard CEO Pierre Pringuet says: i We hav e

been able to reposition the price of our Montana brand upwards.
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A The c o has aqvepted the new price, which is justified if you consider
how tight the Marlborough growing region is in New Zealand. You cannot add
a single acre of vineyard. If you go a bit further from Marlborough, the growing
conditions are precarious because of the frost. That means the danger of

oversupply is |l ess present and we can sell t

And as the New Zealand dollar has recently weakened against other
currencies, exporters are hoping this will boost their sales, especially to the
UK. Pinot noir producers are especially hopeful, as the rising euro means that
the cost of burgundy wines has risen sharply, while that of pinot noir from New

Zealand has remained constant.

One commentator tells The IWSR Drinks Record: i 2 0 0 9  mhagdhhiut thie e

long-term future of the New Zealand wine industry looks promising. We have

learnt a lesson from the Australian wine industry. It might sound
unsympathetic, but i f it hadnot been for A
industry would probably have been facing the same scenario in years to

come. 0

The industry is young and innovative and New Zealand can produce wines
from a large selection of grapes, creating a diverse range of wine styles. This

should help them stay on course during what may be difficult times ahead.

Smaller 2009 harvest forecast

The 2009 New Zealand grape harvest, which began at the beginning of March,

is expected to be smaller than last year, according to the New Zealand

Wi negr owe r s dvintage swveyl i Ba see d oeateiveddronamore

than 60 medium and large wineries, our expectation is that the industry will

harvest around 275,000 t o saideMew dehlandyr ap e s t h
Winegrowers CEO Philip Gregan.

The wineries covered by the survey accounted for 91% of the 2008 grape
harvest. A crop of 275,000 tonnes will be down on the record 2008 vintage of
285,000 tonnes, despite 3,000 hectares of grapes coming into production for

the first time.
The forecast of a reduced harvest is no surprise to Gregan. A Wi neri es and

grape-growers know that 2009 will be a challenging year, due to the global

recession. In that environment, the industry is focusing more than ever on the

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
4




Page 39

Chapter 2 Supplier country profiles

key driver of our global success 1

producing world-class wines. Lower

vineyard yields and a reduced total crop, despite the increased producing

ar ea, are the

inevitabl

e resul

On the outlook for the vintage, Gregan was upbeat. A To d

t of t hat

at e, t he

leading into the vintage has been very positive. Most regions are reporting the

grapes are in excellent condition, so at this stage the prospects for a high-

gual ity

United States

vintage

appear

Table 6: Top ten export markets for US wine, 1998-2 0 0 8

very

go

od. 0

( 6 0-Dtie sases; Ymchange)

1998 1999 2000 2001 2002 2003 2004
us 14,849 17,542 20,046 21,799 23,420 28,443 32,172
United Kingdom 4,630 6,279 7,635 8,840 10,110 13,649 14,727
Canada 1,975 2,108 2,260 2,308 2,333 2,399 2,520
Germany 1,125 1,425 2,275 2,610 2,650 3,100 3,970
Japan 1,810 1,870 1,801 1,925 1,875 2,026 2,147
Ireland 495 570 620 715 750 725 754
Sweden 675 725 635 560 570 635 1,030
Poland 48 65 83 99 140 190 220
Netherlands 450 550 570 530 540 645 850
Denmark 485 480 425 380 390 520 760
Switzerland 575 740 830 770 855 1,010 1,200
Others 2,581 2,730 2,913 3,062 3,208 3,545 3,995
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Table 6 (continued): Top ten export markets for US wine, 1998-2 0 0 8 ( 6 O-Dtsasesi n e

% change)

2005 2006 2007 2008 | CAGRI8 | CAGR 03
us 34500 | 35292 | 36459 | 35726 9.2% 4.7%
United Kingdom 16380 | 17743 | 18325 | 17,692 14.3% 5.3%
Canada 2,720 2,982 3,300 3,643 6.3% 8.7%
Germany 3,500 2,600 2,550 2,450 8.1% -4.6%
Japan 1,982 2,243 2,126 2,069 1.3% 0.4%
Ireland 795 895 1,050 1,075 8.1% 8.2%
Sweden 1,150 1,075 965 955 3.5% 8.5%
Poland 380 460 625 780 32.2% 32.6%
Netherlands 1,020 740 733 774 5.6% 3.7%
Denmark 765 800 870 755 4.5% 7.7%
Switzerland 1,430 1,265 1,250 711 2.1% -6.8%
Others 4,379 4,490 4,666 4,823 6.5% 6.3%

Source: The IWSR

One of the truisms of the beverage alcohol industry is that the larger the
domestic market the less inclined those producers are to focus upon exports.
That has certainly been the case for the US wine industry, which only over the

course of the past decade has began focusing on exports to any great extent.

California Wine Institute International Marketing Director Linsey Gallagher
says:iWe have a big domestic market and most wi
they have domestically and so exports are not always a top priority. That is
changing, particularly given the economic pressures in the domestic market.
Webdbre seeing a | ot of strategic effort being
the board from large to small wineries. That is really going to bode well for our

US wine industry going forward. o

US wine exports, 90% from California, surpassed the US$1bn milestone for
the first time in 2008 in terms of revenues, a rise of 6% from the previous year,
according to the Wine Institute. Volumes climbed by 8% to 55m nine-litre
cases. Between 1994 and 2008, exports increased nearly five-fold (from
US$196m in 1994).
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The EU accounts for almost half of that export total, accounting for shipments
of US$486m in 2008, a rise of 2%. Volumes outpaced value growth, rising by

almost 9%, due to the increase in bulk shipments.

Gallo general manager, Europe George Marsden says: i We continue to se
new world wines specifically US wines grow, particularly in the UK. The US
category is growing in Poland, Germany and a number of other European

mar kets such as Scandinavia. 0

Headds:1 One of the phenomena thehUKtandrisenad |y t oo Kk
spreading across Europe is the growth in rosé. The US accounts for a

disproportionate share of rosé wine sales. Gallo alone has almost a 25% share

of the rosé market in the UK. As rosé wine continues to grow in popularity,
specifically in Eur op e, we are going to see Californi

continue to grow. oo

The recession-hit UK was the largest component of that European business. In
tough trading conditions, California continued to build market share in the UK.
In a major milestone, the US overtook France in 2008 to become the number-
two supplier country in the UK. Only Australia sells more wine in this key

competitive market.

Overtaking France to become the second-ranked supplier in the UK was quite
an achievement for the US and provides firm evidence that it is producing the
wine styles that international consumers are seeking. US wine has historically
been given less shelf-space than France, so these results really reflect the
consumer sd taste. Wiernnganwvatietals and glemasdhatf r ui t of f
appeal to the consumer have really helped the US to stake its place in the

market.

There are a number of key factors driving the growth of US wines. Marsden
says: iwWe continue to see new woinds,dgrowi nes, sp
across a spectrum of markets. A key driver has been the rosé phenomenon
that really took place in the UK and is now spreading across Europe. The US
accounts for a disproportionate share of rosé wine sales and Gallo is
particularly positioned to capitalise upon that with almost a 25% share of the

UK ros® mar ket . o
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Headds:iWe think ros® is going to cont
UK red and white wine sales in the UK are flat. It is really rosé that is driving
wine growth in the market. We think there is still tremendous potential for roseé.
I donét think it is unreasonable to

There is a | ot of addi ti onal vol ume

Gall o has capitalised on that t ranhdt

has been running across Europe since last year.

Wine Institutedés Trade Director for
keys to that UK success. i Cal i f ornia has the rig
brands, flexible and responsive producers, and a huge diversity of quality
varietals to weather the current business climate. We are the best equipped to
meet future challenges and build both on our consumer perceptions and our

mar ket position. o

Neighbouring Canada was the second-largest destination, accounting for sales
of US$260m, a rise of 11%. Volumes were around 3.2m cases, an all-time
high. Canadian sales were boosted by a favourable exchange rate and strong
promotional activity. California wine producers ran a particularly effective

campaign with the important Liquor Control Board of Ontario (LCBO) to create

nue to

expect

t o come.

wi th it

t
ht

afully-i nt egrated marketing campaign cal

largest retail promotions of California wines ever outside the US market.
Gallagher says: i Many Cal i fes weneiirvolvediimtieerpromotion. It

was a significant investment but it really did the trick for us. To have 11%

revenue growth in what is a very mature

Japan is the next largest export market at US$61m. In 2008, bottled table
wines increased in value by 6.5% over 2007 despite significant volume

decreases due to an increase in bulk wine shipments.

Shipments to China rose by 34% to US$22m. Eric Pope, Wine Institute
regional director, Emerging Markets: Ai Chi na r e mast sosght-aftere
export market worldwide due to its sheer population size. Growth continued,
albeit at a slower rate than in 2007 i perhaps a first sign that the global

financial <c¢crisis is impacting the Ch

Gallagher says: fiChina is a big focus for us and everyone is trying to figure out

how to crack that nut, and how to deal with the distribution challenges in that

nese

he UK

combi

mo
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market. Then we have to get to work on getting consumer demand and then
getting wine as part of the consumer culture, which it is not necessarily right

now.

AHong Kong, Macao, Singapore and Japan

Long term we anticipate real growth in the Asian markets. They, along with
Eastern Europe, probably represent the best long-term growth opportunities for

US wines. 0

Wine Institute director, International Department Joe Rollo says: i Asi a
continue to provide the greatest growth, but Eastern Europe may also grow. |

am concerned by the anti-alcohol movement in Europe and continued

increases in taxes, distribution and
Rollo believes that there remains considerable headroom for further US growth
in export markets. He says: i | t is important to recogni se

small market share in even our largest export markets. | believe we should
continue to grow based on the acceptance of our wines by the trade. California

has benefited by the trade and consumer interest in new world producers. The

wines taste good and are fairly priced. 0

Producing for the international consumer
US suppliers are now tailoring their wine styles for export markets. That

represents a significant change in the mentality of US producers. Gallagher

says:iWe used to produce for the domest.i

over that would go into the export market. In the last five years in particular

those US producer that are in the export arena are much more willing to style a

product that suits international tastes.

For example, US Chardonnay tends to be a very heavily oaked and buttery in
taste, which appeals in the US but not necessarily in international markets
where there is a preference for much less heavily oaked wines. California
producers are now producing less heavily oaked wines for export. Gallagher
adds: Al t s lmbwinemakers and winery management is now willing to
entertain customising products for the international market, which was not the
case before. Now the product is really being styled for the international

consumer. US producers are now willing to go through the production

chall enges and compromi se because thatoés

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w,t d r"
~Arinks
-

mar ket i

t

mar k

whe



Page 44 Chapter 2 Supplier country profiles

US producers do suffer in comparison with other new world producers in that it
has a relatively higher production cost base. Gallagher says: i We ar e

in at a bit of a disadvantage compared with Chile as an example. There is a
small number of very large wineries in the US that are able to be competitive at
the lower end but the majority of our Californian producers are challenged by
high land and labour costs. Our new world competitors start out at an
advant age, so we have to find effic
good at. Then you add in a lot of the tariffs and taxes that we face as a US
producer that a | ot of ot heike Egrapa astan

example. It is tough.o

Overall, the California wine grape crush totalled just over 3.05m tonnes, a fall
of around 6% over 2007 levels, according to the preliminary crush report

released by the California Agricultural Statistics Service.

Red wine varieties accounted for the largest share of all grapes crushed, at
1.7m tonnes, down 9%. White wine varieties totalled 1.34m tonnes, down 2%.
The tonnage of major wine grape varieties, other than pinot noir and pinot
grigio, was down. Cabernet sauvignon was off 24% or roughly 100,000 tonnes.
Merlot was down 26%, while Chardonnay accounted for the largest percentage

of the total crush volume with 15.4%.

The lighter crush is probably good news for the wine industry. It will help
maintain prices at a time when demand is under pressure, due to recession.
Average prices for the 2008 red wine grapes were US$642.87, up 3%, and the

average price for white wine grapes was US$538.74, up 12%.

Competing at mid-tier price points

Because of that higher cost base Gallagher believes that US producers, with
just a few exceptions, will need to vacate the low-price area and concentrate
on improving its representation of mid-price entries, adding: i Ou r go
help our producers that are already there at the lower end to succeed but to

move it a little bit higher up in terms of pricing so that a larger number of US

cC omi

ng

iency in

al

es

wineries can succeed and not just one

a very good job at the very low end of the portfolio as well as at the very high

end of the portfolio and we have a lot more effort now of trying to bridge that

donodt

t wo

gap and have mor e av 8he éxpldns that thenchallemge ismi ddIl e. o

getting the message out that California does have more than just very low- and

very high-end wines.
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Chile

Table 7: Top ten export markets for Chilean wine, 1998-2 0 0 8 ( 6 0-Dtiz sases% e

change)

1998 1999 2000 2001 2002 2003 2004
Chilean 20,961 21,371 24,239 29,327 30,531 34,790 40,747
United Kingdom 3,720 3,856 3,852 6,080 6,403 7,400 8,448
us 4,220 4,245 5,230 5,730 5,675 5,645 5,860
Germany 1,525 1,750 2,225 3,050 3,300 4,550 5,650
Denmark 965 1,100 1,200 1,725 1,745 2,355 3,265
Netherlands 745 825 935 900 905 1,155 1,373
Brazil 355 414 615 622 669 880 1,240
Canada 1,705 1,688 1,670 1,655 1,647 1,597 1,678
Ireland 360 535 695 875 1,108 1,249 1,501
Sweden 627 835 1,125 1,465 1,755 1,820 1,815
Japan 2,300 1,150 1,085 1,125 1,070 845 880
Others 4,439 4,973 5,607 6,100 6,254 7,294 9,038

2005 2006 2007 2008 | CAGRIS | CAGR 03
Chilean 42,769 44,123 48,943 50,444 9.2% 7.7%
United Kingdom 8,760 10,495 10,836 10,641 11.1% 7.5%
us 6,000 5,700 6,200 6,325 4.1% 2.3%
Germany 5,930 4,400 4,500 4,300 10.9% -1.1%
Denmark 3,185 2,790 2,600 3,300 13.1% 7.0%
Netherlands 1,575 1,857 2,114 2,250 11.7% 14.3%
Brazil 1,350 1,665 2,100 2,241 20.2% 20.6%
Canada 1,639 1,678 1,942 2,098 2.1% 5.6%
Ireland 1,575 1,650 1,800 1,850 17.8% 8.2%
Sweden 1,610 1,480 1,600 1,588 9.7% -2.7%
Japan 834 890 1,169 1,483 -4.3% 11.9%
Others 10,311 11,519 14,083 14,369 12.5% 14.5%

Source: The IWSR
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Chilean wines had a highly successful 2008, with export volumes rising by
2.4% to 40.1m nine-litre cases, while value sales rose by 7.7% to US$1.16bn.

Chile is very unusual in that it exports a very high proportion (around 75%) of

its wine. Its domestic market is still quite modest. Chile has perhaps the most

enviable export spread of the new world countries. Although the UK (22% of

exports) and US (17.1%) remain critical, Chile exports a greater proportion of

its wines to other markets compared with Australia, South Africa and New

Zeal and, which are far more dependent upon
markets are: Canada (6% share of Chilean exports); the Netherlands (5.3%);

Brazil (4.4%); Ireland (4.4%); Denmark (4.3%); Japan (3.7%) and Germany

(3.4%).

More positively, Chileds sales in most expor
UK, Chilebs biggest mar ket at the moment, d
although it had enormous growth in 2007. However, the US rose by 5%,

Canada by 16%, the Netherlands 24.6%, Ireland 15.9%, Denmark 22.5% and

Japan 29.6%.

According to Wines of Chile director Michael
is fairly straightforward. A Chi | e has al ways represented goo
points. Chile has been an effective, responsible and reliable exporter of wine
t hat never | et anyone down and whatés happe
finding out that Chile can produce much more than entry level wine, but still at
good value. It is partly disaffection with some other new world wine countries.
There has been a little bit of a move across from countries like Australia.
Generally the spread of export markets for Chile is much broader than other

new world countries. o0

There are signs that the poor global economy combined with currency
movements is beginning to take a toll. There was a definite slowdown at the
beginning of this year. In February, Chilean exports were down 21.1% in value,
and 13.3% in volume. Cox says:iThe outl ook for exports in g
there were any qualification it would be currency issues raised their ugly head
in the UK, with the weak pound sterling against the US dollar. It is making

Chilean exports that bit more expensive. o

The linkage of the Chilean peso to the US dollar compounds it. The Chilean

peso has been a very strong currency in the last two to three years: Chile
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exports a lot of copper at very high prices on world markets, thus the Chilean
peso against the dollar has been very high. That has changed recently,
however, so in other words when wineries have all their costs in pesos and
their revenue in US do430%dectnein mdrgng.&axe suf f er e
sayssAThe wupshot of it is that Chilean winerie
the short term. The good thing is that most of them are taking a magnificently
pragmatic view and are able to weather the currency issues, because they see
underlying trends that are very strong and that in the future, when currency
settles 1 which it inevitably does 1 their base markets are still in growth and
wine production is still on the increase. The Chilean wine industry remains very

bullish about the future.o

Chil ebs production cost base is also relati
Californian or European producers. Nevertheless, Chile has been beset with

inflation in recent years, which has driven up general production costs.

Although land and labour costs are lower, capital costs are relatively high.

Grape prices have also been high by historical standards due to rising

demand.

Chi | e 6 s spacerhasybeen growing quite steadily, at a manageable pace

of 4-5% increase in hectares planted each year. Cox says: i Supply and
demand is pretty much in balance. It really stands in contrast to Australia, for

instance, which went through this extraordinary growth in plantings in the late

6906s and has been caught out a little bit.
SO grape prices are quite firm with demand, especially for quality grapes in

quality regions. For instance, sauvignon blanc in Casablanca,i s qui t e high. 0

One of the interesting aspects of the Chilean industry is that it has a winery
ownership that is predominantly by individuals and families that have derived
their primary source of wealth not from wine, but from other sources of doing

busi ness, whether ités fruit, nuts or copper.

Chil ebdbs ownership structure is al so quite
wineries is quite small. There are only about 300 active wineries, which, for a
country with that size of production, is fairly small. The average profile of a
Chilean winery is medium to large by international standards. There are also a

small, but growing number of boutique wineries.
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This is possibly also attributable to the relatively small domestic base, and

absence of wine tourism. Chile is yet to develop

slowly. Chilean wineries have been established with a view toward the

economy of scale required for exports.

Also most Chilean wineries are family owned. Even Concha y Toro, the

largest, although a public company, is controlled by the Guilisasti family.

There has been some consolidation of the ownership structure. Last year, two
of Chileds | eading wine companies,

of the Vifila San Pedro brand, and Compafia Chilena de Fosforos, the owner
of the Vifia Tarapaca brand, merged. In Chilean domestic still light wine sales,
2007, San Pedro ranked third with 5.5m nine-litre cases, while Tarapaca
ranked fifth with 325,000 cases. In worldwide sales, San Pedro ranks as the
15th-largest wine producer with 7.75m cases in 2007. The addition of
Tarapac§86s 1.05m <cases woul d take

worldwide rankings, above local contender Santa Rita. Concha y Toro, the
Chilean leader and world number two producer, has nearly double the

combined total.

Chile underwent a dramatic viticultural transformation in the 1990s. There was
large-scale investment from international producers that helped this

transformation.

New plantings

Anot her key t o Ch eeh @sbatachsent to thae Big, gopukar
international varietals: Cabernet sauvignon chardonnay, sauvignon blanc,
cabernet sauvignon, or merlot. Over the last decade Chilean winemakers there

have been planting more carmenére, syrah and pinot noir.

fiCabernet wi | | al ways be king, but
variety in terms of future potential and volume. The style of pinot noir that is
growing in Chilebs cooler regions,
quality of Chilean sauvignon blanc is getting better and better, and much more
distinctive. Carmenére has had a bit of a rough ride because no one seems to
know much about it, but it is getting better and better, and has a big future as

consumers seek out more esoteric varietals. Longer-term, consumers will look

that,

Compafia

t

he

grou

syrah i

especiall

to Chile for syrah, pinot noir and car men re
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Chardonnay also has a big future, because C
planting for many years in cooler northern regions like Casablanca and San

Antonio. i T h ochadonnay wines are looking really good. They are also

making a different style of chardonnay that is much less heavily oaked and

much more suitable tsays Eoxrldepatsa notepthdt at es, 0O
Riesling, from a smaller base, looks promising too. Blends are not common in

Chile, but recently winegrowers have been experimenting with these.

Regional challenge

Chilebs regional neighbour, Argenti na, i's n
export markets. This could have some bearing on Chile. It has the potential to

create more awareness of South American wines. It also has some potential to

create some confusion. Cox says: fi | t is positive that wines
American continent are becoming more and more recognised and understood,

but |l 6m dee@¢l yhdrupepeoate dondt make <cl ear d
South American countries. It regards South America as a country and not a

continent. Supermarkets will list wines from Spain, Portugal, Australia, New

Zealand, California and then South America. They lump it all together under

South America. Webre trying to give Chile a

because its wines are so different from Arge

More premium positioning

Chile initially made its reputation exporting low-price wines, but has recently
enjoyed some success at higher price points. This mix improvement is
reflected in the overall export sales where value sales are outpacing volume

sales.

Forbes says:A Pri ces have risen, but haveeisergr eat t hi
across the board and markets have still kept faith. There is an underlying trend

for the trade initially and the consumer to buy into the concept that Chile can

still sell at the higher prices, because th
matt er that ités a pinot noi 1GBRlIAHIBbeinqq UK t er me
perceived more and more as better value than a pinot noir from Burgundy, for

example.

AThe challenge is to maintain the progress a

image of producing premium-quality wines. We have to convey to consumers
that it ds n oThurgdaysvine;iais evpoad v@ekend wine option as

wel | . Thatds a very real objective a very r
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happening. More specifically, Chile needs to be much better represented in the

ont r ade

s |

The whole profile of Chile has changed [and] is changing, b u t [

progress

Argentina

Table 8: Top ten export markets for Argentinean wine, 1998-2 0 0 8

and

Ow progress.

and

become
Ch

t he

more than the house caberrt
ile has moved on hugely fro
t 6s wor k i

best

S

yet t

O come. O

( 6 0-Dtie: sases| % e

change)

1998 1999 2000 2001 2002 2003 2004
Argentinean 6,151 6,923 7,745 7,907 7,966 9,600 12,228
us 1,080 940 1,075 1,257 1,200 1,450 1,960
Paraguay 1,180 1,735 1,630 1,581 1,701 1,765 1,991
United Kingdom 885 1,090 1,370 1,350 1,295 1,850 1,965
Canada 100 145 188 239 243 359 567
Brazil 145 275 302 293 438 643 1,100
Netherlands 275 305 450 435 436 485 685
Denmark 255 280 285 235 300 440 545
Sweden 172 165 170 130 130 170 215
Russian Federation 6 46 41 70 180
Germany 315 375 450 420 400 375 540
Others 1,745 1,613 1,819 1,921 1,782 1,994 2,481
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Table 8 (continued): Top ten export markets for Argentinean wine, 19982008 ( 60-00s ni ne

litre cases, % change)

2005 2006 2007 2008 | CAGRI8 | CAGR 03
Argentinean 15,777 17,537 21,322 23,404 14.3% 19.5%
us 2,325 2,555 3,017 3,750 13.3% 20.9%
Paraguay 2,730 2,935 3,090 3,217 10.5% 12.8%
United Kingdom 1,925 1,660 1,912 2,145 9.3% 3.0%
Canada 744 1,028 1,455 1,805 33.6% 38.1%
Brazil 1,200 1,300 1,700 1,587 27.0% 19.8%
Netherlands 850 1,025 1,304 1,401 17.7% 23.6%
Denmark 610 655 770 1,005 14.7% 18.0%
Sweden 410 610 705 884 17.8% 39.1%
Russian Federation 1,010 865 1,145 800 62.8%
Germany 583 670 702 710 8.5% 13.6%
Others 3,391 4,235 5,521 6,101 13.3% 25.1%

Source: The IWSR

Argentina is a good example of a large wine-consuming nation that is only
recently begun focusing on exports to any great extent. In 1970, per capita
consumption stood at a lofty 90 litres per annum. As that has fallen in the
intervening years, Argentine producers have looked to export markets to a

greater extent.

Between 1995 and 2007, Argentine wine exports climbed from 2.3m cases to
21.6m cases (bulk and bottled). Between 2003 and 2007, exports rose at a
21.8% clip. That growth was maintained in 2008 with bottled exports rising by
15.6% to 18.1m cases, and 26.6% in value to 500.3m.

Wines of Argentina UK director James Forbessays:fil t 6s t aken ten years
their export game in order. Since UShen theyo
sales surged by an incredible 43.4% in value terms to US$146m and 34.7% in
volume terms to 4.4m cases. Canada, the UK and Brazil were the next largest

markets.
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Forbessays:i Argentina is in a strong position, I
down despite the recession, or economic crisis. There are fewer obstacles for

them to overcome compared to other countries

The strengthening US dollar could present problems for Argentina because it
trades in US dollars. This is particularly the case in the UK. Forbes says: il | t

does make it tricky for us compared to some

If there is a disadvantage it is that Argentina really lacks the national champion
companies that can drive the category. There are now 400 Argentine wineries
exporting more than 2000 brands. Pernod Ricard, which acquired the
Graffigna brand from Allied Domecq in 2005, is one of those looking to
eventually emerge as one of the category leaders. Trapiche and Penaflor are
good bets. Pernod RicafTOesr eAdarn eemderKe®@ew hc ¢ ay s
there and wedbre among them. It wi || be inter

of years who emerges to claim that mantl e. 0

Argentina is naturally compared with its neighbour Chile. The big difference is

that Argentina has a large domestic market to service, something Chile lacks.

Forbes says: A Chi | e i s extremely commercially dr i
because they donoé6t have the domestic base.
huge pressure, they have a big domestic market that soaks much of their

producti on. 0

Argentina also has a much larger producer base with some 1,322 registered
wineries, compared with only about 300 active wineries in Argentina. Argentina
is still the fifth largest producer of wine in the world. Demand is roughly in
balance with supply. Forbes says: A We  wi | | see what happens i
harvest. It may be slightly down on 2008 so supply and demand is about right
at the moment. There has been more planting in Argentina to keep up with the

demand so they are being very pro-activeont hat . 0

The other thing that possibly sets Argentina apart compared with its new world
counterparts is its close association with food- particularly steakhouses.
Forbes says: A The whol e gastronomic connection is
and we are concentrating on bringing that to international markets. We see the
on-trade as crucial to what we do. It is the natural home for Argentine wines.

Competing with South Africa and Chile on price in the supermarkets is not
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Table 9: Top ten export markets for South African wine, 1998-2 0 0 8 ( 6 O-Otfesases,| % e
change)

1998 1999 2000 2001 2002 2003 2004
South African 9,761 11,195 14,702 17,592 21,742 24,644 26,255
United Kingdom 4,500 5,037 5,893 7,250 9,450 10,790 10,600
Germany 855 945 1,450 1,535 1,805 2,275 2,950
Netherlands 1,625 2,050 3,610 4,380 4,975 5,375 5,255
Sweden 377 430 550 680 735 1,375 1,835
Denmark 275 280 300 370 570 580 590
Belgium-Luxembourg 645 790 840 900 890 870 925
us 165 195 225 270 425 510 740
Canada 234 215 236 268 298 370 447
Switzerland 210 363 435 600 910 370 400
Finland 80 110 165 215 360 502 577
Others 796 780 998 1,125 1,324 1,627 1,936

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved.

_/Zﬂ’l‘-drinks

t hat



Page 54 Chapter 2 Supplier country profiles

Table 9 (continued): Top ten export markets for South African wine,1998-2 008 ( 60-00s ni ne

litre cases, % change)

2005 2006 2007 2008 | CAGRI8 | CAGR 03
South African 20383 | 28380 | 29672 | 34,129 13.3% 6.7%
United Kingdom 10,535 9,506 9,608 10,859 9.2% 0.1%
Germany 3,800 4,200 5,050 6,550 22.6% 23.6%
Netherlands 6,230 5,050 4,528 4,747 11.3% -2.5%
Sweden 2,370 2,540 2,790 3,080 23.4% 17.5%
Denmark 830 950 1,100 1,300 16.8% 17.5%
Belgium-Luxembourg 975 1,100 1,198 1,197 6.4% 6.6%
uUs 915 1,005 1,050 1,010 19.9% 14.6%
Canada 618 745 863 890 14.3% 19.2%
Switzerland 430 490 545 770 13.9% 15.8%
Finland 593 597 550 650 23.3% 5.3%
Others 2,088 2,198 2,391 3,077 14.5% 13.6%

Source: The IWSR

Although South Africa is considered a new world wine country it very much has
an old world history. Wine making in the Cape region dates back to the 17th

century.

Long, sun-drenched summers and mild, wet winters contribute to the ideal
conditions for viticulture atthe Cape. Sout h Africads apartheid
far from ideal and the country was excluded from many international markets

due to sanctions. In 1993, South Africa came back into world commerce.

It took South Africa a while to make an impact. As with many traditional
producing countries, domestic consumption has typically been heavily skewed
towards cheap table wine. Branding was minimal. This was reinforced by
sanctions, where the South African industry often had to depend on bulk
exportsi to the detriment of brand-building. Also, many of the wine styles and

local varietals were not suitable for international tastes.

With political reform and the advent of democracy in 1994, there was an influx

of financial and intellectual capital into the wine industry. This process has
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been aided by the involvement of renowned international winemakers such as
Zelma Long of Simi Vineyards in California, May de Lencquesaing of Chateau
Pichon Longueville Comtesse de Lalande, Anne Cointreau, Michel Rolland,
Michel Laroche and others.

Greater viticultural expertise and experimentation has led to the development
of new growing areas, particularly around the coast to the east and west of the
Cape Peninsula. Some of these are in marginal areas, on mountain slopes and

valleys further inland, where yield is naturally curtailed.

For most of the 20th century, the local wine industry was controlled by the
KWV or the Koperatiewe Wijnbouwers Vereeninging Beperkt van Zuid-Afrika
(Co-operative Wine Growers Association Limited of South Africa). Founded in
1918 to represent the interests of wine farmers and regulate the stable growth
of t he C a pndudtey, itvwias privatised in 1997, allowing for the
deregulation of the industry.

Production base

There are currently about 102,000 hectares of wine varietals under cultivation
in South Africa. White varietals constitute 56% of the plantings for wine, with
Chenin Blanc plantings comprising 19% of the total. Red varietals account for
44% of the national vineyard. The most widely planted red varietal is Cabernet
Sauvignon, accounting for 13% of the total. Shiraz accounts for 10%, while
Merlot accounts for 7% and Pinotage, which is indigenous to South Africa,
represents 6%.

More than 40% of the national vineyard has been replanted over the past ten
years. The local wine industry continues to re-align its vineyard offering in line
with international trends. While the focus has been on planting red varieties,
the last two years have seen shortages of white wine and therefore increased

plantings of Chenin Blanc, Sauvignon Blanc and Chardonnay.

Wines of South Africa CEO Su Birchsays:fi The f ocus sdéenless 694 ha
on expanding our vineyards and more on rest
80% white wine to 55% white wine today. The actual hectares under

production only increased from about 85,000 to 102,000, there has been very

little planting inthe lastfe w year s. 0O
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Because so much production is in these less fertile areas such as mountain

slopes and valleys further inland, with many requiring intense soil preparation,

South African production costs are relatively high. Birch says: i We 6 r e not real |}y
a particularly cost-ef f ecti ve pl ace ©Only alputB3d% ofe wine. o
vineyards are positioned to generate high yields. Obviously labour in South

Africa is still cheaper than elsewhere though increasingly less so.

In South Africa the real barrier to entry to new companies is the high cost of
capital. Birch says: AiThe <cost of capital is enormously
inhibiting factor in terms of industry investment. Because of these capital costs
you have to be very sure youhdpriceshgforée ng to sel

you invest in a new vineyard. o

Golden Kaan international president Marian Kopp of Golden Kaan argues that

South Africa can turn this production weakness into a strength. i Far mi ng i n
Chile and Australia is much more efficient and relatively less expensive

because they tends to be | arger with higher
because the vineyards are much smaller parcels and the layout of the

vineyards tends to be inefficient. But South Africa fortunately turned it to an

advantage because they also have incredible biodiversity and an array of

microclimates, which can make their wines inherently more interesting. If

South Africa can learn to market the fact that many of its wines are limited and

really distinctive they could capture t he consumer i magination. 0

Birch adds: Al n t he | ast few years there hasnot b
i ndustry hasndédt been hugely profitable and p
which is not necessarily a bad tldratherg because
be in a situation where it is in balance th
production pressure and in fact this last year when the rand weakened we

were able to get rid of any of the surplus that was still left in the tanks. We had

some red winesur pl us. So webdbve entered the harves
not hi ng, and this harvest is going to be sm
don6ét know by how much but it is definitely

The quality of t hi s vy e autstasdingw acnoedinggto ape har v
Erhard Wolf, who heads Distellds grape and w
a picking season that was shorter than average by more than a month, placing

enormous pressure on harvesters and cellar resources. i Al t hough this ha

been a tough vintage in terms of logistical challenges, both red and white
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varieties have come into the cellars in top condition, showing excellent

concentration of flavour. Alcohol levels have also been well managed with fruit

ripeness generally occurringatl ower sugar | evels than

Wolf said crops were on average about 5% down on last year but that this did
not hold for all varieties, with the intake of chardonnay and merlot, for example,
slightly higher than average. Across the board, grape prices paid by Distell to
its suppliers were 10% higher than last year. The company sources its grapes

from all the Cprquecidgregioresj or wi ne

Export led growth

South Africa has gradually made the transition toward an export-led wine
industry. Between 1995 and 2007 South African still light wine exports rose by
16.2% CAGR to reach 31.1m nine-litre cases. Exports today account for

around 50% of South African production, up from just 21.7% in 1998.

There have been a number of factors driving this export growth. International
consumer tastes are moving toward aromatic white wine styles such as chenin

blanc and sauvignon blanc. South Africa has also been at the forefront of the

international growth of rosé. Birch says: i We have these huge

chenin blanc and sauvignon blanc, which makes an exceptionally drinkable

aromatic whi t e wi ne. We 6v e been very

varieties. Weebywseccesstulsvith olir eosérexperts. The average

growth per year between 2004 and 2008

Growth in export markets has also been driven by the weak rand, which has

rec.

pl an

SuUcCCcCeEe

ros

enabled to hit lower price points. Birchsays: il n countrUk,s wedkwe t he

had huge vol ume of growt h at t he bottom

encouraged by the fact wedre al so seei mo v
prices around GBP9 and GBP10. Those nes ar
However as an emerging economy the rand has also displayed considerable

volatility, which makes it difficult for importers. Birch says: A That v ol ity |
ni ght mar e! ltéds up, down and sideways. So we
currency is really bufietwdtbuttwebvésl| gar he

producers and importers. So | think we have to establish the category at every
price point and not only rely on volume sales at the bottom-end to drive

exports. o
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The other big improvement has been wine branding. Various South African
brands have performed well in specific markets. In the UK, First Cape,
Namaqua and Kumala are leading the growth, in Germany it is Nederburg and
Golden Kaan, while Two Oceans is gaining in other parts of the world. Birch

says; A We 6 v e g dtstrorger brand presence than we had five years

ago. o
Brand Phoenix director Steve Barton adds: i Bu t there 1is a | ot abo
Africa that i sndt wor king. South Africa at

particularly well and has not ever worked well. South Africa is doing well for
one key reason. Australia is going up in price but South Africa, with a weak

rand, has been able to keep winning at key p

He adds: A That is why First Cape and the Il eadincg
today succeeding in markets like the UK. They are doing what Hardys and
Jacobés Creek have done for year s, produced

prices. 0

One leading UK supermarket buyer says:i The one probl em SA has h:
past is that its market leader, Kumala, had inconsistent wine because of the
way they bought. The biggest criticism of Kumala is that they used to buy on
the spot market, which meant you had inconsistencies so you could have one
of the chardonnays and it would taste completely different in one store to
another. Now they are looking to change that under their new winemaker,
which bodes well for the brand and category. Consistency is the key. That is

how Australia achieved what it has in the pa

Export spread

In terms of export spread, South Afica 6 s main mar kets are the UK
for 32.9% share of export sales), the Netherlands (18%), Germany (15%) and

Sweden (8.3%).

Birchsays:iPart of the reason for South Africabs
we have been able to establish ourselves in new markets like Russia and
Angola. At the same time wedve extended the
well, particularly in Northern Europe such as Denmark, Sweden, Germany and

the Netherl ands. o
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South Africadbds real weaknes & thdheast andeen its
profitable US market. It today sells around 1m cases. That also represents an

opportunity. Birch says: A Ther e are opportunities in the
countries. We still have a very small market share in most markets. It is much

easier to go from 3% to 5% in five countries than it is if you already have a

hugely dominant position. In countries like the US and Canada there is

incredible headroom for growth. We are also seeing really strong package

growth going into Australia, probably selling to all the South African ex-pats.

There are all these markets that are relatiwv
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Chapter 3 Key new world markets

United Kingdom and Ireland

United Kingdom

Table 10: Wine consumption volume in United Kingdom by country of origin, 1998-2008

( 6 0 0 O slitrexcases % change)

1998 1999 2000 2001 2002 2003 2004
United Kingdom 90,474 97,233 100,322 105,813 113,617 120,999 125,276
Australian 8,385 9,485 12,338 15,430 19,000 23,540 24,150
us 3,772 4,630 6,279 7,635 8,840 10,110 13,649
Chilean 3,330 3,760 3,909 3,898 6,128 6,453 7,400
South African 4,070 4,500 5,037 5,893 7,250 9,450 10,790
New Zealand 765 900 1,035 1,120 1,125 1,250 1,375
Argentinean 815 885 1,090 1,370 1,350 1,295 1,850
Old World 65,545 66,454 67,698 65,066 62,120 61,519 61,785

CAGR 98 | CAGR 03

2005 2006 2007 2008 to 08 to 08
United Kingdom 130,169 133,273 135,830 134,820 4.1% 2.2%
Australian 26,985 28,975 29,313 30,292 13.7% 5.2%
us 14,727 16,380 17,743 18,325 17.1% 12.6%
Chilean 8,448 8,760 10,495 10,836 12.5% 10.9%
South African 10,600 10,535 9,506 9,608 9.0% 0.3%
New Zealand 1,775 1,957 2,287 2,548 12.8% 15.3%
Argentinean 2,075 2,181 2,179 2,250 10.7% 11.7%
Old World 60,666 61,382 61,750 62,177 -0.5% 0.2%

Source: The IWSR

The UK has been a principal outlet for new world wines, and today accounts
for 32% of all new world wine sales, or around 74m cases. As a sign of how far

the sector has come, in 1990 new world wines sold only 1.8m cases. The UK
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is a natural venue for new world wines (it only produces about 1% of total
consumption). New world producers have benefited from cultural, linguistic and

historical ties.

A highly developed and consolidated retail sector made it relatively easy to
gain large-scale distribution relatively quickly. That consolidated retail sector is
proving a double-edge sword, and their heavy reliance on promotional and

discounting activities is one of the factors driving down profitability in the UK.

The UK market is in the midst of what might be termed a perfect storm. The
economy is contracting. This has contributed to a shift from on-trade to take-

home consumption, something that has been reinforced by the smoking ban.

News that the UK government has increased wine duty by 2% in April 2009,

which will add an estimated 4p (US$0.06) to a bottle of wine, will make a

difficult climate even harsher. This follows a 17% increase in duty in 2008.

Gallo general manager, Europe George Marsden says:iWe bel i eve in the
that duty is now past the tipping point and that these further duty increases is

seriously going to |leoppoiats ali teakthetakeeagei ndust r y.
bottle of wine in the UK is now around GBP4.16-4.17. Over GBP2 of that goes

toduty. il't has taken all t forethe pupmidrs andavkhilel i ty owut
nobody is c¢crying for wus | t hi-investintheg i ssue i s
brands, to invest in quality and to offer an attractive arrangement of wines for

the consumer. It poses a real chall enge. 0
Foster 6s [Itill dieadomNed Barker explains that if you look at the

total category value it is up on an MAT basis by about 4%, or about 15 pence

on an average bottle of wine in 2008. The average price is up to GBP4.20

now. However, when you look at duty increases over the same period there

has been a good 25 pence of value that has gone through the marketplace as

duty. il n effect we | ost 15 pence of val ue. Th
change in mix or a decline of about 10 pence a bottle. So it is significant. Our

ability as an industry to pass that duty on has proved very difficult. That

probably makes it even more attractive to th

That reduced profitability is forcing leading suppliers such as Gallo and
Constellation to restructure their operations in Europe. In January, Gallo
announced plans to eliminate 50 jobs inthe UK. i Youb6ve seen that sup

have had to take an aggressive look at all of their costs in the business and |

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
4




Page 62 Chapter 3 key new world markets

think everybody is aggressively reducing costs in the supply chain wherever
they <can. Wedbve | ooked at our European oper.
some tough decisions that have been brought about by increased government
taxation. We have just completed a very difficult process but we are very
committed to the European market, we remain committed to the UK, which is
our largest market outside the US. Only time will tell how all this plays out, but
so far, consumer demand has remained relatively robust. But there is no doubt

that the UK6s a much r eists wmddd atcd i vee. danar ket

The IWSR estimates that still light wine volume declined by 0.7% to 132.5m
cases in 2008.

The performance of the various new world sectors was highly varied. South
Africa bounced back from a weak 2007 by growing 12.8% to over 9.8m cases.
This growth was lead by the four top brands i Kumala, Namaqua, First Cape
and Arniston Bay all showing strong growth. First Cape went to 1.5m cases
and is expected to carry on growing strongly as their sponsorship of The Lions
tour of South Africa will see brand awareness increased.

Brand Phoenix director Steve Barton expl ains
UK has been along a fairly narrow base. He says: i Sout h Africa grew by
cases in 2008. No other country grew anywhere near that volume. 45% of that
volume was the First Cape brand. Another 20% of that overall growth comes
from own label growth. The rand has been reasonably favourable for own label
so the retailers have switched into South Africa. A couple of retailers have
been very aggressive and bought parcels of South African products that have
been driven through at incredibly low prices. This has served to accelerate

South Africaés growth in the market as wel/l

I nterestingly, Australian brand Lindemans, w
extending into several additional new world categories including South Africa.
Barker says:i Sout h Africa has seen significant gro
not surprising for a number of reasons. South Africa had a pretty tough time

the year before. So the year on year comparisons were relatively favourable.

South Africa is one of the few globally cur
total marketplace for South Africa is up and
next couple of years. We are goingtotap i nt o that growth with Lirt
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Australia, the |l eading supplier country, w a
Jacobés Creek both dropped significant volun
Yellow Tail all had a great year in 2008 with the latter potentially being the

success story of the year alongside First Cape. Barker says: A Australia i s

cl ear | y sHenateg thdt fotal golume is down about 6.5% on an MAT

basis, while value is down about 3% year-on-year according to Nielsen. If you

break that down there is quite significant growth at premium price points. The

critical losses are the sub GBP3 which has completely disappeared, and the

between GBP3 and GBP4 marketplace, which is down about 18%, while the

GBP4-5 declined by 38%. Barker says: i Wh y  i?sCriticafiyatiiere is one

brand that is driving the decline of Austral
It is simply one supplier pulling away from the cheap end of the marketplace,

which is probably a good thing for the long-term. There is some clear evidence

that there is some trade up within the Australian category. But we are

struggling at the | ower end of the marketpl a

Constellation International CEO Jon Moramarco says: AL ast year we tool
some big hits especially on brands like Hardys Voyage. So we said there is an
opportunity here to restructure some of our price ladders and took an
aggressive approach in terms of passing on duty and we discontinued a few
tiers of Hardys that we did not see long term profitability for. But we were not
anticipating the weakness of the economy and the fall of the financial markets
that took place in October. So our actions did hit the Australian category and

there have been some weakness in other Austr

The company is now re-evaluating that approach in light of the current

downturn. AiWe coul d be still |l ooking at tough t
ti meé We will mai ntain the price increases
back just because of competitor pressures in the market and reintroduced a

few that we had removed from the market last year. We are being realistic with

the economic conditions. There is a still significant piece of business at certain

price points that we were trying to move away from and we are acknowledging

thatintheshort term we have to play at those price

Encouragingly there are signs of consumer trade up within the Australian
category, with the GBP6 to GBP8 area rising by 26% year-on-year. Pernod
Ricard wine category marketing director Adrian Keogh says: iTher e is stil|l
value growth at above GBP5 but the hurdle is obviously shifting those through

the duty increases, but there i s Hstill S 0 mi
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notes that Australia, at GBP4.53, is on average already about 10% above the
average total still light wine pricing in the UK. That is despite the heavy

promotional activity.

US producers greeted news that the US had overtaken France in 2008 to
become the second-largest supplier after Australia with great aplomb. That
was based on Nielsen data. The IWSR believes that France may still hold a
slight edge because it is infinitely stronger in the on-trade, independents and

potentially even the smaller retailers.

That development was underpinned by the growth of the rosé category in the
UK, with off-trade sales increasing by 13.5%. Remaining the number one rosé
wine in the UK, Gallo Family Vineyards White Grenache was the fastest
growing of all wines in the top five i up by 5.3%. Sales of Gallo Family
Vineyards White Zinfandel grew by 4.2%, maintaining its position as the
number three best selling rosé wine in Britain. Combined, Gallo Family
Vineyards rosé wines account for 18% of the rosé category in the UK. That
position was reinforced with its successful
initiative was launched into the off-trade sector for the first time, with at home
kits, which include a bottle of Gallo Family Vineyards White Grenache, Rosé

on the Rocks balloon shaped glass and branded ice tray.

Marsden says:i The US has a di sproportionate share
has almost a 25% share in the UK. As rosé wine continues to grow in
popularity youdre going to see fuatoi forniabds

grow. 0

Diageo-owned Blossom Hill is another brand successfully tapping into the rosé

phenomenon. Percy Fox marketing director Helen Fletcher says: i Consumer s
really like the flavour profil e, it oés mor e
driven, especially the new world styles driving the category. | think the pink

colour has something to do with it. I'tds gL
sense of optimism and summer so therebs som

Wi ne. o0

Encouragingly she notes that rosé sales are not as seasonal as they used to

be:f | t started out as a summer dr troukd b u't has

drink. Because itodés available all year , peo
certainlyseeanup-l i ft i n the summer. 0
© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks

-



Page 65 Chapter 3 key new world markets

Blossom Hill has benefited from its strong value for money approach,

something that the company aims to continue. Fletcher says: i The f acts show
that more products are being sold with promotions this year than last year,

retailers are react iurgmentsoWetaleean arrecessiont omer sdé r
so people are looking for bargains and value. We have a new innovation to

react to that, a brand called Signature Bl e
allows retailers to discount from GBP4.99 to under GBP4.00 but still offers the

consumer a great taste that they get from BI

wel |l . 0

Gallo is another company that is revising its approach to the UK in light of the

duty increases and promotion-heavy environment. Marsden says: i The key

thingis wedve made a strategic decision that we
the three-for-GBP10 business. The industry is becoming commoditised and

that is why you are seeing all these three-for-GBP10 offerings that are not

good for t he i ndu secisign.that\kathérvttean fotasih@ ona d
driving down price webdre going to invest i n
investment in terms of the quality of the fr
from, in oak, in wine equi pmeththatbhope so f orth
others will follow.d

Marsden says that the company is prepared for any volume hit that may
emanate from that decision. il f it means selling | ess as a r
from three-for-GBP 10 06 s

price points that are sustainable for wus th

while offering thmsaonsumer I
trade-of f . 0

The appreciation of the US dollar against sterling could slow that progress.
Marsden says:iFor US wines the number one issue th
duty. The number two is currency. These create an added burden and

chall enge to overcome. 0

Moramarco says: A Ef f ecti vely US goods because of cur
third. In the UK, with tight margins, a 33% increase in cost knocks the heck out
of your income stake. There are different philosophies on hedging currency,
certain players are somewhat hedged against that. If sterling stays weak you
wi || see increased pressure on pricing becau

buy grapes t dPerap&dx enarketing director Helen Fletcher says:
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AAnyone who is selling wine in US dollars is

wi || be a challenge because it directly i mpa

The currency issue could also work against Argentina because it trades in US
dollars. Wines of Argentina UK director James Forbes says: il t 6 s worrying i
the UK because Sterling is very weak against the US dollar. But the good
news is that Argentine wine has been under-priced and under-valued for quite

some timenowinUKsot here is some slack to be taken wu

The average price for a bottle of Argentine wine is GBP4.15 (in the middle of

February 2009), below the UK average of GBP4.21, although it is increasing

quite rapidly. Wines of Argentina director James Forbes says: il f you | ook at
the previous year at this stage the average UK price was GBP4.03 and the

Argentine price was GBP3.80 so you see the gap has narrowed quite

considerably. Argentina is now above Chile, which has an average of
GBP4.080o.

Forbes believes that Argentina is now on a firmer footing in the UK. He adds:
AWe are stild]l growing in the UK, we have def

in the UK, and a stronger franchise in the UK. When you are in that position

and things get a little tougher, retailers wonét be so inclined to d
are more willing to work together. l'tés som
hard on over the |l ast couple of years, and i

dividends. Relationships were not strong but now we have formed some quite

strong relationships, and a good franchise a

New Zealand grew 3.5% and could potentially boom in the second half of 2009
due to the largest 2008 harvest and consequent softening prices. Oyster Bay
and Villa Maria were the strongest performers with Oyster Bay in particular
moving above 600,000 cases | only the second NZ brand to do so after

Montana.

Ireland

The Irish economy has long been the star performer in Europe, earning it the

moni ker of 6Celtic Tigerod. But today that ti
credit crisis, the bursting of the housing bubble and other assorted economic

woes. Ireland is now firmly in recession and forecasts predict the economy will

worsen throughout 2009. This is serving to depress what was, until recently,
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one of the more vibrant imported wine markets in Europe. The increase in wine

duty is exacerbating that unfavourable trend.

The wine market in Ireland has more than doubled in the last ten years, with
new world wines leading that growth. New world wines now account for around
75% of total still light wine sales in Ireland. French wine lost its top spot in
2002 after being taken over by the fast-growing Australian wines. Australian
wines are still ranked number one, but demand has stagnated and sales fell in
2008 (-7.2%), though this is mainly due to recession in Ireland. Leading brand
Jacobs Creek fell 17.4%.

The challenge for the Australian industry is to build value. As part of that thrust,
Australia has recently brought i ts
highlighting the best wines the country has to offer and educating consumers
on its classic wine regions. No other supplier country appears to be investing

as much in generic campaigns as Australia.

Chilean and US wines remained stable in their second and third positions
respectively, with Chilean wines growing 2.8% and US growing 2.4%. The top
US brands Blossom Hill and Gallo decreased in volume in 2008, however. The
top Chilean brand is Santa Rita, which grew a further 12.4% in 2008, thereby
securing its top spot and selling more than 100 cases more than its next

competitor, Carmen.

South African wines have been in decline for a number of years. There has
been less investment in this category and sales are falling as a result.
Argentinean wines have also been falling over the last few years and were
down 14.3% in 2008.

New Zealand wines have been growing year on year. Sauvignon blanc is one

of l rish consumersé6 preferred variet

Read, European market manager for Villa Maria Wines, believes Irish
consumers love the Apurity and intensity of

O0Regi one

es.

fruit

Sal

t h

consistently express. New Zealand produces

shesays. il n addition to our winemakers
with journalists and key customers, | participate in the activities organised by
our generic marketing body, New Zealand Wine Growers, to continue to

strengthen awareness of New Zeal and
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The wine category has suffered in 2008 from the recession and the situation is
expected to be worse this year. The IWSR forecasts predict that volume sales
of new world wines will drop by 3.5% this year. Consumption is unlikely to

decrease dramatically as wine is now an everyday part of life.

Scandinavia

Table 11: Wine consumption volume in Scandinavia by country of origin, 1998-2008 ( 6000 s

nine-litre cases, % change)

1998 1999 2000 2001 2002 2003 2004
Scandinavia 34,776 36,696 38,904 41,116 43,394 45,140 44,884
Chilean 2,623 3,185 3,501 4,358 4,680 5,510 6,566
Australian 1,034 1,198 1,359 1,478 1,969 2,869 3,663
South African 784 892 1,108 1,386 1,780 2,664 3,330
Argentinean 525 523 537 433 495 774 1,104
us 1,408 1,495 1,309 1,204 1,219 1,475 2,195
New Zealand 54 54 47 61 66 72 83
Uruguayan 11 12 9 15 4 3 5
Old World 28,337 29,338 31,035 32,182 33,180 31,772 27,937

2005 2006 2007 2008 | CAGR98 | CAGR 03

to 08 to 08
Scandinavia 45,835 47,193 48,886 49,742 3.6% 2.0%
Chilean 6,360 5,807 5,882 6,705 9.8% 4.0%
Australian 4,199 5,052 6,535 6,496 20.2% 17.8%
South African 4,094 4,337 4,638 5,254 21.0% 14.5%
Argentinean 1,590 1,991 2,338 2,808 18.3% 29.4%
us 2,323 2,325 2,314 2,197 4.6% 8.3%
New Zealand 86 113 141 157 11.1% 16.7%
Uruguayan 6 6 6 12 1.6% 29.2%
Old World 27,177 27,563 27,033 26,113 -0.8% -3.8%

Source: The IWSR
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Sweden
Wines from the new world have a strong presence in Sweden, accounting for
45% of the still light wine market. Six out of the top ten brands are from either

South Africa or Australia.

Until recently, Sweden had been dominated by old world wines, but since 2005
new world wines have surged. Australian and South African wines both sold
over 3m cases in 2008. Over the last ten years, the Australian segment
showed double-digit year-on-year growth, almost entirely due to bag-in-box.
South Africa overtook Italy as the number-two supplier to Sweden a couple of

years ago.

Systembol agetds sales figures for the first
fortunes for new world wines. South African wine continued its upward climb,

rising by 23% on the same quarter of 2 0 0 8 . South Africads marKke!
risen from 18.8% compared to 16% in the same quarter in 2008. South African

reds grew by 35% for the first quarter of 2009, whilst whites only grew 3.8% i

both, however, are the market leaders.

Austr al i anrkewsharesfélisby 8 to 14.4% in the quarter, which
represents a decline of 6.5% in volume terms. Chile and the US were the
largest losers for the first quarter of 2009, falling in volume by 4.4% and 12.1%
respectively. Argentina continues to perform well, rising by 13.1% on the same
quarter of 2008.

Norway

Norway is traditionally an old world wine market. Yet, South African wines
were the star performers in 2008, having grown by over 14% as more brands
became available in bag-in-box. South African brand Oude Kaap led the way,
rising by over 50%. South African wines are growing in popularity, because the
low value of the rand has allowed them to supply large volumes i mainly for
bag-in-box i at the right price point. New world wines are also succeeding in

tapping into the growing trend for rosé wines.

New world wines account for 40% of white wine sales in Norway and have
been gaining share. Chilean sales rose by 13.8% in 2008, led by brands like
Gato Negro (at over 100,000 cases). South Africa, New Zealand and the US
all posted strong growth.
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The Norwegian market is clearly slowing in the first months of 2009. Retalil

monopoly results for March 2009 versus the same month in 2008 make for

grim reading. The wine market was 9.3% down on the same month in 2008.

Of the new world red wines, only the US (the ninth-largest supplier country)

was up in March, rising by 38%. Other new world reds dropped as well; fourth-

ranked Australia lost 17.7% of sales. The red wine category dropped 11%

overall.

Central and Eastern Europe

Russia

Table 12: Wine consumption volume in Russian Federation by country of origin, 1998-2008

( 6 0 0 O slitrenciases % change)

1998 1999 2000 2001 2002 2003 2004
Russian Federation 28,635 29,880 36,100 39,665 41,845 43,900 44,885
Chilean 3 7 15 36 90 125 250
Argentinean 6 46 41 70
South African 6 15 30 42
Australian 8 23 65 70
us 30 70 50 55 65 50 50
New Zealand 0 0 1
Old World 30,667 28,558 29,815 35,989 39,427 41,534 43,417
2005 2006 2007 2008 | CAGR9E | CAGR 03
Russian Federation 54,430 65,405 70,968 71,380 9.6% 10.2%
Chilean 465 795 930 1,410 85.0% 62.4%
Argentinean 180 1,010 865 1,150 94.8%
South African 45 55 145 200 46.1%
Australian 75 83 115 190 23.9%
us 55 120 97 175 19.3% 28.5%
New Zealand 2 6 7 15 16,971.6%
Old World 44,064 52,362 62,997 66,792 8.1% 10.0%

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved.
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The new world wine market in Russia has made considerable progress over
the last ten years, moving from a virtually unknown category (holding just 0.7%
of the imported market in 1998) to around 12.8% of the total imported wine

market in 2007, or 3.1m cases.

New world producers received a boost in 2007 when Russia banned wines
from Georgia and Moldova. Those two countries had previously accounted for

about 80% of the imported wine sector.

The ban created a huge gap in the Russian wine market. The Russian
population was faced with the perfect opportunity to experiment with
alternative drinks and try new brands. While some people have switched
categories, many have looked to new world wines. The Russian consumer is

developing a taste for a variety of wine styles.

With large supermarkets, such as the French chain Auchan, entering the
market with great success, the Russian consumer has a much wider choice of
wines than ten or 15 years ago. New mega-parks have popped up around the
outskirts of Moscow and are spreading across the country; they offer

affordable goods to the everyday consumer and are never short of customers.

Argentinean and Chilean wines both witnessed strong growth in 2006 and
2007. In the Chilean sector, Concha y Toro led that growth, while Tesoro and
Toso were the leading Argentinean brands. Three times more Argentinean
wine was sold in BRIC cartons than in bottles.

Unfortunately, the effects of the global crisis appeared to have taken a toll in
2008 and the first months of 2009. Prices of many imported goods have
increased significantly due to the falling value of the rouble and increased
import expenses. Preliminary data shows overall consumption of imported
wines was slightly up in 2008 compared with 2007, growing by 1.9%. Imports
of many new world wines fell in 2008, leading its share of the imported market
to fall to 10.6%.

Argentinean, Chilean, Australian and South African wines all lost sales in
2008, with only the US and New Zealand maintaining growth. Argentinean
wines fell 30.4%, Australian 15.8%, Chilean 14.9% and South African 7.5%.
US wines grew 57.1% and New Zealand 24.1%. Chile is still the top-selling

new world country; this is mainly attributable to its excellent price-to-quality

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks

-



Page 72 Chapter 3 key new world markets

ratio. Preliminary IWSR data shows sales of US and South African wines

overtook sales of Australian wines in 2008.

Consumers are still price-sensitive and will be even more so during the

financial crisis, which will contribute to falling new world sales.

Germany

Table 13: Wine consumption volume in Germany by country of origin,1998-2 008 (6000 s

nine-litre cases, % change)

1998 1999 2000 2001 2002 2003 2004
Germany 217,900 216,331 224,552 230,018 230,621 237,277 240,595
South African 825 855 945 1,450 1,535 1,805 2,275
Australian 375 490 825 1,425 1,530 1,720 2,750
Chilean 1,050 1,525 1,750 2,225 3,050 3,300 4,550
us 800 1,125 1,425 2,275 2,610 2,650 3,100
Argentinean 315 375 450 420 400 375
New Zealand 25 50 65 55 25

Old World 209,290 213,590 210,986 216,677 220,808 220,691 224,202
2005 2006 2007 2008 | CAGRIS | CAGR 03

Germany 243,670 245,460 247,590 244,100 1.1% 0.6%

South African 2,950 3,800 4,200 5,050 19.9% 22.8%

Australian 3,200 3,680 4,421 4,800 29.0% 22.8%

Chilean 5,650 5,930 4,400 4,500 15.7% 6.4%

us 3,970 3,500 2,600 2,550 12.3% -0.8%

Argentinean 540 583 670 702 11.9%

New Zealand 35 37 70 90 10.4%

Old World 224,250 226,140 229,099 229,898 0.9% 0.8%

Source: The IWSR

With a population of more than 82m-
largest economy after the US and Japan and is the leading market for
beverages in the European Union. However, with the population growth close

to zero (2007 saw the first decrease in decades), the proportion of elderly

peopl e,
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people is increasing, and the target group for alcohol producers is becoming

narrower.

The latest forecasts suggest that the German economy could shrink by as

much as 7% this year, which would be the worst performance since World War

II, and the outlook for growth remains bleak as world trade freezes. The

coll apse of Ger man exports, t he countryos
domestic industrial production has made Germans more pessimistic about

their future.

That is certain to strengthen the already powerful discount sector, led by Aldi
and Lidl. Aldi and Lidl account for more than half of the wine market in

Germany. These discounters tend to focus on own-label brands.

Germany is a very low-price market. Some 80% of the wine sold in Germany
sells for less than EUR3 (US$3.85). The average price for a 0.75 litre bottle of

wine was EUR1.78 in 2008. This leaves little margin over for brand building.

For that reason only 15-20% of wine products in Germany could be considered
brands. This difficult environment for brands also partially explains the
relatively limited inroads made by New World producers. New world wines
have an 11% share of the market by value, and 8% by volume. South Africa is
the leading new world country in Germany with shipments of around EUR65m
in 2008, followed by Chile, US and Australia.

Of the multinationals, Gallo has made the most sustained investment in

Germany, creating a stand-alone company in the mid-6 9 0 s . Af ter maki ng
inroads between 1995 and 2001, Gal |l ob6s brand vol ume ¢
stagnated. In 2006, the company took the decision to roll up the company and,

instead, farm out distribution to a third-party distributor in a cost-cutting

exercise. The move has wor keagaintsendnge 2007 Gz
up in Germany. Gallo general manager Europe, George Marsden says: fi We

had a very strong year in Germany in 2008 and in 2009 we project more

growth of our core varietal business. We are
The companydsobspoaascr sPleirf ekete Dinnerd (The

reality television programme, a popular cooking show in Germany, has also

proven a successful tie-in.
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Marsden explains that pricing remains an issue in Germany. Gallo is price-

positioned at EUR4.99 (US$6.40), which would be considered premium in
Germany. A The Ger man mar ket iis always going to b
the price points in the market place however we do see opportunity for growth

and continue to invest in our core Gallo Family Vineyards business and the

Ger man consumer h a s Galloersspacch thdicdtes whatl the. o

younger German consumer, who is seeking new experiences, is open to New

World wines. The challenge for Gallo is to innovate in a way that is relevant to

these younger consumers.

The relative dearth of brands and the slow progress by new world brands is
also attributable to the mentality of German consumers and buyers. According
to Peter Mertes CEO Michael Willkomm, Germans are more interested in a
wi neds or i gi nsFowothem,ghe sthndardisation ehatecomes with
branding, particularly new world brands, is the antithesis of what wine should
be about; by definition, wine is organic and agricultural and should vary from
harvest to harvest. So Gehe poaiin payng snu mer s  don
additional EUR1 (US$1.28) or more for a broa

value in the first place.

The opportunity lies in the fact that Germany imports vast quantities of wine. In
fact it is the largest wine importing country. Imports usually account for around
50% of total consumption, with France, Italy and Spain being the largest
importers. If the new world can attract part of this trade Germany could be a

potentially very large market- albeit not a particularly profitable one.
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Poland

Table 14: Wine consumption volume in Poland by country of origin, 1998-2 008 ( 6 0-00 s

litre cases, % change)

1998 1999 2000 2001 2002 2003 2004
Poland 4,675 5,050 5,150 5,560 6,000 6,800 7,400
us 23 48 65 83 99 140 190
Chilean 8 10 16 24 41 100 125
Argentinean 0 7 5 80
South African 10 19 15 15 25 40
Australian 3 5 11 11 17 25 16
Uruguayan
New Zealand 2 1
Old World 3,916 4,602 4,939 5,017 5,382 5,704 6,349

2005 2006 2007 2008 | CAGRIS | CAGR 03

Poland 7,650 7,850 8,460 8,862 6.6% 5.4%
us 220 380 460 625 39.1% 34.9%
Chilean 170 230 300 425 48.8% 33.6%
Argentinean 90 98 110 180 104.8%
South African 50 56 68 95 30.6%
Australian 20 46 56 85 39.7% 27.7%
Uruguayan 5 5 8
New Zealand 1 1 1 3 10.8%
Old World 6,850 6,835 6,851 7,040 6.0% 4.3%

Source: The IWSR

There has been an underlying shift from spirits to lower-strength alcohol, beer

and wine. Still, the vast majority of Poles drink to get drunk, although this is

gradually changing.

Consumption of wine continued to grow and in 2008 it increased by a further

400,000 cases (+4.8%). However, low awareness levels of wine culture, low-
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priced vodka and high prices of wine are slowing down the expansion of grape

wine consumption.

P o | a madcéssion to the EU has been advantageous for wine importers,
producers, distributors and consumers, with lower tariffs and more selection.
Nevertheless, Polish wine preferences and tastes continued to be influenced
by past trade patterns. Poles still maintain a preference for the sweet Bulgarian
and Hungarian wines, which have been imported since the early 1970s.
Bulgaria is still the largest importer country by a large margin. In line with that,

red wine accounts for around 55% of still light wine consumption.

Yet competition in the wine industry is on the rise. It is estimated that more
than 14,000 different wine brands are now present in Poland. New world wines
are increasing their share. Sales of US wines, in particular, displayed strong
growth.

In 2007, the reasonably priced wines from new world have enjoyed increased
sales. The leading and largest brand, Gallo-owned Carlo Rossi, gained a
further 25%, reaching nearly 600,000 cases. Carlo Rossi is distributed by

CEDC. This brand has nearly doubled its volumes within the last two years.

That momentum was maintained in 2008. Gallo general manager, Europe
George Marsden says: iPol and has been a tremendous su

2008, we continued to grow with double digits our value share in the Polish

mar ket with Carl o Rossi exceeded 10 %, so we@
in Poland by value. We continue to invest he
Pol and has one Europeds | owes't rates of

consumption. Given that it is one of the more populous countries in the region,
the potential for further growth seems very high. The IWSR forecasts that still
light wine consumption will increase at a rate of 5-10% as more and more
Poles move away from vodka. New world wines can be expected to capture a
considerable share of that given their ability to deliver good quality for money.
Many Poles still drink to get drunk, and brands are a secondary consideration.
Thus, cheaper wine brands tend to predominate. Most of the still light wine
volume is below PLN20 (US$6.45).
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Czech Republic

The Czech Republic is widely viewed as one of the more dynamic emerging
markets 1 after beer, the Czechs drink more wine than virtually all other
alcoholic beverages combined. More and more customers, especially young
people, turning away from beer and towards wine, have accelerated this
positive trend recently.

Still light wine has been growing uninterrupted for years. In 2008, imported
wines exceeded 60% of the wine market for the first time, compared to a mere
10% in the early 1990s. Widespread trading-up was taking place 1 at least
until the recent economic downturn. Most of the growth in the market is coming

from imported wines.

There are indicators that the landscape is slowly changing and that the future
for wine brands and wine in general remains good. The last ten years has
seen an explosion in supermarket development, with a mass of local and
international companies setting up shop. This has done much to aid the
development of brands, through increased facings, better packaging and in
developing a generally better image than in the past. This bodes well for the

new world sector.

Rapid development of the retail trade, wider offer and space in the off-trade
certainly improves the category image and volumes. One-litre bottles and
boxes account for over 60% of the market. The still light wine market is
unbranded and low-priced (nearly 69% of wines sell below US$2.5). Fine wine
sales were growing, following the worldwide trend. Still rosé wine continued to

grow in 2008 thanks to its fashionable image.

There are also considerable volumes of bulk wine that are used for local
blending. The reduced harvest has forced local producers to look for cheap

wines from abroad in order to fulfil local demand.

The old world producer countries have made the main import growth. The
leading supplier to the market is Hungary, followed by Spain. Nevertheless,
local operators believe that the key growth area will be in new world wines. Still
rosé wine continued to grow in 2008 thanks to its fashionable image. Huge

volumes of the imported wines are also used for blending with local wines.

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks

-



Page 78 Chapter 3 key new world markets

The Americas

United States

Table 15: Wine consumption volume in United States by country of origin,1998-2 008 (6000 s

nine-litre cases, % change)

1998 1999 2000 2001 2002 2003 2004
United States 188,831 199,400 210,100 213,691 226,678 238,770 248,402
us 152,530 155,210 163,765 168,280 166,994 173,088 178,810
Australian 2,900 3,360 4,540 6,170 8,115 11,350 16,200
Chilean 4,625 4,220 4,245 5,230 5,730 5,675 5,645
Argentinean 315 1,080 940 1,075 1,257 1,200 1,450
New Zealand 45 125 205 290 460 545 705
South African 170 165 195 225 270 425 510
Old World 24,175 24,671 25,510 28,830 30,865 34,395 35,450
2005 2006 2007 2008 | CAGRIS | CAGR 09
United States 255,850 264,234 273,867 276,695 3.9% 3.0%
us 183,567 187,025 190,464 196,535 2.6% 2.6%
Australian 20,010 20,670 22,250 21,500 22.2% 13.6%
Chilean 5,860 6,000 5,700 6,200 3.0% 1.8%
Argentinean 1,960 2,325 2,555 3,000 25.3% 20.1%
New Zealand 900 1,500 1,600 2,106 46.9% 31.0%
South African 740 915 1,005 1,050 20.0% 19.8%
Old World 35,365 37,480 40,760 43,715 6.1% 4.9%

Source: The IWSR

Total US wine consumption in 2008 in terms of volume was largely unaffected
by the global economic downturn and the credit crisis in the US. Although too
early to provide exact figures, it is estimated that the market probably grew by

around 2%.

In stark contrast to previous years, growth has come from new areas.
Domestic wines appear to have done extremely well at the expense of

imported wines. However, some caution is needed since there is a wide
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discrepancy between import shipments and depletions. Import statistics
suggest really heavy falls for all countries except Spain, Chile, Argentina and
Portugal of the major suppliers, although this is not always the experience of
leading importers. The other area of growth has been in the lower-price
segments as consumers trade down i this is in direct contrast to years of

consumer up-trade.

Two key factors have been affecting the wine industry. The first is the widely
reported shift from the on-trade to the off-trade, as consumers retrench on
spending and significantly cut back on white table-cloth dining. Even when
people go out, it is reported that there has been a marked cutting back in wine
spend, with people opting for cheaper wines, single serves, and/or alternative
cheaper drinks, such as beer. This downturn has been dramatic and made
wholesalers very wary about extending credit to bars and restaurants for fear

of not being paid.

There is also much greater focus on cash-flow by both retailers and
wholesalers, which has seen a significant reduction in stocks held by both.
Retailers have been much more aggressive on margins wanting to offer
consumers three-litre value packs and push lower-priced brands. This has also
been in tune with consumers looking for bargains and who in general have
turned away from experimenting with previously untried brands for fear of
wasting money on a bad buy. The gift market has also seen a severe

contraction, especially in the final quarter of 2008.

Many US states such as California and New York have moved to hike wine

taxes. Wine Institute international director Joe Rollo says: A Gr owt h

dependent on the economy. | know this appears obvious, but increased taxes
and lower discretionary income will hurt all wine sales. In the US, we are

seeing a slow-down in restaurant sales, and therefore, higher-priced wines.

i s

We are all facing challenges in fighting inc

The general economic conditions have made it difficult for some wineries,
especially those high-end wines and those heavily dependent on the on-trade.
But the widespread pressure on prices both from consumers and retailers has
seen several brands benefit significantly. Sales of Franzia Wine Taps and

Gall obs Car |l o R-prices segmens havé leenefiten wared ssthown

some growth, but in the under-US$5 s e g ment , Trincherods

shown significant growth of around 8-1 0 %. Gall obs Barefoot

Sutter

) amo
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has also shown really significant growth. These large volume brands have

helped lift domestic wine sales.

By contrast, imported wines have suffered. Italian wines are probably down 1-
2% as the Italian restaurant trade suffered. The decline in high-end eating has
also impacted heavily on French wines. Of the new world wine producers,
Australian wines have suffered as exchange rates make them less attractive to
consumers and as the [yellow tail] phenomenon slows markedly. The biggest
gainers were Argentinean wines, widely seen as good value for money and

boosted by increasing interest in Malbec, and Chilean for value reasons.

Sales of Argentine wine surged by an incredible 43.4% in value terms to
US$146m and 34.7% in volume terms to 4.4m cases in 2008. Pernod Ricard
wine category marketing director Adrian Keogh explains the sudden surge of

interest. i Mal bec probably has ¢gdoa the Americand e a |

palette of big fruit intensity, but softness on the back palette. It is certainly

Argentinads turn right now. I't has been

now finally happening. o

He notes that the Argentinean industry has done a good job in the US of
maintaining its price points. i T h[&rgentinean] industry has been relatively
disciplined in the US in keeping the focus on premium brands US$10-plus
even though there is large supply available. If Argentina can be focused and
disciplined, it has a great future. The big challenge is to develop brands. It is

the only way that Argentina is going

New Zealand, which was doing well as demand for sauvignon blanc soared,
has evened off as the high price of Kiwi wines has seen demand switch to

other brands.

Longer-term, most importers and growers seem very optimistic given the
current demographics of the US. Many point to looming shortages of some

varietals and the future upward pressure on pricing.

South Africa could be one for the future. South African exports to the US only
stand at about Im cases.iSout h Africa in the US
potenti al i f you consi der daysdolden Kaan
USA managing director Marian Kopp. He explains that most of the South

African presence in the US is small-volume, high-value estate wines selling
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chiefly in the on-trade. That is now changing and the big multinationals:
Constellation, Fostero6s, Gal |hed theinavn t he Wi ne
South African brands. Kopp says: i These big players have come
starting to punch into the off-trade sector. This is helping to increase the
availability of South Africa and could really propel South Africa toward larger

vol umes. 0o

One downside is that many of these South African entrants carry images of
giraffes, zebras, cats and other assorted wildlife that conjure an association
with the so-cal | ed o6critter wines®o. Neverthel ess,
welcomes the development: i | still wel come them as 1 ong
wines, and most of them are good, because they are creating retail presence

for South Africa, somet hingaysKopphas really | a

Longer term the outlook is highly positive. For the first time, in 2008, wine
sales are estimated to exceed 300m nine-litre cases, partially accounted for by
a growing population. But for the first time, adult per capita wine consumption
will top three gallons per year. The basis of these positive numbers is
underlying change in attitudes towards wine among Americans, particularly the

younger so-called millennial generation.

This is supported by Wine Market Council research. Research indicates that
for the first time there are more i ¢ o wimedconsumers i people who drink
wine at least once per week i than i ma r g wime arinkers. Moreover, for the
first time, the mean age of the core group is lower than that of the marginal

drinkers, indicating that people are discovering wine earlier in life.

The millennials represent a good pool for additional future growth, of the 70m
in that group, 27m are not yet of drinking age. The change in attitudes is fairly

dramatic.

In 2000, 57% of adult beverage-al cohol drinkers repgnbrted that
wine, while 43% did. By 2007, those proportions were completely reversed,
with 57% of drinkers now drinking wine. The converted are also drinking more.
In 2007, Gillespie said, 23% of wine drinkers reported drinking more wine, with

many reducing beer and spirits intake.

In terms of wine styles, consumption of red wines is growing at slightly faster

rates than white wine, and imports are outpacing domestic labels. In terms of
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varietals, the largest sales increases are Riesling, Pinot Noir, Pinot Gris and
Cabernet Sauvignon. Even faster-growing, but off smaller bases, are Malbec,
Muscat and premium rosé. The report also found that 90% of core drinkers
bought wine from California in the past three months. By exporting country of
origin, 52% of core drinkers bought wine from ltaly, 44% from France and 41%

from Australia. Other countries of origin lagged far behind.

Table 16: Wine consumption volume in Canada by country of origin,1998-2 008 ( 60-00s ni

litre cases, % change)

1998 1999 2000 2001 2002 2003 2004
Canada 20,921 22,286 22,974 25,666 27,149 28,821 30,267
Australian 682 915 1,241 1,560 2,041 2,698 3,625
us 1,975 2,108 2,260 2,308 2,333 2,399 2,520
Chilean 1,705 1,688 1,670 1,655 1,647 1,597 1,678
Argentinean 100 145 188 239 243 359 567
South African 234 215 236 268 298 370 447
New Zealand 54 70 80 96 114
Old World 16,226 17,216 17,326 19,567 20,508 21,303 21,317
2005 2006 2007 2008 | CAGRIS | CAGR 03
Canada 31,892 34,077 36,485 37,949 6.1% 5.7%
Australian 4,260 4,519 4,790 4,680 21.2% 11.6%
us 2,720 2,982 3,300 3,643 6.3% 8.7%
Chilean 1,639 1,678 1,942 2,098 2.1% 5.6%
Argentinean 744 1,028 1,455 1,805 33.6% 38.1%
South African 618 745 863 890 14.3% 19.2%
New Zealand 177 243 326 369 30.9%
Old World 21,735 22,884 23,810 24,464 4.2% 2.8%

Source: The IWSR

Central America
Still light wine is an undeveloped and fast-growing category in Central
America, and new world wines are leading that growth. Still light wine has

been growing in Central America since 1995 and, year by year, becomes ever
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more part of the drinking culture. Markets are growing each year, with product
choice, accessibility and consumer interest increasing as well as sales. But the
region has inevitably been affected by stiffening market conditions due to the

slowing economy since the latter part of 2008.

In all markets, except Belize, Chilean wines are easily the favourites, and well-

known accessible brands Gasilert delaDsablodCamch ¢ h a

Frontera have seen growth ahead of the market in 2008: preliminary
calculations show that, in Costa Rica, Concha y Toro grew by around 7% and,
from a smaller base, Undurraga was up by 20%, while Chilean wine as a
whole increased by 6 . 6 %. Li kewi se, in EI Sal v
the Chilean wine market rose from 25% in 2007 to about 28% in 2008.

In most markets, the growth has been reported as especially strong in the
lower-priced offerings and this trend of consolidation around the best-known
brands looks set to continue in 2009. Some suppliers believe this might be a
positive trend for crowded markets; consumers were becoming overwhelmed
by the choices and many brands were fighting over limited market share. The
shakedown will lead to greater organisation in the market and increased
consumer comfort with the choices available, leaving the wine market in a
stronger position to develop more interesting tendrils when economic

conditions allow growth to continue.

And continue it will, at least in the long term. With consumer interest now
established, many suppliers are working hard to develop the market further.
The short-term outlook is inevitably predicated on the economy, but the long-

term promise for wine in Central America is positive.

Belize, the smallest market in the region, is the only country without local
production where Chilean wines (with 32.6% of share) are not the category
leaders, as US wines represent 37.9% of the market. This is mainly due to the
number of tourists from the US, who account for more than 60% of all
international visitors to Belize. Tourists drink virtually all still light wine and the
market is therefore dependent on their preferences. Belize, unlike other
Central American countries, does not have a free trade agreement with Chile,

so Chilean wine is not as dominant here as in neighbouring countries.

The market in these countries is dominated by Chilean varieties, and Spanish

wines also do well, attributed by distributors to the Spanish heritage of these

ador
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nations. New world wines, such as Australian and South African brands
Australian wines are seeking to be part of it. Australian wines were available in
El Salvador and Panama for the first time in 2007, with [yellow tail] appearing
in both countries and Little Penguin in Panama. In Belize, Black Swan was
launched in 2006, while Lindemans and Rosemount joined the market in 2007,
causing Australian wine to more than treble its sales by volume, albeit from a
small base. [yellow tail] also arrived in Costa Rica, where Australian wines
grew 30% in 2007 against a growth of 21.5% for still light wine overall,
according to The | WSR&6s dat a.

The success of Australian wines entering these markets demonstrates how
some consumers are ready to move beyond entry level, developing new tastes

and willing to try new things.

Brazil

Table 17: Wine consumption volume in Brazil by country of origin, 1998-2 008 ( 6 0-00 s

litre cases, % change)

1998 1999 2000 2001 2002 2003 2004
Brazil 26,309 29,700 32,403 31,347 30,753 29,590 31,075
Chilean 315 355 414 615 622 669 880
Argentinean 110 145 275 302 293 438 643
Uruguayan 11 36 188 218 186 144 122
South African 2 5 10
Australian 0 0 5 10 12 16 12
us 50 55 45 40 39 22 15
New Zealand 2 2
Old World 24,341 25,718 28,773 31,218 30,194 29,457 27,907
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Table 17 (continued): Wine consumption volume in Brazil by country of origin, 1998-2008

( 6 0 0 O slitrencases % change)

2005 2006 2007 2008 | CAGRI8 | CAGR 03
Brazil 36,598 34,681 33,799 30,101 1.4% 0.3%
Chilean 1,240 1,350 1,665 2,100 20.9% 25.7%
Argentinean 1,100 1,200 1,300 1,700 31.5% 31.2%
Uruguayan 75 55 81 230 35.5% 9.8%
South African 35 35 35 40 51.6%
Australian 20 25 25 23 1,268.3% 7.2%
us 9 6 7 8 -16.7% -18.1%
New Zealand 1 1 4 4 14.9%
Old World 28,598 33,874 31,532 29,625 2.0% 0.1%

Source: The IWSR

Although Brazil has a large population of European descent, the still light wine

market is relatively small and still has much opportunity for growth.

Traditionally, the preference was, of course, for wines of the same origin as its

descendants: Italy, Portugal and Germany.

That is now changing, and consumers are increasingly turning to Chilean and

Argentinean wines.

Preferential trade measures for members of Mercosur have made both Chilean
and Argentinean wines increasingly attractive to a price-conscious population,
and turned both these new world wines into the firm favourites. This is, of
course, largely attributable to the favourable price point in relation to the quality

of the product.

Since the low ebb following the financial crisis of 2002, the imported still light

wine market in Brazil has grown consistently year-on-year.

Interestingly enough, 2002 was also the year when Chilean wine consumption
overtook consumption of Italian wine in terms of volume for the first time.

Argentinean wines followed suit and their volumes overtook those of Italian
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wine in 2003. By 2004 both Chilean and Argentinean wines were respectively

selling almost double that of their Italian counterparts.

However, this was not to be, as many had thought, the end of the road for old
world wines. In fact, these have shown a significant resurgence in recent
years, with Italian, Portuguese and French wines growing consistently year-on-

year since 2004.

Chilean and Argentinean wines, which in 2007 represented 33.7% and 27.25%
of the imported still light wine market respectively, had a more difficult year in
2008. Imports of Chilean wine were flat, and those from Argentina fell by about
100,000 cases. Most other countries of origin were flat or showing slight
growth, and when taking into consideration the parallels of Chilean wines
coming into the market, the overall imported still light wine market should

remain flat for 2008.

It is still sometimes possible to buy Argentinean wine at a lower cost than local
wines. This has government officials and Brazilian winemakers worried. The

consumption of local wine has been falling steadily since 2006.

There could be change afoot that has the potential to impact the import
market. There are proposals to completely overhaul the taxation system, which
being ad-valorem, was benefitting the more inexpensive wines. To date these
changes have yet to be passed into law, but if they do come to pass it will
benefit higher-end wines in general, as well as local wines in competition with

cheaper wines from neighbouring countries.

Other new world wines, such as those from Australia, New Zealand, South
Africa and the US have had far more limited success in this market, although

all bar the US have seen growth since 2004.

Wines from the US have done particularly badly, perhaps simply due to closer
cultural and linguistic ties with the members of Mercosur and with the old
world, still very much in the heart of the European descendent s fr om Brazi |l &

southern states, where over 50% of wine consumption takes place.
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