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Notes about the data

Wher-& @r a bl ank table cell appears in The |
no sales recorded by The -8 WISRR. p Wdhweino W9 . Pdamps,
indicates that the brand had not yet been launched in the year(s). There may

be some cases wherel ow sal es are registered as 60.0606

sales may also be recorded as din6to signify minimum sales.

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

data.
When 6casesd6 are quot edelitretcdsesse usually refer

Data in tables may not some due to rounding.
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Page 1 Chapter 1 Market overview

Chapter 1 Market overview

While the broad perception today is that the global spirits market is rapidly
approaching hegemony under the leadership of a number of multinational
companies, the reality is somewhat different. It may surprise some, but the top
ten multinationals in volume terms only have around a 14.6% market share of
the global spirits industry between them. In Asia, it is even lower, at just 2.8%.
In Eastern Europe it is similarly low. In North America, by comparison, the
share is 61.2% and in Northwest Europe it is 38%. The share accounted for is

much higher if viewed in value terms.

National and local producers continue to meet most of the demand in these
large Asian and Eastern European markets. Many of these products,
particularly in Asia and Latin America, fall outside of the mainstream

categories that Western producers specialise in.

The five largest spirits categories are: Chinese spirits (607m cases, 27%
global share), vodka (501m cases, 22.3% share), shochu/soju (255.6m cases,
11.4% share), non-Cognac brandy (97.6m cases, 4.3% share) and Brazilian
cachaca (94.8m cases, 4.2% share). The multinationals are scarcely

represented in such vast categories.

There are numerous other smaller local categories i not all in Asiai where the
multinationals are also scarcely represented. These include fruit eaux de vie,

bitters, aguardiente, arrack, bitters and pisco, to name just a handful.

Many view the market for these local products as largely divorced from the
market for international products. This is a contentious point. The IWSR
believes that the fortunes of these two sectors are very much interlinked for a

variety of reasons.

Much of this vast non-Western-style consumption remains in cheap unbranded
product. So there is a corresponding opportunity for the big national producers
to trade consumers up i initially from unbranded products into local or national
brands. For instance, in India, the move from cheap unbranded so-called

country spirits into the local branded sector has driven the dramatic growth of

© 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 Chapter 1 Market overview

the Indian Made Foreign Liquor (IMFL) category. Some of these IMFL

consumers are now trading up into Scotch whisky and other imports.

In theory, there should be a broad progression from unbranded products to
cheap local brands and then either more aspirational national brands or
international brands. A small increase in penetration by both the national
players or the multinationals in markets such as China could lead to major

volume and profit improvements.

Of course, this progression from strong national brands to even stronger
international brands cannot be taken for granted. In certain regions and
countries, such as Japan, Eastern Europe and increasingly China, the strong

national players have boosted their competitiveness.

There has been a notable reluctance among consumers to abandon
wholeheartedly their traditional spirits. All things being equal, consumers will
often prefer local products, provided they can offer the same status, quality
and presentation. There is also the question of conservatism in many elements
of the population and a natural resistance to change. It could be harder to
convert the populace to non-local styles than many Western companies
imagine. For example, in some Central and Eastern European countries, such
as Estonia and the Czech Republic, it has proven highly difficult to convert the

populace to non-local styles.

Some multinationals, such as Pernod Ricard, have been highly successful at
marketing sub-premium local spirits in markets such as India or Thailand.
Pernod Ricarddés distribution of i ts
from the critical mass these local brands provide. Other multinationals
recognise that their core competency is based on premium international
products and have tended to stay out of the local market. Some, such as

Diageo, have wavered between these two views.

Acquiring large-volume brands to achieve distribution strength can make
particular sense when these markets are on the cusp of significant economic

expansion, like China or India.

It is also a common misconception that the local Asian brands are all sub-
premium. Groups such as Wuliangye in China, for instance, have effectively

built a premium and super-premium tier to their portfolios.

premium
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Page 3 Chapter 1 Market overview

These large national Asian players have become acquisition targets for the
major multinationals. A number of Western companies i such as Diageo,
LVMH and Pernod Ricard (through V&S Group) 7 have acquired

shareholdings in local Chinese producers, for example.

Multinationals naturally focus on the major drinks categories, as these provide
the greatest volumes and the highest profits. But they are not always the
fastest-growth or most dynamic categories. Between 2003 and 2007 some of
the largest-growing categories were what might be termed non-mainstream.
After vodka, shochu/soju was the second-largest growing category, rising by
27m cases, while Indian whisky was the third, rising by 22.4m cases. Non-
Cognac grape brandy, a category that the multinationals are gradually
abandoning, is the fourth, up 15m cases. Tequila, a category that until recently

was a regional category, posted the fifth-largest volume increase.

Tequilads transition from being pri
hottest international categories shows what is possible. Volume sales of
cachaca may not be high enough to register on the strategic radars of most
multinationals in Europe, but the current situation is similar to that of Tequila in
themid-t o | ate 0680s. I n 1985, European
180,000 cases, but by 1989 this had risen to 600,000 cases; current European
Tequila volumes stand at around 2m cases. Each multinational now has a

Tequila brand in its portfolio.

Rum is another category that has made a similar transition from local/regional
commodity product into one of the hottest international categories; it is another
good example of a category that is rapidly premiumising. There will be other
categories that will follow this path. The more forward-thinking multinationals

are now looking for the next hot category.

Some of these specialty categories are displaying strong growth, albeit often
from low bases. If you look at the top 15 growth categories in Europe between
2003 and 2007 on a CAGR basis it would include: dry arrack (ranked 1%),
cachaca (2", absinthe (4"), sambuca (8"), grappa (10"), sweet aniseed (11")
and Mezcal (12”’). Two other categories, Tequila and Irish whiskey, that until

recently would have been considered specialty, are also on list.

One of the factors driving the international growth of some of these niche

categories is the development and global spread of a cocktail culture.

ncipally

Tequil a
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Bartenders and consumers alike are on the lookout for more esoteric spirits as
ingredients in these cocktails. Leblon Cachaca CEO Steve Luttmann explains:

AThe new generation is approaching cocktails

appetiser menu, seeking to explore and discover new things. Then, they use

their o6cocktail of choicetbhay ar ped sonal st a

Lucas Bols CEO Huub van Doorne says: i You see cl assics

back more. Old drinks that we used to drink 30 or 50 years ago are coming
back i drinks like Regina Collins, which was originally made with genever.
Consumers and bartenders want to experience old drinking styles. | expect

that you will see more of those in t

Similarly, other niche categories or brands i such as Tequila or Jagermeister i
have been built in the on-trade through their use as shots. Today absinthe is

developing in a similar manner.

It is a different story in the take-home sector. There is a natural trade
resistance to slower-moving and often poorly supported novelty products. This
is particularly so in recessionary times when distributors are reducing

inventories and eliminating slow-moving lines.

Many of these niche products have a number of factors in common. A large
number developed as peasant-farmer products based on the local fruit/herbs,
some as long ago as the Middle Ages. With some exceptions, much of the
production is still artisan or very cheap.

Very few sell in sizeable quantities outside the region of production. When they
do move to wider markets it is usually on the back of emigration, tourism and
gastronomy. For instance,rakiand ouzods devel opment

aided by significant numbers of immigrant workers.

Many of these niche products need improved presentation, higher pricing and
more proactive marketing if they are to expand beyond their strongholds. Few
producers have the resources. The industry structure in many of these niche
categories is often fragmented, dominated by family owned companies. Few of

these have the resources to invest sufficiently.

Many products are based on cheap ingredients and low-quality spirits. They

al so have rather idiosyncratic and

cockt ai

he futur

in Germ

acquired
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favour with younger consumers. Consequently many have ageing consumer

demographic profiles.

Despite these barriers some of these categories are well on their way toward

being the next big thing. The purpose of this report is to examine these local or

niche categories and consider their potential for premium and international

development.

Table 1: Global market volumes of speciality spirits by category, 2003-2 0 1 800 néne-litre

cases, % change)

Category 2003 2004 2005 2006 2007 2008
Chinese Spirits 499,122.0 501,050.0 517,037.0 500,000.0 492,665.0 485,000.0
Rice Based Wines 300,202.8 311,690.8 330,564.5 350,068.9 347,449.7 348,446.5
Shochu / Soju 228,594.3 247,282.8 249,795.3 258,693.0 255,648.8 255,099.5
Cane/Cachaca 107,699.0 104,092.5 101,461.5 102,658.1 101,579.2 101,331.0
Fruit Eaux de Vie 22,058.0 22,153.8 22,5447 22,352.1 22,579.9 22,740.1
Bitters 17,246.1 18,030.6 18,831.2 19,907.8 20,852.0 21,677.9
Pastis 14,926.4 13,935.1 13,343.8 13,1225 12,913.6 12,738.5
Pisco 6,378.5 6,824.8 7,344.5 6,963.0 7,017.1 6,895.1
Raki 6,756.9 6,300.6 5,484.5 5,443.4 5,508.7 5,565.2
Grappa 3,345.5 3,341.4 3,296.0 3,177.1 3,083.0 2,950.5
Ouzo 2,905.5 2,906.0 2,942.0 2,915.0 2,901.5 2,909.1
Genever 3,678.2 3,460.4 3,194.3 2,926.9 2,786.3 2,647.2
Arak / Arrack 2,934.9 2,876.2 2,774.5 2,713.2 2,689.7 2,677.5
Sambuca 1,977.7 2,075.1 2,212.9 2,316.2 2,431.6 2,469.9
Anis/Dulce 1,794.2 1,719.0 1,649.7 1,590.4 1,578.2 1,534.5
Limoncelli 1,237.2 1,291.3 1,329.1 1,396.7 1,422.5 1,432.3
Cassis 1,693.0 1,634.6 1,566.3 1,476.1 1,421.7 1,373.5
Aquavit 1,536.7 1,513.2 1,461.5 1,453.7 1,350.4 1,180.8
Singani 535.0 555.0 589.0 660.0 675.0 680.0
Absinthe 42.9 58.6 75.6 93.0 109.7 117.1
Mezcal 33.0 335 32.8 33.8 355 36.5

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved.
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Table 1 (continued): Global market volumes of speciality spirits by category, 2003-2013

( 6 0 0 O slitrencases % change)

%change
Category 2009 2010 2011 2012 2013 | 2004-2013
Chinese Spirits 470,500.0 458,700.0 449,500.0 442,800.0 434,500.0 -13.3%
Rice Based Wines 371,555.0 371,531.2 372,370.0 372,677.4 373,350.0 19.8%
Shochu / Soju 247,849.5 243,508.5 239,906.0 235,848.5 232,100.0 -6.1%
Cane/Cachaca 101,082.8 100,834.7 100,679.2 100,418.5 100,250.0 -3.7%
Fruit Eaux de Vie 22,915.2 23,021.5 23,148.3 23,284.2 23,450.0 5.9%
Bitters 22,501.5 23,141.8 23,711.1 24,192.6 24,750.0 37.3%
Pastis 12,645.3 12,552.4 12,476.3 12,368.3 12,275.0 -11.9%
Pisco 6,714.4 6,643.9 6,468.6 6,233.1 6,050.0 -11.4%
Raki 5,616.9 5,667.4 5,718.4 5,769.4 5,800.0 -7.9%
Grappa 3,542.0 3,515.0 3,478.0 3,461.0 3,425.0 2.5%
Ouzo 2,923.6 2,938.6 2,922.8 2,817.5 2,750.0 -5.4%
Genever 2,545.9 2,461.8 2,376.9 2,305.8 2,225.0 -35.7%
Arak / Arrack 2,651.2 2,628.4 2,604.8 2,589.7 2,575.0 -10.5%
Sambuca 2,496.1 2,554.8 2,625.2 2,697.0 2,750.0 32.5%
Anis/Dulce 1,499.6 1,418.2 1,374.0 1,322.2 1,275.0 -25.8%
Limoncelli 1,427.5 1,425.6 1,428.0 1,444.7 1,450.0 12.3%
Cassis 1,333.7 1,305.2 1,281.7 1,248.0 1,220.0 -25.4%
Aquavit 1,029.0 987.8 968.5 932.0 895.0 -40.9%
Singani 685.0 690.0 695.0 700.0 705.0 27.0%
Absinthe 128.9 146.8 169.3 195.9 225.0 284.0%
Mezcal 36.3 36.8 38.3 38.5 39.0 16.4%

Note: In this table, the categories' domestic markets are included, which often means decline
when in fact export volumes are rising. 2013 is a straightline forecast based on previous three-year

trends

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved.
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Chapter 2 Aniseed-based spirits

Absinthe

Definition
Absinthe is a high-strength (45%-75% abv) anise-flavoured spirit derived from
herbs, including wormwood. There is property found in wormwood called

thujone, which is been purported to have hallucinogenic properties.

Absinthe became popular during the phylloxera crisis of the late 1800s in
France, when the disease attacked grape vines and, by the end of the 19"
century, had destroyed mo st of Franceods
industry in tatters, and creating an opportunity for absinthe makers to provide
cheap and accessible alcohol for the masses. It gained huge popularity in

France and across Europe during the latter half of the 19" century.

Absinthe has been documented as the preferred drink of the Parisian

bohemian café set including: Van Gogh, Gauguin, Degas and Picasso,

amongst others. Artists, poets and philosoph

alteringd and inspiring ef fects of drinki

prohibition and temperance movements in Europe and the United States were
gaining momentum, absinthe gained a bad reputation. It was duly banned first
in Switzerland in 1910, in the US in 1912 and finally in France in 1915.

Contrary to popular belief, absinthe was never banned in the UK.

During the late 20" century, the laws surrounding absinthe were gradually
relaxed and production and popularity has been increasing across Europe ever

since.

Absinth (no i ¢ production began in the Czech Republic around 1990. Czech-
style absinth does not conform to any of the historical standards for absinthe
since it generally does not have anise, and does not go cloudy (louche) when

you add water.
A revival of absinthe began in the 1990s, when countries in the European

Union began to re-authorise its manufacture and sale. By 2008, over 200

brands of absinthe were being produced in a dozen countries, most notably in

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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France, Switzerland, Spain and the Czech Republic. Commercial distillation of

absinthe in the US resumed in 2007. i Ov e r the pasetsednecade, we
absinthe truly re-e mer ge on t he E u saygs pJaradn Gurfein,e ne , 0
president of Viridian Spirits in a prepared statement. i T h elegaligation of

absinthe in Europe, as well as its recent appearance in popular culture, has led
toaresurgenceofint erest in the US and we wanted to f

Industry structure
There are a number of leading companies:

3 ltalian company Vasco International claims a 30% market share of the
global absinthe category with its Xeven and Black 40 brands.

3 Spanish company Masoliver and its brand Rodnik. It has around 45%
share of the domestic market (estimated to be in the region of 15,000
cases), mainly derived from tourist locations.

3 Czech-based Fruko Schulz produces a brand by the same name.
Fr uk o Sc h unakétssinclude then US, Russia, China, Greece
and Latvia.

Portuguese group Neto Costa owns the Absinto brand.

3 Spanish-based Teichenne also owns a brand by the same name. Its
main markets are Eastern Europe (ex-CIS) including Russia, the
Ukraine, Kazakhstan, Lithuania. It also sells in the Caribbean, mainly
to North American tourists. It also sells small quantities in Japan and
Australia. The domestic market, comprising less than 15% of
Teichenneds sales, mainly consists of ©bor

3 New company US-based Viridian launched Lucid Absinthe Supérieure
in 2008. Viridian is part-owned by Duty Free Americas (DFA) owners
Jerome and Leon Falic and DFA liquor buyer Jon Bonchick. The
suggested retail price for Lucid is US$59.99 for a 75cl bottle. Lucid is
distilled at the Combier Distillery in Saumur, France, and utilises the
distilleryds original antique copper absi
date back to the 19th century.

Bonchicksays:iAbsi nt he has been banned in the US f
has only been permitted back, so we expect there could be demand among
Americans, Canadians and Mexicans. We definitely feel that it will be a

category that wildl be in demand. o

The multinationals are generally not involved in the absinthe category,

although Pernod Ricard owns Pernod Absinthe, which has had minimal sales

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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to date. Pernod Absinthe was launched in the US in October 2008. There is
industry speculation that Pernod Ricard may look to revive that particular

brand with heavier investment, particularly in the US.

Consumption trends
The market is split between real wormwood absinthe brands, ersatz absinthe
and bohemian-style. Real absinthe is today around 70% of the worldwide
market and growing. Czech-style accounts for about 20% of sales and is
declining. Ersatz absinthe is around 10% and falling fast. Industry consultant
need for

he

Alan Mosssays:i There i s no

consumers can now buy t real thi
In the US, the number of new brand entrants has buoyed the absinthe market.
It is estimated that there were around 40 new brand launches in the US alone

in 2008, with around eight in broad-based distribution.

The US absinthe market in late 2008 was dominated by real absinthes, most of
which sell at a lofty US$50 plus, and in 2008 was estimated to be between
90,000 and 120,000 cases, according to The IWSR.

Aside from the US, the leading markets are Russian Federation, Spain and
Ukraine. All are growing from very small bases. In Eastern Europe, it is

consumed by younger consumers and is seen as a non-conformist drink.

ersat z

ng.

Table 2: Absinthe total gl obal
cases, % change and share)
%
change
2003- 2003 % 2007 %
Brand Owner 2003 2004 2005 2006 2007 2007 share share
Total volume 42.9 58.6 75.6 93.0 109.7 155.6% 100.0% 100.0%
Xenta vasco 125| 175| 107| 318 382 | 2052% | 29.1% | 34.8%
Absinthe International
Rodnik's . o 0 0
Absynth Masoliver 0.5 0.5 5.3 10.0 10.5 | 1,990.0% 1.2% 9.5%
Fruko Schulz | 6 Schulz 0.2 03 42 41 58 | 2,8000% | 05% | 53%
Absinth

Note: There are other markets that are important where sales are as yet not properly picked up by
the IWSR. Key among these is the US market, where until 2007/08, sales of absinthe were illegal
and brands with absinthe cues were being sold as aniseed drinks or pastis. The market is believed
to be around 100-125,000 cases and growing, more through product introduction than any
runaway brand successes at the moment. The market remains heavily skewed to the off-trade
which at present is suffering. The UK is another market where sales were growing until the recent
economic problems

Source: The IWSR

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved.
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Table 3: Absinthe total global vol2OmMe gmMD-DtBsp nmarek et s 6

cases, % change and share)

Market 2003 2004 2005 2006 2007
Total volume 42.9 58.6 75.6 93.0 109.7
Russian Federation 12.0 18.0 19.8 31.0 41.3
Spain 4.5 4.3 8.8 13.5 14.0
Ukraine 2.5 4.5 6.0 7.0 11.9
Czech Republic 0.0 6.0 6.3 7.0
Germany 2.5 6.0 5.0 5.0 5.0
Market 2008 2009 2010 2011 2012
Total volume 117.1 128.9 146.8 169.3 195.9
Russian Federation 45.0 50.0 58.0 67.0 76.0
Spain 15.0 14.0 14.0 15.0 15.0
Ukraine 14.0 19.8 225 26.0 29.3
Czech Republic 7.2 7.5 7.7 8.1 8.2
Germany 5.0 55 5.5 6.0 6.5

% change % change 2003 % 2007 % 2012 %
Market '03-'12 '07-'12 share share share
Total volume 356.5% 78.6% 100.0% 100.0% 100.0%
Russian Federation 533.3% 84.2% 28.0% 37.6% 38.8%
Spain 233.3% 7.1% 10.5% 12.8% 7.7%
Ukraine 1070.0% 145.8% 5.8% 10.9% 14.9%
Czech Republic 17.1% 0.0% 6.4% 4.2%
Germany 160.0% 30.0% 5.8% 4.6% 3.3%

Note: There are other markets that are important where sales are as yet not properly picked up by
the IWSR. Key among these is the US market, where until 2007/08, sales of absinthe were illegal
and brands with absinthe cues were being sold as aniseed drinks or pastis. The market is believed
to be around 100-125,000 cases and growing, more through product introduction than any
runaway brand successes at the moment. The market remains heavily skewed to the off-trade
which at present is suffering. The UK is another market where sales were growing until the recent
economic problems

Source: The IWSR
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Sambuca

Product description and history

Sambuca is a sweet, strong liqueur flavoured with star anise, sugar and other
natural flavours. Made in Italy, it is one of many popular liqueurs that originate
around the Mediterranean that are flavoured with star anise, including raki,

ouzo, arak and absinthe.

Industry structure
The dominant player worldwide is Molinari, a family owned company, which
has a 34.1% share of the global market and a 48.2% share of the Italian

market, according to The IWSR.

The next two largest players are Diageo (whose main brand is Romana) and
Pernod Ricard (Ramazzotti), with an 11.8% and 9.2% share respectively.
Fourth place goes to family-owned Luxardo (like Molinari, a family-owned

company) with 5.6%.

Consumption trends

The global market was stable at around 1.6m cases from 1988 to 1999. Since
1999 it has grown by 46.8%, adding 775,000 cases to reach a total of 2.43m.
The split between domestic and export sales has remained constant since

1999 at approximately 50/50.

Volumes in ltaly declined from 1988 to 1993, remained stable until 1999 and
then resumed growth, which has continued until today. The market has grown

by 42% since 1999 to reach 1.2m cases.

1998 was a difficult year for all Italian spirits brands. il n 2008 there was
reversal of the positive trend and there was a general consumption decrease
from most wines and spirits. It is very hard to estimate how 2009 will go with
the gl obal economic crisis. But , the initial i

says Rossi D6Asiago/ Antiche Distillerie Riun

Molinari is the dominant company in the domestic market: nearly half of the
sambuca drunk in ltalyi s Mol i nar i . Pernod Ricardédés Rama
until 2005 when it peaked (even at its peak, Ramazzotti only sold about 20% of
Mol i nari 6s total). Volumes have declined sin

much more abroad than in the domestic market).

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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I'talyés number three and four brands, Sambu
Sambuca, are both owned by Averna. Mediterranean was launched in 2002
and has grown sales gradually since then to reach a 2007 total of 25,000
cases, while Sambuca Averna has grown to 26,000 cases in only three years

since its launch in 2005.

Dal Toso notes that one of the factors driving the Sambuca market is the
number of newcomers to the category. iTher e are different compa
have never produced sambuca before thathavest art ed produhei ng it | a

says.

Key marketing developments

Sambuca has most commonly been drunk as a digestive, either neat or added
to coffee, so its international growth has been closely linked with Italian
restaurants. In recent years it has become increasingly common to drink it as a
shot in pubs, bars and restaurants. It is also commonly drunk flaming, and

someti mes with the addition of one or three

Dal Tososays:i Gr owt h has been dr i velmbitb.fherehangi ng ¢
was a return to anise-flavoured products. Also, as the offer is growing in the

mar ket, consequently consumption will also g

Molinari is the leading brand by a considerable margin i its market share has
remained steady around 33% on a global basis for the last ten years (it was
34.1% in 2007). Most other brands have seen their share decrease in the
same period, but the number three and four brands Ramazzotti and Luxardo,
respectively, have increased their share. The market share of the top six
brands has remained very consistent over the last ten years, at just over 60%.
The number of brands on the market in total has increased only very slightly in
recent years, from 28 in 2001 to 31 in 2008.

In terms of pricing segmentation, in Italy most of the volume is at the top end of
the market: Molinari is the most expensive at EUR8.59 (its coffee version is
EUR10.09); second-biggest player Ramazzotti is EUR6.59.

International development and prospects
Sambuca has had a significant presence for many years in countries with large
Italian communities: the US, Germany, Canada and Australia. The market has

developed due to Italian cuisine, which then spilled over into local

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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consumption. In many of the largest of these markets volumes have remained
relatively stable in the |l ast 15 years. The
third-largest market, which has shown very strong growth since 1996, having

started from a very small base.

The US, at a quarter of the size of the Italian market, isthe wor | dbé-s second
largest market. It declined between 1992 and 2000, but has grown slightly
since then, rising by 0.3% CAGR to reach 300,000 cases.

UK levels remained very low until 1996 and then began to grow as it became
popular to drink sambuca as a shot. Growth has accelerated strongly since
2001. CAGR in the UK was 20.2% between 2002 and 2007 and 31.7%
between 1997 and 2007. In volume terms, the UK increased by 650% (or
217,000 cases) between 1999 and 2007. In 2007, the UK grew by 25,750
nine-litre cases (+11.5%) to reach 251,000 cases. At current growth rates the

UK seems likely to overtake the US in coming years.

Of the top ten markets only Russia (ranked ninth in 2007) has shown similar
levels of growth since 2002 (33.6%). Russia grew strongly in 2007, adding
7,500 nine-litre cases (+53%) to 21,500 cases.

Germany is the fourth-largest market; it has been stable since 2000 at around
200,000 cases. Canada has remained very stable since 1993 at around
125,000 cases. South Africa grew gradually up to 1995, dropped off until 2001

and has grown again since then, but without returning to its 1995 peak levels.

Mexico and Ireland were also showing strong growth before the economic

crisis.

The main opportunity for the category lies in its increasing use as a shot. The
huge increase in consumption of sambuca in the UK in recent years has been
due to it being drunk as a shot, rather than in the traditional way as a digestive.
Sambuca could see strong growth in several other markets if this trend were to
grow there: examples would be South Africa, Australia and, to a lesser extent,

the Netherlands and Ireland.

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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Table 4: Sambuca total global vol-2m87a(dO0bteep bramdsd vo

cases, % change and share)

%
change
2003- 2003 % | 2007 %
Brand Owner 2003 2004 2005 2006 2007 2007 share share
Total 1,977.7 | 2,075.1 | 2,212.9 | 2,316.2 | 2,431.6 23.0% 100.0% 100.0%
volume
Molinari Molinari 684.4 712.5 729.2 764.0 829.1 21.1% 34.6% 34.1%
Romana Diageo 274.1 262.7 252.9 252.3 269.8 -1.6% 13.9% 11.1%
Ramazzotti | Pernod 1453 | 165.1 | 198.4 | 197.7 | 191.2 31.6% 7.3% 7.9%
Sambuca Ricard
Luxardo Luxardo 427 51.3 65.2 80.2 87.3 | 104.3% 2.2% 3.6%
Sambuca
Antica Antica 500 | 550 | 60.0 00% | 25%
Sambuca
Dei Cesari Luxardo 42.4 43.6 44.5 46.5 45.9 8.3% 2.1% 1.9%
Galliano o 0 0
Sambuca Lucas Bols 40.8 39.8 39.0 40.8 41.0 0.4% 2.1% 1.7%
Zappa DGB 28.0 27.0 31.0 33.0 35.0 25.0% 1.4% 1.4%
Opal Nera Eieg;‘r‘(’jd 15.8 15.0 14.6 29.0 28.4 79.4% 0.8% 1.2%
Vaccari Lucas Bols 21.2 21.4 25.1 25.1 27.1 28.1% 1.1% 1.1%
Sambuca
Source: The IWSR
Tabl e 5: Sambuca global volume 210©d2t ¢ P OMi&@&sk @t & vol umes
cases, % change and share)
Market 2003 2004 2005 2006 2007
Total volume 1,977.7 2,075.1 2,212.9 2,316.2 2,431.6
Italy 970.0 1,043.0 1,137.0 1,180.0 1,225.0
us 294.0 288.5 282.0 289.8 298.0
United Kingdom 125.0 150.0 185.0 225.0 250.8
Germany 200.0 195.0 193.0 189.0 206.0
Canada 126.0 125.8 128.0 126.5 123.8
South Africa 42.0 40.8 45.0 49.0 52.0
Australia 50.3 49.3 49.8 51.4 50.7
Duty Free 41.2 42.4 41.4 40.6 40.8
Greece 34.3 33.3 34.3 32.8 31.5
Russian Federation 6.0 10.0 11.5 14.0 21.5
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and -2®P2 mad k®EQ s 6

Table 5 (continued): Sambuca gl obal vol ume
nine-litre cases, % change and share)

Market 2008 2009 2010 2011 2012

Total volume 2,469.9 2,496.1 2,554.8 2,625.2 2,697.0

1 Italy 1,275.0 1,315.0 1,338.0 1,365.0 1,395.0
2 us 290.0 277.0 276.0 282.0 287.0
3 United Kingdom 230.0 210.0 230.0 250.0 270.0
4 Germany 220.0 230.0 235.0 240.0 244.0
5 Canada 119.3 118.0 116.5 115.0 112.0
6 South Africa 55.0 58.0 62.0 64.0 65.0
7 Australia 50.0 50.3 51.0 51.5 52.5
8 Duty Free 40.9 41.0 41.1 41.3 41.4
9 Greece 30.0 28.3 26.8 26.0 24.0
10 Russian Federation 24.0 27.0 31.0 35.0 40.0
% change % change 2003 % 2007 % 2012 %

Market '03-'12 '07-'12 share share share

Total volume 36.4% 10.9% 100.0% 100.0% 100.0%

1 Italy 43.8% 13.9% 49.0% 50.4% 51.7%
2 us -2.4% -3.7% 14.9% 12.3% 10.6%
3 United Kingdom 116.0% 7.7% 6.3% 10.3% 10.0%
4 Germany 22.0% 18.4% 10.1% 8.5% 9.0%
5 Canada -11.1% -9.5% 6.4% 5.1% 4.2%
6 South Africa 54.8% 25.0% 2.1% 2.1% 2.4%
7 Australia 4.5% 3.7% 2.5% 2.1% 1.9%
8 Duty Free 0.5% 1.5% 2.1% 1.7% 1.5%
9 Greece -29.9% -23.8% 1.7% 1.3% 0.9%
10 Russian Federation 566.7% 86.0% 0.3% 0.9% 1.5%
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Arak (raki)

Product description and history

It is believed that raki was first produced in Asia by Greek winemakers in the
15th century. By the 17th century it had gained popularity throughout the
Ottoman Empire and is today widely consumed in the region extending from

Turkey to Jordan.

Neutral or grape alcohol is left to macerate with aniseed seeds and then sugar
is added. Alcohol-by-volume (abv) is around 50%. The highest-quality araks
are made of grape brandy and high-quality aniseed seeds, and are left to age
in clay jars. Arak is consumed mainly with meals, usually diluted with ice-cold

water. When diluted, it turns milky white.

Industry structure
The industry structure is highly varied and often highly controlled by local

governments.

Haddad Distillers and Boulos Zumot are the main arack suppliers in Jordan.
Both are family-owned companies and distribute imported spirits in Jordan.
Haddad controls over 50% of the domestic market. They export in limited
quantities further east (Iraq and Iran). The Syrian Government controls arack
distilleries in Aleppo, ostensibly for the large Christian community in the

country.

Official production and consumption figures are non-existent, so all figures for
this market remain very tentative. In Syria, arack is produced from dates
instead of grapes. Al Rayan is the main brand, with estimated sales of 250,000
cases and around an 80% share of the premium segment, while Memas

accounts for a further 15%. Cortas Distilleries produces another brand, Dinan.

Alcohol remains a very sensitive issue in Syria, due to religious sensibilities.

No Syrian arack is exported.
In Lebanon, Ksara is the main arack company in the premium segment,

followed by Kefraya and Massaya. Gantous and Touma dominate the low-

priced segment, mainly with arack bottled in a three-gallon format.

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. M_drinks
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Most companies are family-owned, although. Heineken inherited arak
production in Egypt when it bought Al Ahram Beverages Company, the leading

beer, wine and spirits producer in the country.

Domestic market trends

The arak market is not heavily branded compared with most other mainstream
product categories. Given the countries where they operate (mainly Muslim),
marketing of alcoholic drinks brands can be problematic although this is not
true of Turkey, Lebanon or Jordan. In these more restrictive markets the main
focus is on access to distribution and delivering the lowest price, rather than

marketing activity. Access to distribution and on-trade promotion are key.

Arak sales in most markets tend to be confined to the lower end of the
spectrum. An ageing consumer base in most markets means arak is losing
share in the Middle East to other categories such as wine (during meals) and
whisk(e)y (after meals). The consumer profile is probably 40-years-plus in
most of the Middle East.

There has been some development of premium brands recently 7 for instance,
Kasara or Massaya from Lebanon or Al Zumot from Jordan i and these are
being listed in some travel retail outlets in the region. There should be more

focus on this premium end in the future.

International development
Most arak producers concentrate on their domestic market. Very little arak is
exported into Western markets and the category could be considered regional

rather than international.

Perhaps the best possibility is if tourism develops in some of the big
consuming countries (Egypt, Jordan and Syria). This exposure might lay the
groundwork for future international development, but it seems a long shot at
present. Arak could eventually develop as a niche category across the

Mediterranean, as its style of consumption tends to suit warm climates.

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. M_drinks
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Table 6: Arak/arrack total global 260DUimé o68@800stopnkerands

litre cases, % change and share)

%
change
2003- | 2003 % | 2007 %
Brand Owner 2003 2004 2005 2006 2007 2007 share share
Total 2,934.9 | 2,876.2 | 2,774.5 | 2,713.2 | 2,689.7 -8.4% | 100.0% | 100.0%
volume
Haddad Haddad & 440 | 430 | 443| 480| 470 6.8% | 15% | 17%
Arak Sons
Bolonachi Heineken 14.8 13.0 15.0 17.0 18.0 22.0% 0.5% 0.7%
Zottos Heineken 28.0 25.0 20.0 15.0 140 | -50.0% 1.0% 0.5%
Zebiba
Ksara Arak | Cavesde 8.0 7.9 10.3 11.2 11.9 | 48.1% 0.3% 0.4%
Ksara
Fakra Fakra 6.5 6.8 6.8 8.5 7.8 19.2% 0.2% 0.3%
Note: The above are thought to be the leading brands of Arak /Arrack, although in some countries
the market remains very unbranded
Source: The IWSR
Table 7: Arak/arrack total gl obal v201uzne( ain0dO st orpi mear ket
litre cases, % change and share)
Market 2003 2004 2005 2006 2007
Total volume 2,934.9 2,876.2 2,774.5 2,713.2 2,689.7
Syria 2,290.0 2,255.0 2,156.0 2,109.5 2,086.5
Israel 233.0 229.0 240.0 235.0 230.0
Lebanon 224.0 206.8 198.0 193.5 190.0
Jordan 78.3 71.5 67.0 68.7 69.5
Iraq 35.0 42.0 48.0 45.0 52.0
Market 2008 2009 2010 2011 2012
Total volume 2,677.5 2,651.2 2,628.4 2,604.8 2,589.7
Syria 2,061.5 2,036.5 2,011.5 1,986.5 1,961.5
Israel 220.0 209.5 204.5 199.5 199.8
Lebanon 186.0 182.0 178.0 174.0 170.0
Jordan 73.0 76.5 80.0 83.6 87.1
Iraq 75.0 85.0 93.0 100.0 110.0
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Table 7 (continued): Ar ak/ arrack total global vol u##2 and
( 6 0 0 0 slitrendases % change and share)

% change % change 2003 % 2007 % 2012 %
Market '03-'12 '07-'12 share share share
Total volume -11.8% -3.7% 100.0% 100.0% 100.0%
Syria -14.3% -6.0% 78.0% 77.6% 75.7%
Israel -14.3% -13.2% 7.9% 8.6% 7.7%
Lebanon -24.1% -10.5% 7.6% 7.1% 6.6%
Jordan 11.3% 25.4% 2.7% 2.6% 3.4%
Iraq 214.3% 111.5% 1.2% 1.9% 4.2%

Note: Other key markets include Middle Eastern countries: Egypt, Abu Dhabi, Qatar, as well as
markets such as US where sales are slowly growing due to the rising numbers of emigres and
ethnic restaurants. Arak, made from coconut, and sold in Sri Lanka is excluded completely from
the above table.

Source: The IWSR

Turkish raki

Product description and history

Raki is a anise-flavoured drink that is produced by twice distilling either only
suma or suma that has been mixed with ethyl alcohol in copper stills with
aniseed.
Currently there is no fixed | egal
In essence, it is anise-flavoured spirit made from grape alcohol and is Turkish
in origin. There are proposals currently before the EU Food Codex for a legal
definition which would ensure that raki can only be (1) made of real suma
(grape derived alcohol) (2) can only be made from real anise seeds, not from

anise flavours (3) has to be at 43% abv.

Industry structure
Up until October 2003, all production of Raki in Turkey was controlled by the
state-controlled monopoly, Tekel. Since then, production has been liberalised,

but start up costs have restricted the industry to a handful of players.

Mey Icki
Mey Igki is the dominant company. It is in effect the production side of the

former state-owned alcohol monopoly, Tekel. Immediately following

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved.
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privatisation, the company was bought by a group of Turkish investors, who

subsequently sold 90% of the company to US equity firm, Texas Pacific Group,

in October 2006 for a reported US$900m. The company dominates the Turkish

raki industry with a 72.6% market share (MAT August 2008) of the domestic

markets. It operates across all spirit sectors, as well as wine. Its key brands

are Yeni Raki, Tekirdaj, Kul gqi. Ydidskthes i |, Il zmir
leading brand in Turkey with a reported share of 48.3%.

Burgaz Alcoholic Beverages Corporation

Burgaz Alcoholic Beverages Corporation was founded in Luleburgaz, Kirklareli
in 2004. It is a privately-held company. It operates across all liquor categories.
Its main raki brands are: Burgaz, Ata, Raki Turka. The company is estimated

to have a market share of 14.4% of the domestic market.

Elda

Elda was granted a licence to produce raki in September 2002 and was the
first private company to be awarded a license. The company entered the
Turkish market in August 2004. It is based in Izmir. It is a privately-held family
company. Its main raki brands are: Efe Raki (inc. Efe Fresh Grapes, Kara Efe,
Efe Organic Raki), Cilingir, Sari Zeybek. The company is estimated to have a
domestic market share of 7.2% (MAT August 2008).

Others

3 Andolu Raki Group (producer of Anadolu raki).

3 T a rTatk The company was a joint-vent ure between TariKk
Group. The companyés principal ybrands we
2008, the company announced its intention to withdraw from the
market. The company was believed to have around 1% of the market.

Since the announcement, the company has stopped all production of
its brands and has been selling remaining stock at cost.

3 Sarper entered the market in 2007 with
brands. There are strong reports that the company will exit the market
this year.

3 Topkapi Raki is expected to enter the market shortly i most likely in
2009.

Domestic market trends

The Turkish raki market was estimated to be 4.9m nine-litre cases in 2007,

accounting for around 75% of all spirits consumed in Turkey. The market has

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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been stable to gently declining over the last few years, following sharp declines
immediately following privatisation due to disruptions in production. It should
be noted that official figures for raki suggest a market lower than the IWSR
numbers as IWSR numbers attempt to include estimates for under-reported

sales.

Early indications for 2008 suggest that the market is once again experiencing
difficulties. General economic conditions, falling consumer spend and the
attractive low price of beer have put a great deal of pressure on raki producers.

This pressure is expected to continue into 2009.

A key change to the market in recent years has been the marked expansion of
the low price sector. This segment is now believed to account for around 30%
of all sales. Since 2007, Burgaz, in an aggressive drive to gain market share,
sold its lead brand, Burgaz, at YTL19.90 for its standard 70cl bottle. This is at
considerable discount to lead brand Yeni at around 27YTL and 24YTL for Efe.
This approach has seen the brand gain both share and volume. More low-price

brands are expected to enter the market.

There have been several attempts to develop a premium sector. Especially
active in this area has been Elda, the first to launch a fresh grapes raki, Efe
Fresh Grapes; an organic raki, Efe Organic; as well as the first triple distilled
raki, Kara Efe. The company also reports that it has placed its Kara Efe Raki in
recyclable packaging i a first for the industry. However, the development of
the low-price sector has impacted, and continues to impact, directly on the
premium end. With consumer spending contracting, the segment is expected
to come under pressure particularly in the retail channel, although on-trade

sales are expected to hold up better.

Raki is the national drink of Turkey. Traditionally, it is mixed with water, which
as with pastis, turns the drink milky white. Although alcoholic strengths vary by
brand, most are at 45%. It most often drunk with food, i me zaé the start of

the meal and with fish.

International development and prospects
The category is not an international category in the strictest sense, although
over 500,000 cases are sold outside of the Turkey domestic market. Most of

this is to Turkish nationals living overseas.

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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The leading export market is Germany with 330,000 nine-litre cases due to the
large number of Turks living in the country. The market peaked in 2003 at
390,000 cases, since when volumes have slipped back declining at an annual
compound growth rate of 1 4.1% over the past five years. In 2007, this rate of
decline slowed to (2.9%). The dominant brand by far is Yeni raki with a market
share approaching 80%. The long-term outlook for raki in Germany is mixed.
In the recession, fewer Turkish workers are expected to go to Germany, while
those that already there are slowly turning to other drinks. As yet there is little
take-up among the German population, although increasing amounts of
German tourists to Turkey, is likely to slowly change this. It is important to
remember that the anis market in Germany stands at 1.8m cases and is

relatively flat, which leaves considerable room to grow.

The second-largest @xportémarket is Turkish duty free. Most sales are through
arrival s, but duty free departures offers an
national drink and in particular to souvenir-hunting tourists. It also should be a
good way to introduce higher-end products. The total market is around
145,000 cases and has grown more or less year-on-year reflecting higher

tourist numbers and greater efforts by the leading suppliers.

The UK market at 35,000 cases is the next largest, driven mainly by the large
Turkish community, especially in London, and the growing demand for Turkish
cuisine. The market has been growing. After these top three markets, there are
only a handful of countries where raki sells and this is in small quantities i
mostly reflecting local Turkish communities: US, Austria & Switzerland key

among them.

Given the relatively limited international spread, where do the greatest
opportunities lie? The most obvious areas of attack are those countries where
similar drinks exist and the leading companies have identified several
countries: The Middle East, especially Syria, Israel Lebanon and Jordan, and
probably in time Irag, where substantial arak markets exist offer one of the
best opportunities. There are also similar large markets in Greece and the

Balkans, as well as the huge pastis market in France.
However, some companies believe that a good opportunity lies with

developing raki in countries that have a similar style cuisine. Raki goes well

with spicy food and this leads some companies to believe that countries such
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as India or Mexico offer opportunities. As an aperitif or cocktail mixer, raki has

its work cut out given the strong taste profile.

Tabl e 8: Raki tot al gl obal vol u20@7 (@Md Otsldrp i mreandsd vol um

cases, % change and share)

%
change

2003- | 2003 % | 2007 %

Brand Owner 2003 2004 2005 2006 2007 2007 share share

Igltjlme 6,756.9 | 6,300.6 | 5,484.5 | 5,443.4 | 5,508.7 -18.5% | 100.0% | 100.0%

Yeni Mey Group | 6,345.7 | 5,690.0 | 4,106.1 | 4,163.1 | 3,946.0 -37.8% 93.9% 71.6%

Burgaz Raki | Burgaz 0.0 245.0 300.0 545.0 0.0% 9.9%

Efes Raki Elda 3.0 289.0 660.5 484.7 534.7 | 17721.7% 0.0% 9.7%

Altinbas Mey Group 100.0 90.0 190.0 210.0 225.0 125.0% 1.5% 4.1%

Mercan KOC

Raki Group 0.0 105.0 50.0 55.0 0.0% 1.0%

Source: The IWSR
Table 9: Raki global volume a2@12o@06 nEtfkkasasj@dMe vol umes, 2
change and share)

Market 2003 2004 2005 2006 2007
Total volume 6,756.9 6,300.6 5,484.5 5,443.4 5,508.7
Turkey 6,220.0 5,775.0 4,945.0 4,925.0 4,975.0
Germany 390.0 370.0 350.0 340.0 330.0
Duty Free 110.3 116.0 144.3 130.9 145.1
United Kingdom 20.0 22.0 23.0 26.0 34.0
us 10.0 10.0 10.0 8.0 6.0
Market 2008 2009 2010 2011 2012
Total volume 5,5665.2 5,616.9 5,667.4 5,718.4 5,769.4
Turkey 5,025.0 5,075.0 5,125.0 5,175.0 5,225.0
Germany 315.0 305.0 290.0 280.0 270.0
Duty Free 159.3 165.0 175.0 180.0 185.0
United Kingdom 40.0 44.0 48.0 52.0 56.0
us 6.0 7.0 8.0 9.0 10.0
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RRa0rlke t(s660-0v0asl unmense,

Table 9 (continued): Rakig!l obal volume and top
litre cases, % change and share)

% change % change 2003 % 2007 % 2012 %
Market '03-'12 '07-'12 share share share
Total volume -14.6% 4.7% 100.0% 100.0% 100.0%
Turkey -16.0% 5.0% 92.1% 90.3% 90.6%
Germany -30.8% -18.2% 5.8% 6.0% 4.7%
Duty Free 67.8% 27.5% 1.6% 2.6% 3.2%
United Kingdom 180.0% 64.7% 0.3% 0.6% 1.0%
us 0.0% 66.7% 0.1% 0.1% 0.2%

Note: Other key markets include the Turkic Republics in Central Asia, as well as in Austria,
Switzerland, Azerbaijan, Syria and Canada

Source: The IWSR

Ouzo (including tsipouro/mastika)

Product description and history
Few products are as closely associated with Greece as ouzo. As with many
traditional products, ouzo has been in long-term decline as imported alcohol

gains share.

Ouzo is a style of aniseed drink and is normally made from ethyl alcohol,
diluted with water and flavoured with aniseed and other herbs. Large-scale
production only began after the independence of Greece in 1830, but really big
expansion in production began after
Greece in 1922. This so-called Asia Minor Catastrophe led to an estimated
1.5m Greeks being expelled from Turkey, many of whom were familiar with
raki production, a virtually identical drink. Some were attracted to the island of
Lesbos, which is reputed to produce the best ouzo due to the quality of the

aniseed there.

The ouzo industry has a handful of major producers and many small artisan
producers. The biggest company, including exports, is Campari, through its
ownership of Ouzo 12, which it acquired from Diageo in 1999. Although not the
biggest brand in Greece, the Ouzo 12 brand is signif i cant i n

largest export market.
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The second-largest brand is Ploumaris, the largest seller on the domestic
market. The brand, which is produced on Lesbos, remains family owned.

Pernod Ricard is the third-largest player following its acquisition of Mini Ouzo
in 1997. And the last of the majors is Tsantalis, owned and produced by the

eponymous Greek wine company.

There are several well-known smaller producers, such as Varvayannis and
Metaxa (owned by Rémy Cointreau), as well as a mass of producers making
small quantities of ouzo.

Consumption trends
The Greek market has been in long-term decline since its peak in 1986, at

2.1m cases.

A fundamentally traditional Greek drink, ouzo has lost out to Scotch among
younger and middle-aged consumers, while older consumers have either
switched to consuming wine or whisk(e)y, or simply died off. In the past five
years, the rate of decline has slowed significantly, losing just 75,000 cases 1

equivalent to 5.5%.

This is, in part, due to greater competition among the leading brands and,
therefore, greater investment in the category in terms of advertising. This is
also partly because ouzo is an integral part of Greek life, especially in the
summer when it matches well with seafood. The ouzo market remains heavily
weighted to the on-trade sector; most in the trade believe that around 65-70%

is consumed on-trade.

There have been several recent moves to introduce higher-priced brands and
give the whole category a more premium image, but these have remained very
small. Instead, artisan brands have notched up some successes, especially in

the islands, although overall volumes remain very small.

This premiumisation trend seen in other categories however, may also pose a
threat to ouzo. Tsipouro, a similar-style product, is currently growing strongly in
Greece and generally has a more premium image, even though prices are only

marginally above those of ouzo.
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Unlike ouzo, tsipouro is more popular in winter. There are several key local
brands i some from ouzo producers, some from wine producers. The brand
leader is Tsipouro Tsililis, distributed by WS Karoulias in Greece, followed by
Tsipouro of Tyrnavos, produced and distributed by a co-operative, and
Tsipouro Lazaridi, from the wine producer in northern Greece. The market is
still fragmented and regional producers have a large market share (likely up to

50% of total volume).

There are a lot of bulk/backyard/artisanal operations. There could be
significant export potential in markets such as Germany as a premium
alternative to ouzo i traditionally seen as a cheap product by German

consumers.

International development

The largest export market for ouzo by far is Germany. In 2007, volumes stood
at 1.1m cases. The two key market drivers are the ex-pat Greek community
and German holidaymakers returning from Greece. In 2006, the German ouzo
market peaked at 1.1m cases. Since then, volumes have gently declined. This

decline is expected to continue over the next five years.

Greek duty free/travel retail remains the second-largest export market and is
heavily reliant on the tourist market. Volumes currently stand at around 80,000

cases.

Bulgaria has become a major new emerging market for ouzo. Greek ouzo
competes directly with similar local mastika. The market is currently about
45,000 cases and is controlled by two brands i Plomaris, by far and away the
market leader, and Tsantalis. Given that the local mastika market is estimated
to be around 300,000 cases, there is considerable scope for ouzo to grow
further, as local consumers move from products seen as premium to local

brands.

The remaining ouzo exports are geared very much to the Greek diasporas

either in the US, Australia, Canada and Greek Cyprus.

In terms of outlook, Bulgaria is probably the strongest long-term prospect, but
as an aniseed-flavoured drink, ouzo has the potential to do well in a number of
Middle Eastern markets such as Israel, Egypt, Turkey and Iraq (all currently

about 1,000 to 2,000 cases). There is an understanding in the trade that in

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




Page 27

Chapter 2 Aniseed-based spirits

order to gain greater success the producers need to concentrate on offering

more premium products.

Table 10: Ouzo total gl obal vol u2ne0 7a n(d6 G-0dGes brriame s 6
cases, % change and share)
%
change
2003- | 2003 % | 2007 %
Brand Owner 2003 2004 2005 2006 2007 2007 share share
Igltjlme 2,905.5 | 2,906.0 | 2,942.0 | 2,915.0 | 2,901.5 -0.1% | 100.0% | 100.0%
Ouzo 12 Campari 313.1 346.9 355.8 400.9 399.6 27.6% 10.8% 13.8%
Ploumaris Karoulias 262.2 298.5 293.2 295.1 321.0 22.4% 9.0% 11.1%
Mini gfgg%d 236.7 | 2346 | 2234 | 2097 | 199.7 | -15.7% 8.1% 6.9%
gsu"’;rga" Tsantalis 200.0 | 2001 | 1736 | 1654 | 153.8 | -23.1% 6.9% | 5.3%
Tsilili o 0 0
Tsipouro Tsilili 50.0 55.0 60.0 65.0 70.0 40.0% 1.7% 2.4%
Note: The above includes sales of Tsipouro an aniseed-flavoured drink similar to ouzo.
Source: The IWSR
Table 11: Ouzo global volume a2@12 o@pPo Ondtkkasesjsde vol umes,
% change and share)
Market 2003 2004 2005 2006 2007
Total volume 2,905.5 2,906.0 2,942.0 2,915.0 2,901.5
Greece 1,540.0 1,495.8 1,504.0 1,473.0 1,471.0
Germany 1,055.0 1,095.0 1,125.0 1,135.0 1,115.0
Duty Free 82.0 87.3 84.5 84.6 85.8
us 34.5 35.0 355 35.0 37.0
Australia 38.0 34.5 34.6 36.1 36.8
Market 2008 2009 2010 2011 2012
Total volume 2,909.1 2,923.6 2,938.6 2,922.8 2,817.5
Greece 1,474.0 1,480.0 1,480.0 1,450.0 1,430.0
Germany 1,105.0 1,102.5 1,101.5 1,099.0 997.0
Duty Free 86.9 88.0 89.1 90.3 91.4
us 35.0 32.0 31.0 32.0 32.0
Australia 37.0 35.3 34.5 33.5 325
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Table 11 (continued): Ouzo gl obal volume and t-2@lZnaf&k@@&d wvioh e mes

litre cases, % change and share)

% change % change 2003 % 2007 % 2012 %
Market '03-'12 '07-'12 share share share
Total volume -3.0% -2.9% 100.0% 100.0% 100.0%
Greece -7.1% -2.8% 53.0% 50.7% 50.8%
Germany -5.5% -10.6% 36.3% 38.4% 35.4%
Duty Free 11.4% 6.5% 2.8% 3.0% 3.2%
us -71.2% -13.5% 1.2% 1.3% 1.1%
Australia -14.5% -11.6% 1.3% 1.3% 1.2%

Note: One of the largest export markets, and certainly one of the fastest growing, is Bulgaria.
Unfortunately, until very recently figures did not exist. The market is estimated to be over 75,000
cases. Other key markets include Cyprus, Albania, Macedonia & Canada

Source: The IWSR

Anis dulce

Product description and history

Anis dulce is an aniseed-flavoured spirits drink hailing from Spain. Anis dulce
is produced by flavouring ethyl alcohol with natural extracts of anise, anise
seeds, fennel or any other plant that contains the same principal aromatic. This

is achieved by maceration and/or distillation.

The minimum alcoholic strength by volume of aniseed-flavoured spirit drinks

must be 15% abv, although most leading brands fall between 35-45%.

Industry structure

The dominant players in Spain are Osborne-owned ElI Mono with a 31.8%
share, with its main markets being Catalonia and Levante; Beam Global-
owned La Castellana with a 28.6% share, which is strong mainly in Castilla,
Madrid and Andalucia; Belvedere-owned Marie Brizard with a 23.1% share,

and Gonzalez Byass-owned Chinchon.
There are strong local brands that sell in a very limited geographic area: the La
Asturiana brand sells only in Asturias and Leon, Las Cadenas sells in the

Basque country, and Santander and Machaquito in Cordoba.

The category is very traditional and new entrants are non-existent.
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Domestic market trends

Anis dulce is declining in line with most other traditional categories, such as
brandy. It has an aging consumer profile and has enjoyed little success in
recruiting younger consumers. All brands are declining, but the stronger

brands are retaining or even gaining share.

The core anis dulce consumer is mainly a working class male. In the on-trade,

it is typically drunk in a glass with no
consumption occasion during work breaks or lunch breaks, etc. Women also

use it to bake cakes and biscuits at home.

Anisette (Marie Brizard) is more female oriented, and the brand projects a

more middle-class image.

There are no premium brands in the market and investment is close to zero.
The last real spate of investment came in 2002/2003 when both Marie Brizard
and Osborne launched a lemon flavoured anis dulce. Both products flopped.
There is only very occasional investment in food fairs and point-of-sale

promotions.

International development and prospects

The category is largely a Mediterranean phenomenon. There is some
consumption in South America, but it is small. Marie Brizard is the most
international brand and it sells on the back of its liqueur range in over 150
countries. El Mono sells small volumes in South America and like Castellana is

purely a Spanish brand. Chinchon is historically a strong brand in Mexico.

Anis, because of its strong taste, is very difficult to promote to new consumers
not used to the flavour. There has not been the will among the leading players
either to make anis an international category: all leading companies have their
focus on other categories: Beam with whisky and Tequila; Osborne and

Gonzalez Byass on brandy, and Marie Brizard on liqueurs.
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Table 12: Anice/dulce total global -Z®0Umed@h@ls tmipnér and
litre cases, % change and share)
%
change
2003- | 2003 % | 2007 %
Brand Owner 2003 2004 2005 2006 2007 2007 share share
Total 1,794.2 | 1,719.0 | 1,649.7 | 1,590.4 | 1,578.2 -12.0% | 100.0% | 100.0%
volume
Anis del
1 Mono Osborne 446.0 436.8 419.9 415.7 410.1 -8.0% 24.9% 26.0%
Beam
2 Castellana Global 402.0 381.9 371.8 341.9 345.9 -13.9% 22.4% 21.9%
Marie
3 Brizard Belvedere 348.2 332.2 323.6 321.2 311.3 -10.6% 19.4% 19.7%
Anisette
4 | Chinchon g;;‘sz:"ez 137.4 | 1403 | 1281 | 1260 | 1285 -6.4% 7.7% 8.1%
Racima de La
5 Or(_) / Mico Madrilena 96.0 92.0 86.0 80.0 86.0 -10.4% 5.4% 5.4%
Anis
Anis 8 Pernod o o o
6 Hermanos Ricard 36.5 39.0 43.5 42.0 50.0 37.0% 2.0% 3.2%
7 Asturiana F. Serrano 56.0 54.0 52.0 50.0 45.0 -19.6% 3.1% 2.9%
g | Las Pablo 450 | 420 | 400| 380| 380| -156% | 25% | 2.4%
Cadenas Esparza
Industrias
9 Anis Guaca Licores de 29.5 30.0 29.0 33.5 34.4 16.6% 1.6% 2.2%
Guatemala
10 | Confite E‘fg‘ﬂgmn 56.0 37.0 30.0 25.0 240 | -57.1% 3.1% 1.5%
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Table 13: Anice/dulce total global 2®ll&md 60#d st mp nrmar ke

litre cases, % change and share)

Market 2003 2004 2005 2006 2007
Total volume 1,794.2 1,719.0 1,649.7 1,590.4 1,578.2
Spain 1,343.0 1,308.0 1,271.0 1,227.0 1,208.0
Mexico 169.3 161.8 147.3 136.3 142.0
Argentina 38.0 41.0 45.6 43.7 53.6
Dominican Republic 64.6 44.3 38.0 40.0 37.0
Guatemala 31.0 31.7 30.4 34.4 35.5
Market 2008 2009 2010 2011 2012
Total volume 1,534.5 1,499.6 1,418.2 1,374.0 1,322.2
Spain 1,160.0 1,128.0 1,047.0 1,006.0 959.0
Mexico 144.5 142.0 139.8 137.8 135.3
Argentina 58.2 62.3 65.8 67.3 66.8
Dominican Republic 37.3 35.3 34.0 32.6 31.2
Guatemala 36.4 37.3 38.3 39.2 40.2

% change % change 2003 % 2007 % 2012 %
Market '03-'12 '07-'12 share share share
Total volume -26.3% -16.2% 100.0% 100.0% 100.0%
Spain -28.6% -20.6% 74.9% 76.5% 72.5%
Mexico -20.1% -4.8% 9.4% 9.0% 10.2%
Argentina 75.7% 24.5% 2.1% 3.4% 5.0%
Dominican Republic -51.7% -15.7% 3.6% 2.3% 2.4%
Guatemala 29.6% 13.3% 1.7% 2.2% 3.0%

Note: Other key markets include: France (through sales of anisette), Peru and the Canary Islands.
There are also minor sales in the North America, although these are thought to be stable at
present

Source: The IWSR
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Pastis

Definition

Pastis is an aniseed-based spirit that can be distilled using any kind of anise
plant (such as green anise, star anise or fennel). The alcoholic strength by
volume (abv) has to be a minimum of 40% to be classed as pastis. Pastis is an
aperitif, mainly consumed in the summer. It is generally served straight, with a
jug of water to dilute the spirit. Pastis became popular after the banning of

absinthe (namely wormwood) in France during the First World War.

Industry structure

According t o T h,the dloheatgasgtis mafkéet dippedaasjust under
13m cases in 2007. The dominant company in the market is undoubtedly
French drinks giant Pernod Ricard. The company itself was formed when the
two leading pastis companies (Pernod Fils and Société Paul Ricard) merged in
1975 to form Pernod Ricard. Soon after, the newly unified company began

entering export markets for the first time.

French producers naturally dominate the market. La Martiniquaise is the
second largest producer following its acquisition of the spirits arm of the
Boisset group, which added Casanis and Duval to its anise stable, which
already included Prado, Floranis, Santanis and Eperon. Despite this significant
transfer of brands, the La Martiniquaise portfolio will still be less than a seventh
of Pernod Ricardés pastis brand-lagest umes. Be

producer of pastis through its ownership of Marie Brizard.

Although Pernod Ricard is the top company in the pastis market, its aniseed

brands only account for 9% of the volume of its global spirits sales.

Domestic market trends

The huge pastis market fell by 2% in 2008, although the Ricard brand

recovered. Ricard managed to regain some share from the supermarket own

labels. The advertising campaign A Un Ricardstrummssvmagi Ricard?©o
gualities against supermarket copycats had
so powerful in France that some consumers believe that it is synonymous with

the pastis category. In 2008 Ricard lost volume again as poor summer weather

and the tobacco ban took a toll on the brand performance. Of the major Pastis

brands, only Marie Brizard©6s Berger seems

Summer remains the key season for pastis consumption.
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Ricard pastis, at well over 5m cases sold at a premium price, remains one of

the most profitable brands in the Pernod Ricard portfolio.

Recruiting younger consumers is proving difficult and that will remain the key
challenge in coming years. Ricard tried to enter the RTD market in France with
ARi car d Bpastis and Wdtee RTD, but the product has not worked.

International development and prospects

It is no surprise that the main export markets for pastis are either
geographically bordering France or i like Morocco and Algeria i have strong
historical ties. The biggest export markets are Belgium and Switzerland

despite the latter consistently losing volumes since 2005.

Pastis volumes are slowly rising as
the US. This could just be French holidaymakers and expatriates enjoying their
aperitif when abroad. Former territories like Guadeloupe and Martinique are

fairly stable overall.

Pernod Ricard invested heavily in Spain T another large aniseed market i to
develop the pastis category locally when they bought Larios decades back. It
never worked. There are over 1m cases of pastis sold in Spain along the
Pyrenees border to French nationals due to the tax difference between the two

countries.

Pastis has an opportunity in the Mediterranean basin given the link between
warm weather and pastis consumption. Northern Africa is particularly
promising if T in Muslim states 1 attitudes towards alcohol continue to soften.
Lebanon, with historical ties to France and from there to Syria, another large
aniseed market, could also be routes to explore. Clearly 95% of the volumes
will always be consumed in its domestic market but emerging markets could

prove an interesting proposition for such a mature product.

Pernod
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Table 14: Pastis total global voRdme (d0d-iteomi mreandsd vo
cases, % change and share)
%
change
2003- | 2003 % | 2007 %
Brand Owner 2003 2004 2005 2006 2007 2007 share share
Igltjlme 14,926.4 | 13,935.1 | 13,343.8 | 13,122.5 | 12,913.6 -13.5% | 100.0% | 100.0%
. Pernod
1 Ricard Ricard 6,227.8 | 5,846.7 5,736.8 5,663.6 | 5,787.7 7.1% | 41.7% | 44.8%
o | Pastis | Pernod 1,921.9 | 1,7100 | 1,669.8 | 1,544.3 | 1,497.4 | -22.1% | 12.9% | 11.6%
51 Ricard
3 Duval La - . 603.2 544.9 550.1 525.0 541.5 -10.2% 4.0% 4.2%
Martiniquaise
4 Prado ta 185.0 178.0 177.1 267.2 0.0% 2.1%
Martiniquaise
Pernod
5 Pernod Ricard 324.0 314.5 291.3 270.0 252.8 | -22.0% 2.2% 2.0%
6 Casanis La - . 168.0 155.0 148.1 144.1 132.2 -21.3% 1.1% 1.0%
Martiniquaise
7 | Berger Si'vedere 200.3 118.9 119.6 115.3 121.4 | -39.4% | 13% | 0.9%
8 | Cristal Liminana 90.0 95.0 95.0 95.0 92.0 2.2% 0.6% 0.7%
9 | Janot Janot 95.0 90.0 85.5 83.0 80.0 | -15.8% 0.6% 0.6%
10 | Floranis IMa L 74.0 63.0 58.4 57.3 53.2 | -28.1% 0.5% 0.4%
artiniquaise
Source: The IWSR
Table 15: Pastis global volume-281@ t wn@-Desaskset sd vol umes
% change and share)
Market 2003 2004 2005 2006 2007
Total volume 14,926.4 13,935.1 13,343.8 13,122.5 12,913.6
1 France 13,660.5 12,722.5 12,165.0 11,981.0 11,800.0
2 Belgium-Luxembourg 330.0 323.0 321.0 329.5 330.8
3 Germany 137.0 136.0 132.0 126.0 115.0
4 Duty Free 1225 122.9 116.0 102.9 100.9
5 Spain 152.5 113.8 112.8 102.0 94.0
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Table 15 (continued): Pasti s gl obal volume and-2t00dR rma&n0ldtss 6
nine-litre cases, % change and share)
Market 2008 2009 2010 2011 2012
Total volume 12,738.5 12,645.3 12,552.4 12,476.3 12,368.3
France 11,600.0 11,490.0 11,370.0 11,275.0 11,140.0
Belgium-Luxembourg 332.3 334.3 336.3 338.3 340.3
Germany 110.0 105.0 105.0 104.0 98.0
Duty Free 98.9 96.8 94.8 92.8 90.8
Spain 90.0 88.0 86.0 84.0 83.0
% change % change 2003 % 2007 % 2012 %
Market '03-'12 '07-'12 share share share
Total volume -17.1% -4.2% 100.0% 100.0% 100.0%
France -18.5% -5.6% 91.5% 91.4% 90.1%
Belgium-Luxembourg 3.1% 2.9% 2.2% 2.6% 2.8%
Germany -28.5% -14.8% 0.9% 0.9% 0.8%
Duty Free -25.9% -10.0% 0.8% 0.8% 0.7%
Spain -45.6% -11.7% 1.0% 0.7% 0.7%

Note: Other key export markets include Switzerland, UK, Italy and Morocco mostly selling to
French nationals. The figures above are very marginally distorted by the inclusion of absinthe

brands in the US
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Chapter 3 Cane-based spirits

Cachaca

Definition

Cachaca has been produced in Brazil for over four centuries i even before
rum was produced in the Caribbean. The two spirits are similar, in that both
are derived from sugar cane, but cachaca is distilled directly from fermented
cane juice, while rum is usually distilled from molasses, a residue of sugar
production. Both are originally white spirits. Cachaca is generally not aged,
while white rum, according to the rules of most producing countries, must be

aged in wood for at least six months before being bottled.

Industry structure
The nature of the cachaga industry has remained substantially unchanged

over the past two decades.

In terms of the supply base, cachaca is highly regionalised. Milller de Bebidas,
the maker of the Pirassununga 51 brand, remains the largest producer with
sales of 22.5m cases and a 24% share. Pitu is the second-largest producer
with a near 10% share. Pitl is the leading brand in the north-east and, from its
headquarters just outside Recife, the company has expanded distribution to

the north and south-east regions.

Cachaca brand owners are not always producers. Many of the leading brands
are bottled by companies that purchase their cane spirits from mills and

cooperatives.

There has been little in the way of mergers or takeovers of major cachaca
companies. Most of the other major cachaca producers/bottlers are also
family-controlled, which tends to slow the rate of consolidation. Some have
financial problems with state and federal revenue agencies that render them

unattractive to potential buyers.
At the end of 2002, brewing group Grupo Farias acquired Industrias de

Bebidas Paris, brand owners of Cacha¢a da Rog¢a, which was the leading

cachaca in the state of Rio de Janeiro, although produced and bottled in the
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interior of S&o Paulo state. Grupo Farias own two breweries, one in the state
of Rio de Janeiro and the other in the state of Sdo Paulo, which produce the

Itaipava and Crystal beers, respectively.

In 2005, the regionally well-known Cavalinho brand from the interior of Séo
Paulo went out of production and the Carmignani brothers sold off plant
equipment and the plant site, which had become a valuable piece of real
estate in the city of Rio Claro, Sdo Paulo. At the end of 2006, they sold the
brand trademark to Industrias de Bebidas Midas, of the city of S&o Paulo. The
104-year-old brand has subsequently been reintroduced in improved

packaging.

There have been some significant newcomers. More recently, a young
Brazilian internet millionaire, Marcus de Moraes, introduced a new brand,
called Sagatiba, both in Brazil and to a few markets abroad. Bottled in a
sophisticated presentation, similar to some lItalian grappas, the brand was first
sold in two versions, aged and unaged, at prices in line with imported aged
whisky. But volumes sold were small and, gradually, the prices fell into line

with other premium cachacas.

However, it may take the multinationals, such as Bacardi, Pernod Ricard and
Diageo, all of which have a cachaga brand within their portfolios, to lead the
way for the conservative and often inexperienced Brazilian cachaca
producers/bottlers. Bacardi is the only company that has shown any real
inclination to invest in the category. With the ever-increasing demand and the
development of super-premium vodkas, rums and Tequilas around the globe i
at least until the latest crisis i Brazilian cachaca seemed to have been

overlooked by the main players, with several exceptions.

To date, the multinationals have had a minimal impact on the sector. This
could change. Leblon president and CEO Steve Luttmann says: Ai T h e
multinationals will have a significant impact, as they all will enter the category
with cachaca brands of their own. This category will develop along similar lines
to Tequila, with different types and personalities entering the market to appeal
to different consumer tastes. The multinationals will soon have their players

carving out mainstream share, and there will be the niche offerings as well. In

five year s, dondt be surprised if the catego
tolmcasesiand potentially double that worl dwi de.
© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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Bacardi-Martini, meanwhile, has entered into a partnership with the brand
owners of Leblon. This product is sourced in the state of Minas Gerais, the
traditional cachaca producing region of Brazil, and shipped in bulk to France,
where it is slightly aged in oak barrels once used for Cognac. In June 2008,
Leblon acquired a distillery located in Patos de Minas, in the heart of Minas

Gerais.

A spokesperson for Ypioca Cachaca says: A Mul t i nati onal s are pl e
increasingly important role through purchases of existing brands or creation of

their own brands, and[arelh el ping to increase awareness of

Pernod Ricard owns a brand called Janeiro. The French group did test-market
the brand in the US, but that experiment failed and it has since reformulated

andre-l aunched the brand. However, this hasnot

In another deal, Heaven Hill has entered into a joint venture with Excelsior

Imports to become the worldwide importer and distributor for Agua Luca

Cachaga. Heaven Hill Distilleries president Max Shapira says: i The cacha- a
category is still very niche and will require development over the next several

years. But the growth over the last few years has been impressive, albeit from

a small base, and appears poised for excellent growth over the years ahead.

We believe therebds a real opportunity to est

category.o

Consumption trends

Domestic market sales have continued to decline slowly, due partially to direct
competition from other spirits, such as vodka, fierce competition from
breweries and, more recently, the growing wine industry in Brazil. Total
cachaca sales have declined by CAGR 1.8% between 2003 and 2007 to 94m

cases.

Part of this decline is also attributable to rising prices. The cost of sugar cane
has more than doubled in the past four years as the demand for fuel alcohol
(methanol) has increased greatly, owing to the automotive industry producing
so-call ed O6flexd vehicles that can operate Wwi
cane spirits, supplied at about 48% alcohol-by-volume (abv), are standardised
by bottlers to reduce alcoholic content and, depending on the quality of the raw

materials purchased, the bottlers usually have to blend several lots to be able
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to maintain some consistency in their final product, following filtration and other

procedures.

In spite of the cost increases that were passed on to consumers, the main
brand owners have been able to maintain their volumes in general, to the
detriment of smaller, often very regional brands. The low-priced category of
cachacas, sold mainly in returnable 600ml amber bottles, suffered the major
losses as working class consumers either traded up or switched to beer or

glasses of cheap wine instead, especially in the significant on-trade sector.

There is also remarkably little brand loyalty among cachaga consumers i
particularly at the low-priced end of the market. Typically, they will buy what is
available locally. That partially explains the regional nature of the market.
There is also generally very little brand loyalty or brand call in bars. There has
been some trading-up in the cachaga category and not just from the nonaged

low-priced to standard category brands.

A large number of more expensive, branded artisan cachacas, aged and non-
aged, have appeared in the domestic market over the past ten years.
Previously clandestine, or extremely informal and occasional producers
introduced many of these brands. Some disappeared quickly, but many
survived their difficult first years. Many upper-middle class and wealthy
Brazilians now sport bottles of special, premium cachacas in their bars at
home and are quick to compare these with the best of Scotch whiskies or

Cognacs.

Generally though, the cachaca market is characterised by an ageing consumer
profile, as is the case with several other national spirits, including Brazilian

conhaque (ginger-flavoured brandy) and several other types of aguardentes

6compost as 6, asiits dldvourad with calaexteacts, herbs and so
on.
The large cachaca companies generally sell to four channels T the

wholesalers, the supermarket chains, the specialty drinks distributors, and
beer and soft drink distributors. Some producers rely on beer distributors for up

to 50% of their sales volumes.

Over 80% of cachaga consumption in Brazil is estimated to be on-trade and

primarily in over half a million small bars and kiosks around the country. These
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small establishments are stopovers for workers on their way home and for
after-hour neighbourhood socialising. Most feature a TV set, many a pool table

and other games.

Consumers purchase cachaca in generic, returnable bottles that are recycled
by the industry.

The industry will sell recycled bottles in cardboard cases or in plastic crates,
like those used for returnable beer bottles at different price levels, depending
on whether the client has supplied his own recyclable bottles, crates and so
forth. Taxes are levied on the contents, but not on recycled bottles, where tax
has been levied once only when these are sold by the bottle industry. This is
the main reason cachacga can be sold at low prices in relation to other spirits
sold in non-returnable, exclusive-style bottles, including most of the artisanally

produced brands.

International development and prospects
Cachaca is the third most-consumed spirit in the world, behind vodka and
shochu, but 99% of it is consumed in Brazil and it has had limited consumption

internationally.

The question is why has the national spirit of Brazil taken so long to appear on
the international scene? One reason is historic. Brazil was colonised by
Portugal soon after its discovery by Europeans. Their sailing ships took sugar,
gold, diamonds and gemstones from Brazil and returned laden with slaves to
work in the sugar plantations, as well as olive oil and port wine. When the
Portuguese realised that many colonials preferred to drink locally-produced
cachaca, they imposed high taxation on the Brazilian spirit and virtually drove
production underground to clandestine stills. Even after Brazil gained its
independence from Portugal, the discriminatory treatment towards cachaca

was continued by Emperors Dom Pedro | and Dom Pedro Il.

The other obvious reason for cacha
markets is the large domestic market. With a vast domestic market to service

there was relatively little incentive for producers to focus on exports.

Luttmann of Leblon believes there is significant evidence that cachaca
manufacturers are becoming more internationally minded. He points out that
around 15 new brands launched in the US in the first half of 2008.
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Missiato general manager Paulo Rosolem, the maker of Cachaca 51 states:
ACompanies are becoming more interested in e
category in Brazil is stagnating. Taxation is even higher than a few years ago.
So itds a natur al process where more produce
internati ormaaddsnaTrhkee tnsulot i nati onals can play ¢
in developing the category internationally. They have the money and the

distribution. So they can create this market

In 2007, cachaca export value (excluding taxes) totalled FOB (Free-On-Board)
US$13.8m on a volume estimated at about 9m litres. This represented a 4%
decline in FOB values shipped compared to 2006 i the first decline in almost
two decades. Yet there is reason not to interpret this entirely as bad news, as
the total volume of litres declined by a much heftier 23% in 2007, in relation to
the 11.7m litres shipped in the previous year. This is due to the fact that bulk
cachaca shipments declined considerably, while bottled-in-origin cachaca

shipments remained steady and even increased for some brand owners.

Average value per litre increased from about US$1.23 in 2007 to US$1.53 per
litre in 2008, up 24%. The category is premiumising i at least in international

markets.

Bulk cachaga shipments have been growing steadily over the past ten years
as more and more small producers, mainly from the south-eastern state of
Minas Gerais, followed the lead of the north-eastern state of Pernambuco and
began shipping bulk to Germany and other markets, including the US.
However, it seems the tide has now changed, as quite a few importers learned

that these bulk products are often low-quality as well as low-priced.

International consumption trends are also much more favourable than this
shipment decline suggests. Total cachaca export sales increased by almost
11% in 2007 to reach 751,000 cases.

International potential for the categor y remains considerabl e.
Luttmannsays: AiThe bi ggest opportunities are in Nol
some important white spirits markets in Asia. Caipirinha is the driver, and

consumers of cocktails i from martini to margaritas to mai-taisi are the

buyers. Given the broad interest in 6Brand E
and Dubai to Paris, there is a significant g
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However, the fact t hat cacha-ab6s total
cases is an indictment of the industry. Major Brazilian brand owners now need
to invest further in advertising and brand-building promotions if they are to

regain impetus and expand their foreign sales.

Germany
By far the largest export market (although a large percentage is bulk cachaca
used for Borcobs oO0Canariod brand as well

is heavily geared towards the off-trade.

Local operators believe this is due to the difficulty Germans have in
pronouncing 6cacha-ab. But it farpgmdar s

cachaca at home parties and private events rather than order it at the bar.

Off-trade sales declined in 2007. Total sales in Germany fell back by around
4% to around 230,000 cases. Germany was one of those markets most

dependant on bulk imports.

If there was more advertising and media coverage this category would have

huge potential.

Pitl, the number one brand, was first exported to Germany 36 years ago.
Today, the business and European brand rights are owned by German spirits
group Underberg, which has revamped the brand and design. Nevertheless,
Underberg is currently concentrating more on its bitter signature bitters drink,
and Borco is currently more focused on pushing Tequila Sierra (original

Tequila also bottled in Germany by Borco).

Unless serious money is invested in ad spend for the category or its leading

brands, this category is unlikely to grow much in Germany in the near future.

Portugal

Growth of cachacga in Portugal is largely due to the ever-growing Brazilian
population in the country and an objective among young Portuguese to try
something new; historical and linguistic ties also play a role. The category has

benefited from focus by major players as it has been gaining volume year on

nt e

as

t hat

year. In 2007, sales rose by 13% i n Portugal, t h-enkedat egor yobs

export market, to reach 86,000 cases.
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United States

The prospects for success are probably greatest in the third-ranked market,
the US. And there are signs that it may already be starting to take off; in 2007,
the category rose by 17% in the US to reach 70,000 cases. The basic pre-
condition is the existence of a vast cocktail culture, based around Tequila,

vodka and rum.

Ypiéca Cachaca export manager Christian Castren says: iTher e i s a great
growth opportunity for cachaca in the international marketplace, but the US is
the main opportunity. There has been a change of mindset among producers
and we are now investing in the future of the category and making cachaca a

truly international spirit by expanding exports i nt o mor e mar ket s. o

He believes the key to expanding cachaca in international markets lies in

i ncreasing t he c o0 ¢ k t-teadel beyand fthe rtraditignal i n t he
caipirinha, as well as increasing the offers of premium and super-premium

c ac h a.- Ypisca, for instance, has introduced super-premium variants

Ypiéca 150 and 160, which are both aged for six years.

The US market has been heavily driven by the cocktail culture and there is a
|l ot of buzz around caipirinhlaabei mgr aqarhiat-a.d
The category is skewed to Florida where there is a large Brazilian ex-pat
community. A significant quantity also sells in New York. Cachaga is also

selling in Brazilian restaurants.

According to Paulo Rosolem of Missiato the US has huge potential for
expansion of this category: A Cac ha- a i s al most unknown i n
[imported] spirits market in the world. Caipirinha is still a challenge in a market
where time is money. We see that many barmen are reticent in preparing a
cocktail that demands some time and practice. Yet we see that the market is
growing and people are open to cachaga. T h e r e & s coaktaiusageain this
market so it is expected that we can be more successful there. The millions of
consumers reaching the legal drink ages every year are inclined to trade up
and to experience a different spirit. | think that cachacga is an excellent
opportunity to supply that psychological demand. If one brand becomes

successful in the US, it is easier to develop it in another internationa | mar ket . 0
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He goes on to compare the Tequila boom in the US with a similar possibility for

cachaca: A" Take Tequil a as20 yeas agx d3nad leeen the 5

growth driver. So it is for cacha-a.

France

Brazil has been promoting itself actively as a tourist destination in France with
campaigns in the Paris metro, etc. More French are being exposed to the
product. Besides, there is a global fashion for exotic Latino themed bars and

restaurants.

The major drinks groups in the French market have relatively little interest in
the category. The leading brand, Thoquinho is distributed by a small local
producer, Giffard. Pernod Ricard launched Janeiro, but without much

conviction.

Spain

The category has been growing but remains a drop in the ocean of the
Spanish spirits market. Brazilian/Samba-themed parties are fashionable,
especially in beach outlets along the Mediterranean coast. Pricing remains an
issue though: Cachaca retails in Brazil for US$2-US$3 a bottle and in Spain for
EUR11. Parallels direct from South America were reported last year for the

first time.

Aguardiente/Cana

Definition and history

Aguardiente is the generic name of distilled spirits, usually very strong, which
can be drunk straight, aged, flavoured or blended. In Latin America, the main
area of consumption, it is nowadays chiefly made from cane, although it can
also be made by distilling wine or certain cereals, fruit or seeds such as rye,

barley, juniper berries, cherries, grapes and anise, among others.

The name derives from the Latin aqua ardens via the Spanish agua ardiente 1
fiery/burning water i now one word, aguardiente. They are classified as either

dry or aniseed varieties. Aniseed is popular in countries such as Colombia

0

while Panama, Venezuela and Ecuador, for examp | e, drink the dry
variety.
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During colonial times, aguardiente was the drink of the black slaves working in
the sugar plantations, while the Spanish chose wine and the indigenous
population had their traditional drinks, such as pulque in Mexico. Local
aguardientes were prohibited, to protect those imported from Spain, which
were made purely from grapes, so they were produced illegally, mainly from

sugarcane.

Now many countries in Latin America have large aguardiente markets, with
some regional differences. In Colombia, for instance, aguardiente is derived
from sugar cane, and flavoured with star anise. It is around 29% alcohol. In
Ecuador around 60% of aguardiente is derived from sugar cane with the

remainder made from molasses.

In Venezuelaaguar di ente can be any Orumbd
two years (the law stipulates that rum can only be called rum once it has been
aged for a minimum of two years). As well as plain aguardiente, Venezuela
officially divides the category into three further sub-categories:
3 Bebidas Espirituosas secas i named as Duch when the total sugar
content by weight is less than 2.5%
Anisados i aniseed flavoured

3 Triple Filtrados T aguardientes which are filtered three times.

Industry structure

The industry structure also varies. Aguardiente in Colombia is produced at a
regional level. Each province has its own monopoly on production. The four
largest accounted for nearly 85% of total production in 2007: Antioquia had a
market share of 39.5%, Cundinamarca had 24.3%, Valle del Cauca had 13.5%
and Caldas had 7. 4% (figures from Acil,
Association).

The dominant aguardiente producers in Ecuador (and their main brands) are
Destileria Zhumir (Zhumir), Easa (Cristal), Celimaca (Manabita), Licoresa
(Tropico Secco) and llensa (Nortefio). The brands sell on a highly regional

basis.

In Costa Rica, aguardiente is known as guaro and is produced by the

monopoly FANAL.

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

Total production in Colombia in 2007 was 5.6m nine-litre cases. This was
down by 22.2% since 2002, with the four largest producers (as listed above)
registering falls of 12%, 16.9%, 30.8% and 56.4% in the same period.

Aguardiente consumption had been falling in Ecuador up to 2006 as
consumers increasingly switched to beer and also, to a lesser extent, whisky
and vodka. However in 2007, consumption of aguardiente returned to growth,
increasing by nearly 20%. This growth would have been even stronger if it had
not been for the three elections in the course of the year (each election sees a

ban on sales of spirits in the weekend of the election).

Aguardiente in Panamai s known as Oseco0d. The
Herrerano, and this is traditionally the best-selling alcoholic beverage together
with beer. The recent increase in GDP, due to the real estate and tourism
booms, coupled with the surge in high-end immigration from Venezuela and

Colombia, has caused this category to lose out to rum and imported spirits.

In Costa Rica, the main brands are Cacique Guaro and Canita. Small
guantities of Herrerano are also imported. Despite its low price, Cacique is
falsified a great deal due to its popularity. About a quarter of Guaro is sold in
PET bottles.

It is common in Costa Rica to mix many cheap drinks (aguardiente, rum, vodka
etc) together and bury it for a few days to make a strong punch for parties and

weddings and other celebrations.

In Guatemala all aguardiente is produced by the state monopoly, Industrias
Licoreras de Guatemala. Around 9m litres may also be produced on a small
scale by the indigenous population. Aguardiente is easily the biggest category
in Guatemala, even bigger than beer, and represents over 60% of all spirits

sales. The category has been growing since 2004 and is set to continue.

The law stipulates that all alcohol except vodka must be aged for at least one

year.

The main brands are Venadito, Quetzalteca, Kuto, Cusha, Jaguar, Tucan,

Condor, Chaparrita, Barrilito, and Vaquero.

best
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Aguardiente in El Salvador is often il v 0 ekt ay I[Ta&tab market figures are

uncertain and some are labellediivod k a o .

Virtually all aguardiente is consumed off-trade.

There are premium brands and standard brands. Standard Aguardiente has
been growing well while premium brands have been falling for several years;

the overall market has held steady at about 1.5m nine-litre cases since 2004.

Leading premium brands are Troika, Petrov, Sublime and Tic Tac; the main
standard brands are Chamaco, Cafia Rica, La Trerruda, Minsk, Estrella Verde,
Jaguar, Cuarzo, Tropicana and Kremlin. There are also i | i genstorts of

some aguardientes e.g. Troika light.

Aguardiente makes up almost 85% of the total spirits market in Nicaragua,
increasing share marginally over the last ten years (in 1998 the market share

was 82.3%). The market is set to keep rising gradually.

It is all locally produced and virtually all branded aguardiente in Nicaragua is
made by Casa Pellas, which also produces Flor de Cafia rum. Up to 900,000
nine-litre cases (around 40% of the market) is cheap, unbranded aguardiente
sold in large containers, and onto individual consumers in their own containers,
although in 2006 a law was passed to prohibit the sale of product in plastic

bags.

Leading brands are Caballito, Pl at a,

versions produced.

In Honduras aguardiente forms 80% of the total spirits market, up from 76%
five years ago. Growth is set to continue. There are minimal amounts of
imported spirits, mainly from Guatemala; the vast majority is locally produced.
Aguardiente is frequently falsified, causing a price war, and there is an
unquantifiable amount of unregistered local production, so real consumption

could be much higher 1 up to 40% higher.

The most popular brands are Tutascan, produced by Istmania and Yascaran.

Canita
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There are no available statistics for aguardiente in Mexico. The market is
estimated to be between 2m and 2.5m cases,

spirits market.

This is a much lower proportion than in neighbouring countries as local drinks
such as Tequila, Mezcal and pulque are also popular, and Mexico does not
have such a large sugar industry as many other Latin American countries.

There is certainly clandestine production, but few leading brands.

International prospects

As the markets with the greatest taste for aguardiente are also those capable
of producing their own, exports are currently limited. As communities of Latinos
spread around the globe, new markets are slowly opening, mainly through
Latin restaurants and shops, and therefore on a limited scale. These

communities are the best prospects for future exports.

On the whole, Colombian and Ecuadorian aguardientes are not widely
exported. However certain brands of Colombian aguardiente are now exported
to the US and target-marketed to large communities of Colombians in New

York and Miami.

Some Colombian brands are also available in London, although not on a large
scale. Colombian aguardientes produced by Industria Licorera de Caldas
(makers of Cristal) are available in nine Latin American countries, Australia,
Spain and the US. Certain Guatemalan brands are exported to Honduras.

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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Table 16: Cane/cachaca total global -2007medé@ad@stop
nine-litre cases, % change and share)
Brand Owner 2003 2004 2005 2006 2007
Total volume 107,699.0 104,092.5 101,461.5 102,658.1 101,579.2
1 Pirassu-nunga | Muller De 19,716.5 20,104.6 21,5355 22,745.8 21,483.8
51 Bebidas
2 Pitu Pitu 7,204.3 6,882.0 7,892.8 8,649.9 9,392.2
3 Ypioca Ypioca 4,466.6 4,923.3 5,323.0 5,600.8 5,767.3
4 Velho Barreiro | Tatuzinho 3,703.0 4,034.4 4,267.3 4,458.6 4,778.4
5 Cachaca da IBP 2,901.3 2,401.3 2,266.3 2,345.8 2,867.0
Roca
6 Jamel Missiato 1,102.9 2,365.7 2,518.3 2,403.1 2,335.6
7 Villa Velha Industria de 1,700.0 1,747.0 1,840.0 1,986.0 2,128.0
Bebidas
8 Cachaca'21® | Industria de 2,670.0 2,585.0 2,115.0 2,010.0 1,890.0
Bebidas
9 Cachaca '61' Missiato 1,400.0 1,495.0 1,478.0 1,497.9 1,824.5
10 Oncinha Oncinha 1,750.0 1,750.0 1,650.0 1,450.0 1,800.0
% change 2003 % 2007 %
Brand 2003-2007 share share
Total volume -5.7% 100.0% 100.0%
1 Fyassununga 9.0% 18.3% 21.1%
2 Pitu 30.4% 6.7% 9.2%
3 Ypioca 29.1% 4.1% 5.7%
4 Velho Barreiro 29.0% 3.4% 4.7%
5 Cachaca da 1.2% 2.7% 2.8%
Roca
6 Jamel 111.8% 1.0% 2.3%
7 Villa Velha 25.2% 1.6% 2.1%
8 Cachaca ‘21" -29.2% 2.5% 1.9%
9 Cachaca '61' 30.3% 1.3% 1.8%
10 Oncinha 2.9% 1.6% 1.8%
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Table 17: Canel/cachaca total global w2dOI1l2mg 6DOdD st op mar k
nine-litre cases, % change and share)

Market 2003 2004 2005 2006 2007

Total volume 107,699.0 104,092.5 101,461.5 102,658.1 101,579.2
1 Brazil 101,327.0 97,275.0 94,356.0 95,271.8 94,030.0
2 Mexico 2,263.0 2,616.0 2,920.0 3,213.6 3,302.5
3 Paraguay 1,561.8 1,605.3 1,665.3 1,700.3 1,780.0
4 Costa Rica 579.5 659.5 598.0 645.0 634.0
5 Panama 655.0 653.0 653.0 658.5 632.5
6 South Africa 349.8 322.0 296.5 279.0 260.0
7 Germany 275.0 265.0 258.0 238.0 229.0
8 Argentina 172.0 184.5 207.5 156.5 143.3
9 Portugal 54.0 62.3 69.8 76.0 85.8
10 us 35.0 41.0 50.0 60.0 70.0

Market 2008 2009 2010 2011 2012

Total volume 101,331.0 101,082.8 100,834.7 100,679.2 100,418.5
1 Brazil 93,500.0 92,900.0 92,300.0 91,750.0 91,100.0
2 Mexico 3,502.5 3,762.5 4,026.5 4,328.0 4,632.3
3 Paraguay 1,850.0 1,920.2 1,990.5 2,060.7 2,131.0
4 Costa Rica 646.0 648.5 639.0 629.5 620.0
5 Panama 610.0 587.5 565.0 542.5 520.0
6 South Africa 245.0 235.0 228.0 222.0 216.0
7 Germany 223.0 220.0 218.0 215.0 204.0
8 Argentina 132.3 124.8 120.8 116.5 1145
9 Portugal 94.3 101.0 109.0 115.0 121.0
10 us 80.0 96.0 105.0 125.0 145.0
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Table 17 (continued): Cane/ cachaca total global volume and t
2012 ( 60-Dtesases;%change and share)

% change % change 2003 % 2007 % 2012 %

Market '03-'12 '07-'12 share share share

Total volume -10.1% -3.1% 94.1% 92.6% 90.7%

1 Brazil 104.7% 40.3% 2.1% 3.3% 4.6%
2 Mexico 36.4% 19.7% 1.5% 1.8% 2.1%
3 Paraguay 7.0% -2.2% 0.5% 0.6% 0.6%
4 Costa Rica -20.6% -17.8% 0.6% 0.6% 0.5%
5 Panama -38.2% -16.9% 0.3% 0.3% 0.2%
6 South Africa -25.8% -10.9% 0.3% 0.2% 0.2%
7 Germany -33.4% -20.1% 0.2% 0.1% 0.1%
8 Argentina 124.1% 41.1% 0.1% 0.1% 0.1%
9 Portugal 314.3% 107.1% 0.0% 0.1% 0.1%
10 us -10.1% -3.1% 94.1% 92.6% 90.7%

Note: Figures for Brazil are for Cachaca as are those for Germany, Portugal, and the US. Figures
for South Africa are cane spirits. For all other markets, they are either Cana or Aguardiente

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved.
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Chapter 4 Grape-based spirits

Grappa

Product definition

Grappa is another traditional category that is staging a recovery of some
degree. It holds a possibly deserved reputation as a rough drink that was
traditionally made from grape pomace (the discarded grape seeds, stalks and

stems that are a by-product of the winemaking process).

Grappa can be young, aromatic, aged (in normal or aromatic wood), flavoured,

or any combination of these.

Aged grappas have only been widely available in Italy since around 2003.
Commonly spiced or wood-flavoured, this segment is now showing growth 7 it
can be marketed like Cognac or whisky. It now accounts for 15% of grappa

overall, up from 4% five years ago.

Industry structure
There are three categories of grappa producers:
3 6Genuined distilleries, which produce gr &
3 Bottlers who buy grappa from various distilleries, then mix and bottle it
(around 500).
3 Retailers who have own-brand products bottled for them by a distillery
or bottler (such as wine producers who have their own marc distilled

and then sell it alongside their wine).

The IWSR reckons that the largest producers, with estimated percentage
market share in 2007, are:

3 Bonaventura Maschio 8.3%

3 Distilleria Bottega 6.4%
3 Stock 6.2%
3 Fratelli Branca 5.3%
3 Nonino 5.2%
3 Bocchino 3.3%
3 Roner 2.3%
3 Domenis 1.2%
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Others are Poli, Sibona (Piemonte), Castanier (Friuli), Berta, Nardini, Brotto

and Bepi Tosolini.

Almost all are family owned. A notable exception is Stock (owned by

investment managers Oak Tree Capital Management).

A recent new entrant was Grappa Braulio (distributed by Casoni), which was
launched in 2006.

The market remains highly fragmented and there is little sign of consolidation.

There is also relatively little multinational involvement. Pernod Ricard owns
Fior di Vite, the 14th—largest brand. Diageo used to have Libarna, but sold it in
1999.

Domestic market trends

Grappa is the leading spirits category in Italy. Grappa, like brandy, is one of
the most historically important spirits segments in lItaly. Unlike brandy,
however, (and unlike spirits in Italy in general) grappa has seen significant
growth in the last 15 years.

The domestic market is estimated at a total size of 3.1m nine-litre cases.
However, there are no exact statistics on the size of the market given how

fragmented it is.
There has been growth in the market for mid- to low-priced products.

Marketing developments
Many new consumers have entered the grappa market in recent years. While
most consumers are aged between 35 and 60, there has been the addition of

younger drinkers and more women.

Grappabs close ties with particular | ocati
differentiate it from other spirits.

Grappa has been a hotbed of innovation in terms of bottle shapes. The

proximity of Venice, with its strong glass-making tradition, has fostered links

between some grappa producers and glass-blowers.
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This growth is attributed to the ability of producers to improve the quality of
their product and to develop products that
tastes such as smoother and more flavoured grappas. Several flavoured
grappas are available containing a range of fruit and herbs. Packaging has

also improved.

There is a segment called monovitigno grappa i single vine grappa. This has
been available for around 35 years, and represents a sizable part of the

market.

Averna, for instance, is marketing its own range of single variatal grappas. It

also markets another grappa under the Frattina label. Averna export manager

Michel Jordens says: i Gr appa can be a quality product a
history. The problem is that it hasndét been
we face with grappa is that it has a poor consumer image. People have a

picture of the old style of grappa, which was distillate made from any kinds of

grapes. People think it is harsh, too strong and gives you hangovers. So we

have a barrier in the consumer ds imirmd.0 You h
At the same time it is important that steps to make grappa more attractive to

consumers do not lead to the loss of more traditional aspects of grappa.

He explains that grappa has changed substantially in recent years both in
product and marketingterms. i Ther e i s an industry revol uti
They are today smoother and more refined. They are much easier to drink,
and all of a sudden people in southern Italy are beginning to drink it again.
People are becoming more knowledgeable about grappa and it is attracting
connoi s gkeugrappa dmarket is premiumising, with the new single
variatals and aged expressions hitting the market regularly. Some are using

very upscale packaging.

One producer, Distilleria Bottega has launched several alternative grappas in
recent years, including an alcohol-free grappa flavoured with aloe and alpine
herbs. Other innovations include spray grappa, sold in a bottle with a
vaporising spray so it can be sprayed onto coffee, desserts, risottos, shellfish
and cigars. It also has Alexander Platinum, a high-proof grappa bottled at cask

strength, which can be diluted or served on ice.
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International development

Some 90% of grappa is consumed in ltaly, with 10% exported. The most

important export markets are Germany, the US, Belgium, the Netherlands and

t he UK. However, grappads share of the spir]
minimal. Grappa is an extremely niche product in foreign markets, aimed at

discerning drinkers who have become aware of it through knowledge of Italian

wine, or Italian restaurants.
In the early Nineties, grappa had a poor reputation in foreign markets, but the
quality of export grappa has improved significantly in recent years, thanks to

i nnovation and the efforts of producersd ass

Grappads unique selling proposition is its

‘N

and its means of production (of which there are four). This leads to a wide

variety of different grappas being offered to export markets.

The international market for grappa is, however, limited to connoisseurs; this
leads to strong interest in aged varieties.

The recognition of grappa as a uniquely Italian product is seen as a very
positive step since the product no longer needs to be branded as lItalian, but
simply as grappa. However, further safeguards are still required, according to
the regulator ING, such as on flavouring, the use of caramel, sweetening and

ageing.
ING President Cesare Mazzetti has said that grappa is focusing on export
markets for its future growth and points to the creation by Italian designers of

grappa bars at fashion shows as a positive step in this direction.

Curiously, Moxt & Chandonbés Marc du Champagnr

at a significant price in Italy and Spain.
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Tablel8: Grappa total global volume2@hd ( ®@itdbs amids® vol um
cases, % change and share)

%
change
2003- | 2003 % | 2007 %
Brand Owner 2003 2004 2005 2006 2007 2007 share share
Total 3,345.5 | 3,341.4 | 3,296.0 | 3,177.1 | 3,083.0 3.5% 12.3% | 100.0%
volume
Nardini .
G Nardini 232.5 222.3 204.2 188.0 162.0 -30.3% 6.9% 5.3%
rappa
Nonino Nonino 1200 | 1300 | 1320 | 1250 | 121.0 08% | 3.6% 3.9%
Grappa
- Fratelli
Candolini 115.0 96.0 98.0 92.0 101.0 -12.2% 3.4% 3.3%
Branca
Maschio Cantine 775| 815| 885| 940| 990 | 27.7% | 23% | 3.2%
Grappa Reunite
qauna Averna 920 | 91.0| 80| 900| 860 | -65%| 2.8% | 2.8%
rappa
Note: The above sales are almost understated globally. Other important brands that may be in the
top five are: Julia and Bottega Club
Source: The IWSR
Table 19: Grappa global volume -20H2 t 0@O-Obks kreitsé® vol umes
cases, % change and share)
Market 2003 2004 2005 2006 2007
Total volume 3,345.5 3,341.4 3,296.0 3,177.1 3,083.0
Italy 2,581.0 2,623.0 2,655.0 2,600.0 2,515.0

Key grappa export markets or similar local products

Germany 425.0 430.0 390.0 340.0 326.5
Switzerland 32.8 31.3 33.8 35.5 36.0
Market 2008 2009 2010 2011 2012
Total volume 2,950.5 3,542.0 3,515.0 3,478.0 3,461.0
Italy 2,475.0 3,400.0 3,375.0 3,340.0 3,325.0

Key grappa export markets or similar local products

Germany 295.0

Switzerland 36.5
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Table 19 (continued):
nine-litre cases, % change and share)

Grappa global vol ume

and 202 mad kK@@ s 6

% change % change 2003 % 2007 % 2012 %
Market '03-'12 '07-'12 share share share
Total volume 3.5% 12.3% 100.0% 100.0% 100.0%
Italy 28.8% 32.2% 77.1% 81.6% 96.1%
Key grappa export markets or similar local products
Germany 12.7% 10.6%
Switzerland 1.0% 1.2%

Note: Germany and Switzerland are the two key export markets. No forecasts are currently
possible. In addition, products very similar to Grappa are sold in large quantities in Portugal as
bagaceira - these may amount to around 140,000 cases in all. The market is thought to be in long-
term decline. Also in Uruguay, there is a growing market sold as grappa. Volumes are believed to
risen to almost 80,000 cases

Source: The IWSR

Pisco/singani

Pisco is a South American grape brandy produced in Peru and Chile. There is
a long-standing debate as to whether pisco is originally from Peru or Chile,
which has some bearing on international marketing (see below). Singani is a

very similar grape brandy produced in Bolivia.

There is a difference of opinion between Peru and Chile as to the right of use
of the Denomination of Controlled origin for Pisco. Whereas Peru states that
there must be a strong link between the geographical area where the spirit is
produced (like for Champagne and Cognac), Chile claims that the term is

generic (like wine or whisky) and can therefore be made anywhere.

Peruvian Pisco

Definition

Peruvian pisco is made from distilled grapes that are distilled once only, for a
minimum of three months. It differs from other grape brandy and Cognac,
which is distilled more than once and aged in oak. Peruvian Pisco is made
from fermented most |

O6pisco grapesé

stills.

Peruvian Pisco is produced in the following provincial departments of Peru:

Lima, Ica, Arequipa, Moquegua, Locumba, Samba and Caplina. Grape

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved.
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Page 58 Chapter 4 Grape-based spirits

varietals authorised for use in Peruvian pisco are: Quebrant, Common Black,
Mollar, Italia, Muscat, Albilla, and Torrontel.

Peruvian Pisco is different to other spirits from around the world with grape as
a base as most of these use the rehydrated grape skins rather than the pure
grape juice and must. Italian Grappa, Spanish Orujo, and Greek Tzipouro all
use grape skins as a base.

Whereas treated water may be added to Chilean pisco to adjust the alcohol
content of the distilled product, (which regularly reaches 60% ABV and can
even reach up to 73% ABV) in much the same way as other spirits, such as
whisky and vodka, this is not legal for Peruvian pisco. In fact Peruvian
legislation stipulates that nothing may be added to the distilled grapes to alter
the degree strength, flavour, smell or colour. The distillation process is usually
halted when the spirit reaches 42% or 43% ABYV in strength. Peruvian pisco by
law, however, may be anywhere between 38% and 48% ABV degrees in

drinking strength.

Domestic market trends
Pisco is connected to nationalism as it i s
Peruvian Government even recently introduced

Sour Day) in order to promote pisco.

Pisco is increasingly developing a premium image and in fact the strongest
growth in percentage terms in 2007 was in the premium segment. This
development is underpinned by improvements to packaging of existing

products and the launch of new products.

Pisco is commonly drunk as part of a pisco sour, mixed with lime juice, sugar
syrup, egg white and bitters.

In 2007, total pisco production in Peru amounted to 540,000 nine-litre cases
and preliminary estimates are that it reached 610,000 cases in 2008,

according to Peruvian Ministry of Production estimates.
Industry structure: The number of manufacturers continues to increase and

many are also increasing the number of brands they produce. The largest

producers are Ocucaje, Queirolo, Tacama, Gran Cruz and Tabernero. Ocucaje
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Page 59 Chapter 4 Grape-based spirits

has shown the strongest growth in recent years, and in 2007 it accounted for

22% of the registered pisco market.

International development and prospects

Many countries forming part of WIPO (World Intellectual Property
Organisation) have recognised pisco as being an exclusively Peruvian
Denomination of Controlled origin. These countries include Venezuela,
Colombia, Costa Rica, Cuba, Panama, Nicaragua, Thailand, Vietnam, Laos,

Singapore and Israel.

Other countries have failed to recognise this officially due to free trade

agreements they have or hope to have with Chile.

The US recognises OPisco Perud as an

Exports of pisco from Peru have been increasing steadily in recent years. In
2002, the volume of pisco exported was 2,150 nine-litre cases and the value
was US$83,643; in 2007, the volume was 18,000 cases and the value was
US$1m. This equates to a CAGR in volume of 52.9% and in value of 64.4%,

albeit from a very small base

The largest Peruvian exporters in 2007 (ranked by US$FOB) were Bodegas
Vinas de Oro with US$213,025, Vina Tacama with US$109,198 and Puerto
Peru with US$92,508.

Chilean Pisco

Definition
Pisco in Chile is produced in the Atacama and Coquimbo regions to the north
of Santiago, which is ideal for growing moscatel grapes which are the main

grapes used in the production of pisco.

The fact that Chilean pisco can be mixed with water (in contrast to Peruvian
pisco) to bring it down to the desired strength has popularised low-strength
varieties in Chile, typically at around 30%, 33% and 35% ABYV in strength.
However, Chilean piscos of better quality tend to be of higher strength (around

or above 40% ABV, in the O6especiald
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Chile has 10,500 hectares dedicated to growing grapes for pisco; it distils

225m kg of grapes each year and produces 49m litres.

Industry structure

Two producers dominate the market: Capel with its brands Capel, Alto de
Carmen and Los Artesanos de Colchiguaz (which rank number one, three and
five respectively) and Control with Campanario, Mistral, La Serena and Control
(which rank number two, four, seven and eight). The only significant change to
the top ten brands (and their market share) in recent years was the entry in
2004 of brewer CCU and its Ruta Norte brand. Ruta Norte experienced
impressive sales on its introduction, ranking third nationwide in 2004 and 2005,

but volumes have since decreased and it ranked seventh in 2007.

Domestic market trends
Consumption of pisco in Chile grew steadily up to 2005 when it reached a
peak; since then it decreased in 2006 and again in 2007. This is in part due to

consumers switching to rum, and in part due to an increase in prices.

International development and prospects

Chile is taking steps to promote pisco both internally and at export level: pisco
has a national month of pisco and a national pisco day. There is currently an
association of pisco producers, which represents 95% of pisco grape
producers, vinifiers, distillers and bottlers. The Ministry of Agriculture and
major players in the industry agreed in August 2008 to create a governing

body for pisco in order to promote the product.
Between 2000 and 2002 a body existed to promote pisco abroad, and there is

demand from the industry for a similar body again. Pisco exports from Chile in
2007 were worth US$1.36m.

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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Table 20: Pisco total global vol-2@7 ahdO-itep mirmedsd vol
cases, % change and share)
%
change
2003- | 2003 % | 2007 %
Brand Owner 2003 2004 2005 2006 2007 2007 share share
Total 6,378.5 | 6,824.8 | 7,344.5 | 6,963.0 | 7,017.1 -2.3% | -11.2% | 100.0%
volume
Capel Capel 1,525.0 | 1,367.0 | 1,521.0 | 1,338.0 | 1,300.0 -14.8% 23.9% 18.5%
Campanario CCuU 770.0 840.0 870.0 910.0 900.0 16.9% 12.1% 12.8%
Alto Carmen Capel 980.0 503.0 679.0 619.0 643.0 -34.4% 15.4% 9.2%
Mistral CCcu 216.0 281.0 286.0 442.0 600.0 177.8% 3.4% 8.6%
Los
Artesanos de | Capel 225.0 584.0 742.0 590.0 510.0 126.7% 3.5% 7.3%
Cochiguaz
Source: The IWSR
Table21:Pi sco gl obal volume and € 1r2a r( kethg¥sasesi Inemes, 2003
% change and share)
Market 2003 2004 2005 2006 2007
Total volume 6,378.5 6,824.8 7,344.5 6,963.0 7,017.1
Chile 4,993.5 5,288.0 5,632.5 5,060.5 4,916.5
Peru 1,385.0 1,536.8 1,712.0 1,902.5 2,100.6
Market 2008 2009 2010 2011 2012
Total volume 6,895.1 6,714.4 6,643.9 6,468.6 6,233.1
Chile 4,695.0 4,414.8 4,244.8 3,970.0 3,635.0
Peru 2,200.1 2,299.6 2,399.1 2,498.6 2,598.1
% change % change 2003 % 2007 % 2012 %
Market '03-'12 '07-'12 share share share
Total volume -2.3% -11.2% 100.0% 100.0% 100.0%
Chile -27.2% -26.1% 78.3% 70.1% 58.3%
Peru 87.6% 23.7% 21.7% 29.9% 41.7%

Note: Sales of pisco in both Chile & Peru will include small quantities of locally-made brandy other

than pisco

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

Definition

Bolivian singani is, as defined by national regulationsas:iSpi rits obt ai

the distillation of natural wines of fresh grapes produced, distilled and bottled in
the product i onThesepnoductorf zones inclgde:n . 0
3 the central vale of the provincial department of Tarija
3 the vales from the northern and southern Cinti provinces and Tomino
from the department of Chuquisaca
3 Sahapaqui, Luribay and the provinces of Loayza and Murillo from the
department of La Paz,
3 Turuchipa, Cotagaita, Vicchoca, Tumusla, Poco Poco, Tirquibuco and
Oroncota from northern and southern provinces of Chichas, Gornelio
Saavedra

3 Linares from the department of Potosi

Industry structure

Three major companies dominate the singani market. The long-term market
leader in singani in Bolivia is the Casa Real company, which in 2007
accounted for 46.7% of the market. In second place is the Rujero company,
which accounted for 18.5%. Kuhlmann is the third-ranked supplier, with a

14.4% share of the market.

Domestic consumption trends

The Bolivian singani market has risen by 6% CAGR between 2003 and 2007
to reach 675,000 nine-litre cases. The top five brands all posted gains. Market
leader Casa Real virtually mirrored that overall market growth with a 6%
increase over that period, while second-ranked Rujero Singani outpaced the
broader market rising by 10% over that same period to 125,000 cases.

These two, and the numbers three and four brands, have all shown growth in
recent years, with number three brand Los Parrales only launched in 2005 and
already accounting for nearly 10% of the market. The current number five
brand (and one-time number two), San Pedro, was due to be relaunched in

summer 2008.

ned
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Table 22: Singani total global vo2@lne @h@bit@®Eopnibmandsd v
cases, % change and share)
%
change
2003- 2003 % 2007 %
Brand Owner 2003 2004 2005 2006 2007 2007 share share
Total volume 535.0 555.0 589.0 660.0 675.0 30.8% 3.7% 100.0%
Casa Real Casa Real 250.0 | 250.0 | 270.0 | 300.0 | 315.0 26.0% 46.7% 46.7%
Rujero Rujero 85.0 95.0 100.0 115.0 125.0 47.1% 15.9% 18.5%
Los Parrales Kuhlmann 40.0 55.0 65.0 0.0% 9.6%
Source: The IWSR
Table 23: Singani global volume2@b2 ¢ o@DiGear kiehse d vol ume
cases, % change and share)
Market 2003 2004 2005 2006 2007
Bolivia 535.0 555.0 589.0 660.0 675.0
Market 2008 2009 2010 2011 2012
Bolivia 680.0 685.0 690.0 695.0 700.0
% change % change 2003 % 2007 % 2012 %
Market '03-'12 '07-'12 share share share
Bolivia 30.8% 3.7%
Note: Sales of singani will include small sales of Bolivian brandy (not necessarily grape-based)
Source: The IWSR
Orujo
Definition
Orujo is a spirit obtained from the distillation of the pomace (solid remains left
after pressing) of the grape. It is a clear liquor with an alcohol strength of over
50% abv. Its name is derived from the expr

(pomace eaux-de-vie).

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved.
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Consumption trends
The orujo category has been enormously successful in Spain, where sales of
orujo have surged in recent year s. Pernod

category with an 80% market share.

Vinjak

Definition

Vinjak is wine brandy made from wine distillate or redistillation of wine distillate
to less than 86% ABV. Some Vinjaci (Croatian plural of vinjak) producers age
their product in oak casks, although most flavour industrial spirit with grape

essence.

An indication of the age of the spirit can be made using stars on the label and
can be | abelled as 6ol d wine brandyodo if it

than three years.

Industry structure: Both wine brandies and fruit brandies are traditional drinks
in the Balkan region. Branding is not strong within the category; the product

name is often a | ot more prominent on the |

a

productds name and price are the main appea

space and general supermarket presence is the key to gaining sales. There do
not appear to be any major developments in the market or re-branding, though
some products have been repackaged in an attempt to follow European

trends.

The dominant players are Badel 1862 (Croatia), Zvecevo (Croatia),
Dalmacijavino (Croatia), Rubin (Serbia), Segestica (Croatia). Currently there
appears to be little development in the category. The current brands serve
their loyal consumers and tourists, but as demand declines, the category
becomes less attractive for new players or for existing producers to launch

new products.

Home production of spirits has been part of local tradition for many years in
these regions. The majority of spirits produced are fruit-based and not vinjak.
The scale of home production is unknown. In Croatia, it estimated to make up

around35-50 % of al | spiritsé production. These
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for personal consumption or to give to friends and family, but are also sold on
local markets.

Consumption patterns
The vinjak market is very much domestically focused. Around 53% of wine

brandies produced in Croatia are consumed locally.

Most vinjak is sold through regular commercial channels. The average 1-litre

bottle of vinjak costs between 60-86 kuna (US$10.50-US$14.00). A small

proportion (approximately 1%) is in the premium-priced segment. There are

signs of premiumisation, but this is seen more in the fruit brandy category than

vinjak. Badel 6s premium of f eriilaugched @l embay Fi
2007 i retails at around 130 kuna (US$23).

Brown spirits in general are in decline, in particular those with an older image
or lack of branding. That is true of vinjak consumption. Regular consumers of
vinjak and other traditional drinks are literally dying out. Consumption of
Gljivovice and ot her fruit brandi es i s al s
International brands are more appealing to younger drinkers and also have
larger marketing budgets, which help them to develop and gain market share.
The lack of strong branding within the vinjak category makes it hard to

compete on the same level.

Traditionally, wine and fruit brandies are consumed at home by older males.

They are often consumed neat without ice.
Tourists continue to buy locally produced spirits as souvenirs and gifts.

International development and prospects

Most companies in the market are prominent within their domestic and nearby
export markets, but are not so well-known on the international market. Export
sales increased as a result of the division of Yugoslavia and are mainly
focused around the Balkan region, including Albania, Bosnia and Herzegovina,
Croatia, Macedonia, Montenegro, Serbia and Slovenia, as well as in the Czech

and Slovak Republics.
In other international markets, local brandies are more likely to have the

advantage either due to a lower price or being part of tradition. Vinjak is fairly

unknown elsewhere as many countries produce their own brandies.
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Badel 1862 director of mar ket research Dol c
vi nj akeéxport maskpts are the Czech Republic, Slovakia, Serbia and
Russia. i East ern European countries can be viewe

devel opment . 0
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Chapter 5 Fruit-based spirits

Limoncello

Definition

Limoncello is a lemon liqueur produced from lemon rinds, alcohol, water and
sugar. Limoncello is produced in various areas of southern lItaly, but the
original and most prestigious production area is around Sorrento, just south of
Napl es. Despite being a relatively-

largest spirits category, following grappa and bitters.

It is difficult to estimate the total size of the market given the large amount of
local production by small manufacturers, especially in the south. However, a
rough estimate for total production in Italy is 1.3m nine-litre cases, of which
around 330,000 is Limoncello di Sorrento IGP [source: Consorzio di Tutela
Limoncello di Sorrento].

Industry structure

Overall, limoncello is not a particularly branded market. There is a lot of home
production, which is unbranded and sells mostly to the on-trade and to
neighbours.

The leading brand, Limoncé, has a 17.4% market share and is produced and
distributed by Stock (owned by investment managers Oak Tree Capital
Management ), according to The | WSRH
Villa Massa, an IGP brand, with a market share of 5.9%. | Siciliani, owned by
lliva, has rapidly become the number three brand on the market despite only
being launched in 2005. Limoncello di Capri, also an IGP brand, is part-owned
and distributed by Molinari.

Over 50% of the market consists of smaller family owned producers.

Averna export manager Michel Jordens says that the proliferation of limoncello

S

new

esti

products by a multitude of producers is problematic. A When we entered

category about ten years ago, it was just a fad. It really consolidated and
became bigger. Unfortunately every lItalian liqueurs producer has tapped into

it. The consumer is getting confused by the array of products on offer. Not
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many really have the money to put funds behind it to make it grow or build any
brand equity. There is very little multinational involvement. So | think there is

an opportunity to grow the | imoncell

Domestic market trends

The Italian market showed strong growth between 1994 and 2000 and, since
then, has shown slower growth, reaching a peak in 2006 and then registering a
slight fall in 2007. Stock Limoncé has been the market leader since 1994, and

showed strong growth until 2004, but has been falling gradually since then. It

has been challenged by Avernads Averna

53% of Li monc®b6s vol umes, and by Franci

2001 at 50% of Limoncé volumes. Both have since seen steep drops in
volumes (Averna Lemon has been discontinued). The brands that have grown
in recent years are | Siciliani and those in the IGP segment: Limoncello di

Capri, Limoncetto di Sorrento and Villa Massa.

At the end of 1999, 20-25% of the market was Crema di Limoncello, made with
milk or cream; by 2001 this had fallen to around 12-15%. Own-label limoncelli
are now thought to account for 25 %

déltalia i s-labdilwand. ar gest own

In recent years, an attempt has been made to emphasise the origins of
limoncello and its close links with the Sorrento peninsula (and the nearby
island of Capri). In 2008, Limoncello di Sorrento gained IGP status
(Indicazione Geografica Protetta, Protected Geographical Indication). Liquore
di Limoni di Sorrento is produced from lemons grown by a consortium of more
than 300 producers in Sorrento. Leading brands in the IGP segment are Villa

Massa, Limoncetta di Sorrento, Limoncello di Capri, Piemme.

As well as Sorrento, limoncello is also produced in Sicily, and several

producers emphasise this in their branding i | Siciliani, Limoni di Sicilia.

Encouragingly, a premium tier is developing. The IGP segment constitutes a
premium tier; it accounts for approximately 25% of the total Italian market. That
is not to say that it is necessarily becoming more of a branded market. The
market share of the leading brand has actually declined each year since 2004.
However, the launches of Limonetto di Sorrento (2003), Limoncello di Capri
(2004), | Siciliani (2005) and Limoni di Sicilia (2006) are an indication that it is
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becoming an increasingly branded market, with the emphasis on the IGP

segment.

The O6other |l imoncell o6 market i s es
same period, which reflects an increase especially in supermarket own-label

production.

Mariano Vinaccia of the Consorzio di Tutela Limone di Sorrento IGP says
there are if ew companies which are worki
b r a nbdtsome 1 such as Villa Massa i are doing so with an emphasis on

the super-premium product.

In terms of price segmentation, prices of the leading brands range from
EUR4.95 to EUR7.60. Stock Limoncé, the leading brand, is priced at the
bottom of this spectrum (EUR4.95).

In the IGP segment i according to the Vinaccia i the category is very
fragmented. The standard segment (the leader) accounts for around 25% at a
price of EUR10.50 per litre; the premium and super-premium segment
(dominated by five companies) accounts for 10.5%, at a price of EUR12.20;

around 50 other companies constitute the rest of the segment.

International development and prospects
The current top five export markets are the US, Spain, Canada, Switzerland
and Croatia (according to The | WSROs

Growth is expected in export markets. Growth in the US and Spain seems set
to continue, and distributors are also looking to France, Greece, Japan and

China for future growth.

Jordens of Averna says: i The international pr
particularly for limoncello in the US. It is sweet, relatively low in alcohol and
natural. It ticks a lot of boxes for the US consumer. It readily mixes in cocktails.
Importantly it is an informal drink. It is a very straightforward product. It is not
like Cognac or whisky. It is less serious. It is easy for consumers to enter. It is
easier than Amaro, which requires a high degree of education. | see a big
opportunity not only in Italy, but also at international level. We are doubling

volume every year.o

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

ti mat ed

ng excl

dat a) .

ospects

rinks

-

t

U S



Page 70

Chapter 5 Fruit-based spirits

toO@O0®s amidis &

Table24:Li moncel l o total global volume2@bhd
litre cases, % change and share)
%
change
2003- | 2003 % | 2007 %
Brand Owner 2003 2004 2005 2006 2007 2007 share share
Total 1,237.2 | 1,291.3 | 1,329.1 | 1,396.7 | 1,422.5 15.0% | 100.0% | 100.0%
volume
f.tOCk Oak Tree 305.0 323.0 305.0 261.4 247.1 -19.0% 24.7% 17.4%
imonce
. Diego
Villa Massa 38.0 43.6 46.3 55.1 83.2 118.9% 3.1% 5.8%
Zamora
| Siciliani ILLVA Spa 03| 613| 644 0.0% | 4.5%
Limoncello
Limoncello | . i 7.0 34.0 62.0 60.0 0.0% 4.2%
di Capri
Limoncetto | ;o 260 | 27.0| 330| 430| 570 | 1192% | 21% | 4.0%
di Sorrento
Note: Other significant brands include: Pallini, Caravella, Di Sicilia, Limonel/Melonel, Toschi
Source: The IWSR
Table 25: Limoncello global volumeand t op mar ket s & Ovid2l u ndedshtEs2 OnG 3n e
cases, % change and share)
Market 2003 2004 2005 2006 2007
Total volume 1,237.2 1,291.3 1,329.1 1,396.7 1,422.5
Italy 1,152.0 1,155.0 1,172.0 1,205.0 1,185.0
us 61.0 75.0 90.0 110.0 125.0
Spain 35.0 35.0 45.5 70.0
Canada 10.5 11.0 11.8 13.0 15.3
Switzerland 25 4.0 6.0 7.0 7.8
Market 2008 2009 2010 2011 2012
Total volume 1,432.3 1,427.5 1,425.6 1,428.0 1,444.7
Italy 1,160.0 1,145.0 1,130.0 1,110.0 1,100.0
us 140.0 145.0 150.0 165.0 185.0
Spain 80.0 90.0 95.0 98.0 100.0
Canada 16.0 17.0 18.0 20.0 23.0
Switzerland 16.0 8.3 8.5 8.8 9.0
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a n2d0 1t 20 p( onbabrOkse t s 6

Table 25 (continued): Li moncel |l o gl obal vol ume
nine-litre cases, % change and share)

% change % change 2003 % 2007 % 2012 %
Market '03-'12 '07-'12 share share share
Total volume 16.8% 1.6% 100.0% 100.0% 100.0%
Italy -4.5% -71.2% 93.1% 83.3% 76.1%
us 203.3% 48.0% 4.9% 8.8% 12.8%
Spain 42.9% 0.0% 4.9% 6.9%
Canada 119.0% 50.8% 0.8% 1.1% 1.6%
Switzerland 260.0% 16.1% 0.2% 0.5% 0.6%

Cassis

Definition

Source: The IWSR

Créme de cassis is a blackcurrant-flavoured liqueur originating in the Burgundy

area of France (mainly Dijon). With a minimum of 15% ABV and 100 grams of

blackcurrants, it is traditionally served as an aperitif when mixed with white

wine to form a kir, or with sparkling wine to form a kir royale.

Industry structure

Lejay Lagoute is the market leader owing to its strength in Japan. In Japan,

Suntory has built the Lejay Lagoute brand up to be a 300,000 cases brand.

Suntory owns about 30% of the French company, together with the Henriot

Group.

La Martiniquaise acquired from Boisset the L 6 H e r Guyot eassis brand

making it the second-largest cassis company. Gabriel Boudier, owned by the

Battault company, is the third-largest player.

Consumption

Although créme de cassis is mainly consumed in its domestic markets of

France and Luxembourg, its global markets include the UK, US and Japan,

among others. Globally, just under 1.5m cases of cassis are consumed. The

French domestic market accounts for 1.2m of that global total. According to
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The | WSR&s r es e asrconsymptignl hasbbadn slavty snsdécline
since 1999 with a CAGR of 3.1% decline in that time.

Domestic market

The domestic market for cassis has been falling in recent years due to a
decline in its frequency of consumption. Between 2006 and 2007, the category
in France fell by 4.1%, and by a further 20% since 2002.

Originally cassis was used with cheap local wines in order to make them more

palatable. In France, cassis is imbibed as an aperitif and, according to Gérard

Chaussée of Pages Vedrennes, is a drink that is capable of it r anscendi ng

generationso.

Although the cassis market has several recognisable brands, the way in which
it is consumed (mixed with wine or sparkling wine) means that brand-
recognition is relatively low. This makes building some kind of brand-loyalty

challenging.

Added to this is the large role of the French supermarkets in the cassis market.
Supermarkets now account for an estimated 60% of sales through their own-
label brands. This means that the average price of a bottle of cassis has
remained very low and margins thin. A 75cl bottle of cassis own label premier

prix starts at EUR2.70. This leaves very little margin for brand-building.

International development and prospects
The main export markets for cassis i other than the countries bordering

France 1 are the US and Japan.

Japanese consumption of cassis has probably reached its peak in 2007 and

preliminary indications are that it declined in 2008.

In the UK, cassis is mainly used in cocktails for the younger consumers and in
kir royals for older consumers. Incidentally, with the UK cocktail market leading
the way in terms of trends, this could influence the French on-trade into

revisiting the product other than just for the kir.

There are some emerging markets th at could improve <cassi
Countries with sweeter taste profiles (like China and Russia) could seriously
© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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boost the category, as could India. Other CIS countries and Central Europe

could also provide fertile export markets.

Marketing developments

Cassis will remain a product linked to the wine market. The rising popularity of
rosé wines, which tend to be sweeter in nature, has been to the detriment of
the cassis market. Older consumers tend to drink kirs on special occasions,
which have brought it directly into competition with sparkling wines. The
consumer trend toward lighter alcoholic drinks, is also proving damaging given
that cassis has a minimum ABYV of 15%.

One possible avenue for growth is new super-premium cassis variants. These
may do well in the style bars. Mixologists are always looking for interesting
ingredients for their cocktails, and the quality of super-premium cassis with up

to 550 grams of blackcurrants per bottle could fit the bill.

Innovation is also playing a role inthe cat egor yo6s dlavorddr mpment .
attract diet-conscious women to the cassis category, Lejay Lagoute launched

Tutti Cassis in 2006, with less than 100 grams of sugar per litre, against the

typical 400 grams per bottle. hteijegoydbs obj ect
and enter a new occasion of consumption as a long drink in France: less-

sugar-content cassis dilutes better with sodas in cocktails.

Another company, Cherry Rocher, has followed suit by launching a cassis

where sugar is substituted by artificial sweetener.

Lower-al cohol versions are also emerging. L6He
alcohol content from 16-18% to 15% ABV.

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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Table 26: Cassis total global vol2wWme gmOD-OtBsp ndbrmaends d vo
cases, % change and share)
%
change
2003- | 2003 % | 2007 %
Brand Owner 2003 2004 2005 2006 2007 2007 share share
Total 1,693.0 | 1,634.6 | 1,566.3 | 1,476.1 | 1,421.7 -16.0% | 100.0% | 100.0%
volume
L'Heritier ta 570.4 | 5385 | 5125 | 479.6 | 4637 | -18.7% | 33.7% | 32.6%
Guyot Martiniquaise
. Groupe
Sisca h 165.3 150.3 140.3 120.3 165.3 0.0% 9.8% 11.6%
Henriot
Lejay Groupe 2143 | 1940 | 1895 | 176.0 | 118.0 | -44.9% | 12.7% 8.3%
Lagoute Henriot
Cassisee Borco 69.0 69.5 69.0 67.0 65.0 -5.8% 4.1% 4.6%
\S’Edre”“e. Renaud 1058 | 100.7 63.7 62.2 60.2 | -431% | 62% | 4.2%
upercassis | Cointreau

Note: The above figures exclude sales of Lejay Lagoute in Japan

Source: The IWSR

Table 27: Cassis total gl obal vol-2m&2 afdo-btep
cases, % change and share)

Market 2003 2004 2005 2006 2007
Total volume 1,693.0 1,634.6 1,566.3 1,476.1 1,421.7
France 1,478.5 1,424.5 1,348.5 1,257.5 1,206.5
Germany 174.0 170.0 173.0 170.0 165.0
Belgium-Luxembourg 25.0 25.0 27.0 28.0 28.0
Netherlands 6.5 6.0 7.0 9.0 10.0
Switzerland 1.8 2.0 2.3 3.0 3.3
Market 2008 2009 2010 2011 2012
Total volume 1,373.5 1,333.7 1,305.2 1,281.7 1,248.0
France 1,160.0 1,125.0 1,100.0 1,080.0 1,050.0
Germany 160.0 155.0 150.0 145.0 140.0
Belgium-Luxembourg 28.0 28.3 28.5 28.8 29.0
Netherlands 11.0 12.0 12.8 13.5 14.0
Switzerland 35 3.8 4.0 4.3 4.5
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Table 27 (continued): Cassi s total global volume -2002d top mar ket sod
( 6 0 0 0 slitrendases % change and share)

% change % change 2003 % 2007 % 2012 %
Market '03-'12 '07-'12 share share share
Total volume -26.3% -12.2% 100.0% 100.0% 100.0%
France -29.0% -13.0% 87.3% 84.9% 84.1%
Germany -19.5% -15.2% 10.3% 11.6% 11.2%
Belgium-Luxembourg 16.0% 3.6% 1.5% 2.0% 2.3%
Netherlands 115.4% 40.0% 0.4% 0.7% 1.1%
Switzerland 157.1% 38.5% 0.1% 0.2% 0.4%

Note: Figures shown here do not do justice to some of the largest cassis markets. Brands such as
Lejay-Lagoute sell significant volumes in Japan much as Cassis

Source: The IWSR

Pélinka/palinca

In Hungary and Romania, all major distillers produce a range of fruit eaux-de-
vies, called palinka in Hungarian or palinca in Romanian. The fiery, clear spirit,
which can be 60% abv, is consumed as an aperitif, and is ever-present at

weddings, baptisms and funerals.

Since EU accession, both Hungary and Romania have issued new strict
guidelines as to what can be classified officially as a palinka or palinca. In both
countries the principal requirement is that the product be made from fruit
alone, with no extra flavourings, sugars or other spirits. In Hungary the law
stipulates furthermore that this may only be achieved from fruit grown within
the countrydés borders.

There are around 800 small distilleries in Hungary alone. All of these are
registered, official producers, one of the main firms being Budapest-based

Zwack.

However, there are many pdlinkas on the market that have added flavours
and, although these cannot be classified palinka as such, they do compete in

the segment and are still premium products.

6 &igfysedy malinka.fAr ui t
Zwack brand, Kosher, is driving growth in this 4gyas segment with new line

There is a growing demand for the so-c al | e d
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extensions introduced in 2007: Kosher Agyas Szilvapalinka (plum), Kosher
Agyas Csipkebogy6 (rose-hip) and Kosher Agyas Malnapalinka (raspberry).

Zwack marketing analyst Istvan Szabo explains: i Pr emi um br ands are gr

faster than the overall spirits market with Fityllds and Kosher leading in this

segment. Vilmos is very successful in the food retail trade channe | . 0
Szabo adds: il n the p8linka category, growth is ¢
brands. F¢e¢tyel s is now the best growing pre

Apart from the original barack (apricot) product, which is a pure palinka,
Futyllos has four different versions: honey apricot, honey plum, honey sour
cherry and honey raspberry. Vilmos, another Zwack brand, also has a honey
version: Mézes (honey) Vilmos, in addition to another new version, which was

launched early this year i the Flszeres (spicy) Vilmos.

There is some controversy over the question of whether Hungary or Romania
is the real homeland of palinka/palinca. This stems from the fact that the
product is native to Transylvania, a territory now part of Romania, but which
was formerly part of the Hungarian empire. This is a huge region, larger than
the whole of modern-day Hungary, and populated by both ethnic Hungarians

and Romanians (among others).

In Transylvania alone there are an estimated 30,000 small home distilleries
producing palinca. These are largely unregistered, making the Romanian

market very difficult to quantify. Moldova is similar.

It is estimated that in rural northern Romania that every family produces 100-
200 litres of palinca for home consumption every year. About halfof Romani ad s

22m people live in villages.

The production of palinca in small home distilleries is perfectly legal in
Romania, as, by law, distillers are not required to declare any production not
exceeding 50 litres per annum. This law was implemented to encourage small-

scale distillers to continue an age-old tradition.

The product is normally bottled in recycled plastic bottles, with no label, and

customers tend to buy directly from the source.

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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In Transylvania the quality of the product is just as good as in Hungary and the
current regulations are just as stringent. As in Hungary, the law stipulates that

only pure fruit eau-de-vie can be called palinca.

In addition to this, the product must be distilled at least twice and is normally
reduced to 50-60% abv. If it is to be aged, the process will take between one

and three years.

There is some confusion about another native Romanian eau-de-vie, Tsuica.
This can also be produced from pure fruit, but is left to ferment for between six

to eight weeks.

Normally this ends up at between 24 to 33% abv. If Tsuica is aged, this

process normally takes between 6-12 months.

In Romania, the organised palinca industry is threatened by rising taxation
levels. Last autumn, the Government announced that palinca would be taxed
at the same rate as grain-based spirits. (EUR2.93/US$4.15 per litre). This will
certainly serve to discourage the formation of a more organised palinca
industry. Palinca will remain a largely cottage industry for the foreseeable

future.

Kirsch eau-de-vie

Although the French, Spanish and north Italians also produce this cherry-

based distillate it is always called by its Swiss/German name.

Cherry-based kirsch is particularly welkk nown i n Ger many

region.

In Switzerland, cherries grow in most cantons, but high quality kirsch is
produced particularly in Schwyz, Uri, Luzern, Vaud, Valais, Geneva, Bern and

Basel.

In Switzerland, people consume kirsch in their coffee, or neat after a festive
meal; it is also used as an ingredient in cakes. Dettling, Fassbhind, Orsat and

Morin are some of more recognised distillers in the Switzerland.

Bl
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Austria and Alsace in France, as well as Somontano in Spain are also
recognised for their kirsch. Massenez and J Jux in Alsace are two of the

stronger producers.

Pear brandy

Some distilleries sell pear brandy with a pear in the bottle. Growing the pear in
the bottle is a laborious and costly process and such products command a

high price.

Poire Williams pear brandy by Morin, Orsat in Switzerland, Massenez in

Alsace and Schladerer in Germany are some of the better selling brands.

Prune and plum brandy (slivovica)

Prune brandies are produced on a large scale in Southwest France, the Czech

Republic, Croatia, Serbia and Hungary.

In Slavic countries, plum brandy generically is called slivovica (or some
variant). Some prune brandies are cask aged, which imparts greater
smoothness and flavour. In general, most slivovicas are fairly rough products,

but popular in the Balkan countries due to their wide availability and low price.

In Serbia, the top producers are Rubin, Navip and Si & Si, and in Montenegro

the 13" July company.

In Croatia, consumption of sljivovice and other fruit brandies is also declining.
Locally produced Gljivovica and oth
around 13% of total production being consumed domestically, according to
IWSR estimates.

Within Croatia, fruit brandy is traditionally served cold and consumed neat. It

has an aging and male consumer base. Tourists also drink fruit brandies.

The |l eading producer is Badel 1862
of Market Research Dolores Kostanjcar llic explains that the premium end of

the market is currently witnessing the highest rates of growth.

er

Wi

frui

th it

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

t

S






