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Notes about the data

Where é6or a blank table cell appears in The IWSR data tables, this indicates
no sales recorded by The IWSR. When &.06precedes 66in previous years, this
indicates that the brand had not yet been launched in the year(s). There may
be some cases where low sales are registered as ®.06due to rounding. Low

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 @ases6 are quoted, these refer to nine-litre cases unless otherwise

specified

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

to rounding.

Terminology

CAGR: compound annual growth rate

A&P: advertising and promotions

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

-



Page 1 Chapter 1 Scope of the market

Chapter 1 Scope of the market

Vodka is the most dynamic category in the global spirits industry today. Not
only is it the largest global category with total sales of 512.7m cases, but its
growth trajectory has been nothing but phenomenal. Over the course of the
past 20 years the category has added a staggering 246.7m cases (a CAGR of
3.5%).

Much of this growth has come in the vodka belt countries of Russia and
Poland, where there has been a move from unregistered to registered brands.
In Russia alone legal sales increased by 21m cases over that 20-year period.

That has been driven by tighter government controls and rising affluence.

The US has been the other major source of growth, rising by 21.2m cases over
the 20-year period. Sales in the US look set to continue growing due to the
favourable demographic profile there. Other major contributors over that period
include the UK (+4.48m cases), Germany (+6.1m cases) and Canada (+1.8m

cases).

Vodka& performance has also been impressive due the breadth of markets
enjoying growth. Vodka has enjoyed considerable growth across a broad
spectrum of markets. Between 2004 and 2008, vodka posted gains in 41 of its
top 50 largest global (domestic) markets. In many of these it was double-digit
CAGR growth.

Perhaps the greatest cause for optimism is the recent performance of the so-
called BRIC markets. While Russia is obviously an established and vast vodka
market, the recent growth in India and Brazil has been impressive. In India,
vodka sales have risen by 3.45m cases between 2004 and 2008, while sales
in Brazil rose by more than a million cases over the same period. Sales in
China are small today, but the potential is considered to be enormous given
the size of the indigenous white spirits market. Twenty years from now it would

not be surprising if these were the four largest global markets.

© 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 Scope of the market

Table 1: World vodka sales by total volume consumption i world total and by major market,
2004-2014 (®00s nine-litre cases)

Country 2004 2005 2006 2007 2008 2009
Russian

. 277,805.00 278,902.01 280,459.75 274,430.00 269,364.00 256,268.00
Federation
United States 44,535.00 46,710.00 49,725.00 53,045.00 55,185.00 56,977.50
Ukraine 36,304.50 37,663.50 39,057.25 40,128.00 41,631.50 40,600.50
Poland 29,350.00 28,484.50 27,766.75 30,525.55 33,269.00 33,310.00
Kazakhstan 10,327.25 10,420.00 10,652.00 10,850.00 10,930.00 11,010.00
Belarus 11,081.50 10,012.50 9,532.50 9,533.00 9,440.00 9,380.00
United 6,556.75 7,102.25 7,423.25 8,071.00 8,499.00 8,830.50
Kingdom
Germany 3,885.00 4,600.00 5,400.00 6,600.00 7,250.00 7,500.00
Uzbekistan 6,696.50 6,672.00 6,660.50 6,670.00 6,838.73 6,720.00
Brazil 4,280.00 4,517.00 4,910.00 5,275.00 5,326.00 5,440.00
Romania 5,524.00 5,563.00 5,283.00 5,102.50 5,234.00 4,905.00
India 1,225.00 2,080.50 2,865.00 3,837.00 4,794.50 5,485.00
Canada 3,497.00 3,703.00 3,964.50 4,229.75 4,458.00 4,625.00
Lithuania 2,660.00 2,900.00 3,200.00 3,850.00 3,500.00 3,275.00
Duty Free 2,130.00 2,361.25 2,533.00 2,821.50 2,902.75 2,950.00
France 1,269.75 1,518.00 1,726.50 1,985.00 2,209.00 2,407.00
Czech

. 2,528.50 2,643.75 2,344.00 2,046.50 2,138.75 2,091.00
Republic
Finland 2,285.00 2,260.00 2,270.00 2,260.00 2,120.00 2,015.00
Bulgaria 2,157.00 2,152.50 2,115.50 2,108.00 2,120.00 3,312.00
Estonia 1,905.25 2,075.50 2,093.00 2,096.00 1,926.75 1,910.50
Kyrgyzstan 2,470.00 2,060.00 1,692.50 1,735.00 1,868.50 1,800.00
Armenia 1,680.00 1,815.00 1,829.00 1,847.50 1,775.50 1,715.00
South Africa 1,594.00 1,550.00 1,510.75 1,584.75 1,665.75 1,723.00
Spain 1,499.00 1,546.00 1,612.50 1,652.75 1,533.00 1,464.00
Latvia 1,161.50 1,316.00 1,368.00 1,597.50 1,477.00 1,413.00
Mexico 1,039.00 1,196.50 1,265.70 1,401.50 1,430.00 1,447.75
Tajikistan 1,307.50 1,321.50 1,335.50 1,385.00 1,366.00 1,345.00
Australia 711.50 770.00 990.00 1,132.00 1,257.00 1,407.00
Moldova 1,138.25 1,150.50 1,157.00 1,188.50 1,138.00 1,137.00
Georgia 930.00 978.00 999.50 1,118.50 1,096.00 1,060.00
Rest of world 16,293.05 16,764.00 17,360.13 18,442.90 19,006.06 18,165.49
Total 485,826.80 492,808.76 501,102.08 508,549.70 512,749.79 501,689.24
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Chapter 1 Scope of the market

Table 1 (continued): World vodka sales by total volume consumption i world total and by
major market, 2004-2014 (®00s nine-litre cases)

Country 2010 2011 2012 2013 2014
Egj:i;‘ion 249,000.00 243,000.00 237,000.00 232,000.00 228,000.00
United States 58,800.00 60,750.00 63,000.00 65,200.00 67,400.00
Ukraine 39,800.00 40,500.00 41,000.00 41,500.00 41,950.00
Poland 32,650.00 31,900.00 30,950.00 30,400.00 29,900.00
Kazakhstan 11,000.00 11,250.00 11,450.00 11,700.00 11,325.00
Belarus 9,300.00 9,250.00 9,350.00 9,450.00 9,545.00
mg;%m 8,750.00 8,950.00 9,450.00 9,850.00 10,250.00
Germany 7,800.00 8,050.00 8,250.00 8,350.00 8,440.00
Uzbekistan 6,675.00 6,650.00 6,675.00 6,725.00 6,903.00
Brazil 5,616.00 5,887.00 6,235.00 6,758.00 7,342.00
Romania 5,076.00 5,278.50 5,337.00 5,376.50 5,422.00
India 6,150.00 6,760.00 7,300.00 7,880.00 8,440.00
Canada 4,750.00 4,925.00 5,125.00 5,325.00 5,520.00
Lithuania 3,100.00 3,125.00 3,250.00 3,400.00 3,575.00
Duty Free 3,100.00 3,350.00 3,600.00 3,850.00 4,080.00
France 2,647.00 2,860.00 3,045.00 3,200.00 3,343.00
gé‘;ﬁglic 2,159.50 2,214.25 2,247.25 2,276.75 2,305.75
Finland 1,935.00 1,850.00 1,750.00 1,665.00 1,600.00
Bulgaria 2,025.00 2,035.00 2,075.00 2,110.00 2,145.00
Estonia 1,900.00 1,920.00 1,970.00 2,025.00 2,080.00
Kyrgyzstan 1,783.50 1,800.00 1,835.00 1,890.00 1,960.00
Armenia 1,700.00 1,725.00 1,775.00 1,815.00 1,940.00
South Africa 1,830.00 1,898.00 1,960.00 2,010.00 2,050.00
Spain 1,390.00 1,350.00 1,302.00 1,340.00 1,375.00
Latvia 1,375.00 1,400.00 1,430.00 1,460.00 1,490.00
Mexico 1,460.00 1,497.00 1,572.00 1,670.00 1,750.00
Tajikistan 1,325.00 1,300.00 1,325.00 1,350.00 1,391.50
Australia 1,560.00 1,710.00 1,860.00 2,000.00 2,156.00
Moldova 1,136.00 1,152.50 1,162.00 1,172.00 1,172.50
Georgia 1,025.00 1,050.00 1,085.00 1,125.00 1,130.00
Rest of world 19,214.12 19,582.75 20,209.75 19,776.75 18,744.25
Total 496,032.12 494,970.00 494,575.00 494,650.00 494,725.00
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Page 4 Chapter 1 Scope of the market

Premium evolution

Just as impressive as the recent volume growth is the value growth seen in the
category. The vodka category has been transformed over the course of the

past 30 years, developing an international and premium element.

There were a number of critical watersheds that have formed the basis of the
modern global vodka industry. The first was the internationalisation of the
market. Smirnoff emerged from its US stronghold in the 1960s and 1970s to
become the first true international vodka brand. Today, among white spirits

brands, only Bacardi 1 in terms of size and breadth of markets 1 rivals it.

The vodka industry was again transformed in the early 1980s when Absolut
came on the scene in its modern guise. Michel Roux, head of Carillon
Importers (IDV), then the brand® US importer, took what had been a sleepy
Swedish brand and transformed it into a global icon. He and Absolut&
advertising agency TBWA pioneered many of the marketing elements that are
today the hallmarks of the modern white spirits industry: the emphasis on
bottle design, the trendy advertising, the association with the world of art and
fashion, the move into flavours and, importantly, the premium pricing. The
Absolut Company CEO Ketil Eriksen says: fiThe marketing around Absolut had
been a key driver. In the @0s and &0s the team around Absolut created a new

category 1 premium vodka.o

There were other critical developments along the way. Sidney Frank®&
introduction of Grey Goose in the mid-1990s was significant on two counts. It
contributed to the creation of a super-premium (above US$30) segment of the
white spirits market. The real genius of Sidney Frank was that he was able to
establish a clear point of differentiation by convincing certain consumers that
Grey Goose was a better-tasting vodka, with its not so subtle @est Tasting
Vodka in the Worldécampaign. Up to that point, the perception was that vodka
was a clear, neutral-tasting spirit. Bacardi has since advanced that with the

introduction of its discerning Tastedadvertising campaign in August 2007.

The other real watershed was the success of Patron Tequila, beginning around
2001. The brand, the brainchild of John Paul DeJoria and his friend,
entrepreneur Martin Crowley, created a new, above-US$40 ultra-premium
segment. Now, white spirits began to compete head-to-head with prestige
categories such as Cognac and Scotch. Although Patrén is obviously a Tequila

brand, it did show vodka makers that white spirits had the potential to compete

© 2009 All content copyright Aroq Ltd and The IWSR. All rights reserved. /w!t_d r.i i ks
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Page 5 Chapter 1 Scope of the market

at this ultra-premium pricing level. The introduction, in the last five years, of so-
called ultra-premium vodkas has the potential to be then next significant
evolutionary development. These vodkas, with Stolichnaya Elit being the most
prominent, carry price points of around US$60. None of them gained any
particular traction, but it remains something to watch i particularly when the

economies recover.

The success of these groundbreaking brands spawned a proliferation of
competitors. Most fell by the wayside, but others, such as Ketel One and Skyy,
gained traction. Combined, these newcomers served to create a critical mass
of investment and a steady stream of so-called diew newsband excitement to

the category, which translated into strong overall growth.

Between 1989 and 2008, premium-and-above vodka sales rose from 4.24m
nine-litre cases to 14.23m cases, or a compound average growth rate (CAGR)
of 8%. Between 2004 and 2008, that CAGR accelerated, rising to 9.4%.

Just as that trading-up was fuelled by the strengthening global economy, now,
with the world in a global recession, there are signs that that dynamic has
slowed and consumers are now trading down. In the US, mid-priced brands
are gaining share, while the premium and super-premium segments has seen

some slowdown. The same is true in other important markets, such as Russia.

New frugality

In the US, there are signs that premium-and-above purchasing is softening.
According to The IWSR, super-premium vodka sales in 2008 rose by 2.3% (to
5m cases), far below its five-year CAGR of 17%, while premium fell by 1% to
11m cases (compared to a five year CAGR of 5%). Meanwhile, standard-
priced vodkas rose by 12.5% (compared with a five-year CAGR of 10.9%) and
low-price brands increased by 0.58% in 2008 (compared with the five-year
CAGR of 0.58%). It should be noted that most spirits categories slowed in the
fourth quarter and the trading-down trend seems to have accelerated

(according to IRI).

Brand owners are seeing a similar picture. Pernod Ricard CEO Pierre Pringuet
says: fin the US market, we have seen a reversal of the previous situation.
Until last summer super-premium vodka was growing, the premium category

was climbing in single digits, while the standard and value brands (below
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US$10) were also growing, but slowly, in mid- to-low single digits. In the past
months, the most buoyant categories are value and standard vodka. Premium
vodka 7 where Absolut is positioned i has been declining in the range of low-
to mid-single digits. Super-premium is stagnant. It is clear that we will have to
look at the evolution of the market, but we believe it offers an opportunity for
Absolut, as a consumer that wants premium brands might look at Absolut
instead of super-premium brands. That is the challenge. This will be the basis

of our marketing and sales effort in the near future.o

Diageo chief marketing officer Andy Fennell says: firhe economy has thrown
up some winners and losers. Ketel One is performing very well today. We are
positioned slightly below super-premium and we are probably picking up some

volume from that sector.0

Skyy vodka is another premium brand that is benefitting from the trade down
from super-premium. Davide Campari-Milano SpA group marketing director
Cesare Vandini says: fi Weare seeing some trade down from the super-

premi um. Skyy is definitely benefitting from

Speaking to analysts, Diageo regional president of North America Ivan
Menezes said: fiWe are outperforming all of the major spirits companies in the
US and the key to this has been the performance of our premium brands (what
The IWSR defines as standard or standard-plus). Brands like Smirnoff,
Cuervo, Captain Morgan and Crown Royal as the premium tier in the spirits
industry are showing the strongest growth in the sector. This is the sweet spot
for our business. We are strong here and the industry continues to see robust

growth in volume and value terms in this segment of the market place.o

He adds: AiConsumers are trading down, so we&e activated tactically behind
the value end of our portfolio [with brands such as Popov] and we have the
depth and breadth in our portfolio to support and be there for consumers that
choose to trade down... The industry has also seen growth in the value
segment and the decisions we have made to improve execution and add
tactful focus behind our value brands is leading to improved performance in
recent months. Even at this point in the recession, we have not yet seen sub-
premium brands outpace the growth of premium-and-above and, although
unemployment continues to rise, we aren& expecting a sudden change in

dynamics this late into the current economic cycle.0
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One company, Belvedere, along with its US subsidiary Imperial Brands, has
correctly bet that there will be a consumer reaction in the US against the high-
priced vodkas as the economic crisis plays out. It launched Polish brand
Sobieski at the end of 2007, at a suggested retail price of US$10.99 for a 75cl
bottle. The brand sold 282,000 cases in 2008, its first full year of distribution.

Imperial Brands president and CEO Chester Brandes says: fiThe difficult
economy is playing into our hands. One of our mantras is that you don& have
to spend outrageous prices of US$30-plus to get a great vodka. Not that
anybody is happy about the economic climate, but from a marketing and sales
standpoint, there are certain brands that are in a position to benefit from it and

Sobieski is one of those.0

Constellation Brandso Svedka is another standard-positioned vodka that has
benefited from the consumer trade down. Svedka was the largest-growing
spirits brand in the US in 2008, rising by 515,000 cases to 2.02m cases.
Constellation has maintained that momentum in the first months of 2009.
Constellation reported that Svedka sales had risen by 33% in the first quarter
of 2009. CEO Rob Sands noted in published reports that Svedka has been
buoyed by consumers trading down from super- and ultra-premium products to
mid-priced products. fithe economic downturn has had a very positive impact
on it [Svedka] because it& priced just right in that it& premium, but it& very
affordable and it& a brand that& hot, it& cool, people want to drink it and they

can afford it. | think in general it& perfectly positioned for the realities of today.o

Downtrading: permanent or temporary

A related question is does the slowdown of the premium and super-premium
segment represent a temporary response to recession, or does it represent a
permanent change in consumer sentiment?

There are a number of schools of thought. Producers are fond of saying that
premium liquor is an affordable luxury, at least compared with a new car or
home. Some also contend that premium purchasing has become so ingrained
among so many consumers that it has almost become the new standard or
default purchase, although the current consumer trade-down indicates that

sentiment is not universal.
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According to global food and agriculture industry specialist Rabobank,
consumers, who once focused on premium products, are now focused on
value 7 and are not likely to revert once the recession lifts. fAn economic
recovery would help loosen up consumer purse strings and improve some of
the consumer confidence levels,0 said Rabobank& food & agribusiness
research and advisory (FAR) executive director Stephen Rannekleiv in the
report. fBut many of the pre-recession spending trends were somewhat

unsustainable. | think consumers have changed.o

fFood and beverage companies need to be prepared for more frugality from
consumers,osaid Rannekleiv, who believes that frugality could be an important
consumer trend for the next five years. He cites increased savings rates
among consumers. As the economy turns around, consumer confidence may
increase further and the level of spending may also increase. However,
consumers may not return to past levels of spending due to heavy

indebtedness and changing social mores.

fEven an improvement in the economy may bring back consumer confidence,
but | dond think... a strong level of consumer confidence (will) bring back some
of those spending patterns prior to this recession,0 said Rannekleiv. fi think

consumers have changed.o

Another study conducted at the University of Leicester argues that the
recession will bring with it a new &conomic ethicbthat will curtail the display of
ostentation and conspicuous consumption. The report explains that individuals
consume and demonstrate products and services in order to achieve a desired
status designation, which in the liquor industry is sometimes referred to as

dadge drinkingd

The report author Georgios Patsiaouras says in the report: fExperiencing
harder economic times, consumersddesire to differentiate themselves via the
exhibition of luxurious brands will be suppressed by financial constraints,
social awareness and ethical considerations... Sliding into the depths of a
global financial recession, the levels of heightened materialism and

ostentatious economic display will be reduced.o

Emerging from these straitened times will be a new type of economic

consumer: fPerhaps a dnoderated consumer who distances himself from
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excessive and ostentatious consumption activities will emerge as an archetype
of advertising strategies,0says Patsiaouras.

Pernod Ricard deputy managing director in charge of brands Thierry Billot
believes talk of a sea change is wide off the mark. firoday, in the US, premium
brands are withstanding the economic pressure very well. There is no collapse
of the premium segment. There is a slowdown, but not a collapse. We believe

premium brands will continue to be the future.o

Davide Campari-Milano SpA group marketing director Cesare Vandini says:
AWVhen the crisis ends and consumer purchasing power returns | suspect that
we will find that consumer behaviour will not return to what it was before the
crisis. Super-premium will come back to some extent, but will it come back to

what it was before the crisis? That is a big question.o

Toward tried-and-tested brands

With discretionary income under pressure, consumers are becoming more
conservative in their brand choices. Consumers are less willing to experiment
with new premium brands and instead moving back toward tried-and-tested
brands. The most likely pattern is that the better-supported brands will gain
share, while many of the newcomers or weaker brand propositions will fall by
the wayside. That shake-out was widely anticipated even before the crisis hit.

Now it seems more of a probability.

This shake-out will also be driven by the financial imperatives of the
distributors. Distributors have moved to streamline their assortment, and
generally reacted against the multiple skus (stock-keeping units) and packs.
No retailer wants to tie up too much of their money in slow-moving skus. The

skus now need to justify their value on the shelf to a greater extent.

Diageo chief marketing officer Andy Fennell says: i am not sure if there is
going to be a shake-out. If you go into a liquor store, you will see 50 brands of
vodka. Every year, five more arrive and five disappear. | am sure that will
continue, although there will undoubtedly be some inventory reduction in this

environment.o

Bacardi-Martini vice-president of travel marketing Jose Chao says: fin

downturns, big companies tend to do better, because they have solid
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investments and they are long-term players. We have been investing in
building these brands for years. In a downturn, this brand equity that we have
built over the years provides consumers with the reassurance they seek. Many
of these new brands don& have that brand equity to draw upon and will be
vulnerable. We see it as an opportunity for our big white spirits brands to gain
share.0

The current environment will inevitably inhibit the rate of new vodka
introductions. Although innovation will continue to drive the vodka category, it
may come to more closely resemble the fragrance business where, out of 100
brands launched, only 10-20% will make it to the second year. That will be the
pattern for new vodka introductions, particularly at the boutique end. Those
odds could shorten as distributors become less willing to carry slow-moving

brands.

Patron COO John MacDonald believes there is still space for strong new brand
propositions. The company launched ultra-premium-positioned Ultimat vodka
earlier this year. He says: fEven in difficult economic times, consumers are still
looking for new and interesting brands, especially in the spirits category. For
big-ticket luxury items, maybe they are less willing to experiment with untried
brands, but trying a new spirit or a new cocktail is an affordable luxury, and
also wed@e continuing to spend at healthy levels on marketing i about US$10m
in advertising on Ultimat this year i which gives consumers confidence to
support our brands. We firmly believe that companies like ours that continue to
advertise in recessionary periods will be much stronger once recovery takes

place.o

Venue shift

The economic recession is throwing up other challenges for premium vodka
makers. Premium and super-premium vodka is skewed toward the on-trade
sector relative to other categories. In many key Western markets, such as the
US and UK, there has been a shift in consumer purchasing from the on-trade

to the off-trade channels.

This venue shift also implies consumers are trading down to some extent.
Consumers who are drinking at home tend to be less concerned about
purchasing status brands. Moreover, the reason they are drinking at home is

because discretionary income is under pressure and this means they tend to
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opt for tried-and-tested brands. Thus, many of the newcomer brands that have
populated the market in recent years are finding it more difficult to maintain a
foothold. Also, consumers buying for home consumption may be more inclined
to purchase beer or wine. It is probably no coincidence that premium beer
sales in the US has been performing well in the take-home channel in the
fourth quarter of 2008 and the first half of 2009.

Still, Patron® McDonald, which markets Ultimat vodka, believes that there
continues to be a strong on-trade business for luxury brands. fAs a company
we do the largest percentage of our business on-trade. People may not be still
going out three times a week, but when they go out that one time a week, they

are still going to want to treat themselves and drink luxury brands.o

William Grant CEO and former Bacardi chief marketing officer Stella David
says: fWede just got to keep making sure our brands are the ones that
consumers like more than other brands. In this volatile time, you@e got to
make sure that your brand intrinsics are strong. The obvious starting point is to
have products that taste great. You have got to know the consumerséreasons
to buy them and also recognise there may be some shifting patterns in terms
of the way that consumers choose to consume. | would imagine that, over time
T not only in the US, but also in other affected markets in Europe 1 there will
be a shift to people drinking more at home and slightly less in the on-trade

sector. So you have to adapt your plans accordingly.o

Ketel One global brand director Peter Fairbrother says: ANe&e seen a bit of a
shift out of the on-trade into the off-trade. Ketel One is quite an on-trade-
focused brand, so one of the things that we&e rushed to sure up when we saw
this movement [to the off-trade market] was to ensure that our off-trade
offering was as strong as our on-trade offering. Diageo, overall, anticipated
that there was going to be this shift and was able to respond reasonably

quickly.o

Most marketers believe that the shift from the on- to the off-trade is temporary.
Pernod Ricard deputy managing director in charge of brands Thierry Billot
says: fiWe believe that when we finally emerge from recession they will come
back to the on-trade. Consumers are being cautious today, but it is not a

permanent shift.0
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Cocktail culture

The shift from on-trade sales to the take-home markets has other implications.
The strong cocktail culture within the US (and developing in many major
metropolitan areas around the world) has contributed greatly to vodka&
success. Vodka, as a neutral spirit, naturally lends itself to cocktail usage. In
the US, it is also the popularity of the martini cocktail specifically that is

supporting this growth.

Some of the major vodka successes of recent years have been built around
cocktail consumption. Ketel One& Fairbrother says: fCocktails helped the
brand in the US and we were absolutely ruthless in our focus on martinis,
cosmopolitans and other classic cocktails. Our approach on this is that to enjoy
a decent cocktail you@e got to have great products, so that is always our story
when wede approaching the trade. We&e been fortunate in the US that Ketel

One established its position as a favourite among bartenders in the US.0

As consumers drink more at home it could slow the development of that

cocktail culture, or at least shift where consumers are drinking them.

That is why most leading producers, such as Diageo, are seeking to maintain
that link through such innovations as take-home cocktail kits, and pre-made
cocktails. That is why in June 2009 Diageo acquired cocktail mixer company
Stirrings. Diageo USA president Larry Schwartz said in a statement: fAs
people entertain more at home, they are looking for an easy way to serve bar-
quality cocktails and Stirrings fits squarely within our at-home strategy.o In
October 2008, Beam Global Spirits & Wine announced a distribution
partnership with Funkin, which produces ready-to-pour, all-natural purées,

syrups and cocktail mixes.

Although less developed than in the US, a cocktail culture is developing
outside of the US, again in the major metropolitan centres. London is seen as

one important hub.

Fairbrothersays: A Thi s cockt ai l culture is a

of US- or London-trained bartenders are moving back home and bringing their
cocktail expertise and brand knowledge with them. There is a network of
London-trained bartenders now back in the top bars in Paris and on the south
coast of France, or in Italy and Germany. These are a good starting point for

building super-premium vodka outside of the US.0

growi ng

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

-



Page 13 Chapter 1 Scope of the market

Forging differences

The success of the premium and super-premium vodka segment is really
testament to the power of marketing. As a clear, odourless, unaged and largely
tasteless liquid the ability to command a premium is attributable to the ability of

marketers to find points of differentiation.

That was where Sidney Frank excelled with Grey Goose vodka. He was able
to establish a clear point of differentiation by convincing certain consumers that
Grey Goose is a better-tasting vodka i or @he Best Tasting Vodka in the

Worldbéaccording to the campaign.

There are other key points of difference that marketers are stressing. Purity is
one aspect that is often highlighted either in terms of production process or
origin. Skyy claims that its quadruple distillation and triple filtration yields the
purest and highest quality spirit. Other producers claim equally distinctive

proprietary distillation processes.

Often the issue of origin is associated with that of product purity. Finlandia
plays upon that connection with its dJntouched, Untainted and Unspoiled 7 a
Naked Vodkab campaign. Many of Absolut& advertisements played upon
Sweden®& pristine environment. New Zealand brand 42 Below (owned by
Bacardi) highlights the clean, green image of New Zealand and draws an

association with the purity of its vodka.

Provenance is another important point of differentiation. Russia and Poland
have an obvious reputation as the home of vodka, something that brands like
Stolichnaya, Russian Standard, Wyborowa have capitalised upon. Even
Smirnoff, which was produced in the US for many years, has highlighted its

Russian origins to good effect.

Flavour explosion

(See table: Top 30 vodka markets i proportion of flavoured vodka, 1999-2008
(%) at the end of this report)

The proliferation of flavoured vodka is partially related to the cocktail culture.

Many of them are lending themselves to cocktail usage. Of course, many also

stand on their own merits.
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Producers value these flavoured variants for a number of reasons. Attractive
new flavours may help lure consumers into the brand. They add incremental
sales, sometimes at a higher price point. New flavours are launched at regular
intervals, thereby helping to provide so-called dew newsd and promotional
opportunities, which can benefit an entire range. If a range is listed, the brand
will occupy more facings in a retail outlet or can dominate a back bar with

obvious brand-building benefits.

Four main flavours make up the vast majority of flavoured vodka sales i citrus,
orange, vanilla and berry. But, more and more often, vodka makers are moving

to introduce more esoteric flavours, such as mango or pomegranate.

Many of the flavour ideas are also inspired by bartender trends. Moving
beyond the fruit-infused vodkas of recent years, bartenders are focusing on
flavour by experimenting with innovative, new infusion ideas. Traditional

botanicals like violet, lavender, cardamom and teas are featuring, for instance.

While these flavours have contributed greatly to the growth of the vodka
category, there is little doubt that there has been an over-proliferation. Many of
these disappear from the market after a short time. In the current climate, at a
time when retailers are closely scrutinising their assortments, ill-conceived new
flavours will find it increasingly difficult to gain a foothold. Once suppliers
started moving beyond those four flavours (citrus, orange, vanilla and berry),
they needed a more distinctive point of differentiation in order to stick. There is

a fine line between differentiation and the overly esoteric.

Also, as suppliers push more and more into esoteric flavours, the potential
consumer audience usually contracts. They will find it increasingly difficult to
attain the volumes that retailers require. That is the general rule, although
some niche flavours have succeeded in gaining a wider following. Peach-

flavoured vodka has exploded recently.
There is also a natural physical limit to how many flavours the retail trade can
accommodate. The flavour ideas are endless and the market for them is

infinite. The market will strike the balance. That could involve a shake-out.

However, the recent success of Skyy Infusions, launched in April 2008 by Skyy

Spirits (Campari), shows that there is still room for well-conceived flavour
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ideas. The Skyy Infusions lines include pineapple, citrus, cherry, passion fruit,

raspberry and grape.

Davide Campari-Milano SpA. group marketing director Cesare Vandini says:
firhe introduction of infusions has been a major element of Skyy& success.
The use of natural fruit created a significant point of difference in a busy and

crowded category, something that is not easy to achieve.0

Flavoured vodka accounts for 3.1% of the global vodka market, however this
share varies greatly by market. It is the US and Poland where flavours have
made the biggest inroads, accounting for 12.6% and 15.2% respectively. In

Russia, by contrast, flavours account for just 1%.

Packaging battleground

In such a competitive environment, packaging has an immense role to play.
Says Diageo® technology manager i premium packaging Stephen McDonald:
firhe bottle has to do a lot of the work itself so youdve got more elaborate bottle
designs, a lot more decoration. You look at a brand like Ciroc i it& got a very
nice bottle in the first place [...] it& got a lot more design and investment in the
bottle [...] that& a key part of differentiating. Obviously the product in the bottle
is distinctly different from conventional vodka, but the packaging has to work

really hard.o

McDonald explains some of the trends that have been emerging: fiThe
packaging element over the last few years is increasingly moving to more
sophisticated design, | would say, more craftsmanship and probably more
variety of materials used. Away from standard cartons [and] tins and toward
wooden boxes, etc. [...] Recent products have occasionally had more high
quality glass, moving towards cosmetic glass, [...] glass decorations around
labels [...] more challenging shapes, more variety, more interest in the

packaging.o
One redesign after another has seen similar factors come into use i a taller,
sleeker bottle; cleaner, less cluttered label, a longer neck. This can be seen

with Wyborowa, Ketel One and several other vodkas.

Campari CEO Bob Kunze-Concewitz says: Al think overall there& more of a

trend towards simplification and more minimalism, less of those heavy, heavy
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packs. If you look at the vodka category, | think a lot of people are looking at
fine fragrances and trying to copy what& happening in fine fragrances in
vodka. | think [this could extend to other categories], in those categories where
flavour and flavour variants play a larger role. In some other categories where
tradition, heritage and history are important, innovation is going to be different.o
Last year, 15 after its distinctive cobalt blue bottle was first introduced, Skyy
Spirits, a subsidiary of Campari, unveiled a new bottle, which is taller, sleeker

and more contemporary than the original.

Eastern European groups expand

Another potentially important development has been the investment by central
and eastern European producers, such as CEDC, Russian Standard,
Belvedere and Nemiroff, in European export markets. Changing conditions in
their domestic markets have made international expansion possible for these
Eastern European groups, with rising prosperity and stability in Poland, Russia

and the CIS markets laying the groundwork.

Consumers in these markets are trading up in vodka towards more premium
brands, at least prior to the crisis. Government efforts to combat contraband
are proving effective and have helped to enlarge the market for legal
consumption and, correspondingly, profits for legal producers, which are taking
the proceeds from these vast markets and investing in potential export growth.

Whether the economic crisis and the slowing i and even reversal i of these
positive domestic trends causes these groups to retrench remains to be seen.
But to date, there is no evidence of this. Russian Standard director of
communications Preston Mendenhall says: AVe remain in expansion mode in
2009. Russian Standard Vodka is a global brand with significant overseas
growth, giving us a clear advantage over domestic Russian brands, which are

almost entirely dependent on the Russian market for volumes.o

Expanding premiumd& footprint

While premium and even super-premium vodka can now be considered a
mainstream segment in the US market, there are big question marks over its
international development. Outside of the US, premium vodka& volumes
remain small. In the US, premium-and-above accounts for 87.3% of the total

vodka market in volume terms. By comparison, the only markets where the
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proportion is greater than 1% is Travel Retail (2.7%) Spain (2.2%), the UK
(1%) and Canada (1%). Globally, premium-and-above vodka accounts for
3.6% of global sales, roughly unchanged from 2007; it may decline this year
due to the recession. Still, it is significantly higher than the 2.6% level in 2004
and 2.2% in 1999.

While the premiumisation of the vodka category has been developing much
more slowly elsewhere, there are signs of a nascent market developing in
many metropolitan centres around the world. This naturally flows from the fact
that wealth tends to be concentrated in metropolitan centres. Diageo Reserve
Brands Group estimates that there are about 50 cities in the world in about 22
countries where you have to be present if you want to service the luxury drinks

consumer.

There is also an element of conspicuous consumption with a status attached to
high-end drinks and, importantly, visiting high-end outlets. Over the course of
the past decade, in many metropolitan centres around the world a portion of
the on-trade retail trade is re-inventing itself to cater to this high-end demand.

Many of these outlets specialise in premium cocktails, often using vodka.

Marketers believe that the development of a super-premium vodka tier will
tend to radiate out from its established US heartland. Super-premium
marketers, such as Bacardi with Grey Goose, are focusing on those markets in
closest proximity to the US, such as Mexico, Canada and the Caribbean. It is
also expected to develop in markets that are culturally connected with the US,

such as the UK, Continental Europe and Australia.

This seeding process is facilitated by international travel and the internet. As
more and more people travel the world they are exposed to high-end vodkas.
They are going to different metropolitan cities and tasting cocktails. When they
get home they are expecting to find those brands in the right bars and
restaurants. It is also consistent with the city-based strategy being adopted by

the likes of Diageo and other premium brand marketers.

Ketel One global brand director Peter Fairbrother says: firthere are a huge
amount of big mature markets in Europe. Vodka is one of these categories
where there doesnd appear to have been premiumisation in quite the same
way in Europe as there has been in other categories. When you look at the

opportunity for super-/ultra-premium vodka it is easy to look at Latin America
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or Asia, but there has to be more opportunity closer to home in Europe.o

He adds: AVede [Diageo] spending some time at the moment looking at why
that might be. We are trying to determine what we need to do in these mature
European markets in order to not just establish the segment, but also grow the
segment in a sustainable way. We will be testing a couple of concepts over the

next 12 months to look at how we might be able to do that.0
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Chapter 2 Market reports

Americas

United States

Table 2: Top ten vodka brands in United States by total sales volume, 2003-2008 (®00s

nine-litre cases)

Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
\S/g‘dilr(’;"ﬁ 8,075.0 7,699.5 8,075.0 8,748.0 9,307.0 9,760.0
Absolut 4,640.0 4,580.0 4,640.0 4,895.0 5,040.0 4,737.0
Grey Goose 2,100.0 1,732.0 2,100.0 2,665.0 3,330.0 3,195.0
Skyy Vodka 2,078.0 1,882.0 2,078.0 2,275.0 2,390.0 2,555.0
Svedka 640.0 435.0 640.0 1,025.0 1,510.0 2,025.0
Stolichnaya 1,983.0 1,926.0 1,983.0 2,143.0 2,185.0 2,002.0
Ketel One 1,595.0 1,440.0 1,595.0 1,755.0 1,860.0 1,969.0
{\/"ggk‘;rmi‘:k 1,920.0 1,880.0 1,920.0 2,010.0 1,795.0 1,930.0
Popov 1,805.0 1,793.0 1,805.0 1,745.0 1,760.0 1,833.0
Barton Vodka 1,545.0 1,615.0 1,545.0 1,585.0 1,655.0 1,700.0

Source: The IWSR

The world®& most important vodka market grew 4.0% in 2008 to reach 55.2m
nine-litre cases. This growth is below the market® five-year CAGR of 5.5%
and one of the slowest growth rates for several years. Imported vodkas
continue to outpace locally produced vodkas rising 5.8% versus 3.1% although

in both segments there are strong-performing brands.

Within the category, flavoured vodkas continue to be a key driver of growth,
with volumes rising by 5.3% versus 3.9% for clear vodkas. However, it is worth
noting that 2008 was one of the slowest in terms of product innovation and
new product launches and that overall the percentage growth of flavoured
vodkas was well below the longer-term growth rates. Over the past five years,
the sector has grown at a CAGR of 9.3% and over the past decade the sector
has grown at a CAGR of 18.7%. One notable exception to this is the strength

of Skyy Infusions, which have performed well in 2008 and are reputedly doing
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even better in 2009. That the category should have slowed down is not
surprising given the market slowdown in the on-trade in the last two to three

months of 2008 and the marked shift to domestic consumption.

2008 saw a marked change in the recent trends of individual quality segments.
Super-premium vodkas, those priced over US$27.50, grew by just 2.4% i a
fraction of the past five-year growth of 17.1%. This is a direct consequence of
the economic slowdown which has impacted in two ways on the segment.
First, people are going out less and consuming fewer cocktails, or are
downtrading to cheaper categories or drinks. Second, with the price differential
of the super-premium vodkas much starker across a bottle in retail than an
individual cocktail in the on-trade and the need to conspicuously impress much

less, consumers have simply traded down when drinking at home.

This downtrading has seen a marked rise in those brands representing value
in the standard- and low-price segments. Consumers have tended to gravitate
towards brands that are either safe or offer a perceived quality at a very good
price; several brands have benefited from this trend. Smirnoff posted an
impressive performance given its size, outperforming the market and growing
4.9%. It still accounts for 17.7% of the US vodka category, with volumes a little

under 9.8m cases.

The star performers in terms of percentage growth are the new-wave vodkas.
Constellation®& Svedka vodka purchased in 2007 continued to soar. In 2008, it
is estimated that volume grew a further 34.1%, representing a gain of over
500,000 cases. The brand now sells over 2m cases and is among the top five
vodka brands in the US i a remarkable performance. Other brands lower
down the pecking order that are doing well are Three Olives, which has been
heavily promoted on price, but which now tops 1m cases, a growth of 29.4%
on 2007. The brand is also strong in flavours. Lower down are Pinnacle from
White Rock, which posted a 154.2% growth to reach well over 500,000 cases,
and Sobieski, the fastest-growing major brand, which added 205,000 cases
and grew over 400.0%. What is different about these brands is the relatively
low retail price compared to recent successes in the vodka category. Svedka,
Pinnacle and Sobieski are all positioned around the Smirnoff price range of
US$11-13, although Three Olives is price positioned more around the Absolut
level of US$20.
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Finlandia Vodka (Brown-Forman) US brand manager Nick Nelson says: firhe
poor economy has impacted the vodka category as the super-premium and
premium brandsdi Grey Goose, Absolut, and Stolichnaya i performance has
softened, while the popular priced and value brands i Skyy, Svedka, and
Sobieski i are seeing strong growth. This would be a strong indicator that

consumers are trading down significantly.o

It is not just the standard sector that has benefited from this trading down.
Several value brands have posted strong growth. Key among the majors are
McCormick& vodka (+7.5%), Diageo® Popov (+4.1%), and Heaven Hill&
Burnett® (+15.0%).

Some of the key imported brands suffered from a change in ownership in
2008. Prime among these is Absolut. Volumes are hard to really pin down,
falling as it did between separate owners, but it seems possible that the brand
declined, maybe as much as 6.0% in 2008, although Pernod claim a much
more stable level of sales. The true picture will only really become clear in
2010. It was not just Absolut that suffered from the uncertainty surrounding
ownership. Stolichnaya, which languished in the Pernod portfolio until late in
the year, suffered as well and sales are estimated to have dropped by around

8.0% 1 although future years might see some revisions to this estimate.

Eriksen says: fin the US, there has been a big downturn in the on-trade.
Absolut has a huge on-trade business. We are also seeing a reduction in the
promotional activity that Future Brands previously engaged in. We are walking
away from a lot of the discounting deals in which many of our competitors are
still involved. De-stocking is also a big and ongoing issue.0 Bord adds:
fAWVholesale distribution [in the US] is dominated by family owned companies
and we dond have a lot of visibility into their stock holdings. At retail level, de-
stocking is not over, although it is probably slowing down and will soon come
to an end. But it could carry over into the first two months of the next fiscal

year [August and September].0

While there seems to have been clear downtrading, not all super-premium
brands have been affected. Diageo& Ciroc has exploded into growth following
the tie-up with with rap music star Sean Comb& (also known as P Diddy)
marketing company. Volumes have more than tripled in 2008 and the brand is
closing in fast on Belvedere as the second-largest super-premium imported

vodka brand.
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Diageo chief marketing officer Andy Fennell says: AWe have been blown away
by the degree of growth. We were very confident about the partnership, but
300.0% year-on-year growth really exceeded our expectations. Prior to that
partnership, we were doing what many super-premium brand owners do i
slowly seeding it and gradually gathering distribution. It was a long, slow build

and then suddenly, the brand exploded.o

This growth has forced Moét Hennessy to rethink their approach to Belvedere
and it is no coincidence that the brand has repositioned itself to appeal much
more to younger, urban consumers with the re-launch of the brand. Moét
Hennessy has launched two new Belvedere vodka brands. Ultra-premium
Belvedere IX vodka (pronounced @ne-X9 has been created exclusively for the
nightclub scene. The bottle and advertising is much more geared to lifestyle
than the production process. Belvedere IX is available in 70cl and retails for
US$82 RRP. Belvedere Black Raspberry Maceration is targeted at the growing
market for flavours. Belvedere Black Raspberry Maceration (40% abv) will sell
for US$50 RRP per 70cl bottle.

2009 is likely to deliver more of the same. The recession is forcing consumers
from the on- to the off-trade and home consumption. As this happens,
consumers will continue to trade down to lower-priced brands. This will see
some gravitate towards well-known, heavily marketed comfort brands, such as
Smirnoff. It will see others trade down to lower-priced brands that offer
something different, but authentic and premium in image if not in price, such as
Svedka, Pinnacle and Sobieski. The category is likely to continue to post
growth, given the fundamental growth in consumer numbers, the attraction of
vodka in cocktails and its neutrality of taste. For these reasons, The IWSR is

forecasting a growth of 3.2%.

Table 3: Top five vodka brand owners in United States by total sales volume, 2003-2008
(®00s nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Diageo 11,679.5 11,307.3 11,679.5 12,263.0 12,772.0 13,440.0
Sazerac 6,148.0 6,174.0 6,148.0 6,345.0 6,680.0 6,764.0
Pernod Ricard 5,202.0 5,158.5 5,202.0 5,408.0 5,560.0 5,232.0
Bacardi- 2,137.0 1,770.0 2,137.0 2,698.0 3,364.0 3,226.0
Martini

Campari 2,078.0 1,882.0 2,078.0 2,278.0 2,393.5 2,560.0

Source: The IWSR
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Canada

Table 4: Top ten vodka brands in Canada by total sales volume, 2003-2008 (®00s nine-litre

cases)
Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Smirnoff 1,287.5 1,232.7 1,287.5 1,359.5 1,470.3 1,565.5
Vodka
Absolut 325.2 315.2 325.2 358.5 396.8 443.3
Polar Ice 263.5 218.0 263.5 289.8 307.5 3235
Alberta Vodka 283.0 282.5 283.0 298.3 302.5 286.0
Russian 224.0 2135 224.0 220.5 218.0 206.5
Prince
Stolichnaya 111.9 97.0 111.9 123.9 134.5 147.5
Grey Goose 41.1 25.5 41.1 62.5 92.8 121.0
Prince Igor
Canadian 79.0 72.5 79.0 98.3 106.3 120.5
Vodka
Banff Ice
Vodka 105.0 94.5 105.0 110.5 115.3 119.0
Red Tassel 114.0 110.0 114.0 126.0 122.8 1155
Vodka

Source: The IWSR

Canada is now a 4.4m-case market, and grew by 5.4% in 2008. Imports took
30.7% of volumes in 2008, and are growing faster, +12.3% CAGR, over five

years V. 4.1% for domestic brands.

Smirnoff, with nearly 1.57m cases, has 31% market share and is growing
steadily (+5.6%) in 2008.

The trends tend to follow the US in drinks. Grey Goose has grown in five years
to 121,000 cases, and other super-premium brands are rising steadily, if on a
modest scale. Most super-premium brands cost CAD40-45. The other much
smaller premium segment brands cost CAD30-35, while Canadian standard
brands costs CAD20-24, with imported standard about 5% more expensive.
Absolut is the number one import, with 370,000 cases; Stolichnaya (just) is in
second place, with 120,000 cases; Finlandia is ranked number four, at 100,000
cases, with Skyy not far behind. Flavoured versions take nearly 7% of the

volume, growing at a healthy rate on the cocktail habit.
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Table 5: Top five vodka brand owners in Canada by total sales volume, 2003-2008 (®00s

nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Diageo 1,392.4 1,329.5 1,392.4 1,465.4 1,578.2 1,675.4
Pernod Ricard 518.0 498.3 518.0 562.0 598.7 639.0
Beam Global 390.4 380.2 390.4 408.9 419.3 406.7
Bacardi- 265.2 239.0 265.2 283.1 310.9 328.4
Martini

Corby 263.5 218.0 263.5 289.8 307.5 318.8
Distilleries

Source: The IWSR
Mexico

Vodka is a healthy category in Mexico, selling 1.43m cases in 2008, which was
an increase of 2.4% against 2007. The longer-term trend is more positive, with

a CAGR of 8.4% over the last five years.

Imports are about 40.0% of the market. Leading brand Absolut sold 228,000
cases in 2008, with a further estimated 65,000 entering as parallels. Official
Absolut sales alone were up 25.0% on 2007, partly due to the change in
distributors from Casa Cuervo to Pedro Domecq (Pernod Ricard). In place of
Absolut, Casa Cuervo has taken on the distribution of Stolichnaya, which
previously was with Pedro Domecq. Cuervo also distributes locally made

Smirnoff on behalf of Diageo, plus its own locally-made brand, Oso Negro.

Most local vodkas are low-price T apart from Smirnoff i and the local, low-
price segment contracted somewhat in 2008 as they are mainly sold on-trade
(for example in all-inclusive hotels). Standard vodka held up well, and
premium-and-above vodkas doubled in volume between 2007 and 2008,
mainly through Bacardi® Grey Goose, which reached 20,000 cases. The
super-premium segment is very small, but is also growing well, with Belvedere
the leading brand. LVMH launched Chopin in 2007, and Diageo followed with
Ketel One in 2008.

Vodka®& growth is at least partly attributable to the trend in the US, and also to
the growing cocktail culture. It has become especially popular with women.
Vodka remains about 65.0% on-trade, which has slowed its growth in 2008.
The shift from the on- to off-trade will further damage the category in the

immediate future. However, the strong impetus behind the category, which has
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been recruiting consumers from rum and to some extent Tequila, will see the
market flatten rather than decline in 2009. The change of distributor for both
Absolut and Stolichnaya could also see new investment and energy in the

category.

Brazil

Table 6: Top ten vodka brands in Brazil by total sales volume, 2003-2008 (®00s nine-litre

cases)

Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Smirnoff 1,001.3 852.5 1,001.3 1,131.5 1,398.8 1,401.0
Vodka

'(Blg';‘;a'ka 756.0 835.0 756.0 764.0 832.0 964.0
Orloff 545.0 535.0 545.0 595.0 660.0 694.0
Natasha 400.0 350.0 400.0 498.0 515.0 480.0
Kovak Vodka 200.0 190.0 200.0 240.0 260.0 260.0
Walesa 325.0 315.0 325.0 325.0 275.0 250.0
Skarloff Vodka 250.0 209.0 250.0 280.0 2773 181.0
Moscowita 135.0 150.0 135.0 185.0 177.0 168.0
Vodka

Rajska Vodka 150.0 130.0 150.0 165.0 157.0 153.0
Slova 150.0 150.0 150.0 160.0 156.0 150.0

Source: The IWSR

Vodka sales in Brazil hit 5.3m cases in 2008, and enjoyed a CAGR over the
five years of 5.6%. Imports take only 4.4% of the volume, but are now rising
fast (+29.6% CAGR). Much of this sales growth is coming at the expense of
the vast cachaca category. As Brazilians become more affluent they are

trading up from cachacga to vodka, which has more status.

Smirnoff has 25%-plus of the volumes and has begun to raise its very low i by
international standards i price. Orloff (owned by Pernod Ricard) is the number
three brand, with nearly 694,000 cases: it is usually priced 20-25% lower than

Smirnoff.

A feature of the market is the very large low-price vodka section that takes
55% of all volumes and sells at between RUB5-8.5 for 96-98 cl (US$2-3.5).

Imports have made very little progress i with Absolut the leader at 140,000

cases and Wyborowa at 20,000 cases, and no other brand over 9,000 cases.
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Flavoured i virtually all Smirnoff and Absolut i takes only 1.4% of all sales, but

was only launched two years ago.

Table 7: Top five vodka brand owners in Brazil by total sales volume, 2003-2008 (®00s nine-

litre cases)
Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Diageo 1,001.8 852.5 1,001.8 1,132.3 1,400.3 1,402.5
Bebidas Paris 891.0 985.0 891.0 949.0 1,009.0 1,132.0
Pernod Ricard 648.5 628.5 648.5 694.1 762.0 861.4
Bacardi- 408.5 357.7 408.5 507.8 526.1 493.0
Martini
Thoquinho 200.0 190.0 200.0 240.0 260.0 260.0
Source: The IWSR

Europe

Eastern Europe

Russia

Table 8: Top ten vodka brands in Russia by total sales volume, 2003-2008 (®00s nine-litre

cases)

Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Green Mark
Vodka 3,650.0 3,650.0 4,813.8 7,585.3 11,067.8
Pyat Ozer
Vodka 1,080.0 410.0 1,080.0 2,380.0 6,040.0 6,447.0
Putinka Vodka 5,710.0 1,035.0 5,710.0 5,885.0 6,210.0 6,300.0
Nemiroff 4,775.0 3,088.0 4,775.0 3,665.0 3,680.0 3,605.0
Parliament 1,665.0 1,196.0 1,665.0 2,106.0 2,628.0 2,883.0
Russkil 3,875.0 3,500.0 3,875.0 4,850.0 3,000.0 2,700.0
Razmer
Zhuravli
Vodka 108.0 1,060.8 2,396.3
Yamskaya
Vodka 393.3 1,551.3 2,156.0
SV Vodka 2,450.0 100.0 2,450.0 4,050.0 2,130.0 1,950.0
Slavyanskaya 2,000.0 2,555.0 1,826.0
Vodka
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The Russian market i apart from being by far the largest in the world i has
several unique factors. Brands grow and then collapse at astonishing speed,
usually due to quarrels within the family who created the brand. But
Stolichnaya (and its sister brands) also collapsed amazingly fast i from over
55m cases to under a million cases (possibly slightly more due to the
extensive forgeries). Today, Russalko& well-managed Green Mark brand grew
to 11m cases within a few years. Zhuravli, from the same company, but at a
modest premium, is growing fast. Parliament and Russian Standard are on the
way up. All except Russian Standard are controlled by CEDC. The
independent Pyat Ozer from Omskvin Prori (now Alcohol of Siberia Group) has

rocketed to almost 6.5m cases, since it began to market more actively.

The basic fact is that the Russian market is so large that a successful brand
can reach Smirnoff levels there (and in the closely connected Central Asia
markets) within ten years, provided the company is well-managed, and
capable of handling export markets and expansion within Russia. The leaders

now are well-run on a consistent basis.

In 2007, the vodka market in Russia was decreasing in volume, but growing in
value as consumers were trading up and the number of wealthy consumers
buying premium vodkas grew. Now the market appears to be dropping both in

volume and value due to the economic crisis, which has also hit Russia.

At the top end, the number of millionaires in Moscow halved in 2008 due to big
losses on oil prices and other investments. At the other end of the scale,
unemployment is high, many factories have reduced production and have,

therefore, had to reduce salaries or staff numbers.

The depreciation of the rouble and increasing costs of services and raw
materials has also led to an increase in retail prices. Consumersd monthly
budgets are being squeezed and even those who still have disposable income

are making cuts and spending more cautiously due to the uncertain future.

In 2008, total vodka sales fell by 1.85% to 269.36m cases, with both local
(down 1.76% to 260.8m cases) and import (down 4.45% to 8.5m cases) sales
falling. The market was stable in the first three quarters of 2008, in the last
quarter sales the economic crisis hit and pre-New Year sales were down

compared to the same period in 2007.
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Consumers are trading down to cheaper versions. The premium and import
segments, in particular, have been hard hit. Diageo Eastern Europe and
Russia marketing director Mark Sandys says: fiThe biggest impact on sales
has been the drop in consumer demand since the impact of the crisis was felt
in Russia in December. With disposable income and consumer confidence
falling, consumers have traded down in vodka and imported spirits. Across the
total spirits category, there have been some price rises since February, as you
would expect in a high inflation environment, but not at a greater rate than in

previous years.

firhe crisis in Russia has changed the dynamics of the drinks industry and our
strategy has been to adapt our portfolio and our offering to meet these
changing demands. For the medium- and long-term, premium and super-
deluxe spirits will remain very relevant in Russia. In the short term, however, it
is important that we also build brands at a wider range of price points to

provide great value for consumers.o

CEDC president William Carey says: fl believe strong brands will secure their
position. Generally the market is seeing a decline, but that affects all
categories. The segment that suffers the most is super-premium. On the other
hand, in the first quarter, we registered strong growth for our imported brands,

which are exclusive and expensive products.

fiWe were even surprised to see double-digit growth for import sales, both in
the Whitehall Group, operating in Russia, as well as in Poland. That shows
that, despite the slowdown, consumers still keep their brand loyalty, which

allows us to market leading brands.o

Finlandia area brand director David Rodiek says: firhe premium (imported)
vodka market will shrink as consumers start shifting to the mainstream/lower-
end vodka segment during crisis mode. Only the healthy premium vodka
brands keep the consumer pool, while the weak brands will lose out. Finlandia
should thrive, as we are the number one imported premium vodka in Russia.
Overall, [we envisage] a declining spirits and vodka market, which goes with
demographic development and healthier lifestyles. Post-economic crisis, we
again expect premiumisation on the back of growth in real income and getting
back to normal, or the pre-crisis status. Only strong premium brands, domestic

and imported, will survive.o
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For many consumers, cutting back often means resorting to the black market,
which had been decreasing over the last few years, but is now believed to be
on the rise again. The illegal vodka market was estimated to be in the vicinity
of 128m nine-litre cases in 2008, making up just under 50.0% of all vodka

consumed.

The government& latest action to tackle the illegal market is to introduce a
minimum retail price for vodka, arguing that consumers will be less willing to

risk purchasing these illicit vodkas if the price advantage is removed.

The downturn is also impacting producers. Some vodka plants temporarily
ceased production or reduced output. Veda in St Petersburg, previously one of
the largest producers in Russia, has filed for bankruptcy. Their brands are
being sold to other distilleries. Gross Distilleries temporarily reduced
production and have refined their portfolio to concentrate on their strongest

brands.

The current crisis could accelerate the ongoing consolidation trend of both the
supplier and distributor tiers in Russia. CEDC has led this trend, with
acquisitions of brands such as Russian Alcohol and Parliament; the company

now holds a 20.0% market share, making it the market leader.

Carey says: flConsolidation in Russia began very recently. It is probable that
the financial crisis will accelerate this process, as smaller and weaker
companies would have no choice but to go bankrupt or get acquired by
stronger players.0 The company has set a goal of a 30.0-35.0% market share
within the next five years for its combined vodka business. Carey adds: A
number of our key competitors went out of business last autumn and we are

using that opportunity to gain market share.o

CEDC entered the Russian market, taking over Parliament and buying stakes

in Russian Alcohol Group (producers of Green Mark) and Whitehall.

Russian Standard is another group that may lead the consolidation trend. MAll
of our businesses [within the holding company] i from Roust to Russian
Standard Vodka to Russian Standard Bank i were launched during &risesoin
Russia in the 1990s. It& an environment we know well, and we see this crisis
as more of an opportunity than a threat,0 says Russian Standard director of

communications Preston Mendenhall.
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Vodka may inherit more consumers, though, as there are signs that some
consumers are switching categories, for example from whisky to vodka. It is
possible to buy a good-quality vodka for less than a bottle of the cheapest

whisky.

Vodka is traditionally drunk neat in shots accompanied by traditional foods and
this trend shows no signs of disappearing. Cocktail culture is developing in the
main cities. Moscow has a well-developed nightlife, with clubs catering for the
wealthy as well as the average consumer. However, vodka is still mainly drunk
at home as many Russians do not frequent bars or restaurants.

The dynamic of the market is likely to shift towards cheaper vodkas in 2009
and 2010. However, many consumers will also decrease the amount they buy,
which will lead to a decrease in volumes of low-priced vodka as well. In the
long term, the value of the market will increase as the economy recovers and
trading-up resumes. The global crisis is likely to clean up the market with
regards to the number of brands available and the number of distilleries in
Russia. Many companies will reduce their portfolios and some are likely to
close down due to the financial problems, giving more opportunity for the big

players to increase their market shares.

Table 9: Top five vodka brand owners in Russia by total sales volume, 2003-2008 (6 0 0 O s

nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Russian 4,170.0 1,431.0 4,170.0 5,971.7 11,042.4 16,287.8
Alcohol Group

Cristall

Distillery 12,390.0 8,702.0 12,390.0 9,979.0 9,212.0 9,445.0
Alcohol

Siberian 1,080.0 410.0 1,080.0 2,380.0 6,040.0 6,606.0
Group

Veda 8,636.0 8,298.0 8,636.0 8,608.0 5,405.0 4,475.0
Nemiroff 4,816.0 3,100.0 4,816.0 3,710.0 3,730.0 3,631.0

Source: The IWSR
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Ukraine

Table 10: Top ten vodka brands in Ukraine by total sales volume, 2003-2008 (®00s nine-litre

cases)
Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Khortytsa 3,745.0 1,865.0 3,745.0 6,195.0 6,300.0 6,475.0
Vodka
Nemiraff 3,665.0 3,400.0 3,665.0 3,445.0 4,110.0 4,057.0
Bilenka Vodka 2,115.0 1,955.0 2,115.0 2,475.0 2,287.0 2,865.0
Myagkov 2,215.0 2,020.0 2,215.0 2,560.0 2,670.0 2,790.0
Vodka
SV Vodka 3,289.0 3,423.0 3,289.0 2,774.0 2,310.0 2,288.0
Medoff
Ukrainian 2,440.0 2,440.0 2,530.0 2,295.0 2,100.0
Vodka
Shustov 1,524.0 911.0 1,524.0 1,690.0 1,660.0 1,637.0
Vodka
Prime Vodka 968.0 895.0 968.0 1,144.0 1,045.0 1,310.0
Khlibniy Dar 950.0 1,100.0
Vdala Vodka 790.0 732.0 790.0 920.0 850.0 1,065.0

Source: The IWSR

The Ukrainian economy has been hit hard by the global economic crisis. The
unstable hyrvnia has lead to an increase of costs of raw materials and

importing goods, which has lead to an increase in retail prices.

Overall, the vodka market maintained growth in 2008 due to the first three
quartersdperformance. The market grew 3.7%, with imported vodkas growing
nearly 30.0%. This growth of imported vodkas can be attributed to some of the
big Russian brands, such as Green Mark, which more than doubled sales in
2008.

For many Ukrainians, vodka is part of everyday life. Most vodka is consumed

at home, usually neat, with small food dishes as an accompaniment.

Ukrainian consumers really felt the knock-on effects of the crisis. In particular,
prices increased significantly due to unstable exchange rates with the dollar
and euro. Imported goods have had to increase prices more than local

products due to the increased costs of importing and distributing.

A one-litre bottle of Finlandia cost UAH149 (US$19.40) in February 2009
compared to UAH123 (US$16) in February 2007 and just UAH72 (US$9.38) in
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February 2006, according to IWSR store checks. Many local vodkas also
increased prices from UAH3 to UAH5 (US$0.40 to US$0.65) per bottle.

Local vodka still dominates the market, making up 98.0% of consumption. The
price difference between local and imported is still a major factor preventing
imported vodkas from taking a greater market share. Khortytsa (Image
Holding), Olimp, Nemiroff and Soyuz Victan, are the largest producers in the

Ukraine. Their products dominate the supermarket shelves.

Local products and imports alike were hit by the latest increase on excise duty.
On July 1 2009, excise duty on ethyl products and distillery products was
increased by 58.0% to reach UAH34 (US$4.50) per litre of pure alcohol. This is
expected to increase the retail price further, giving more incentive for black

market trade.

The increase in grocery prices has caused problems for consumers trying to
stretch their budgets to the maximum. Unemployment is also increasing and

consumer confidence is low.

Overall vodka consumption is not expected to drop, but the dynamics of the
market are changing as Ukrainians are forced to trade down to low-priced
brands. The grey market and illegal production already appear to be

increasing, as is home production.

Unemployment is growing and consumer confidence is low due to the
economic downturn. Consumers are Vvisiting the on-trade less often and
spending less when they are there. This could affect the premium segments
more, but the small number of consumers who can afford these luxury vodkas
probably still can, though they may choose to purchase them less frequently or

trade down to the next price bracket.

Consumersé search for cheaper products is also leading them to the black
market. The black market was previously decreasing due to government
initiatives such as setting minimum retail price and maximum wholesale prices.
Currently the black market is estimated to make up between 10.0-20.0% of
total consumption. Official sales of vodka are likely to drop and consumers are
expected to trade down as disposable income reduces due to the increased
cost of daily living and reduced salaries or loss of jobs for some. Consumption

is also likely to drop.
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Table 11: Top five vodka brand owners in Ukraine by total sales volume, 2003-2008 (®00s

nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Image 3,745.0 1,865.0 3,745.0 7,145.0 7,300.0 7,510.0
Olimp 3,852.0 3,557.0 3,852.0 4,496.0 4,165.0 5,218.5
Soyuz Victan 5,733.0 3,430.0 5,733.0 5,307.0 4,605.0 4,388.0
Nemiroff 3,665.0 3,400.0 3,665.0 3,445.0 4,110.0 4,057.0
Fozzy 2,217.0 2,028.5 2,217.0 2,562.0 2,670.0 2,790.0
Source: The IWSR
Belarus
Table 12: Top 12 vodka brands in Belarus by total sales volume, 2003-2008 (®00s nine-litre
cases)

Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Finlandia 25.5 17.3 25.5 28.0 28.5 15.0
Nemiroff 215 115 215 19.0 15.0 55
Khlibniy Dar 35 15
Wyborowa 0.5 0.8
ominoft 1.0 2.8 1.0 05 2.0 0.8
oyisa 3.0 3.0 45 25 0.8
Absolut 1.0 0.8
SV Vodka 13.0 15.0 13.0 9.0 15 0.5
Medoff
Ukrainian 15 0.5
Vodka
Russian, 25 125 25 2.0 05 03
Lex Vodka 0.8 0.3
Gorbatschow 0.8 15 0.8 0.5 0.3 0.3

Source: The IWSR

In Belarus, the market fell by an estimated 1.0% to 9.44m cases, but the fall

was almost certainly replaced by home distilling.

Belarusians are some of the largest per capita consumers in Europe if you

consider that there are only 7.8m of legal drinking age.
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Imports fell again by over 52.0% to 30,000 cases. The government policy is
that imports and exports should balance as far as possible. As exports have
plummeted due to the crisis, the readiness to grant licences for non-essentials
has contracted. In the past, quotas were granted on an annual basis, more or
less in line with requests. In 2008, this changed to a six-month basis. The last
six months of 2008 allowed fairly large quotas, while the first six months of
2009 were reduced, and the major importer Midwest was not allowed licences
for any products. No one knows what quotas, if any, will be allowed for the last

six months of 2009 (the most important period for imports).

Importers are pessimistic, given the trade-balance deterioration. Although the
Belarusian market is dominated by State-owned concerns, some private
production is emerging. Of these new private groups Dionis JV is the most

significant.

The company launched Bulbash vodkas in December 2004, and today sells

500,000 cases domestically.

Some Belarusian producers are turning to export markets. These include
Dionis JV, which had been expanding to Russia and the Baltic States in 2007,

and plans to roll out into other Western markets this year.

Table 13: Top five vodka brand owners in Belarus by total sales volume, 2003-2008 (6 0 0 0 s

nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Brown

Forman 25.5 17.3 25.5 28.0 28.5 15.0
Nemiroff 215 11.5 215 19.0 15.8 5.8
Pernod Ricard 1.5 1.5
National

Vodka 3.5 15
Company

Soyuz Victan 13.0 15.0 13.0 9.0 3.0 1.0

Source: The IWSR
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Poland

Table 14: Top ten vodka brands in Poland by total sales volume, 2003-2008 (®©00s nine-litre

cases)

Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Absolwent 3,936.0 3,800.0 3,936.0 4,033.0 4,105.0 4,112.0
Zoladkowa 1,755.0 1,700.0 1,755.0 1,390.0 1,610.0 3,993.0
Gorzka

Starogardzka 3,190.0 3,730.0 3,190.0 2,648.5 2,858.0 2,985.0
Bols Vodka 1,475.5 1,515.0 1,475.5 1,475.0 1,593.5 1,798.9
Wyborowa 433.0 480.0 433.0 615.0 1,170.1 1,710.9
Sobieski 1,369.0 1,407.0 1,369.0 1,464.8 1,636.5 1,538.8
Vodka

Soplica Vodka 740.0 820.0 740.0 1,087.0 1,281.4 1,466.7
Luksusowa 969.0 1,015.0 969.0 959.3 1,281.3 1,314.5
Polonaise 470.0 350.0 470.0 763.0 1,060.0 1,015.0
Finlandia 412.6 314.0 4126 560.5 763.0 932.6

Source: The IWSR

CEDC is also the market leader in Poland. The Polish market has enjoyed
strong growth in recent years on the back of a strong economic performance.
That growth has come despite large-scale emigration by Poles to other
European countries. The estimated US$3.1bn vodka market in Poland
continued to rise in 2008, reaching over 33m cases (+9.3%). The low-priced
sector, led by the Absolwent and Starogardzka brands, accounted for the
largest proportion of that vodka volume. Low-priced sales climbed by 9.1%.
Over 60.0% of the total vodka market is consumed at home 1 either neat or

mixed with a soft drink.

The fastest-growing domestic brand was the recently launched Zoladkowa
Gorzka de Luxe 7 a pure vodka owned by Polmos Lublin (itself owned by
Oaktree Management). Introduced in November 2007, the brand sold over
1.9m cases in its first calendar year and was possibly the fastest-growing
vodka brand in the world last year. Pernod Ricard® Wyborowa was the
second-largest growing brand, which, after several years of huge losses,

managed to gain almost 50.0%, reaching 1.7m cases.
The imported segment (virtually all Finlandia and Absolut) climbed by 17.5% to

reach 1.4m cases. Finlandia now accounts for over 65.0% of the imported

vodka market and is the fastest-growing imported brand in Poland.
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Brown-Forman area marketing director, Poland Biba Konieczna says: fDespite
a growing feeling of crisis that started in October 2008, we still managed to
grow by 15.0% [in 2008]. The economy in Poland seems to be in a better
condition than most of Europe. GDP is still expected to be on the positive side.
The environment for very premium products is not as positive as in previous
years; we are already seeing the total market becoming stable and some
consumers, especially those with lower incomes, moving to mainstream
brands. But we are still confident that the unique and strong position of

Finlandia will help us to maintain good growth levels.o

Growth would have been higher if not for the liquidity crisis at the end of the
year. Pernod Ricard CEO Pierre Pringuet says: fin Poland, a relatively smaller
part of the consumption is done through the chains, but you have a huge
chunk, around 60.0%, which is done through wholesalers. They will service the
small traditional shops on the one hand and the on-trade on the other hand.
Some of these wholesalers faced the credit crunch and they had to slow down
their purchasing, and we are quite cautious supplying them. The market itself

was absolutely buoyant until last fall. It is still growing but on a slower basis.o

Pernod Ricard boosted its position in Poland with last year®& acquisition of
Absolut and Polish brand Luksusowa as part of its acquisition of V&S Group.
These were added to Wyborowa to form a formidable portfolio in Poland.
Wyborowa has witnessed exceptional growth since it was relaunched and
repositioned upward two years ago. In 2008, the brand sales rose by 46.0% to
1.7m cases in Poland compared to 2007. Luksusowa sold 1.3m cases last

year, arise of 2.6% over 2007.

firhe strength of our vodka portfolio in Poland is definitely an advantage there,0
says Pringuet. Mbsolut is our premium vodka and Wyborowa our standard.
Luksusowa is a nice addition in that it is a potato-based vodka, which is clearly
seen as a different market segment by Poles. It has a different taste and
texture and doesn& conflict at all with Wyborowa, and it helps us to increase

our market share in this market.o

Vodka& growth in Poland is certain to slow in 2009, following the latest
increase in excise tax on spirits, which came into effect on 1 January. Other
factors contributing to the possible decline are 1.0% GDP growth, forecast for
the full year, and a rise in unemployment from 9.0% to 11.0%. The beginning

of the year was marked by substantial currency depreciation, which has
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particularly hit the import sector. In the first months of 2009, there has been
trading down from premium and sub-premium vodkas to mainstream and

economy lines.

Pernod Ricard CEO Pierre Pringuet says: firhe dynamism of Poland is really

exceptional. It is a large country of 40m people and still growing.0

Table 15: Top five vodka brand owners in Poland by total sales volume, 2003-2008 (®00s

nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
CEDC 7,596.5 7,925.0 7,596.5 7,698.0 8,071.6 8,463.8
Belvedere SA 7,490.8 8,150.5 7,490.8 7,372.0 8,154.5 7,917.7
Oak Tree 1,755.0 1,700.0 1,755.0 2,125.0 2,605.0 5,078.0
Pernod Ricard 3,154.2 3,792.5 3,154.2 2,736.9 3,847.4 4,438.5
Eg?"m‘”;n 412.6 314.0 412.6 560.5 763.0 992.6

Source: The IWSR

Baltic markets

Table 16: Top ten vodka brands in Lithuania by total sales volume, 2003-2008 (®00s nine-

litre cases)
Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Sobieski 279.0 185 279.0 657.0 584.0 550.0
Vodka
Alita Vodka 139.0 230.5
Premium Gera
Vodka 200.0 171.5
Ledo Vodka 146.0 99.6
AV Vodka 270.0 69.0
Finlandia 15.0 3.6 15.0 20.0 39.0 40.0
Green Mark
Vodka 2.5 33.0
Absolut 6.1 3.5 6.1 10.5 20.0 21.0
Nemiroff 6.5 4.8 6.5 9.5 21.5 20.4
Russkii 10.9 17.7
Razmer

Source: The IWSR

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



Page 38

Chapter 2 Market reports

Table 17: Top five vodka brand owners in Lithuania by total sales volume, 2003-2008 (®00s

nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Belvedere SA 279.0 18.5 279.0 657.0 584.0 550.0
Alita 339.0 402.0
Altia 0.8 4.0 0.8 0.0 146.0 99.6
Anyksciu 270.0 69.0
Vynas

Brown 15.0 3.6 15.0 20.0 39.0 40.0
Forman

Source: The IWSR

The Baltics i three Baltic states: Lithuania, Latvia and Estonia i are part of the
eastern and central European vodka belt. In Latvia, 60.0% of all spirits
consumed is vodka; in Lithuania nearly 70.0% is vodka; and in Estonia over
73.0%.

All three countries have been hit hard by the global recession. Following very
fast economic growth for a number of years, both before and after joining the
EU in 2004, the recession has come of a bit of a shock to businesses and
consumers alike. The economies were already slowing in 2007, but most did

not anticipate how bad the economy would get.

The subsequent collapse of the tax base has forced these Baltic nations to

look toward higher liquor excise duties to close the growing budget deficits.

In Lithuania, excise tax on strong spirits increased from L3840 per hectolitre of
pure alcohol (HLPA) to L4416 HLPA at the beginning of 2009. The tax
increase led to price increases and a loss of sales. It is also believed that the
illegal market is growing in response to the demand for cheaper products. lllicit

producers are believed to have increased their production in response.

The largest local producers are Stumbras, Vilniaus Degtine, Alita and Anyksciu

Vynas.

Local vodkas had been very popular, although demand is now dropping.
Vodka is normally drunk neat. Around 80.0% of local vodka is bought in the off

trade and around 60.0% of imported.

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

_/Zﬂ’l‘-drinks




Page 39

Chapter 2 Market reports

Imported vodkas hold just under 13.0% of the market, as consumers are very

loyal to local vodkas; local vodkas are also still significantly cheaper than

imported vodkas. Vilniaus Degtine produces Sobieski under licence. Sales
reached a peak in 2006. Sales fell 5.8% in 2008.

Table 18: Top ten vodka brands in Estonia by total sales volume, 2003-2008 (6 O O rfire-litre

Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Laua Vodka 505.0 450.0 505.0 510.0 674.0 570.0
Liiwi Heliis 80.0 80.0 80.0 78.0 83.0 160.0
Vodka
Viru Valge
Vodka 190.0 170.0 190.0 204.0 192.0 160.0
Saaremaa 179.0 163.0 179.0 195.0 205.0 145.0
Remedia 60.0 58.0 60.0 58.0 62.0 77.0
Vodka
Valge Viin 45.0 45.0 45.0 40.0 49.0 41.0
Eesti Standart 45.0 52.0 45.0 42.0 45.0 32.0
Nemiroff 8.5 6.3 8.5 6.7 155 25.5
Russkii 7.0 8.0 7.0 10.8 19.1 19.8
Razmer
Volganaya 10.0 10.0 10.0 8.0 21.0 18.0
Source: The IWSR
Table 19: Top five vodka brand owners in Estonia by total sales volume, 2003-2008 (6 0 0 0 s
nine-litre cases)
Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Liviko 750.0 675.0 750.0 762.0 936.0 789.0
Altia 262.0 250.4 262.0 265.7 282.6 197.1
Liiwi Heliis 80.0 80.0 80.0 78.0 83.0 160.0
Remedia 60.0 58.0 60.0 58.0 62.0 77.0
Nemiroff 8.5 6.3 8.5 6.7 15.5 25.5

Source: The IWSR

Excise tax was increased in Estonia too, from EEK16,800 to EEK20,200.

Again, this caused a drop in official sales.

The structure of the market changed as one of the prominent local producers,

Onistar, went bankrupt in 2007 and finally ceased production in February
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2008. This gave other large local producers, Liviko and Altia, the opportunity to

gain additional market share.

Not all vodka purchased in Estonia is consumed in Estonia. There is a large
carry-back trade to Finland. Despite the tax increase in Estonia, carry-back
sales are actually growing due to the tax increase in Finland, which helped

maintain the price gap.

In Latvia, VAT was increased from 18.0-21.0% on 1 January and excise tax
raised to EEK8.25 per litre of pure alcohol. As a result, legal vodka sales fell
26.0% in the first quarter of 2009. Latvijas Balzams is the largest producer,

holding 71.0% on the market. Latvijas Balzamsoésales) dropped 14.6% in 2008.

Imported vodka sales account for 42.0% of the market. The top-selling
imported vodkas are from Estonia, Ukraine and Russia. As in the other Baltic
countries, vodka is usually drunk neat and approximately 80.0% is purchased

in the off-trade.

Czech Republic

Table 20: Top ten vodka brands in Czech Republic by total sales volume, 2003-2008 (®00s

nine-litre cases)

Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Bozkov Vodka 159.0 96.0 159.0 220.0 300.0 318.0
Hanacka 320.0 370.0 320.0 250.0 275.0 280.0
Fruko Schulz 10.0 22.0 10.0 120.0 133.0 165.0
yordie éCH%S) 120.0 120.0 155.0 150.0 145.0
Jelzin Vodka 130.0 85.0 130.0 132.0 136.0 143.0
Finlandia 92.6 80.0 92.6 109.2 110.8 136.9
Cg‘ d”k’;dse“ 64.0 51.0 64.0 79.0 915 93.5
KB Vodka 49.0 27.0 49.0 76.0 83.0 92.0
Jelinek Vodka 63.3 63.3 65.0 68.0 69.0
Prazska 82.0 76.0 82.0 62.0 65.0 66.0

Source: The IWSR

In the Czech Republic, vodka, the largest spirits category, is believed to have
grown at around 4.5% to 2.14m cases in 2008 thanks to a government

clampdown on illegal production, but also thanks to the revitalisation of original
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Czech brands that have recently received a new facelift and become more
popular.

Stock Plzen-Bozkov is the vodka market leader in the Czech Republic. In late
2007, Stock was acquired by Oaktree Capital Management and consolidated
into the international business known today as Stock Spirits Group. Stock
leads the total vodka market with the Bozkov brand, which doubled its volumes

since 2005, reaching nearly 320,000 cases in 2008.

Local vodka dominates the market, with around an 81.0% market share. The
market is often highly regionalised, with a majority of brands retailing at below
CZK150 (US$8).

The imported market stands at around 390,000 cases and is dominated by two
brands, low-priced Jelzin (owned by Grands Chais de France) and Finlandia
(Brown-Forman). Both brands performed strongly last year, increasing by 5.0%
and 22.0% respectively. Finlandia® enormous growth, now approaching
130,000 cases, was achieved due to significant price reduction, which, as a
result, eliminated parallels that had been affecting Finlandia& performance for

many years. Absolut was as a distant third at just over 25,000 cases.

It is also expected that standard brands will gain share in coming years due to
the continue investments by local producers. Producers are focusing on the
heritage of such brands as Prazska vodka by Bohemia Sekt and Amundsen by
Stock Plzen.

Table 21: Top five vodka brand owners in Czech Republic by total sales volume, 2003-2008

(6 000 s -litreicases)

Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Oak Tree 223.0 147.0 223.0 299.0 3915 4115
Starorezna 419.0 470.0 419.0 314.0 338.0 342.0
Henkell 263.0 188.8 263.0 221.0 216.0 212.0
Fruko Schulz | 10.0 22,0 10.0 122.4 135.9 1705
Grands Chais | 1300 85.0 130.0 132.0 136.0 143.0

Source: The IWSR
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Western Europe

France

Table 22: Top ten vodka brands in France by total sales volume, 2003-2008 (6 0 0 O s -litnei n e

cases)
Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Poliakov 220.0 139.3 220.0 300.0 356.0 459.8
Eristoff Vodka 364.0 314.0 364.0 375.0 385.0 395.0
\S/Om(jlr(’;"“ 216.0 200.0 216.0 245.0 251.0 236.5
oSk 7.0 106.8 159.3
Absolut 108.0 106.5 108.0 110.0 117.0 124.0
Wyborowa 109.0 87.0 109.0 122.8 125.0 117.3
Zubrowka 84.0 75.0 84.0 86.8 82.0 81.3
Seagram 24.0 24.0 43.0 44.0 37.0
Wisent Vodka 19.0 15.3

Source: The IWSR

Vodka is the fastest-growing major category in a number of western European
markets, including France, where the category rose by 11.2% versus 2007, to
surpass the 2.2m case mark for the first time. Locally produced Poliakov and
Polish vodka Sobieski, both retailing at around EUR8.50 (US$12) per 70cl
bottle, continued to erode sales of more established brands, such as Smirnoff
and Eristoff, both of which now retail at over EUR10 (US$14.12) per 70cl
bottle, or even big supermarket brand William Peel, which retails for EUR9.50.
Poliakov, at 459,000 cases, is how category leader ahead of Eristoff, at under
400,000, and followed at some distance by Smirnoff at well over 200,000
cases. Sobieski has reached 160,000 cases in its second year in the market,

but is finding it difficult to increase prices to improve profitability.

It will be interesting to see how Absolut performs under Pernod Ricard this
year. One of the challenges facing the brand in France is the reopening of the
pricing premium that it has historically held over Smirnoff Red. That gap has
steadily narrowed in the last few years and today there is only around EUR1
(US$1.40) separating the two brands.
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Behind vodka& growth are its appeal to younger consumers, mixability and

affordability. It also explains the growth of light rum.

Off-trade sales account for around 80.0% of vodka sales overall, although that
figure is less for international brands, such as Smirnoff or Absolut. Within that,
the percentage of sales derived from supermarket own-label brands in 2008
was 15.7%, relatively small compared to other categories. This is due to the
narrow price gap between unknown own labels, retailing at EUR5 to EURG6 per
70cl bottle, versus the EUR8.50 of the widely recognised leading brand
Poliakov and Polish vodka Sobieski. Poliakov also offers further savings in 1
litre and 1.5 litre formats 7 a format usually not available in supermarket own-

labels.

Russian Standard has invested heavily in France, but with limited returns. The
brand is distributed in the market by Lixir, a joint venture between Rémy
Cointreau and William Grant. Stolichnaya, previously distributed by Pernod
Ricard, is now distributed by Tradelink. Although vodka is a particularly vibrant
category in France, it remains relatively small, accounting for just 5.0% of this

38m-case spirits market.

Super-premium sales are still small in the home country (at least in terms of
production) of Grey Goose. Total super-premium sales only amounted to 8,000

cases last year.

Further vodka growth in France is expected in 2009, with the first months of

the year still showing double-digit expansion.

Table 23: Top five vodka brand owners in France by total sales volume, 2003-2008 (6 0 0 0 s

nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
La - . 220.0 139.3 220.0 300.0 356.1 459.9
Martiniquaise

Bacardi- 367.5 314.0 367.5 378.8 389.0 400.0
Martini

Pernod Ricard 247.3 198.5 247.3 234.8 243.7 242.4
Diageo 216.0 200.0 216.0 245.1 251.1 236.6
Belvedere SA 17.0 11.0 17.0 22.0 133.3 177.1

Source: The IWSR
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The UK

Table 24: Top ten vodka brands in United Kingdom by total sales volume, 2003-2008 (®00s

nine-litre cases)

Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Smirnoff 3,581.9 3,268.0 3,581.9 3,409.5 3,810.0 3,801.3
Vodka

Glen's Vodka 1,155.0 1,135.0 1,155.0 1,075.0 1,139.0 1,300.0
Red Square 725.0 725.0 775.0 850.0 900.0
(Halewood)

Absolut 176.0 110.0 176.0 240.0 308.0 320.0
MVadivar 365.0 348.0 365.0 346.0 257.0 265.0
Vodka

Imperial

Vorka 175.0 170.0 175.0 177.5 170.0 185.0
Russian

Standard 12.0 59.5 151.8
Chekov 150.0 165.0 150.0 145.0 140.0 145.0
Stolichnaya 38.0 33.0 38.0 93.1 111.7 118.7
Kulov 78.0 75.0 78.0 80.0 82.0 87.0

Source: The IWSR

Vodka is the fastest-growing major category in the UK, with sales rising by
5.3% to 8.5m cases in 2008, which is slightly below its five-year compound
annual growth rate (CAGR) of 6.7%. It is the single largest spirits category
ahead of Scotch. Neither the tax hike in March 2008, nor the recession

seemed to affect the vodka market as it kept on growing relentlessly.

As in most markets, the rate of growth for imports (+12.7%) has outpaced
domestic brands (+4.4%). Imported vodka exceeded 1m cases for the first time
in 2008. Some of this import growth may be coming at the expense of the
domestically produced Smirnoff Red, the market leader, which was roughly flat
in 2008 at 3.8m cases. Smirnoff is also being squeezed by low-priced brands
such as Glens (+14.0% to 1.3m cases), and Red Square (+5.9% to 900,000

cases).

Imported premium brands grew +4.9%. Absolut is the only imported brand to
break the 300,000-case mark and sits fourth in the overall table. The import
sector was also boosted by Russian Standard, which was the fastest-growing
brand in the top ten with a 155.5% rise in 2008 versus 2007, taking it to
152,000 cases in only its third year in the market. Another Pernod Ricard

brand, Wyborowa (+11.4%), also had a strong year.
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The super-premium sector rose by 21.0% from a relatively small base to reach
35,000 cases (CAGR from 2004-2008 of 47.2%). Bacardi® Grey Goose
accounted for about half of that volume. LVMH®& Belvedere brand also gained

on the back of increased distribution.

Flavoured vodkas performed better at a premium level than with the standard
brands. Polish brand Zubrowka has a CAGR from 2004-2008 of +39.1% with
the brand growing +26.5% in 2008 alone.

There were some major changes of ownership and distribution in 2008.
Pernod Ricard® purchase of Absolut from Vin & Sprit meant Maxxium (now
comprised of Beam Global and Edrington) was left with a big hole in its
portfolio. They moved quickly to fill it by agreeing distribution rights with SPI for
Stolichnaya, which was seeking distribution having been displaced from the
Pernod portfolio by Absolut. Both brands officially started trading from their

new companies on 1 January, 2009.

Although a much smaller brand in the UK market, the distribution rights for
Ketel One went from Inspirit Brands to Diageo in 2008, although this disruption

saw the brand® volumes decline.

Although the on-/off-trade split in 2008 was estimated to be 30.0%/70.0%, the
contraction of the on-trade in the last quarter of 2008 will have skewed this in
favour of the off-trade by as much as 10.0%. This is particularly so with the
bars de-stocking due to the slowdown in trade. The off-trade benefitted as
consumers looked to drink more often at home and entertain instead of going

out.

The vodka market should continue growing not only because it continues to
attract young consumers, but also because the multinationals all have big

brands and are maintaining high levels of investment.
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Table 25: Top five vodka brand owners in United Kingdom by total sales volume, 2003-2008

(®00s nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Diageo 3,582.1 3,269.5 3,582.1 3,409.5 3,810.4 3,801.8
Glen Catrine 1,155.0 1,135.0 1,155.0 1,075.0 1,139.0 1,300.0
Halewood 725.0 725.0 775.0 850.0 900.0
International

Pernod Ricard 214.6 154.4 214.6 287.8 356.6 373.8
U. B. India 365.0 348.0 365.0 346.0 257.0 265.0

Source: The IWSR
Ireland

Vodka has witnessed dramatic growth in Ireland in recent years, rising by 8.2%
CAGR between 2004 and 2008. Yet, along with the broader spirits market in
Ireland, the category was hit by the poor economy, tax increases and a big
shift from on- to off-trade consumption in 2008. That strong performance in
recent years is partly due to population growth, especially Poles. That could go
into reverse as many Eastern Europeans are now returning home, due to the
poor economy and lack of construction jobs. Last year, vodka sales declined
by 3.6% to 977,000 cases.

Carry-back from Northern Ireland to the Irish Republic is believed to have
increased by 25.0% in the last quarter of 2008 as sterling weakened against
the euro and UK VAT dropped to 15.0%, while Irish VAT rose to 21.5%. It is
not known what volumes are carried back into the Republic of Ireland, but it is
believed that large brands, such as Smirnoff, have been affected the most.
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Germany

Table 26: Top ten vodka brands in Germany by total sales volume, 2003-2008(6 0 0 0 s- ni ne

litre cases)

Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Gorbatschow 1,072.0 990.0 1,072.0 1,120.0 1,280.0 940.0
Jelzin Vodka 360.0 280.0 360.0 410.0 385.0 470.0
Absolut 239.9 208.0 239.9 266.6 302.9 382.5
Smirnoff 278.0 240.0 278.0 319.4 327.0 340.9
Vodka

Moskovskaya 290.0 284.0 290.0 331.0 325.5 315.0
Count

Puschkin 114.0 112.5 114.0 137.0 164.5 187.0
Vodka

Parliament 54.0 24.0 54.0 95.0 110.0 120.0
Russian

Standard 22.0 101.0 100.0
Kugoloff 60.0 67.5 60.0 50.0 55.0 60.0
Nemiroff 26.5 40.0 45.0

Source: The IWSR

Germany, as with all of Europe, is suffering from the current economic crisis,
which resulted in further decline in the spirits market. The spirits market in
Germany is suffering from a number of other unfavourable factors ranging
from: price rises, the ageing population and the growing popularity of wine
consumption. In 2008, vodka was one of the few categories to post positive
sales, rising by 10.0% to reach 7.25m cases. Vodka is still profiting from its
mixability, and is gaining new consumers who are switching from traditional

categories, such as korn and brandy.

Imported vodkas were up by 24.3% to 1.75m cases, while local brands rose by
6.2% to 5.5m cases. However, the biggest growth came from private labels,

which already represent about 46.0% of the total vodka sales.

The rise of the overall vodka market came despite the 26.6% decline in sales
of Henkell & Sohnlein& Gorbatschow brand to 940,000 cases. Gorbatschow
sales are heavily dependant on price promotions during the year. Low-priced
Jelzin, which is owned by Grands Chais de France (GCF), has grown sharply

in recent years, posting growth of 21.1% to 470,000 cases.
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In the imported sector, Smirnoff is the market leader after a 1.7% increase in
2008, but Absolut was the most dynamic performer in this category, reaching
382,000 cases. Germany was one of Maxxium& stronger markets. It will be
interesting to see whether Pernod Ricard will now be able to maintain that rate
of growth in Germany. CEDC®& Parliament brand is also growing strongly, up
by 9.1% to 120,000 cases. After an impressive launch year in 2007, Russian
Standard fell back by 8.7% in 2008 to 100,000 cases.

Spending on entertainment, food and drink could be affected during the next
two years. Consumers will continue to trade down and switch over to private-
label vodkas. The latest forecasts suggest that the German economy could
shrink by as much as 7.0% this year and the outlook for growth remains bleak.

Vodka, however, will almost certainly outperform the market.

Table 27: Top five vodka brand owners in Germany by total sales volume, 2003-2008 (6 0 0 0 s

nine-litre cases)

Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Henkell 1,072.0 990.0 1,072.0 1,120.0 1,280.0 940.0
g;ag;j:ni::ais 360.0 280.0 360.0 410.0 385.0 470.0
Pernod Ricard 260.2 233.0 260.2 287.8 3225 399.6
Diageo 278.0 240.0 278.0 319.4 327.0 341.2
SPI 296.0 290.3 296.0 342.0 342.5 320.6

Source: The IWSR

Spain

Spain has also been hard-hit by the current crisis due to the collapse of the
property market and the broader economic downturn. Unemployment is rising
and, with discretionary income under pressure, there has been a shift from on-
to off-trade consumption. Tourism has been severely affected, however, not
only by the global climate, but also by the fall of sterling against the euro, down
30.0% in a year, making Spain a much more expensive destination for the

recession-hit Brits, a significant vodka-consuming group.
The vodka category, which had been growing strongly in recently years, fell

back by 7.8% in 2008 on 2007. The category saw a major change when

Pernod Ricard took over distribution of Absolut from Maxxium.

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




Page 49 Chapter 2 Market reports

Absolut® sales increased strongly in 2007, while growth in 2008 was much
more moderate.

Both Smirnoff and Eristoff declined heavily, although the latter& low-strength

flavoured extensions, Red and Black, grew.

Varma took over the distribution of Stolichnaya and Moskovskaya from Pernod
Ricard, agencies that it had held earlier. It also retained distribution for
Finlandia. Stolichnaya is now being distributed by a parallel company, trading

under the name of Varma Drinks (as opposed to Varma Imports).

Diego Zamora (producer of Licor 43 and the former distributor of Brugal Rum,
a major success) has gained the agency for the Russian Standard vodka
brand and all the Campari brands, including Skyy vodka. Russian Standard will
remain a difficult proposition in Spain as the word standard in Spanish
somehow devaluates a brand, and the label in Cyrillic remains unreadable for
both consumers and bartenders in a very brand call-oriented market. Skyy,

however, could have a chance against Absolut.

Vodka as a whole will continue to decline under the current depressed market
conditions i over 80.0% of the vodka market is still consumed mixed with soda

in the on-trade.

Scandinavia

In Sweden, local vodka sales were down 3.0%, while imports grew by 5.7%,
showing an increase in demand for international brands. Flavoured vodkas
had a terrible year. In reality, these figures only reflect consumption of branded
products. Most people believe that consumption of vodka is much more stable,
with large quantities of smuggled vodka making its way into the market from
neighbouring countries. Some believe that the illegal market accounts for as
much as 50.0% of the total consumption in Sweden, but this proportion could
reduce as the Swedish kroner weakens. Smirnoff outperformed the market,
gaining 10,000 cases. Following its acquisition of V&S Group, Pernod Ricard
dominates the market with Explorer and Absolut, the number one and two
brands at 134,000 and 114,000 cases respectively. Absolut& sales would be

higher if Swedish purchases in Germany and travel retail were included.
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Table 28: Top ten vodka brands in Finland by total sales volume, 2003-2008 (6 0 0 O s -litrei n e

cases)
Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Koskenkorva 863.6 973.7 863.6 821.6 810.8 700.9
Leijonaviina 300.0 362.0 300.0 320.0 390.0 365.0
Tapio Vodka 250.0 200.0 250.0 260.0 269.0 275.0
Suomi Vodka 300.0 220.0 300.0 310.0 282.0 270.0
Sisuviina 99.0 92.0 99.0 87.5 85.3 86.0
Vodka
Tasavalta 65.0 275 65.0 76.5 74.2 84.0
Vodka
Saunalahden 102.0 95.0 102.0 93.0 84.8 83.0
Viina
Dry Vodka 81.5 90.0 81.5 75.5 70.0 60.0
Finlandia 453 46.6 45.3 45.1 45.8 385
Smirnoff 18.7 185 18.7 20.0 23.0 225
Vodka
Source: The IWSR

The spirits market in Finland is dominated by local vodkas. Eight out of the top

ten bestselling spirits brands in the market are vodkas, but the category has

been hard-hit by the economic crisis and duty increases, falling by 8.2% to

2.1m cases in 2008.

Table 29: Top five vodka brand owners in Finland by total sales volume, 2003-2008 (6 0 0 0 s

nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Altia 1,447.2 1,591.3 1,447.2 1,413.6 1,458.8 1,337.6
Pernod Ricard 695.2 555.6 695.2 710.8 684.8 666.8
Brown
Forman 453 46.6 453 45.1 45.8 385
Diageo 18.7 18.5 18.7 20.0 23.0 225
Sodiko 15.0 20.0 15.0 13.0 14.0 15.0

Source: The IWSR

Locally produced brands also dropped by 7.4% in 2008. Sales of market-
leading Koskenkorva fell by 13.8% to 690,000 cases, while second-ranked
Leijonaviina declined by 6.4% to 365,000 cases. The import sector remained

buoyant, rising by 36.3% to 77,000 cases in 2008, entirely due to low-priced
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Estonian brand Saaremaa, which was introduced to the market in 2008

reaching 16,000 cases.

Many Finns have also been buying alcohol abroad, mainly in much cheaper,
neighbouring Estonia, which is easily accessible by ferry. Many unemployed
Finns started to make a living out of reselling Estonian-bought alcohol on the

Finnish market.

In Norway, vodka sales rose by 1.7% to 491,000 cases in 2008, with locally
produced vodka doing particularly well. The star performer was Duorek,
growing by 40.0%. Out of the top ten brands sold in Vinmonopolet shops, six
are vodkas. Kalinka became the topselling vodka overall after overtaking
Smirnoff and Absolut. This is mainly due to pouring contracts in the on-trade.

Some 60% of the market is imported.

Legal vodka sales in Norway have been growing since 2002, due to the
methanol scandal. Low-priced brands have been taking share from illegal
products and standard brands. In the past, this category was the most affected
by illegal trade. There was organised smuggling of spirits, most of which
probably came from Spain. But due to the number of methanol poisonings, this
had stopped. Yet some believe that it could start up again, as price concerns
spur consumers to search for more affordable options. There is also extensive
cross-border traffic with Sweden, Denmark and Germany. Travel retail is also

large.

Asia

China

Although China was a relatively small vodka market at around 245,000 nine-
litre cases in 2008, according to The IWSR, the multinationals are investing in
the market in anticipation that could eventually change. The development of
so-called modern-on-trade or Western-style bars in Greater China and the
associated growth in cocktail consumption lend hope that China may
eventually prove fertile ground for vodka. Marketers also point to the vast
indigenous baijiu consumption, a type of white spirit, as evidence that the

preconditions for long-term success exist.
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Pernod Ricard CEO Pierre Pringuet says: AiVodka i s ti nywyge but

white spirits market in China. Baijiu, the traditional domestic spirit of China, is a
white spirit, so there is no reason

vodka.

firhe potential for vodka is there and Absolut is already known by many
Chinese consumers, who read magazines and travel. We can capitalise on

that. China is going to be one of the key drivers for Absolut worldwide.o

Ketal One Global Brand Director Peter Fairbrother says: fiThere are obviously
going to be places within Greater China, such as Hong Kong, where vodka is
more developed than the mainland. Shanghai will be more developed than the

other big cities where vodka awareness is very low.0

He adds: fvodka is obviously tiny compared with baijiu, but it is comparible in
terms of taste profile. If you can get people to do the taste comparisons

between local white spirits and vodka, it could open up a world of opportunity.o

The category® growth in China was disrupted last year by Absolut& switch
from Maxxium to Pernod Ricard distribution. Overall vodka sales fell by 10.0%
in 2008.

Absolut represents more than one in three bottles of vodka sold into China,
and is the only vodka brand called for in the on-trade market. Absolut has
more recently suffered from some promotional activities coming in from the
CIS countries. Pernod Ricard largely focused on its Chivas, Ballantines and
Martell brands, and did little to build Absolut following the handover in October
2008. In 2009, Pernod Ricard hiked Absolut® trade prices by 50.0%. This is
unlikely to boost either the brand or category growth in the short term. In the
longer term, it may help create a more premium image, an important factor in
China.

Pernod Ricard rival Diageo is also looking to build its premium vodka
credentials with the July 2009-launch of Shanghai White, an ultra-premium
Chinese vodka, in collaboration with Shui Jing Fang (Swellfun), one of the
oldest producers of the Chinese spirit baijiu. Diageo said that Shanghai White,
which is distilled four times, fuses modern Russian vodka-making techniques

with the centuries-old baijiu distillation heritage of Shui Jing Fang to create a

t
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smooth taste. Shanghai White will carry a suggested retail price of HKD470
(US$60).

The rest of the vodka category in China is dominated by pouring contracts with

one of the majors: Pernod Ricard (Wyborowa, Stolichnaya) or MHD (Smirnoff).

Vodka was also challenged in China in 2008 by premium beers which, brewed
locally, are a totally acceptable means of &howing faced(projecting image), an
important aspect of Chinese culture, while representing a lower expenditure in
tough economic conditions.

Vodka is unlikely to develop rapidly in China: the product has a cheap image in
some consumer minds. This may or may not stem from a historic memory of
the country® earlier dealings with communist Russia. It is also too similar to
baijiu in colour to attract attention: China is largely a brown imported spirits
market. More importantly, vodka is less profitable than whisk(e)y or Cognac for

both importers and trade operators.

Super-premium vodka could add some sales from its small base. Standard
vodka will grow only with the expansion of so-called modern-on-trade venues
(Western-style bars). There are substantial vodka sales within the Muslim

communities in the north (Urumgqi) and cross-border sales with Russia.
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India

Table 30: Top ten vodka brands in India by total sales volume, 2003-2008 (6 0 0 O s -litrei n e

cases)
Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
White Mischief 800.0 505.0 800.0 1,050.0 1,270.0 1,500.0
Vodka
UB.s
Romanov 300.0 270.0 300.0 765.0 910.0 1,060.0
Vodka
Magic
Moments 30.0 30.0 247.0 495.0 800.0
Vodka
Smirnoff 251.0 1715 251.0 320.5 556.5 692.5
Vodka
Fuel Indian 55.0 55.0 100.0 154.0 168.0
Vodka
Shark Tooth
Indian Vodka 350 75.0 150.0
Alcazar 200.0 120.0 200.0 125.0 110.0 100.0
Class Vodka 70.0 100.0
Absolut 30.5 27.4 30.5 37.0 40.0 33.0
Jagatjit
Avristocrat 20.0 25.0 20.0 15.0 15.0 15.0
Vodka

Source: The IWSR

Vodka continued to grow strongly in India last year, adding 25.0% to 4.8m
cases. The category first developed in trendy outlets in the metropolitan areas
(Mumbai, Delhi, Bangalore, Hyderabad, Calcutta, Chennai). It is also popular
among the Indian Muslim community, as vodka is both flavourless and
odourless and hence less easy to detect. Vodka has since expanded into
interior markets and is now reaching smaller towns; strong growth has been

reported in the interior of Maharashtra (capital Mumbai) and Andra Pradesh.

The vodka category is dominated by UB& large White Mischief and Romanoff
brands, which are sold at under INR200 per bottle. However, much of the
action has been happening in the INR250-300 range, with Diageo investing
heavily in its Shark Tooth, an India-only vodka brand, and Radico Khaitan&
success with its Magic Moments brand. At a more premium end, Smirnoff,
retailed in India at around INR420, is also growing and now sells at just under
700,000 cases, with a large share of sales in its flavoured versions, especially

in Karnataka (capital Bangalore).

Growth in the vodka category has prompted international vodka producers to

watch India more closely, but, unlike whisky, the category remains a difficult
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one in which to make a profit. ABD, which is better known for its Officers
Choice whisky brand, last year launched the locally produced Gorbatschow
(owned by German group Henkell & Soéhnlein). Belvedere has just recently
announced a joint venture with Kyndal India, previously importer of Absolut, for

its Danzka and Sobieski brands.

Pernod Ricard will also strengthen Absolut& dominant position in the imported
vodka segment through its strong local distribution organisation. At just under
80,000 cases, imported vodka represents only 1.7% of the vodka market in
India.

Vodka should continue to develop fast in India as the category is on-trade-
driven (85.0%) and fashionable among young Indians. India has one of the
largest numbers of young consumers in the world. Super-premium imported
vodkas should grow from their small base of 10,000 cases, but it is the semi-
premium local vodkas (Shark tooth, Magic Moments, Fuel) where the focus

currently lies.

Table 31: Top five vodka brand owners in India by total sales volume, 2003-2008 (6 0 0 0 s

nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
U. B. India 1,553.5 899.5 1,553.5 1,942.5 2,290.0 2,660.0
Diageo 251.0 171.5 251.0 355.5 633.5 845.0
Radico 30.0 30.0 247.0 495.0 800.0
Khaitan

Pernod Ricard 95.5 27.4 95.5 152.0 194.0 201.0
ABD 70.0 100.0

Source: The IWSR
Australia

Vodka is the most dynamic sector of the Australian bottled spirits market. The
market for vodka almost doubled between 2004 and 2008. In 2008,
consumption was up by a further 11.0% (or some 125,000 cases) to reach
nearly 1.3m cases. This represents an impressive 15.3%-CAGR rise since
2004.
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In 2005, vodka overtook rum to become the second-largest spirits category

and now ranks only behind whisk(e)y as the most popular spirits segment.

Following the tax hike on ready-to-drinks (RTDs), sales of all bottled spirits
increased considerably, with the overall spirits market up by 5.3% in 2008 and
the RTD market shedding 20.0% of its volume.

Much of the growth in vodka is attributable to the growing popularity of
cocktails and an expanding demographic base. Vodka used to be drunk mostly
by women, but now appeals to both sexes. This is largely due to the prior
success of RTDs. Vodka Cruisers i one of the first RTDs introduced in
Australia 7 originally enticed new drinkers into the vodka category. The later
introduction of Diageo® Smirnoff Ice Black was targeted at men specifically.
The cumulative effect was to open up the vodka category to a new generation

of Australians.

Some industry executives believe there is a direct substitution between wine
and vodka. They contend that vodka has been taking female consumers away
from wine. In 2008, that dynamic has gone into reverse. Growth in vodka
consumption has certainly slowed down in 2008; this could be partly due to the
very low prices of wine (New Zealand sauvignon blanc in particular) and some

consumers going back to wine.

Most of the vodka market is accounted for by imported brands (92.0% of the
total market). The local segment is accounted for mainly by supermarket own-
label brands, such as low-priced Mishka and Ruskov. Smirnoff has long been
the leading vodka brand in Australia and in 2008 it stood at 527,000 cases
(42.0% of the total Australian vodka market). The second-largest brand in

terms of volume is Absolut at 50,000 cases.

Premium and super-premium vodkas have been gaining market share,
growing from almost nothing five years ago. The super-premium segment
(over AUDG65) was at 15,000 cases in 2008, while premium brands (between
AUD40-64.99) sold around 72,000 cases.

Vodka& mixability makes it one of the trendiest categories and is closely

aligned with the cocktail trend. The market is most likely to continue to grow in

2009, as consumers switch from RTDs to bottled vodka.
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The super-premium and premium segments will continue to grow, driven by
Belvedere, Ketel One, Grey Goose, Wyborowa Single Estate and Level. This
segment could easily double within the next two years, driven by massive A&P

spend by all players.

New Zealand

After years of impressive growth, the official vodka market in New Zealand
declined for the first time in memory by some 6,000 cases in 2007. Real

consumption was most probably static if parallels are included.

In 2008, the market rebounded, rising by 12.2% to reach 156,000 cases, which
represents 6.3% CAGR between 2004 and 2008. Despite a marginal decline in
2007, vodka consumption is still 33.5% higher than five years ago, which
makes the category one of the fastest-growing spirits segments. In 2008,

vodka overtook Scotch to become the largest spirits category.

The market is dominated by imported brands, which account for 85.0% of total
vodka sales. Smirnoff accounts for 55.0% (or some 85,000 cases) of the vodka
market. A local brand of real significance, however, is 42 Below at 16,000
cases in 2008.

The super-premium segment, dominated by Grey Goose and Belvedere, is tiny
at 1,000 cases, but has been showing some growth. A cocktail culture is

believed to be growing, but only in top bars in the centre of Auckland.

Vodka-based RTDs have been growing strongly and this seems to be affecting
vodka overall. Vodka Cruisers, in particular, came back to good growth rates in

2007, which is likely to divert female consumers from straight bottled vodka.

42 Below, now under Bacardi ownership, should grow on the back of
heightened investment. Growth will come at the expense of imported brands,

which will grow more slowly than in the past, if at all.

South Africa

South Africa sold only just under 1.7m cases of vodka in 2008, with the market
picking up from its low in 2006, but a five year CAGR of only +1.1%. Local

products accounted for 97% of volumes, with the leader, Smirnoff (sold at a
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much lower price (US$5 per 75cl) than internationally, taking just under 78% of
all sales. E Snell& Russian Bear sold 120,000 cases in 2008. The main sales

are in KwaZulu-Natal.

Imports took only 3% of the total volume, but are rising quite fast to 50,000
cases. Absolut leads with 32,000 cases, or 63% of all imports. In spite of black
consumers under 40 being Smirnoff drinkers, vodka has not yet become a
fashionable new drink for the new black affluent. Super-premium brands have
not yet caught on. One liquor store in Durban is reputed to be the largest-

selling outlet in the world for Smirnoff, so the future may be brighter.

Travel retail

Table 32: Top ten vodka brands in travel retail by total sales volume, 2003-2008 (®00s nine-

litre cases)
Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Absolut 859.8 720.3 859.8 905.5 1,042.8 1,056.7
\S/L”(;Lr;"“ 528.0 4855 528.0 580.8 597.2 610.7
Finlandia 199.5 188.2 199.5 220.4 254.6 251.7
Grey Goose 55.6 43.9 55.6 78.5 94.9 126.1
Danzka Vodka 109.2 98.1 109.2 109.8 126.9 124.0
Koskenkorva 101.7 103.9 101.7 96.7 112.9 113.7
Stolichnaya 95.2 92.0 95.2 88.0 85.1 82.6
Skyy Vodka 11.9 12.0 11.9 44.9 48.5 64.1
Gilbeys Vodka 5.0 0.5 5.0 10.0 31.0 27.7
Wyborowa 30.5 24.9 30.5 19.2 23.6 25.6

Source: The IWSR

The white spirits market has historically tended to play secondary role to brown
spirits in global travel retail. Even today, Scotch outsells vodka by a ratio of a
little less than 2:1 in travel retail. Yet, the vodka category has been the most
dynamic category in global travel retail over the past five years, displaying
explosive growth of some 8% CAGR between 2004 and 2008. Vodka gained
by some 772,000 cases over that period, more than Scotch (+647,500 cases),
liqueurs (+225,000 cases) or Cognac (+125,000 cases).
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In 2008, there were 11 vodka brands in the top 100 international spirits list.
These included second-ranked Absolut and sixth-ranked Smirnoff. Absolut has
been probably the most dynamic brand in global travel retail, rising by 10%
CAGR between 2004 and 2008 to reach 1.05m cases. Absolut is only the

second brand after Johnnie Walker to hit the million-case mark.

There are a number of factors contributing to white spiritsdfavourable growth
trends in travel retail. To an extent it is mirroring what is happening in domestic
markets where vodka is withessing explosive growth across a broad spectrum
of markets.

Travel retail operators have been seeking to rejuvenate the liquor category,
which had been losing share to other categories, through a variety of means.
Travel retail operators have also succeeded in tapping into the cocktail trend
though the introduction of in-store cocktail bars through which suppliers can
offer promotions. World Duty Free at Heathrow and DFS in Singapore were
among the first to recognise the potential of cocktail bars. It was part of their
larger programmes to rejuvenate the liquor category by injecting a greater

degree of entertainment and excitement into their stores.

Bacardi Global Travel Retail Division marketing director Gary Chau credits
World Duty Free at Heathrow and DFS at Singapore for showing the way
ahead. fit all started with Heathrow and Singapore showcasing for the world
that you can create a promotional bar in an airport store setting. Now there are
a lot of airports around the world that are following that lead. Even Kuala
Lumpur had a cocktail bar in the designs for their new airport and that is in a
Muslim country. It has been an extremely positive development for the liquor
category and white spirits in particular. It has given us a good venue to
showcase our products and generate some interest in the category.0According
to most industry executives surveyed these cocktail bars are really translating

into higher bottle sales.

French operator Aelia, for instance, has installed a tasting bar in its new shop
at Paris Orley South. Aelia liquor and wines head buyer Philippe Lanusse
says: iWhat we have done recently is work with Grey Goose to bring in
mixologists in-store and mix cocktails and that is paying off and encouraging
passengers to try new ways of tasting. It is our experience that the tasting bar
does encourage bottle purchase, but it has to be done correctly. The

mixologist has to have some basic sales techniques to encourage purchase. It
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is not rocket science, but they have to identify the type of customer that they
are, what they might be looking for and guide them in their choice. It is not just
about pouring out drinks. They have to have an idea of how to sell. But with
your tasting promotions you are generally going to get huge sales increases.
What we always look to do wherever possible is include a space where people
can be advised and can taste.0

Table 33: Top five vodka brand owners in travel retail by total sales volume, 2003-2008

(6 0 00 s -litneicases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Pernod Ricard 904.9 761.0 904.9 940.2 1,083.3 1,097.4
Diageo 531.9 490.5 531.9 586.9 602.5 618.7
Brown

Forman 199.5 188.2 199.5 220.4 254.6 251.7
Bacardi- 68.8 54.0 68.8 91.7 107.5 144.4
Martini

Belvedere SA 117.4 106.6 117.4 117.0 139.4 134.6

Source: The IWSR

More premium offerings

The real limiting factor for white spirits in travel retail has been the comparative
dearth of premium and super-premium white spirits offerings. For consumers
intent on maximising their allowance, brown spirits i such as 12-year-old
blended Scotch, single-malt Scotch or Cognac i offered more possibilities.
This is no longer necessarily the case. There has been a flood of super- and
ultra-premium vodkas coming onto the market. Some of these, such as Grey

Goose, are showing signs of gaining real traction.

Aelia liguor and wines head buyer Philippe Lanusse is equally positive: fif you
take vodka, the premium end is growing really strongly. If you look at the two
brands that are driving it, [they] are Grey Goose and Absolut. Grey Goose is
the reference for what has been done right in the white spirits category. In
order for a premium product to work you need investment in a brand, and you
need to promote it aggressively and imaginatively in the stores. And there
needs to be work done in advance in the domestic markets. They have ticked
all the boxes. As a result they have added energy and dynamism to the whole

category.o
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What is interesting is that while brands such as Grey Goose and Patrén are
largely derived from the US market, in travel retail these brands are picking up
sales from non-US passenger groups. This indicates there is a potentially
global market for these super-premium white spirits. Gary Chau of Bacardi
says: fWWe have been predominantly growing Grey Goose in travel retail
outside of the US. It is factually correct that the US domestic business is still
the bulk of our business, but much of the growth has been rest-of-world. A lot
of it has to do with the fact that people around the world view and respect the
US as a trend-setting culture. So when they see something that is hot there,
they look for it elsewhere. The perfect place is within travel retail. It is no longer

just Americans picking it up. It is these international travellers.o

Jose Chao, vice-president of travel marketing for Bacardi, also finds that travel
retailers are today proving more open to listing super-premium vodkas than
may have been the case previously. fiTravel retail operators are recognising
that there is a market for super-premium vodka. Some places you go where
there is no super-premium category, they are willing to test it and see how it
sells based on us as a big company portfolio. They also recognise the
significant margin that you create for their business for such a higher price
point in higher volume than they expected.o

Chao agrees that this is a key message for in discussions with retailers, but
concedes there is some way to go in terms of matching the profit potential of
brown spirits. ANithin travel retail there has always been a necessity to
educate retailers about the value that a brand like Grey Goose can generate. It
is about pointing out to them that you can generate X margin. We still have a
challenge. Grey Goose around the world is US$35 to US$40 a bottle. A bottle
of Cognac can sell for upwards of thousands of dollars. So there is still quite a
significant gap in terms of the numbers of bottles of Grey Goose that | would

have to sell to match one bottle of Rémy Martin Louis Treize.o

Bacardi has sought to show that white sprits can play in that rarefied space by
creating its own extreme luxury offerings. In May 2008, it introduced a new gift
pack in the form of a grey travel case containing a one-litre bottle of Grey
Goose vodka and two glasses manufactured by luxury French crystal brand
Baccarat. Each glass is presented in a red Baccarat branded box. The gift&
super-premium price tag of US$750 reflects the fact that each Baccarat glass

retails at US$220 in the domestic market.

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

-



Page 62 Chapter 2 Market reports

Chau concedes that white spirits are at a disadvantage compared to aged
brown spirits when it comes to creating luxury offerings. This is due to the
nature of the product. AThere is still always the challenge, because we can
deck out the bottle anyway we can, but the advantage that a brown spirit has T
especially an aged brown spirit i is that [it] can create unique blends with aged
statements that are readily accepted by the consumer. Creating points of
differentiation or premiumisation with white spirits is more difficult. When you
get to a certain level of quality for vodka it is actually quite hard to tell the
difference, especially when it is mixed in a cocktail. We try to get around that
by focusing on special gift packaging, to hit that special gifting moment. And
then touching on consumer lifestyle.o

Other markets

Table 34: Top ten vodka brands in Bulgaria by total sales volume, 2003-2008 (6 00 0s- ni ne

litre cases)
Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Flirt Vodka 75.0 75.0 70.0 75.0 75.0
Finlandia 35.0 38.0 35.0 38.0 46.2 49.2
Sobieski
Vodka 50.3 43.3 50.3 48.8 455 40.1
Absolut 33.0 26.3 33.0 22.9 29.3 33.9
Smirnoff 176 10.4 176 222 24.2 24.4
Vodka
Russian
Standard 4.5 2.0 4.5 8.0 15.0 22.0
Russkii 3.0 5.8
Razmer
Danzka Vodka 4.0 4.3 4.0 2.7 2.4 3.2
Green Mark
Vodka 04 3.0
Moskovskaya 1.3 1.7 2.3
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Table 35: Top five vodka brand owners in Bulgaria by total sales volume, 2003-2008 (®00s

nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Peshtera 75.0 75.0 70.0 75.0 75.0
Brown 35.0 38.0 35.0 38.0 46.2 49.2
Forman
Belvedere SA 54.6 48.4 54.6 51.7 48.4 43.8
Pernod Ricard 35.7 28.0 35.7 24.7 30.9 36.5
Diageo 17.6 104 17.6 22.3 24.2 24.5
Source: The IWSR
Table 36: Top ten vodka brands in Kazakhstan by total sales volume, 2003-2008 (®00s nine-
litre cases)
Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Parliament 215.0 140.0 215.0 245.0 185.0 140.0
Nemiroff 111.0 68.0 111.0 1795 139.0 92.0
Green Mark
Vodka 110.0 125.0 85.0
Byrkut 75.0 65.0 75.0 85.0 85.0 80.0
Hlebnaya
Slega Vodka 9.0 775
Proshe
Naprostoo 42.5
Vodka
Kazakhstan 18.0 15.0 18.0 20.0 30.0 35.0
Marusia
Zhuravli 20.3 29.0
Vodka
Dostar 75.0 80.0 75.0 60.0 35.0 25.0
Russian
Standard 32.0 23.5 32.0 30.5 25.5 16.0
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Table 37: Top five vodka brand owners in Kazakhstan by total sales volume, 2003-2008

(®00s nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
CEDC 215.0 140.0 215.0 245.0 185.0 140.0
Eﬂiﬂgremup 110.0 1453 114.0
Nemiroff 1145 70.0 1145 185.0 146.5 100.0
Roust 32.0 235 32.0 30.5 255 16.0
Pernod Ricard 23 15 23 15 13 13.3

Source: The IWSR

Table 38: Top ten vodka brands in Romania by total sales volume, 2003-2008 (®00s nine-

litre cases)
Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Stalinskaia 280.0 305.0 280.0 275.0 280.0 290.0
Vodka
Scandic 255.0 235.0 255.0 325.0 250.0 220.0
Vodka
Polar Vodka 180.0 145.0 180.0 220.0 185.0 155.0
Skt.
Petersburg 95.0 90.0 95.0 10.0 105.0 125.0
Vodka
Alexander
Vodka 60.0 70.0 60.0 55.0 55.0 75.0
(Salyaras)
Finlandia 23.2 18.0 23.2 22.0 29.0 52.0
Kreskova 75.0 80.0 75.0 45.0 30.0 35.0
Vodka
Absolut 17.0 13.5 17.0 215 25.0 32.2
Stalingrad
Vodka 45.0 60.0 45.0 15.0 20.0 30.0
Perfect Vodka 65.0 85.0 65.0 40.0 35.0 25.0

Source: The IWSR
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Table 39: Top five vodka brand owners in Romania by total sales volume, 2003-2008 (®00s

nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Scandic 435.0 380.0 435.0 545.0 435.0 375.0
Prodal 390.0 480.0 390.0 315.0 315.0 320.0
Sped 95.0 90.0 95.0 10.0 105.0 125.0
Salyaras 60.0 70.0 60.0 55.0 55.0 75.0
Brown 23.2 18.0 23.2 22.0 29.0 52.0
Forman
Source: The IWSR
Table 40: Top ten vodka brands in Uzbekistan by total sales volume, 2003-2008 (®00s nine-
litre cases)
Brand vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Nemiroff 6.0 6.0 115 21.0 13.3
Zhuravli
Vodka 4.0 9.5
Green Mark
Vodka 1.8 4.5 8.5
Khortytsa
Vodka 2.3 3.0 6.0
Kristal 55
Beluga Vodka 3.0
SV Vodka 2.0 4.0 3.0
Absolut 1.0 0.5 1.0 1.8 3.3 2.8
Belenkaya
Vodka 4.5 2.5
Finlandia 0.5 0.8 0.5 1.8 2.3 2.5
Source: The IWSR
Table 41: Top five vodka brand owners in Uzbekistan by total sales volume, 2003-2008
(®00s nine-litre cases)

Owner vol2003 vol2004 vol2005 vol2006 vol2007 vol2008
Russian
Alcohol Group 18 8.9 18.7
Nemiroff 6.0 6.0 11.5 21.2 13.5
SPI 0.3 0.3 0.3 0.4 0.3 6.8
Image 2.3 3.0 6.0
Sygroup 4.0

Source: The IWSR
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Diageo

Diageo is the second-largest vodka company in the world (it is only edged out
by CEDC), with total sales of 29.3m nine-litre cases. The company® share of
the global market has risen from 4.8% in 2004 to 5.7%. Group vodka sales
have risen by 5.8% between 2004 and 2008.

The powerhouse Smirnoff brand accounted for most of that growth, rising by
5.47m cases over that five-year period. That growth was achieved across an
impressive spread of markets. Nine out of its top ten markets gained at least

100,000 cases, with Spain (hnumber ten) being the sole exception.

The US was the biggest source of growth, rising by an incredible 2.06m cases
over that period to reach 9.7m cases in 2008. The brand has performed
strongly in 2009, capturing much of the consumer trade-down from super-
premium and premium. The brand also added half a million cases in the UK (to
3.8m cases) and Brazil (to 1.4m cases), its second- and fourth-largest

markets.

If Diageo had a weakness it& that it was missing out on much of the growth of
the super-premium and premium segments, particularly in the US. The

company has remedied that through two major deals.

In June 2008, Diageo and The Nolet Group, the family owned distiller of Ketel
One vodka, formed a 50/50 global distribution company to distribute super-
premium Ketel One vodka. Diageo paid US$900m for its 50% equity stake in

the new company. Ketel One is sold primarily in North America.

In another potentially significant deal, Diageo, in October 2007, formed a
marketing partnership with rap artist Sean & Diddy6Combs, and his business
Sean Combs Enterprises, for its Ciroc vodka brand. The multi-year contract
involves a 50/50 profit split. In the first full year, Ciroc registered 225.6%
growth to reach 349,800 cases.

With these two deals Diageo now has a strong representation in the high-end

vodka market.
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In June, Ketel One marked its first year in the Diageo distribution network.
Ketel One global brand director Peter Fairbrother says the integration has
gone smoothly. fiVe said that for year one a great result would be to transition
the brand into the Diageo business and not lose share with a minimum of
disruption. What we&e seen at the end of the first year® trading is that we&e
transitioned the brand with no disruption into the business, and we&e built and
continued to build growth drivers for the brand. We@e in a strong position
sitting at the end of year one. The transition was undertaken in a very tough
environment. We see it starting to pick up a bit now, we see Ketel One growing

and wede taking share in super- and ultra-premium.o

Fairbrother explains that from a marketing standpoint the company will not
seek to re-invent the wheel, but rather will continue with the strong foundation
laid by the Nolet company. fKetel One took a long time to build. It was the
overnight success that took 25 years to build. At the head of the marketing
effort was the discovery model, which is about getting into the right places and
making sure that the key sort of influences, such as the bar trade, were familiar
with the brand. The company did an enormous amount of tastings and built a
great relationship with the trade, and made sure that it stood out in the retail
environment, getting onto menus and the back bar. Nolet hardly spent any
money in North America on consumer-facing activity for well over a decade.
They built the brand through the on-trade, then gradually expanded into the
top-end off-trade and over time the distribution footprint just extended, but

there was no rush.o

He adds: firhey made sure they were doing the right things with the brand.
They seeded it in the right way. Wede learning a lot from their approach and
trying desperately hard in the rest of the world to replicate the model that made

it so successful in North America, because it& proven to be a huge success.o

Pernod Ricard

Pernod Ricard addressed a major weakness with its acquisition of V&S Group
and the flagship Absolut brand in July 2008. With the addition of Absolut and
lesser-known Polish brand Luksusowa, which it adds to its existing Polish
brand Wyborowa, Pernod Ricard now possesses a 3.6% share of the global

vodka market ranking it as the second-largest producer globally.
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Pernod Ricard has spent much of the intervening period integrating the
Absolut brand into its global network. With that process now complete, the

company is preparing the brand for a new phase of growth.

Absolut has come a long way since the first 10,000 cases were exported to
Boston in 1979. Since then, its rise has been meteoric: by 1984, it surpassed
the 1m-case mark, and reached a high-water mark of 10.7m cases in 2007.
Absolut is now the third-largest international spirits brand globally, after

Bacardi rum and Smirnoff vodka.

The upward trajectory of the brand was maintained while passing through
different distribution organisations i Seagram (in 1995) and then Maxxium in
2002. Now, Absolut is entering its next phase under Pernod Ricard®

ownership.

Integration moves
Following the French group®& EUR5.69bn (US$7.93bn) acquisition of V&S
Group in July 2008 from the Swedish state government, it moved quickly to

take over distribution of the brand.

The Absolut Company CEO Ketil Eriksen says: fiThe transition from Maxxium
distribution to Pernod Ricard was a massive undertaking. We managed to take
over distribution in 100 countries in just three months. The integration has

gone faster, better and at a lower cost than any analysts anticipated.o

Eriksen believes the move into Pernod Ricard will provide the springboard for
Absolut® next era of expansion. The brand has always been distributed by

third parties or joint ventures outside Scandinavia.

fifo unlock its full potential, we needed a portfolio and a world-class route to
market. Pernod Ricard has given us clout we never had. Now we are a power
almost everywhere. It is one heck of a change to work through a wholly owned

distribution network.o

Not only does the brand stand to attain greater focus in distribution terms, but
also in terms of ownership. Eriksen says: fMoving from an owner [the Swedish
government] that was not really interested in spirits to an owner fully focused

on spirits has been a big change and nothing but positive.0
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The heightened focus is exemplified by Pernod Ricard& decision to create an
Absolut marketing and production subsidiary in line with its decentralised
approach. The new Absolut Company is based in Stockholm, and production

continues to be concentrated in Ahus in southern Sweden.

Although growth slowed in 2008 and shipments were at the same 10.7m level
as 2007, Eriksen believes that Absolut will benefit from the heavy investments
behind it since 2007. AVe are budgeting for growth in the US next year,0 he

says.

In terms of Absolut® marketing, however, V&S had already conducted an
overhaul of the marketing strategy prior to the acquisition. Absolut& long-
running advertising campaign, featuring the distinctive Absolut bottle and a
two- to three-word sentence starting with the word Absolut, was probably one
of the greatest industry campaigns ever seen, with over 1,500 executions
produced in its 27-year history. However, by 2004 Absolut® US sales had
begun to slow in its key US market and questions began to be raised about the
effectiveness of the campaign.

Eriksen says: fResearch told us that the long-running campaign was no longer
effective. It had become wallpaper. It wasna building equity and it wasnd
driving sales.0

Two years ago, that campaign was replaced with dn an Absolut Worldda series
of humorous and thought-provoking ads, featuring images such as pregnhant
men, art hanging in Times Square and protesters fighting with pillows. Eriksen
says the new campaign has brought fbrand equity to new levels and is doing a
great job for usa

Pernod Ricard CEO Pierre Pringuet says: fAbsolut is fundamentally a healthy
brand. The job it performed over the last couple of years, with the creation of

the dn an Absolut Worldémarketing platform has been very solid.o

Pringuet is confident that the brand is now on the right track. fit& clear that, in
the second half of the ®0s, the brand was not as innovative as it had been in
the past,0says Pringuet. AWhat the Absolut brand did in the &0s, with relatively
scarce resources, was incredible. It didnd have a huge marketing spend, but
by attracting very famous people, such as Andy Warhol or Tom Ford, the

brand was able to generate a cachet. The company was incredibly innovative
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in its approach to trendy, yet edgy marketing. The brand lost that for a while,
but that is precisely what the new platform, dn an Absolut Worldédelivers. It
relinks the brand with its DNA.0

International potential

While Absolut has really transformed Pernod Ricard® competitiveness in the
US, the main benefit for the brand will probably come outside the US. Absolut
is no longer as dependent on the US market as it once was. It now derives
slightly more than half of its 10.7m-case global shipments from international
markets. Its key markets outside the US are travel retail, Canada, Spain, the

UK, Germany and Mexico.

Eriksen says: iWhat Absolut did historically was take the proceeds from the
US and invest it globally. We took a long-term view. Our competitors will have
a hard time matching this long-term investment. Before Pernod Ricard, we had
a very weak distribution footprint. Now, we are with a leading company. With
the growth and size of the vodka category, as well as premiumisation and a
growing cocktail culture, there is a fantastic opportunity to build Absolut

internationally.o

The other opportunity is to premiumise the Absolut brand family further. If there
is a real criticism of V&S, it is that it largely missed out on the explosive
development of the super-premium segment in the US. To an extent, Absolut
was outflanked and V&Sélaunch of the super-premium variant Level in 2004,
never gained consumer traction. Pringuet says the company is looking at that.
fit is very much a work in progress. There is no immediate launch in this

segment, but we are thinking about it.0

In other markets, there is an opportunity to build value by taking price, at least
over the middle term. Eriksen says: fiWe are looking to build brand equity and
resist the temptation to grow the brand too fast. Our target is to become the
number one spirits brand in value. We want to drive value ahead of volume.

You will see significant price movement in premium activity.0

The company is also open to future flavour extensions, as these add

incremental growth and are important in mixing cocktails.
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Longer-term, Pernod Ricard has set Absolut the goal of leadership in the
international vodka category. Eriksen says: i Smi r nof f i s t wi

but we are catching up. That is our

Central European Distribution Corporation (CEDC)

Central European Distribution Corporation (CEDC) became the largest vodka
producer globally with its acquisition of Russian Alcohol Group. That deal took
its combined vodka sales to 29.4m nine-litre cases, just edging Diageo&
29.3m cases.

CEDC has catapulted up the rankings following a takeover spree in Russia
and continuing strength in its Polish operations. In July 2008, the group
announced a deal to acquire Russian Alcohol Group, the leading vodka
producer in Russia, from Lion Capital. Under the initial deal CEDC was due to
take over the group over a five-year period, but that timetable has been
accelerated in April of this year; it gained a controlling (54%) shareholding.
Over the next five years it will acquire the remaining equity in company.
Russian Alcohol is the largest vodka producer in Russia with roughly a 15%
share, and produces leading brands such as Green Mark, which is the number
one vodka brand in Russia and second-largest in the world, and Zhuravli, a
premium vodka brand.

In March 2008, CEDC closed its acquisition of an 85% interest in Copecresto
Enterprises Limited, which owns various production and distribution assets
including the Parliament vodka trademarks in Russia and abroad. The
purchase price was US$180.3m. Parliament is the leading sub-premium vodka

in Russia.

That was followed by another significant deal, when in May 2008 CEDC closed
its acquisition of a 49.9% voting interest and a 75% economic interest in the
Whitehall Group. The Whitehall Group is a leading importer of premium spirits

and wines in Russia.

CEDC is intent on leading the consolidation trend in Russia. Speaking at a
conference call when announcing its first quarter 2009 results, CEDC
president and CEO Bill Carey said: f5till the weaker players are struggling in
Russia. A number of our key competitors went out of business last fall and we

are using that opportunity to gain market share. Also that, with marketing being
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restricted above the line advertising in Russia, we have a US$100m trade
marketing budget in Russia, that we are putting to good use, getting more
visibility, driving market share, getting the right penetration of our brands and
that®, again, continuing to build brand equity and take market share. So,
overall we are quite excited on the development in Russia and with the signing
Russian Alcohol, which are good to look at later. It& a great platform for us to

really move faster with.o

He adds: iWe still see consolidation taking place [in Russia]. Our market share
is growing still. 1 think we grew in the first quarter of 2009 1% to around 21%
total market share. We are still targeting 30%, 35% market share in three

years with our combined vodka business.o

In 2005, CEDC acquired the number one distillery in Poland, Polmos Bialystok,
which owned some of the leading brands, such as Absolwent and Zubrowka.
Soon after, also in 2005, it acquired Rémy Cointreau® Polish business, which
had a very complementary portfolio to Bialystok, which included Bols vodka
and Soplica. In a short period, CEDC had acquired the largest and third-largest
distilleries in Poland to give it market leadership. CEDC has since invested in
repackaging the Absolwent, Zubrowka, Bols and Soplica brands. CEDC is also

the leading distributor in Poland.

Commenting on trading in the first quarter of 2009, CEDC president and CEO
Bill Carey says: fOur brands did better than the marketplace, even though the
market was trading down from premium and sub-premium to mainstream and

economy.o

He added: Our number one premium brand [Bols] actually had a 4% increase
in shipments for the quarter, which we were quite surprised at and | think that
goes a lot to show that when we relaunched the brand last year in the fall, we

saw quite good response.o

In Hungary, CEDC acquired Royal Vodka in 2006, the topselling vodka in
Hungary. The company has also worked to renovate that brand since it was

acquired.
The company is now turning its attentions to export markets, leading with its

distinctive Zubrowka bison grass vodka. CEDC acquired the Zubrowka brand

in 2005 as part of the larger acquisition of Polmos Bialystok. Since the
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purchase, the company has set about repackaging the brand for both domestic

and export markets. It has also been building an export infrastructure.

Bacardi-Martini

Bacardi-Martini was once largely focused on rum, but over the course of the
past decade has significantly bolstered its presence in vodka. The real
watershed for the group was its acquisition of Grey Goose vodka in 2004 for
US$2.3bn. Many questioned the purchase price at the time. It retrospect is

seems a bargain.

Bacardi succeeded in almost doubling volumes between 2004 and 2008, with
sales rising from 1.8m to 3.65m cases. With a price positioning of almost
US$30 in most US states, it remains an incredibly profitable brand. The brand
is currently facing a degree of adversity due to the trading-down trends in the
US market. In 2008, Grey Goose sales levelled off, rising by just 0.12% i far
below its 2004-2008 CAGR of 18.8%. The indications are that the brand sales
are declining in the first half of 2009 due to the consumer downtrading seen in
the US.

Longer-term, the prospects for the brand remain high. Bacardi has expanded
the brand®& distribution footprint to international markets and travel retail. Grey
Goose is now the 33rd-largest brand in global travel retail, which is quite an

achievement given that it was scarcely present in 2004.

Outgoing Bacardi chief marketing officer Stella David says: fiGrey Goose is
now widely distributed in many markets. It& obviously a lot smaller in each of
those markets than it is in the US. But wede getting some real growth i for
example, in Canada and travel retail, it is now over 100,000 cases. With
premium brands you have a seeding process. You don& go mass distribution
overnight. We are being very picky, as we want to be in the right bars, the right
restaurants. We spend a lot of time educating the trade about it. We have lots
of markets where it& relatively small, but it& growing at a huge percentage

rate. Fingers crossed, that will continue to happen.o

While Grey Goose has garnered most of the attention, the standard-positioned
Eristoff vodka has been rising steadily. Between 1999 and 2008, Eristoff sales
increased from 762,000 cases to 1.36m cases. The brand derives most of its

sales in Europe, with France (28% of brand sales) and Spain (21%) being the
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largest. Then there are a number of key secondary markets: Austria (7.8%),
Belgium/Luxembourg (7.6%), Chile (7.2%), Italy (5.4%) and Portugal (4.9%).

Eristoff global marketing manager Marie-Anne Ambrosi explains that Bacardi is
continuing to invest in the brand despite the economic circumstances. fit is
important for us to continue to invest in these established markets as there is
still room for growth. We will also be concentrating on some of the markets
with huge growth potential that we have recently launched in, such as India,

Brazil and Australia.o

She adds: fiBacardiiscont i nui ng t o i nv e ddistribution
growth and we are launching Eristoff in two new markets in 2009. The UK was
the first in June with Eristoff Black and Eristoff vodka; and Eristoff Red and
Eristoff Vodka was launch in Germany in July. The UK and Germany are two
of the top five international vodka markets, according to The IWSR, and we are
very confident about t he introduct
consumers. We believe the personality of the spirit will resonate with our target
consumer and we have some incredible momentum behind the brand with the

ongoing success in other European markets and a million-pound marketing

t

he

br anc

campaign in place to support the |l aunches. 0

The brand® global marketing campaign is also evolving. Ambrosi says: A We

have created O6Wol f Ni ght so, a gl obal
of E r iTket canfipfign draws upon the brand& history. Eristoff was first
created by Prince Eristoff in 1806 in Georgia. Inspired by the Persian nhame for
Georgia &/irshanéwhich means dand of the wolf§ the Eristoff campaign seeks
to bring this world to life with the &V olf Night6parties, which transport guests to
snow-covered landscapes and mysterious environments. To build on these
events, which have taken place all over Europe and the Americas, Eristoff has

partnered with dance producer Richard Norris to create promotional theatre.

Campari

Italian drinks group Davide Campari-Milano SpA is another group that has
increased its representation in the fast-growing vodka category over the
course of the past decade through a series of acquisitions. It acquired a
majority shareholding (54%) in Skyy vodka in 2001 (it had acquired a minority
shareholding in 1998) for EUR207m. In 2005, it raised that shareholding to
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89%. In a separate deal, Campari purchased ultra-premium X-Rated and

Jean-Marc XO vodka from Daucourt Martin Imports in 2007.

Skyy has continued to thrive under Campari ownership, rising from 1.38m
nine-litre cases in 2001, the year it was acquired, to 2.76m cases in 2008.
Between 2004 and 2008 the brand rose by a CAGR of 9.6%. The brand is

continuing to grow in 2009, despite the difficult economic circumstances.

Davide Campari-Milano group marketing director Cesare Vandini says: fiThe
premium category where Skyy is positioned is benefitting from some trading-
down from the super-premiums. The segment is doing well, but Skyy is

significantly out-performing the segment. We are today gaining share.o

He also attributes the current success to the June 2008 introduction of Skyy
Infusions, which are made of real fruit. finfusions have been incredibly well-
received by the trade and consumers. Vodka may be a relatively mature
market, but it shows that there is considerable scope for consumer-relevant
innovations. By using natural fruits we were able to develop a significant point

of difference in a busy and crowded category.o

Skyy today derives a full 85% of its sales from the US. Its next-largest markets
are Canada and travel retail. Vandini says: AWe are now growing significantly
in a number of international markets like Canada, Germany, Brazil, the UK and
Australia. We need to prioritise and these markets are probably the most
attractive with a nice combination of significant vodka volume already, and

strong Campari distribution. We are adding a global dimension to Skyy.o
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Appendix: History

Vodka has come a long way since its humble origins as a drink mostly
consumed by peasants in central and eastern Europe, as well as Scandinavia.
Vodka has become trendy and fashionable and, in certain markets, notably the
US, a number of brands have been able to command premium and even

super-premium prices.

The word vodka is derived from the Russian word &odadmeaning water, or, as
the Poles would say, &vodad The first documented production of vodka in
Russia was at the end of the ninth century, but the first known distillery at,
Khylnovsk, was built about two hundred years later. The earliest Polish vodkas
appeared in the 11th century. By the 14th century it was the national drink of
Russia, and by the 16th century it had achieved similar status in Poland and

Finland.

These early vodkas were very rough and contained many impurities.
Producers often flavoured their spirits with spice, herbs, grass and fruit to
mask these impurities. It wasnd until the 18th century, when a method of
purifying alcohol using charcoal filtration was developed, did the quality

improve markedly.

The other real breakthrough came in the 15th century when pot distillation
began in Russia. This permitted vodka to be produced in larger quantities.
Large-scale production also permitted vodka to be exported for the first time;

the first exports to Sweden were recorded at the beginning of the 16th century.

Mass production also made it a lucrative business and the Russian and Polish
nobility were granted production rights in the 17th century. By the 19th century
the number of licensed distilleries numbered 5,000 with many more illicit
distillers adding to the total. In 1894, the Russian Czar sought to control the
trade by creating a state monopoly, a system that continued until the end of
Communism. The Polish distilleries were nationalised by the Communists after
World War Two.

It was the Russian Revolution in 1917 that served as a catalyst for the

international development of vodka. Russian émigrés took their knowledge of
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vodka distillation with them to other Western countries. For instance, one such

émigré by the name of Smirnoff (the Westernised version of the Russian

&@mirnovd continued the family business in the US. Smirnoff, now owned by

UK drinks giant Diageo, is today the largest international spirit brand. In

something of a twist it began being exported to Russia in 2006.

It wasnd until the 1960s and 1970s that vodka began to gain fashion in major

Western markets such as the US, Canada and the UK. Then, as now, much of

its growth was attributable to its use in mixed drinks, particularly the

eponymous screwdriver (vodka and orange juice). By 1975, vodka sales in the

US overtook those of Bourbon, previously the most popular spirit.

Table 42: Global vodka market by quality segment, 1999-2008 (®00s nine-litre cases)

Quality Vol 1999 Vol 2000 Vol 2001 Vol 2002 Vol 2003
Ultra Premium 0.15 1.25
E;‘g’rﬁum 486.40 582.70 889.46 1,593.34 2,129.46
Premium 7,062.50 7,979.85 8,449.15 8,584.30 9,460.67
Standard 36,355.35 35,458.60 36,119.54 40,448.31 45,971.77
Low Price 307,196.39 350,012.11 385,724.89 402,588.85 413,173.73
Total 351,100.64 394,033.26 431,183.04 453,214.95 470,736.88
Quality Vol 2004 Vol 2005 Vol 2006 Vol 2007 Vol 2008
Ultra Premium 1.85 2.45 2.60 3.30 3.45
lf;‘g’;[um 2,856.41 3,471.98 4,418.36 5,453.56 5,764.30
Premium 10,009.88 10,665.61 11,715.11 12,665.58 12,713.22
Standard 51,802.23 57,835.14 64,014.76 72,586.43 76,275.62
Low Price 421,156.44 420,833.58 420,951.25 417,840.84 417,993.21
Total 485,826.81 492,808.76 501,102.08 508,549.71 512,749.80
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Table 43: Top 30 vodka markets i proportion of flavoured vodka, 1999-2008 (%)

Country 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
Duty Free 12.1% | 13.5% | 13.0% | 14.7% | 16.6% | 17.8% | 18.1% | 17.6% | 18.3% | 17.8%
Poland 75% | 12.9% | 13.3% | 14.4% | 20.9% | 15.7% | 17.1% | 15.7% | 15.4% | 15.2%
us 42% | 58% | 69% | 83% | 9.8% | 11.0% | 11.7% | 12.2% | 12.5% | 12.6%
Canada 20% | 2.8% | 37% | 46% | 52% | 55% | 61% | 60%| 62%| 6.7%
Mexico 26% | 35% | 37% | 35% | 20%| 31% | 64% | 82% | 83%| 6.5%
France 56% | 59% | 69% | 67%| 82% | 7.8% | 7.1% | 65% | 64% | 55%
India 1.0% | 0.9% | 2.6% | 4.2%
Australia 14% | 21% | 12% | 26% | 29% | 3.0% | 4.6% | 3.4%
Bulgaria 25% |  2.8% | 25% | 2.3%
Ukraine 01% | 02% | 04% | 06% | 11% | 14% | 18% | 23%| 21%
Estonia 03% | 04% | 09% | 05%| 05%| 11% | 12% | 11% | 11% | 15%
Finland 01% | 01% | 01% | 1.1% | 1.1% | 13% | 1.4% | 1.3% | 1.3% | 1.4%
Moldova 37% | 4.4% | 3.9% | 35% | 25% | 20% | 1.4%
Brazil 1.1% 1.4%
Georgia 01% | 02% | 03% | 03%| 03%| 06%]| 08%| 13%
Germany 09% | 07% | 06%| 03%| 09%| 09% | 1.6%| 15% | 1.3% | 1.3%
Latvia 03% | 09% | 1.0% | 12% | 14% | 07% | 08% | 1.2%
Egj:irz’t‘ion 00% | 01% | 06% | 07% | 1.0% | 09% | 09% | 1.0%
Spain 07% | 09% | 09% | 11% | 1.0% | 09% | 09%
gzech . 01% | 02% | 03%| 05%| 05%| 06%
epublic

Em;%%m 00% | 01% | 01% | 02% | 05% | 06% | 06% | 0.6%
Armenia 05% | 06% | 07% | 11% | 1.0% | 0.5%
Kyrgyzstan 01% | 01% | 01% | 02% | 03% | 04% | 0.4%
South Africa 00% | 01% | 02% | 03%| 03%| 03%]| 03%
Kazakhstan 01% | 02% | 03% | 06%| 07%| 05%]| 02%
Belarus 00% | 00%| 01% | 03% | 02% | 03%| 03%| 02%| 01%
Taijikistan 03% | 02%| 02%| 02%| 02%| 01% | 0.1%
Romania 00% | 00% | 00%]| 01% | 00% | 0.1%
Uzbekistan 0.0% 0.1% 0.1% 0.0%
Lithuania

Global total 11% | 15% | 1.6% | 18% | 28% | 27% | 31% | 31% | 33% | 3.4%

Source: The IWSR
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