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New Zealand glass for world class

New Zealand Wines

The skill of New Zealand’s winemakers has ensured that the results of each
new vintage are eagerly awaited around the world. The quality of these

wines demands the quality packaging that O-1 can provide as our wine

industry grows from strength to strength. : I

O-l New Zealand. 752 Great South Road, Penrose, Auckland, New Zealand
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OBJECTIVES:

The basic objectives are:

e To facilitate a climate conducive to the profitable sale
and increased enjoyment of more New Zealand wine.

¢ To inform and motivate New Zealand grape
growers and wine makers, and those involved in the
presentation and sale of New Zealand wine to maintain
and enhance the highest standards and unique
characters of New Zealand wine.

e To ensure that a high level of knowledge and
appreciation of our industry’s aims and achievements
is imparted to people outside the industry whose
activities affect our industry.

* To maintain high standards of journalistic quality
and presentation, with accuracy and authority in all
reports, and fairess and relevance in all expressions of
opinion.
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International Cool Climate Symposium 2006

Cool climate influence
on world wine markets

From a marketing perspective, one of the most informative keynote addresses
at the Christchurch symposium was that of Robert M. Nicholson, principal of
International Wine Associates, an investment banking and strategic manage-
ment company headquartered in California. WineGrower was so impressed that
we have decided to reproduce Mr Nicholson's address in full, and in two parts.
Part 1 below looks at global developments in wine marketing. Part 2 in our next

issue will focus on the US market.

In the context of the theme for this con-
ference, I have been asked to address
global wine market issues relative to
cool climate viticulture and oenology.
I will briefly review global wine trends
and key market drivers. As we evalu-
ate the trends we are going to see the
importance of cool climate viticulture
and oenology to sustained growth of
the premium wine market and how
important what you are doing here this
week is to maintaining the current mo-
mentum in the premium global wine
market.
For the purposes of

as one of THE fundamental ways for us
to differentiate our wines and helps us
to increase trade and consumer interest
in what we are doing in the industry.

As such, I suggest that cool climate
viticulture and oenology may be one of
the cornerstone drivers of the current
premium wine boom.

However, it may be that the influ-
ence of the cool climate on premium
wine quality is not well understood
in the trade or by consumers, beyond
technical circles. Consider that as con-
sumers develop closer and more direct

relationships with pre-

this presentation, when
referred to in a global con-
text premium wine will
be wine that retails above
$US5 per 750 ml bottle, a
broad quality definition at
best, however, one that al-
lows us to look at the mar-
ket segmentation. Other
wine that retails for below
$5 per 750 ml bottle or in

ﬁ?obert Nicholson \
is available to help
any New Zealand
wine exporter to US.
His website is www.
intlwine.com, and
he can be contacted
at robert@intlwine.
com, tel 001 707 433
8122, global mobile

QO? 974 6032.

mium wine producers
through  e-commerce
and the internet they
will want to increase
their knowledge base
about our products. As
such, the influence cool
climate viticulture and
oenology in the pro-
duction of fine wine
will become better un-

sizes larger than 750 ml,
i.e. cask wine in Australia,
or our so-called “jug” wine in the USA,
will be referred to as standard wine.

Premium wines really are wines
that have some complexity and flavour
and have some specific characteristics
that represent the varietal and or re-
gion from which they are produced.
Standard wines would then generally
be simple, without much fruit and are
light in structure and complexity.

Cool climate a cornerstone driver

If this is correct, as we evaluate cur-
rent wine industry trends and seek to
sustain growth of the premium wine
market, the importance of cool climate
viticulture and oenology becomes clear

4 derstood by a broader
group of the trade and
consumers and will enhance interest in
and differentiation of our products.
Standard wines are not growing,
however, premium wines are, and in
some markets they are growing in the
high-single-digit to the low-double-
digit range and this just reinforces the
future need for increased availability
of cool climate wines. Most analysts
remain bullish regarding the long-term
prospects for the global wine business.

Drivers of positive demand

The principal drivers of the positive
demand outlook are :

* Stabilising global wine consump-
tion & increasing supply — consump-

Robert
Nicholson

tion is stabilising due to a flattening
out of the decreasing consumption
trends in the traditional European
producing countries, with growth in
the new wine producing countries and
the traditional importing countries.
While wine grape supply is rising, this
is a much misunderstood trend.

* Beneficial demographic trends
- in most key markets Baby-Boomers
are moving into their high wine con-
sumption years. The millennial Echo-
Boomers are adopting wine as their
parents did three decades ago; young
males are drinking more wines and
reducing their beer consumption; a re-
cent Gallup Poll survey found that US
consumers prefer wine over beer and
spirits. Surveys report that consum-
ers are drinking wine because it tastes
good (influence of Cool Climate wines
here) and wine goes well with food.
This is positive for the wine industry.

* The reported health benefits of
wine is assisting consumption de-
mand in all markets, particularly for
red wines.

* Premium wine is forecast to grow
at from 8 to 12 % for the next few years
in major international markets.

* The strong economic outlook has
positive implications for consumer
income growth, which implies con-
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WORLD WINE CONSUMPTION

TABLE WINE/STILL LIGHT WINE *
(volume — millions of hectolitres

E 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

France

26.930

(*<15°9)

Figure 1
tinued growth in premium wine con-
sumption.

* Retailer consolidations in major
world markets such as the USA and
most of Europe are causing wine pro-
ducers to focus on premium brand
development. High-volume retailers
are increasingly interested in offering
super, ultra and luxury priced wines to

help improve their margins and to use
these specialty wines to bring high-in-
come consumers into their stores.

All these drivers will require an in-
crease in the availability of cool climate
wines to sustain future growth of the
premium wine market.

To try to put a complicated topic
simply, wine grape supply is increas-

ing to meet the growth in premium
wine consumption because standard
wine grape producers are failing to
limit their production in line with the
decreased global demand for their
products, usually because of regula-
tory incentives in the EU producing
countries. Implications of the increase
in supply range from potential disas-
ter for standard producers to major
opportunities for premium producers
who have access to brands and global
distribution systems. Hence the move
by some standard wine producers into
the premium market in the last few
years.

Global developments

So with that preamble to set the
stage, lets look at global developments
for a moment.

World wine production is projected
to increase by five per cent from 1999
to 2008. The world wine surplus was
about 28 million hectoliters (HL) in
2005 and is projected to grow to 11
per cent of total global production by
2008. European Union producers, pre-
dominantly France, Italy and Spain,
account for over 50 per cent of world
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* 6,500 Gewurztraminerc 456 and 457 on 101/14 rootstock

* 6,500 Pinot gris Lincoln Berry Smith on 101/14 rootstock

* 34,000 Pinot gris Gm 2/15 on 101/14, 3309¢ and Riparia Gloire
* 1,000 Viognier on Richter 99 rootstock

* 3,000 Pinot Noir UCD 5 on 504 Sica 8 rootstock
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PREMIUM WINE COMPANIES
REVENUE & VOLUME ESTIMATES

25
$20
20 1
o
s 15
E
2 10
=1

1 Y
ST
@“ff @Q@f

$ Qc;-‘“"Rv g@‘f «

Premium WineSales
millions 9L cases 36 40 30
>USS 3 per 750ml

20 14 1" 8

Figure 2
wine production and most of today’s
wine surplus.

Italy, France, Spain and the USA are
the leading four wine producers with a
combined share of total production of
over 60 per cent. Both Italy and France
are projected to continue their decline
in wine production through 2008 sig-
nificantly. Both Spain and the USA will
increase production, as will Australia,
Chile and South Africa.

Global wine consumption continues
strong growth of almost 10 per cent to
2008 to 237 million HL. Leading coun-
tries are shown in Figure 3.

The USA is projected to overtake
both France and Italy and grow into
the largest consumer market for wine
by 2008 showing 29 per cent growth
from 2003, with over 12 per cent mar-
ket share, followed closely by Italy.
France continues to decline, while Ger-
many and the UK also continue their
fast growth of recent years.

The four largest wine markets are
highlighted in Figure 1 to show their
growth; the two traditional wine mar-
kets show flat or zero growth; the two
non-traditional wine markets, the USA
and Germany show strong growth.

Interestingly, the USA is projected to
grow to 25 per cent share of retail wine
revenues by 2008, or by an extraordi-
narily strong 44 per cent from 2003;
this growth is driven by premium wine
sales, a significant part of which is cool

climate wines. Also, the UK, Germany,
Japan and Canada are showing strong
growth.

A key consideration in the contin-
ued development of the global wine
market is the strength of the so-called
global wine companies. However, this
slide illustrates how fragmented our
wine industry is compared to other
consumer product industries. The
worldwide market share of the top
four wine companies is only 6 per cent
of global volume, compared to 26 per
cent in beer, or 60 per cent in tobacco
and 78 percent in soft drinks.

Global wine companies

Figure 2 shows the revenue and pre-
mium wine sales volume of the seven
largest global wine companies, with
premium defined as wine over $3 per
retail bottle, a broad definition at best;
five of these companies are New World
producers, two are based in the Old
World, however derive most of their
premium wine volume from the New
World; these companies sell a com-
bined 160 million cases of premium
wine, or $ 7 billion in revenues. Five of
these companies have wine holdings in
Australia except Fortune and Diageo;
four of these companies have invest-
ments in New Zealand except Fortune
and Diageo; all of them own wineries
in the USA except Pernod.

As globalisation changes our world

some express concerns about its over-
all impact. The “globaphobes” say
that the multinational companies are
on the rampage, doing away with jobs
and wrecking havoc in local econo-
mies around the world. A recent study
by the OECD tells a different story
with foreign firms increasing their
manufacturing output and creating
jobs faster than domestic companies.
They spend more heavily on R&D and
export more than their domestic com-
petitors.

In the wine business that same
thing is true. The “globaphobes” say
that these larger companies are cre-
ating homogenised wines that take
away from the individuality of wine.
I suggest that what they are in fact do-
ing is creating “consumer friendly”
entry-level branded wines that con-
sumers are more comfortable buying
in the standard lower priced premium
sub-categories, than are the histori-
cal marginal quality generic offer-
ings they have had to choose from.
Branding also makes the selling job of
the retailer easier to do and with the
distribution consolidations we will
continue to see in all markets this will
become increasingly important. And
it will be critical regardless of the sub-
category we compete in, whether it is
standard of luxury. After all isn’t Cha-
teau Latour one of the strongest wine
brands in the world?

Continued consolidation likely

In the future we will see contin-
ued wine industry consolidation with
the development of five or six major
groups who will operate in most of the
major wine producing countries of the
world. We will also see the emergence
of an important group of second tier
regional wine companies with a focus
in a specific geographic area, i.e. Aus-
tralasia, the Americas, Europe. The
groups will grow through acquisition,
rather than organic growth and viable
targets for acquisition will continue to
command strong multiples of earn-
ings, while other companies (that are
not viable for acquisition) will have
difficulty in selling.

The historical focus required by
wine companies in the 1990’s was
vineyard and winery first, and then
secondarily brand, distribution and

www.winejobsonline.com
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Share of
world wine
COons,

in 2008

Country 1999

WORLD WINE CONSUMPTION

(retail sales* — billions US$ sorted on 2003)
Top ten still light wine consuming countries

2003 2003 vs

1999

2008 2008 vs

2003

24.4% 13,395 | 16.772 +44.3%
9.1% UK 6.058 7.609 +25.6% +19%
8.9% France 10,129 9.339 7.8% -5.8%
8.1% Germany 6.646 7.359 +10.7% +9.7%
6.9% Ttaly 6.289 6.661 +5.9% +2.9%
3.4% Japan 3.414 2.709 -20.6% +24.2%
2.6% Australia 2.414 2.521 +4.4% +4.7%
2.4% Canada 1.357 1.823 +34.7% +30.6%
2.3% Spain 2.692 2.489 -7.5% -8.2%
1.8% Switzerland 1.706 1.850 +8.4% -1.3%

69.9% Global total 77.722 | 84.747 +9% +16.8%

* Inciuding all taxes
Source : Vinexpo / The IWSR 2005
International Wine 8 www.intlwine.com
— Associates
Figure 3

marketing. The focus for 2000 and be-
yond will be brand, distribution and
marketing. Wine companies will now
have to match the strength of retailers
or offer a high quality differentiated
product to survive.

There is increasingly less room in
the market for small and medium pro-
ducers that do not have a point of dif-
ference.

You are all aware of the merger ac-

tivity throughout the global wine busi-
ness; here are a few examples illustrat-
ing what has happened recently:

e 2001 Diageo acquires Seagram
brands & now is largest wine & spirits
company

* 2003 Diageo and LVMH separate
U.S. distribution networks to focus ef-
fort

* Diageo selects one wholesaler per
state in USA who is required to create a

dedicated sales force to sell all Diageo
spirits & wine products

* December 2004 Constellation ac-
quires Robert Mondavi

 February 2005 Diageo acquires
Chalone

* June 2005 Fosters (Beringer) ac-
quires Southcorp

The impact of these mergers has
been major change throughout the
distribution network :

* These consolidations have led
to reduced number of wholesalers in
USA & throughout the world

* Major wholesalers are increasing
market share through acquisition (in
USA Southern, Glazers, Sunbelt, etc.)

* In California, number of major
distributors has reduced from 50 to
only 3

* Only larger wineries or smaller
premium wineries with DIFFEREN-
TIATION get the attention needed to
grow

* Many independent small and
mid-size brands are left out

* Supplier leverage on wholesalers
is fundamental to success. *

Next issue:
Focus on the
US wine market
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