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Discussion Points

Bordeaux is a ‘ldgeemaskk’ imwinee - dibort eaxaar forget that!
The approach to wine business - diftefiemeopapter(s (oronaty?)?
The world wine market of today - maja)fa et papactatie) ?
Perspectives on OIld versus New World in the wine ma  rket?
EU Wine Reform Policy - neeessagryeeVibothtbaeaaal sasamimur?
Change is a given fact - bbiut wiint must change?
Where does this leave you - where does Bordeaux fit in future?

The vineyard

of
BO AU X
' &«
o 4 * Baream

— © 2010, A-Prof Johan Bruwer




Lovemarks
Inspire

loyalty

BRANDS

Low Love
High Respect

LOVEMARKS
High Lowve
High Respect

PRODUCTS FADS
Low Lows High Love
Low Respect Low Respect

beyond
reason

RESPECT

(Marton, 2010) © 2010, A-Prof Johan Bruwer



—
BO %u X
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1. Find and Focus

2. Differentiate

3.Emotional Connection
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‘Traditional’ View of Wine Supply Chain
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Consumer Demand-DpneariVihee Value Chain

Strategic
Research

This is what

| want to buy

C’est ce quee
je veux acieter

This is what we need to stock -

supply it
C’estce que mous dmExmms
stocker - approvisionner

Responsiveness
(Recherche et

This is the type and quality of
grapes that you need to grow

C'est e type et I oquuzdiiée dke
raisin que vous dkExez prodiuire
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Does Size Matter or Not?

The Bordeaux vineyard

. 60 Appellation d'Origine Conftrélée (AOC)
. 2009: 117,500 hectares of vine

The largest A.O.C. wine region in France

The harvest
. 2009: 5.7 million hectolitres (+20% versus 2008)

. 2008: 4.8 million HL
. 2007: 5.7 million HL

(CIVB, 2010)

Bottomline - BBoddaanxss ldagger than wine industries of:
Germany
Chile
South Africa
Etc, etc

© 2010, A-Prof Johan Bruwer



" “Paris |

| :
I he Vlne ard \"'-UI:IANCE A s
| r‘smduux:, z
of o
. BO UX
e
4 ll‘\_
F e
S o (.
5—" N k. NORTH-EAST
w  Biaya
5 { TN » Biaye Cotes de Bordoain
o S =@ Bourg
= + Cites da Biaye
= »@ Chtes do Bourg
= |
< | EAST
;_J | » Canon Fronsac
T | o Castillon Chtes de Bordeaun
| L » o @ Francs Cotes de Bordeaux
= | ‘in ® Fronsac
X || ! » Lalanda-da-Pomerol
s ® Lussac-Saint-Emilion
. | NORTH-WEST ® Montagne-Saint-Emilion
© || Haut-Madoc e e Pomerol
I| Listrac-Médoc e L g ; tH_E-Samt-EmMM
! -« Margaux & o Saint-Emilion
[ 1 Madoc e ® Saint-Emilion Grand Cru
| Moulis & » Saint-Georges-Saint-Emifion
[ Pauillac &
| | Saint-Estaphe »
| Saint-Julien e
|
|
[ I.L-' N =
|I o Bty |
| [ mimacem
!
I i .
|“!. ..l
{ A
LS = G SOUTH-EAST
i T raves Supérisurss o
. 4 Pessac-Léognan e« © Bordeaux Halt-Benauge
| = Sautemes - e Cadillac
( @ Cadillac Cotes de Bordaaum
| by v Chtes de Bordeaux Saint-Macairs
{ ; ‘e » Entra-Daux-Mers
P
| : ® Loupiac
| @ Bordeaux » Pramiéres Gites de Bordeaux
| » Bordoaux Sec ® Sainte-Croix-du-Mont
| ® Rad @ ® Bordoaux Clairet » ow Sainte-Foy-Bordeaws
| E Rozé » © Bordeaux Rosé
| 5 Diry white o Bordeaim Supénsur
- Sweal white & = Crémant de Bordeaux
. i
5
'6 & et

Bordeaux:
Very large
Highly regulated

Complicated
Huge price variance -

top versus bottom
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« B
Classements des Bordeaux

Region Dette @ff Renewal Number of HSthstas
Creation Frequency
Grands Crus Médoc & 1855 Never 1st Growth : 5
classés du Graves (but Chateau 2"d Growth : 14
Médoc et des Mouton Rotschild  3rd Growth : 14
Graves added in 1973) 4th Growth : 10
5th Growth : 18
Crus classés de Sauternes 1855 Never 1st Growth Superieur : 1
Sauternes et 1st Growth : 11
Barsac 2"d Growth : 15
Crus classés Graves 1953- Never Crus Classeés (Red and White) : 6
des Graves 1959 Crus Classeés (Red only) : 7
Crus Classés (White only) : 3
Grands Crus Saint 1959 Every 10 years (2006)
Classés de Emilion 1st Grands Crus classés A : 2
Saint Emilion 1st Grands Crus classés B : 13
Grands Crus classés : 57
Crus Bourgeois  Médoc 1932 Every year since (2003)
du Médoc millesime 2008 Crus bourgeois Exceptionnels : 9

Crus bourgeois Supérieurs : 87
Crus bourgeois : 151
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MAJOR FACTORS IMPACTING UPON THE
WORLD WINE MARKET TODAY.........

Oversupply creates pressure at various levels

Shifting demand makes wine industry more vulnerable
Increasing competition in the quality wine segments
Creating new appellations - government and consumer issue
Increasing retail power -building

Increasing impact of wine branding

Countries’ changing wine industry structures

EU Wine Reform Policy

Recession (GFC’s) effects (and after-effeifexits)

Etc, etc
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World Wine Production and Consumption Trend (1991-

Million Litres

(OlV, 2010; Rothfield & Wittwer, 2008; IWSR, 2009)
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AT LAST - THIE ILIINE IINl THHE SANID:
EU WINE REFORM POLICY AGENDA (2008/9)

Why a Refonm?
Decrease of wine consumption in the EU

Increase of imports from Third Countries

Imbalance in the wine market

Unfavourable medium -term forecast for EU -27
What are the Objectives?

Higher dEgee of coonpeditivesesss inteeTaoioaiiiy

Simpler ruléess

To preserve the wine producing traditions in the EU

© 2010, A-Prof Johan Bruwer



Applications accepted for Proportion of area accepted
State grubbing up (ha) Area under vine (ha) for grubbing up
(Pays) (Autorisation de demande Proportion de surface

(Surface en vigne (ha)

d’arrachage (ha) autorisée a arracher

France 9,970 879,829 1.13%
Italy 11,571 730,439 1.58%
Cyprus 910 15,023 6.06%
Luxembourg 1 1,299 0.11%
Hungary 1,438 85,260 1.69%
Malta 0 910 0.00%
Austria 269 50,681 0.53%
Portugal 2,340 238,831 0.98% =
Romania 10 178,101 0.01% =
Slovenia 36 16,704 0.21% =
Slovakia 231 21,531 1.07% =
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Italy Has Reformed - WVARR'YHASIT!

* Beginning 1 August 2009: Italy cannot any longer cr  eate DOC or DOCG
* All wines will be lalabiéded A ar A& |

Consequences for the Iltalian Wine Industry

e 470 DOC/DOCG will become 182 PDO and PGl (huge impl ications!)
* |mprovement of quality and competition

* For Italian Wine Industry, EU Reforms mean survival and competitive
advantage!
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Wine Consumption in Traditional
Markets Continues to Decrease...

In 1980 France and Italy combined
= 45% share of global wine consumption

In 2009 France and Italy combined
= 23% share of global wine consumption!

(OlV, 2010; Wittwer & Rothfield, 2008; IWSR, 2009)



Wine Labels - @My ONE of the Issues?!

French Australian
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The Role of the
Co-operaiives?
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Establishing New Appellations is Currently in Vogue
(in the New World...... )

New Zealand

Hawke'sBay = 5
Central Otago = 7

Ontario (Canada)

Niagara Peninsula = 12

USA

Paso Robles

Sonoma County = 13*

=11

(OtagoWine, 2008)

Regional brand
Image fragmentation
or strengthening?!
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Paso Robles Wine Region, California - 11 JAVAéASpApplieeddor
....but the TTB has N@IT approved them.....
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" INCREASING RETAIL POWER: EXAMPLE UK
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I

(CIVB, 2010)
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Old World and New World Wine Industry ‘Players’

New World Old World
(Nouveau muumitke) (Vieux continent)
Australia France

USA Italy

Chile ﬁ Spain

Argentina Germany

South Africa Portugal

New Zealand (Western Europe)

Canada
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New World Trends

New World wine producing countries have
shown rapid gains in export market shares

Wine logistics international, (2010)
© 2010, A-Prof Johan Bruwer



Ex Unitate Wines - Collaboration VWf@hl in Today’s Wine Industry

“Secret” of industry-wisedmtababatianon - Australia as example:

1996: Strategy 2025
2000: The Marketing Decade
2007: Directions to Market Strategy

The principle: 1 +1=3

© 2010, A-Prof Johan Bruwer



Professionally Trained Workforce is Essential - EDUEDUCATION!

At ALL LEVELS - viticulture, winemaking and wine marketing!

Example:

Since 1977 the Australian wine industry has recogni  sed importance of
university trained (professional) wine marketers

Degrees in Wine Marketing (undergrad) and Wine Busi  ness (postgrad )
Hundreds of stiddatds ffoom 17 cowrtties aaootmad the woddd adtesm
70% plus of alll ressaanich pubiciors in wiwene mantketimg ffoom Austnella

Short Training Courses for Bordeaux Industry - CIVBIVB?

Get the best in the world to do this for you!
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The ‘Old World’ is Under Real Pressure
In the World’s Wine Export Markets....

Share % of World Wine Export Market Volume
(Part des exportations morhdlakes esnvedlunessdde \Vimss)

Old World Other New World
(Vleux continent ) (Autres) (Nouveau mumike)
2009 1.9% 30.8%

I GROWTH!
croissance!)

1988 94 2% 2.5%

(O1V, 2010; IWSR, 2009; WineFacts, 2010)
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UK Off-Tirzdie WMinkett - New Wiyttt wes . @b WGt
% Volume Shares (1992 - 2Z2099)

B New world (Nouveau monde) [] old world (Vieille Europe)
1992 1993 1996 1997 1998 2001 2002 2003 2004 2005 2007 2008 2009
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The last 17 years has seen a huge shift I
0 - towards New World wines at the expense

(A . of the Old World. Although this trend is
@CNIC]SCH slowing, New World % is still increasing.
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& USA Wine Market - Iinmuotest\Winess’
Market Share of Old vs. New World

Millions of Nine liter cases imported (Millions de caisses de 12 bouteilles importées)

Share
(Part)

Old world wines
Vins de la vieille Europe

New world wines
Vins du nouveau monde

(GFA, 2010) © 2010, A-Prof Johan Bruwer



USA: 10 LARGEST IMPORT WINE BRANDS (2007-22E3%)
Brand Supplier O-litre Case Sales
2007 2008/9

1 Yellow Tall C2asida- W Dewtscih 8B1HH 8.20 mill.
2 Cavit Palim Bay [Imponts 33885 3.41

3 Concha yTanwm Beanffi Wimtinens 2711 2.70

4  Lindemans Hosstess\\WinecHSShdbss 2241 2.49

5 Riunite Banfi Vintners 2.35 2.38

6 Bella Sera = & J) Gl |t Wi imesmy 11700 1.55

7  Little Penguin FBestes YWindBE e S 11.33 1.14

8 Jacob’s Creek CDikaaido-Whiymoteanm 1.0 0.99

9 Leonard Keussith  Lemmaadd Koeussdh Q08135 0.91

10 Ecco Damami = & J) G| b Wi mesmy 086 0.90

(Adams Wine Handbook, 2009)
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USA Wine Market: Imported Wines Component
Some Grew and Others Declined - VWMG1OPWWHR/?

Share of US wine imports
(Part des importations des vins américains)

(Morgan Stanley Research, 2009)
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USA - The Big ‘Mover’ Market in the Next 10-151%eé4esirs:
Therefore, Lost Market Share MiBidid & &smaatchd !

(Tous vins)

(Rouges)

(CIVB, 2010)
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Export Markets - igsI hiisPaftibodieedpptmabdHEit forfBoBlmalea?ix?

(CIVB, 2010)

(87,9% du volume total et 89% de la valeur totale)

(Répartition des volumes exportés
& parts de marche)

The top 3
are low
return

markets!
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Germany - Wittt s LLanapresit ot W lumres NVembéestt
BUT the World’'s ‘Value Wine’ Benchmark

(Le marché allemand des vins) (Supermarchés et discounters, hors CHR)

(% des ménages)

(Volume des vin par ménage en litres)

(Prix moyen en Euros par 0,75 litres)

The lowest return market!
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China - Redl Haot Manket zndl Good Perfiommamnoe by Bodieaweaux:
BUT Beware of the Red Dragon!

(Tous vins)

(Rouges)

(CIVB, 2010)
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CHINA - WINE MARKET FACT FILE

Population - 11338 ilkon

Per capita \Wwiime oomsuwimmypiim > 0.8 lithtes pmar year

Local wimee modiuctiom (20009) > 944 million lilitess

Imported wine (2009) . 1837 miilliom liitess

Total wine consumption (2009) : 1,13131 million litres
Trend:

Market is embryonic in development, but potentially huge -
5 years from now (2014) = double in size!!!

BUT: beware of the Red Dragon!

© 2010, A-Prof Johan Bruwer



China Has a Substantial Wine Industry of Its Own!

-

(LVMH, 2009)
© 2010, A-Prof Johan Bruwer



CHINA
Australian Wine Export Volume & Value Changes (MAT  2006-2010)

illustrates the market’s volatile nature and how quickly change can come about:

Volume (Mil Lit.) Value ($AU Mil.) Value $AU/Litre
MAT 02/2006 4.3 13.8 3.24
MAT 02/2007 27.3 43.6 1.60
MAT 02/2008 12.2 53.8 4.38
MAT 02/2009 15.8 74.0 4.67
MAT 02/2010 43.0 138.5 3.18

Look What is Happening to Australia in China’'s Mark  et......

(AWBC, 2010)
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And so.....to the Fauitree and Bordeaix




Bordeaux - THee@iitoedl ThuothFRomMt S

Oversupply entrenched for many years

High production costs a given fact

Fragmentation - uniggeghdppgidddssnativee ldagge andaschalineditatstatess
Reduce number of appellations - Italtaly enaexargrtele

Too few large wine brands to compete in world marke  ts

Wine tourism highly underdeveloped

Non-fashionable wine style(s) for today’s consumer’s ta ste
Packaging and marketing techniques (an obsession wi th ‘Chateau’)
Lack of collaboration - caotleiitivive sisimnlatkaking

Huge price ‘gap’ between top and bottom end estates - Grand Cru is
promoting the image of the teremiroir aanbitogpopLzdiliyyvwiTess

Merchants generally not geared to play the internat  ional ‘game’ and
more profitable in Grand Cru business ‘activities’

Marketing orientation low level - ededattati@ndrichtrainimgg
(and marketing research)

Fixable or not? Definitely!!!
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Bordeaux - SSonee@ONNDD NOW Points......

Critical size for any Generic Bordeaux brand = +1-1.5 million cases

How to build a big Bordeaux brand - small chateaux lease their land
(total = £33 WD Hren)) thw aa cmypeamy ttestt mesdess tthee wiinendpdedh thee
marketing, and owns a distribution company....then use the name
‘Chateaux’, pay lease for the land and keep vintner s on the land as
contractors. This way, the new regulations (ODG rul  es) will be helpful
to ensure the quality of the grapes (this model alr  eady exists in
Bordeaux albeit on a smaller scale)

Reliance on government support = protectionism....s 0 to get out of
oversupply have to..... SELL MORE!! ...... this is a maakettnuy challenge

Bordeaux Generic/Bordeaux Superior has the critical mass and is the
best way to spread the Bordeaux ‘loveraariark’ adlllawes It treewanlit

Sell to China by all means at profitable price-poi poimis - but remember
China has invested hugely in training in viticultur e, winemaking and
marketing and intends to soon be a  tour de force itself in wine exports

Do not abandon the USA - best prognosis of any 1 st World market for
the next 10+ years - reemeenbieethiss!
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‘One of the ‘Cures’: Centre Caltuitetel Ft Touristique DDWAAR?
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A Bordeaux Brand? Watch the Margins Though!

The margins musst be ‘right’ - vitiadliryinmpootdzubt !
Research - ttinem doake an pioe pointt, eg. €9. 998 peotiottiée

What must be done to achieve this - adjust down the wine value chain
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Some Conclusions.......

Old World’s and therefore France’s current dilemma
Structural oversupply of wine huge
Wine consumption decline in their own domestic mark ets
Significant loss in export market shares = lack of competitiveness
Old World has drawn a line in the sand - EUBWIN¢ fieR efonm Policy
Implementation slow - clebradickcttes s dngaeammenenisclaoking

Some countries benefit more than others - Sp&ipain!
Some of the anti -innovation forces now largely removed

But more ‘pain’ for Old World inflicted by New Worl d to follow first
Bordeaux - QQuoo\Xéahies?

No further regulations and complexity - to ‘bhocatieathe’ 1ssadieaalyyhiaadd

Reconsider the merchants and negeganénts’ rotdssnitieecblaain

Co-operatives have a role - faavaa chinhibevwnaelchiain (Wit thraraisjls)

Chateaux visits have a role - wiwens@dldtdtifutharargigiarash@rarashdong

A Bordeaux ‘brand’ at the lower end of the market - - but mot tioom |lmw

Most of all.....cool heads and a professional appro  ach to business
are what is now needed the most!
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MERCI!
QUESTIONS?



