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The Problem: Consolidation vs Competition

Motivation: Competing trends increase in total number of wineries and
concentration of ownership in Canada?

Comparison across countries?

What drives these trends?

Why is wine consolidation different from other alcohol

Do these decisions impact the production levels or areas under vine?



Comparing New World Regions

e Study compares development of number of wineries, dominance of
largest wineries and winery groups and other factors including
production and area under vine.

* Most regions continue to mark increase in number of wineries and
area under vine. Exceptions are South Africa and Australia. Reflects
phase of expansion

* Acquisitions can new net wineries as many past winery owners start
new, smaller wineries or past workers branch out to start new ones.

* Production impact mixed and may be more explained by climatic and
economic risks (climate). In some cases, uprooting for quality or
environment is reducing area under vine.



Comparative Industry Perspective

Winery acquisition typically preserves the name, terroir and unique style, retaining a distinct
brand and style of wines that are theoretically competitors.

Spirits and Beer acquisitions keep brand but typically centralize production, often scaling up
production to allow local production to have a greater audience and impact market share.

Some craft beer loses distinctive location and manufacturing inputs -> consolidation of
production.

Wine often preserves terroir focus, AOC/related regulations, consolidating in other areas

Potential benefits:

* potential upgrades to the winemaking and winemaker either due to new capital or group
assets

* Buying power for supplies and equipment
 efficiencies in administrative processes

* Common marketing and sales — better able to negotiate with sellers/distributors especially in
larger retail.



US: New Regions Drive Growth

* Number of wineries increasing at
relatively steady rate since 2000.

Wineries and Production
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* Most new wineries are small.
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Australia: Falling Wineries, Increasing Volumes
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General downtrend in number of
wineries since peak in 2014. mid-size
wineries most affected as were more
reliant on domestic market.

Wine growers also falling in number.

Production relatively flat, with a one-off
downturn in 2020 due to fires/Covid.

Larger producers and owners continue to
increase market share especially in
exports.

Climate trends and water usage offset
some increase in new regions (Tasmania).



South Africa: Consolidation/Exits Reducing Number of
Wineries
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Total number of wine producers declining
over last decade, despite some
stabilization.

Expansion into new regions partly offsets
broader trend. Shift to Bulk wine sales
may increase incentive to consolidate.

Wholesalers have been more volatile —
independents and cooperatives have
reduced numbers.

Covid-related shocks still to be felt on
winery size and consolidation.



New Zealand: Consolidation/Exits Reducing Number of
Wineries
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Canada: Consolidation/Exits Reducing Number of Wineries
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Argentina: General Downward Trend

228
226
224
222
220
218
216
214
212
210

208
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Wine Growing Areas (1000 hectares)

—Volume of Wine (m hl, right axis)

Instituto Nacional de Vitivinicultura, author

18
16
14
12

10

Volatility of both production and volume
reflecting climate and economic stress.

Currency and debt volatility have
impacted propensity to export in given
years.

Hard to see explanation from number of
producers.

Some shift to new areas to take
advantage of infrastructure/exports.



Future Questions

* Will new owners of wineries be content with the high cost of running separate wineries especially
in areas where production can not scale up due to land?

* How real are the economies of scale from sales/marketing/back-end consolidation?

* Does differentiated labels/wineries help more in areas where sales mostly direct to
consumer/restaurants vs volume?

* How will increasing transport and production costs impact these trends? Accelerate closing of
wineries

* Impact of business and life cycle of wineries started/expanded in the last half century



