
 

 

 

 

 

 
American whiskey, single malt Scotch and Irish whiskey remain strong, but 
major brands outside of these categories are feeling pressure.  

Discussions on the rise of craft spirits are taking centre stage, but their 
success appears more symptomatic of deeper changes in consumer tastes.  

There is little change in the European spirits market, with major companies 
reporting soft, but stable sales in the region.  

Scotch exports declined for the second year in a row, raising worries on the 
future of the sector. 

The Chinese liquor industry saw a weak performance in 2014, as consumers 
continued to trade down. 

Baijiu manufacturers are eagerly searching for new categories to retain 
growth in a soft market.  

We see mixed trends in market demand for IMFL spirits, as some brands are 
under pressure, while others are showing strong buoyancy. 

Premiumisation will drive growth, with expectations of broad improvement in 
Q4 and FY 2015 industry revenues. 

Imported spirits are struggling as a result of the weakening Brazilian economy 
and the strengthening of the US dollar. 
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Figure 1: Volume growth of spirits sales in control states by category, Jan-Dec 2013 vs. 
Jan-Dec 2014 

 Jan-Dec 2013 Jan-Dec 2014 Pct Change 
Domestic whiskey 5,656,930 5,874,324 3.8% 
    
Blended Scotch 985,671 965,539 -2.0% 
Single malt Scotch 237,573 251,298 5.8% 
Total Scotch 1,223,244 1,216,837  -0.5% 
    
Canadian whisky 4,171,353 4,145,561 -0.6% 
Irish whiskey 414,297 462,418  11.6% 
    
Gin 2,251,983 2,201,624 -2.2% 
Vodka 16,162,469 16,513,538 2.2% 
Rum 5,611,817 5,604,710 -01% 
Brandy/cognac 1,954,650 2,098,536 7.4% 
Tequila 2,168,573 2,263,756 4.4% 
Whiskey-based 
liqueurs/cordials 

1,338,945 1,866,218 39.4% 

Total spirits 46,555,032 47,733,650 2.5% 

Source: NABCA, 2014 

Regional outlooks 
United States 
 
Bourbon and ‘upstart’ brands shining  
Consumption trends in the US remain similar to those seen in 
recent periods. American whiskey, single malt Scotch and Irish 
whiskey remain at the centre of attention due to the 
combination of volume growth trends and premiumisation. 
Vodka consumption also remains positive, but growth seems 
less dynamic at the super-premium end (compared to the 
whiskey segment), and price competition continues to intensify 
in the premium segment (see Figure 1). However, within the 
vodka segment, the most important story has not been total 
segment growth trends or pricing pressure, but the ability of 
’upstart’ brands to take share from major, established players. 
Brands such as Tito’s Handmade, which only hit the million-case 
mark as recently as 2013 (according to the Beverage Information 
Group), saw dramatic growth in 2014, while established brands 
such as Smirnoff and Absolut are struggling with pricing 
pressure and volume losses. 
 
Craft spirits gaining share of mind 
The recent success of brands such as Tito’s Handmade, 
Templeton Rye, Angel’s Envy and others has put the craft spirits 
movement at the centre of numerous discussions within the 
industry. The subject of craft has come up in earnings calls and 
public discussions with the CEOs of Brown-Forman, Diageo and 
Pernod Ricard. This is not surprising, given the double-digit 
growth trajectory of many craft spirits brands. (Tito’s grew 
approximately 80% in 2014, according to NABCA data.) 
 
The focus of discussions—among both major distillers and the 
craft spirits producers themselves—is often “What defines a craft 
spirit?”: an issue that can be extremely frustrating to large 
distillers. In practice, the typical craft spirit consumer seems 
willing to accept a fairly loose definition of ‘craft’ as long as there 

is some transparency. Tito’s has been in a lawsuit over its 
‘handmade’ claims since September, but this seems to have had 
little impact on its sales. In December 2014, Tito’s sales in control 
states were 80% higher than in December 2013. Tito’s is fighting 
the lawsuit, standing by its claim of being handmade, which 
may be part of the reason that sales continue to grow. But if they 
lose the lawsuit, the impact on sales will have telling 
implications for the industry. 
 
Not just a ‘craft’ thing… it’s a ‘consumer’ thing 
Ultimately, the precise definition of ‘craft’ is of less importance 
for the broader industry; the challenge facing major spirits 
companies today is a structural change in the market. While the 
US spirits market remains extremely attractive, it is becoming 
more challenging for many established brands. NABCA data 
suggests that more than half of the top 100 US spirits brands 
suffered volume declines in 2014, even though the overall 
market showed healthy volume growth. While some of the 
growth is being driven by aggressive pricing actions (i.e. in 
vodka), much of it is being driven by brands (Tito’s, New 
Amsterdam) and categories (American whiskey, flavoured 
whiskey, etc.) that have quickly gained popularity in recent years 
and are enjoying a meteoric rise. Many of the fastest-growing 
brands weren’t even on the top 100 list a few years ago. Some 
are considered craft brands (Tito’s), but many are not (New 
Amsterdam, Tennessee Honey, Fireball). 
 
We believe that the growing success of craft brands is a smaller 
symptom of the underlying challenge that major brand owners 
will face moving forward: the US consumer is changing, and 
established brands (and even categories) can quickly become 
passé. This is not unique to the spirits industry—our food 
industry analysts suggest that the packaged food industry is 
seeing even more seismic shifts. Likewise, a recent study by the 
National Restaurant Association suggests that the majority of US 
consumers (64%) are becoming more sophisticated and 
adventurous in their tastes, with millennials significantly more 
adventurous than others (77%). The consumer (particularly the 
millennial) is increasingly looking to discover something new. 
This is critical, as the millennial generation now represents 
almost 20% of the legal drinking age (LDA) population in the US 
(see Figure 2). Millennials are not the only consumers exploring 
new brands and products, but they are an important part of the 

Figure 2: US population statistics by age 
percent of population 

 
Source: US Census Bureau, 2012/13 
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Figure 4: Top 10 export markets for Scotch, 2014 

 Value in GBP million 

US 748.3 

France 445.3 

Singapore 200.6 

Taiwan 196.6 

Spain 166.1 

Germany 141.2 

South Africa 136.1 

South Korea 117.3 

UAE 116.5 

Brazil 98.7 

 
Source: HMRC, 2015 

 

trend. As more millennials reach LDA and acquire greater 
financial stability, the challenges for many large, established 
brands will likely increase.  
 
The need for bold strategies 
As consumer preferences are evolving at ever-faster rates, spirits 
companies will be required to act more quickly and to take more 
calculated risks. Established brands will continue to play a central 
role, but growth will be increasingly driven by innovation, 
engaging consumers in new categories, mergers and acquisitions 
(M&A), and other bold strategies. It is paramount that big-brand 
owners take action quickly in responding to emerging trends, 
however, the truly successful companies will be the ones that find 
ways to drive the trends, rather than limiting themselves to 
reactive responses.  
 
 

Europe 
 
Company financials: no change in the winds 
The latest company financials have indicated that Q4 2014 sales of 
spirits in Europe remained in line with trends seen earlier in the year. 
Pernod reported ‘stable’ sales in Europe in their 1H 2015 results, with 
-2% growth. Eastern Europe—especially Poland—dragged down 
sales for the company, although Russia still exhibited growth 
despite geopolitical and economic headwinds in the country. Spain 
and the UK were bright spots for Pernod. In line with recent financial 
results of other spirits companies, Spain returned to growth (+2%) 
for the first time in six years. The UK (+7%) performed well, with 
improving wine sales and a solid performance by the top 14. 
 
In their 1H 2015 results, Diageo announced that spirits sales in 
Europe fell by 8%. (Overall sales declined by 6%.) Eastern Europe 
proved to be a challenge for Diageo too, with sales dropping by 
25% in the region. Western Europe declined by 4%, with the 
company’s super-premium Diageo Reserve division driving sales.  
 
A second year of decline for Scotch 
We reported on the difficulties in the Scotch industry in our last 
quarterly report, and full-year figures now confirm that Scotch 
exports struggled in 2014. Overall, exports declined by 7.4% YOY, 

totalling GBP 3.9 billion (see Figure 3). After a drop of 0.1% in 2013, 
these figures signify a second year of decline in exports for the 
Scotch industry. The main driver of the decline was blended Scotch 
(representing just under 73% of total Scotch exports), which 
contracted by 13% YOY in 2014.  
 
On a more positive note, the strong slowdown in the exports of 
blended Scotch were somewhat mitigated by a strong 
performance in other categories. Supported by the continuing 
premiumisation trend in the Scotch category, exports of single malt 
grew by 11.2%. Driven by the launch of Haig Club, among others, 
the grain Scotch category was tremendously successful in 2014, 
increasing nearly fivefold over the past year, albeit from a very small 
base.  
 
Looking at export markets, we again see a mixed picture. Out of the 
top 10 markets, six showed a decline (see Figure 4). Taiwan and the 
United Arab Emirates were bright spots, both registering double-
digit growth. India deserves mention too, growing 29.2% despite 
the country’s high import tariffs on spirits. But  anti-extravagance 
measures in China continue to drag on the sector, with a drop in 
exports to Singapore of just under 40%. In the US (still the number-
one export market), Scotch continues to lose share to other 
categories such as bourbon (+9.6% YOY, DISCUS 2014) and Irish 
whiskey (+12.1%, CSO 2014).  
 
Where next for Scotch? 
After years of impressive growth, the stagnation in the Scotch 
category has many in the industry worried and asking whether this 
is perhaps the start of a more prolonged slowdown. Indeed, the 
blended Scotch segment appears to be battling structural issues 
and struggling to remain relevant, particularly among younger 
consumers. However, the strong growth in exports to a number of 
large markets (such as Taiwan and India), the continued success of 
premium single malts and the rise of the innovative grain Scotch 
category show that there is still room for growth in the Scotch 
sector. But this does not mean that Scotch producers can rest on 
their laurels. To ensure that new consumers are drawn into the 
category, producers will have to find new ways to capture their 
imagination. In order to stay relevant, they will have to innovate, 
introducing new products and brands, along with finding new ways 
of reaching the ever-changing consumer. 

Figure 3: Scotch export values per category, 2013 vs. 2014 
GBP millions 

 
Source: HMRC, 2015 
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Figure 5: Data from 14 listed A-share baijiu manufacturers, 2012 vs. 2013 

 
Production volume (tonnes) Sales volume (tonnes) 

2014 earnings pre-announcement 2012 2013 YOY 2012 2013 YOY 

Kweichow Moutai 24,299 26,034 7.14% 25,716 25,178 -2.09% - 

Wuliangye 142,747 145,269 1.77% 153,091 151,087 -1.31% - 

Luzhou Laojiao 221,217 178,649 -19.24% 193,742 218,200 12.62% NP declined by 50%-75% 

Yanghe 216,251 203,914 -5.70% 216,472 217,868 0.64% NP declined by 0%-15% 

Shanxi Xinghuacun Fen Wine 41,617 41,046 -1.37% 39,918 38,901 -2.55% Sales and NP declined by 2% and 10%, respectively 

Gujinggu 52,770 66,309 25.66% 54,530 64,427 18.15% - 

Swellen 4,901 3,971 -18.98% 4,386 3,596 -18.01% RMB 400 million to RMB 430 million profit loss 

Golden Seed - - - - - - - 

Jiugui 12,331 5,414 -56.09% 12,494 6,369 -49.02% RMB 90 million to RMB 120 million profit loss 

Sichuan Tuopai Shede 41,590 33,025 -20.59% 42,052 31,897 -24.15% - 

Hebei Hengshui Laobaigan 31080 34422.63 10.75% 26869 28003 4.22% Sales up 17%, while NP declined by 9.8% 

Xinjiang Yilite 34,891 30,725 -11.94% 31,393 33,523 6.78% - 

Huangtai 2,113 1,630 -22.86% 1,306 1,393 6.66% RMB 40 million profit loss 

Qingke 18,953 21,798 15.01% 17,987 22,435 24.73% NP declined by 15%-20% 

Sum 844,760 792,206 -6.22% 819,956 842,877 2.80%   

Industry volume 11,531,600 12,262,000 6.33%      

Percentage 7.33% 6.46%       

Source: Company data, Chinese National Bureau of Statistics, Rabobank, 2014 

China 
 
Weak performances, but within expectation 
The Chinese liquor industry registered 2.5% growth, reaching 
volume sales of 12.6 billion litres in 2014, according to the 
country’s National Bureau of Statistics. This tepid growth rate 
represents a significant decline compared to the 7% growth 
seen in 2013. Also, although the manufacturing revenue still 
managed to increase by 5.7%, to USD 84 billion, the industry 
profit before tax in 2014 dropped by 12.6%, to USD 11.2 billion. 
There are more than 20,000 manufacturers in the Chinese baijiu 
industry, but only approximately 1,000 big players were included 
in the sample, which suggests that the real situation was even 
worse than the official numbers indicate. The trend of trading 
down is continuing, pushing manufacturers to pay more 
attention to mass-market segments instead of the demand 
coming from commercial activities and the government. Also, 
the higher expenses-to-sales ratio was a result of the 
reorganisation of the distribution channel.  
 
Half of the 15 listed A-share baijiu manufacturers released a 2014 
earnings pre-announcement prior to the Chinese New Year, and 
three of them recorded profit losses. Only one regional player in 
the low-end market announced remarkable earnings. The other 
four companies showed various degrees of declining profit (see 
Figure 5). With the continuing emphasis on the mid- to low-end 
market, gross margins will be kept under pressure.  
 
The holiday effect brings relief 
In the past three months, both manufacturers and distributors 
were preparing for the Chinese New Year. From our channel 
checks, premium brands such as Moutai and Wuliangye had a 
great sell-out, and their inventory is lower than one month. 
Consumers are more willing to buy premium brands for the 
holiday as a prize for a hard year’s work. By contrast, the gross 
margin of retailers—many of which have weaker bargaining 
power compared to the premium-brand suppliers—was only 
5% to 6%, the lowest point in the last five years. We think 

margins in this range may become common, and only retailers 
with strong control over distribution can win out. At the same 
time, we also noticed that regional brands grabbed more market 
share in their domestic district.  
 
Looking at sales from a regional perspective, Beijing was still 
impacted by the government’s crackdown on extravagant gift 
giving and spending, and this is now spreading from 
government and military to state-owned enterprises (SOE). 
Liquor sales were up on a YOY basis in eastern areas, backed by 
the stable consumption in the mass market. Sales were almost 
flat in western areas, leading many distributors to try to ship 
their products to coastal areas which had better demand.  
 
Searching for a new growth point 
As the liquor industry is still struggling with the soft market, 
baijiu manufacturers are eager to find new categories that offer 
higher growth. For example, Moutai, Shanxi Xinghuacun Fen 
Wine and Luzhou Laojiao are all planning to introduce brands of 
maca wine, a Chinese ‘healthcare liquor’. The market size of 
maca is RMB 2 billion to RMB 3 billion and is becoming a fast-
growing category due to perceived health benefits. Baijiu 
manufacturers believe the strategy can reach full synergy, since 
their target consumers for maca wine are similar to their current 
consumer base: between 30 and 60 years old. 
 
In addition, more and more players are entering the flavoured 
alcoholic beverage market to profit from the strong growth. 
Although some baijiu manufacturers have already introduced 
ready-to-drink (RTD) products, we are cautious about their 
strategies. 
 
There are obvious differences in brand positioning and 
marketing operations between baijiu and RTDs. In contrast, we 
think beer manufacturers have more advantages by entering the 
RTD segment. Both beer and RTDs are targeting younger 
consumers. RTDs are innovative in tastes and dedicated to 
research and development (R&D), which meets the needs of 
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younger consumers in pursuit of personalisation. Also, RTDs 
share similarities in their distribution channels, which provide 
beer manufacturers with cheaper consumer conversion cost. 
 
Outlook 
At the beginning of 2015, premium brands were slowing their 
shipments, which helped stabilise the retail price during the 
holiday period. Stabilising retail prices is the first priority in 2015, 
and we believe the downward spiral in retail prices for premium 
brands will finally hit bottom this year if this strategy can be 
strictly carried out. Looking to the next quarter, it is the slack 
season for baijiu, and we believe manufacturers will focus on 
reorganising their channels and introducing new products.  
 
 

India 
 
Market update 
Market demand for Indian-made foreign liquor (IMFL) continued 
to demonstrate mixed trends. Overall volumes were impacted at 
Diageo-led United Spirits, with the company deciding to make a 
strategic exit from certain brands in select markets and to merge 
brands elsewhere. Similarly, overall volumes at Radico Khaitan 
and Tilaknagar remained under pressure on a like-for-like (Q3 FY 
2014 vs. Q3 FY 2015) basis. On the other hand, premium brands 
across spirits segments and companies showed strong 
buoyancy. Whisky brands at Pernod Ricard India grew at high 
double-digit growth rates, while Officer’s Choice Blue (Allied 
Blenders & Distillers) showed tremendous volume growth in the 
nine months to December 2014. For both United Spirits and 
Radico Khaitan, prestige and premium brands showed robust 
growth, in the range of 5.5% to 7% on a like-for-like basis.  
This focus on premiumisation is critical to an industry burdened 
by annual hikes in excise duties in key regulated markets like 
Andhra Pradesh, Kerala, Tamil Nadu and Karnataka, which 
account for 60% of total domestic IMFL consumption. This has 
impacted demand, while none of the revenue from retail price 
increases has flowed back to suppliers. TASMAC, the state 
beverage marketing corporation for Tamil Nadu, agreed to 
increase supplier prices in November—its first hike in seven 

years. 
On the margin front, the combination of rising extra neutral 
alcohol (ENA) prices and lack of any significant price hikes pulled 
operating margins of listed IMFL manufacturers down by about 
250 to 300 basis points (bps) during CY 2014. A recent price 
increase announced by TASMAC for alcohol suppliers will help 
recover some of the increase in raw material costs. However, the 
Indian government—in its bid to support the stressed sugar 
sector—has mandated a higher ethanol blending rate (10% 
against the previous 5%), as well as an increase in the ex-mill 
price for ethanol. While the crude-versus-ethanol dynamics 
remain fluid, the immediate impact of this decision has been on 
ENA prices, which have firmed up for alcohol manufacturers. 
 
 
Premiumisation key to revenue and margin growth 
For the full year 2014/15, we expect a 3% to 5% volume increase, 
largely led by growth in premium and prestige segments. 
Therefore, despite overall subdued volumes, we can expect a 
broad improvement in Q4 FY 2015 industry revenues. A 
continuous improvement in the broader macro-economic 
environment will drive this trend, as manufacturers attempt to 
improve margins in a market scenario where government 
constraints limit the ability to raise prices. 
 
In volume terms, United Spirits is expected to lose market share 
by 150 bps, as it restructures its portfolio and route to market, 
while Pernod Ricard and Allied Blenders & Distillers can expect to 
gain market share by approximately 150 bps to 220 bps over FY 
2014. 
 
Finally, a new 14% service tax for third-party blending and 
packing of liquor was introduced in the Union Budget of 
2015/16. Although the industry still lacks a complete 
understanding of the full implications of the new law, given that 
most domestic manufacturers use third-party contracts, this 
could have a significant impact on industry margins in 2015/16. 
 

  

Figure 6: Listed distillers’ margins, Dec 2012-Dec 2014 Figure 7: Wholesale Price Index, Jan 2011-Dec 2014 
 Index, 2004-05 = 100 

  

Source: Company data, 2014 Source: Reserve Bank of India, 2015 
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Brazil 
 
A hard life for imported spirits  
The weakening of the Brazilian economy and the strengthening 
of the US dollar in general terms are making life harder for 
imported spirit brands. Although consumption is expected to 
have remained fairly stable during carnival, profitability for 
foreign brands will have been considerably affected in 
comparison to Q1 2014. The Brazilian real has lost 25% of its 
value against the US dollar in the past 12 months—and over 9% 
in 2015 alone. Most spirits importers are facing the tough 
situation of having to raise prices to compensate for the 
weakening real at a time when consumer confidence is at an 
eight-year low. 
 
But price increases were moderate until the first half of February, 
according to official inflation statistics. The wine-and-spirits 
index has been tracking below the overall inflation index and 
has been considerably lower than the overall food-and-drinks 
index. Although cachaça and domestic wines account for a large 
percentage of the index, it should rise in Q2, as more foreign 
suppliers take price increases on imported spirits in order to 
avoid further margin erosion (see Figure 8). 
 
The second quarter of 2015 will be measured against tough 
comparables, given that the World Cup helped boost volumes in 
June 2014. In addition, the Brazilian consumer is experiencing 
difficulties with high indebtedness and no growth in real 
income, as inflation continues to increase at 7%. It is expected 
that consumers will reduce overall out-of-home expenditure 
and will start trading down in some spirits categories if price 
increases are considerable. 
  

Figure 8: Indexed inflation for Brazil, Feb 2012-Feb 2015 
Jan 2010 = 100 

 

Source: IBGE, Rabobank analysis, 2015 
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The Whyte & Mackay deal in 
review: one year later 
 
Last year, the British competition authority forced United Spirits 
to put Whyte & Mackay (W&M), a Scottish producer of Scotch 
whiskies, vodkas and liqueurs, up for sale after Diageo took a 
controlling stake in the company. The deal was one of two 
major M&A deals in the spirits sector in 2014 (the other being 
the acquisition of Beam by Suntory in January 2014), and 
Rabobank had the privilege of serving as one of the sell-side 
advisors in the process. A look back at the deal and the lessons 
learned, one year later… 
 
A host of high-profile spirits players expressed interest in W&M, 
as it represented a somewhat unique opportunity. However, in 
what was a surprise for some in the industry, Philippines-based 
Emperador walked away with the deal in the end, purchasing 
W&M for GBP 430 million. Emperador’s rationale for the deal 
was that W&M provided a platform to build scale globally, as 
well as an entrance into a high-value category, with brands like 
Jura and The  Dalmore among W&M’s portfolio. In a statement 
made in March of this year, Emperador’s chairman Andrew Tan 
said: “We have successfully transformed Emperador into a 
global company after our acquisition of Whyte & Mackay… We 
see 2015 as the beginning of the rapid expansion of our 
businesses, both in domestic and global markets. This year, we 
expect our revenues to grow by 25 percent.” 
 
The deal was a testament to two major developments in the 
spirits industry. Firstly, it endorsed the growing importance and 
influence of emerging market players in the spirits sector.  
Secondly, the multiples observed in both the W&M and the 

Beam deals—at somewhere around 20x EBITDA—pushed up 
pricing of assets in the spirits sector, as companies proved 
willing to dole out substantial cash for assets in an environment 
with relatively few major M&A opportunities. We believe that 
these trends will continue to keep upward pressure on pricing 
for highly strategic assets as we move into 2015 and beyond.   

Rabobank Forecasts 

USD Crosses 6 Mar  1m 3m 6m 9m 12m 

JPY 120.9 120.0 121.0 122.0 123.0 125.0 

EUR 1.09 1.10 1.08 1.08 1.07 1.05 

GBP 1.51 1.51 1.50 1.52 1.51 1.50 

CNY 6.26 6.30 6.40 6.35 6.30 6.35 

ZAR 12.05 12.08 12.10 12.00 12.05 12.10 

MXN 15.4 15.2 15.1 14.8 14.7 14.6 

BRL 3.06 3.10 3.15 3.10 3.15 3.20 

Source: Rabobank Financial Markets Research, Mar 2015 
 

Rabobank quarterly average price forecasts 
Commodity Unit Q4‘15 Q1’15f Q2’15f Q3’15f Q4’15f 

Wheat  USc/bu 556 530 540 550 560 

Corn USc/bu 372 380 390 355 380 

Sugar USc/lb 15.8 15.0 15.2 15.5 16.0 

Source: Rabobank Agri Commodities Markets Research Monthly, Feb 2015 

 

GDP Forecasts 
Country 2014 2015f 2016f 

US 2.4 2.5 2.75 

Euro zone 0.9 1.25 1.75 

UK 2.6 2.5 2 

Japan 0 0.75 1 

Netherlands 0.8 1.75 1.75 

Source: Rabobank Economic Research Department Global Economic Outlook, Mar 
2015 
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