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South African Economy

South Africa’s GDP

GDP is the market value of all officially recognised final goods and services produced within a country in a given period of time.

Growth rates in industry value added and GDP (constant 2010 prices)

2.5%

2013 2014 2015 2016 2017

The South African economy grew by 1.3% in 2017, up by 0.7 percentage points compared to 2016. The wine industry outperformed the South

African GDP and yielded a higher percentage growth rate for the same time period.

Source: Statssa, IMF
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Currency

Performance of the South African Rand

R19.74 R 19.66
R 17.87 R 17.94

R16.03 R 15.89

R 14.41 R 14.43
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Source: Nedbank
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South African Economy

Consumer Price Index Household Consumption Expenditure

6.1% 6.4% 2.2%

2013 2014 2015 2016 2017 2013 2014 2015 2016 2017

Source: SARB, Statssa
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Market Trends




Market Trends

The South African GDP increased by a minimal 1.3% in 2017 as the country faced economic challenges and the different industries struggled to
achieved their anticipated profit margins. The crediting rating of the country was degraded to ‘Junk Status’ leading to an outflow of investors
from South Africa. This lead to a decrease in business confidence and uncertainty amongst business owners.

Despite the poor performance of the economy, the wine industry yielded a positive volume growth relative to the previous year. The growth in
production may be attributed to farmers investing in improved irrigation systems as certain parts of the country have experienced drought for the
past three years. The implementation of water quotas caused by the drought led to a spike in the costs of production, possibly hampering further
production of wine.

The on-consumption and off-consumption channels both saw a decline in volume. The on-consumption channel experienced the largest drop,
and a similar trend can be seen across other alcoholic beverages. Lower disposable income due to the weak economy may be one of the
contributing factors to the reduced demand for wine in the on-consumption channel, as consumers may be going out less often than previously.

Exports saw a surge in volume during the base year, making up the majority share of the total volume share for 2017, as international demand
for wine has increased tremendously over the past few years. The weak Rand exchange rate against other currencies made the export trade
more attractive for local producers. It is also believed that certain parts of Europe experienced a bad harvest which led to a rise in imported wine
from South Africa.

Locally the wine industry performed below par for 2017, as the volume declined compared to 2016. The only region that recorded a growth in
volume for the base year was Gauteng. The poor performance of the category in other regions may be attributed to cheaper alcoholic beverages
that offer greater value for money than wine. Wine has had to compete with other alcoholic beverages, such as beer, which saw an increase in
volume for the same period.

Natural wine remained the mainstay of the wine category for 2017. Natural wine is believed to offer better value for money, as it is priced
cheaper compared to other wine types. In times where consumers are looking for products that will stretch their budget, the purchase of more
affordable products becomes a more attractive option.
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Channel Distribution

® Export m Off-Consumption On-Consumption

The export channel continued to dominate the wine market, making up the majority share of the total volume share for 2017. The category has
received positive international recognition and is one of the major exporters of wine globally. The poor harvest experienced in parts of Europe is

also one of the contributing factors to the growth in the South African export channel. The weak Rand against other currencies is an additional
factor that may have bolstered growth in exports.
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Local Regional Distribution

H Eastern Cape B ES/N Cape © Gauteng B KwaZulu-Natal B Limpopo/NW/Mpum. =W Cape

In contrast to the international market, the local distribution of wine decreased in volume in the base year. Wine has had to compete with other
alcoholic beverages, such as beer, which saw an increase in volume for the same period. It is hypothesised that consumer may have opted to
drink other beverages that were priced cheaper than wine for the period under review.

Excludes Exports
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Product Breakdown 2017

B Natural Wine Fortified Wine B Sparkling Wine

Natural wine remains the mainstay for the wine category. Natural wine offers better value for money compared to the other two types of wines,

and some associate health benefits with it.

Excludes Exports
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Historical Industry Selling Price
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The industry selling price increase in wine far exceeded annual CPI. It is said that the drought was a major driver of the price hike as many

vineyards are situated in the areas that were hit the hardest. This had a knock-on effect on production costs.

The industry selling price represents a weighted average selling price across all channels .
Pricing represents an average weighted Rand per Litre
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Thought Starters...

South Africa is a major player in the international wine industry and the demand for exports
IS on the rise. Despite the drought, the wine industry still managed to yield positive returns
in 2017. Should the drought persist will we continue to see positive returns? Will the
export of wine be affected? What plans can be instituted to drive continued positive
performance?

The price of wine is on the rise while consumer spending is declining. In a market where

wine is competing with other cheaper alcoholic beverages will the local consumption keep
declining in if the prices do not decrease?

Beverage manufacturers are slowly moving away from plastic packaging due to the negative
connotations it has in terms of the environment. Will the same be seen in the wine industry?
Will glass be the sole preferred packaging type for wine?
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Copyright and Disclaimer

All rights reserved. No part of this publication may be reproduced, photocopied or transmitted in any form, nor may
any part of this report be distributed to any person not a full-time employee of the subscriber, without the prior written
consent of the consultants. The subscriber agrees to take all reasonable measures to safeguard this confidentiality.

Note:

Although great care has been taken to ensure accuracy and completeness in this project, no legal responsibility can
be accepted by BMi for the information and opinions expressed in this report.

Copyright © 2018
BMi Research (Pty) Ltd
Reg No. 2008/004751/07
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