Press Report 14 December 2020

The latest ProWein Business Report 2020 is now available:

Covid-19 is the biggest challenge for the global wine

industry

» The pandemic causes disruption of distribution channels
» Hotels, restaurants and exports hit particularly hard
» Only slow recovery expected, further losses in 2021

» Digitisation and structural change are accelerating

On behalf of ProWein, the Geisenheim University surveyed experts from 49
countries at the end of 2020, thereby covering the entire value chain of the
wine industry. This year's survey focused on the effects of Covid-19 on the
global wine industry.

According to Prof. Simone Loose, Director of the Institute for Wine and
Beverage Research at the University of Geisenheim, the ProWein Business
Report is the first report worldwide to quantify the global impact of Covid-19
on the different areas of the wine sector and to measure the expectations for
the necessary future direction of the wine industry. "The extraordinary
importance of the Covid-19 topic for the wine industry is demonstrated by the
very high participation rate of international experts, doubling to almost 3,500
participants compared to previous years," says Bastian Mingers, Project
Director of ProWein. This underlines the informative value of the current
Business Report. "Everyone in the industry has a high interest in comparing
with others the effects experienced on their business. At the same time, all
businesses are looking for clues for possible strategies and ways out of the

crisis.
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Summary

The Covid-19 pandemic and the resulting decline of the economic situation
are the most acute threats to the wine industry, which are suppressing other
challenges such as health policy, climate change and the international trade
war. Hotel and restaurant closures caused by the pandemic have led to a
global disruption of wine distribution channels. Food retailing and online
trading, and to some extent the specialist wine trade, have benefited from
these shifts in many countries. However, the lack of foreign tourists caused
by Covid-19 led to a sharp drop in local wine consumption in many wine-
growing countries.

The impact of the Covid-19 crisis on wine producers varied depending on
their sales focus. Smaller wineries were particularly affected by the closures
of restaurants and hotels and the lack of tourists. The simultaneous global
impact of the pandemic also led to a global decline in wine exports, especially
to countries with a high proportion of wine consumption at social events and
in restaurants. The industry expects only a very slow recovery of tourism and
exports and anticipates a further deterioration of the economic situation in
2021.

For the majority of wine producers in Spain, France and Italy, several of their
strongest sales channels, in terms of value and volume, have been negatively
affected at the same time. These effects, by far, could not be compensated
by increases in online sales.

In response to the pandemic, both retailers and producers intensified their
online communication, opened online shops, conducted online tastings and
offered delivery services. This digital transformation of the wine industry,
which was greatly accelerated by Covid-19, will continue in the future,
according to the experts.

Cost reductions and government aid programmes have so far been able to
avert extensive redundancies and plant closures. However, the experts
expect the industry to consolidate and become increasingly concentrated as
the pandemic progresses and some businesses are forced to close down. In
the future, companies will also strive for greater diversification across
different sales channels and markets in order to spread their risk more
effectively. For example, producers are trying to switch mainly to direct
customer business and food retailing, which will further intensify competition

in these channels in the future. It is feared that cost reductions and postponed

\

ProWein

27-29 March 2022
Diisseldorf, Germany

THE WORLD'S NO.1
International Trade Fair
for Wines and Spirits.

WWW.prowein.com

L

Messe
Diisseldorf

Messe Diisseldorf GmbH
P.0. Box 101006
40001 Diisseldorf
Messeplatz

40474 Diisseldorf
Germany

Phone  +49 211 4560 01

Fax +49 211 4560 668
Internet www.messe-duesseldorf.de
E-mail  info@messe-duesseldorf.de

Board of Managing Directors:
Wolfram N. Diener (CEO)
Bemhard J. Stempfle

Erhard Wienkamp

County Court Diisseldorf HRB 63
VAT ID number DE 119 360 948
Tax ID number 105/5830/0663

Messe Diisseldorf
memberships:

) The global
Association of the

ufi Exhibition Industry

Association of the

/ |_AUMA German Trade Fair
Industry

FKM - Society for

Voluntary Control of

Fair and Exhibition Statistics

Public transport:
U78, U79: Messe Ost/Stockumer Kirchstr.
Bus 722: Messe-Center Verwaltung



investments will also slow down the adaptation of the wine sector to climate
change and the improvement of environmental sustainability.

Although many consumers have been spoiling themselves with wine during
the pandemic, experts expect that the economic consequences of Covid-19
will lead to more price-sensitive consumers and lower sales of premium
wines in the future. In contrast, global sales of wine as a whole are expected

to recover for the most part after Covid-19.

Current challenges of the wine industry
1) Covid-19 and the economic situation are currently the main threats to the

wine sector

The effects of the Covid-19 crisis and the expected negative impact on the
global economic situation are by far the most important challenges facing the
wine industry this year. Compared to last year, the threat of climate change
and health policy have receded somewhat into the background due to the
acute threat of the pandemic, but are still considered important.

Threats and challenges for the wine industry

Y Hochschule
Geisenheim
University

What are the biggest threats and challenges for your company?

% who stated that the following threats and challenges to the wine industry will have a strong or very strong effect
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Covid-19 causes disruption in wine distribution channels

2) Covid-19 restrictions change sales of wine

As a result of global restrictions, the Covid-19 crisis has led to an abrupt
change in the purchasing behaviour of consumers. In many countries there
have been extensive closures and restrictions in the restaurant and hotel
industry. International tourism, which is of immense importance for sales in

countries such as Spain, France and Italy also came to a virtual standstill. In
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return, consumers were more dependent than before on buying their wine at

food retailers or online.

Sales channels — 2020 and 2021
% Hochschule

Geisenheim
University
How did your sales channels perform in 2020? What do you expect for 2021?
Saldo all producers (increase versus decreasa)
wall producer 2020 = all producer zoz
um online store I 77
75
reta I
i etail 68
Food retail | supermarkets I
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Direct to consumer sales I - I
Wine specialty stores 35— "
Export 56 .

surants andhotels 91 [N
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s to restaurant a

ver (DTC) benefited most strongly in 2020, S

d hotels suffered most strongly,

tares. Praducers expect online, food retail and DTC to also benefit in 2021. Export and wine

specialty stores are expected to recover slightly. There is very limited for on-trade to recover in 2021

3) Closure and restriction of HoReCa

The restrictions imposed by Covid-19 mainly affected restaurants and hotels,
77% of which, according to the results of the survey, had to close down at
least temporarily. The hygiene measures imposed led to higher operating
costs, restrictions in the services offered, lower occupancy rates and
declining turnover for more than 60% of the restaurants and hotels. The
whole sector suffered and still suffers from the almost complete cancellation

of private and public events and festivities.

Compared to restaurants and hotels, the wine trade was much less affected,
with only 25% of businesses having to close and/or suffering a loss of
turnover. On the other side, 38% of wine retailers reported increased sales
since March 2020.
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Business effects - Retail and on-trade
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How was your business affected by Covid-1g?
% of trade who stated strong or very strong effects

Restrictions limited the services we could offer (e.q. no tastings)

There were less events and festivities.

- o 27-29 March 2022
Diisseldorf, Germany

Hygiene measures resulted in higher operational costs.
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Hotels and gastranomy were more strongly affected by closures (77%), higher operational costs (65%6), lower revenue from WWW.prOWe|n.C0m

limited occupancy (64%) and reduced tourism (41%) than specialty wine trade

For 38% of specialty wine retailers demand increased, but only for 11% of restaurants and hotels

Bath were similarly affected by limitations in offers (~70%) as well as reduced events and festivities (~75%).

4) Economic consequences for HoReCa

Hotels and restaurants have been hit hardest economically by the closures,
hygiene measures and the collapse of tourism. For about 80% of the
businesses, the economic situation has deteriorated due to Covid-19, 30% of

which deteriorated very strongly. Starting from a positive level in 2019, the m
economic situation of hotels and restaurants has thus fallen drastically to the

Messe
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Overall economic condition
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E Current and future economic condition within the company
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Wholesalers Specialty retailers On-trade

5) Economic consequences for wine producers

Overall, the majority of international wine producers were negatively affected
by the Covid-19 related changes in sales volumes. Through their listing in the
food retail trade, larger producers in particular, such as wineries and
cooperatives, were able to compensate for part of their losses. Nevertheless,
almost 60% of the businesses reported economic losses due to Covid-19.
70% of the smaller wineries, which depend even more from wine tourism and
gastronomy, have seen their economic situation deteriorate due to Covid-19.
Even though the wine producers have increased their sales via online
channels, these were based on a very low starting level and for most of the
wineries they, by far, could not compensate the losses from the important
sales channels of gastronomy, export and wine tourism. Mediterranean wine

producers in particular lack easy access to consumers in Central and
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Expectations for 2021 are negative, a further Expectations declined, the share of

decline is expected expecting a further deterioration is slightly

higher than that expecting an improvement.

6) Exports down due to global impact of the pandemic

Due to the global scale of the pandemic, sales channels have shifted virtually
simultaneously in all wine markets of the world. As a result, there was a
strong negative feedback loop on wine exports from the three main producing
countries, with France and Spain already affected by additional import tariffs
to the USA since October 2019. Italy's export loss was smaller due to the

exemption from the import duties.

Besides the USA, import markets such as China and Hong Kong were
particularly affected by the declines. There, private wine consumption is still
relatively low and wine is consumed mainly on special social occasions,
which no longer took place due to Covid-19. Exports to countries such as the
Netherlands or Switzerland, where wine plays an important role in the
gastronomy sector, also declined in 2020. The prospects for a recovery in

exports in 2021 are modest.
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Exports markets
Decline and hope
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l I % negatively affected export markets (top 3 markets elicited) I' I

% Hochschule
Geisenheim
University

W Negatively affected by Covid-1g.in 2020 Recovery prospects for 2021

24
= usAa
(= US 18
_— I
Netherlands " 24
~ 5
I -
Hong K
ong Kong ”
ch I 1 .
6 The US, Netherlands and China & Hong Kong are
‘.,' N exports markets that suffered most strongly in
5
Canada 14 2020. Scandinavia and Sweden remained more

" robust
rland N
14 Overall, recovery prospects fall short of
compensating the decline experienced in 2020.
The gap is particularly large for the US, the

Brazil Switzerland and Germany, where a similar

xpect a recovery for 2021

number of busines

Germany

None of the above

Sweden

O DOeHO

22

Reactions from businesses

7) Online communication is booming

As a result of the crisis, both producers and retailers completely realigned
their marketing with a very strong focus on all online channels. 60% of the
wine producers and about 50% of the retailers as well as hotels and
restaurants intensified the communication with their customers via social
media (Facebook, Instagram etc.). Every third wine retailer placed online
advertisements. Almost every fourth winery and every fifth wine retailer
conducted online tastings to reach their clients and customers during the
lockdown. Likewise, every fourth winery and every tenth wine retailer opened

a new, company-owned online store.

8) Wine producers focused on direct consumers and looked for new sales
channels

Sales to direct customers could be increased for 44% of wine producers —

specifically through special offers with discounts (46%) and increased

customer activation via newsletters (40%). Every fourth wine producer tried

to profit from the sales increases in the food trade and online trade by

negotiating new listings there.
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Marketing reactions — producers and trade

In your marketing, how did you react to the changes and restrictions?
L )
.

all producers pecialty retailers  ®On

¥ Hochschule
Geisenheim
University

26

9) Delivery service as the safe means of the hour

According to the motto "if the consumer can't come to the wine, then the wine
comes to the consumer", every second wine retailer, every third restaurant
and every fourth wine producer offered a delivery service for their products.
This enabled a contactless and safe delivery of the goods without wine
consumers having to leave their homes. For restaurants, however, this
delivery service was only able to compensate for a fraction of the revenue,
as the ambience, flair and service of a restaurant visit cannot be delivered to

the customer's home.

10) Cost reduction necessary and public aid programmes used

80% of the businesses negatively affected by the crisis had to reduce their
expenses and costs in order to survive economically. Half of the businesses
postponed planned innovations and investments. Four out of ten companies
used public aid programmes, also to be able to continue paying employees.
One producer in five was forced to lay off employees. One in ten producers
surveyed took part in crisis distillation, which was intended to remove excess
gquantities from the market in many countries (except for countries such as
Germany where crisis distillation was not permitted). Across Europe, around
10 million hectolitres (more than one German annual harvest) were stored or

distilled as part of the crisis measures taken by the European Union.
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Business reactions — affected negatively by Covid-19

$ Hochschule
Geisenheim
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On the business side, how did you react to the changes and restrictions?

% of all producers and trade that were negatively affected by Covid-19

48
To awoid dismissing employees we used public SUPPOTt PIOGTaMS (6.0, o 40
short-term work) 38

Weused public subsidies aiding businesses during Covid-19  IESGEGEG—_—-_—_——_-G———————
We requested suspension of repayment of loans, taxes, lease or rent [ EG_--__—_GU_—-_IGIIESmus_ 25

payments
We had to lay off employees I— 11
We sold inventory below cost to free cellar capacity for the new harvest TEE.._o -

We participated in crisis distillation programs (if applicable in your country) T o

We bought less wine or asked for a delay in delivery o

Those busi

innovat:
(if applic
Four out of t , also helping them to keep their staff. Nevertheless,
one in five trade business had to lay off employees.

t

Change in consumer behaviour

11) Consumers spoiled themselves with wine

During the lockdown, retailers observed a higher willingness to spend money
among consumers, who for instance treated themselves to a special wine as
compensation for their cancelled trip abroad. Due to the fact that many
consumers spent their vacation at home this year, they also turned more
often to local and regional wines. The demand for sparkling wine suffered
particularly from the lack of social occasions and celebrations to which it is

normally drunk.

12) More price-sensitive customers expected in the future

The expected negative economic effects of the Covid-19 crisis will also weigh
on consumers' disposable income in the future. The wine trade therefore
expects wine buyers to be more price-sensitive in the future, but at the same
time hopes for an increase in demand for regional and sustainably produced

wines.

13) Only slow recovery of gastronomy and exports expected

Experts unanimously expect a slow recovery for the restaurant and hotel
industry. The majority expect further restraint and caution on the part of
tourists even after the crisis, and only one in three hopes for a rapid and
strong increase. Therefore, hotels, restaurants and their wine suppliers still
require a great deal of persistence to bridge this phase and survive
economically. Every third expert is optimistic and expects a complete
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recovery of wine sales in the gastronomy sector after Covid-19, which also

offers opportunities for new innovative business concepts.

Expected future global wine demand

¥ Hochschule
Geisenheim
University

What are your expectations for global wine demand after Covid-19?

In % of respondents.

Producers Trade

Will be higher Will be higher than

than bef Will be smaller .
S than before before Covid-19
Covid-19

Covid-19.

Will be smaller
than before
Covid-19

Saldo: -9 Saldo: -5

Will reach similar levels like

Will reach similar levels 3
before Covid-19

like before Covid-19

69% 6%

Overall, seven out of ten expect the global wine demand to reach similar levels like before Covid-19, both for producers and trade.
The share of those expecting a decline is larger than that expecting an increase. Producers are slightly less optimistic than trade.

40

14) Demand from the wine trade slightly lower

Four out of ten purchasers from the specialist wine trade, gastronomy and
hotel industry intend to list and purchase new wines from new producers in
2021. On the other hand, one in three trade businesses feels compelled to
buy less wine next year due to necessary cost savings and reduction of tied

capital.

Expectations for the future

15) Sustained effect of shift in sales channels expected

The experts agree that online trade in wine will continue to play a very strong
role after the pandemic. Similarly, respondents believe that wine sales via
food retailers will emerge stronger from the crisis. One in three also expects

premium wines to be sold via food retailers in the future.

16) Future demand for wine expected to be slightly below the previous level
For the post-Covid-19 period, one in seven experts expects a recovery in
demand for wine to the previous level. The proportion of respondents who
expect an incomplete recovery is slightly higher than the proportion who
expect wine demand to increase. The wine trade, with its focus on Central
Europe, is slightly more optimistic than wine producers with their focus on
Southern Europe. Wine producers from Germany and the New World, as well

as wine retailers, expect demand for premium wines to be stronger after the
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crisis than before it. The expectations of wine producers from Southern

Europe for premium wine are rather subdued.

Future strategic adjustment of the wine sector

17) Digital transformation of the wine industry accelerating

Companies from all parts of the wine value chain agree that digitisation will
play a much stronger role in the wine industry. Even though there are still
legal hurdles in cross-border online sales between EU countries, two out of
three experts agree that in the future producers will focus more on their direct
digital marketing. Also, 56% of retailers plan to increase their spending on
digital marketing and more than one in three want to invest in new ways to
reach their customers more effectively (digitally). In addition, the
advancement of digitalization in wine production will continue to accelerate
and experts agree that the Covid-19 crisis is unlikely to slow down this
process.

18) Covid-19 accelerates structural change and diversification

In the view of the experts surveyed, the sudden collapse of important sales
channels and export markets is likely to result in wine producers having to
diversify more to reduce their dependence and the risk of individual channels
and markets. This will only be possible through further business growth or
partnerships that allow further specialization in the sales area and ensure the
necessary sales volume. Two out of three producers surveyed expect the
Covid-19 crisis to have such a negative impact on the industry that some of
the producers will not survive economically. This will lead to a further
acceleration of the ongoing structural change, which will result in fewer but

larger businesses.

19) Covid-19 slows down sustainability movement in the industry

The last Prowein Business Report 2019 made clear that escalating climate
change has led to a growing commitment to sustainability in the wine sector.
However, the majority of measures to protect the environment require
investments by the businesses. Covid-19 has already led to the
postponement of investments and has attacked the economic substance of
many businesses necessary for measures to increase sustainability. Three

out of ten experts therefore fear that producers will not be able to increase
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their environmental sustainability and adapt to climate change as quickly as

necessary.

The study was carried out on behalf of ProwWein by the Department of Wine
and Beverage Business at Geisenheim University headed by Prof. Dr.
Simone Loose and her team. ProWein and Geisenheim University look
forward to continuing the success of the ProWein Business Report over the
coming years. By publishing this report ProWein provides the wine industry
with a unique market barometer for a long-term sample period and addresses
key issues in the industry with annual focus themes. We thank those who
participated in the survey and hope for continued active participation of wine
producers and marketers going forward.

Press contact ProWein

Christiane Schorn
phone: 0211/4560 -991
SchornC@messe-duesseldorf.de

Monika Kissing
phone: 0211/4560 -543
KissingM@messe-duesseldorf.de

Brigitte Kippers
phone: 0211/4560 -929
KueppersB@messe-duesseldorf.de

Further information is available at:
www.prowein.de or in the social networks
Facebook: www.facebook.com/ProWein.tradefair
Twitter: https://twitter.com/ProWein
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