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INTERVIEW

AS WE'RE yet to heor of anyone in the
drinks trade with a fully functioning crystal
tall we ore reliant on past infermation and
current  patterns  for making  future
projections. It's o form of educated and
Informed guesswork, and judging by what
we've published over the last 90 issues, it's
been preMy occurate. However, at the
conference hosted by the drinks business in
October lost yeas, Richard  Brown,
managing partrar at Cognosls Consulting,
prosented the ocudience with o set of
scenarics which were s0 comincing, it was
a3 though he hod a window into the future
ond we'd peerad in and caught o glimpse of
tomarrow’'s world,

The wsion, however, was not gltogether
cormforting, Economic recovery, be stressed,
will not mean business as usual, and his
forecasting  contoined five  outcomes
including what he called the “Austerity
Apenda® - a new ervironment of asceticism
that sees s0vings ratios soor (ses bax, pl5)

To undesstand more, we followed up the
conference presentation with an interview
at Brown's offices in central London where
he explained the basls for the projections.

“In the past decade, pramiumisction has
been the majar driver of profit growth in
spirits,” he begins, "as much as 60-80%
since 2001." However, looking at the
financial crisis onwards, "our onalysis
suggests some big changes and rebounding
corsumer confidence won't reignite the
patterns of the past”.

In other words, Brown belleves, “The rate
of premiumisotion will reduce and the rulss

THIS RECESSION WILL
DESTROY OVER £}50
MILLION FROM THE UK’S
MOST PROFITABLE
SPIRITS BRANDS

Reterring 1o his  Drinks  Business
Conference presentation - “Bye Bye to
Bling? Where are premium spirits headed
post recassion” - Brown points out that
premium  spirits are particularly GDP
sensitive. "Our model says that on averoge
they grow ot 2.5 timas the GDP growth rote.
If GOP falls balow 2% they den't grow at all,
And if GDP stalls, stondard volumes fall by
4%, premiums by 8%."

Hence in October 2008, assuming GDP
declines of almost 5% from peck figures,
Cognosis projected a premium  spirits
decline of 13-20% by mid 2010, Since
this forecost, Nielsen data has shown
octual deciines of between 4% and 7%, but
the Cognosis model suggests there's more
1o Ccome,

“Looking at pravious recessions such as
tha 1990-'92 downturn,” recalls Brown, *in
an uptum premium spirits log GDP growth
by 6-12 months. ¥ This means thot by the
beginning of this decode, the spirits
markat is just beyond halfway to the low
point. “Even without o 'double dip’,
premiums will decline in 2010.° In terms
of value, Brown believes this recession will

.

[ hinking ahead

Richard Brown at Cognosis Consulting believes that despite economic

recovery, the drinks industry won't return to the way it was pre-crash,

with premium brands really feeling the pinch. He tells Patrick Schmitt
his projections for the new decade

most profitable spirits brands.” Globally,
that's £2 billion. As for recovery, we'll have
te wait until mid-2011.

Permanent change

Over the longer term, however, Brown fears
more than just a decline in profits but
a mojpr and permanept change in
consumption potterns. As he says, Deep
recessions often tigger structural shifts -
Jopan's economic meltdown in the '90s
trashed imported spirits, replacing them
with locol premium shochus while the lost
deep downturn in Spain In 2001 coused o
switch from Scotch to rum.*

For this reason, continues Brown,
“executives ore having to ask themselves -
Is our core strategy right? Is it fit for
recession?”

Thankiully, os the econcmy storts 1o show
signs of recovery, Brown believes there is
Jass chanca of "a shock structural shift”. Of
the scenarios Cognosis hos identified, he
admits that some UK consurners are
definitely in the “Austerity Agenda® — but
for from all. W you are o small
manufacturing business in the West
Midlands you may have been doing well
two yeors ogo but suddenly business has
gone down you are going 1o live that full.
on ousterlty ogenda - cut right back on
consumption and down trade massively,

“But, one of the things that struck me
obout this recession is how partial its effect
has been. So if you go Into bars and clubs
arcund London right now it hos become a
habit to sit there fighting for spoace on o

of premiumisation will reshope.” “destroy over E150 milkon from the UK's  Monday night thinking ‘what recession?’
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because those people who are in a job, their
maoney is going further,”

Howewvar, they are not spending in o
consplcuous mannes, and a further scenano
occording to Cognosis encompasses the
ideo of “Luxury Shame". In essence, “thare
are areas of spending that can be described
as super dscrefionary which are being cut
back because it is lorgass and excess that &
out of fovour ot the moment, such as
popping Champagne corks in public. ¥

There's also *New Rules”, whereby the
consumer s increasingly questioning the
real volue of things — being more selactive
and discerning in their choices. This will
mean, telieves Brown, that the likes of
super-premium vodkas “are not going to
enjay the rates of growth in the future they

WHILE ECONOMICALLY

WE MIGHT BOUNCE BACK

I'M NOT SUREWE WILL
PSYCHOLOGICALLY OR
BEHAVIOURALLY

BIOG: RICHARD BROWN, MANAGING PARTNER

solutions” to their thorniest issues,

Richord groduoted from Oxtord with o first-closs degree in Biochemistry, He has 20
years’ client-side experience spanning morketing, manogement and strategic planning
in mojor mudtinationols including Coco-Cola, Guinness and Diages. As United Distillers’
planning director he led o team ploneering strategic change in a global business, gaining
hands-on axperance In over 50 countries. At Diagao, he played key roles in pre- and
post-merger integration. Richand’s client work focuses on business strotagy, orgamisation |
development and team bullding. He enjoys helping business leaders find “whole brain|

]

direction that is already happening and
happening faster thon ever and the big
Intarnational players are looking even
harder and faster 1o grow their bronds and
volumes In those markets,

*It's going to be an Interesting one to

offluent ore going to come increasingly to
the UK becouse there is still o grovitational
pull exerted by Europeon feshion brands
and Beitish heritage. The UK becomes o bit
of a playground. For exomple if you go into
Harrods, the peopls spending the: monay

have done in the past and | detect o scaling -~ waotch becouse morkets like India have  are coming fram outside Britain,*
back of superpremium cocktols”, tightly controlled markets and big
Essentially, os Brown summarises, “while  indiganous ployers which will not roll aver  New markets

econormically we might bounce back I'm not
sure we will psychologically or behaviourally.
That irrationol exubesrance we've sean In
the lost five ond longer years doesn't
seam lIkeby to come bock in the same form®.

Finally, among Brown's set of scenorios Is
the idea of “New Players”. “This i the
shift of economic power in an easterly

for international companles — so entry
strategies are complex. But that's whare the
fastest growth of high-nat-worth Individuals
are going to coma from and that's where
premium brands are more clearly set to
flounish than elsewhere ¥

He also paints out that “a lot of people
from Indio, China ond Russio who are

So what does that mean fee luxury spirits?
"Demand in the UK is from visitors or ex-
pats for iconographic categories — so maolts
should do well and so should deluse Scotch
because these are popular in India and
Chino, Cognac too will do well because the
Chinase palote seems particularly well
adapted to it,”
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; RVIEW

Unfkely becouse if bounce bock happens it wil be selective

AUSTERITY AGENDA: economic, sociol and politicol pressures conflate to couse
sovings ratios 1o soar

LUXURY SHAME: offluent consumers conceal premium purchases becouse of social
pressures and rising unemploymant

NEW PLAYERS: Asio continues to grow strongly releasing fresh waves of newly offluent
consumers who want to consume luxury goods

NEW RULES: UK consumers still buy luxury but need more reasons to justify their choicj

10 athers

BROWN ON INDUSTRY CONSOLIDATION

“This & really the only game in town and there’s mare play left in it yet,” says Brown,
At present he identifies the potential the-up between Modit-Hennessy and Diogeo. “It's
\0 battle between Gollic flair on the one hand and British grit ond determination on
[the other.” -
’ Then there's Brown-Formon and Bacardl; "American con do.ness versus Latinate
flavou
| “There's also the independants such as Gronts, and new kids on the biock: VJ Mallya
{and big Russian oligarchs with big bronds attached,*
! The lotter he says have "strotegies not |ust driven by a return on investment but an

emorional component: pride, 3 Innovation and engogement”,
- "It will be intaresting to wotch the interplay between the bigger players in emerging Cognosls Consulting is Thought Leader
Immiaot\dme major plavers left standing in the West ¥ Bﬂnﬁtothedrhkxbmu‘nas.

-

COGNOSIS SCENARIOS: FUTURE FOR PREMIUM SPIRITS m
BOUNCE BACK: the economy and GDP recover and premium spirits rebound strongly % 0 £4 million consultancy In}

terms of Siogs and drinks accounts for
40% of thae.

The compony focuses on helping
businesses with thelr corporate strategy -
in particular moking sure the right brands
are ploying in the right segments, ond
their marketing is eftfective.

Managing partner Richard Brown
records “thers & o sudden ond increasing
demand for scenado planning which has
been absent for best pant of o decade” -
o speciality of the Cognasis approach.

*"We design and deliver plenning
processes that get top teams engoging
with strotegy. in o porticular  way
that  builds  emational beliad, *
explains Brown.

*We've worked for over 20 of S0 of the
world’s largest spirits bronds.*

The company describes its opproach as
"Whole-Mind Planning®. This Is "rgorcus
ond fact based, but also emphasises

Interestingly, Brown makes the further

o::‘r: 'ho; lmerm:ﬂc:rmIdrmﬂw.-t.f v ing budgets  |F | FEEL YOUR BRANDING

“chose the return, ond it this is in

s e ding et e m::m ,E: IS ONE BIG CONFECTION

N'mel b;m ""m"f"“‘:? PURELYTO GET METO

vertiing - ond ' could becoma o 51t PART WITH MY MONEY

"';“’“i’ cycle in the LK™, - THEN WHY SHOULD |
aving considered the five scanarios,

which doss Brown think is the most BE INTERESTED?

Fkoly? *| don't see full.on bounce bock to
where wa were and | don’t see full-on
ousterity ogenda becouse part of the
thinking was that GDP decline was only
part of the story - it's the after wash of
rising unemployment that causes people
to pull In even maore and the numbers
we're hearing for unemployment ore not
rising amything like the rates we thought
thay might.

"The focus is on the neor cerainty of
new players. The increasing Importance of
BRIC ond emerging markets ond the
acceptance and learning to live with and

thrive in new rules — and new rules is
about either adding rational supports for
consumers to buy premium brands or
pump up the emational attochment even
mare — and that could be about attaching
your brand more closely to respected
celebrities of incorporating soma form
of personalisation.”

Ona aspect thot |s clear for established
markets s that it is time to say goodbye
to bling.

“What five years ogo passed for artistic
decanter suddenly looks rather trashy,”
exemplifies Brown, In ploce the likes of
social responsibility and tronsparency are
cruclal, "If | feel your branding = ome big
confection purely 10 get me to part with
my money then why should | be
interested?” says Brown.

"The future consumer wonts something
that looks and fesls cuthentic and when
you pick at i1, s *

In other words, #'s wp 10 the berand
owners 1o odagt. db
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