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Since 2003, the wine market has experienced an average annual growth rate (AAGR) of 17
by volume and currently holds a retail value of 7.15 billion dollars. Over the same time peric
Chinadés i mported wine mar ke tldinggacsrrera cubtoms vakie
$381 million. Overall, 51 percent of wine is sold in theti@ue sector; the rest sold in the-tviide
retail sector. Of retail purchases, 86 percent of bottles purchased were priced below $7 in Z
Three exportingauntriesi France, Australia and Chileomprise 70 percent of the imported win
market, while four domestic companies control 27 percent of the total wine market. The Un|
States ranks fifth in terms of value among countries exporting wine to China, |tsing market
share in a growing market.
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Introduction

Otherr eporting systems in China use the ter
fruit alcohol, also including rice wine.
grape wine unl ess o-bases wime ssoe airned i ccoamneodn. | y A
include all traditional Chinese spirits.

Further clarification is required for the
income minus government withholdings such as income taxes and socrélysamitributions.
ADi sposable incomeo gives a better wunders

the reasoning behind its use.

Executive Summary

Since 2003, the wine market has experienced an average annual growth rate (AAGB9roea
by volume and currently holds a retail value of 7.15 billion dollars. Over the same time peric
Chinabés i mported wine market has grown by
$381 million. Overall, 51 percent of wine is sold e toritrade sector; the rest sold in the-tvéide
retail sector. Of retail purchases, 86 percent of bottles purchased were priced below $7 in 2

Although wine exports to China experienced gpéécent growth over the year prior in the first
quarteof FYO09, second quarter numbers il l ust
market setback, projections continue to forecast an annual growth of 12 percent yearly for tr
five years.

Presently, target wine consumers are aged4%and primarily reside in urban areas with highe
than average disposable incomes. Higher education and exposure to Western culture amp
markets openness to new imported wines. The selection of adequate distributors and a brau
strategy arehte keys to the market development.

I n 2008, Chinad6és 453,000 hectares of vine
t he worl dbés market. Using about 10 wipegiesc e
produced 665 million liters of wine in 2007, which was up 34 percent from the year prior. Of
500 wineries, four domestic companies control 27 percent of the total wine market: COFCO,
Changyu, Weilong, and Dynasty. With foreign investmentsarehmlining production methods,
domestic producers are catching up to western production capabilities, leaving a small wind«
opportunity for new market entrants.



Still, production methods of Chi na 0 gronping i
countries to export to China in the last nine years. In 2008, just over 50 countries exported \

China. Three countries control over 70 percent of the market for imported wines: France, At
and Chile.

Leading domestic compaes and exporting countries remain highly active in marketing and
promotional strategies as well as creating a wine culture throughout China. Commitment, cr
and sound marketing continue to fuel odfduch
practices promises to win the United Stat
biggest problem in the China market i1is | a
States and quality wine. Cooperation betweerodgps, trade groups and Agricultural Trade
Offices in China could remedy the situation.

Section I. Market Summary

A. The China Wine Market

A.1 Current Market situation

Although grape wine in China has a history spanning over 2,000 years, it is lygnenatived as ¢
foreign drink, always a distantrunrerp t o beer and traditi ona-
based wine. The | ast two decades have br
culture as well as its first signswfo ment um wi t h Chinads consu

The wine sector is experiencing remarkable growth rates, albeit the market is starting from a
nonexistent base. Since the year 2003, the market has experienced an average annual gro'
(AAGR) of 17 percent bymume and currently holds a retail value of 7.15 billion dollars
(Euromonitor) . Over the same time period
AAGR of 37 percent, holding a current customs value of $381 million (WTA). Imports compl
percent of the market volume, but are poised to gain further market share as domestic produ
remains in development. Growth rates suggest that increases in demand will exceed domes
production capability.

Trade data for fiscal year 2009 (FY09) shahat for the first quarter (Oct.ilDec. 31), which was
during the initial symptoms of the global financial slowdown, exports to China remain unfette
with a 46percent increase yean-year for the quarter (WTA). Preliminary measurements for t
secol quarter, however, demonstrate the mar
di sappointing decline, Post epercent annual inareasel in
the grape wine market over the next five years.



Wine market potential: driving forces and negative factors

In efforts to preserve grains for food production rather than alcohol production, members of 1
Nati onal Peopleds Congress in gener al ass
wine consumptiomver traditional graindased wine. The effects of such a stance have been
amplified due to a flurry of food safety scandals and growing health concerns.

The ongoing cultural shift towards health awareness can, to some degree, be credited to tlk

policy. The children of this generation
undivided attention of both parents and both sets of grandparents as well as their concern fc
chil dés health. T hin @irn bema@ihcorgorated intoghe tivesaf tHe pafr

and it is safe to assume that the trend will continue as thehildegeneration transitions into
adulthood and has children of its own.

Chinabds wunpar al | e9.%pdrceatinogeal Gross OomgstioRrodutt (GDP) a y
over the past decade is providing new income to consumers and giving them the means anc
opportunity to purchase new products to pair with their newfound higher standard of living. |
truetowire 6s I mage around the world, in China

purchased to solidify the burgeoning midd

Furthermore, since China established its currency (Renminbi, or yuan), it has peggee its trag
U.S. dollar at various set points, until 2005 when China patrtially lifted restrictions allowing th
currency to adhere to a floating exchange rate. Since then, its value has appreciated by 21
against the dol | ar sabilitydoapurthase highar quantities oplwpryirhpa
products such as wine.

In the gift giving culture of China, alcohol has traditionally been a staple but usually in the foi
harder | iquors. Fuel ed by lbenoemidgsa cgmmensgiftiog
friends, family, and business associates. Evidence of this can be found in the high sales spi
the Chinese Lunar New Year, which is typically in January or February.

Red wine continues to be favored by consumers pilyrfar cultural reasons discussed in Sectio
[.B. Such focus on red wine may owsaturate the market and drive the price for reds down in-
but has yet to do so in the current market.

In 2008, 86 percent of individual wines purchased in retaiétsuvere valued at less than seven
U.S. dollars (Euromonitor). Although the market is mostly price driven, key industry players
suggested that tremendous potential lies in the high end price ranges as well as the low. Th
noted that the midange section presents problems because uneducated consumers tend to
trade up or down from this price point.



In the beginning of 2008, Hong Kong eliminated all duties on
wine imports causing a massive influx of product to enter the

Market Onick Facts

island. Since then Hong Kong has served as an untaxed hub

for

foreign goods to Mainland China. However, the value of the
method has yet to be realized as the island is treated as a se
entity in terms of trade. This change offers hope that China n
lower its duty rates further from what was done in 2004 to

N

ape wne market is
Al at $7.15 bilion in
Aetal Value {Furomoniton)

correspond with their admittance to the World Trade
Organization (WTO), but as it stands, wines entering Mainlan
China through legal channels are subject to full duties.

|®N

Hindering the imported wine magkis a streamlining domestic

*Imports are valued at
+£381 milbon dedared
value and averagag 37—
percent growth yearly
{(WrA)

market. Though still in its early stages, foreign investment in

capital and technology will eventually bring domestic vineyarg
up to par with the rest of the wine world in terms of quality an
production efficiency.

[da)

S

Market is forecastio

grow by 12-percent annual
mreases over the next

fwe years {Buromonstor )

Local production companies have well established distribution
and marketing channels with widely recognized brands. Man
domestic brands lack quality but are inexpensive. Local wine|

0 <

>»Bghty-six percent of
retad wine purchases are
less than 7 ULS. dollars

{Eromonstor}

remain the highest contenders for market share, though they

have been unsuccdal in capturing the perceived class and

allure of foreign wine.

Some foreign producers are carving out larger pieces of the pie, but these are either the first
r both. This castitaube a majo

market or are currently investing highly in promotional efforts o

challenge for new market entrants, yet offers hope to those willing invest in the sector.

The United States maintains a trade surplus with China in the agricultural sector and U.S. pr

are highly regarded as both safe and the begiafity. However, t
recognized as a quality wine producer, or a wine producer at a

U.S. wine exporter China.

A.2 Domestic Production

China is a wingoroducing country with over 500 wineries in ope

he United States is not

Il in some cases, by the Chine
consumer. Recognition of the United States as a major wine producer is the biggest obstacl

ration, ten or so of which are

producers. The top four domestic compa@€3-CO, Changyu, Weilong, and Dynastntrol

over 27 percent of the entigeape wine market in China. These

companies will be discussed

greater depth in a later section, but in general each has nationwide distribution, high brand

recognition, customer loyalty, and a well defined niche.




Of Chinabds 14 mmadnéntcoopland, 458,008 rgs
hectares are designated to growing grapes; outpacing the
planted area of Germany and the United States combined
(winesi nf o) . Chinads grape pr|0gddiddod duflesic S | I
for nearly 10 percent dohsin himi{uﬁ@aﬁmgr a
2008. China is ranked third in this regard, under Italy and

Dﬂméstic Pl:nElur:tinn
ata Glance

A4

France, respectively. Of the total grapes produced in China,| | *453,000 hectares

approximately 80 percent are consumed as fresh table grapgd, designated as vineyards

10 percent are reserved for raisin production, and the rest for L {"mes-infa}

making wine and grape juice. »China accounts for nearly
10% of world grape
production {Eurcimoniton }

China has one of the largest fresh fruit markets in the world
with increases in demand across the board. The grape market ¥roduced over 665
experiencing a 10 percent increases in demand, with preferenc&dion Bers of wne n
towards local grapes due peice and freshness. With a 2007 {Furamonitne
growing demand for fresh local grapes, it is not likely the d »Domestic red retad price

current 80:10:10 processing ratio will change dramatically and ranges from $1.09
allays fears of a pending flood of domestic wines to the mark  $57.66

Major vineyards and wineries are
loca ed in Chinabd
the Bohai Bay rim, in particular
Hebei and Shandong provinces,
and in its fafflung western
province of Xinjiang. These aree
China's eastem wine- which are about the same latitud
prodUCing region as the south of France. Domesti
[Bohai Bay Rim) . . .
- wine production volume varies
amongst reports, but in 2007 it w
estimated to be over 665 million
liters. Production was up 34
percent from the previous year a
is set to continue growth through
improved methodology and
efficiency. Initial measurements for the 2008 production maéluhowever, estimate only a five
percent growth and suggests production is hitting some upward limit.

As of June 2008, the average-tifide retail price for a domestic red wine was $9.62, at the Jui
2008 exchange rate of 6.82RMB to one U.S. dollaiis ha dramatic increase from previous F/
reports and suggests that the average has
experimentation with higher quality wines. Prices range from $1.09 on the low end and to $!
the high end of the markett is important to reiterate that 86 percent oftoeide purchases were
below the $7 mark. This is a segment still mainly dominated by domestic producers. Simila
restaurants, the least expensive bottle of domestic wine is priced $5 to $1thkanvire least



expensive import.
Al n Vino Veritas?o

Chinabs domestic wine has been uwdewehohave r u
guestioned its poor quality and unregulated production. Some critics and wine enthusiasts
proclaimed Chinesewie was nothing more than fAsugar
grape juiceo and that they simply fAcoul d
an undeniable reality of the sector.

Some domestic producers blend in botiported wine and pure alcohol during production and |
it Adomestic wine.o Some domestic produc
tastes. However, the National Grape Wine Standard of January 2008 was supposed to elim
poorquality wines from entering the market through the enforcement of the 2005 standard,

GB15037. Though imported wine is subject to these standards, in the domestic market enfc
is inconsistent. Nevertheless, progressively more domestic produceesasirggcsuch practices or
their own to improve the quality of their label and reach the newly enforced certificate stande

Joint ventures with foreign wine companie
and Changyuods parCtarsdred hi hawiet heGrpeuwWp e hi nce
i mprove production technology, and | evera
producers are investing heavily in marketing and brand building, pushing imported wines up
value pyramid.

A.3 Import Market

The blending and unregul ated production n
wide open. First to market suppliers have been capitalizing on this gap in a big way. Since
foreign wine imports to China haveagvn 274 percent in total volume; 464 percent since 2001.
contrast, during the same fiyear period, since 2003, the total market has grown by 91 percel
Import growth has hovered close to the actual volume added to the total market, significantly
supassing it in 2006 and 2008. This reveals that either new consumers are more likely to b
imported wines, or existing consumers are buying more or trading up to a foreign brand. Eit
situation bodes well for the future of the import market.

C h i rdentasd for wine has attracted exporters, large and small. In the last nine years, ove
countries have thrown their hat in the ring. In 2008, just over 50 countries exported wine to |
the decline showing that the market is not for everyone.eés s Table 1, France is the import
| eader, controlling 39 percent of the mar
the United States has experienced tremendous total growth this decade, in value by 912 per
volume by 618 percénit has yet to regain its teyear peak market share of 8 percent, held in 2
This illustrates the point that the United States, much like the rest of the world, has found it c
to keep up with French wine export growth to China.



Bottled and Bulk

Chart 1: Imporied Ihtll:ell Wine Market
Of the $381 million Market Shares in 2008
Top Mayer Value

import market, $276
million sold in bottled
form in 2008, with :
France the leader in A

this as well, United
controlling 46 percent _States
of the markdgtos Do,
Chart 1 shows current -
market shares, in Chile
terms of value, for 3%
imported bottled Spai
wine. A point that is ~=>pain
even more telling of : 4%
Franceds dorminan ._All Other
that over the past : 12%
three to four years,

while all other top Word Trade Alas

countries aside from France remaives the leader of the pack while the United
Argentina have lost Sales moves ap o mumber foor.

market share, France

has gained, in terms of value, for both the bottled and overall marketbottled market is
presenting itself as an area of comparative advantage for U.S. wine. The United States is re
fourth place in the imported bottled market. This in contrast to positions as low as seventh i

of bulk wine volume.
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When comparing value and volume standings, the United States, Chile, Germany, and Arge
switch positions, respectively. This shows that even in bottled form South American wine is
expensive than other imported competition. This speaks wehdarcompetiveness against
domestic brands. The average price for an imported red wine is $17.55 a bottle; nearly $8 n
a domestic alternative.

Clearly the imported bottled import market is more dynamic than bulk, with 75 percent of the
value and a faster average growth rate. From 2003, bottled and bulk markets have encount
and 12 percent AAGROs, respectively.

The standings in the bulk wine market are significantly different from those of the bottled ma
(See Table 1). Thecha bel ow demonstrates how Chil et
product pushes them to ranks of one and two, respectively. The United States holds 5 perct
bulk value totaling $4.4 million, up 95 percent from last year; and 4 percdmg sblume, which is
up 50 percent. Chart 2 illustrates the overall bulk wine picture.

) ) Reliable numbers are har
Chart 2: Bulk Wine Exports to China, 2003-2008 o come by, but anecdota

Major Exporters Past and Present evidence and industry
interviews suggest much
the bulk wine is still mixec
with local product, some i
proportins equal to
international standards,

120,000

100,000

E 50,000 :EI:;:ntina while others far beyond

g BFrance exceed what can be

S s0.000 glst:;"i'n acceptably labeled as

w; o mUni=d seares |- dOMeStic but is labeled as
, B Al Cther such nonetheless.

However, total volume is

20,000 . .
beginning to plateau,

a . : | signifying that the

2008 2004 2005 2006 2007 2008 domestic industry may be
Worid/ Trade Atkas ceasing to relpn mixing

Total bulk volume begins to plateau. as a steady form of growt

Meanwhile, Chile remains number one. (See Chart 2). Still,

outside of bulk wine
allotted for mixing, some product is shipped to China for bottling under producer labels or un
private Chinese label. In both cases, they are still labeled as impontghieir respective country,
yet by bottling in China these wines can effectively lowered production costs.

Local traders watch tentatively as the market evolves, paying close attention to trends as the
emerge. Be it in bottled or bulk form, China Imag only proven to be an ideal outlet for the graj



glut, which sometimes plagues successful wine producing countries, but the largest develop

market for premium product as well.

B. Consumer Analysis

Chinads skyrocketi ng ealihofrso n
urban citizens. In major metropolitan cities, disposable incon
is nearly two times higher than the national average; and clog
to eight times higher than in rural areas. The disposable incg

/ h a«< 1l Ncr 229 Q ¢

h

Oreaemner heck Facts

d

p

=

hér'l'he burgeonmng  meddie

national average has grown by an AAGR of nea#lypercent and upper dasses promese
over the last five years. From 2007 to 2008 disposable incon
increased by 24 percent and is currently $1,724 per capita. W G ——— -2

The highest average income demographic is aged 25 through |38 wine
with a disposable income of around $2,500. Represetitang
majority of the uppemiddle class, this grouping encompassesg
over 321 million people. Euromonitor notes that the most
affluent population is aged forty to fortyne, including roughly
50 percent of the income bracket of $40,000 plus and close tp| Gowme drinking prachices

percent of those earning over $100,000. This-teetio vary greatly from Western
population has already shown considerable interest in wine, WM

increasingly more private wine dinners, notable auction »Sizable expatriate
purchases, and private wine cellar installations. populations, predisposed

General Popalation
ol |-}
Population 1,322,971,.800
Annual Disposable Income
Per Capita $1,724
Wine Target Market
Pl |-
Population Aged 25 - 49 535,203,600
Average Anmual Desposable
[[Income Per Capita $£2.750
College
Educabon Graduate
Location Urhan
Sy {Male:Femnale} a0:40
Smrce: BEuromonstor and
ATO Research

| lagh fubire growth.

=]

yourw] and generally
unfamiiar with all aspeds

>Brand loyalty and
affordability determine
CHEAETAON.

wmne, ive n

metropokses of Chna

Beyond prosperity, thepening of the economy has
brought about a sharp contrast in consumer beha
between the young and old. The younger genera
is more educated and more exposed to Western
culture; therefore, more willing to sample a higher
priced imported wine. Many afiem have studied ¢
traveled abroad and are eager to bring their new 1
home. Market comments suggest that the saving
is significantly lower in younger demographics,
which are more likely to spend incomes on leisure
Although the national saws rate has remained
constant and there is no further data to support th
generalization, it has been a recurring statement
during industry and social media research intervie



Women and ALittle Emperorso

With increased health consciousness related to wines, wo
that culturally have not been encouraged to drink alcohol n
add wine to their drink lists or those that already drink alcoh
switch from local spirits to a healthier alternative.
Furthermorewi ne6s wel | establishB
prompts a greater percentage of Chinese women to partake
than other Asian countries. It is estimated that 40 percent ¢,
wine drinkers in China are women. :

One-child policy promotional
advertisement, circa 1920'

Also, China's one child policy has left a large dgnaphic of
young, only children, with greater disposable income that are receptive to foreign products a
willing to try imported wines. These trends have opened up lucrative markets that local indu
capitalizing on and U.S. wine exporters canearg

AGood or bad, i1t iiExpMyatedroCGhinaga ryds Wi neo

Several million expatriates called China home in 2008, with another 26 million overseas visit
reported in 2007 (China Statistical Yearbook). As China becomes more of a financidiquosee
and its tourism industry continues to blossom, these figure will only increase in years to com

Industry interviews in the specialty

Chast 3: Select Asian Markets retail sector have noted that their
Wine Consianpiion

Litess Per Capita most frequent customers are

. neighborhood expats kndsdgeable
of wine-food pairings, yearning for
taste of their home. While this
demographic may seem small

s China . compared to the total population ¢
. China, it is a demographic who ar

4 Japan . already prone to buying premium
| wines.

# Sputh Krea

# Hong Kang Consumption Set to Soar

. Chinabds grape w
.................................................................................................... Consu[nption of 0.7 liters is low
China’s per capita wine consumption is when _com_pared Wlth. Western
predicted to surpass those of most nearby countries like the United States (8
neighbors within five years. |_)’ Eng|and (21_2 |_), and Canada
(15.2 L); and still comparatively lo
in contrast to other Asian countries such as Japan (1.8 L) and Hong Kong (0.9 L) (S&.CRar



sistance to drinking grape wine comes from the older generations mostly, who are accustorr
grainsbased wines. However, based on discussion with the local media, the younger popul:
losing their taste for graiAsased rice wine due taaying concerns over health and taste. In

correlation, consumption statistics show that non grape wine consumption is increasing at a
slower rate than that of grape wine. Furthermore, in five years, grape wine in China is proje
catch up andwpass consumption in Hong Kong, which in its own right has become an impor
hub for wine culture not only in Asia but in the world. South Korea is also an important regic
consumer market, and i s Asi aods ntrédasinggublicar g
awareness of well being and highly publicized health benefits of grape wine to continue the
trend and transition away from Chinads tr

Because low priced domestic brands are the most popularly purchased prodogtiysntime

consumers are basing their initial preferences and expectations on wine distinct from those f
imported from traditional wine producing countries. The average consumer knows nothing &
wine attributes. Beyond domestics, awarermdgereign wines is strictly relative to the investmer
level and time in the market of a given country. An example that speaks to the awareness o
wines in the Chinese market occurred during a research interview with a local lifestyle news|
The Agricultural Trade Office (ATO) Shangh
China?bo OQut of all the media representat
only to come up with the answer after the second round of pronthgnguestion. Not surprisingl
even though the United States is ranked fifth in the market, when an importer tells a potentie
consumer that, for example, Washington wine is unique because the climate allows produce
control water contact, thecansner wusually asks, AAmeri can:

AnWhat 6s the Occasion?

At present, many wine purchases by local Chir
fall largely into two categories: banquet dinner
purchases and retail gift purchases. Formal
banquet settings involve the ordering of exgiee
: dishes and drinks to demonstrate respect for g
o or colleagues. As of late, red grape wine

( G T & frequently substitutes traditional white grains
based wine at official banquets, especially for
toasts. This practice has been encouraged by
Chinese gvernment in attempts to improve hee
and reduce levels of harmful inebriation. For more information on gift giving in China refer tc
GAIN report CH8402.

ATO Shanghai Director entertaining
guests during a trade mission bangquet

Preferences

Cabernet Sauvignon is the dominant favorite among consumers in China, followed tgrdag
and Merlot (See Chart 4). Also, as mentioned before red wines outsell white and rosé comb



clinging to nearly threéourths of the still grape wine market.

fRedo Chart 4: Preferences
Brealul own of Consumptson by
Grape and Wmne
The red color holds Eormminr

Cabernet Sauvignon 290G

positive connotations in = ;s
Chinese culture. It {
SymbOllZGS\}OCd :z ...... [ § I

| L

fortune, happiness, and " | =

celebrations. b =

Traditional Chinese ia ¥

weddings call forthe & | - | e

bride to wear a red £ e i - S

dress (as opposed to £ ’ - £

white); and red signs, o 4 I AL

lanterns, and envelopes t i: £ : -

adorn virtually all | 535 &

surfaces during the se s A3

Chinese Lunar New { TE a0 "o

Year Festival. " L--;fi,,.,,,,,,.,,,.,.,,,,..,,,,.,i_iiiiiiiiiiiiiiii.,l.-l,,,-l;.,.;,,,,,‘Ziiiiiiiiiiiiiiiiiiiiiiiﬁﬁﬁi}“’
Fonch 1 a%] Whits [Ldtoy Rose 1¥4L)

Cabrmoet Soarvpreo Losrers abave the et ac Cle ore<t drook vanetal e Clioa,
Resultsof blind tastings Chardnmmayara dstant secvad
indicate there is promise for American wines. In taste tests, Chinese consumers showed a |
for the fruitier flavor of U.S. wine. Other wine consulting industry experts claim dry wine is tr
preferred selection. Separate rép@ccount that dry to serdry wines account for 585 percent c
all wine sales, dry red being the most popular. In this emerging market, clearly taste prefere

still forming.

ADar e t o Sp e i Gonsumer |Qyakyltoi Valyed Products

Further conflict arises between brand loyalty and price sensitivity. Consumers are more willi
buy inexpensive wine rather than running the risk of buying an unknown relatively more expt
wine that could be of poor quality. In this regard, therall market is highly priceensitive,
leaving a niche market for pricier imported wines. However, consumers also rely heavily or
of mouth and popular opinion in determining their purchasing decisions in place of their own
knowledge. Typicalistsi st at ement made by a key indus
their | ooking for. Once a | abel IS assoc
This behavior is one of the reasons why domestics and French wine sales)avieicurvived the
vetting process, remain strong and recognizable. Once established, brand loyalty is likely. V
purchasing imported wine, Chinese consumers need to feel like they are getting value from
purchase.



NfnGan Bei! o

Drinking alcohol duing celebrations and other gatherings is deeply rooted in Chinese culture.
time for friendship, business, and different degrees of bonding. Such well followed tradition
excite producers of all alcohol, but for wine producers, developauifare of wine consumption
with food still has a long way to go.

Traditional drinks’ beer and grain windsare typically served in oversized shot glasses and ta
as such. Throughout the occasion, ondrycug p
(the equivalent of toasting ficheerso) in
practice for grape wine replaces the cup for a traditional wine glass, but drank in the same fe
with just as many toasts. Further exotic custonmmopular wine drinking include the mixing of ic
fruit, juice, or Sprite to dilute the taste, despite the price, vintage, or general quality that is sc
regarded in Western circles. These customs are quickly changing as consumers become b
educated about wine.



C. Competition
P Chart 3: Top Wineriesin China

Market Share 2008
C.1 Leading Domestic

Companies

Out of China
wineries in operation, four
domestic companies
control over 27 percent of
the market. They are
COFCO, Changyu,
Weilong,and Dynasty,
respectively (See Chart 5).

@COFCo
OChangyu
OWednng

alymacty
aall Other

COFCO

COFCO Wines & Spirits
Co. Ltd. is a fully owned
subsidiary of China

National Cereals, Qils Fouwwr dowsestic ocompanies ool owver a quanber of e enfire sEiK wine
markel.

Bl

and Foodstuffs
Corporation (COFCO):
Chi nacéoswnedt at
company for food COFCO__Changyu

processing, Statel.-l— ) i o "
manufacturing, and controlled]  Publicly | Privately | Publicly

Weilong  Dynasty

) ) Type of Ownership subsidiary] Traded O e Traded
tradlng. COFCOis a AAGR 19,7 0% 19, 20% 21.60% 11.70%
diversified conglomerate , _ e = S e
listed 398th in Fortune Average Profit Margin Syr| 17.7%9 21.31% [ 15.14%

. ~ Hong Kong Shenzhen A Hong Kon
Magazineds Gﬁt%kbE’ﬂ:']a"gqsOO 4 keng g eng

index in 2008 and has lgrand Ranking
five listed subsidiaries, by Region

one of which being China | E3st 1 2 = 8
Foods Limited, the Central 1 2 : 3
. h l’ . Morth and Mortheast 1 2 5 3
investment holding Northwest 2 1 MR MR
company controlling South 1 2 4 3
COFCO Wines & Spirits Southwest China 1 2 M 3
Co. Ltd Soyrce: Eyromonitor
' ) Motes: 3-Dats from 2005

COFCOcoked its first wines in the early 806
competitor, Changyu. Its established distribution network as a foodstuffs monopoly has mad



the market leader, pushing its brand Great Wall to the top rankednrearly every region in
Chi na. COFCOG6s wine volume has grown by
2007. The 2006 financial data for COFCO Wines & Spirits Co Ltd. shows a profit margin o
percent, but China Foods Limited haswe fyear average net profit margin of 4 percent.

the market leader, pushing its brand Great Wall to the top ranked wine in nearly every regior
Chi na. COFCO6s wine volume has grown by
2007. The 20®financial data for COFCO Wines & Spirits Co Ltd. shows a profit margin of :
percent, but China Foods Limited has a five year average net profit margin of 4 percent.

Successful Business Practices

Great Wall wine production is headed by three winehas prior to 2006 were partially owned
subsidiaries and competed against each other for market share. Realizing the error in this b
structure, COFCO Wines & Spirits bought out the remaining share holdings, integrating the 1
under one commorabel.

That same year, Great Wall was awarded sole advertising rights for the 2008 Olympic Game
Leveraging the allure of the games, the company entered the high value market by producin
Olympic-themed wine and engaged in unprecedented Chinese wimefions during the games,
ultimately projecting the Great Wall name and awareness of Chinese wine worldwide.

The companybds website boast:
regions. Though tangible amounts were not provided, industn
insiders say COFQ leads Chinese efforts in this regard.

In 2003, the company established a relationship with China
Agricultural University, putting in place a viniculture and wine
making program for higher learning. The program has acted i
C O F C nais talent pool for new employees.

COFCOG6s own distribution network reaches
imperfect. Loosely structured secetier distribution has proven defective in placement
management and the company glém centralize control.

Beyond still grape wine, COFCO Wines & Spirits produces labels in the sparkling wine and r
grape wine categories as well. However, its market shares in the respectively small sparklin
market and highly segmented Rgrgpe wine market are not very significant.



Still ranked number one in -
share is down 2 points from 2007. Primary sales are still in
low-end to low midend price bracket. However, COFCO has
recently been experimentingtiv high end lines. Currently,
there have been no talks of a spifoption away from China
Foods Limited.

Changyu

Established in 1892, Yantai Changyu Group Co. Ltd.,
originally Zhang Yu, was Ct
Now, through its subdiary Yantai Changyu Pioneer Wine Cc
Ltd., it is the second ranked company in the market controlling
six percent of grape wine sales in China. Yantai Changyu Group Co. Ltd. and Yantai Chanc
Pioneer Wine Co. Ltd. are generally interchangeable undeathe Changyu.

Formally a stat@wned enterprise with ownership from Yantai city (Shangdong Province)
government, the company has since experienced a series of buyouts culminating with the 1¢
listing on the Hong Kong Stock Exchange under a B share sc¢h@rnsing on attracting foreign
investment. The company made an additional A share offering in 2000, leaving the Yantai
government with only a 12 percent stake in the company and the rest held by Changyu and
entities.

Domestic consumption vatoe for Changyu has grown by an AAGR of 19 percent reaching 4&
million liters in 2007. Current financial statements for Changyu report a five year average ne
margin of 21 percent.

The 100 plus year old winery recently received internationarietydor taking the 10th position
amongst the worlddés top 10 | argest winer:i
Forbes.com | ist fAiAsia's 200 Best Under A
two wineries listedash t he only from Chi na. These ac
global competitiveness and name recognition.

Successful Business Practices

Reports say that Changyu is one of the largest manufacturers in China, employing 4,000 pe:
producng 120,000 tons of grapes annually. The company reaches outside still grape wine ir
sparkling, cider, and brandy markets where it holds top billing in all three categories.

Rather than have nationwide distributors like its competitors, Changyibdiss to 29 provinces
and municipalities through a vast network of distributors, wholesalers, and retailers that is w:



3,000 members strong. Such a network based on individual relationships and profits on the
competitive advantage of its smallerore specialized members, but is quite time consuming tc
maintain.

With its growing recognition as a world
wine player, Changyu wine is becoming
more focused on the miehd to highend
products, raising production standards
accordingly.

Noteworthy jont ventures have been

formed with the French based Groupe
Castel and Canadian based Aurora Ice Wi g
Co. Ltd. The gem of the Cast€hangyu . ;
joint venture is Chinadés first and | arges

wine industry ® China: wine tourism and barrel ordering. The latter is fully accessible throug
companyo6s el aborate interactive website.
Chinabés tourism industry i s mus hreareadyipopginga
on websites.

The relationship between Yant ai Changyu a

wine chateau. It single handedly doubled global production, cornering approximately half of
world ice wine market.

Weilong

Yantai Weilong Grape Wine Co., as the name suggests,
also located in the famous Yantai area. The privately ov
company was established circa 1988 and claims distribu
to 30provinces and municipalities. Even though the
company has had as high as the second market share p
in recent years, there is virtually no information to be fou
on its business practices. What can be affirmed is that

ﬂ w Weilong has the highest AAG# the top four: 22 percent,
— and in 2007 the company had 41.3 million liters in dome:
GRANB Bﬂﬁﬂ" sales. Outside of still grape wine, Weilong is tied for sec
place for most volume sales in the China sparkling wine

mar ket . Based on We ntlowoercan

infer that they focus on lowend priced products.



Dynasty

Ownership and conception history of Dynasty is far less g
complex than its competitors. Established in 1980 as a joint
venture between Tianjin City Grape Garden and Remy Mart *
the company then went public on the Hong Kong Exchange.
2005, with Remy Martin remaining as its top investor. e

In past years, Dynasty had traditionally been number two in
the market. However, in 2007 it experienced a slight shortfa
in production growt causing it to slip to the number four spo
It currently holds 5 percent of the market. Dynasty has gro
by an AAGR of 12 percent in terms of domestic production
volume, with a 2007 volume of 36.5 million liters. It holds a
five year average net pibmargin of 15 percent. '

Dynasty gift set with bottles
resting in a traditional satin-
like bed in a red box, Itis a
typical Chinese, Lunar Mew
Year gift,

Successful Business Practices

To offset recent production shortfalls, Dynasty has entered
a relationship with an Australian wine company that relies on
Australiabds complementary growing season.

Over the years, the compahgs actively purchased imported oak barrels to improve productio
quality. In recent months it has positioned itself to acquire inexpensive, high quality oak bari
further advance quality production, while maintaining minimal expenditures.

Focusomgual ity production has been a part of
strong guidance from Remy Martin. Dynasty focuses on premium products and has traditior
been the staple drink served at state banquets and Chinese embasstasdsorld

While focus is on quality, the company has products placed across the price spectrum. To
products, Dynasty enlists national distributors to reach all provinces, autonomous regions,
municipalities, and special administrative regionsegoed by China. Despite its recent drop in
standings, Dynasty remains a name most associated with quality Chinese wine.

Lingering Industry Past

As astonishing as these domestic industry accomplishments might be, Chinese producers a
plagued by pst practices and food safety scares. The most recent occurrence was in late 20
during the melamine in infant milk formula scandal when reports circulated that Chinese win



contained carcinogens. Changyu, along with Great Wall producer COFCO, wectketéoferd off
the reports. Bad press is not uncommon for producers worldwide. However, China has a hi
lack enforcement and subsequent cayes of food and product safety irregularities, which the
public is reluctant to forget and ignore.

C.2 Leading Importing Countries

Chart 6: Top Wine Importers to China
Market Share 2008

BFrance
B Australia
BEChile

B AIl Other

Euromonitor

Nearly three  -fourths of wine imports into China come from three
nations. France remains the prevailing supplier.

Three countries, France, Australia and Chile, control over 70 percent of the market for impor
wines (See Chart 6)Differing greatly in terms of entry time, products, and strategy, France,
Australia, and Chile reach common ground on market dominance and strong promotional ac
Commitment, creativity, sound marketing strategies, and structured support prégehths top
threeds continued growt h.

France

Through a Sind-rench joint venture, France entered the market in 1980 with the creation of
Dynasty. Direct wine imports from France soon followed and flourished virtually unchallenge
1997 when theirfst notable amounts of other foreign wine began to enter the market. Despite
presence of competition, French wine continues to dominate the market, holding 39 percent
imported wine share and growing 50 percent in value from 2007.



French winegprimarily enter the market through the ports listed in Table 4. Although French
product disproportionately enters through

Eastern China, North and South China ar
still represented in the top three.

Even with the clear lead French companie

remain adve, engaging in new joint value | Share
ventured notably CastelChangyui trade Rank Port US> mn %
missions, and actively promoting its Shandhai
products through trade organizations. ! o 6
Franceds primary trlade2| Guanghou 12 8 h
private, forprofit company Sopexa, which 2 | Tianjin 9 6
has three offices in Maiahd China as _
well as Hong Kong and Taiwan. 4 | Gmngdao 8 s

3 | Huangpu F 5
Although Sopexa does not receive funding & | Shenzhen B =
from the French government for non 7 | Baijing 6 4
government agency events, the company
has a standing account with the French 4 | Xiamen o 4
Forestry and Agriculture Office, working 9 | Hangzhou 3 2
on various promions. It has a full official 10 | Fuzhou 2 1
marketing program in China.

Smrrce: World Trade Atlas

Sopexa orchestrates an array of promotional activities including wine tastings, promotional €
and trade shows. In 2007, Sopexa held a successful wine tasting series in Beijing, Shanghe
Guangzhou, which represented close to 100 wineries and entertained nearly 3,000 guests.
as part of its program AFrench Weeks, 0 So
(usually Carrefour) across the country.

In2009 alonei addition to Sopexads involvement
show for retail goods in China), and FHC (Food and Hotel China Shanghai), the company he¢
prepared numerous other trade shows including: Mini Expo Shows, The French WineSHoarg
and the Aperitifs Promotion. Its Mini Expos run for 24 hours, set to take place in Beijing, Shi
Hong Kong, and Taipei. The French Wines Trade Show of July 2009 will be held in Beijing,
Qingdao, Shanghai, Shenzhen, and Hong Kong. In cooelttithe show, French wines will be
sale in restaurants during the period. Finally, the Aperitifs Promotions in China will involve fi
restaurants in Beijing.

Australia

Having only become a major pl ay e uctuated ovehthen
years. The country currently sits at number two in market share, with 16 percent of the impc



market, up 31 percent in value over 2007.
Recently new to the market, Australia
made its presence known through creativ
promotions and bramagy. Already having
success with dAcritt

States, the marketing scheme has been a valse | Shore
success in China as well. Like France, Rank Post ST -y
most product moves through the Eastern -
China port of Shanghai, though all regions 1 | Shanghai 24 40
are represented in the tomtelt is worth 2 | Guangzhou & 10
noting that Australlaﬁas c o
evenly distributed amongst the ports (See Huangpu
Table 5). 4 | Omgdao 4 7
5 | Nanjing 3 5
Austrade is a government agency that 6 | Shenzhen 3 5
supports Australian exports. The 7 |35 > 4
organization has 15 offices in China and is .
federally funded. 8 | Tiamm 2 3
9 | Beijng 2 3
Afteritssuc ess i n 2008, |i A 107 Hangzhou 2 3
Australiao is set t|Ogufrd Wwdid Padeatlas 2 00 9 . Ti|1e

trade event will be held in the Southern
cities of Chongqging, Kunming, Xiamen,
Guangzhou, and Sanya. The series is meant to correlate with the largest wine tasting ever |
the Austalian Consulate General in Shanghai, which took place during the drafting of this rej

After its success in 2008, AA Taste of Au
held in the Southern cities of Chongging, Kunming, Xiamen, Gziaou, and Sanya. The series
meant to correlate with the largest wine tasting ever hosted by the Australian Consulate Ger
Shanghai, which took place during the drafting of this report.

Perhaps Austradeds most inadpodelpt
Australian exporters themselves. In addition to market analysis an
logistic support, the program offers a stgpstep guide to entering the
China market which includes checkpoints to ensure a company is 1
to proceed. Furthermore, theganization offers financial assistance
to 50 percent of expenditures over a set threshold.

Additional activities include sponsoring trade missions for Chinese
traders to travel to Australia and current trade talks of a free trade
agreement.




Outside Awstrade sponsored activities, books specifically geared to promote Australian wines
Chinese consumers have recently been hitting the shelves. The most notable was written b
Oliver and is featured to the left. Such books provide detailed tamiteg and suggestions on hc
to enjoy Australiads | eading | abel s.

Chile

From being a relatively unknown country in
China, Chile now faces a situation unique to
top wine market players. Through frequent
and elaborate promotional activities, CHikes
captured 15 percent of the market, securing it
position as number three. The value of its

share is up 23 percent from 2007. Value | Share
Rank Port USD mn %
. ~ .1 | Tiamm 17 29
Due to Chileb6s bulk wine| y
ships to North China where the majority of 2 | Shijiazhuang 14 24
domestic wineries that use Chilean wine 3 | Oomgdao 12 21
facilitate blending are located. In order to _
minimize shipment time, Chile makes use of g 4 | Shangha 8 14
wide range of ports strategically located near 5 | Being 2 3
product end users (See Table 6). 6 | Guangzhou 2 3
7 | Shenzhen 1 2
In 2006, Chile entered a free trade agreement
. . - . 8 | Xiamen 0.4 1
with China. For wine, tariff ratedrop by 1.4
percent per year and will reach zero in 2015. 9 | Fuzhou 0.3 1
The import tax is 8.4 percent as of 2009 (for 10 | Gongbei 0.2 0.4
other countries, the tax is 14 percent).
Source: World Trade Atlas

In addition to wine, Chile promotional activities have needed to promote the country itself. T
thegovernment agency Pro Chile, efforts to spread the countries image throughout China he

proven successful. Touting the slogan AE€
described fiwaves of promoti ons,00 vOmerod nwe
promoti onal events inform the . i b 0 u

culture. Activities include dancing, art, and music. Venues in Shang
have been a large mall in Pudong and the Shanghai Art Museum.

Recent sponsorship of a Chieesalition to Chile culminated in the
book Wines From Paradise: Chilean Wines, written by esteemed :
Chinese wine critic, Susie Wu (featured right). Other government &
sponsored trips to Chile included a wedding travel package awardec



ChinesecoupleThe trip foll owed the AAIlIIl Things
television shows.

Pro Chileds ASister CitiesoO program i s in
match well for imports while putting a face to the countripe TChile: A close partner” program i
set to focus on central and southwest China, where the agency believes market opportunity
These tailored programs have been widely accepted by Chinese businesses and consumers

D. Regional Reports

As seerin the table below, market sizes vary vastly across the different regions of China. Th
largest regions are East and North/Northeast China. Having the largest market volume and
smaller population, the North/Northeast region holds the higlegstapita consumption, just
topping that of the South. The Northwest has aaloahotdrinking population majority, which
explains why per capita consumption is well below the national average.

Morthf
Northeast

Source: Barormronibor and Chinag Siafisfical Yoarbook

While the North/Northeast region is the largest by r@yuEast China is the largest by
value, holding a retail value of $2.3 billion. Consumption in the Northern regions is
comprised predominately of domestic product whereas the East consumes much more
imported wines.

Beyond the wine sector, the East andtNiMNortheast China have the largest gross

regi onal production, accounting for over
product . Not surprisingly, the two regio
cities: Shanghai and Beijing.

53
ns



The evendrger disparity in the erand ofttrade figures between regions is telling of the
difference in market maturity levels. Whereas the two largest markets faw@den
purchases, the remaining (other than South China) dramatically favoadéf purchases
In the latter grouping, such a displayed preference may suggest that market demand
remains driven by gift purchases. In the case of the markets that favorttad®n
sector, the data implies that entertainment is the driving force behind demari. Sou
China is seemingly in a transition state of market maturity.

Cities of Interest

Table 9 provides an overview of cities that hold particular importance to the wine sector.
Each city has been identified by its regioAgricultural Trade Office as a current or
potential primary market for wine. Respective offices can provide more detailed
information on each city upon request. Please refer to Section V of this report for office
contact information.

North China Market
Pulse as Reported by
ATO Beijing

Distribution channels
in North China are
well developed in the
East, interlinking most

coastal and secortter
cities. As products
venture west, channels
become heavily
segmented with large
Guangzhou 1 18 3, gaps. In adition to
Shenzhwen 17 4,m port cities in the
Zhuhai 2 3,017 region, wine is
Domupusan 8 4,1 commonly shipped to
Xsamen 3 3.5% Shanghai and trucked
Chang<ha 6 2,37 to Northern cities.
Samya| Ll L1  The size and
Eam;::;; - — . convenience of the
i x i i
Ha - 3, Si(:l; Irgakes this option
Ninghao 58 3, )
Wuhan 58 2.4 .
Nons cc 3, Two of the_prlmar_y
Western Region grapegrowing regions
Chvendu 57 2,476 are located in
Chongging % 61 2,017 Northern China
i 23 2,123 (Hebei and Xifiang

Source: China Statistical Yearbook provinces) and another
key region, Shandong




province, bordering the region. Additionally, all major domestic wineries are located
within the area. The strong presence of domestic production encourages both the wine
culture and a sense of wine nagtism, creating a highly brand loyal environment.
Beyond loyalty to domestic labels, loyalty to sweetened domestic taste increases the
practice of supplementing imported wines with cola and juice. North China remains the
largest regional market for wine

South China Market Pulse as Reported by ATO Guangzhou

Established and well developed distribution channels move product throughout South
China and the Pearl River Delta. Movement is typically by truck reaching into West and
Southwest Regions. Greyaimel trade continues to play a major role in the regional
market. Although inexpensive grey channel products can reach as far as Shanghai or
Beijing, its primary area of supply is the Pearl River Delta, making its influence unique to
South China. Greyhannel trade will be discussed at greater length in Section 11.B of

this report.

South China consumers are more apt to try new products due to long exposure to Western

cul ture. South Chinads proximity to the for
provided consumers access to Western products and lifestyle. Thitakstimgy

connection with the West makes consumers in South China more willing to pay a

premium for high quality imported wines.

East and Central China Market Pulse as Reported by ATO Shanghai

Shanghai port is the largest port for imported wine and serves as the gateway to East and
Central China. The distribution network stemming from East China ports of Shanghai
and Ningbo supplies all of the East and Central region as well as spillingpifitthe

Northern and Southern regions. Leading distributors have channels interlinkiigfirst
cities and subcontract distribution into secoawald thirdtier cities. Although there are

no apparent gaps in coverage, temperature controlled distriluigteriorates the farther

away it moves from the Shanghai metropolitan area.

Combined, Jiangsu and Zhejiang provinces and Shanghai municipality is the most
affluent region in China with both the largest gross and disposable incomes per capita.
However,as the longstanding wine market epicenter, Shanghai has become saturated
with specialty wine shops and wine tastings in some neighborhoods to the point that at
least the latter has lost its ability to draw in new crowds. Still, East China remains at the
forefront of the growing wine culture.

Southwest China Market Pulse as Reported by ATO Chengdu

As an emerging mar ket region, Southwest Chin
has room for improvement. Local distributors often do not carry adesfoates of

product and therefore cannot guarantee timely distribution of a particular label. Agents

vary in their ability to handle foreign product and reliability. Furthermore, many of the



existing cold chain storage facilities in Southwest China amr @idd lack sufficient
moisture and temperature controls to consistently maintain product quality.

As an increasingly larger destination for tourism and foreign investment, Southwest
China has the largest potential for growth in the wine sector. In 8@7%m revenue
grew close to 25 percent in the region, whereas revenue from the hotel and catering
industry grew close to 30 percent. For the time being, the young regional market will
continue to be a highly price sensitive market.



Section Il. Market Entry and Promotion

A. Marketing

A.1 SWOT Analysis

Strengths

China’s par capita

GDP and popilation
conme to grow as

developing a oift.

sophisbcated taste

forwme. Chna's one-chid
policy has left a large

The Chinese damographe: of only

govermanaent has children, with greater

promoted wine over  disposable comes

other hegher almhol receptive to

for use m ofhoal preferences.
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Seond ter and Bottang m
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Import procedures
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need up to four
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advance plarming is
ouaal fortrade

Weaknesses

Long-tem
ooarerstmenst and
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France has marketed
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overten years.

shows and wine Imptasfaoe a
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making tham less
Wne aducation s ampebtive with
still m s nfancy. dumeshic wines.
Few Cconsuamers
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of Imported
WNes.
Threals
Counter el and
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oontime to be a
Mary estabiched problem n all
and newly nchsires.
actablched Countexfed wines
mimpettors (France, ould lower sales
Ansirala, Chie, and damage
Spamn) could reputations for
threaten U.S. brands.
potential market
share. Improvang quabty of
domeshic wine make
The Clhnese them more
govermanat will oaTpebiive
anforoe labeling domestically and
M anais mNe abroad

sirdly m the fuobre.

A.2 Keys to Success

The most important key to a successful export strategy to China is establishing a long
term commitment to building personal relationshipkS. agricultural exporters will be
left disappointed if their only contact with Chinese counterparts is when it is time to







