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· Role of Industry (new chapter) 
– part of context of policy decision making
‘Old problem, new developments’

Hospitality/retail 

· sale of liquor laws, licensing

· Part of local communities

· Interests linked to producers by supply/finance/ownership

Producers

· rapid globalisation, concentration of alcohol ownership
= ‘marketing driven’, increased investment in marketing 
= increased capacity to influence policy

I’m one of the 13 authors of Alcohol, No Ordinary Commodity, and for the revised edition I’ve been drafting a new chapter on the structure and role of the alcohol industry.  The industry, its activities and perspectives are part of the context in which national and international alcohol policy decisions are made.  

What is new is the rapid globalisation and concentration of the ownership of alcohol production in recent years.  Ahandful of global companies now dominate national alcohol markets in the UK, Europe and other developed nations, and are actively growing new markets for alcohol in developing countries. It is those companies that I want to talk about here.

There are a number of reasons that I think alcohol globalisation is important to consider.  Global company size and economies of scale allow important qualitative differences from the local traditional breweries and distilleries that we often picture when we think about the alcohol industry.  The main two are that:

·  The globalised alcohol companies are ‘marketing driven’, as Room and Jernigan pointed out in 2002. 

·  The companies’ size and profitability allow them to devote considerable resources to policy matters. The interests and perspectives of the global companies tend to dominate the industry view that is presented, and those interests are very different from those of public heath people working to reduce harm in local communities.
This work began as…

· A 2005-6 project for GAPA

· What 23 global alcohol corporations say about themselves, in 
-  reports to shareholders, 2004-2007
-  policy statements
-  corporate and brand websites
plus other available literature

· Continued monitoring of top global companies
This work monitoring the global alcohol industry began as a project for the Global Alcohol Policy Alliance, the international ngo network which is the brainchild of Derek Rutherford from the Institute of Alcohol Studies here in the UK.  Alcohol companies are private sector organisations who seldom talk to public health researchers, but most are public companies who are keen to provide information to certain audiences – investors, drinkers and policy makers.  


So what I know is what the alcohol corporations say about themselves, in reports to shareholders (2004-2007), policy statements and social responsibility reports, and on corporate and brands websites.  Other information came from news items, business commentary and available research literature.  (There’s a very large literature on alcohol and on drinkers, but very little on the industry.)  


Since the GAPA project, I’ve continued monitoring what’s happening with the top companies, for an article on the industry for the Public Health Encyclopaedia (Elisevier 2008, available online) and for the revised Alcohol, No Ordinary Commodity.


From available material on 23 global alcohol companies, I identified a set of strategies in common that they were using….

Global Alcohol Corporations: Strategies in common
· Return to ‘core business’ of alcohol
· Market a few global brands as high-priced ‘premium’ products
· Target emerging markets in growing or recovering economies
· Buy or part-buy largest competing local producer, 
then run international and local brands together

(get local plant, distribution network, cultural know-how) 
· Publish corporate social responsibility reports  
(including in-house marketing code)

And less  publicly…

· Support for free trade agreements
In the 1990s, a number of the largest alcohol companies diversified into other products (food, luxury goods, etc.), but in the 2000s refocused on their ‘core business’ of beer or spirits/wine.  A few continue with bottling and soft-drinks; for example, SAMiller has its own bottling plants throughout Africa and does soft drinks at the same time.  In the USA, Anheuser Busch (Budweiser) also does bottling and has kept its family-oriented theme parks, but its new owner Inbev may not.  An exception is rising Japanese beer and alcopops company Sapporo, whose vertical integration runs from agriculture to beer halls.


As a result of mergers and acquisitions, the global companies own, make and market hundreds of brands.  In the 2000, they began focusing a lot of their marketing behind a few ‘premium’ global brands.  ‘Premium’ means higher priced, pitched to the high end of the market through lifestyle advertising and/or international sports sponsorships.  Their local brands are lower priced, to grow volume in a different market segment. As SABMiller reported in 2003: 

“We now have a continuum of businesses from emerging to mature; enabling us to benefit from both value and volume growth.  In many cases, there’s also an upward trend towards higher value brands as consumers enter the market at the bottom end and others progress towards the premium end.” 


The global alcohol companies have been rapidly expanding into Eastern Europe and into emerging markets for alcohol in developing countries.  They target growing or recovering economies with growing young populations with currently low per capita alcohol consumption. For example, Anheuser Busch’s 2005 report noted that the China beer market was growing at 7% a year, but per capita consumptions levels were only 20% of those of many developed countries. These companies are assuring shareholders of future growth in these new markets that will support renewed efforts in their stagnating home markets.  


Global companies have used a changing variety of means to reach into overseas markets, including cooperative production or distribution agreements with other globals.  But with profits running at 8-12% and growing on huge turnovers in the early 2000s, the key recent strategy has been to simply buy or part-buy the best local competitor and use their facilities to market their global brands and the newly acquired local brands together.  Purchasing a local company gives them ready-made production facilities, distribution network and local cultural know-how for advertising and other marketing. 


Some analyses of the alcohol industry (eg. ICAP 2007) describe globalisation by distinguishing between global brands and local brands.  This is misleading since also owning local brands is very much part of the strategy.  The aim is not market monopoly, but rather to own the most profitable global and local brands sold in each market.


As globalised industries have come under heavy public criticism, alcohol companies have sign up to the UN’s Global Compact for corporate responsibility.  The Compact’s principles do not cover public health impacts, however.  In the last few years the top alcohol companies have published Corporate Social Responsibility statements and reports.  Some initiatives described in these – about water, the environment or ‘giving back to the community’ (including disaster relief) - are hard to distinguish from sponsorship or direct marketing.  They are also adopting in-house responsible marketing codes – which tend to be somewhat weaker than national industry self-regulation codes or S.15 of the EU’s Television with Frontiers directive.


Public companies don’t talk much about lobbying in their annual reports and website.  But from what we do know, we can add support for free trade agreements to these strategies in common. Trade agreements free up the range of options for entering new alcohol markets. Challenges on alcohol control policies to the EU courts or the WTO are made by governments but clearly serve industry interests.  

Big fish eat other big fish
Top 10 Global Brewers, 2006 (US$ million)              2008
1. SABMiller (SA)

15,744.0

2. Inbev (Be)


15,448.6

3. Heineken (Ne)

14,841.4

4. Anheuser-Busch (US)
12,386.4       Bought by Inbev

5. Asahi Breweries (Jp)
  8,227.7

6. Scottish & Newcastle (UK)  7,644.3          Bought by Heineken 
                                                                     and Carlsberg

7. Carlsberg (Da)

  6,902.4

8. Molson Coors (Ca/US)
  5,845.0       Bought by SABMiller
9. FEMSA (Mex)

  3,261.3       Via A-B/Inbev in USA

10. Sapporo Holdings (Jp)
  2,805.8

Source: Datamonitor, 25.9.2007
As well as big fish eating little fish to enter the market, the big fish are eating each other. 


This table shows the top 10 beer companies in 2006 – and their recent acquisitions.   Buying Anheuser Busch was the really fast way for Inbev to increase its share of the growing China beer market.  This also made it the No.1 brewer in the USA, as well as in the rest of the world. 


The recent move most relevant to this audience is of course Heineken and Carlsberg buying up Scottish & Newcastle. In 2006 Heineken and Carlsberg were third and seventh largest brewers in the world respectively; Scottish & Newcastle was No.6 and the UK’s largest brewer.  Carlsberg and Scottish & Newcastle jointly owned Baltic Beverage Holdings, with rapidly growing holdings across Russia and former Soviet Union countries.  Those are now fully owned by Carlsberg, with S&N’s ventures in India and Europe presumably going to Heineken – ‘the world most international brewer’.  So the beer industry’s voice in the UK can be expected to now reflect the interests of a Netherlands based global company.


The world market in spirits and also in wines is dominated by UK company Diageo and French company Pernod Ricard.  Diageo and Allied Dolmeq, both the result of earlier mergers, bought Canada distillers Seagrams in 2001.  In 2004 Pernod Ricard bought Allied Dolmeq in 2004, replaciing it as world No.2.  And in 2008 Pernod Ricard bought the Swedish government owned company Vin Spirit, makers of Absolut vodka.  

Diageo


2006 £7,260m (US$ 14,471m), 2007 £7,481m

2001, bought Seagrams with Allied Dolmeq

1997 merger of Guiness (incl. United Distillers) and

         Grandmet (incl. International Distillers & Vintners),
    ie. British and Irish distillers and brewers

Pernod Ricard  

06/2006 6066m ($US 8,153m), 06/2007 €6,589m

2008, bought Vin Spirit (‘Absolut’) (Sw)

2004, bought Allied Dolmeq

1970s, merger of French and Scottish distillers

Two companies, Diageo (UK) and Pernod Ricard (Fr), now dominate the world market for both spirits and wine.  Along way behind in the wine stakes, is US companies Constellation Brands, a company built on cheap wines, wine coolers, alcopops sold through convenience stores but now catching up on the global players with quality vinyards.

Industry interests in policy
· Representing industry interests at national level, directly or through industry organizations

· Funding ‘social aspects’ organizations 
(European Forum for Responsible Drinking, International Centre for Alcohol Policy and 30+ national organisations)

· Industry funded publications (eg Drinking in Context, 2007)
and research (see Addiction debate)

· Industry funded policy advice to developing countries
Alcohol is everywhere a regulated product because of the harms that can result from its consumption.  Yet the alcohol industry argues for a ‘partnership approach’ and a equal place at the table when policy decisions are made about how the risky product it makes will controlled.  Experience shows that including the industry in alcohol policy decisions results in weak policy.


It is not for me to raise the example of industry involvement in recent UK liquor licensing legislation – there are many in this room who know far more about it and have raise it publicly for years.  But the alcohol industry uses the same tactics worldwide.  


As well as direct lobbying by producer companies, including political donations, industry interests on policy issues are also represented by trade organisations for the beer, wine and spirits industries.  The major alcohol producers organisations at national and international level that focus on ‘social aspects’ such as responsible drinking education for young people and campaigns against drink-driving and policy, in partnership with government agencies or ngos if possible. At first glance, of these may appear to be concerned ngos like any other, but they are ‘sponsored’  - that is, fully funded - by global alcohol companies to represent their non-competitive interests on policy matters.  The alcohol industry and the organisations it funds publish paper and book on policy issues and fund research – the risk of which have been much discussed in Addiction.
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Conference participants will be familiar with the industry-funded Portman Group and the European Forum for Responsible Drinking.  


The top 11 global companies fund the International Center for Alcohol Policy based in Washington but operating internationally.  ICAP offers information and policy advice in range of languages spoken in emerging markets and organises conferences that may seem much like this one.   


Industry supports ineffective policies
Eurocare ‘public health warning’ (2002)

· The ‘problem’ is how we drink, so policy should address hazardous drinking patterns only, not consumption per se

· Education to drink responsibly should be cornerstone policy

· Alcohol, despite abuse, has net benefit for society

· Industry should have an equal place at the policy table 

· Marketing should be self-regulated by the alcohol industry. 
In 2002 Eurocare put out a ‘public health warning’ about social aspects organisations, identifying key industry messages to watch out for.  Like ICAP’s recent book Drinking in Context, these contradict or distort research findings and support the policies that are least effective. 


The alcohol related burden of injury and disease data shows high net harm based on total consumption data, after deducting estimated benefits for coronary heart disease.  Research shows close interrelationships between indicators such as proportion of drinkers, total per capita consumption and heavy drinking occasions.  And Alcohol, No Ordinary Commodity does not rate education for young people as the most effective policy strategy. 


A great deal of industry attention goes to the last message.  In 2003 Allied Dolmeq noted the 39 countries had imposed tighter restrictions on alcohol advertising and warned its fellow companies that responsible self-disciplined marketing was necessary to avoid a ‘regulatory backlash’.  Other than advertising, few forms of modern alcohol marketing are currently regulated.  


But marketing is subject of Professor Casswell’s presentation.  I just want to touch on why marketing is so important to the global alcohol companies.

Importance of marketing
‘Commodity chains’ of globalised industries: 

Design, production tasks, marketing, distribution and consumption 
by different subcontractors or in different locations 
to take advantage of global differences in labour and other costs

Important for owning company to retain control of two links: 

· Design/recipe

· Brand/marketing  (Jernigan 2000)

New marketing: Brands linked to image, lifestyle, emotions 

Percent of revenue spent on marketing, 2006

Heineken 12.6%;     Diageo 15.5%;    Pernod Ricard 17% 

Consolidation after mergers = savings = “investment in brands” 

Globalised industries take advantage of cost variations between labour markets, supported by advances in communications and transport.  These shape decisions about which links need be owned directly by the corporation.  US alcohol researcher David Jernigan (2000) has applied this commodity chain analysis to the alcohol industry’s global networks of local producers, importers, advertisers and distributors.  Exports, distribution agreements, brewing under license, joint ventures, part-ownership or purchase of local plant or companies are all options in the international expansion of alcohol companies.  Commodity chain analysis concludes that, to ensure profits accrue to the owning company and its shareholders, corporations should retain direct control over two links in the chain: design/recipe and advertising/marketing.   


There are no huge secrets in making lager or ethanol, so the key to profitability in the alcohol industry is marketing.  


Reports to shareholders and investors don’t give much detail on marketing expenditure but the 2006 reports of Heineken, Diageo and Pernod Ricard do mention the percentage of revenue spent – 12.6%, 15.5% and 17% respectively.  Actually, that’s low for Pernod Ricard – before they acquired Allied Dolmeq’s brands they reported spending 22-23% a year.  


In 2007 reports, a number of the global companies said that consolidation of production, distribution and back office functions following recent mergers and acquisitions would provide savings that would allow increased investment behind brands’.  That is, even more marketing.  
I think the way we sometimes think about the industry – as the historic little local brewery or whisky-maker, and our favorite pub – can be pretty out of date.  With a globalised industry, economies of scale and profitability make marketing and policy influence a whole new ball game.
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