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Future scenarios for the South African
wine industry

Part 2: Impact of regulatory change




Welcome to this edition of the quarterly newsletter as a value-added service to members of the
SA Wine Industry. The purpose is to provide you, the decision-maker, with meaningful insight
into events, trends, opportunities and threats through the analysis of the ever-changing com-
petitive environment. The analytical approach is a multifaceted, multidisciplinary combination of
scientific and non-scientific processes.

We trust that this publication will become part of your strategic thinking, strategic planning
and decision-making process. You are welcome to send comments and suggestions to the
publisher.
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Introduction

The global wine industry, like all industries, is in a perpetual state of change and adaptation.
There are many factors in the macro environment that interact with one another to create
complex and interesting plots and that lie at the basis of change in the wine industries and on
the decisions of the managers of any organisation or company. Tax changes, new laws, trade
barriers, demographic change, climate change and government policy changes are all exam-
ples of such macro change. To help analyse these factors they can be categorised using the
PESTEL model. This classification distinguishes between political factors (that refer to govern-
ment policy such as the degree of intervention in the economy); economic factors (such as
interest rates, economic growth, inflation and exchange rates), social factors (for example
changes in social trends can impact on the demand for a particular product and other market
factors); technological factors (such as online shopping, social media, production methods and
innovation that can lead to reduced costs and improved quality); environmental factors (the
weather and climate change); and legal factors (i.e. those related to the legal and regulatory
environment that impact on industries and players such as consumer laws, competition laws,
employment laws and health and safety regulations).

Having dealt with the impact of green environmental change going into the future in the previous
Vinintell, this edition will focus on regulatory / legal change specifically in South Africa against the
background of global thinking and change around certain alcohol related regulation (most notably
within the World Health Organisation — WHQO) and how research, thinking and actions in the
macro arena is influencing regulatory change in South Africa. At the end of the PESTEL series, a
consolidated future picture featuring a high road (Cup Runneth Over) and a low road scenario
(Scraping the Barrel) will be compiled based on the macro factors mentioned earlier.

iﬁ World Health
s Organization

Background

Globally, the alcohol industry is undergoing regulatory change and much discussion is taking
place around related issues such as health, legal age, advertising, sustainability and minimum
pricing among a range of stakeholders. This change is prevalent in global thinking also in South
Africa. Regulatory change will impact drastically not only on wine players but on industries such
as marketing, sport and music. In order to provide a more global perspective on developments
in the South African alcohol regulatory environment, a brief look will be taken at thought pro-
cesses within the World Health Organisation (WHO) community and also what regulatory
change is taking place in two other wine producing countries / regions, i.e. France (and by
extension, the EU) and Australia.
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World health organisation
perspectives

in May 2010, the 63rd Session of the World
Health Assembly adopted (by consensus)
resolution WHAG3.13, which endorses the
global strategy to confront the harmful use of
alcohol. For the first time, delegations from
all 193 Member States of the WHO reached
consensus on a global strategy to confront
the harmful use of alcohol. The global strate-
gy focuses on ten key areas of policy options
and interventions at the national level (see
Box 1) and four priority areas for global action
(see Box 2). Progress of the strategy will be
assessed at the 66th World Health Assembly
in 2013. Specifically on legal age, excise and
advertising the WHO proposes a number of
policy options and interventions. These are
briefly discussed in the next section.

Legal age

In terms of the availability of alcohol, policy
option and interventions include establishing
an appropriate minimum age for purchase or
consumption of alcoholic beverages and oth-
er policies in order to raise barriers against
sales to, and consumption of alcoholic bever-
ages by, adolescents. The WHO says sec-
ondary supply of alcohol e.g. from parents or
friends, needs also to be taken into consider-
ation in measures on the availability of alcohol.

Advertising

The WHO in its global strategy proposes set-
ting up regulatory or co-regulatory frame-
works, preferably with a legislative basis, and
supported when appropriate by self-regulato-
ry measures, for alcohol marketing by regulat-
ing the content and the volume of marketing;
regulating direct or indirect marketing in cer-

BOX 1: Who ten areas for
national action

1. Leadership, awareness and commit-
ment;
2. Health services’ response;

3.  Community action;

4. Drink-driving policies and counter-
measures;

5. Availability of alcohol;

6. Marketing of alcoholic beverages;

7. Pricing policies;

8. Reducing the negative consequences

of drinking and alcohol intoxication;

9. Reducing the public health impact of
illicit alcohol and informally produced
alcohal;

10. Monitoring and surveillance.

BOX 2: WHO four priority
areas for global action

Public health advocacy and partnership;
Technical support and capacity building;

Production and dissemination of knowl-
edge;
Resource mobilisation.

BOX 3: WHO policy
options and interventions
relating to excise

e Establishing a system for specific

domestic taxation on alcohol accompa-
nied by an effective enforcement system,
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tain or all media; regulating sponsorship ac-
tivities that promote alcoholic beverages; re-
stricting or banning promotions in connection
with activities targeting young people; and
setting up effective administrative and deter-
rence systems for infringements on marketing
restrictions.

which may take into account, as appro-
priate, the alcoholic content of the bever-
age;

Regularly reviewing prices in relation to
level of inflation and income;

Banning or restricting the use of direct

and indirect price promotions, discount

Excise sales, sales below cost and flat rates for
unlimited drinking or other types of vol-

In terms of pricing and tax (excise), the WHO ume sales;

argues in its global strategy that all consum- e Establishing minimum prices for alcohol

ers are sensitive to changes in the price of
drinks. Pricing policies can be used to reduce
underage drinking, to halt progression
towards drinking large volumes of alcohol
and/or episodes of heavy drinking, and to
influence consumers’ preferences. The Who
argues that increasing the price of alcoholic
beverages is one of the most effective interventions to reduce harmful use of alcohol. It published
a number of policy options and interventions (see Box 3).

where applicable;

* Providing price incentives for non-alco-
holic beverages; and

* Reducing or stopping subsidies to eco-
nomic operators in the area of alcohol

E\JXT(EQEAHONAL SCENE ON LEGAL AGE, ADVERTISING AND

International legal drinking age

Drinking age laws cover a wide range of issues and behaviours, addressing when and where
alcohol can be consumed. The minimum age alcohol can be legally consumed can be different
from the age when it can be purchased. These laws vary among different countries and many
laws have exemptions or special circumstances. Most laws apply only to drinking alcohol in a
public places, with alcohol consumption in the home being mostly unregulated. Some countries
also have different age limits for different types of alcoholic drinks. For South Africa and the two
countries benchmarked i.e. Australia and France, the legal drinking and purchase age is 18
(see Table 1).




Table 1: Benchmarking drinking age in select countries

Drinking/

(O] purchase age

Notes

South Africa 18

Minors may legally consume a “moderate quantity” under the
supervision of their parent or guardian.’

Buying alcohol is illegal below the age of 18. Selling alcohol
to a minor can be fined €7500. The legal drinking age was

France 18 raised from 16 in 2006. Drinking alcohol is allowed to minors
in private, but supplying them with alcohol that results in
intoxication is forbidden.?

Australia 18 Minors may consume alcohol in a private residence with

parental supervision.®

Source: International Center for Alcohol Policies (ICAP)

Taking cognisance of the WHO’s line of think-
ing, its global strategy (International Alcohol
Policy) and guidelines, the debate of advertis-
ing and alcohol abuse is clearly a global one.
It is worth looking at how selected countries
are implementing regulations to en sure a bal-
ance between the interests of society and
those of industry.

In general, the global debate on alcohol ad-
vertising has swung against alcohol brands
and their agencies. In South Africa, the South
African Second Biennial Substance Abuse
Summit held in March 2011, “took cogni-
sance of the need to restrict access to alcohol
through regulation of sales and marketing”
and called for the banning on all sponsorship
by the alcohol industry for sports, recreation,
arts and cultural and related events.” The
WHQO'’s strategy is being informed by the
growing dependence of society on alcohol
producers and distributors in terms of eco-
nomic benefits, such as employment and in-
vestment in infrastructure and taxation, and
the reliance of media and events on sponsor-
ship from alcohol advertising. It is calling on
governments to “heavily restrict or to prohibit

The WHO in its global strategy says “reduc-
ing the impact of marketing, particularly on
young people and adolescents, is an impor-
tant consideration in reducing harmful use
of alcohol. Alcohol is marketed through
increasingly sophisticated advertising and
promotion techniques, including linking
alcohol brands to sports and cultural activi-
ties, sponsorships and product placements,
and new marketing techniques such as
e-mails, SMS and podcasting, social media
and other communication techniques. The
transmission of alcohol marketing messag-
es across national borders and jurisdictions
on channels such as satellite television and
the Internet, and sponsorship of sports and
cultural events is emerging as a serious
concern in some countries.” The WHO fur-
ther argues that “both the content of alcohol
marketing and the amount of exposure of
young people to that marketing are crucial
issues.

alcohol advertising to prevent a one-sided
and positive image on the risks of alcohol and
to restrict the volume”.

In addition, according to a research report by
Alcohol Marketing Practices in Africa (MAMPA)




coordinated by the Dutch Institute for Alcohol
Policy -STAP and financed by the WHO
Regional Office for Africa, 2.2% of all deaths
in sub-Saharan Africa and 2.5% of all adjust-
ed life years are related to alcohol.

The MAMPA-report notes that the large mul-
ti-national alcohol companies are increas-
ingly focused on emerging markets, including
those in Africa, to grow their businesses. The
MAMPA report states that advertising por-
trays alcohol “as an emblem of success, and
a symbol of heroism, courage and virility”.
The MAMPA report however does state that
“there is inconclusive evidence from the stud-
ies of restrictions of alcohol advertising on the
effectiveness of alcohol marketing bans”, but
then continues that “a comprehensive ban on
advertising, promotion and sponsorship
would reduce alcohol-related harm, and that
self-regulation is an ineffective mechanism to
reduce alcohol-related harm, effective legisla-
tion is necessary to strictly regulate alcohol
marketing activities”.

CEuCAM

European Canirs for Monkoring Alcohol Marketing

In terms of the EU,
of the 27 EU Mem-
ber States, 21
have a partial or
complete TV ban (time and/or product ban).
An EU wide ban is currently being considered
in terms of the EU Alcohol Strategy.
Econometric studies commissioned by the
European Centre for Monitoring Alcohol
Marketing (EUCAM) suggest that overall bans
of alcohol marketing can be successful in
decreasing the total alcohol consumption
among adolescents. In accordance with this,
in its European Action Plan (2011) the WHO
recommends a total ban on alcohol advertising
in Europe and says a European ban is
realistically achievable.

However, although alcohol marketing is a
topical issue within the EU Alcohol Strategy,

In an interesting recent and related develop-
ment, the Knesset, Israel’s government, in
July 2012, approved further restrictions on
alcohol marketing. All alcohol marketing on
billboards and public transport will be pro-
hibited, while media outlets are only allowed
to present strictly ‘informative’ advertise-
ments, without models, text, or praise for
the product. The new rules also stipulate
that strong alcoholic drinks (15% or more)
carry a warning label, detailing that exces-
sive alcohol consumption presents a health
danger and could pose a fatal risk. A study
by the Knesset Research and Information
Center found that 60% of Israeli youths
drink alcohol. Israel is ranked second in
Europe in the prevalence of drinking alcohol
by 11-year olds - 19%. Source: Eucam,
website, 2012

alcohol marketing had not yet been monitored
systematically and independently from com-
mercial interests in many of the European
Member States. A project, partly funded by
the European Commission (EC) was intro-
duced in 2010 launched to provide insight
into the effectiveness of existing alcohol mar-
keting regulations (both legislative and self-
regulation) in select European countries to
offer insight into the overall presence of alco-
hol marketing in the five selected countries
and describe the content and the amount of
alcohol advertising. Special attention was
given to the opinion of young people about
the attractiveness of alcohol advertising prac-
tices and to the amount of exposure to alco-
hol advertising of young people.* A number of
recommendations were made including alco-
hol marketing restrictions to cover all types of
alcohol marketing rather than defining alcohol
marketing as narrow as alcohol advertising;
and volume restrictions to be implemented in
legislation rather than self-regulation codes. ®



From the EU’s drinks industry’s side, some proactive action steps have been taken: The
European Association of Television and Radio Advertising (EGTA), acknowledging that “alco-
holic drinks are not ordinary consumer goods” and that “certain legislative measures restricting
the advertising of alcoholic beverages on broadcast media have been implemented at EU level
for more than 20 years” is working with a range of industry stakeholders to address the alcohol
advertising issue. And in April 2012, leading producers from the beer, wine and spirits sectors
launched a comprehensive initiative called the Responsible Marketing Pact, to strengthen
independent advertising self-regulatory schemes for alcohol beverage marketing by establishing
a set of common, rigorous standards for their marketing communications throughout the EU.
These players, which together represent a majority of European alcohol advertising spend, work
with the World Federation of Advertisers (WFA), EU and national associations to agree and
implement common standards for responsible advertising and marketing aimed at adults of
legal purchase age, which will be subject to external scrutiny through independent monitoring
and public reporting. The Responsible Marketing Pact works with the European Alcohol and
Health Forum (EAHF) to comply with the monitoring and reporting requirements of the EAHF.
The EAHF is the flagship programme of the European Strategy to support Member States in
reducing alcohol-related harm and brings together alcohol beverage producers, civil society
and consumer representatives, the medical profession, the advertising and retail sectors and
others to promote voluntary actions to help reduce alcohol-related harm in Europe. By setting
self-regulatory standards that go significantly further than the law, and verifying that these are
complied with, industry players will make a tangible difference to the governance of beverage
alcohol marketing. This is an example of the contribution of voluntary action to the objectives
of the European Strategy on reducing alcohol-related harm.® For the first time ever, the
Responsible Marketing Pact will create common standards supported by beer, wine and spir-
its producers throughout the EU to amongst others, prevent minors from inadvertently seeing
alcohol beverage marketing communications on social media and prohibit any alcohol beverage
marketing communications that might be particularly attractive to minors by ensuring that the
content of ads appeals primarily to adults. Once these standards have been agreed, implemen-
tation and compliance will be independently monitored by Accenture and national advertising
self-regulatory organisations (SROs) across Europe, and will be publicly reported. SROs wiill
also be tasked with enforcing the standards at the national level with sanctions including pub-
lic naming and shaming, mandatory pre-clearance for future campaigns, and referral to the
competent national regulatory authorities in cases of repeat offences.

France

In France where a total ban on TV advertising exists, four different
regulations exist that refer to alcohol advertising and marketing:

e One statutory code namely the Code of Public Health (“Code de la
Santé P ublique”) which includes the Evin Law (French alcohol policy
law, “Loi Evin”, which was passed in 1991 in order to control the
advertising of alcohol and tobacco); and




e Three non-statutory codes namely the Self-disciplinary Code of Ethics and Commercial
Communication (“Code auto-discipline et de déontologie en matiere de communication
commercial”; the “Code d’éthique des Brasseurs”; and the Code of Good Conduct for
Television Sport Events Broadcasts (“Code de bonne conduite pour la retransmission télévisée
d’événements sportifs”).

The Code of Good Conduct for Television Sport Events Broadcasts came about in 1994 when

it became clear that the industry was using sport events broadcasted from abroad to promote

alcoholic beverages exclusively for sale in France. The code was written by both the Ministry
of Youth and Sport and the Audiovisual Superior Board (“Conseil Supérieur de I'’Audiovisuel”)
after consultation of the broadcasters. Advertising at sport facilities is not forbidden but
broadcasting is. The alcohol industry has challenged but failed to suppress the legal foundation
of the Evin Law. In 2004, Bacardi took the Evin Law to the European Court and lost creating
the precedent that in most European countries a comprehensive alcohol advertising ban at the
national level is legally possible to protect minors and to prevent harmful alcohol use.” The Court
however stated that the French television advertising rules seek to protect public health and
that they are appropriate to ensure that that objective is achieved. Since 1991 some articles of
the Evin Law have however been changed: advertising is again permitted on billboards anywhere
(and not only on places of production) and even in sports grounds, but the ban on television
transmission restrains this advertising for major events (see Table 2).8.

Table 2: Summary of wine advertisement and sponsorship restrictions in France

Beverage categories
Beer
Wine Spirits
National television Ban Ban Ban
National Radio Partial Partial Partial
Print media Partial Partial Partial
Restrictions on advertising Billboards No No No
Health warning on advertisements Yes
Enforcement of advertising/sponsor-
. - Yes
ship restrictions
Restrictions on Sponsorship Spor’[ events Partial Partial Partial
of Youth events Ban Ban Ban

Source: WHO, 2012

In Australia, the government decided to “pursue I_r.,-""f
voluntary and collaborative approaches with the
alcohol industry to promote a more responsible



approach to alcohol in Australia before considering more mandatory regulation” which includes
an optional pre-vetting system to help advertisers ensure their ads comply with the code before
they are published.® The Australian government monitors “the compliance of the alcohol industry
with voluntary codes of practice and other commitments on responsible alcohol advertising;
monitor industry-funded efforts to conduct evidence-based social marketing on responsible
drinking; and report annually to the Minister for Health and Ageing on these activities (see Table
3).” It might still undertake a staged-approach phase-out of alcohol promotions from times and
placements which have high exposure to young people aged up to 25 years. The Australian
Wine Institute’s Code of Advertising Standards ™ was revised and adopted in June of 2011.
The revised Code of Advertising Standards includes a third party review process' for wine
advertisements. Advertisements may undergo such scrutiny pursuant to this process, as well
as the following changes:™

e The Code of Advertising Standards that requires all Wine Institute members to comply;
e Advertising complaints will be reviewed using a two-state review procedure;

e All models and personalities who are being depicted as wine consumers should appear to
be over the legal drinking age and be at least 25 years of age;

e Advertising in newspapers published by, or primarily for, a college or university is prohibited;
and

e New provisions permit the use of sports figures and entertainment celebrities, which can be

substantiated by research demonstrating that the figure does not appeal to underage con-
sumers.

Table 3: Summary of wine advertisement and sponsorship restrictions in Australia

Beverage categories
Beer . —
Beer Wine Spirits
National television Voluntary | Voluntary | Voluntary
National Radio Voluntary | Voluntary | Voluntary
Print media Voluntary | Voluntary | Voluntary
Restrictions on advertising | Billboards Voluntary | Voluntary | Voluntary
Health warning on advertisements No
Enforcement of advertising/ spon-
) o NA
sorship restrictions
Restrictions on Sponsorship | Sport events No No No
of Youth events No No No

Source: WHO, 2012
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Alcohol tax and duties

Excise tax refers to an indirect type of taxation imposed on the production, sale or use of certain
types of goods and products. Excise taxes are commonly included in the price of a product.
Excise taxes usually fall into one of two types: Ad Valorem; meaning that a fixed percentage is
charged on a particular good or product. This administration of the tax is less common; or
specific; meaning that a fixed currency amount may be imposed depending on the quantity of
the goods or products that are purchased. Specific is the most common type.* It is interesting
to note that the EU, according to Council Directive 92/84/EEC of 19 October 1992 on the
approximation of the rates of excise duty on alcohol and alcoholic beverages sets down the
minimum rates for wine and sparkling wine at zero.™

France

Excise tax in France is charged on wine (as well as gasoline and tobacco) produced within the
country and is a separate tax from VAT (TVA - which solely affects the consumer.) VAT in France
is 16.9%. The excise amount in France is €3.40 per hectolitre (HL) still wine and €8.40 per HL
sparkling wine (see Table 4).- '

Table 4: Excise on wine in France™

Sales TAX / VAT exists Yes
) , % sales TAX / VAT 16.9

Taxation of alcoholic beverages —
Tax as % of retail price 8.8 | 3.1 | 33.2
Excise stamps exist Yes
Still wine Sparkling Wine

Minimum excise duty adopted by €OHL €O/HL

the EC

France €3.60/HL €8.91

Source: WHO, 2012

Australia

The wine sector injects around Aus$262.3 million to the Australian economy and around
Aus$100 million to Australia’s regional communities annually in alcohol specific tax from the
wine sector under the current Wine Equalisation Tax (WET) payable by producers, wholesalers,
importers and sometimes importers. WET only applies to certain types of products that have
an alcohol content of over 1.15%, specifically grape wine, grape wine products, fruit or




vegetable wine, cider, perry, mead and sake. WET applies to both bulk and packaged wine.
According to the Australian Taxation Office, WET is generally paid by wine producers, wholesalers
or importers, rather than retailers. For retailers, WET is usually already included in the price paid
for these products. In other words, WET forms part of the cost base and is passed on to
customers in the retail price of the product. Transactions that attract WET are known as
assessable dealings. WET is calculated on products sold during assessable dealings at 29%
of the wholesale value of the product or an equivalent value when there is no wholesale sale.
Wine producers may be entitled to claim the wine producer rebate of 29% of the wholesale
value of eligible domestic sales. The producer rebate scheme entitles wine producers to a rebate
of 29% of the wholesale value of eligible domestic sales.

To be eligible for the producer rebate, producers must be the producer of that wine from grapes,
other fruit, vegetables or honey produced or purchase, or provide the grapes, other fruit,
vegetables or honey to a contract winemaker to be made into wine on the producer’s behalf.
The producer rebate scheme applies to all products subject to WET, whether they are sold
by wholesale, retail (at the cellar door, by mail order or internet), or wine applied to own use (for
example, wine used for tastings or promotions). Any rebate receive is assessable income for
income tax purposes, so producers need to declare it in their tax return. See Table 5 for tax on
wine in Australia.™ %

Table 5: Excise on wine in Australia®'

Beer Beverage categories
Beer | Wine | Spirits
Taxation of alcoholic bever- | Sales Goods & Services Tax (GST)/ | Yes
ages VAT exists
% sales GST / VAT 10
Tax as % of retail price 24 29 50
Excise stamps exist no
Rebates exist? Yes

Source: WHO, 2012

Calculating WET for wholesale/distributor sales is relatively simple: The 29% WET is applied to
the price the wine is sold for. The GST is then calculated on the WET-inclusive price, as shown
in the following example. The ‘before tax’ price is sometimes known as ‘base’ price.
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Example - wholesale sale
A winemaker sells grape wine to a wholesaler for Aus$120 a dozen before tax.

1 dozen wine: $120.00
Plus WET @ 29% : ($120 x 29/100): $ 34.80
Sub-total: $154.80
Plus GST @ 10% : ($154.80 x 10/100): $15.48
Total wholesale price: $170.28

It is perhaps important to note that the Australian Alcohol Policy Coalition (APC) is urging the
Australian government to overhaul the tax system affecting alcohol pricing based on its evidence
that this is one of the best ways to reduce overall consumption and alcohol-related harm. It is
calling for the Australian government to follow the UK example and introduce a minimum floor
price for alcohol to prevent heavy discounting and to raise the price of high volume, high strength
products such as cask wine, which have a particular association with alcohol related harm.?2

THE CHANGING REGULATORY ENVIRONMENT IN SOUTH
AFRICA

Relevant background

Wide ranging regulatory change
is taking place and already has
started impacting on the South
African wine industry. Among
the latest changes has been the
publication in the Government
Gazette of the amendments to
the Liquor Products Act to
IUITATICN PO PLILIG COMMIEWTS close the loophole which allows
for the production and sale of
fermented liquor products sold as “ale.” According to the definition “other fermented beverage,”
beverages may not have an alcohol content of more than 6%. The way in which the products
may be produced and from which substances it may be produced are also prescribed. Once
the amendments have been approved it will no longer be allowed to sell or produce a product
with more than 0.5% alcohol unless it complies with the requirements for one of the classes of
liquor products listed in the Act.*

SETAATSROBNANT, 8 JURGE 20032 Me ¥ 3

GEnERAL NOTICE

MHOTWCE 488 OF 202

DEPARTMENT OF AGRICULTURE, FORESTRY AND FISHERIES

DRAFT LICLOR PRODUCTS AMENDMENT BILL

Legal drinking age

The global debate on alcohol advertising which has swung against alcohol brands and their
agencies also impact in South Africa. In a Synovate poll conducted in June 2011, two-thirds
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of South Africans believe that increasing the legal drinking age to 21 will be effective in decreas-
ing both underage drinking and alcohol abuse.? The majority of respondents also believe that
drunken driving and violent behaviour / domestic abuse could also be reduced if the draft law
is passed.® Interesting to note is that nearly 80% of respondents in the Synovate poll maintain
that it is government’s responsibility to protect children from this social disease?” and indeed,
earlier in 2012, Social Development Minister Bathabile Dlamini suggested a bill to raise the legal
drinking age to 21.% The draft bill to raise the age for drinking is still in the cupboard along with
the draft bill for licensing shebeens. The industry however argues that simply raising the drink-
ing age will not have the desired effect without enforcement, and that the government should
rather enforce what is internationally accepTable as the preferred drinking age limit, which is
what South Africa currently has. The general arguments are about whether raising the age will
have any real benefits because it is the enforcing of the law that is the real issue. In the US
various studies into the legal drinking age of 21 have found that the law serves only as a deter-
rent. Most states in the US have introduced alcohol education programmes to coincide with
driving education lessons to drive home the gravity of drunk driving.

Impact of ban on alcohol advertising

At present restrictions regarding alcohol advertising and sponsorships are light (see Table 6).
The South African advertising and media industries are however bracing for much stricter
government regulation of alcohol advertising.®® A shock draft bill from the Department of Health
(DOH), the Draft Control of Marketing of Alcoholic Beverages Bill, totally prohibits the advertising
and promotion of alcoholic products. ®' % It is being reworked by an interdepartmental
government task team including officials from the departments of health, social development,
and trade and industry, which will make proposals to a committee composed of their Cabinet
ministers after being prematurely leaked into the public domain (see Box 4).

Table 6: Summary of wine advertisement and sponsorship restrictions in South Africa

Beverage categories
Beer
Beer Wine Spirits
National television No No No
National Radio No No No
Print media No No No
Restrictions on advertising Billboards No No No
Health warning on advertisements No
Enforcement of advertising/ spon-
. o NA
sorship restrictions
Restrictions on Sponsorship | Sport events No No No
of Youth events No No No
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The DOH also expects a draft Integrated
Strategy “reflecting existing and new
government interventions on amongst others
the ‘harmful use of alcohol” and “poor diet” to
be targeting the fast food industry and its
advertising practices.® The draft bill is not likely
to enter the Cabinet process and Parliament
thereafter in its current form and before all
stakeholders have been consulted and the
economic impact assessed. Although it is
premature what the direction will be (total or
partial ban), it can be assumed that the
landscape will change and that the wine and
advertising industries as well as sport bodies in
particular will be severely and adversely affected.
A recent study by marketing analyst Chris
Moerdyk found the media industry stood to lose
R2 billion in revenue if alcohol advertising were
to be banned, which amounted to about 2 500
job losses (see Table 7). A sponsorship and
marketing expert at the Gordon Institute of
Business Science, senior lecturer Michael
Goldman, said that given the significance of
sports sponsorship as well as the effect on the
media industry of a total ban on alcohol
advertising, a reconsideration of the bill in its
present form will probably take place.* There is
no argument over the reality that in South Africa
alcohol-related problems such as foetal alcohol
syndrome, physical and emotional abuse, drunk
driving, severe medical conditions and a raft of
social side effects are significant health and
social concerns.

Stronger regulations, coupled with a system
to clear ads before flighting rather than one
relying on consumer complaints, if imple-
mented as per the Advertising Standards
Authority of SA* (the most recent annual
review in March 2012 seems to allow more
flexibility than the UK code), would probably
see off most of the alcohol advertising current
featured in SA media. In their turn, the South

e Totally prohibit the advertising of alcoholic
products;

e Permit only notices, which must be
limited to “describing the price, brand
name, type, strength, origin and
composition of the product”, to be
displayed inside licensed and registered
premises. Notices must be accompanied
by a health warning and must not be
visible from the outside;

* Prohibit the display of names and logos
of alcoholic beverages on delivery
vehicles;

e Prohibit the linking of sports sponsorship
to alcoholic brand names; and

e Prohibit the promotion of alcoholic
beverages through donations and
discounts at events.

African advertising industry, working in close
cooperation with the Industry Association for
Responsible Alcohol Use (ARA - a non-profit
organisation) has actively been putting its
case against tighter regulation. In essence,
the industry is arguing that an ad ban on
alcohol advertising would affect brands but
not alcohol abuse, which is what the DOH
really attempts to achieve. Not only will agen-
cies lose revenue and be forced to retrench
staff but international partners find the current
process unsettling, impacting on investment
in the country’s creative industry. Furthermore,
the negative impact on the total value chain,
including employment, will be significant.

Regardless of the intention behind the draft
legislation, or the research into the link
between advertisements and consumption it
can be safely assumed that it will change. It
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would therefore be appropriate to mention the continued research by Chris Moerdyk into the
consequences for banning alcohol advertisements.* Findings of Moerdyk’s July 2011 preliminary

impact assessment of a ban on alcohol advertising are depicted in Table 7:*

Table 7: Summary of impacts

Area of impact

Detail

Advertising industry

Significant impact. Total loss of revenue, including sponsorship,
sports development leveraging, events and below the line (BLT)
activities: R2.6 billion

Mass media industry: Above-the-line
(ATL) advertising revenue for mass
media

Job losses of approximately (and conservatively estimated) 2
500 low-earner employees, mainly in the print and out of home
(outdoor) sectors, as well as sports marketing and management
companies: R1.8 billion, especially on the SABC: approximately
R400 million; DStv and e.tv combined: approximately R500 mil-
lion; the balance: radio, lifestyle magazines, newspapers.

Alcohol industry

Between 5-8% short-term decline in branded liquor consump-
tion, recovering in the medium term due to direct marketing.
Brand leaders would, in fact, benefit from an advertising ban by
increasing market share at the expense of lesser-placed brands.

Dependants of retrenched employ-
ees

Approximately 30 000 people will lose their breadwinners, due to
the high number of dependants per breadwinner in the lower
ranks of the workforces.

Impact on alcohol and substance
abuse in poorer areas

Negligible. Precedents in Canada, Denmark and New Zealand
found no evidence of reducing alcohol abuse, which resulted in
bans on alcohol advertising being lifted. The impact on sub-
stance abuse is equally negligible, due to alcohol and substance
abuse emanating mainly from non-branded liquor products such
as home brews and methylated spirits as well, e.g. glue, tik etc.

Impact on SA fiscus

A study still underway by an independent accountancy firm.
However, one example would be the loss of VAT on approxi-
mately R2 billion of the R2.6 billion due to advertising budgets
being allocated directly to the bottom line in most liquor firms
(VAT loss would be approximately R280 million).

Liquor retailers

Would be prevented from depicting products on the windows or
shop fronts.
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Advertising industry

Music industry

Significant impact. Total loss of revenue, including sponsorship,
sports development leveraging, events and below the line (BLT)
activities: R2.6 billion

The drinks industry sponsors music concerts and music events
and giving new artists platforms. Any restrictions on alcohol
advertising and sponsorships would also impact on such
industry players’ support for the local music industry. Few
companies are willing and able to sponsor music. Prohibiting
alcohol sponsorships will make the pool even smaller.®

Fast food and sport industry

Increasing pressure from within SA and from the WHO to ban
fast food advertising will have consequences for the SA fast food
industry. The WHO has identified obesity at the most challenging
global health hazard. It would be difficult for Government to
justify banning alcohol advertising without banning fast food
advertising, the impact of which would be a further 3,000 job
losses in the media and marketing industries. Given the role
advertising leveraging plays in liquor industry-sponsored sports
development projects, these projects would more than likely be
curtailed or abandoned, should the liquor industry not be able to
derive any added-value benefit.

Liquor-industry-sponsored  Drink/
DRIVE campaigns

These could be severely compromised, should liquor industry
sponsors not be able to “brand” these campaigns.

SA's potential to host international
sporting / commercial events / exhi-
bitions

This potential would be compromised, should any of these
events have global liquor sponsors.

TV programmes and print magazines
and numerous commentators and
bloggers

The liquor industry supports, through advertising and sponsor-
ship, TV programmes and print magazines, as well as numerous
commentators and bloggers All advertising contained in the
media could simply move from classical advertising to paid
advertorial.

Loss of investment

A ban will direct manufacturers to allocate large parts of their
advertising, R&D and marketing budgets to their operating
profit, a significant proportion of which will find its way back to
offshore shareholders as increased dividends.




Significant impact. Total loss of revenue, including sponsorship,
Advertising industry sports development leveraging, events and below the line (BLT)
activities: R2.6 billion

The proposed outright banning of alcohol advertising will affect
the industry’s SMEs i.e. the billposting companies responsible
for flighting the advertisements and companies that maintain the
media owner’s plant in the field, leading to job-losses and liqui-
dations.® In excess of 20% of the advertisements placed in the
SMEs outdoor advertising medium are from the liquor industry includ-
ing SMEs. The percentage varies considerably between the
larger outdoor advertising companies, whose income from liquor
advertising is in the region of 12% to 15%, whereas the SMEs
have exposure to up to 40% and above. Smaller companies are
thus more vulnerable if a ban were to be imposed on the outdoor
advertising industry.

Banning alcohol advertising will have the unintended effect of
stifing competition within categories in the wine industry and
Competitiveness entrenching dominant players. Existing players will maintain their
market share while launching new brands to stimulate competi-
tion will become increasingly difficult.

Excise

In February 2012, the Minister of Finance, Pravin Gordhan announced a sharp increase in
excise duties to 20% for brandy that elicited a shock reaction from wine industry stakeholders.“
The raised excise puts the industry under increased pressure and wine producers and cellars
in particular will be adversely affected. The increase follows on consistent increase over sev-
eral years while the industry amidst global economic woes. Excise duties on wine have risen
from R0,89 per litre in 2003 to R2,50 per litre in 2012. The wine producers’ revenue is thereby
reduced by more than R1,100 per ton (see Tables 8 and 9).

Table 8: Annual excise increases on wine and spirits

2003 0,89 1.0 40,38 10.0
2004 1,17 7.0 45,84 13.5
2005 1,41 20.0 50,42 10.0
2006 1,68 12.5 55,21 9.5

2007 1,72 8.5 61,01 10.5
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2008 1,84 7.3 67,72 11.0
2009 1,98 7.6 77,67 14.7
2010 2,14 8.1 84,57 8.9

2011 2,32 8.4 93,03 10.0
2012 2,50 7.8 111,64 20.0

Source: SAWIS

In 2002 National Treasury released the current Alcohol Tax Policy, according to which the targets
for excise and VAT as a percentage of the retail selling price were set at 23% for wine, 43% for
spirits and 33% for beer. The 2012 increases in the tax on alcohol products increased the tax
burdens for beer and spirits to 35% and 48% of the retail price. The budget review says the
intention of the increases is to complement “broader efforts to reduce alcohol abuse”.*'

Table 9: Summary of relevant taxes on wine and spirits in South Africa

Sales VAT exists Yes
) ) % sales VAT 14
Taxation of alcoholic beverages
% excise 7.8 20.0
Excise stamps exist no

Source: WHO and South Africa press, 2012

The industry is shocked especially against the background that the South African government
has been earning more from excise and VAT from wine products than the total wine grape
producers’ income (R4 204.4m versus R3 594.4m in 2011).”2 The considerable rise in excise
duties raise concerns on the effect this may have on the industry and the economy but they
have been welcomed by those concerned about the costs of externalities associated with
excessive alcohol consumption.*® Increasing excise duties on beverages and tobacco results
in higher consumer prices for these commaodities, which puts upward pressure on producer
and intermediate input prices. The price of wine grapes, an important intermediate input in the
production of alcoholic beverages, falls due to the fall in demand for beverages following the
price increase.

The beverages and tobacco industries have extensive forward and backward linkages in the
economy, which explains the number of potential job losses.* Studies have shown that by
increasing excise duties on beverages (and on tobacco) the majority of households in South
Africa will be worse off in terms of real consumption expenditure and households in the Northern
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and Western Cape will be especially affected. In addition, lower income households will lose
out most, as they spend a larger share of their budget on beverages and tobacco.* However,
the most serious concern amongst industry stakeholders of rising excise duties is the resultant
number of job losses in the Northern and Western Cape especially and in the agricultural sec-
tors.

The wine industry contributes R26 223 million to the annual GDP of South Africa, which amounts
to 2.2% of the total gross domestic product (GDP) of South Africa in 2008. The wine industry
supports employment opportunities to the tune of 275 606. Of this number 58% are unskilled,
29% semi-skilled and 13% skilled. According to the labour/capital ratio (5.54) it is obvious that
capital is applied much more effectively regarding employment creation as the ratio is higher
than that of the national economy (3.18). For every R1 million invested, 11.76 job opportunities
are created. In 2010 and previous years, wine exports were the single biggest foreign exchange
earner of all South African agricultural sectors.

The International wine fraternity is undergoing rapid regulatory change. The change is not only
driven on national level but also strongly on an international level and most notably by the WHO.
The global debate on alcohol advertising has swung against alcohol brands and their agencies;
a debate that is also impacting on South Africa. Stricter regulation whether through government-
monitored self-regulation, or direct regulation limiting the reach of alcohol advertising, seems
inevitable in this context.* Various codes regulating advertising are being refined and adapted.
Although the issue was initially driven by the WHO and various non-governmental organisations,
it is clear from the literature that industry stakeholders (retailers, multinational beverage com-
panies, producers, advertising companies and others) have taken up the initiative to taken hands
with governments and regulatory authorities to find ways of curbing alcohol abuse and prevent
social ills that are associated with alcohol abuse.

On excise, questions remain about whether the changes will have the intended results i.e. find-
ing a solution to social problems associated with alcohol abuse. Industry experts argue that
the focus should be equally strong on implementing measures against illegal products and
alcohol distribution which amount to a significant R500 million in excise losses annually from
wine and spirits. The question that is being asked is whether higher duties will perhaps unin-
tentionally exacerbate illicit trade. What is clearer is that excise changes will have a negative
impact on especially wine producers in South Africa. The pressure is increasing on producers
to optimise production and cut cost but it is also true that with margin already very small, there
remains little manoeuvre space for improvements on the producers’ side.

Wine producers, alcoholic beverage companies and other value chain role-players have the
democratic right to cultivate the land and trade in an honourable and ethical way without non-
value adding, over-regulated emationally mismatched interventions. The bigger picture begs
the question what about other abuses such as obesity?

The challenge now is to direct the dialogue away from blanket bans by organisations, such as
the WHO, to solutions that better manage the social development needs of our country with
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the need for economic sustainability and growth. The real impact of a ban on liquor advertising
is researched in many research projects independent of the alcohol industry. Joseph Fisher, an
American research professional specialising in alcohol, compiled and published a worldwide
survey entitled “Advertising, alcohol consumption, and abuse” - a broad collection of studies
from all available markets published as the most comprehensive and authoritative review of the
subject in existence. He says the body of research on the relationship between alcohol and
consumption is large and varied even when the research of alcohol manufacturers and interest
groups is excluded. The studies have found that moderate warning messages are the best
short- and long-term deterrents to excessive alcohol consumption. The link between advertis-
ing and alcohol consumption is, at best, tenuous, according to Fisher.*” The regulation of
advertising can only form part of an overall strategy with government of prevention, the effects
of which on younger generations will not be felt for a long time.
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