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NITED  SPIRITS

Limited (USL), the

flagship company of

the UB group, has

# made history by
postingsales of 100 million cases
in the fiscal year ending March
2010, displacing the Paris-based
Pernod Ricard as the world’s sec-
ond largest spirit company in
volume terms. And the company
now has ambitions to move up to

thetopglobal position inthenext -

fiscal year. USL, which traces its
history back to the erstwhile Mc-
Dowell & Co, which was estab-
lished as a proprietary business
in 1826, has certainly comealong
way with 80 bottling units and a
portfolioof morethan 140brands
sold through 64,000 retail outlets.

It also has some outstanding
innovative products like the first

single malt manufactured in
Asia and the first diet whisky in
the world. The USL success is
all the more remarkable given
that India’s success in manufac-
turing has been so far limited

toafewnicheareaslikeengineer-
the performance of Pernod Ri-
Zard /the Fratick v that

ing preducts and chemicals. So,
this novel achievement in the
global spirits market is com-

mendable as it heralds India’s -

entryintotheimportantsegment
of lifestyleproducts.

A major breakthrough that
helped USL notch such signifi-
cant gains was the acquisition
of the Glasgow-based Whyte and
Mackayin2007, whichrampedup
its premium scotch and single
maltsportfolioandgaveitowner-
ship of four malt whisky distil-
leries in Scotland and a bottling
capacity of 12 million cases per
annum. Earlier,thecompanyhad
also made an entry in the wine
categorythroughtheacquisition
of Bouvet Ladubay, a French
company, in 2006, with a capacity
of 8 million bottles per year,
whichissoldinover38countries.

An important aspect that dif-
ferentiates USL’s achievements
from other recent gains in global
markets is that the achievement
was almost entirely from domes-

tic markets. For instance, USL's
annual report for 2008-09 shows
that of the total sales of Rs 7,113
crore in 2008-09, the company’s
total exports and foreign income

‘earnings were only Rs 4.2 crore.

This is in striking contrast to

USL replaced in the second
position. Figuresfor2008-09show
that of its total sales of 7,203 mil-
lion euro in 2008-09, the French
markets accounted for sales of
just 735 million euro. Sales were
morethan2,000millioneuroeach
in other markets in Europe, the
Americas and Asia. The highest
shareof its profits camefrom the
Americas (636 million euro),
followed by Europe (537 million
euro)and Asia (495 million euro).
France’scontributiontothetotal
profits was only a marginal 178
millioneuro.

‘USL’s complete dependence

‘on local markets for generating

volumes can be attributed to
many reasons. One was that the
double-digit growth in the do-
mesticmarketinrecentyearshas
eroded all incentives to extend
market reach beyond the bor-
ders. The numbers on India’s
stunted export market for spirits
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speaks volumes of the insular
outlook of the industry. Though
India is the third largest market
foralcoholicbeverages, withato-

tal sale of 200 million-plus cases,
the spirits exports in 2008-09 was
minuscule. The largest spirit ex-
ports was that of whisky (Rs 251

crore)followed by liqueurs (Rs 20
crore),rum(Rs12crore),gin(Rs3
crore) and vodka (Rs 2 crore).
This is in sharp contrast to the
spurt in export performance in
other manufacturing areas. In-
dia’s competitive strength has
improvedinrecenttimesinareas
like chemical and engineering
products, where the exports

- have touched $22.6 billion and

$47.2billion, respectively.

The poor export performance
of the spirits companies can also
be attributed to the high tariff
walls put up to protect domestic

.industry. Indian has bound the
- basiccustomsdutyat150% of the

product value to which it adds
other state and central taxes,

.which makes imports prohibi-

tivelyexpensive.

An excessively protected do-
mesticmarkethashad anegative
impact on the competition in the
industry, which was dominated
by afew firms. In fact, USL alone
accounts for 59% of the Indian
spiritsindustry involumeterms.
Estimates made by government
agencies in the middle of the
decade indicate that the four
large producers alone controlled
three-fourths of the market for
brandedspiritswhiletwoplayers

alone account forasimilar share
of thebeer market.
Consequently, the highly pro-
tected domestic market has been
dominated by cheap products. A
largepartof thespiritsconsumed
are country liguor. And most of
the Indian-made foreign liquors
‘consumedarepoorreplicasof the
original products, made almost
entirely frommolasses whichare
thenflavouredandsoldaswhisky,
brandy,rum,ginandvodka.
Another factor that hinders
the growth of competition and
improvementinthequalityof In-
dianspiritsistheexcessive influ-
ence of the government. Apart
from licensing production and
limiting imports, g:he govern-
ment also imposes excessively
high taxes, which account for as
much as 60% of thefinal product
prices. And to cap it all, almost
two-thirds of the spirits sales
are made to government buying
agencies that dictate terms, seek
rent and arbitrarily distort mar-
ket signals that are essential for
the growth of a dynamic indus-
try. In such a scenario, the domi-
nation of Indians companies in
the global rankings would con-
tributeverylittletoexpandingits
shareintheglobalmarkets.



