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The Canadian Wine Industry:
A Summary View

July 6, 2011 The Canadian wine industry comprises operations mainly engaged in making wine or
brandy, from grapes or other fruit, including firms engaged in the following operations:
Kenrick Jordan growing grapes and manufacturing wine; manufacturing wine from purchased grapes and
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Industry Analysis other fruit; blending wines; or distilling brandy.

The industry is small, accounting for only 0.3% of the manufacturing sector and 0.03% of

www.bmocm.com/economics  the overall economy. It is the smallest beverage segment, with a 9% average output share
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in the past five years. Breweries and soft drinks & ice are much larger, while distilleries are

only marginally so. Wine industry sales amounted to C$897 million in 2010.

The wine industry has grown at a relatively fast pace, particularly since the late 1990s.
Wineries output—measured by real GDP—has grown at an average annual rate of 7.6%
since 1998, much faster than the overall beverage

Wineries: Shipments sector (1%). The industry’s expansion contrasts with a

C$ Millions declining output trend for manufacturing as a whole.
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338 | the 1990s, industry activity quickened substantially.
600 - The acceleration reflects a shift from native grape
288 | species (vitis labrusca) to wine-quality grapes (vitis
300 - vinifera); the creation of the Vintners Quality Alliance
fgg ] (VQA) standard to enhance quality; expanded efforts
- to promote Canadian wine; and industry
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Index, 1981=100 Brisk growth notwithstanding, climate conditions
2?8 ] limit the scale and the competitiveness of Canadian
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360 | small regions and a short season can prevent
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serve markets with consistency.

—— Wineries —— Manufacturing Economy



Special Report

from BMO Capital Markets Economics

Wineries: Import Share The industry is concentrated in Ontario and B.C.,
Percent . L .
where climate favours grape cultivation in some

;5: areas, and in Quebec. Based on operations, half of
68 | the industry is located in Ontario and one-third in
gi: B.C. Quebec, where production largely involves
62 - bottling and blending imported wines, is the third
gg: largest producing province, with slightly less than
56 | 10% of all facilities.
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The industry is fragmented, with most operations
being small. Only a few wineries are reported to
have 200 or more workers, which would make them
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Wineries: Export Intensity
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5 medium or large by international standards. The
14 | larger firms have wine production interests in two or
12 1 more provinces.

The industry relies almost completely on the
domestic market which has grown briskly. Still, it is
not dominant in its home market, with a share of
about one-third in 2010. Moreover, Canadian

1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 producers have been ceding ground as import
competition has intensified.
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Fostering brisk import growth are the loonie’s strength, the expansion of “New World”
output (e.g., Australia, Argentina), and constraints on red wine production in Canada. The
main import sources are France, Italy, the United States, and Australia. While imports from
“New World” producers are making inroads, France—the largest supplier of imports to
Canada—has seen its share slip.

Wine exports are small compared with overall shipments and have declined notably after
2002, following a period of strong growth. Thus, export intensity has fallen from 15% in
2001 to 4% in 2010, reflecting lost competitiveness due to the loonie’s increasing strength
over that period and a significant expansion of global wine production.

The U.S. is the largest foreign market for Canadian wines, taking over 40% of all exports
last year, followed by China with about 20%. In addition, sales to the United States have
increased at a brisk rate, which contrasts with a downward trend in total wine exports
from Canada.

Industry activity should strengthen in line with improving economic conditions over the
next few years. Indeed, production has picked up since early last year. However, output
will likely be checked by cautious consumers and the loonie’s strength. Spending restraint
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will limit the size of the market while currency appreciation will hurt the industry’s
competitiveness and ability to gain or hold onto market share.

Still, to enhance its prospects, the industry must focus on gaining market share at home
and abroad. Raising consumer awareness of the quality of its products will be critical in
this regard. While exports will continue to play a limited role, fast-growth markets, where
incomes are rising quickly and consumption is low, should be targeted.

The industry should also take steps to relieve production constraints, with efforts perhaps
centering on grape varieties more suitable to Canadian climate (without sacrificing yield
and taste) and on technologies that reduce the adverse effects of climate. Examples of the
latter are the use of windmills by some Ontario wineries to prevent cold air from settling
over their vineyards and the development of Icewine (from grapes frozen naturally on the
vine) as a niche product.

The information, opinions, estimates, projections and other materials contained herein are provided as of the date hereof and are subject to change without notice. Some of
the information, opinions, estimates, projections and other materials contained herein have been obtained from numerous sources and Bank of Montreal (“BMO”) and its
affiliates make every effort to ensure that the contents thereof have been compiled or derived from sources believed to be reliable and to contain information and opinions
which are accurate and complete. However, neither BMO nor its affiliates have independently verified or make any representation or warranty, express or implied, in
respect thereof, take no responsibility for any errors and omissions which may be contained herein or accept any liability whatsoever for any loss arising from any use of or
reliance on the information, opinions, estimates, projections and other materials contained herein whether relied upon by the recipient or user or any other third party
(including, without limitation, any customer of the recipient or user). Information may be available to BMO and/or its affiliates that is not reflected herein. The information,
opinions, estimates, projections and other materials contained herein are not to be construed as an offer to sell, a solicitation for or an offer to buy, any products or services
referenced herein (including, without limitation, any commodities, securities or other financial instruments), nor shall such information, opinions, estimates, projections and
other materials be considered as investment advice or as a recommendation to enter into any transaction. Additional information is available by contacting BMO or its
relevant affiliate directly. BMO and/or its affiliates may make a market or deal as principal in the products (including, without limitation, any commodities, securities or other
financial instruments) referenced herein. BMO, its affiliates, and/or their respective shareholders, directors, officers and/or employees may from time to time have long or
short positions in any such products (including, without limitation, commodities, securities or other financial instruments). BMO Nesbitt Burns Inc. and/or BMO Capital
Markets Corp. , subsidiaries of BMO, may act as financial advisor and/or underwriter for certain of the corporations mentioned herein and may receive remuneration for
same. “BMO Capital Markets” is a trade name used by the Bank of Montreal Investment Banking Group, which includes the wholesale/institutional arms of Bank of
Montreal, BMO Nesbitt Burns Inc. , BMO Nesbitt Burns Ltée/Ltd. , BMO Capital Markets Corp. and Harris N. A., and BMO Capital Markets Limited. TO U. S. RESIDENTS: BMO
Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd. , affiliates of BMO NB, furnish this report to U. S. residents and accept responsibility for the contents herein,
except to the extent that it refers to securities of Bank of Montreal. Any U. S. person wishing to effect transactions in any security discussed herein should do so through
BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd. TO U. K. RESIDENTS: The contents hereof are not directed at investors located in the U. K., other than
persons described in Part VI of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001.

™ - “BMO (M-bar roundel symbol) Capital Markets” is a trade-mark of Bank of Montreal, used under licence. © Copyright Bank of Montreal.

PAGE 3 BMO 9 Capital Markets



