O GET BACK ON THE ROAD TO

ABERDEEN, turn left out of Huntley,
pass our distillery on your left, and keep
going until you reach the main road”

There is no distillery on the left as
you travel out of Huntley, but Euan
Shand, proprietor of independent bottler
Duncan Taylor, isn’t delusional. He’s ec-
static. He’s just returned from a planning
meeting that has green-lighted plans for
a distillery just where he describes it.
Bids have been sought for the work, and
if all goes to plan the new plant will be
operational this side of Christmas.

“It’s hard to know exactly, but it should
take eight or nine months to build,” he
says triumphantly. “We’ve always said we
would like it up and running this side of
Christmas. One of the problems is that
we’ve applied for some grants, and you
can't start work until they give you the
money; otherwise they think you don’t
need the grant”

Securing the Future

Shand’s distillery will be just the latest in
a long line of new malt sources coming
on line. Last year Diageo began work on

a “super distillery” in Speyside, William
Grant successfully began malt produc-
tion at Girvan, and 2008 started with
the news that an Eastern consortium
was planning to buy Glenglassaugh and
produce whisky there for the first time in
more than twenty years.

We're not finished yet. With tens of
millions of dollars being invested in the
whisky market as the producers attempt
to meet and profit from the growing
demand from China, India, Russia,
Southeast Asia, and South America, no-
body’s ruling out more announcements
of further distillery projects from the
major drinks companies.

Italladds up toa
growing confidence in the

future of malt whisky.

As whisky lovers,
we should all

be delighted that the

foreseeable future
of the industry is secure.

It all adds up to a growing confidence
in the future of malt whisky. As whisky
lovers, we should all be delighted that
the foreseeable future of the industry is
secure.

“Parasites and Pirates”

Or should we be? After all, it doesn't take
an economic genius to work out what
the implications of demand outstripping
supply are, and with barley and wood
costs rising rapidly and shortages of malt
becoming increasingly common, the
message coming from Scotch whisky is a

stark one: enjoy it while you can, because
you've never had it so good. Tomorrow
you may well be facing less choice and
higher prices.

Look at the case of Euan Shand, for
instance. He’s long held the dream of
owning a distillery, and it’s no secret that
he’s spent years trying to buy one. But his
reason for building one now is born of
necessity, not romance.

“The growing shortage of malt was
very much a prime reason for the dis-
tillery,” he says. “Getting hold of good
quality malt is becoming increasingly dif-
ficult, and has started to cause problems.

John Glaser at Compass Box agrees.
His company is luckier than most—when
the company was set
up, he brokered con-
tracts directly with
the suppliers, and as
a result the company
should be immune.
But even Compass
Box is noticing the
effects.

“We have built
up good relation-
ships with some
companies, particu-
larly Diageo,” he says.
“They like what we do and they don'’t
want to do what we’re doing, so we're no
competition to them. We're in a different
position than some others because we
deal directly with the producers. We also
use a lot of grain [whisky], which is not
under the same pressure. It is becoming
harder to get hold of older malt. I was
told directly from one major producer
that they were hoarding their malt for
their own brands. It’s a problem”

The relationship Compass Box enjoys
isn’t as harmonious elsewhere, and the
independents—tolerated when they
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were buying up excess stock in grimmer
times—are now increasingly being dis-
paraged by the whisky makers: parasites
and pirates are just two of the nicer de-
scriptors that have been cast their way of
late. Why would a distillery allow a cask
to get away when it can’t keep up with its
own demand, anyway?

No More Cheap Whisky

If a shortage of malt is affecting the sup-
ply to independent bottlers and therefore
eventually restricting the choice to the
customer, then the wider market is also
vulnerable. Although the industry is set-
ting out to meet the new worldwide de-
mand, there is an inevitable lag period as
new malt comes on line and is matured
for long enough to bottle.

That may mean some stark choices for
suppliers. They will increasingly pick and
choose where they supply their malt, and
unsurprisingly they will go where profits
are greatest. That means some tradition-
ally important whisky territories such
as the United Kingdom, France, and to
some extent Germany might see malts
disappear from local store shelves.

The trend will be more pronounced if
the British supermarket sector refuses
to compromise and pay more for whisky
than at present. With malt, wood, and
fuel costs rising rapidly, suppliers simply
can’t afford to hold prices down even if
they want to.

Stories abound of suppliers starting
to refuse to supply malt for ‘own label’
bottlings at a low cost, and in one case a
supplier is said to have tripled the price.
Whisky producers simply don’t have to
play that game any more, and have the
option of abandoning the home market
and seeking greater rewards elsewhere.

Indeed, it’s already happening. Glen
Ord, for instance, has been withdrawn

BOO m By Dominic Roskrow

and relaunched in Taiwan as the
Singleton of Glen Ord. But Diageo’s
director of malts, Nicholas Morgan,
reckons this is small fry when compared
to what’s starting to happen elsewhere.

“There are some leading malt brands
that are not from Diageo that are being
allocated to particular territories in Asia,’
he says. “I think there are clear signs that
some major names are being directed
more to markets that are not as competi-
tive as the UK is”

But Morgan believes that the United
States might actually benefit from the
trend. “America is still a premium market
for malt and it is still relatively undevel-

“Premiumization is influenced
by a number of variables,

including the state

of a particular
economy, which influences

affluence and levels of
disposable income.”

MIiCHAEL URQUHART

oped. It offers some companies a contin-
ued opportunity”

There’s a certain inevitability about
the move to more selection and higher
prices. With a general move toward
responsible drinking, a growing mental-
ity of drinking less but better, and the
new marketing buzzword being ‘global-
ized premiumization, malt whisky would
seem to be in line to benefit.

Indeed, argues Michael Urquhart,
joint managing director of Gordon &
MacPhail, it’s already happening. But

he sounds a note of caution for the
American market, where economic fac-
tors may have a negative impact.

“Premiumization is influenced by a
number of variables, including the state
of a particular economy, which influ-
ences affluence and levels of disposable
income,” he says. “It will be interesting
to assess if the widely reported credit
crunch will impact on consumer spend-
ing for affordable luxury goods such as
Scotch whisky”

For the time being though, the trend
toward ‘repositioning’ moves ahead at
pace, and you don’t have to look too
hard to see evidence of it. Macallan, for
instance, is pursuing an aggressive drive
in Southeast Asia, and you wouldn'’t bet
against LVMH, owners of Ardbeg and
Glenmorangie, going the same route.

“The old Glenmorangie philosophy
of stacking them up high and selling
them cheap doesn't sit easily with a
luxury company such as Moet Hennessey
(LVMH),” comments one industry
insider. “And while the company may
be forced to come out of supermarkets
because of the price issue, it may see it
as much as an opportunity. The toughest
and most expensive part about opening
a new market, such as Asia, is establish-
ing a supply route. LVMH already has a
supply route in place for its other brands.
It is well-placed to drive its whisky sales
in that part of the world”

Change and Innovation

The current growth in new distilleries
and the reopening of mothballed ones

is, of course, an attempt to match supply
with burgeoning demand, and it may well
be that the present ‘crisis’ is a relatively
short one, as new supply lines come

on stream. Nevertheless, how we drink
whisky in the future will almost certainly
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be affected by malt shortages. Expect to
see, for instance, a growth in the launch
of younger whiskies.

“The point here is that older doesn’t
necessarily mean better, and not all
younger whiskies are inferior,” says
Nicholas Morgan. “There is a growing
demand among consumers for younger
whiskies in general. It's now widely ac-
cepted that some styles of whisky, such
as peated whiskies, are improved by
being younger. We released an unpeated
Caol Ila at eight years because there was
a call for it”

Michael Cockram, Scotch brand
director for Beam Global, agrees and
expects that the acceptance of younger
malts will be coupled with a move
among whisky enthusiasts to become
less concerned about age
statements on bottles, too.
Beam has already proved
through the excellent
Laphroaig Quarter Cask,
and most recently the new “
Ardmore Traditional, that /€9 ckram
great malt doesn’t necessarily have to be
of a certain age.

“The whisky enthusiast has become
a lot more knowledgeable in recent
years,” he says. “In the past, perhaps we
have been too hung up about the age of
whisky, and there is more of an under-
standing that reducing maturation time
by using a smaller cask doesn’t impact
on quality”

John Glaser agrees. His whiskies don’t
bear an age statement, but nobody has
ever accused Compass Box of skimping
on quality. Indeed, he says, breaking free
of such tags has permitted innovation
and experimentation.

“The attitude has definitely changed,’
he says. “I used to be asked constantly
about why there was no age on the
bottle. Now it’s pretty much accepted”

While we may be set for a period of
higher prices, and even restrictions on
the supply of our favorite malt, there is
an upside, too. Scotch whisky has been
impeded by too little innovation and

“The whisky enthusiast has
become a lot more

knowledgeable

in recent years.
In the past, perhaps we have

been too hung up about

the age of whisky,
and there is more of an
understanding that reducing
maturation time by

using a smaller cask
doesn’t impact on quality.”

MicHAEL COCKRAM

brand development. The current short-
ages and the potential financial rewards
will encourage new development.

Michael Cockram believes that whisky
is crying out for something radically
new, and believes that America is as like-
ly a source as anywhere. In the States, he
argues, it’s not uncommon for someone
to recognize the gap in the market and
then fill it with a new product, rather
than create a new product and then try
and find it a place in the market. Grey
Goose, marketed as a premium vodka
and commanding a much higher price
than some Scotch malts matured for 12
years, is a case in point.

“I'd be very surprised if something
doesn’t come along in the next few years
to shake up the whisky industry;” he
says with relish. “It’s an exciting time for
whisky. If you look at vodka, seven of the
top ten brands didn’t exist a few years
ago. Perhaps something similar will hap-
pen to whisky”

It’s food for thought. In the meantime,
hold on tight—it’s going to be a fast,
furious, and exciting ride.
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