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Frolicking with Bacchus in California 

Bacchus is a fun guy.  But Bacchus runs away when the bankers come to call.  And the legions of regulators are not even interested in Bacchus.  In fact, they are suspicious of him, if you can imagine that.  But Bacchus always manages to find some chumps who will run the financial side and the marketing and the technical and the public policy sides of things while he parties.  And the financial, marketing, technical, and public policy sides of the wine business are full of opportunities, but equally full of complex challenges.  It requires (sorry Bacchus) a sober assessment of the future.  

Where is the business of growing grapes and making wine headed in California?  What is the California grape and wine business going to look like in, say, 2020?  Let’s look at the formidable challenges first and then wrap up with the tantalizing opportunities.

High costs are the biggest threat to the grape and wine business in California.  With a current population of almost 37 million, the state is projected to increase by some 15 million people over the next 35 years.  The cost of California Real Estate is high and headed higher over the long term.  Population pressures are increasing the cost and scarcity of water and the cost of complying with ever more restrictive regulations governing farming practices and wine making.  As just one example, the government Air Resources Board in the largest winegrowing region of California has proposed requiring expensive and cumbersome filters to be installed on fermentation tanks in order to reduce ethanol emissions.  The pressure of high costs has forced a reappraisal of some of the warmer, less expensive regions of California and a few pioneers are proving that wine quality from these areas can be improved dramatically if state-of-the-art grape growing and winemaking techniques are employed.

The second biggest problem for California grape growers is increasing foreign competition, competition that, in many cases, is able to grow grapes and make wine for much less.  On the consumer side, the United States has developed into the most lucrative wine market in the world, the market where customers are willing to buy large quantities of premium wines and where brands have a major influence on consumer purchases.  This is obviously a great benefit for the wine business.  But not all of the effects benefit the California wine business as such.  The major American wine producers have correctly decided that their two most valuable assets are not their 
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California vineyards and winery facilities but their understanding of how to market wine to American consumers and their ability to get wine to American markets by navigating the Byzantine distribution 
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system in each of the 50 states.  Almost all of them have decided to leverage their superior knowledge of American markets by selling not just California wines but high-value wines from all over the world.  This is a logical evolution for wineries as they become more focused on the opportunities in the huge and expanding American market. But grape growers find it much harder to move any part of their operations off-shore.  They are literally rooted in California, with its swelling population and increasing costs.

The next biggest threat to the business of viticulture in California is the current relatively low investment in research.  California has lagged behind some of its competitors in funding research to understand what consumers want and in viticultural and enological research to figure out how to deliver what they want at competitive prices.  If California was one of the low-cost producers in the world market, a minimal investment in innovation would be understandable.  But a high-cost producer must continue to innovate or die.  The good news is that this is a problem that can be overcome and there is already a wine business group, The National Grape and Wine Initiative, (link: www.NGWI.org)  working on revitalizing the commitment to research and innovation.    

Despite the serious threats, there are great opportunities.  California has been blessed with a wonderful range of climates and soils to grow flavorful grapes and produce exceptional wine.  And there are benefits to growing grapes and making wine in the middle of the most lucrative wine market in the world.  California producers, for example, have the opportunity to make a personal connection with millions of consumers, both by receiving visitors at their facilities and by visiting key markets around the country.  Wine, especially high-end wine, is a personal product that needs a story.  Consumers like to connect with the people, the place and the history behind the wine and that connection becomes an evocative part of their experience of wine.  

The California grape and wine business is well served by sophisticated advocacy groups which defend wine business interests in the political and regulatory arena.  One of the most promising fruits of these efforts is a new collaboration between growers and wineries known as the California Sustainable Winegrowing Alliance, designed to promote vineyard and wine practices that are environmentally friendly, socially equitable and economically feasible.  This award-winning program has already held workshops for more than 900 growers and 160 winery operations, learning the best practices for such things as recycling, conserving energy and water, reducing pesticide use, composting and using cover crops to build soil health and habitat for beneficial insects.  This effort helps to position the wine business as a leader among California businesses and makes the grape and wine business a better neighbor for all the people who make up the swelling population of California.

Because of its size and economic strength, the United States is by volume the third largest wine market in the world.  But the U.S. ranks only 34th in per resident wine consumption, ahead of Latvia, you will be glad to know, but lagging behind Slovakia.  There is room for substantial improvement here.  And the conditions seem to be right for wine.  Americans have become much more interested in good food in recent years, with celebrity chefs, popular cooking shows on television, better restaurants popping up across the nation and growing sales of high-end cooking utensils.  An interest in wine is a natural complement to an interest in quality food.  Furthermore, the members of the Millennial Generation (roughly ages ten to 25) who have reached legal drinking age are showing an interest in wine probably unparalleled in American history.  This could be, at long last, the generation that finally takes wine off its grand pedestal and places it squarely on the family dinner table.  

Although the United States is only the fourth largest producer of wine in the world, many of the world’s largest wine companies are U.S.-based, including the two biggest: Constellation Brands, Inc. and E. & J. Gallo Winery.  These larger companies have a decided advantage in dealing with huge national and international retailers and sometimes equally huge distributors.  Furthermore, they have a depth of knowledgeable executives which helps them to identify opportunities around the world and to deal with the complex challenges of executing around those opportunities.  They also 
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have access to the large sums of capital necessary to develop brands.  Almost all of these larger companies have become international in their approach but most of them do have a deep knowledge and intimate connection with California.

California growers and wineries have struggled with excess inventories for five years.  These painful excesses were the direct result of success coupled with bad timing.  California growers and wineries enjoyed a remarkably lucrative period between 1994 and 2000.  The Silicon Valley high-tech boom helped fuel a big increase in high-end wine consumption.  Growers and wineries raised prices and made record profits.  Much of this profit was reinvested in planting more vineyards.  Unfortunately, most of these new plantings started to come into production after the high-tech bubble burst in the spring of 2000.  The U.S. economy was further battered by the September 11, 2001 terrorist attacks and their aftermath, and then the Enron, WorldCom and other corporate scandals which roiled the financial markets. American consumers closed their wallets just as increasing quantities of grapes and wine were coming on stream.  Spot market grape prices plunged below farming costs in many cases and wineries took huge losses selling wines in bulk to reduce bloated inventories.  

In subsequent years, the California wine business has managed to expand export and domestic sales in order to liquidate the excesses, although much of the volume was sold below cost.  Unfortunately, the 2005 crop is big enough to re-create a short-term excess in California.  However, the rate of sales growth is picking up for most wineries even as they have eliminated discounts and taken a few tentative price increases.  Future production should level out because almost all of the new acres planted in the boom years are now bearing.  If sales continue to grow, the California wine business will soon work its way through the 2005 excesses and, in a year or two, enter a period of relative shortage which will allow some price and margin improvement for both growers and wineries.      

Obviously, the California wine business faces a lot challenges and opportunities.  Great climates and soils, a lucrative, brand-driven home market, talented executives and powerful companies all combine to further the evolution of grapes and wine in California.  High costs, a lack of research investment and international competition will keep the game interesting.  While Bacchus frolics, the rest of us have a lot of work to do.  
(This article by Bill Turrentine appeared in the October edition of the international wine magazine, WineEvolution. Bill will be speaking at the WineEvolution conference in Paris January 30 & 31.)
MARKET OPPORTUNITIES

Even in the face of a big 2005 harvest, the market for wines in bulk from prior vintages remained active right through crush.  Of course, the 2005 harvest was late as well as big and it will take some time for many of the 2005 wines to be ready to show.  But do call us now if you expect to have 2005 or other wines for sale.  One thing is for certain: we can not sell it if we don’t know it’s there.  And the sooner we know it’s coming, the better chance we have to develop creative options.  Remember to check our web site:  www.turrentinebrokerage.com.  

Needed:     Sauvignon Blanc 2005, all appellations.         

Needed:     Pinot Grigio, 2005 bulk wine and grapes for 2006, all appellations.

Needed:     White Riesling, Gewurztraminer and Muscat Canelli, 2005, all appellations.
Needed:     Pinot Noir, 2004 and 2005, all appellations.  

Needed:     Chardonnay 2004 and 2005 Napa Valley; 2005 Sonoma County.
Needed:     Merlot Paso Robles 2004, 15,000 gallons.
Available:  White Zinfandel 2005.

Available:  International wines from reliable suppliers, including Pinot Grigio from Veneto, 
                  Chardonnay from Australia, Tempranillo & Granacha from Spain, Chianti from Tuscany.
Available:  Close-out case goods, both labeled and shiners, many varieties and appellations, call for 

       more information.  
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The major American wine producers have correctly decided that their two most valuable assets are not their California vineyards and winery facilities but their understanding of how to market wine to American consumers and their ability to get wine to American markets by navigating the Byzantine distribution system in each of the 50 states. 








