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TERMINATOR  TWO__________________________________________________________

The Terminator now rules in the great state of California.  Wine business folk will understand, of course, that I am not talking about governor-elect Schwarzenegger but the more-powerful Terminator Two, Charles Shaw.  Many wine business folks would gladly support a recall of this Terminator.  But Connie & Conrad Consumer are still voting for him.  Rumor has it, furthermore, that Charles Shaw is still building his muscles with an expanding product line.  Look for a Charles Shaw Gamay Beajolais Nouveau and Shiraz by early next year. 
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A lot of folks are hoping that this Terminator Two will be terminated himself by rising bulk wine prices.  The ocean of excess bulk wine is shrinking to a lake, and may soon be just a pond, and prices go up as volume goes down.  But, by the calculations of people familiar with large scale farming in the San Joaquin Valley, large winery processing and huge volume packaging, a rising bulk market can not terminate Charles Shaw by itself. A powerful grower-processor-bottler-distributor, with no sales and marketing expenses, could supply this remarkably low price point for some time to come from its own grapes.  The margins would be tight but a couple of bucks a case isn’t so bad when multiplied by five or six million cases a year.  

But there are still three reasons for hope for margin-squeezed wine producers in the great state of California:

1. Charles Shaw’s success is not likely to be duplicated.  Just as Bronco Wine Company is uniquely positioned to produce wine at a very low price, so is Trader Joe’s uniquely positioned to sell and profit from such an extreme value wine.  Wine consumers often equate low price with low quality.  But Trader Joe’s whole shtick is that they buy massive volumes of gourmet products and pass on the savings.  People figure that Trader Joe’s would not stock Two Buck Arnold if it wasn’t pretty good. While other retailers have suffered a painful drop in the dollar volume of their wine sales when they introduced extreme value brands, Trader Joe’s has actually attracted new customers, who may end up buying other items as well.

2. Extreme value pricing may soon rise with a rising market.   Charles Shaw’s implied promise to its customers is to provide the least expensive, enjoyable, varietal wine in a cork finished 750 ml bottle.  With the wine business working its way out of oversupply, Charles Shaw may be able to fulfill that promise at $2.49 before long.  It would be a natural move to raise the 750 ml price to $2.49 and to introduce a 3 liter cask that maintains the $1.99 equivalent for everyday drinking.  I can also foresee a Charles Shaw Reserve in a slightly fancier package at the premium price of $2.99, eventually maybe going way upscale to $3.99.  Certainly Trader Joes would love to raise prices if they could.  Even though the volume is wonderful, a case of wine is a bulky, heavy chuck of merchandise to handle for a low return per unit.

3. Best of all, as the economy improves, Connie & Conrad Consumer are likely to start climbing up the price/quality pyramid once again. During recessionary times people brag about great buys and they have been bragging like crazy about Charles Shaw.  But as the economy improves, people stop bragging about price and focus more on perceived quality.  Low-end demand may shift a little more upscale as consumer confidence grows.  And the sooner the better for the California wine business.

Even with the expectation that the vast oversupply of grapes and wine is starting to dry up, even with the fond hope that Connie & Conrad Consumer may soon be willing to open their wallets a little further for an upscale bottle of wine, the California wine business must still take to heart the tough lesson of Terminator Two.  The people of the state have spoken. They demand high quality wine at an affordable price and they will reward those who deliver it, even if those wines speak with a foreign accent.  The fat margins of the 1990s are gone, never to return.  In the new world market, every California brand from Charles Shaw to Opus One needs to improve efficiencies.  And those who hit one of Connie & Conrad Consumer’s sweet spots of perceived quality for the right price, can sell a huge volume of wine.

Grapes & Wine in Bulk ______________________

Talk about baptism by fire.  Erica Moyer signed on as our newest broker on August 1st and the logjam of grapes broke all around her about an hour or two later.  She has been busier selling fruit than a one-armed grape picker.  And in fact our whole staff has been going at it pretty fast and furious.  Many wineries, of course, have waited until the fruit was sweet to start buying and that has made for frantic sellers with no buyers.  And at the end of the season we have even had a few frantic buyers starting to look for particular items a few days after that variety has all been picked.   Unfortunately, for some varieties in some areas – particularly Cabernet Sauvignon and Syrah - there have not been enough buyers for all of the fruit.    

As this newsletter goes to print, we are still putting deals together, including a variety of crush/option deals for Northern Interior and Central Coast Chardonnay and for Paso Robles Cabernet Sauvignon.  We are already getting sample requests for 2003 wines.  Mother Nature has done the wine business a great favor by delivering a relatively light harvest overall, which will greatly assist winery efforts to trim inventories.  Now if Connie & Conrad step to the plate with a glass of wine, especially if they are willing to trade upscale a bit, we could see wineries scrambling for inventory once again.  Hey, bring it on.  We’re ready.  

MARKET OPPORTUNITIES

Got grapes?  Got wine?  Check our web site www.grapes-wine.com.  And give us a call.  Bulk wine is going to rock and roll relatively early this year.

Needed:  Napa Valley Cabernet Sauvignon and Merlot, 2001, 2002 & 2003.    

Needed:  Napa Valley Chardonnay, 2002 & 2003.

Needed:  Pinot Noir, Sonoma Coast or Russian River, 2002 or 2003.

Needed:  Pinot Grigio, 2003, all appellations.

Needed:  Case goods of all kinds, for private label, close-outs and wine clubs.

Needed:  Chardonnay 2003 North Coast and Sonoma Coast.

Needed:  Merlot & Syrah, 2002 Sonoma County.

Needed:  White Riesling and other floral whites, 2003 vintage, all appellations.

Available:  Monterey County Chardonnay grapes and 2003 juice or wine.    

Available:  Paso Robles Syrah and Cabernet Sauvignon grapes and wine.  

Available:  Unusual Red Wines, Central Coast Appellation, 2001 & 2002: Negrette, Trousseau, 

       Mourvedre, Dolcetto, Grenache.  

Available:   Pinot Noir 2002 Edna Valley and also Central Coast lots.

Available:   White Zinfandel 2002, California; White Zinfandel 2003, California and Central Coast.
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