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Natural Gas, Grapes & Six Billion Dollars 
Amaranth is the name of a hedge fund that did not hedge.  They bet the ranch on rising natural gas prices, which does seem like a good bet long term.  But energy prices have eased recently.  In one week, they lost 2/3rds of the money they had under management.  That was a loss, which they reported last month, of six billion dollars.  

The lesson of Amaranth’s big bet is that hedging is important and that long term and short term trends do not always go in the same direction.  The long term trend in the wine business is toward shortage.  The short term trend in 2005 was toward excess after a huge yield.  After this avalanche of 2005 grapes, it seemed likely that the 2006 harvest would be mercifully light.  In the meantime, premium wine sales grew at a good clip.  There was reason to hope that growing sales would drink up much of the excess 2005 wine and that it would do so in time to rescue the 2006 grape market.

It didn’t happen and the 2006 grape market is a mess.  In the midst of the mess there are several points of strength.  The Pinot Noir crop is above expectations in the North Coast but demand is still strong.  Chardonnay from the Russian River, Sonoma Coast and Carneros appellations has been hot.  Red Zinfandel from Lodi, Paso Robles and Dry Creek has been pretty strong.  Pinot Grigio has also been fairly strong.  Small quantities of Rhone whites from the Central Coast and other appellations have continued to attract interest.  But there are still large quantities of unsold grapes of several major varieties (Cabernet Sauvignon, Merlot and Syrah, for example) and multiple appellations, and many of these grapes are ripe or close to ripe.  As this newsletter goes to print, there are probably 125,000 tons of grapes around the state that do not have a home.
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On the next page, there are two charts that compare grapes listed for sale with Turrentine Brokerage for the 2005 harvest and for the 2006 harvest.  These two charts, for Pinot Noir and Merlot, define the range of the market, from strength to weakness.  Pinot Noir, of course, is the darling of the market.  The Pinot Noir chart shows that even fewer tons were  offered on the market this year than last year and what was offered sold pretty fast.  What the chart does not show is that we sold most of the Pinot Noir in long term contracts, or in contracts that included other varieties or in contracts that included planting or grafting.  

In stark contract to Pinot Noir, the 2006 section of the Merlot chart below is a picture of grower pain.  The difference between 2005 and 2006 is somewhat exaggerated because in the last year we expanded our coverage of the Central Coast and the Central and Southern Interior.  Perhaps 20% of the increase in tonnage is due to better coverage rather than more grapes available.  The 2005 listings, of course, underestimated the actual tonnage because few people realized how big the 2005 crop was until they began picking it.  The rate of case good sales growth has been slow for Merlot and many wineries came into the 2006 harvest with significant excesses of 2005 Merlot in their tanks.  The per-acre yield for 2006 appears to be average or above.  It is hard to find a Merlot buyer anywhere.  The market gets more sour even as the grapes get sweet.  
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Why did the tonnage available for Merlot – and also for Cabernet Sauvignon, Chardonnay and Syrah - go up so much in 2006?  

1. Many long term contracts have expired and were not renewed.  

2. Wineries still have lots of 2005 inventory and did not need as many grapes from 2006.  

3. Winery consolidation redistributed some of the excess, temporarily removing some big buyers from the open market.  

4. Winery financial folks are extremely conservative after six years of excess supply and in the face of uncertain economic trends.  They would rather be short than long.
Dan Turrentine, Rest in Peace

Dan Turrentine, the founder of Turrentine Brokerage, died peacefully at his home in San Rafael on September 27th.  He was 98 years old.  He was, until the morning of his death, a great story-teller with an amazingly accurate and detailed memory.  His long and varied life provided endless material for his stories, from early years in New Orleans, through the depression and prohibition, multiple newspaper jobs, World War II adventures in the South Pacific and the California wine business during decades of ferment.  The great love of his life was his wife of 61 years, Babs, as well as his sons, grandsons, his daughter-in-law and his two granddaughters-in-law.  The wine business, in which he worked for 46 years, always intrigued him and one of his favorite books was Our Story, by Ernest & Julio Gallo.  
Turrentine, then a reporter for the San Francisco Chronicle, was recruited in 1941 to join the Wine Institute by its founder, Leon Adams, himself a former newspaperman.  Turrentine eventually became assistant manager.  In one of his favorite projects, he successfully petitioned for substantial rail rate reductions for wine, arguing that tank ships could transport wine in bulk to the southern and eastern U.S. markets at very competitive rates for bottling in those markets.  
In 1960, Turrentine became the manager of the California Wine Advisory Board, a state marketing order dedicated to research and promotion of California wine, with a budget of $2.5 million (the equivalent of $15.5 million in today’s dollars). He particularly enjoyed his collaboration with the professors of the U.C. Davis Department of Viticulture and Enology.  One day he asked Professor Albert J. Winkler, then chairman of the department, if it would be practical to develop a program to supply grape vine cuttings that were disease-free and certified true to variety.  Dr. Winkler and the other U.C. Davis professors came up with a program that Turrentine presented to the Wine Advisory Board for joint financing with the University of California.  That program, and its successors, have provided generations of growers with superior plant materials.  
Turrentine retired from the Wine Advisory Board in 1973 and, after two weeks of retirement, was ready for a new challenge.  He founded Turrentine Brokerage to stay in contact with his many wine business friends.  His son, Bill, joined him in the business in 1977.  Dan reduced his involvement in the business over the next several years but he retained a lively interest in the wine business as a whole and Turrentine Brokerage in particular until the day he passed away.  
(The following link leads to an obituary in the Marin Independent Journal and provides access to a guest book where you can comment on your own memories of Dan Turrentine: http://www.legacy.com/MarinIJ/DeathNotices.asp?Page=LifeStory&PersonId=19398501.)
What the chart does not show is that we sold most of the Pinot Noir in long term contracts, or in contracts that included other varieties or in contracts that included planting or grafting. 
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