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A TALE OF TWO VALLEYS, Revisited  (reprint from August 2000)
“It was the best of times”, wine writer Charles Dickens wrote, “and the worst of times”.  It is now the best of times in Napa Valley.  It’s an increasingly difficult time in San Joaquin Valley. The twin specters of disease (as in Pierce’s disease) and famine (as in a declining grape market) are overshadowing the San Joaquin Valley.  Pierce’s Disease, of course, is a concern everywhere in California.  But as for the grape and wine markets, many people think Bacchus himself has descended in St. Helena.  Rumor has it that he has been sighted twice at Tra Vigne and once at the French Laundry. He is said to be conferring Nirvana on worthy Napa and Sonoma growers and vintners. 

A more prosaic explanation of opposite market conditions is that the good times came first to the San Joaquin Valley.  In 1996, for example, we sold some Merlot wine, from grapes grown south of Lodi, for $14.00 per gallon.  That equals about $2,200 per ton. We negotiated a multiple-year contract on these grapes starting at $1,400 per ton.  The grower held production back to about 8 tons per acre, producing $11,200 per acre gross income.  The owner of the winery that purchased these grapes owned a Merlot vineyard in Rutherford that averaged 5 tons per acre and was contracted to the winery for $2,000 per ton.  In other words, the Napa vineyard, with its astronomical land costs and expensive farming, grossed $1,200 less per acre than the Manteca vineyard.  

The free enterprise system is designed to balance demand and supply.  It works pretty well over the long term.  In most businesses, huge returns draw huge investments.  This continues until the investments increase production to the point that returns drop.  In the wine business, it takes awhile for the investments to start producing.  The huge investments in San Joaquin Valley vineyards stimulated by the startling returns of 1995, 1996 and 1997, are starting to produce in a big way.  This is especially evident after two years of low yields.  Sales of moderately priced varietal wines have been growing and still are growing.  But they are not growing quite fast enough to keep up with this year’s production increases. This imbalance is exacerbated by the flavored wines, which are still displacing a significant tonnage of varietal grapes. 
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The most profitable sector of the wine business now, of course, is no longer San Joaquin Valley varietals.  That tiny section known as ultra-premium and luxury wines have claimed the golden crown.  The tiny volumes have grown significantly.  And the returns of this sector have grown phenomenally.  Golden returns are attracting huge investments.  This is true not only in California but all over the world.  However, the elapsed time between the initial investment and increased supply of ultra premium and luxury class wines is much longer than it is for San Joaquin Valley varietals.  Locating, purchasing and getting approvals to develop vineyards for super-premium wines often takes several years.  Once planted, these vineyards take longer to bear.  The first few vintages often are not good enough for super-premium brands. When the vines are sufficiently mature to produce top quality 
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fruit, the wines still need aging in barrels and bottles.  It could be ten years or more from the time the investment is planned until the first increase reaches market.  This latency period allows for the pleasant illusion that the high-end of the market can never produce enough to exceed high-margin demand.  

The wine business works best when production lags demand.  But when one sector starts working, everyone ramps up production.  Nevertheless, the American wine business can respond in an intelligent and ultimately profitable way to increasing competition at all price points.  We have truly been in a golden age of wine.  The economy is strong and wine sales are still growing.  Smart folks are re-investing some of the harvest of gold to expand the wine market in the U.S. and to develop American wine sales in global markets. A cooperative agreement is in the works to phase out the over 7% alcohol flavored varietals, which may help the San Joaquin Valley next harvest. Long term public policy work paid off big time with quick State and Federal funding to combat the Glassy Winged Sharpshooter.  The American wine community is cooperating better than ever before.  The WineVision planning process is moving forward, exploring the opportunities of a rapidly changing world.   

The wine business has always been cyclical.  The key to success is to take advantage of the opportunities of each phase of the cycle without being lulled into assuming conditions will never change.  When supply is short, it’s time to expand margins and also to prepare to deal with a large increase in supply.  When supply is long, it’s time to watch costs, expand market share and also to prepare to deal with a shortage of supply.  And always, in every phase of the cycle, it’s time to expand the consumer base and the global market.  
This article first ran four years ago.  Bacchus has now switched from The French Laundry to Taylor’s Refresher.  The Wheel of Fortune continues to spin.  San Joaquin Valley grapes are back in demand.  White Zinfandel, Muscat Canelli, Muscat Alexandria and French Colombard are all hot.  Napa Valley is enduring a painful shift in volume from high-end brands to value brands selling at less than $20 per bottle.  The more things change, the more they stay the same.  Planning around wine business cycles is the only reliable, long-term way to make money in the wine business.

MARKET MUSINGS 

The financial guys – and you have to love them – are running the wine business.  Over the last three years they have discovered that, the longer they wait to purchase grapes, the lower the prices have fallen.  If they do not secure everything they need as grapes, so much the better.  After all, they have been able to purchase plenty of bulk wine, at attractive prices, that someone else has had to finance until they needed it.  After the difficulties of the last few years, they would much rather be short than to be long.  Winemakers and grape buyers hate last minute buying.  And it drives grape growers frantic.  But as far as the winery financial guys are concerned, why buy grapes before they are sweet?

It’s a great strategy.  So great that many folks may follow it.  And the more folks who follow it, the less effective it will be.  We are expecting a lot of last-minute grape purchasing.  And we are expecting even more wineries to turn to the bulk wine market next spring.  With the crop looking relatively light and demand continuing to slowly increase, the last minute grape purchases may get fast and furious.  And bargains in bulk may get harder to find.  

GRAPES & WINES IN BULK
Speaking of bulk wine sales, July has been incredible.   In fact, it’s been our best sales month in our 31 year history.  Everybody waited until the last moment before harvest to purchase bulk wine.  But it turned out that they needed a lot of it.  And what they needed most was: Cabernet Sauvignon.  The grapes included a range from many hundreds of tons of Northern Interior fruit at $200 to $250 per ton to the $1,600 to $2,000 range for most Napa Cabernet and even a small lot at $5,000 per ton.  We sold 190,000 gallons of Cabernet wine at prices ranging from $3.25 to $20 per gallon.  
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The next biggest item was Chardonnay.  The Chardonnay grape sales ranged from $350 to $450 from the Northern Interior to $1,850 for a couple of Napa Carneros lots.  We sold Northern Interior 2004 Chardonnay juice at $2.75 per gallon and, at the other extreme, one lot of Napa Chardonnay wine at $20.00.  

We sold 182,000 gallons of Merlot wine in bulk. Statewide, Merlot grape sales have been fairly steady in the Central Coast, off-and-on in the North Coast and Interior, and sluggish all year in Napa and Sonoma. Pinot Noir kept us busy with wine sales and grape deals.  Syrah, White Zinfandel, red Zinfandel, Sauvignon Blanc and Pinot Grigio contributed multiple wine and grape sales.  

CROP – YOUR CHANCE TO WIN BIG – CONTEST

This is your last chance for the 2004 harvest to enter our famous crop contest.  Vino and a bit of fame if you win.  Beside, it is fun to try to out-guess Mother Nature. If you’re an e-mail subscriber, the contest is attached.  If you are a fax or mail subscriber, visit our web site http://www.turrentinebrokerage.com (or fax or call) for an entry form.  Hurry!  Entries must be received by September 1st.    
MARKET OPPORTUNITIES

The pickers are picking, the dumpers are dumping, the crushers are crushing and the presses are pressing.  Give us a call with your needs and what you still have for sale.  And visit our web site: www.turrentinebrokerage.com for an extensive list of grapes for sale from all areas.

Needed:    Syrah 2003 North Coast bulk wine, approximately 20,000 gallons.

Needed:    Merlot 2002 wine from any California appellation.

Needed:    Cabernet Sauvignon 2003 Alexander Valley wine.

Needed:    Bulk wines for distillation, truckload quantities preferable.

Needed:    Cabernet Sauvignon 2002 Central Coast and North Coast bulk wine.

Needed:    2 to 3 truck loads of 2003 White Merlot.  

Needed:    3 to 4 truckloads Central Coast Syrah.

Needed:    Good quality bulk red wine and white wine for Dry Red and Dry White blends.  Can be from past vintages.

Available:  Grapes/Grapes/Grapes.  See the attached abbreviated list (fax and mail subscribers, please call us in you want to see this list), or check out www.turrentinebrokerage.com for the full list.

Available:    Custom processing and storage available in Sonoma County, Mendocino County, Northern Interior.  Call for more specifics.

Available:  2001 Napa Valley Merlot 31,000 gallons available at attractive prices.

Available:  2002 Napa Valley Chardonnay 20,000 gallons, oak aged bottle ready need to move before harvest.

Available:  Italian Barolo 2000, oak aged, great opportunity to establish a brand because future vintages available from the same supplier.

Tel 415.454.4546  I  Fax 415.454.9665 I  www.turrentinebrokerage.com I Affiliated with [image: image5.jpg]& silicon Valiey Bank



I  Rob McMillan 707.967.1367

Bacchus has now switched from The French Laundry to Taylor’s Refresher. The Wheel of Fortune continues to spin….








