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Method to Your Madness 

The wine business is crazy. We all know that.  But it is amazing what you can get used to and how easy it is to miss the implications of insanity for business success.  One way to highlight the challenges of insanity for the wine business would be to compare it with a relatively sane business.  We might pick ice cream.  While I am no expert on the ice cream business, all sane businesses are consumer driven.  It works something like this.  The consumer research team continually tests consumer preferences.  If, for example, they identify Mango as the likely next consumer preference, they go to the production folks and ask for enough Mango to test it in their major markets.  In ten days, the production folk have the test batch ready.  If the test proves successful, the marketing guys would order boatloads of Mango and, for the next year or two, Mango would be the hottest thing going.  Then research would suggest that, for example, Kiwi looked hot.  They would again test Kiwi and, if the test results were good, roll out Kiwi.  That’s the outline of a sane business.  You figure out what consumers want and deliver it to them.  And you change your production as consumer preferences change.

But imagine that we could do something really nasty to those ice cream folks.  Imagine the ice cream folks going through the nice, rational process above except that the production side of their business has been changed to mimic the production side of the wine business.  Poor ice cream folks!  The research team again identifies Mango and asks production for a test batch.  The production team points out that this is April and the harvest will not come until fall.  After a couple of months of processing, it will be January before they can delivery the test batch.  The research guys freak out.  Consumers want Mango NOW.  They tell production to call Turrentine Ice Cream Brokerage and buy Mango from some other producer.  But there is not much Mango out there and everyone else is feeling demand pick up.  So they have to pay a huge price for their test batch of Mango.  

Nevertheless, the test goes well, Mango is HOT.  Marketing requests boatloads of Mango.  To meet the demand, production rushes out and puts little Mango sticks in the ground and then waits for them to come into production.  Four years later, they rush boatloads of Mango to the marketing guys, who 
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say, “Mango, we never wanted Mango.  We want Butterscotch.  That’s what’s hot.  Get us boatloads of Butterscotch and get them to us now.”  The production guys – backed by finance – object.  They have spent $20,000 per acre developing Mango, or contracting with independent growers to develop Mango, and they have to sell Mango or die.  “How about if we spelled the name backwards?” they ask.  “Ognam, that sounds catchy. Do you think Ognam would sell? Or maybe we could do a Mango – Kiwi blend, that might be good.  Or we can sell it at half price, or put a fuzzy animal on the label.  
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But we have to do something to sell the boatloads of Mango that are just coming into production.”   

And now the ice cream business is crazy, with key decisions determined by production necessities and not by consumer preferences.  To make matters even crazier, there will always be some arrogant fellow who planted Butterscotch four years ago because he personally liked Butterscotch and did not care what mere consumers liked.  Ignoring consumers is usually fatal to any business, but this guy is now a star because he is the only one who happens by pure luck to have what everyone now wants.  The Ice Cream Spectator puts his picture on the cover and he solemnly declares: “I always knew that Butterscotch was the best.  Plant the best and they will come.”  

Of course, insanity isn’t all bad.  It turns out that many consumers enjoy the chaos of a product that is developed not by PhD researchers but is championed by producers who are passionate about pineapple or pumped up about peach.  It is unusual, unexpected and fun.  It is fun for wine business folks too, except that they have a lot of dollars on the line and they need to figure out how to run a sane company in an insane business. That’s where our consulting services come into play. There is no Freudian psychoanalysis required.  If you understand the cycles well enough and you know the players and can adjust to the always changing dynamics of the market, and if you are willing to take a long-term view, you can actually shift the odds of financial success in your favor.  Insanity can pay for big companies and small if there is a proper method to your madness.

U.K. & U.S.:  A Tale of Two Markets 

On April 6th, I attended and spoke at a wine conference held at the venerable Savoy Hotel in London.  The purpose of the conference, attended by many of the key wine business players in the U.K., was to discuss the future of wine in England.  The U.K. wine market has doubled in both volume and value over the past ten years and per capita consumption is currently more than double the U.S. figure.  However, most of the wine in the U.K. is sold through the four big grocery chains (called “multiples” in U.K. speak) and most of that wine is sold when on special offer and much of it is sold under the retailer’s own labels.  Taxes are high and consumers are very price sensitive.  One speaker predicted that, over the next ten years, the wine-consuming population will increase from the current 68% to 71% of adults and per capita consumption will increase from 6.6 to about 9.25 gallons per year.  This would result in a 33% increase in volume over ten years.  The average age of consumers is expected to increase.  These consumers will look for diversity and enjoy experimentation but they will also continue to demand high value.  The average price of a bottle of wine is more likely to go down in real (inflation adjusted) terms than to increase.  

Another speaker agreed that the U.K. consumer is thirsty for value and suggested that the European Union producers will prove most willing to slake that thirst because of subsidies that sustain excess production in EU winegrowing countries.  He also noted that Spain has more land planted to grapes than any other country, but those vast acres have been dry farmed until recently.  As they water more and more of those vines, production will increase significantly at very little additional cost.  The most positive speaker, representing a consulting company, described a recent pilot study designed to test the possibility of moving U.K. wine store consumers from sub £5 purchases ($9.60/bottle) to £5 plus purchases by improving the communication of value by in-store sales people.  The consulting company worked with 30 stores owned by the wine chain, Unwins, and achieved considerable success in convincing consumers to trade up to more expensive wines.  

The U.K. wine business is not only California’s biggest export market, it is also a possible model – a sobering model - of where the U.S. market may be headed.  While the per capita consumption figures are enticing and wine has become a staple for many smiling subjects of the Crown, prices are low and volume is in the hands of huge retailers who are expert at grinding prices down.  The U.S., on a relative basis, has a much lower percentage of regular wine drinkers.  But we do have a larger percentage of wine drinkers who are willing to purchase 
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wine above $10 per bottle.  And our taxes are much lower as well.  This creates an opportunity for healthier margins and has made the American market by far the most lucrative wine market in the world, even through the painful excesses of the last few years.  

While the wine business by its nature is slow to respond, sooner or later the free enterprise system is pretty effective in delivering value to consumers.  This is especially true in this time of globalization.   Large volumes and the world’s best margins have focused the attention of the whole world of wine on America.  We can be sure that the global competition for the premium market in America is going to get far stronger than what we have known in the past.  In the meantime, Charles Shaw and Yellow Tail are teaching many consumers that they can purchase a pretty tasty wine at much less than $10.  I think per capita consumption may well grow significantly in the U.S., just as it has grown in the U.K.  And, as in the U.K., that growth in everyday consumption, coupled with the buying power of huge retailers, may result in large volumes of wine moving at lower price points.  Hopefully, the U.S. market will also retain a strong premium orientation.  But there is no doubt that world-wide competition will result in an ever-higher quality requirement at each price point.  

Career Opportunity with Team T

Our team continues to grow in order to better serve our clients.  Right now, we need a well-organized self-starter to serve as a brokerage assistant for grape sales.  This person will provide our brokers with the support necessary to expedite sales, including maintaining the grape database, contacting grower clients to update listings, arranging vineyard visits, generating grape sales agreements and more.  If you or someone you know is interested, e-mail or fax a resume to the attention of Matt Turrentine.  

GRAPES & WINES IN BULK

The spring of 2005 is one of those confusing transition times.  We have some clients holding back because they anticipate a large harvest and are experiencing a still-difficult case good market.  Other clients are having surprising success in the case good market and have become concerned about securing sufficient supply.  Compared to the glory years of 1996 and 1997, the market is lukewarm.  But compared to the last few years, the market is hot.  

During March and April, Chardonnay was the biggest seller in bulk both in total volume and number of individual lots.  Prices on the 38 different bulk sales topped out at $12.50 for 2,500 gallons of Russian River.  The biggest single lot, well over 100,000 gallons, was from Lodi and sold at $4.15 per gallon.  Cabernet Sauvignon has long been the toughest item to move but times are a’changing.  We sold some 30 lots of Cabernet Sauvignon, ranging from 2,000 gallons at $31 per gallon for super Napa Valley Cab to 150,000 gallons at $5.85 from the Central Coast.    Of 26 lots of Merlot, $24 for a tiny lot of Napa’s best was the high price, while larger lots of Sonoma Merlot sold in the $9.00 to $15.00 range.  Central Coast Merlot was mostly $5.00 to $8.00.  Pinot Noir started sideways and headed up, with 19 sales and more demand than supply.  Prices ranged from $7.50 for one lot of California appellation to a high of $19.50 for a Napa Carneros.  We also sold Barbera, Cabernet Franc, dry red, dry white, French Colombard, Grenache, Muscat Alexander, Muscat Canelli, Nebbiolo, Petit Verdot, Petite Sirah, Pinot Grigio, Port, Rose, Sangiovese, Sauvignon Blanc, Syrah, Viognier and White Zinfandel.

The grape market also started to warm up, with Chardonnay once again taking the lead.  We closed 26 Chardonnay grape deals, including 200 tons in Lodi at $400 per ton and a couple of Sonoma Carneros lots at $2,100.  We closed 17 sales of Zinfandel grapes (including $2,200 to $2,500 for Dry Creek and  $4,000 for a small lot of super Sonoma Valley).  Merlot and Pinot Noir checked in with 16 sales of each and Cabernet Sauvignon had 15 deals closed.  We also completed grape deals for Chenin Blanc, Gewurztraminer, Malbec, Petit Verdot, Petite Sirah, Pinot Grigio, Sauvignon Blanc, Syrah, White Riesling (which is in very short supply) and Viognier.  
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MARKET OPPORTUNITIES

The bulk wine and grape markets are more active than they have been in several years.  While there is still a lot of wine available, the number of active buyers is up and inventory is selling in both large and small lots.  Now is prime time to secure what you need and move what may be in excess.  Give us a call.  What follows is a selected list of interesting items.  You can find a more complete list on our web site: www.turrentinebrokerage.com.  

Needed:    Case goods needed for custom label owned by a high-end wine store.  224 cases to 600 

       cases per item.  $50 to $100 per case.  Wines must be outstanding values.  

Needed:    Chardonnay 2004 Central Coast, need wine with Malolactic character.

Needed:    Chardonnay 2004 Napa Valley and Russian River Valley.  Multiple buyers.

Needed:    Viognier 2004 California appellation, 25,000 gallons.  

Needed:    White Riesling 2004, all appellations, strong demand.

Needed:    Sonoma Malbec, Petit Verdot and Petite Sirah grapes.    

Needed:    High-end Napa Valley Cabernet grapes and also Napa Sauvignon Blanc grapes.  

Needed:    Chardonnay grapes Russian River, multiple buyers.  

Needed:    Gewurztraminer grapes, Anderson Valley preferred, 20 tons.  

Needed:    Case goods for a wine club.  1,600 cases of red wine, 1,400 cases of white.  Must be 

       interesting, flavorful wine.  Good PR.

Needed:    Pinot Grigio supply needed immediately and also for multiple years, grapes or wine.

Needed:    Trades and barter deals available to move excess inventories at cost or above.  Call for 

        more information.

Available:  2003 California Pinot Grigio, 16,000 gallons, $3.50 per gallon; 2004 Monterey Pinot Grigio, 

       $8.00 per gallon; 2004 Pinot Grigio Paso Robles, 2,000 gallons.

Available:  Pinot Noir 2004 Edna Valley, 8,200 gallons, asking $22.00 per gallon.

Available:  2004 Chardonnay Lodi 50,000 gallons.

Available:  2002 Cabernet Sauvignon, Sonoma County and Knights Valley, 40,000 gallons each.

Available:  2004 Semillon, Alexander Valley 6,500 gallons, Sonoma Co. 3,400 gallons.

Available:  Marsanne 2004 Monterey County, 6,500 gallons, $10 per gallon.

Available:  Cabernet Sauvignon 2002 Mendocino County, 31,000 gallons, asking $8.00

Available:  Petit Verdot, 2004 Paso Robles, 9,000 gallons.  

Available:  2003 Syrah Lodi, 20,000 gallons.  2004 Syrah Russian River, 21,000 gallons.

Available:  2003 and 2004 Old Vine Sierra Foothills Zinfandel, 25,000+ gallons.
Available:  Pinot Blanc 2004 Central Coast, 18,000 gallons.

Available:  Rubired 2003 California, 14,000 gallons & 50,000+ gallon lots.

Available:  Malbec Lodi 2003, 6,300 gallons.

Available:  Chardonnay 2004 San Benito, Central Coast, 19,000 gallons.

Available:  Rose, Russian River 2004, 1,700 gallons from Zinfandel, Grenache, etc.; Cabernet Rose, 

       Santa Ynez Valley, 2004, 5,200 gallons.

Available:  Viognier 2004 California, 36,000 gallons.

Available:  Chardonnay Santa Barbara County, 2004, 12,000 gallons.

Available:  Acres in Monterey to graft to White Riesling, 20 acre minimum, 9 years of production.

Available:  Barbera grapes, Lodi 75 tons.

Available:  Chardonnay grapes, Santa Maria Valley, 100 tons.

Available:  Sauvignon Blanc grapes, Mendocino, 48 tons.

Available:  Petite Sirah, Clarksburg, 75 tons.

Available:  Chenin Blanc, Napa Valley, 110 tons.

Custom Crush space is still available but a potentially bigger than average crop could use up the available space.  Now is the time to reserve the crush capacity you need.  Call Michael Robichaud to review your needs.
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Four years later, they rush boatloads of Mango to the marketing guys, who say, “Mango, we never wanted Mango.  We want Butterscotch.  That’s what’s hot.”  








