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Deluge
According to the book of Genesis, the first thing Noah did after the big flood was to plant grapevines.  The famous Biblical scholar, Bill Cosby, explains why.  He says that anyone cooped up in a boat for that long, with that many relatives, was naturally going to be desperate for a drink.  

Whatever Noah’s motivations might have been, we would do well to imitate him.  After the deluge known as the harvest of 2005, the best thing the survivors could do would be to plant some grapevines.  Now you may be shocked by that advice.  Plant grapevines, you may say, while we are still swimming in excess inventory from the largest harvest in California history?  But remember, it takes those vines a good three years to produce a crop (which is why Noah was in such a hurry).  The excesses of 2005 will have turned into the shortages of 2007 and 2008 by the time those vines come into production.  

The oversupply that caused so much pain from 2000 to 2004 was due to the massive plantings that sunk their roots into the soil of California between 1995 and 2000.  Those plantings came into production when the economy was going south and the extra grapes were not needed.  It took huge losses and many new bargain-priced brands to drink up that excess.  But the oversupply of 2005 is due to an exceptional yield and it comes at a time when sales growth is strong.  With no new bearing acres of any major varietal except Pinot Grigio coming into production in the foreseeable future, it will not take long for continued sales growth, combined with normal or below normal crop levels, to drink up this excess.  The big problem right now is the oversupply of 2005; the big problem of the next ten years will be a shortage of grapes that will make it hard to sustain sales growth.  Successful players will need to deal well with both the short-term and long-term challenges.
How big was 2005?  Imagine 22 million bottles of Napa Valley Cabernet Sauvignon.  Imagine them all trying to elbow their way onto retail shelves and restaurant lists across the country.  22 million bottles is the equivalent of the 26,800 ton increase in production of Napa Cabernet this year compared to last year.  That’s an increase of 63%.  Here are some other key increases:

Chardonnay increased statewide 41%, which is 215,000 tons or 36.6 million gallons or 15 million cases.  The most remarkable jump in Chardonnay was 75% in Santa Barbara and San Luis Obispo  
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Counties.  This is the equivalent of 6 million gallons more Santa Barbara/SLO Chardonnay.  Cabernet Sauvignon vaulted 50% statewide, up 181,000 tons (30 million gallons or more than 12 million cases).  
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In addition to the big Napa Valley increase cited above, the Central Coast came on strong in Cabernet, with an increase of 39,500 tons (6.5 million gallons or 2.7 million cases).  The biggest absolute gain in Cabernet was District 11, Lodi, which grew by 45,000 tons or 7.4 million gallons.  Merlot climbed 45% statewide, up 131,000 tons or 21.6 million gallons.  Sauvignon Blanc soared by 48%, 6.4 million gallons, with big increases in Napa and Sonoma and in the Central Coast.  Syrah skipped up 45% statewide, an increase of 46,000 tons or 7.5 million gallons.  Finally, the favorite of Jack and Miles, Pinot Noir put in a good effort with a 34% increase, up 24,000 tons, which equals 4 million gallons – not enough to satisfy demand but a good start.  Sonoma County Pinot Noir climbed 18%, much of that due to new acres.  Napa Pinot Noir, on a much smaller base, climbed 23%.  But the heroic increases came mostly from Monterey and Santa Barbara, up 57% and 49% respectively.  But the troubling question is:  Has anyone ever seen Pinot Noir yield well two years in a row?
Bulk Wine & Grapes

Given the size of the 2005 harvest, we are pleasantly surprised by the activity in the grape and bulk wine markets.  We have been writing up grape sales, including multiple year deals.  There is strong demand for Napa Sauvignon Blanc grapes.  Russian River and Carneros Chardonnay grapes are also strong.  And the market for 2004 Chardonnay and 2004 reds in bulk is pretty active.  We take this as evidence that inventories of 2004 are fairly balanced.  And many wineries are starting to take a long term view of their grape needs.  

The two charts below allow a comparison between the percentage of grapes crushed in the major regions of California compared to the percentage of wine available in bulk.  Napa and Sonoma bulk wine is in proportion to their share of the crush.  Other North Coast bulk wine (mostly Mendocino, Lake and Solano) and Central Coast bulk wine are out of proportion to their share of the crush.  This would indicate that supply and demand are more out of balance in these areas.  The All Others category is also interesting.  This is mostly San Joaquin Valley grapes and wine.  It is 69% of the total crush but only 38% of the bulk wine listed.  This may change as wineries evaluate inventory positions but it does reflect the fact that growers removed substantial acreage in the South San Joaquin Valley and demand for good quality California appellation wine has remained reasonably strong.
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            Statewide Tons Crushed, 2005                         Bulk Wine Currently Available

  Source:  Preliminary Grape Crush Report, 2005 Crop, published February 10, 2006                 Source:  Turrentine Brokerage Internal Inventory Data, February 3, 2006

  by the California Dept. of Food and Agriculture
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The big problem right now is the oversupply of 2005; the big problem of the next ten years will be a shortage of grapes that will make it hard to sustain sales growth.
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