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Kangaroo’s  Leap ____________________________________________________

[image: image3.wmf]Our friends from Australia are growing their brands in our home market at better than 30% per year.  U.S. produced brands, with a few wonderful exceptions, are growing much more slowly, even in the relatively hot price points between $5.00 and $15.00 per bottle.  The obvious question is: what have the Aussies done as an industry that we haven’t?

One answer is that they have taken advantage of a strong U.S. dollar.  But a more fundamental answer is to be found in the amazing research initiative outlined in the strategic plan the Australian wine industry first published in 1995.  It is important for us to realize that this Aussie research initiative had its antecedents in the California wine revolution of the 1960s and 1970s.  In those days, California made what must have been the world’s largest investment in enological and viticultural research.  Through this investment, California seized the scientific and technological leadership of the world in the production of consumer-friendly generic table wines.  The Aussies simply – and brilliantly – have done the same thing with higher priced varietal wines, particularly wines selling in the hot $5.00 to $15.00 bottle range.  

The next obvious question is: why did not California follow up on its success with revolutionizing generic wines with an equivalent focus on scientific and technological innovation for varietal wines?  There are two basic reasons:

1. Many of the techniques that worked with generic wines did not work with more complexly flavored varietal wines.  Premium winemakers and growers therefore turned away from scientific innovation to the traditional practices of France as the principal means of improving premium wines.  And California premium wines, particularly super-premium and luxury class wines, improved dramatically as French practices were applied.  

2. The premium varietal market was very small in the 1960s and 1970s.  When the price competitive “fighting varietal” boom took off with Glen Ellen and others in the early 1980s, it did not require a scientific or technological revolution to please consumers.  Varietal wines blended from grapes grown in coastal areas and the northern interior, packaged in cork finished 750 ml bottles, represented a big step in quality for those trading up from generics.

But in the mid 1990s, while California was making hay with super-premium and luxury class wines and 

the entire California varietal wine business was short of supply and enjoying healthy profits, the Australian wine business was faced with the threat of a catastrophic excise tax increase.  The Australian industry was forced to re-invent itself to demonstrate to its government that, with the right support, it could make a major contribution to the Australian economy.  Furthermore, analytical tools had progressed enough to support a revolution in the science and technology of premium grape growing and wine making. The Aussies saw the chance to seize the initiative and gambled on a major research investment. From this investment, focused on consumer-friendly wines in $5.00 to $15.00 per bottle range, has sprung the juggernaut of Australian varietals that has taken world markets by storm.   

Does this mean that Australian wines selling for more than $5.00 per bottle are consistently more likely to please Connie & Conrad Consumer than similarly priced California wines?  From my own tastings, admittedly not scientific, I don’t think so.  California really has a great climate and wonderful soils to grow flavorful grapes and to make good wines.  But the Aussies have achieved a tremendous improvement in consumer-pleasing quality across virtually all of their brands over a sustained period of time while expanding sales rapidly.  They have also demonstrated a research commitment that makes it likely that their quality improvements will continue for years to come. This broad-based, sustained quality improvement has fueled explosive growth for Australian wines around the world and this growth in turn has produced the investment capital and the marketing support necessary to keep the rocket ride going.  Back in 1995, Australian wines were not much more than a curiosity in international markets.  Their strategic plan seemed laughable when it proposed that remote, beer-drinking, largely unpopulated Australia could become the definer of style for premium wines around the world.  But nobody is laughing in 2003, expect perhaps some Australian brand owners on their way to the bank.

And what should the American wine business do now that we have been leapfrogged by the Kangaroo?  The Aussies were not too proud to learn from us and we must not be too proud to learn from them.  The three most important elements of long-term success for individual brands and for the American industry as a whole will be the following, in order of increasing importance:

3. Price

2.       Marketing and distribution

1.      Consumers’ perception of quality

We must refine and turbo-charge our research and implementation process to catch-up with the kangaroo. There are a number of U.S. wine companies committed to understanding consumer preferences and learning how to make wines that better meet those preferences.  This is much more effective, however, on a region-wide basis, as the Aussies have done it.  Individual company research, while much better than nothing, can result in duplication of effort and sometimes in statistically invalid data.  It also fails to generate the same broad excitement that has propelled Australian wines as a whole, adding dramatically to individual company profits as the whole category prospers.  

It is hard to stimulate collaborative action and financing in the American wine business.  In fact even the Aussies needed a crisis to make them cooperate.  It would seem that our crisis has arrived. Our crisis, of course, is a big excess of grapes and wine, an excess that ends up reducing margins for everyone.  The American wine business can once again rise to the challenge, as it did in the 1960s and 1970s.  Our current research investment is less, in inflation-adjusted dollars, than the investment made to revolutionize generic wines.  As a percentage of total industry revenue, it must be a mere fraction of the former investment that produced such great results for the California wine business.  The American Vineyard Foundation has done a heroic job of keeping research alive and effective during a long period of industry and government cutbacks.  But the future of premium wine requires more from those who would be leading players in an ever more competitive world.

EXECUTIVE  SUMMARY_______________________________________________
2001 Merlot has probably been the hottest item on the bulk wine market the last couple months.  2001 California Merlot has sold in the $2.50 to $3.75 range.  Central and North Coast 2001 Merlot has been mostly $5.00 to $8.50. There are more gallons of 2001 Merlot available now than there were gallons of 2000 Merlot last year at this time. But there are also more buyers.  And much of the wine on the market does not meet today’s higher quality standards.  Buyers of Merlot, and really of all red wines, are looking principally for wines that have had some oak ageing and are ready to bottle.  

There have been few sales of 2002 Chardonnay to determine prices, but the market is likely to be at least a little stronger than last year’s debacle.  In sharp contrast to last year, we actually have several potential buyers looking at Chardonnay samples right now.  Very little of the 2002 Chardonnay now on the market is owned by growers, which also tends to strengthen the market because growers who custom crush often face expensive storage fees and may have no alternative to a bulk sale regardless of price.

We have been moving Sonoma Co. Pinot Noir in the $9.00 to $12.00 per gallon range and Coastal Johannisberg Riesling in the $5.50 to $6.00 range.  We have made a few recent sales of quality Cabernet Sauvignon 2001, but there are millions of gallons more looking for a home.

UNIFIED,  January 28, 29 & 30___________________________________________
United we stand at booth 707 in Sacramento, at the Unified Grape and Wine Convention.  Drop by and let us know your grape and wine needs.  Or share some thoughts on the future of this great enterprise to grow, harvest, crush, ferment, perfect, bottle, sell and enjoy the most delicious wines in the world. 

MARKET OPPORTUNITIES

There is an ocean of wine on the bulk market.  But every buyer wants only the best quality lots.  And there is not an ocean of good wine on the bulk market.  Give us a call now with your current needs and also with what you have for sale.  And check out our website: www.grapes-wine.com, which lists all available bulk wine.  

Needed:   2001 North Coast Cabernet Sauvignon, 30,000 gallons, prefer oak age.

Needed:   Bordeaux Blenders (except Cabernet Sauvignon), 2001 and 2002, all appellations, 3,500 

     gallons.

Needed:    White Riesling, 2002, California or American, 5,000 gallons.

Needed:    Case goods of all kinds.  Large quantities and small lots.  Labeled and shiners.  

Needed:    Gewurztraminer 2002, Coastal appellations, up to 13,000 gallons.  Arrested fermentation 

      preferred.

Needed:    Semillon Blanc 2002, all California appellations, 6,500 gallons.  

Needed:    High quality Zinfandel, 25,000 gallons of 2001 and up to 50,000 gallons of 2002.  

Needed:    2001 and 2002 Napa Valley Syrah.

Needed:    Top quality late harvest wine needed.  Also, high quality port needed.
Available:  Pinot Grigio, 2002 Central Coast, 5,900 gallons; 2002 Monterey Co, 6,000 gallons. 

Available:  Viognier, 2002 Delta, 12,500 gallons; 2002 California 32,000 gallons.

Available:  Malbec, 2001 California, 8,500 gallons.

Available:  Sauvignon Blanc, 2002 California, 55,000 gallons.

Available:  Gewurztraminer, 2002 Russian River, 1,200 gallons.
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