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Pinot Chess
We have been working with wineries and growers to help them figure out how to play the chess game of Pinot Noir supply.  It is a complicated game, with four major variables: timing, cost, quality and flexibility.  Wineries, of course, would like an ample supply of Pinot Noir yesterday.  They would like the cost to be reasonable compared to the price point of their brand.  They would like the quality to be excellent and they would like the supply to adapt to their growing but uncertain needs over the next few years.    
It ain’t happening.  Right now, it is sometimes possible to get supply right away IF you are willing to pay high prices for not-so-exceptional wines.  Or you can obtain Pinot Noir at a much more reasonable price IF you make planting contracts and wait four years for production (and agree to take that production for seven years or so).  As we have noted in these pages before, the supply side of the wine business is difficult.  It can drive marketers, who just want to sell the wine the consumer wants, completely nuts.  

Rational businesses don’t work this way.  Take the Apple iPod, for example.  What does Apple do when demand surges?  They use economies of scale to reduce prices and they especially continue to add desirable features, including the recently announced iPhone.  They know that adding exciting functions and reducing price fuels demand and makes Apple a lot of money.  In the wine business, we do the opposite.  When demand soars, we raise prices and stretch blends.  This inevitably moderates demand.  In the meantime, while we are applying the brakes to demand, we invest the short-term profits to plant vineyards in order to increase supply.  
This absurdity is really not our fault.  Increasing production of iPods probably takes a matter of weeks or months at most.  Increasing grape production, on the other hand, means acquiring land and spending $25,000 per acre in development costs to poke little sticks in the ground and then waiting three or four years for the first grapes.  The slow response is built into the nature of the grape vine.  While we are waiting for that new production to start, there is not much we can do except to 
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allocate limited supply by increasing prices and stretching blends where possible.  But whether our fault or not, we wine business folks have to live with the consequences of these long lead times and delayed responses to surges in demand.    

So is Pinot Noir destined to crash and burn just in time for all of the new production to come 
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on line?  It might, but it is by no means certain that it will.  Despite the typical problems of the wine business cycle, Pinot Noir has a lot going for it.

1. American consumers tend to like light red wines, but they need third party reassurance that a light red is still an authentically classy wine.  Merlot has been the star player in the light-but-classy league.  But now Merlot’s credentials have been questioned and many are no longer quite sure if it’s OK for dinner at the Boss’ house.  Pinot Noir has tremendous room to grow, some of it possibly at Merlot’s expense.
2. Pinot Noir appeals to neophytes and to sophisticated wine folk as well, some of whom are truly passionate about it.  

3. Pinot Noir works with a wide range of foods – or by itself.

4. California Pinot Noir has gotten much better over the last ten years.  Many of California’s best wines have become competitive in quality, superior in reliability and less expensive than Burgundy, which has, of course, long set the world standards for Pinot Noir.  

Pinot Noir supply is basically a horse race between production and demand.  Demand has taken a powerful early lead.  But production should be coming on strong by 2008 and will keep increasing for several years.  Demand may – or may not – turn up the heat and sprint fast enough to stay ahead of production.  Some people think it is inevitable that Pinot Noir will be soon over-planted.  But the numbers show that Pinot Noir demand could stay up with, or continue to surpass, supply.  Imagine, for example, that sales for California Pinot Noir should grow at 20% per year for the next five years.  Most marketers I talk to think Pinot Noir could grow 20% or more per year if they could only get the supply.  But this rate of sales growth would require the bearing acreage of Pinot Noir dedicated to still wine production to increase 148% by 2011.  This would result in Pinot Noir case good sales of roughly 59% of the current sales level of Merlot.  

This is not an impossible dream.  Nor is it a certain thing. This horse race would be easy to call if we just had the answer to the following five questions: 
1. How will demand grow over the next five years?  
2. How many acres will growers and wineries plant or graft?  
3. What will happen to per acre yields on these grafted and planted acres?

4. How good will the wines be from some of the warmer areas newly planted to Pinot Noir?  
5. What will happen to Pinot Noir supply and demand for use in sparkling wines?   
Of course, we do not have these answers. So, how does a winery or grower plan around a future that requires such large investments and is so hard to call?  The goal in a perplexing situation like this is not so much to be right.  Placing all of one’s bets on either emerging shortage or excess involves a huge risk of being completely wrong.  A more businesslike approach is to hedge one’s bets in order to avoid being too far wrong in the face of any outcome.  
Pinot Chess is not the only game we play.  Turrentine Brokerage works with many wineries and growers to help them plan around the often violent supply cycles of the wine business.  Let us know if you would like help crafting a plan to take advantage of the emerging opportunities, and to guard against hidden risks, for your brand or vineyard.  We have, for example, recently been working on supply plans for Napa Valley Cabernet – an interesting opportunity with a markedly different situation than Pinot Noir.  Give us a call with your planning challenges.  Maybe we can help.  And by the way, feel free to email us or to call if you would like to see some of our Pinot Noir calculations.
[image: image3.wmf]
Tel 415.209.9463  I  Fax 415.209.0079 I  www.turrentinebrokerage.com I grapes, wines in bulk, case goods, barter, strategic planning

Team T Bulks UP 
Thanks to the support of our clients, Turrentine Brokerage has been growing in market share, selling more grapes and more wine in bulk each year, and continuing to grow even throughout the last six difficult years of excess.  In order to keep up our level of service, we have decided to add another brokerage position.  We are pleased to announce that we have hired wine business veteran Larry Kavanagh.  Larry, who has an MBA from St. Mary’s College, started in the wine business with the Gallo division of Romano Brothers in Chicago.  He spent 14 years with Seagram Chateau & Estates, where he became Western Region Manager.  He also served as Director of National Sales for The Donum Estate (formerly Racke USA).  A tight end in college for Southern Illinois, Larry will be coordinating plays with Vice-President Steve Fredricks and the other Turrentine brokers focusing on winery clients.  
May the (Unified) Force Be with You 
The Unified Grape and Wine Symposium starts on Tuesday, January 23rd and Turrentine Brokerage will be there in force: Michael Robichaud, Steve Fredricks, Brian Clements, Bill Turrentine, Erica Moyer, Matt Turrentine, Steve Robertson, Anton Hartmann, Audra Cooper and new broker Larry Kavanagh will all be jetting through the aisles and holding forth at the Turrentine Booth, #1311.  Bill Turrentine will also be speaking on Wednesday morning at the State of Industry address.  

MARKET OPPORTUNITIES

The bulk wine market is off to an active start in 2007.  Call us know if you need wine or if you will have wines or grapes for sale.  
Here are a few selections from our extensive database of grapes and wines.  A more complete list of items for sale can be found on our web site: www.turrentinebrokerage.com.  

Available:   2007 Russian River Pinot Gris grapes, approximately 10 tons
Available:   Russian River Chardonnay, new 2007 planting, approximately 12 acres
Available:   2007 Old Vine Zinfandel grapes from Sonoma and Mendocino Counties

Available:   Cool climate acreage for grafting and planting contracts
Available:   2006 Late Harvest White Reisling, Lake County, 1500 agllons

Available:   2005 Dry Creek and Sonoma County Zinfandel

Available:   2005 Merlot from Napa Valley and Sonoma County

Available:   2006 Vino della Tierra de Castilla Garnacha wine from Spain

Available:   2006 Torrontes wine from Argentina
Available:   Bottled and bulk wines from around the globe

Available:   2004 Late Harvest Pinot Blanc, Santa Maria Valley, 800 gallons
Needed:   2006 Chenin Blanc, 6,400 gallons.
Needed:   2006 Verdehlo and Albarino, all appellations
Needed:   2006 Chardonnay wines, Napa and Sonoma,
Needed:   2006 Old vine, head trained Zinfandel grapes from the Interior and Foothills
Needed:   Pinot Grigio bulk wine and grapes from Northern and Southern Interior
Needed:   2007 Chardonnay grapes from Southern Napa and Sonoma Coast/Carneros
Needed:   2007 Syrah grapes from Rutherford
Needed:   2007 Sauvignon Blanc grapes from Napa Valley
Needed:   2007 Cabernet Sauvignon grapes from Rutherford, Saint Helena, and Stag’s Leap District
Needed:   Casegoods, shiners and labeled goods from all vintages and appellations
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Rational businesses don’t work this way.  Take the Apple iPod, for example…. They use economies of scale to reduce prices and they continue to add desirable features.  








