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Future Glory ____________________________________________________

One third of the wine sold in the United States goes for more than $6.00 per bottle.  Two thirds goes for less than $6.00. The under $6.00 business is a train wreck. Oh, there are a few brands making money even here, but overall sales are declining, inventories are bulging and competition is fierce. The competition is going to get even fiercer as a few brands introduce the best wines ever offered in this category.  

On the other hand, the over $6.00 category is one of the fastest growing pieces of business of any kind in the United States right now.  According to Jon Fredrickson and A.C. Nielsen scandata, sales of American wines have grown by 16% in U.S. grocery stores for the year ending 8/31/02.  That’s right: one-third of the business by volume (and much more by value) is currently growing faster than the vast majority of businesses of any kind in the United States.  

Of course, it is not all roses and cream.  Sales growth has slowed from the blistering rate of the previous several years.  Very few brands have met their rosy sales projections and a majority are stuck with excess inventories.  Imports from Australia and elsewhere are taking market share in most major markets with attractively priced, consumer-focused wines.  (The imports, in fact, are up 25% in the over $6.00 market.) U.S. wineries in this category are facing tougher quality competition, increased marketing expenditures, cautious retailers, wary lenders and destructive discounting.  And these wineries in turn make tough grape customers.  They don’t need as much as they originally thought. They need better quality to compete with the imports.  And they are confident (maybe overconfident) that they can buy whatever they need at bargain prices on the bulk market next spring.

Here are the hard facts of premium wine in October 2002:

1. There is a current excess of grapes (or a shortage of wine sales) for the over $6.00 market. 

2. The quality of grapes and wine supplying the over $6.00 market must get better in order to compete with imports.  Imports are capturing market share.  In past years, we could attribute this to a shortage of supply, but now it is clearly due to the consumer’s perception of value.

3. Vineyards that cannot achieve higher quality standards are in big trouble.  

4. Brands that cannot achieve higher quality standards are also in big trouble. 

5. Brands must have either consumer pull or distribution clout or both.

6. Margins are going to be squeezed for several years for most growers and wineries alike. 

7. The U.S. may be going to war, which could derail economic recovery.

8. We as a wine community must be working on expanding the base of consumers (all substantial growers and wineries should join the Wine Market Council). 

9. We must learn more about what constitutes quality in the consumer’s mind and mouth (watch for WineVision’s new quality initiative).

Those are the hard facts.  But it is vitally important to good planning not to confuse the train wreck of the below $6.00 business (down 1.1% through 8/31/02) with the fundamentally healthy over $6.00 market (up 19% for American and imported wines together).  The fact is, the oversupply of grapes for the over $6.00 market is currently painful but not huge, especially when you discount the vineyards that cannot make the quality cut.  Sales of wines in the over $6.00 market are growing faster than grape production from vineyards with adequate quality.  The exception to this is Cabernet Sauvignon, which does have a serious oversupply situation even for premium wines.    

Not to toot our own horn, but we did warn the wine community - through this newsletter, speeches at wine business meetings and individual strategy sessions - about the dangers of an excessively optimistic view of future growth and profitability during the years of shortage from 1994 through 1999.  Now that we are in a period of excess, however, we must avoid an excessively pessimistic view.  Some marginal vineyards and some marginal brands are not going to make it.  But, with proper management and a focus on ever-improving quality, and with the help of our good friends, Connie & Conrad Consumer, the over $6.00 market has a comparatively bright present and an absolutely bright future.

Grape and Bulk Wine Markets__________________________________________________________
The blood of the grape is running in the vine rows.  Nobody wants to take a position.  Retailers push inventory back on wholesalers, who push it back on wineries, who push it back on bulk suppliers and on growers, who drop it on the ground.  Winery financial types like the idea of buying fewer grapes and shifting more purchases to the bulk wine market.  It makes lenders happy if their wineries have more flexibility and fewer dollars tied up in inventory.  The bulk market has been full of good wines at bargain prices.  Next spring, when they know how sales are tracking, they can purchase the wine they need.  

The only trouble is, companies who have been selling wine in bulk have been losing money.  These companies are trying to do everything they can to avoid having uncommitted wines for sale in bulk.  To the extent that they are successful in balancing their inventories, we could come to next spring with more buyers and fewer sellers.  For at least some varieties, the bulk wine market may not be the completely overloaded bargain basement it has been.  And with the fanatical movement to extraordinarily lean inventory all through the supply chain, it will not take much sales growth to stimulate demand.  The grape market, on the other hand, is loaded with last minute bargains.  If you have a place to crush it, we have got a deal for you.  

Give us a call for last minute bargains.  We have customers looking for Sonoma Chardonnay grapes, clone 76 or 95; 600 case lots of varietal wines for private label; 2002 White Riesling, Sauvignon Blanc, Pinot Blanc or Viognier, as grapes or wine.  Coastal appellations.
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