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Whatcha Got Cookin’? 

Mother Nature has been busy in her kitchen, cooking up a whopper of a harvest for the California wine business.  Her recipe goes like this:  take two light harvests in a row, throw in a perfect spring for bud-differentiation, add rain, add more rain, add still more rain, cook on low heat for nine months, mixing in several sizzling heat spikes.  Then turn the heat very low for a long, slow finish that makes the humans squirm but lets the berries continue to size.  Then sit back with a glass of wine and laugh while the humans scramble to deal with it all.

And scrambling is what we humans have been doing, especially scrambling to find a place to put it all.  Wineries have begun enforcing strict maximum tonnage limitations.  And there are not many places to go with the extra tons.  Wine companies have been tightening their belts the last few years and investment in processing capacity has lagged behind the increase in bearing acres of wine grapes.  This shortfall was obscured by relatively short harvests in 2003 and 2004.  But the shortfall of processing capacity is pretty clear now, with a record crop coming in and much of it getting ripe at the same time. Growers who did not have existing contracts or who did not sell their grapes early in the season - some of them gambling on the prospect of higher prices - are in a world of hurt.  Not only is it hard to find a buyer, it is also hard to find a winery with room to custom crush.  And even if a grower finds custom crush capacity, it’s a tough decision to invest hard dollars making wine when the crop is big.  
So where do we go from here?  Prior to harvest, the California wine business was looking pretty good.  The ocean of wine had been reduced to a mere lake and that lake was on schedule to become a pond.  Now the 2005 harvest will swell the size of the lake once again.  But some of the excess tonnage is being dropped on the ground.  The 2006 crop is likely to be smaller than the 2005 crop. And, best of all, case good sales are continuing to grow.  
So does that mean that the post-harvest bulk market is likely to prove healthier than the grape market?  The bulk market is likely to start out slow because most processors will have received considerably more tonnage than anticipated.  But, as time goes on, and as brand managers and vineyard managers begin looking forward to 2006, that lake of 2005 wine may start looking more like an asset than a liability.
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The short-term trend created by the big crop will deceive many people about the fundamental long- term trend. The harvest of 2005 brings to an end a roughly 11-year period when bearing acres of
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major varietals increased each year.  The crop did not increase each year, or course, because the variation in yield from year to year is so large.  But the average tonnage increased steadily during the eleven years between 1995 and 2005.  And those days are now over.  If we started planting grapes at more than a replacement rate in 2006, it would be 2009 before those new vineyards started bearing. And, given the disparity between current grape pricing and the escalating costs of vineyard development, it is unlikely that many new acres will be planted in 2006.  The short-term reality of the wine business is that the 2005 crop has plunged us back into excess.  The long-term reality is that production will no longer be growing for anything except Pinot Grigio.  In the meantime, sales are growing.  That combination will drink up excesses over the next year or two and then shortage will be the new law of the land in California.  Those who understand the implications of this massive change, and who plan around it now, will be able to profit from it.  

Chart Illustrating the Radical Reduction in Non-bearing Acres

The California wine business has grown used to yearly increases in the bearing acreage of key varietals. The chart below illustrates just how dramatically this established dynamic of wine business life is going to change.  

	
	Max Year, non-bearing
	% non-bearing in Max year
	% non-bearing in 2004

	Merlot
	1995
	55.1%
	4.6%

	Zinfandel
	1995
	22.9%
	4.0%

	Pinot Grigio
	1996
	83.0%
	42.6%

	Chardonnay
	1997
	26.5%
	3.1%

	Syrah
	1998
	72.4%
	7.4%

	Cabernet Sauvignon
	1999
	36.3%
	4.4%

	Pinot Noir
	1999
	41.2%
	5.9%


These numbers come from California Grape Acreage, a report by the California Agricultural Statistics Service, published June 2004.  It usually takes the state a year or two to discover all of the new plantings, so the 2004 non-bearing acres of Pinot Grigio are probably understated.  On the other hand, the state may not have discovered some of the removals in 2004 of Cabernet Sauvignon and Chardonnay.
Creative Agreements Seek Room in the Inn
If you are a winery-kind-of-person, and you have processing capacity available, have we got a deal for you.  We have organized a variety of custom crush agreements, including some where the grower contributes the grapes and the winery contributes the processing and we negotiate a pre-determined split of the proceeds between them from a future sale of the wine in bulk.  Some of these deals have an attractive upside potential.  But we have run out of processing space available. If you might have space that is in danger of not being used, give us a call.
Matt Turrentine & Anton Hartmann

In February 2004, Matt Turrentine joined the firm which had been founded by his grandfather 31 years previously.  He has worked mainly in grape sales, supporting the brokers by updating listings with growers, maintaining the grape sales database and coordinating visits by grape buyers to vineyards.  Now Matt is spreading his wings and becoming a broker, responsible for grape sales in Santa Barbara and San Luis Obispo counties.  He and his wife, Erin, plan to move to the Paso Robles or San Luis Obispo area in the next few months.  
Anton Hartmann has stepped into the Grape Support position, assisting Brian, Erica, Steve, Bill, Michael and now Matt.  Anton is a recent graduate of the University of Dallas, with a degree (Summa Cum Laude) in Economics.  He brings a quick mind, good organization and lots of enthusiasm to the team.
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The short-term trend created by the big crop will deceive many people about the fundamental long-term trend. The harvest of 2005 brings to an end a roughly 11 year period when bearing acres of major varietals increased each year.  








