AN EVOLVING AND CHALLENGING U.S. WINE INDUSTRY

The following is a summary of the highlights of discussions on the state of the
American wine industry presented at the 2008 Unified Wine & Grape Symposium at the Sacramento Convention Center, California, January 29th, 30th and 31st, 2008

By Anita Murchie, Secretary, Vinifera Wine Growers Association

Economic Status of the U.S. Wine Industry

In examining the state of the U.S. wine industry at the Unified Wine & Grape Symposium, industry executives felt that the economic health of the industry is, with some reservations, in the black.
In 2007 for the first time, wine sales in the U.S. reached a peak of 314 million cases, an increase of 4 percent from 2006, according to Jon Fredrickson of The Gomberg Fredrikson Report.  Interestingly, since the airing of the 60 Minutes’ “French Paradox” TV program in 1991, he said that wine sales climbed by 142 million cases.  In fact, the U.S. is now the biggest retail sales wine market in the world with an estimated value of $30 billion.  The total impact of the U.S. wine industry on the nation’s economy is estimated at $162 billion. 
Ted Baseler of Chateau Ste. Michelle noted that demographics and lifestyles now show that Americans favor wine over beer for the first time.  Paradoxically, wine consumption in the United States is only 2.5 gallons per capita compared to the approximately 15 gallons per capita in France and Italy, although that statistic has been declining in recent years.   
Fredrickson warned that, as the largest wine market, the U.S. is a magnet attracting wines from all around the world creating a state of high competition with U.S. brands.  The momentum from imports into the U.S., some of which are from new wine regions with government-supported resources and giant global suppliers who continue to cut their costs by outsourcing, increases competition within the United States.  Not by chance, imports have almost doubled their share in the U.S. market in the last 15 years, but the consumption ratio of U.S. produced to imported wines remains at 71 percent to 29 percent, respectively, according to Ted Baseler.
One other negative side of the economic strength of the U.S. wine industry and resultant attention is the potential threat that it could well become a target for increased tax revenues for local and state governments that are having difficulty balancing budgets, as well as the presence of an undercurrent of a growing anti-alcohol movement, Baseler added. 

Jon Fredrikson reported that the largest wineries in the U.S. continue to gain ground through realignments and mergers.  But, the consolidation of the larger producers has clogged distribution channels, making it more difficult for the smaller wineries to get their products to market.  
New Wine and Food Trends in the U.S. 
Trends show that luxury wines are more in demand with an increase of 22 percent in 2007.  In other words, consumers are trading up in quality, much of which is fueled by the infusion of millennials into the wine consumer population.  Walter Robb, President and CEO of Whole Foods, explained that consumers, particularly the millennials, those under 28 years of age, will make purchasing decisions on wine’s sustainability:
 whether it was grown on a carefully nurtured piece of land, whether the winery employed alternate energy, whether the wine was naturally processed, and/or whether it is authentic.  Baseler added that this concern for environmental sustainability or “greening” extends to food as well, with consumers paying closer attention to the contents of their food purchases.
Restaurants, markets and wineries are all reacting to this new push toward quality, sustainability and direct participation by increasingly educated consumers in their choices of purchases.  Trends in all three are intertwined and were discussed by representatives from each profession in turn.
Trends in restaurants reflect the growing concern over ecology, an increasingly adventurous palate and desire for new dining experiences.  Reuben Katz of the Culinary Institute of America reported that restaurant plates are getting smaller every day.  The traditional main course may become obsolete, replaced by a greater variety of tidbits on one plate, serving three different preparations of one type of food on a plate, for instance, or several dishes eaten at one time.  Now appearing more and more in restaurants, hotels, malls and airports are “slivers” or small plate menus, as well as bars featuring charcuterie, crustini, salumi, ciambota, tapas, tempura, mozzarella, specialty cheese, chocolate and dessert, even robota bars where grilled skewers are passed to customers robotically.  Katz reported that the National Restaurant Association’s survey announced the first place winner for “what is hot” are bite-sized desserts, in 4th place small plates and tapas, and organic wine nosed in 19th place well ahead of either red (75th) or white (112th) wines.  Japanese cuisine, he said, was the most predominant taste influence fused into today’s cooking.
Katz felt that the small plate concept is a wine sale opportunity.  “Now is the time to think out of the glass box” by serving a variety of individual glasses of wines to complement each taste portion of food.  Menus can be constructed with wine flavors designed to enhance the variety of food tastes.
Marian Jansen op de Harr from Fleming’s Steakhouse & Wine Bar in Arizona described Fleming’s “progressive wine” service, which is organized by varietal first, then proceeds from milder to stronger tasting wines.  In order to make wines accessible, Fleming’s devised an F-100 wine list that contains 100 wines served by the bottle, glass and taste.  She stressed the need for servers to be knowledgeable and educated on each of the wines being served.  Accordingly Fleming’s offers its staff educational videos on wine, three-day seminars for servers, and “World of Wine,” a program for wine managers and operating partners based on the introductory course leading to a Court of Master Sommelier.  Being a steak house, she reported that 60 percent of the wines available on the menu are reds, 40 percent are white, and that domestic wines outstrip imported 70 percent to 30 percent.  After introducing the “flight vehicle,” a set of tasting glasses inserted in a frame with a card describing each of the wines being served, wine sales have increased 300-400 percent, she reported.  
Since Marian Jansen op de Harr mentioned that her restaurant is interested in incorporating both well-known and lesser known wine brands into the F-100 list, opportunities for wineries to gain ground in quality restaurants that focus on wine menus such as Fleming’s would be worth striving for.
Branding and Marketing
This brings focus onto branding, which, according to a variety of winery representatives, is all-important.  Branding, as defined by Liz Thach, Sonoma State University, is a recognizable identifying symbol, word or mark that distinguishes one brand from another, promises service, stability and quality.  An entire spectrum of methods can be employed to create a brand, one of which would be the use of a unique family history, as noted by Chris Figgins of a small winery, Leonetti Cellar, Washington state.  As Italian immigrants, his grandparents settled in the Walla Walla Valley handcrafting their own wines.  What their wines lacked in quantity, they made up in quality.  Figgins’ continues that same philosophy today by maintaining total control over the winemaking process from start to finish – creating his own brand.
Stephen Kautz of Ironstone Vineyards in Murphy’s, California, a mid-sized winery, suggested capitalizing on the winery’s location to create a brand.  For Ironstone, it would be the heart of 1850s gold rush country, in the Sierra Foothills.  As a good example, Ironstone’s distribution brochure states: “Gold! Free Wine Tasting!”  Kautz said that a winery should select what it does best to bring the media into the winery and the vineyards.  For instance, non-mainstream varietals such as Tempranillo, Verdello, Albarino, Roussane, Marsanne and Muscat grow well in the different soils of the Sierra Foothills area, and they create a uniqueness that attracts the media as well as consumers.
Steve Lohr of J. Lohr Vineyards and Paso Robles Wine Country Alliance emphasized those wineries large enough to own all their own vineyards can maintain quality and remain price competitive.  He mentioned that the Cypress label used by J. Lohr has gradually evolved from a nondescript cypress tree to a soft watercolor version of the Lone Cypress of Monterey, representing elegance and simplicity with the motto, “undo, unwind, uncomplicated.”  As in the Sierra Foothills, Lohr repeated that “there is nothing more important than sense of place.”  Focus on distinct qualities such as soil, knowledge of climate – what makes your winery’s area unique.  People who visit your winery and vineyard are ambassadors locally, regionally and nationally, as well as globally, so he advised strengthening all associations through winegrower alliances, wine clubs, national and local wine industry organizations, tourism bureaus, and through sustainable farming practices.
Clay Gregory of Jackson Family Estates explained that there were 3,000 wholesalers in 1995 to handle 1,800 wineries.  Today, with nearly 6,000 wineries, there are only 700 distributors.  Jackson Family Estates, therefore, has created their own distribution system and has focused on direct sales to consumers, which have doubled in the last few years.  Their goal is to sell 80 percent of their artisan wines directly to consumers.  The Internet has become important as millennials (second largest population group next to the “boomers”) are drinking more wines in the luxury range, and use the Internet more and more to purchase them.  Gregory reported that Jackson Family Estate has developed a new company called White Rocket to create wines to please the palates of the new generation of millennial wine drinkers. 

Conclusion

Because of the growth of the U.S. wine industry, competition abounds.  The strongest growth has been in the premium range, above $12 per bottle, because of the entry into the market of the millennials who are more discerning and are willing to pay for quality as well as brand sustainability.  New methods of marketing, consistency in producing quality wines – including the “greening” of winery practices - and innovation in channels of wine distribution seem to be core prerequisites for getting ahead in today’s marketplace.






� This year, attendance at the Unified Wine & Grape Symposium, sponsored by the American Society for Enology & Viticulture and the California Association of Winegrape Growers, was a record-breaking 11,500 wine and grape industry professionals. The Symposium will be held next year on January 27th, 28th and 29th at the Sacramento Convention Center.


� According to the bulletin from CAWG (California Association of Wiengrape Growers) sustainable winegrowing means growing grapes and making wine in a way that is environmentally sensitive, socially equitable and economically feasible. It means preserving and enhancing agricultural land, but it also means treating employees fairly, being mindful of neighbors and communities, and doing so in a way that makes sense from a business standpoint. It means being a steward of natural and human resources. Sustainable winegrowing ensures that future generations will not be negatively impacted by the way we act today. And because farming sustainably makes for healthier vineyards and grapevines, it also makes for higher quality, better-tasting wine. Examples of sustainable winegrowing: reducing pesticides, conserving water, enhancing soils, restoring habitats, conserving energy and treating employees well.
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