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Y
E

A
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W
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W
hat

L
ies

A
head

fo
r

th
e

H
igh

E
nd?

W
hen

w
ill

the
m

arket
return

to
pre-recession

levels?
C

yclical
change

or
sea

change?

C
yril

P
enn

IT
W

A
SN

’T
LO

N
G

A
G

O
that

the
w

ine
industry

w
as

abuzz
w

ith
talk

about
consum

ers
“trading

up”
to

pay
m

ore
for

sm
all

luxuries
and

prensium
products.

M
uch

w
as

m
ade

of
the

strategic
grow

th
opportunity

presented
by

“prem
ium

i
sation.”

T
here

w
as

continual
talk

about
“affordable

luxury”
as

risin
g

liv
in

g

standards
spurred

consum
ers

to
seek

better
quality

products.
T

he
m

ore
co

n
sum

ers
spent

on
products,

the
m

ore
they

seem
ed

to
like

them
.

M
any

co
m

panies,
including

high-end
w

ineries,
m

ade
decisions

based
on

assum
ptions

that
consum

ers
w

ould
continue

to
trade

up.
A

verage
grow

th
rates

for
w

ines
priced

over
$15

grew
at

15
p
er

cent
betw

een
2002

and
2008

w
hile

w
ines

under
$3

saw
negative

grow
th.

T
he

w
orld

changed
in

a
short

period
of

tim
e,

how
ever,

as
the

w
orst

recession
since

the
G

reat D
epression

kicked
in.

T
he

confusion
seen

in
financial

m
ar

kets
in

late
2008

and
into

2009
changed

the
tenor

of
the

conversation.
O

verall
w

ine
consum

ption
continued

to
increase

as
it

typically
does

during
recessions

but
consum

ers
started

trading
dow

n.
Spending

on
non-neces

attics
slow

ed.
H

igh-end
w

ine
sales

hit
a

w
ail.

A
s

2009
drew

to
a

close,
consum

er
spending

fell
and

high-priced
w

ines
w

ere
backing

up
in

w
arehouses.

People
spoke

of
the

headw
inds

of
consum

er
change.

Even
the

rich
w

ere
nsore

cau
tious

about
their

spending.
T

he
sudden

drop
in

dem
and

w
as

difficult
to

q
u
an

tify
and

canse
w

hile
bulk

w
ine

im
ports

surged
and

as
U

.S.
w

ine
exports

fell.
W

ineries
w

ere
holding

the
line

on
costs,

sitting
tight and

w
atching

their
fall

sales
num

bers.
A

ll
w

ere
w

ondering:
W

ould
high-end

w
ine

sales
ever

return
to

their
pre-recession

levels?

C
U

R
R

E
N

T
SIT

U
A

T
IO

N
:

T
R

A
D

IN
G

D
O

W
N

T
hrough

the
end

of
June,

sales
of

w
ines

retailing
at

m
ore

than
$20

a
bottle

w
ere

off
about

10
percent

year-to-year,
according

to
R

ob
M

cM
illan,

founder
of

the
w

ine
practice

at
Silicon

V
alley

B
ank.“1

expect
Q

-4
is

actually
going

to
be

better
than

last
year

in
the

fine
w

ine
business,

so
w

e
m

ay
w

ind
up

w
ith

single-digit
declines—

-not
too

bad.
W

hen
you

look
at

that
relative

to
the

m
assive

destruction
in

the
econom

y,
that’s

pretty
good.”

“A
s

an
industry,

it’s
pretty

painful,”
M

cM
illan

said.
“I

don’t
know

if
m

any
people

(in
the

industry)
have

ex
p
eri

enced
this

kind
of

pain
because

of
the

run-up
and

opportunity
people

have
seen

in
recent

years.
A

strong
am

ount
of

consum
er

w
ealth

w
as

created,
and

there
w

as
low

utsem
ploym

ent
for

a
period

of
tim

e.”

A
n

O
ctober

2009
W

ine
O

pinions
report

on
w

ine
purchase

and
p

refer
ence

trends
am

ong
high-frequency

consum
ers

and
the

trade
show

ed
that

m
ore

than
half

of
high-end

consum
ers

polled
had

decreased
purchases

of
w

ines
over

$30
and

w
ere

m
ore

likely
to

U
nder

510

$10
to

$20

$20
to

$30

O
ver

$30

SO
U

R
C

E
W

.ne
O

p
,v

o
ru

have
increased

their
purchases

of
w

ine
in

the
$10

to
$20

range.
T

he
report

also
show

ed
that

som
e

of
the

trade-dow
n

am
ong

upscale
co

n
sum

ers
benefited

m
id-priced

w
ines

(see
T

A
B

L
E

i)
.

T
he

N
ielsen

C
om

pany
data

also
co

n
firm

ed
the

trade-dow
n

(see
T

A
cL

L
2

).

A
8

L
L

2

T
able

W
ine

—
P

rice
T

iers

100%
Ttl

T
able

W
ine

8.2
-

S0-$3

25.1
53-56

25.4
$6-Sc

18.3
59-512

11.1
512-IS

6
5

515.520

4.8__
$20

SO
U

R
C

E
The

N
,.),en

C
u

n
p
.n

y
ItE

m
8.22.09)

W
ine

as
a

C
ategory

held
up

w
ell,

though,
w

hen
com

pared
to

other
co

n
sum

er
goods

products,
at

least
in

food
stores.D

uring
2009,

w
ine

w
as

the
N

o.
4

category
in

term
s

of
unit

grow
th

am
ong

products
tracked

by
T

he
N

ielsen
C

om
pany

w
hile

63
percent

of
all

other
categories

N
ielsen

tracked
w

ere
in

decline
(see

T
A

B
L

E
3).

V
alu.%

C
hange

V
olum

e
%

C
hg

L
st5

2
L

aat2
6

L
a
stl3

L
a
stl3

w
.e&

1
w

..k
s

w
,,k

s
w

..k
s

+
4.4

÷
3.3

+
3.8

÷
2.3

÷
4.9

+
5.5

-1
.9

*9.6
+

9.3
*6.2

-1.5
-1.2

-1.3

.5
6

.6
5

+7.1

--

T
A

B
L

E
1

C
h
an

g
es

in
C

alifo
rn

ia
W

ine
P

u
rch

ase
A

m
o
u
n
t

b
y

P
rice

P
o
in

t
P

ercen
tag

e
by

p
rice

categ
o
ry

an
d

ch
an

g
e

in
p
u
rch

ase
am

o
u

n
t

m
uch

som
ew

hat
about

m
ore

m
ore

sam
e

som
ew

hat
m

uch
less

less

16%
21%

49%
6%

9
%

10%
27%

51%
10%

2%

3%
13%

46%
22%

15%

2%
6%

38%
22%

32%

P
rice

p
o
in

t
g
ro

w
th

b
ein

g
led

by
<

$6,
W

eak
n
ess

at
>

$20.
an

d
aro

u
n

d
th

e
$10

level.

+
5.2

+11

+
0.5

*
5

6

+
1.9

*0.5
*1

4
*1.2

+
0.9

-0
7

÷
0.3

+
2.0

-5.8
.7

5
-6.9

-7.8
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W

in
e

B
u
sin

ess
M

onthly



TA
B

LE
3

If
co

n
su

m
ers

are
o

n
ly

b
u

y
in

g
w

h
a
t

th
e
y

n
e
e
d
,

th
e
n

w
in

e
m

u
st

b
e

m
eetin

g
so

m
e

o
f

th
o

se
n
e
e
d
s.

(In
channels

w
here

m
ultiple

goods
are

sold)

T
op

15
C

ateg
o
rIes:

%
U

nit
G

row
th

C
anning

&
F

reezing
S

upp
17.7

S
easonal

G
M

8.1

F
resh

M
eat

6.7

W
Ine

5
.5

D
ry

M
ix

P
repared

F
oods

4.8
-

F
rozen

N
ovelties

4.5

P
asta

_
_

_
_

_
_

_
_

—

4.1

B
aking_M

ises
4.1

V
itam

ins
3.9

C
heese

3.6

-

B
aking

S
upplies

2.8

C
ondim

ents,
G

ravies
&

S
auces

2.7

R
ef

Juices
&

D
rinks

2.5

S
pices,

S
easo

n
in

g
s

&
E

stracts
2.0

S
O

U
C

C
E

T
he

lSiei,.,n
C

onrpany
lth,u

8
.8

0
9
)

B
O

T
T

O
M

IN
G

O
U

T
?

T
here

w
ere

signs
of

econom
ic

recovery

in
2009.

C
onsum

er
confidence

rates
stabilized

as
the

stock
m

arket
started

to
recover.

U
nem

ploym
ent

levels,
a

lagging
indicator,

rem
ained

high,
how

ever.

In
late

2009,
a

survey
show

ed
that

m
ost

business
econom

ists
thought

the
recession

had
already

ended
w

ith
the

caveat
that

the
recovery

w
ould

be
m

ore
m

oderate
than

those
seen

follow
ing

other
econom

ic
dow

nturns.
T

he
good

new
s

is
that

this
deep

and
long

reces
sion

appears
to

be
over,”

T
he

N
ational

A
ssociation

of
B

usiness
E

conom
ists

proclaim
ed,“and

w
ith

im
proving

credit
m

arkets,
the

U
.S.

econom
y

can
return

to
solid

grow
th

next
year

w
ithout

w
orry

about
rising

inflation.”

T
H

E
FU

T
U

R
E

T
hough

the
consensus

view
seem

s
to

be
that

the
econom

y
w

ill
recover

slow
ly,

the
w

ine
industry

appears
split

on
how

quickly
high-end

w
ine

sales
w

ill
return

to
pre-recession

levels.

Is
it

a
cycle

or
is

it
a

sea
change?”

John
G

illespie
of

W
ine

O
pinions,

W
ine

C
o
lleag

u
es

and
the

W
ine

M
arket

C
ouncil

asked
rhetorically

w
hile

spealcing
during

the
W

ine

Industry
Financial

Sym
posium

in
fall

2009.
“T

he
industry

is
absolutely

split
on

this
issue

of
w

hat
it’s

going
to

look

like
Iw

o
to

three
years

from
now

.”

W
H

E
R

E
H

IG
H

-E
N

D
W

IN
E

SA
L

E
S

A
R

E
G

O
IN

G
:

T
H

R
E

E
V

IE
W

S
Som

e
argue

that
all

recessions
are

cyclical
so

that
luxury

w
in

e
sales

w
ill

rebound
rather

quickly;
others

say
the

m
arket

at
tile

high-end
w

o
n

t
com

e

back
to

previous
levels

,it
all—

or
at

least
not

for
a

very
long

tim
e;

still
others

say
the

m
arket

has
recalibrated

and
is

perm
anently

changed.

SC
E

N
A

R
IO

1:

T
H

E
D

O
W

N
T

U
R

N
IS

C
Y

C
L

IC
A

L

T
he

w
orld

ivill
look

very
different

in
a

,sicitter
ofm

onths
and

co,tsianter
dem

and
for

fine
w

in
e

is
g
ro

w
in

g
.

The
industry

has
ss’eathered

doivnst’a
rd

econom
ic

cycles
before.

If
you’ve

been
through

it

before
you

have
the

perspective
to

take
the

current
sloas’dow

,i
in

stride.
W

hot

goes
dow

n
goes

bock
up.

“W
e’u’e

seen
it

before.”

•
C

onsum
er

B
ehavior

hasn’t
changed.

•
B

usiness
spending

is
cyclical

and
w

ill
com

e
back.

•
W

ine
is

an
affordable

luxury.

It’s
w

ell
know

n
that

the
econom

y
goes

up
and

clow
n

in
a

series
of

u
p

and
dow

n
cycles.T

he
svine

industry
has

h
is

torically
follow

ed
these

cycles.
M

any
are

fam
iliar,

for
exam

ple,
w

ith
the

T
urrentine

W
ine

W
heel

of
F

ortune,
illustrating

how
the

“m
anic”

grape
m

arket
follow

s
econom

ic
cycles.

W
ine

is
a

long-term
business

and
industry

veterans
take

a
long-term

view
.

T
hough

frugality
is

suddenly
fash

ionable,
som

e
believe

that
w

ith
the

stock
m

arket
topping

10,000
and

talk
of

recovery,
it’s

already
getting

harder
for

som
e

people
to

keep
suppressing

their
urges

to
shop.

“N
hen

w
e

ask
consum

ers
if

they’re

going
to

spend
m

ore
after

the
recovery,

it’s
a

m
ixed

bag’
noted

D
anny

B
rager

of
T

he
N

ielsen
C

om
pany.

“I
don’t

think
consum

er
behavior

has
structurally

changed,”
financial

analyst
K

aum
il

G
ajraw

ala,
all

executive
director

of
U

B
S

S
ecurities,

argued.
though

he
expects

a
tough

road
ahead

for
fall

sales
(see

T
A

B
L

E
).

T
A

B
L

E
4

Likely
in

the
B

ottom
of

the
“U

”

T
here

is
only

one
thing

th
at

has
b

een
tru

e
ab

o
u
t

every
recessio

n
/d

ep
ressio

n
...

1940s
1947—

sterling
ceases

to
be

a

I 950s
L

ate
1950s

—
cre,,t,o’i

of
eurodollar

m
arket

1957
—

Treasy
of

R
om

e

1 960s
L

ate
I960s

—
stars
o1t
h
.

great
inflation

1 970s
1971

-
.gold

cu
eu

ertib
ilit

5
ends

1
9

7
4
-

b
ard

s
are

no
longer

boring
—

the
crisis

of
,eeld

1979—
U

K
ends

capital
controls

1979—
V

olcke,
shock

1980s
1986—

U
K

big
bang

1 990s
1990-

S
econd

G
ulf

W
ar

1
9
9
5
_

S
econd

B
arings

collapse
1998—

R
ussian

default,
LTCM

coliepse

Z
000s

2000—
N

A
SD

A
Q

bobble
burst

...th
ey

all
en

d
.

SO
U

RCE
SR

i
G

iobal
E

conom
ics

A
nother

argum
ent

supporting
the

cyclical
argum

ent
for

high-end
w

ine
sales

is
that

w
ine

is
an

affordable
luxory,

so
that

w
hile

consum
ers

m
a
y

forgo
other

luxuries,
they

w
ill

be
m

ore
w

illing
to

“splurge”
on

a
fine

bottle
of

w
ine.

“V
intners

are
in

a
good

position,”
G

reg
F

urm
an,

president
of

the
L

uxury
M

arketing
C

ouncil,
said.‘T

he
area

that

is
going

to
com

e
back

quicker
and

sooner
is

all
things

related
to

entertain
inent

for
the

hom
e

and
business,

m
eaning

clients,
even

at
the

high
end.”

Furm
an

points
out

that
som

e
2.7

m
il

lion
people

in
the

U
.S.

have
liquid

p
o

rt
folios

o
f

St
m

illion
and

said
those

consum
ers

are
m

igrating
to

the
hom

e
both

fist
business,

fam
ily,

friends
and

entertainm
ent.

B
usiness

spending
crashed

along
w

ith
the

stock
nsarket

but
is

likely
to

recover
as

it
has

in
past

recessIons,
and

tile
road

to
high-end

w
ine

sales
goes

through
restaurants

that
benefit

from
business- related

spending.
R

estaurant
w

ine
sales

represent
roughly

25
percent

o
f

U
.S.

w
ine

sales
volutne

hut
just

a
bit

m
ute

than
half

of
the

dollars,
according

tat
the

2009
A

iliatrus
lim

e
H

a
rudbsrok.

R
csi,iu

rants,
and

in
tu

rn
high

-end
seine

sales,
get

a
b
o

o
st

w
h
en

b
u
sin

ess

sp
en

d
in

g
rises.

,\IcM
illan

of
Silicon

\‘slles
B

ank

sounds
cautiously

optim
istic

about
2010,

in
part

because
he

thinks
fine

tattle
is

actually
m

ore
o
f

a
need

than
a

w
an

t
in

som
e

people’s
m

inds.
“Fine

w
ine

in
a

recession
is

up
there

w
ith

cig
arette

sm
o
k
in

g
in

ternis
o
f

needs
versus

w
ants,”

he
said.

“A
lot

of
people

tlsank

it’s
a

need—
it’s

up
there

w
ith

other
addictions.

D
em

and
is

still
pretty

good,

relatively
speaking.”

SC
E

N
A

R
IO

2:

T
H

E
H

IG
H

-E
N

D
W

IN
E

M
A

R
K

E
T

ISN
’T

C
O

M
IN

G
B

A
C

K
A

S
IT

W
A

S
FO

R
A

L
O

N
G

T
IM

E
Tite

ntarket
at

the
itigli

end
w

olt’t
c
o
llie

bock
to

previous
Ies’els

at all—
at

least
lu

st

for
a

rely
lostg

rim
e,

possibly
a

decade.
It’halth,

w
hich

for
tlto

s
t

people
m

eans

stocks
anal

real
estate,

isn’i
coining

back
die

flay
it

teas
near

term
—

and
to

the

extent
that

it
does,

the
filta

ltc
isil

,ttelt
d

o
iv

lt
p
e
rln

a
lie

litl’
scarred

c
o
ltstfllie

rs

euitosiosially.
Tite

eco
lu

o
slt)’

boo
beelt

in
a

deep
recession,

rite
ss’orst

since
thur

so-
called

G
reat

D
epression.

H
igit-end

uviite
soles

hill
g
lo

li’
to

precious
ltigius

but
trill

take
a

fe
ll’years

for
this

to
occur

because
so

ittucit
w

ealth
w

as
elilliiltated

.
Souste

Iiai’e
predicted

that
the

realestate
niarket

iu’tll
c
o
lttin

u
fe

to
lose

i’altie
in

2010.
The

w
in

e
uiarket

irils
driven

by
stock

lllnrkel

svealrit
and

the
ltoiisittg

bubble,
both

of
w

hich
srill

reco
eel;

albeit
very

slow
ly

•
H

ouseholds
have

lost
w

ealth
that

m
ay

not
com

e
back

for
m

any
years.

•
F

rugality
m

ay
be

cyclical
but

previous
spending

‘eves
w

ere
unsustainable.

•
D

em
ographic

trendw
B

oom
ers

are
aging

out
of

the
m

arket.

S
tev

en
R

an
n
ek

leiv
,

executive
director

for
food

and
agri-husitiess

advisory
w

ith
R

abobank,
the

w
orld’s

largest
agricultural

lender,
is

in
the

cam
p

that
thinks

consum
er

buying
habits

have
changed

for
the

long
term

.
H

e
said

U
.S.

h
o
u
seh

o
ld

s
lost

roughly
20

percent
of

their
w

ealth
fro

m
the

third
quarter

in
2007

to
the

four:h
quarter

in
200R

and
that

consum
ers

are
irs

ing
to

replace
som

e
of

that
lost

svealih
by

increasing
their

savings.
T

his
incre,isc

in
savings

is
often

cited
as

one
of

the
causes

of
a

dip
in

consum
er

spending.
Savings

rates
fell

through
the

1990s
into

this
decade,

rcachrd
negative

I
D

ecem
b
er

2009
27



400%

300%

250%

2
0
0
%

150%

100%

50%0%

num
bers,

and
then

w
ere

near
zero

from
2005

though
2007.

A
c
u
rre

n
t

increase
to

around
4

percent
is

big,
but

is
still

relatively
low

,
w

hich
is

w
hy

R
annekleiv

thinks
the

savings
rate

increase
is

a
long-term

trend.
Som

e
of

the
current

frugality
seen

by
co

n
sum

ers
m

ay
be

cyclical,
he

conceded;
but,

he
said,

“M
any

of
the

pre-reces
sian

spending
trends

w
e

w
ere

seeing
w

ere
unsustainable.

Even
if

consum
ers

w
ant

to
increase

their
spending

they’re
going

to
face

som
e

real
constraints,”

R
annekleiv

noted,
pointing

to
new

consum
er

credit
constraints.

“C
onsum

ers
m

ay
im

prove
their

level
of

coisfidence,
but

I
think

food
and

beverage
com

panies
should

be
p

re
pared

for
at

least
several

m
ore

years
of

m
ore

frugality
from

consum
ers,”

M
any

believe
consum

ers
w

ill
rem

ain
frugal

until
housing

prices

rebound
to

pre-recession
levels

but

the
housing

rebound
could

take
to

years
assum

ing
the

lesser
grow

th
rates

that
proceeded

the
last

decade,
R

annekleiv
said,

“T
hat

m
ay

he
an

extrem
e

scenario
but

I
w

ouldn’t
be

surprised
if

it
doesn’t

take
at

least
five

years
for

consum
ers

to
get

over
sonic

of
this

current
level

of
frugality.

“W
e

m
ay

see
grow

th
return,

b
it

a

m
ore

rational
iv

el
of

grow
iS,”

he
said.

“E
ven

an
in;proveinent

irs
the

ecor.oni

m
ay

bring
back

consum
er

confidence,

but
I

don’t
think

that
consum

er
co

n
ti

dence—
even

a
positive

level,
a

strong
level

of
consum

er
confidence—

even

that
m

ay
not

bring
back

som
e

of
those

spending
patterns

w
e

saw
prior

to
this

recession.
I

think
consum

er
buying

habits
have

changed.”
“O

nce
this

recession
resolves

itself,
the

luxury
m

arket
is

not
going

to
com

e
back

the
w

ay
it

w
as,”

Pam
D

anziger,
president

of
U

nity
M

arketing,
a

b
o
u

tiquc’
m

arket
research

firm
specializing

in
consum

er
insights

for
luxury

m
ar

keters,
said.“People

had
this

perception
of

w
ealth.

T
he

collapse
of

the
housing

m
arket

has
killed

our
w

ealth.”

D
E

M
O

G
R

A
P

H
IC

S

D
anziger

said
today’s

“affluents”
are

com
fortable

but
don’t

have
m

uch
m

oney
left

over
to

splurge
on

luxury
brands

now
that

their
hom

es
and

401K
v

have
declined

in
value.

T
he

average
annual

incom
e

for
a

U
.S.

household
today

is
about

$65,000.
H

ouseholds
m

aking
$130,000

have
tw

ice
the

so-called
average

incom
e,

so
are

considered
“affluent,”

part
of

the
trip

20
percent

of
the

country
in

term
s

of
w

ealth,
according

to
D

enziger.
“Y

ou.
really

need
to

have
four

to
five

tim
es

the
average

before
you

have
the

kind
of

ctis
cretionary

incom
e

needed
to

spend
on

luxury,”
she

said.

Sonic
2.5

m
illion

U
.S. housciiolds

are
detiiisd

as
“ultra

affluent’
but

it
w

as
the

“affluent”
c
o

n
su

m
e
rs

th
a
t

fu
e
le

d
tim

e

lu
x
u
ry

boom
.

“
T

h
e
y
’re

a
fflu

e
n
t

but
n
o
t

rich,
and

ilsev’re
cuttiog

was’
back

oil
5g.”

iSanziger
said.

T
hey

arc
sot

citing
oiil

as
m

uch—
they’re

choosing
losver

priced
restaurants

w
hen

they
dine

and
are

seleciing
low

er
priced

iteisss
o
n

the
m

enu,”
D

anziger
added

that
dem

ographic

trends
w

ill
drive

a
decline

in
luxury

spentling
because

bonim
sers

icc
aging

out
of

the
m

arket
w

ith
only

half
as

m
any

G
ets

X
ers

replacing
them

,
m

any
of

w
hom

are
now

becom
ing

the
prim

e
m

arket
for

luxury
brands.

“It’s
going

to

iake
a

svhile
for

the
m

illennial
genera—

ion
to

becom
e

aftluent,’’
she

added.
‘‘It

takes
m

iddle
age

before
you

reach
afflu

ence.
G

iven
that

underlying
d

em
o

graphic,
I

feel
com

fortable
saying

it’s
sot

going
to

com
e

back
because

it

isn’t.”

S
C

E
N

A
R

IO
3:

T
H

E
M

A
R

K
E

T
R

E
C

A
L

IB
R

A
T

E
S:

S
E

L
F

-F
U

L
F

IL
L

IN
G

P
R

O
P

H
E

C
Y

?
lint

can
getgood

w
ine

cheaper:
flit’

w
ine

niarket
has

esse,itially
been

recali—
briteil—

it
has

been
pernianently

tra
n
s—

fornied
liecaiise

consum
ers

that
traileil

ilsivn
realize

that
they

can
get

reall)’goat
1

tines
for

less.
R

etirenient
nest

eggs
tim

e
ilc’ciiiiitteil,

niaking
consiiniers

reliictan

to
spend

m
ore

than
necessary

T
here

it’ll!
be

cinisuniers
ii’illing

to
spend

m
ore,

bitt

not
as

m
an)’

as
in

the
past.

W
hile

con—
sH

iners
m

ay
not

be
periiianen

11)’scarred
Jinancially

or
eniotional!,t

they
now

re
a
liz

e
that

they
C

an
g
e
t

good
iviiie

cheapei:
Sonic

ask,
“Ifyou

can
get

w
ine

that
is

a
s

good
at

a
low

er
p
ric

e
,

ivhij’

w
ould

you
go

back?”

Som
e

also
contend

that
m

any
co

n

sum
ers

w
ho

w
eren’t

previously
aw

are
they

could
get

a
darn

good
bottle

of

2
8

W
ine

B
usiness

M
onthly

C
H

A
R

T
1

It
w

ill
tak

e
tIm

e
fo

r
h

o
u

sin
g

,
eq

u
ities

(and
su

p
er-p

rem
iu

m
w

in
es)

to
reco

v
er

lo
st

g
ro

u
n

d

C
hange

in
housing

prices
and

incom
es,

1987-2009

35Q
M

edian
Incom

e

C
ase

Shiller
housing

price
index

SO
U

nCE
R

bobx,,k

N
.

cx]
a

C
—

(N
(N

‘cx
U

,
r-.

cc
0

’
0

—
N

i
N

,
N

,
U

]
‘0

r-.
cc

-u
cc

cc
cc

0
’
.

.
0

’
0

.
0

’
0
’

0
.

0
’

0
.

0
0

0
0

0
0

0
0

0
—

o,
0
’

0
,

0
’

0
’

cc
a

a
o’

a
o’

0
’

0
’

0
0

0
0

0
0

0
0

0
>

m
m

m
m

m
m

m
m

m
e
.CC

IM
P

L
IC

A
T

IO
N

S
F

O
R

W
IN

E
R

IE
S

?
T

he
ram

ifications
of

w
hat

m
any

are
calling

the
“G

reat
R

ecession”
are

still

unknow
n.

H
ow

ever,
fallout

is
expected

for
a

w
ine

industry
that

has
becom

e
far

m
ore

com
petitive

than
it

w
as

just
a

few
years

ago.
A

w
hite

paper
issued

in
late

2009
by

industry
consulting

firm
Scion

A
dvisors,

for
instance.

predicts,
“O

ver

the
next

24
m

onths.
consum

er
dem

and
for

w
ine

w
ill

continue
to

grow
globally

and
the

U
nited

S
tates

consum
er

w
ill

be
leading

the
w

ay
H

ow
ever,

the
w

ine
industry

w
ill

see
the

fallout
of

w
eak

players
as

the
strong

g
et

stronger.”
T

he
paper

notes
that:

•
T

he
recession,

in
terstate

logistics
hurdles

and
a

concentration
of

w
ines

above
$50

per
bottle

have
put

sm
all

w
ineries

in
a

perfect
storm

predicam
ent,

m
any

reporting
safes

dow
n

as
m

uch
as

40
percent.

•
B

ig
players

have
been

reconfiguring
and

trim
m

ing
their

portfolios
to

grow

profits
organically

instead
of

getting
larger

through
acquisition.

•
SK

U
rationalization

is
hitting

even
the

sm
allest

players.

•
T

housands
of

w
hite

tablecloth
restaurateurs

close
doors,

heavily
im

pacting

the
luxury

sector.

•
Luxury

consum
erism

is
considered

‘U
n-A

m
erican’

as
consum

ers
globally

struggle
to

keep
their

jobs
and

feed
their

fam
ilies.

•
D

istributor
consolidation

has
escalated

as
that

segm
ent

struggled
to

survive

in
this

econorriv,
essentially

shutting
sm

aller
players

out
of

nat,00a
w

nolessle

cnar’.nels.

•
W

orn
dow

n
by

tn
s

ndustry
otm

w
and

econom
c

cyc;e.
m

any
m

ore
w

ile
business

ow
ners

are
‘005cc

to
exit

sooner
tl’co

g
r

sa-es
to

th
ird

ze’nes
0
’

to
the

exS
g
e
”
e
a

0
”
.



W
hat

L
ies

A
head

fo
r

th
e

H
igh

E
nd?

w
ine

fur
$20

or
even

less
w

ill
w

ind
up

‘irad
ing

dow
n’

pe
rm

,snen
tly.

A
s

w
in

eries
cut

price—
points

and
nego—

ciants
scoop

up
high

quality
bullc

w
ine

at
distressed

prices,
higher

quality
w

ine

is
m

ade
available

to
co

nsuiners
at

low
er

prices.

“In
som

e
respects,

you
reinforce

the
consum

ers’
belief

hat
viiii

can
Ii

sd
good

w
ine

at
less

ex
p
en

siv
e

p
rice-

points,”
M

cM
illan

observed.

“1
do

think
there

is
a

consum
er

and
•

m
arket

for
lugls—

end
w

ines,
l,ut

tlsat
it’s

just
not

as
big

as
it

w
as,”

the
chief

exec
u

live
iviih

one
Top

30
seine

com
pany

said.
“It

w
ill

all
recalibrate

closs’n
a

little.”

“l’hat’s
the

secret,”
said

D
anziger,

‘how
good

the
m

ass
m

arket
has

becom
e.

T
here

are
special

tim
es

at
hom

e
w

here
w

e
w

ill
indulge

and
trade

up
to

a
really

special
bottle—

but
for

day-to-day
drinking—

I’ve
got

the
B

lack
B

ox.”

C
Y

C
L

IC
A

L
A

N
D

S
T

R
U

C
T

U
R

A
L

?
E&

J
G

allo
senior

director
of

m
irketing

S
tephanie

G
allo

also
sees

a
com

bina
tion

of
both

cyclical
and

structural
change

but
veers

tow
ard

the
cam

p
that

thinks
svhat

is
o
ccu

rrin
g

now
is

m
ore

cyclical
than

structural.
‘i

do
believe

it’s
cyclical

and
it’s

proven
to

be
so,”

she
said.

‘‘I
tlsink

it’s
a

blend,”
said

lois
Fredrikson,

an
econom

ist
and

industry
analyst

w
ho

has
tracked

w
ine

m
arkets

for
four

decades,
“the

w
orst

since
the

nud-1980s
w

hen
it

svas
really

bleak,
It

seem
s

like
evers’

tim
e

sic
base

a
severe

recession,
consum

ers
vosv

they’re
not

going
to

spend
and

ss’ill
save

in
tlse

frilure.
T

hen
I yes

go
on

and
people

st,irt
buying

again.
It

m
ay

take
longer

this
tim

e.
I

don’t
thinlc

w
e’ll

get
baclc

to
the

point
w

here
w

e
have

the
conspic

uous
consum

ption
that

fed
the

high
end.

I
tlsinlc

everybody
lsas

to
rethink

their
positioning.”

R
E

D
E

F
IN

IN
G

V
A

L
U

E

“A
lot

of
people

Italic
to

still
hold

hope
that

w
hat’s

happened
in

the
m

ark
et

place
is

just
a

norm
al

part
of

a
bsisi ness

cycle
and

that
it

w
ill

com
e

back,”
D

aneinger
said.

“I
think

it
is

better
to

opt
for

the
m

ore
conservative

course—

you
have

to
really

offer
a

key
value

p
ro

p
o

sitio
n

to
the

consum
er.

I
think

too
m

uch
of

luxurs’
m

arketing
in

the
past

during
these

boom
tim

es
has

focused
on

im
age.

T
he

w
ay

com
panies

m
arket

to
ultra-affluent

consum
ers

is
going

to
have

to
change

toss’ard
defining

value
and

really
m

aking
it

clear
and

m
easurable.”

“I
svould

suggest
that

2010
w

ill
be

m
uted

overall,”
M

cM
illan

of
Silicon

V
alley

B
ank

said.
“If

w
e’re

looking
for

a

recovers’,
it

is
certainly

going
to

be
a

b
etter

year
th

an
2009

has
been.

B
ut

if
w

e
m

ean
by

recovery,
going

back
to

w
hat

it
w

as
in

1999
or

2005—
I

don’t
think

w
e’re

going
to

see
that,

and
there

2
0
0
9

are
very

fesv
econom

ists
svho

belies’e
w

e
w

ill
be

through
the

bunsps
in

the
road,

T
here’s

little
reason

to
believe

th
u

sp
en

d
in

g
on

luxur
goods

sill
rebound

in
a

heartbeat.
W

e’re
t,ilking

about
a

tobless
recovery.”

So
w

hen
svill

the
high-end

seine

m
arket

return
to

pre-recesslon
levels?

“I
ss’ish

w
e

both
knew

,”
said

Furm
an.

“W
e’d

m
ake

a
lot

of
m

oney.”
w

bm

IF’

D
ecem

be
2009
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