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oday’s wine industry in the U.S.
is at a juncture in history unlike
any it has ever experienced, facing complex challenges that are
regional, national and global in scope.
They include legal, political, and cultural developments. The speed of
change is accelerated by economic
drivers, technological innovation, and
forces of globalization. One thing is
sure — by year 2015, the wine and
alcoholic beverage distribution system
will be more efficient, and more unforgiving of failure, than it is today.
Each tier of the entire “drinks”
industry will be impacted, including
wine, beer, spirits, ready-to-drink

(RTD), carbonated soft drinks (CSD),
energy drinks, premium water, and
juice. Tomorrow’s successful industry
participants will be proactive. New
business models will emerge in
response to market challenges, and
successful operators will effectively
leverage new opportunities.
Five interrelated dynamics are having a cataclysmic impact on all industry
participants — a perfect storm is gathering and generating monumental change
in all tiers of the industry as the players
position themselves for growth and
profitability. Industry participants will
need to develop essential, focused, and
disciplined strategies to weather this
storm and prosper. Ultimately, consumers will benefit — from the innovation created by the forces of competition,
from better access to higher quality
wines for the price, and from increased
retail resources available to incentivize
customer purchase behavior.

Year 2015 — The consumer has MORE!
More brands to choose from, more innovative products and packaging, more
specialized experiences with smaller wineries, and more quality for the price.
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Five interrelated dynamics force monumental
change enabling wine (and drinks) wholesalers,
retailers, and producers to compete on their
own merits by 2015.

Supply & demand pressures
Producer consolidation
Distributor consolidation
Retailer consolidation

5.
Market
liberalization

2015

21⁄2 tier distribution system
=
$1 billion per year
Less profits for wholesalers
1.
2.
3.
4.

Retailers / producers share more profits
Widening chasm between the very large and the small
Large drinks houses “selling” direct to very large retailers
Small, specialized wineries selling direct to niche retailers
and consumers
5. Distributors, as logistics providers — not sales force

What are these five
interrelated dynamics?

1. Supply and Demand Pressures —
The sheer volume of global wine supply is massive and provisioning a constantly expanding multibillion-dollar
consumer market. The net results of
industry growth are supply-chain
pressures, which force producers to
continually improve wine quality and
production efficiencies, and demandchain pressures, which drive producers and retailers to apply innovative
practices and produce more customerfocused and differentiated products.
2. Producer Consolidation — Large
producers are getting larger and are
primarily publicly held companies, a
status that provides better access to
capital sources for funding growth.
With two notable exceptions (E&J
Gallo and Kendall-Jackson, which are
privately held and only in the wine
industry), the largest “drinks” producers are dominant merchandisers in all
three major alcoholic beverage product
markets — spirits, wine, and beer.
The inherent motivation behind producer consolidation is to achieve
economies of scale in production and
distribution, which equate to profit
opportunities, market power, lower per
unit administrative and delivery costs,
and more sales and marketing clout.
These billion-dollar, mass merchandisers
are forcing mid-size ($60 million to $500
million) and small (less than $60 million)
producers to become more focused and
specialized and better differentiated. The
outcome is a widening chasm in how
wine is sold — separating the billiondollar, mass drinks merchandisers from
all other segments.
3. Distributor Consolidation — The
strong are getting stronger. In the U.S.,
the alcoholic beverage distributor, or
wholesaler, has benefited from a protected business environment, as a result
of the legal and regulatory system created by the repeal of Prohibition.
The mandatory three-tier system,
which still exists in most states, is a
complicated weave of restrictive regulations (cash laws, credit restrictions,
primary source laws, at-rest laws, franchise laws, product registration, priceposting, and prohibitions on direct
retail sourcing from out-of-state).
These regulations were designed to
prevent brand movement between distributors and assure comfortable dis-
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tributor margins regardless of the economic climate.
Over the last 10 years, wholesale consolidation has been accelerated by
wholesale margins being squeezed with
new overhead costs in technology,
retailer-required merchandising, and
advertising. Consolidation is not abating.
However, margin squeeze is causing
wholesalers of alcoholic beverages to
increasingly focus on doing what they do
best — transporting and delivering product — and requiring producers to market, sell, and merchandise themselves if
they want their products to move.
Modernization of the alcoholic beverage distribution system is being driven
more by economic factors than by legal
action. This is apparent in the reduction
in the number of wine and spirits wholesalers. This tier has shrunk, from approximately 2,400 wholesalers in the mid1980s, to approximately 250 today. This
reduction occurred even without the
spur of current legal decisions adverse to
the distribution tier.
The expansion in size of distributor networks is another sign of the
strengthening storm. Southern Wine
and Spirits spans the U.S. from California to Massachusetts. National
Distributing Company (NDC) is
expanding its base in the south and
southeast. Glazier’s is growing by
aggressively acquiring distributors in
the midwest. Young’s Market Company is a force in the west and
Hawaii, and the Charmer group
(Charmer, Sunbelt and Premier,
among other companies) is powerful
in the northeast, south, and the west.
4. Retail Consolidation — When
wholesale margins are squeezed, the
opportunity exists for large retailers to
capture a significant portion of wholesale
profits, sharing these with producers and
using them to compete for consumer
attention. This is happening today.
The retail wine industry is segmenting into two broad categories — on one
side are wines sold in restaurant chains
and broad market off-premise retailers
with good price-to-value ratios (including private and controlled labels). On the
other side high-end and scarce wines
from high-profile producers are posi-

tioned as “luxury goods.” These wines
are sold to customers on allocated lists,
and they are located on wine lists in
high-end restaurant accounts and available at specialty alcoholic beverage
retailers and in secondary markets, often
at prices above $15 per bottle MSRP.
Implications of this “divide” are
important. Positioning within one
category or the other has a huge
impact on the ultimate potential
value of a brand.
Development of on-premise and
off-premise, multi-outlet and multistate retailers has driven much of the
producer and wholesaler consolidation of the last 20 years. This retail
model exists to service a highly identifiable, targeted, mass customer base
and relies on controlled margins.
Participating vendors must play a volume game.
Wine is an attractive product for
these retailers, because it both exerts
a pull on customers and provides
more profit per unit of cost than general merchandise or food. These
types of retailers will continue to
expand globally and are likely to
become even more focused on targeted customer segments. Some
examples include: Chevy’s and other
Mexican restaurant chains, specialized pasta chains, or groups of whitetablecloth restaurants that share a
common management and administrative structure. Competition in this
arena continues to intensify, following today’s mantra of “driving costs
out of the system.”
5. U.S. Market Liberalization —
However it comes to pass, whether by
opening or restricting the flow of goods,
in the wake of the Granholm decision in
the Supreme Court, the states (slowly
and one-by-one) will have to repeal illegal laws that discriminate in favor of
local interests to the detriment of competitors in other states.
It is our view that, by 2015, wholesalers, retailers, and wineries increasingly will be operating in an environment where they will have to compete
on the merits of their wines, their
prices in relation to the entire market,
and customer service.

The May 16, 2005, Supreme Court
Granholm decision is the most important
development in the industry in the last
40 years. This decision is the culmination
of a decade-long legal battle over the
right of wine producers to ship out-ofstate directly to consumers in states that
permit their wine producers to ship to
consumers within their state.a The
Granholm decision supports the more
general conclusion that no state law can
benefit a private in-state interest against
an out-of-state interest in the same line of
commerce, absent a compelling state
interest (or when the state itself is the
actor, such as in control states).
The Granholm decision will create a
domino effect in the long term, accelerating the purging of state-level discriminatory laws that currently prevent direct shipment of wine. First
affected will be laws as they pertain to
wineries, and then as they pertain to
other industry members.
The immediate state-level direct
shipping disputes will be legislative
and political in nature. They will
include attacks against the right of instate wineries to ship directly to instate retailers as a defensive mechanism on the part of wholesalers
concerned about losing business.
These attacks will ostensibly further
the goal of equality on the anti-alcohol
theory that everyone should be prohibited from shipping in order to protect
minors and entrenched state interests.
This has already happened in New
Jersey, been threatened in Michigan
and Indiana, and has been ordered as a
remedy by a Federal District Court in
Virginia in a follow-up case there.
21st Amendment jurisprudence has
evolved from the late-1930s cases that
allowed a state to regulate alcohol any
way it wanted, without regard to the
rest of the Constitution. A subsequent
series of cases moderated that position:
a state cannot affect another state’s
commerce;1,2 a state cannot violate antitrust laws,3 a state cannot impose discriminatory taxes;4 and a state cannot
violate the First Amendment.5,6 This
continues to evolve right up to today’s
Granholm decision: a state cannot discriminate against out-of-state interests.

a. The Supreme Court in Granholm v. Heald, 544 125 S. Ct. 1885, May 16, 2005 found that the 21st Amendment did not authorize discrimination between
in-state products and products from out-of state. Justice Kennedy held for the Court, “The Amendment did not give States the authority to pass nonuniform
laws in order to discriminate against out-of-state goods, a privilege they had not enjoyed at any earlier time.” This is the key holding in the opinion and
represents the beginning of a clear line of authority (Authors).
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The five essential dynamics described
above are catalysts for change, consequently producing new global opportunities and challenges.
Supply and Demand Pressures
OPPORTUNITIES

New customer segments are evolving
both in the U.S. and globally. More than 70
million consumers from the millennial
generation will be the single most significant factor affecting U.S. market demand
in 2015. This generation appears to be
wine-savvy at a much earlier age than
their parents were, and early studies predict they are likely to appreciate quality
products and brands.
This phenomenon is equivalent to
the post-WWII boomer explosion and
is double the number of the millennial’s older Gen-X brethren. Early
adopters in this generation also appear
to be large consumers of high-end spirits products, energy drinks, and premium water.
As developing countries are industrializing and acquiring expendable income,
new, untapped regional wine markets are
emerging in China, India, and eastern
Europe. Although U.S. wine producers
face global competition in these markets,
well-positioned luxury goods and massmarketed wines that leverage local cultural differences and values will
encounter growth opportunities as these
new wine consumers expand exponentially in volume.
One country’s mass-produced
wine and beer are often another
country’s luxury products, and
many multi-national producers are
currently capitalizing on that phenomenon.
Improvements in bulk transportation
technology are now supporting growth in
international bulk wine shipments. Bulk
wine increasingly is shipped between
eastern Europe and South Africa,
between California and the United
Kingdom, between South America and
California, and between Australia and
China. This is a trend that will persist
and will play an important role by year
2015, enabling significant growth in
negociant trade and private labeling,
and smoothing out price differentials
between regional markets. Most
important, large global wine companies will be able to optimize their cost
of goods in every market they choose
to enter.

CHALLENGES

Global wine supply is perhaps too
abundant? Wine is produced in almost
every developed country in the world.
India, China, and several eastern
European countries are becoming wine
producers. Countries with excess wine
supply, such as Chile, Argentina,
Australia, New Zealand, South Africa,
Georgia, Moldavia, and the traditional
European producers (France, Italy,
Spain, Germany), are hitting the world
market. In order to compete more successfully, many are replanting to take
advantage of new production technology and soon will present more competition for California winemakers.
Driven by forces of good and bad,
consistent growth in demand may still be
tentative. Population growth, increasing
worldwide income held by the middle
and upper classes in developed and
developing countries, higher-quality
wine at reasonable prices, and improved
marketing and advertising are fueling
growth in consumption. However, gross
demand is slowed by unfriendly legal
climates (Russia and much of eastern
Europe), counterfeiting and other illegal
trade practices, decreased consumption
by historically high-consuming nations
(Italy and France particularly), the antialcohol movement, and religious and
cultural practices in many parts of the
world.
Global consumer perception of
United States’ wine quality is varied,
inconsistent, and complicated by politics
and currency fluctuations. Aside from
E&J Gallo, very few U.S.-based wine
companies have shown the staying
power and commitment to profitably
develop global wine products and markets. Untapped global markets may be
price-constrained and become the
domain of globalized mass merchandisers, such as Diageo, Fortune Brands, and
Constellation, since these large-scale,
multi-national business models are
largely impervious to currency fluctuations and have the budgets to establish
and maintain market share. Smaller
players export when the value of the dollar is weak and retire from global markets when the currency pendulum shifts.
Producer Consolidation
OPPORTUNITIES

Large wineries can become more
profitable through vertical integration of

their distribution systems and aggressively segmenting their products and
services to take advantage of market
opportunities. From a distribution perspective, drinks are all liquid (also heavy,
usually fragile, and must be protected
from temperature variations) and need
to be properly stored, delivered on time,
and managed in accounts.
More and more beer distributors
today are multiple-line houses handling many products, and many are
also moving into wine distribution
because it’s simply another box on the
truck. This is a trend that is inevitable
and impacts every drinks market
because it makes economic sense to
consolidate as many products as possible on the same truck for delivery to
the same accounts. For this reason, the
major consolidated marketing companies are increasingly focused on producing premium products in almost
every beverage segment. For example,
Constellation has Corona and Diageo
has Guinness. These same companies
are also active in the RTD categories.
Examples of well-managed, large
entities include E&J Gallo — with over
70 million cases shipped in 2004, the
industry leader in wine depletions —
and Anheuser Busch (AB) — the industry leader in beer with more than a 50%
market share. E&J Gallo and AB are category leaders, function as “category
managers” for many major off-premise
chains, and are expanding product offerings to capitalize on the “premium is better” marketing climate.
E&J Gallo has segmented its products
more than any other company in the
wine industry and is capitalizing on the
current popularity of low-priced brands
from other countries (such as Yellow-Tail
from Australia) with its launch of Red
Bicyclette from France. E&J Gallo owns
its distributors wherever possible, for
example, G-3 in California, and is an
assertive partner in other U.S. markets.
AB owns distributors wherever it is permitted to own them, rewards loyal managers with franchises, and has adopted a
distribution agreement that provides an
additional margin on sales to compensate distributors that focus on AB products to the exclusion of competitive
products.
A “two-and-a-half” tier system
could eliminate between $1 and $5 billion per year in distribution inefficiencies by year 2015.7 Large producers
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and large retailers increasingly work
directly with each other on pricing,
market positioning, advertising, and
merchandising. They do not rely on
distributors for these functions. Rather,
they inform the distributor what the
terms are and then pay for services
they actually receive (transportation,
storage, billing, timely delivery of
product, and local market information).
If distributors provide extra services, such as merchandising support,
they are paid for those services. This
leaves more money in the hands of
retailers and producers, to apply to
developing consumer awareness and
loyalty and fewer profits in the hands
of wholesalers. The Diageo distribution agreement institutionalized these
practices more than two years ago, and
it is now being emulated by other very
large producers through special promotional programming to encourage
product movement at the retail level.
At the same time, large retailers are
increasingly embarking on selling their
own private, proprietary, and controlled-label brands, which afford
them larger margins. Sales of the
Charles Shaw brand at Trader Joe’s is a
perfect example. This new dynamic
provides distributors no effectual role
other than to deliver product.
Beer industry analysts have coined
the phrase “two-and-a-half” tiers to
describe this trend and ascribe a billion
dollars per year to the expected annual
efficiencies extracted from the distribution tier. These cost savings are split
between producers and retailers as
additional margins.
We believe that similar cost savings
exist within the wine industry because
individual unit values in wine are
much higher than in the beer industry.
Therefore, higher cost savings per unit
are more likely to occur when the real
value of services provided is substituted for a distributor margin. Our preliminary calculations leads us to
believe the wine industry stands to
earn $1 billion to $5 billion per year in
cost savings once the wine market
becomes fully liberalized. In response
to market dynamics, the modern distributor is certain to provide more costeffective local services, such as merchandising and product servicing, in
an attempt to recoup lost profits.

Smaller and mid-size wineries that
survive consolidation will grow in value
and observable brand equity by becoming specialists. Concentrating on what
they do best, these producers are
investing in transforming their businesses through more professional and
disciplined product portfolio and customer-based management practices.
Many wine consumers are looking for
unique experiences or luxury goods
that do not fit the mass merchandisers’
business models; they get that unique
experience from feeling that they are
part of a winery “family,” and that
only comes from personal relationships built-up over time and maintained.
By 2015, most successful small
wineries will be 100% customerfocused — with consumers and retailers being the customers. To the extent
that traditional distributors are relied
upon, it will be for the purpose of
servicing high-profile or important
accounts in regions or areas where
there is a large base of existing customers. High-profile account relationships provide a venue for obtaining
and tasting wine, and thereby drive
winery direct sales and build small
winery brands in the marketplace.
The next 10 years will be marked by a
trend toward large wine producers collecting smaller, more specialized brands.
The market is rewarding significant
mergers of specialized mid-size wineries, such as RH Phillips and Hogue
Cellars, under the management of
Vincor from Canada; the Icon Estates
portfolio of brands, under the management of Constellation; and significant
internal growth through the development of multiple stand-alone brands,
such as the brands produced by E&J
Gallo (both in Healdsburg and Modesto,
CA).
The business models that will win
are those that allow each specialized
brand to maintain its separate, but
strong and consistent relationship with
its consumers. Kendall-Jackson’s Artisans
& Estates are a good illustration of this
strategy.
CHALLENGES

Except for the few top (A) brands,
most smaller and mid-size wineries are
being locked out of the current threetier distribution system. The cost of

marketing and sales has escalated for
most wineries to upwards of 25% to
30% of sales; consequently, many
brands are not realizing their goals.
Many expect that relief is on the
horizon from the three-tier system
itself, because the Granholm Supreme
Court decision is expected to liberalize
state shipping laws and potentially
open new consumer-direct channels.
This is false hope for many, because it
will take a long time for changes to be
fully processed through each state legislature, and it will still be necessary to
penetrate local markets to create
demand-pull.
Timing is important because the
winners will be the first to market —
with the right wine, story, communications structure, and customer service.
The window of opportunity is now,
because successful brand building
takes years, requiring a serious commitment of time and focused
resources.
In order to survive and grow, smalland mid-size wineries must already be
building the infrastructure capable of
capitalizing on these opportunities.
Brand building over the long term will
become more and more difficult, as large
producers segment their brands to fill
available niches and well-positioned
small wineries use their agility to capture
the consumer’s share of mind.
Distributor Consolidation
OPPORTUNITIES

In most of the world, the middle tier
of the drinks industry exists as a service provider or as an adjunct of large
producers. The distribution tier has
always performed a valuable function
in assuring proper product storage,
delivery, and merchandising where
and when required by producers and
customers. An essential component of
these relationships is the mid-tier
investment in vehicles, warehouses,
and transportation technology — offset by a concomitant return on the
investment. This is understood by
beer, RTD, CSD, juice, and energy
drink segments of the U.S. market.
Participants in these segments, seeking
improved efficiencies in their distribution systems, are consolidating products for storage, shipment, and delivery on a common base of trucks,
warehouses, and personnel.
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As the wine industry follows in
these footsteps and our laws continue
to change, the large U.S. distribution
houses should evolve from sales management to fleet management, leaving
more money in the hands of the wine
retailer and producer to build brands
with consumers and less profit in the
hands of wholesalers. In doing so, the
industry becomes a two and one-half
tier system, and the projected elimination of in excess of $1 to $5 billion per
year in inefficiencies becomes more
likely.
Investment in more efficient delivery technology is supported by large
suppliers and retailers. Examples of
functional, vertical integration are
commonplace in the non-alcoholic
beverage drinks segment, primarily
achieved through shared investment,
brand equity, and regional distribution
networks. Driven by technology and
economics as much as by legal challenges, the development of large producer networks and large retailer networks inevitably will spur the
development of large, coordinated
delivery networks.
CHALLENGES

U.S. distributors are being forced to
invest in new technology and systems
necessary to serve today’s customers,
especially large multi-state retail
chains. Without the scale necessary to
efficiently compete, many old-line distributors are selling to larger competitors rather than invest in the requisite
technology and systems. Regardless of
these economic developments, as long
as the current wholesale tier is able to
profit from the protectionist legal system it created, change will be slower
and more incremental than it would be
in a non-regulated product market.
With considerably more wine being
sold through fewer distributors, only
mass merchandisers and a few top (A)
brands are getting properly serviced in
exchange for a large share of their
profits. New, specialized distributors
and brokers are emerging to support
smaller brands. As laws continue to
change, new specialized shipping
companies will emerge to fill the gap
and facilitate direct shipping from producers to their retail customers and
their consumers in return for a marketbased service fee rather than a margin.

Retail Consolidation
OPPORTUNITIES

Large consolidated producers and
wholesalers are becoming category
managers for certain large retailers.
The large national retailers share a
common growth strategy. Examples of
these include: grocery store chains
(Safeway, Albertson’s), the superpremium grocers (Andronico’s, Whole
Foods), the specialty food and beverage
chains (Trader Joe’s, Cost Plus World
Market), the super retailers and warehouse stores (Costco, Wal-Mart, Target,
K-Mart,), the chain restaurants (Olive
Garden, Red Lobster, Chevy’s), and the
convenience store operators (7-11).
These retailers are centrally managed and are committed to vigorous
competition (which means low-margins) and good pricing to consumers,
efficient and cost-effective customer
service, and limited SKUs (Stock
Keeping Units or brands), which are
easier to manage and have a high turnratio — usually better than 10 times to
12 times per year. They are also
expanding into every geographic market that they can reach.
As they expand into these markets,
the natural inclination is to implement
centralized, regional product fulfillment at the lowest cost for every product they carry, including beverage
products. This model emulates a “twoand-a-half” tier system, because the
retailer hires the distributor to provide
a delivery service for a fee rather than
to be paid a margin for product.
Retailers are already favoring
selected (large) wine producers that
demonstrate the ability to analyze
profit opportunities and assist the
retailer in making difficult decisions
among an ample supply of products
competing for scarce shelf and wine
list space. These (large) mass merchandisers also have the scale to provide advertising support, another
critical component to category management.
A growing number of luxury wine
producers are tapping into other large,
more specialized, retailers. Specialty
alcoholic beverage retailers service a
more specialized domestic retail wine
market. Examples include multi-outlet
retail chains, such as Beverages &
More in California and ABC Liquors in
Florida, and smaller but high-volume

specialty retailers, such as Zachy’s in
New York, Sam’s in Chicago, Wally’s
in Los Angeles, and K&L Wines and
the Wine Club in California. These
retailers are heavily invested in inventory at higher price points and multiple SKUs and are increasingly managing a multi-market customer base with
state of the art customer-relationship
management systems. The hallmark of
these retailers is customer-handholding, education, and service, particularly in the above $15 wine categories.
Wine.com may be most technologically sophisticated of these retailers,
serving 35 states through a legally
compliant combination of owned
licenses and marketing partnerships
with other retailers. These retailers use
the three-tier system where possible
but do not wholly depend on it for
product relationships. Rather, they
build relationships with high-end producers and importers and sophisticated customers.
Subsets of these retailers are also
investing in “collector,” luxury wines,
purchased on the secondary market
and sold through to high-end users.
This would include the auction houses
(WineBid.com, Christies, Acker Merrill
and Condit, Butterfield’s and Bonham’s, etc.) and a host of smaller internet-based retailers. These channels are
becoming increasingly important for
the luxury wine segment, because they
provide both a source of mature,
investment-quality wines and an outlet for selling those same wines.
CHALLENGES

Wine — two markets: The widening chasm between large mass merchandisers and small to mid-size
producers is most obvious at the
retail level. Mid-size producers are
either merging or being acquired and getting larger or specializing and getting
smaller. More than ever before, small- and
mid-size producers are carefully developing key retail relationships based on the
value they are able to provide to these
relationships, in terms of merchandising
support and profit dollars.
Small producers are becoming
even more specialized, selling to specialized wine shops and restaurants.
Specialization requires improved
communications; more effectively differentiated brands — through packag-
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ing, quality distinctions, and more
focused product portfolios; and a
commitment to working more closely
with a smaller number of important
retail relationships.
The reality is that all wine producers are seeking to become stronger at
positioning their brands and are
learning from each other in the
process. Jug and the emerging “box”
wine segments are now using varietal
identifiers and upscale packaging.
Through specialization and niche
marketing, many winery — and retail
— operated, proprietary wine clubs
are growing in the U.S. and elsewhere
in the world.
Larger retailers are not only looking to manage fewer SKUs, they are
also launching their own, more profitable private labels in all price tiers.
Retailers are attempting to build
value by creating their own brands,
to help build their reputation and
generate stronger return on brand
equity. Private, proprietary, and controlled-label brands are each strategies for achieving higher retail profits where the margin is essentially
spilt, after transportation and delivery expenses, between producer and
retailer.
Typically focused on wines in the
low- to mid-range price tiers, this fast
growing, global market is now moving
into the luxury tier. Costco carries a
$60/bottle Kirkland (private label)
brand. In the last two years, multi-state
wine distribution projects have been
initiated — out of California to service
the western states, out of Illinois to
service the midwest, and out of Florida
to service southern states.
These projects involve private and
controlled labels or mid- to low-price
national brands that are centrally priced
and managed. Many wineries are
actively specializing in supplying wine
under these special labels, and they are
an important outlet for excess production. Others, selling their own brands,
compete with retail private labels
directly for floor space.

U.S. market liberalization
OPPORTUNITIES

Wholesalers will most likely NOT
be successful in maintaining the status
quo. The depth of the wholesalers’ anxiety is demonstrated by Wine and Spirits
Wholesalers of America joining forces
with the conservative, religious right
(Ralph Reed and his Christian Coalition
filed an Amicus brief in support of the
wholesalers in the Granholm case) and
the traditional anti-alcohol forces.
At least four dynamics are preventing wholesalers from holding back the
storm: 1) wholesaler consolidation
reduced the number of wholesalers —
diluting their historic power. They will
become even weaker over the next
decade as they join consolidated systems.; 2) winery trade associations are
more effective than in previous eras; 3)
the Granholm decision truly exposes
the vulnerability of traditional specialinterest legislation; and 4) specialinterest legislation is an enormous
political risk that benefits one tier at
the expense of putting another tier out
of business. Wineries can generate
votes, the real currency of politics.
A victory by Costco will reverberate
through other states and lead to direct
shipment from producers to retailers.
The Costco case is the 800-pound
gorilla behind the door of the direct
shipping lawsuit, and Wal-Mart is
right behind Costco. Costco filed suit
in federal district court in Seattle,
WA, in September 2003, seeking to
invalidate the following Washington
state laws: 1) distributor price posting; 2) minimum wholesale markups;
3) credit law (Washington is a cash
state, requiring retailers to pay cash
on delivery for alcoholic beverages);
4) prohibition on quantity discounts
and cumulative quantity discounts;
5) prohibition on direct delivery from
out-of-state wineries to Costco warehouses.b
Given that Costco is fighting so
shipments can be sent directly from
out-of-state producers to its Washington warehouse,c the interests of both

wineries and Costco should be
aligned. The wholesaler’s legislative
response to a Costco victory is certain
to be an attempted repeal of in-state
privileges held by local wineries. The
Washington wine industry is also certain to resist encroachments upon the
privileges for which it has battled so
long. We predict that Costco will prevail in the courts and the Washington
wine industry will prevail in the legislature.
If Costco establishes that it legally
possesses the privilege of receiving
direct shipments from out-of-state producers, then any retailer in any state
where in-state wineries have a right to
ship directly to retail accounts in their
own states should possess the same
right.
California has the same restrictions as Washington state and the
same privileges for its domestic
wineries. If challenged, California
restrictions on out-of-state shipments
to California retailers will also fall.
This is certain to be a contentious and
heavily litigated issue that will be
battled first in the large coastal consumer market states, such as
California, Florida, Texas, and New
York. State by state, legal action will
eventually move to smaller markets
as consumer and business pressures
rise over unjustifiable price disparities that become transparent because
of better consumer and retailer access
to market information.
CHALLENGES (OR OPPORTUNITY?)

The most significant court cases
will come from the retail tier. Change
will be slow, since regulators are disinclined to enforce laws that they
believe may be discriminatory and
subject to challenge. However, it is
highly likely that the retail tier will
build its case and win it — dramatically accelerating liberalization of the
national wine market.
If an in-state retailer can ship through
commercial delivery services to a cus-

b. The Costco action survived 2004 cross-motions for summary judgment and was stayed pending the U.S. Supreme Court decision in Granholm. The case
is now going back for trial in March, 2006. Of note is the fact that in 2003, the Washington Supreme Court itself expressed hostility to the state regulatory
scheme when it invalidated the Washington franchise laws on the basis that they were discriminatory because Washington wineries were excluded. Mt.
Hood Beverage Co. v Constellation Brands, Inc., (Supreme Court of the State of Washington, No. 72882-8, Feb. 20, 2003).
c. Equal treatment with in-state wineries that can ship direct to retail accounts, or with consumers in Washington who are also defined as “people” for
legal purposes and who can receive goods directly from out-of-state.
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tomer, we believe that there is no valid
basis for denying that right to an out-ofstate retailer. Many states permit their
own retailers to ship directly within the
state, clearly discriminating against
retailers out-of-state.
Judging from the momentum of the
last several years and driven by retail
legal action, major legal hurdles will be
overcome by 2015. While the economic
and technological factors are the most
predictable drivers of change, definite
wild cards exist , including the potential
impact of the anti-alcohol movement
(which is currently focused on “youth”
advertising and reduction in the availability of product through retail outlet
control), positive or negative developments in health research, and the consequences of religious-based legislation
prohibiting alcohol consumption in
many parts of the U.S. and the world.
The “Perfect Storm” is already
brewing with a two-and-a-half tier system operating with controlled-label or
private brands that are delivered
through distributors at rates that are
essentially transportation and administration costs. As technological and
regulatory breakthroughs occur, this
two-and-a-half tier system will expand
to broadly sold national brands over
the next 10 years.
On the global scene, major superretailers have been expanding worldwide for several years. These include
Target, Costco, and Wal-Mart. It is likely
that the major super-retailers from
Europe — Tesco for example — may
expand into the U.S. or may acquire (or
be acquired by) their U.S. counterparts.
Because of globalization, we believe
that the world in 2015 will comprise a

Reprinted from:

dozen
super-retailers
operating
throughout the developed world, who
will be working primarily with their
world-wide producer counterparts
and less so with smaller, national producers. In 2015, the average retail wine
buyer program will most likely consist
of a limited number of well-segmented
SKUs purchased from the top 20 wine
producers.
The big will get bigger. However,
highly specialized retailers and producers will continue to grow through niche
marketing, because of the adventurous
nature of the high-end wine consumer,
who constantly seeks new experiences
and education; many consumers will
persist in their quest for undiscovered,
still higher-quality wines.
New wineries will continue to
emerge; but the strong that survive
will go about marketing and selling
their wines in a more focused, segmented, and disciplined manner over
the next decade than they have over
the last. The consumer will get more:
more brands to chose from, more
innovative products and packaging,
more specialized experiences with
smaller wineries, and more quality
for the price.
■
Deborah Steinthal is the founding
partner in Scion Advisors, a professional
advisory firm focused on finding creative
solutions to the toughest problems of family
wine businesses. Scion helps wine family
leaders transform their companies into more
profitable organizations with obvious brand
equity. Seasoned executives, Scion’s three
partners combine a unique perspective of the
wine business with general management
know-how from across several industries.

For
more
information
visit
www.scionadvisors.com; or call or email
Steinthal at 707/258-9130, Deborah
@ScionAdvisors.com.
John Hinman’s experience spans the
modern history of the wine industry and
includes regulatory defense before state
and federal government agencies, distribution litigation throughout the U.S.,
arbitration and mediation of relations
between grapegrowers and wineries, and
deep involvement in the direct shipping
battles from the very beginning. Hinman
& Carmichael LLP provides expert corporate, administrative, and regulatory
legal services exclusively to the alcoholic
beverage and hospitality industries and
assists other law firms and in-house
counsel as special counsel on alcoholic
beverage issues.
For more information visit www.bev
eragelaw.com; or call or email Hinman at
415.362.1215 x101, jhinman@beverage
law.com.
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PERFECT STORM REVISITED
PART THREE

Predicting future trends
and opportunities

O

BY Deborah Steinthal, Scion Advisors®,
Erica Valentine, Scion Advisors®,
John Hinman, Hinman & Carmichael

ver the next 24 months, consumer demand for wine will
continue to grow globally
and the U.S. consumer will
lead the way. Industry advisors
Steinthal, Valentine, and Hinman predict, “However, the wine industry will
see the fallout of weak players as the
strong get stronger.”
The Great Recession has accelerated the professionalization of the
wine industry. Figure 1 illustrates how
wine industry A-players are adopting
new business practices at a faster rate,
managing more strategically, and
building more financially viable businesses.
In November 2005, co-authors
Deborah Steinthal and John Hinman
published a groundbreaking article:
“U.S. Wine Market Liberalization by
2015: Perfect storm forming,” in PWV
journal, defining a ten-year framework for change. We predicted that
interlocking dynamics — the forces of
globalization, consolidation, and wine
market liberalization — would drive
change in all tiers of the wine industry
(see Figure 1).
By 2015, U.S. wine consumers
would benefit from better access to
higher quality wines for the price, dramatically accelerating innovation created by the forces of competition.
Four years later, as we move into
2010, we are exploring what has really
changed. The purpose of this article is
to challenge our assumptions and ask

ourselves: What is ahead for wine
business leaders? How do we prepare
for future opportunities and challenges? We also want to revisit our
predictions in the context of what we
are now calling “the New Road.” The
state of the world economy and its
impact on the wine industry can no
longer be referred to as a “bump in the
road.”

By December 2007, when we published our update, A Perfect Storm
Revisited (II), in Wine Business
Monthly, the industry’s largest players
had continued to grow through acquisition
and
global
sourcing.
Globalization was helping to mitigate
production over-supply.

Last 24 months: New reality

2009

More states were open to interstate
shipping. Regulators, driven by
wholesaler trade associations looking
to control market access, were at the
same time making it more complex to
market and ship wine direct, legally.
This was inhibiting wineries and logistics providers from building profitable
new direct-shipping business models.
Over the last 24 months, notwithstanding the new legal complexities,
winery direct-ship permitting and
three-tier delivery models have
tapped into consumer markets for premium and super-premium wines that
were nonexistent even four years ago.
The net effect has been to limit growth
in this segment to those marketers and
wineries who have heavily invested in
the new technology, while also
empowering consumers to demand
access to premium wines in the most
restrictive states.
An unexpected Great Recession
has had the net effect of accelerating
some of our predictions and slowing
down other predictions. Although the
real ramifications of the Great Recession are still unknown, many are
expecting a long recovery period, with
long-term impacts on consumer purchasing behavior. Some impacts
include:
• The recession, interstate logistics
hurdles, and a concentration of wines
above $50/bottle have put small

Globaliza on of supply and demand
Producer consolida on
Distributor consolida on
Retail consolida on
Wine market liberaliza on

1. Globaliza on of supply and demand

2. Producer consolida on
3. Distributor consolida on
4. Retail consolida on
5. Wine market liberaliza on

More consumers
have better
access to high
quality wine.

2005–2015

Figure 1: Five interlocking dynamics continue to have a dramatic effect on the wine industry.
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wineries in a perfect storm predicament, many reporting sales down as
much as 40%.
• Big players have been reconfiguring and trimming their portfolios to
grow profits organically instead of
getting larger through acquisition.
• SKU rationalization is hitting even
the smallest players.
• Thousands of white-tablecloth
restaurateurs have closed their doors,
heavily impacting the luxury sector.
• Luxury consumerism is considered
“un-American” as consumers globally
struggle to keep their jobs and feed
their families.
• Distributor consolidation has escalated as that segment struggled to survive in this economy, essentially shutting smaller players out of national
wholesale channels.
• Worn down by industry phases and
economic cycles, many more wine
business owners are looking to exit
sooner through sale to third parties or
to the next generation (February 2008
joint report published by Scion
Advisors/ Silicon Valley Bank: “Ownership Transitions in the Wine
Industry.”)
Most importantly, the pendulum
has shifted and the industry is more
competitive and polarized than it was
four years ago. Figure 3 illustrates
how the large, billion-dollar producers
are more aligned with the very large
distribution companies and the small
producers desperately need new or
alternative marketing and distribution
systems.
The U.S. wine market is undergoing its most difficult cycle in 30 years.
As large wineries are dominating and
controlling a more limited number of
wholesalers, small wineries are literally being locked out, unable to sell
profitably through existing national
distribution channels.
Many wholesalers are heavily cashflow-constrained due to the global
economic downturn and/or debt
incurred during recent consolidation
dynamics. Given economic and competitive pressures, this market phase
could last for two to three years.
The long-term impact of these
forces is dramatic on under 250,000case wineries, especially those with

Figure 2: Over the next 24 months, ‘A’ players are
building more financially viable businesses
STRONG WILL GET STRONGER

WEAK WILL DROP OUT

Pruned, profitable product portfolios

>100 ‘hobbyists’ quietly close doors
>$50 category takes long term hit

Focused, differentiated brands
• Wine culture shifts as consumers seek closer social
connections with their favorite brands
Stronger, leaner teams

Thousands of jobs lost

Cash becomes king

Hundreds of equity lines close down

More diverse sales channels
Thousands of brands drop out of
• Hundreds of new retail private and control labels launch national distribution
• Hundreds of new consumer channels launch
Selective growth thru acquisition
• Excess grape supply gets absorbed by
$12–$25/bottle wine categories, driving category
quality up

Hundreds of properties sell
Hundreds of properties go into
foreclosure

Next generation owners step up

Next generation owners drop out

portfolios in categories above $30
msrp/bottle. Even A-players, unable
to move inventories, are down 30% to
40%, and are discounting heavily.
We expect a wave of foreclosures
and bankruptcies among wineries
most dependent on national channels
and unable to cover cash requirements
over an extended down-cycle.
Figure 4 revisits six key predictions
from our 10-year framework for U.S.
wine market liberalization (Wine
Market 2015).
Little has moved the business of
producing, marketing, and selling
wine forward more efficiently than the
economy. Wine producers have not yet
been able to quantify the impact to
their balance sheets of either the
health effects of wine or the green
movement, but they are continuing to
benefit from the impact of wine consumption by millennials.
Key predictions in next 24
months:
“The new road?”

Inspired by the Granholm Supreme
Court judgment, the dream of deregulation has not played out in exactly the
way the industry has anticipated.
We predict that by 2012 stronger
players will emerge with more financially viable and technologically
sophisticated wine businesses. They
will provide better quality wine even
more suited to today’s emerging consumers, and will be positioned to take

advantage of emerging marketing
channels.
Rob McMillan (founder of the Wine
Practice at Silicon Valley Bank), foresees rough seas through mid-2010 for
producers with cash flow issues or
strictly luxury-priced portfolios. “For
those willing to do the hard work
required to sell-though inventories
over the next six months, their business should begin to stabilize by the
end of 2010,” predicts McMillan.
Rather than struggle through the
current economic and industry challenges, more first-generation, luxurybrand owners will seek exit strategies
by selling their businesses and properties rather than weathering the storm.
The biggest industry challenges are
still ahead. At greatest risk are wineries without scale in the national market (under 250,000 cases) and continuing to depend on traditional
marketing models that rely on distributor sales forces. The primary hurdle
facing these small wineries is assessing how to profitably build sustained
national sales volumes, with gross
margins at least at 50% of sales revenues.
“National sales channels that contribute less than 50% margins are most
likely not sustainable, especially since
most wine business models are so
dependent on capital-hungry assets,”
says Hank Salvo (Scion Advisors
Partner and former Robert Mondavi
Winery CFO).
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Global grape supply pressures
will exist: There is no substitute
for brand strength.

A-brands are defined by increasingly efficient supply chain practices;
established, healthy distribution channel management; and strong cash flow
disciplines. Global procurement management by large wine companies, in
tandem with crop reductions caused
by Mother Nature, have put grape
supplies more in balance with normal
market trends. This will help the path
to stability for growers who are positioned to weather the drop in demand
for the 2009 and, possibly 2010, crops.
Contrary to industry predictions
less than six months ago, oversupply
is a reality everywhere — a trend that
is expected to persist throughout the
world. Pricing will likely continue to
take hits. Growers that have catered to
luxury wineries are facing drastic
drops in demand. Over-leveraged
growers will be in trouble when their
grapes go unsold.
Large wine producers with global
sourcing options will profit from the
resurgence of the popular premium
price point segment and are using new
inventory tracking and transportation
technology to profitably shift supplies
from market to market. Small players
will experiment with new sales channels that will maintain image and
drive cash flow from higher volume
and lower-priced offerings.
Banking pressures and cash-constrained businesses will limit the
launch of secondary tiers, while fueling the production of private or con-

RETAIL

WHOLESALE

PRODUCER

Club stores

Distributors

Large (>$1B)
producers

Chain stores

Move from
sales force to
fleet drivers

Large
marketing
agencies

WIDENING CHASM
Small wineries
are specialized

Some will survive and potentially
prosper by tightening their product
portfolios, improving branding, and
upgrading their teams and business
practices. Those most likely to prosper
long-term will radically change how
they sell to the trade and consumers.
Looking ahead to 2012, five interlocking dynamics continue to be
increasingly important for winery
CEOs. These dynamics are straining
both large and small players, forcing
major operational changes along with
new modes of marketing and distribution to better engage with consumers.

Large wineries
get larger

WINE BUSINESS

Large retailers

New specialized
logistics
companies

Mid-size
wineries $60M
to $500M

Small retailers

New consumer
networks

Small wineries
<$60M

Figure 3: Pendulum shifts — small producers (under 250,000 cases) need a new distribution
system.

trol labels, a common trend during
periods of excess supply.

Consolidation will likely continue
in all three tiers: Margins shrink
on all sides; 85% of retail space
will be occupied by 10 wine
companies.

a. PRODUCERS will learn to navigate
a polarized wine market landscape:
comprising the large, multi-billion
dollar corporations on the one hand
and the small to large privately held
wine businesses on the other (see
Figure III) — each operating quite differently and playing to different margins.
Major players Diageo and Constellation will continue to pull back from
acquisitions, seek synergies from
merging their multiple operating units
in 2009, and focus on gaining greater
control of their distributors and market efficiencies.
The top 20 wine brands will use
their market presence and line extensions (and new brands) to reinforce
their value to national distributor
portfolios.
Chris Indelicato (CEO, Delicato
Family Vineyards) says, “Wine is a
hard sell because of the required
knowledge base: larger wineries that

can afford to field sophisticated marketing and sales teams will continue to
gain market share.”
The cost of promoting small producers is simply too steep for large
distributors to afford. This is also the
reason for the resurgence of spirits as a
driver of distributor profit margins.
Spirits are an easier sell and demand is
driven by substantial producer investments in advertising and marketing.
Seeking national distribution muscle through an acquisition strategy,
portfolio builders such as Bill Foley
(see www.foleywinegroup.com) or
Jean-Charles
Boisset
(see
www.deloach
vineyards.com) and focused private
equity players such as The Vincraft
Group will buy more wine brands.
According to Pete Scott (Vincraft
CEO), “The acquisition of Kosta
Browne Winery is just the beginning
of a wine portfolio comprising smallscale ultra-premium or luxury-tier
California wineries.”
Competition for consumer “share
of mind” will intensify in the U.S.
market:
1) Wineries in every state will create new tourism opportunities and
reach more consumers with educational experiences;
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2) Companies like Crushpad in
San Francisco (soon to be in
Manhattan along with City Winery),
are building on a “consumer as producer” trend, offering hands-on winemaking experiences;
3) Global
competition
from
Australia, Chile, and Argentina will
only be tempered by a weakening dollar.
Many more wineries will experiment with evolving direct-to-trade
and consumer channels and will continue to develop brands that are relevant to a new generation of consumers. New Web 2.0 tools will enable
wine brands to connect to new consumer networks, build awareness, and
engage consumers — and learn to
staff, drive strategy, and ultimately
monetize “social networking.”
Rachel Dumas-Rey (CEO of
Compli, a leading beverage compliance services company) says: “Over
the next 24 months, wineries that
intend to survive and prosper will
invest in the most efficient and proPREDICTION: Global wine consumption
will grow from $107 billion at 5% per year
(Wine Institute, December 2006).

2009 REALITY CHECK:
• 2008 U.S. Wine consumption grew for the
15th consecutive year. Through April 2009,
total wine shipments in California increased
about 5 percent by volume. Millennial
consumption grew by 23% in 2008.
• Wine Market Council 2008 report, and
Jon Fredrickson in September 8, 2009, Press
Democrat article: Makers of high-end wines
caught in ‘dead zone.’

PREDICTION: U.S. will become the world’s
number one consumer of wine by 2010
(Wine Institute, Dec. 2006).

2009 REALITY CHECK:
• For the first time, the US surpassed Italy
in total wine consumption in 2008 — with
27.3 million hectoliters vs. 26 for Italy.
(International Organization of Vine and
Wine — VinExpo, April 2009)

PREDICTION: Small wineries’ wine sales,
shipping direct, will grow from $2 billion to
over $5 billion (MKF Mar. 2007).

2009 REALITY CHECK:
• 2009 sales should be up overall with new
DTC launches from major players such as
QVC, New York Times, USA Today, and the
Wall Street Journal.

ductive direct shipping logistics solutions. Regulatory compliance is a
moving target and so key to both topand bottom-line growth.”
b. DISTRIBUTORS have consolidated
from five to four major distributor
houses, leaving most mid-size wineries in a worst-case situation. Over the
next 24 months, the three-tier distribution system will become even less
available to small players. Small wine
businesses will continue to seek out
alternative paths to market.
State regulators will invest in technology to enforce existing regulations
rather than making access for consumers easier. Renewed competition
from spirits and craft beer will cut into
the wine category’s “share of mind”
with large distributors. Pre-packaged
cocktails will infringe on wine sales,
with TV ads driving consumer pull at
retail and eroding market share for
wine.
Anti-trust will become a new legal
battle front. Consolidation could
encounter a backlash on both sides —
Figure 4: 2009 Reality Check
Revisiting predictions from 2007

PREDICTION: U.S. wine industry will be
appreciably deregulated by 2015.

2009 REALITY CHECK:
• We now know that the pendulum has
shifted, and wine direct sales have become a
bureaucratic regulatory licensing bonanza
for many states. By September 2009, it has
become more complex to ship wine across
state lines.
• Although winery direct sales data is
not available, more consumers are buying
wine directly from online marketers,
telemarketing merchants and cataloguers
than ever before. Notable: TV’s QVC
channel is marketing wine, WSJ.com is
selling >$90 million in wine; New York Times,
USA Today (and many more) are making
their consumer database available to
sophisticated wine merchants with the
ability to direct ship in all channels.
PREDICTION: U.S. wine trade policy and
regulations will encourage innovation
and participation.

2009 REALITY CHECK:
• Many initiatives are in play, and we assert
that the recession will become the mother of
innovation as a critical mass of smaller
players struggles to succeed.

wholesale and retail. Demand will
increase for integrated logistics models. Consolidation among these models will blur the lines between logistics
providers and agency or e-retail models: mywinesdirect.com; wine.com;
Adams Wine Group; Inertia Beverage
Group; Winetasting Network; Copperpeak, and Provino, among many others.
c. RETAILER business models will
also undergo dramatic change. Over
the next 24 months lawsuits currently
pending in the federal court system
will force regulators to revisit discriminatory regulations that impact retailer
markets. Retail powerhouses will
expand very profitable private and
control label offerings, and will add to
the competition for the consumer
“share of mind.”
Brick and mortar stores such as
Safeway and Beverages & More
(BevMo) will be selling more wine
direct than they have in the last two
years. Retailers who jumped in over
the past few years with direct shipPREDICTION: Integrated distribution models
will serve large and small players, aided
by new technology — driving efficiencies
in production and distribution.
2009 REALITY CHECK:
• Larger players, more able to invest in
technology, are moving into integrated
inventory management platforms with key
distributors and customers.
• Smaller players are struggling to keep
inventories on distributor floors as nonperforming SKU’s are dropped.
• Filling the void, new distribution
business models are investing in technology
enabling smaller producers to find new
paths to market and ship direct to trade
and consumer.
• Integrating with communications,
ecommerce and fulfillment systems,
experienced compliance solutions such
as E-Compli are positioned to support legal
shipping direct to trade and consumers.
• Now in development throughout the
industry is the “integrated” business
model, where one business entity combines
winery, import and retail operations (legal
in California), and utilizes both direct
shipping and three-tier delivery to fulfill
national market orders obtained from
different marketing sources.
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ping across state lines will take cautionary steps in anticipation of a more
open (but still complex) state direct
shipment permit system.
As regulatory bodies continue to
clarify and interpret state law, we will
continue to see more integrated new
business models enter the wine industry over the next 24 months. More
compliant e-retailer models, trusted
merchants, and third-party marketing
agent businesses will emerge — on the
back of a new generation of wine clubs
and hundreds of new consumer networks such as Snooth, Wall Street
Journal, Sunset Wine Club, New York
Times, and winestilsoldout.com.
Slow economic recovery will slow
wine market liberalization:
Producers and retailers will
scramble to understand and
position for a new generation of
wine consumers.

The Great Recession has catalyzed a consumption shift: a largely
Baby Boomer-driven wine economy
will soon be supplanted by Millennials. Baby Boomers, driving growth
in wine consumption for the past 30
years, will enter retirement in droves.
As they adjust to fixed incomes, they
will consume their cellar reserves and
“downsize” their purchases, both by
volume and price point.
Millennials, who will become a
larger consuming population than
Boomers, will pick up some of the
slack. Some are already adventurously
seeking out imported wines and new
wines.
Nutrition, wellness, and green
planet movements (biodynamic,
organic, sustainability practices) have
yet to prove to be growth drivers for
the wine category. Consumers will
continue to seek quality regardless of
origin, and more than ever before,
they will demand value.
ENGAGEMENTdb, a July 2009
report published by Wetpaint and
Altimeter (available online at
www.engagement
db.com/downloads/ENGAGEMENT
db_Report_2009.pdf) indicates that
the most valuable brands in the world
are experiencing a direct correlation
between top financial performance

and deep social media engagement.
Social media already allows wine customers to share their preferences in
real time, as aging media pundits
become marginalized and irrelevant to
today’s consumers.
Over the next 24 months, wine culture will shift as consumers seek closer
social connections with their favorite
brands and continue to rapidly adopt
social network technology to share
their authentic stories.
One great example is the Benziger
Winery (Sonoma, CA) 2009 harvest
video, which has attracted wine tweeters and drives people to their
Facebook fan page. Imagine — a Gary
Vaynerchuk for each winery!
Social media could make direct-totrade programs even more viable if
wine fulfillment and distribution challenges can be worked out cost-effectively. Liberalization will open up
slowly as permits get easier to acquire
and as states understand the tax value
of eliminating caps on consumer shipments.
Wine has become mainstream and
is now an American tradition. While
many wine industry leaders would
say that today they have a “tiger by
the tail” and chaos prevails, we still
hold by our analogy:
“A perfect storm gathering has
generated monumental change,
and by year 2015, the wine and
alcoholic beverage distribution system will be more efficient, and
more unforgiving of failure, than it
is today.
The challenges are now multifaceted and more complex than
ever before: regional, national, and
global in scope. They include legal,
political, and cultural developments. The speed of change is
accelerated by economic drivers,
technological innovation, and the
forces of globalization.”
How to prepare for opportunity:
Strategies strong players are
adopting

Rather than just “battening down
the hatches,” well-positioned wine
business leaders are supporting their
crew with tools, training, and other
lifeline supports to ride out the storm.

Strong and strategically focused leadership is vital in steering wineries
through these challenging times. Here
are some important practices and
strategies to consider:

Everyone on deck. Everyone at
small and mid-size wineries should be
actively selling, on the road and in
person, in constant communication
with the trade, brokers, distributors,
consumers, and the media, through
traditional means and the rapidly
expanding online network communities that includes social media and
bloggers.
Increase productivity by developing your team. With more talent available during this recession phase, consider hiring stronger, more productive
people; investing in better communications and systems; and developing
improved execution practices.

Drive cash flow and profits. Large
or small, every business team should
conduct an annual objective review of
their product portfolio strategy,
aligned with market opportunity.
Each wine must be rationalized with
an understanding of cost of goods,
margin and overall performance to
ensure it is delivering a sustainable
return — or phased out if it is not.

Grow your competitive advantages. In a highly competitive market,
most wineries need to assess and
improve customer/consumer relationship management systems and disciplines; expand use of market and customer information; and support
constant improvement processes
around production, packaging, distribution and supply chain.

Investigate new ways to convert
your customers to brand advocates.
Every brand needs to figure out how
to engage consumers differently and
to experiment with emerging social
media tools more effectively. Rather
than an ad hoc approach, implementation should be founded on a more
compelling and authentic brand strategy, clear goals, and relevant con-
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sumer value propositions delivered
consistently.
■
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PART FOUR –

EXCERPTED FROM

PERFECT STORM

predicting trends
and opportunities
BY Deborah Steinthal, Scion Advisors,
John Hinman, Suzanne DeGalan, Hinman & Carmichael

W

illiam Goldring (chairman
of the Sazerac Company
and the Crescent Crown
Distributing
Company,
(Louisiana and Arizona) warned a
crowd of mostly wholesale distributors
at the 2011 Wine & Spirits Wholesalers of
America (WSWA) convention in Orlando,
FL that the three-tier alcoholic beverage
distribution system was in danger from
suppliers and retailers battling to undermine it. “Should any one of the tiers get
greedy ― and we do not hang together,”
Goldring said, “we will hang separately.
I caution our supplier-friends here today
about slicing the pie too unevenly.”
Outside the convention center the sun
was shining. The balmy April weather
gave no hint of the storm within the
alcoholic beverage industry itself ― and
in the last 24 months that storm has
picked up speed, intensity, and power.
The authors of this report predicted
in 2005, and again in 2007 and 2009, that
a perfect storm was generating monumental change in the alcoholic beverage
industry. The forces of globalization,
consolidation, and market liberalization have been converging and bringing
cataclysmic changes to the industry,
producing an alcoholic beverage distribution system that will ultimately be
more efficient – and more unforgiving
of failure – than it is today. As the leadership at the WSWA convention recognized, only those industry participants
who develop winning strategies will
weather this storm and prosper.
Figure 1 shows how key industry
participants at every tier will need to
develop such strategies. In Figure 5, the
authors provide readers with actionable
insights to consider.

What will change over
the next 24 months?

We offer new predictions for the next
24 months regarding five interlocking
dynamics that are game-changing to
the wine industry: 1) globalization of
supply and demand, 2) producer consolidation, 3) distributor consolidation,
4) retailer consolidation, and 5) U.S.
market liberalization. Figure 2 shows
how these dynamics continue to have
a profound effect on all tiers of the U.S.
wine industry.
In 2011, the storm is brewing at neartsunami level, and we maintain that by
2015 a very different industry from that
of 2005 will have emerged. The U.S.
wine market is undergoing its most
exciting and dynamic cycle in 30 years.
As large wineries and producer
groups dominate and control a more
limited number of wholesalers, smaller
wineries are being locked out, unable
to sell profitably to traditional retail
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outlets through existing national distribution channels, at least until pre-Prohibition-era laws are changed to enable
a fully liberalized market.
Ultimately, consumers will benefit ―
from better access to higher quality
wines for the price, and from increased
retail resources available to incentivize
customer purchase behavior. Over the
next 24 months, we will see the following developments:
1. Capital investments driving new
marketing and distribution systems
will continue to be slow, impeding innovation and limiting growth for smaller
wine businesses.
2. Polarization, more than a chasm
between the large and the small, will
increase as the U.S wine industry splits
into two different distribution systems,
driven by very different margins.
3. Figure 3 illustrates how billiondollar producers will continue to align
with the very large distribution companies, while small producers seek new
or alternative marketing and distribution systems. The long-term impact

MORE CONSUMERS
HAVE BETTER
ACCESS TO HIGHER
QUALITY WINE
Figure 2: Five interlocking dynamics continue to have a dramatic effect on the wine industry.
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Figure 1: All three tiers need new strategies to stay ahead of a
growing number of traditional and non-traditional competitors
• Short global supply will make it harder to serve growing U.S. market
demand as the economy slowly expands.
• Producers

will focus

on growing top / bottom line again.

• Economics are changing the distributor
solutions may dissolve traditional models.

powerbase,

and new distributor

• Rise of billion-dollar retailer is increasingly important to consumer choice,
and is changing relationships among the three tiers.
• Consumer choice itself (Millennial segment specifically) has the potential to
reshape the wine business over next 25 years.
of these shifts is dramatic on under
250,000-case wineries, especially small
wineries with portfolios in the above
$30 msrp/bottle categories.
Supply and Demand pressures

In July 2011, economies are slowly
rebounding from the recession, and
wine sales have improved; only grape
supply is short again, driving prices up.
Emerging markets in Asia and Eastern
Europe continue to grow, although
they are not expected to match the top
Western markets in value and volume
for the foreseeable future.
Consumer choice itself, and the
Millennial segment specifically, have the
potential to reshape what the wine business will look like over the next quartercentury. Despite this potential, there is a
lot more competition for the American
wine consumers’ share of pocket.
Short supply cycle again driving higher
grape prices – Short global supply will
make it harder to serve growing U.S.
market demand as the economy slowly
expands again.
“The world has moved from a very
‘long’ position to a very ‘short’ position ― in no time at all,” says Steve
Dorfman, partner at Ciatti Company
(San Rafael, CA), a leading wine industry brokerage firm.
The weakness of the U.S. dollar is
keeping foreign bulk wines at bay,
which allows Americans to “drink”
their way through any excess in
American Chardonnay and Sauvignon
Blanc. Experts are concerned about
access to enough supply to cover growth
in future market demand, due to inadequate planting in California.
Growing the United States wine
market – America has become the world’s

largest wine-consuming nation by volume and value. “Overall, Americans
spent $30 billion on wine in 2010, with
the average American drinking only 2.6
gallons annually,” says Jon Fredrikson
of Gomberg, Fredrikson & Associates, a
wine industry consulting firm. “With the
average Frenchman drinking 12.3 gallons per year, the U.S. market still presents huge future growth opportunity.”
1. The short-term future for the U.S.
wine industry looks rosy, with sales
growth for the fine wine segment forecasted to be 11% to 15% higher year over
year, and for winery profits to marginally improve.1
2. U.S. off-premise wine sales were up
4.1% in volume in 2010 and 4.7% yearto-date through May 15, 2011. Anticipate
sales to increase 21% over the previous
year in the priciest wines ― in the $20+
categories.2
3. While on-premise numbers lag
behind those of off-premise, growth is
also returning to the restaurant market.3
4. Total imports in 2010 were 107.5 million cases, including 20.2 million equivalent cases of bulk wine, not all shipped
into trade channels, notes Fredrikson.
5. A weak U.S. dollar at press time
means imports are down, especially
from Australia and Chile. But while
bulk wine imports were down 23% by
volume in 2010, imports are up over
50% from 2008 numbers. There are 25
countries that ship at least 50,000 cases
of wine to the U.S.
6. While bulk wine imports are down,
bottled wine imports continue to climb
― by more than 7% in 2010.1 New
Zealand, Argentina, Germany, and
Spain led the pack in terms of percentage increases, and only Australia
showed a decrease (2%) among the top

10 importing countries. Other countries
increasingly want a share of the U.S.
wine market ― witness the 2011 purchase of Fetzer Vineyards by Chile’s
Concha y Toro.
Increasingly global, savvy, and
younger Americans consume wine – With
more and more Americans choosing to
drink wine for lifestyle and health reasons, the potential to reach these millions of consumers is irresistible. U.S.
wine producers will face increasing
competition from other countries. The
producers that survive and thrive in the
global marketplace will do so by determining how to appeal to the globally
savvy American consumer.
“The Millennial generation 2 offers
the wine industry the kind of growth
potential not seen in more than 30
years,” noted the Wine Market Council
in its 2009 consumer tracking study.
1. “Many [Millennials] are well-traveled, Internet-savvy, and total networkers, encouraging and sharing wine, beer,
and cocktail favorites as never before.”6
2. Although beer remains the beverage of choice for this group, accounting
for 42% of their alcoholic beverages,
wine captures 20% ― up from 13% for
GenXers when they were a similar age
10 years ago,” according to Danny Brager
(VP Group Client Director, Beverage
Alcohol Team, The Nielsen Company).
3. “If the usual pattern holds true for
Millennials [of drinkers shifting from
beer to wine and spirits as they get
older], wine will account for 26% of all
alcoholic beverages consumed by all
U.S. generations by 2020, up from 24%
today, while beer will fall from 41% to
38%,” according to Nielsen.
Giant wine producer Constellation
Brands, appealing to this critical market
segment, has introduced more “whimsical” brand ideas at lower prices to
capture this market. The company’s Rex
Goliath brand, sporting a large rooster
on the label and selling for less than
$10 per bottle, is an example, which Jay
Wright (Chief Operating Officer) says
has “been on fire” with Millennials.
Long-term impact of discounting and
flash sales – The big question of whether
pricing has taken a permanent reset
with the recession and the shift in consumer demographics is a major concern
among producers.
The CEO of one large wine company asks: “Will the value system of
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the Millennials ever permit them to
embrace luxury/icon wines to the same
degree as Baby Boomers did, or should
the wineries who depend on these price
points focus more intensely on China,
as the French have done?”
1. In just a few years the “flash wine
market” grew to about $100 million in
annual sales, fueling new wine sales
models including WinesTilSoldOut,
Invino, Lot18, Cinderella Wines,
Groupon, Gilt Group, and ideeli.
Tim Bucher (founder and CEO of
Tastingroom.com, an innovative online
marketplace that enables wine consumers to “sample before buying”), asks:
“What is the long-term impact [of flash
sites]? Are we educating consumers that
the Internet is the discount channel for
wine? Or are consumers learning they
can buy wine online ― opening up this
channel to innovative marketers looking
to capture consumer share of wallet?”
2. “The high-end market was
extremely volatile in 2010,” notes
Christian Miller (Research Director of
Wine Opinions, a leading wine research
group). “Substantial numbers of highfrequency and high-end consumers
are still reducing their purchases of
over $30 wines (msrp), especially classics such as Napa Valley Cabernet and
Bordeaux. Yet there were strong positive trends for wines from Oregon,
Washington, and South America, and
for Zinfandel, Sauvignon Blanc, and
Pinot Noir.”
Wine is mainstream in America – Wine
Opinions’ in-depth analysis of wine consumption at home and on premise shows
strong signs of the increasing incorporation of wine into everyday life in the U.S.
“Fully a third of all wine that highfrequency wine drinkers consume is on
Monday through Thursday,” says John
Gillespie, Founder and CEO of Wine
Opinions. “Not only are we seeing
more wine being enjoyed on a casual,
everyday basis, but significant amounts
of wine are being consumed without
food at all, or while preparing a meal, or
with snacks. The proportion of red wine
consumed without food is astounding.”
Producer consolidation

On the back of more cautious strategies
formulated during the economic downturn to meet more conservative shareholder demands, as the U.S. economy
recovers all producers will be focused on

how to grow top and bottom lines again.
They face decreased consumer demand
for higher-priced wines, increased competition from bottled imports, and the
loss of branded shelf space to large
retailers’ private label products.
While the large producer is ostensibly king and the small producer fights
to survive, both segments have their
own challenges and opportunities as
consolidation within all three wine
industry tiers intensifies. Increasingly,
large producers with greater market
share will compete with well-positioned small and mid-size wineries
that have learned how to capitalize on
brand building to capture the consumer’s share of mind or have formed into
brand groupings to capitalize on multibrand distribution efficiencies.
Large producer challenges – After
sluggish activity during the recession,
the pace of acquisitions is increasing
in 2011, and the market is far more
active now than it has been in recent
years. Privately owned wine companies
such as Foley Family Wines and Boisset
Family Vineyards are increasingly buying up standalone wine brands, and
even the Chinese are entering the action
with the recent purchase of Rutherfordbased Sloan Winery. Answering to
stockholder expectations for return on
assets, large publicly-traded wine companies are offloading subsidiaries and
brands that drag on investor returns:
1. Constellation Brands sold its
Australian and U.K. operations to an
Australian private equity firm for $290
million, shedding its value brands
(wines that sell for $3/bottle or less).
2. In 2011, Brown-Forman Corp. sold
Fetzer Vineyards and a portfolio of
other brands to Chile’s lead producer,
Concha y Toro.
Also in 2011, the expected demerger
of Treasury Wine Estates from Foster’s
Group became a reality, with speculation
that the stand-alone Treasury may in
turn sell some of its wine brands in a further effort to increase shareholder value.
L arge Producer Opportunities: Reducing
cost of sales through outsourced services
– With traditional wine distributors no
longer being paid for in-store support
for many of the products they deliver,
potentially hundreds of millions of dollars will stay in the hands of the producers or at the retail tier even after
taking merchandising fees into account.

One of the biggest developments in
the last twelve months has been the
rise of alternative distribution services,
potentially driving improved margins
for producers and retailers though
logistical service providers such as
Warren Buffet’s McLane Company4 and
Core-Mark, as well as third-party merchandisers such as Advantage Sales &
Marketing and Daymon Worldwide Inc.
1. Logistics companies such as McLane
Company have improved economies of
scale largely through centralized warehousing and vast transportation fleets,
potentially resulting in lower costs for
producers. Large producers that work
directly with retailers on private and control label brands (PL/CL) and do not need
the in-store product management that
traditional distributors provide are in a
better position to take advantage of these
non-traditional distribution channels.
2. Alcoholic beverage merchandisers
are helping producers manage product
at the retail store level. Unlike traditional distributors, these unlicensed
third-party merchandising companies
do not negotiate sales, are paid a flat fee
for their services, and are more affordable. Large producers that deal directly
with stores’ category managers and do
not need a distributor to facilitate sales
at the retail level are able to benefit from
these services.
L arge
P roducer
O pportunities:
Capitalizing on technology and social
media – Wine market leaders are using
data to tailor products and customize
direct marketing campaigns with customer information. Winning business
models are those that allow each brand
to maintain its separate and strong connection with customers. Developments
in technology are increasingly facilitating this strategy.
While the rise of social media has provided unique opportunities for small
producers, large producers also are
capitalizing on this direct route to consumers. Constellation, Diageo, Kendall
Jackson, and Treasury Wine Estates all
have special teams of Millennial marketers to work on digital media advertising strategies.
One Constellation campaign includes
a Facebook page for Arbor Mist, which
reputedly has developed into the largest
wine social network site. Another campaign includes a YouTube video contest
for Constellation’s Black Box line of wines.
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Large
become
larger

RETAIL

WHOLESALE

PRODUCER

Club stores

Distributors

Large (>$1 billion)
producers

Chain stores

Move from
sales force to
fleet drivers

Large
marketing
agencies

WIDENING CHASM
Small

Large retailers

New specialized
logistics
companies

Mid-size
wineries $60 million
to $500M

Small retailers

New consumer
networks

Small wineries
<$60 million

become
specialized

Figure 3: Under 250,000-case producers need a new distribution system to grow profitability.

Small
producer
challenges
–
Increasingly, smaller wineries complain
they have no voice within the national
distribution channels. Small and midsize wineries will be hard pressed to
survive in today’s competitive environment, as they are unable to compete
against large producers through the
current three-tier system or build alternative sales channels.
Even with DTC (direct to consumer)
or DTT (direct to trade) opportunities,
smaller producers still face the huge
logistics challenges of getting their
products to market on time, affordably,
and with minimal wine damage.
1. Direct to trade strategies may not
solve the small winery distribution
dilemma. Many believe an elimination
of the distribution tier would help their
businesses, but there may be no easy
alternative, according to a 2011 survey by Steven Rannekleiv of Rabobank.
Retailers told Rabobank they would not
add shelf space any time soon to make
way for small producers’ products sold
outside the usual distribution channel.
2. The legal and regulatory hurdles
facing any concerted DTT effort are significant. Truman Reynolds (VP of thirdparty order fulfillment company Pack
n’ Ship Direct) says: “Regulatory challenges still dominate as we tiptoe
through the legalities of clearing product through customers in many markets.” Pack n’ Ship Direct (www.packnshipdirect.com), Wineshipping.com,
and Winetasting Network are three dom-

inant third-party logistics providers servicing the California wine industry.
3. With Washington and Oregon currently the only legal direct to trade
states from out of state, huge hurdles
must be overcome before direct to trade
becomes a viable channel for smaller
wineries ― including how to reach and
sell to trade customers.
4. Margins will continue to suffer in
a market where consumers expect deep
discounts, and short supply is driving
increased cost of goods. Rachel Dumas
Rey (CEO of Compli Beverages, a leading beverage compliance services company) says: “I am surprised we have not
seen more small producer consolidation
into business models where front end
[market muscle] and back end [economies of scale] are leveraged more ― for
example, administrative, purchasing,
and licensing economies.”
5. Overwhelming challenges may
tempt many producers to sell out.
Top properties with stellar reputations, valuable brands, and winning
management teams will always be
attractive to buyers. However, this
does not make for a practical exit strategy for a majority of small and midsize properties. While private equity
remains interested, the asset-intensive
nature of the wine industry is not a
top investment choice when times are
tough, except for the rare occasion
where family succession dynamics
push top brands to sell, as in the recent
sale of Seghesio Family Vineyards to

the Crimson Wine Group.5
Small Producer Opportunities: Wine
purchasers are shifting to the digital
world – U.S. wineries are expecting the
DTC channel to be their fastest growing sales channel for 2011, especially
online sales. The savvy small producer
is already engaged with consumers and
learning the best ways to use social
media, making this a key part of its
marketing strategy. Figure 4 shows
how social media, with its promise of
direct conversations and meaningful
exchanges between customers and producers, fits perfectly with these trends.
Some observations about wine DTC:
1. U.S. consumer direct wine sales ―
online, wine club, tasting room, and event
sales ― grew 12% in 2010 to $3.4 billion.5
2. Online wine sales alone grew 38%,
and projections for 2011 are even higher.
3. Many expect online sales to speed
up, doubling by 2012 to a $500 to $600
million channel (depending on the rate
of growth of flash sales as the economy
improves).10
4. Big upside with focused resources:
Online sales are constrained by inadequate strategy, resource commitment,
and tools/platforms. “Only 25 to 30 U.S.
wineries have a full-time dedicated
ecommerce staff person,” says Paul
Mabray (founder and CEO of Vintank,
the leading wine industry digital marketing think tank). Most ecommerce
staff are still wearing multiple hats
(wine club, tasting room, ecommerce).
5. Flash sales grew to become a $100
million digital retail channel. Since
many of these transactions are accom-

60% of core wine drinkers and 40%
of marginal drinkers use the Internet
to get information about wine.
Wine Opinions’
2011 Consumer
Trends Report
shows that wine
consumers
increasingly tune
in to their favorite
passion through
social media.

• 38% of core wine drinkers
use social media to discuss wine.
• 45% who use Twitter “follow
wine people” on Twitter.
• 46% Tweet family or
friends about wine.
• 41% are Smart Phone
users. Among these Smart
Phone users 39% use wine/
food/restaurant applications.

Figure 4 - Wine consumers are heavily
engaged through social media.
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plished through the three-tier system,
producers do not always benefit from a
direct sale margin.
6. 13 to 14 million conversations were
about wine online in 2010 ― predicted
to grow to 20 million by 2012. “This
provides wineries with intelligence and
visibility to mass consumers and means
to sell product,” adds Paul Mabray.
7. Consumers are increasingly enamored of artisan, handcrafted products
in a world of mass production.5 Wine
consumers are engaging with producers directly in the tasting room and
through social media channels, or indirectly through shopping for wine online
or at a bricks and mortar store.
Consumers are heavily engaged
through social media – Both small and
large wine companies are now engaging with consumers. Social media is
no longer just the turf of founder-run
smaller artisan businesses. This is both
an opportunity and a competitive challenge for small producers.
“Social CRM (customer relationship
management) is a critical tool that winery marketing and PR departments
need to effectively leverage and convert
into online sales,” says Paul Mabray.
Over the next two years, we will see
maturing industry skills and platforms,
enabling these social connections to
convert to commerce.
Small Producer Opportunities: Retailers
are positioning uniquely with consumers
– On- and off-premise retail physical
and Internet outlets (see Retail consolidation, below) are blurring the lines
between winery tasting rooms and
sampling at home and in stores.
1. Sample sizes or tastes of different wines (www.TastingRoom.com),
beers, spirits, and sakes are being
offered online and in wine bars, stores,
restaurants, and hotel lounges. Small
producers who participate are building customers faster and more affordably by getting more people to sample
their products, telling their unique
story through more outlets and offering educational experiences that build
meaningful memories and more loyal
brand ambassadors.
2. Wineries are seeing a surge in local
and regional restaurant chains catering to consumers’ heightened drive for
taste adventures. Top restaurants have
become much more creative with their
beverage programs, inviting distilleries

and wineries around the world to give
customers more choices than ever before.
3. Specialized retail grocers offering
ethnic foods or local artisanal products
are faring well even in the aftermath of
the economic downturn. Small producers who might otherwise get lost in the
mass of products at mainstream supermarkets now have more opportunities
to hand-sell through specialized retail
outlets where customers are more likely
to expect to pay for quality.9
There is no question the big will get
bigger. But small, highly specialized
wineries can survive and even thrive
through quality product, untraditional
trade channels, and niche marketing.
Distributor consolidation

Though distributors have increasing
clout, economics are changing the distributor powerbase, and new distributor solutions may change traditional
models. In late 2010, Wine & Spirits
Daily speculated that Buffett’s McLane
entry into the alcoholic beverage distribution business meant more mergers
and acquisitions, as distributors seek
improved efficiencies in a changing
marketplace. Since that article was written, more distributor consolidation has
indeed occurred.10
As the legal battles over maintaining the three-tier system demonstrate,
distributors worry about maintaining
their protectionist system. Their continuing efforts to strengthen legislation
already favorable to their tier point to
their discomfort with the economic and
social forces that question the value of
the current system. Big forces of change
at this tier include:
1. Increasingly, distributors are expressing concern over the rise of big retailers.11
2. A growing market share of private
and control label products (PL/CL) is
driving much lower distributor margins, with distributors acting essentially
as delivery services for PL/CL.9 Experts
estimate PL/CL has grown from 22%
to comprise 30% of the market today;9
other large producers speculate PL/CL
represents up to 40% of total wine sold
on the U.S. market.
3. We noted back in 2005 that by
2015, large retailers would increasingly
work directly with large producers on
pricing, marketing, and merchandising,
with distributors no longer getting paid
for these services – moving potentially

$1 to $22 billion in income to the producer or retailer side of the ledger.
Distributor Challenges/O pportunities:
Economics are transforming the powerbase in the middle tier – With new logistics providers ready to step in and offer
delivery services at lower (often fixed)
cost and greater efficiency, and with
third-party merchandisers dedicated to
providing producers with in-store display and related services, where does
this leave the middle tier?
1. Margin squeeze is one result. Some
distributor margins are starting to resemble those of spirits distribution margins
(18% to 20%), and the PL/CL dynamic
may be pushing these margins much
lower. The modern wholesaler is measuring productivity by margin contribution
and less by case volume. The proliferation of PL/CL may in fact re-incentivize
wholesalers to pursue more branded
products with higher margins, such as
brands in the under 250,000 case range.
2. Some speculate that beer distributors ― traditionally used to lower margins ― may step into this changing
landscape, where unrealistically high
fixed distributor margins (25% to 35%)
are no longer the norm.
3. We foresee a new generation of
smaller regional and specialty wholesalers emerging to serve small to midsize producers. These niche product
specialists, often veterans of large distributor organizations with specialized
product knowledge, will market to onpremise and specialty retail chains, and
independents. Their challenge is building a strong enough balance sheet to
afford inventory and pay suppliers.
The recent TTB approval of bailment
warehouses9 (essentially consignment
facilities where suppliers continue to own
their own inventory until orders arrive, at
which time inventory is transferred to the
wholesaler) may strengthen this channel
further in the near to mid-term future.
Distributors are still a powerful
group responsible for selling more than
300 million cases of wine in 2010, and
federal and state laws still protect their
power base.
Retail consolidation

“The growing pace of retail consolidation in the U.S. may be the most significant dynamic over the next 24 months,”
says Danny Brager (VP Group Client
Director, Beverage Alcohol Team, The
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Figure 5: Next 24 months – Seven winning strategies
to leverage trends and overcome hurdles
1. Win share of mind by developing strategic marketing and sales
programs.
• Target the growing casual, everyday wine
drinker, and consumers having wine without food,
while preparing a meal, or with snacks.
• Develop unique digital media advertising stratagies: Experiment every week with affordable
Facebook and YouTube tactics. Track results.
• Understand how new integrated, cross channel,
go-to-market strategies will drive consumer
awareness and sales. (See PWVJ, Summer 2011:
Winning consumer share of mind.)
• Populate the Internet with information and
stories about your wine brand – more than half of
all U.S. wine drinkers are on Facebook, and 25%
also use MySpace, YouTube, and Twitter.
2. Differentiate or die!
• Carve out a niche to maintain a separate and
strong brand connection with customers.
• Find niche retailers, such as wine bars, where
consumers can sample your wines and hear your
story.
• Initiate direct conversations and meaningful
exchanges between customers and your company
through social media and other tools. Think
conversations, not sales pitches.
3. Grow online sales by converting
social conversation to social commerce (sales).
• Develop an integrated sales and marketing
strategy, and detailed plan.
• Dedicate experienced staff full-time to the ecommerce channel.
• Invest in the platform: Use data and CRM tools
to tailor products and customize direct marketing
campaigns with customer information.
• Connect website information to travel and blogging (biggest digital categories).
• Make website information and technology
work with mobile applications (50% of Internet
conversations).
4. Tailor new products through nontraditional retail channels.
• Sell sample sizes or tastes of different wines
online (www.TastingRoom.com), in wine bars,

stores, restaurants, and in hotel lounges.
• Develop local and regional restaurant chain
relationships, with venues catering to consumers’
more adventurous tastes.
• Focus on specialized retail grocers with a niche
offering, such as ethnic foods or local artisanal
products, where customers are more likely to
expect to pay for quality.
5. Service retailers better: they want
to sell a lot of wine, too.
• Teach retailers about your business: Share goals,
strategies, and tactics, and do a better job of making recommendations suit those goals.
• Show objectivity: Put the category first, and have
a professional sales process focus on the customer
rather than your portfolio.
• Deliver insights/answer the question “So what?”
If you have data, explain why it is useful.
• Share post-program analysis – help retailers
learn what went well and what did not.
• Make every seller a fan of your wine.
• Keep products streamlined to avoid sales staff
retraining.
• Find your segment, establish your message, and
educate about how you distinguish your brand.
6. Assess alternative distribution
services, third party merchandisers,
and regional wholesalers.
• Experiment with alternative distribution strategies that are better aligned with target markets, or
provide more control over margins and pricing.
• Find ways to collaborate with distributors or
brokers who are more aligned with your goals.
• Build a meaningful distributor relationship
through innovative brand building, partnering, or
acquisition strategies.
7. Manage and control supply
sources and costs more tightly.
• Consolidate back office support, especially
mixed, decentralized vineyard and wine operations.
• If market demand is there, secure growth financing or capital to support growth strategies.
• Negociant brands: Secure access to the right
balance of supply sources through acquisition or
strategic partnering.

Nielsen Company). Large retailers are
growing larger, in part spurred by PL/
CL products. The rise of the large billiondollar retailer is of increasing importance
to consumer choice and is changing the
relationships among the three tiers.
One example of the giant retailer
trend is Total Wine & More, the largest privately owned, multiple-state
alcoholic beverage retailer in the U.S.
Co-owner David Trone predicts that
2011 revenues (chain-wide) will be
more than $1 billion. Private label is an
important part of Total Wine’s business,
although the company has declined
directly to give numbers.
Retail Opportunity: National retail
chains see significant growth through
Millennials – Successful large-scale
retailers are capitalizing on current
trends and opportunities by catering
to the choices, experiences, value, and
convenience customers now expect,
and tailoring products and marketing
efforts toward Millennials.
“We are targeting Millennials because
they like convenience and to try new
products,” says Jesus Delgado-Jenkins
(7-Eleven’s Senior VP – Merchandising
and Logistics).
A November 2009 Symphony/
IRI Group report, “Winning with
Millennial Women Shoppers,” assesses
Millennial psychographics:
1. Millennials are eight times more
likely to relocate than Baby Boomers in
the next few years, mostly to emerging
cities in the Southeast, Southwest, and
the Rockies.
2. Demographic shifts, especially
among Millennials moving from north
to south, favor the large chains. They
expect the level of service and variety of
products they experienced in one state
to be available in another.
3. Millennials tend to shop less and
spend more when they do shop, prefer
big box stores, and are believers in private labels.
4. 70% of those surveyed in a
Symphony/IRI Group report think store
brands represent high quality.
Retail Opportunity: Retail players find
creative ways to engage customers –
Some U.S. airports now allow liquor to
be sold around the clock. A few provide
tastings at terminal locations. Upscale
locations at airports where passengers
can drink while waiting for flights are
on the rise. Vino Volo was launched in
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September 2005, bringing high-quality
wine and food to airports. “Vino Volo
has grown rapidly,” says CEO Doug
Tomlinson, “with 17 stores in operation
by Spring 2011 with plans to grow to 50
stores within the next three years.”
Retail Opportunity: Wine bars are the
coffee bars of the 21st century – Wine
and beer bars at grocery stores and coffee shops may become the wave of the
future.6 The retail wine industry is taking advantage of the same trends that
are hitting beer and tea. Whole Foods is
experimenting with this concept in some
stores and, if successful, will roll it out
on a wider scale. Starbucks may begin
serving regional wine and beer in at
least some of its 16,000 stores around the
world if the idea meets with customers’
approval in the company’s Seattle home
base, where the concept is being tested.
Wine bar concepts in general are
exploding around the country, with
multiple bottle lists, themes, and many
wines by-the-glass (50 to 100 offerings
are common).
Online retailers, despite legal issues
that vary from state to state, continue to
grow. Leveraging more than 10 million
online viewers who tune in to their TV
programs, the Food Network launched
an online wine club in July and could
soon become the largest online retailer
in the world.
U.S. market liberalization

The influence of the retail tier on wine
market liberalization is significant. This
tier has 90% of wine inventories and is
energizing an increasing wine-savvy
customer base ― including a growing number of Millennials. Increasing
consumer demand ― for variety, convenience, value, personal experience,
and communication ― is distinctly at
odds with three-tier alcohol beverage
distribution. How the law evolves to
reflect this rapidly transforming marketplace will, in part, determine the
pace at which the wine industry itself
can change to meet consumer demand.
We are halfway to 2015. What effect
has the U.S. Supreme Court Granholm
decision had?
Two steps forward, one step back –
Litigation and legislation continue to
shape this dynamic.
1. The CARE Act, intended to legislatively reverse the Granholm decision, is a
sign of the desperation of the wholesale

tier attempting to hold the line against
modernization of the industry. Backed
by the Wine & Spirits Wholesalers of
America and National Beer Wholesalers
Association and roundly condemned as
cynical and unnecessary by every U.S.
producer-organization in wine, spirits,
and beer, the CARE Act has yet to find a
Senate sponsor in spite of a record level
of political spending by distributors
hoping to influence politicians.17
We predict the CARE Act will fail,
and that failure will accomplish exactly
the opposite of what was intended by its
authors. It will show the American consumer the inability of current delivery
systems to provide the products they
want when they want them.
2. The retail tier lost its effort to
apply the Commerce Clause principles
of Granholm to interstate shipping by
retailers when the Supreme Court
declined to hear the Wine Country
Gift Baskets case19 in March 2011. The
Supreme Court’s denial of cert leaves
retail-based wine clubs, flash marketing sites, marketplace sellers, specialty
wine clubs, and auction houses and
specialty stores holding older vintages
and rare wines vulnerable to state laws
challenging their right to ship wine
directly to consumers.
3. Consumer refusal to accept the
restrictions of the three-tier system
is confounding regulators across the
country, whose only recourse is to
arrest their own consumers for unlawful importation of alcoholic beverages,
something they are loath to do.
The loss of the retail case served to
drive more commerce underground.
Some determined collectors are using
every tool at their disposal to obtain
wine they want regardless of where
they live, and others are purchasing
their wine in the state of the merchant
and importing it themselves.
We expect the ultimate winner will
be the consumer, and breakthroughs
within the next two years will include
development of legally compliant shipment systems, using new technology to
decipher the complexities of the threetier system and 50 different state laws.
Consumer demand justifies the cost of
system development.
4. Retailers are using their clout
with consumers to fight back. Battles
over selling wine in grocery stores are
raging in New York, Tennessee, and

Kentucky, and fights over retail license
limits have been placed on the ballot in
Massachusetts and are the subject of
legislative hearings in New Jersey.
New tactic: the initiative process –
First with court battles20 and in 2010
with its failed Initiative-1100, big-box
retailer Costco has attempted to overturn laws in Washington state that
uphold restrictive alcohol regulations.
In 2011, Costco introduced another
measure, Initiative-1183. Potentially less
objectionable to anti-alcohol forces, the
new measure would allow quantity
discounts and central warehousing for
wine and spirits (although not for beer),
and privatizing liquor sales in this currently control state.
Will Initiative-1183 be successful? In
2011, Costco is NOT being opposed by
a competing initiative, as was the case
with Initiative-1100, but rather by a
combination of wholesaler, public entity
unions, and anti-alcohol forces who
have, thus far, not stepped in with anywhere near the funding opposition that
Initiative-1100 faced.
If Costco wins, this may establish the
initiative process as the tool of choice
to change laws and reform systems, in
spite of entrenched (and immovable)
political interests in state houses all over
the U.S., where wholesalers have their
power base.21
Winning strategies and
actionable insights

Over the next 24 months, all three
tiers need new strategies to stay ahead
of a growing number of traditional and
non-traditional competitors, and win
consumer share of mind. Figure 5 illustrates how small and large producers
can use winning strategies to leverage
trends and overcome hurdles.
n
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