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Did the Industry See It Coming?
For many years Allied Grape Growers (AGG) has brought consistently reliable
information to the wine industry regarding winegrape vineyard acreage and winegrape
supply. Our numbers have regularly quantified newly planted acreage and given insights
about the potential impact on the market, considering the other half of the story, which
is demand. In the face of slowing wine shipment growth, AGG has been referencing
the fact that the industry is facing a demand problem more so than a supply problem.
Simultaneously, we have pointed out that, regardless of the origin of the problem, the end
result is the same – market imbalance, ultimately manifesting itself as oversupply.
Many analysts in the industry agree with the concept of a “demand problem.” Those
that follow consumer trends and purchase behaviors have been raising red flags for a
while now, exclaiming that they observe shifting consumer behavior and attitudes about
wine, particularly and specifically between “older” consumers and “younger” consumers.
Unfortunately, as producers, we can’t control what consumers want. We can, however,
strive to appeal to consumers of all ages by offering products they can enjoy from a
quality, attractiveness and/or value perspective.
It took the wine industry a couple of years to recognize and appreciate the reality and
severity of stagnating wine shipments. The trend started in 2015, but nobody was talking
about it with any particular concern until 2018. For the first few years, dialogue around
flattening wine shipments was quickly re-directed toward the trend of “premiumization.”
The industry was largely hiding behind this term to divert attention away from lackluster
overall wine shipments and toward apparent consumer willingness to pay more for better
quality wine.
While the willingness of consumers to pay more for products is purely positive, what isn’t
positive is when it is coupled with buying less quantity. Since the industry was largely
preoccupied with premiumization and did not quickly or correctly adjust to slowing
shipment growth, inventories began to build. The concern around those inventories was
relatively minimal when margins and profits were holding up. But eventually, growing
inventories become costly. The relatively large 2018 crop pushed the industry over the
edge, with most processors finally reaching the breaking point of inventory comfort.
So, to answer the question about whether the industry saw it coming, for the most part,
we would say no. But it is clearly here in front of us now – market imbalance, that is.
As an industry, we have to make some choices – some that are longer-term investment
decisions in consumer research and product development, and some that are shortterm solutions to our very clear and present problem, which is oversupply. From our
perspective, we will discuss the latter quite a bit this year, as we are dwelling in a period
of supply correction. As producers we control supply, which is after all, half the equation.
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Questions, Questions, Questions
Considering the outcome of the 2019 harvest,
many winegrape growers have questions
about the future. It is a well-known fact
that tens of thousands (we will stop short of
saying hundreds of thousands) of winegrapes
were left hanging on the vines statewide, with
no buyers. Growers were largely caught offguard by the suddenness and severity of the
grape market shift, particularly in California’s
interior regions, where unharvested fruit is a
rarity. As a result, many questions have been
asked of us since November. We will pose a
few here for discussion.

Question 1: How many grapes were left
hanging on the vines in 2019?

This was probably one of the most-asked
questions following harvest. Speculation
was rampant, and everyone had stories
to tell about someone they knew that left
grapes unharvested (including themselves, in
many cases). While there is no official tally
on grapes left to hang, we can anecdotally
account for +/-100,000 tons being left behind.
Rumors have run the industry about the
number being much more than that. Some
estimates have been as high as 10 percent of
the size of the crush, but we have no evidence
to support any assertion that 400,000 tons
were left to rot.

Question 2: Should I prune and farm my
uncontracted vineyard in 2020
or pull it out?

Just because you don’t have a contract
doesn’t mean you automatically need to
remove your vineyard. However, there are

some major considerations in making the decision. The largest of these
has to do with yield and quality potential. Any vineyard that struggles to
achieve adequate yield or has any definitive quality issues (specifically
those associated with virus) should be removed. Of course, another
consideration, even with acceptable yield/quality, would be demand for
the variety. There are certain varieties in certain regions that should be
removed regardless of yield/quality, if they are without contract. With all
that being said, farming any winegrapes into the 2020 season without a
contract, is going to be risky.

Question 3: How long is the oversupply/difficult market going to last?
Today’s difficult grape market environment will last until we correct our
oversupply situation. While there are lots of variables that come together
to create the overall market, it seems certain that unless we remove a
significant amount of acreage in short order, we can expect a “weak”
marketplace to prevail. Because overall wine shipments have not been
growing in recent years, we simply cannot expect to “grow” ourselves
out of imbalance. The immediate mandate is simple – we have to “shrink
ourselves” back into balance.

Question 4: How many acres need to be removed to bring the market
back into equilibrium?

We will answer this question given today’s wine shipment reality (overall
flat to slight growth, five years running), with the assumption that this
remains the standard. We believe our industry is structurally oversupplied
due to deficits of growth that were at least 1-2 percent per year for the
last five years. Doing simple math, that equates to somewhere between
30,000 to 60,000 acres. In other words, we need to decrease our bearing
acreage base down to 550,000 acres or less, to consistently produce the
“correct” amount of supply needed, given today’s demand.

Question 5: If we have a short crop in 2020, will that fix our problem?
A short crop may immediately relieve the supply pressure being
experienced in the industry, but it won’t address a structurally
oversupplied market. It would only be a matter of time before production
potential is maximized again if the underlying acres are not removed.
Further, betting on short crops for market balance is a two-edged sword.
Short crops mean lower revenue, which
most often is not offset by commensurately
rising prices, particularly in an already-weak
Grapes left unharvested.
market.
These are some regularly asked questions,
but there are many more we field daily,
including what the 2019 crush size was. With
the unknowns about what went unharvested,
predicting crush size is more difficult than
ever. In many ways, it doesn’t really matter.
When there are significant grapes left
unharvested, there was too much to begin
with, regardless if we ended up crushing
3.95 million tons or 4.25 million tons (that’s
the range commonly being discussed in the
industry). But for the record, our prediction
is certainly on the north side of four million
tons as opposed to the south side.
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Suddenly a Necessity

Statewide Vineyard Removal

Over the last decade, AGG has regularly pointed out that the rate of new
vineyard planting has been at or above the annual rate of attrition (i.e.:
the rate at which vineyards need to be replaced annually due to age).
Planting at “higher than attrition” isn’t necessarily a problem, as long as
there’s growth in demand to absorb the additional production as it comes
on line. During this time, our numbers have shown that the only years
where planting closely “matched” attrition were 2016 and 2017. Outside
of those years, we have planted more than we have pulled annually,
thereby increasing bearing acreage over time.
Overall, this was not of too much concern, because until 2015, the
industry had a history of growing wine shipments annually – to the tune
of about 2 to 3 percent. This meant there was actually room to plant at
higher than the attrition rate and/or keep productive vineyards in the
ground longer. Both of those things happened, resulting in a bearing
winegrape acreage increase from just over 500,000 acres to 590,000 in
the last decade – just under 2 percent per year.
For the sake of identifying the rate of attrition, we assume a 33-year
vineyard life. This means that, over time, the industry should experience
about 3 percent of its vineyards being removed and redeveloped annually
in order to keep all productive vineyards within that 33-year life range.
Based on today’s bearing acreage, that would be about 18,000 acres
annually that should be pulled and replaced with new vines.
The amount of removals isn’t consistent each year, just as the amount
of new plantings isn’t, and new vineyards are more productive than
old. That’s why we track them closely over time to better understand
our supply. Removals are driven much more by market conditions than
vineyard age. When the market is relatively strong, older vineyards will
stay in the ground longer, and vice versa. Strong markets also encourage
planting at higher than the attrition rate.
Since 2015, our industry has experienced relatively flat wine shipments,
which means that there has been little room for new acres beyond that
which would replace older, non-productive vineyards. Even though
natural attrition would call for the removal of 18,000 acres statewide this
year, as pointed out elsewhere in this newsletter, we feel we are actually
30,000 to 60,000 acres long. This position is consistent with that which
we pointed out at our annual membership meetings in 2019. There, we
described that the industry had reached a supply plateau that was higher
than the demand plateau, due to lack of shipment growth.
Given current bearing acreage and demand, our industry is now
positioned to overproduce annually by over 200,000 tons. Considering
this and attrition, we would need at least 50,000 acres to be removed this
off-season in order to quickly move to equilibrium for the 2020 harvest
season. The removal of less acreage than this could contribute to some
continued market imbalance.
Via our field staff, AGG tracks California acreage removals and can
confirm through the end of 2019, 15,000+ acres of winegrapes had
already been removed statewide, with additional vineyards continuing
to be removed daily. However, it is doubtful we will pull an additional
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35,000 acres before the 2020 harvest, but
no one will know for sure until a few more
months has passed. We will continue to
monitor the progress of removals in order to
evaluate the supply position for the future.

Estimated
Year
2011
2012
2013
2014
2015
2016
2017
2018
2019

Newly
Bearing
Planted Acres Acres
19,000
28,000
35,000
30,000
20,000
15,000
19,000
22,000
TBD

< 520,000
525,000
540,000
550,000
560,000
575,000
588,000
591,000
588,000

AGG’s Upcoming Calendar Items
Unified Wine & Grape Symposium
Sacramento, CA
February 4-6
www.unifiedsymposium.org
Lodi Grape Day
Lodi, CA
February 25
www.lodichamber.com/grape-farm-safety-days
Clarksburg Grape Day
TBD, CA
March 4
www.clarksburgwinecountry.com/
Ag Council Annual Meeting
Rancho Bernardo, CA
March 9 & 10
www.agcouncil.org/2020-annual-meeting-agenda
CAWG Day at the Capitol
Sacramento, CA
March 18
www.cawg.org
Central Coast Insights & WiVi Program
Paso Robles, CA
March 24 & 25
www.wbmevents.com
AGG’s Member District Meetings
Various Locations (TBD) April 14-16
Vineyard Economics Symposium
Napa, CA
May 6
www.wbmevents.com
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Role of Exports in California
Wine Shipment Losses
California wine exports continue to struggle to maintain volume. The
U.S. dollar has been relatively strong since 2015. This, coupled with
other important factors, like shifting demand for traditional export
wines like White Zinfandel and Ruby Cabernet, has contributed to
consistent volume losses. Ultimately, these losses are coming from
the bottled export segment as opposed to bulk exports.
According to data published in the Gomberg Fredrikson Report,
exports volume has looked like this in recent years:

Exports are approximately 13 percent of total California wine
shipment volume. Experiencing this type of decline, year in and year
out, adds up over time. Considering data since 2014, and making
estimates for 2019, we have lost about 7.5 million cases of wine in
the export arena over the last five years. Naturally, this hasn’t done
anything but contribute to our current excess of California wine
inventory. Afterall, 7.5 million cases is equivalent to 18 million
gallons, which is a significant portion of the entire bulk wine market,
generally estimated to be +/-25 million gallons.
If California had been able to maintain bottled wine export levels
over recent years, our overall shipment numbers would not look quite
so unimpressive. In fact, it’s actually clear, considering the export
data, that minor growth in the domestic market (albeit mainstream
varieties/categories above $10 per bottle) has actually served to offset
the losses in the export markets.
Not all of the loss can be blamed on the strength of the dollar though.
Much like the U.S. consumer, the foreign consumer also has shifting
tastes and preferences, along with hundreds of “options” to choose
from with regard to not only wine, but beverage alcohol in general.
Having an affordable product is certainly a benefit, but the challenges
associated with enticing the foreign consumer to pick up a bottle of
California wine go well beyond price.
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New Cost Studies Released
The University of California has released four
studies detailing the costs and returns of wine
grape production in the San Joaquin Valley. All
four illustrate the cost and benefit of nearly
full mechanization on wine grape production.
The studies estimate the cost of establishing a
vineyard and producing wine grapes, focusing
on four varieties – Cabernet Sauvignon,
Chardonnay, Rubired and Colombard.
“The studies take into consideration mechanical
pruning, leafing, shoot thinning, and harvest on
a typical wine grape vineyard with the average
production level for this region,” said George
Zhuang, UC Cooperative Extension viticulture
advisor, Fresno County. “With farming labor
becoming more scarce and expensive, growers
will opt to transition into more mechanization.
These studies provide detailed information
about the trellis type, planting density, cost and
potential benefit of vineyard mechanization.
Based on these studies, fully implemented
mechanization reduces the production cost from
$3,000 to $2,500 per acre, and that represents
17 percent cost reduction. This information will
ultimately help growers to guide their production
practices to more profitable and competitive
ways under the new era of farming labor.”
The studies are based on 200-acre farms with
the vineyard established on 40 acres using two
types of trellis systems – quadrilateral cordon
system and bilateral cordon system. In addition
to regular grape production expenses, such as
irrigation, fertilization and pest control, the
researchers broke out the differences between
machinery costs and hand labor hours required
for thinning, pruning and harvesting for each
variety. Prices for labor, materials, equipment
and custom services are based on October 2019
figures. The California minimum wage law
will gradually decrease the number of hours
employees can work on a daily and weekly basis
before overtime wages are required. For more
information on the state’s minimum wage and
overtime phase-in schedules, visit aic.ucdavis.edu.
All four studies, plus previously published cost
studies from Lodi, the Sierra Foothills and the
North Coast, can be downloaded from the UC
Davis Department of Agricultural and Resource
Economics website at https://coststudies.ucdavis.
edu/en/current/commodity/grapeswine/
For additional information or an explanation of calculations
used in the studies, contact Donald Stewart, Agricultural
Issues Center: 530-752-4651 or destewart@ucdavis.edu.
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Suisun Valley Growers Petition CDFA
for Boundary Adjustment
On August 27, 2019, the Suisun Valley
Vintners and Growers Association (SVVGA)
introduced a petition to the California
Department of Food and Agriculture
requesting a regulatory change to grape
pricing districts utilized in preparation
of the California Grape Crush Report.
Specifically, the petition calls for a change
to the boundary definition of Grape Price
District 5 (D5),which currently includes
the Suisun Valley and other Solano County
winegrape growing regions.
The change would impact the boundary
definition of adjacent Grape Price District
17 (D17), specifically to include the Ryer
Island region. The change in grape price
district boundaries is requested to remedy
bifurcated and regionally disparate District
5 market data, and to remedy negative
economic impacts in District 5.

Public Workshop/Hearing
A public workshop to consider potential
amendments to the regulations was held
on December 17. The workshop provided
the opportunity for SVVGA to present its
petition and allow for public comment.
Interested parties should refer to the grape
price districts established in the California
Code of Regulations (CCR) - Title 3, Division
3, Chapter 2, Article 1, Subsection 1700
(Grape Pricing Districts), as well as Food and
Agricultural Code (FAC) 55601.5 et seq (Clare
Berryhill Grape Crush Report Act of 1976).
Allied Grape Growers’ President Jeff Bitter
spoke at the hearing in favor of the petition
citing, among other things, that “Continued
publication of useless average price data for
District 5 would be the result of allowing
the D5/D17 boundary to remain where it is.”
Bitter stated that a considerable amount of
“Delta region” fruit was being considered
in the establishment of D5 average grape
price(s), and that the result was a negative
impact on regional pricing for Suisun Valley
and Green Valley – two approved and
recognized American Viticultural Areas that
lie within the greater North Coast Appellation.

5 versus those from the remainder of the district, it becomes apparent
that there is considerable difference in per-ton returns within the district.
Pursuant to Mr. Bitter’s comments, representatives from the California
Agricultural Statistics Service (CASS) confirmed it had done just that and
ratified Mr. Bitter’s assertions.
Data provided by both Allied Grape Growers and CASS confirmed that
moving the district boundary, as proposed, would have virtually no effect
on District 17 reported average prices, while considerably improving
District 5 reported average prices, by variety. Essentially, this means that
if the boundary was adjusted as proposed, the reported averages in D5
would be a correct reflection of prices paid for winegrapes in the entire
district, while having virtually no effect on average prices reported in
D17. Mr. Bitter argued that, “We need to consider here that the Ryer
Island region is much more similarly situated in the grape marketplace
with the Delta than with Suisun Valley and other winegrape regions of
Solano County. It just makes sense to include Ryer Island grape purchase
data with District 17.”

Next Steps Resulting from the Workshop
CDFA’s decision will be based on consideration of all relevant factors
including, but not limited to, the reasonableness and economic soundness
of the proposed grape pricing district boundary changes and the level of
support for, or opposition to, the proposed grape pricing district boundary
changes. Additional workshops could follow to allow for further
discussion, but at this point, none are scheduled.
As the petition moves forward within CDFA, a regulatory package could
be introduced this year to codify the request. The Office of Administrative
Law would work to implement the amended boundary definitions
into code, and it is possible the industry could enjoy a more accurate
representation
of District 5
average prices
as soon as
the 2020 or
2021 Grape
Crush Reports.
Interested
parties are
encouraged to
visit www.cdfa.
ca.gov/mkt/
grapepetition
for more
information.
(At Left: Crush
District Boundary
Change Detail)

Data Confirms Need for Change
Bitter pointed out that, if one segregates the
pricing data reported in Table 8 of the Grape
Crush Report into those tons purchased from
the eastern side (or Delta side) of District
2020 WINTER REPORT
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The California Sustainable Winegrowing Alliance (CSWA)
The CSWA was created in
2003 as a joint effort between
the Wine Institute and the
California Association of
Winegrape Growers (CAWG).
The Wine Institute is a public
policy advocacy group,
representing about 1,000
California wineries and
affiliated businesses. CAWG
is a public policy advocacy
group of winegrape growers,
representing more than 60
percent of the total annual
grape crush. The function
of the CSWA is to promote
the benefits of sustainable
winegrowing and winemaking practices, and assist in implementation of
the Sustainable Winegrowing Program (SWP), including self-assessment
and optional certification via the California Code of Sustainable
Winegrowing.

A Proactive Approach
Increasing public awareness of, and
interest in, sustainability is evident.
Consumers are not only interested
in the origin of their food, but also
in the actual process of bringing it
from “farm to fork,” or in this case,
“vineyard to glass.” Additionally,
pressure on growers and winemakers
can result from public and legislative
perceptions, environmental decisions
from regulatory and governmental bodies,
and other growth-related issues, including
ag/urban interface. By adopting and
implementing the Code of Sustainable Winegrowing practices, members
of the California wine community can greatly augment their collective
and individual ability to respond to these pressures while demonstrating
that they are responsible neighbors and committed stewards of the
land. Via the SWP, the California wine community is taking a proactive
approach to addressing these issues.

A Vintner and Grower Driven Program
The SWP was initiated by the CSWA to promote vineyard and winery
practices that are: 1) sensitive to the environment; 2) responsive to the
needs and interests of society at large; and 3) economically feasible
to implement and maintain. Together, the Wine Institute and CAWG
developed the Code of Sustainable Winegrowing Practices as the basis
for the SWP, providing a tool for vintners and growers to assess their
practices and learn how to improve their overall sustainability.
A prominent feature of the SWP is the active participation of vintners and
growers throughout all phases and a continued focus on partnerships. In
addition to the assessment tool and certification option, another major
component of the program is targeted educational events that rely heavily
6

on peer-to-peer education. An important part
of the program is the ability to measure and
demonstrate ongoing improvement in the
adoption of sustainable practices.
The SWP is wine-community-member
driven, and the CSWA board plays a key
role in defining the program and ensuring its
success. Among the board members are John
Aguirre, president of CAWG; Bobby Koch,
president of Wine Institute; and 12 vintners
and growers, including Jeff Bitter, president of
AGG.

AGG’s Promotion of Member
Sustainability Certification
Last year, the AGG board of directors
approved the creation of a program to cover
the administrative fees associated with
becoming certified sustainable. There are
essentially two hard costs associated with
becoming certified – the administrative
fee and the audit expense. AGG believes
that by helping its growers down the path
of certification, we will be able to present
fruit to the marketplace that has increased
attractiveness and marketability. Many grape
buyers are already rewarding growers, via
acreage or tonnage bonuses, to become
certified sustainable. Some grape buyers
are setting goals to purchase only certified
sustainable fruit in the years to come.
AGG encourages all of its members to look
into the benefits of becoming certified
sustainable and to discuss with the staff
what the process is, along with the cost. But
most of all, AGG encourages its members to
understand the program as a proactive, not
reactive, approach to the pressures placed
on the industry by the consumers and other
stakeholders. Understanding, measuring and
improving sustainability is a direct investment
into grower operations
that can pay
dividends
for years
to come.
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Pierce’s Disease and Glassy-Winged Sharpshooter

Referendum Slated for Spring 2020
Have five years passed by already? They sure
have. That’s the amount of time between the
referendums authorized by legislation for
winegrape growers to assess themselves for the
Pierce’s Disease / Glassy-Winged Sharpshooter
(PD/GWSS) Assessment. Producers who paid
the PD/GWSS assessment on grapes crushed
during the 2019 harvest will soon vote on
extending the assessment for another five
years to March 2026. The assessment funds
research to find solutions to Pierce’s Disease
and its vector, along with additional designated
pests and diseases of winegrapes. The last
time growers voted, over 80 percent favored
continuing the assessment.
“When growers decided 20 years ago to fund
research to protect their industry, it opened
the door to a grower-government partnership
that is paying dividends today,” said Karen
Ross, Secretary of the California Department
of Food and Agriculture (CDFA). “By sharing
responsibility and resources, this partnership
effectively addresses the pest and disease
challenges facing California’s winegrape
growers.”

PD/GWSS Referendum Timeline
Ballots are expected to be mailed in early
Spring, with a 30-day voting period. In past
referendums, Allied
Grape Growers
(AGG) has “bloc
voted” on behalf of
our membership, as
authorized by our
board and subject
to code established
by law. It is likely
a bloc vote will be
authorized again
in 2020 for AGG
growers.
If you are an
AGG member
and have input
you would like to
provide regarding
continuation of
the PD/GWSS
Assessment, please
reach out to us so
your voice is heard.
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You will also receive information on the bloc voting process under
separate letter.
At least 40 percent of the eligible voting entities must cast ballots
for the referendum to be valid. Passage of the referendum requires
either: (1) at least 65 percent of those voting, representing a majority
of assessments paid, vote “yes” OR (2) a majority of those voting,
representing at least 65 percent of assessments paid, vote “yes.”
Results will be announced mid-June.

Program History
The Pierce’s Disease Control
Program (PDCP) was
established in 2000 to slow
the spread of GWSS and
minimize the statewide impact
of PD, while simultaneously
researching long-term solutions
to PD. In 2001, an annual,
value-based assessment on
winegrapes was established to
fund PD/GWSS research and
related activities.
The PD/GWSS Board, an advisory board composed of winegrape
growers and processors, was also established at that time, and it
advises the CDFA secretary on the best use of assessment funds.
The opportunity to use the assessment funds for research on other
pests and diseases was introduced 10 years later and ratified by
the PD/GWSS Board, being strongly endorsed by assessees, in
subsequent referendums. Since 2010, the following six (6) pests/
diseases have been authorized by the PD/GWSS Board for research
funding eligibility.

Pest/Disease

European Grapevine Moth (eradicated in 2016)
Grapevine Red Blotch Disease (pictured above)
Brown Marmorated Stink Bug
Grapevine Leafroll Disease
Grapevine Fanleaf Disease
Mealybug Pests of Winegrapes

Year of Designation
2010
2014
2014
2015
2015
2015

Governor Newsom signed Senate Bill 449 into law on Sept. 27,
2019, to extend the PDCP for another five years to March 2026.
The assessment rate has averaged $1.39 per $1,000 of crop value
over the life of the assessment, and was set at $1.00 per $1,000 crop
value for the 2019 crop. To date, $45.4 million has been spent on
research helping to control PD/GWSS and other winegrape pests and
diseases.

For more information about the PD/GWSS Board and the referendum,
visit www.pdgwss.net.
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Written for the growers and customers of
Allied Grape Growers
Allied Grape Growers (AGG) is a 500-member grower-owned
winegrape marketing association. We exist for the purpose of
effectively selling our members’ winegrapes to grape buyers of all
kinds throughout California. AGG is the leader in understanding
supply-side dynamics in the California winegrape sector and uses
that expertise to maximize results for its member-growers as well
as to work with our buyers to properly plan for their growing supply
needs. AGG has been in existence since 1951, with decades of
proven leadership and value in the California wine industry.
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