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THE WINE INDUSTRY TACKLES HEADWINDS
FROM ALL SIDES
Confronted by a series of cascading hurdles, the reality behind growing,
making, and selling wine in the U.S. has seldom been more challenging.
In just a few years, the industry has been hit with:
■

Drought, fire, and floods impacting various wine-growing regions
around the country

■

Rising wages for increasingly scarce labor

■

Increased input costs from steel, lumber, freight, and utilities

■

Nearly flat retail prices

■

Stalled sales in a narrowing market

As a result, the costs of growing and producing wine are rising, while at
the same time, consumers and retailers are turning away from products
that raise prices; even the most familiar brands. But consumers still
expect quality, tightening the vise on producers.

In this third installment of
our three-part series, which
explores the history, hurdles,
and future prospects of the
wine industry, we review the
challenges to profitability for
West Coast winegrowers and
vintners, and the options
available to them. Although
there are now wineries in all
50 states and the District of
Columbia, this report focuses
on the three Western
states—California, Oregon,
and Washington—the three
largest wine producers in
the U.S.
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WAGES AND PRICES DRIVE PROFITABILITY
CHALLENGES ALONG THE WEST COAST
California
California continues to produce nearly 90% of all the wine grapes in the U.S.1 Unlike most other
regions in the country, California has the climate and topography to grow grapes for very
inexpensive wines (wines selling for $5.99 per 750ml retail equivalent or less) all the way to the
most expensive ($800 per 750ml retail equivalent).
Rising minimum wages, combined with more expensive overhead
and the tight labor market, have pushed costs to $22–$25 per
hour in California’s North Coast area, and to $17 per hour in other
growing regions. Furthermore, California now requires overtime
pay for farmworkers beginning at 45 hours per week, compared
with 60 hours per week a few years ago. With few growers willing
to pay overtime rates that could exceed $30 per hour, additional
workers are sought, often unsuccessfully, to supplement the
regular labor force in the key periods of intense vineyard labor.

California continues
to produce nearly
90% of all the wine
grapes in the U.S.1

The stable, skilled, immigrant labor force upon which California
coastal producers relied for a generation is now retiring and the
next generation shows little interest in working in the fields. Some vineyard workers, seeking
more hours, have drifted toward other industries. These changes have coastaloastal growers are
turning to traveling farm labor contractors, but even farm labor contractors cannot fill the
demand for workers. Growers and vineyard managers reported they were short up to 30% of the
labor they needed in 2021.
Chart 1 compares the increases in California vineyard wages with a drop in California wine grape
prices from 2010 to 2020.2 As the chart shows, the cost of labor has risen steeply since 2014,
while grape prices plunged after 2019. Wine grape prices and wages vary by region across
California, as do vineyard practices, but statewide averages provide clear trendlines over the
past decade.
Since 2020, prices have increased on average about 20% in response to the surge in demand for
mid-price wines that—combined with the short crop and wildfires in 2020—limited the available
supply. Brokers also reported that prices for the most expensive California grapes (the luxurypriced Pinot Noir and Cabernet Sauvignon) have not recovered to the same degree, with Pinot
Noir being the one variety to remain with an overall surplus.

Chart 1: California Vineyard Wages and Grape Prices, 2010-2020
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Oregon
Oregon has built a reputation for quality Pinot Noir wines. But Pinot Noir is a particularly
challenging and expensive grape to produce. Oregon‘s cool-climate viticulture, with its high risk of
disease and fungus, consequent high spraying expense, and relatively low yields, increases wine
grape growing costs. Southern Oregon tends to be warmer and have larger agricultural
enterprises made up of commercial vineyard tracts often converted from cultivation of other
fruits. The wildfires of 2020 brought smoke taint to Oregon’s wine
production for the first time, costing many producers a full vintage—
an increasing concern as wildfires become more common.
While Oregon’s vineyards and vineyard managers retain a core
vineyard labor force as full-time employees, they generally depend
on farm labor contractors for large supplementary crews during
harvest. Vineyards often find themselves competing for labor with
ornamental nurseries and Christmas tree farms, and, especially,
blueberries. These industries offer higher wages just when grapes
need to be harvested.
As Chart 2 shows, Oregon’s rural minimum wage has been
increasing since 2016. Overtime regulations have not yet been
introduced for agricultural labor but have been proposed. Growers
reported in 2021 that they needed to pay $18.50–$20 per hour for
contract labor, a $2-per-hour increase in two years, to keep their crews.

Chart 2: Oregon Vineyard Wages and Grape Prices, 2010-2019
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Oregon’s crop yields have varied widely over time. In heavy crop years, wine processing capacity
is very tight, holding down grape prices. Oregon’s grape prices remained about 20% below what
would typically be expected for wines selling at an average of $27.50 per 750ml retail
equivalent, adding to margin pressures.5 But, with its third year of short crops, Oregon’s grape
prices have been rising.
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Washington State
Washington state differs from its West Coast neighbors in some crucial metrics. One wine producer,
Ste. Michelle Wine Estates (SMWE), has long dominated the wine industry there, representing more
than 60% of the state’s 11.8 million cases of wine sales. In the largest purchase by private equity of
a U.S. winery, SMWE was sold by Altria Group Inc. in 2021 to Sycamore Partners for $1.2 billion.
Washington State is estimated to have about 400 vineyards to support its 1,000-plus wineries. Most of
these, including SMWE, are not estate producers and so predominantly buy grapes from independent
growers. Nearly all of them are in eastern Washington state, a region that frequently experiences
severe frosts—with consequent major loss of crop—and, more recently, drought and wildfires.

Chart 3: Washington State Wine Grape Wages and Prices
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MECHANIZATION GROWS IN IMPORTANCE
IN VINEYARD MANAGEMENT
Mechanization of vineyard farming allows growers to reduce labor
requirements, protecting their operations from further wage
increases. But mechanization itself is expensive. The equipment may
cost several hundred thousand dollars, and machine operators may
need more specialized skills. Larger producers, having scale but
smaller margins per unit, are more likely to have the capital to
mechanize and the more urgent need to reduce labor cost per unit.
The financial benefits of mechanization can be substantial. Partial
mechanization (of all but final pruning) can reduce annual farming
costs by 30%-40% per acre. But not all vineyards are suitable for
mechanization as slopes may be too steep, vineyard trellis design
may be inappropriate, or the site may be too small to justify the investment, among other issues.
A vineyard site of at least 30 acres has been cited as the minimum size to justify deploying the
equipment, but a property of 200 to 300 acres is needed to support the investment.
In many regions, vineyards of sufficient size are being designed or replanted for mechanization.
Improved equipment plus word of mouth from early adopters, and, especially, growing anxiety
about labor shortages and expense, appear to be overcoming much traditional resistance to
mechanization. A consensus seems to be emerging within the industry (excluding perhaps just the
luxury end) that at least partial vineyard mechanization may even improve the quality of grapes
arriving at the winery, while saving labor and money.
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The extent to which mechanization is adopted in a region seems
to be explained in part by the presence of independent
professional vineyard management companies that can spread the
capital costs of mechanization across multiple vineyard clients.
California benefits from having a well-established network of such
professional third-party vineyard managers.
Independent vineyard management companies have recently
emerged in Oregon as well. Vineyard managers estimate that
about half of Oregon’s total vineyard acreage is mechanized,
including nearly all the large commercial growers in Southern
Oregon. Vineyard management companies have only recently
arrived in Washington state, but its growers estimate that about
70% of that region’s vineyards are mechanized.

THE DEMAND FOR VINEYARD ACREAGE
IS REBOUNDING
California

Conversations with
vineyard managers
suggest that such
mechanization (all
but final pruning)
can reduce annual
farming costs by
30% to 40% per acre.
(The savings per ton
of course depend on
ultimate crop load.)

Faced with a vast grape surplus and slowing wine sales in prepandemic years, California’s wine industry had estimated that
about 30,000 vineyard acres would need to be removed to bring the grape market into balance.
The presumption was that the surplus existed primarily in vineyards producing graphs for lowerpriced wine grown in the Central Valley. That presumption changed with the pandemic, when
demand for wines in the $10-$25/$30 mid-price segment surged, along with demand for canned
and higher-end, 3L boxed wines. Meanwhile, an estimated 15,000 total vineyard acres had already
been removed, most in the deep Central Valley, and many replanted to almonds.
Brokers report that this increased demand for mid-price wine has revived interest among
institutional investors for older, large vineyards in the flatland areas of the North and Central Coasts.
The intent is to redevelop these sites for mechanized production of mid-priced wines. Owners of
large vineyards growing grapes for the luxury market also have the option to adopt cost-saving
practices, including mechanization, that may allow them to produce grapes for the mid-price tier,
assuming the terrain is suitable. Mechanization is less likely to be feasible for owners of small parcels
purchased and planted at high cost on steep terrain for luxury wines.
Brokers also report continuing strong demand from both investors and international buyers for
iconic vineyards at higher-end sites. There appears to be limited demand for small sites (those of a
few acres) for luxury wine production by the lifestyle buyers who have typically bid up land and
grape prices on the North Coast.
Oregon
Given the strong market for Oregon wine, land prices have been increasing, with high-end unplanted
land valued at up to $75,000 per acre. Unplanted land in the northern Willamette Valley ranges from
$15,000–$20,000 per acre. Large wine groups from outside the state have invested heavily in Oregon
vineyards, along with local agricultural investors and artisan producers.
Washington State
Brokers report renewed interest in Washington state’s vineyards, primarily in the Red Mountain
and Walla Walla regions, especially by institutional investors. Valuations that had been
depressed have now recovered to prior levels, estimated at about $30,000 per acre—valuations
that can be quite profitable with mechanized production.
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LAGGING SALES CONFRONT RISING LABOR AND MATERIAL COSTS
Vintners report their top labor challenges have been finding specific categories of semiskilled labor
(i.e. drivers of sophisticated tractors, machine operators, and truck drivers) at any price. Concerns
also continue about both cost and availability of cellar staff, who are responsible for a range of tasks
that occur between the pressing of the grapes and the bottling of the wine. They also clean and
maintain all winery equipment and facilities, load and unload trucks, and a great deal more. There,
staffing is down an average of 20%. Recruiting hospitality staff—already difficult and expensive before
the pandemic—has been especially challenging, as hotels and restaurants are also reopening.
Along with labor cost increases, material and input costs have risen as well: glass, closures,
wood for barrels and new construction, steel for planting and tanks, utility and energy costs, and
packaging and shipping materials. Shipping and freight capacity can also be difficult to obtain.
Some price increases reflect COVID-led supply chain difficulties and port bottlenecks, and some
are organic, but all reduce producer margins.
As explained in Installment #2 of these reports, the shift to e-commerce and rising retail and
restaurant costs during the pandemic have led to reduced SKU selection at both retail and
restaurants, with a focus not only on the affordable $10–$25 price segment but also on the
best-known brands in a crowded field (along with a small set of the best-known luxury wines).
Given the price increases for essential goods, most consumers (and therefore retailers) are
resisting price increases for discretionary products, such as wine.7 Thus, winery profitability is
being squeezed on multiple fronts.
California
Although grape prices and farming costs vary widely within the state, California’s wine revenue
has dipped recently while wages increased, as shown in Chart 4. The overall increase in the past
decade in average case price reflects the increased importance of the $10–$25 per 750mL price
segment relative to the under-$10 segment.

Chart 4: California Winery Wages, Wine Sales, and Wine Prices, 2010-2020
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Oregon
Most of Oregon’s 995 licensed wineries are small, though some fast-growing insurgent wineries
produce several hundred thousand cases. Those producers, and several of Oregon’s midsize
producers, have national distribution.
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Oregon’s average wine price has declined by about 9% in the past decade, as more producers
have introduced more affordable wines. Margins appear to have narrowed in recent years due to
labor shortages, as well as rising costs in the cellar. Several wineries also lost much of their
2020 vintage because of smoke taint or direct wildfire impact.

Chart 5: Oregon Wine Sales Volume and Value, 2015-2020
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Washington state
Washington state now has more than 1,000 licensed wineries, but most are small. The industry
estimates that only the 20 largest producers have national distribution. The state has few
midsize producers—those producing between 50,000 and 1 million cases—with the resources to
build a major national brand. A major share of Washington state’s wine production is sold in the
Northwest: in state, as well as Oregon and Idaho.
Washington state’s climate makes it impractical to produce wines that could sell for less than
$9 per 750ml retail equivalent. It does offer broad scope for producing wines of excellent quality
and multiple varieties in the core $10–$25 per 750ml segment—often much better quality for
the price than most U.S. wine regions. That broad opportunity has also created part of
Washington State’s problem: the lack of a distinctive identity for its wine comparable to Oregon’s
association with Pinot Noir or Napa Valley’s with Cabernet. If Washington state could articulate
its distinctive path, its quality-for-the-price offering could dominate the U.S. wine market.

Chart 6: Washington State Winery Sales and Wages
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AUTOMATION IN THE FIELD BRINGS EFFICIENCY FOR SOME
Intensifying labor shortages have accelerated the introduction of new, automated technologies
by multiple wineries. But most of these innovations require substantial upfront investment, for
which smaller or less-established producers may not have the capital or the necessary banking
relationships. Within the winery, examples of mechanization include:
■

Optical grape sorters

■

Automated oak stave aging in tanks (vs. barrel aging)

■

Automated bottling lines, including packing, palletizing, and
wrapping (and for sparkling wine, robotic riddling)

■

Automated temperature control in tank rooms

■

Redesigned tanks for waterless UV cleaning

California
California’s larger wineries have aggressively adopted new
technologies and continue to streamline operations, but
technology adoption has been much slower among most
smaller producers, which are either hesitant about abandoning
traditional handcrafting or lacking the capital. A handful of
midsize wineries have significantly overhauled their winery operations, achieving significant cost
savings along with quality improvements. Several of California’s larger custom crush operators
have updated facilities to make these cost-saving technologies available to their customers.
Oregon and Washington State
Many of Oregon’s wine facilities, including some large custom crush operations, are relatively new,
and can take advantage of advances in equipment and design for more efficient operations. Among
small to midsize producers, efficiency has been improved by smaller innovations, avoiding largescale capital investments. Internship programs with local college winemaking and viticulture
programs have helped mitigate cellar worker shortages. But in Washington state most producers
other than SMWE are either too small or too old to have automated operations at scale.

WHILE CHALLENGES ABOUND, SCALE AND EFFICIENCY ARE KEY
TO THE INDUSTRY’S FUTURE
California
Consolidation continues among California’s several thousand wineries by midsize to large
producers seeking to achieve larger scale for distribution. Producers have had sufficient
processing capacity in recent years, though a shortage of custom crush and warehouse capacity
to store and process that year’s wine surplus was reported in 2020. There has been some
international interest in iconic luxury properties, and private equity interest in midsize groups
with strong brands. Investors, aware of the many challenges facing the segment—including fire
risk, water access, rising costs, and labor shortages—have shown less interest in new
development or less-distinctive producers.
Oregon and Washington State
New wineries continue to emerge in Oregon, and its merger and acquisition market has been
active for several years. But after a major smoke crisis in the Willamette Valley in 2020,
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institutional investors were said to be somewhat cautious. Several of Washington state’s larger producers, as
well as some fast-growing brands, were acquired by winery groups outside the region several years ago. The sale
of SMWE to a private equity group from New York in 2021 was a major recent transaction.

CONCLUSION
The economics of growing, making, and selling wine in the U.S. has become increasingly difficult. The industry has been
restructuring for well over a decade, provoked by the Great Recession and accelerated by COVID sequestration and
turmoil. Scale, branding, and cash flow are all central to the industry’s transformation, as are agility and innovation.
Rising Costs, Tightening Margins
As noted previously and in Installment #2, costs are rising in all segments of the industry, with the producer—
especially the smaller producer—often having to absorb an increasing share of the costs. Few wine producers can
raise prices in the crowded U.S. wine market, constrained by consumer anxiety about rising prices for essential goods,
as well as resistance from retailers. Thus, margins throughout the production chain are tightening.
Preparing for Long-Term Risk
Beyond the immediate economic challenges facing wine
producers, there are longer-term environmental risks due to
climate change. But few producers have begun to plan for those
risks, behavior characterized by one expert as “informed risk
avoidance.” But as one vintner noted: “We know we have to plan
to replant our vineyards every 20 to 25 years, why shouldn’t we
plan for renewing/rebuilding/redesigning our production facilities
just as regularly?” Larger producers are focusing on such
overhauls for long-term efficiency and risk management, but such
investments are out of reach for many smaller or less wellcapitalized producers.
Scale Efficiencies

Beyond the
immediate economic
challenges facing
wine producers,
there are longerterm environmental
risks due to climate
change.

Scale is becoming increasingly important across the wine
growing, producing, and sales chain. Cost-saving technologies in
wine growing and winemaking have been adopted principally by
larger operators—and more widely embraced among vineyards
than wineries. Resistance to changing traditional practices,
despite evidence that the changes may improve quality, remains
an issue. California and, increasingly, Oregon, show higher levels
of adoption of new technologies than Washington state, with the exception of SMWE.
Crucial Questions for the U.S. Wine Industry for the Years Ahead
■

Can the industry develop tools and structures to extend efficiency beyond the giant players?

■

How will the industry continue to attract and support innovators?

■

How will the industry continue to open routes to market, capital, and efficiency amid industry consolidation?

■

The U.S. wine boom of the past 30 years was built on a baby boomer culture that no longer defines American
aspirations. Can the industry build a refreshed and more diverse operating and marketing culture?
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