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California produces roughly 81% of all 
U.S. wine and remains the world’s fourth-
largest wine region, supported by about 
4,700 bonded wineries. Despite this scale, 
the industry is operating under sustained 
pressure across nearly every dimension 
of the market, including consumption, 
bulk wine pricing, vineyard utilization, and 
distribution access. The common thread 
is a persistent oversupply condition that 
has weighed on pricing, forced vineyard 
removals or idling, and reduced overall 
economic efficiency across the sector.

This imbalance is primarily demand-
driven. Wine consumption has been 
gradually declining under pressure from 
multiple substitutes, including spirits, 
ready-to-drink beverages, hemp-based 
products, and non-alcoholic alternatives. 
These shifts are especially pronounced 
among younger consumers, who tend 
to spread their preferences across a 
broader set of beverage categories. As 
demand has softened, distribution has also 
tightened, with many wineries reporting 
reduced shelf space and fewer on-premise 
listings, further limiting throughput and 
reinforcing inventory buildup.

Export Weakness and Trade Friction

Export markets, once a stabilizing 
outlet for excess production, have 
also deteriorated. The most significant 
disruption has come from Canada, where 
provincial restrictions on U.S. alcohol 
contributed to an estimated 77% decline in 
2025 sales, representing more than $350 
million in lost revenue for U.S. producers. 

Even where restrictions have been 
partially eased, recovery has been limited, 
with exports remaining sharply lower on a 
year-over-year basis throughout 2025.

Beyond Canada, California wine has faced 
growing resistance in several traditional 
export destinations, including parts 
of Europe and Japan. Tariff pressure, 
retaliatory trade measures, and shifting 
import preferences have reduced pricing 
competitiveness and weakened demand 
visibility. At the same time, broader 
U.S. trade policy friction has made bulk 
wine less predictable in global markets, 
reinforcing a structural oversupply 
condition at home.

Geopolitical Cost Pressures and 
Supply Chain Disruption

Overlaying these demand challenges 
is a meaningful increase in global cost 
pressure tied to geopolitical instability, 
particularly disruption in and around 
the Strait of Hormuz. The resulting 
volatility in energy markets has pushed 
oil and diesel prices higher, while also 
increasing container freight rates, inland 

transportation costs, and war-risk 
insurance premiums. For bulk wine, an 
inherently low-margin and high-volume 
export product, these increases have 
a direct and often immediate impact on 
profitability.

Just as importantly, logistics reliability has 
deteriorated. Shipping delays and port 
congestion have become more frequent 
across key export corridors into Asia 
and Europe, creating uncertainty around 
timing, fulfillment, and contract execution. 
At a time when buyers are already more 
selective, this combination of higher cost 
and lower reliability is weakening contract 
stability and adding friction to international 
sales execution.

Production, Inventory, and Market 
Imbalance

Despite weakening demand, production 
has only partially adjusted. The 2025 
California wine crush totaled 2.62 million 
tons, down 8.5% from 2024. White wine 
grapes accounted for 1.32 million tons, 
while red wine grapes totaled 1.31 million 
tons, down 10.8% year over year. While 
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this represents a meaningful contraction 
from prior peaks, it has not been sufficient 
to correct the broader oversupply condition 
that has built up over multiple vintages.

Inventory levels reflect that imbalance. 
As of March 2026, approximately 29.2 
million gallons of bulk wine were actively 
available for sale statewide, near 
record levels despite recent production 
declines. For context, inventory levels 
were approximately 24 million gallons in 
February 2024 and 24.8 million gallons 
in June 2025. Although some reduction 
is expected as older vintages age out or 
are repositioned, the bulk market remains 
structurally heavy.

Bulk wine itself spans a wide spectrum, 
from wine still aging in barrel or tank to 
fully finished wine awaiting bottling. That 
variability contributes to pricing dispersion 
and makes valuation more sensitive to 
timing, quality, and market conditions than 
in more standardized commodity markets.

Lender Guidance

Looking forward, it is difficult to anticipate 
the direction of the California wine market, 
however a continued decline is likely to 
persist.  Although continued decline is 
anticipated, many believe that the worst is 
in the past and any future decline will be 
minimal.  Still, lenders should anticipate 
that these lower production and sales 
levels will be the new normal, as a return 
to previous levels is not likely in the near 
future.
Lenders should be aware of the ongoing 
bulk market decline and understand that 
liquidations in this space may take longer 

than anticipated and may not yield the 
same returns as they might have even 
one year ago. In addition, they should 
monitor inventory levels of cased wine and 
gross margins, as excess cased wine may 
prompt discounting, leading to a decline in 
gross margin. They should also watch for 
other warning signs such as negative cash 
flow despite revenue growth, deteriorating 
vineyard yields, and loss of key distribution 
relationships.

Additionally, it is important to be properly 
informed regarding the other unique risks 
and dynamics of this highly seasonal, 
capital-intensive, and fragmented industry. 
The long production cycle, aging inventory, 
and dependence on agricultural conditions 
each create complex borrowing base 
management challenges. Risks such 
as wildfires, droughts, labor shortages, 
shifting consumer preferences, and 
market oversupply can also work to quickly 
undermine a borrower’s viability. 

Shifting consumer preferences pose 
a particularly serious long-term threat. 
Baby Boomers, who have long been the 
core consumers of wine, are aging out of 
the market, and younger generations—
particularly those in their 20s through 
40s—have not shown the same level of 
enthusiasm for wine consumption. Many 
younger consumers are gravitating toward 
craft spirits, ready-to-drink cocktails, 
low- and no-alcohol beverages, or health-
conscious alternatives. If this generational 
shift continues without a corresponding 
uptick in wine adoption among Millennials 
and Gen Z, the industry could face a 
prolonged demand contraction, especially 
in the mid-tier and premium wine 

segments. Lenders should factor this into 
their risk assessments, particularly when 
evaluating borrowers heavily invested in 
traditional distribution channels or large-
scale production.

To protect their interests, ABLs should plan 
to conduct frequent inventory appraisals 
that account for aging wine and market 
conditions, recalibrate borrowing bases 
dynamically, and implement strong 
covenants tied to liquidity, inventory 
turns, and sales trends. Ongoing field 
exams, detailed reporting requirements, 
and proactive borrower engagement can 
help lenders spot trouble early and work 
collaboratively with borrowers to right-size 
operations, improve cash flow, and shift 
toward higher-margin channels like direct-
to-consumer when appropriate. In high-
risk areas, lenders should also consider 
steps such as securing liens on vineyards, 
trademarks, and customer lists. With this 
in mind, we encourage you to reach out 
to our highly experienced team today 
to discuss current challenges with your 
business or a business in your portfolio.
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Sandy Mickas 
Director
Inventory/M&E Appraisals

She brings extensive inventory appraisal 
experience to her role, having appraised 
hundreds of businesses across a wide 
range of industries and verticals, including 
commodities, industrials, manufacturing, 
distributors, and e-commerce since 
she began her career in 2001. She has 
also appraised numerous businesses in 
many areas of the alcoholic beverage 
market, including ready-to-drink cocktail 
producers, traditional and estate wineries 
throughout California and Washington, as 
well as e-commerce retailers purchasing 
and bottling bulk wine, both foreign 
and domestic. Sandy can be reached 
directly at smickas@hilcoglobal.com or 
626.622.3237.
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