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As the state of Texas continues to evolve, more and more resembling a
slightly younger California in terms of immigration, urbanization, economics, and
politics, so too is the state® wine industry. As part of a great awakening statewide,
which has found Texas turning from a rural to urban state, the state® wine industry
has recently been given the @reen lightOto blossom into a full-fledged industry
with the potential to further diversify the state®@ economy. The aforementioned
@reen lightOis a combination of Governor Rick Perry signing into law both Senate
Bill 877 on May 9™, 2005, and Senate Bill 1137 on June 17", 2005 as well as the
U.S. Supreme Court® May 16™, 2005 ruling that struck down laws in New York
and Michigan impeding out-of-state wine shipments to customers residing in the
respective states, having a trickle down effect on many other states in the process.
This combination of legislation has opened the necessary trade channels needed
to ensure that TexasOwine industry can reach its full potential and, in turn, benefit
the residents of the state both culturally and economically. Before one can discuss
the economic scope of what the growth of the wine industry in Texas can mean to
the state, it is important to understand the recently shelved regulations that have
strangled the industry for decades.

Historically, Texas has had a myriad of laws controlling the sell of alcohol
that while effective in limiting corruption and organized crime in the years
immediately after Prohibition, have grown to enable quasi-monopolies in the realm
of alcohol distribution and sales. The Texas Alcohol Beverage Commission, the
entity responsible for policing the state® codes in relation to alcohol distribution

and sales, strictly enforces a Ghree-tier systemO which requires a definite
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separation amongst the manufacturers, wholesalers, and retailers of alcohol.
Caught in this rigidly separated landscape were the emerging wineries of the state.
Prohibited from making direct shipments to customers inside the state who visited
tasting rooms and potential customers outside of the state who were becoming
increasingly familiar with Texas wines due to their increasing national profile, the
TABCG® regulations benefited the wholesale distributors, and only three major
companies distribute more than 90 percent of the wine and distilled spirits
available in Texas (Nowell, 2005). These same distributors largely ignored the
distribution needs of the majority of Texas wineries who did not produce enough
product to market efficiently through such a large distribution network and who,
because of this distribution quagmire, where not able to effectively develop their
brand to a degree wherein a large distribution channel would be economically
prudent. Despite this major hurdle to the fledgling industry, wineries such as the
state® second largest producer, Llano Estacado were still able to produce wines
that captured top awards, continuing to help place the notion of Texas wines into
the minds of consumers nationally (Roper, 2005).

In the late 90®, with wine consumption on a rapid upswing across the
country, support for change mounting amongst Texas politicos, and the economic
benefits of the state® wine industry being felt as a result of being a product, a
tourism scenario, and one of the last new agricultural frontiers for the state, the
first round of legislation concerning the deregulating of the wine industry came to
fruition in 2001. The first hurdle for the Texas wine industry was the complexity of

vetOGand @ryOcounties. Prior to 2001, one could grow and produce wine in a dry
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county, but it was illegal to allow customers to taste, purchase, or have shipped
the wine that was produced on the premises, a daunting set of obstacles for a
proven business model that relies almost entirely on on-site sales. Along with
allowing the Texas Department of Agriculture to create the Texas Wine Marketing
Assistance Program, House Bill 892, made effective on September 1%, 2001,
permitted wineries to offer tastings and on-site retail sales in both wet and dry
counties (providing that at least 75% of the wine in question was generated via
Texas grapes if located in a dry county). A 2003 amendment (Amendment 11) to
the Texas Constitution followed relatively soon after that, ensuring that individual
communities could not effectively challenge the initial measure and overturn it in
relevance to their specific locations. One of the more important reasons that it was
imperative for the Texas wine industry to overcome the challenges presented by
dry counties is that many of the better regions for growing grapes (and
subsequently locating vineyards and wineries) in Texas lie within dry regions
(Stuertz, 2005). While HB 892 did address the direct shipping of wine to
consumers, it did so in a somewhat complex way mandating that customers had to
have their shipments made to another (@ackaging store,Oand subject to an
additional fee, both stipulations being enough of a nuisance that wineries were still
incurring substantial loss of potential sales to their best customers (Roper, 2005).
It is important to note that HB 892 was heavily lobbied against by wholesale
distributors and what eventually passed was a mere shell of what was originally
drafted (Kuempel, Slater, 2001). In terms of legislation, to make matters worse for

the Texas wine industry, a U.S. District Court struck down TexasCban on direct
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shipments to consumers from out-of-state wineries, further tilting the playing field
to the disadvantage of TexasOwineries and consumers (®opping the...,02005).
However, the tilt of the playing field was in-fact not that overwhelming as the TABC
ensured that even out-of-state direct shipments would be complex by stipulating
that wet and dry county regulations must be respected by out-of-state wineries.
Although not the sweeping changes the Texas wine industry initially
wanted, HB 892 and Amendment 11 created an atmosphere of growth in the
industry, which set the stage for the most recent legislation changes. In 2005, with
the support of the entities that historically lobbied against changes in the state®
wine industry, Governor Rick Perry signed Senate Bill 877 into law. SB 877
provides for wineries both inside and outside of the state to ship to Texas
residents directly regardless of wet or dry county designation. Following close
behind Governor Perry® signing was the U.S. Supreme Court® May 15" ruling
that found the states of New York and Michigan to be operating discriminatorily
when banning out-of-state wineries from shipping direct to consumers in their
states. Since the ban has been lifted in those states, several others have followed
suit with a total of 30 states now allowing direct to consumer shipments from
wineries (QResearch...,02006). With this new freedom in place, the burgeoning
Texas wine industry finally has the channels needed to grow to its full potential.
And to realize the scope of that potential (and why distributors ultimately offered
their support to deregulation), one needs to be familiar with the economic impact
that the industry has had historically and how deregulation has enhanced that

impact.
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According to the most recent figures available, the state of Texas is the fifth
largest wine producing state in the nation, providing the state with approximately
1,898 jobs and $200 million to its economy (@ Profile of...,02005). The number of
wineries has exploded due to deregulation with only 40 being operational in 2000
to the 85 currently operating and the additional 19 pending approval (Oexas
Wines...,02006). The majority of the state® current and proposed wineries are
smaller in nature with production runs of 5,000 or less bottles, and will rely on
tourism as the main source for their revenue, however, a handful of the wineries in
question are continuing to develop a national and international market presence
(@ Profile of...,02005). As the majority of the state® wineries are smaller in nature,
the deregulation of the industry was key to their potential success and
proliferation. The overall thought being that while some will continue to remain
commercially viable as both wine producers and tourist destinations, others will be
able to set their sights on developing their brand to the level where the formerly
hostile distribution networks will find carrying their product to be a viable economic
option, thus enabling the wineries to continue their growth benefiting winery and
distributor alike (@opping the,02005). To further examine the Mefore and afterO

effects of deregulation, the following tables are of interest:

Economic Impacts, 1998-2004

199§ 1999 2000 2001 2002 2003 2004
Wine Grape ndusery 3 16023710 0 3 13,485,146 3 15075438 § 20769300 § 10262450 3§ 18146700 § 19524975
Wine hdustry 76,833,438 74,880,447 51,575,911 101,433,377 87,226,077 141,906,614 170,485 814
State Sales Tax 7.200.834 7.032,067 7,721,422 5,685,524 5,405,049 8,999.737 9.644.754
State Excise Tax 733,810 665 086 686,469 809,333 444 398 725148 871.150
Total $100,811,792  § 96,066,746 | 5105,059,240 §132,701,534 §5103,337.974 | 5165778,200 §200,526,733

Source: Texas Wine M arketng Research Institute

Table 1
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Tourism Impact, 1999-2004

1999 2000 2001 2002 2003 2004
Direct $11,500,000 $12,730,000 §14,025000 £15,600000 $16,200,000 $15.800,000
Indirect 6,900,000 8,287,500 9,116,250 10,140,000 10,530,000 10,920,000
T otal $18,400,000 $21,037,500 523,141,250 £25740,000 $26,730,000 $27,720,000

Source: Texas Wine Marketing Research Institute

Table 2

The overall economic impact of TexasOwine industry nearly doubled in the years
following the initial deregulation legislation, with the tourism impact alone
witnessing a 24% increase. On the grape growing side of the equation, total grape
production in 2004 was 8,700 tons, a 45% increase over the previous year (G\
Profile of...,02005). With deregulation a reality, some have speculated that the
industry is poised for a significant expansion with estimations of the number of
wineries to reach from 300 in five years to 1,000 within a ten-year time frame
(Meighan, 2004; Stuertz, 2005).

After considering the aforementioned facts and figures, it should be noted
that while TexasQwine industry is growing quickly and is free to do so at an even
more exponential pace due to deregulation, it still holds only a candle to the raging
bonfires of wine industries in states like Oregon, Washington, and California where
success is measured in billions of dollars, not millions. Are there additional ways in
which the state can further help develop and foster its indigenous wine industry?

The important concept to remember when ruminating on the growth of the
Texas wine industry is historical perspective. While Europe has had winemaking

ingrained in its culture for two thousand years and California since the 18000, the
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start of serious consideration of winemaking and its associative business concerns
in Texas can be traced back to the 19708 at the earliest (Stuertz, 2005). Now that
distribution deregulation has been attained, policy makers need to address issues
that will help to foster both the mechanics of the grape growing as well as efforts to
ensure that the needs of the state® entire wine industry are addressed on a daily
basis in the arena of state government.

Funding needs to be dedicated to an official state board committed to the
shepherding of the industry. While HB 892 did provide funding in the range of
several hundred thousand dollars to enable the Texas Department of Agriculture
to create the Oexas Wine Marketing Assistance Program,Oand Senate Bill 1137,
passed in 2005, provided the same agency to create the (OQexas Wine Industry
Development Advisory Committee,Oa full-time board or commission should be
developed. All of the major players in the national wine industry have dedicated
state entities that oversee the development of their individual wine industries.
Granted, SB 1137 has made great strides in this arena by not only permitting the
state® agricultural commissioner to appoint the current 19 member committee, but
to lay the framework for the creation of the @Vine Industry Development FundOin
the TexasQgeneral revenue fund. However, the committee in question serves only
in an advisory capacity, and there have been no parameters initiated in order to
ensure a steady flow of capital to the newly developed fund for the industry, other
than the allowance for the fund to accept monetary gifts from both governmental

agencies and private industry alike. Regardless, the impact of SB 1137 as a first
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step towards a more holistic view of the state® wine industry by those residing in
state government positions cannot be overestimated.

In regards to the science of grape growing, or Qiticulture,OTexas is lacking
in a four-year university level program that covers the topic. Although Texas Tech
hosts the Texas Wine Marketing Institute through their Nutrition, Hospitality, and
Retailing Department of their College of Human Services, the scientific study of
grape growing and production for the entire state of Texas is currently only
academically serviced by one associate degree program in a community college.
The importance of this educational vacuum is that, unlike other scientific fields
such as engineering or physics, the study of viticulture is most often intensely site
specific. The agricultural determinants for successful grape growing in Texas are
often times vastly different than those of California, Oregon, Washington, and any
number of international locations; while some basic similarities exists, the
differences are enough that if a mistake is made in Texas, an entire vineyard can
be destroyed (Stuertz, 2005). Harking back to the element of historical
perspective, it is important for Texas to make up for lost time in every avenue
possible concerning its wine industry in order to facilitate continued success in the
state and positioning itself as a player in the larger spectrum of national and
international wine production. A program similar to the one that the University of
California, Davis hosts would be appropriate for the state. Development of such a
program would enable the state to recruit viticulture students and researchers
dedicated to the study and advancement of the state®@ grape-growing

opportunities, with potential results impacting the state in much the same way UC
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Davis is able to leave its imprint on Napa Valley and the surrounding regions. The
aforementioned being stated, however, it should be noted that due in part to the
historical lack of importance placed on Texas(ledgling wine industry, demand by
students for a four-year viticulture degree has not been readily apparent and may
take some time before it reaches critical mass. The interim answer is to continue
operating viticulture based community college and extension programs in
conjunction with further consideration of a four-year viticulture program for TexasO
future (Dodd, 2006).

As with all legislation that provides for new governmental organizations or
educational programs, the question of cost arises. How would Texas pay for either
a full-time board dedicated to the state® wine industry or a four-year university
level program in viticulture? The answer is to levy a tax on the product receiving
the resulting benefits, which will be nearly insignificant to consumers in the short
term and beneficial to the industry and the state as a whole in the long term.
Currently, this is the accepted mode of generating monetary support for dedicated
programs in other, more advanced winemaking states (Meighan, 2004). While SB
1137@ provision for a wine industry development fund is a great start, consistency
needs to be maintained in relation to funding.

The residents of Texas are bearing witness to exciting times of
diversification and continued expansion. Like California residents decades ago,
Texans are continuing to realize on a daily basis untapped potentials in resources
the state has within its boundaries. What is an established industry in regions such

as California® Napa Valley and Oregon® Willamette Valley is still an area ripe with
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massive growth opportunities in a state that has historically prided itself in its
ability to leverage both agriculture and industry to the greater nation at large. With
a state population that consumes 95% of the wine produced in it, even if the wine
industry is unable to eventually compete effectively on a national level, sheer
population growth mixed with the increasing trend of consumption within the state
(@ Profile of...,02005) will warrant continued legislative support as outlined above
to further develop an industry that is in a multi-million dollar infancy, poised to

become a possible billion dollar adult.
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