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INTRODUCTION

A discussion which seems to come up from time to
time at parties or bars‘o} while people are sitting around
casually watching television or listening to stereo involves
where the consumer can get the most for his money in the way
of liquor. An economist can discuss the above question in
terms of markets and competition, and he relies on the 1lit-
erature for answers as to the conditions that may lead to a
more inexpensive liquor supply, but studies on this subject
have nét been done before. Per capita consumption of liquor
in Illinois was 2.18 wine gallons in 1970, .20 above the
national average.l Illinois is the third ranking state in
the consumption of liquor in the United States with over
twenty-four million wine gallons consumed in 1970.2 The
ratio of licenses to inhabitants is 1.90 per thousand, while
the national average is 1l.21 per thousand.3 There is a need,
then, for a study in Illinois of the competition in the
iiquor industry.

Because studies have not been done in the area, the

economist must define competition or measurements of the

1Ben F. Loeb, Jr., "Relationship of State Law to
Per Capita Liquor Consumption," Popular Government, Vol. 38,
November, 1971, Table I, p. 13.

2rbid.

31pid., Table II, p. 15.
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degree of competition. One of the first areas of competition
the economist might consider is the area of price competition.
Liquor comes in many different forms and sizes so a question
arises as to which brand and size to choose. According to
Julian Simon, the liquor industry uses a fifth of Seagram's
Seven Crown Whiskey as a standard against which other liquor
prices are set, so if the price of Seagram's Seven Crown is
high other prices will generally be higher, if low, other
prices will be lower.4 The market price can be determined by
merely averaging the different prices found in the market.

Another area of competition one might consider is in
variety of stock offered. Through casual empiricism one
might consider that the store that offers the widest variety
of stock would have the greatest competition. It should be
considered that variety of stock means variety of sizes as
well as variety of brands and degree of alcoholic content
and age.

Third and fourth areas of competition that can be
measured are the number of special sales and special sale
items offered in a newspaper in a market. Casual spec-
ulation might lead one to consider that those markets with
more sales and sale items would have more competition and
those with fewer wouid have less.

Now the economist has four ways to measure competi-

4Julian L. Simon, "The Economic Effects of State
Monopoly of Package-Liquor Retailing," The Journal of Polit-
ical Economy, LXXIV, No. 2 (April, 1966), 189.




tion in a market, thé price of Seagram's Seven Crown, the
size of the variety of brands, sizes, alcoholic content, and
age of liquors, and the number of special sales and special
sales items offered in the market newspaper. The situation
involves more than just measures of competition, however,

it also involves the causes of competition. An economist
might consider that more competition could be caused by a
higher population, a higher median age, a greater percent

of the population age being twenty-one and older, a higher
income, a larger number of independently owned liquor stores,
longer store hours, a lower cost of licenses, and a larger
number of licenses.

We have shown, so far, why there needs to be a study
done in the area of liquor competition, and hypothesized
what forms competition takes in this area as well as the
causes of that competition. The purpose of this thesis is
to determine the degree to which competition in the retail
package liquor industry exists in East Central Illinois and
how that competition takes the form of lower prices, more
special sales, more special sales items and a wider variety
of stock to choose from. This thesis is also concerned with
the role of the people in creating competition through higher
population, higher median age, a greater percent of popula-
tion being twenty-one and older, a higher income, a larger
number of independently owned liquor stores, longer store
hours, a lower cost of licenses and a larger number of

licenses.



There are a large number of alternatives to the
hypothesis of this paper. Any one 6f the forms of competi-
tion could be a direct function of any of the causes of
competition or an inverse function of those causes or no
function at all or any combination of the above. For
example price could be a direct function of population and
an inverse function of the number of independently owned

storese.



METHODOLOGY

It is necessary to make some assumptions in order
to do this study. The fifst assumption is that only hard
liquor is considered. Assume also that each market is con-
fined to the city limits. Thirdly, assume the only package
liquor retailed is by a drug store, grocery store or liquor
store not attached to a tavern. Finally, assume that all
special sales and special sales items are advertised in
newspapers of the market.

The time span covered in this study was one year,
from July 1, 1972 to June 30, 1973. Information on special
sales and special sales items was gathered from newspaper
advertisements from this period. All markets studied had
one daily newspaper per market except the Champaign-Urbana
market which had three, two commercial papers and one uni-
versity paper. Data on population, median age, percent of
population 21 and older and income was taken from the Bureau

of the Census 1970 Illinois General Characteristics of

Population, Facts on liquor store owners, legal hours,

cost of licenses and the number of licenses was secured from
the city clerk's office of each market. The prices of
Seagram's Seven Crown, variety of stock, and store hours was
obtained from interviews with liquor store owners and man-

agers. Liquor store owners and managers were also asked



what percentage of their special sales were distributor's
sales (in other words they were asked in what percent of
their special sales did they receive a reduction in the cost
of the items, by the distributor, either in the form of a
reduced wholesale price or extra bottles of liquor) and this
percentage was reduced from the number of special sales and
special sales items.

Because of the limited sample of markets (5) it was
necessary to use rank correlation to calculate the different
relationships involved in this study. The rank correlation

formula used was:
6% (D°)
P =1~ R I
N (N°-1)
Where N is equal to the number of markets (in this case)
and D is determined by subtracting the rank position of
the dependent variable from the rank position of the inde-

pendent variable, P is only significant if it is X 9or

absolutely more. Below is a table of the results.



Table I

Relationships Between Independent and Dependent Variables

Price ,Variety ,Sales  Sales Items

- |

Population i o3 «1 | w

Median Age o7 dl | . .6 0D

% 21 and Older -7 =1 . -e6 —.5

Number of Licenses 25 0 | .4 ~e5
Available '

Number of Independent . =9 -.6 -2 -3
Stores

Cost of License o -.6 [ a2 o7

Hours as a % of those . .4 0 -3
Allowed

Per Capita Income - 0 3 -¢55 .6

Number of Stores -9 ~e6 ' = 2 ~-e3

Table II is a table of the data uéed directly in

the calculations.




DATA.

Table II: Data Used in Calculations of the
Results Found in Table I
CHAMPAIGN- . -
_ gRBANA CHARLESTON EFFINGHAM MATTOON PARIS
Population® 89,3302 16,421 | 9458 | 19,681 9971
Per Capita Incomeb ' $3379 $2592 T $2842 ' 53110 $2871
Median Age I 23.3 22.7 30.5 ' 30.8 85
Percent of Popula- | ]
tion 21 and Over | 57.8 I 53.8 6l.3 62.6 65.7
No. of Licenses i i
Available per | ¢
5000 Pop. d 781 3,044 1.0619 | 1.27%% | 2.01%
No. of Stores per ‘
5000 Pop. .89510 6115 | 1.5020 | 3.5225 | 1,003
No. of Indepen-
dently Owned Stores |
per 5000 Pop. i 5o 3o 1,502L § 1.57%8 | 1.80°!
Ave.Cost of License $1249,.,9954 $750+/ $533,334 ! 3666.67¢( 3600°%
Ave. Open Hours as | ' i :
% of those Allowed | 77%3 | g1 518 93,29 4  §5,5°° | g9.5°"
Average Price of i |
Seagram's 7 Crown | $4.31 | $4,29 $4.78 $4.,40 $4.645
No. of Special SaleT i i
per Week per Store 052 : o TL .63 | «65 i
No. of Special Sales ) i
Items per Wk.per store 6.77 i Bl 1,35 | 3.87 5
Average No. of 1 1
Brands per Store 518.9 | 589 358 | 337.4 259.5

SBureau of the Census, Illinois General Characteristics
of Population; 1970 Census, Department of Commerce, Washington,

D.C., 1970.

®1hid.

9

Trpid,
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24
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City Clerk's Office, Champaign, September, 1973, and
Urbana, Illinois, January, 1974.

City Clerk's Office, Charleston, Ill., Sept., 1973.
Ibid.
City Clerk's Office, Effingham, Ill., Sept., 1973.

City Clerk's Office, Mattoon, Ill., Sept., 1973.

9C1ty Clerk's Office, Paris, Ill., Sept., 1973.



Table III is’ a table of data that, while not used

directly in the calculations, is noteworthy.

Table III:

Other Noteworthy Data

CHAMPAIGN- .

URBANA CHARLESTON EFFINGHAM MATTOON PARIS
No. of Licenses
Available 18 . 10 2 S 4
No. of Licenses 1
Taken ] 18 10 2 S 4
No. of Liquor it
Stores ' 16 2 B 6 2
No. of Indepen- | ' '
dently Owned Stores 9 1 3 S5 2
Range of | $1200— $500— $650

Iy { -

License Cost | $1450 $750 $600 $750 $600
Open Hours i
Allowed, Weekly 127 119 127 127 108
Weekly Range of .
Open Hours 1 7745=127 97 88-96 77.5-108 | 81-90
Price Range of . $3.98- $4.75- $4.29~ $4.39-
Seagram's 7 Crown. $4.79 $4.29 34,79 $4.76 $4.90
Total Number of
Special Sales i 537 | 74 98 236 21
7/1/72 - 6/30/73 !
Total Number of
Special Sales !
Items 15936 330 372 1797 157
7/1/72 - 6/30/73 |
Range of Total
Number of 0-55 i 37 15-43 7-52 0-21
Special Sales
Range of Total
Number of
Special Sales 0-665 165 42-173 21-424 0-157
Items
7/1/72 - 6/30/73
Range of No, of |y, 250(est)~ | 165- 250(est
Bognds peF Skare: |"gqg 589 536 472 ~269

It should be noted that there is some discrepancy

between the number of licenses taken and the number of liquor

storese.

no uniform liquor licensing practice in Illinois.

This discrepancy is caused by the fact that there is

This lack
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of uniforﬁity also causes the difference in cost of the
liquor license. For example: Mattoon may have a class A
license for taverns costing $700 and a class B license for
package liquor stores costing $600. Matoon allows those
holding a class A license}to operate a liquor store. If one
wants to open up a liquor store, but there are no class B
licenses available in Mattoon. If there is a class A
license available and the city council is unwilling to make
more class B licenses available then one will have to pay
$100 more per year for a license if he wants to open up a
package liquor store. Paris may have only one class for
both taverns and liquor stores. Charleston may have a
class A for taverns and a class B for liquor stores but may
not allow class A license holders to use the license for a
liquor store. All of the above situations exist among the
five market areas studied. Because of this lack of uni-
formity it was necessary to figure out the cost of the
license by means of a weighted average.

For the most part, among the market areas in this
study, cooperation was granted willingly by the liquor store
owners and managers and there was only one instance of hos-
tility and one of fear, met during the interviews. Below is
a list of questions asked during the interviews: (A list
of liquor stores may be found in Appendix I.)

l. What price do you sell a fifth of Seagram's
Seven for?

2. How many brands do you have in stock if each
size is counted as a different brand?



3.

4.

11

What perbent of your special sale items of
the period July 1, 1972 to June 30, 1973
were distributor sales items?

. What are your open hours?



RESULTS

Referring to Table I one finds first of all that
price is a function of thé number of owners, that is, the
fewer the number of owners the lower the price. This seems
to be a strange result if one accepts orthodox economic
theory but it is not entirely unexplainable. If one consid-
ers that liquor store owners are trying to maintain a certain
level of income, and since the reatil liquor industry relies
on a volume of sales in order to profit,34 so it seems log-
ical that where there are fewer owners the volume would be
larger. Some retailers may be able Eb sell for less because
,of volume purchases35 from distributors. Those retailers that
are a part of a chain store business may be more likely to
make volume purchases than any other buyer due to centralized
purchasing. One would expect then to see the lowest liquor
prices at chain stores such as Foremost, Service Liquors
and Walgreens, which one does, among other places. In

the situation of the apparent monopolist, the closest market

341 discovered this while interviewing the owner of
the Dorris Pharmacy in Paris, Illinois. In addition to
answering my questions he told me of the woes and pains of
the liquor business (as he saw them). He complained about
the fact that there was such a low profit on the individual
sale of liquor and that the only reason he kept the business
was because of the volume of business. January, 1974.

35Almost all of the owners and managers questioned
about discounts from distributors said that most discounts
came from volume purchases.
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outside his own was near enough that it might have encouraged
him to hold down prices, and a much'higher price might have
abetted competition from tavern-package liquor stores.

One finds that price is also a function of the number
of stores, the fewer the number of stores the lower the price,
The reason for this correlation is much the same as the first
one. Store managers try to maintain a certain income level,
and--in order to make a profit compatible with that income
level--the retail liquor business depends on the volume of
sales. Some stores are able to sell for less because dis-
counts from distributors come with volume purchases. In the
situatioh with the fewest stores the closest market outside
their own was near enough to encourage them to hold down
prices and a much higher price might have encouraged competi-
tion from the tavern-package stores. The reasons for this
correlation are the same, because there is also a correlation
between the number of owners and the number of stores, where
one finds few stores per unit of population one finds few
owners, conversely where one finds more stores per unit of
population one finds more owners.

Another correlation found is that the variety of
brands is a function of median age and percent of the popula-
tion age twenty-one and older. The lower the median age and
the lower the percent of population age 21 and older, the
greater the variety that occurs. One reason for this correla-
tion could be that younger drinkers have not settled down to

drink just one or two varieties but are experimenting with many
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different varieties. Another reason could be that younger
drinkers have more renaissance tastés and like a wide variety
of drinks. Finally those markets with the youngest popula-
tion also had state universities in them (Champaign-Urbana
and Charleston) where there were many people with varied
backgrounds and so varied tastes was not that unusual a

find.

Finally one also finds a correlation between popula-
tion and the number of sale items, that is the greater the
éopulation the greater the number of sale items. The reason
for this is probably that the greater the population the
wider the variety of tastes so more sale items are needed

to lure customers into the store.



IMPLICATIONS

There are some implications that can be drawn from
this study. First, mondpélists do not always seek a higher
price. Second, there is only weak correlation between price
and population, median age, percent of population twenty-
one and older, number of liquor licenses available, cost of
liquor licenses, open hours as a percent of those allowed,
and per capita income of a market. There is also a weak
correlation between variety and population, number of liquor
licenses available, number of independent stores, cost of
liquor licenses, open hours as a percent of those allowed,
per capita income, and the number of stores. The number of
sales per store per week has a weak correlation with all of
the independent variables tested. Finally, the number of
sales items per store per week only had a strong correla-
tion with population and weak ones with all other independent
variables tested. This study did not cover all possible
§ariables. Other possible variables could show stronger
correlations with the dependent variables in this study.

Further study should be done to discover these variables.

15



RECOMMENDATIONS FOR FURTHER STUDY

Further study could be done in other markets of the
region such as Danville, 6ecatur, Marshall and Shelbyville,
Further study could also be done using other independent
variables such as geographic size of the market, social-
cultural background of the inhabitants, and the sex of the
inhabitants. Finally, further study could also be done
using other dependent variables such as other liquor prices,

and the inclusion of beer and wine in the study.

16



SUMMARY

Competition as a function of population, median age,
percent of population tWeﬁty—one and older, income, number of
independently owned outlets, store hours, cost of licenses,
and number of licenses available for five markets was tested
using rank correlations. The only significant correlations
found were between price and the number of stores and the
number of store owners, variety and median age and percent
of the population twenty-one and older, and the number of
sales items and population. All of the other correlations

were too weak to be significant.

17



APPENDIX I
LIST OF THE LIQUOR STORES INVOLVED IN THIS STUDY

A. Champaign

l. Barnett's Liquor Store

2. Foremost Neil St.
3. Foremost University St.
4, Foremost Bloomington Rd.

S« Piccadilly
6. Service Liquor West
7. Walgreen's Neil St.
8. Walgreen's Kirby St.
9. Al's Liquor Drive-In
10. Ayr-Way IGA
11. Prospect IGA
12. Kirby St. IGA

B. Charleston

l. Gateway Liquor Store
2. East Side Liquor Store

C. Effingham

l. Kroeger's Red Top Liquor Store
2. K-Party House Liquor Store
3. D-J. Party Supply

D. Mattoon

l. B & L Package Liquors

2. Bob's East Side Package Drive-In
3. Mattoon Liquor Drive-In

4. Tully's Package Store

5. Wade's Korner

6. Wade's West Side

7. Walgreen's

E. Paris

l. Bob and Dot's Liquor Store
2. Dorris Pharmacy

18
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F. Urbana
l. Foremost
2. Service
3. Service East

4.

Walgreen's

Vine St.

Sunnycrest
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