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PREFACE 

This paper examines the economic performance of the retail and 

wholesale firms comprising the Oklahoma alcoholic beverage industry 

after three and one-half years. Since its establishment September 1, · 

1959, the Oklahoma industry attained an important role in the state's 

economy. However, the controversial social aspects of alcohol 

consumption have led to the continued public demand that the trade 

be closely regulated. For example, during the period studied, the 

state legislature had introduced two major changes in the Oklahoma 

Alcoholic Beverage Control Act. Thus, it is important to develop 

a better understanding of the Oklahoma liquor industry to determine 

what changes in public policy will or will not lead/to a more economic 

efficient industry. However, available data are limited and the 

author had to resort to personal interviews, questionnaires, and 

experience. 

Indebtedness is acknowledged to Professor Larkin Warner for his 

guidance and advice in the preparation of the questionnaires, to 

respondents to the questionnaires, and to Mrs. Bob Stone who typed 

the paper. 

;iii 



TABLE OF CON'1$NTS 

Chapter 

I. INTRODUCTION ., • • • • . . . .. . . . . . . .. . . . . . . .. • • • 1 

An Outline of the Study •••••••••••••• , • ., • 2 
Limitations of Scope ................ ., .... 3 

II. THE PRODUCING. SEGMENT. OF TEE NATIONAL. DISTn.LED. SPIRITS. 
mDUSTRY • • • • • • • • • • • • • • • • • • .. • • · • • • • • • • 6 

The Market Structure· •• 
Market Conduct ••••• 

• • • • • • • • • • • • • • • Cl • 6 
12 
14 

• • • • • • • • • • • • • • • • • 
Summary •• • • • • • • • • • • • • • • • • • • • • •· . . 

III. TEE ENVIRONMENT OF THE OKLAHOMA LIQ.UOR INDUSTRY • • • • • • 0 18 

A Brief History of the Oklahoma Alcoholic Beverage 
Industry ~ .. · • • • • • ~ • • • • .. • • ., .. .. .. .. • • • • 18 

Oklahoma A. B. c. Board ••••••••••••••••• 20 
The F.ramework Established by the Control Bill ••• ·• • • 22 
State Taxes on Alcoholic Beverages · • • • • • • • • • • • . .26 
Oklahoma.Demand Characteristics ............... 28 
Smnm~y • • • • •. • •. • • • • • • • • • • • .. • • • • • • 32 

IV. THE OKLAHOMA LIQUOR IlIDUSTRY • • • • ,a,, • • •. . . . . . • • • • 

Market Structure· ~ • • • • .. • • .. • • • • • • • • . •. .. .. 
Market Conduct ••••••••••••••••••••• 
Market Performance ................... . 
An Evaluation of the Performance of the Oklahoma. 

Alcoholic Beverage.Industry .......... • •• c • 

Summary ... • • • • • • • • • • • • • • • • • • • • • • • 

V. POSSIBLE CHANGES IN THE OKLAHOMA LIQUOR J.NDUSTRY • • • • • • • 

iv 

39 

39 
50 
54 

59 
60 

71 



LIST OF TABLES 

Table Page 

I. leading National Advertisers During 1958. . . •· . • • • • • • • 9 

II. Distribution of the Sales. Dollar for Hira.ril Walker.:.Gooderha.m. 
and Worts, Limited ••••••• • •••••••••••••• 14 

III. Oklahoma Excise Tax Bate on Alcoholic·· Beverages· Imported into· 
or Manufactured Within the State ••••••••••••••• 27 

IV. Licenses and Permits Issued by the Oklahoma· A. B. · c; Board 
and Their Annual Fees • • • • • • • • • • • • • • • • • • • .29 

v. A Summary of Oklahoma Revenues from Liquor Commerce • • • • • .30 

VI. Output of Distilled Spirits in the United States as Com;pa.red 
to Shipments into Oklahoma • • • • . • • • • • • • • • • • • • • 33 

VII. Indicators of the Degree of Concentration Among Package 
Stores in Oklahoma •••••••••••••••••••••• 41 

VIII. The Number of Package.Stores Located in Selected Oklahoma 
Counties • • • • ...... . . . ' 8 • • •. • • • • • • • • • .44 

IX. Ecpnomies of Plant in Sample Oklahoma Package Stores. • • • • .45 

x. The Number of Active Package Stores in Oklahoma for Selected 

XI. 

XII. 

XIII. 

Dates . . . . . . . . . . . . . . . . . . .. . . •· . . . . 
Indicators of the Degree of Concentration Among Wholesale 

.Liquor Firms in Oklahoma • • • • • • • • • • • • • • • • • 

Economies of Plant for Sample Wholesale Liquor Firms • • • • 

•• 47 

•• 48 

• • 49 

The Per Cent Markup Used by Sample Package Stores • • • • • • 

v 



CHAPTER I 

INTRODUCTION 

Within three years after.the 1959 repeal of prohibition in Okla-

homa, the stat~'s 800 retail liquor stores were reporting annual sales 

of $55 million. 1 It is thus clear that the liquor industry has attained 

an important and legitimate place in the economy of' Oklahoma. Never-
·--"' 

theless, the controyers'ial aspects of alcohol consumption have led to 

continued public demand that the trade be closely regulated. The 

primary purpose of this thesis is to examine the economic perform-

ande of the wholesale and retail firms comprising the Oklahoma alco-

holic beverage industry. 

It is desirable not only to examine how the industry performs, 

but also to be able to explain why the industry performs as it does. 

For this reason, the thesis is concerned with environment, market 

structure, market conduct, performance, and their interrelationships. 

As is necessary to provide a complete analysis, conclusions drawn from 

an empirical study will be compared with the results that would be 

predicted if economic theory alone were considered. Before proceeding, 

some of the words employed in this paragraph need further explanation. 

Environment is composed of those conditions forming the framework 

within which businessmen operate; for example, the q.imensions of the 

legal atmosphere and delDEl.nd conditions facing an industry. The frame .. 

work thus established will tend to control the structure and conduct 

l 



patterns of the industry. 

Market structure refers to the existing interrelationships among 

firms, and the organization of the industry, such as the size and 

distribution of firms. Market structure tends to affect market conduct 

by directing the activities of businesl;imen. 

Market conduct is defined as the behavior of businessmen in adjust

ing their prices and outputs to the market conditions. The structure 

and conduct patterns are important because they can be evaluated with 

regard to the industry's performance to which they lead. However, the;i.r 

primary importance is that they frequently appear to be associated 

with particular types of performance. 

The performance of an industry refers to the final adjustments by 

sellers to the demands for their outputs, and to the buyer's adjustments 

to the supplies of output. Following Bain's suggestions, the author 

adopted efficiency and stability of prices as criteria for measuring the 

industry's performance. 2 

~ Outline 2f. ~ Study 

A brief study of the structure and conduct patter::o.s of the produc

ing sector is presented in Chapter II. Because manufacturers trade 

directly with wholesale firms and indirectly with retail firms, such an 

analysis is particularly important to the liquor business. Attention 

will be concentrated on factors which clearly affect Oklahoma liquor 

commerce. 

Chapter III deals with the legal regulations and demand conditions 

that help define the environment within which the individual firms 

operate in Oklahoma. Thus the environment establishes the framework 

2 



for the structure and conduct patterns of the industry. 

The liquor marketing structure in Oklahoma and the final adjust

ments that operators of wholesale and retail firms make to meet market 

conditions is taken up in Chapter rr. Results of these final adjust

ments will be examined to determine whether or not they measure up to 

selected criteria of economic performance. 

Chapter Vis devoted to some of the changes in the industry that 

could possibly lead to a more satisfactory performance* Although such 

changes are important, the detailed study each one calls for is not 

within the scope of this thesis. Therefore each change will be treated 

as a controversial issue deserving a more complete study. 

Limitations 2.f. Scope 

Although the total alcoholic beverage industry is composed of a 

legal and an illegal sector, only that sector operating according to 

procedures set forth in state and federal law will be considered here. 

The wholesale and retail firms regulated by the Oklahoma Alcoholic 

Beverage Control Act and the rules and regulations adopted by the Okla

homa Alcoholic Beverage Control Board will be of particular interest.3 

Most of the analysis will be related to distilled spirits, as 

opposed to malt beverages and wines, since the.former accounts for 

two thirds of the total volume of alcoholic beverage shipments to 

Oklahoma wholesale liquor companies.)"' 

3 

A lack of reported data necessitated the use of personal interviews, 

questionnaires, and the author's experience as a wholesaler's agent.5 

Available data are limited and although the results of the question-



naires were none too satisfactory, the author intends to review them for 

whatever they are worth. 
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Footnotes for Chapter I 

1United States Constitution, Twenty-first .Amendment (1933). 
Oklahoma, Alcoholic Beverage Control Act, (1959). Oklahoma Alcoholic 
Beverage Control Board, Fourth Annual Report 2!-~ Oklahoma Alcoholic 
Beverage Control Board to the Governor~ Members of~ Oklahoma 
Legislature (Oklahoma City: Alcoholic Beverage Control Board, 1963), 
pp. 8 and 11. The total sales were found by multip;t.ying the sales tax 
collections on alcoholic beverages by fifty ($1,099,645.79 x 50). 

2Bain Joe s.; Industrial Organization (New York: John Wiley and 
Sons, 1959~, p. 16. This book served as a·frequent reference and an 
invaluable.guide while writing this thesis. 

3A. B. G. will mean Alcoholic Beverage Control; further, the 
nBoard" will represent the A. B. c. Board. The Oklahoma A. B. G. Act 
is also called the "control bill" in this paper. 

4oklahoma Alcoholic Beverage Control Board, Report Concerning 
Shipments of Alcoholic Liquors !?z. Classifications~ Brands from 
Distillers to Oklahoma Distributors ( Oklahoma City: 1962) pp. 1-3; 
the total shipments of distilled spirits to Oklahoma was divided by 
the grand total spirits shipped into Oklahoma (823,003 Cases ~r 
1,240,445 Cases). 

5The author was employed in the capacity of wholesaler's agent for 
one year and eight months. 
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CHAPTER II 

THE PRODUCING SEGMENT OF THE NATIONAL 

DISTILLED SPIRlTS INDUSTRY 

Some aspects of market structure and market conduct of distilled 

spirits manufacturers will be developed in this chapter. The survey 

of the market structure will be limited to the distribution of dis-

tilled spirits and the size of the firms as determined by the extent 

of vertical and horizontal integration, and the barriers faced by new 

firms entering the industry. In the last part of the chapter, production 

costs and the nature of the demand for distilled spirits will be exam-

ined as determinants of producers' pricing policies. 

The Market structure --------
Economic Concentration .Amop.g Manufacturers 

The degree of economic concentration in an industry refers to 

the relative and absolute sizes of firms functioning within that 

industry. Concentration tends to indicate the relative extent of 

control of economic resources or activities exercised by individual 

units in the industry. The more consolidated the control of economic 

resources, the higher the degree of economic concentratione 

Although there are 168 manufacturers, the distilled spirits busi-

ness is largely concentrated in the "Big Four II companies: Seagrams, 

Schenley, National, and Hiram Walker. 1 The "Big Four II own approx-

6 



imately 85 per cent of the total assets of the producing industry 

and account for about 60 per cent of the output as measured by the 

value of shipments.2 An inspection of the extent of vertical and 

horizontal integration will indicate how the industry is concentrated. 

Vertical~ Horizontal Integration. Vertical integration is 

prevalent in the industry, as exemplified by the fact that many firms 

engage in buying grain and in producing, bottling, storing, transport

ing, importing, and exporting distilled spirits.3 In addition, the 

large manufacturers are often holding companies composed of several 

horizontally integrated producing concerns, Distillers Corporation-

Seagrams, Limited, for example, consists of six individual producers 

of alcoholic beverages. 4 Most manufacturers, large and small, produce 

several brands and t;ypes of distilled spirits. The Federal Alcohol 

Administration prohibits manufacturers from owning and operating whole

sale and/or retail outlets.5 Interest now turns from how the industry 

is concentrated to why it is concentrated. 

Barriers to Entry. Barriers to entry provide some protection to 

established firms by giving them certain advantages over potential 

entrants. The advantages may result from the fact that established 

7 

firms have a cost advantage over small-scale entrants, that a considerable 

amount of capital is require['.to enter the industry, or that there is 

product differentiation. 

Product Differentiation. That rival products are not perfect 

substitutes for each other, or that consumers have developed prefer-

ences for certain products of the manufacturers suggests product 

differentiation. Although the various types of distilled spirits a.re 

close substitutes for each other, they are not perfect substitutes; 



6 that is, brandy is not a perfect substitute for vodka. Moreover, 

through advertising and packaging techniques, manufacturers have been 

able to develop consumer preference for certain brands. 

All alcoholic beverages have the common ingredient ethyl alcohol.7 

Further, the production of all distilled spirits involves the process 

of separating alcohol from a fermented substance by boiling and con-

densing the vapors. Fermentation converts to alcohol the sugar con-

tent of such ingredients as grapes, grain, or sugar canee ':Che amount 

of each congener, by-product of the distillation process, carried along 

with the vaporized alcohol depends on the composition and nature of the 

substance, the degree of heat applied, and the proof of the distillate. 

Many other factors are important in the creation of distinct products, 

such as the blending of two or more distilled spirits to obtain the 

best characteristics of each. Distilled spirits are frequently stored 

in oak barrels for various lengths of time. In addition to adding 

an amber color to the distillate, this aging contributes to the flavor 

by mellowing the final product. 

Manufacturers take great care to see that each of the factors 

determining the properties of the final product is controlled. If they 

are successful, the consumer will not be able to detect any difference 

between one bottle and another bottle of the particular final product. 

Product differentiation also arises from present conditions where

in consumers buy distilled spirits on the basis of brand loyalty. 8 

Consequently, much of the product differentiation with brands of like 

quality is the result of heavy advertising of a brand namee In an 

attempt to develop consumer preference for his brands, the average 

manufacturer devotes about 5 per cent of his sales receipts to adver-

8 
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tising~9 Table I suggests the role and magnitude of advertising in the 

liquor industry. It will be recognized that the four largest manufac~ 

turers are also the industry's leading advertisers. 

TABLE I 

LEADDTG NATIONAL ADVERTISERS DURING 1958 

Firms 
Adverti$ing 
Ex;eenditures 

Advertisement 
Costs Expressed 
as % of Sales 

Distillers Corp.-Seagrams, Limited 
Schenley Industries 
National Distillers and Chemical 
Hiram Walker~Gooderham and Worts 
Hueblin, Inc. 

$34, 000, 000 
$29,832,300 
$20, 170, 158 
$15,500,000 
$ 6,615,874 

4.6 
6.o 
3a8 
4.o 
7.5 

Source: ''News Roundup," Oklahoma Beverage Analyst, November 1959, p. 26 

Product Differentiation~~ Barrier !2_ Entry. If it is to secure 

a large enough share of the market to justify remaining in business, a 

new firm will face extra promotional costs and will need to sell its 

products at prices below those received by the 11Big Four" for an indef

inite period of time.lo The extra promotional costs and the lower 

prices faced by potential entrants give established firms an absolute 

advantageQ Bain suggests the effective barrier of consumer preference 

when he says that potential entrants are at a disadvantage to compete 

even with relatively weak independent producers. 11 The reader should 

realize that this is not the same as saying that economies of scale 

exist. 

Economies of Scale. Bain suggests that economies of scale are 

not effective barriers to potential producers of distilled spirits. 12 
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A firm supplying one-third of one per cent of the market and an optimurn 

size firm supplying less than 2 per cent of the total market have approx

imately the same cost per product unit. 13 Therefore, the industry is 

not concentrated solely because the large firms are most efficient. 

However, Ba.in mentions that the capital requirements form barriers to 

new firms entering the industry. 

Capital Requirements. Ba.in indicates that an investment of 

thirty to forty-two million dollars is required to support a firm sup

plying 1! per cent of the total market. 14 High capital requirements 

and product differentiation appear to be primary reasons for the high 

degree of economic concentration in the producing sector of the liquor 

industry. 

The Distribution of Distilled §Firits 

Section II of the Twenty-first .Amendment to the Constitution of 

the United States granted individual states absolute power over alco-

holic beverage commerce. Therefore, manufacturers have business rela-

tions in fifty-one separate and distinct markets. Many states have 

established trade barriers designed to protect their alcoholic beverage 

industry. 15 The trade barriers are in various forms, such as license 

fee differentials, excise tax differentials, and merchandising laws. 

An example of the effectiveness of these conditions is that Arkansas' 

tax for distilled spirits ($2.50/gallon) is more than twice that in 

Missouri ($1.20/gallon). 16 The general effectiveness of the obstacles 

to trade imposed by various states is evidenced by the fact that manu

facturers are able to discriminate in price among wholesale firms 

located in different states. 17 The Joint Committee of the States to 

Study Alcoholic Beverage Laws reported that some of the obstructions 



to alcoholic beverage comrnerce have been established against public 

interest and should be canceled~ 18 

Depending on the method used to distribute the product from the 

manufacturer to the retailer, all wet states can be labeled "monopoly 

states 11 or "open license states. 11 In monopoly states, the state owns 

and operates agencies engaged in wholesale activities.19 If privately

owned firms carry on the process of distributing alcoholic beverages 

from the supplier to the retail firm, the state is considered to be an 

open license state. 20 Since the regulations vary from state to state, 

the advantages and disadvantages for either system are very general 

and may not apply fully from one state to the next; for example, some 

open license states limit the number of package store licenses issued, 

while others allow an unlimited number of retailers. 21 

11 

Mono~oly States. In the seventeen states having a monopoly system, 

the alcoholic beverage control agency usually has a large role in 

determining the structure and conduct patterns of the industry. 22 

Some of the advantages claimed for the system are: (1) more rigid 

control of the industry; (2) collections of large sums of state revenues; 

(3) fewer retail outlets; and (4) encouragement of temperance. 23 A few 

of the disadvantages asserted against the monopoly system are: (1) pol

itical patronage; (2) employment of fewer and often less qualified 

personnel; ana. (3) greater restrictions placed on new brands entering 

the market. 24 The possibility of adopting such a system in Oklahoma 

will be discussed briefly in the last chapter. 

~ License States. Thirty-two states and the District of Col

umbia employ the open license method of operation.25 An excessive 

number of retail firms, high and unstable prices, and less tax col-



lections are among the disadvantages attributed to this system. 26 

Open license states declare the advantages of more persons employed 

12 

in the industry, greater convenience for the consmner, and less restrict

ions on new brands entering the market. 27 Also, many people point out 

that the open license system is basically the traditional Araerican free 

enterprise method. 

Open license states can be subdivided into 11franchise states 11 and 

!!free whee ling states. n28 Under a franchise system, the wholesale firm 

has the exclusive right to merchandise a manufactm~er 1s products in a 

certain geographical area. This is unlike the free wheeling operation, 

which has no binding agreement between the wholesale firm and the manu

facturer. Kansa.s and Oklahoma, the latest two states to adopt a legal 

industry, are the only states classified as having a free wheeling 

system. 29 Under this setu:p, each wholesaler is free to choose the 

various sizes, types, kinds, and brands of alcoholic beverages his 

firm will handle~ ,Some of the asserted advantages of the franchise 

system as compared with a free wheeling function are: (1) lower 

operating costs for wholesale firms; (2) more competition among whole

sale firms; ( 3) lower pr ices; and. ( ~-) b~tter law enforcement .3° Some 

of the claimed disadvantages of the franchise system are higher oper

ating costs for retail firms, less competition among wholesale firms, 

and higher prices)1 In Chapter V it will be pointed out that Okla

homans rejected an amendment to the l:i.quor control bill that would have 

allowed the adoption of a franchise system .. 

Market Conduct 

This section will consider as determinants of market conduct: 



(1) the prices of alcoholic beverages; (2) the cost of producing the 

final product; and (3) the nature of the demand for liquor. Economic 

theory establishes a relationship among these three factors in the 

following manner. other things being equal, the quantity purchased is 

13 

a function of price and the production costs of the product~ The equil

ibrium price of the product is resolved by the supply and demand funct

ions associated with the item. 

Manufacturers' Prices of Distilled Spirits 

There are no reliable data available on the behavior of distilled 

spirit prices. Oxenfeldt states that the lack of a reliable price 

series is because of the large number of brands, and because manu

facturers can, by restricting the price change of a brand to a few 

states, differentiate in price among wholesale firms in the various 

states)2 Costs of production and the demand for distilled spirits 

will be presented as factors a supplier considers when determining his 

price. 

Costs of Production 

The receipts of a firm must at least cover the costs incurred if 

the firm is to continue operating in the long run. This is the same 

as saying that the price of an item must be at least as large as the 

per unit cost of the item. By showing the distribution of the sales 

dollar for Hiram Walker-Gooderham and Worts, Limited, Table II sug

gests the relative importance of the various costs of production,. 

Taxes, the largest single cost, are twice the sum of all other expenses. 

Nature of Consumer Demand 

Oxenfeldt suggests that the aggregate demand for alcoholic bever

ages is relatively price inelastice33 The consumer tends to buy a 



TABLE II 

DLSTRIBUT ION OF THE SALES DOLLAR FOR 
HIRAM WALKEB-GOODERHAM .Al\lD WORTS, LIMITED 

(Fiscal Year :Ended August 31, 1962) 

.Materials and Supplies 

Wages and Salaries 

Selling and Operating Expenses 

Dividends Paid 

Reinvested in the Business 

Income and other Taxes 

Excise Taxes and Import Duties 

Source: .Annual Report Hiram Walker-Go6derham. and Worts, Limited 
(Walkerville, Ontario, Canada, 1962) p. 6. ~ 

11.4¢ 

8.0¢ 

8.1¢ 

3.5¢ 

2 .. 4¢ 

7.3¢ 

59.3¢ 

relatively fixed quantity of alcoholic beverages, and purchases what he 

feels are the best brands in the price range he can afford.34 This 

implies that a general price decrease will result in the consumer 

buying superior brands rather than larger quantities. Similarly, the 

consumer will buy in:E'erior brands if there is a general price increase. 

Economic concentration of production and the distribution of dis ... 

tilled spirits were presented as determinants of the structure of the 

national industry. Economic concentration in the industry is primarily 

in the four largest producers. Vertical and horizontal integt"ation are 

prevalent among large manufacturers and indicate how the industry is 

concentrated. Consumers brand preference and high capital requirements 

for entrants tend to encourage the high degt"ee of concentration. Also, 

14 



the structure of the industry is certainly influenced by the fact that 

manufacturers distribute their products to fifty-one separate and dis

tinct markets in the United States~ 

Although there is little reliable information available concerning 

manufacturers' prices, data a.re acquirable on some of the determinants 

of pricing policies, such as production costs, nature of the demand, 

15 

and distribution methods. After establishing a relationship among these 

factors, each was considered separately. Further, it was suggested 

that the consumer's demand for alcoholic beverages is price inelastic. 

Taxes were found to account for almost two thirds of the sales dollar 

for one company. The pricing policies of producers is affected by the 

fact that they maintain business relations in fifty-one different markets. 
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CHAPTER III 

THE ENVmONMEUff OF THE OKLAHOMA LIQUOR INDUSTRY 

The legal atmosphere within which firms operate and the nature 

of the demand faced by firms partially determine the economic behavior 

of individual businessmen and provide guides for their activities in 

their pursuit for individual gain. The quantity of the product sold 

is based on the consumer's effective demand for the product and the 

lawful restrictions on entrepreneur's activities. Thus our legal sys

tem and the nature of the demand for alcoholic beverages influence the 

structl.ll'e, conduct, and performance of the industry. 

,! Brief History 2! ~ Oklahoma 

Alcoholic Beverage Industry 

A brief history will provide background material to assist the 

reader in understanding the environment of the. industry. Public 

attitudes, past experiences, and observations in other states are 

causes of the present environment within which Oklahoma liquor firms 

operate. 

Repeal 2£. Prohibition 

On Tuesday, April 7, 1959, the people of Oklahoma voted 396,442 

to 314,874 for the adoption of a legal alcoholic beverage industry. 1 

Although county option was on the ballot, it was not a major issue in 

the campaign. 2 The United Drys, an organization opposed to the sale 

18 



19 

of alcoholic beverages in Oklahoma, was apparently determined to prevent 

any sale of liquor in the state and more or less neglected county option.3 

Therefore, county option was defeated almost two to one.4 

Oklahoma's Illegal Alcoholic Beverage Industry 

Oklahoma had entered the union on .. November 16, 1907, as a t'dry 

state,n that is, one in which alcoholic beverages could not be sold 

legally. However, many Oklahomans found it more convenient to obtain 

alcoholic beverages during prohibition than they have since its repeal. 

For example, most consumers could telephone their favorite ''bootlegger" 

and have products delivered promptly to their home. Remnants of the 

old ''bootleg" and "moonshine II system can still be found in Oklahoma. 

For instance, from September l, 1959, to June 30, 1962, Alcoholic Bev

erage Control Board agents made 448 arrests for unlicensed sales of 

liquor, demolished 180 stills, and destroyed over 6,319 gallons of nontax 

paid liquor.5 These figures do not include related activities carried 

on by enforcement agencies without the aid of Boa.rd personnel. In add

ition, Licensed Beverage Industries, Inc., a trade association, reported 

that in 1961, Oklahoma was among those states having a heavy concentra

tion of ''moonshine" activities. 6 

Growth 9.f. ~ Oklahoma Liquor Industry 

By the beginning of legal sales at 10:00 in the morning September 

l, 1959, there were 458 package store licenses and 19 wholesaler 

licenses issued.7 Every county had at least two retail package stores 

by June 30, 1960, and a total of 871 licenses had been issued. 8 During 

the same period, the number of employee's licenses increased from 732 to 

3,025, and the increase in the total number of all licenses issued was 

from 1,771 to 5,123e9 In Oklahoma's only experience with the legal manu-
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facture of alcoholic beverages, an Oklahoma Winemaker's license was 

issued in July, 1960, but was not renewed the following year a lO Undoubt,

edly some of the industry's problems have been aggravated by this rapid 

growth~ 

Oklahoma's Free Wheeling System 

Kansas, an open license state, created the free wheeling system 

upon activation of its liquor industry in 1948; Oklahoma became the 

second state to adopt the system. 11 Writers attached the name "free 

wheeli.ng II to the process because, instead of wholesalers having fran

chise agreements, they could choose to deal with all or any licensed 

manufacturers. Before Kansas adopted a legal liquor industry, the 

franchise system and the monopoly system were the two basic methods 

used to distribute alcoholic beverages at the state level~ As a result, 

Oklahoma's liquor laws are closely patterned after those of Kansas$ 12 

Oklahoma~.~. Q. Board 

The Oklahoma Alcoholic Beverage Control Board consists of five 

members who are appointed by the Governor and subject to confirmation 

by the state senate.13 The members are appointed for seven year 

intervals and can be removed only for cause. They must be United 

States citizens and must have been residents of Oklahoma for the last 

ten years. No member can be related within the third degree to any 

person engaged in any phase of the Oklahoma liquor industry~ Each 

Board member has to provide a $25,000 surety faithful performance bond. 

Their pay is set at fifteen dollars each day that they are in meetings 

plus actual and necessary travel expenses up to the limit set for all 

state officials .. 



~Powers~ Duties 2f. ~ Boa.rd 

The powers and duties of the Boa.rd include: (1) supervision, 

inspection, and regulation of every phase of the Oklahoma alcoholic 

beverage industry; (2) declaration of rules and regulations; (3) issu-
- .. 

ance, suspension, and revocation of licenses; (4) prescription of the 

form for license applications; (5) preparation of an annual report to 

the Governor and members of the state legislature; (6) inspection of 

the premises of a,11 firms in the industry; (?) holding hearings; (ef 

prescription of the kind and size containers in which alcoholic bev-

erages may be sold; (~) regulation of advertising; and (10) prescrip

tion of the manner of r;cord keeping for firms in the industry. 14 

Because the Boa.rd usually meets only once a month, many of its powers 

a.re delegated to the director. 

The Director of the A. B. c. Actl5 - ------..-. 
The director is a full time ell'.lPloyee appointed by the Boa.rd and is 

subject to conf'irmation by the state senate.16 A staff of inspectors, 

agents, secretaries, and other personnel a.re employed to assist the 

director in the performance of his duties. 17 Previous to fiscal year 

1964, the director's staff consisted of 38 people; however, this staff 

was reduced to 25 persons after law-makers decreased the agency's 

appropriations to $202,900 from $322,500. 18 The director exercises 

powers delegated to him by the Boa.rd and those stated in the control 

bill, such as (1) hiring and fixing salaries of his assistants; (2) 

issuing and suspending licenses and permits; (3) conducting investi-

gations and advising the.Boa.rd of violations; (4) inspecting the prem

ises of firms in the industry; (5) aiding in the prosecution of viol

ators of the law. 19 
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If an individual does not want to abide by the decision of the 

20 director, he may appeal his case to the A. B. c. Board$ Within 

thirty days after the final order of the Board, a licensee or appli-

cant may further appeal the order to the District or Superior Court 

of the county in which he is locatea..21 The judge may affirm, reverse, 
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or modify the order of the Boarde 

The Framework Established 9z the .Qpntrol ~ 

The framework for the structure of the Oklahoma liquor industry 

i.s established largely by the Oklahoma A. B. C@ Act and the rules and 

regulations adopted by the Board. Consequently, the legal aspects form 

fairly definite bounda-ries and guides for the activities of business-

Who Can Se 11 --·-
A retailer is the holder of a package store license, which permits 

the sale of alcoholic beverages in approved containers for off-premises 

cons:umption only@22 The retailer may sell wine, distilled spirits., 

and strong beer at room temperature to persons over twenty-one, sober, 

and sane~ 23 In ad.d:i.tion, a retailer is authorized to purchase these 

:products from Class B wholesalers (strong beer wholesalers), brewers, 

a.nd liquor wholesalers 9 24 

A wholesaler is "any person doing any such acts or carrying on 

any such businesso .. ~that would require a person to obtain a whole-

saler I s license .. @ o n25 A wholesaler buys his products from nonresident 

manufacturers, resident manufacturers, and wholesalers; he sells 

di.stilled spirits and wines to reta:Llers, wholesalers, and qualified 



st) .. ' 

out-of-state persons~ 

"Manufacturer means a ••• distiller, winemaker, rectifier, or 

bottler of any alcoholic beverage. 1127 A holder of a manufacturer's 

license is authorized to sell alcoholic beverages to wholesalers, 

manufacturers, and qualified out-of-state persons; he is also per

mitted to purchase from those people. 

A person receiving a package store license, wholesaler's 

license, or manufacturer's license must have met the following quali

fications: (1) he must have been a continuous resident in Oklahoma 

for the ten preceding years and must be a United States citizen; 

(2) he must be over twenty-one years of age; (3) he, his partner, or 

his spouse must not have been convicted of a felony; (4) he must not 

have held a federal liquor stamp prior to repeal; . (5) he must be of 

good moral character.28 

Restrictions ~ to ~ and ~ Firms Ma;y: Sell 

Retailers may sell to consumers only between ten in the morning 

and ten in the evening on any days other than Sundays, holidays, and 

election days during voting hours.29 Wholesalers are allowed to ship 

alcoholic beverages from their premises after six in the morning and 

before six in the evening, Monday through Friday, except holidays and 

election days.30 However, this is a Boa.rd regulation and in certain 

instances wholesalers have been permi.tted to ship alcoholic beverages 

until ten in the evening.31 

Numerous other restrictions are placed on the methods of sales 

promotion that may be adopted by sellers in the industry. All sellers 

are forbidden from extending credit or offering premiums to any of 

their cuistomers.32 Also, wholesalers, manufacturers, and nonresident 
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sellers are barred from granting any discount, rebate, free goods, or 

other inducements to buyers or potential buyers of their products.33 

Further, retailers are prohibited from soliciting orders by telephone 

or mail, and from placing advertisements in newspapers, magazines, 

television, radio, or other public communication media.34 Interior 

and exterior signs are restricted as to the type, size, location, 

and lettering that can be used.35 

Location 2f. Package Stores 

An applicant for a package store license must own or have a one 

year lease on suitable premises.36 To be considered suitable, the 

premises must meet the following requirements: (1) the firm must be 

located in a city or town with a population in excess of two 

hundred; (2) the premises must conform with building and zoning laws 

of the city or town wherein the firm is located; (3) the entrance to 

the building must be at least three hundred feet from a:qy church or 

school property; (4) the store must be located at ground levei.37 

Control 2f. ~ ~ 2! Business Organization 

The liquor control bill prohibits the development of horizontal 

and vertical integration within the marketing structure; as a result, 

the Oklahoma liquor industry is composed of single-business enterprises. 

A license is required for each firm selling alcoholic beverages in 

the Oklahoma market, and neither the applicant, a partner of the 

applicant, nor the spouse of the applicant can obtain a license or 

have financial interest in another firm in the industry.38 Suppliers, 

wholesalers, and their employees are barred from having financial 

interest in, making loans to, or guaranteeing loans to retail busi

nesses.39 In addition, wholesalers can. deliver only from a single 
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principal place of business .. 40 

Revorts ~ the ~ahoma Tax Cormnission 

By the tenth day of each month, wholesalers, non-resident sellers, 

and carriers must file with the Oklahoma Tax Conunission a detailed 

breakdown of their business activities for the previous month.41 The 

reports include such information as inventories, sales (when, what, to 

whom), total receipts, and an inventory of state liquor stamps.42 

All books, records, and other documents required by the control bill 

must be retained for three years and must be accessible to the Board 

and the Oklahoma Tax Commission.43 However, these records are not 

available to the public.44 

Trans£ortation of Alcoholic Beverages 

Transportation of alcoholic beverages into, within, or out of 

Oklahoma can be accomplished on:~y by those for-hire carriers holding 

either a certificate of public convenience and necessity and/or a 

permit from either the Interstate Commerce Commission or the Oklahoma 

Corporation Commission, and an Alcoholic Beverage Carrier I s Permit 

issued by the Boara .. 1J.5 However, no such Carrier's Permit is required 

of licensed manufacturers and wholesalers to transport alcoholic 

beverages from the place of purchase to their premises or to the 

licensed premises of a purchaser .. 46 Nevertheless, they will comply 

with Interstate Commerce Commission's and Oklahoma Corporation Com

mission's regulations, and furnish proof of compliance. 4 7 

Wholesalers' Price Lists 
~~ ---·~-

Prior to March 1963, Board regulations required wholesalers to 

submit a price list to the director every three months.48 The Board 

declared that the lowest prices submi,tted be put into effect in the 
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ensuing quarter of the year and gave other wholesalers five days to make 

any necessary adjustments in their prices. During the quarter the prices 

were effective, no change could be made by wholesalers in the price list 

except by written consent of the director. Additions to the list could 

be made when the wholesaler added new products. The prices were sub

mitted to the director as a per cent markup above the delivered cost 

for each of the.three categories: (1) spirits, (2) wines, and (3) 

cordials and specialties. The Board would then send those concerned 

an official price book listing the wholesale price for each brand, kind, 

type, and container size of alcoholic beverage offered for sale. The 

wholesaler was required to sell his products to any licensed retailer 

desiring to purchase the products at the effective price. 

This system of price regulation was in effect prior to 1963. 

The present wholesale pricing system is explained in Chapter IV. 

The Manufacturers' Price List 

Each manufacturer and nonresident seller must file a quarterly 

price list with the director forty-five days before the prices are to 

be implemented.49 One price is stown for each brand, kind, type, and 

container size of alcoholic beverage offered for sale. A copy of this 

price list must be mailed to each wholesale firm at the same time the 

list is filed with the director. A manufacturer or nonresident seller 

must sell any of his products on the price list to any licensed whole

saler desiring to purchase the products at the effective price. 

State Taxes~ Alcoholic Beverages 

State revenues from the alcoholic beverage industry are primarily 

from three sources: (1) excise tax, (2) sales tax, and (3) occupational 



tax. 

Excise Tax 

The state's excise is assessed on all alcoholic beverages imported 

into or manufactured in Oklahoma.5° From September 1, 1959, until JUne 

30, 1963, about 75 per cent of the total state revenues collected from 

the industry were from excise t&xes.51 As shown by Table III, this 

excise tax varies with the type of alcoholic beverage imported or manu-

factured. 

Item -

TABLE III 

OKLAHOMA EXCISE TAX BATE ON ALCOHOLIC BEVERAGES 
IMPORTED INTO OR MANUFACTURED WITHJN THE STATE 

Excise Tax Rate 

Distilled Spirits· $2.40 per gallon 

$ • 36 per gallon Wine containing alcohol not 
more than 14% by volume 

Wine containing alcohol $ .50 per gallon 
over 14% by volume 

Sparkling wine $ .75 per gallon 

Source: Oklahoma, Alcoholic Beverage Control Act, sec. 53. 

To insure payment of the excise tax, wholesalers and manufacturers 

are responsible for securing and affixing the excise stamp to their 

products.52 The stamp evidences that the state excise tax has been 

paid on any container bearing such sta.mp.53 

Sales Tax 

A state sales tax of two per cent is imposed on all sales made by 

retail package stores.54 This tax accounted for about 12.5 per cent 

27 



of the total state revenues collected from the alcoholic beverage 

industry between September l, 1959 and June 30, 1963.55 

tax:;· ill the 1·orm dr a,; 1:1.dense 6;>i~rlli:i.t~ ''i; ~~la. 

by all persons engaged in the Oklahoma alcoholic beverage industry~56 

From September l, 1959, to June 30, 1963, more tha.n 11 per cent of 

the total state revenues collected from the industry resulted from 

this tax.57 Cities and towns may levy an occupational tax not 

exceeding the state's occupational tax on retailers, wholesalers, and 

manufacturers.58 Licenses and permits issued by the Board terminate 

annually on June 30, and must be renewed for continued operation.59 

Table IV shows the annual fee for licenses and permits issued by the 

Board. 

~ Summary 2f ~Revenues~ Alcoholic Beverages 
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As revealed by Table V, the revenues collected for the first 

fiscal year of the industry's operation do not appear to be consistent 

with the second, third, and fourth fiscal years. During the first year, 

excise tax collections were higher because all firms had to start with 

a zero stock level and build up and maintain their inventory. Sales 

tax and occupational tax collections were less because the industry 

was in existence for only ten months. 

Oklahoma Demand Characteristics 

The demand faced by wholes.alers and manufacturers is a derived 

demand. They have no direct business relations with the consumer, 

but the quantity of each brand, kind, type, and container size they 

sell depends on the desires of the ultimate consumers. This thesis is 
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. interested primarily in the demand faced by retailers because they deal 

directly with the consumer. 

TABLE IV 

LICENSES AND PEBMITS ISSUED BY THE OKLAHOMA 
A. B. c .. BOARD AND THEIR ANNUAL ms 

License 2!_ Permit 

(1) Distiller's License 

(2) Winemaker's License 

(3) Oklahoma Winemaker's License 

(4) Rectifier's License 

(5) Wholesaler's License 

(6) a. Package Store License for cities and 
towns from 200 to 2,500 population. 

b. Package Store License for cities and 
towns from 2,501 to 5,000. population. 

c. Package Store License for cities and 
towns greater than 5,000 population. 

(7) Agent's License 

(8) Employee's License 

(9) Industrial License 

( 10) Carrier ' s License 

(11) Private Carrier's License 

(12) Bonded Warehouse License 

(13) Manufacturers Agent's License 

(14) Nonresident's License 

Annual Fee 

$2,500.00 

$ 500.00 

$ 50.00 

$2,500.00 

$2,000.00 

$:., 200.00 

$ 400.00 

$ 600.00 

$ 25.00 

$ 5.00 

$ 10.00 

$ 5.00 

$ 5.00 

$ 100.00 

$ 25.00 

$ 250.00 

Source: . Ok.l~~op,.~, Alcoholic Beverage Control Act, sec. 18. 



Tax 

Excise Tax 
Distilled Spirits 
Wines 
Total 

Sales Tax 

TABLE: V 

Al•.SUMMimY-:OF OKLAHOMA BEVENUES 
FROM LIQUOR COMMERCE 

(Last Three Digits Omitted) 

Tax Year* -·-
.1959-1960 1960-1961 1961-1962 

$7,311 $4,714 ~,159 
734 428 522 

8,045 5,142 5,681 

810 1,049 1,064 

Occupational Tax 
State 486 513 525 
Local 349 531 395 
Total 835 1,045 920 

Total $9,690 $7,236 $7,665 

*Tax Year ends June 30 for purpose of table. 

1962-1963 

$5,357 
535 

5,992 

1,100 

492 
396 
888 

$7,982 

Source: Oklahoma Alcoholic Beverage Control Board, First Annual 
Report; 1960, pp. 7-9, 12, 15. Second Annual Report, 1961, pp. 7-9, 
12, 16. Third Annual Report, 1962, pp. 7-9, 12, 16. Fourth Annual 
Report, 1963, pp. 6, 8, 9, 12. 

Price Consciousness 

The Oklahoma consumer has demonstrated some price consciousness. 

During the author's experience as a wholesaler's agent, retailers 

frequently mentioned how prices were considerably different in another 

town or city. Also, the retailers in a small town near Oklahoma City 

estimated that their total receipts would increase by about twenty-

five hundred dollars per month if the population in that town made all 

their purchases of alcoholic beverages at home.67 They said that most 

of this business was going to Oklahoma City because prices were lower 

there. 
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Brand Consciousness 

Joe s. Be.in suggested that with products of like type and quality 

60 the brands o:f' the "Big Four 1t seem to be able to command premium prices. 

Ba.in compared the retail prices of Grandad, Taylor, and Harper, products 

o:r the "Big Four," with those o:f' Forrester, :Kentucky Tavern, and Fitz-

gerald, of comparable quality but products ot smaller distilleries. 

All Six brands are leading quality bottled-in-bond whiskeys. Bain 

stated that the brands of the big distillers were priced 75 cents higher 

than those of the smaller producers in the New York area during 1950. 

From February through April 1963, the difference in the retail price of 

the six brands in Oklahoma was 3 cents, and unlike Bain's suggestion, 

Forrester was 3 cents higher than the other five brands.61 From this 

study one might conclude that the Oklahoma consumer is not as brand 

conscious as the consumers Bain studied, at least with respect to these 

brands. 

The author feels, however, that the Oklahoma consumer is brand 

conscious and will conte.nd that Bain' s hypothesis is correct, but his 

procedure is not applicable to Oklahoma •. To indicate the Oklahoma 

consumer's brand consciousness, the author examined shipments of alco-

holic beverages by class and brand to state distributors during the 

fiscal year 1962.62 Of the one hundred thirteen brands of straight 

whiskey shipped to Oklahoma, the leading seven by volume accounted 

for 51.9 per cent of the total shipments of straights. Of the forty

two brands of vodka, the four leading vodkas yielded 75.9 per cent of 

the total volume shipped into the state. The leading gin accounted 

for 52.2 per cent of the total gin shipment; 46.5 per cent of the 

total distilled spirits by volume was rendered by the fifteen leading 



brands.63 Since so few brands account for such a large per cent of the 

total distilled spirits and classes of distilled spirits shipped into 

Oklahoma, one would conclude that the Oklahoma consumer is brand con-

scious. Therefore, by taking into account various brands and types of 

liquors, a procedure is obtained that does prove Bain's hypothesis 

valid and also gives evidence that his procedure was not applicable 

to Oklahoma. 

Consumption per Capita in Oklahoma~ Nationally 

Jn 1961, the Oklahoma conswner ranked twenty-ninth in total 

alcoholic beverages conswued and forty-first among the states in con

sumption per capita. 611· The per capita consumption in Oklahoma was .85 

gallons as compared with 1.06 gallons for the average u. s. consumer. 65 

Table VI shows that the Oklahoma consumer also varies with the national 

consumer as to the class of distilled spirits consumed. 

Although the Oklahoma consumer differs from the u. s. consumer 

in all classes, the first three classes provide the largest differences 

in class consumption. The Oklahorna corisumer differs from the national 

consumer in that straights seem to be most popular and blends consider-

ably less popular in Oklahoma. Blends accounted for almost 50 per cent 

of the total whiskey output by type in 1961; however, in 1961 blends 

were less than 25 per cent of the total whiskeys by type shipped into 

Oklahoma. 66 

Summary 

The Oklahoma A. B. c. Act, combined with the rules and regulations 

adopted by the Board, prescribe many limitations on the structure and 

conduct patterns of the alcoholic industry. The control bill limits 
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TABLE VI 

OillPUT OF DISTILLED SPilUTS IN TEE UNITED STATES AS 
COMPARED TO SRIPMll!NTS INTO OKLAHOMA. 

(By Class of Distilled Spirit for 1961) 

Distilled Spirits 
Class 

Per cent of Total Spirit 
output in the u. IS'. 

Per Cent of 
Total Spirits 
Shipments into 
Oklahoma 

Whiskey 

Vodka 

Gin 

Cordials 

Brandy 

Rum 

Other 

69.7 

10.0 

11.2 

4.8 

2.7 

.4 

1.2 

75.0 

15.0 

4.8 

2.1 

.7 

1.0 
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Source: Distilled Spirits Institute, Annual Review of the Distilled 
Spirits Industry (Washington: Distilled Spirits Institute';" 1961) p. 2b. 
Oklahoma Alcoholic Beverage Control Board, Report Concerning Shipments 2f. 
Alcoholic Liquors 2Y. Classifications and Brands~ Distillers~~
homa Distributors (Oklahoma City: A. B. c. Board, 1961) pp. 1, 2. - ' 
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economic concentration in the Oklahoma liquor industry by restricting 

advertising, entry of new firms in the industry, development of vertical 

integration, and cha.in store operations. In a large town or city, a 

retailer may pay thirteen hundred dollars for licenses and bonds before 

he can open his doors for business.. Thus, overhead costs tend to 

increase the prices of distilled spirits. The state excise tax 

apparently increases by $2.40 the distillers' price of a gallon of 

distilled spirits to wholesalers. The price to the consumer is there

fore increa_sed more than $2.40 per gallon since wholesalers and 

retailers compute their prices as a per cent markup above cost figures 

which include the excise tax.68 Also, the procedure of requiring 

wholesalers and ma~ufacturers to file price lists with the director 

has placed severe limitations on the pricing policies. 

The nature of the demand a firm faces influences the structure 

and conduct patterns of the industry. For example, the brand con

sciousness of consumers is a determinant of the inventory maintained 

by firms in the industry and therefore of their operating costs. 

Because the consumer is price conscious, the managers of alcoholic 

beverage firms must consider the consumer when they are determining 

their prices. Consumer sovereignty seems to be an important fact.or in 

determining the actions of firms in the Oklahoma liquor industry. 
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Footnotes for Chapter III 

lLicensed Beverage Industries, Inc.~ Aspects 2f ~ Economic 
Contributions 2£.· ~ Alcoholic Beverage Industry ~ ~ ~ ~ 
Analysis (New York, 1962), "Oklahomall. The Licensed Beverage Industries, 
Inc. is an organization of firms in the industry devoted primarily to 
establishing better public relations. 

-2The Daily Oklahoman, "Here's State Tally," April 9, 1959, p. 4. 
~ nOdds Favor Repeal if Vote Turnout is Big, 11 April 4, 1959, p. 4. 

-:---. · "Sooners Vote on Repeal Question for Sixth Time, 11 April 5, 1959, 
p. A27. Oklahomans voted on repeal of prohibition in 1908, 1910, 1936, 
1940, 1949, and 1959. 

3~ Daily Oklahoman, "The State Goes Wet," April 8, 1959, pp. 1, 2. 

4Ibid. __ • "Repeal Heads for Victory, 11 April 8, 1959, pp. 1, 2. 

50klahoma Alcoholic Beverage Control Board, First Annual Report of 
~ Oklahoma )\lcoholic Beverage Control Board, 1960, pp. 22, 23.. Second 
Annual Report, 19bl, pp. 24, 25. Third Annual Report, 1962, pp 0 24,25. - A 
"moonshiner'' is defined as a person that intentionally man~ctures 
alcoholic beverages· illegally; while a ''bootlegger" sells alcoholic 
beverages illegally. 

6Licensed Beverage Industries, 
Beverage Industries/1962 (New York: 
Inc., 1962) p. 46. 

Inc. Facts About the Licensed 
Licensecr-Beverag~Industries, 

70klahoma Alcoholic Beverage Control Board,~ Annual Report, 
p. 14. 

lOOklahoma Alcoholic Beverage Control Board, Second Annual Report, 
p. 14. 

11Licensed Beverage Industries, Inc.,~ Aspects £f_ ~ Economic 
Contributions 2f ~ Alcoholic Beverage Industry~ State~~ 
fl-nal;ysi.s, "Kansas and Oklahoma 11 • 

12Personal interviews with persons throughout the industry and 
various literature. 

130klahoma, _Alcoholic Beverag2_ Control Act, sec. 7. 

14Ibid. sec. 14. 

15Ibid .. sec. 6. 



l6Ib1'd. 8 sec •• 

sec. 10. 

18The Guthrie Daily Leader, "Legal Whisky's 5th Birthday Near, 11 

August 25, 1963, p .. 9. 

10 . 
~Oklahoma, 0 Alcoholic Beverage Control Act, sec. 9. 

20Ibid. sec. 31. 

21lbid. 

22lbid. secs. 26, 21. 

23 Ibid. 

24Ibid. 

251bid .. sec .. 6. 

261bid. 

27 lbid. secs. 21, 

281bid. secs. 26, 

29Ibid. sec. 37. 

26. 

27e 

300klahoma Alcoholic Beverage Control Board, Rules~ Regulations 
Adopted~ Oklahoma Alcoholic Beverase Control~ (A. B. C. Board: 
Oklahoma City, 1963), art. 1, sec. B. Ibid. 

3lon the last Friday before Christmas in 1960 and on the last 
Friday before New Year.' s in 1960, the Board allowed wholesale firms to 
make deliveries until ten in the evening. Author's experience. 

art. 

320kla~oma, _Alc~holic Beverage Control Act, 1959, secs. 35, 37. 

33Ibid. sec. 35. 

34 Ibid. sec. 16 .. 
6. 

Rules~ Regulations Adopted !?.l_ ~ ~, 

350klahoma, Alcoholic Beverage Control Act, 1959, sec. 35. 

36Ibid. sec. 37. 

secs. 

secs. 

27, 34. 

27, 35. 
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40ibid. sec. 21. 

41Ibid. secs. 43, 55, 56. 

42Ibid. secs. 55, 56, 57. 

43Ibid. sec. 52. 

44The author attempted to use these reports in writing this thesis. 
Therefore, the questionnaires in the appendix (end of Chapter IV) were 
adopted and used. 

45Rules ~ Regulations Adopted El.~ Board, art. 4, sec. 1, 2. 

46oklahoma, Alcoholic Beverage Control Act~ sec. 21. 

47Ibid. sec. 57. 

48~ ~ Regulations Adopted El. ~ Board, art. 3, sec. 5. In 
Oklahoma District Court Judge Brett.ruled that the Board was fixing 
prices·and this section became void. Central Li~uor Company vs Okla
homa A. B. c. Board, Oklahoma County Court 158688, (1963). ~ 

49Rules ~ Regulations Adopted El.~~' art. 3, sec. 4. 

50oklahoma, Alcoholic Beverage Control~' sec. 53. 

51See Table v •• 75=$24,860,000 pv.ex $32,573,000. 

520kla.homa, Alcoholic Beverage Control ~i, sec. 40. 

53Ibid. sec. 40. 

54oklahoma, Constitution, art. 27, sec.-7. 

55See Table v •• 125 equals $4,023,000 9'lzer $32,573,000. 

56oklahoma, Alcoholic Beverage Control Act, sec. 18~ 21. 

57aee Table v •• 115 equals $3,688,000 pYer $32,573,000. 

58oklahoma, Alcoholic Beverage Control Board, sec. 18. 

59Ibid. sec. 20. 

6oBain, pp. 230, 231. 
' ·~ . ' 

61The retail prices were obtained by taking the wholesale prices 
from the Official Price Book issued by the Board and applying a 28 
per cent markup which was the average per cent markup used by the 
sample retail firms. (See the appendix at the end of Chapter IV). 
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62A. B. c. Board, Shipments 9.f. Alcoholic Liquors El. Classification 
and Brands from Distillers to Oklahoma Distributors, pp. 1-15 •• 519 
equals 213,505 cases ;pit~ \09,764 cases; .759 equals 81,136·cases ;µito 
105,632 cases; .522 equals 20,550 cases tnto 39,366 cases; .465 equals 
382,424 cases into 823,003 cases. 

63Ibid. 

64Distilled Spirits Institute, Annual Statistical ;Review, p. 41. 

65Ibid. 

66A. B. c. Board, Shipments 2f.Alcoholic Liquors El. Classification 
and Brands from Distillers to Oklahoma Distributors, pp. 1 •• 244 
equals 151,~cases ~nto 621,004 cases. 

67Personal interviews with retailers in the town. 

68oklahoma, Alcoholic Beverage Control ~, Sec. 62. 11The excise 
tax levied by this Act is hereby declared and intended to be a direct··· 
tax upon the ultimate consumer of alcoholic beverages in this state,••. 
and such tax shall thereafter be added to the price of such alcoholic 
beverages and recovered from tl::).e ultimate retail consumer thereof. " 



CHAPTF.R J:V 

TEE OKLAHOMA LIQUOR IlIDUSTRY 

The main purpose of this chapter is to examine the performance 

of the Oklahoma liquor industry with respect to standards derived from 

economic theory. The performance of an industry can be partially 

explained by the structure and conduct patterns of the industry 

presented in the first part of this chapter. 

Market Structure 

Economic Concentration Amons Retail Firms 

The gross receipts of a fi.rm, the number of vehicles and persons 

employed, and the amount of inventory maintained supply partial means 

for comparing the relative size of firms. Thus, by using data 

obtained from responses to questionnaires sent to operators of whole

sale and retail firms, the degree of economic concentration will be 

suggested. 

The lack of accessible data necessitated utilization of the 

questionnaires in the appendix at the end of this chapter. However, 

the importance of the questionnaires would have been greatly reduced if 

the reports submitted by individual firms to the A. B. c. Board and the 

Oklahoma Tax Commission were available to the public. The questionnaires 

used in connection with this thesis were designed to determine industry 

and firm efficiency, relative sizes of firms, price stability, and 

39 



barriers to entry in the Oklahoma liquor industry. Questionnaires were 

sent to a random sample of one. hundred package stores and to all six

teen Oklahoma wholesale liquor firms. The Oklahoma Alcoholic Beverage 

Control Board's mailing list of eight hundred package stores effective 

June 1, 1963, and their mailing list of sixteen wholesale firms effect

ive June 1, 1963, were used as populations of firms in the industry. 

Returns were received from fifteen retail firms (15 per cent of the 

sam;ple) and nine wholesale firms (56 per cent of the population). How

ever, all respondents did not answer all questions. 

Respondents mailed their replies directly to the author in an 

envelope provided for that purpose. To preserve the confidential nature 

of the survey, respondents did not have their names or addresses on 

the replies, so that not even the author knew who returned the question-

naires. 

Table VII suggests that the largest sample package stores, measur

able by gross receipts, did tend to maintain a bigger inventory, measur

able by the number of brands kept in stock and the stock value. 

Using the figures in Table VII, the mode and median of the sample 

retail firms reporting gross receipts were $50,000; the average gross 

receipts per firm were $70,600, and the standard error was $38,049. 1 

Since the average retail liquor firm in Oklahoma. during fiscal year 

1963, had gross receipts of $66,400, one would expect most sample 

retailers to indicate gross receipts of $75,000 which falls within the 

class boundaries of $62,500 and $87,499. 2 However, the mode is probably 

a more meaningful measure of central tendency than the mean, because 

the sample distribution is heavily skewed to the right.3 Thus the 

sample distribution tends to support the reports that there are a few 



TABLE VII 

IlIDICATOBS OF TEE DEGREE OF CONCENTRATION 
AMONG PACKAGE STORES lN OKLAHOMA 

1963 

Item - Annual Gross Receipts 
(in thousands of dollars) 

Total Sample Package 
Stores Reporting 

Per Cent of Total Sam
ple Package Stores 

Per Cent of the Total 
Receipts of all Sam
ple Package Stores 

Value of Stock per Store 

$3, 000 or less 
$5,000 
$7,000 
$10,000 
$15,000 or more 

Totals 

Number of Brands in Stock 

100 or less 
101 to 200 
201 or more 

Total 

30 or 
less 50 

2 

13 

2 

1 
1 

2 

2 

2 

7 

47 

34 

1 
3 
2 
1 

7 

2 
3 
2 

7 

75 

2 

13 

15 

1 
l 

2 

2 

2 

100 

2 

13 

20 

1 
1 

2 

2 

2 

*Does not total to 100 because of rounding error. 

150 

2 

13 

29 

1 

l 

2 

1 

1 

Total 

15 

99* 

100 

2 
5 
3 
.3 
2 

15 

4 
7 

_J_ 

14 
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Source: Questionnaires sent to package store owners in connection 
with this thesis. See the appendix at the end of this chapter. 



retail firms with large annual gross receipts.4 Since the Oklahoma 

retail liquor industry is composed essentially of a series of local 

markets, the above data provide only a rough indication of economic 

concentration of the industry. Therefore, it may be more important 

to consider the distribution of Oklahoma package stores than to 

ineffectively measure the degree of economic concentration. 

The Distribution 2! Oklahoma Package Stores 

The ideal location of a firm is one that maximizes profits, that 

is one having the greatest spread between total revenues and total 

costs. Thus the indu,stry problem is one of aligning firms in a com

bination which attains the most profitable sales volume and efficient 

production.5 

As expected, package stores tend to locate in the most populous 

counties, which also have the largest potential local markets. Table 

VIII indicates that almost one third of the seven hundred seventy pack

age stores, July 1, 1963, were located in the state's two most 

populous counties, Oklahoma and Tulsa. All counties had at least two 

retail firms. Furthermore, for the state as a whole there was one 

package store per 3,023 people.6 Approximately 60 per cent of the 

counties had more population per retail store than the state average.7 

The questionnaire used ~n connection with this thesis was not designed 

to show the relative sizes of firms within a series of local markets 

which would permit more accurate evaluation of economic concentration. 

The data obtained from the questionnaire and. other sources do 

not indicate a significant degree of economic concentration in the 

Oklahoma retail liquor industry, and therefore imply that the deter

mina.nts of economic concentration are unimportant. However, it is 
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possible that the causes of economic concentration have not had 

sufficient time for their effects to be realized. Therefore, it would 

be enlightening to study some of the determinants of economic concen

tration in Oklahoma package stores. 

Economies 2£ ~· Economies of plant are reductions of expenses 

realized because of an increase in a firm's size. Examples of this 

include specialization of personnel, more efficient use of manage

ment, specialized equipment, and other possible means of lowering 

costs per unit of output. Economies of plant would thereby result in 

a greater degree of economic concentration. More specifically, the 

smaller package stores would not be able to compete successfully with 

the larger stores. 

The questionnaire used in connection with this thesis provided 

an indication as to whether or not economies of plant exist. As men

tioned previously, economies of plant suggest that there is a relation

ship between the size and efficiency of a firm. The per cent markup 

above laid-in-costs a retail firm needs to offset its total costs 

provided means of comparing the relative efficiency of package stores, 

and gross receipts can be used as a measure of the relative size of 

firms.8 Less efficient firms may be assumed to need a higher per cent 

markup above laid-in-costs just to cover their total costs. Table IX 

using the foregoing concept, will aid in determining whether or not 

economies of plant exist. 

Only one sample package store with gross receipts of $75,000 or 

more needed a markup of over 10 per cent above laid,.,.in-costs (delivered 

costs) to compensate for its total expenses, while eight sample pack

age stores having gross receipts of fifty thousand dollars or less 
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TABLE VIII 

THE NUMBER OF PACKAGE STORES LOCATED IN 
SELECTED OKLAHOMA COUNTIES 

Number of Population Population 
County Package Stores 1960 per Package 

1 Jul;t: 1963 Store 

Oklahoma 142 439,506 3,095 

Tulsa 94 346,038 3,064 

Comanche 30 90,eo3 3,027 

Garfield 18 52,975 2,943 

Kay 13 51,042 3,926 

Cleveland 13 47,600 3,662 

Muskogee 26 61,866 2.,379 

Carter 15 39,044 2,603 

Pottawatomie 13 41,486 3,191 

Payne 13 44,231 3, 402 . 

Caddo 13 28,621 2,202 

Cimarron 2 4,496 2,248 

Cotton 2 8,031 4,016 

Harper 2 5,956 2,978 

Johnston 2 8,517 4,258 

Love 2 5,862 2,931 

Nowata 2 10,848 5,424 

Roger Mills 2 5,090 2,545 

State Total 770 2,328,284 3,023 
Source: The World Almanac 126J. and Book of Facts, Ed. by Harry 

Hansen (New YorkWoricl=Telegram and t~slin: 1963) p. 292. Fourth 
Annual Report ££ ~ Oklahoma Alcoholic Beverage Control ~ to :Jill.~ 
Governor ~ Members 9.f. the Oklahoma Legislature (Oklahoma A. B. c. 
Board, Oklahoma City: 1963) p. 15. 
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reported that they needed a markup greater than 10 per cent. Since the 

larger package stores tend to need a lower per cent markup above laid-

in-costs just to cover their total costs, the existence of economies of 

plant are implied.9 The effectiveness of economies of plant, as a 

determinant of economic concentration, will be discussed in a later 

section, "Firm Size and Efficiency of the Industry@ 11 

TABLE IX 

ECONOMIES OF PLANT IN SAMPLE 
OKLAHOMA. PACKAGE STORES 

Gross Receipts of Sam- Per Cent Markup Above Laid-in-Costs 
~.Package Stores 

10 or 15 20 25 or Total 
less more Firms 

$30,000 or less 2 

$50,000 1 2 4 

$75,000 2 

$100,000 1 1 

$150,000 or more 2 

Total 6 4 1 l~ 

Source: 
(Stillwater: 

Questionnaire used in connection with this thesis~ 
1963)e ·Seethe appendix at the end of this chapter. 

Barriers ~ ~ntr,;z.. Table X shows that almost as many package 

2 

7 

2 

2 

2 

15 

stores open for operation each year as there are stores that leave the 

industry. The fact that so many new firms enter the industry each 

year suggests easy entry and, thus, that barriers to entry are not 

significant determinants of economic concentratione However, this 



does not explain why so many new firms enter the industry when the 

industry experiences such a high failure rate. 

The average gross receipts of package stores has increased from 

64.8 thousand dollars in fiscal year 1959-1960 to 65.4 thousand dollars 

in fiscal year 1962-63, indicating that the industry per se is growing. 

Also, the average net income per retail liquor store was $7,155 for 

fiscal year 1963.10 During the same fiscal year, the median net 

income per sample retail firms was $6,139. However, it is not within 

the scope of this thesis to determine the extent to which the change 

in gross income per package store induces new firms to enter the indus

try; but certainly a net income of over $6,100 would allow a family to 

live comfortably. 

Economic Concentration Among Sample Wholesale~ 

As with retail firms, the gross receipts and the facilities 

maintained by a wholesale firm suggests the relative size of firms in 

the industry. Table XI shows that the larger sample wholesale firms, 
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as measured by gross receipts, tend to employ more vehicles and persons, 

and maintain larger inventories as measured by the number of brands 

kept in stock and the value of the stock. 

The three sample firms with two million dollars or less in gross 

receipts accounted for 19 per cent of the total receipts of all 

sample firms; 32 per cent of the total receipts of all sample firms was 

rendered by sample firms with gross receipts greater than two million 

dollars but less than four million dollars. The firms with gross 

receipts of more than four million dollars yielded ~-9 per cent of the 

total receipts of all sample firms, while the gross receipts of the 

average sample wholesale firm were three million dollars. The median 



sales volume of the 270 wholesale firms studied in the Wine and Spirit 

Wholesalers of America report was between four and five million dollars. 11 

Thus the difference in the relative sizes of the sample wholesale firms 

appears insignificant. However, there may be forces working to increase 

the degree of concentration, such as economies of plant and barriers to 

entry .. 

Date* 

9'."'.30-60 

7-1-60 

6-30-60 

7-1-61 

6-30-62 

7-1-62 

6-15-63 

7-1-63 

TABIE X 

TEE NUMBER OF ACTIVE PACKAGE STORES 
IN OKLllliOMA FOR SELEC'.fED DATES 

Total Annual Renewals New Entrants Exits 
Receipts 
(millions 
of dollars) 

52.,9 

766 47 55 

52o4 

776 45 37 

53o2 

773 55 48 

54.9 

770 58 

Active Average 
Package A:tmual 
Stores Receipts 

(thousands 
of dollars) 

821 64.8 

813 61.08 

821 6408 

828 66.3 

*Notes: Permits must be renewed each July lsto 

Source: Oklahoma Alcoholic Beverage Control Board, First Annual 
Revert 9f ~ Oklahoma Alcoholic Bevera e Control Board i2_ the Governor 
~ Members of the Oklahoma legislature Oklahoma City: 1960}, p. 20. 
A. B. c. Board, Second Annual Report. 1961, Po 220 A. B. c. Board, 
Th5.rd Annual Report., 1952·, p. 22. The figures for 1963 were obtained 
directly from the Boardo 



TABLE XI 

. Jl'IDICATORS OF THE DEGREE OF CONCENTRATION 
AMONG WHOLESALE LIQUOR FIRMS IN OKLAHOMA 

Item 

Number of Sample Wholesale 
Firms Reporting 

Number of Vehicles by Firms 
10 or less 
11 or more 

Number of Employees by Firms 
30 or less 
31 or more 

Amount of Inventory by :Bn.a:oos. 
800 or less 
801 to 1399 
1400 or more 

Amount of Inventory by Firms Value 
$1,000,000 or less 
more than $1,000,000 

Gross Receipts 
(millions of dollars) 

2 •. 24 2.25 
or to 

less 3.74 

3 

3 

3 

1 
2 

3 

3 

2 
'.Ii 

2 
1 

2 

1 
1 

3,.75 Total 
or 

more 

3 

3 

3 

l 

2 

1 
1 

9 

5 
4 

5 
4 

4 
2 
2 

5 
2 

Source: Questionnaires sent to wholesale liquor firms in 
connection with this thesiso (Stillwater: 1963). See appendix at the 
end of this chapter. 

Economies 2f. Planto The questionnaire sent to wholesale liquor 

firms in connection with this thesis supplies adequate data to suggest 

whether or not economies of plant exist. The gross receipts of whole-

sale firms will be used as a measure of the relative size of firms, 

and the per cent markup above delj_vered costs a firm needs to offset 

its total expenses will be emp19yed to determine whether or not econ-
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omies of plant exist., Economies of plant will be implied if the larger 

wholesale firms require a lower per cent markup than small firmse The 

data in the following table weakly suggests that economies of plant 

can be found in the Oklahoma wholesale liquor industry. 

TABLE XII 

ECONOMIES OF PLANT FOR SAMPLE 
WHOLESALE LIQUOR FIRMS 

Gross Receipts 
(millions of dollars) 

2.24 or less 

Per Cent Markup 
9.5 or less 9. 6 to 10.,5 

0 1 

O J. 

1 1 

over 10.5 

2 

1 

1 

Source: 
(Stillwater: 

Questionnaires used in connection with this thesis .. 
1963). See the appendix at the end of this chaptero 

One wholesale firm with gross receipts of over 3.,75 million 

dollars reported that it needed a 9~5 per cent or less markup just to 

cover its total costs, while four wholesale firms of equal and smaller 

si.ze indicated that they needed a markup of over 10.,5 per cento Cer-

tainly, this evidence is not solid enough to conclude that economies of 

plant exist in the Oklahoma wholesale market@ Further, the report 

compiled by Wines and Spi.rit Wholesalers of America for 1962, indicates 

that Oklahoma wholesale firms are as efficient as the average open 
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license state's wholesale firms of comparable size., 12 The average sample 

firm in Oklahoma required a 10 per cent mark.up, as did the average 

wholesale firm in the same range of annual gross receipts in other 

stateso Further, the report showed that wholesale firms with gross 



receipts of less than one million dollars required a per cent markup 

of 1.14 more than the indicated optimum size firm having gross receipts 

of fifteen million dollars. 13 Also, diseconomies of plant were indicated 

for those firms attaining gross receipts in excess of fifteen million 

dollars. 14 Thus the available data suggest that economies of plant.are 

important determinants of economic concentration, but that they are 

insignificant in Oklahoma because none of the wholesale firms are 

large enough to realize them. 

Barriers:!?£. Entry. The historical record of new firms entering 

the wholesale liquor industry indicates that barriers to potential 

entrants are insignificant. For example, Oklahoma had nineteen whole

sale firms in September 1959; since then, five firms have opened their 

doors for operations and eight wholesale firms have failed. 15 Only 

one of the five wholesale firms entering the industry since April 

1961, has failed. Although this is a 20 per cent failure rate, it is 

only about one half the failure rate of the first nineteen firms. 

This indicates that the buying habits of retailers are not effective 

barriers to potential firms entering the industry. 

Market'. C.onduct . 

Retailers' Determination 2f. ~tput and Prices 

Retailers determine prices by using a per cent markup above the 

delivered cost for each of the three categories: (1) spirits, (2) 

wines, and (3) cordials and specialties.16 After determining their 

prices, retailers attempt to sell as many items as possible at those 

prices..17 

Retail prices are computed by using a per cent markup above laid-



in-costs, where laid-in-costs are defined as the total costs of pro-

curing an item in stock. Thus the final price of an item is computed 

by adding the laid-in-cost, and the per cent markup times the laid-in

cests. For example, the average markup on spirits was 24 per cent. 18 

The average retail price p~id by th~ cons~er on an ~tem having a $4.0? 

delivered cost would be $4.00 plus .24($4.00), or $4.96 plus sales tax. 

Annual 
Gross Receipts 
(thousands 
of dollars) 

0-40 

40-62.5 

62.5-87.5 

87 .. 5-125 

125-175 

TABIE XIII 

TEE PER CENT MARKUP USED BY 
SAM.PIE PACKAGE STOBES 

Per Cent Markup Above Delivered 

0-10% 10.1-20% 20.1-25% 

1 

1 1 

1 

1 1 

Costs 

25.1 or more 

l 

5 

1 

Source: Questionnaires· sent to retailers in connection with this· 
thesis; (Stillwater: 1963). See appendix at the end of this chapter. 

Of course, some retailers use more sophisticated pricing policies 

than presented here. For example, two sample retail firms reported 

that they used a variable per cent markup. 19 Thus the per cent markup 
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used on one product would be different from that used on another product. 

Generally, a retailer attempts to sell as much of an item as possible 

at the computed price. This is the same as saying that the retailer's 



supply curve is relatively elastic in the short run. However, in the 

long run, prices tend to fluctuate (see •iPrice Flexibility"}, and 

the supply curve is less elastic. 

Wholesalers' Determination £f_ Output~ Prices 

Wholesalers, like retailers, determine their prices by using 

·different gross margins for each of the three categories: (1) spirits, 

(2) wines, and (3) cordials and specialties. After determining their 

prices, wholesalers sell as much as po'l:i'sible in a geographical area. 

Because each wholesale firm controls a significant share of the market, 

there seems to be interdependent action among them, meaning that the 

pricing and output of one wholesaler influences the market shares of 

the other wholesale firms. Such interdependent action indicates an 

o2igopolistic industry. 
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Prior to February 1963, Board regulations required wholesalers to 

post a price list quarterly with the director thirty days before the 

effective date of the prices~20 The Board declared the lowest prices 

submitted ~or each of the spirits, wines, and cordials and specialties 

categories. However, in January 1963, Central Liquor Company filed 

prices of 6 per cent markup on spirits, 10 per cent markup on wines, and 

18 per cent on cordials and specialties. Rather than declare the lowest 

prices as those filed by Central Liquor Company, the Board changed its 

policy by adopting the average per cent markup filed by fifteen whole

salers. The resulting per cent markups promulgated by the Board were. 

13.1 per cent on spirits, 24 per cent on wines, and 18 per cent on 

cordials and specialties.· Central Liquor Company than filed a writ of 

prohibition seeking to prevent the Board from enforcing the higher 

prices. Later, the Oklahoma County District Court, Judge John 
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Brett ruled that the Board did not have the right to establish minimum 

prices, and nullified Section V of the aules ~nd Regulations Adopted 2Z, 

~ Oklahoma Alcoholic Beverage Control Board. 21 Soon after Judge 

Brett declared his ruling, a price war broke out among the wholesalers 

in which some wholesale firms were reported to be using a one per cent 

markup for spirits and a 6 per cent markup for wines.22 

A new method of computing wholesale liquor prices developed after 

the outbreak of this price war. Since the new gross margin method 

and the per cent markup above delivered costs are essentially the same, 

the new method of computing final price is significant only because it 

emphasizes the wholesalers break from the Board. The gross margin on 

an item is equal to the selling price of the item, minus_the laid-in

costs over the selling price of the item. The relationship between 

gross margin and the per cent markup is as follows: gross margin is 

equal to the per cent markup, divided by one plus the per cent markup 

(G. M. equals P/(1 plus P). Thus the present gross margin of lOt per 

cent is equivalent to about 11.1 per cent markup above laid-in-costs. 

Although the gross margin is generally less than the per cent markup 

above delivered cost, the change in price is not significantly differ-

ent. This is because a price differential between items ordered in 

case lots and items ordered by the bottle has been established. 23 This 

price differential reflects the higher wholesale operating cost of 

filling retailers' orders of this miscellaneous makeup. Most whole

sale firms are presently using Bi per cent gross margin for spirits 

ordered by the case.24 

Cross Hauling 

Cross hauling occurs when distant competitive firms ship products 



to customers in the vicinity of a rival's plant which manufactures 

identical products. Substantial waste and inefficiency may result 

from increased freight costs. For example, a Tulsa wholesaler may 

ship goods to an Oklahoma City retailer and an Oklahoma City wholesaler 

may ship identical goods to a Tulsa retailer. Undoubtedly, it would 

be cheaper for the Tulsa wholesaler to deliver to the Tulsa retailer 

and the Oklahoma City wholesaler to convey goods to the Oklahoma City 

retailer. However, previous to the spring of 1963, cross hauling was 

a common practice among Oklahoma wholesale liquor firms. For example, 

one wholesale firm located in Oklahoma City served package stores in 

the northeastern and southwestern corners of the state, when estab

lished firms were located in Tulsa and Lawton. This implies that 

earnings were high enough that wholesalers were content to absorb excess

ive transportation costs. However, the price war during the spring of 

1963, forced wholesalers to reconsider their costs and, as a result, 

the practice of cross hauling was effectively reduced. 

Market Performance 

Excess Capacity 

Excess capacity, the ability of an industry or firm to produce 

greater output without expanding plant, will be interpreted as a 

measure of the industry's economic efficiency. Generally, excess 

capacity suggests a malallocation of economic resources. Further, 

Bain states that excess capacity is most likely to occur in industries 

having low barriers to entry. Thus it is not surprising to find excess 

capacity in the Oklahoma liquor industry. 25 However, excess capacity 



does not necessarily suggest inefficiency if it is required to meet 

peak periods in a widely fluctuating demand. 

Excess Ca;eac_ity 1-E, Package Stores. The sample retail firms 

indicated that the Oklahoma retail liquor industry does have an excess 

capacity. All of the sample package stores reported that they could 

serve more customers on a busy day without employing more personnel 

or facilities, implying excess capacity within these firms and in the 

industry.26 Since part of th,e excess capacity may be necessary to meet 

peak demand periods, the phrase ''on a busy day, lr used in the question

naire, was intended to eliminate excess capacity needed to meet a normal 

fluctuating demand for alcoholic beverages.27 Even if the phrase did 

not fulfill its purpose, it would be enlightening within itself to 

study the fluctuations in the demand for liquor in Oklahoma. 

A weekly and seasonal fluctuation in the demand for alcoholic 

beverages was reported by the sample retail firms. The average sample 

retail firm incurs about half of ii;;s weekly business on Fridays and 

Saturdays; f-urthermore, the establishment receives approximately 25, 20, 

15, and 40 per cent of its annual gross receipts d-uring the first, 

second, third, and fourth annual quarters respectively. 28 Therefore, 

it seems as though much of the industry's capacity could result from 

the weekly and seasonal fluctuations in the demand for alcoholic bever-

ages. 

Excess Capacity 1-E, Wholesale Liquor ~· The sample wholesale 

firms indicated that the Oklahoma wholesale liquor industry has excess 

capacity. All but one of the sample wholesale firms reported that they 

could serve more retailers on a busy day without employing more persons 
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or facilities.29 

Some of the excess capacity in the industry results from weekly 

and annual fluctuations in the wholesaler's demand. As one would 

expect from the existing relationship between the wholesale and retail 

sectors, the cyclical nature of the two demands are quite similar. 

~~~Efficiency £f. ~ Industry 

The data collected from the respondents to the questionnaires used 

in connection with this thesis indicated that economies of plant exist 

in the Oklahoma liquor industry.. This section wHl consider the impli

cations of the economies of plant. 

Retail~· The data did not show what size firm is the most 

efficient, but it did indicate that economies of plant were attained as 

a firm's gross receipts approached $150,000. This ;is about two and one

half times as large as the average Oklahoma package store. In fact, 

most sample firms with gross receipts of less than $50,000 needed a 

markup 5 to 15 per cent higher than larger firms just to cover their 

total costs.30 Thus the Oklahoma retail liquor industry would become 

more efficient if the average size of the firm increa.sed considerably 

and the smaller, less efficient firms "weeded out .. 11 

Wholesale Firms. The available data suggested that Oklahoma whole

sale liquor firms are now as efficient as the average wholesale firms of 

com.parable size. If it is assumed that Oklahoma wholesale firms continue 

to follow the pattern of the average wholesale operations, diseconomies 

of plant will be realized by firms having gross receipts greater than 

fifteen million dollars and less than one million dollars.31 The 

largest Oklahoma wholesale firms are only about one-third the optimum 
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size of 12 to 15 million dollars gross receipts, suggesting that three or 

four wholesale firms would be adequate to meet the needs of the present 

Oklahoma liquor industry.32 

Price Flexibility 

Bain mentions that we have no theoretical standards indicating 

what amplitude or frequency of short term price flexibility is most 

satisfactory socially.33 However, economic theory does suggest that 

pricing policies should cause the industry and firms in the industry to 

adjust to their most efficient production. Based on the preceding 

statements, this thesis will consider the instability of liquor prices 

and whether or not it has led to greater efficiency. 

P~ackage Stores. The instability of retail liquor prices in Okla

homa has received considerable publicity. Jn th$ spring of 1963, for 

exanwle, Norman, Oklahoma retailers were reported to be selling 

alcoholic beverages below costs, and several Stillwater retailers were 

selling alcoholic beverages for their costs.34 However, unstable 

prices have not been common to all retail firms, and it is unlikely t):J.at 

a general price war would develop in the Oklahoma retail liquor industry 

since the industry is composed of many small local markets. Approxi

mately 37 per cent of the sample retail firms indicated that they had 

never had a general price change,.35 About 55 per cent of the sample 

retail firms located :tn cities and towns of less than ten thousand 

population reported that they had never had a general price change, 

while all retailers in cities greater than ten thousand population 

indicated that they had experienced a general price change since open

ing their stores.36 Therefore, the data collected from the question

naire sent to retailers suggest that prices are more stable in smaller 



cities. 

In view of the fact that the average annual gross receipts per 

package store are increasing, the average retail firm should become 

more efficient as it approaches the optimum output. Certainly, price 

flexibility cannot be given all the credit for the trend to optimum 

output for the retail firms, nor is it within the scope of this thesis 

to determine the role that price flexibility plays in this matter. 

Wholesale~· Since repeal of prohibition in Oklahoma, whole

sale liquor prices of spirits have varied mostly between 10 and 14 per 

cent markup. They have never been stable for more than nine consecu

tive months.37 Further, the per cent markup on spirits has been less 

than 10 per cent on two occasions. During the first eight months and 

during the spring of 1963, the wholesale markup on spirits was 1 to 3 

per cent.38 Although the two preceding sentences show the instabil

ity of Oklahoma wholesale liquor prices, they do:not show whether firms 

are, or are not, adjusting to their optimum level productiono 

The available data indicate that wholesale firms should be, and 

are increasing the output per firm. However, this increase seems to be 

the result of a growing industry rather than a reduction in the number 

of firms. Again, it is not within the scope of this thesis to 

determine how much credit should be given to e8ich of the factors con

tributing to the trend to optimum average output per firm .. 

There is evidence that price discrimination among retailers has 

been practiced by some wholesale firms.39 While it is evident that 

some wholesalers did violate the control bill, it is not so clear that 

the price concessions granted retailers constituted economic price 
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discrimination. Economists define price discrimination as the making of 

different prices for goods of like grade and quality without a cost 

difference, or the charging of same price for goods of like grade and 

quality when there is a cost difference. The control bill does not 

allow wholesalers to charge each retailer according to the cost of 

serving that retailer; instead, the wholesaler must strike a medium 

and charge all retailers the same price. 40 Therefore, the wholesaler I s 

price can not reflect the higher cost of shipping a small order seventy-

five miles as compared with the cost of delivering a large order a few 

blocks. The fact that price discrimination was practiced by whole-

salers suggests that prices were too high and/or that fallacies exist 

in the pricing procedures, such as the inability to accurately reflect 

transportation 9osts. 

An Evaluation of the Performance of the ---~~---~ ---~ ~ ~ 

Oklahoma Alcoholic Beverage Industry 

A greater degree of economic concentration seems desirable for 

the Oklahoma wholesale and retail liquor industries. It would reduce 

excess capacity by decreasing the amount of economic resources 

devoted to the industries, and economies of plant would be achieved by 

i.ndividual firmso Thus the industries would employ fewer economic 

resources to produce approximately the same outputo Society would 

benefit from the resulting lower prices, and more economic resources 

would be allocated to other industries. However, monopoly power would 

increase and prices to the consumer might stay high, leaving only the 

benefit of more resources being allocated to other industries. 

Although it does not appear to some people to be the case, 



economic theory tells us that price flexibility is one method of 

impelling an inefficient industry closer to its most effi.cient form., 

Thus the unstable prices experienced by the Oklahoma liquor industry 

may be desirable since they tend to discourage potential entrants and 

eliminate inefficient firms. If so, Governor Bell.mon was justified in 

vetoing House Bill 737, 1963, which would have given the A~ B~ C~ 

Board the power to fix minimum prices.41 

Summary 

This paper is an empirical study of the economic performance of 

the Oklahoma liquor industry and is based on concepts and hypotheses 

developed from economic theory. FirstJ it was found that the environ-

ment is formed largely by the legal atmosphere in which firms operate 

and the nature of the demand faced by the firms. The Oklahoma Alco

holic Beverage Control Act and the~~ Regulations Adopted~ 

~ !• ~. Qo ~ are the primary constituents of the legal atmos

phere. The nature of the demand faced by firms indicates the 

importance of consumer sovereignty to the industry, which seems to be 

of consequence to the Oklahoma liquor industryo Thus the framework 

established by the environment tends to control the structure and 

conduct patterns of the industry9 

The main purpose of Chapter rv was to inspect the Oklahoma liquor 

industry's performance with respect to efficiency and price flexib il

ity~ Price fluctuations are a method of impelling an industry to its 

most efficient form. Furthermore, both the Oklahoma retail and whole

sale liquor industries were inefficient, as evidenced by the need to 

eliminate excess capacity and by the existence of unrealized economies 
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of plant. Increased economic concentration for both industries would 

improve their efficiency. However, neither industry will readily 

approach greater concentration due to the ease of entry into the indus

tries. Nevertheless, the fact that both industries are characterized 

by price flexibility provides a basis for hope that the industries will 

attain a more efficient form. 
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Footnotes for Cb.apter r:v 

1A. B. c. Board, Third Annual Rep$rt, 1963, pp. 8, 11. Sales tax 
collections for fiscal~ 1963 were 1,099,646, and there were 8a8 
active package stores on June 15, 1963. Thus, the average gross 
receipts for retail stores was $66,400 aqua.ls 50 x $1,099,646 p~ws 828. 
The standard error was fowid by applying the following formu1a: 
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standard error equals the square root of the sum of X minus X squared 
divided by N, where Xis the gross annual receipts of the sample firm 
and Xis the average gross receipts of the sample firms, N is the number 
of sample firms. The average annual gross receipts of the sample firms 
was found by summing the annual gross recei:pts of the sample firms and 
dividing the sum by the number of sample firms (15). 

2The class boundaries were found by adding th~ classes and div
iding by 2. For example, $50,000 plus $75,000 divided by 2 equals 
$62,500. 

3The chi square test was applied to the sample distribution to 
determine whether or riot the sample could be treated as a normal 
distribution. The application of the chi square test and its results 
were as follows. 

Class Class Class Z= X-X Area Under 
Boundaries Frequencies s Normal Curve 

0 0 -1.86 .4686 

0-10 10 2 -1.75 .4599 

10-40 40 7 -.80 .2881 

40-62.5 62.5 2 -.21 .0832 

62.5-87.5 87.5 2 .44 .1700 

87.,5-125 125 2 1.43 .4236 

125-175 175 0 2.74 .4969 

175 or more greater .5000 

Total 15 



3continued 

Area Expected Observed (Observed-Expected)2 -Class Frequency Frequency Expected 

.0087 .09 or 1 0 (o-o)2~ o 
0 

.1718 1.72 or 2 2 (2-2)2..;. 0 
2 

.2049 2.05 or 2 7 (7-2)2_ 12.5 
2 

.2532 2.53 or 3 2 ~2=.3 
3 

.2536 2.54 or 3 2 (2-3)2= .3 
3 

.0733 .73 or 1 2 (2-1)2= 1 
1 

.0031 .03 or 0 0 

Total 11 15 14.1 

The degrees of freedom were 1 and 4. Thus, V = 2, chi square .95 = 
9.49 which is less than 14.1 and V • 2, chi square .05 = .711 which is 
less than 14. l. Therefore, a normal distribution should not.be applied 
to the sample distribution. 

4Personal interviews with various persons in the industry. 

5John A. Shubin,. Managerial and Industrial Economfcs (New York: 
The Ronald Press Company, 1961) p:-135. 

63,023 people. 2,328,284 people over 770 stores. 

747 of 77 counties had more package stores per capita than the 
state average. 

8Laid-in-costs are the same as delivered costs. 

9see Tab le JX. 

lOif the average annual gross receipts are $66,400 per Table X 
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and the average costs per sample retail firm were 10 per cent of the 
delivered costs plus the delivered costs, and the average markup above 
delivered costs was 24 per cent for the sample firms, then the average 
net income per sample firm was 14 per cent. Thus, the average deliv
ered costs per sample retail firm was $58,250 equals $66,400 plus 1.14. 
Therefore, average net income per retail firm was $7,155 per year equals 
($58,250 X .14) retail firms. If the median annual gross receipts of 
$50,000 is used in the above formulas, an annual net income of $6,139 is 
computed. $43,900 equals $50,000 divided by 1.14. $6,139 equals 
$43,900 X .14. 



llwine and Spirits Wholesalers of America, Annual Survey 2f. ~- ·· 
ations (New York: Wine and Spirits Wholesalers of America, 1962) p. 9. 
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12wine and Spirits Wholesalers of America, Annual Survey 2f_ ~
ations (New York: Wine and Spirits "Wholesalers of America, 1962) p. 10,11. 

13Ibid. 

14Ibid. p. 11. 

15oklahoma Alcoholic Beverage Control Board's records. Oklahoma 
City, 1963. 

l6Personal interviews with package store operators and other 
people in the industry. 

17Ibid. 

l8The total of each column in Table XIII times the annual gross 
receipts divided by the sum of the total in all rows times annual gross 
receipts times 100 yields the expected gross receipts to be accounted 
for by firms using the per cent markup heading that column. 

sum of column :· :x.::. annual oss reoei ts 
sum of rows X annual gross receipts 

.29__ : .06 
8"bO 

200 ... 23 
860 ~ =.30 

X 100 = expected gross 
receipts accounted 
for by all firms 
using that per 
cent markup • 

~: .41 

The class mark of the per cent markup used by sa:m;ple retail firms times 
the expected gross receipts all summed equ~ls the average per cent markup 
used by sample firms weighted by the per cent of the market they 
account for • 
• 06 (.05) plus .23(.15) plus .30(.225) plus .41(.335) equals .24 

19see the questioIIDa.ire in the appendix sent to -package stores. 

20Rules ~ Regulations Adopted~~ Board, art. 3, sec. 5, 6. 

2loklahoma County District Court, 158688 (1963). 

· 22 11Liquor Firms Trim Prices,"~ Daily Oklahoman, February 15, 1963, 
p. 2. . . 

23Persona..l interviews with various people in the industry. 

241bid. 

25Bain, pp. 410, 411. 



26see the questionnaire in the appendix sent to package store 
operators. 

27Ibid. 

28Ibid. 

29Ibid. 

30see-"Economies of Plant in Oklahoma Wholesale Liquor Firms," 
this paper. 

3lw1ne and Spirits Wholesalers of America, Annual Survey .2f 
Operation, ~P· 10, 11. Also, Table x. 

32Ibid. Personal interviews with Board personnel indicate that 
gross receipts for all Oklahoma wholesale firms are about forty million 
dollars. 

33Bain, p. 403. 

34Personal interviews and various newspaper articles; for example, 
'''Liquor Prices Fall," and "Liquor Price War Booms Business at Still .. 
water," ~ Daily Oklahoman (1963). 

35see the questionnaire in the appendix sent to package store 
operators. 

37Reoords of the Oklahoma A. B. C. Board. 

38Ibid~ "Liquor Firms Trim Prices, 11 ~ Daily Oklahoman, FebrW;1.ry 
15, 1963, p. 1. 

39see in the matter of William Thomas Milam and Cleveland Hall, and 
in the matter of William Thomas Nilam and M. L. Rear, (in the Board's 
files); Oklahoma Beverage Analyst, nFam.ous 'Not Guilty,' April, 1962, 
p. 10. • "Suppliers· Show Packages at Jobber's Meeting; Parham, 
Link Warria'n Discounts," November, 1960, p. 94. • "Tulsa Retailers 
Admit Rebates," June 1961, p. 5. "Liquor Kickbacks Linked to McAlester 
Councilman, 11 ~ Daily Oklahoman, May 10, 1961, p. 10. Plus numerous 
other articles. · 

4o0klahoma, Alcoholic Beverage Control Act, (1959). 

41 "Governor Vetoes Liquor Price Bill, 11 ~ Daily Oklahoman, June 
18, 1963, p. 1. 



QUESTIONNAIRES. 

Dear Sir: 

In meeting the requirements for a masters degree at Oklahoma 

State University, it is required that I write a thesis. I chose the 

Oklahoma liquor industry for my topic. Because of the lack of infor

mation on the industry, it is necessary that I send a questionnaire to 

persons in the industry. The information will be compiled in such a 

manner as to reveal nothing about an individual firm. The information 

will be only for use in my thesis and will not be accessible to any

one else. Your co-operation is appreciated. 

I. 

Sincerely yours, 

Charles o. Gibson, Jr. 

A. During a busy day, could you serve more customers than you do 

without employing more people or facilities? 

___ yes 

___ no 

B. What per cent of your weekly business is on Fridays and 

Saturdays? 

c. What per cent of your annual business is during the months of 

January, February, March? ---
--- April, May, June? 

--- July, August, September? 

--- October, November, December? 
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II. 

III. 

A. How large an inventory do you maintain? 

$3,000 or less 

$5,000 

$7,000 

$10,000 

$15,000 or more 

B. How many different brands do you keep in stock? 

c. How many different items do you keep in stock? 

D. How many employees do you have working full time? 

part time? 

A. What are your gross annual receipts? 

$10, 000 or less ---
--- $30,000 

--- $50,000 

--- $75,000 

--- $100,000 

--- $150, 000 

--- $200, 000 

___ $500, 000 or more 

B. What per cent above laid-in-costs are you using? 

C. What per cent above laid-in-costs do you need to just cover 

your total costs? 

--- 5% or less 

__ 10% 

___ 15% 
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IV. 

__ 20% 

--- 25% or more 

D. How long has it been since you had a general change in your 

prices? 

six months or less ---
--- one year 

--- two years 

--- three years 

--- Have never had a general price change. 

A. How many wholesalers do you usually deal with during a six 

month period? ---
B. Approximately how long have you dealt with these wholesalers? 
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Dear Sir: 

In meeting the requirements for a masters degree at Oklahoma State 

University, it is required that I write a thesis. I chose the Oklahoma 

liquor industry for my topic. Because of the lack of information on the 

industry, it is necessary that I send a questionnaire to persons in the 

industry. The information will be compiled in such a manner as to 

reveal nothing about an individual firm. The information will be only 

for use in my thesis and will not be accessible to anyone else. Your 

co-operation is appreciated. 

I. 

II. 

Sincerely yours, 

Charles o. Gibson, Jr. 

A. What per cent of your weekly business is done on Friday? 

B. What per cent of your annual business is during the following 

months? 

--- January, February, March 

--- April, May,. June 

--- July, August, September 

--- October, November, December 

c. On a busy day could you serve more retailers than you do 

without having to employ more people or facilities? 

no ---
A. How many employees does your firm have? ---
B.· How many vehicles does your firm have? 

___ yes 



III. 

v. 

A. What are your approximate annual receipts? 

$1,000,000 or less ---
---·$1,500,000 

--- $2,000,000 

--- $2,500,000 

--- $3,000,000 

--- $3,500,000 

--- $4,ooo,ooo 

B. Approximately how much inventory do you maintain? 

--- $500,000 or less 

--- $1,000,000 

--- $1,500,000 

...--- $2,000,000 

--- $2,500,000 or more 

c. How mapy different items do you keep in stock? 

D. How many different brands do you keep in stock? 

E. What per cent markup above laid-in-cost do you need to just 

cover your total costs? 

--- 8% or less __ 10% 

. 8.5% ---- __ 10.5% 

__ 9% --- 11</o 

__ 9.5% --- 11.5</o or more 

F. What is the value of the total assets of your firm? 

A. Have you found that retailers tend to buy from the same few 

wholesalers for long periods at a time? 

___ yes ___ no 
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CHAPrER V 

POSSIBLE CHANGES IN TEE O!aiAHOMA LIQUOR ;INDUSTRY 

Since this thesis is a study of the performance of the Okla-

homa. liquor· industry, it is proper to prese;nt some of the possible 

changes in the structure and conduct patterns of the industry that may 

lead to a more satisfactory performance. The possible changes that 

will be presented are the adoption of a franchise system or a monopoly 
... 

system, the establishment of minimum prices, the use of other channels 

of distribution, and the allowanc~ of horizontal and vertical inte-

gration. The changes will be presented as controversial modifications 

deserving a more complete study than is provided here. 

The adoption of State Question 406, which appeared on the ballot 

in the 1962 General Election, would have permitted the Oklahoma liquor 

industry to adopt a franchise system. 1 None of the wholesalers actively 

campaigned against the question; retailers we;r;-e divided witl;l .respect to 

the question. 2 The data with respect to the issue are so ini;3ufficient 

that no definite conclusions can be drawn. In persona.l interviews, 

wholesalers suggested that a franchise system would be more efficient 

than Oklahoma's free wheeling system. However, many retailers felt 

that it would increase the prices to the consumer. Thus, the fina.l 

effects of a franchise system i~ Oklahoma. are still debated. 

There has not been an organized movement in Oklahoma to adopt. a 

monopoly system. Since alcoholic beverages can lead to addiction, a 
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social cost is associated with the industry, providing justification of 

. pub lie ownership of the indul;itry. However, through selected legis

lation, an open license state can gain many of the advantages asserted 

for the monopoly system and decrease the disadvantages declared for the 

open license method. Also, it is contended that a. monopoly system shows 

a lack of confidence in free enterprise. Since the type of system 

adopted for the distribution of alcoholic beverages is somewhat a moral 

issue, the author feels that the people in each state should decide 

what method of distribution to adopt. 

Ba.in suggests that more desirable results are attained if govern

ment regulations modify the structure and conduct patterns of an 

industry rather than the performance directly.3 Direct interference 

of performance, such as establishing minimum prices, impedes an industry's 

efforts to produce at its most efficient output. If the established 

price minimum is lower than the market price, :Lt will· not achieve its 

purpose in that prices would not fall to this level any way. A minimum 

price that is higher than the market price·would be inefficient in that 

economic resources would be misallocated, and the market could not adjust 

to its optimum output. 

T:O.e adoption of House Bill 737, 1963, woul,d have given the Board 

the power to set minimum prices for both wholesale and retail firms. 4 

Wholesalers were in favor ·of adoption of the bill, while distillers 

fought the bill.5 Again, retailers were divided with respect to the 

issue.6 On June 17, 1963, Governor Bellman, rightfully in the author's 

opinion, vetoed EB 737.7 

1 It is plausible to all.ow alcoholic beverages to be distributed 

through other channels, such as drugstores, grocery stores, gas stations, 
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and so forth. Twenty-five of the thirty-two open license states permit 

outlets other than stores restricted to the sale of alcoholic beveragese8 

other channels of distribution would provide greater convenience for the 

consumer, and as a result of more efficient use of resources, might 

provide a decrease in the average cost per unit of output. For example, 

a cyclical demand accounted for part of the excess capacity in the 

industry; another product sold in conjunction with alcoholic beverages, 

and having a different fluctuating demand might result in more effic-

ient overall use of resources. 

Economies of plant and a reduction of excess capacity may be 

realized if vertical and horizontal integration of firms is permitted. 

The author knows of no data related to the Oklahoma liquor industry 

concerning this matter. However, there are munerous examples in other 

businesses where multiple firm opere.tions have resulted in greater 

efficiency than single independent firms. This is apparently true of 

grocery stores, department stores, and so forth. 

The possible changes to Oklahoma liquor commerce, as :presented in 

this section, merit further study because their implementation would be 

likely to influence the efficiency of the industry. They are not fully 

explored in the present investigation since emphasis has been concen .. 

trated on the actual performance of tlle industry operating within its 

present atmosphere. 



Footnotes Chapter V 

10klahoma, House Besolution ~ (1963). 

2Personal interviews with various people in the industry. 

3Ba. in, p. 13. 

411Governor Vetoes Liquor Price Bill, 11 ~ Daily Oklahoman, :June -18, 
1963, p. 1. 

5Ibid. 

6Ibid. 

7Ibid. 

8nistilled Spirits Institute, "Commodities Other Than Wine and 
Liquor Sold in Package Stores, 11 (Unpub. Table, 1962). 
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