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Liquor Privatization Makes Economic Sense

Gold Mine Business, Utility Profit

e The Pennsylvania Liquor Control Board (PLCB) is highly unprofitable—especially
considering its statewide monopoly. Of the PLCB’s $2.1 billion in sales for the fiscal year
ended June 30, 2019, only 9% remained after expenses for transfer to the
commonwealth general fund. The PLCB spends most of its earnings on itself.

e The PLCB transferred $185 million to the General Fund in 2019, that’s less than 1% of
General Fund spending.

e Even the present low level of transfers to the state isn’t secure, because the PLCB has a
weak debt position. The PLCB has employee retirement liabilities totaling $1.1 billion
and a gap between its assets and liabilities that is also about $1.1 billion.

Restricted Supply and Conflicted Incentives

e PLCB has performed abysmally in the present crisis, to say the least. Despite launching a
new web portal taking curbside orders at a rate of about 7,000 per day, the PLCB’s
prolonged shutdown and its incompetence in selling online have cost it about $47
million in lost revenue. This loss is also a loss of sales tax revenue and a large amount of
unfulfilled consumer demand.

e Supply was restricted before the crisis as well. A liquor store density report from 2017
ranks Pennsylvania in line with New Mexico, a desert state, in terms of liquor stores per
head. As of 2018-19 the PLCB operated 603 retail facilities, of which 484 were standard
stores. If Pennsylvania reflected the average density of control states, the PLCB would
operate more than 1,000 outlets.

e The PLCB’s mission makes no sense. In other countries, government liquor monopolies
are for alcohol control purposes and the monopoly restricts distribution, but does not
seek a profit. The PLCB’s muddled mission of profiting from drinking while nominally
discouraging it, by contrast, leads to some strange results like unreasonable advertising
restrictions.

e For example, wineries may not advertise volume discounts on the grounds that
this constitutes an “inducement to purchase alcohol.”

Border Bleed

e A significant number of Pennsylvanians continue to buy alcohol out-of-state and bring it
in (this is illegal but usually unenforced). A border bleed study from 2011 indicated on
page 12 that about 40% of consumers mixed in-state and out-of-state alcohol purchases.

e The tax revenue sums involved are meaningful: page 121 of the same study indicates that
when consumers do go out of state, they spend three- and even four-figure amounts.
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Since alcohol prices in Pennsylvania have only risen relative to other states the past
decade (see below), it is hard to believe these trends have changed.

Border bleed accelerated when the PLCB shut down, depriving the state of tax revenue
and forcing residents into nominally illegal activity. Storekeepers and governors in other
states, like Ohio, even barred Pennsylvania purchasers.

Believe it or not, there’s more freedom for Europeans (including citizens of countries
that have liquor monopolies) to carry alcohol between countries, than residents of
Pennsylvania are given to legally carry alcohol from Delaware.

PLCB Harms Businesses

Licenses are limited to 1 per 3,000 residents. In other words, not all the restaurants that
would like to serve alcohol are able to do so. For business owners in Pennsylvania limited
supply of licenses drives the cost up, and it can be upwards of $500,000.

As of 2014, only 18 states had quota systems for liquor licensing. Of those states only 7
had lower per capita limits than Pennsylvania.

Local restaurants are burdened under artificially high prices. As of 2018, the average
PLCB markup on spirits was 65 percent with only a 10 percent discount for licensees.
The PLCB spent taxpayer dollars to create, copyright, and market its in-house brand
TableLeaf, which was produced in California. This means local producers’ own tax
dollars are funding their competition.

The Broken Promise of Flexible Pricing

The last round of reforms, Act 39 of 2016, granted some alcohol liberalization in
Pennsylvania (limited grocery store sales, for instance) but increased the PLCB’s power
to set prices. Partial liberalization did not deliver the value promised.

Formerly the PLCB sold wine and spirits at a fixed 30% markup that applied to all
brands and suppliers. Act 39 gave the PLCB full pricing discretion and made retail prices
the result of closed-door deliberation.

The PLCB led the public to believe it would negotiate good deals for consumers. A new
study suggests the opposite is true.

e Consultant S.E. Koontz, working on behalf of the Distilled Spirits Council, the
Wine Institute and the Distilled Spirits Alliance, analyzed acquisition costs and
PLCB list prices for distilled spirits in the two years before Act 39 implemented
flexible pricing (2015 and 2016) and the two years following (2017 and 2018).

e The study found that shelf prices (normalized to per-case amounts for accurate
comparison) on spirits rose 7.6%, from $167.03 to $180.61.

e Shelf prices on popular wine brands were up 8.5 percentage points, from 60.8%
to 69.3%. Across the nation over the same time span, wine and spirits prices rose
less than 1%, according to this study.

The PLCB isn’t standing between private suppliers and retail buyers for retail buyers
benefit rather, it extracts a premium from both.

The PLCB’s powers under Act 39 are actually extraordinary enough that they risk an
international trade dispute. Because the PLCB is government entity, its ability to impose
a markup is effectively taxing power, and, in the case of foreign goods, the power to
impose discriminatory tariffs.
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PLCB is Bad for Business

The PLCB works against Pennsylvania businesses, making it more difficult to compete in the
restaurant and entertainment industry that has been decimated by COVID-19.

Consider the experience of Andrew Knechel and Sean Tracy. They formed a corporation for their
respective businesses, Bucks County Brewery and Hewn Spirits, but were denied a distilling and
brewing license from the PLCB for six months. The PLCB’s initial justification was the
ambiguous “code non-compliance.” Both men persisted and discovered Pennsylvania law
dictated that the PLCB could not issue two licenses to the same address. To comply with the
code, the men simply built an eight-foot wall, separating the property into two addresses.

Here are more ways this government agency harms Pennsylvania businesses.

Severely Restricts Liquor Licensing

e Liquor licenses are limited to 1 per 3,000 residents in a county. Not all restaurants that
would like to serve alcohol are able to do so. A limited supply of licenses drives the cost
as high as $500,000.

e Asof 2014, only 18 states had quota systems for liquor licensing. Of those states, only
seven had lower per capita limits than Pennsylvania.

Competes Against Pennsylvania Wineries

o The PLCB spent taxpayer dollars to create, copyright, and market its in-house brand
TableLeaf. This means local producers’ own tax dollars were funding their competition.

High Prices

e Local restaurants are burdened with artificially high prices. As of 2018, the average PLCB
markup on spirits was 65%, with only a 10% discount for licensees.

Special Liquor Order Failures

e The PLCB has repeatedly made it harder for businesses to sell a variety of alcohol. Small
vendors rely on special liquor orders (SLO) because they don’t represent or import high-
volume wines and spirits.

o Over 1,200 wine and liquor products in Pennsylvania are only available via SLO.

o In 2015, the PLCB placed a moratorium on SLOs because they were short-staffed.

o Restaurant owners sued the PLCB for over $10 million in handling fees after the
organization refused to comply with 2016 law allowing delivery of wines directly
from distributors.
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https://www.inquirer.com/philly/food/20140522_Brewery_and_distillery.html
https://www.lcb.pa.gov/Licensing/Topics-of-Interest/Pages/Quota-System.aspx
http://thecapitolist.com/wp-content/uploads/2017/04/Liquor-Stores-in-Non-Quota-Non-Control-States.pdf
https://www.pennlive.com/midstate/2012/12/plcb_wine.html
https://www.pennlive.com/midstate/2012/12/plcb_wine.html
http://www.pahousegop.com/News-Print/Latest-News/Pennsylvania-Licensees-Make-Case-for-Wine-and-Liquor-Privatization
https://d3n8a8pro7vhmx.cloudfront.net/discus/mailings/36/attachments/original/DISCUS_ADSA_Letter_to_PA_Legislature_final_8-22-19.pdf?1566574098
https://www.lcb.pa.gov/Licensing/ResourcesForLicensees/Documents/wine_to_go_for_licensees.pdf
http://plcbusersgroup.org/slo-howto.html
https://www.post-gazette.com/news/state/2015/01/22/Pennsylvania-Liquor-Control-Board-puts-a-stopper-in-special-liquor-orders/stories/201501220125
https://www.inquirer.com/business/plcb-wine-restaurants-class-action-commonwealth-court-20200507.html

FACT SHEET

FROM THE COMMONWEALTH FOUNDATION
L

June 2020

PLCB’s Mishandling of COVID-19

Timeline of Blunders

e March 17, 2020

o The PLCB effectively ends all sale of liquor in the state by closing all state stores
and ending online sales.
e March 18, 2020
o Limited online sales begin, and the website is unable to handle the traffic. The
PLCB implemented a lottery-like randomization to determine who can access the
website. Only about 1 in 330 customers could successfully access the site.
e April 20, 2020
o Limited curbside pick-up is offered, but only at 176 of almost 600 stores.
However, customers might as well try their luck with the website lottery. It took
one man 159 phone calls in order to finally place an order for pick-up with the
PLCB.
e May 1, 2020
o PennLive reported on a backdoor link that allowed website users in the know to
bypass the randomized lottery and access the site nearly 100% of the time.

Border Bleed

e Reason Magazine reported how liquor stores in New Jersey had to close their doors after
a flood of Pennsylvania customers pushed the stores over their safe occupancy levels.

e Ohio and West Virginia are refusing to sell alcohol to Pennsylvania residents in counties
that border the state.

e Police in Delaware set up a check point to discourage Pennsylvania residents driving into
the state from purchasing alcohol.

Other States

e While Pennsylvania restaurants lost revenue waiting for the ability to sell drinks to-go
(the law was finally signed on May 21, 2020), places like D.C., New York City, Ohio, and
Texas not only implemented this change but are now considering making it permanent.

e Online wine ordering sites saw sales increase following COVID-19 by over 500%.
Unfortunately, Pennsylvanians are limited in their selection, as direct wine shipping
must be licensed by the PLCB.
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https://www.media.pa.gov/Pages/Liquor-Control-Board-Details.aspx?newsid=562
https://www.pennlive.com/news/2020/04/big-crowds-small-door-demand-for-alcohol-far-outstrips-supply-as-state-opens-for-online-sales-during-coronavirus-closures.html
https://www.media.pa.gov/Pages/Liquor-Control-Board-Details.aspx?newsid=567
https://www.phillymag.com/news/2020/04/20/plcb-stores-reopened-curbside-pickup/
https://www.pennlive.com/life/2020/04/still-shutout-from-online-liquor-sales-in-pa-heres-a-trick-that-might-get-you-in-to-order.html
https://reason.com/2020/04/07/pennsylvania-has-made-it-both-difficult-and-dangerous-to-buy-liquor/
https://www.cnn.com/2020/04/15/us/pennsylvania-liquor-sales-ohio-west-virginia-trnd/index.html
https://delawarebusinessnow.com/2020/04/state-police-checkpoint-near-total-wine-home-depot-aims-to-end-influx-of-out-out-state-shoppers/
https://www.media.pa.gov/Pages/Liquor-Control-Board-Details.aspx?newsid=573
https://reason.com/2020/05/20/washington-d-c-may-permanently-legalize-to-go-cocktails/
https://www.timeout.com/newyork/news/to-go-cocktails-could-become-a-permanent-option-at-nyc-bars-052220
https://www.wlwt.com/article/new-legislation-aims-to-make-carryout-delivery-of-alcoholic-drinks-permanent/32615305
https://fox6now.com/2020/04/29/alcohol-to-go-could-become-permanent-in-texas-after-pandemic-ends-governor-says/
https://www.forbes.com/sites/joemicallef/2020/04/04/how-the-covid-19-pandemic-is-upending-the-alcoholic-beverage-industry/#534a50a64b0b
https://www.lcb.pa.gov/Consumers/Pages/Direct-Wine-Shipping.aspx

