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PREFACE

The present volume is part of a series of sectoral studies on the evolution of
concentration in the member states of the European Community.

These reports were compiled by the different national Institutes and experts,
engaged by the Commission to effect the study programme in question.

Regarding the specific and general interest of these reports and the responsibility
taken by the Commission with regard to the European Parliament, they are
published wholly in the original version.

The Commission refrains from commenting, only stating that the responsibility for
the data and opinions appearing in the reports, rests solely with the Institute or the
expert who is the author.

Other reports on the sectoral programme will be published by the Commission as
soon as they are received.

The Commission will also publish a series of documents and tables of syntheses,
allowing for international comparisons on the evolution of concentration in the
different member states of the Community.



This report, commissioned by the Directorate-General

for Competition of the Commission of the European
Communities has been carried out by A,J.MacNeary ,B.A.,
of Development Analysts Limited under the direction of

the Managing Director, R,W.Evely,B.Sc. (Econ.).
Secretarial assistance was provided by Lynn Goldklang

and Valerie Ralph.

Development Analysts Limited, 49 Lower Addiscombe Road, Croydon, CRO 6PQ, England.
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1:  GENERAL INTRODUCTION

1.1 This Report is the.second of a two part study, commissioned by the

Directorate~-General for Competition of the Commission of the European Communities, concerning the

U.K. alcoholic and soft drinks industries. The first part, published in September 1977, considered aspects

of industry structure and concentration over the period from 1969 to 1974. This second part examines the

distribution of alcoholic and soft drinks to the consumer.

1.2 In compiling this Report reference has been made to a variety of sources,

ranging from articles in the national finanzial press and trade journals to stockbroking and market research

reports and the published results of Government investigations. This latter source has proved invaluable

particularly on issues relating to the brewing industry and the U.K. liquor licensing system. Since 1966

the following Government reports have appeared:

Costs, Prices & Profits in the Brewing Industry.

Beer - A Report on the Supply of Beer

Unilever Ltd. and Allied Breweries Ltd. - a report
on the proposed* merger and general observations
on mergers.

Beer Prices.

Report of the Deparimental Committee on
Liquor Licensing

Report of the Departmental Committee on
Scottish Licensing Law.

Soft Drinks & Mixers in Licensed Premises

National Board for Prices and Incomes.
Report No.13. April 1966

The Monopolies Commission, April 1969.

The Monopolies Commission, June 1969.

National Board for Prices and Incomes,
Report No.136. November 1969

('The Erroll Report') December 1972

('The Clayson Report')August 1973

Price Commission. March 1977
Report No.23

* The proposed merger did not take place.



Beer Prices and Margins Price Commission. July 1977
Report No.31

1.3 In May 1977 the National Economic Development Office published
"Brewing" - a report by the Brewing Sector Working Group of the Food and Drink Manufacturing
Economic Development Committee. More recently, in April 1978, the Price Commission's investigation
of Allied Breweries Ltd. was published® but unfortunately it appeared too late for any findings o be

incorporated into this Report.

1.4 From the titles of most of these official reports it is clear that the
brewing industry in the U.K, has attracted considerable Governmerﬁ attention, whilst the wines and
spirits trades have been relatively free from this scale of formal investigation. A question regarding
what these reports on the brewing industry have achieved,in practical terms, is a relevant one. The
Monopolies Commission report of 1969 into the supply of beer for retail sale on licensed premises found
that monopoly conditions prevailed. This report concluded that these conditions:

. operate and may be expected to operate

against the public interest since the restrictions.

on competition involved in the tied house

“system operated by the brewer suppliers concerned
are detrimental to efficiency in brewing, whole-
saling and retailing, to the interests of independent
suppliers (including potential new entrants), and "
to the interests of consumers. " +

The report did recognise, however, that the conditions of restricted competition resulted from the
operation of the U.K. licensing laws.which the report recommended should be substantially relaxed. It
‘was on this issue that the ' Erroll Committee' was appointed to review the liquor licensing laws of
England and Wales. None of the 'Erroll Committee's' recommendations, which included the relaxation
of certain aspeqts‘of the liquor laws, have been put into practice some 5-6 years after being submitted

to the Government.

B 5 Toaay, the Price Commission has echoed the sentiments of the
Monopolies Commission's concern over monopoly conditions in the supply of beer, the effects of the tied
house system, the structure of the industry, the level of concentration, and the state of competition. If
any of these issues are to be resolved, the Pr|ce Commission in its Report on Beer Prices and Margins
left no douht where the respon5|bll|fy lies:

"Leglslahon over a long period of time has
undoubtedly contributed to the present
situation. Nevertheless, the simple truth
‘is that -the way the trade is organised and
run has a profound effect on prices and
profits. The question which has to be asked
is whether the present situation is in the

- public interest or is contrary to the public

*Price Commission (April 1978)AII|ed Breweries(UK)Ltd.Brewing & Wholesaling of Beer & Sales in
Managed Houses.
+The Monopolies Commission(1969) A Report on the Supply of Beer.para.415




interest.. This is the question which
must be answered by the Government. "*

1.6 The Monopclies Commission's report noted "the danger of local
retailing monopolies v whi ch have emerged partly as a result of take-over ocfivibry as well as because
of the licensing system, so that there is an "abnormally high concentration of ownership of public houses
in certain areas. " + Resulting from these comments on regional concentration,

M companies owning pubs in local

areas of heavy concentration of ownership

by the same brewer have been seeking to

make their holdings in these areas more

diffuse. It is an extremely difficult operation,
since quite apart from the need to maintain
efficient patterns of distribution and the

question of valuations, the interests of employees
in production and distribution, tenants and
licencees and the customers of the pub concerned,
are all involved." ¥

In the event, Courage and Truman exchanged nearly 100 houses in 1970, and 150 were exchanged
between Courage and Watney in 1971. On September 7th 1977 it was announced that a total of 437
houses were to be exchanged between Allied Breweries, Bass Charrington and Courage. It is not known

whether these exchanges have yet taken plage.

Arrangement of the Report

1.7 This Report is arranged in the following manner:

Chapter 2: This chapter contains an outline of the U.K. liquor
licensing system which has shaped the structure of
alcoholic drink retailing. The role of the brewers is
considered: it is shown that brewery ownership of all
licensed premises fell between 1967 and 1977, but that
the six major brewers increased their share of all brewery
owned premises from around 65 per cent in 1967 to nearly
three quarters by 1975.

Chapter 3: The first half of this chapter is concerned with the
channels of distribution through which beers, wines and
spirits pass into the retail trade, and hence the consumer.
The value of the retail trade in alcoholic drinks is
examined as is the relative importance of the different
types of outlet. In the second half of this chapter the
prices of beer and spirits are discussed, drawing mainly
upon the work of the Price Commission, but utilising the
results of our own price surveys in retail grocers.

* Price Commission (1977) Beer Prices and Margins, para 6.6

+ The Monopolies Commission (1969) op.cit.para 391

¥ The Brewers Society (September 1977)Memorandum on the Price Commission's Report No.31: Beer
Prices and Margins. para 6.17




Chapter 4:

Chapter 5:

Market irends in consumption, expenditure and prices

for beers, wines and spirits are analysed in the first part
of this chapter. Most of the chapter, however,
endeavours to assess brand and market shares for the main
product markets identified; namely, beer, lager, whisky,
gin, vodka, brandy, rum, table wines, sherry, port,
vermouth, and cider. The brand share data is summarised
in Appendix 1.

The U.K. market for soft drinks - squashes, cordials,
colas, carbonates, fruit juices and mineral waters - is
detailed in this chapter. Prices in the off-licensed

‘trade are discussed using Price Commission data, and in

the retail grocery trade from our own price survey research.
Brand share data is summarised in Appendix 1.
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2:  INSTITUTIONAL BACKGROUND TO THE DISTRIBUTION OF ALCOHOLIC
BEVERAGES IN THE UNITED KINGDOM

The Licensing System

2.1: National control of premises used for the sale and consumption of intoxi-
cating liquors has a history which can be traced back to the reign of King Henry VII. * This element of
control is still with us today and is formalised by the Licensing Acts.  There are three different Acts which
apply to the different realms of the United Kingdom. In the case of England and Wales the legislation is
embodied in the Licensing Act 1964; for Northern Ireland it is in the main the Intoxicating Liquor and
Licensing Act (Northem Ireland) 1959; and for Scotland the Licensing (Scotland) Acts of 1959 and 1962,
Although the enactments of these laws produce some differences between each of the realms, their essential
similarity, as far as this report is concerned, in relation to the refailing of alcohoiic beverages is to provide

for the granting of licences to premises where alcohol may be sold for immedicte or later consumption.

2.2: In England and Wales (for Northern Ireland it is similar) the granting of

justices' licences take the following form: ++

On Licence: A licence authorising the sale of alcoholic liquor for
consumption on or off the premises, i.e. a full on-
licence.

Restaurant Licence: A licence authorising the sale of alcoholic liquor for

consumption by persons taking table meals, where
the consumption of drink is ancillary to the meal and
where the premises are used solely for the supply of
meals.

+ The Monopolies Commission.A report on the Supply of Beer (1969) HMSO Appendix 8. Early History of
Licensing. ,

++ The definitions of the different types of licence are taken from The Brewers' Society Statistical
Handbook (1976).
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Residential Licence: Where the premises are let for board and lodging, and
breakfast and at least one other main meal are also
supplied, then alcoholic liquor can be supplied to
residents (and their guests).

Combined Licence: A combination of Restaurant and Residential Licences. .

Licensed Club: This is usually a club which is operated by individuals
or a limited company as a commercial enterprise and
alcoholic drink is sold only to members.

Registered Club: This type of club is run by a committee of members,
and the members own the stock of liquor; a non-
profit making organisation.

Off-Licence: A licence authorising the sale of alcoholic liquor
for consumption off the premises.

2.3 In Scotland the following definitionst apply:

Public House : These are allowed to sell excisable liquor by retail
: for consumption, either on or off the premises, i.e.
a full on-licence.

Hotels: as for public house, but where sleeping accommodation
is provided for travellers, i.e. a full on-licence.

Restaurant Licence: The same kind of licence as in England and Wales.

Restricted Hotel Licence: The same kind of licence as the combined restaurant
and residential licence in England and Wales.

Off-Licence: The same form of licence as in England and Wales.
Registered Club: The same form of licence as in England and Wales.
2.4 Statistics on the number and type of liquor licences in operation are

available for a period of years stretching back into the previous century. However, attention here will be
focused on more contemporary events so that details of licences in force for the constituent parts of the
United Kingdom are presented in Table 2.1 for selected years between 1967 and 1975, the most recent year
for which these data are available, Of the total number of licensed premises in the UK of 155,957 in 1975,
89.1 per cent were to be found in England and Wales, 9.1 per cent in Scotland and 1.8 per cent in

Northern Ireland. These proportions have remained virtually unchanged since 1967.

2.5: The salient points of Table 2.1 are conveniently summarised by Tables
2.2 and 2.3. For the United Kingdom as a whole the number of fully on-licensed premises fell from around

75,000 in 1967 to stand at about 73,650 by 1975 - a fall of some 1.8 per cent. Total licensed prerhises, on

+ The Brewers Society. (1976) op.cit.
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TABLE 2.1

Premises Licensed and Registered for the sale and consumption of alcoholic beverages

UK Selected years 1967-75

Type of Licence 1967 1968 1971 1972 1974 1975
England and Wales

Full on-licences (mainly

public houses) 65,216 65,541 64,087 63,732 63,728 64,614
Restaurants 4,590 5,160 7,100 7,860 9,176 9,599
Residential 1,191 1,365 1,804 1,988 2,354 2,532
Combined Restaurant and '

Residential 1,769 1,917 2,324 2,489 2,711 2,763
Licensed Clubs 2,377 2,438 2,563 2,659 2,854 2,802
Registered Clubs 22,368 22,705 23,985 24,368 24,665 24,931
Off-licences : 26,702 26,906 28,166 28,808 30,556 31,644

124,913 126,032 130, 029 131,904 136, 044 138,885
Scotland
Public House Certificates 4,230 4,198 4,176 4,064 3,923 4,022
Hotel Certificates 2,404 2,449 2,609 2,646 2,745 2,755
Restricted Hotel Certificates 184 212 250 270 319 317
Restaurant Certificates 221 274 406 431 540 587
Registered Clubs 1,686 1,793 2,073 2,148 2,306 2,404
Off-licences 3,555 3,630 3,819 3,872 4,019 4,182
12,280 12,556 13,333 13,431 13,852 14,247
Great Britain 137,193 138,588 143,362 145,335 149,896 153,132
Northern Ireland
On-licences 2,451 2,372 2,244 2,273 2,270 2,285
Registered Clubs 185 206 235 296 341 376
Off-licences 108 97 105 101 137 164
2,744 2,675 2,584 2,670 2,748 2,825
United Kingdom 139,937 141,263 145,946 148,005 152,644 155,957

SOURCE: The Brewers' Society (1976)op.cit.
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TABLE 2.2

Number of Licensed and Registered Premises in UK, selected years 1967-1975

Licensed and

Full On T Restricted * Registered
Year Licence On Licence Clubs Off Licences Total
1967 75,001 7,955 26,616 30, 365 139,937
1968 74,560 8,928 27,142 30,633 141,263
1971 73,116 11,884 28,856 32,000 145,946
1972 72,715 13,038 29,471 32,781 148, 005
1974 72,765 15,100 30,121 34,658 152,644
1975 73,656 15,798 30,513 35,990 155,957
TABLE 2.3
Percentage Change and Share of Total Licences in UK, 1967 and 1975
per cent

Change Share

1967-75 1967 1975
Full On-Licences - 1.8 53.6 47.2
Restricted On Licences +98.6 5.7 10.1
Licensed and Registered Clubs +14.6 19.0 19.6
Off-Licences +18.5 21.7 23.1
Total +11.4 100.0 100.0

+ Full On-Licences comprised of:

Full on-licences
Public House certificates Scotland
Hotel Certificates
On-licences

Englond and Wales

Scotland
N. Ireland

*Restricted On-licences comprised of:

Restaurants
Residential
Combined

Restricted Hotel Certificates
Restaurant Certificates
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the other hand, increased their numbers by 11.4 per cent or from just under 140,000 in 1967 to nearly
156,000 by 1975. The fall in the number of fully on-licensed premises together with the growth of
licences of all types was sufficient to reduce the on-licences share of the total from 53.6 per cent to

47 .2 per cent over the same period. Restricted on-licences, that is restaurants and hotels, increased by
98.6 per cent over the eight year period taking their share of all licences from 5.7 per cent to 10.1 per
cent. Licensed and Registered Clubs grew by 14.6 per cent and raised their share of the total by 0.6 per
cent. Off-licences grew numerically from almost 30,400 in 1967 to virtually 36,000 in 1975 - an
increase of 18.5 per cent raising the proportion of total licences attributable to them from 21.7 per cent

to 23.1 per cent.

2.6: The increase in the number of off-licences has been one of the most
notable changes in the pattern of alcohol retailing during recent years. The reasons for this stem, first of
all, from the consolidating legislation of the 1964 Licensing Act which re-introduced the right of an
applicant to appeal against the decisions of licensing justices, thereby making it generally easier to obtain
an off-licence. This Act also altered the hours during which off-licences were permitted to trade with the
result that they could remain open during normal shop hours. This change, taken together with the
abolition of resale price maintenance in 1964 encouraged the establishment of off-licence departments

within grocery supermarkets as well as laying the foundations for the emergence of discount liquor stores.

2.7: In 1971 the Departmental Committee on. Liquor Licensing was established .
with the task of reviewing the liquor licensing laws of England and Wales. The Committee's Report™ was
published in December 1972, the tenor of its recommendations favouring a simplified licensing system
making it easier for anyone to obtain permission to sell alcohol. As yet this Report has received no formal
response from the Government but it may well be the case that the spirit of the Report* has been applied by
licensing justices in that they have been more willing to grant licences to restaurants, specialist retailers
and to grocery retailers wishing to add an alcoholic drinks department to their stores. It should be noted,
however, that the fall in the number of on-licences does not necessarily imply a hardening of the licensing
justices attitude towards such premises but rather that this is the result of rationalisation amongst the owners

of such premises.

Brewery Ownership of Licensed Premises

2.8 One of the most characteristic features of the distribution of alcoholic
drinks in the United Kingdom is the extent to which retail outlets fall under the ownership of brewery

companies. A vertically integrated distribution system has evolved whereby brewers manufacture,

+ Report of the Departmental Committee on Liquor Licensing. (1972) HMSO - generally referred to as
the Erroll Report after the name of its chairman.

* A similar review of the licensing law in Scotland was undertaken and published as the Report of the
Departmental Committee on Scottish Licensing Law (1973) HMSO ’
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wholesale and retail their own product. During recent years the brewers' spread of interests has been such
that they are also responsible for a significant amount of the sales of alcoholic and non-alcoholic drinks
other than beer. Before considering the contemporary pattern in the ownership of

licensed premises it is useful to examine how the brewers' role has been able to develop.

2.9: As part of the system of revenue control any manufacturer or wholesaler
of intoxicating liquor must hold an exise licence. In the case of the brewing industry any establishment
efgaged in this activity must hold such a licence and Table 2.4 sets out the number of licences held for
:{elec'red years over the period 1881 to 1976. As this table shows there were at the turn of the century
just under 6500 brewer for sale licences in existence. The locational structure of the industry at this time
was\qne of a relatively large number of breweries producing for essentially localised urban and rural
markets and serving the populations through licensed premises, mainly public houses. The constraint
governing the physical size of a brewery's market area was related to the nature of the product; namely,
beer was perishable, susceptible to the vagaries of the weather and manner of keeping, so that given the

transport system available at the time it did not lend itself to extensive distribution.

2.10: The brewing industry has taken advantage of the technological innovations
available to it in both the manufacturing and distribution processes. One of the most impor;rqnf techno~
logical advances can be attributed to the pasteurisation of beer which had the effect of reducing its perish-
ability.  This reduction in perishability was enhanced with the introducing of carbon dioxide fo store and
pump beer under pressure in casks dnd tanks: for, the use of pressurised containers meant that as beer was
consumed from a cask the space left behind would be filled with carbon dioxide rather than air which could

introduce impurities into the beer as well as encouraging bacterial growth.

2.11: The Monopolies Commission Report™ noted that this type of beer, known
as 'keg' or brewery conditioned beer, was first marketed by Watneys in 1933. However, the same report
indicates that it was not until the mid-1950s that the term 'keg' came into common use with the marketing
of *Flowers Keg bitter, the first brew being made during the firstweek of May 1954. Thus, the transport
and storage difficulties associated with traditional or cask conditioned beer were overcome enabling the
notion of a beer of constant quality and flavour for national distribution to become a reality. Before this
could happen, however, there was a problem; namely, that the effective marketing of keg beers could not
be achieved if the brewer did not own the retail outlets (i.e. licensed premises) in the chosen area. For
the brewer with the financial resources the remedy to this problem was to take-over other brewers thereby
acquiring the retail outlets owned by the acquired firm. In addition to businesses which failed in the
normal course of events, the fall in the number of brewer for sale licences and brewery companies actively
brewing shown in Table 2.4 can be attributed to mergers and take-overs which become an increasing aspect

of brewers' behaviour from the 1950s and into the early 1970s.

+ The Monopolies Commission (1969) op. cit. para. 22.

* Flowers Breweries Ltd. are now part of the Whitbread group.
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TABLE 2.4

Breweries and Bréwery Companies actively Brewing, UK. 1881-1976

Breweries (i.e. Brewery Companies
Brewer for Sale (i.e. actively
Licences) brewing)
1881 16,798
1890 11,364
1900 6,447
1910 4,512
1920 2,914
1930 1,418
1940 840
1950 567 4 362
1960 358 247
1967 244
1968 220 117
1969 177 96
1970 : 177 o 96
1971 170 \ 92
1972 162 88
1973 162 88
1974 152 84
1975 147 82
1976 , 142 82

SOURCE: The Brewers' Society(1976)op.cit.
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2.12: Even in the absence of any desire to market beers on a national basis the
only way a brewer could expand his business was by take-over. There is little doubt that the incentive to
acquire other brewers was directly as a result of the licensing system: this system ensures that at any one
time there is a fixed supply of licensed retail outlets available so that the acquisition of a brewer and his
public houses ensures an immediate and rapid increase in market share.  To place in perspective the scale
with which such market share increases could come about it is useful to refer to the Monopoﬂes Commission+
report. This report states that during the period of its inquiry into the beer industry, from July 1966 to
April 1969, "20 brewery companies were taken over by other brewers.” Furthermore, "in 1968 Bass
Charrington acquired by takeover of other brewery companies a further 842 premises (758 on~licensed and
84 off-licensed), bringing its total premises to 11,457, Whi-fbreqd also acquired by takeovers a further
689 premises (647 on-licensed and 42 off-licensed) bringing its tofal premises to 9087." In terms of the
geographical scale against which such take-overs occurred it is interesting to consider the case of Watney.
The acquisition of Tamplin & Sons, of Brighton, Sussex gave Watney 400 public houses in that area. In
1960 three take-overs were completed which increased the number of Watney public houses by 3195: Phipps
Northampton Brewery Co. Lid. added 1171 pubs within a 60 mile radius of Northampton; Ushers Wilfshire
Brewery Ltd. added 200 pubs and a brewery at Trowbridge; and the takeover of Wilson and Walker Breweries
Ltd. resulted in an addition of 1124 pubs in the Manchester area. More recently, the Bass Charrington

brewery at Runcorn replaced the brewing capacity of nine local breweries.

2.13: The Monopolies Commissiont+ reported extensively on the brewery
ownership of licensed premises in relation to the data for 1967 which was the latest available at that time.
This source is used here as a reference point in the discussion of changes in the pattern of licence owner-

ship since that date.

2.14: Table 2.5 shows that in 1967 brewers owned 78 per cent of full on-
licences and just under 30 per cent of off-licences, equivalent to some 58 per cent of all UK licensed and
registered premises. Distinct regional differences in this pattern of ownership are revealed by Table 2.6
which credits brewers as owning 52.7 per cent of licensed premises in England and Wales, but just under
15 per cent in Scotland and none in Northern Ireland.  Once again, however, there are differences in the
extent of brewery ownership of different types of licence within the different realms of the UK as Table 2.7
demonstrates. In England and Wales in 1967 brewers owned 86 per cent of fully on-licensed premises and
just under 40 per cent of off-licensed premises. In Scotland, brewery ownership of on-licences extended
to almost 27 per cent of such premises but was not even 1 per cent of off-licensed premises. With the

exception of one on-licence, brewery ownership of licensed premises is notably absent in Northern Ireland.

+ The Monopolies Commission (1969) op. cit. para. 12 and footnote (a) of Table 21.

++ The Monopolies Commission (196%)op.cit.Chapter 3
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TABLE 2.5

Brewery Ownership of Licensed and Registered Premises, UK, 1966 and 1967

Total Owned by

Total Premises in UK Brewers % Brewery Owned
Type of Licence 1966 1967 1966 1967 1966 1967
Full on-licence
(mainly public houses) 75,109 75,001 59,465 58,525 79.2 78.0
Restaurant 4,217 4,811 15 40 0.3 0.8
Residential 1,087 1,191 Nil Nil - -
Combined restaurant and
residential ' 1,991 1,953 Nil Nil - -
Registered Clubs 23,652 24,268 Nil Nil - -
Licensed Clubs 2,318 2,377 Nil Nil - -
Off-licences 30,203 30, 365 9,554 9,084 31.6 29.9
138,677 139,966 69,035 67,649 49.8 48.3
SOURCE: The Monopolies Commission(1969) op.cit.Table 17
TABLE 2.6
Brewery Ownership of Licensed Qutlets in England and Wales, Scotland and
Northern Ireland, 1966 and 1967
All Licensed Outlets % Brewery Owned
1966 1967 1966 1967
England and Wales 124, 003 124,913 54.2 52.7
Scotland 11,968 12,300 15.4 14.8
Great Britain 136,144 137,222 50.7 49.3
N. Ireland 2,706 2,744 (nil) (nit)
United Kingdom 138,677 . 139,966 49.8 48.3

SOURCE: The Monopolies Commission (1969)op.cit. Table 18
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TABLE 2.7

Brewery Ownership of full on-licences and off-licences in England and Wales, Scotland ’

and Northern Ireland, 1966 and 1967

Total Licences

full on/off licences

No. Brewer Owned

% Brewer Owned

1966 1967 1966 1967 1966 1967
Full On-licences
England and Wales 66,373 65,916 57,648 56,741 86.9 86.1
Scotland 6,541 6,634 1,816 1,783 27.7 26.9
Great Britain 72,914 72,550 59,464 58,524 81.6 80.7
N. Ireland 2,195 2,451 1 1 (nil) (nil)
United Kingdom 75,109 75,001 59,465 58,525 79.2 78.0
Off-licences
England and Wales 26,590 26,702 35.8 33.9
Scotland 3,449 3,555 0.6 0.6
Great Britain 30,039 30,257 31.8 30.0
N. Ireland 164 108 (nil) (nil)
United Kingdom 30,203 30,365 31.6 29.9

SOURCE: The Monopolies Commission(1969) op.cit.Tables 19 and 20
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2.15: It has not proved possible to update this data on the same scale as the
Monopolies Commission provided for 1967. However, by taking the most recent information that is
available it is possible to comment upon how the brewery ownership of certain licensed premises changed up
to 1975. Generally, it remains true (as Table 2.5 shows) that brewery ownership of registered and licensed
clubs is virtually non-existent, has no doubt increased in the hotel and restaurant sections and has probably
slightly increased to around 16.5 per cent of all licences in Scotland. Within the UK as a whole, how-
ever, brewery ownership of all types of licence has fallen from 48.3 per cent in 1967 to at least 36.0 per

cent in 1975.

2.16: The data setting out the relative position of UK brewers with respect to
ownership of liquor licences is set out in Table 2.8 and based upon figures for 1967 which have been
extracted from the Monopolies Commissiont report and those for 1975 taken from the Price Commission*
report. It is clear that the number of full on-licences and pubs has declined, in both absolute and relative
terms, between 1967 and 1975. In the words of the Erroll Repori’ﬁ "the reasons for this are quite straight-
forward.  The brewing industry for most of this century has pursued a policy of ‘fewer and better' . This
has meant, in effect, a continuous process of closing down substandard public houses while improving
existing premises.  This process has been reinforced by a number of factors. These include increased costs
of distribution, changes in population and major redevelopment schemes in most of the country's large cities.

The effect has been a continued run down of public houses in rural areas, the closure of smaller public

houses in a large number of towns and an increasing concentration on larger outlets..." &
+ The Monopolies Commission(1969) op.cit.

* Price Commission (1977) Beer Prices and Margins, HMSO.

@ Erroll Report (1972) para. 2.16.

® Brewers' Annual Reports and Accounts stand testimony to this quotation:

Vaux Breweries (1976) "...acquired or completed 3 pubs and undertaken major improvements
to 18 pubs and hotels ... sold 17 pubs, of which 4 were compulsorily
acquired.”

Higsons Brewery (1975) "Many of our building (new pubs) decisions will be affected by the

development or otherwise of devastated areas on Merseyside -
1,200 acres in Liverpool alone. Much will also depend on the
movement of population which sadly is still outwards from Merseyside. "

Scottish & Newcastle " ... we have opened ten new public houses, all of which are in
Breweries (1975) development areas or replace licences lost through re-development. "
Davenports Brewery "Two small unprofitable licensed houses were sold during the year,
(1975) and we lost a further one in Nottingham by Compulsory Purchase Order."
Boddingtons Breweries "In 1975 we have spent £454,000 on capital projects and a

(1975) further £291,000 on maintaining and improving the comfort and
facilities in many of our existing houses.  Three new public
houses have been opened during the year."

Creenall Whitley (1975) "We are actively seeking sites to off-set further losses under
Compulsory Purchase Orders. During 1975 we opened six new
public houses ...... carried out major alterations to 19 public
houses".
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TABLE 2.8

Estimated Changes in Brewery Ownership of Licensed Premises, UK 1967 and 1975

SOURCES:

(RS

and Table 22.

Licence and -Ownership 1967 1975
Total Licences 139,937 £ 155,957 8
of which Full on-licences 75,001 73,656
(pubs) (72,400)* (66,000)F
off-licences 30, 365 35,990
% %
On-licences as % of Total Licences 53.6 47.2
Pubs as % of Total Licences 51.7 42.3
Off-licences as % of Total Licences 21.7 23.1
Brewer Ownership:
Full On-licence 58,525 * e
(of which pubs) - (58,036)* (50,000) "
(of which hotels) (489)* ces
Restaurants 40 * ces
Off-licences 9,084 * 6,100 e
Total 67,649 * ces
% %
Brewer Share:
% Full on-licences owned by brewers 78.0
% pubs owned by brewers 80.2 75.8
% off-licences owned by brewers 2.9 16.9
% pubs and off-licences owned by brewers 65.3 55.0
All brewery ownership as % of all types of
licence 48.3 (36.0) understated
- Table 1.2

The Monopolies Commission (1969)op. cit .footnote to Table 16, Table 17

+ Price Commission (1977) Beer Prices and Margins, HMSO para. 6.6.

e estimate
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2.17: The difference between the number of fully on-licensed premises and
public houses is comprised of hotels, railway and air terminal refreshment rooms, bowling alleys and dance
halls etc.  In 1967 the number of such licences stood at around 2,600 but by 1975 had grown by 5,000 to
just over 7,600 licences. As far as the brewery ownership of the 2,600 other than public house licences
in 1967 are concerned, brewers were responsible for 489 all of which could be found in hotels.
Unfortunately, the element of brewery ownership in this growth sector for licences remains unknown for
1975, and must therefore contribute to understatement in our estimate of overall brewery ownership of

licensed premises given in the last line of Table 2.8.

2.18: Comprehensive data on brewery ownership of licensed premises is
presented in Table 2.8 for 1967 but only on a much more restricted basis for 1975.  The brewery ownership
of both public houses and off-licences has fallen between 1967 and 1975 from 58,036 to 50,000 and 9,084
to 6,100 respectively. The combined effect of this fall in ownership has reduced the brewers' share of
such premises from just over 65 per cent in 1967 to stand at 55 per cent in 1975. There has, however,
been a differential impact upon pubs on the one hand, and off-licences on the other. The brewers' share
of total off-licences has fallen dramatically, from almost 30 per cent in 1967 to just under 17 per cent. in
1975, whilst at the same time they have been able to retain control of slightly more than three-quarters of

the UK's pubs in 1975.

2.19: Thus, it would appear that brewers accounted for 48.3 per cent of all
licensed premises in 1967, but bearing in mind that the full extent of brewery ownership is not known for
1975, the best estimate for this penetration factor in that year must be that brewers were responsible for at

least 36.0 per cent of all licensed premises.

The Tied House System

2.20: The tied-house system has evolved in parallel with the licensing of
premises for the sale of intoxicating liquor, and takes the form of an exclusive supply contract whereby the
licensee undertakes only to sell the products of the brewer who owns the premises. This tie extends not
only to beers, but to other alcoholic beverages as well as other brewers' beers, where the landlord brewer
acts as wholesaler for those products as well.  This is the general case, though there are a few small
exceptions for some tenants, so that all the brewer-owners of licensed premises operate tied-supply arrange-

ments which cover both on and off-licensed premises.

2.21: Of the licensed premises which are tied (or brewer-owned) there are two
distinct categories; the first of these is where the licensee rents the pub from the brewer-landlord and is
thus a tenant, and the second where the licensee is managing the pub directly on the brewery's behalf.
The difference between these two types of licensee is characterised by the fact that the former is self-

employed and the latter is the salaried employee of the brewer. Data on the number of brewery-owned
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TABLE 2.9

Brewery-owned licensed premi‘ses under tenancy and management, UK 1967

Type of licensed No. Brewer- Tenanted Managed
premises owned No. % No. : %
On-licences 58,525 44,696 76.4 13,829 23.6

(pubs) (58,036) (44, 605) 76.9 (13,431) 23.1

(hotels) (489) @1) 18.6 (398) 81.4
Off-licences 9,084 5,157 56.8 3,927 43.2
Restaurants 40 9 22.5 31 77.5
Total Brewer-owned 67,649 49,862 73.7 17,787 26.3
SOURCE: The Monopolies Commission (1969). Table 22.
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premises under tenancy and management is provided by the Monopolies Commission for 1967 and presented
here as Table 2.9, where it can be seen that nearly 74 per cent of tied premises were under tenancy with

the balance of 26 per cent under management.

2.22: There has been a discernable trend towards the direct brewery manage-

" ment of licensed premises in preference to tenancies. Ten years before the date to which the Monopolies

Commission reported the proportion of brewery owned licensed premises under management was 22 per cent.
(c.f. 26 per cent.). Within the brewery owned public house sector the proportion under management in
1967 was 23.1 per cent (see Table 2.9); from the Erroll Report™ the derived figure would seem to be 24.5

per cent for 1972, with the Price Commission! 'reporting around 25 per cent for 1976.

2.23: The proportion of public houses under management and tenancy vary from
area to area as well as between brewers. The Monopolies Commission® reported that management pre-
dominates in and around Birmingham, Liverpool and Newcastle, and amongst brewery owned premises in
Scotland. In 1966 the proportion of public houses under management in London was 12.5 per cent where-

as by 1974 this share had risen to 35.5 per cent.™

2.24; : There would appear to be numerous reasons for the trend towards direct
management, one of which is possibly related to the changing character of public houses. Increasingly,
the choice of drinking in the public or lounge bar of a public house is narrowing through the amalgamation
of these two bars into one large bar of lounge standard. Combined with this and the general drinking
facilities has been the provision of restaurants and live entertainments suggesting the concept of a public
house as one form of leisure complex. Not surprisingly such changes have occurred amongst the larger
premises where the scale of operations requires an element of financing which a tenant may be unable to
provide. This fact, together with a broader base of business offering potentially higher gross margins in-
evitably leads to the need for direct control by the brewer-owners. The Financial Times has reported that
"in the London area £40, 000 spent on a pub which is put under management can increase retail profits from
£5,000 to £25,000 a year ..... £24,000 (spent) on an outlet in central Edinburgh saw weekly takings jump
from £250 to £1000...." *  Contributing to such returns in managed houses is the gross margin which the
National Board for Prices and Incomes@determined from a sample survey carried out in 1968 to be 27.7 per
cent as against that for tenanted houses of 20.6 per cent. The latest information on gross margins is
provided by the Price Commission* report which indicates this relationship to be replicated for 1976; that is,

a gross margin in managed houses of 37 per cent , compared with 29 per cent for tenanted houses.

Erroll Report (1972) op.cit. para. 2.30.

Price Commission (1977) op..cit,para.1.16.

The Monopolies Commission (1969)op .cit.para 180

Financial Times. 24th April 1974, Brewing Survey.

National Board for Prices and Incomes. Report No. 136 Beer Prices. HMSO. para. 59.
Price Commission op. cit. Tables 23 and 25.

* @ *‘Q¢+

27



The Major Brewing Groups

‘Q¢+=é

2.25: The process of merger and acquisition has today provided an industry in
which there are 82 brewery companies or groups of companies actively engaged in the production and
distribution of beer (see Table 2.4) but which is dominated by 7 enterprises responsible for around three-
quarters of UK beer production and accounting for slightly more than 90 per cent of beer sales. In 1967
following the merger between Bass and Charrington these seven companies - Bass Charrington, Allied
Breweries, Whitbread, Watney Mann (now Watney Mann and Truman Brewers Ltd.), Scottish and
Newcastle Breweries, Courage, and Guinness - were responsible for 22.7m. bulk barrels out of a total UK
beer production of 31.2m. bulk barrels, or 73 per cent.* Eleven companies accounted for a further 13 per

cent of production with the balance distributed amongst 93 separate enterprises.

2.26: The 'odd-man-out' amongst the 7-major brewers is Guinness, for as a rule
it does not own licensed premises and is therefore not involved in the retail trade. Guinness is sold to
other brewers who act as wholesalers and retailers after bottling and packaging the product.  Only fwo
other UK breweries operate in this manner and both of them are lager brewers; that is, Harp Lager Ltd., and
Carlsberg Brewery Lid. These two brewers, together with Guinness' output of stout account for 13 per cent
of UK beer consumption,® whilst Harp claims to be "Britain's eighth largest brewer (1976 Turnover £66.9m. )

and brews and sells more than 22 per cent of all lager in the UK and Republic of Ireland. " *+

2.27: ' Leaving Guinness aside, therefore, means that there are 6 large enter-
pris es that are both brewers and operators of licensed premises and their ownership of such retail establish-
ments in 1967 is set out in Table 2.10. At this time it is evident that some 70 per cent of all the Big 6
brewers' licensed premises were under tenancies; for public houses alone the comparable proportion was -
nearly 74 per cent whilst the balance between tenanted and managed off-licences was more or less equal
at 50 per cent. The notable exception to this pattern of operations can be seen in Scottish and Newcastle
Breweries where getting on for three-quarters of both pubs and off-licences were managed as opposed to

tenanted.

2.28: Once again, lack of comprehensive data limits the extent to which the

‘data in Table 2.10 can be updated. However, the Price Commission reports that the "six major brewery

groups own more than 37,000 public houses", @ a statistic which may be combined with those presented
earlier at Table 2.8 and used in an assessment of the Big-6 brewers' role in the retail distribution of
alcoholic beverages. Table 2.11 sets out such an assessment which shows that in 1967 the Big-6 brewers

owned almost one-third of all UK liquor licences in force at that time but that their share of all brewery-

The Monopolies Commission(1969)op . cit.Table 4 and para 15,
Price Commission (1977) op.cit. para. 2.1(2).

Financial Times 28th June 1977 - advertisement for Harp.
Price Commission (1977)op.cit. para.6.6.
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TABLE 2.10

Number and Type of Licensed premises under ownership of 6-Major Brewers, (as at 31st December 1967)

Total Licensed Premises Public Houses Off-licences Hotels and Restaurants
Brewer Total Tenanted Managed Total Tenanted Managed Total Tenanted Managed Total Tenanted Managed

% % % % % % % %
Bass Charrington 10,615 63.0 37.0 8,977 64.3 35.7 1,545 58.7 41.3 11 3 8
Allied 10,083 64.3 35.7 8,296 70.0 30.0 1,742 39.0 61.0 - - -
Whitbread 8,398 76.6 23.4 7,260 80.2 19.8 1,106 54.4 45.6 2 - 2
Watney 7,947 81.8 18.2 6,555 86.6 13.4 1,342 59.8 40.2 - - -
Courage 5,994 83.6 16.4 4,449 90.0 10.0 496 36.0 64.0 - - -
Scottish and
Newecastle 1,915 25.3 74.7 1,803 26.0 74.0 62 2.0 71.0 1 - 1
Totals 43,952 70.0 30.0 37,340 73.7 26.3 6,293 50.6 49.4 14 3 11

SOURCE:The Monopolies Commission (1969) op.cit. Table 23.




owned licences was almost two-thirds (65 per cent ). Between 1967 and 1975, no doubt because of
acquisitions but irrespective of rationalisation programmes the 6 main brewery groups increased their share
of all public houses from just under 52 per cent to 56 per cent. Over the same time their share of all off-
licenced premises fell from nearly 21 per cent to just over 13 per cent. The dominance of and therefore
the importance that must be attached to the role of the Big-6 is exemplified by the figures in the last three
lines of Table 2.11; namely, that the Big=6 increased their share of all brewery-owned pubs and off-
licences from 65 per cent in 1967 to a little more than 74 per éenf in 1975; amongst pubs alone this share
rose from just over 64 per cent to 74 per cent; and for off-licences it increased from 69 per cent to

virtually 78 per cent.

2.29: Amongst the Big-6 brewers the general trend towards the substitution of
managers for tenants can be revealed using data derived from the Price Commission report. The Price
Commission at Table 25 in its report™ has indicated that the 6 large brewers operated 11,777 managed pubs
as at the 1st June 1976. The difference between the 37,000 pubs they own (mentioned in the previous
paragraph) and 11,777 implies some 25,223 public houses under tenancy. Thus, of total Big-6 pubs some
32 per cent are currently managed as against the balance of é8 per cent which are tenanted. These
data compare with 26 per cent and 74 per cent respectively, shown for pubs in 1967 in Table 2.10. So,
there has been a clear shift in preference for managed houses among the Big-6 brewers thereby strengthening |

their direct control of such outlets.
The Free Trade

2.30: Emphasis so far has been placed upon the role played by brewers in the
retail distribution of alcoholic beverages in the UK. In terms of the total number of outlets it is clear from
the foregoing that the brewers as a whole have experienced a decline in their relative importance. That
proportion of the total number of outlets which has increased in importance may generally be referred to as

Data on the numbers of free-trade licensed

"the free-trade" for it has no formal ties with brewers.
outlets is presented in Table 2.12 which clearly demonstrates the increasing numerical importance of free-

trade outlets, notably the free-pubs and off-licences and the clubs trade.

2.31: Each of the three types of free-trade outlet just mentioned reflect
different elements of competition with respect to the brewery owned outlets. In the first instance, free-pubs’
are establishments similar in nature and character to brewery-owned pubs and irrespective of the fact that
the former have a lower frequency of national distribution they compete directly for custom at the retail
level. Furthermore, not being tied to any particular brewer they are free to stock whichever alcohols they
choose so that brewery companies acting as wholesalers of beers, wines and spirits are in competition with

each other to supply this sector of the trade.

+ Price Commission op.cit. Table 25.
++  but see para. 2.37.
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TABLE 2.11

6-Major Brewers' share of certain licensed premises, 1967 and 1975

1967 1975
Total Number of Licensed premises 139,937 155,957
Total Number of Pubs 72,400 66,000
Total Number of Off-licences 30,365 35,990
Brewery Ownership of Licensed premises 67,649
Brewery Ownership of Pubs 58,036 50,000
Brewery Ownership of Off-licences 9,084 6,100 e
Big-6 Owership of Licensed premises 43,952
Big-6 Ownership of Pubs 37,340 37,000 *
Big-6 Ownership of Off-licences 6,203 % 4,750 e
% %
Big-6's Share:
.of all Licences 31.
of all Pubs 51.6 56.0
of all Off-licences 20.7 13.2
of all Brewer owned Licences 65.0
of all Brewer owned Pubs 64.3 74.0
of all Brewer owned Off-licences 69.3 77 .9
of all Brewer owned Pubs and
off-licences 65.0 74.4

SOURCE: as for Table 2.8, but with the addition of:

* Price Commission. op.cit. para. 6.6.

+ The Monopolies Commission op.cit.Table 23
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2.32: Numerically, the most important sector of the free-trade is the Licensed
and Registered Clubs, especially the Ia”rter of which there were just over 24,230 in 1967 and slightly more
than 27,700 in 1975. A distinctive feature of this part of the free-trade is that there exist breweries
whose output is specifically for the clubs’ trade and may be referred to as the ‘clubs' breweries' and rather
than owning licensed premises these breweries are owned by the clubs themselves. In 1967, there were
four such breweries; namely, The South Wales and Monmouth United Club Brewery Ltd., The Northern
Clubs' Federation Brewery Ltd., the Midland Clubs' Brewery Ltd., and the Yorkshire Clubs' Brewery.

The Midlond Clubs' Brewery reported to the Monopolies Commission in 1969 that "due to poor trading, we
have been forced to close our Brewery, and are now in the hands of a Receiver and Manager.”" * The
Brewers' SocietytTindicates that the Yorkshire Clubs' Brewery has been taken-over by The Northern Clubs'
Federation Brewers, and has ceased to brew, so that it appears there are now only. two Clubs' breweries

actively brewing.

2.33: It is necessary to set down some additional facts to place the Registered
clubs' trade in better perspective. Bearing in mind that a Registered club can be anything from a small
bar in a tennis club to a club with alcoholic drinks turnover in excess of many pubs, Registered clubs as a
whole accounted for 20 per cent of all beer supplied in the UK, and for 60 per cent of beer passing
through all free-trade outlets in 1967, Furthermore, as the clubs' breweries only accounted for some
2 per cent of total UK beer production in 1967 this market represents an area of considerable competition
ambngsf UK brewers to supply these outlets. The regional nature of this competition is evoked by the
names of the clubs' breweries concerned and by the fact that the "clubs movement is particularly strong,
and occupies a special place in the life of the people, in Yorkshire, Durham and Northumberland, South

Lancashire, South Wales, Monmouthshire and the Midlands. " *

o 2.34: It is the off-licensed sector as a whole which provides the prime source
of supply to the take-home trade, o rapidly expanding market where price competition is especially acute
not only between the free and tied off-licences but more particularly amongst the free-trade element.
Table 2.12 shows that the number of free off-licences increased from around 21,280 in 1967 to almost
30,000 by 1975, whilst Table 2.13 provides an analysis of this latter figure in terms of the different forms

of business.

2.35: Amongst the 9,800 free-trade specialist off-licences shown in Table 2.13
slightly more than half were indepen‘dent«fraders in 1975. This group, together with the specialist
multiples, has similar locational and trading characteristics as the brewery~owned groups so that Allied's
Victoria Wine and Wine Ways (1200 branches), Courage's Arthur Cooper (311 branches), Whitbread's
Thresher (330 branches) and Grand Metropolitan's Peter Dominic and Westminster Wine (615 brcmcheﬁ)

+ The Monépolies Commission(1969)op.cit.footnote to para. 12
++ The Brewers' Society (1976)op.cit.Table M3.p.80
*  The Monopolies Commission (1969)op.cit.para 247 and 248
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TABLE 2.12

Free-trade licensed outlets UK, 1967 and 1975

1967 1975
Free-pubs 14,364 16,000
Free-Off-licences 21,281 35,645 29,890 45,890
Registered Clubs 24,239 27,711
Licensed Clubs 2,377 26,616 2,802 30,513

62,261 76,403
Restaurant /Residential 7,955 15,798
Other Full On-licences 2,072 7,656
Total Free-trade Licences 72,288 99,857
Brewery-owned Licences 67,649 56,100
Total Licences 139,937 155,957

* includes unknown element of Brewery ownership.

+ because of * this figure is understated.
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TABLE 2.13

Estimates of Off-licences by different forms of business, UK, 1975

Free-trade specialists

of which, Multiples and Co-ops (4,394)
Independents (5,410)

Grocers

of which, Multiples (4,334)
Co-ops (2,391)
Independents (11, 060)

Other types (e.g. chemists)

'Free'-trade Total

Brewer-owned specialists

Total

No. %
9,804 27
(12)
(15)
- 17,785 50
(12)
7)
(31)
2,301 o)
29,890 83
6,100 17
35,990 100
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outlets are common high street names as are such free-trade multiples as Augustus Barnett (180 branches),
Fairdeal Vintners (45 branches), Ashe and Nephew (160 branches), ‘Unwins (170 branches) and Gough Bros.
(135 branches). '

2.36: Fifty per cent. of off-licensed premises could be found in grocery stores
in 1975, and of these some 62 per cent (or 11,060) were independent traders. The reasons for the growth
in the number of grocery shop off-licenses have been discussed earlier so that it is worth noting that in 1965
Tesco, one of the UK's major retail food distributors, had less than 10 in-store off-licensed departments but
that by 1976 had increased this to 378, of which 14 were opened during that year. ¥ Fine Fare, another
leading multiple grocery retailer had some 453 "licensed grocery outlets" around the beginning of 1975. +

‘The Co-operative Societies, with getting on for 2,400 in-store liquor departments, represent the largest
single off-licence chain in the UK and as such account for the largest share of the take~home drinks trade

with sales in 1976 of around £90m.

2.37: One last paragraph needs to be written concerning the brewers' ostensible
lack of control over free-trade outlets.  This control is exercised through the form of loans at favourable
rates of interest made to members of the free trade for, for example, the maintenance, improvement or
extension of premises. In return, the trader undertakes to buy a certain proportion of his requirements of
beers, wines and spirits from the brewer concerned. This practice exists in all areas of the free trade and
The Monopolies Commission stated that in 1967 the seven major brewers made loans to clubs of £14m. and to
the rest of the free trade some £10m. was outstanding. * More recently, the Price Commission has
reported that in 1976 the total sum loaned by brewers to free public houses was "well near £115m." #

Other inducements to 'ties' are the granting of favourable discounts over a fixed number of years.

Conclusion

2.38: There can be little doubt that the liquor licensing system has shaped the
overall structure of alcoholic drink retailing in the United Kingd'om. The brewery companies have emerged
as the largest single group of owners and operators of licensed premises. Whilst it is true to say that the
brewery ownership of all licensed premises has fallen from just over 48 per cent in 1967 to probably around
40 per cent today, it has been shown that the six major brewing enterprises have as a result of their
acquisitions of other brewers increased their dominance over all brewery-owned pubs and off-licences from

65 per cent in 1967 to almost 75 per cent by 1975.

2.39 Over recent years many brewers, and the six majors in particular, have

developed significant interests in the distribution of wines and spirits, to the extent that they represent

+  Tesco Stores (Holdings) Ltd. Annual Report and Accounts 1976.

++ Retail and Distribution Management Jan/Feb. 1975. Market Report on Wines & Spirit by R. Cox.
¥ The Monopolies Commission(1969)op . cit .para 252 and 265

@ Price Commission (1977) op.cit. para. 4.1.
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integrated producing, wholesaling and retailing operations. Although the brewers as a group provid.e,

for example, for some 95 per cent of domestic consumer demand for beer it must not be forgot ten that
this demand is satisfied in two ways; that is, through retail sales from both brewery owned and free-trade
outlets. Thus, whilst competition exists amongst all retail outlets it is no doubt much keener amongst

allwholesalers of alcoholic drinks especially in providing for the diverse nature of free~trade outlets.

2.40 The clubs' trade represents a specialised sector of free~trade demand.
Changing social values and consumer preferences have given impetus to the take-home market and been
met by increases in off-licence facilities, especially amongst grocery retailers which represent an
emergent element of countervailing power. The following chapter endeavours to assess the relative
importance of these and the other channels of distribution by attaching trade values to the numbers of

different outlets which have provided the substance of this chapter.
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3: DISTRIBUTION AND PRICES

3.1. The channels of distribution through which wines and spirits in the U.K.
pass to the consumer are diverse compared with beer which is distributed along far more clear-cut lines.
The brewery companies, with three important exceptions*, act as the wholesalers of their own beer

production and their wholesale customers may be classified as follows:

i) the tied estate whether tenanted or managed .
i) other brewers and wholesalers.
and iii) the free trade.

The free trade customers are comprised of those who hold non-brewery owned on-licences for pubs, clubs,
hotels and restaurants, and off-licences held by the specialist retailer and the licenced grocery trade.
Increasing sales through clubs and the growth of the take-home market, which has given rise to increased
sales through licens ed grocers, have resulted in a lower proportion of wholesale beer sales being made in
brewers tied estates. The Price Commission has shown that for the Big-6 brewers 51 per cent of thsir
wholesale beer sales in 1976 passed to the tied trade but that in 1974 this share had been 54 per cent.

. . . +
This trend is repeated for both regional and smaller brewers.

3.2. Spirits reach the consuming public through a variety of channels. The
larger brewers because of their control over retail outlets and the size of orders involved are often
served direct by many distillers who accord to them 'national account' status. The brewers, in turn,
then uct as wholesalers not necessarily only to their own tied estate but to the free trade also. In fact
any purchaser requiring consistently large orders is likely to be served direct and i;reofed as a national
account; for example, multiple retail grocers such as Tesco, Sainsbury and Asda, and the operators

of retail off-licence chains, whether independant (e.g. Augustus Barnett) or brewer-owned (Grants of

*

Arthur Guinness Son & Co Ltd.,Harp Lager., and Carlsberg Brewery "together account for
about 13 per cent of U.K. beer consumption. They brew only stout and lager, normally
selling in bulk to other brewers and wholesalers, who in turn retail it in their own public
houses or through the free trade. As a rule they do not own public houses nor do they engage
in the retail trade." Price Commission (1977) op.cit. para 2.1.

+ - Price Commission (1977) op.cit. para 2.3.
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St. James's), and independant and voluntary (symbol) group wholesalers. Those retailers not large
enough to be served direct by a distiller can obtain their sypplies from cash and carry wholesalers,

brewers acting as wholesalers of spirits or the larger wine and spirit merchants and wholesalers.

3.3. Data supplied by the Distillers Co. Ltd. (D.C.L.)* is particularly useful
in that it exempiifies the variety of wholesale customer that the company supplies as well as the range of
'middlemen' that are available to supply the retail trade. This data is set out in Table 3.1 for the year
ended 31st December 1977 and has been derived from volume sales, i.e. proof gallons, of D.C.L's own
brands. An interesting point to note in Table 3.1 is that for Scotch whisky and gin the 37 largest
customers accounted for 80.3 per cent and 90.5 per cent , respectively, of total sales volume, and that
for vodka 28 customers claimed 88.3 per cent of that spirits' sales volume. It is understood that the
balance of sales' volumes was made to some 600 other customers. For each of the spirits shown in Table
3.1 , the brewers (including the Big-6) represent the largest single group of buyers, followed by
buying groups and then grocers, including such firms such as Tesco, Asda, Safeway, Woolworth,

Keymarkets, International Stores and the Co-op.

3.4. v The data in Table 3.1 must, however be considered with caution for
whil st it presents a general scheme of how sectors of the wholesale and retail drinks trade are supplied
it is by no means a definitive analysis. This is because it s not always possible to determine mutually
exclusive categories of customer. For example, the 'buying groups' category could include smaller
grocers or brewers (or a mixture of both) who have combined to take advantage of the favourable ‘
buying terms granted to those placing large orders. Any grocers included in the 'buying groups' will
therefore understate the importance of the 'grocefs' category. Similarly, smaller chains of off-licences
which ‘n.qdy be included in a buying group will lead to understatement of the full role of 'specialis.fs'.
Conversely, it is known that one buying group, Clansouth, composed entirely of brewers has been
classified to 'brewers! in Table 3. 1; not to have done so would have understated the 'brewers'

share of these sales, but as it stands leaves the 'buying groups' understated.

3.5. In addition to the qualifications contained in the preceeding paragraph,
the buyer categories in Table 3.1 should not be interpreted as being the final sources from which the
consumer obtains supplies of spirits. It is the case, already mentioned in an earlier paragraph, that the
brewers as well as wholesaling beer also wholesale spirits (ard wines) to the tied and free trade. Table
3.1 should, therefore, be taken as indicative of one distiller's classification of its wholesale customers -
a classification in which it is not wholly possible to produce mutually exclusive categories of

customer,

* Data supplied in private communication from The D.C, L. Ltd.
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TABLE 3.1

Sales Volume of D,C. L. Sales of Own Brands of Scotch, Gin and Vodka, analysed by type of

Wholesale Customer. (year ended 31st December 1977)

per cent

Scotch Gin Vodka
Brewers 30.4 41.4 : 53.2
Grocers 19.2 17.7 14.3
Buying Groups 21.3 24.2 15.1
Symbol Groups 2.4 3.8 1.9
Specialists _ 3.4 2.4 1.3
"Others" 3.6 1.0 2.5
Sub~total - 80.3 90.5  88.3
{no of customers to which sub-total relates) (37) (37) (28)
Remainder 19.7 9.5 1.7

100.0 100.0 ‘ 100.0

SOURCE: The Distillers Co Ltd.

39




3.6. The traditional marketing network through which imported continental
wines pass still operates; namely, from grower or continental producer, via shipper, wholesaler and
retailer to the U,K, consumer. However, since the larger brewery companies extended their interests
beyond beer only, the number of links in the distribution chain have become less separately identifiable.
Many of the larger U.K, brewers now own Continental vine yards so that in this respect they act as
producers, importers, wholesalers and retailers of wine in the same manner as they already do for beer.
It has been estimated * that five large groups of brewers acting in this capacity accounted for more than
50 per cent of wine imports to the U,K, in 1974. In addition, these brewers also buy considerable

quantities of wine from sole agents thus possibly accounting for around three-quarters of retail wine

sales.

3.7. An important role in the wholesaling of imported alcoholic beverages
is that of the sole-agent. Overseas producers unable to establish a direct marketing presence in the
U.K. often grant sole distribution rights to a U. K, trader for the product concerned. The appointment
of a sole agent possibly offers the producer the most cost effective means, at least in the short term,
of getting his product onto the U.K. market, more especially, if it is a relatively new or little known
brand. At the same time, the holding of a sole agency can confer particular competitive advantage
upon the agent where the brand involved holds an established position in the market. Many brewers
are sole agents for the branded wines and spirits of overseas producers. In such cases the appeal to the
brand-owner in appointing a U.K. brewer as his distributor would seem to be the relatively widespread
exposure his product is likely to have when distributed through a brewers tied estate, as well as the
attention such a product may receive from an established sales force selling to the free-trade. By this
method, therefore, brewers are often sole-agents for leading brands of imported wines and spirits,
though by no means to the complete exclusion of non-brewer owned firms acting in the same capacity.
For example, in the cognac market, the sole agency for the U.K. brand leader, Martell, is held by
Matthew Clark & Sons Ltd - perhaps the largest independant wine and spirit merchants. It is not
uncommon for sole agencies to change hands, either as the result of a take-over, or through the
relinquishing of agreements by either party. In the latter case, highly competitive opportunities for

new business are likely fo become available.

Wine and Spirit Merchants

3.8. That sector of the alcoholic beverages trade to which the appellation
'wine and spirit merchants' can be attached represents a diversity of interests which range from the
importation and bottling of wines and spirits to the wholesaling and retailing of liquors of all types,

often including beers and soft drinks. There are firms whose sole concern is the importation and/or

* E,I1,U, Retail Business No.191. Jan.1974
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blending and bottling of wines and spirits for sale to wholesalers, though they may undertake a
wholesaling role themselves from time to time. The task of the true wholesaler, i.e. buying wines and
spirits from importers and domestic produf:ers and selling to the retail trade is often combined with
direct interests in retailing through owned outlets. Many merchants, whether sole traders or

multiple concerns operate both the wholesale and retail functions whilst the brewers, notably the larger
ones, represent that sector of the trade most fully integrated through all the channels of distribution
i.e. as producer/buyer, wholesaler and retailer. Irrespective of the brewers' position in the trade
there continues to exist a competitive non-brewer owned sector of alcoholic drinks' importers,
wholesalers and retoilerﬁ. However, levels of sales vary between brewery-owned merchants whose
turnover can be measured in millions of £'s to the independant trader with perhaps less than £500,000

worth of annual sales.

3.9 In addition to its beer brewing, wholesaling and retailing activities,
Allied Breweries is the company with the most extensive interest throughout all the channels of
distribution for wines and spirits in the U. K. This position, with respect to the U.K. Scotch trade
has recentl y been enhanced by Allied's acquisition of Teacher (Distillers) Ltd in 1976. Allied's
subsidiary, Grant of St. James's Ltd., operating as wholesale wine and spirit merchants achieved a
turnover of £98.763m. in its year end to September 1975. Harveys of Bristol, the Allied company
responsible for the importing and blending of sherries, port and table wines made sales worth £46.209m.
during the same period. Against such large turnovers other Allied wire and spirit merchants had sales
in the same twelve months that ranged from just over £dm. (Cockburn Martinez Mackenzie Ltd., dealing
in the import and sale of port and sherry) to £1.8m. (Hatch, Mansfield & Co Ltd., a company dealing
in fine wines and spirits operating almost exclusively in London and supplying prestige restaurants and

business houses in the City) and to £3.096m. (Tolchard & Son Lid).

3.10 Brewer Bass Charrington's subsidiary Hedges & Butler Ltd. "is the second
largest distributor of wines and spirits in the United Kingdom" *, although the value of its turnover is
unknown, Other major brewers' interests in wine and spirit wholesaling are Saccone & Speed (1975
turnover of £79.8m.) for Courage,the Imperial Group's brewing subsidiary; Stowells of Chelsea (1975
turnover of £17.5m.) for Whitbread & Co.; and International Distillers and Vintners (1.D.V.) for Grand
Metropolitan. 1.D.V's turnover in the year ended September 1975 amounted to some £255.717m.,
but most of this was derived from activities other than wholesaling, such as the distillation and sale of
spirits. Regional and small brewers are also engaged in the wholesale and retail wines and spirits trade -
for example, Blayney & Co Ltd. (1975 turnover £5.9m.) for Vaux Breweries Ltd., Killingley & Co Ltd.
(1975 turnover £1.6m. ) for the Home Brewery Co Ltd., London Off-Licence Co.Ltd. (1975 turnover
£0.5m.) for Young & Co's.Brewery Ltd., and Dent & Reuss Ltd (1975 turnover of £0.65m.) for cider-

maker H, P, Bulmer Ltd., - though the majority are most likely to be most active on the retailing side

* Report & Accounts (1977) Bass Charrington Ltd.p.9.
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through off-licensed departments attached to public houses.

3.11 The major brewers' off-licensed retailing interests in beers, wines and
spirits are set out in Table 3.2 together with the names of their wholesaling operations. Although most
brewers moke'refail sales for consumption outside the public house, either as over the counter sales at
the bar or in off-licences attached to pubs, the estimates of number of retail outlets given in Table 3.2
for five major brewers relate in the main to retail shops that are not physically part of public house
premises but may be found in high streets and shopping centres. As such, these represent national
chains specialising in the retail sale of alcoholic liquor for consumption off the premises. Leaving
aside Bass Charrington's outlets, the remaining four brewers' outlets in Table 3.2 amount to just over
2,400 shops and are equivalent to just under 40 per cent of the 6,100 brewer-owned specialist off-
licences estimated for 1975 in Table 2.13. In the case of Bass Charrington, (the Galleon Wine shops
are managed premises whilst those of Old Cellars are tenanted) the 200 outlets given in Table 3.2 refer
to only one of Bass's trading areas; that is,to the south east of a rough line drawn between The Wash and
Portsmouth. The company is no doubt represented at other high-street locations in other parts of the
country. Once again, some of the largest levels of sales are generated through these brewery-owned
retail wine and spirit merchants, Bearing in mind that these sales also include beer and soft drinks,
Allied's Victoria Wine retailing interest (though possibly with some wholesaling) had a turnover of
£117.118m. in 1975 and for Grand Meffopolitan's Peter Dominic in the same period to September 1975,

the turnover achieved was just under £69m.

Non-brewery owned interests in wholesaling and retailing of alcoholic drink.

Importers and Wholesalers

3.12 Matthew Clark & Sons Ltd has already been mentioned as perhaps being the
largest independant wholesaler of wines and spirits and in the year to April 1975 its sales amounted to
some £26<030m. Part of this turnover will have been derived from British wine making but the
company also acts as wine and spirit importers and distributors and holds sole agencies for many brands,
including Martell the brand leading cognac. Grierson-Blumenthal Ltd is a privately owned shipper of
wines and spirits and produced a 1975 turnover of £8.527m.; Forth Wines Ltd., of Kinross,Scotland are
a buying group representing smaller grocers and specialist off-licence groups and had sales of £13.077m.
in the year to September 1974; and Haworth & Airey Ltd., based in Preston derived sales of £4.224m.
in the year to the end of the first quarter 1975 from the importing, blending, bottling and warehousing
of wines and spirits. Italvini Ltd., a company specialising in the importing of ltalian wines and their
marketing in the U.K, had sales of £2.122m. in the year to end June 1975, Indeed, there are a number
of wholesalers who specialise in the U.K, distribution of particular types of wine. For example, Moet

& Chandon Ltd, are concerned with the sale, distribution and promotion of Moet et Chandon , Ruinart

and Mercier champagne wines in the U,K., from which they made sales just short of £4.0m. in 1975.
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TABLE 3.2

Major Brewers' Operating Companies in Wholesaling and Retailing

Brewer Wholesale Operation Off-Licensed Retail Operation
(ho. of outlets)

Allied Breweries Grant's of St. James's Ltd . Victoria Wine (c.900)
Wineways )
WineMarket )

.300)

—
O

Bass  Charrington | Hedges & Butler Ltd Galleon Wine)

(c.200)

Old Cellars )
Whitbread Stowells of Chelsea Ltd Threshers (c.330)
Grand Metropolitan International Distillers & Vintners Ltd Peter Dominic {c.600)
Courage Saccone & Speed Lid. Arthur Cooper (c.300)
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H. Sichel & Sons. Ltd. are engaged in the purchasing, bottling and selling of French and German wines
and are noted for their Blue Nun brand of German wine, whilst Teltscher Bros. Ltd. import, bottle and

sell the brand leading Yugoslavian wine Lutomer Riesling, amongst others. For accounting years ending

in 1975, these two companies had sales of £3.627m. and £4.804m., respectively. The Luis Gordon
Group Ltd. returned 1975 sales of about £8m. from importing, bottling, selling and distilling sherry

(particularly the Domecq and Double Century brands) wines, liqueurs and spirits. Operating in a

similar market Gonzalez Byass (U.K.)Ltd. derived £9m. worth of sales in 1975 from its popular range of
branded sherries. In this area of the trade that is concerned with importing and/or bottling of wines and
spirits much of the sales are made to other wholesalers before the products reach the retailer. However,
many of these traders are likely to be engaged in dirdct sales to selected retailers. For example, the
U.K. importing, bottling, distribution and marketing companies for the best selling vermouths Martini
and Cinzano are primarily engaged in sales to U.K, wholesalers, but for significantly large orders
direct sales to multiple retail grocers are not unknown. Martini & Rossi Ltd's 1975 sales amounted to

£40m. and those for Cinzano (U.K.)Ltd. £16.3m.

Specialist Retailers

3.13 Just as there is a 'grey area' in the degree of involvement of importers acting
as wholesalers, the same is the case with wholesalers who are also engaged in retailing, as well as
retailers who make wholesale sales. It is impossible to apportion sales between the two functions.
Table 2.13 in the previous chapter estimated there to be some 9,800 free-trade specialist retailers
selling alcoholic drinks in the U.K. through off-licensed premises. Of this total, some 5,400 were
independent businesses and 4,400 were with multiple groups and Co~operative societies. Amongst the
multiples, Augustus Barnett & Sons Ltd.* is perhaps the only one that approaches anything like the
national distribution of outlets operated by the larger brewery companies. From the 120 or so outlets
through which it is thought to have operated in 1974, a turnover of around £28m. accrued to the

company. Currently, there are reckoned to be around 180 outlets in the group.

3.14 Table 3.3 sets out some data on the number of outlets and trading areas for
some of the larger free-trade specialist multiple off-licensed retailers. It is apparent that these chains
serve particular regions and localities, and it is worth noting that although Unwins is fast approaching
Augustus Barnett in terms of number of outlets, Unwins sphere of operations is concentrated in London
and the Home Counties whereas Augustus Barnett's is spread across the country. Sales by Unwins in 1974
amounted to £16m. compared to the figure already quoted for Augustus Barnett of £28m. The value of
sales is not known for all the drinks' retailers listed in Table 3.3, but Gough Bros. earned £11m. in 1975

(possibly with some wholesaling), Roberts of Worthing £8.8m. (again, possibly with some wholesaling),

* Augustus Barnett & Sons Ltd. were acquired by Rumasa, a Spanish holding company, in August 1977
and who also own Imported Wines (1975 turnover £5m.) and Williams and Humbert the makers of Dry
Sack sherry. '
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TABLE 3.3

Specialist Off-Licence Multiple Retailers

Company

No. of Outlets

Area of Operation

Augustus Barnett
Unwins

Gough Bros.
Goldfinch Wines
Mackies Wine Co Ltd
J. T. Davies

Ellis & Co (Richmond)
Roherts of Worthing
Sado and King
Underwood

Oddbins

Agnews Liquorworld
Curtis Vintners

Barratts Liquormart

180
170
135
109
92
77
70
55
46
36
28
24
22
6

National

London and Home Counties

London and South

N.E.England, Lancashire and Cambridgeshire
N.W.England, N.Wales, Yorkshire, Lincolnshire
London and Home Counties

in and around London

Surrey, Sussex, Hampshire

London and Home Counties

Birmingham area

England and Scotland

London

London and Home Counties

London

SOURCE: Retail Directory (1978) 32nd.ed.pub. Newman Books Ltd.
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Ellis of Richmond, aided by its chain of 54 outlets trading as Fairdeal Vintners, £7.3m., Sado and King
£2m., Underwoods £2.1m., and Curtis Vintners £1.7m.

Other Interests in the Distribution of Alcoholic Drinks - Retail Grocers

3.15 Once again it is necessary to refer to Table 2.13 in the previous Chapter,
which estimated that for 1975 some 50 per.cent. of all off-licensed premises could be found in the
retail grocery trade. The development of the off-licensed trade in this sector has already been
described, but of the 17,860 or so licensed grocers estimated for 1975, some 62 per.cent. were
independent traders, 13 per.cent. were Co-operatives, and 25 per.cent. were multiples. Some of the
Co-operative and multiple retailers have become directly involved in the importing of wines for supply
to their own shops but few company accounts reveal separate figures for any stage of trading in
alcoholic drinks. This aspect can only be examined for all retail trade by reference to the commodity
analysis of sales available in the 1971 Census of Distribution and research estimates for later years.
This will be considered in a later paragraph, but for the time being it is interesting to note that multiple
retail grocer Lennons Group Ltd.does have a separate subsidiary dealing in alcoholic drinks. Lennons
(Wines and Sgirits) Ltd. is the specialist drinks subsidiary of this supermarket chain, supplying both
in-store and free- standing off-licences, and achieved a 1975 turnover of slightly more than £16m.
During 1976 the Group was operating 49 off-licences, 15 off-licensed supermarkets and 8 combined
freezer centres and off-licences. Amos Hinton & Sons Ltd. a retail grocer operating in North East
England with a turnover of £41m. in the year ended March 1976, acquired the wines and spirits
business of Winterschladen & Co Ltd.in July 1975, After 33 weeks trading Winterschladen turned in

sales of just short of £2m.

Other Interests in the Distribution of Alcoholic Drinks - Food Manufacturers

3.16 The multi-national trading company. Lonrho Ltd.has wine and spirit whole-
saling interests operating under names such as Rum Importers Ltd., Sherry Shippers Ltd., John Holt
Wines Ltd., and J, P. Lebeque & Co Ltd. Lonrho also retails alcoholic drinks through a 160* outlet
chain of off-licences trading in the North, North West and Midlands as Ashe and Nephew, and in 10*
outlets in London as Saker Ltd. The Beecham Group Ltd.deal in the importing, bottling and sale of
wines and spirits through two subsidiaries; that is,Findlater, Mackie: Todd & Co Ltd. (1975 turnover
£2.7m.) and F.S, Matta Ltd.(1975 turnover £2.9m.) though it is believed that these two companies have
been merged into one and known as FindlaterMatta Agencies and are U.K. agents for the Campari
spirit-based aperitif. Cadbury-Schweppes Ltd. acquired its CourternyWines interest from L.R,C,
International Ltd. in 1973, and Courtenay wholesale the French aperitif Dubonnet for which Schweppes
hold the U.K. agency. In addition Cadbury-Schweppes'other wine and spirit retailing and wholesaling

companies are Andre Simon Wines Ltd (for which a range of branded wines under the Andre Simon label

* Retail Directory (1978) op.cit.
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have been developed) and R. B. Smith & Sons Ltd., which had 1974 sales of £1.0m. and £1.3m.,
respectively. Reckitt and Colman Ltd, food, household products and toiletries manufacturer, are
engaged in the wine and spirit trade through their subsidiary companies Coleman & Co Ltd.and
Edouard Robinson, where the former achieved a level of turnover in 1974 of just over £6m. Between

them the companies distributed Bull's Blood Hungarian wine, Veuve de Vernay French sparkling wine

and Charbonnier branded table wines, as well as many others. S & W Berisford, multi-national food
and commodity processors and distributors have a 50 per cent stake in Capital Wine and Travers Ltd.

which made £4.1m. worth of wine and spirit sales in the year to September 1975,

Retail Outlets and Trade

3.17 The level of trade and numbker of retail outlets dealing in alcoholic
beverages is well chronicled in terms of both government sponsored censuses and industry and market
research monitoring of developments. The government's statistical inquiry into the catering trades for
1969* did not complete its data collection until August 1971 and was therefore not published until 1972.
However, this represents an important source of data on sales made through premises other than retail
shops. Thus, the total turnover of the catering establishments listed in Table 3.4 amounted to
£2,968.6m. in 1969 of which some 53 per cent or £1,561.3m. was attributable tosales of alcoholic
drink. The proportion of alcoholic drink turnover to total turnover was greatest for public houses,
registered clubs and licensed clubs with 79.4 per cent , 74.4 per.cent. and 60.3 per cent ,respectively.
Only some 25.6 per cent of licensed hotels, motels and guest houses' sales were of intoxicating liquors
but this represented the not inconsiderable sum of £96.3m. in 1969. Of the 1969 alcoholic beverages
sales of £1,561.3m., just short of 89 per cent passed through the public houses and the clubs'

trades.

3.18 Unfortunately the 1969 inquiry into the catering trades has not been officially
updated to the extent that it is possible to differentiate between total sales and alcoholic drink sales.
Table 3.5 shows the total turnover of public houses in 1976 to have been £3,238m. - a figure arrived at
after applying the index of 240 published in Trade and Industry * 1o the base figure of 1969 = 100 at
£1,349m.

Off-licenced trade - Specialist outlets

3.19 The Census of Distribution undertaken in 1971 provides comprehensive
data on the structure of the retail trade in Great Britain. The off-licensed shops, for which data are

presented in Table 3.6 are defined by this Census as "Shops licensed to retail alcoholic drinks for

* Catering Trades 1969. Statistical Inquiry (1972) HMSO
+-Trade and Industry 20th May 1977. p. 366. Turnover of the Catering Trades 1976 : Index numbers
of average weekly turnover. HMSO,
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TABLE 3.4

Catering Trades Turnover, G.B, 1969

Alcoholic
Total Drinks Alcoholic
Turnover Turnover Drinks as
(E£m) (£m) % of Total
Public Houses: 1,349.0 1,071.2 79.4
(managed)* (531.0) (435.4) (82.0)
(tenanted) (719.2) (558.5) (77.6)
(free-houses) (98.8) (77.3) - (78.2)
Licensed Clubs 64.2 38.7 60.3
Registered Clubs 371.8 276.8 74.4
Licensed Hotels, motels and
guest houses 375.5 96.3 25.6
Restaurants, cafes etc. 499.6 67.0 13.4
Catering Contractors/canteens 94.7 5.2 5.5
Company Canteens - 58.0 2.2 3.8
Holiday Camps 32.0 3.9 12.2
Fish and Chips shops 123.8 nil -
Total 2,968.6 1,561.3 52.6
SOURCE: Catering Trades 1969. Statistical Inquiry. HMSO. 1972,

*
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TABLE 3.5

Public House Turnover, 1949-76

Year ‘ £m Index
1969 * 1,349 100
1970 2 1,470 109
1971 g 1,632 121
1972 g 1,794 133
1973 g 2,010 149 |
1974 g 2,333 173
1975 2 2,830 210
1976 + 3,238 240

SOURCE: * as for Table 3.1

g E.l.U. Retail Business. No. 192, Feb. 1974
and No. 220, June 1976.

+ Trade and Industry. 20th May 1977. p.366
by applying the Index of 240 to £1,349m.

++  Index number of Average Weekly Turnover.
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TABLE 3.6

Specialist Off-licences by form of Organisation

Independents Multiples Co-ops Total Off-licences

Shops Turnover Shops Turnover Shops  Turnover  Shops Turnover
Year No. £m. No. £m. No.. £m. No. £m.
1961 4,795 66.4 4,147 72.8 58 1.3 9,000 140.5
1971 4,489 140.9 4,735 208.0 213 10.2 9,437 359.1
1972 ces 156 ces 239 12 407
1973 171 285 14 470
1974 ces 194 ces 356 18 - 568
1975 v 245 .o 449 22 8,600 716
1976 ves 293 ven 568 880(e)
1977 . 324 . 670 1,040 (e)

SOURCE: 1) 1961 and 1971, Business Mon.itor SD10 Census of Distribution and Other Services, 1971

HMSO, Table 3.

2) Total Off-licences 1972-1976(e) and 1977 (e), and Co-operatives turnover 1972-75,
E.1.U. Retail Business No.226. December 1976

3) Independent and Multiples' turnover 1972 to 1977 derived from indices of turnover(1971
=100) given in Business Monitor SD1. Food Shops' Monthly Statistics,April 1978,

(e) estimate
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consumption off the premises only. Those off-licences attached to public houses or with significant
sales of groceries and provisions are excluded from this heading."* The Census data for 1961 and 1971,
presented in Table 3.6 have been augmented by trade research data for 1972-75, which also indicate
projected sales values through these specialist outlets of some £880m. and £1,040m. for 1976 and 1977,
respectively. It would appear that between 1961 and 1971 the number of enumerated off-licensed shops
increased from 9,000 to 9,437 and the level of sales at current prices rose by a factor of 2.6 times over
the ten years. Also during these ten years, off-licences under independent operators fell in number
whilst those under multiple and Co-operative ownership increased. As far as the latter form of owner-
ship is concerned, the number of premises increased by a factor of 3.7 leading to an increase in

turnover in the order of some 7.8 times between 1961 and 1971.

3.20 Market research data, shown in Table 3.6 for the period 1972-75, indicates
that the growth in these licensed outlets over the ten years to 1971 has been reversed during the most
recent five year perind; that is a fall of some 8. 8 per cent in the total number of specialist off-licences
since 1971. On the other hand, total turnover to 1975 has virtually doubled to stand at an estimated
£716m., whilst turnover per shop has more than doubled. Amongst the different forms of organisation
sales through multiples and Co-operatives have increased by 2.16 times but through independent

traders by only one and three-quarter times, between 1971 and 1975.

Off-licensed trade - All outlets

3.21 The data in Table 3.6 represents the Census enumerated and market research
values of total turnover passing through specialised off-licence shops. Table 3.7, on the other hand,
presents data on the total retail safes value of goods passing through all shops together with the retail
sales value of alcoholic drinks made by these different outlets in 1971. Thus, total shop sales of
alcoholic drink in 1971 were £448.4m. equivalent to 2.87 per. cent of total retail sales. Grocers and
provision dealers handled some £137.6m. worth of liquor sales, or 3.84 per cent of their total trade,
whereas for Co-operative Societies the comparable factor was 2.88 per cent. Not surprisingly, off- |
licences exhibited the highest degree of specialisation in alcoholic heverages, with some 78 per cent
of their total sales in those products. Indeed, off-licences with £263.5m. of liquor sales in 1971
accounted for 52.5 per cent of all liquor sales, with 7.3 per cent of the total passing through

Co-operative Societies and 30.7 per cent handled by grocers and provisions dealers.

3.22 In terms of the three main forms of retail distribution, Table 3.8 shows that of
the total retail sales value in alcoholic drinks of £448.4m. in 1971, multiple retailers accounted for
£252.2m. or 56.2 per cent , independent traders with £163.6m. of sales for 36.5 per cent  and the
Co-operative Societies with £32.6m. had 7.3 per cent.

* Business Monitor SDIO Report on the Census of Distribution and Other Services, 1971 HMSO
Appendix B.p. (V).
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TABLE 3.7

Retail Sales of Alcoholic Drink, 1971

Sales of Goods
through Shops

Sales of

Alcoholic Drinks

Alcoholic Drinks
Sales as % of

£m. £m. All Shops Sales
Multiples and Independents
Grocers and Provision dealers 3,586.2 137.6 3.84
Other Food Retailers 2,280.3 264.0 11.58
(of which Dairymen) (384.2) (0.1) (0.03)
(Butchers) (848.5) (0.1) (0.01)
(Fishmongers) (80.6) (0.0) (nil)
(Greengrocers) (358.7) (0.2) (0.06)
(Bread & flour confectioners) (270.4) (0.2) (0.07)
(Off-licences) (337.9) (263.5) (77.98)
C.T.N.'s* 1,264.5 1.0 0.08
Clothing and Footwear 2,338.6 0.1 n.s.
Household Goods 1,652.7 0.2 0.01
Other Non-food retailers 1,553.6 3.2 0.21
General Stores 1,834.2 9.9 0.54
14,510.2 415.8 2.87
Cooperative Organisations 1,132.3 32.6 2.88
Total Retail Sales 15,642.6 448.4 2.87

n.s. nof signiticant

SOURCE: Business Monitor SD22. Report on the Census of Distribution and Other Services, 1971.

HMSQO. Tables 9 and 9A.

TABLE 3.8

Retail Sales of Alcoholic Drink by form of Organisation, 1971

Organisation Sales (£m) Share (%)
Multiples ( 252.2 56.2
Independents ( 163.6 36.5
Cooperatives 32.6 7.3
448.4 100

SOURCE: Business Monitor SD22. Report on the Census of Distribution and Other Services, 1971. |

HMSO. Table 9.

* Confectioners, Tobacconists and Newsagents
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Grocery Stores with off-licences

3.23 Table 3.7 showed the relationship between sales of alcoholic drinks and the
total sales made by different types of retail outlet. However, it may be more relevant to show the
relationship between liquor sales and the total sales in shops which possess off-licence departments. The
Census of Distribution is helpful in this respect although it is necessary to make a small estimate. The
first two columns of Table 3.9 are taken directly from the Census and show the number of shops and
turnover of grocers with off-licences, distinguishing between Co-operative Societies on the one hand,
and grocers and provision dealers, on the other. For the latter, their sales of alcoholic drinks at
£137.6m. (os in Table 3.7) were equivalent to 10.7 per cent of their total turnover in 1971, It is
necessary to estimate Co-operative Society grocers' sales of alcoholic drink in 1971 as this is not

readily available in the Census. This has been estimated in the footnote to Table 3.9 at £22.4m. but

" for the reason given there this must be taken as being understated. Using this figure, however, shows

that liquor sales were equivalent to at best 11.3 per cent of turnover in Co-operative grocery stores
with off-licences in 1971. Overall, it would appear that around 11 per cent of 1971's sales by

grocers with off-licences could be claimed by alcoholic drinks.

Total Retail Alcoholic Drfnks Market

3.24 For a more up to date picture of the U.K. alcoholic drinks market, and
changes since 1970, reference can be made to market research data. This data is presented in
T&ble 3.10, but it must be stressed that both the values of trade and number of outlets cannot be
directly compared with other tables contained in this chapter. The lower half of Table 3.10 indicates
that the total value of turnover in alcoholic liquor passing through licensed premises increased from
£2,140m. in 1970 to £5,776m. in 1976, an increase of 2.7 times. (This compares with National
Income and Expenditure * data on consumers' expenditure on alcoholic drink at current prices of
£2,299m. in 1970 and £5,912m. in 1976, an increase of 2.6 times). In 1970, publicans are estimated
to have accounted for 65 per cent of all alcoholic drink turnover, but by 1976 the estimate credits
them with a share which had fallen to 62 per cent. Brewer-owned specialist off~licences can be seen in
Table 3.10 to have lost a 1 per cent share of the total market between 1970 and 1976 whilst the free-
trade specialist off-licences retained 7 per cent in both years. The most notable change, overall, is
the increase in market share atiributable to multiple and Co-operative grocers, whose 1970 share of

3 per cent is estimated to have stood at 7 per cent in 1976.

3.25 That the multiple and Co~operative grocery trade has benefited from the
development of the take-home market through off-licences is apparent from the upper half of Table 3.10,

Here,the multiple and Co-operative grocers can be seen to have raisad their share of the off-licensed

* National Income and Expenditure 1966-76. HMSO Table 4.9
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TABLE 3.9

Grocers and Co-operative Societies with off-licences and Sales of Alcoholic Drink, 1971

Sales of %
No. of Turnover Alcoholic Alcoholic
Shops £m Drink Drink
Cooperative Societies - 1,994 198.4 *22.4(e) 11.3(e)
Grocers and Provision Dealers 14,736 1,286.7 137.6 10.7
16,730 1,485.1 160.0(e) 10.7(e)

SOURCE: Business Monitor - SD 10 Table 6 and. SD 22 Table 9A. = Report on the.
Census of Distribution and Other Services 1971. HMSO.

* estimated in the following way:

- Alcoholic Drink Sales through Cooperatives
less:  Turnover of Specialist Cooperative off-licences

but, because turnover représenfs more than just
drink sales, the figure of £22.4m is

understated.
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£32.6m
£10.2m
£22.4m

(see Table 3.4)
(see Table 3.3)




TABLE 3.10

Turnover in Alcoholic Liquors by different types of Licensed premises, 1970 and 1976

Great Britain

Licence-type 1970 1976
gEm. % £m. %
Publicans ’ 1384 80 3607 79
Restricted licences 50 3 144 3
Clubs | 300 17 792 18
All On-Licence Turnover 1734 100 4543 100
Brewer-owned Specialist Off-licences 120 30 305 25
Free-trade Specialist Off-Licences . 141 35 408 33
Grocers: Multiples and Co-ops 73 18 380 31
Independents 60 15 122 10
Other Off-licences 12 3 18 1
All Off-Licence Turnover 406 100 1233 100

All Licences

Publicans : 1384 65 3607 62
Restricted licences 50 2 144 3
Clubs 300 14 792 14
Brewer-owned Speciélisr Off-licences 120 6 305 5
Free-trade Specialist Off-licences 141 7 408 7
Grocers : Multiples and Co~ops 73 3 380 7

Independents 60 3 122 2
Other Off-licences 12 * 18 =
Total Turnover : 2140 100 5776 100

SOURCE: Stats (MR)/Off Licence News. Data presented by J, Sawle, Joint Managing Director of
Stats (MR)Ltd. at Seminars on Beer, Wines and Spirits Markets, London, October 1976 and
February 1978.

* less than 1 per.cent.
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retail trade in alcoholic drinks from 18 per cent in 1970 to 31 per cent in 1976. This gain would
appear to be at the expense of all other off-licensed outlets, particularly the independent grocers and
brewer-owned specialist off-licences, but less so for the free-trade specialist off-licences. In the
on-licensed sector, publicans, and that includes both brewery owned and free-trade on-licence
operators, suffered a marginal 1 per.cent. fall in their share of on-licensed trade between 1970 and
1976. However, for 1976 they are estimated to have commanded about 79 per cent of on-licensed
sales. The 1 per cent loss encountered by publicans would seem to have been gained by the licensed

and registered clubs, who are reckoned to have taken 18 per cent of 1976's on-licensed sales.

3.26 Further evidence of the development and success of the take-home market
can be glbeaned from Table 3.10. In 1970, 81 per cent of all alcoholic drink sales were estimated to
have been made through on-licensed premises, but by 1976 the estimate sets this proportion three
precentage points lower at 78 per cent. Thus, off-licensed liquor sales would seem to be fast

approaching 25 per cent of all sales of alcoholic drink through licensed premises.

The Brewers and the Retail Market

3.27 The role of the brewers,and in particular the Big=6,in relation to the value of
retail sales in alcoholic drink can be examined by reference to market research data for 1974. This
data is given in Table 3.11, which shows the shares held by different licence operators in the 1974
market, distinguishing both the on and off-licensed sectors. The on-licensed turnover for 1974 is
estimated to have been £3,217m., and that through off-licences £826m., giving a total value of
£4,043m. Within the on-licensed sector the brewers as a whole an be seen to have been responsible
for just under 55 per cent of alcoholic drink sales, leaving 45 per cent in the hands of the free-trade.
However, the Big-é brewers are reckoned to have accounted for 42.3 per cent of on-licensed sales,
leaving other brewers 12.6 per cent. In the off-licensed trade, trade-shares by licence holders
appear to be more evenly spread. The brewers are still shown to have accounted for the largest share
with 29.1 per cent , the specialist multiples and Co-operatives.took 25.3 per cent , the grocers
22.9 per cent , and other traders (mainly independent) 22.7 per cent. Once again, however, the
6 major brewers shared 23.2 per cent of off-licence sales leaving 5.9 per cent for other brewers.
Across the trade generated by all licences, the brewers in 1974 represented just short of 50 per cent *
of the total, by far the greater share fhan for any other group of operator. Between them, the Big-6

bre wers were estimated to command 38 per cent ofsales, with other brewers retaining 11 per.cent.

3.28 In Table 3.12 the total trade in alcoholic drinks made by the brewery
companies is estimated for 1974 to have been £2,008m., with brewers' on-licences providing £1,768m.

and off-licences £240m. The leading role of the 6 major brewers is once again evident from this table:

* This 50 per cent cannot be compared directly with the 62 per cent share of 1976's market
attributable to Publicans in Table 3.10., for Publicans include the brewers as well as the operators
of free-trade pubs, and bars at airports and railway stations.
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TABLE 3.11

Shares in the Alcoholic Drinks Trade by Operator and- Licence, 1974

per cent

Operator On-licence Off-licence All licences
Brewers 54.9 29.1 49.7

(Big-6) (42.3) (23.2) (38.4)

(Other brewers) (12.6) (5.9) (11.3)
Specialist Multiples
and Coops : - 25.3 5.2
Grocery Multiples and Coop - 22.9 4.7
Others 45.1 22.7 40.4
Base for Percentages £3,217.0m £826.0m £4,043.0m

SOURCE: derived from E.l,U. Retail Business No. 224, Oct. 1976. (Criginal data from
Stats (MR)Ltd./Off Licénce News).

TABLE 3.12

Big-6~brewers' share of Brewery Sector trade in Alcoholic Drink, 1974

per cent
Brewery Sector On-licence Off-licence All licences
Big-6 brewers 77.0 79.6 77.3
Other brewers 23.0 20.4 22.7

Base for Percentages £1,768.2m £240.4m £2,008.6m

SOURCE: As for Table 3.11
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overall they were responsible for 77 per cent of the 1974 liquor sales made by all brewery groups.
This same proportion prevailed for their share of on~licensed trading, but of all brewers' off-licensed

sales their share reached almost 80 per cent.

3.29 Finally, it is worth mentioning that the role of the brewers in the retailing
of their own product (i.e. beer) would seem to have declined in relative terms between 1967 and 1975.
The brewers, through the Brewers' Society state in their official response to the Price Commission that
in 1975 they owned some 36 per cent (already estimated in Table 2.8) of the U.K,'s 156,000

*

licensed outlets "accounting for 56 per cent of the volume of beer sales."* The comparable figures

. +
contained in the Monopolies Commission report for 1967 are 48 per cent and 66 per.cent., respectively
So, the free-trade outlets have gained in relative importance as far as retail beer sales are concerned,

though this of course by no means diminishes the importance of the brewers' wholesaling role. |

Prices of Beer and Spirits

Introduction

3.30 During the past ten years or so, the U.K. brewing industry has been the
subject of numerous Government reports. These reports and their specific areas of interest = which have
ranged from examining the structure of the industry and competition, to prices, costs and margins -
received mention in the Introduction to this repﬂorf. Today, these reports stand as an historical record
of an important sector of British industry and are likely to continue to provide a tempting reference base
for researchers until such time as more comprehensive information becomes available from other sources,
such as the brewers themselves. However, only the most recent official reports on the industry -
the Price Commission Reports on Beer Prices and Margins and Soft Drinks and Mixers in Licensed
Premises - will be referred to here as this is more relevant to the immediate purpose and assumes that

interestéd readers will make reference to earlier reports for themselves.

3.31 One of the major drawbacks of earlier reports which have concerned
themselves with the brewing industry (with the possible exception of the 1969 Monopolies Commission
Report on the Supply of Beer) is, for example, that when examining structure, competition and prices
they have been confined to an in-depth consideration of only one product; namely beer. The brewers
are responsible for the production, importing, wholesaling, and retailing of many more alcoholic
drinks than just beer alone. Whilst it is appreciated that official reporting on beer is a reflection

of the terms of reference handed down by the Minister concerned, this has resulted in there being no

*

The Brewers' Society (Sept.1977) Memorandum on the Price Commission's Report No 31 : Beer
Prices and Margins. p.29 para.6.6.
+ The Monopolies Commission (1969) op.cit.p.49 Table 18 and footnote on p.14
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comparable analysis of the wines, spirits* and soft drinks industries and markets.

The Price Commission's Report on Beer Prices and Margins (1977)

3.32 Since at least 1964 beer prices in the United Kingdom have been
controlled at various times either by Government order or voluntarily by the brewers themselves,
endeavouring to co-operate with Government anti-inflation policies. In 1971-1972 the brewers were
party to the Confederation of British Industry's (C.B.1.) voluntary price restraint scheme and more
recently they took part in the Government's 1976 Price Check exercise. Since 1973 the Government's
flag-ship in the battle against inflation has been the Price Commission and its role in overseeing the
operation of the Price Code which remains in force today, though it was amended in August 1977.
Inspection of the quarterly reports preduced by the Price Commission gives an indication of the size and
frequency with which brewers have notified the Commission of intended price rises. Some of these
notifications have not been challenged by the Commission, others have been rejected or modified, but
the tendency until the latter part of 1977 was for the major brewers in particular to make price rises of
1p-2p per pint at three monthly intervals. With beer consumption exceeding 200 pints per head in each
of the years between 1974 and 1976, as well as having a weighting of 46 out of 1,000 in the Retail
Price Index, and probably accounting for some 3 per cent of household expenditure, it seems hardly
surprising that consumers became increasingly aware of the upward movement in the level of beer prices.
The complaints about beer prices that ensued would seem to be the reason for the Commission's 1977
inquiry, and in the Commission's own words these "complaints fell mainly under three headings;
a)the high price of beer, b)the frequency of price increases and c)the coincidence of price increases

with announcements of higher profits by the brewers. wt

3.33 When the Price Commission's Report on Beer Prices and Margins was
published in July 1977 it received criticism on numerous counts and from a variety of sources. These
criticisms originated, not surprisingly, from individual brewers as well as their association The Brewers'
SocieryH, and from analysts representing stockbroking firms.; One area of criticism related to the
relationship between conclusions reached and the terms of reference placed before the Commission.

The Commission's terms of reference were to examine and report "the prices and margins iﬁ the
manufacture and distribution in the U.K, of beer which is sold by retail for consumption on licensed
premises and the overall net profit margins of businesses licensed to sell Beer by retail for consumption on
the premises” g Having reached a set of conclusiors on beer prices and margins the Commission also chose

to comment on the structure of the industry and the state of competition. On structure, the Commission

* It is understood that the Scotch Whisky industry is the subject of a forthcoming report by a working
party set up by the National Economic Development Office. v

+ Price Commission (1977)op.cit. para 1.3

++The Brewers Society (Sept.1977)op.cit.

¥ Buckmaster and Moore and de Zoete and Bevan and others

& Price Commission (1977) op.cit. The Reference.
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reiterates the view given by previous reports that the development of the brewers' role in the alcoholic
drinks trade has been conditioned by legislation concerning the liquor licensing system. On competition,
the conclusions reached are not relevant to the whole of the beer industry for the Commission's terms

of reference hoth explicitly and implicitly excluded important sectors of the non-brewer owned outlets
for the retailing of beer. Explicitly, the terms of reference were not concerned with the retailing of beer
through off-licensed premises, where the take~home market represents a significant growth sector and
where groups such as multiple retail grocers represent a countervailing force in terms of buying power.
Implicitly, the Commission resolved to exclude from its investigation sales through hotels, restaurants,
and licensed and registered clubs, which Table 3.10 showed to account for an estimated 21 per cent of
all alcoholic liquor turnover in 1976, whilst the club trade alone could be responsible for 18 per cent

of national beer sales. The Commission was, however, aware of the increasing relative importance of
these other markets for beer sales for the following appears in the report:

" Sales to the tied trade have tended to decline in
percentage terms as follows:

per cent

1974 1975 1976
Large brewers 54 52 51
Regional brewers 70 69 68
Small brewers 73 72 70

The movement of sales from the tied to the free trade
is largely due to higher sales in the grocery trade,
and in clubs, hotels and restaurants, "*

3.34 Having noted the areas with which the Price Commission did not concerm
itself, it is important to clarify the sectors of the trade which the Commission did examine. With
respect to both the wholesaling and retailing of beer the Commission's research has reflected the
structure of the industry in that it differentiates between the "large" brewers (i.e. the Big-6), "regional "
brewers (such as Greenall Whitley) and the "small" brewers that serve more localised markets. In
addition, Arthur Guiness Son & Co Ltd., Harp Lager., and the Carlsberg Brewery, as noted in the footnote
to paragraph 3.1., sell most of their output to other brewers and are not involved in wholesaling.
The output of these three brewers, termed "specialist brewers" by the Commission, is wholesaled and
retailed by other brewers and included in the latter's sales. Of the 84 companies or groups brewing beer
in the U.K, today the Commission denoted the Big=-6 brewers as "large", six others as "regional",
69 as "small" and 3 as "specialist". For working purposes the Commission used a sample of these brewers

+
made up as follows:

Large Brewers 6 - operating 11,777 Managed Public Houses as at 1.6.76

Regional Brewers 6 - operating 1,366 Managed Public Houses as at 1.6.76 |
Small Brewers 12 - operating 598 Managed Public Houses as at 1.6.76 |
Specialist Brewers 3 - operating no retail outlets. ' : |

The volume of wholesale sales made by the sample of large, regional and small brewers between 1974

and 1976 was thought to account for about 95 per cent of the market.

*Price Commission 5]977; op.cit.para.2.3()
+Pricé Commission (1977) op.cit.para.2.1-2.3, and Table 25
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Wholesale Beer Prices

3.35 Prices charged by brewers to wholesale customers vary according to brewer,
region, and type of beer. The measure of average wholesale beer prices for the U, K. will therefore
obscure these sources of variation but more importantly, a comparison of average wholesale prices
between now and say ten, or even only five years ago will be confounded by changes in the way in
which brewers charge their wholesale customers. Two changes in particular are of interest; first of all,
the trend towards brewery management of pubs as opposed to leasing to tenants, and secondly, movement
away from 'wet-rents' to 'dry-rents'. In the past, more so than today, tenants paid their brewer landlords
rent in a combination of a.'dry' and a ‘wet' fee. The 'dry' rent being a low, possibly uneconomical,
fixed sum; the 'wet' rent being a variable amount charged according to turnover through a surcharge on
the wholesale price for certain beers. Thus, wholesale beer prices charged to tenants paying wet rent
would be somewhat higher than prices to brewery managed premises, and with the latter being the yard-
stick prices to the free trade could be less depending upon the type of customer and discounts available.
The system of charging 'wet' rents was criticised in the conclusions to The Monopolies Commission report™
and during recent years many brewers have converted, or are converting, to a (economic) dry' rent only.
These brewers are offering existing tenants paying a 'wet' rent the opportunity to change to a 'dry' rent,

whilst all new tenancies are prepared on this basis.

3.36 Recent years have also witnessed an increasing number of public houses
coming under brewery management, thus giving the brewer both the wholesale and retail margins on
beer sales. At the same time the wholesale price of beer charged by brewers to their managed houses
has emerged as the equivalent dfa base price on wholesale trade price lists. Although tenants still
paying 'wet' rents will pay more than this 'base price', prices to 'dry' rent tenants will be related to the
managed wholesale price, whilst sales to the free-trade wholesale customers could be lower because of
discounts based upon quantity delivered, special promotions, special status such as a multiple retailer

treated as a national account, and overriding discounts related to annual quantities purchased.

3.37 With the foregoing in mind it is possible to present the data in Table 3.13 on
the U.K. average wholesale price per pint charged by brewers to managed houses in 1974 and 1977 and
taken from the Price Commission report. From this table it can be seen that that there were wide
variations in average wholesale prices between the different types of beer in both 1974 and 1977,
Similarly, for whatever type of beer, wholesale prices varied between the three classes of brewer
identified in the table, although the value of the average for all beers suggesss that this variation between
brewer-type was less in 1974 than it was by 1977, Thus, between 1974 and 1977 the average wholesale
price charged by large brewers to their managed pubs rose from 11.2p.per pint ©19.2p.per pint, or by

71 per cent. For regional brewers, the increase was from 10.9p.per pint to 18.0p.per pint, or by

* The Monopolies Commission (1969)op.cit.para.387

61



TABLE 3.13

v

U.K. Average wholesale prices of beer in June 1974 and June 1977, including duty and VAT,

charged by brewers to managed houses

New pence per.pint.

Types of Beer Large brewers* Regional brewers ’ Small brewers
1974 1977 1974 1977 1974 1977
Bitter 10.1 17.7 10.1 16.8 10.0 16.9
Premium Bitter 11.4 19.1 10.6 18.0 11.5 19.2
Mild 9.2 16.4 9.3 15.5 8.9 15.7
Lager 12.2 20.3 12.2 19.5 13.0 20.4
Bottled Stout 15.6 25.8 15.0 23.8 16.1 25.6.
Bottled Pale Ale  12.7 22,5 12.0 19.7 11.5 19.5
All beer 1.2 19.2 10.9 18.0 1.1 18.5

SOURCE: Price Commission (1977 )op.cit.Table 3

* prices vary by 1 per.cent. or2 per.cent. from region to region.

TABLE 3.14

U.K. Wholesale Price Indices for All Manufactured. Products and Food Manufacturing compared with
Percentage increases in Wholesale Beer Prices to Managed Houses, inclusive and exclusive of duty and VAT

U.K. Wholesale Price Indices*for June June

1974 1977
All Manufactured products 100 174
Food Manufacturing 100 179
Percent increases in wholesale beer Including Excluding Increase in
prices to managed houses: : Duty and VAT~ Duty and VAT Duty and VAT
Large brewers 72 68 77
Regional brewers ' 65 56 ‘ 77
Small brewers 67 61 76

SOURCE: Price Commission(1977)op.cit.para.2.5
* rebased from original 1970=100. June 1977 is provisional
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65 per cent , and for small brewers it went from 11. Ip.per pint to 18.5p.per pint, or by 67 per cent.

3.38 The wholesale beer price rises made by the | arge, regional and small brewers
to their managed estates between June 1974 and June 1977 can be compared with movements in the
wholesale price indices for all manufactered products and for food manufacturing over the same period.
This the Commission did and the data which is set out in Table 3,14 shows that wholesale beer price
increases made by large brewers were getting towards a magnitude similar to, but less than, the increase
in the wholesale price indices on all manufactured products and food manufacturing. For the regionai
and small brewers, their rates of wholesale beer price increases were considerably less than the levels
achieved by the comparable wholesale price indices. The data on prices in Table 3.13 includes duty
and VAT levied at the wholesale stage, and Table 3.14 shows that the sum of these taxes on the
wholesale price per pint increased for large and regional brewers by 77 per cent in the three years
between June 1974 and June 1977, and by 76 per cent for small brewers. When these taxes are set
aside, the increase in the average U.K. wholesale price for large brewers amounts to 68 per cent ,
for regiyonol brewers 56 per cent , and for small brewers 61 per cent - all less than the wholesale

price indices for June 1977 given in Table 3.14.

3.39 Analyses of the wholesale beer price, inclusive of duty but excluding VAT,
for large, regional and small brewers are given in Tables 3.15., 3.16 and 3.17, respectively . Table
3.15 is based on returns made to the Price Commission from 5, rather than 6, large brewers and in
each of the three tables firms'financial years ending during the 1974 and 1976 calender years have
been used. Selling, administration and distribution costs include central expenses and have been
obtained by allocating a proportion of the totals to beer, the remainder being allocated to wines and
spirits and other activities. It is evident from each of these tables that the cost of brewing materials
accounts for the smallest proportion of the wholesale selling price whilst the cost of duty represents
the greatest share. The cost of brewing materials did, however, increase for each class of brewer

by between 45 and nearly 50 per cent between 1974 and 1976.

3.40 For own-brewed beers the small brewers' wholesale price per pint was less in
both 1974 and 1976 than the prices for the regional and large brewers. In fact, in 1974 the wholesale
sales price of large brewers' own beer was some 11.3 per cent greater than the small brewers' price,
but by 1976 this difference had grown to just under 15 per cent above the small brewers' price. Besides
brewing and selling their own beers, most brewers purchase other brewers' beers, particularly the -
nationally known brands of beer, stout and lager, which they wholesale into their tied estates and to
some extent the free-trade. Such purchases and sales are known as "foreign beer" and are denoted as
such in Table 3.15-3.17. The last line of each of these tables indicates that in 1976 foreign beer
sales volume was equivalent to 11.5 per cent of all beer sales made by large brewers, 10.2 per cent
for regional brewers, and 20.7 per cent for small brewers. It is not surprising that foreign beer sales

are of such relative importance to small brewers for although they may brew beers which are popular in
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TABLE 3.15

Analysis of Wholesale Beer Price for (5)* Large Brewers

New pence per pint excluding V.A.T,
% of

selling price

1974 1976 1974-76 1976

% change

Own brewed beer

Brewing materials 0.78 1.16 48.7 7.7
Duty 3.52 6.18 75.6 41.0
Selling Price . 9.53 15.07 58.1 100.0
Foreign beer +

Purchase cost 9.07 13.45 48.3 71.1 -
Selling price 12.32 18.92 53.6- 100.0
All Beer

Brewing materials,duty and foreign beer purchase 4.86 8.04 65.4 51.8
Production and packaging 1.74 2.68 54.0 17.3
Selling, administration and distribution 2.16 3.14 45 .4 20.3
Net margin 1.10 1.65 50.0 10.6
Selling Price 9.86 15.51 57.3 100.0
Foreign beer sales volume as a percentage of all : .
beer sales 11.8 11.5 - -

SOURCE: Price Commission (1977 )op.cit.Table 4

* based on data from 5 (rather than 6) large brewers

+ beer which brewers have not brewed themselves but have obtained from other(mainly British)brewers.

64



TABLE 3.16

Analysis of Wholesale Beer Price for Regional Brewers

New pence per pint excluding V.A.T,
% of
% change selling price

1974 1976 1974-76 1976

Own brewed beer

Brewing materials 0.85 1.25 47.0 9.0
Duty 3.38 6.23  84.3 45.0
Selling price : 8.74 13.84 58.4 100.0
Foreign beer+

Purchase cost 2.91 15.28 54.2 78.0
Selling price 13.79 19.59 42.1 100.0
All beer

Brewing materials, duty and foreign beer purchase 4.83 8.28 71.4 57 .4
Production and packaging 1.28 1.89 47.7 13.1
Selling, administration and distribution 1.59 2.19 37.7 15.2
Net Margin 1.57 - 2.07 31.8 14.4
Selling price \ 9.27 14.42 55.6 100.0
Foreign beer sales volume as a percentage of all 10.6 10.2 - -
beer sales

SOURCE: Price Commission (1977 )op.cit.Table 5

+ beer which brewers have not brewed themselves but have obtained from other (mainly British)brewers.
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TABLE 3.17

Analysis of Wholesale Beer Price for Small Brewers

New pence per pint excluding V.A.,T.

% of

selling price
1974 1976 1974-76 1976

% change

Own brewed beer

Brewing materials 0.86 1.25 45.4 9.5
Duty 3.28 5.94 81.1 45.3
Selling price 8.56 13.11 53.2 100.0
Foreign beer”

Purchase cost 9.02 13.46 49.2 68.6
Selling price 13.62 19.63 441 100.0
All beer

Brewing materials, duty and foreign beer purchase 5.16 8.49 64.5 58.7 -
Production and packaging 1.20 1.64 36.7 11.3
Selling, administration and distribution 1.37 1.98 44.5 13.7
Net margin A 1.89 2.35 24.3 16.3
Selling price 9.62 14.46 50.3 100.0

Foreign beer sales volume as a percentage of all
beer sales 20.9 20.7 - -

SOURCE: Price Commission (1977 )op.cit.Table 6

+ beer which brewers have not brewed themselves but have obtained from other (mainly British)brewers.

66



a particular locality it is commercially prudent for them to provide the more widely know national beers,
stouts and lagers. Mahy of the smaller brewers do not, for example, have their own capacity to brew
lager - the growth sector in all beers - so for them to take advantage 4 this trend it is necessary for such
supplies to be bought in. The provision of foreign beers for wholesaling by small brewers must represent
an area of competitive activity between the Big-6 brewers, though not to the total exclusion of regional
and medium-sized brewers, in supplying their national brands. Competition for supplying small brewers
with foreign beer would appear from Tables 3.15 - 3.17 to work in the small brewers' favour. The
buying-in price for foreign beers paid by small brewers was more or less the same per pint as paid by
large brewers in 1976. Furthermore, in being able to set their own wholesale prices on foreign beer,
small brewers were able to achieve a 1976 mark-up per pint on foreign beer sales of 46 per cent ,

compared with 41 per cent for large brewers, and 28 per cent for regional brewers.

3.41 When it comes to a breakdown of the wholesale price of all beers the costs
of brewing materials, duty and foreign beer purchases are greatest in both absolute and proportionate
terms for regional and small brewers. By the same token, however, production and packaging, and
selling administration and distribution costs per wholesale pint are far greater for the large br ewers than
either of the regional or small brewers. The sum of these two elements of cost for all beer were, in
1976 some 60 per cent greater per pint for large brewers, compared with their small counterparts,
that is, 5.82p.per pint as against 3.62p.per pint. In relation to the wholesale selling price per
pinf,'producfion and packaging, and selling, administration and distribution costs represented 37.6 per
cent of this price in 1976 for large brewers, 28.3 per cent for regional brewers and 25.0 per cent
for small brewers. These differences can no doubt in part be explained by the fact that the larger
brewers operate across the nation and incur the additional costs of physical distribution that such a
scale of operations implies, as well as expenditure on sales, advertising and promotional activities that
competition demands. Additional costsin production and packaging credited to the large brewers
are most likely the result of a broader product mix compared to the other types of brewer; that is, the
large brewers produce a wider range of products, with lager taking a longer time to produce than
ordinary bitter and keg bitter, as well as being more heavily committed to the packaging of beer in
cans for the take-home market. Unfortunately, it is not possible to deduce from the Price Commission
report whether or not the large brewers are fully benefitting from the economies of scale which are

expected to accrue in multi-plant enterprises.

3.42 Lower operating costs have been sufficient to off-set the higher input costs for
regional and small hrewers with the result that they have been able to fix lower selling prices per pint
than large brewers and at the same time to earn higher net margins than the large brewers. In 1976 the
net percentage margin per wholesale pint amounted to 10.6 per cent for large brewers, 14.4 per cent
for regional brewers and 16.3 per cent for small brewers. These data are inclusive of duty (but
exclusive of VAT) and are set out in Table 3.18 for the three years 1974-76 together with the net

percentage margins exclusive of duty. On a duty inclusive basis net percentage margins have declined
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TABLE 3.18

Net (wholesale) profit margins as a percentage of selling price per pint

Sell ing price excluding duty

1974 1975 1976
Large brewers
Selling price including duty 11.1 10.9 10.6
Selling price excluding duty 16.3 16.2 16.4
Regional brewers
‘Selling price including duty 16.9 15.2 14.4
Selling price excluding duty 25.1 23.5 23.4
Small brewers
Selling price including duty 19.7 17.3 16.3
26.8 24.8 241

SOURCE: Price Commission(1977)op.cit.Table 7
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in successive years between 1974 and 1976 for each class of brewer. Exclusive of duty (and VAT) these
margins have remained virtually static for large brewers, but have fallen for the regional and small

brewers.

Retail Prices of Beer in Public Houses.

3.43 In examining retail prices of beer in public houses the Price Commission
undetook a sample survey by questionnaire and supplemented by personal interviews. Some 320
public houses formed the sample which was structured so that regional comparisons could be made as well
as reflecting the intra-regional distribution of public housesbetween brewery managed and tenanted
outlets and the free, non-brewery owned pubs. Thus, some 32 per cent of the sample pubs were
brewery managed, 49 pef cent tenanted, and 19 per cent free houses. In the case of managed pubs,
the Commission were usually able to obtain historic data, but this was rarely the case for the tenanted

and free pubs.

3.44 Prices in managed pubs are set by the brewer. Such direct control does not,
however, extend to tenanted and free pubs which are free to fix their own bar prices. The Price
Commission inquired of tenanted and free pubs how they determined their prices and the response to
five sets of criteria is set out in Table 3.19. The criteria to which most importance was attached by
these tenanted and free house landlords was that of "ensuring that prices are competitive with those in
other public houses". The financial measure of return on capital (represented by criteria number 5 in
Table 3.19) was on the whole of little importance. Other financial measures, such as achieving a
particular percentage or cash return on sales (criteria numbers 2 and 3 in Table 3.19) were of importance
to more than 50 per cent of respondents. It would be interesting to see the response to these criteria
analysed as between the tenants and the free houses for it is sometimes the case that free houses are run
as a group or a chain and as such they may exhibit a greater awareness of financial management

techniques than their sole trader/tenant counterparts.

3.45 Public houses in the U.K. often provide more than one room or bar for
on-licensed consumption. These bars usually vary in their standards of fitting and amenity and bar prices
differ accordingly. The cheapest bar, usually known as the 'public' bar will tend to cost Zp. to Ip.
less per pint compared with prices in either the 'lounge' or 'saloon' bar. There is a trend towards bars
becoming all of one standard and in which 'lounge’ rather than 'pu!olic' bar prices are reflected. The
Price Commission undertook a survey of beer prices in lowest price bars during the period May 25th to
June 1st 1977 and the results on average prices by type of beer and by type of public house are
presented in Toble 3.20. Differences in these averages for lowest price bars between the brewery
managed and tenanted pubs are very slight indeed, but on the whole the tenanted prices are greater than
the managed pubs' prices. Free~house prices are, with few exceptions, generally higher than those in

both managed and tenanted houses. The constraint of time precluded the Price Commission from being
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TABLE 3.19

Methods of setting bar prices in tenanted and free houses

percentage of respondents replying

Very Slightly Other/not

Criteria _ - Important Important Important Important Total
1: Ensuring that prices are compet-

itive with those in other public

houses 68 9 7 16 100
2:  Achieving some particular

percentage of net profit on sales 28 34 11 27 100
3:  Achieving a particular cash

profit 22 32 15 31 100 .
4. Following managed house/

brewers' recommended prices 19 4 - 77 100
5:  Achieving a particular percentage

return on capital 6 20 16 58 100

é: Other 9 2 - 89 100

SOURCE: Price Commission (1977)op.cit. Appendix D

TABLE 3.20

Bar prices by type of public house

U.K. Average-lowest price bars in New Pzance

Brewery-owned 90 per.cent. Range

Managed Tenanted Free All

Houses Houses Houses Houses Lowest Highest
Draught (per pint)
Ordinary bitter 27.0 27.2 28.9 27.4 24 31
Premium bitter 30.4 30.8 33.1 31.3 27 36
Mild 24.6 25.3 26.7 25.1 22 28
Lager s 34.7 341 35.2 34.6 31 40
Stout - 35.3 35.7 35.7 35.5 33 40
Bottled (per nominal half-pint)
Pale, light and export 8.4 18.8 20.4 19.0 15 23
Brown ale- 17.0 17.8 19.9 17.8 143 21
Lager 24.7 24.7 24.6 24,6 183 33
Stout 19.7 20.3 21.0 20.3 18 23

SOURCE: Price Commission(1977)op.cit Table 18.Price Survey carried out 25th May - 1st June 1977
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able to fully explore the reasons for these price differences but as suggested in the previous paragraph

a breakdown of the response set out in Table 3.19 may have yielded some clues. One clue may lie with
the geographical distribution of free pubs. Is there a tendency for free pubs to be located in remoter
areas not served by brewery owned outlets? If such is the case then higher prices may simply be the

result of being relatively isolated from competition.

3.46 The last two columns in Table 3.20 are interesting in that they provide
details of 90 per cent of the range within which the average prices by type of beer fall. Leaving
aside the extreme, possibly untypical observations nevertheless reveals some wide variations in price as
between the lowest and highest prices that a consumer could be asked to pay. For example, Table 3.20
indicates that for ordinary bitter there is a difference of 7p. between the lowest and highest price. In
other words, the consumer paying 31p. per pint is paying just under 30 per cent more for that pint
that the person paying 24p. These relative price differences are much less for the draught beers in
Table 3.20 than for the bottled beers. For the draught beer the relative price difference as a percentage
ranges from 21 per cent for stout to 33 per cent for premium bitter. For bottled half-pints the

relative price difference ranges from 28 per cent for stout to 78per cent. for bottled lager.

3.47 The data on U.K. average bar prices in Table 3.20 obscures considerable
regional variations, some of which are highlighted in Table 3.21. The lack of a full range of prices
data for Northern Ireland reflects the Province's preference for stout and lager. With the exception of
bottled lager, the average prices shown in Table 3.21 for Northern Ireland are all above the U.K.
average; draught premium bitter and bottled light, pale and export ales are also priced well above
London and South East England levels; however, excluding bottled stout Northern Ireland's stout and
lager prices are less than in London and the South East. Overall beer prices in London are the most
expensive though even here there are considerable variations within the capital. On the other hand,
Scotland would seem to offer the lowest prices with five out of the seven beers identified in Table 3.21
costing less that the U.K. average price. This in itself is interesting. It was stated earlier, and in
relation to Table 3.20, that free house prices tended to be higher than brewery owned public houses. This

"in Scotland where 74 per cent of public houses and hotels are free,

statement must now be qualified for
average prices in free and tied houses are about the same, and are among the lowest in the United
Kingdom, especially for lager*...... which is drunk there generally in preference to draught bif’rerf"
Is the conclusion to be drawn that the preponderance of free houses in Scotland equates with greater
competition and hence lower prices that are not dissimilar as between free and tied outlets? In
England and Wales, where brewery ownership of public houses predominates, is it the case that beer

prices are higher because brewers' pubs, especially the managed pubs where prices are fixed by the

brewers, act as price leaders? This would seem to be the Price Commission's view for it states that

* Price Commission(1977) op.cit. para.é.1(p)
+ Price Commission(1977) op.cit. para 4.5
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TABLE 3.21

Regional Bar Prices

Managed, tenanted and free houses-lowest price bars in New Pence.

South East Rest of England Northern U.K.
London England and Wales Scotland Ireland  Average.

Draught (per pint)
Ordinary bitter 30.8 28.7 26.7 27.0 * 27 .4
Premium bitter 33.4 32.1 30.0 28.6 36.1 31.3
Mild * 25.9 24.8 * * 25.1
Lager 38.3 37.4 33.2 30.5 36.3 34.6
Stout 37.7 36.9 34.4 33.4 36.1 35.5
Bottled (per nominal half-pint)
Pale, light and export 20.4 9.0 18.4 19.1 22,7 19.0
Brown ale 19.0 17 .4 17.7 * ¥ 17.8
Lager 27.0 24 .4 24,6 25.0 24.6
Stout 22.4 20.8 19.8 19.6 21.8 20.3

SOURCE: Price Commission (1977)op.cit.Table 19. Price survey carried out 25th May - 1st June 1977,
*insufficient availability of this beer in this region.-

TABLE 3.22

Price Increases in bars of Managed Public Houses, 1st June 1974 - 1st June 1977

U.K. averages based on lowest list prices.

Percentage Increase

Large brewers Regional brewers Small brewers

Draught (per pint)

Ordinary bitter : 72 73 66
Premium bitter 65 77 63

Mild 79 65 71

Lager - 69 &7 55
Bottled (per nominal half-pint)

Light ale 76 49 66

Stout _ 67 60 57

SOURCE: Price Commission(1977)op.cit. Table 20
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"the effect of price leadership by managed houses has been to lead prices up"*

3.48 The Price Commission also examined price increases for different types of beer
in managed houses over the period 1st June 1974 to 1st June 1977, and this is summarised in Table 3.22.
It did not prove possible to present comparable data for free and tenanted public houses. The prices
data upon which the percentage increases in Table 3.22 are based were taken from the lowest prices
on brewers' lists, but it must be stressed that some brewers use higher priced lists so that Table 3.22
should not be compared with the previous Tables 3.20 and 3.21. In the period under consideration
the Commission states that the retail price index (RPI) rose by 60 per cent. (21st May 1974 = 100).
This change in RPIl can be compared with the percentage increases in Table 3.22, so that in large
brewers' managed houses, lowest prices rose by more than the RPI for ordinary bitter, mild,and light
ale, whilst equalling it for draught lager. Price increases on two beers from regional brewers
" exceeded the rise in RPl with one equalling it, whilst only mild beer from the small brewers outpaced
the change in RPIl. It is clear from this table that over the three year period small brewers' percentage

price rises on beer in managed premises were in most cases considerably less than for large brewers.

3.49 As part of its price survey research in the period 25th May to 1st June 1977,
the Commission also considered gross percentage margins by type of public house, as well as changes
in the gross percentage margins of managed pubs in the period 1st June 1974 to 1st June 1977. These
results are presented in Tables 3.23 and 3.24, respectively. The data in Table 3.24, cannot however
be directly compared with that in Table 3.23 as the former is based on brewers' lowest list prices
while the latter has been determined from surveys of lowest price bars. The pattern of gross percentage
margins displayed in Table 3.23 replicates that of Table 3.20 for lowest price bars; namely, that there
is little difference in gross percentage margins by type of beer as between the brewery managed and
tenanted pubs, and that the largest margins can be found in free bars. On the whole average gross
margins appear to be greater for bottled beers than for the draught varieties, but in either case the
highest margins are taken on lager - 38 per cent in the case of draught and 42 per cent for bottled.
The variation in percentage margins given by the 90 per cent range shows that for draught stout the
highest margin could be as much as 83 per cent greater than the lowest margin on stout, with this

same factor being 82 per cent in the case of bottled lager.

3.50 Changes in gross percentage margins between 1st June 1974 and 1st June 1977
in the managed pubs of large, regional and small brewers and across the different types of beer indicate
that the regional brewers experienced the most favourable change in their margins. Table 3.24 shows
that this group of brewers were able to increase their margins by up to 3 per cent in the case of lager,
whilst only mild beer suffered a fall in its gross percentage margin over the period of 0.3 per cent,

For large brewers three of their beers shown in Table 3.24 enjoyed increases in margins over the 3 year -
period but of these none exceeded 1 per cent.Qf the three latge brewers' beers whose margins fell,

that for ordinary bitter declined by 1 per cent and that for premium bitter by 1.2 per cent. It is clear
* Price Commission(1977)op.cit.para 6.5 )
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TABLE 3.23

Gross percentage (retail)margins by type of public house

~ U.K. Average based on lowest price bars survey 25th May - st June 1977, Percent on Sales*

Managed  Tenanted  Free All 90 per.cent. Range

Houses Houses Houses Houses Lowest Highest
Draught
Ordinary bitter 33 33 37 34 26 41
Premium bitter 34 34 40 36 26 44
Mild 31 33 36 32 26 40
Lager 38 37 41 38 30 46
Stout 31 31 37 32 24 44
Bottled
Pale, light and export 38 39 44 39 30 47
Brown ale 38 40 A4 40 32 48
Lager ‘ 40 40 46 42 28 51
Stout 36 37 42 38 28 44

SOURCE: Price Commission (1977 Jop.cit.Table 21

*A wastage rate of 3 per.cent. has been allowed for periodic cleaning down of pipes, drawing off waste
at start of day, wasted orders etc.

TABLE 3.24

Changes in the gross percentage margin of managed public houses, 1974-77 (inc.VAT)

U.K. average based on lowest list prices.

Large breweries Regional breweries Small breweries
Percentage Percentage Percentage

Margin Change Margin Change  Margin  Change
1 June ‘77 1974-77 1 June '77 1974-77 1 June '77 1974-77

Draught

Ordinary bitter . -1.0 31.7 +2.7 29. -1
Premium bitter 31.8 -1.2 32.7 +2.7 29.1 -1.8
Mild 30.8 +0.1 28.9 -0.3 28.5 -2.5
lager 34.1 +0.7 35.9 +3.0 31.9 -1.0
Bottled

Pale 32.5 -0.7 37.4 +1.7 34.1 -1.5
Stout 32.2 +0.8 34.2 +0.6 32.7 -0.7

SOURCE: Price Commission (1977)op.cit. Table 22
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from this table that small brewers' gross percentage margins decreased for all types of beer.

Retail Price of Beer in Airport and Railway Station Bars

3.51 The retail prices and margins on beer supplied to the public at airpert and
railway station bars also fell within the Price Commission's terms of reference. At both these points
of sale beer prices and margins were found to be high by comparison with those same variables for
public houses. This data is set out for airports and railway bars in Tables 3.25 and 3.26, respectively.
The Commission considered the reasons for higher prices and margins, and in the case of airports this
was found to lie essentially with their high running costs. Seven major airports in the U.K. are owned
and managed by the British Airports Authority with the control of other airports in the hands of local
authorities. Such authorities own the airport hars which are leased to independent caterers who pay a
rent generally based on sales. Both the standard of service and prices charged by these caterers are
approved by the airport authority concerned, and in the case of prices these are set so that they are
compatible with meeting the high level of rents, demanded by the airport authority, which form a

contribution to meeting the overall cost of running an airport.

3.52 The Commission discussed rental levels with the British Airports Authority and
they found that they were broadly justified in relation to the cost of maintaining the airports in which
the bars were located. However, the Commission pointed out that "it must always be a matter of
opinion on what basis these costs should be attributed to the various activities, including the bars"*

As far as the customer in airport bars is concerned the Commission commented that

"The high level of rents which result is, therefore,a
reflection of the extent to which hoth Airport

Authority and caterer believe that the customer can

be squeezed in conditions which amount to a monopoly,
albeit a very localized one. In defence of the caterer,
it can be said that he is simply reacting to the terms
presented to him. In defence of the Airport Authority
it can be said that it makes ‘only a modest profit overall,
and if it.did not secure its revenue in this way, it would
have to do so‘in some other. Nevertheless the customer
may well regard it as a form of exploitation. "+

3.53 The costs involved in running bars in railway stations were found to be
higher than for public houses. Service is often provided from early morning to late evening, but the
number of customers that can use these bars is constreined by bars which are situated behind ticket
barriers. Costs and prices were also found to reflect the fact that more than half of total receipts were

derived from the London and South East area.

* Price Commission (1977) op.cit.para 5.7
+ Price Commission (1977) op.cit.para 5.5
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TABLE 3.25

Average cost and selling prices and gross margins in airport bars, 1975 and 1977

Ist June 1975

Ist June 1977

Cost Selling  Gross Cost Selling  Gross
Price Price Margin Price Price Margin
p p % p P %
Draught (per pint) |
Premium bitter 12.87 30 57 16.99 35.17 52
Lager 13.29 36 63 17.66 42.5 58
Bottled (per nominal half pint)
Pale, light and export 7.90 18.39 57 11.34 22.5 50
Brown ale . - - 6.77 17.25 61 9.43 21.5 56
Lager 8.24 19.67 58 10.86 24.67 56
Stout 9.21 18.92 51 11.77  23.67 50

SOURCE: Price Commission (1977)op.cit. Table 26
Note: Cost and selling prices include VAT, Cost price of draught beer is caleulated after allowing for

1 per.cent. wastage.

TABLE 3.26

Cost and selling prices and gross margins in British Rail station bars, 1975 and 1977

June 1975 June 1977
Cost Selling  Gross Cost Selling  Gross
Price Price Margin Price Price Margin
p P % P P %

Draught (per pint)
Ordinary bitter 13.19 22 40 16.84 32 47
Premium bitter 12.98 26 50 17.35 33 47
Lager - Scotland 12.81 25 49 17.21 35 51
Lager - England & Wales 12.81 28 54 17.21 38 55
Guinness 17.78 27 34 22.76 38 40
Bottled (per nominal half pint)
Light ale 7.02 15 53 9.90 21 53
High gravity ale 8.01 18 55 12.06 25 52
Brown ale 7.02 15 53 9.90 21 53
Lager 6.84 18 62 9.18 25 63
Stout 8.89 18.5 52 11.61 25 54

SOURCE: Price Commission (1977)op.cit. Table 28
Note: Cost and selling prices include VAT, Cost price of draught beer is calculated after allowing for

3 per.cent. wastage.
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Retail Beer Prices and Tax

3.54 . The retail prices of beer mentioned so far have concerned average prices for
different 'rypés of beer in the U.K. as a whole and for selected regions. Little has been said specifically
about taxes, and in particular excise duty. Excise duty on beer brewed in the United Kingdom is
levied according to the brew's original gravity (0.g.), which is a measure of the fermentable materials
(e.g. malted barley) prior to fermentation and which ultimately determines the alcoholic strength of the
beer. Generally, the higher the origindl gravity the higher the post-fermentation alcoholic strength.
Original gravity is expressed in terms of degrees and against water which has an o.g. of 1,0000, a
beer of, say, 1030° 6.g. can be said to have 30 parts of fermentable material per each 100 parts of
water. However, not all beers brewed in the U.K. are of the same original gravity or final alcoholic
strength so that the duty element contained within the retail price of a beer brewed with a high original
gravity will be greater than for a brew having a low original gravity. Customs and Excise reports*
indicate that for many years now the average original gravity of beers brewed in the U.K. has been
1037°, and the duty element shown in the breakdown of the retail price of a typical pint and given

in Table 3.27 is based upon this level of original gravity.

3.55 It is both useful and interesting to consider the effects of different levels of
original gravity in determining the duty content of the retail price of a pint of beer. There are two
rates of excise duty on beer, one fixed, the other variable. The fixed rate is levied per bulk barrel
(288 pints) of 1030° 0.g. and the variable charge rises for each degree of original gravity that a partic=
ular brew exceeds 1030° o.g. This data is summarised in Table 3.28 for the period since April 1st 1973
and from which the examples of duty charged on the three beers of different gravity given in the table
have been derived. Thus, taking the most recent period, a beer of 1030° o.g. would generate 6.0p.
per pint in excise duty; at 1037° o.g., 7.5p.per pint; and at 1055° o0.g., 11.1p.per pint. Since
April 1st 1973 the excise duty per pint of beer at 1030° o.g. has increased by a factor of 2.5 times;
at 1037° o.g. by 2.4 times; and at 1055° o.g. by 2.2 times. Value Added Tax, which was introduced
on April 1st 1973 and which currently stands at 8 per.cent., is added to the duty paid price of beer so
that it follows that if duty increases so does the VAT element of the retail price. The total tax take
(i.e. duty plus VAT), on a pint of beer has therefore more than doubled over the period shown in
Table 3.28.

Profiteering on lager?

3.56 Different beers from different brewers will all pay the same duty per barrel
or per pint provided that the original gravity is the same for all the beers. Differences in wholesale and
retail prices will depend upon each brewers' success in controlling other cost items and the margins
hoped to be earned. Brewers' have been accused of profiteering on their lager sales in that they charge
* H.M. Customs and Excise. Annual Reports. HMSO
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TABLE 3.27

Breakdown of the retail price for a typical pint of beer

New pence.

1974 1975 1976 1977
Brewing materials 0.8 1.1 1.2 )
Other brewing costs 2.3 2.7 3.3 ) 10.3
Selling, distributing and overheads 2.2 2.6 3.1 ) )
Brewers net profit 1.1 1.3 1.7 )
Duty 3.8 5.4 6.6 7.5
VAT 1.6 1.7 2.0 2.3
Retailers margin (gross) 6.2 8.2 9.1 10.9
Retail price per pint 18.0 23.0 27.0 31.0
SOURCE: Price Commission (1977)op.cit.Figure 2
TABLE 3.28
Variations in Beer Duty according to Original Gravity

Rates of duty Duty per pint (New pence)
Period per bulk barrel per additional 1030° 1037 ° 1055°
@ 1030° degree exceeding

1030°
1.4.73 to 27.3.74 £ 6.90 £0.290 2.4 3.1 4.9
27.3.74 to 16.3.75 £ 9.36 £0.312 3.25 4.0 5.9
16.3.75 to 7.4.76 £13.68 £0.456 4.7 5.8 8.7
7.476 to 1.1.77 £15.84 £0.528 5.5 6.8 10.1
1.1.77 £17.42 £0.5808 6.0 7.5 11.1

SOURCE: H,M.Customs & Excise, Annual Reports HMSO and The Brewers' Society, Statistical Handbook
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higher prices per pint for lager than for a pint of beer of the same original gravity. Lager, which is
considered in greater detail in the following chapter, came to the U.K. originally as an imported
product at a price which reflected this fact. During the last 2 to 3 years the demand for the product,
which is the growth sector of the beer market, has been satisfied almost entirely from domestic
production but the premium price has been retained. Some interesting insights into the difference in
mrice between lager and beer of similar gravities is given in Table 3.29. This table shows Allied"s
Skol lager and Ind Coope bitter to be of the same gravities but that the lager in mid-1977 was being
charged at 5p. more than for the beer, on the basis of recommended prices in public bars of managed
houses. Bass Charrington's [.P.A. bitter of a higher gravity than either of their brands of Carlingand
Tuborg lager was selling for less than both the lagers. Whitbread's Trophy bitter at 1035° 0.g. was
selling at 28p. per pint compared to their Heineken ordinary lager of 1033° selling at 33p.per pint.
These types of differences are repeated in Table 3.29 for Courage and Watney.

3.57 The brewers defend the higher price of lager on the grounds that it involves
a longer production and pasteurisation process than for ordinary bitter and in consequence attracts
higher costs. This is true: however, keg and premium bitter have a longer processing time than
ordinary cask bitter and are often of greater alcoholic strength yet are still retailed below lager prices.
The Price Commission were particularly concerned with what seems to be an excessive price for lager,

and their comments are worth noting:

"The difference in production and marketing cost between
lager and a draught bitter of the same gravity is a litile
over 1p. per pint, yet at wholesale prices the difference
is some 2p. to 3p. and at the public houses the difference
is about 6p. It is obvious, therefore, that lager is priced
on the basis of what the market will stand".*

"We are satisfied the brewers are simply following the practice
of 'charging what the market will bear'. Thus ,we found that,
while lager prices are significantly higher that beer prices
generally, both at the wholesale level and the retail (public
house) level, the reason is not duty, which on average tends
to be lower for lager because of lower gravity. The higher
price is due to somewhat higher production, selling and
marketing costs and higher profit margins taken at both whole-
sale and-retail levels" .+

The question remains, therefore, as to how much of the lager/beer price differential is justified by cost

differences alone.

Retail Prices of Beer in Licensed Grocers

3.58 Retail prices of heer sold in off-licensed premises did not form part of the
*  Price Commission (1977)op.cit.para 4.10 :
+ Price Commission (1977 )op.cit.para 6.1(c)
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TABLE 3.29

Price comparisons for beer and lager of similar original gravities

Brewer Brand Original Recommended price in
Gravity public bar of managed

houses.
(New pence)

Allied Skol Lager 1037 31

Allied Ind Coope Bitter 1037 26

Bass Charrington Carling Black Label Lager 1037.5 31

Bass Charrington Tuborg Pilsner Lager 1030 31

Bass Charrington IPA Bitter 1039 28/29

Courage Harp Standard Lager 1032.5 32

Courage Best Bitter - 1039.5 29

Scottish & Newcastle McEwan's Cavalier Lager 1038 30

Scottish & Newcastle Tartan Special Bitter 1037 29

Wainey Corlsberg Lager 1030 32/37 - Manchester
34/45 - London

Watney Special Bitter 1037 28/38

Whitbread Heineken Ordinary Lager 1033 33

Whitbread Trophy Bitter 1035 28

SOURCE: The Observer June 26th 1977 "What do you pay for a pint".

80



Pri ce Commission's brief. However, as part of another programme of research being carried out by
ourselves* on behalf of the European Commission, we are able to present some information on the

retail price of canned beers sold by licensed grocers. Within this scheme of research alcoholic drinks
prices were first surveyed in the Croydon, Greater Manchester and West Central Scotland (Glasgow)
areas between 12-15th July 1977. A random sample of the products from the major brewers was
selected and 16 grocery stores with off-licences in the Croydon area were visited, together with 30 in
Greater Manchester and 33 in Scotland. The types of stores visited included the independent, multiple
and Co-operative grocers and encompassed a diversity of trading stylesand locations including the

corner shop, the high street supermarket,discount stores and superstores and hypermarkets.

3.59 The results for Croydon, Manchester and Glasgow are summarised in Tables
3.30 - 3.32, respectively. The data on average prices shown by these tables would seem to confirm
the conclusion reached by the Price Commission in relation to on-licensed beer sales; namely that
"for most beers, the cheapest region is Scotland.'t+ In terms of the average price per can, the
differences between the Croydon and Manchester sample products were very small indeed. Once again,
echoing Price Commission findings, lager prices were higher than beer prices, when comparing cans
of the same volume. Scottish and Newcastle Breweries hold the largest share of the Scottish beer
market and, perhaps not surprisingly, their products are priced lower, on average, in Scotland than
in the Croydon and Manchester sample areas, ii could also be reasoned from the data that Scoftish and
Newcastle are price leaders in Scotland for as far as other beers are concerned they tend to be priced

lower in Scotland than they do in either Manchester or Croydon.

3.60 The relative price difference columns in Table 3.30 - 3.32 express the
highest prices found in the price surveys as percentages of the lowest prices and in general the magni-
tude of these differences are at their narrowest for the Scottish prices; where the level of canned beer
prices is also lower in this survey area than for the other two areas. As with the relative price
differences for on-licensed beer sales discussed earlier at paragraph 3.46, lager on the whole exhibits
the greatest differences for sales through licensed grocers. These relative price differences are an
indication of the range spanned by canned beer prices and in partare a reflection of dissimilarities in
the structure of retailing in thethree ‘areas, but more particularly, perhaps, they are conditioned by the
relative buying power of the retailers concerned. The take~home market fhrough grocery retailers is an

expanding and competitive market but whether or not the competition is intensive enough to place

* At é-monthly intervals since January 1976 Development Analysts Limited have been conducting
retail price surveys at stores in the Croydon, Greater Manchester and West Central Scotland

areas on a sample of packaged grocery, detergents, household consummables and alcoholic and soft
drink products. Preliminary research results were published in A Study of the Evolution of
Concentration in the Food Distribution Industry for the United Kingdom. Vol.2: Price Surveys.
Brussels, November 1976. The results of more recent price surveys are being prepared for publication

in 1979.
+ _Price Commission (1977) op.cit.para 4.5
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TABLE 3.30

Retail prices of selected canned beers in licensed grocers in the Croydon area, July 1977

Brewer, Brand and Average Highest Lowest Relative Average
Can Size in price price price price equivalent price
fluid ounces. ®) ) ®) difference  per pint
(%) ®)
ALLIED BREWERIES
Ind Coope Long Life 92 15.89 17.0 14.0 21.4 32.8
Ind Coope Long Life 153 25.35 28.0 25,17 11.2 32.7
Double Diamond 9% 18.51 19.75 16.0 . 23.4 38.3
Double Diamond 15% 23.84 25.0 22.67 10.3 30.7
Skol .Lager 9% 18.44 23.33 16.33 42.9 38.1
Skol Lager 153
BASS CHARRINGTON
Bass Special Pale Ale 9% 16.42 17.5 14.75 18.6 33.9
Bass Special Pale Ale 153 19.92 25.5 17.0 50.0 25.7
Tohy Light 9% 16.62 17.0 16.0 6.3 34.4
Worthington 'E' 9%  17.98 19.0 17.0 1.7 37.2
Carling Black Label 9% 16.75 18.0 14.75 22.0 34.6
Carling Black Label 15% 22.44 26.0 21.25 22.4 28.9
Tennants ‘lager 153
Tuborg Ordinary Lager 9% 16.38 18.0 15.0 20.0 33.8
Tuborg Gold 153  26.08 27.0 24.75 9.1 33.6
Breaker Malt 9%
COURAGE
Light Ale 9% 16.22 18.75 13.0 44,2 33.6
Colt 45 Malt | 9% 18.61 21.25 16.0 32.8 38.5
Kronenbourg Lager 9%  20.80 24.75 16.5 50.0 43.0
SCOTTISH & NEWCASTLE
Tartan - 153 25.95 29.0 24,17 20.0 33.5
McEwan's Export 152 26.29 28.0 24.5 14.3 33.9
Newcastle Brown 15% 26.84 31.0 21.5 44 .2 34.6
Sweetheart Stout 15% cee
WATNEY
Pale Ale 9%  15.14 16.0 13.75 16.4 31.3
Carlsberg Special Brew 9%  24.32 27.25 19.0 43.4 50.3
Carlsberg Special Brew 153
WHITBREAD
Pale Ale 9% 15.62 17.25 14.0 23.2 32.3
Light Ale 9% 17.00 22.0 14.25 54.4 35.2
Gold Label Barley Wine 95  30.8 32.0 29.3 9.2 63.7
Heineken Lager 153 24.0 26.5 17.5 50.0 30.9
Mackeson stout 9% 17.25 19.0 10.75 76.7 35.7
GUINNESS
Stout 9% 19.38 21.5 16.25 32.3 40.1

SOURCE: Development Analysts Limited Price Survey, July 1977
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TABLE 3.31

Retail prices of selected canned beers in licensed grocers in Greater Manchester, July 1977

Brewer, Brand and Average Highest Lowest Relative Average
Can Size in price price price price equivalent price
fluid ounces ) ) ) difference  per pint
(%) ®)
ALLIED BREWERIES
Ind Coope Long Life 9% 18.75 19.0 18.5 2.7 38.8
Ind Coope Long Life 155 25.65 28.5 23.0 23.9 33.1
Double Diamond 9% 18.19 20.5 14.0 46.2 37.6
Double Diamond 155  27.33 27.5 27.16 1.2 35.3
Skol Lager 9% 17.31 21.67 14.5 49.4 35.8
Skol Lager 155 25.06 25.3 24.8 2.0 32.3
BASS CHARRINGTON '
Bass Special Pale Ale 9% 17.0 17.25 16.5 4.5 35.2
Bass Special Pale Ale 152 26.25 27.0 25.5 5.9 33.9
Toby Light 9% ..
Worthington 'E' 93 17.69 18.5 17.5 5.7 36.6
Carling Black Label 93 15.25 16.25 14.75 10.2 - 31.5
Carling Black Label 154 22.10 25.5 19.66 29.7 28.5
Tennants Lager 15% ces . ces . ces
Tuborg Ordinary Lager 9% 15.62 16.50 14.75 11.9 32.3
Tuborg Gold 152
Breaker Malt 9%
COURAGE
Light Ale 9% 15.62 16.75 12.5 34.0 32.3
Colt 45 Malt 9% 18.48 21.5 16.25 32.3 38.2
Kronenbourg Lager 9%  19.82 21.25 18.0 18.0 41.0
SCOTTISH & NEWCASTLE
Tartan 152 25.46 30.0 23.17 29.5 32.8
McEwan's Export 15% 25.68 27.0 24.16 11.8 33.1
Newcastle Brown 155 26.97 29.0 24,5 18.4 34.8
Sweetheart Stout 15%
WATNEY
Pale Ale 9% 14,57 16.5 12.5 32.0 30.1
Carlsberg Special Brew 95  25.93 27.25 24,75 10.1 53.6
Carlsberg Special Brew  15%
WHITBREAD
Pale Ale 9% 16.57 21.25 14.0 51.8 34.3
Light Ale 9% 15,70 17.50 13.75 27.3 32.5
Gold Label Barley Wine 95  29.10 32.0 24.0 33.3 60.2
Heineken Lager 1553 23.11 27.5 21.0 31.0 29.8
Mackeson Stout 92  18.30 21.5 16.0 34 37.8
GUINNESS
Stout 9% 19.57 20.5 17.25 18.8 40.5
SOURCE: Development Analysts Limited Price Survey, July 1977
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TABLE 3.32

Retail prices of selected canned beers in licensed grocers in the Glasgow area, July 1977

Brewer, Brand and Average Highest Lowest Relative Average
Can Size in price price price price equivalent price
fluid ounces ) (p) () difference  per pint
' (%) (p)
ALLIED BREWERIES
Ind Coope Long Life 93
Ind Coope Long Life 15% 21.75 23.0 20.5 12.2 28.1
Double Diamond 92
Double Diamond 153 21.88 27.0 17.5 54.3 28.2
Sko! Lager - 92
Skol Lager 153 21.85 27.0 20.0 35.0 28.2
BASS CHARRINGTON
Bass Special Pale Ale 93
Bass Special Pale Ale 153 23.1 25.0 22.0 13.6 29.8
Toby Light 9%
Worthington 'E' 9%
Carling Black Label 9%
Carling Black Label 15%
Tennants Lager 153 20.16 23.0 19.0 21.0 26.0
Tuborg Ordinary Lager 92 . . ces . cee
Tuborg Gold 15% 26.25 27.0 26.0 3.8 33.8
Breaker Malt 9% 27.22 29.0 25,0 16.0 56.3
COURAGE '
Light Ale - 9%
Colt 45 Malt . 9% 25.9 27.0 25.0 8.0 53.6
Kronenbourg Lager 9% .
SCOTTISH & NEWCASTLE
Tartan 153 22.98 25.0 21.0 19.0 29.6
McEwan's Export 154  23.33 26.0 22.0 18.2 30.1
Newcastie Brown 153 26.12 29.0 24.0 20.8 33.7
Sweetheart Stout 15% 22.81 24.0 21.0 14.3 29.4
WATNEY
Pale Ale ’ 9% .. ..
Carlsberg Special Brew 9% 23.67 25.0 23.0 8.7 49.0
Carlsberg Special Brew 153  35.54 37.5 34.0 10.3 45,8
WHITBREAD
Pale Ale 9% 19.0 23.0 7.0 35.3 39.3
Light Ale 92
Gold Label Barley Wine - 93
Heineken lager 154 23.10 25.0 22.5 11.1 29.8
Mackeson Stout 9% 17.43 18.25 16.75 9.0 36.0
GUINNESS
Stout 15% 27 .15 30.0 25.0 20.0 35.0

SOURCE: Development Analysts Limited Price Survey, July 1977
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brewers in a loss making situation, as some have claimed, cannot be determined from the information

available.

3.61 In the final column of each of Table 3.30 - 3.32 is shown for each canned
beer the equivalent price per pint, on the basis that a pint equals 20 fluid ounces. If this measure is
taken as the base for comparing unit prices, then in virtually all cases, irrespective of whether it be
in Croydon, Manchester or Glasgow, the equivalent price per pint from a 93 fl.oz. can is considerably
greater than that from a 153 fl.oz. can for the same brand. For example, the Croydon survey data in

Table 3.30 indicates the average equivalent price per pint of Double Diamond to be 38.3p. from a

93 fl.oz. can and 30.7p. froma 15% fl.oz. can. This may be an extreme example but it does illustrate
the fact that it is usually cheaper to drink a pint of beer or lager in a pub than from a can at home.
This is especially so in the case of the 95 fl.oz. can which may retail "at 15p. upwards and the can

cost is around 3p. of a fifth of the price."*

Spirits' Prices

3.62 Discussion in this section concerns the prices of Scotch whisky, gin and vodka
and is based to a large extent upon information made available in private communications with The
Distillers Co.Ltd. In addition reference has also been made to the E.E.C's decision of December 20th
1977 +concerning the D,C.L's dual pricing policy, a topic which receives closer attention in the

following chapter.

Discounts on Scotch,gin and vodka offered by D.C. L.

3.63 Earlier in this chapter reference was made to the classes of customer to which
the D.C. L, sells its products in the United Kingdom. Some 98 per cent of these customers purchase
sufficient quantities of D.C, L, spirits in a year for them to be able to take advantage of D.C, L's basic
wholesale allowance. This is not intended to imply that D,C, L's customers are wholesalers in the
generally accepted sense but rather that they fulfil the conditions laid down by the company. The whole-
sale allowances per case of Scotch whisky , gin and vodka are all different, as are the basic gross trade
prices per case before the deduction of any discounts. The trade prices and basic wholesale allowances
ruling in February 1973 and February 1978 are summarised in Table 3.33 for D,C, L's standard brands of
Scotch whisky (such as Johnnie Walkerand Haig), gin (except the Tanqueray brand ), and Cossack vodka.

It must be emphasised that the prices data set out in Table 3.33 refer to sales to D,C.L.customers

selling to the home market, and are in terms of under-bond prices, ie. excluding duty.

* Buckmaster and Moore (October 1977). The Price Commission Report on Beer Prices p.3
+ Official Jounral of the European Communities.No. L .50.Vol.21. February 22nd 1978 pp16-33
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TABLE 3.33

D.C.L's under bond selling prices to home trade customers.

£ per case
Percentage
February February Increase
1973 1978 (%)
Standard brands of Scotch whisky
~ Gross price 8.25 13.61 65.0
less: wholesale allowance 3.00 4,00 33.3
Trade price : 5.25 9.61 83.0
Gin (except Tanqueray brand)
Gross price 7.80 11.75 50.6
less: wholesale allowance 3.00 3.70 23.3
Trade price 4,80 8.05 67.7
Cossack vodka
Gross price 8.70 12,07 38.7
less: wholesale allowance 3.50 4.50 28.6
Trade price 5.20 7.57 45.6

SOURCE: The Distillers Co. Ltd.
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3.64 From Table 3.33 it can be seen that the wholesale allowance on D.C. L.
Scotch whisky increased by £1 per case of 12 standard bottles, or by one third in the five years between
February 1973 and February 1978. For gin and vodka the comparable increases were of 23.3 per cent ,
and 28.6 per cent , respectively. The increases in the trade prices for these products are, however,
purely notional for they do not take account of any other discounts and rebates that the D,C.L. makes
available to its customers. Whilst the wholesale allowance is a fixed sum, other discounts can be
earned by D.C, L. customers according to the quantity (measured in cases) of spirits' products purchased .
In the case of D.C. L. standard blends of Scotch whisky the discounts and rebates offered as at February
1978 were:

() the Aggregate Quantity Discount (A.Q.D) - a
maximum of £1.24 per case and a minimum of
£0.82 per case discount could be obtained
depending upon a minimum quantity of spirit
purchased during a particular period.

(i) the Deferred Special Allowance (D.S.A.) - in
effect a loyalty bonus varying from a maximum of
£0.25 per case to a minimum of £0.15 per case.

(ii7) the Performance Bonus Rebate(P.B.R.) - was made
available from March 1st 1977 and "is a target
bonus for maintaining at least 95 per.cent. of
direct purchases of D,C., L. brands in a given year,
compared with that in the previous year."* A
maximum of £0.16 per case could be earned.

For D.C.L. gin and vodka only the A.Q.D. could be earned in addition to the basic wholesale
allowance, but at different rates than fo. each other and for Scotch whisky. In addition to the basic
discount structure, all three spirit types attracted discounts for cash with order on duty paid sales,
extendingup to a maximum of £0.90 per case per spirit. Overriding these allowances customers could

negotiate rebates in respect of special promotions for D,C, L, products.

3.65 The value of the allowances made under the D,C, L, discount structure have
changed over time and information supplied by D.C.L. to the E.E.C, may be used to examine these -
changes during o recent period. The data in Table 3.34 is expressed in terms of £'s per case of 12
bottles and sets the maximum possible discounts (excluding any promotional payments) that could be
obtained by a D,C. L. customer against the pre-duty gross prices for Scotch whisky, gin and vodka.
Gross prices, the cash value of maximum discounts and net prices have increased for all spirits over the
periods given in Table 3.34. However, the values of maximum discounts to a purchaser of Scotch whisky
or gin have fallen, in relative terms. That is, in the case of Scotch, the net price paid after deduction
of maximum discounts was equivalent to 47.3 per cent of the gross price per case in February 1973, but

had increased to 51 per cent by July 1977. The comparable factor in the case of gin was 50.4 per cent

*
Officia! Journal of the European Communities op.cit.p 20
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TABLE 3.34

Effect on under-bond gross prices of maximum discounts obtainable by D.C.L. customers

Gross price Maximum Net price to  Net as percent.
Product Under-bond  discounts U.K.whole-  of Gross price
possible salers
£ per case £ per case £ per case (%)
Standard brands of Scotch whisky
as at, Feb.1973 8.25 4.35 .90 47.3
July 1975 .71 5.55 6.16 52.6
July 1977 13.61 6.55 06 51.8
Gin
as at, Feb. 1973 7.80 .
July 1975 9.85 4.89 4.96 50.4
July 1977 11.75 5.60 6.15 52.3
Cossack Vodka
as at, Feb. 1973 8.70 cen e
July 1975 10.47 5.47 5.00 47.8
July 1977 12.07 6.34 4,98 41,2

SOURCE: The Distillers Co. Ltd. and Official Journal of the European Communities op.cit.Annexes

2,3 & 4 pp.32-33.

TABLE 3.35

Priceggcid by D.C.L. customers after payment of duty and receipt of maximum discounts, July 1977

Scotch whisky, net price
Duty (70o Proof)

Gin, net price
Duty (70° Proof)

Vodka, net price
Duty (65.5° Proof)

£ per case £ per bottle %

7.06 .59 15.7
37.92 3.16 84.3
44.98 3.75 100.0
6.15 .51 13.9
38.05 3.17 86.1
44.20 3.68 100.0
4.98 0.42 12.1
35.60 2.97 87.9
40.58 3.39 100.0

SOURCE: as for Table 3.34
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in July 1975 and 52.3 per cent in July 1977. For vodka, these terms to the customer improved both
absolutely and relatively between July 1975 and July 1977. Maximum discounts on vodka increased
during this period to the extent that the net price per case was some 2p. less in July 1977 than it had been
two years earlier. In relative terms, the wholesale customer obtaining maximum discounts paid a net

price for vodka equivalent to 47.8 per cent of the gross price in July 1975, but by July 1977 he was only
paying 41.2 per cent of the gross price.

Duty inclusive net prices to a 'typical' D.C, L. customer

3.66 Set out in Table 3.35 are the net prices per case and per bottle paid by D.C.L,
customers after receiving maximum discounts and after paying duty. Duty on Scotch whisky and gin is
levied per case of 12 bottles, each of 263 fl.ozs. and containing 70° Proof spirit. Each bottle of vodka is
of the same capacity but the spirit is rated at 65.5° Proof, with the result that duty on vodka is less than on
Scotch or gin. On the basis of the data set out in this table, the price to the D.C. L. customer of a bottle
of Scotch works out at £3.75, for gin £3.68, and for vodka £3.38, all exclusive of V.A.T. These prices
should, however, be considered as untypical for in practice not all D.C,L, customers are able to benefit
by obtaining the maximum discounts offered by the Company. The D.C.L. has suggested that in addition
to the basic £4 per case wholesale allowance on their standard Scotch brands, a 'typical' customer might
receive £1.18 per case under the Aggregate Quantity Discount scheme and that £0.15per case would be
'typical' under the Performance Bonus Rebate and Deferred Special Allowance schemes combined. The
value of these discounts when added together amounts to £5.33 per case (compared with £6.55 at the
maximum for Scotch) and when deducted from the gross price of £13.61 per case represents a 'typical® price

paid for D.C,L's standard Scotch brands (such as Johnnie Walker and Haig) of £8.28 per case, excluding

any cash and promotional discounts. With the addition of duty the more 'typical® price to D.C. L.

customers becomes £46.20 per case or £3.85 per bottle, not including V.A T,

Spirits' prices in retail grocers

3.67 At the same time as carrying out our survey of beer prices in retail grocers
(see paragraph 3.58) in the Croydon, Manchester and Glasgow areas during July 1977, we also collected
the prices of leading brands of Scotch whisky, gin and vodka. The results of this survey, in terms of
average prices and the highest and lowest prices found are presented in Table 3.36. In relation to the
four leading brands of Scotch whisky identified in Table 3.36, the differences in their average prices as
between and within the three areas are not particularly marked. With the exception of the Teachers
Highland Cream brand in the Glasgow area it is clear that in July 1977 the Teacher and Bell's brands were
priced above the D,C, L. brands of Johnnie Walker Red Label and Haig. This relationship is believed to

have existed for some time. For the gin brands surveyed, the difference in average prices are more
noticeable between the three areas, particularly for Beefeater and D.C.,L's Booths brand. Differences in

the average prices of the leading brands of vodka are less obvious between the three areas, than within
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TABLE 3.36

Average prices of leading brands of spirits surveyed in retail grocers in the Croydon, Manchester &
Glasgow areas, July 1977

Average Highest Lowest Relative Price
Brands Price Price Price difference
®€) €) &) (%)
CROYDON
WHISKY-
Johnnie Walker Red Label 4.34 4,46 4.19 6.4
Haig 4.34 4.49 4.15 8.2
Bell's Extra Special 4.40 4.46 4.19 C 6.4
Teachers Highland Cream 4,39 4.49 4,25 5.6
G IN-
Gordons 4.24 4.44 4.15 7.0
Booths 4.23 4.35 4.12 5.6
Beefeater 4.22 4.44 4.15 7.0
VODKA-
Smirnoff 4.23 4,39 4.09 7.3
Cossack 3.99 4.08 3.85 6.0
Vladivar ‘ 3.70 3.79 3.59 5.6
WHITE RUM- ‘
Bacardi 4,96 5.39 4,69 15.0
MANCHESTER
WHISKY-
Johnnie Walker Red Label 4.33 4.75 4.19 13.4
Haig 4,28 4,39 4.18 5.0
Bell's Extra Special 4,39 4.49 4,29 4,7
Teacher's Highland Cream 4.38 4,55 4.29 6.1
GIN-
Gordons 4,22 4.60 4.15 10.8
Booths 4,26 4,35 4,15 4,8
Beefeater 4,08 4.19 3.79 10.5
VODKA-
Smirnoff 4,13 4.45 3.75 18.7
Cossack 4,06 4.75 3.79 25.3
Vladivar 3.81 4.40 3.50 25.7
WHITE RUM-
Bacardi 5.00 5.65 4,75 19.0
GLASGOW '
WHISKY- v
Johnnie Walker Red Label 4.35 4.45 4,17 6.7
Haig 4.32 4.45 4.17 6.7
Bell's Extra Special 4,37 4.40 4.27 3.0
Teacher's Highland Cream 4.29 4.45 4.20 6.0
GIN-
Gordons 4.24 4,39 4,15 5.8
Booths 4.16 4,29 3.99 7.5
Beefeater 4.19 4,19 4.19 0
VODKA- :
Smirnoff 4.23 4.49 3.99 12.5
Cossack 3.97 4,30 3.85 1.7
Vladivar 3.88 4.02 3.59 12.0
WHITE RUM-
Bacardi 4.96 5.30 4.49 18.0

SOURCE: Development Analysts Limited. Prices Survey, July 1977
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them. Within each of the Croydon, Manchester, and Glasgow sample areas there is a tendency for
the Smirnoff brand to be priced as the most expensive, followed by Cossack and then Vladivar. It
should be noted, however, that the size of the bottle in which Vladivar is retailed is somewhat smaller

than the Smiroff or Cossack bottle. The magnitude of the relative price differences for Scotch,

which with one excéption are of a similar order in each of the three areas, are not very large which
suggests that the opportunity for the consumer to 'shop around' is relatively constrained. By the same
token, the relative price differences on gin and vodka present the consumer in Manchester with the

greatest scope in 'shopping around' for these products.

Implied gross margins on D,C.L. Scotch whisky sold in retail grocers.

3.68 The data on D.C. L, prices to trade customers discussed earlier may be
compared with the retail prices data derived from the price survey. This establishes a purely
hypothetical situation, but is one from which an indication of retail margins on Scotch, gin and vodka
may be determined. The assessment of these hypothetical margins is set out in Table 3,37 and draws
upon sources discussed in the last few paragraphs and tables. Confining attention to Scotch whisky and
comparing the first two columns of Table 3.37 with the last two columns show that there is a 10p.per
bottle difference in favour of the D,C, L. customer who aobtains maximum discounts and against the one
receiving 'typical' discounts other than cash discounts. This 10p. difference is maintained for the
hypothetical cash margins because of the uniform retail prices assumed to be faced by all consumers of

Johnnie Walker Red Label and Haig whisky. These uniform retail prices are based upon the prices

found in our price surveys and represent the average for the three sample areas taken together. The cash
margins for D,C,L. Scotch whiskies shown in Table 3.37 are intended to be no more than indicative.
Having said that, however, there is every reason to suppose that there are D.C.L. customers, such as the
large brewery groups and some multiple retail grocers, who obtain maximum discounts. These

types of trader could therefore have been earning a cash margin of 59p. on Johnnie Walker and

55p. on Haig. (13.6 per.cent. and 12.8 per.cent. of the average retail prices, respectively). At the
same time, if these traders were also receiving promotional discounts then the margins on these brands
could be greater, or they could be smaller if they were discounting on their retail prices. The real point
to be made is that the retail cash margins on these brands are fairly slender,particularly because no
account has yet been taken of V.A.T., either charged by the retailer to the consumer or paid by the

wholesale customer to D,C. L.

3.69 The V.A.T. element of a bottle of Scotch selling at £4.30 - £4.34 is around
32p. so that together with duty of £3.16 per bottle the total tax take represents some 80 per cent of the
retail price. If 32p. for VAT is deducted from the cash margins on Scotch shown in Table 3.37 the
resultant gross margins leave very little for contribution to overheads and profit. As a percentoge on
the average retail price these implied gross margins vary from 5-6 per cent after maximum discounts

have been obtained, to 3-4 per cent after receipt of "typical® discounts.
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TABLE 3.37

Assessment of hypothetical retail margins on D.C. L. brands of Scotch whisky, gin and vodka

Selling Price after  Selling Price after  Selling Price after

deduction of Max.  deduction of Max. deduction of 'typical’

discounts discounts other than discounts other than
Cash discount Cash discount

£case fbottle  £case (3) Lhottle fcase (4) £bottle

Standard Brands of Scotch whisky
Net Wholesale Price 7.06 0.59 7.96 0.66 8.28 0.69
Duty 37.92 3.16 37.92 . 3.16 37.92 3.16

m 44.98 3.75 45.88 3.82 46.20 3.85

Average Retail Price in '
Sample Grocers (2)

Johnnie Walker - 4.34 -- 4,34 -- 4,34
Haig - 4.30 - 4,30 -- 4.30
Hypothetical Cash Margin

Johnnie Walker - 0.59 - 0.52 -— 0.49
Haig - 0.55 - 0.48 - 0.45
Net Wholesale Price 6.15 0.51 7.05 0.58
Duty 38.05 3.17 38.05 3.17 38.05 3.17

) 44.20 3.68 45.10 3.75

Average Retail Price in
Sample Grocers (2)

Booths/Gordons -- 4.24 -- 4.24 ~-- 4.24
Hypothetical Cash Margin — 0.5  -- 0.49  --

Cossack Vodka

Net Wholesale Price 4,98 0.42 5.88 0.49 . cee
Duty 35.60 2.97 35.60 2.97 35.60 2.97

(1) 40.58 3.39 41.48 3.46

Average Retail Price in
Sample Grocers (2) » -- 4.01 - 4.01 - 4.01

Hypothetical Cash Margin -- 0.62 -- 0.55 --

SOURCES: (1) as for Table 3.34 and 3.35
(2) Development Analysts Limited.Price Survey July 1977. Average from data
on Croydon, Manchester and Glasgow survey areas.
(8) as for Table 3.34, but adding back 90p.per case for maximum cash discount
(4) see paragraph 3.65
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Spirits' prices in the on-licensed trade

3.70 In March 1977 the Price Commission reported on the prices and margins of
soft drinks and mixers sold in on-licensed premises.* As part of their research the Commission examined
the prices and margins for whisky and gin as these are commonly mixed with soft drinks such as tonic
water and ginger ale. Before proceeding to consider the Commission's findings it should be noted that in
England and Wales spirits sold for on-licensed consumption are retailed in statutory measures of 1/6th
gill (0.24 decilitres) or multiples thereof, whilst in Scotland and Northern Ireland this measure is
1/5th gill (0.28 decilitres). The Price Commission, however, have standardised the prices data for the

unit measure of sales on the hasis on 1/6th gill.

3.71 The survey data gathered by the Commission relates to November 1976 and
Table 3.38 summarises the results on average prices and margins for the U.K. regions and as between
the different types of on-licence i.e. tenanted, free and managed pubs, hotels, and railway station
and airport bars. Thus, in November 1976 the U,K, average price in lowest price bars of tenanted
and free public houses was 25.8p. per 1/6th gill measure for both whisky and gin. Prices in Scotland
were less than the U. K. average whilst those in England exceeded it. The U.K. average gross
percentage margin on a 1/6th gill measure of gin amounted to 49.6 per cent in November 1976 and for
whisky 48.2 per cent. As with prices, these margins were greater than the U.K. average in England,

but less in Scotland and Northern Ireland.

3.72 Point 3 in Table 3.38 shows there to be very little difference in the prices
charged for gin and whisky within the same type of on-licensed premise. Gin and whisky prices are
clearly at their most expensive in railway station bars. Against these selling prices can be set the data
on purchase prices shown at Point 4in Table 3.38 from which the average gross percentage margins on
whisky and gin by type of on-licence can be computed and set down at Point 5. The percentage gross
margins, so derived, for lowest price bars are on the whole greater for gin than for whisky. By type of
outlet, the higher selling prices in station and airport bars when combined with comparatively lower
buying prices are sufficient to push margins on gin and whisky to and beyond &0 per cent , especially
for railway station bars. For tenanted, free, managed and hotel bars the gross percentage margin on

gin and whisky is nearer 50 per cent.

3.73 ~ The data at Points 3 and 4 in Table 3.38 can also be used to show the level of
mark-ups applied on average in lowest price bars. Thus, at Point 6 railway station bars also exhibit
t he greatest mark=-ups, reaching 181 per cent in the case of gin and 176 per cent for whisky. Airport
bars show the second highest mark-ups for these products, whilst in other bars the average mark-ups

would seem, an average to be around 100 per cent , and tending to be higher for gin than for whisky.

* Price Commission (March 1977) Soft drinks and Mixers in Licensed Premises . H.M.S.0O.
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TABLE 3.38

Summarised results of Price Commission data for whisky and gin sold in on-licensed premises, November 1976

1: Average prices in lowest price bars of tenanted and free public houses (new pence)

London S.E. Rest of Scot- N, U.K. Range Range in
England England land Ireland  Average Managed Houses
& Wales
Gin
1/6th gill 27 .4 27 .1 26.2 21.8 23.3 25.8 18.7 - 30.0 23.3- 32.0
Whisky
1/6th gill 27 .4 27.2 26.3 21.6 23.3 25.8 18.7 - 30.0 22.,5- 30.0

2: Average gross parcentage margins in lowest price bars of tenanted and free public houses(per.cent.)

London S.E. Rest of Scot- N, U.K. Range Range in
England England land Ireland Average Managed Houses
& Wales
Gin
1/6th gill 52.1 52.6 50.3 41.9 44.7 49.6 34.8- 57.2 @ meemmmeeeemeee
Whisky
1/6th gill 50.5 51.3 48.8 41.6 43.3 48.2 33.6 - 56.3 @ m-mmemeemeee—o

Tenanted Managed Hotels Railway  Airport
& free houses Station  bars
houses bars

3: U.K.Average prices in lowest price bars(hew pence)

Gin 1/6th gill 25.8 25.9 26.0 33.5 29.5
Whisky 1/6th gill 25.8 25.7 26.0 33.5 29.5
4: U.K.Average cost prices of most recent purchase (new pence)

Gin 1/6th gill 12.9 12.9 12.7 1.9 11.8
Whisky 1/6th gill 13.3 13.3 13.0 12.2 12.2
5: U.K.Average gross percentage margins in lowest price bars(per.cent.)

Gin 1/6th gill 50 50 51 64 60
Whisky 1/6th gill 48 48 50 64 59
6: U.K.Average percentage mark-ups in lowest price bars (per.cent.)

Gin 1/éth gill 100 101 105 181 150
Whisky 1/6th gill 94 93 100 176 142

SOURCE: Price Commission (March 1977)Soft Drinks and Mixers in Licensed Premises, HMSO
Points 1-5, Tables 3,4,6,9,10.
Point 6,  derived from Points 3 and 4
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It should be pointed out,however, that the cost prices on which these mark-ups are based depend in

the case of managed pubs upon the brewers' policy on transfer pricing.

3.74 In the case of managed public houses the Price Commission was able to obtain
historical data so that it is possible to compare the situation on prices and margins in November 1976
with that three years earlier. Accordingly,these dataarsummarised in Table 3.39 but it should not be
compared to the previous table because of differences in returns made to the Commission. Although
increases in selling prices per 1/6th gill of whisky and gin were the same in lowest price bars of
managed houses between November 1973 and November 1976, cost prices rose faster for whisky than for
gin - whether or not changes in duty are included. In consequence, as Point 4 of Table 3.39 shows the
growth in average gross percentage margins between 1973 and 1976 was held back to 2 per cent for

whisky, but moved ahead by 6 per cent for gin.

Pub prices versus supermarket prices

3.75 It is interesting to consider the comparative cost to the consumer of drinking
Scotch whisky in a pub or buying a bottle in a supermarket and drinking it at home. Lack of data for
the same time period precludes being able to make precise comparisons but an indication can be
gleaned from the Price Commission data for November 1976 and our own price survey carried out in
July 1977. Using the example of the D.C.L's Haig brand of Scotch whisky it was shown in Table 3.37
that the average price for this brand amongst the retail grocers in our sample was £4.30 per bottle. If
a publican is able to extract 31 measures of 1/6th gill from a standard bottle (265 fl.oz. )then on
average the equivalent price for 1/6th gill of Scotch whisky bought in a grocery store is 13.8p. per
statutory measure tax paid. This was in July 1977. In November 1976 the Price Commission data
given here at Point 1 in Table 3.38 showed the U.K. average retail price of 1/6th gill of whisky in the
lowest price bars of tenanted and free pubs to be 25.8p., and 25.7p. in managed houses. Over the
bar prices no doubt increased between November 1976 and July 1977 so it would seem that by July 1977
it cost at least twice as much to drink the same measure of Scotch in a pub as it did at home. On this
point a comment made by the Price Commission in relation to the prices of soft drinks in pubs and super-
markets is of equal relevance, for

"The comparison is not, however, a fair one. The public
house is a service establishment with expenses of 20 per
cent to 25 per cent and with a conventional gross profit
margin of 31 per cent to 34 per cent , while the super-
market would have an expense ratio of about 16 per cent
and a gross profit margin of 18 per cent or 19 per cent,"*

* Price Commission (March 1977) op.cit.para.4.1,
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TABLE 3.39

Summary of Price Commission data for changes in managed houses' prices and margins, 1973-76

Gin Whisky
Managed Houses Lth gill Tih gill.
6 6
1) Average price increase in lowest price bars, 1973-76
Price November 1973 (new pence) 16.4 16.3
Price increase (new pence) 9.1 9.0
(per cent) 55 55
Excluding duty increase  (new pence) 6.1 6.0
(per cent) 37 37
2) Average cost increase 1973-76
Cost November 1973 (new pence) 8.8 8.8
Cost increase (new pence) 4.1 4.5
(per cent ) 47 51
Excluding duty increase (new pence) 1.1 1.5
(per cent ) 13 17
3) Average cost price increase compared with average selling price
increases, 1973 - 76 * *
Cost Price Increase (per cent ) 47(13) 51(17)
Selling Price Increase (per cent ) 55(37) 55(37)
Difference +8(+24) +4(+20)
4) Change in average gross percentage margins in lowest price
bars, 1973 - 76
1973 Margin (per cent ) 46 46
1976 Margin (per cent ) 49 47
Change in Margin (per cent ) +6 +2
SOURCE: Price Commission (March 1977) op.cit.Tables 5,7,8,11

* figures in brackets are exclusive of increases in duty.
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3.76 So, in terms of unit prices it is cheaper to drink whisky from a ‘supermarkef
at home than to drink it in a pub. At the same time, it could even be cheaper for some publicans to
buy their supplies of Scotch whisky from a supermarket than from the brewer to whom they may be tied
for supplies. This is an opinion which has been voiced by publicans fairly recently and is one which
the facts to hand tend to support. For example, in Table 3.38 the U.K.average cost price per 1/6th
gill measure of whisky to tenanted, free and managed houses was shown to be 13.3p. If this figure is
multiplied by 31* then the equivalent cost to the publican in terms of a standard bottle of Scotch that
he could purchase in a supermarket was £4.12 in November 1976. There is no doubt that at this date
standard size bottles of leading brands of Scotch whisky could be bought in supermarkets for less than

£4.12.

Transfer prices to managed houses

3.77 The most likely reason why a publican could obtain cheaper supplies of
Scotch from a supermarket is that he is tied to a particular brewer-landlord for not only beer, but also
wines and spirits and at prices set by the brewer. In the case of the brewery managed public house the
13.3p cost price (Point 4, Table 3.38) for 1/6th gill of whisky that the landlord is charged will, as
noted by the Price Commission, vary according to the policy on transfer prices adopted by the brewery
company. [f, for the sake of argument, we assume there to be a fictitious brewer, able to earn maximum
discounts on D,C.L, Scotch whisky, then in November 1976 as a D.C. L, wholesale customer he could
obtain a case of standard Scotch whisky from D.C.L. at a cost of £6.41+, exclusive of any promotional
rebates. Adding on duty, which at that time amounted to £34.40 per case, and V.A,T. produces a

tax paid price per case of £44.07. This is,therefore the brewers' buying-in price.

3.78 At 13.3p for 1/6th gill of whisky (tax paid) the equivalent price per bottle
has already been stated as £4.12; multiplying this by 12 gives a case price of £49.44. This represents
the buying=in cost of a case of Scotch whisky to the publican of a managed house, or in other words
the brewers' transfer price. The fictitious brewer-landlord, therefore, in his role as a wholesaler sets
a price which generates a gross percentage margin on the transfer price of 10.8 per cent. In addition,
as the brewer ulso manages the pub he takes the retail gross margin, which the Price Commission
showed to be 48 per cent in the lowest price bars of managed houses in November 1976 (Point 5,
Table 3.38). In view of this it is not surprising that there is a trend towards brewers taking over

the direct management of their public houses.

* the number of 1/6th gill measuresobtainakle from a standard bottle of Scotch.
+ Official Journal of the European Communities op.cit.Annex |l p.32
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4: THE PRODUCT MARKETS

Lntroductiﬂ'\

4.1: This chapter is comprised of two parts. The first, based upon national
accounts and Customs and Excise data, looks at broad trends in consumption, expenditure and prices for
the alcoholic drinks trade as a whole and for the three sub-divisions of beers, wines,and spirits during the
period 1970 to 1976. The second part, examines individual product markets paying particular atter:tion to
the evolution of brand shares within each product market identified. For a number of products data are
given on the shares of the retail market represented by sales of different brands. These data are subject to
certain qualifications arising from the methods by which they are compiled, and in some cases they sum to
mére than 100 per cent. According to the [.P,C. Marketing Manual of the United Kingdom, the brand-
share data should, fhe;'efore, be taken as indicative of the relative positions of the stated brands rather

than as absolute precentages for shares of the total market.

4.2: The product markets considered are, beer and lager, whisky,gin,

vodka, brandy, rum and wines (table wines, fortified wines and cider).

Market Trends in Consumption, Expenditure and Prices

4.3: Table 4.1 sets out the data on consumers' expenditure on alcoholic
drink between 1970 and 1976 in terms of both current and constant (1970) prices. In addition, both these
series are shown indexed against the base year of 1970. In current price terms, consumers increased their
expenditure on all alcoholic drinks by just over two and a half times over the six year period. However,
when price increases are taken into account this translates into a real growth in the volume of expendi'fure
of 39 per cent. Furthermore, the proportion of total consumer spending devoted to alcoholic drinks rose

from 7.25 per cent in 1970 to 9.05 per cent in 1976*, in terms of constant 1970 prices, .so that overall

* derived from National Income and Expenditure - 1966-76 HMSO
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TABLE 4.1

Consumers' Expenditure on Alcoholic Drink, 1970-1976

1971

1970 1972 1973 1974 1975 1976
£m. at Current Prices
Beers 1355 1526 1662 1807 2071 2679 3282
Spirits 611 670 777 1004 1140 1392 1625
Wines, cider and perry 333 %7 4N 604 715 831 1005
2299 2593 210 3415 3926 4902 5912
£m. at Constant 1970 Prices
Beer 1355 1419 1464 1549 1551 1609 1645
Spirits 611 650 739 916 991 970 995
Wines, cider and perry 333 385 438 524 543 512 565
2299 2454 2641 2989 3085 3091 3205
Value Index at Current Prices, 1970 = 100
~ Beer 100 113 123 133 153 198 242
Spirits 100 110 127 164 187 228 266
Wines, cider and perry 100 19 141 181 215 250 302
100 113 126 148 171 213 257
Volume Index at Constant Prices, 1970 = 100
Beer 100 105 108 114 114 19 121
Spirits 100 106 121 150 162 159 163
Wines, cider and perry 100 116 132 157 163 154 170
100 107 115 130 134 134 139

SOURCE:

National Income and Expenditure 1966-70 HMSO.
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it would seem that this sector has been fairly successful at attracting available spending power. Part of
the reason for this can no doubt be explained by movements in relative prices and in this respect Table 4.2
amplifies the point that the price of all alcoholic drinks rose at @ much slower rate than did the general
level of prices faced by all consumers during the period - the price index on alcoholic drink stood at 185

in 1976 (1970 = 100) and for all consumers expenditure it was 208 (1970 = 100).

4.4: The variation in price increases experienced by the beers, wines and
spirits sub-sectors has had a differential impact upon the volumes of money expended on them. Between
1970 and 1976 the price index for beer shown in Table 4.2 implies that the price of this beverage doubled
during those six years, whilst the volume of expenditure in real terms grew by only 21 per cent. (Table
4.1). In the face of price rises amounting to 78 per cent , wines, cider and perry managed to attract
an additional 70 per cent. of expenditure in real terms in 1976 compared with 1970. Spirits would
appear to have performed best of all - here an increase in real expenditure of 63 per cent exactly

equalled the degree to which this products' prices were inflated over the six year period.

4.5: Although wines showed the largest increase in consumers expenditure in
real terms between 1970 and 1976 their rate of advance was considerably slowed between 1973 and 1974
when prices rose by just under 15 per cent , and expenditure by just short of 4 per cent. Between these
same two years the price of beers rose at a rate almost identical to that for wines, resulting in no real
growth in the beer market as exemplified by the index of consumers real expenditure on this product which
stood at 114 (1970 = 100) in both 1973 and 1974. In the following period, 1974 to 1975, all alcoholic
drinks' prices rose by slightly more than 24 per cent with the result that both the wines and spirits
mdrkets contracted ~ in terms of consumers' expenditure this amounted to falls of 5.5 per cent , and 1.8 per
cent , respectively. Beer, on the other hand, moved away from the point of stagnation reached in 1973-
74 and recorded a rise in real spending of 4.4 per cent. lrrespective of any benefit beer may have enjoyed
from a relatively hot summer in 1975, it would seem reasonable to infer from the data in Table 4.1 that the
1974-75 price rises were sufficient to enlarge the differential between the prices of wines and spirits
relative to beer and that as a consequence there was an element of consumers' trading-down to the

relatively cheaper product, as well as to relatively cheaper wines and spirits.

4.6: Both the wines and spirits sub-sectors revived between 1975 and 1976 after
the downturn in consumers expenditure recorded for 1974-75. Price rises on wines were the lowest for all
three sub-sectors and consumers expenditure moved up by 10.4 per cent on 1975 to produce an index in
real terms of 170 (1970 = 100) in 1976. Although the real volume of consumers' expenditure on whisky
rose by 2.5 per cent between 1975-76 the indexed value at 163 (1970 = 100) in 1976 was only one point
above the level it had been in 1974. Significantly large price increases were recorded for beers between

1975 and 1976 with the result that real expenditure growth in this sub-sector was limited to 1.6 per cent.

101



TABLE 4.2

Implied Price Indices for Alcoholic Drink and Total Consumers' Expenditure, 1970-1976

1970 = 100

Year Beer Spirits Wine, cider, perry All alcoholic All Consumer's
Drink Expenditure
. 1970 100 100 100 100 100
71 107 104 102 106 108
72 14 105 107 1o 16
73 17 109 115 114 125
74 134 15 132 128 146
75 | 166 143 162 159 180
76 200 163 178 185 208

SOURCE: derived from Table 4.1,
and National Income and Expenditure, 1966-76 Table 2.5. HMSO.,
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Beer

4.7: In Table 4.3 the index of beer consumption has been added to the indices
on expenditure and prices already discussed to complete the picture for trends in the U,.K, beer market
between 1970 and 1976. That expenditure on beer in rea! terms remained constant in 1973 and 1974
whilst the volume consumed increased would tend to support the notion that consumers traded-down to
cheaper beers.  On the other hand, with the consumption index standing at 117 (1970 = 100) in both 1975

and 1976 it would dppear that the real rise in expenditure on beers was wholly attributable to price rises.

4.8: So, the volume of all beers consumed between 1970 and 1976 increased
by 17 per cent , as shown in Table 4.3.  In addition, an attempt has been made to demonstrate how the
consumption of different types of beer changed over the same period. Unfortunately, it has not proved
possible to disaggregate the data for 1970 on the same basis as for subsequent years, so that the data set out
in Table 4.4 is presented against 1971 as its base year. However, before this table is interpreted certain
qualifications must be borne in mind. First of all, the total volume consumed (last row of Table 4.4)
represents actual consumption as given by the Brewers Society. Secondly, the indices in the body of
Table 4.4 have been derived from data on proportions of total sales in different kinds of beer published in
the Brewers Society Statistical Handbook. The overriding cautionary note, therefore, is that whilst
consumption may not equate precisely with sales the data in Table 4.4 may be taken as a relative guide to

the actual volumes of different types of beer consumed.

4.9: Thus, Tabl: 4.4 shows that the whole market grew, in terms of consump-
tion, by 12 per cent. between 1971 and 1976. Amongst the different types of beer, five reflected
declining areas of consumption; namely, uraught mild and premium bitter and stout, and packaged light,
pale and export ales, brown ales, and stout. The consumption of draught ordinary bitter rose by 10 per
cent in the five year period whilst consumption of other beers (strong ales, barley wine and party cans)
rose by 21 per cent , well above the volume growth factor for the whole market. Indeed, the overall
market growth would seem to have been sustained considerably by sales of lager - consumption of which
may be indexed at 293 (1971 = 100) in the draught category for 1976 and at 208 (1971 = 100) for the
packaged variety in the same year. Furthermore, it may be stated that the volume of all types of lager

passing to consumption in 1976 was some 2.7 times greater than that consumed in 1971.

4.10: What is not evident from Table 4.4 is that the consumption index for
bottled and canned beers alone stood at 97 (1971 = 100) in 1976 so that it would seem that the growth in
consumption of packaged lagers and 'other' beers was insufficient to offset the declining volume of other
packaged beers. Conversely, the growth in draught lager consumption aided by that for draught ordinary
bitter was more than enough to counteract the declining consumption of draught mild, premium bitter and

stout, as the index for draught varieties alone was 117 (1971 = 100) in 1976.
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TABLE 4.3

Beer:

Indices of Market Trends in U.K. Consumption, Expenditure and Prices, 1970-76

\

1970 = 100
Year ~ Consumption Expenditure Prices All Alcoholic Drinks

Prices
1970 100 100 100 100
71 104 105 107 106
72 106 108 114 110
73 1m 114 117 114
74 114 114 134 128
75 117 119 166 159
76 117 121 200 185

SOURCES: Consumption Index: derived from data on volumes consumed supplied

by Brewers Society.

Expenditure and Price Indices: as for Tables 4.1 and 4.2.
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TABLE 4.4

Indexed Volume of Beer Consumption by Type of Beer and Package, 1971-76

(1971 = 100)
Type of Beer and Package 1971 1972 1973 1974 1975 1976
Draught Beers:
Mild 100 92 86 85 84 79
Premium Bitter and Stout 100 105 104 106 103 98
Ordinary Bitter 100 102 104 106 11 110
Lager 100 124 170 195 247 293
Bottled and Canned Beers:
Light, pale and export 100 102 m 1 107 96
Lager 100 114 138 145 173 208
Brown 100 100 99 96 79 67
Stout 100 100 98 92 80 67
*Others 100 119 126 128 121 121
Total Market Index 100 102 107 109 112 112
Total Volume Consumed 35.8 36.6 38.2 32.1 40, 40.1

(m. bulk barrels)

SOURCE: See Para. 4.8.

*

comprised of strong ales, barley wine and party containers.
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Spirits

4.11: - Table 4.5 summarises the spirits market trends data for the period 1970-76 |

and shows that relatively moderate price increases were enjoyed by this sector up to 1974 and with the
indices on consumption and expenditure moving more or less in line with each other. In fact, this
relationship was maintained in 1975 in spite of the unprecedentedly large 1974-75 price rise. However,
by the end of the period to 1976 the growth in real expenditure had been constrained by price inflation to
the extent that the former just kept pace with the lctfer, as exemplified by the respective indices both
standing at 163 (1970 = 100) in 1976. Uncharacteristically, consumption leapt ahead - its index being
178 (1970 = 100) in 1976, and this must be taken as further evidence of an element of trading-down to

relatively cheaper spirits.

4,12 The growth in consumption of individual types of spirits may be discussed
by reference to Table 4.6 which sets out consumption indices for the years ending on 31st March, 1971-
1977.  As this data is based upon fiscal years the total market index for spirits consumed is not directly
comparable to the data in the previous table, nevertheless the trends by spirit type are clearvly discernable.
What lager has meant to the beer market, in terms of consumption, so has vodka to the spirits market.
During the six years to the end of the first quarter of 1977, vodka consumption increased just over three
times, clearly out pacing market growth generally. The growth in whisky consumption, on the other hand,
was 77 per cent higher at the end of the 1976-77 fiscal year, the same as for the total spirits market.
Gin consumption recovered from its post-1974 decline to stand 54 per cent higher in 1977 than it had bee-n
six years earlier. By 1973 consumption of both imported rum and brandy was 35 per cent higher than in
1971 and whilst rum moved ahead at o faster rate they both peaked in 1974, The data for 1977 indicates
a revival in brandy consumption which suffered a marked decline after 1974, no doubt aided to some extent

by a deteriorating sterling exchange rate.
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TABLE 4.5
Spirits:

Indices of Market Trends in U.K, Consumption, Expenditure and Prices, 1970-76

11970 = 100
Year Consumption Expenditure Prices All Alcoholic Drink
Prices
1970 100 100 100 100
71 104 106 104 106
72 120 121 105 110
73 151 150 109 114
74 165 : 162 115 128
75 , 158 159 143 159
76 178 , 163 163 185

SOURCE: Consumption Index: derived from Customs and Excise data.

Expenditure and Price Indices: as for Tables 4.1 and 4.2..
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TABLE 4.6

Indexed Volume of Spirits Consumed by Type, 1971~ 1977 (years ending 31st March.)

31st March 1971 = 100

Spirit Type 1971 1972 1973 1974 1975 1976 1977
U.K. Produced: | |
Whisky 100 111 128 157 163 161 177 |
Gin and other Compounded J
Spirits 100 102 113 149 146 136 154
Vodka 100 109 145 200 236 263 309
Imported:
Rum 100 115 135 180 175 165 160
Brandy 100 112 135 165 147 141 147
Liqueurs 100 100 140 ) 200 200 228 298
Other . 100 200 100 )
Total Market Index 100 110 125 162 165 163 177

Total Volume Consumed 19.7 21.7 24.6 32.0 32.5 32.1 34.9
(m. proof gallons) ‘

SOURCE:  derived for The Brewers' Society Statistical Handbook based upon Customs & Excise data.

108




Wines

4.13: The indices in Table 4.7 show how the rise in consumption and real
expenditure on wines continued unabated until 1974 after which both measures faltered in the face of the
1974-~75 price rise of around 23 per cent. Indeed, the 1974-75 price rise lifted wine prices to some 62 per
cent above their 1970 level with a resultant dampening effect upon consumption and expenditure io fhe
extent that the indices on both of these measures in 1975 were less than the peaks they attained in the
previous year, as well as being below the level to which the market had grown in 1973.  Not withstanding
the price rises that continued into 1976 the wine market recovered, and it would seem from the differential
growth rates of the consumption and expenditure indices that rather than consumption growing at the expense

of dearer brands, expenditure moved ahead by benefitting from price rises.

4.4 Table 4.8 sets down the data on the consumption of different types of
wine during Customs and Excise years ended on 31st March, the base year being taken as 1971.  Against
this base the consumption of all wines is shown to have increased by 73 per cent by the end of the first
quarter of 1977, representing a resumption in the growth pattern for this market which went into decline
two years earlier. The most consistent increase in volume consumed of any wine given in Table 4.8 is that
for vermouth, which grew between each year to stand, in 1977, at just over 3 times above the 1971 level of
consumption. Still table wine and sherry consumption both peaked in 1974, thereafter going into decline
for two years but recovering sufficiently in 1977 to stand at new indexed peaks of 234 and 146 (31st March
197 1=100)respectively .Sparkling table wine and port also reached levels of peak consumption in 1974 but
have not recovered to those levels in 1977, although the post-1974 trend has been upwards.  The peak
year for consumption of Commonwealth and British wines occurred in 1975, but whereas the latter showed
signs of moving ahead in 1977, the former exhibited little evidence that the downward trend in consumption

was likely to be reversed.
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TABLE 4.7

*Wine:

Indices of Market Trends in U.K. Consumption, Expenditure and Prices, 1970-76

1970= 100
Year Consumption Expenditure Prices All Alcoholic Drink
' Prices

1970 100 100 100 100

71 117 116 102 106

72 134 132 107 110

73 171 157 115 114

74 181 163 132 128

75 169 154 162 159

76 182 