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• Second, the BOE believes that although a "primary source" 

requirement might have some effect on the number and business 

volumes of wine importers, it doubts that the aggregate number of 

importers required to file tax returns would change 

significantly. It also points out that administration of the tax 

on imported wine products is a relatively small program; thus, 

any cost effects would be minor. 

The board's conclusion differs somewhat from the responses of other 

"primary source" states. Specifically, 15 of these 36 states reported that 

primary source requirements made it easier to collect alcoholic-beverage

related taxes.3 This could reflect the fact that state alcoholic beverage 

control agencies responding to our survey may not always have been the 

state agencies which actually administer tax-collection activities. 

3. Summary 

Given the above, we conclude that a California primary source law 

for wine imports would impose moderate administrative and regulatory costs 

on state government. Depending upon the degree to which such a law was 

enforced, these costs probably would fall somewhere in the range of $50,000 

to $100,000 annually. 

B. EFFECTS ON STATE GOVERNMENT REVENUES 

The direct effects of a primary source law on state revenues involve 

the two state taxes which are levied on domestic and imported wines--the 

alcoholic beverage excise tax, and the sales and use tax. 
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1. California's Alcoholic Beverage Tax and Sales and Use Tax 

The alcoholic beverage tax is an excise tax which is levied on a 

per-gallon basis. The tax rate depends on the type of wine being sold, and 

is 1 cent per gallon for dry wine, 2 cents per gallon for sweet wine and 30 

cents per gallon for sparkling wine. 4 

The Governor's Budget for 1986-87 estimates that these taxes will 

raise about $4.6 million in 1986-87, consisting of $1.1 million for dry 

wines, $151,000 for sweet wines and $3.3 million for sparkling wines. By 

comparison, the state is expected to collect about $25 million from its 

4-cent-per-gallon excise tax on beer and $104 million from its 

$2-per-gallon excise tax on distilled spirits. 5 Thus, while excise tax 

revenues collected for wine in 1986-87 are large in dollar terms, they are 

fairly small relative to total alcoholic beverage tax receipts (less than 4 

percent of the nearly $134 million amount projected) and, of course, total 

state General Fund revenues (less than two one-hundredths of 1 percent of 

the $31 billion amount projected). 

The state's sales and use tax is levied on all nonexempt taxable 

goods, including wines and other alcoholic beverages. 6 The basic sales and 

use tax rate is 6 percent, of which 4.75 percent represents the state tax 

rate, 1 percent is the tax rate for cities and counties, combined, and 0.25 

percent is the rate for county transit systems. An additional 0.5 percent 

rate is levied by various transit districts for the support of local public 

transportation systems. 7 

use 

The BOE does not have a precise figure on the amount of sales and 

tax revenues attributable to wine sales. 8 However, it appears that in 
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1986-87, the state's 4.75 percent tax on wine-related sales will yield 

revenues in the vicinity of $100 million to $135 million, consisting of $75 

million to $100 million from dry wine sales, $5 million to $8 million from 

sweet wine sales, and $20 million to $26 million from sparkling wine 

sales. 9 This represents about 1.1 percent of total state sales and use tax 

collections, and a bit under four-tenths of 1 percent of total General Fund 

revenues. Thus, the sales and use tax on wine raises about 25 times more 

revenues than the excise tax raises. 

2. The Revenue Effects of a Primary Source Law 

The overall direct revenue effect of a primary source law will 

depend primarily on two factors: 10 

• What changes occur in the guantity of domestic and imported wine 

shipments in California. (These changes will directly affect 

excise tax revenues.) 

• What changes occur in total expenditures on wines by individuals, 

businesses and other types of consumers in California. (These 

changes will directly affect sales and use tax revenues.) 

Unfortunately, it is extremely difficult to predict what these 

changes would be if a primary source law went into effect. As discussed in 

Chapter V, the number of gallons sold would decline for some imported 

brands, rise for other imported brands and certain domestic brands, and 

remain unchanged for yet other domestic and imported brands. Likewise, 

although prices generally would tend to go up, the amount of the increase 

could differ greatly from brand-to-brand. 
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For these and other reasons, it is not possible to calculate the 

revenue effect of a primary source law with any precision. The best we can 

do is to develop reasonable alternative assumptions about the key 

revenue-determining variables, and then use these assumptions to illustrate 

the types of revenue effects that the Legislature could realistically 

expect to result from a primary source law. 

The relevant assumptions to consider include the portion of imported 

wines that are subject to gray marketing, the general price ranges of these 

gray-marketed wines, the way in ~Ihich a primary source requirement could 

change these prices, the way that the amount of wine purchased would change 

as a result of wine price changes, and the extent to which changes in 

consumer expenditures on wine would change consumer expenditures on nonwine 

products. 

A wide range of different revenue outcomes can be generated using 

different values for the above assumptions. As indicated earlier, our 

survey respondents felt that as of late 1985, about 30 percent of imported 

champagne and about 5 percent of other imported wines were subject to gray 

marketing, and therefore would have been affected by a primary source law 

had it been law. If prices of this amount of imported champagnes and 

nonchampagne wines were to rise under such a provision by somewhere between 

15 percent and 25 percent, without any reduction in their sales volumes and 

without causing any change in expenditures on nonwine products, annual 

state revenues would increase by approximately $800,000 to $1.3 million. 

However, sales of most imported wine products are not insensitive to 

changes in their prices, and therefore it is unrealistic to assume there 
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would be no change in their sales volumes. In fact, it is likely that 

increases in prices would result in an equal if not more-than-proportionate 

drop in volume for many of these wines. In addition, it is reasonable to 

assume that changes in wine expenditures would cause some change in 

expenditures on nonwine products. These factors, in turn, could cause a 

net loss in state revenues. 

Appendix I describes in detail the different revenue outcomes that 

alternative assumptions produce, and discusses which are most likely to 

occur. Our "bottom line" is that the likelihood is greatest that revenues 

would decline, by up to about $100,000 annually. This conclusion assumes, 

among other things, that consumers will proportionally reduce their 

consumption of gray-market wines in response to increases in their prices, 

and will partially offset any changes in their expenditures on gray-market 

wines by adjusting their spending on other goods and services. 

c. SU!t4ARY 

In sum, we conclude that a primary source law for wines could 

increase state costs by between $50,000 and $100,000 annually and reduce 

state revenues by up to $100,000 annually. Thus, the likely net effect of 

a primary source requirement on the state's General Fund would be to reduce 

the amount of funds available for other purposes by up to $200,000 

annually. 
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Footnotes to Chapter VI 

1. This estimate reflects the pay level ($2,203 per month), plus benefits. 
(34 percent of pay) and related operating expenses (12 percent of pay), 
for an ABC Investigator in 1986-87. 

2. This estimate reflects about $77,000 in costs related to two ABC 
Investigators (see footnote 1), plus about $18,000 for a half-time 
clerical position. 

3. Of the remaining 21 primary source states, nine said that a primary 
source law will have no effect on the ease of collecting taxes, while 
12 either had not anaTYzed the effect, had insufficient data to measure 
the effect, or simply did not respond to the question. 

4. These tax rates have remained unchanged for decades, having been set in 
1935 (sweet wine), 1937 (dry wine), and 1955 (sparkl ing wine). (Dry 
wine is defined as still wine with not over 14 percent alcohol.) 
California's excise tax rates for wines tend to be relatively low 
compared to those in other states (see The Taxation of CiRarettes, 
Alcoholic Bevera es and Parimutual Wa erin, Legislative nalyst's 
ffice, ctober 1 , pages. 

5. These estimates assume annual per capita consumption levels in 
California of 23.7 gallons for beer and 1.95 gallons for distilled 
spirlts. The $2-per-gallon distilled spirits tax rate is for liquor of 
100 proof or less; a rate of $4 per gallon is levied for over-100-proof 
1 i quor. 

6. In the case of alcoholic beverages, the sales and use tax is levied 
after the alcoholic beverage tax has been applied. Thus, the excise 
tax itself is taxed. 

7. Counties that currently levy this transit tax are San Francisco, San 
Mateo, Alameda, Contra Costa, Santa Cruz, Los Angeles, and Santa Clara. 
The Santa Clara County Traffic Authority also levies a separate 0.5 
percent rate in addition to the county transit district tax. 

8. The reason the BOE does not have this data is that its sales tax 
collections are classified by type of retail establishment, not type of 
product. Thus, for example, there is no separate breakdown of wine 
sales in stores that primarily sell other merchandise, such as grocery 
stores. 

9. These estimates are based on the per capita consumption data referred 
to in footnote 5. They also assume that per-bottle retail beverage 
prices average between $3 to $5 for dry and sweet wines, and $8 to $10 
for sparkling wines (assuming a 750-ml.-capacity bottle). 

10. A third factor--tax compliance and the effectiveness of tax 
administration--also can affect revenues. We have excluded this factor 
from our discussion, given the BOE's belief that its operations would 
not be significantly affected by a primary source requirement for wine. 
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CHAPTER VII 

CONCLUSION 

The purpose of this report has been to identify the size, 

characteristics and effects of the Cal ifornia "grflY market for imported 

wines, and the economic and fiscal impacts that ~ primary source law 

effectively prohibiting gray market wine importing would have in the 

future. 

The available evidence leads us to conclude that a California 

primary source law covering imported wines eventually would tend to result 

in: 

• Higher prices for certain wine products; 

• A shift of business away from certain smaller wine importers and 

distributors, and an increased concentration of wine importing 

and distributing activity in the hands of fewer and larger firms; 

• Little, if ~, improvement in the overall quality of imported 

wine products purchased by Californians; and 

• A modest loss of resources to state government. 

Given this, we conclude that a primary source requirement generally 

would leave California wine consumers and the state government worse off. 

And, while certain individual firms would benefit from such a requirement, 

they would do so at the expense of other firms who would be hurt. In 

addition, although a primary source requirement could enable the producers 

of certain California wine brands to increase their sales, such a 

requirement would not fundamentally address the problems currently faced by 

the California wine and grape producing industries. 
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SURVEY OF REI'AILERS REGARDlNG SB589 

NAME OF REI'AIIER: 
NAME AND PHONE OF roNTAcr PERSON: 

1. Have you been obtaining any imported wines, including champagnes, 
through the "gray:market" (that is, from import channels which 
bypass the established producer-designated, or "authorized", channels 
in cases where these exi~t) , ? 

2. When did you first begin using the "gray :market" ______ ? 

3. With how many different "gray:market" importers have you dealt __ , 
and what are their nalllef; (optional) ____________ ______ 

? 
-------------------------~------------

4. How many different brands of imported wines do you sell and, of 
these, how many have you obtained at one time or another through the 
"gray :market" ? 

5. Are your "gray:market" imports restricted to champagnes, or do they 
also include premium and table wines as well ? 

6. How far down the wholesale "price ladder" have you found that wines 
and champagnes are available to you at reduced costs through the 
"gray :market" for: 

(a) Olaropagnes $ 
(b) Nonchampagne ::-:wm"" ""es- $ __ 

7. Of your total annual volume of wine sales, what percentage is (a) 
champagnes only % (b) imported wines and champagnes' %, 
and (c) "gray :market" imports of wines and champagnes ? 

8. By roughly what percentage has your ability to obtain imported wines 
through the "gray :market" at reduced costs (a) increased your total 
wine sales volume, both in terms of case I!1O\Tements ( %) and dollar 
value ( %), and (b) reduced your sales of domestically-produe""i 
wine products ( %)? 



9. Has the number of wholesalers or :i:rrporter/wholesalers from whic:h you 
can acquire each of the distilled products listed below changed since 
1979, when California enacted "priJnaJ:y source" legislation for distilled 
spirits ? Please indicate below the approxilMte 
number of wholesalers or :i:rrporter/wholesalers available to you in both 
1979 and 1985: 

Distilled Product 

canadian Club 
Gilbey's Vodka 
Jack Daniel's No.7 
Chivas Regal 
Kessler Whiskey 
Tanqueray Gin 

Wholesalers Available 
1979 1985 

10. The attached form has been designed for reporting data on case 
movements and prices of different :i:rrported and domestic wine 
products, focusing on products n:'JSt likely to be affected by the "gray 
market". We would appreciate whatever data you are willing to 
provide, including partial responses. . 

11. COMMENTS. PIEASE PROVIDE ANY ADDITIONAL COMMENTS YOU 
WISH 'IO SHARE REGARDmG SB589 m THE SPACE PROVIDED BELOW. 

IF YOU WISH 'IO RECEIVE o)PIES OF OUR FINAL REroRI' ON 
SB589 , PIEASE PROVIDE THEMAILINGLDDRESSBELOW.IO 
WHICH THEY SHOUID BE SENT: 

*** THANK YOU VERY MUCH FOR YOUR OOOPERATION *** 
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Brand t9n! 

A. Inported Oatpacpes 

-_ .. _-

r r-, 

Cases Sold, By Year 
~1~- 1!:6S' 
- - - Jaroary 

thrrug, 
Septarber 

. 

(""\ 
'- .. ' 

f'. 

Wlolesale Cost, Per Bottle 
JUly JUly JUly JUly 
1!B! 1!m 1934 1~ ----

(, 

I1etllil Price, Per Bottle 
JUly JUly JUly JUly 
1!B! 1!m 1934 1!:6S 

. ..-...., .• -..... 

SaJrce of Supply 
Traditlcila,·uGray I"ancetU 

Supplier(s) Supplier(s) 

.. - -.-

. ...-.... .~. 

J 
: 
I 

1 
! 

, 

i 

. 

.. 



r\ 
" -' 

Braoo N .. r.l.' 

B. lKnestic DlaTpa~ 

KortJe! 

D:naire Olandoo 

Hans KorTE 11 

Piper Soo:ml 

Sdn<tTsberg 

Sebastian; 

Olateau St. Jean 

Mirassoo 

Le Domine 

Franiia 

Cooks 

Paul ~ssm 

Lej", 

Jac"",,, B<ret 

kdre 

Ot!1er (specify)' 

C. IIIJXlrt.<! Wires SuW! ied 
thrwg, ~traditi(J13! 
"Gray M3.rl<et" ())anne's 

Specify:' 

Cases Sold, By Year 
T:'l\T- :~ -l~ 1935 
-- Jaruary 

. , 

, 

thrwg, 
Septmber 

Ioh:llesale Cost. Per Bottle 
July JUly July Juli 
1982 1~ 1'\34 1S85 - -- -- -_. 

~tai1 Price, Per &Jttle 
July JUly ,\ily July 
1982 1~ 1S('.1 1S85 

I 

'. 

-

-

a. tl~se hst any bru7I"-\Jnch rcp"resentedt:,sipificant Jl)rtip:t.)of yoor sales in :~:s categxy. ." (" 

Soorce of SuW!y 
TraditicroJ - "Gray ~rl::etll 
Suflllier(sl Sufll!;er(s) 

N/A NIA 

_. 

.1--- v 

---~-

" , . 

I f "Gray l'arl<et"' 
SuW! i ers Are Used: 

Perc€f"ta£e of 
u,te Cases SuW! ied 
~ 1'\34 1935 

N/A N~ HI;, 

, 

i 
, 
i 
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i 
: 
I 

V- I'V 1 "V-

-
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SURVEY OF CALIFORNIA WINE WHOIFSALERS AND DISTRIBUTORS 

NAME OF ctMPANY: ________________ ---;;:==-_____ _ 
CONTAcr PERSON: ______________ • PHONE: ____ _ 

1. Approximately heM many different wine brands do you handle and, 
of these, heM many are produced in California , in other states 
___ , and ing;x:>rted from foreign nations ? 

2. Do you also distribute domestic-produced beers , foreign-produced 
beers , domestic-produced distilled spirits--- ,or 
foreign-produced distilled spirits ? 

3. a. Have you been designated, either by the producer or its agent, as 
an exclusive wholesaler or distributor of any brand(s) of wine or 
beer ? 

b. If so, please indicate: 

(i) What percent of your total volume such items account for ___ % 
(ii) What the names of these items are --------------------

(iii) For which of these items your authorized area includes the 
entire state 

---------------~------

4. What is your approx:i1nate total annual dollar sales volume 
and, of this, what is the approximate percentage breakdown-a-=-ccoC""""""""rd-=ing--to 
the categories listed beleM: 

Type of Beverage Percentage Share of Total Volume 

California champagnes % 
Imported champagnes 
California nonchampagne wines 
Imported nonchampagne wines 

Domestic beers ~ 0 

Impo,:ted beers 

Domestic distilled spirits % 
Imported distilled spirits 

All other sales ~ 0 

'IOrAL, ALL ITEMS 100 % 

5. Do you ever handle any wine produces that are imported into 
California through the "gray market" (that is, imported at reduced 
prices through channels other than producer-controlled or 
producer-designated "authorized" importing networks where these 
exist) ? 
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6. If you do or have handled "gray marketed" imports, then: 

a. 

b. 

c. 
d. 

What is the approximate number of these products , and of these, 
how many are chan1pagnes ? 
What is the approximate percentage share of your total dollar voltnne 
that is accounted for by (i) all "gray market" wines , (ii) 
cha1I1pagnes only and (iii) noncha1l1pagne wines only ? 
When did you first begin handling "gray market" wines ? 
From which countries have these wines been produced: 

(i) France 
(ii) Italy 

(iii) Germany 

(iv) Spain 
(v) Portugal 

(vi) Other (please specify): ____ _ 

7. Please indicate below (a) the approxiInate percentage of your total wine 
voltnne that falls into each price category shown, and (b) put a check 
mark for any category in which either you or other wine 
wholesalers/distributors you know of handle "gray market" imports: 

Wholesale wine price per bottle ($) 
Under 3 2::§. 6-10 10-15 ~ 

a. Percent share of your voltnne 
b. Price tiers where there have 

been "gray market" imports for: 
(i) Cb.aJtpagnesl r ----r---.--,---,------, 

(ii) Premium and table wines L ___ -L_~ __ -'-__ _'_ _ __l 

8. What has been the effect of "gray market" wine imports on your own 
volume of business: 

a. No effect c. Has hurt business 
b. Has increased business d. Don't know 

9. If the "gray market" has affected your business, approximately by what 
percent has the dollar volume of your wine sales been increased or 
reduced for (i) cha1I1pagnes , (ii) noncha1l1pagne wines I and 
(iii) total wine sales ? 

10. What group of wholesalers/distributors do you believe the "gray market" 
has helped the most: 

a. small finns b.largefinns c. all-sized finns d. no one 

11. How would you best characterize the supply availability of "gray 
market" wines from importers who make them available to you: 

a. Extremely reliable 
b. Somewhat reliable 
c. Unpredictable 
d. Very mixed, depending upon the brand 



12. SUppose that California imposed a "priIuary =" requirement for wine 
ilI1ports. D:l you believe that this would: 

a. caUSe any wine wholesalers/distributors to go out of business __ 7 
If so, do you have any guess as to hCM many finns might be so 
affec'-...ed arrl whether these would terti to be lru::ger or smaller 
firms 7 

b. Tend to eventually concentrate wine distributing/wholesaling into 
the hands of fewer arrl lru::ger finns7 

c. Shut you off from distributing certain cha!rpagne brands _-;-
and/or noncha!rpagne wine brands 7 If so, hCM many brands 
arrl roughly what percent of your total business volume would ""th""'i""'s-
represent 7 

d. Seriously jeopordize your own ability to stay in business and 
profitably operate , or conversely, ilnprove your sales volume 
__ and/or profit margins 7 

13. D:l wines ilI1ported through "gray market" channelS appear to have more 
-,-_,' less , or about the same quality problems as do other 
ilI1ported wines7 If they differ, hCM 7 

14. COMMENTS. Please include any additional conunents belCM which you would 
like to share with us regaJ:ding the "gray market" and a 
"pr.i:maJ:y source" requirement for wines, as proposed by SB589. 

. IF YOO WISH 'IO RECEIVE A Q)PY OF OUR :FINAL REroRl' ON SB589, PIEASE 
PROVIDE THE MAILING ADDRESS 'IO WHICH IT SHOUID BE SENT: 

*** THANK YOO VERY MUCH FOR YOUR <XlOPERATION *** 
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SURVEY OF CALIFORNIA WINE IMroRl'ERS 

NAME OF COMPANY: 
c 

CONTAcr PERSON: PHONE: -----------------------

1. Approximately what percentage of your total dollar inport volume is 
represented by inported champagnes ( %), inported nonchampagne C 
wines ( %), inported beers ( %), and inported distilled spirits 
( %)? 

2. Do you ever inport any wine into california for which there also exists 
some alternate producer-designated, or "authorized", inport 
distribution system (that is, do you ever participate in what is C 
sometbnes referred to as the "gray market") ? 

3. How IlI3I1y different california wine inporters w-culd you guess do 
participate, at one t:iJne or another and to one degree or another, in 
the "gray market" (that is, inport wines for which producer-designated, 
or "authorized", inport networks also exist)? ( 

a. under 10 e. 50-100 
b. 10-15 f. over 100 
c. 15-20 g. othrocx (please specify): _________ _ 
d. 20-50 

4. Regarding the types of inport firms Who do participate in the "gray 
market", would you tend to describe them primarily as relatively: 

a. smaller-sized inport firms 
b. medium or average-siZed inport firms 
c. larger-sized inport firms 
d. all sizes of inport firms 

. 5. What percent of california wine inports would you guess the "gray 
market" accounts for in the case of: 

a. champagnes only %. 
b. nonchampagne wines % • 
c. all types of wines (champagnes plus nonchampagnes) 5!-__ 0' 

6. Regarding your own operations: 

( 

(/ 

a. How IlI3I1y champagne brands do you inport , and how IlI3I1y <.. 
brands have you at one time or another "gray ·.rnarketed" ? 

b. How IlI3I1y nonchampagne wine brands do you inport , and how many 
brands have you at one time or another "gray marketed" ? 

c. What is the total dollar volume of your "gray market" inports as 
a percent of your total inports of (i) champagnes ( %), (ii) 
nonchampagne wines ( %), and (iii) all wine types ( %)? C 

d. Roughly how IlI3I1Y retailers and wholesalers have directly 
acquired "gray market" wine inports from you at one time or another? 



( 

c 

'c 

c 

c 

:c 

7. How many, if any, foreign wine producers have named you as a desigrated, 
"authorized" importer of their champagnes or nonchampagne wines 
-.-;-_? If any have, what percentage of your dollar import volume do these 
items a=mt for , and what are the names of these items ____ . 

? ---------------------------------------------------
8. What percentage of the dollar volume of California champagne inports 

and nonchampagne wine imports would you guess are prochcts 
"tha'----:;:t'-foreign manufacturers have specified designated, or "authorized", 
importers for? 

9. Please indicate below those countries where the wines and champagnes 
are produced that are or have previously been imported (either by 
yourself or other finns you know of) through the "gray market", as 
opposed to through some producer~esignated or "authorized" importing 
network that currently exists for them: 

10. 

a. France d. Spain 
b. Italy e. Portugal 
c .. Germany f. other (please specify): _________ •. 

In each box below, please put a check if you are aware of any "gray 
market" importing that occurs for the price range shown, either by 
yourself or other importers you know of: 

Wholesale Price Per Bottle 

Wine Type Under $5 $5-$10 $10-$15 $15-$20 $20-$25 over $25 

a. ~~s [r----r----t----+-----f-----~----~ b. other wines l ___ --L ___ '--__ ----''--__ ___l~ __ ___l'__ ___ ~ 

1l.D:>you think that "gray marketing" will increasingly spread in the 
future to: 

a. rionchampagne wines why? 
b. more InCXlerately priced wines ----;?;--:cwh:;:y::-::?". ----------- ------------

12. Are "quantity discounts" offered to wine retailers and wholesalers. on 
wines imported through the "gray market", either by: 

a. yourself ? or 
b. other impo-=rters~~y::-::ou~~kn~ow~o~f,----------------- ? 

13. In order for "gray market" importing to be economically attractive, 
how large a spread to you believe needs to exist between (a) the price 
charged by an "authorized" or produ~esignated importer and (b) the 
price that a "gray market" importer can afford to offer? 

a. Necessary dollar price spread, per bottle: $ ______ " 
b. Necessary price spread in percentage terms: ________ %. 



14. How would you best characterize the supply availability of "gray 
market" wines to importers who wish to acquire them? 

a. Extremely reliable 
b. Somewhat reliable 
c. Unpredictable 
d. Very mixed, depending upon the brand 

15. !).]ring the past year, has it become more or less difficult for 
U.S. wine importers to locate and obtain wines to import through the 
"gray market" ? Why ? 

16. What do you believe has been the effect of wine's "gray market" on the 

c 

c 

wine prices charged ~ producer-designated or "authorized" importers: C 

a. No noticeable effect 
b. Prices generally; are lower than they would be otherwise 
c. Prices have been lower than otherwise in some, but not all, cases 
d. Other (please SJ?TCify): 

17. 'If a "prinaJ:y sourcei' law for imported wines was enacted in 
california, by what ioercent would you gup-ss your own dollar import 

. I 
volume would change ,(increase or decreas?) for: 

~ . 
a. ChalTIpagnes . %. c. total wines (chaJt1pagnes plus 
b. NonchaJt1pagne wine.~ %. nonchaJt1pagne wines % • , 

18. Would a "prinaJ:y so1.1:fCe" law seriously jeopordize your own ability to 
stay in business and;profitably operate ? 

19. Do you believe that a "prinaJ:y source" requirement would: 

a. Cause any wine importers to go out of business ? 
If so, do you have any guess as to how many finns might be affected 

? 
b. Tend to eventually concentrate wine :Unp.)rting into the hands of 

c 

( 

c 

fewer and larger finns? C 
c. Concentrate the importing of wines for which producer-designated, or 

"authorized", import channels do not currently exist (such as 
nonchaJt1pagne wines), into the hands of a lllnited n=ber of large 
import finns ? 

20. OJMMEN'I"S. Please provide any additional conunents below which you would C 
like to share with us regarding the "gray market" and the 
potential effects of a "prilnary source" requirement, as 
proposed ~ SB 589: 

[X) YO WISH 'IO RECEIVE A (x)PY OF OUR FINAL REroRl' ON SB 589 ____ 7 
IF SO, PIFASE PROVIDE YOUR MAILING ADDRESS __________ _ 

*** 'lliANK YOU VERY.MUCH FOR YOUR CXlOPERATION *** c 
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SURVEY OF CALIFORNIA WINE PROlXJCERS 

~ OF c::tMPANY: --------------,;:;;=;o;-:---~-ooNrAcr PERSON: _____ --: ________ • PHONE: ___ _ 

( 
1. What is your approximate total annual dollar wine sales and, of 

this, what percentage constitutes chanq;la.gnes ( %) as opposed to 
nonchanq;la.gne wines ( %)? 

2. Please indicate approximately hCM your wines are distributed: 

~gnes Nonchampagne wines 
C 

a. Method of distribution 
- Directly to retailers ~ 0 % 
- Through wholesalers ~ 0 % 

and distributors 
- other: % ~ 

0 ( 

b. Destination 
- within california % % 
- To other states % ~ 

0 

- To other countries ~ 0 % 

3. HCM many different wholesalers/distributors handle your wines for you 
( 

( ) and, of these, hCM many: 

a. Handle only your products ? 
b. Handle other california-produced wines ? 
c. Handle other domestic-produced wines ? 
d. Handle inported wines and chanq;la.gnes ? 

( 

e. Handle domestic beers and/or inported beers __ ? 
f. Handle distilled spirits ? 

4. Has tlle number of wholesalers available to distribute your wines 
decreased significantly during the last several years and, if so, C 
has this changed the percentage of your wines that you sell directly to 
consumers and retailers ? By hCM ruch ? 

5. a. Do you believe that your sales have been hurt this past year by 
foreign wine inports ? If so, has this occured prilnarily for 
chanq;la.gnes , nonchanq;la.gne wines , or both? ( 

b. Do you believe that your sales this past year have been hurt 
specifically by the "gray market" inporting of foreign wine products 
(that is, inporting which circumvents "authorized" 
producer-controlled or producer-designated inporting networks where 
these exist) , or do you think that other factors are primarily 
responsible ? C 

c 



( 

( 

c 

c 

c 

( 

C 

C 

6. Please circle any of the factors beleM which have created significant 
marketing problems for you this past year: 

a. High value of the dollar 
b. Foreign trade barriers 
c. Difficulty in finding distributors to handle your products 
d. Grooing concentration of wine wholesaling into the hands of fewer 

and larger firms, who do not aggressively promote your CMn wines 
e. Foreign "dumping" of sw:plus wine stocks at beleM-cost prices 
f. Foreign subsidization of wine production abroad 
g. Excessive california wine production 
h. "Gray market" ~rting of foreign wines 
i. other (please specify): _____________ _ 

7. a. If you believe that "gray marketing" has hurt your CMn sales, has 
this occurred for cha:irg;lagnes , for noncha:irg;lagne wines , or 
both categories ? 

b. Has "gray marketing" affected the prices you charge for champagnes 
__ or noncha:irg;lagne wines ? If so, heM _________ -, 

-----------------------------------------------------------? 
8. Please indicate beleM the approxbnate percentage of your total wine 

sales that fall into each price category, and indicate for which price 
categories, if any, -"gray market" wine ~rts or other wine ~rts 
have hurt your sales: 

a. 

b. 

c. 

Percent share of your sales 
(i) Sparkling wines 

(ii) still wines 
Price tiers affected by 
"gray market" ~rts 

(i) Sparkling wines 
(ii) still wines 

Price tiers affected by 
all other ~rts 

(i) Sparkling wines 
(ii) still wines 

Retail price per bottle ($) 
Under 4 4-7 7-10 10-15 OVer 15 --- ~ 

I---------I----+---t---+-----It 

9. If california ~ed a "pr:i1nary source" law for wine ~rts, requiring 
california ~rters to be designated by a foreign wine I s manufacturer 
before ~rting its product into california, do you think this would 
affect: 

a. Your sales volume ? If so, heM ___ _,,--:,.,,------.----------? 
b. The prices you charge for your wines __ ? If so, heM ________ -, 

'-=~~~~~~~~~~~~~~~~~~~~~~~~~? c. Your ability to find wholesalers/distributors who will effectively 
promote, distribute and market your CMn wines ? If so, heM 
and why ? 



10. CXlMMENTS. Please include any additional comments below which you would 
like to share with us regarding the "gray market" and a 
"prilnary source" requirement for wines, as proposed by SB589. 

IF YOO WISH 'IO RECEIVE A COPY OF OOR FINAL REFORI' ON SB589, PLEASE 
PROVIDE '!HE MAILING ADDRESS 'IO WHICH IT SHOUID BE SENT: 

*** 'lHANK ~OO VERY MUCH FOR YOOR CXJOPERATION *** 
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APPENDIX E 

SUMMARY CHARACTERISTICS OF SURVEY RESPONDENTS 

This appendix presents summary information regarding the respondents 

to our surveys. 

1. Wine Importers 

The number of reported brands imported per firm averaged about 3 and 

ranged as high as 14 for champagnes, and averaged over 65 and ranged as 

high as 300 for non champagne wines. In terms of how the dollar import 

volume of these firms was distributed between different types of imported 

beverages, the average distribution was 21 percent imported champagnes, 

53 percent imported nonchampagne wines, 12 percent imported beers, and 

14 percent imported distilled spirits. Altogether, imported alcoholic 

beverages accounted for nearly 90 percent of the total import volume of 

these firms. Although the majority of firms imported a variety of product 

types and relied heavily on imported nonchampagne wines, some were much 

more specialized. For instance, one respondent's imported champagne volume 

accounted for nearly 85 percent of its entire import business. 

About half of the importers specifically indicated that they have 

been designated as an "authorized" importer of a foreign-produced wine by 

its producer or the producer's agent. The number of such designated brands 

per respondent averaged about one for champagnes and about 24 for 

nonchampagne wines, although some firms reported that they were the 

designated importers for as many as 200 brands. Altogether, these 

"authorized" importers estimated that two-thirds of their dollar import 
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volume involved producer-designated items, with the estimates ranging from 

5 perce~t to 100 percent. The importers also estimated that foreign 

manufacturers have designated "authorized" importers for about 80 percent 

of California's imported foreign champagnes and nonchampagne wines. 

2. Wine Wholesalers and Distributors 

These respondents had an annual dollar sales volume that averaged 

$9.5 million and ranged from $1 million to $22 million. Most tended to 

handle a fairly wide variety of alcoholic beverage products, including both 

domestic and foreign champagnes, non champagne wines, beers and distilled 

spirits. 1 The number of wine brands that they distributed ranged from a 

low of 4 to a high of 60 and averaged about 26 per firm (12 of which were 

California brands). Ninety percent of the respondents indicated that they 

have been specifically designated by at least one domestic or foreign beer 

or wine producer as an "authorized" distributor of its product. On the 

average, these firms reported that designated products accounted for nearly 

45 percent of their total sales. 

3. Wine Producers 

These respondents had annual sales volumes that averaged $6 million, 

and ranged from under $1 million to over $25 million. 2 Of the total sales 

volume reported by these firms; 18 percent represented sparkling wines and 

champagnes, while 82 percent represented other nonchampagne wines. 

The respondents distributed this wine to consumers in several 

different ways. In the case of champagnes, an average of about 17 percent 

went directly to retailers, 81 percent went through conventional wine 

wholesalers, and 2 percent went through other channels such as tasting 

rooms. In the case of nonchampagne wines, about 22 percent went directly 
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to retailers, 63 percent went through conventional wholesalers, and 5 

percent went through other channels. Only about 2 percent of the wine 

produced bY the respondents was exported to foreign nations. The remaining 

98 percent was shipped either to other states (54 percent for champagnes 

and 41 percent for other wines) or within California (44 percent for 

champagnes and 57.percent for other wines). 

The number of wine wholesalers and distributors who handled the 

wines of the producer/respondents averaged about 78 per firm, although the 

number reached as high as 300 for some producers. About three-quarters of 

these distributors and wholesalers also handled other California wines and 

wines imported from other states and nations, while one-quarter to 

one-third also handled beers and/or distilled spirits. 

Sixty percent of the respondents reported that the number of 

wholesalers available to distribute their products has significantly fallen 

in recent years, and 30 percent indicated that this has led them to try to 

increase their direct sales to retailers. In addition, 95 percent of the 

respondents stated that their sales have been hurt recently by increased 

foreign wine imports. Approximately 37 percent said their sparkling wine 

and champagne sales have been hurt, and nearly 80 percent said their 

nonchampagne wine sales have been hurt. 

4. Wine Retailers 

These respondents ranged from small single-store firms to large 

multi-site chain store operations. The number of imported wine brands they 

reported carrying averaged about 280 per respondent, and ranged from 25 to 

1,000. The share of their total wine sales volume attributable to imported 

wines and champagnes averaged about 34 percent and ranged from 15 percent 
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to 60 percent, while their champagne sales as a percent of their total wine 

sales averaged 22 percent and ranged from 7 percent to 45 percent. 
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Footnotes to Appendix E 

1. The average percent distribution of product types reported by these 
respondents was 3 percent for California champagnes, 4 percent for 
non-California champagnes, 20 percent for California nonchampagne 
wines, 6 percent for non-California nonchampagne wines, 15 percent for 
domestic beers, 12 percent for imported foreign beers, 25 percent for 
domestic distilled spirits, 10 percent for imported foreign distilled 
spirits, and 6 percent for all other items. The reported distributions 
for individual firms, however, often varied considerably from these 
averages. For example, firms reported as much as 35 percent of their 
volume in imported nonchampagne wines, 12 percent in imported 
champagnes, 55 percent in imported beers, and 40 percent in imported 
distilled spirits. 

2. Although all of the state's larger wineries were asked to participate 
in our survey, the actual respondents turned out to be primarily 
smaller wineries. 
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STATE SURVEY REGARDING PRD:1ARY SOURCE IAI~S FOR 
AlO)HOLIC BEVERAGE IMroRI'S 

NAME OF STATE: 
CONTACT PERSON: Thone: 

1. Does your state have "primary source" laws, which require that 
licensed i1rg:lorters of alcoholic beverages from outside your state be 
specifically designated by a beverage's domestic or foreign producer to 
handle that product? 

(a) If yes, 1-men were the laws passed and to vihat alcoholic beverages 
do they apply? 

(b) If no, have there been unsuccessful attempts to enact such laws? 

2. Were your "primary source" laws enacted in order to halt the activities 
of "grey :market" i1rg:lorters who were bypassing established i1rg:lorting 
and wholesaling channels, or were there other factors involved? 

3. Is there information vihich indicates that your "primary source" laws 
have increased the prices of i1rg:lorted alcoholic beverages and, if so, 
whether these increases have been for all i1rg:lorted alcoholic beverage 
items generally or confined to certain types of products, such as 
expensive champagnes? 

4. Is there information indicating that your "prbnaxy source" laws have 
affected the volume of alcoholic beverage mports, or the number of 
alcoholic beverage mporters, wholesalers, and/or retailers? Please 
explain. 

5. Have your "primary source" laws made it more or less difficult to collect 
your state's alcoholic beverage excise taxes? Please explain. 

6. Have "primary source" laws mposed any special state government 
administrative burdens, such as verification and enforcement of 
mporters' designations? Please explain. 

7. How common is it that out-of-state producers designate only one or a 
small number of mporters for their product? If this occurs, does it 
tend to be primarily for expensive 1-lines and champagnes, or for more 
moderately priced items too? 
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STATE SURVEY REGARDING PRTI1ARY SOURCE rAWS FOR 
ALCOHOLIC BEVERAGE ll1roRI'S 

NAME OF STATE: 
CONTACT PERSON: ___________ _ Thone: 

1. Does your state have "prilnaJ::y source" laws, which require that 
licensed importers of alcoholic beverages from outside your state be 
specifically designated by a beverage's domestic or foreign producer to 
handle that product? 

(a) If yes, when were the laws passed and to what alcoholic beverages 
do they apply? 

(b) If no, have there been unsuccessful attempts to enact such laws? 

.2. Were your "prilnaJ::y source" laws enacted in order to halt the activities 
of "grey market" importers who were bypassing established importing 
and wholesaling channels, or were there other factors involved? 

3. Is there information which indicates that your "prilnaJ::y source" laws 
have increased the prices of imported alcoholic beverages and, if so, 
whether these increases have been for all imported alcoholic beverage 
items generally or confined to certain types of products, such as 
expensive champagnes? 

4. Is there information indicating that your "prilnaJ::y source" laws have 
affeCted the volume of alcoholic beverage imports, or the nUlliber of 
alcoholic beverage importers, wholesalers, and/or retailers? Please 
explain. 

5. Have your "prilnaJ::y source" laws nade it more or less difficult to collect 
your state's alcoholic beverage excise taxes? Please explain. 

6. Have "prilnaJ::y source" laws imposed any special state goverrnnent 
administrative burdens, such as verification and enforcement of 
importers' designations? Please explain. 

7. How cormnon is it that out-of-state producers designate only one or a 
small nUlliber of importers for their product? If this occurs, does it 
tend to be primarily for expensive wines and champagnes, or for more 
moderately priced items too? 
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William G. Hamm 
January 24, 1986 
Page Two 

B. SB 1211 - Since the provisions of the new statutes that 
would be created by this bill appears to be enforceable 
only by civil remedy by the aggrieved party, it would 
appear no regulatory responsibility would be fixed with 
the Department. Since the Department now processes and 
administers territorial agreements under existing law, 
no new responsibilities would be incurred in this regard. 
No new forms or filings would be necessary. We would, 
however, face the task of attempting to explain and 
interpret the provisions of the statutes in response 
to questions from the industry. 

2. Anticipated Costs 

A. SB 589 - There are over 1,200 licensees in California 
who have the privilege of importing wine. We estimate 
that approximately 700 do in fact import wine and that 
the remaining 500 import beer exclusively. 

Based on past complaints and inquiries from the industry, 
we estimate that no less than twenty investigations .per 
year would take place in connection w'i th the "authorized 
importer" provisions of the statute. Since the amount of 
evidence necessary to prove a violation. is relatively 
small and fairly easily obtainable we estimate that the 
average investigation would require approximately 20 
person hours plus another 5-7 hours if an administrative 
hearing is necessary. All considered, one investigator 
position could handle the increased workload assuming 
complaints are minimal and the Department's enforcement 
approach is a passive one. . 

A more aggressive enforcement policy where a regulation is 
promulgated, notices sent, brand owner files maintained 
and kept current, and a periodic inspection program 
implemented, would require a ~ clerical position and 
approximately two investigator positions. 

With regard to the costs involved in administering the 
trade barrier certification, they would be proportional 
to the existence of information available to make the 
determination - i.e. if the federal government now maintains 
such information it is likely the additional \'1orkload 
could be assumed without an increase in staff. On the 
otherhand if it must be retrieved, correlated, analyzed, 
etc., it would be difficult now to determine the number 
of positions required to compile the information. 

Our opinion of the direct effects on the approximately 
50,000 retailers that sell , ... ine in California is that 



STATE OF CALIFORNIA GEORGE DEUKMEJIAN, Go\ll5'mor 

DEPARTMENT OF .ALCOHOLIC BEVERAGE CONTROL 
1901 BROADWAY, SACRAMENM': 95818 

(916) 445-3221 

Hr. William G. Harnm 
I,egislRtive Analyst 
California Legislature 

... .. ' , 

RECfo~Vfn 
rJAN 27 1986 

925 L Street, Suite 650 
Sacramento, California 95814 

Dear Mr.· Hamm: 

January 24, 1986 

This is in reply to your letter of October 16, 1985, requesting 
our response to certain questions pertaining to Senate Bills 589 
and 1211. 

1. Administrative and Regulatory Responsibilities 

A. SB 589 - In order to enforce the prohibition on importa
tions by non designated, non authorized importers, the 
Department would be required to determine the identity 
of the actual brand owner. Under a passive enforcement 
program where investigations are initiated only on the 
basis of complaints, the required information could be 
obtained by correspondence ~vi th the brand mmer after 
his identity had been established. 

Under an active enforcement program, the promulgation 
of a regulation that requires all brand owners of wine 
to register the identity of all authorized importers with 

~
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the Department would be done. Brand owners would also C 
be required to keep this information current. 

As to the trade barrier certification provision, assuming 
the Department is assigned the responsibility of 
determining the existence and extent of trade barriers 
in the European Economic Coro.m.lmi ty, the establishment C 
of an information gathering and monitoring system would be 
necessary. It is not known at this time whether such 
trade barrier information in a form sufficient to allow 
certification by the Governor is available through the 
Federal Government. Gathering such information would at 
best require close liaison .lith other state and federal C 
governmental agencies if the information is already being 
published. If it is not, a direct line system \'lOuld be 
necessary in order to obtain the base data information 
from available sources. 
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William G. Hamm 
January 24, 1986 
Page Four 

However, we know of no studies or research data that would 
validate many of the arguments heard from both sides of this 
issue. 

I trust this has been responsive to your letter. If we can be 
of further assistance, please feel free to calIon us. 

c;;~o~ 
JRS:tnl Director 

cc: Howard Gould 
Business, Transportation and Housing Agency 



STATE OF CALIFORNIA 

STATE BOARD OF EQUALIZATION WilliAM M. BENNETT 
first District, Kentfield 

1020 N STREET. SACRAMENTO. CALIFORNIA 
(P.O. BOX 1799. SACRAMENTO. CALIFORNIA 95808) 

CONWAY H. COLLIS 
Second District, Los Angeles 

Telerhone (916) 445-3956 ERNES r J. ORONENBURG. JR. 

Mr. William G. Hamm 
Legislative Analyst 
925 L Street, Suite 650 
Sacramento, CA 95814 

Dear Mr. Hamm: 

December 6, 1985 

This is in response to your letter of October 16, 1985, 
regarding Senate Bill 589 and Senate Bill 1211 which were 
considered by the Legislature this past year but did not 
become law. Our comments are numbered to correspond to 
the quesj:ions in your lett.er: 

1. The alcoholic beverage tax on beer is collected 
from manufacturers in this state when the beer 
is withdrawn from bond, and from importers when 
the beer is imported into California. Since 
beer is already tax-paid when it is sold by 
a manufacturer, importer, or broker to a beer 
wholesaler the provisions of SB 1211 regulating 
agreements between beer suppliers and beer 
wholesalers would have no effect on the admin
istration of the alcoholic beverage tax. 

The alcoholic beverage tax on wine is collected 
from vintners in this state when the wine 
is withdrawn from Bond, and from importers 
"WIlel'l Llle wine is imj?o·~·ted into California. 
Tax returns filed by wine importers are matched 
to information returns filed by common carriers. 
These same returns would be filed and matched, 
and our other compliance, auditing, and 
collection activities would be continued in 
the same manner regardless of any "primary 
source" restrictions placed on California 
wine importers. No new tax-related documents 
would be required. Consequently, the pro
visions of SB 589 would have no impact on 
Board operations. 

2. The provisions of SB 589 and SB 1211 would 
have no significant effect on the Board's 
staffing, workload, or costs. Although 
the provisions of SB 589 might have some 

Third District, San Diego 

RICHARD NEVINS 
f?vrth District, Pasadena 

KENNETH CORY 
ControJler, Sacramento 

DOUGLAS D. BELL 
ExeCu/i...e Secretory 
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William G. Hamm 
January 24, 1986 
Page Three 

It will be very minimal. Retailers who would most 
likely oppose the bill are those that sell higher premium 
imports (specialty stores) and large volume warehoUse 
outlets. For different reasons, both types of retailers 

c 

c 

do not want to lose the ability to negotiate directly ( 
with foreign market sources, bypass the exclusive or 
authorized U.S. importer, and arrange with a California 
importer/wholesaler to clear through U.S. Customs, wines 
already purchased on the open European Market. 

The same relative effect would hold true at the vlholesale C 
level. If the bill is passed, small, independent importer/ 
wholesalers would lose the potential for supplementing 
regular income by clearing periodic shipments for large 
chain buyers and specialty customers. The larger established, 
"authorized" importer/wholesalers would no longer continue 
to lose an unknown percentage of total wine sales to the C· 
smaller wholesalers. 

B. SB 1211 - ,'Ie do not envision any additional or significant 
costs to the Department that would result form the passage 
of this bill. Violations of the nel" chapter are remediable 
only by civil recourse and we see no requirement on the C 
Department to investigate violations or impose penalties. 

3. Effects on Prices 

Since the California alcoholic beverage market is distinctly 
unique from other marketing areas of the nation, and because C 
there exists no historical basis upon which to draw comparisons, 
we have no definitive opinion of how distilled spirits 
affirmation has effected prices. The same holds true for 
the effect on the number of total available wholesalers. 
Logic together "1"11 th a basic understanding of marketing 
principles would suggest that fewer importers correlates C 
to higher prices because the authorized importers must share 
advertising and merchandising costs with their brand owners 
and establish distribution networks satisfactory to those 
brand owners. This necessarily results in overhead expenses 
which are passed on. 

Importers/wholesalers who are able to obtain fast moving 
brands are able to sell the product for less money because 
they do not have the shared responsibility with the brand 
owner for merchandising and promoting the product that the 
importers must abide by. 
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Mr. William G. Hamm -2- December 6, 1985 

effect on the composition of wine importers, 
we doubt that the aggregate number of importers 
would change significantly. It should be 
noted that the administration of the tax 
on imported wine is a very small program. 
There were only 1521 beer and wine taxpayer 
licenses in effect on June 30, 1985, and 
most of these were in-state beer manufacturers, 
in-state vintners, and beer importers. The 
total annual revenue from the tax on wine 
ic less than ~S ~illion and relativ81y little 
of this is from imported wine. 

3. We do not believe that the provisions of 
SB 589 and SB 1211 would affect sales and 
use tax or excise tax revenues from alcoholic 
beverages. Such revenue is a function of 
alcoholic beverage consumption and the effect
iveness of tax administration. The provisions 
of these bills would not make it easier 
to trace beverage transactions and would 
not otherwise affect the administration 
of the taxes involved. 

4. We do not believe that the "primary source" 
requirement for distilled spirits has made 
it easier to collect the full amounts of 
excise tax and sales and use taxes owed 
on distilled spirits. The sales tax is 
collected on retail sales and the distilled 
spirits tax is collected on sales by wholesalers 
to retailers. Distilled spirits are tracked 
from the time they are manufactured in this 
stc.tc, or importt:cJ. iIi".0 ·th 1_5 sLate, lAnt.il 
they are sold to a retailer. Consequently, 
regulation of the source of distilled spirits 
is irrelevant to the administration of the tax. 

I hope that this information is helpful to you. If you 
have any further questions, please let us know. 

DDB:kw 
cc: Mrs. Margaret Boatwright 

Sincerely, 

~~ lL J. I3cPc ':1---' j' 

Douglas D. Bell' 
Executive Secretary 
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APPENDIX I 

COMPUTATIONS OF POTENTIAL FISCAL EFFECTS 

In order to provide an illustration--not an estimate--of a primary 

source law's potential effects on state revenues, assumptions are necessary 

regarding: 

• The level of prices of gray marketed wines and other wines whose 

prices would be affected by a primary source law (that is, the 

"average price" factor), and the extent to which these prices 

would rise under a primary source law (that is, the "price 

increase" factor). 

• The extent to which the physical sales volume would decline for 

wines whose prices rise due to a primary source law (that is, the 

"price elasticity" factor). 

Based on the survey data which we collected, together with other 

research findings and basic economic theory, we believe it is reasonable to 

assume that: 

• The portion of total imported wines that either are being gray 

marketed now or could go up in price if a primary source 

requirement was imposed, falls in the range of 20 percent to 40 

percent for champagnes, and 3 percent to 10 percent for 

nonchampagne wines; 

• The price of wines affected directly or indirectly by a primary 

source law would increase anywhere from 5 percent to 25 percent; 

• The "average price" of wines affected by a primary source law 

would range from $15 to $25 per bottle in the case of champagnes, 

and from $8 to $18 per bottle in the case of nonchampagne wines; 
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Results 

• The price elasticity of demand for affected wines would range 

from 0.5 to 1. 5 (that is, for each 1 percentage point increase in 

their prices, demand for these wines would decline by between 0.5 

and 1.5 percentage points); and 

• The extent to which reduced (increased) expenditures for those 

wines directly affected by a primary source law are offset by 

increased (reduced) expenditures on other wines and/or nonwine 

items, would range from zero to 80 percent. (Thus, for example, 

if an average consumer's spending on affected wines rose by $200, 

his response would range anywhere from making no change in his 

expenditures on other items to reducing them by $160.) 

Table I-I shows what the direct effects of a primary source law for 

wines would be on state revenues, given the assumptions listed above. It 

indicates that the revenue effects would range from a loss of nearly 

$850,000 per year to a gain of around $700,000 per year, depending upon the 

particular scenario. 1 The table also shows that: 

• In the majority of scenarios, the direction revenue effect is 

negative. In fact, positive revenue effects occur ~ when the 

"price elasticity" factor is low, and even in these cases the 

negative effects disappear when the "expenditure offset" rate is 

high. 2 

g The sheer magnitude of the revenue effect becomes smaller as the 

"expenditure-offset" rate becomes higher. For example, Table I-I 

shows that the annual revenue loss associated with a "price 
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Table I-I 

Assurptions 
Regarding Share of 
Imports and Average 
Pri ces of Affected 

Imported Wine Brands 

Effect of a Prirrary Source Law on State Revenues Under Alternative Assurptions 

Average 

Affec¥ . Avera~ 
Share Price 

A. La.! Share 

Chanpagnes 
Other wines 

B. Survey-Based Share f 

Chanpagnes 
Other wines 

C. High Share 

Chanpagnes 
Other wines 

20% 
3 

30 
5 

40 
10 

--

$25 
18 

20 
12 

15 
8 

Increase in 
Prices of 
Affected 
Imported 

Wine 
Brands 

25% 
15 
5 

25 
15 
5 

25 
15 
5 

Direct Annual State Revenue Effect (dolljlrs in thousarKfs)a 
EXpendi tUre.:rn'fset RateU 

0% 20% 50% 00% 
Price Elasticitye Price Elasticitye Price Elasticitye Price Elasticitye 
0.5 1.0 1.5 0.5 1.0 1.5 0.5 1.0 1.5 0.5 1.0 1.5 

544 -31 -607 340 -31 -402 
327 -19 -364 204 -19 -241 
109 -6 -121 68 -6 -80 

625 -47 -720 387 -47 -481 
375 -28 -432 232 -28 -289 
125 -9 -144 77 -9 -96 

713 -64 -842 439 -64 -567 
428 -39 -505 263 -39 -340 
143 -13 -168 88 -13 -113 

117 -31 -180 -6 
70 -19 -107 -4 
23 -6 -36 -1 

127 
76 
25 

-47 -221 -16 

138 
83 
27 

-28 -132 -10 
-9 -44 -4 

-64 -267 -28 
-39 -160 -17 
-13 -53 -6 

-31 -57 
-19 -34 
-6 -11 

-47 -78 
-28 -46 
-9 -15 

-64 -101 
-39 -60 
-13 -20 

a. Includes direct state revenues fran California's alcoholic beverage excise tax on wine and general sales and use tax. Excludes direct 
local sales and use tax revenues, and indirect state revenue effects such as fran the personal inca:e tax and bank and corporation tax. 

b. Represents (il the percent of the decrease (increase) in expenditures on prirrary-source-affected imported wines that results in a 
partially offsetting increase (decrease) in expenditures on other ifllXJrted and darestic wines, and (ii) the percent of the rerraining 
difference that results in a partially offsetting increase (decrease) in expenditures on nonalcoholic-beverage products subject to the 
sales and use tax. 

c. Share of import volLfTE for each category of wine that experiences price increases directly attributable to a prirrary source requirerent. 
The total import volLfTES to viJich these percentages are applied in the revenue-effect carputations are 717,100 cases for sparkling wines 
and chanpagnes, and 5,753,000 cases for other wines (these figures are .estirrates of 1984 consurption as published in 
Jobson's Wine Marketing Handbook, 1985 edition, page 39). One case of wine equals on the average about 2.8 wine galloos, viJile a gallon 
is equivalent to about five 75O-milliliter bottles. 

d. Average price per 750 mill il iter bottle. 
e. Defined as the percentage decline (increase) in the q;antity of wine derranded in response to a 1 percent increase (lB;line) in the price 

of wine. Total expenditures on 11 product will, in response to a price increase, rise if price elasticity is less thim unity, rerrain 
unchanged if elasticity equals unity, and fall if elasticity exceeds unity. 

f. Based upon survey responses fran California wine importers, viJolesalers, retailers, and producers, as discussed in Chapter III. 

(' i-.... · c 0. ./"""; :--. c; ~ :-... ~ .. 
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increase" factor of 15 percent, a high "affected share" factor; 

and a "price elasticity" of 1.5, declines from $505,000 to 

$60,000 as the "expenditure offset" factor rises from zero to 80 

percent. 

No one can say with absolute certainty exactly what the correct 

assumptions are regarding affected shares, avera~e prices, price increases, 

elasticities, and expenditure offsets. However, based on our survey data, 

other research information and economic theory, we believe that it is most 

realistic to assume that the expenditure-offset rate will be at least 50 

percent, and the price-elasticity factor will be at least equal to unity.3 

Given this, the data in Table I-I lead us to conclude that: 

• The revenue effects will be negative, and 

• The annual magnitude of these revenue losses would range from a 

relatively negligible amount up to a couple hundred thousand 

dollars, depending on the specific assumptions used. 

Our own belief is that the expenditure-offset rate could easily be 

closer to 80 percent than 50 percent, given that wine collectively has a 

somewhat inelastic demand (discussed in Chapter V).4 In this case, Table 

I~l indicates that a maximum revenue loss of about $100,000 annually would 

occur. 
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Footnotes to Appendix I 

1. The revenue effects shown in Table I-I do not include the effects ·on 
local sales tax revenues. On a statewide basis, these local sales tax 
revenue effects amount to about 32 percent of the state sales tax 
revenue effect. 

2. Positive revenue effects only occur when increased sales tax revenues 
are sufficiently large to offset reduced excise tax revenues. In order 
for sales tax revenues to rise, wine-related expenditures would have to 
rise in response to wine price increases. This would occur if the 
affected wines are "price inelastic." 

3. It was not possible for us to estimate the price elasticity of demand 
for gray market wine imports because industry representatives did not 
provide us with their estimates of total wine imports by brand, or how 
their individual prices and sales volumes have responded to gray 
marketing. Some imported wines undoubtedly are price inelastic. 
However, many of the importers, retailers and other wine-industry 
participants indicated to us during the course of our research that 
they had observed many cases of "price elastic" wine products, for 
which sUbstantial sales volume increases had occurred due to gray 
market price reductions. 

4. A relatively high expenditure-offset rate is especially likely to the 
extent that individual wine brands are fairly price elastic while total 
wine demand is fairly price inelastic, since this implies a high degree 
of interbrand substitutability. A high expenditure-offset rate is also 
likely when consumers view wine expenditures as only one part of some 
fairly fixed portion of their budget that they are willing to regularly 
allocate for various eating and entertainment-type purposes. 
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