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Research Question
What is the competitive position of Ontario's wineries, and how will it be affected by trends in alcoholic beverage
retailing and possible reform of NAFTA?

Methods
calculating comparative advantage in wine, using regression analysis to explain wine pricing, using survey
evidence to determine economies of scale

Results
Ontario's wines are priced higher than those of major competitors, after controlling for wine characteristics, and
regulations prevent wineries from exploiting economies of scale.

Abstract
Since the 1980s, Ontario’s wine industry has experienced rapid growth in the number of wineries, quality of wines,
and amount of wine produced. However, it still operates in a environment for wine retailing that is a legacy of the
prohibition era, and is subject to constraints that were built into the 1986 Free Trade Agreement with the United
States (which were then incorporated into NAFTA). Ontario is the province with the largest wine industry, with
British Columbia’s output only about half of Ontario’s, and other provinces’ wine output being negligible. It is
argued in this paper that the Ontario’s regulations on wine retailing and NAFTA’s provisions on wine trade with the
United States inhibit the further development of Ontario wineries.
While Ontario’s liquor control board, the LCBO, no longer tries to discourage wine sales, the existence of a
government-run quasi-monopoly nevertheless restricts the options wineries have for selling their wines. As for
NAFTA, it includes provisions that authorize Canada to continue the protection of Canadian wineries, but not to
increase it beyond what was in place in the mid-1980s. While that protection may have seemed appropriate at that
time, Canada’s wine industry is now in a position to face international competition. Paradoxically, the protection
that was grandfathered--namely the ability some Canadian producers have to operate a certain number of off-
winery stores (in addition to retailing through the provincial liquor monopolies), distorts domestic competition by
inhibiting the ability of Canadian wineries to compete with the 2 Canadian producers that own the licenses to
operate most of those stores. And within Canada, free trade of wine across provincial borders is restricted by the
monopoly position of the provincial liquor control boards, which require that individuals and wineries purchase and
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sell wine only through them (with a few exceptions).
In short, the Canadian wine market is a crazy-quilt of archaic regulations that are widely recognized as such. Some
provinces have removed restrictions on alcoholic beverage retailing. For instance, Alberta has closed provincial
liquor stores and allowed competition among private retailers, while the BC government has authorized private
stores to compete with provincially-run liquor stores. The Ontario government has made more modest changes. In
2017, it allowed a limited number of grocery stores to retail wine and beer, though in a way that physically
separates alcohol retailing from groceries. It has also allowed wineries to sell at farmers’ markets, though subject
to a number of restrictions.
Thus, Ontario’s wine market is evolving, albeit very slowly. This inertia can be explained by the fact that there are
powerful forces working to maintain the status quo. The LCBO is a large bureaucracy with plum jobs, and
directorships often go to those previously involved in government. Workers receive generous benefits, and are
represented by unions that argue that privatization would mean destroying “good jobs” and their replacement by
lower-paid positions without pensions. On the other side, the LCBO provides attractive stores with a good range of
choices so that consumers do not complain too much, despite the restrictions on consumer sovereignty and the
cost to taxpayers. Comparison with Alberta suggests that private retailers could operate more efficiently, meaning
that government revenues could be increased without raising prices.
Three factors suggest nevertheless that further changes are in store for alcoholic beverage retailing in Ontario,
and in Canada more generally. First, the baby steps taken by the Ontario government are unlikely to satisfy those
in favor of greater competition; on the contrary, they may stimulate more far-reaching demands once the benefits
of greater access and the arbitrariness of the allocation of grocery-store beverage licenses are recognized Second,
the restrictions on inter-provincial trade in alcohol have been successfully challenged in the courts, and it seems
likely that the provinces will have to liberalize in some way, perhaps part of an initiative to remove restrictions
more generally on inter-provincial trade--including increasing the ability of firms located in other provinces to bid
on municipal or provincial government contracts. Third, the current renegotiation of NAFTA (and its possible
abandonment by the United States) may change the protected status of existing off-winery stores and lead to a
more even playing field for Canadian wineries.
This paper updates the data presented in AAWE Working Paper 191 (“The Competitive Position of Ontario’s White
Table Wines,” January 2016), which collected data off the LCBO’s website for Ontario wines and for white table
wines produced by wineries in four major competitor countries, namely Argentina, Chile, France, and Italy. Panel
regressions control for grape varieties, age, alcohol and residual sugar content. In the data for 2011-12, Ontario
wines were notably higher-priced than those of their competitors. This helps explain why, though they have
notably increased in quality, their share of the wine Ontario market has not increased over the past 3 decades. The
most recent data show once again that Ontario wines are expensive after controlling for other wine characteristics-
-though that gap has narrowed. Moreover, Canada’s wine exports continue to be miniscule, and its “revealed
comparative advantage” in wine is well below the critical value of unity.
The paper goes on to argue that changes in regulations with regard to alcoholic beverage retailing and competition
among wineries are necessary for Ontario wineries to thrive. A recent survey of Ontario’s wineries presents
evidence of strong economies of scale in wine production. The smaller wineries’ profit margins are negative, and
only the very largest make a decent return. Yet the structure of wine retailing makes it difficult for smaller wineries
to market their wines and increase their market share to levels where they can reap economies of scale. And the
provisions of NAFTA maintain the retailing advantages of the two largest wine retailers whose off-winery stores are
grandfathered.
In sum, Ontario wineries face considerable challenges. In addition to the fierce competition from other grape-
growing countries, these include an archaic regulatory structure for retailing and the lack of a level playing field for
competition among domestic wineries. As argued in this paper, however, it seems likely that forces are in train
that may lead to liberalization of Canadian wine markets, with benefits for Ontario producers.


