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Why Tax?



"Sugar, rum, and
tobacco, are
commodities which are
no where necessaries
of life, which are
become objects of
almost universal
consumption, and which
are therefore extremely
proper subjects of
taxation.

i www.tobacconomics.org
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Why Tax?

o Efficient revenue generation

* Primary motive historically and still mostly
true today

* \ery efficient sources of revenue given:
Historically low share of tax
Relatively inelastic demand
Few producers and few close substitutes

One of many goods/services that satisfies the
“Ramsey Rule”

i @tobacconomics



Federal Beer Tax and Tax Revenues
1945-2013, Inflation Adjusted
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Why Tax?

 Promote public health

e Increasingly important motive for higher tobacco taxes,
new food/beverage taxes in many jurisdictions
. Less so for alcoholic beverage taxes

« Based on substantial and growing evidence on the
effects of taxes and prices on use and its

consequences
. Particularly among young, less educated, and low income
populations

i www.tobacconomics.org



Why Tax?

e Cover the external costs of tobacco and
excessive alcohol use

 Less frequently used motive

e Account for costs resulting from tobacco, alcohol use

Imposed on non-users

. Increased health care costs, lost productivity, property
damage, criminal justice costs, etc. caused by exposure to
tobacco smoke among non-smokers, harms incurred by
non/moderate drinkers

 Can also include “internalities” that result from
addiction, imperfect information, and time inconsistent
preferences

i @tobacconomics



Economic Costs of Excessive Alcohol

Consumption & Alcohol Tax Revenues
United States, 2010

Tax Revenues I $15.7
Billion Dollars

$0.0 $50.0 $100.0 $150.0 $200.0 $250.0

nin Sources: Tax Policy Center, 2018; Sacks et al., 2015



Impact of Tax and Price

on Drinking and Its

Conseguences



Alcohol Prices & Drinking

 Extensive econometric and other research shows
that higher prices for alcoholic beverages
significantly reduce drinking:

« 10 percent price increase would reduce:

Beer consumption by 1.7 to 4.6 percent

Wine consumption by 3.0 to 6.9 percent

Spirits consumption by 2.9 to 8.0 percent

Overall consumption by 4.4 percent

Heavy drinking by 2.8 percent

Generally larger effects on youth and young adults

Source: Wagenaar et al., 2009



Beer Tax and Binge Drinking Prevalence
US States, 2010

State binge drinking prevalence(%) (year=2010)
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Beer Taxes and Binge Drinking

Graph 7. Current beer excize taxes and the percentage of 18-20 vear olds that hinge drink.
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Alcohol Prices & Conseguences

 Extensive econometric and other research shows
that higher prices for alcoholic beverages
significantly reduce:

« Drinking and driving, traffic crashes, and motor-
vehicle accident fatalities

Source: Xu & Chaloupka, 2011; Wagenaar et al., 2010



Alcohol Prices and Alcohol-Related Traffic
Fatalities, US, All Ages, 1987-1993
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Alcohol Prices and Alcohol-Related Traffic
Fatalities, US, Ages 16-20, 1987-1993
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Alcohol Prices & Conseguences

Econometric and other research shows that higher
prices for alcoholic beverages significantly reduce:

« Deaths from liver cirrhosis, acute alcohol poisoning,
alcohol-related cancers, cardiovascular diseases, and
other health consequences of excessive drinking

* Violence (including spouse abuse, child abuse, and
suicide) and other crime

« Other consequences of drinking, including work-place
accidents, teenage pregnancy, and incidence of sexually
transmitted diseases

Source: Xu & Chaloupka, 2011; Wagenaar et al., 2010



Alcohol Prices & Conseguences

 Recent systematic review concluded:

- Doubling of alcohol taxes would reduce:
 Alcohol-related mortality by 35%
e Traffic crash deaths by 11%
e Sexually transmitted disease by 6%
* Violence by 2%
e Crime by 1.4%

Source: Wagenaar et al., 2010



Alcohol Prices and Educational
Qutcomes

» Several studies examine impact of alcoholic beverage prices on
various measures of educational attainment and related outcomes:

*Yamada et al. (1996) conclude that higher prices would raise the
likelihood of high school graduation

» Cook and Moore (1993) find that higher prices would increase
the probability of attending and graduating from a four year
college or university

» Our analyses of HCAS (Williams, et al. 2002; Powell et al.
2002) find that higher prices improve college student study
habits, reduce frequency of missing classes and likelihood of
falling behind in school, and lead to higher grade point averages



Other Pricing Policies

« Many other policies directly or indirectly influence
retail prices for alcoholic beverages:

e Minimum pricing/markup policies
e Limits on price promotions
e Quantity discount bans

 Licensing restrictions

* Increasingly being challenged, overturned in many
states

 TFWS in Maryland, Costco in Washington, Wal-Mart in
Texas, eftc.



Comparing/Contrasting

Tobacco & Alcohol Taxes
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Cigarette Prices and Adult Smoking Prevalence
United States, 1970-2014
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% Ever Smokers Who Have Quit
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Price per Pack (2014 Dollars)
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State Cigarette Excise Tax Rates — 2000
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State Cigarette Excise Tax Rates — 2006
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State Cigarette Excise Tax Rates — 2012
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State Cigarette Excise Tax Rates
January 1, 2018

Chicago$

<4
\ NH
‘ MA
“ ~——RI
n ' )

M > $3.00 per pack

B $2.00-$2.99 per pack
B $1.50-$1.99 per pack
I $1.00-$1.49 per pack
-~ [] 50-99 cents per pack

[ 1<50 cents per pack

i @tobacconomics



State Cigarette & Beer Tax Increases, 2000-2015
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il Sources: Campaign for Tobacco Free Kids; NIAAA Alcohol Policy Information System; Brewers Almanac
Note: Does not show the multiple reductions in beer taxes and the few reductions in cigarette taxes



State Beer Excise Tax Rates — 2017
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WI also apply different rates according to alcohol content, place of production, size of
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- included in AL ($0.52) and GA ($0.53). Sales tax specific to alcoholic beverages included in AR,
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""I included in AR and RIl. Wholesale tax rate converted into a gallonage escise tax rate included Source: Tax Foundation, 2017
in KY (10.5%) and TN (17%).



Decade of Last Permanent Beer Tax
Increase
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Average Beer & Cigarette Taxes
United States, Inflation Adjusted 1973-2012
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Alcoholic Beverage & Tobacco
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1953 1958 1963 1968 1973 1978 1983 1988 1993 1998 2003 2008

m=m Alcoholic Beverages  ess»Tobacco Products

Source: Tax Burden on Tobacco, Brewers’ Almanac, and author’s calculations



Economic Impact

Myths & Facts



Common Oppositional Arguments

e Alcohol and tobacco industries use several
common arguments in opposition to tax
Increases:

 Won't have the intended impact in terms of
reducing use and consequences

 \Won't generate the anticipated revenues

e Wil lead to extensive tax avoidance and tax
evasion

 Will harm poor and working class consumers

 Will lead to massive job losses

i @tobacconomics



Impact on Revenues



Impact on Revenues

By J Scott Moody, 4/2/08, from an AP story:

AUGUSTA — “A coalition of health groups today
urged lawmakers to increase the cigarette tax by a
$1 per pack, saying the increase will encourage
more people to quit smoking and generate more
money for health programs.

Translation: Fewer people smoking equals more
cigarette tax revenue? Someone needs a math

lesson.”

i @tobacconomics


http://news.mainetoday.com/updates/024705.html
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Positive Effect of Tax Increases on
Revenues Results from:

Low share of tax in price:

* In US, state taxes account for about 25% of price on
average

« total taxes account for less than half of price, on
average

e Implies large tax increase has much smaller impact on
price

Less than proportionate decline in

consumption:
* 10% price increase reduces consumption by 4%

www.tobacconomics.org



Sustainability of Cigarette Tax
Revenues

Some suggest increases In revenues
won’t be sustained over time

* Looked at significant state tax increases
over past 20 years where increase was

maintained for at least 5 years

» Separately for states with major tobacco control
programs

i @tobacconomics



Sustainability of Cigarette Tax
Revenues

 All significant state tax increases resulted in
significant increases In state tax revenues

e [ncreases in revenues sustained over time In
states without tobacco control programs

e Revenues decline In states with tobacco
control programs, but are significantly higher
than before tax increase

e Tobacco tax revenues more predictable than
other revenues

i @tobacconomics



Beer Taxes & Revenues, lllinois, 1994-2013
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Beer Tax & Revenues, New York, 1990-2008
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Impact on Tax Avoidance
& Tax Evasion



Tax Avoildance & Evasion

April 1, 2008 — New York Sun

e A pack of premium cigarettes in New York City now costs
$7 or $8; prices would rise to above $9. Opponents of the
tax increase argue that higher prices would drive smokers
to seek ways to evade the law and purchase cheaper
cigarettes from smugglers or in neighboring states, blunting
potential revenue gains for the state. "It's a black market
gold mine," a senior fellow at the Manhattan Institute, E.J.
McMahon, said of the proposed tax.

i @tobacconomics



Figure 7. State Cigaretie Importing/Exporting Shares, 2010-2011

Importing States
High: =30%
Moderata; 1 0:-20%

[] Lowe <10%

-

- HS

Mortz: ﬂz'mlmﬂmtmm:rﬂummuhﬁrhghimmm:h:lu-:thd-:dh‘l:dhn:h'nhn
fanes are L ring staies” are hose where some iobacom products | for consumpbion within that skie are purchased by consumers from
cutside of He stale o avoid or svade their “home™ Ees.

Saume: Creaied tom data in Mabonal Fesegech Council and Instihie of Medicine, 2115

i @tobacconomics



Trends in Net Tax Avoidance &
Evasion In the United States
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Tax Avoildance & Evasion Do NOT
Eliminate Health Impact of Higher Taxes
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Tax Avoildance & Evasion
Do NOT Eliminate Revenue Impact of
Higher Taxes
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		CigTaxSales

				2001		2002		2003		2004		2005		2006

		Dec		21,703,211		19,443,772		19,045,817		22,809,017		13,995,732		11,174,119

		Jan		22,951,722		23,238,417		17,498,611		14,875,589		13,743,809		9,785,922

		Feb		20,271,778		16,064,333		16,659,839		21,011,100		13,743,809		13,765,715

		Mar		19,983,189		19,421,406		15,053,950		25,279,794		13,743,809		12,719,968

		Apr		19,874,872		20,132,922		20,469,672		24,412,578		13,743,809		8,006,118

		May		25,331,717		18,635,778		18,453,989		9,189,185		13,743,809		8,148,154

		Jun		22,267,039		24,757,589		19,995,483		13,401,430		13,743,809		10,022,748
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		Sept		20,379,900		18,112,117		20,160,089		14,470,508		13,743,809		8,940,598

		Oct		23,705,506		19,824,422		19,814,294		13,731,145		13,743,809		8,940,919

		Nov		21,446,878		18,986,011		17,078,850		14,184,490		13,743,809		7,682,365
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		Dec		$3,906,578		$3,499,879		$3,428,247		$4,105,623		$13,995,732		$11,174,119

		Jan		$4,131,310		$4,182,915		$3,149,750		$2,677,606		$13,743,809		$9,785,922

		Feb		$3,648,920		$2,891,580		$2,998,771		$3,781,998		$13,743,809		$13,765,715

		Mar		$3,596,974		$3,495,853		$2,709,711		$4,550,363		$13,743,809		$25,439,935

		Apr		$3,577,477		$3,623,926		$3,684,541		$24,412,578		$13,743,809		$16,012,236

		May		$4,559,709		$3,354,440		$3,321,718		$9,189,185		$13,743,809		$16,296,307

		Jun		$4,008,067		$4,456,366		$3,599,187		$13,401,430		$13,743,809		$20,045,496
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Curbing Tobacco Tax
Avoldance & Evasion

» Adopt the “Three-Legged Preventing and Reducing

Stool” approach lllicit Tobacco Trade

i i ] in the United States
— License of all involved In >

tobacco product
manufacture, import,
distribution, and retall sales

— Apply high-tech tax stamps

— Increase enforcement
resources and levy strong
penalties on violators

Source: CDC, 2015

i www.tobacconomics.org



Alcohol Tax Avoidance &
Evasion

o Little evidence of alcohol tax avoidance & evasion
» taxes very low relative to prices
e more costly to avoid/evade taxes

 lllinois — recent experiences with beer taxes

 |L — raised tax from 7 cents/gallon to 18.5 cents/gallon,
August 1999; again to 23.1 cents/gallon September 2009

e lowa — 19 cents/gallon throughout
 Indiana - 11.5 cents/gallon throughout
* Wisconsin — 6.45 cents/gallon throughout



Percent Change in State Beer Taxes Revenues,
I, IN, IA & WI, 1998-2000
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Percent Change in Beer Taxes Revenues
IL, 1A, IN, WI 2008-2010

25%

22.7%

20% -

15% -

10% -

5% -

0% -

IL A

-1.0%

-5% -3.6%

4.2%
Source: Brewers' Almanac, 2013, and author’s calculations



Impact on the Poor



Impact on the Poor

July 23, 2010 — San Francisco Examiner

o “Democrats are relying more heavily in their midterm 2010
election message that Republicans care nothing about the
poor. Conveniently absent from this analysis is Republican
opposition to President Barack Obama’s cigarette tax
Increase...... While higher cigarette taxes do discourage
smoking, they are highly regressive. Analyzing a slightly less
severe proposal in 2007, the Tax Foundation noted that ‘no
other tax hurts the poor more than the cigarette tax.” Peyton
R. Miller, special to the Examiner.

i @tobacconomics



Impact on the Poor

 Concerns about the regressivity of
higher alcohol & tobacco taxes

« Alcohol and tobacco excise taxes are regressive, but
tax increases can be progressive

o Greater price sensitivity of poor — relatively large
reductions in use among lowest income
populations, small reductions among higher
Income populations

e Health benefits that result from tax increase are
progressive

i @tobacconomics



Who Pays& Who Benefits

Impact of Federal Tax Increase, U.S., 2009
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Impact on the Poor

— Need to consider overall fiscal system

« Key issue with tobacco taxes is what’s done with the
revenues generated by the tax

o Greater public support for tobacco tax increases when
revenues are used for tobacco control and/or other
health programs

* Net financial impact on low income households can be
positive when taxes are used to support programs
targeting the poor

 Concerns about regressivity offset by use of revenues
for programs directed to poor

i www.tobacconomics.org



Alcohol Tax Increases - Who Pays?
Maryland

Among Adult (18+) Non-Excessive Drinkers, Average Additional Cost for Alcohol Per Year by
Income Group

= 525,000
525,000 - 549,999
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= 575,000
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Alcohol Tax Increases - Who Pays?
Maryland

Among Adult {16+) Non-Excessive Drinkers Cost Paid by Income Group (proportion)
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Impact on Jobs
and Businesses



Impact on Jobs

JULY, 14, 2010 — The Associated Press

RICHMOND, Va. — The tobacco industry is running a full-
court press ahead of a federal scientific panel's meeting to
discuss how to regulate menthol cigarettes, a still-growing
part of the shrinking cigarette market.

The union representing nearly 4,000 tobacco workers sent
a letter to the Food and Drug Administration committee
examining the public health effects of the minty smokes,
warning that a ban could lead to "severe jobs loss" and
black market cigarettes.

www.tobacconomics.org



Tobacco Taxes & Jobs

e Tobacco industries argue that it makes
significant economic contribution

e employment in farming, manufacturing, distribution,
and related sectors

e multiplier effects as income earned in tobacco-related
jobs spent on other goods & services

e significant tax revenues from excise, income,
corporate, sales taxes

e Consequently, higher taxes that reduce
consumption will cause economic losses,
Including job losses

1111 @tobacconomics



Tobacco Taxes & Jobs

e Tobacco excise tax will lead to decreased
consumption of tobacco products

— Small loss of jobs in tobacco sector

 Money not spent on tobacco products will be
spent on other goods and services

— Galins in jobs In other sectors

* |ncrease in tax revenues will be spent by
government

— Additional job gains in other sectors
* Net increase In jobs in almost all states

i @tobacconomics



Tobacco Taxes, Control Policies, and Jobs

Model and assumptions

United States Dynamic regional economic model Net job gains: 5,600 in 1992 and
Michigan: Domestic consumption expenditures were eliminated, and the 1,500 by 2005; with the
WERE e S RS rate of consumption decline from 1992 to 2005 doubled. consumption decline, 300 in 1992

Expenditure was allocated by the average expenditure pattern. and 880 by 2005

Government spending was reduced or kept at the same level

by increasing other taxes.
United States Dynamic regional economic model Net gain of 178,200 jobs in 2050,
Indiana: Domestic consumption expenditures and tobacco production in the end of the simulation period.
Barkey 2005 2003 were eliminated. Milestones are 18,000 jobs in

2005; 50,700 jobs in 2010; 97,000
jobs in 2020; 132,000 jobs in
2030; and 159,400 jobs in 2040.

Expenditures were allocated by the average expenditure
pattern.

Tobacco-induced health care expenditures were released
and reallocated. Excess mortality caused by tobacco use was
accounted for.

United States Dynamic regional economic model Net job gains: 47 in 1993 and

Regional Economies: Domestic consumption expenditures were eliminated, and the 133,000 by 2000; with the
WEE e el leE R S rate of consumption decline from 1993 to 2009 doubled. consumption decline: 78 in 1993
1996 Expenditures were allocated by the average expenditure and 19,719 by 2000

pattern.

Government spending was reduced or kept at the same level
by increasing other taxes.




Tobacco Taxes, Control Policies, and Jobs

Model and assumptions

United Kingdom:
Buck and colleagues
1995

Canada:
Irvine and Sims 1997

South Africa:
Van der Merwe and
Abedian 1999

Static input—output model

This model describes a 40% decline in tobacco product
expenditures.

Expenditures were allocated by recent quitter, nonsmoker,
former smoker, and average expenditure pattern.

Government spending was reduced or kept at the same
level by increasing other taxes.
Static input—output model

This model describes a 20% decline in tobacco product
expenditures.

Expenditures were allocated by the average expenditure
pattern.

Government spending was reduced.

Static input—output model

Domestic consumption expenditures were eliminated, and
the rate of consumption decline in 1995 doubled.
Expenditures were allocated by recent quitter and average
expenditure pattern.

Government spending was reduced or kept at the same
level by increasing other taxes.

Net gain of 155,542 jobs; or
115,688 full-time equivalent
jobs in 1990 with the recent
quitter expenditure and the

same government spending

Net loss of 6,129 jobs in 1995

Net gain of 50,236 jobs
occurred in 1995 by eliminating
tobacco expenditures, with
consumers acting as recent
quitters and the same
government spending



Tobacco Taxes, Control Policies, and Jobs

Bangladesh: Static input—output model

Van der Merwe 1998 Domestic consumption expenditures and all tobacco
production for tobacco products and bidis in 1994 were
eliminated.

Average input—output pattern changed, and all tobacco
production was shifted to alternative agriculture products.
Because of increases in other taxes, no change in
government spending occurred.

Egypt: Static input—output model

Nassar and Metwally A 10% increase in cigarette prices and a one unit increase
2003 of education level (as a proxy for non-price tobacco control
measures) occurred.

Expenditures were allocated by the average expenditure
pattern.

Because of increases in other taxes, no change in
government spending occurred.
Indonesia: Static input—output model

AR R RN percentage increases of 25%, 50%, and 100% occurred in
the cigarette tax.

Expenditures were allocated by the average expenditure
pattern.

Net gain of 10,989,192 jobs in
1994

Net gain of 6,108,517 jobs in
1997 for the price increase, and
net gain of 6,000,134 jobs in
1997 under non-price measures

Net gain of 84,340 jobs with a
25% tax increase; net gain of
140,567 jobs with a 50% tax
increase; and net gain of
281,135 jobs with a 100% tax
increase



Tobacco Taxes and Small
Businesses

« More recent argument that higher taxes will harm
convenience stores

 Huang & Chaloupka (2012)

Number of convenience stores, by state, 1997-2009
State cigarette tax rates and smoke-free air policies
Economic conditions (income, unemployment, gas prices)
Multivariate, fixed effects econometric models

Find that higher taxes associated with increase in
convenience store business

» Likely due to spending on other products, overshifting of taxes



Tobacco Control and Overall
Economic Activity

e Chaloupka & Peck (2009)

o Adaptation of Murphy & Topel (2003) assessment of the
broader economic impact of medical research

* Accounts for increased life expectancy, improved productivity
resulting from improvements in health

« We estimated impact of reductions in cigarette smoking in the

U.S. in the 40 years following the 1964 Surgeon General’s
report

« Estimate that by 2004, increased economic activity by $300-
$700 billion; (equivalent to 2.4% - 5.7% of GDP)



Tobacco Taxes and Jobs

Concerns about job losses In tobacco
sector have been addressed using new tax

revenues.

 Turkey, Philippines among countries that
have allocated tobacco tax revenues to
helping tobacco farmers and/or those
employed in tobacco manufacturing make
transition to other livelihoods

e Crop substitution programs, retraining programs

71



Economic Impact of
Tobacco Control

m NATIONAL CANCER INSTITUTE

Major Conclusion
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Alcohol Taxes & Jobs

Alcohol taxes are “regressive and destructive — eliminating jobs,
hurting working men and women.”

“When beer taxes are cut, new jobs are created, which
Increases income taxes and related revenues for the
government.”

A rollback of the doubling of the Federal beer tax in 1991 “could
restore an estimated 50,000 jobs to the U.S. economy.”

“A proposal that passed this year to add sales tax to the
iIndustry’s already high tax burden in Massachusetts is expected
to reduce state economic activity by over $85 million eliminating
some 800 jobs in the process.”

2009 proposed alcohol tax increases in California would cause
20% drop in sales, resulting in 38,200 lost jobs and millions of
dollars in lost tax revenue.

Sources: Beer Institute (2008), Beer Tax Facts: The Economic and Societal Impacts of State
and Federal Taxes on Beer. NoDrinkTax.Com/tax-facts (2013); Sink the Drink Tax (2009)



Gross vs. Net Employment Impact

e Gross Impact:

» Alcohol excise tax increases will lead to
decreased consumption of alcoholic beverages

 Loss of jobs in alcohol-dependent/related sectors

 Net Impact:

* Money not spent on alcoholic beverages will be
spent on other goods and services
e Gains in jobs in other sectors

e Increased tax revenues spent by government
» Additional job gains in other sectors



REMI Model

 Regional Economic Models, Inc.

« The REMI model is a structural regional
economic forecasting and policy analysis
model.

« REMI Is used extensively by states, local
governments and other agencies.

* |t has been used to examine the
employment and/or economic impact of:
e a tax credit program in Michigan
e the 9/11 disaster in the New York region

_  much more
i



REMI Model
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Alcoholic Beverage Tax Modeling:
Assumptions and Key Parameters

e Four alternative tax scenarios:
e 5,10 and 25 cent per drink increase in excise taxes
» 5% sales tax on alcoholic beverages
« All tax increases are fully passed on to consumers
* Net-of tax alcoholic beverage prices assumed constant
within and across states

 Differences in prices across states result from differences in
state taxes on alcoholic beverages

« Alternative scenarios for spending of new tax revenue:
» According to spending of general revenues
« Dedicated to health care sector



Alcoholic Beverage Tax Modeling:
Assumptions and Key Parameters

 Alcohol prices (Klitzner, 2011); net-of-tax prices:
e $3.14 for a six-pack ($5.58/gallon)
e $4.35 for a fifth of wine ($21.80/gallon)
« $9.04 for a fifth of spirits ($45.20/gallon)

« State-specific shipment data in gallons (Brewers
Almanac 2011)

o State-specific tax rates (NIAAA's Alcohol Policy
Information System 2011)



Alcoholic Beverage Tax Modeling:
Assumptions and Key Parameters

* Own-price elasticities of demand (from Community
Guide review):

e Beer: -0.500
* Wine: -0.640
e Spirits: -0.790
* No reliable estimates of cross-price elasticities

» Sensitivity analysis applying alternative estimates for excise
tax increases

o Markups assumed constant (from Economic Census):
 Alcohol retailing: 26.9%
* Alcohol wholesale: 25.9%
 Drinking places: 9.0%



Alcoholic Beverage Tax Simulations

« Use REMI to model 5 states:

e Arkansas, Florida, Massachusetts, New Mexico, and
Wisconsin

« Geographic diversity; differences in share of employment from
alcohol manufacturing & distribution

 Remaining states estimated based on findings from 5 states
Beverage Industry Effect
Income/Substitution Effect

Government Revenue Effect
e Spend as general revenue
 Dedicated to health care

_» Gross (industry only) vs. Net (total) effect
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ARTICLE INFO ABSTRACT

Keywords: There is strong scientific evidence supporting the effectiveness of increasing alcohol taxes for reducing excessive
Alcohol taxes alcohol consumption and related problems. Opponents have argued that alcohol tax increases lead to job losses.
Excise taxes However, there has been no comprehensive economic analysis of the impact of alcohol taxes on employment. To
ﬁ”‘l taxes . fill this gap, a regional macroeconomic simulation model was used to assess the net impact of two hypothetical
‘mploymen

alcohol tax increases (a 5-cent per drink excise tax increase and a 5% sales tax increase on beer, wine, and
distilled spirits, respectively) on employment in Arkansas, Florida, Massachusetts, New Mexico, and Wisconsin.
The model accounted for changes in alcohol demand, average state income, and substitution effects. The em-
ployment impact of spending the new tax revenue on general expenditures versus health care was also assessed.
Simulation results showed that a 5-cent per drink additional excise tax on alcoholic beverages with new tax
revenues allocated to general expenditures increased net employment in Arkansas (802 jobs); Florida (4583
jobs); Massachusetts (978 jobs); New Mexico (653 jobs); and Wisconsin (1167 jobs). A 5% additional sales tax
also increased employment in Arkansas (789 jobs; Florida (4493 jobs); Massachusetts (898 jobs); New Mexico
(621 jobs); and Wisconsin (991 jobs). Using new alcohol tax revenues to fund health care services resulted in
slightly lower net increases in state employment. The overall economic impact of alcohol tax increases cannot be
fully assessed without accounting for the job gains resulting from additional tax revenues.




Table 2

Simulated impacts of alcohol tax increases on employment (number of jobs) with the additional tax revenues allocated to general revenues in selected sectors in Arkansas, Florida,

Massachusetts, New Mexico, and Wisconsin.

Arkansas Florida Mass. New Mexico Wisconsin
Gross Net Gross Net Gross Net Gross Net Gross Net
Changes in employment from 5-cent excise tax
Total employment change —323 802 —3281 4583 — 1009 978 —334 653 —1078 1167
Private sector (non-farm) — 201 —21 —3029 —15 — 940 — 281 — 203 -13 — 9390 — 385
Beverage manufacturing” —16 —-16 —155 — 154 —55 —55 =21 —-21 — 45 — 45
Retailers -89 — 66 — 818 — 590 — 280 — 245 -85 - 57 — 303 — 264
Wholesalers —45 -35 —442 - 327 —-131 - 107 — 48 - 38 —151 - 126
Food services & drinking places - 86 - 68 - 667 —-513 —225 —-192 -71 -53 — 282 — 245
Rest of private sector” — 850 596 — 8392 2984 — 2640 98 — 852 471 — 2849 102
State and local government - 32 822 — 252 4597 - 69 1259 —41 666 -89 1551
Percent total employment change - 0.020 0.050 —0.031 0.043 - 0.092 0.089 - 0.007 0.014 —0.030 0.032
Changes in employment from 5% sales tax
Total employment change — 408 789 — 4042 4493 — 1248 898 — 390 621 — 1315 991
Private sector (non-farm) — 374 — 82 — 3769 — 460 - 1173 — 449 — 348 - 57 — 1225 — 589
Beverage manufacturing -17 -17 —166 - 165 —58 —58 -21 -21 — 44 — 44
Retailers — 65 -39 — 637 — 380 — 209 — 168 - 62 —-32 — 214 - 170
Wholesalers — 45 - 33 — 444 - 317 — 130 - 103 —45 —-35 — 142 - 116
Food services & drinking places — 189 - 169 — 1467 — 1296 — 501 — 465 — 150 - 130 — 608 — 568
Rest of private sector — 909 618 —9058 3171 — 2818 120 — 866 476 — 2940 72
State and local government — 34 871 —274 4953 - 74 1348 — 42 678 - 91 1581
Percent total employment change —0.026 0.050 —0.038 0.043 —-0.114 0.082 — 0.009 0.014 —0.037 0.028

? Beverage manufacturing consists of wineries, breweries, and distilleries.
b Rest of private sector consists of private sector employment other than beverage manufacturing, retailers, wholesalers, and food services & drinking places.



Table 3
Simulated impacts of alcohol tax increases on employment (number of jobs) by govern-
ment revenue allocation in Arkansas, Florida, Massachusetts, New Mexico, and

Wisconsin.
5-Cent excise tax 500 sales tax
Arkansas Gross — 323 — 408
Net (general revenue) 802 789
Net (health care sector®) 67 11
Florida Gross — 3281 — 4042
Net (general revenue) 4583 4493
Net (health care sector) 1048 687
Massachusetts Gross — 1009 — 1248
Net (general revenue) 978 808
Net (health care sector) 250 121
New Mexico Gross — 334 — 390
Net (general revenue) 653 621
Net (health care sector) 139 08
Wisconsin Gross — 1078 — 1315
Net (general revenue) 1167 991
Net (health care sector) 1064 887

# Health care sectors consist of health practitioners; outpatient, laboratory, and other
ambulatory care services; home health care services; hospitals; and nursing and re-
sidential care facilities.



&« C | @ www.camy.org/research-to-practice/price/alcohol-tax-tool/

HE Apps “ Bookmarks Bﬂ Mail e UIC Voicemail D StC Library @ GlobalData & Google D MNM-CO Golf Assn - Saint Charles E GD Handicap a Hoedspruit Airport - F,E Tribune

ABOUT ACADEMICS ADMISSIONS DEPARTMENTS RESEARCH STUDENTLIFE PRACTICE & TRAINING NEWS

@ JOHNS HOPKINS

BLOOMBERG

WELCOME
Price Consumer npacts from State Alcohol Tax Incr

ABOUT US

OUR PROJECTS Consumer Costs and JOb Impacts frOm
State Alcohol Tax Increases

RESEARCH TO PRACTICE
See how a tax Increase could affect your state...

Soclal and Health Effects of Changes In

Product
. Step 1: Choose state: Alcohol Prices - A research collaboration
ace
between:
Promotion Alabama v
Price N N
Step 2: Choose a tax increase: University of Florida
NEWSROOM University of lllinois at Chicago
e ) D25 =% Boston Medical Center

CONTACT US

TAX PER DRINK — SALESTAX — Johns Hopkins Bloomberg School of

Public Health

MAKE A GIFT
GET RESULTS
_ This web tool was supported by Contract

i Number 200-2011-40800 from The

Alcohol Marketing sed Centers for Disease Control and
Prevention. Its contents are solely the
responsibility of the authors and do not
necessarily represent the official views of

FREE MEDIA :
MONITORING the Cen.ters for Disease Control and
REPORTS Prevention.
JOIN NOW

Methodology (PDF)

S http://www.camy.org/research-to-practice/price/alcohol-tax-tool/



Alcohol Tax Increases &
Jobs in Maryland

Effects on Employment

Potential Impact of Alcohol Tax Increases on Jobs

$0.05 937 484

$0.10 1811 935

$0.25 4138 2129
5% 834 363

;““ http://www.camy.org/research-to-practice/price/alcohol-tax-tool/
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Extending from Tobacco
to Alcohol
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Cigarette excise tax structure: Simple specific and mixed
relying more on specific tax to lead to less variable prices
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1] www.tobacconomics.org Source: Chaloupka, et al., 2014



I ——————————————————————————————————————————————
Cigarette excise tax structure: Specific and mixed relying more

on the specific component tend to lead to higher prices

WEIGHTED AVERAGE PRICES AND TAXES PER PACK BY TAX STRUCTURE

I Frice minus taxes

PPETE*I 5 [ Other taxes
[ Excise tax per pack

PP'II:T:EIEH

Price:
FPP S 2.96

Price and taxation per pack (PPP dollars)

Speciiic Mixed exclsea Mixed exclse Mixed axclse Ad valoram Mo exclse
axclse {relylng more (ally (relylng more axclse
on specific on ad valorem
exclse) axclsa)

Mate: Averages are weightad by WHO estimates of number of current cigarette smokers in each courbn

Frices are expressed in Purchasing Pawer Party [PPP) adjusted dallars or intemational dellars to account for differences in the purdhasing power
aooss countries. Based on 53 high-income, %8 middle-income ard 29 low-income countries with data on price of most sold brand, exdise and
pither tames, and PPP cormeersion factors.

iin Source: WHO 2015



Illicit Cigarette Market Share

& Cigarette Prices, 2012
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Smuggling and Corruption, 2011

illicit cigarette trade volume
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Summary

e Alcohol tax increases reduce use and
conseguences

« Alcohol tax increases generate significant new
revenues

« Alcohol taxes in nearly all states significantly
eroded over time by inflation and have fallen
well behind tobacco taxes in most states

« Counterarguments about negative economic
Impact false or greatly overstated

i www.tobacconomics.org



For more information:

Tobacconomics

http://www.tobacconomics.orq

@tobacconomics

fic@uic.edu
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