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SUMMARY OF MAJOR POINTS
TESTIMONY OF MICHAEL F. JACOBSON, PH.D.
CENTER FOR SCIENCE (N THE PUBLIC INTEREST

-

1. Alcoho! sbuse is a major public health, safety, and socisl problem In Americs. The
sconomic costs of alcohol abuse total nearly $120 billion per year. Simularly, budget deficits
of historic high levels threaten the economic vitality of the aation. Substantial incresses in
taxes on alcoholic bevarages would help sileviate both these pressing problems.

2. Faederal taxes on alcoholic beverages are at their lowest levels since Prohibition,
accounting for inflation, Tax rates and tax revenues have falled to keep up with inflation,
and as & result, reiative alcohol prices are down, COﬂl;lnptlon of aicohol and alcohol problems
are up, and the tressury Is billions of doliars poorer. Higher alcohol taxes sre needed to
reverse these unhealthy trends. '

3, No sound lmtlmcltlon exists tor the current preferential tax trestment accorded beer l;ld
wine in contrast to hard liquor. At a minimum, tax rates on alcohol in afl three beversges
should be equalized at the hard liquor uti; ' Agditionally, tax rates should be increased
substantially, and in the futurs, bs Indexed for intiation. Equalizing tax rates would yleld
$4.7 butlion in new revenue. An additional doubling would net $11.8 billion per yesr.

4, Higher taxes on l[cohollc beverages \\.dll not discriminate against low=income consumers.
Taxes on alcohol are paid pradominantly by s relatively small percentage of drinkers who
consume most of the aleohol. Upper incoms conwtmr; drink considerably more than those
with low Incames.

S. New revenues from higher alcohol uxn. should be used to offset budget deficits and
insure the survival of vital domestic health and social programs, particularly those thas help
counter alcoho! problems.

6. The American public and dozens of prominent econamists strongly support increasing taxes
on alcoholic beverages to help combat aicohol problems and offset some of the external costs

associated with the consumption of alcoholic beverages.
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My name Is Michse! jacobson. { am executive director of the Center for Science In
the Public Interest (CSPl)., The Center is & non=-profit orgenization that sdvocates improved
health and nutrition policies and heaithy living practices. Currently, Ci'Pl has over 70,000
mambers throughout the United States.

The Center coordinates the National Alcohol Tax Coalition (NATC), & group of some
30 nationa! and 70 state and local organizations that is urging Congrass to raise excise taxes
on alcoholic beverages. This coalition, which includes such diverse groups as the American
Assoclation of Retired Persons, National Council on Aléoholism, Remove Intoxicated Drivers,
and the National Association of Private Psychiatric Hospitals, specifically supports a position
statement (a copy of which 1s attached) CI'lllng for the doubling of current excise tax rates
on beer, wine, .od. hard liquor, and the equslization of tax rates, lt‘ the liquor nteo. on the
alcoho! In those three bcvornu. On that point, my testimony today represents the views of
NATC member .roubu.u well as those of Center for Science in the Public Interest. ‘A fist
of supporters of the Coalition's position on alcoho! excise tax increases Is attached to this

“testimony.

The oocla'l and economic costs of alcohol abuse in the United States are deavastating.
Government estimates put the yearly toll at batween 100,000 and 200,000 lives lost and about
$120 billion i economuic ham. Thase statistics, howsver, don't begin to describe the
widespread pain, sutfering, and anguish that result from excessive drinking In America., While
the tragedies of dw‘nk driving are well=known, aslcohol (s also related to ha!f or more of all
drownings, child and wife sbuse, rapes, and homicides. Alcohol sffects practically every
organ in the body and, in sufficient quantity, causes brain damage, ltver circhosis, birth
defects, heart disease, and cancers of the liver, miouth, throat, esophagus, ond'lnfynx. The
harm alcohol causes in the form of broken families, ruined cargers, and school f‘lllun is
incalculable. The dollar costs incluce heaith care costs, reduced productivity, and social

welfare programs, among other factors. It is no wonder that sicohol abuse Is considered by
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many experts to be the number one drug problem in Americs.

At the same time, this nation {s faced with staggering budget dcﬂcl;s which threaten
our economic vitality. Gramm~Rudman dcﬂclt-ro.ducthn targets put the survival of important
heaith care and social programs in jeopardy. This committee has an historic opportunity to
sddress both of these problems tlmulnniou;ly, and In so doing improve the economic snd
physical heaith of our nation.

Federal excise taxes on bser and wine were jast increased n 1951. Taxes on liquor
rose 19% last October, but still lag well beyond lnﬂnfon since their previous increase during
the Korean War. Adjusted for inflation, these taxes are lower than they have ever been
since the end of Prohibition. Low tax rates have contributed to the declining relative price
ca_f aicoholic bever'uu, increased eommptio;l, and lncrunr{ alcoho! problems. The failure of
alcohol excise taxes to keep up with Inflation has been & windtall for the alcoholic beverage
industry. For the public health, it has been a disaster. For the U.S Treasury, It has meant
the loss of about $75 billion in adaitions! revenue between 1952 and the prasent: Now is
the time for l;u}or increases in alcoho! excise taxes and msjor changes in the way beer, wine
and liquor are taxed.

The proposal before this Committee calls, In part, for an increase in the tax on wine
to the level at which alcoho! In beer is taxed. We support equitable tax treatment for all
alcoholic beverages. We belisve that the Committee should extend this equalization concept
to increase the taxes on both beer and wine to the level at which alcohol In liquor is texed.

‘There is no sound rationale for the continued preferentia! tix trestment of beer and wine.

Low taxes on these beverages == [ess than 3 cents a 12-0x can of beer, and less than 3

cents for a bottle of wine == perpstuste the dangerous myth that beer and wine are somehow

innocuous *beverages of moderation®.
Today, the alcohol in liquor is taxed at about 4 times the rate of sicohol in beer

and 17 times the rate of alcohol in wine. From both a public health and revenue
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perspective, this approach makes no sense at all. Let's tace 1t, aleoho! is alcohol s nlcoho_l.
In whatever form, it can be addictive and its abuse dangerous and life-threstening. Liquor
may be the most concentrated form of alcohal, but for teenagers, who are at high risk of
auto accidents and other violent spisodes, beer is the favored beverage. Besr is the choice
of most drivers who end up in fatal auto accidents. Low-income alcoholics choose fortified
wine, the cheapest source of alcohol, and suffer as a result.

Economists at the National Buresu of Economic Research recently presentad evidence
that increases In beer taxes would be extremsly nﬁect.m in reducing suto accident fatalities
smong teenagers and young adults. Equalizing the rate of tax on besr to the rate of tax on
alcoho! In hard liquor would reduce accident deaths for 18-20 year-old l;n!es by 203%.
Thousands of llvc; w‘wld be saved, on top of those being saved by iIncreases in state drinking
ages.

Taxing th; alcohol in beer a.nd wine st the hard liguor rate would yield ngm‘ﬁ_cunt
new revenues and other beneficial results. Bssed on an oconomntr.lc mode| dcvclopcd.by the
National Alcohol :T.x Coalition, we estimate that net n\m'wu would increase by
approximately $4.7 billion annually. On top of that, we estimate that alcoho! consumption
would drop by nearly 5%, and the economic eosts to soclety saved due to reduced levels of
alcoho! problems would amount to almost 86 billion. ,'i’ln Tax Coalition's iull propossl calls
for doubling tax rates that have been equalized st the liquor rate. Such action would yield
$12 billion (n additional net revenue and reduce the costs of slcohol abuse by about $16
billon. .

Federal excise taxes on beer snd wine have been so low for so long, It Is high time
for substantial increases to bring these products out of the soft=drink price range. In order
to avoid unnecesssry economic disiocstton and comuﬁnr resentment, these tax hikes co.uld be
implemented gradually, over a period of thres or four years.

in addition to raising tax rates on wipe and beer to egua! the rate of tax on
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alcohol in hard liquor, taxes on all slcoholic beverages should either be indexed to inflation
or set at an ad valorem rate (parcentage of price at the producer level) $uch a change,
\;'hlch Is akin to a proposal before this Committes, wouid snsure that the selative price of
alcoholic beverages In our economy remains stable, and would guarantee that the U.S.
Treasury never again is robbed of biliions {n revenus because alcoho! taxes were stuck at
fixed levels during a time of high inflation,

This Committee has -heard much about the regressive effect of excise taxes == that
taxes on alcoholic beverages would hurt {ow=income co;uumu most. Although low=income
consumers pay a higher proportion of their disposable income than would a wealthy person for
the same product, several factors dimuulgh un‘s on alcoholic beverages from other excises,
such as on ..nohr.u ot telephone ssrvice, and minimize any possible discriminatory effect on
the poor.

Fmt,' alcoholic baverages are relative luxuries, discretionary ftems, not nm_uinls'
like telephone service m;d transportation. Second, higher taxes on alcoho! would hardly ‘be
felt by about ‘two-thirds of the ad;:lt popuistion. Thirty=six percent abstain and another
third consume less than two drinks per week.

Among drinkers, upper=-income householids spend over twice as much on alcoholic
beverages as lower-income households. Lmr-incc‘:m persons, lb‘om 25% of whom are elcerly
persons who consume the least alcohol of any adult cohort, spend only a small fraction --
around 2% -- of total consumption expenditures on glcohol.

A lodk at industry marketing data on slcoholic bovou;n,. compiled by the Simmons
Market Research Bureau, and reported in Impact magazine {September 1, 1983), is instructive
in determining the alleged regressive impact of increases in excise taxes on aléahcl. For the
highest category of bouuhold. income ($50,000 and over), 49.4# report camsumption of beer
and 64.3% report drinking wine. On the low end of the scale, only 30.2% of households

under $10,000 Income report drinking beser, and only 28.6% report drinking wine. Even for
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households with income between $20,000 an'd $24,999, only 45.62 report drinking bser and
44,32 coport drinking wine.

Therefore, excise taxes on beer and wine, and an-y increases, will be paid
prodaﬂnur!tly by those outside of the lowest income brackets.®

furthermore, according to the National institute on Alcohol Abuse and Alcoholism,
roughly 20X of drinkers c-omum- 70X of sll alcohol. Higher taxes == and pricas == on
aleoholic bovouin would discourage excessive drinking among many in this relatively smail
fraction of all adules. Additionally, those who continued to drink heavily would be required
to contribute more equitably to offset the costs of alcohol abuse to society.

Higher ‘taxes on alcoholic baverages == particularly equalization of tax rates on
beer, wine and hard liquor == ean generate substantial new revenues, reduce aicohol Problm
and costs, and help educste Americans about the proper role of.nlcohol in our society.
These new revenues should provide s source of funds to lniuu_ that vita! domestic health
care and socisl programs -- many of which sre involved in either preventing, researching, or
tresting ulc;hol problems == ara not sacrificed on the cross of the Gramm-Rudman oeficit
reduction act. Higher alcohol taxes should be used to assure that proposed t.u legisiation
resuits in increased revenue capable of offsetting budget deficits.

The heaith of America demands that Congressional budget and tax action preserve
and strengthen programs to promote heaith snd combat alcoho! abuse and alcoholism. The
Public Health Service's National Institute on Alcohol Abuse and Alcoholism should be singled

out to raceive adequate .Oundlng and support.

% Another study, conducted by National Family Opinion (NFO), inc., and reported in Impact
magazine (July 15, 1985), boisters the view that aicohol taxes do not hit low-income persons
hardest. Houssholds with income under $18,000 (with a 25.42 income share) consumed only
10.62 of all wine and 20,.8% of malt beverages. (n contrast, households with income of
$35,000 and over, with a 26.4% income share, consumed 41.3% of all wine end 25.2% of malt
beverages. According to the NFO study, households with income less than $25,000, with a
50.3% income share, consumed 26.5% of all wine and 486.8% of malit beverages. MHouseholds
with incomes of $30,000 and over, with a8 35.6% incoms share, consumed 57,8% of all wine and
37.6% of malt beverages. '
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Recent polls demonstrate that a large majority of tha American public supports
higher taxes on slcoholic beverages. An August, 1984 Roper survey for the Christopher D.
Smuthers Foundation found that 77% of leadership psrsons surveyad (corporate cnc:;uvu,'
federal legislators and state governors, religious leaders, educators, physicians, ano the
military command) approve of doubling the tax on slcoholic beverages to combat alcoholism,
Some 66% of the genaral ‘public also support doubling the tax.

Parhaps more significantly, some 80 prominent economists, including 3 Nobel
faureates, recently joined In s petition to Congress t;r;lng tint taxes on alcohotic beverages

be raised substantially, both to improve the public heaith and reduce budget deticits. These

economists specifically calied for the elimination of differential tax treatment for beer, wine,
and liquor,

’ The time has come for Congress to get in step with the public ?nd sound economic
policy. Thirty-five years of inaction on'nlcoho.l excise taxes must be remedied. For

starters, raise beer and wine taxes now

,
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. NATIONAL ALCOHOL TAX COALITION
STATEMENT ON ALCOHOL EXCISE TAXES

The National Alcohol Tsx Coslition is comprised of diverse national, state, and
vusl groups Lhiul saupport = substantial INCresse 1n reaeral excise TAXes On aloohellic
everages. Increased taxes will serve two purposes: they will help reduce the enormous
ost of health and social problems related to alachol abuse by discouraging excessive
leohol consumption and they will enrich the U.8. Treasury by billfons of dollara, This
tra revenue will lessen the deficit-driven need to further decimate vital domestic
poial programs. 1In addition, new revenues can help expand funding for sloohel abuse
revention, treatment, and research, as well as provide incressed stability for pudlic
selth care programs such a» Medicare,

The econcmic costs of aloocholism and problems related to alcohol abuse are
taggering. According to govermment-sponsored studies and reports, aloohol-related
soblema oost soclety approximately $120 dillion and 100,000 = 200,000 desths each year,

lus untold amounts of human grief and suffering. The catastrophic damage linked to
*inking includes: )

53% of all traffic fatalities;

as many as 60% of child and spouse sbuse csses;

industrial and recreation sccidents) :

over 50% of viclent crimes, suicides, fatal fires, and drownings;
birth defects, spontanecus abortions, and liver demage;

rising incidence of teenage drinking: and

alcohol dependence for nearly 13 million Americans.

Until Congress recently suthorized gn inoresse in taxes on distilled spirits, fed-

wl aloohol excise taxes had not been rafsed {n thirty=four yesrs; the rates for beer snd

ne still remain at their 1951 levels. The failure to raise federal exaise tax retes has
ouitod in a steady decrease in the tax rate and tax revenues in terms of real dollars,
» failure to index federal excise tazes to inflation hss resulted in a loss of billions
' dollars of revenue, While Congress scrambles to find ways to lessen the durgeoning
dget deficit, the possibility of sdditional sleohol tax hikes remains a vi{eble = and
ereasingly inviting == political option.

We urge the Preaident and Congress to join the majority of Americans who recoguize
oohol sbuse ms & major mationsl prodlem snd who support higher federal aloobol taxes on
sochol beverages ss @ means of improving our metion's social snd economic health, As &
art, we offer the following suggestions: restore the tax on bard liquor to its 1974
wel, raise taxes on besr and wine so that these bovorn;ca are tazed at the sase rate per
1t of aloohol as liguor, and to prevent thess tozes — gnd prices — fros being eroded
' 4nfletion, sdjust aloohol taxes amnuslly for incressed iaflation and disposable income.
sally, & portion of these revenues should be allocated to belp reduce alochol problems
d expand acoess to health cere services. These Beasures might be {mplesented ob an
orementsl basis to avoid sudden economic dislocation and oconsumer resentsent,

Incressing alochol taxes alone will not inuependently solve America's aloochol prod-

ums or budget deficits, Dut we belleve that this measure is one important step in that
rection.

arsinator; Conter for Science in the Public interset 1801 SIXTEENTH STREET, NW - WASHINGTON, DC 20036 - (202)332-91%0
g 1]
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MATIONAL ALCOEOL TAX COALITION
NATIONAL SUPPORTERS

Adventist Health Network

Anerican Association of Retired Persons

American College of Preventive Medicine

American Councll for Drug Bducation

American Council on Alcohol Problems, Inc,

American Licensed Practical Nurses Association

American Medical Students Association

American Youth Work Center

Association of Schools of Public Health

Center for Science in the Public Interesst

Children's Defense Pund

The Children's Foundation

Citizens for Righway Bafety -

Consumer ?tfairl Committee of Americans for Democratic
Action

Doctors Ought to Care

¥ational Association for Public Health Policy - COuncil
on Alcohol Policy

National Association o! Alcoholism & Drug Abuse Counselors

Fational Association of Private Psychlatric Hospitals

¥ational Center for Drunk Driving Contrel

National Ceuncil on Alcoholism

National Council on the Aging, Inc.

National Drivers Assocliation for the Prevention of
Traffic Accidents, Inc.

National women's Christian Temperance Union

National Women's Health Network

Public Citizen .

Remove Intoxicated Drivers

(123 2222 %] ]

ATTACHF.1T 3
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. . . . L ALCONOL EXCISE TAXES

ATTACHMENT 4

o ©ntil a 19% increase in liguor taxes (not on beer and wine)
effective October 1, 1985, federal excises on alcoholic
beverages had not been increased since 1951,

‘e Beer and wine taxes are less than one-fourth of what they were
at the repeal of Prohibition; the tax on liquor is about 25%
less (figures expressed in constant dollacs).

¢ Taxes on alcohol provided over 58 of federal domestic revenues
in 1951, By 1984, the percentage dropped to 0.88. Alcohol-
revenues were $5.4 billion in 1984.

e Due to inflation since 1951, the real dollar value of tax

- pevenues on alcoholic beverages declined by 75%. Inflation
during this period cost the Treasury between $40 and $75
billion {n lost revenues.

® The current tax on a l12=-ounce can of beer 18 2.7 cents) on &
glass of wine, about 0.5 cent) and on a shot of 80-proof
liquor, 10 cents. The alcohol in 1liquor is taxed at about ¢
times the rate of alcohol in beer, and about 17 times the
alcohol 4in table wine.

® Governmént teports estimate the annual toll from alcohol abuse
at between 100,000 and 200,000 deaths and $120 billion in
economic damage. : .

® Bigher-aloohol taxes will reduce drinking by young people and
. Jheavy drinkers, and will reduce alcohol-abuser problens like
‘fatal auto orashes and cirrhosis’ of the liver, according to
economists at Duke University and the Mational Bureau of
Economic Research. .
e Doubling ligquor taxes and then squaliting the rate of tax on
alcohol in liquor, beer, and wine, as proposed by the National
Alcchol Tax Coalition woulds .
8) increase the tax on individual drinks of beer and wine by
about 20 cents and on ligquor, by about 10 cents; and
b) provide approximately 812 billion in additional federal
revenues, decrease alcohol econsumption by about 14 percent,
::glioducc the annual economic costas of alcohol by up to $16
on. ’

e The thirty-aix petcent of American adults who do not drink
would pay no additional taxes; another third would pay less
than 50 cents per week more,

e The $12 billion in additional revenues is more than the total
taxes paid by the 23 million taxpayers whose adjusted gross
incones were under $12,000 in 1983.

o . Twelve billion dollars would pay the combined annual costs of
the National Institute on Alcohol Abuse and Alcoholism, the

Adainistration on Aging, the juvenile justice and child abuse
state grant programs, and the federal food stamp progranm.

‘NATC, 9/18/85
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ATTRAMENT 5
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ARE ALCOHOL EXCISE TAXES REALLY THAT REGRESSIVE?

Although an axcisa tax {s regressivs in nature, and falls wmost haavily upon
those with the laast ability co. pay, several features of the alcobol axcise tax
ainimice the negative impact en low-income pacple!

¢ Alcohol is @ luxury, discreticnary item, not a necessity. Incrassing taxes
on alcohol is fairar than incressing taxes on gasoline or on phone service.
It is cartainly more squitsbla than d».uuing taxes primarily for upper
income people (s was done in 1981).

o One-thizd of the population sabstains; one-third drinks, on ths avarage, little
more than a drink per week, Low-income parsots have the highest rate of
sbstinencs, principally bacauss the elderly, 25% of whon live in or near
poverty, have the lowest drinking rate of any adult age group.

e Twanty per cent (20Z) of the dpinkerp consume 70X of the alcohol. Therafore,
heavy users would rightfully pay moat of the tax, a portion of which would be
used for programa to combdat alcokol abuse. .

® vppcr-!.ncm households spend cvc: twice as much on alcohol as lower-income
bouseholds. A 1977 USDA Survey reported aleohol expenditures of $2.82 per
wesk for houssholds with over $20,000 {ncoms and spending of $.76 and §.89,
respectivaly, for households with incomes under $5,000 and batween $3,000
and §9,999. Wall-to-do households will pay substantially more in taxas than

the poor and halp nupport prograns to raduce the harm caused by d.cohcucn
and alcchol abuse.

e Kxpenditures !or alcohol repressnt only & small fraction of any income

group's total consumption expanditures, arcund 22 for the tenth of the pepu-
lation with the lowest iancome.

. @ Dedication of funds for public aleohol sbuse pravention aund tresgtment pro-
grams would benafit the poor. Also, the availability of funde to offset
budget deficits would save otherwise vulnerable public prograns which pro-
vide vital sarvices or sssistence to low-income persons. Thase banefits
outwaigh the ainimal additional cost to most low-income consumars.

® Doubling the sxcise tax would add sbout 3¢ to the price of & can of beer or
a bottle of table wina. A consumar of a six-pack of bear a we. . would pay
less than a quarter sore. An scross=-the-board doubling of taxes would
gonavate as much as $5.7 billion In additional revenuss,

e . A majority of Americans support a2 tise 4n the federal sxcise tax on aleoholic
beverages. In a 1981 AP poll, 55% of those polled said that federazl excise .
texes should be vaised, wvhile 412 seid they should not. Of those who favored
2 tax incrsase, 11% said taxes should be fncreased to raise revenue; 9% to
distourage drinking; and 35% favored both.

IBOISDHEENTHSIREETNW » WASHINGTON, DC 20036 - (202)
RXECUTIVE DIRECTOR: MICHAEL F JACOBSON, Ph.D. 382911’)
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. ATTACHMENT 7

ENOUSTS' FEITTION T0 DICIEARE
PEEAL ALCOKL DXCIER FAXES

Me, the undersigned econcriiats, believe that the public bealth eosts
and other external OOsts associated with the consumpticn ¢f aleohallic
beverages are 80 aignificant as to juatify substantial excise tazes on those
buverages, In Might of the fact that, in real terss, existing tawes have
declined deametically in the past thirty ysars and those on wine and beer were
not inczeased even N nominal tarms bebween 1951 and 1985, existing tax um
ahould be incressed,

rmm. we see no Justificstion for the differential between the
-ucue nx, pez uni o! alocholic content, an beer and wine, on tha one hand,
and hard liguor en the other. Indeed, in } totchotmdu: is te
standard 1n oduction to alochol for youth, tax trastmsnt ln: e
sgpears 0 by socially highly undesirable,

Pinally, an increase in the exsise tax on alocholic beverages would
oontribute to the seduction in the budget deficit in a way that has no
significent sdverse econcmic effects and weuld have substantial social
Senefits, while hndtng imtuu oauuic officioncy.

Consequently, we support the WATIONAL ALCONQL ‘TAX COALITION
o increase federal axcise ummu ic beverages and eliminate or
DALy the diffesential tax treatment between besz, wine, and liguor,

.

lnnry J. Abron, Senioc Pallow m :mutnum. S0,
m' Assistant hﬂm d Buainess ldmlwm. )
n Allen, Professor, wm-uy o Connecticut, Btorrs, CT
W.H, Locke Anderson, Profeasor, University of Michigan, Amn Arber,
william C, Apgac, Jt., Associate Professoc, Jotn P, Mmolof.
m:r-n:, Narvazd tniveraity, Cambridge, WA
» Associate Professct, Templs Univeraity, is, M

m 8. lu:o:t. ngx. Departmant of m, Ameziocan tnivessity,

Poter 8. Barth, m&uo:. University of mw:. Stotce, CT .
J. Baztik, Asaistant Professor, Vanderbilt University, Neshville, ™

zancis M. Bator, mhnor. Jahn P. Kantady School of Govermmsnt, Barverd
University, Casbcidge, MA

Alan 0. Blinder, Professor, Princeton Univecsity, Dunam. L

sazry lluum. Professcr, Soston Collage, Chestrut BALL, MA

B. Cary liown, Professcz, Kaasachusetts Institute of Techmology, Cambeidge, WA

Jcbert 8. ltm, | [7 144 Onnlulnn:, lubna.i:tu on Domestic Monetary wy.

Nouse Banking Comittes, Washington, DC

William . Capcon, Professor and Chairman, Departssnt of Boonomies, Boston
mnxnty, Boaton, MA

Charles 7. :.folnr, Professor, Duke Dniversity, Durh- n

failip J, Ceck, Digector, Irstitute of Policy Sciences and Riblic umm
Cuirzen, Public Jolicy Department, Duke University, Durham, ¥C

Pmil N, Coocant, Professor, University of iudugu.n Am Arbor, G

Mack Cocrell, Doctoral Candidate, Univetsity of umm, Madison,

Jaobn 8. Qurtiss, Associate Professoc, University of Cinclmnati, cmeuuu,

Alan V. Deardorff, Professor, Dnivecaity of + Am Arber,

Alfred 8, Bichnes, Professcr, Ritgers Universi m mm. w

Robert Bismer, Willias R, Rsnan Professcr, Nor tern Oniversity,

Bvaraton, 3L

Devid 7, luwwd. Assoziate Professor of mublie lbuay, John P, Rennady Sahool
of nt, Rervard Univereity, Cambridge, WA

Jeff Faux, President, Boonoaic Policy Institute, Washington, OC

David ::u.:. mt-;:t,mw gnnl:y. [ [ ua&u, [ ]

Allen R. Ferguacn, Pres 17} ’ +¢« YRdhington

Victoe R, Puchs, Psofessor, Btanford Dniversity, lmu.fcrd. .
w‘ﬁt. Senior Fellow, The Brookings xm:t:uuen, Meahington, DO
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SUMMARY

, Faderal excise taxes on slcoholic beverages have not been increased since 1951,
Consequently, the taxes (sdjusted for Inflation) are lower than they heve ever been since the
end of Prohibition, The low tax rates have contributed to declining relative prices, snd
hence Incressed consumption . and Increased alcoho! problems. Had excise taxes been
ad]usted regularly for inflation, the faderal govarnment would have received several tens of
billions of sdditional tax dollars between 1952 snd 1984,

Raising excise taxes would reduce both budget deficits and alcohol problems. Tax
increases would likely have an especially grest effect on reducing aleohol consumption by

®

.A model was developad to estimate the effects of various tax increases. Of the five
different plans considerad, s doubling of the excise tax, which would still not bring the taxes
up to pre=-infistion levels, was found to have the least effact on revenues, sales, and
problems: $43 billion In new revenue par year.and a 52 percent decline In alcohol
consumption. The reduced drinking would reduce alcoho! problems by sbout $6 billion
snnually. The grestest impact would come from ralsing the tax on Jiquor to make up for
Inflation since 1957 and then raising tha relstively low taxes on beer and wine to equal the
rate par unit of aicohol In hard liquor. This adjustment would yield $20.5 blllion in net
fevenue and result in a 30.2 percent decrease in consumption and 8 decrease (n slcohol
problems estimated to save about 8§35 billion.

. After considering historical tax rates and the affects of tax Increases; seven!

. racommendstions are made, First, the txx on hard liquor should be doubled, returning it to
its 1972 lavel (adjusting for infistion). Then the taxes on beerand wine should be raised so
thet these beverages are taxed at the same te per unit of alcoho! as liquor. To prevent
these taxes == and prices -~ from being eroded by future Inflation, alcoho! taxes should be
adjusted snnually to keep pace with disposable income snd infistion. These adjustmaents
would generate approximately $12 billion annually in new revanues and reduce alcoho!
consumption by 14 percent. The decline In drinking would raduce direct and indirect costs
of slcohol problems by about $16.4 biliion. Using different assumptions sbout the relstive
elasticity of demand foralcoholic beverages, the Increased tax revenues would wry between
$8.4 billien and $13.7 billion; decling In consumption, 3.2 to 32 percent; reduction In alechel
problams, $4 billion to $38 billions Finally, portions of the revenue should be earmarked for
aleohol educstion and treatment programs, training programs for dislocated workers, and aid
to states. :

NOTE: FULL COPIZS OF THE REPORT ARE AVAILABLE FROM CENTER FOR
S8CIENCE IN THE PUBLIC INTIREST, $3.00 PER COPY, .

ATTACHNERT 1

PEARRPRVE I-s soms ol i o 8 L e
. = t .
! R

Lan

AN T W arp

ﬁf

TI18211047



Cwre b s c—

cnre s i s i ok i R

TOWARD TOTAL TAX REFORM—FEDERALAND STATE

Tax reform has become a
key issue in the current ses-
sion of Congress. So many
proposals are being discussed
in the nation’s capital, it is
difficult to understand which
means what.

Most proposals now under
consideration are modified
versions of the current pro-
gressive income tax code.
First enacted in 1913, it is
still based on the principle
that wealthier people should
pay a greater share of their
income in taxes.

State governments should
be closely following the de-
bate over tax reform on
Capitol Hill. The inequities
found within the federal in-
come tax system are typically
reproduced in the state in-
come tax formulas. Likewise,
the inequities and inefficien-
cies of federal excise taxes are
repeated at the state level
when legislators choose to
rely on selected excises and
sales taxes to raise gemeral
revenues,

The inequity arises because

Taxes on certain con-
sumer goods unfairly
penalize the majority of
taxpayers, many agree.

the burden of these taxes falls
disproportionately on the
working class population. In
addition, such taxes are inef-
ficient, artificially raising the
price and hence, reducing the
consumption and output of
the taxed product. It isn’t long
before depressed demand
leads to employment and in-
come losses.

The time is ripe for excise
tax reform—federal and
state. Ripe for federal and
state governments to stop rely-
ing on taxes on specific goods
to raise general revenues,
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April 17, 1986
TO: Fred Panzer
FROM: Paul Johnson

RE: Packwood Tax Plan

Attached is testimony of the Center for Science in the
Public Interest prepared for the Senate Finance Committee's
Monday hearing. Although the testimony targets alcohol
products, particularly beer and wine, it provides some
excellent insights into our opponents tactics for dealing
with the regressivity issue.

Please call if you have questions.
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SUMMARY OF MAJOR POINTS
TESTIMONY OF MICHAEL F. JACOBSON, PH.D.
CENTER FOR SCIENCE (N THE PUBLIC INTEREST

-

1. Alcoho! sbuse is a major public health, safety, and socisl problem In Americs. The
sconomic costs of alcohol abuse total nearly $120 billion per year. Simularly, budget deficits
of historic high levels threaten the economic vitality of the aation. Substantial incresses in
taxes on alcoholic bevarages would help sileviate both these pressing problems.

2. Faederal taxes on alcoholic beverages are at their lowest levels since Prohibition,
accounting for inflation, Tax rates and tax revenues have falled to keep up with inflation,
and as & result, reiative alcohol prices are down, COﬂl;lnptlon of aicohol and alcohol problems
are up, and the tressury Is billions of doliars poorer. Higher alcohol taxes sre needed to
reverse these unhealthy trends. '

3, No sound lmtlmcltlon exists tor the current preferential tax trestment accorded beer l;ld
wine in contrast to hard liquor. At a minimum, tax rates on alcohol in afl three beversges
should be equalized at the hard liquor uti; ' Agditionally, tax rates should be increased
substantially, and in the futurs, bs Indexed for intiation. Equalizing tax rates would yleld
$4.7 butlion in new revenue. An additional doubling would net $11.8 billion per yesr.

4, Higher taxes on l[cohollc beverages \\.dll not discriminate against low=income consumers.
Taxes on alcohol are paid pradominantly by s relatively small percentage of drinkers who
consume most of the aleohol. Upper incoms conwtmr; drink considerably more than those
with low Incames.

S. New revenues from higher alcohol uxn. should be used to offset budget deficits and
insure the survival of vital domestic health and social programs, particularly those thas help
counter alcoho! problems.

6. The American public and dozens of prominent econamists strongly support increasing taxes
on alcoholic beverages to help combat aicohol problems and offset some of the external costs

associated with the consumption of alcoholic beverages.
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My name Is Michse! jacobson. { am executive director of the Center for Science In
the Public Interest (CSPl)., The Center is & non=-profit orgenization that sdvocates improved
health and nutrition policies and heaithy living practices. Currently, Ci'Pl has over 70,000
mambers throughout the United States.

The Center coordinates the National Alcohol Tax Coalition (NATC), & group of some
30 nationa! and 70 state and local organizations that is urging Congrass to raise excise taxes
on alcoholic beverages. This coalition, which includes such diverse groups as the American
Assoclation of Retired Persons, National Council on Aléoholism, Remove Intoxicated Drivers,
and the National Association of Private Psychiatric Hospitals, specifically supports a position
statement (a copy of which 1s attached) CI'lllng for the doubling of current excise tax rates
on beer, wine, .od. hard liquor, and the equslization of tax rates, lt‘ the liquor nteo. on the
alcoho! In those three bcvornu. On that point, my testimony today represents the views of
NATC member .roubu.u well as those of Center for Science in the Public Interest. ‘A fist
of supporters of the Coalition's position on alcoho! excise tax increases Is attached to this

“testimony.

The oocla'l and economic costs of alcohol abuse in the United States are deavastating.
Government estimates put the yearly toll at batween 100,000 and 200,000 lives lost and about
$120 billion i economuic ham. Thase statistics, howsver, don't begin to describe the
widespread pain, sutfering, and anguish that result from excessive drinking In America., While
the tragedies of dw‘nk driving are well=known, aslcohol (s also related to ha!f or more of all
drownings, child and wife sbuse, rapes, and homicides. Alcohol sffects practically every
organ in the body and, in sufficient quantity, causes brain damage, ltver circhosis, birth
defects, heart disease, and cancers of the liver, miouth, throat, esophagus, ond'lnfynx. The
harm alcohol causes in the form of broken families, ruined cargers, and school f‘lllun is
incalculable. The dollar costs incluce heaith care costs, reduced productivity, and social

welfare programs, among other factors. It is no wonder that sicohol abuse Is considered by
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many experts to be the number one drug problem in Americs.

At the same time, this nation {s faced with staggering budget dcﬂcl;s which threaten
our economic vitality. Gramm~Rudman dcﬂclt-ro.ducthn targets put the survival of important
heaith care and social programs in jeopardy. This committee has an historic opportunity to
sddress both of these problems tlmulnniou;ly, and In so doing improve the economic snd
physical heaith of our nation.

Federal excise taxes on bser and wine were jast increased n 1951. Taxes on liquor
rose 19% last October, but still lag well beyond lnﬂnfon since their previous increase during
the Korean War. Adjusted for inflation, these taxes are lower than they have ever been
since the end of Prohibition. Low tax rates have contributed to the declining relative price
ca_f aicoholic bever'uu, increased eommptio;l, and lncrunr{ alcoho! problems. The failure of
alcohol excise taxes to keep up with Inflation has been & windtall for the alcoholic beverage
industry. For the public health, it has been a disaster. For the U.S Treasury, It has meant
the loss of about $75 billion in adaitions! revenue between 1952 and the prasent: Now is
the time for l;u}or increases in alcoho! excise taxes and msjor changes in the way beer, wine
and liquor are taxed.

The proposal before this Committee calls, In part, for an increase in the tax on wine
to the level at which alcoho! In beer is taxed. We support equitable tax treatment for all
alcoholic beverages. We belisve that the Committee should extend this equalization concept
to increase the taxes on both beer and wine to the level at which alcohol In liquor is texed.

‘There is no sound rationale for the continued preferentia! tix trestment of beer and wine.

Low taxes on these beverages == [ess than 3 cents a 12-0x can of beer, and less than 3

cents for a bottle of wine == perpstuste the dangerous myth that beer and wine are somehow

innocuous *beverages of moderation®.
Today, the alcohol in liquor is taxed at about 4 times the rate of sicohol in beer

and 17 times the rate of alcohol in wine. From both a public health and revenue
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perspective, this approach makes no sense at all. Let's tace 1t, aleoho! is alcohol s nlcoho_l.
In whatever form, it can be addictive and its abuse dangerous and life-threstening. Liquor
may be the most concentrated form of alcohal, but for teenagers, who are at high risk of
auto accidents and other violent spisodes, beer is the favored beverage. Besr is the choice
of most drivers who end up in fatal auto accidents. Low-income alcoholics choose fortified
wine, the cheapest source of alcohol, and suffer as a result.

Economists at the National Buresu of Economic Research recently presentad evidence
that increases In beer taxes would be extremsly nﬁect.m in reducing suto accident fatalities
smong teenagers and young adults. Equalizing the rate of tax on besr to the rate of tax on
alcoho! In hard liquor would reduce accident deaths for 18-20 year-old l;n!es by 203%.
Thousands of llvc; w‘wld be saved, on top of those being saved by iIncreases in state drinking
ages.

Taxing th; alcohol in beer a.nd wine st the hard liguor rate would yield ngm‘ﬁ_cunt
new revenues and other beneficial results. Bssed on an oconomntr.lc mode| dcvclopcd.by the
National Alcohol :T.x Coalition, we estimate that net n\m'wu would increase by
approximately $4.7 billion annually. On top of that, we estimate that alcoho! consumption
would drop by nearly 5%, and the economic eosts to soclety saved due to reduced levels of
alcoho! problems would amount to almost 86 billion. ,'i’ln Tax Coalition's iull propossl calls
for doubling tax rates that have been equalized st the liquor rate. Such action would yield
$12 billion (n additional net revenue and reduce the costs of slcohol abuse by about $16
billon. .

Federal excise taxes on beer snd wine have been so low for so long, It Is high time
for substantial increases to bring these products out of the soft=drink price range. In order
to avoid unnecesssry economic disiocstton and comuﬁnr resentment, these tax hikes co.uld be
implemented gradually, over a period of thres or four years.

in addition to raising tax rates on wipe and beer to egua! the rate of tax on
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alcohol in hard liquor, taxes on all slcoholic beverages should either be indexed to inflation
or set at an ad valorem rate (parcentage of price at the producer level) $uch a change,
\;'hlch Is akin to a proposal before this Committes, wouid snsure that the selative price of
alcoholic beverages In our economy remains stable, and would guarantee that the U.S.
Treasury never again is robbed of biliions {n revenus because alcoho! taxes were stuck at
fixed levels during a time of high inflation,

This Committee has -heard much about the regressive effect of excise taxes == that
taxes on alcoholic beverages would hurt {ow=income co;uumu most. Although low=income
consumers pay a higher proportion of their disposable income than would a wealthy person for
the same product, several factors dimuulgh un‘s on alcoholic beverages from other excises,
such as on ..nohr.u ot telephone ssrvice, and minimize any possible discriminatory effect on
the poor.

Fmt,' alcoholic baverages are relative luxuries, discretionary ftems, not nm_uinls'
like telephone service m;d transportation. Second, higher taxes on alcoho! would hardly ‘be
felt by about ‘two-thirds of the ad;:lt popuistion. Thirty=six percent abstain and another
third consume less than two drinks per week.

Among drinkers, upper=-income householids spend over twice as much on alcoholic
beverages as lower-income households. Lmr-incc‘:m persons, lb‘om 25% of whom are elcerly
persons who consume the least alcohol of any adult cohort, spend only a small fraction --
around 2% -- of total consumption expenditures on glcohol.

A lodk at industry marketing data on slcoholic bovou;n,. compiled by the Simmons
Market Research Bureau, and reported in Impact magazine {September 1, 1983), is instructive
in determining the alleged regressive impact of increases in excise taxes on aléahcl. For the
highest category of bouuhold. income ($50,000 and over), 49.4# report camsumption of beer
and 64.3% report drinking wine. On the low end of the scale, only 30.2% of households

under $10,000 Income report drinking beser, and only 28.6% report drinking wine. Even for
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households with income between $20,000 an'd $24,999, only 45.62 report drinking bser and
44,32 coport drinking wine.

Therefore, excise taxes on beer and wine, and an-y increases, will be paid
prodaﬂnur!tly by those outside of the lowest income brackets.®

furthermore, according to the National institute on Alcohol Abuse and Alcoholism,
roughly 20X of drinkers c-omum- 70X of sll alcohol. Higher taxes == and pricas == on
aleoholic bovouin would discourage excessive drinking among many in this relatively smail
fraction of all adules. Additionally, those who continued to drink heavily would be required
to contribute more equitably to offset the costs of alcohol abuse to society.

Higher ‘taxes on alcoholic baverages == particularly equalization of tax rates on
beer, wine and hard liquor == ean generate substantial new revenues, reduce aicohol Problm
and costs, and help educste Americans about the proper role of.nlcohol in our society.
These new revenues should provide s source of funds to lniuu_ that vita! domestic health
care and socisl programs -- many of which sre involved in either preventing, researching, or
tresting ulc;hol problems == ara not sacrificed on the cross of the Gramm-Rudman oeficit
reduction act. Higher alcohol taxes should be used to assure that proposed t.u legisiation
resuits in increased revenue capable of offsetting budget deficits.

The heaith of America demands that Congressional budget and tax action preserve
and strengthen programs to promote heaith snd combat alcoho! abuse and alcoholism. The
Public Health Service's National Institute on Alcohol Abuse and Alcoholism should be singled

out to raceive adequate .Oundlng and support.

% Another study, conducted by National Family Opinion (NFO), inc., and reported in Impact
magazine (July 15, 1985), boisters the view that aicohol taxes do not hit low-income persons
hardest. Houssholds with income under $18,000 (with a 25.42 income share) consumed only
10.62 of all wine and 20,.8% of malt beverages. (n contrast, households with income of
$35,000 and over, with a 26.4% income share, consumed 41.3% of all wine end 25.2% of malt
beverages. According to the NFO study, households with income less than $25,000, with a
50.3% income share, consumed 26.5% of all wine and 486.8% of malit beverages. MHouseholds
with incomes of $30,000 and over, with a8 35.6% incoms share, consumed 57,8% of all wine and
37.6% of malt beverages. '
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Recent polls demonstrate that a large majority of tha American public supports
higher taxes on slcoholic beverages. An August, 1984 Roper survey for the Christopher D.
Smuthers Foundation found that 77% of leadership psrsons surveyad (corporate cnc:;uvu,'
federal legislators and state governors, religious leaders, educators, physicians, ano the
military command) approve of doubling the tax on slcoholic beverages to combat alcoholism,
Some 66% of the genaral ‘public also support doubling the tax.

Parhaps more significantly, some 80 prominent economists, including 3 Nobel
faureates, recently joined In s petition to Congress t;r;lng tint taxes on alcohotic beverages

be raised substantially, both to improve the public heaith and reduce budget deticits. These

economists specifically calied for the elimination of differential tax treatment for beer, wine,
and liquor,

’ The time has come for Congress to get in step with the public ?nd sound economic
policy. Thirty-five years of inaction on'nlcoho.l excise taxes must be remedied. For

starters, raise beer and wine taxes now

,
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. NATIONAL ALCOHOL TAX COALITION
STATEMENT ON ALCOHOL EXCISE TAXES

The National Alcohol Tsx Coslition is comprised of diverse national, state, and
vusl groups Lhiul saupport = substantial INCresse 1n reaeral excise TAXes On aloohellic
everages. Increased taxes will serve two purposes: they will help reduce the enormous
ost of health and social problems related to alachol abuse by discouraging excessive
leohol consumption and they will enrich the U.8. Treasury by billfons of dollara, This
tra revenue will lessen the deficit-driven need to further decimate vital domestic
poial programs. 1In addition, new revenues can help expand funding for sloohel abuse
revention, treatment, and research, as well as provide incressed stability for pudlic
selth care programs such a» Medicare,

The econcmic costs of aloocholism and problems related to alcohol abuse are
taggering. According to govermment-sponsored studies and reports, aloohol-related
soblema oost soclety approximately $120 dillion and 100,000 = 200,000 desths each year,

lus untold amounts of human grief and suffering. The catastrophic damage linked to
*inking includes: )

53% of all traffic fatalities;

as many as 60% of child and spouse sbuse csses;

industrial and recreation sccidents) :

over 50% of viclent crimes, suicides, fatal fires, and drownings;
birth defects, spontanecus abortions, and liver demage;

rising incidence of teenage drinking: and

alcohol dependence for nearly 13 million Americans.

Until Congress recently suthorized gn inoresse in taxes on distilled spirits, fed-

wl aloohol excise taxes had not been rafsed {n thirty=four yesrs; the rates for beer snd

ne still remain at their 1951 levels. The failure to raise federal exaise tax retes has
ouitod in a steady decrease in the tax rate and tax revenues in terms of real dollars,
» failure to index federal excise tazes to inflation hss resulted in a loss of billions
' dollars of revenue, While Congress scrambles to find ways to lessen the durgeoning
dget deficit, the possibility of sdditional sleohol tax hikes remains a vi{eble = and
ereasingly inviting == political option.

We urge the Preaident and Congress to join the majority of Americans who recoguize
oohol sbuse ms & major mationsl prodlem snd who support higher federal aloobol taxes on
sochol beverages ss @ means of improving our metion's social snd economic health, As &
art, we offer the following suggestions: restore the tax on bard liquor to its 1974
wel, raise taxes on besr and wine so that these bovorn;ca are tazed at the sase rate per
1t of aloohol as liguor, and to prevent thess tozes — gnd prices — fros being eroded
' 4nfletion, sdjust aloohol taxes amnuslly for incressed iaflation and disposable income.
sally, & portion of these revenues should be allocated to belp reduce alochol problems
d expand acoess to health cere services. These Beasures might be {mplesented ob an
orementsl basis to avoid sudden economic dislocation and oconsumer resentsent,

Incressing alochol taxes alone will not inuependently solve America's aloochol prod-

ums or budget deficits, Dut we belleve that this measure is one important step in that
rection.

arsinator; Conter for Science in the Public interset 1801 SIXTEENTH STREET, NW - WASHINGTON, DC 20036 - (202)332-91%0
g 1]
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MATIONAL ALCOEOL TAX COALITION
NATIONAL SUPPORTERS

Adventist Health Network

Anerican Association of Retired Persons

American College of Preventive Medicine

American Councll for Drug Bducation

American Council on Alcohol Problems, Inc,

American Licensed Practical Nurses Association

American Medical Students Association

American Youth Work Center

Association of Schools of Public Health

Center for Science in the Public Interesst

Children's Defense Pund

The Children's Foundation

Citizens for Righway Bafety -

Consumer ?tfairl Committee of Americans for Democratic
Action

Doctors Ought to Care

¥ational Association for Public Health Policy - COuncil
on Alcohol Policy

National Association o! Alcoholism & Drug Abuse Counselors

Fational Association of Private Psychlatric Hospitals

¥ational Center for Drunk Driving Contrel

National Ceuncil on Alcoholism

National Council on the Aging, Inc.

National Drivers Assocliation for the Prevention of
Traffic Accidents, Inc.

National women's Christian Temperance Union

National Women's Health Network

Public Citizen .

Remove Intoxicated Drivers

(123 2222 %] ]
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. . . . L ALCONOL EXCISE TAXES

ATTACHMENT 4

o ©ntil a 19% increase in liguor taxes (not on beer and wine)
effective October 1, 1985, federal excises on alcoholic
beverages had not been increased since 1951,

‘e Beer and wine taxes are less than one-fourth of what they were
at the repeal of Prohibition; the tax on liquor is about 25%
less (figures expressed in constant dollacs).

¢ Taxes on alcohol provided over 58 of federal domestic revenues
in 1951, By 1984, the percentage dropped to 0.88. Alcohol-
revenues were $5.4 billion in 1984.

e Due to inflation since 1951, the real dollar value of tax

- pevenues on alcoholic beverages declined by 75%. Inflation
during this period cost the Treasury between $40 and $75
billion {n lost revenues.

® The current tax on a l12=-ounce can of beer 18 2.7 cents) on &
glass of wine, about 0.5 cent) and on a shot of 80-proof
liquor, 10 cents. The alcohol in 1liquor is taxed at about ¢
times the rate of alcohol in beer, and about 17 times the
alcohol 4in table wine.

® Governmént teports estimate the annual toll from alcohol abuse
at between 100,000 and 200,000 deaths and $120 billion in
economic damage. : .

® Bigher-aloohol taxes will reduce drinking by young people and
. Jheavy drinkers, and will reduce alcohol-abuser problens like
‘fatal auto orashes and cirrhosis’ of the liver, according to
economists at Duke University and the Mational Bureau of
Economic Research. .
e Doubling ligquor taxes and then squaliting the rate of tax on
alcohol in liquor, beer, and wine, as proposed by the National
Alcchol Tax Coalition woulds .
8) increase the tax on individual drinks of beer and wine by
about 20 cents and on ligquor, by about 10 cents; and
b) provide approximately 812 billion in additional federal
revenues, decrease alcohol econsumption by about 14 percent,
::glioducc the annual economic costas of alcohol by up to $16
on. ’

e The thirty-aix petcent of American adults who do not drink
would pay no additional taxes; another third would pay less
than 50 cents per week more,

e The $12 billion in additional revenues is more than the total
taxes paid by the 23 million taxpayers whose adjusted gross
incones were under $12,000 in 1983.

o . Twelve billion dollars would pay the combined annual costs of
the National Institute on Alcohol Abuse and Alcoholism, the

Adainistration on Aging, the juvenile justice and child abuse
state grant programs, and the federal food stamp progranm.

‘NATC, 9/18/85
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ARE ALCOHOL EXCISE TAXES REALLY THAT REGRESSIVE?

Although an axcisa tax {s regressivs in nature, and falls wmost haavily upon
those with the laast ability co. pay, several features of the alcobol axcise tax
ainimice the negative impact en low-income pacple!

¢ Alcohol is @ luxury, discreticnary item, not a necessity. Incrassing taxes
on alcohol is fairar than incressing taxes on gasoline or on phone service.
It is cartainly more squitsbla than d».uuing taxes primarily for upper
income people (s was done in 1981).

o One-thizd of the population sabstains; one-third drinks, on ths avarage, little
more than a drink per week, Low-income parsots have the highest rate of
sbstinencs, principally bacauss the elderly, 25% of whon live in or near
poverty, have the lowest drinking rate of any adult age group.

e Twanty per cent (20Z) of the dpinkerp consume 70X of the alcohol. Therafore,
heavy users would rightfully pay moat of the tax, a portion of which would be
used for programa to combdat alcokol abuse. .

® vppcr-!.ncm households spend cvc: twice as much on alcohol as lower-income
bouseholds. A 1977 USDA Survey reported aleohol expenditures of $2.82 per
wesk for houssholds with over $20,000 {ncoms and spending of $.76 and §.89,
respectivaly, for households with incomes under $5,000 and batween $3,000
and §9,999. Wall-to-do households will pay substantially more in taxas than

the poor and halp nupport prograns to raduce the harm caused by d.cohcucn
and alcchol abuse.

e Kxpenditures !or alcohol repressnt only & small fraction of any income

group's total consumption expanditures, arcund 22 for the tenth of the pepu-
lation with the lowest iancome.

. @ Dedication of funds for public aleohol sbuse pravention aund tresgtment pro-
grams would benafit the poor. Also, the availability of funde to offset
budget deficits would save otherwise vulnerable public prograns which pro-
vide vital sarvices or sssistence to low-income persons. Thase banefits
outwaigh the ainimal additional cost to most low-income consumars.

® Doubling the sxcise tax would add sbout 3¢ to the price of & can of beer or
a bottle of table wina. A consumar of a six-pack of bear a we. . would pay
less than a quarter sore. An scross=-the-board doubling of taxes would
gonavate as much as $5.7 billion In additional revenuss,

e . A majority of Americans support a2 tise 4n the federal sxcise tax on aleoholic
beverages. In a 1981 AP poll, 55% of those polled said that federazl excise .
texes should be vaised, wvhile 412 seid they should not. Of those who favored
2 tax incrsase, 11% said taxes should be fncreased to raise revenue; 9% to
distourage drinking; and 35% favored both.

IBOISDHEENTHSIREETNW » WASHINGTON, DC 20036 - (202)
RXECUTIVE DIRECTOR: MICHAEL F JACOBSON, Ph.D. 382911’)
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. ATTACHMENT 7

ENOUSTS' FEITTION T0 DICIEARE
PEEAL ALCOKL DXCIER FAXES

Me, the undersigned econcriiats, believe that the public bealth eosts
and other external OOsts associated with the consumpticn ¢f aleohallic
beverages are 80 aignificant as to juatify substantial excise tazes on those
buverages, In Might of the fact that, in real terss, existing tawes have
declined deametically in the past thirty ysars and those on wine and beer were
not inczeased even N nominal tarms bebween 1951 and 1985, existing tax um
ahould be incressed,

rmm. we see no Justificstion for the differential between the
-ucue nx, pez uni o! alocholic content, an beer and wine, on tha one hand,
and hard liguor en the other. Indeed, in } totchotmdu: is te
standard 1n oduction to alochol for youth, tax trastmsnt ln: e
sgpears 0 by socially highly undesirable,

Pinally, an increase in the exsise tax on alocholic beverages would
oontribute to the seduction in the budget deficit in a way that has no
significent sdverse econcmic effects and weuld have substantial social
Senefits, while hndtng imtuu oauuic officioncy.

Consequently, we support the WATIONAL ALCONQL ‘TAX COALITION
o increase federal axcise ummu ic beverages and eliminate or
DALy the diffesential tax treatment between besz, wine, and liguor,

.

lnnry J. Abron, Senioc Pallow m :mutnum. S0,
m' Assistant hﬂm d Buainess ldmlwm. )
n Allen, Professor, wm-uy o Connecticut, Btorrs, CT
W.H, Locke Anderson, Profeasor, University of Michigan, Amn Arber,
william C, Apgac, Jt., Associate Professoc, Jotn P, Mmolof.
m:r-n:, Narvazd tniveraity, Cambridge, WA
» Associate Professct, Templs Univeraity, is, M

m 8. lu:o:t. ngx. Departmant of m, Ameziocan tnivessity,

Poter 8. Barth, m&uo:. University of mw:. Stotce, CT .
J. Baztik, Asaistant Professor, Vanderbilt University, Neshville, ™

zancis M. Bator, mhnor. Jahn P. Kantady School of Govermmsnt, Barverd
University, Casbcidge, MA

Alan 0. Blinder, Professor, Princeton Univecsity, Dunam. L

sazry lluum. Professcr, Soston Collage, Chestrut BALL, MA

B. Cary liown, Professcz, Kaasachusetts Institute of Techmology, Cambeidge, WA

Jcbert 8. ltm, | [7 144 Onnlulnn:, lubna.i:tu on Domestic Monetary wy.

Nouse Banking Comittes, Washington, DC

William . Capcon, Professor and Chairman, Departssnt of Boonomies, Boston
mnxnty, Boaton, MA

Charles 7. :.folnr, Professor, Duke Dniversity, Durh- n

failip J, Ceck, Digector, Irstitute of Policy Sciences and Riblic umm
Cuirzen, Public Jolicy Department, Duke University, Durham, ¥C

Pmil N, Coocant, Professor, University of iudugu.n Am Arbor, G

Mack Cocrell, Doctoral Candidate, Univetsity of umm, Madison,

Jaobn 8. Qurtiss, Associate Professoc, University of Cinclmnati, cmeuuu,

Alan V. Deardorff, Professor, Dnivecaity of + Am Arber,

Alfred 8, Bichnes, Professcr, Ritgers Universi m mm. w

Robert Bismer, Willias R, Rsnan Professcr, Nor tern Oniversity,

Bvaraton, 3L

Devid 7, luwwd. Assoziate Professor of mublie lbuay, John P, Rennady Sahool
of nt, Rervard Univereity, Cambridge, WA

Jeff Faux, President, Boonoaic Policy Institute, Washington, OC

David ::u.:. mt-;:t,mw gnnl:y. [ [ ua&u, [ ]

Allen R. Ferguacn, Pres 17} ’ +¢« YRdhington

Victoe R, Puchs, Psofessor, Btanford Dniversity, lmu.fcrd. .
w‘ﬁt. Senior Fellow, The Brookings xm:t:uuen, Meahington, DO

maloo, is, Professor, Duke University, Ducham,

Worman J. mgzé:ha, flogg Professor of Urban ron:y. n-zlv-nuy of Texas,

Peter Gottschalk, Professor, Bowdoin Cel ¢ oumawviok, M8

pertram Qross, Professor, Saint Mary's Qol ow of Cplifornis, Noraga, CA
fichael ctaum, mtouox, City University of New York, Wew !wk. w
Bric Wanyshek, Pcofessor, University of tez, Rochester, WY
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Seidi T, Barchann, Study Director, Mational Besearch Oun:u, Wmshington, DC

Walter W, Haller, Begencs' Professcs, University of Ninnesota, is,

Dale M. Boover, Professor and Chalrman, mrma of Business and mm.
Mocth Carclina Btate University, Maleigh, X

Sl K. Mymana, Profeasor, mwnuy of Michigqan, Amn Atbor, KT

Setelley Jams, rroeono: Chaiz, Depsrtrent of Soorcaica, State Dniversity
of Mew Yock, Stony Brook, WY

Qerald D, Jaynes, Btudy Dicector, Mational Ressacch Council, hlhtmhnm

D. Gale Jahnicn, Professor, University of Chicago, cm.nqo,

Jobn P. Rain, mfono:. Barvard tniversity, Candeidge,

Serzan B. leonatd, Associate ’rum, ) nmdy l:bol of Goverrmant,
Sarvacd Mniversity, Cambridge, MA

Sa A, Laviun, Ditrector, Center for Social roltq Studies, The Gectyge
Yaahington University, Weshington, DC

8.4, Millaz, Professor, Boaton University, Boston, KA

Josaph J. Ninarek, unuc Ressazah Absocists, Urban Institute, Weshington, OC

Franco Modiglianist, Institute lnhuoc. Massachusetts Institute of
Technalogy, Cambridge, M

Poggy B. Musgrave, Profesect, University of California, Sants Crux, CA

Rchard Musgreve, Professor Mmecitus, Barvard Dniversity, Cambridge, M

Wilhela Meuefeind, Professor, Mashington Daiversity, Bt. Louis,

Mary N, O'Kest?s, ‘Asaistant nohnor, John P. Rannedy School of Goverrmant,
Barvard University, Caxbridge, MA

Joseph A, Pechman, Senicr Pellow, Brockings :n-r.mu.an, washington, DC

Hemes ¥, Pogue, hof.uoor. Onivezsity of s, 10w cs:y.

Thomes M. Fower, Professor and a\unn. Depactasnt of Toonomics, Dniveraity
of Montana, Kiseoula,

fes E. Preston, Profeasor, Onxmdq of Maryland, College mk.

Richard 2, Quandt, Professoc,-Princeton University, Princeton, &I

mu Rivldn, mt:eto: of Econtmic Studies, The Erookings Institution,

Seffrey A, btb. l:udy Director, Mstional Mesearch Council, Weshington, BC

M) Sasoelaon®®, Profeasct Beeritus, Massschusetts Imatitute of Technology,

Teabel Bawhill, Oo-nuocm. Othen Inatitute, Weshington, DC .
m mlxm' Wm, Bazvard Mm“w, Boston, KA
"Bllott leh:, Professcs, Coluxbia Universicy, New !ctlt.
Josegh .lm-a, Professcc and Chairman, nzu of Bgononios,
Rtgers Onivezsity, New lmw:
Sudhis mtg Assistant Profesecr, Duks mhmucy. Duzhaa, WC
Robert M. muwu Profensce, Massachusetts Inatitute of Technology,

Camdridoe, WA

Mobatt M, Stern, Professor, Oniversity of Richigen, Amn Arbor

Bith N, Stokey, lacturer mwumw. mr.mm&
Goverrmant, Barvard University, Cambeidge, MA

loltvnn’ P, Stolper, Profsasor Bmeritus, Uaivnltq cf mm-n. Am Ardor, 2

Lavrence Suamers, Profesecr, Bervard tniversity, Canbeidge, M

Laster Thurow, Profesacs, Rassachusetts Instituse of Technology, Cemberidge, KA

Jame Todbint*, Sweriing P:ouuor of Beoncnics, Yale Univeraity, New Neven, CT

Avis C, vuu, Associate Ptolluat. John P. Rennedy Bciwol of Goverment,
Sarvard Dnivecaity, Cambridge, WA

Steven :. Wetd, Asafstant mtnﬁ, wm::ty u‘nxm&. aAn A:bm .

Thorss £. Weisskopf, Professor, Univers Richigen, Arbos, KX

Jobn V. Wells, U.B. General Acoounting OZ , DC

Jaohn Yinger, Associate Profaesor, John P lnnmdy Sahool ot Government,
Rarvard University, Cambeidge, M\ -

¢ Affiliations liated for ...entificetion purposss
o Nobel laureats omly
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MPACT OF ALCOHOL EXCISE TAX
INCREASES ON FEDERAL REVENUES,
ALCOHOL CONSUMPTION, AND ALCOHOL PROBLEMS

W
Nstional Alcoho! Tax Cesiltien
%01 Wtk B KW
Washington, DC 20036
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SUMMARY

, Faderal excise taxes on slcoholic beverages have not been increased since 1951,
Consequently, the taxes (sdjusted for Inflation) are lower than they heve ever been since the
end of Prohibition, The low tax rates have contributed to declining relative prices, snd
hence Incressed consumption . and Increased alcoho! problems. Had excise taxes been
ad]usted regularly for inflation, the faderal govarnment would have received several tens of
billions of sdditional tax dollars between 1952 snd 1984,

Raising excise taxes would reduce both budget deficits and alcohol problems. Tax
increases would likely have an especially grest effect on reducing aleohol consumption by

®

.A model was developad to estimate the effects of various tax increases. Of the five
different plans considerad, s doubling of the excise tax, which would still not bring the taxes
up to pre=-infistion levels, was found to have the least effact on revenues, sales, and
problems: $43 billion In new revenue par year.and a 52 percent decline In alcohol
consumption. The reduced drinking would reduce alcoho! problems by sbout $6 billion
snnually. The grestest impact would come from ralsing the tax on Jiquor to make up for
Inflation since 1957 and then raising tha relstively low taxes on beer and wine to equal the
rate par unit of aicohol In hard liquor. This adjustment would yield $20.5 blllion in net
fevenue and result in a 30.2 percent decrease in consumption and 8 decrease (n slcohol
problems estimated to save about 8§35 billion.

. After considering historical tax rates and the affects of tax Increases; seven!

. racommendstions are made, First, the txx on hard liquor should be doubled, returning it to
its 1972 lavel (adjusting for infistion). Then the taxes on beerand wine should be raised so
thet these beverages are taxed at the same te per unit of alcoho! as liquor. To prevent
these taxes == and prices -~ from being eroded by future Inflation, alcoho! taxes should be
adjusted snnually to keep pace with disposable income snd infistion. These adjustmaents
would generate approximately $12 billion annually in new revanues and reduce alcoho!
consumption by 14 percent. The decline In drinking would raduce direct and indirect costs
of slcohol problems by about $16.4 biliion. Using different assumptions sbout the relstive
elasticity of demand foralcoholic beverages, the Increased tax revenues would wry between
$8.4 billien and $13.7 billion; decling In consumption, 3.2 to 32 percent; reduction In alechel
problams, $4 billion to $38 billions Finally, portions of the revenue should be earmarked for
aleohol educstion and treatment programs, training programs for dislocated workers, and aid
to states. :

NOTE: FULL COPIZS OF THE REPORT ARE AVAILABLE FROM CENTER FOR
S8CIENCE IN THE PUBLIC INTIREST, $3.00 PER COPY, .
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TOWARD TOTAL TAX REFORM—FEDERALAND STATE

Tax reform has become a
key issue in the current ses-
sion of Congress. So many
proposals are being discussed
in the nation’s capital, it is
difficult to understand which
means what.

Most proposals now under
consideration are modified
versions of the current pro-
gressive income tax code.
First enacted in 1913, it is
still based on the principle
that wealthier people should
pay a greater share of their
income in taxes.

State governments should
be closely following the de-
bate over tax reform on
Capitol Hill. The inequities
found within the federal in-
come tax system are typically
reproduced in the state in-
come tax formulas. Likewise,
the inequities and inefficien-
cies of federal excise taxes are
repeated at the state level
when legislators choose to
rely on selected excises and
sales taxes to raise gemeral
revenues,

The inequity arises because

Taxes on certain con-
sumer goods unfairly
penalize the majority of
taxpayers, many agree.

the burden of these taxes falls
disproportionately on the
working class population. In
addition, such taxes are inef-
ficient, artificially raising the
price and hence, reducing the
consumption and output of
the taxed product. It isn’t long
before depressed demand
leads to employment and in-
come losses.

The time is ripe for excise
tax reform—federal and
state. Ripe for federal and
state governments to stop rely-
ing on taxes on specific goods
to raise general revenues,
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