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Abstract

Recent tobacco taxation research suggests that excise tax structure plays an important role

in the effectiveness of increasing taxes in reducing consumption. However, evidence on

excise tax structures of alcoholic beverages is scarce. We linked price variability measures

for beer, wine, and liquor in the US derived using Economist Intelligence Unit city data from

2003 to 2016 with state-level excise tax structures from the Alcohol Policy Information Sys-

tem. Ordinary least squares (OLS) regressions were performed to assess the associations

between excise tax structures and price variability, for beer, wine, and liquor (spirits),

respectively. Results suggest that, compared with a specific excise beer tax structure based

on volumes, a mixed structure with both specific and ad valorem components was associ-

ated with 38% (p�0.01) greater beer price variability. In addition, a mixed excise tax struc-

ture for liquor was associated with 60–77% (p�0.01) greater liquor price variability.

However, these associations do not imply a causal link between tax structures and price var-

iability. In summary, a mixed excise tax structure is associated with greater variability in

beer and liquor prices, an indicator for tax avoidance opportunities. Future research is

needed to identify the causal impact of tax structures on price variability.

Introduction

Excessive drinking is a major cause for adverse health, economic, and behavior-related conse-

quences.[1, 2] In the U.S., binge drinking leads to approximately 80,000 deaths and a cost of

$224 billion annually.[3, 4] Among all policies aimed at reducing excessive drinking and

related harm, increasing taxes is arguably the most effective intervention, and it is important

to fully leverage its benefits.[5–9] However, tax avoidance behaviors may erode the effective-

ness of such a policy as consumers can switch down to low-priced products, and thus are not

responsive to tax and price increases by cutting back alcohol consumption or quitting exces-

sive drinking. Moreover, vulnerable populations such as young and lower-income people are

more likely to engage in tax avoidance and price minimization behaviors, undermining the
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effectiveness of increasing taxes and prices in reducing excessive drinking and related conse-

quences among these populations. [10–15]

Recent studies on sin taxes (e.g., cigarette excise taxes) suggest that excise tax structure is an

important factor associated with opportunities for tax avoidance and thus may affect the effec-

tiveness of tax policies in reducing consumption.[16] Excise tax structures are defined by the

tax base (quantities vs. values) and whether tax rates differ by product characteristics unrelated

to the base, such as manufacturers’ size (uniform vs. tiered).[17] For example, excise alcohol

taxes could be specific (i.e., volume-based or ethanol-based) or ad valorem (i.e., value-based)

or a mix of both. Recent studies show that a combination of these taxes has more predictive

power of prices, than a single type of taxes. [17, 18] Excise alcohol taxes could also vary by bev-

erage types (i.e., beer vs. wine vs. liquor) and by consumption locations (i.e., off premise vs. on

premise), but tiered rates do not apply within a beverage type or a consumption location in the

US.[19]

Compared to a volume-based excise tax structure, ad valorem and mixed structures are

considered more complicated because each different product may bear a different amount of

taxes. The more complicated a tax structure is, the more opportunities there are for manufac-

turers to strategically differentiate brands and price levels, and for consumers to switch to

cheaper products if taxes and prices were increased.[16, 20–22] A growing number of studies

provided empirical evidence that more complicated cigarette tax structurers are associated

with greater price variability—a key measure for tax avoidance opportunities. [23–25] How-

ever, such empirical evidence for the association between alcohol tax structure and price vari-

ability is lacking.

Unlike cigarette tax structures, which levy only specific excise taxes across all states in the

U.S., alcohol excise tax structures differ by states. Some states levy only volume-based specific

taxes while the rest levy a mixed structure with both ad valorem and volume-based taxes. [18,

26, 27] In many states, excise tax structure further varies by alcoholic beverage types and by

premises. For example, Texas imposes both ad valorem and specific excise taxes on alcoholic

beverages sold on premises but not on beverages sold off premises. Nonetheless, tax rates are

uniform within the beverage-premise category in each state. Understanding how local alcohol

excise tax structures are associated with price variability and tax avoidance opportunities thus

is critical to informing and shaping future US alcohol taxation policies. As of January 2015, 19

out of 50 states allow localities to impose alcohol taxes, which presents an important opportu-

nity for local actions to reduce excessive drinking and its burdens. [28]

This study is expected to provide the first assessment of alcoholic beverage price variability

between states with different tax structures. Specifically, we examined state-level excise tax

structures for beer, wine, and liquor and how they are associated with the respective price vari-

ability. Given that greater price variability is associated with more tax avoidance opportunities,

the results will shed light on future studies on how to improve the effectiveness of alcohol taxa-

tion policies.

Materials and methods

Economist intelligence unit (EIU) city data

The EIU city data collected prices of more than 160 services and products including alcoholic

beverages from supermarkets and mid-priced stores in 140 cities in 92 countries from 1990 to

2016. The data collection took place twice a year and the accuracy and consistency of data

were checked by the EIU editorial team. Additionally, to insure the consistency over time and

across geographical locations, prices of the same or similar brands were collected by the EIU

for each product. Specifically for alcoholic beverages, average prices of one local brand beer,
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one top quality beer, one common table wine, one fine quality wine, and one superior quality

wine were reported. For each product, prices were collected from two types of stores: super-

markets and mid-priced stores. Therefore, a total of four price points per year were available

for beer in each city (i.e., local brand form supermarkets, local brand from mid-priced stores,

top quality from supermarkets, and top quality from mid-priced stores), whereas six price

points were available for wine (i.e., common table from supermarkets, common table from

mid-priced stores, final quality from supermarkets, final quality from mid-priced stores, supe-

rior quality from supermarkets, and superior quality from mid-priced stores). The liquor cate-

gory includes Cognac (French VSOP), Gin (Gilbey’s or equivalent), Liqueur Cointreau, and

Scotch whisky six years old. For each of the above subtypes of liquor, one average price from

supermarkets and one average price from mid-priced stores were reported. The EIU US data

contain the prices of the above products from 16 cities in 15 states: Los Angeles (California),

San Francisco (California), Miami (Florida), Atlanta (Georgia), Honolulu (Hawaii), Chicago

(Illinois), Boston (Maryland), Detroit (Michigan), New York City (New York), Cleveland

(Ohio), Pittsburgh (Pennsylvania), Seattle (Washington), Washington DC, Lexington (Ken-

tucky), Minneapolis (Minnesota), and Houston (Texas).

Alcohol policy information system (APIS)

The National Institute on Alcohol Abuse and Alcoholism’s (NIAAA) Alcohol Policy Informa-

tion System (APIS) provides detailed information on alcohol-related policies and policy

changes at the state level for beer (5% alcohol), wine (12% alcohol) and liquor (40% alcohol) in

the U.S. from 2003–2016. APIS reports tax information for each of the three beverage types

and the precise dates when tax rates changed. The following information is available in the

APIS system: whether a state is a control state over sales that set shelf or minimum prices; [29]

specific excise tax rates per gallon; and wholesale and retail ad valorem excise tax rates. Some

states may levy special alcohol sales taxes in lieu of general sales taxes. Under such circum-

stances, ad valorem excise rates taking account of special sales taxes were considered as de

facto ad valorem excise rates. The above information was further broken down for excise taxes

on-premises and off-premises, respectively.

Constructs

Price variability measures. We constructed price variability measures at the city-year

level for each of the three beverage types: Beer, wine, and liquor. For beer, four price points

(one local brand and one top quality brand from supermarkets and mid-priced stores) were

available for each city in each year. For wine, six price data points were available in every city-

year cell (one common table wine, one fine quality wine, and one superior quality wine, from

supermarkets and mid-priced store). For each subtype of liquor (i.e., Cognac, Gin, Liqueur

Cointreau, and Scotch whisky six years old), two data points were available, one from super-

markets and one from mid-priced stores.

Furthermore, beer prices were reported in different volumes. Local brands were reported

on a per-liter basis, whereas top quality ones were reported on a per 330-ml basis. Therefore,

we standardized beer prices to prices per liter. Wine prices were reported in the same volume

(750 ml), as were Liquor prices (700 ml).

Respectively for each of the three beverage types, price variability was measured using a

ratio of price range to average prices. These ratio measures are similar to other ratios that have

been used in the literature examining price variability, such as a ratio of interquartile range to

median or a ratio of price range to the lowest price. [16,23] The advantage of using ratios to

measure price variability instead of interquartile range or variance, is that they are not affected
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by inflation and changes in the cost of living over time. Specifically, for beer and wine that

have four to six price points in each city-year cell, we first ranked prices and then calculated

the variability measure as the ratio of the difference between the highest and the lowest prices

to the average of two middle prices ([maximum-minimum]�middle price). For liquor, since

there are two price points for each subtype (i.e., Cognac, Gin, Liqueur Cointreau, and Scotch

whisky six years old), we first calculated, at the subtype level, the ratio of the price difference to

the average price ([higher-lower]�mean price). In the next step, we constructed the ratio mea-

sure for liquor as the mean of the four subtype ratios. We also constructed an alternative price

variability measure for liquor using the largest ratio among the four subtypes.

Excise tax structures. During the study period, while all non-control states imposed spe-

cific excise taxes on the three alcoholic beverages, some states also imposed ad valorem excise

taxes. Therefore, two forms of excise tax structures existed: specific only and a mixed structure

of both specific and ad valorem components. The goal of the analyses thereby was to assess

how a mixed tax structure, compared to a specific tax only structure, was associated with price

variability.

Based on the tax information from APIS, we constructed yearly excise tax structure dum-

mies (0 = a specific-only structure and 1 = a mixed structure) for each of the three beverage

types. Furthermore, because EIU prices were collected from stores, only off-premise taxes

were used to identify excise tax structures. In addition, some states had state monopolies in the

retail of one or more beverage types. As a result, we also constructed a dummy for control

states (1 = control states and 0 = non-control states) for each beverage type. Although several

states changed tax rates during the study period, the change of excise tax structures were rare.

On 12/8/2011, Washington State changed from a state monopoly (i.e., control state) to a spe-

cific-only tax structure in beer and wine sales, and to a mixed tax structure in liquor sales.

Other than this change, tax structures were consistent over the study period.

Demographic confounders

The demographic confounders considered in this study includes state-level unemployment

rates from the Bureau of Labor Statistics, state-level median age, proportion of population

aged 18–24, and per capita income from the US Census Bureau. EIU also reports city-level dis-

posable income of a married person with two children as a percentage of a local-currency sal-

ary roughly equivalent to US $60,000, which was taken as a confounder in this study.

Analysis

We linked price variability measures for beer, wine, and liquor at the city-year level with corre-

sponding state-level excise tax structures using year and state identifiers. First, we used boxplot

to evaluate the average price distribution for the period of 2012–2016 (after the structural

change of Washington) by tax structures. Next, ordinary linear regressions (OLS) were used to

assess the association between tax structures and price variability for each of the three alcoholic

beverage types.

A total of three different specifications were examined. We started with a simple specifica-

tion by regressing price variability outcomes on excise tax structures (a dummy of a mixed

structure with a specific-only tax structure or control states as the reference group) and a

dummy of control states without controlling for other confounders. In the second specifica-

tion, we controlled for year fixed effects. In the third specification, we controlled for state and

city demographic characteristics in addition to year fixed effects. We did not control for state

fixed effects because of lack of changes in tax structurers over time. This choice was also sup-

ported by variance-inflation-factors that suggest high collinearity among state fixed effects,

The association between excise tax structures and alcohol price variability
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year fixed effects, and excise tax structures. Wild bootstrapped standard errors adjusting for

clustering at the state level were estimated using Stata command “clustse” with 400 replica-

tions. Analyses were carried out using Stata 15 (StataCorp, Texas, USA).

Results

In Table 1, we reported states’ control status and excise tax structures from 2003 to 2016 for

beer, wine, and liquor, respectively. For beer taxes, Washington State was a control state until

December 8th, 2011, and has applied specific taxes since then. Three states (Washington DC,

Kentucky, and Minnesota) implemented a mixed excise tax structure on beer purchases off-

premises with both specific and ad valorem excises. The remaining 11 states in the study

applied only specific excises off-premises during the study period. For excise taxes on wine,

Pennsylvania has been a control state for the entire study period. Similar to beer taxes, Wash-

ington State turned from a control state to a specific-only excise tax structure on December

8th, 2011. Three states (Washington DC, Kentucky, and Minnesota) adopted a mixed excise

tax structure on wine with both specific and ad valorem taxes. The rest of the states applied

only specific excise taxes. Finally, three states, Michigan, Ohio, and Pennsylvania, were control

states for liquor. Washington State turned from a control state to a state with a mixed excise

tax structure of liquor on December 8th, 2011. Washington DC, Kentucky, and Minnesota

had a mixed excise tax structure for liquor and the other seven states had a specific-only struc-

ture for the entire study period.

In Fig 1–3 we show the price distributions of the three beverages by excise tax structures.

The boxplot of beer price distribution illustrates that price variability differs markedly by

states. However, despite a similar price gap between higher- and lower- priced beers, as a state

Table 1. Excise tax structure by state.

Tax Structure States (N = 15) Cities (N = 16)

Beer

Specific only CA, FL, GA, HI, IL, MA, MI, NY, OH, PA,

TX, WA (as of 2016-WA was a control state

prior to 12/8/2011)

Los Angeles, San Francisco, Miami, Atlanta,

Honolulu, Chicago, Boston, Detroit, New York

City, Cleveland, Pittsburgh, Seattle, Houston

Mixed (specific

and ad Valorem)

DC, KY, MN Washington DC, Lexington, Minneapolis

Control State WA (On 12/8/2011, Washington became a

non-control state with specific taxation)

Seattle

Wine

Specific only CA, FL, GA, HI, IL, MA, MI, NY, OH,TX,

WA (as of 2016- WA was a control state

prior to 12/8/2011)

Los Angeles, San Francisco, Miami, Atlanta,

Honolulu, Chicago, Boston, Detroit, New York

City, Cleveland, Seattle, Houston

Mixed (specific

and ad Valorem)

DC, KY, MN Washington DC, Lexington, Minneapolis

Control State PA, WA (On 12/8/2011, Washington became

a non-control state with specific taxation)

Pittsburgh, Seattle

Liquor

Specific only CA, FL, GA, HI, IL, MA, NY, TX Los Angeles, San Francisco, Miami, Atlanta,

Honolulu, Chicago, Boston, Houston, New

York City

Mixed (specific

and ad Valorem)

DC, KY, MN, WA (as of 2016- WA was a

control state prior to 12/8/2011)

Washington DC, Lexington, Minneapolis,

Seattle

Control State MI, OH, PA, WA (On 12/8/2011,

Washington became a non-control state with

both specific and Ad Valorem taxation)

Detroit, Cleveland, Pittsburgh, Seattle

https://doi.org/10.1371/journal.pone.0208509.t001
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with the mixed tax structure, Kentucky had a lower average price than New York where

only specific taxes were applied. This suggests a greater price variability for Kentucky than for

New York. In addition, none of the states that had a mixed tax structure showed a narrow

distribution, whereas some states with a specific-only excise tax structure, such as Hawaii,

showed a narrow distribution. For wine, some states with a specific-only excise structure pre-

sented a narrow price distribution, such as Ohio and Hawaii. No clear patterns were found for

liquor when comparing price distributions between a mixed structure and a specific-only

structure.

Table 2 reports the summary statistics for the regression analyses. The price variability was

0.42 for beer, 1.72 for wine, and 0.15 for liquor (0.29 if measured as the maximum ratio among

four liquor subtypes). For beer, 78% of the sample had a specific-only excise tax structure, 19%

had a mixed excise tax structure, which has both specific and ad valorem components, and 4%

had a state monopoly in beer sales. For wine, 71% had a specific-only excise tax structure, 19%

had a mixed structure, and 10% had a state monopoly in wine sales. For Liquor, 56% had a spe-

cific-only excise tax structure, 21% had a mixed structure, and 22% had a state monopoly in

sales. The average state-level median age was 37 years old and 10% of the population were

young adults aged 18–25. Per capita income was $28,439 and the unemployment rate was 7%.

The average city-level disposable income of a married person with two children was 80% of a

local-currency salary, roughly equivalent to US $60,000.

Fig 1. Boxplot of beer price distribution by state, 2012–2016.

https://doi.org/10.1371/journal.pone.0208509.g001
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Table 3 presents the results from the regression analyses. We found that, compared to a spe-

cific-only beer excise tax structure, a mixed structure was associated with 0.16 (p�0.05) greater

beer price variability, after controlling for demographic confounders. The association between

wine tax structures and price variability were not statistically significant. Compared to a spe-

cific-only liquor excise tax structure, a mixed tax structure was associated with 0.12 (p�0.01)

greater average price variability of the four liquor subtypes, and with 0.17 (p�0.05) maximum

price variability among the four subtypes. If we compare the associations to the average price

variability for each beverage type, a mixed beer excise tax structure was associated with 38%

greater beer price variability, whereas a mixed liquor excise tax structure was associated with

60–77% greater liquor price variability.

Discussion

We found that states with a mixed excise tax structure for beer and liquor had significantly

greater price variability compared with states with a specific-only tax structure. Because greater

price variability implies more opportunities for consumers to avoid increasing taxes by switch-

ing down to lower-priced products, this finding suggests that more tax avoidance opportuni-

ties may exist in states that apply a mixed excise tax structure on beer and liquor. As a result,

there may be an association between excise tax structures of alcoholic beverages and the effec-

tiveness of increasing taxes in curbing excessive drinking.

Fig 2. Boxplot of wine price distribution by state, 2012–2016.

https://doi.org/10.1371/journal.pone.0208509.g002

The association between excise tax structures and alcohol price variability

PLOS ONE | https://doi.org/10.1371/journal.pone.0208509 December 27, 2018 7 / 13

https://doi.org/10.1371/journal.pone.0208509.g002
https://doi.org/10.1371/journal.pone.0208509


This study further adds to the literature that examines both specific and ad valorem excise

taxes. In the U.S., a handful of recent studies assessed a combination of ad valorem excises, vol-

ume-based specific excises, and sales taxes of alcoholic beverages.[17, 18] Compared to studies

that only assess volume-based excise taxes, this more comprehensive measure of combined

taxes predicts more variation of alcohol prices. The price elasticity estimated using the com-

bined taxes was greater than previous estimates, suggesting that consumers are more respon-

sive to alcohol taxes and prices than previously estimated.[17] Our findings expand this line of

research by showing that, although ad valorem excise taxes are an important component of the

taxation system, they may be associated with greater price variability and thus with more tax

avoidance opportunities.

We found that a mixed beer excise tax structure was associated with 38% greater beer price

variability, whereas a mixed liquor excise tax structure was associated with 60–77% greater

liquor price variability. However, wine excise tax structure was not significantly associated

with price variability. This may be because the pricing strategy for wine is different from that

for other alcoholic beverages; when the origins of the wine, instead of the qualities, plays an

important role in pricing. [30] As a result, excise taxes may play a limited role in price

distribution.

Although we found that a mixed excise structure is associated with more price variability,

ad valorem taxes may have an advantage over specific taxes because they rise proportionally

with the product costs, and thereby are less subject to the erosion of inflation over time. One

Fig 3. Boxplot of liquor price distribution by state, 2012–2016.

https://doi.org/10.1371/journal.pone.0208509.g003
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recent study shows that the inflation-adjusted specific excise taxes in the US have been declin-

ing over time across wine, beer, and liquor.[31]] As a result, ad valorem taxes may be more

effective in raising prices if specific taxes are not increased frequently enough to keep pace

with inflation. Nevertheless, excise taxes on alcoholic beverages in the US are over-shifted to

prices—a $1 increase in taxes would lead to a more than $1 increase in prices. Therefore, as a

policy to reduce excessive drinking, increasing excise taxes has a significant public health

impact.[32] More discussion is warranted to improve the effectiveness of taxation policies,

including excise tax structures.

There are some limitations of the study. First, other than Washington state, none of the

states in the study sample changed excise tax structures over time. Therefore, we could not

Table 2. Summary statistics of price variability, tax structure and other covariates (N = 224).

Variables Mean (%) Standard Deviation

Beer

Specific only 77.7%

Mixed (specific and ad Valorem) 18.8%

Control state 3.6%

Price variability 0.42 0.21

Specific only (N = 174) 0.40

Mixed (N-42) 0.47

Control states (N-8) 0.54

Wine

Specific only 71.4%

Mixed (specific and ad Valorem) 18.8%

Control state 9.8%

Price variability 1.72 0.47

Specific only (N = 160) 1.71

Mixed (N = 42) 1.87

Control States (N = 22) 1.47

Liquor

Specific only 56.3%

Mixed (specific and ad Valorem) 21.4%

Control state 22.3%

Price variability

Average across four types 0.15 0.11

Specific only (N = 125) 0.14

Mixed (N = 48) 0.23

Control states (N = 50) 0.10

Maximum among four types 0.29 0.20

Specific only (N = 125) 0.28

Mixed (N = 48) 0.40

Control states (N = 50) 0.22

State-Level Control Variables

Median age 37.13 2.09

Percentage of population age 18–24 10% 0.9%

Unemployment rate 6.7% 2.1%

Per Capita Income ($) 28,439 5,103

City-level Control Variables

Disposable income as a percentage of salary roughly equivalent to US$60,000 78.8% 4.5%

https://doi.org/10.1371/journal.pone.0208509.t002
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employ a difference-in-difference model to identify the causal impact of excise tax structures

on the price variability of alcoholic beverages. Second, there are limited price data points in the

EIU data, which may underestimate the price variability of alcoholic beverages. Third, we only

had price data from a selected sample of cities where population density is high. Therefore, the

results are not nationally representative. In addition, relatively few states imposed a mixed

structure, so the effects may have been driven by the factors related to alcoholic beverages in

these few states that applied a mixed excise tax structure. Last, although price variability is the

primary outcome of this study, tax structure may also impact average prices as tobacco tax

structure literature suggests.[16] That is, average prices may be higher in a simple taxation sys-

tem, such as a specific uniform system, compared with other taxation systems. The previous

study also suggests that manufacturers’ market power may play a significant role in how taxes

are passed to price distribution, including price variability. Future studies may explore simul-

taneously how excise tax structures and manufacturers’ market power together influence price

distribution. Last, states that have a mixed excise structure may change their reliance on the

specific and ad valorem components (e.g., an increase in ad valorem excise rates would

increase the reliance on the ad valorem component), which may ultimately impact price vari-

ability. Future studies are needed to examine this additional relationship.

Table 3. The effect of the tax structure on the price variability of alcohol (N = 224).

Variables (1) (2) (3)

Beer

Specific only-omitted category

Mixed 0.076

[-0.148,0.304]

0.075

[-0.151,0.3]

0.162��

[0.073,0.251]

Year fixed effects No Yes Yes

State/city demographics No No Yes

Wine

Specific only-omitted category

Mixed 0.157

[-0.166,0.486]

0.157

[-0.165, 0.487]

0.081

[-0.282, 0.427]

Year fixed effects No Yes Yes

State/city demographics No No Yes

Liquor-Average measure

Specific only-omitted category

Mixed 0.089

[0.005,0.173]

0.090���

[0.007,0.172]

0.116���

[0.071,0.157]

Liquor-Maximum measure

Specific only-omitted category

Mixed 0.123

[-0/037, 0.286]

0.126

[-0.03, 0.286)

0.173��

[0.098,0.254]

Year fixed effects No Yes Yes

State/city demographics No No Yes

Notes

� significant at 10%

�� significant at 5%

��� significant at 1%.

All regression also controlled for a dummy for control states. Wild bootstrapped 95% CI adjusting for clustering the state level are reported in parentheses. When

standard errors were adjusted for clustering at the state level, estimates in Column 3 were significant at 1% level for beer and liquor. Demographic control variables are

state-level median age, percentage of population aged 18–24, per capita income, and unemployment rate, and city-level disposable income as a percentage of salary

roughly equivalent to US$60,000.

https://doi.org/10.1371/journal.pone.0208509.t003
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Nonetheless, we provided important empirical evidence that a mixed excise tax structure

for beer and liquor is significantly associated with greater price variability. Therefore, alcohol

excise tax structures may be associated with the effectiveness of alcohol taxes in reducing

excessive drinking. Future research may employ changes in tax structures over a long period

to assess the causal impact of tax structures on price variability. In addition, as tax structures

vary by alcoholic beverage types, future research is needed to understand how taxation policies

impact the relationships among different alcoholic beverage types (e.g., switching), an impor-

tant factor related to the effectiveness of such policies in reducing excessive drinking.

Conclusions

This study examined the association between excise tax structures of alcoholic beverages and

price variability for three beverage types: beer, wine, and liquor. Results show that in the U.S.,

a mixed excise structure with both specific and ad valorem taxes, compared with a simple spe-

cific-only excise tax based on volumes, is associated with greater price variability, and thus

with more opportunities for tax avoidance. This evidence suggests that excise tax structures

may be associated with the effectiveness of increasing taxes or prices in reducing excessive

drinking.
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