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FISCAL NOTE

REQUEST:___________________________________________________________________________________________

Revision Date:________________________________ Agency Affected: Revenue__________

T i t l e : Increase in tax on alcoholic BRU: Income & Excise Audit_________

beverages - Equalize + 8%__________________ __________________________________________

Sponsor: Finance____________________________  Components: Operating______________

Requestor: Finance Committee_____________ __________________________________________

S T A T E  OF A L A S K A  BILL  V ER SIO N:  CSS B 253 (Finance!

1989 L E G I S L A T I V E  S E S S I O N  . P U B L I S H  DATE: _________________________

EXPENDITURES/REVENUES: (Thousands of Dollars)

1 1 FY 90 FY 91 FY 92 FY 93 FY 94 FY 95

1 OPERATING i I 1 1 ! 1

| PERSONAL SERVICES | 0 0 o 0 o 0

| TRAVEL j 0 0 1 o 0 o 0

| CONTRACTUAL ! 5.0 0 0 0 0 0

| SUPPLIES 0 0 0 0 0 0

| EQUIPMENT ! 0 0 0 0 0 0
| LANDS h STRUCTURES j 0 0 0 0 0 0

| GRANTS, CLAIMS j 0 0 0 0 0 0
1 MISCELLANEOUS 1 0 0 o 0 0 0
1 TOTAL OPERATING 1 5.0 0 0 0 0 0

1 CAPITAL 1 0 0 0 0 0 0

1 REVENUE 1 5508.5 5508.5 5508.5 5508.5 5508.5 5508.5
FUNDING: (Thousands of Dollars)

| GENERAL FUND | 5.0 0 0 0 0 0

| FEDERAL FUNDS 0 0 0 0 0 0
| OTHER | 0 o 0 0 0 0
1 TOTAL 1 5.0 0 0 0 0 0

POSITIONS:

| FULL-TIME | 0 0 0 0 0 0
I PART-TIME | 0 0 0 0 0 0
1 TEMPORARY 1 0 o 0 o 0 0

ANALYSIS: See attached, ' S  /  /

Prepared By: Steven E. Kettel Phone: (9071 465-2320

Division: Income and Excise Audtf — - Date: April 25. 1989

Approved by Commissioner: Hugh Malone Date: April 25. 1989
Agency: Department of Revenue

Distribution (by preparer):
Legislative Finance 

Legislative Sponsor 
Requestor

Office of Management and Budget

Impacted Agency(ies) page 1 of__ 2

legislative finance
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ANALYSIS:

The estimates which have been used for purposes of this fiscal note is 

conservatively the least amount of revenue which can be expected, given 

an anticipated drop in consumption.

Our estimates assume that as the tax rates on alcohol 

consumption will decrease proportionately as follows:
increase,

All figures in gal Ions:

(Approx 6tf/drink) 
1988 Consumption SB 253 iOl/drink 15g!/drink

Beer

Wine

Liquor

Tax Revenues 

Increase

12,839,437

1,432,635
1,098,357

$11,862,342

12,599,821

1,355,431

1,078,357

$17,370,885

5,508,543

12,289,503 

1,283,270 

899,596

11,934,614

1,198,215

739,836

$26,441,111 $36,166,296

14,578,769 24,303,954

Although there are several regional and national studies which have tried 

to accurately measure the effect that tax increases have on consumption, 

similar studies have not been conducted with Alaska specifically in 

mind. We believe the method chosen presents a very conservative estimate 

of the increase in tax revenues for this proposal. We believe our method 

presents the minimum tax revenues that would be generated if the tax hike 

proposal is adopted. Assuming that consumption remained static, tax 

revenue increases would approximate $5.9 million under the present SB 

253, $17.7 million at the 10£ per drink scenario and $32.3 million at 15£ 
per drink.

DEPARTMENT POSITION

The Department does not oppose this legislation at this time,

Prepared by:

Steven E. Kettel

Income and Excise Audit Division 

April 25 1989
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O r i g i n a l  sponsor: F i n a n c e  C o m m i t t e e

IN T H E  SE NATE B Y  THE F I N A N C E  C O M M I T T E E

CS F O R  S E NATE B I L L  NO. 253 (Finance)

IN T H E  L E G I S L A T U R E  O F  T H E  S T A T E  OF A L A S K A  

S I X T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N

A  B I L L

F o r  a n  A c t  entitled: " A n  A c t  r e l a t i n g  to t a x a t i o n  of a l c o h o l i c  beverages,

a n d  i m p osing a d d i t i o n a l  r e p o r t i n g  r e q u i r e m e n t s  on

sales and s hipm e n t s  of a l c o h o l i c  b e v e r a g e s ; and

p r o v i d i n g  for an e f f e c t i v e  date."

BE IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  OF T H E  STATE O F  ALASKA:

* S e c t i o n  1. A S  43.60.010(a) is a m e n d e d  to read:

(a) E v e r y  brewer, distiller, bottler, jobber, retailer, w h o l e­

saler, or m a n u f a c t u r e r  w h o  sells a l c o h o l i c  b e v e r a g e s  in the state or 

w h o  consi gns shipm ents of a l c o h o l i c  b e v e r a g e s  into the state, w h e t h e r

or nc-t the a l c o h o l i c  b e v e r a g e s  are brewed, distilled, bottled, or

m a n u f a c t u r e d  in the state, shall p a y  [ON A L L  M A L T  B E V E R A G E S  (ALCOHOLIC 

C O N T E N T  OF O N E  P E R C E N T  O R  M O R E  B Y  VOLUME), WINES, A N D  H A R D  O R  D I S­

TI L L E D  A L C O H O L I C  BEVERAGES,] the f o l l o w i n g  taxes:

(1) m a l t  b e v e r a g e s  at the r a t e  of 6J5 [35] cents a g a l l o n  or 

f r a c t i o n  of a gallon;

(2 ) w i n e  or other a l c o h o l i c  b e v e r a g e s  of 2 1  p e r c e n t  a l cohol 

b y  v o l u m e  or less, at the rate  of $2.00 [85 CENTS] a g a l l o n  or f r a c­

tion of a gallon; and

(3) o t h e r  a l c o h o l i c  b e v e r a g e s  h a v i n g  a content of m o r e  than 

21 p e r c e n t  a l c o h o l  b y  v o l u m e  at the r a t e  of $ 6 .00 [$5.60] a g a l l o n  or 

fr a c t i o n  of a g a l l o n .

* Sec. 2. AS 43.6 0.010 is a m e n d e d  b y  a d d i n g  a n e w  s u b s e c t i o n  to read:

(c) T h e  tax i m posed b y  (a) of this s e ctio n applies to

( 1 ) m a l t
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pe r c e n t  or m o r e  b y  volume;

(2 ) w i n e ; and

(3) h a r d  or d i s t i l l e d  a l c o h o l i c  beverages.

* Sec. 3. AS 43.60 is a m e n d e d  b y  a d d i n g  a n e w  s e c t i o n  to read:

Sec. 43.60.025. A D D I T I O N A L  R E P O R T I N G  R E Q U I R E M E N T S  O N  SALES OF 

A L C O H O L I C  BEVERAGES. (a) In a d d i t i o n  to the r e p o r t  r e q u i r e d  u n d e r  

AS 43.60.020(a), a p r i m a r y  source o f  s u p p l y  m a y  n o t  sell or ship 

a l c o h o l i c  b e v e r a g e s  into the state u n l e s s  the sale or s h i p m e n t  i n­

cludes an i n v o i c e  f r o m  the p r i m a r y  source o f  s u p p l y  to a w h o l e s a l e r  

li c e n s e d  u n d e r  A S  04.11.160. T h e  i n v o i c e  m u s t  i n c lude an a c c o u n t  of 

the a l c o h o l i c  b e v e r a g e s  sold or s h i p p e d  and the n a m e s  and a d d r e s s e s  of 

the p r i m a r y  source of s upply and the w h olesaler .

(b) On or b e f o r e  the 10th day  o f  ea ch month, w h o l e s a l e r s  a n d  

p r i m a r y  sources o f  s u p p l y  shall m a i l  to the D e p a r t m e n t  o f  Revenue, 

p o s t a g e  prepaid, a copy of the invoices c o v e r i n g  sales a n d  s h i p m ents 

during the p r e c e d i n g  month.

(c) In this s e c tion

( 1 ) " p r i m a r y  source of supply" m e a n s  the distiller, p r o­

ducer, or o w n e r  of the a l c o h o l i c  b e v e r a g e  at the time it b e c a m e  a 

m a r k e t a b l e  product, a n d  the bottler, p r i m e  importer, t r a d e m a r k  owner, 

b r a n d  owner, or a p e r s o n  w h o  is a u t h o r i z e d  in w r i t i n g  to act as the 

ex c l u s i v e  agent of a distiller, producer, owner, or bottler;

(2) "who le s a l e r "  m e a n s  a p e r s o n  l i c e n s e d  u n d e r  A S  04.-

11.160.

* Sec. 4. This A c t  takes effect J u l y  1, 1989.
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O r i g i n a l  sponsor: F i n a n c e  C o m m i t t e e

IN T H E  S E NATE BY THE F I NA NCE C O M M I T T E E  

CS F O R  S ENATE  B I L L  NO. 253 (Finance)

IN TH E  L E G I S L A T U R E  O F  T H E  S TATE OF A L A S K A  

S I X T E E N T H  L E G I S L A T U R E  - F I R S T  S E SSION

A  B I L L

For an A c t  entitled: "An A c t  r e l a t i n g  to t a x a t i o n  of alcoholic beverages;

a n d  p r o v i d i n g  for an e f f e c t i v e  date."

BE IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  OF T H E  STATE OF ALASKA:

* S e c t i o n  1. A S  43.60.010(a) is a m e n d e d  to read:

(a) E v e r y  bre wer, distiller, bottl er, jobber, retailer, w h o l e­

saler, or m a n u f a c t u r e r  w h o  sells a l c o h o l i c  b e v e r a g e s  in the state or 

w h o  consi gns shi pments of a l c o h o l i c  b e v e r a g e s  into the state, w h e t h e r  

or n o t  the a l c o h o l i c  b e v e r a g e s  are brewed, distilled, bottled, or 

m a n u f a c t u r e d  in the state, shall pay [ON A L L  M A L T  BEVERAGES (ALCOHOLIC 

C O N T E N T  OF O N E  P E R C E N T  OR M O R E  BY VOLUME), WINES, A N D  H A R D  O R  D I S­

TIL L E D  A L C O H O L I C  BEVERAGES,] the f o l l o w i n g  taxes:

(1) m a l t  1 everages at the rate of 65_ [35] cents a g a l l o n  or 

f r a c t i o n  of a gallon;

(2 ) w i n e  or other a l c o h o l i c  b e v e r a g e s  of 2 1  p e rc ent alcohol 

b y  v o l u m e  or less, at the rate of $2.00 [85 CENTS] a g allon or f r a c­

tion of a gallon; and

(3) other al coholic b e v e r a g e s  h a v i n g  a content of m o r e  than 

21 p e r c e n t  alcohol b y  v o l u m e  at the rate  of $ 6 .00 [$5.60] a g a l l o n  or 

f r a c t i o n  of a g a l l o n .

* Sec. 2. AS 4 3 . 6 0 .010 is a m e n d e d  by a d d i n g  a n e w  su bsection to read:

(c) The tax imposed b y  (a) of this sectio n applies to

( 1 ) m a l t  b e v e r a g e s  h a v i n g  an a lcoholic content of one 

p e r c e n t  or m o r e  b y  volume;

(2 ) wine; and

- 1 -  C S S B  2 5 3 ( F i n ): . ■- ■■ ■
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(3) h a r d  or d i s t illed a l c o h o l i c  beverages. 

* Sec. 3. This Act takes e ffect J u l y  1, 1989.
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Original sponsor: F i n a n c e  C ommittee

IN T H E  S E NATE B Y  T H E  F I NANCE C O M M I T T E E

CS F O R  SENATE BILL NO. 253 (Finance)

IN T HE L E G I S L A T U R E  O F  THE ST ATE OF A L A S K A  

SI X T E E N T H  L E G I S L A T U R E  - F I R S T  S E SSION

A  BILL

For an A c t  entitled: "An A c t  r e l a t i n g  to t a x a t i o n  of a l c o holic beverages;

and p r o v iding for an e f f e c t i v e  date."

BE  IT E N A C T E D  B Y  THE L E G I S L A T U R E  OF THE STATE O F  ALASKA:

* S e c t i o n  1. A S  A 3 . 6 0 . 010(a) is a m e n d e d  to read:

(a) E v e r y  brewer, distiller, bottler, jobber, retailer, w h o l e­

saler, or m a n u f a c t u r e r  who sells a l c o h o l i c  b e v e rages in the sta te or 

w h o  c o n s i g n s  shipments of a l c o h o l i c  b e v e r a g e s  into the state, w h e t h e r  

or n o t  the a l c o holic beverages  are brewed, distilled, bottled, or 

m a n u f a c t u r e d  in the state, shall pay [ON A L L  M A L T  BEVER A G E S  (ALCOHOLIC 

C O N T E N T  O F  ONE P E RCENT OR M O R E  BY VOLUME), WINES, A N D  H A R D  O R  D I S­

TIL L E D  A L C O H O L I C  BEVERAGES,] the f o l l ow ing taxes:

(1) m a l t  beverages at the rate of 6_5 [35] cents a gall.on or 

f r a c t i o n  of a gallon;

(2 ) w i n e  or other a lcoholic b e v e rages of 2 1  p e rcent alcoho l 

b y  v o l u m e  or less, at the rate of $2.00 [85 CENTS] a g a l l o n  or f r a c­

tion of a gallon; and

(3) other alcoholic b e v e rages h a v i n g  a content of m o r e  than 

21 p e r c e n t  a l cohol by volume at the rate of $ 6 .00 [$5,601 a gallon.

* Sec. 2. AS 4 3 . 6 0.010 is amended b y  a d d i n g  a n e w  subs ection to read:

(c) The tax imposed by (a) of this s e cti on applies to

( 1 ) m a l t  beverages h a v i n g  an a l c o holic  content  of one 

p e r c e n t  or m o r e  by volume;

(2 ) wine; and
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* Sec. 3. This Act takes effect July 1, 1989.
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Or i gi nal sponsor: F i n a n c e  Committee

IN THE SENATE BY THE F I N A N C E  C O M M I T T E E

CS FOR SENATE BILL NO. 253 (Finance)

IN T H E  L E G I S L A T U R E  OF THE S TATE O F  A L A S K A  

S I X T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N

A  B I L L

For an Act entitled: "An Act r e l at ing to t a x a t i o n  of a l c o holic  beverages;

and p r o v i d i n g  for an e f f e c t i v e  date."

BE IT E N A C T E D  BY T H E  L E G I S L A T U R E  OF THE STATE O F  ALASKA:

* S e c t i o n  1. A S  43.60.010(a) is a m e n d e d  to read:

(a) E v e r y  brewer, distiller, bottler, jobber, retailer, w h o l e­

saler, or m a n u f a c t u r e r  w h o  sells a l c o h o l i c  b e v e r a g e s  in the state or 

w h o  consigns shipment s of a l c o h o l i c  b e v e r a g e s  into the state, w h e t h e r  

or not the a l c o h o l i c  beverages are brewed, distilled, bottled, or 

m a n u f a c t u r e d  in the state, shall p a y  [ON A L L  M A L T  B E V E R A G E S  (ALCOHOLIC 

C O N T E N T  OF O N E  P E R C E N T  OR M O R E  B Y  VOLUME ), WINES, A N D  H A R D  O R  D I S­

TIL L E D  A L C O H O L I C  BEVERAGES,] the f o l l o w i n g  taxes:

(1) m a l t  beverages at the rat e of $1.60 [35 CENTS] a g a l l o n  

or f r a ctio n o f  a gallon;

(2 ) w i n e  or other a l c o h o l i c  b e v e r a g e s  of 2 1  p e r c e n t  alcohol

b y  v o l u m e  or less, at the rate of $4.80 [85 CENTS] a g a l l o n  or f r a c­

tion of a gallon; and

(3) other alco holic b e v e r a g e s  h a v i n g  a cont ent of more than

21 percent a l c o h o l  b y  v o l u m e  at the rate of $15.30 [$5.60] a gallon.

* Sec. .2. AS 4 3 . 6 0 . 0 1 0  is amended b y  a d d i n g  a n e w  s u b s e c t i o n  to read:

(c) The t a x  i m p osed by (a) o f  this s e c t i o n  applies to

( 1 ) m a l t  beve rages h a v i n g  an a l c o h o l i c  content of one 

pe r c e n t  or m o r e  b y  volume;

(2 ) wine; and

(3) h a r d  or distilled a l c o h o l i c  beverages.
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Sec. 3. This Act takes effect July 1, 1989,
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*  S e c .  2. A S  4 3 . 6 0  i s  a m e n d e d  b y  a d d i n g  a  n e w  s e c t i o n  t o  r e a d :

S e c .  4 3 . 6 0 . 0 2 5 .  A D D I T I O N A L  R E P O R T I N G  R E Q U I R E M E N T S  O N  S A L E S  O F  

A L C O H O L I C  B E V E R A G E S .  (a) I n  a d d i t i o n  t o  t h e  r e p o r t  r e q u i r e d  u n d e r

A S  4 3 . 6 0 . 0 2 0 ( a ) ,  a  p r i m a r y  s o u r c e  o f  s u p p l y  m a y  n o t  s e l l  o r  s h i p  

a l c o h o l i c  b e v e r a g e s  i n t o  t h e  s t a t e  u n l e s s  t h e  s a l e  o r  s h i p m e n t

i n c l u d e s  a n  i n v o i c e  f r o m  t h e  p r i m a r y  s o u r c e  o f  s u p p l y  t o  a  w h o l e s a l e r

l i c e n s e d  u n d e r  A S  0 4 . 1 1 . 1 6 0 .  T h e  i n v o i c e  m u s t  i n c l u d e  a n  a c c o u n t  o f

t h e  a l c o h o l i c  b e v e r a g e s  s o l d  o r  s h i p p e d  a n d  t h e  n a m e s  a n d  a d d r e s s e s  o f

t h e  p r i m a r y  s o u r c e  o f  s u p p l y  a n d  t h e  w h o l e s a l e r .

(b) O n  o r  b e f o r e  t h e  1 0 t h  d a y  o f  e a c h  m o n t h ,  w h o l e s a l e r s  a n d  

p r i m a r y  s o u r c e s  o f  s u p p l y  s h a l l  m a i l  t o  t h e  D e p a r t m e n t  o f  R e v e n u e ,  

p o s t a g e  p r e p a i d ,  a  c o p y  o f  t h e  i n v o i c e s  c o v e r i n g  s a l e s  a n d  s h i p m e n t s  

d u r i n g  t h e  p r e c e d i n g  m o n t h .

(c) I n  t h i s  s e c t i o n

(1) " p r i m a r y  s o u r c e  o f  s u p p l y "  m e a n s  t h e  d i s t i l l e r ,  p r o ­

d u c e r ,  o r  o w n e r  o f  t h e  a l c o h o l i c  b e v e r a g e  a t  t h e  t i m e  i t  b e c a m e  a  

m a r k e t a b l e  p r o d u c t ,  a n d  t h e  b o t t l e r ,  p r i m e  i m p o r t e r ,  t r a d e m a r k  o w n e r ,  

b r a n d  o w n e r ,  o r  a  p e r s o n  w h o  i s  a u t h o r i z e d  i n  w r i t i n g  t o  a c t  a s  t h e  

e x c l u s i v e  a g e n t  o f  a  d i s t i l l e r ,  p r o d u c e r ,  o w n e r ,  o r  b o t t l e r ;

(2) " w h o l e s a l e r "  m e a n s  a  p e r s o n  l i c e n s e d  u n d e r  A S  0 4 . -

11.160.
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*  S e c .  2. A S  4 3 . 6 0  i s  a m e n d e d  b y  a d d i n g  a  n e w  s e c t i o n  t o  r e a d :

S e c .  4 3 . 6 0 . 0 2 5 .  A D D I T I O N A L  R E P O R T I N G  R E Q U I R E M E N T S  O N  S A L E S  O F  

A L C O H O L I C  B E V E R A G E S .  (a) I n  a d d i t i o n  t o  t h e  r e p o r t  r e q u i r e d  u n d e r  

A S  4 3 . 6 0 . 0 2 0 ( a ) ,  a  p r i m a r y  s o u r c e  o f  s u p p l y  m a y  n o t  s e l l  o r  s h i p  

a l c o h o l i c  b e v e r a g e s  i n t o  t h e  s t a t e  u n l e s s  t h e  s a l e  o r  s h i p m e n t

i n c l u d e s  a n  i n v o i c e  f r o m  t h e  p r i m a r y  s o u r c e  o f  s u p p l y  t o  a  w h o l e s a l e r  

l i c e n s e d  u n d e r  A S  0 4 . 1 1 . 1 6 0 .  T h e  i n v o i c e  m u s t  i n c l u d e  a n  a c c o u n t  o f  

t h e  a l c o h o l i c  b e v e r a g e s  s o l d  o r  s h i p p e d  a n d  t h e  n a m e s  a n d  a d d r e s s e s  o f  

t h e  p r i m a r y  s o u r c e  o f  s u p p l y  a n d  t h e  w h o l e s a l e r .

(b) O n  o r  b e f o r e  t h e  1 0 t h  d a y  o f  e a c h  m o n t h ,  w h o l e s a l e r s  a n d  

p r i m a r y  s o u r c e s  o f  s u p p l y  s h a l l  m a i l  t o  t h e  D e p a r t m e n t  o f  R e v e n u e ,  

p o s t a g e  p r e p a i d ,  a  c o p y  o f  t h e  i n v o i c e s  c o v e r i n g  s a l e s  a n d  s h i p m e n t s  

d u r i n g  t h e  p r e c e d i n g  m o n t h .

(c) In this section

(1) " p r i m a r y  s o u r c e  o f  s u p p l y "  m e a n s  t h e  d i s t i l l e r ,  p r o ­

d u c e r ,  o r  o w n e r  o f  t h e  a l c o h o l i c  b e v e r a g e  a t  t h e  t i m e  i t  b e c a m e  a 

m a r k e t a b l e  p r o d u c t ,  a n d  t h e  b o t t l e r ,  p r i m e  i m p o r t e r ,  t r a d e m a r k  o w n e r ,  

b r a n d  o w n e r ,  o r  a  p e r s o n  w h o  i s  a u t h o r i z e d  i n  w r i t i n g  t o  a c t  a s  t h e  

e x c l u s i v e  a g e n t  o f  a  d i s t i l l e r ,  p r o d u c e r ,  o w n e r ,  o r  b o t t l e r ;

(2) " w h o l e s a l e r "  m e a n s  a  p e r s o n  l i c e n s e d  u n d e r  A S  0 4 . -

11.160.
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The Taxes of Sin
D o  S m o k e r s  a n d  D r i n k e r s  P a y  T h e i r  W a y ?

Wiilard G. Manning. PhD; Emmett B. Keeler. PhD; Joseph P. Newhouse, PhD; • ' v, 

Elizabeth M. Sloss, PhD; Jeffrey Wasserman. PhD

W e  estimate the lifetime, discounted costs that smokers and drinkers impose on " / 
others through collectively financed health insurance, pensions, disability insur- / 
ance, group, life insurance, fires, motor-vehicle accidents, and the criminal 
justice system. Although nonsmokers subsidize smokers’ medical care and- 
group life insurance, smokers subsidize nonsmokers’ pensions and nursing - • 
home payments. O n  balance, smokers probably pay their way at the current -: 
level of excise taxes on cigarettes; but one may, nonetheless, wish to raise those ~ '■ 
taxes to reduce the number of adolescent smokers. In contrast, drinkers do not 
pay their way: current excise taxes on alcohol cover only about half the costs'5’} 
imposed on others. . . {JAMA. 1989261:1604*1609)
POOR health habits, such as smoking 
and heavy drinking, cany costs not only 
for smokers and heavy drinkers, but for 
everyone else as well. Concern about 
these costs has prompted not only 
health-promotion efforts, but also pro­
posals to increase both federal and state 
excise taxes on cigarettes and alcohol. 
For such taxes to be at an economically 
efficient level, they must at least cover 
the costs to others that arise from smok­
ing and heavy drinking. We term the 
costs to others external costs, in con­
trast to those borne by the smoker or 
heavy drinker, which we term internal 
costs.
. Some external costs are obvious, for 
example, the damage caused by drunk 
driving and passive smoking; others are 
more subtle, for example, the higher 
medical costs of smokers that are fi­
nanced by health insurance premiums 
and payroll taxes. Such premiums and 
payroll taxes are the same for smokers 
and nonsmokers (unlike individual life 
insurance premiums). As a result, non- 
smokers may subsidize smoking.

Our purpose in this article is to quan­
tify external costs. Earlier estimates of 
the costs of smoking and drinking’4 (Of-

From The Urweiury ol Michnje n. Ann ArDor (Or Man­ning); The RAND Corporation. Santa Monica. Cakl (On . Manning. Keeler. Newhouse. Stoss, ana Wasserman); the Division ol Health Policy Research ana Education. Harvard University. CamDnooe. Mass (Dr Newhouse); ana SystcMetncs/McGraw-Hiii. Santa Barbara. Calif (Dr Wasserman)Tho oomions and conclusions eioressed herein are solely tnoso ol tho eutnors and should not Do construed as representing tho policies or opinons ot The RAND Corporation or any agency ol the US Government or any of (he individuals named neiem Reprint reouests to the Oeoanment ol Health Ser­vices Management and Policy. The University ol Michi­gan. U?0 Washington Heights. Ann Arpor. Ml 48109 (Or Manning)
1604 JAK'A. March 17. 1989—Vtol 261. No 11

fice of Tfechnology Assessment, unpub­
lished data, 1985) are not suitable for 
analysis of taxes because they do not 
always distinguish between internal 
and external costs, nor do they calculate 
the lifetime costs of poor health habits.’
M E T H O D S  "•

External Coots and Their Estimation

We illustrate our conceptual frame­
work in terms of smoking, but the same 
principles apply to our analyses of 
drinking.

Table 1 illustrates the division be­
tween the internal and external costs of 
smoking. In the case of alcohol abuse, 
we also consider the costs of motor-vehi­
cle accidents and criminal justice.

One goal of an economically efficient 
tax on smoking or tobacco is to have the 
smoker bear the costs that he imposes 
on others when deciaing whether or 
how much to smoke. Costs imposed on 
other family members, however, are 
difficult to classify as internal or exter­
nal because it is not clear whether those 
coats would, in any event, be taken into 
account by the smoker. I f  they would 
be, then they are internal costs. Al­
though our base-case estimates classify 
such costs as internal, we show the ef­
fect of treating certain costs borne by 
other family members as c /.temal.

A simple example that considers only 
medical costs may clarify the division 
between internal and external cost. 
Suppose a worker has a group health 
insurance policy that pays 75% of his 
medical bills, and suppose that smoking 
a pack of cigarettes per day raises medi­
cal bills by $6000. The amount the work­
er pays, $1500 (0.25 x 6000 = 1500), is a 
component of internal costs. Because

- l  ,

the smoker does not pay higher premi- 
. urns that reflect his or her higher costs, 
the remainder o f the cost, $4500, is a 
component of external costs.
\  Jb  estimate external costs, we should 
not contrast the medical and other ex- 
;penses of smokers to nonsmokers, be­
cause'nonsmokers differ from smokers 
in other ways that affect the various 
components of cost such as medical ex­
penses. For example, according to the 
•1983 National Health Interview Survey 
(NHIS), those who never smoke are 1.5 
times more likely than current smokers 
toh'ave more than a high school educa­
tion. Rather, we contrast smokers to a 
hypothetical group of “nonsmoking 
smokers,”  people who are like smokers 
in age, sex, education, drinking habits, 
and several other ways described here­
in, except that they have never 
■smoked.’ lb  test how sensitive our esti­
mates are to differences between smok­
ing and not smoking, however, we also 
contrast medical and other costs of 
smokers to those of actual nonsmokers.

Our methods estimate lifetime costs 
by tracking expenditures for two hypo­
thetical cohorts of men and women from 
age 20 years to death. One cohort 
smokes; the other does not. We develop 
life tables for each cohort showing the 
probability of surviving to each age 
from age 20 years. These tables come 
from applying estimates o f the relative 
risk of smoking to the 1980 life tables of 
the US population.' Relative risk was 
estimated by applying the 1984 Centers 
for Disease Control health risk apprais­
al program* to the ever smokers in our 
sample twice—once with their actual 
smoking status and once with their 
smoking status changed to "never 
smoked.”

In judging any policy that has long 
term effects, it is important to discount 
future costs, thereby making costs that 
occur at different times commensurate. 
A dollar received today is worth more 
than a dollar received 15 years from now 
(even without inflation). A current dol­
lar can be invested and earn interest so 
that at the end of 15 years it will be 
worth more than $2 (at 5%). because the 
proper rate of discount is controversial, 
we have computed results for rates that 
span the range between 0% and lOtt.

The expected net external costs per 
pack are the sum of the immediate costs

SmTax—Manning «*'
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rusts of fires, motor-vehicle accidents, 
and criminal justice are immediate; ie, 
each cigarette or ounce; of ethanol has a 
certain probability o f causing such costs 
in the immediate period after purchase, 
but once the cigarette is smoked or the 
alcohol consumed, the probability drops 
quickly to zero. For such costs, we di­
vide estimated national annual costs by 
the annual packs (o r excess ounces). The 
cumulative net lifetime external costs 
are given by the following:

»

V. *<-a>

Tytx> Internal External
Prematura deem Smoker and family* Cowort ere and others*
Paai and stiflenng Smoksr and family* Cowortere and otners*
Medical costs Cooaymants Insurance reanoureemenls
Skkieev* Uncovered sick losst Covered Kk to sat
Osaokfy Foregone income not replaced by disability insurance Disability insurance
Group W* insurant* Negligible Deatti DeneM
Pansion Oe fined-contnbut ion plans Social Seeunty and dehned-bsnetrt plane
Wiq*t Foregone disposable income Tax os on earnings
Other costa Property loss due to tires paid by person insured property tote due 10 dree
Tobacco products Cigarette purchases ...»

• 6 
t-D 

96
- 2

f-»

X P{A\lf)t X C(H)'
'Prematura mortality and suflenng among family members and converters i» caused by paaarva smoking. Wa dasaiy costa Soma Oy otfter lamity members as intama) costa, t By covered. wa moan subject to soma kind oI insurance or mooma-rapiacamonr plan.JExase taxes on bgaratras could be considered negative axtemiJ costs. II may are so defined, we object of our exercise would Oe to deterrnm* if external costs wens tore, rawer wan equal to we current excise (ax.

5'-a  x PtA\XH)t x C(XH)r Table 2.—Externa) Costs per Pack of Cigarettes*
where 5 indicates the annual discount 
factor ( 1/t 1 + r}) if r  is the discount rate; 
P(A\H), the probability of surviving 
from age 20 years to at least age t years, 
conditional on smoking; C(/f), the annu­
al costs minus taxes and premiums for 
smokers of age 1; P(A\SH), the proba­
bility of surviving from age 20 years to 
at least age t years, conditional on not 
smoking; and C(.Vtf), the annual costs 
minus taxes and premiums for smokers 
of age t years if they had never smoked.

TTte external costs come from collec­
tively financed programs, including 
health insurance, pensions, sick leave, 
disability insurance, and group life in­
surance. These programs are financed 
by taxes and premiums that do not dif­
ferentiate between smokers and non- 
smokers. Because smokers have 
shorter life expectancies, they will pay 
less of the taxes and premiums that fi­
nance these programs. Tb simplify the 
calculation of how much smokers and 
nonsmokers pay annually to finance 
these programs, we assume that each . •' 
pays the same proportion of earnings, • 
where the proportion is just enough to 
finance these programs.* The discount­
ed, expected lifetime costs per pack are : 
calculated by dividing the lifetime costs 
by the expected number of packs 
smoked in a lifetime.

In estimating the external costs of ‘ 
smoking and drinking, we relied on self- 
reported consumption. Because people 
underreport their consumption, we 
have corrected fo r the difference be­
tween actual and reported use. The re-- 
ported number of packs per day ..was- 
multiplied by 1.5, and reported alcohol. ; 
consumption was multiplied by , ' 
Our figures for pension income have 
been corrected for a- 21% rate of 
underreporting.* '.

Our estimates are based on data from 
a number of source^. The primary • 
source for those under age 60 years is 
The RAND Corporation's Health In-

Qlacount Rats
External Coils 0% 5% 10%

Costs per pack. 5 Medical caret 0.38 0 28 0.18
Sick leave o.ot 001 o.ot
Group life insurance 0.11 O.OS 0.02
Nursing home -0.26 -0 03 000
Resrament penuoni -1 82 -0 24 -002
Fees 0.02 002 •0.02

Taxes on earreng* to finance above programs. $ -0.65 -0.09 -002
Total net costs per pack. $4 -0.91 0.15 0 24
Life expectancy at age 20 y per pack, mat -137 -28 -8

■Th# numoer ol packs ol cgarettei are corroded lor underreporting. CoiU (in 1986 doHers) par pack am cxlcuiiiBd Dy Ovvkng by Wa discounted number ol packs smoked, tlndudes all but maternity, wed, end denial care.{Includes disability insurance.§The sum ol costs mmua taxes on earnings, eg. coats at 5% equals 0.15 • 0.26 - 0.01 * 0.05 - 0.03 -  0.24 * 0.02 -(-0.09).

surance.Experiment (H IE ), because of 
its detailed information regarding hab­
its and the medical reasons for the utili­
zation of medical care.1*-" Because per­
sons aged 62 years or older at the time of 
enrollment were excluded from the 
H IE  sample of 5809 persons, we used 
data regarding persons greater than, 
age 59 years from a 1983 supplement to 
the NHIS. It included information re- 
ganlihg.health habit3, health care use, 
and work loss in a sample of 22 418 per­
sons. In addition, we compared the 1983 
NHIS results for nonelderly persons 
with those from the H IE . We have in- 
fiated alLcost data to 1986 dollars using 
the consumer price index.

We estimated differences in spending 
for medical care services between those 
with and without each- habit. Such dif­
ferences,.of course, may or may not be 
caused by. the habit. We addressed this 
ambiguity in two ways. First, we con­
trolled for the confounding characteris­
tics described in the next section. Sec­
ond, although our base-case estimates 
include all medical services except ma­
ternity services and well care, we exam­
ined their sensitivity to considering 
only costs that arise from diagnoses

thought to be directly related to smok­
ing and excessive drinking, such as can­
cer of the lung and cirrhosis of the liver.

In addition to medical expense, we 
estimated the difference in days lost 
from work between persons with and 
without each habit, controlling for the 
confounding variables described herein. 
The collectively financed cost of day3 
lost from work was computed by multi­
plying the daily wage by 0.38, the em­
ployers’ average share of the cost of 
work loss through covered sick leave.11

When estimating the cost of drinking,- 
we controlled for smoking status, and 
conversely. Had we-not done so, we 
would have attributed some of the coats 
of smoking to drinking if smokers tend 
to drink heavily. We classified persons 
as former cigarette smokers,, current 
cigarette smokers, current pipe or cigar 
smokers, and never smokers based on 
their responses to a smoking history 
questionnaire filled out at the time of 
enrollment in the study. We classified 
persons as abstainers, former drinkers, 
and current drinkers based on respons­
es to the same questionnaire. We col­
lapsed information regarding the cur­
rent drinkers’ consumption of beer,

JAMA. Marcn 17. 1989-VW261. No. 11 Sin Tax -  Manning atai 1605
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components of cost shown in Table .1. 
Data regarding pension and disability 
payments by age, sex, and education 
status come from the Current Popula­
tion Survey. That survey-is also the 
source of earnings data,which we useto

Drinking

Smoking

Percent Oiscount Raid

-100

External costs ol poor health hatxts tl alternative disc.\«..i tales. ...

Table 3.—Sensitivity of External Costs (in 1986 Dollars) per W\ck to Assumption* at 5% Discount Rale

External Costa Baa*Cats*
All Data From National Hearth Interview Survey

Com pert eon With Never Smoker LowerBoundf Total *30* ts»
Coals per pacx. S Medical care 0.26 0.26 0.30 • . 0.15 .0.38

Side leave o.ot 0.05 0.04 0.01 COS
Group tile insurance 0.05 0.05 0.06 0.05 0.05
Nur*ng home -0.03 -0.03 -0.02 -0.03 -0.C3
Retirement oensaon§ -0 24 -0.24 -0.20 -0.38 -0.24
Frtl 0.02 0.02 0.02 0.02 0.02

Tax el on eamnga per pack. J. -0.09 -0.09 — 0.C9U -0.05 - 0.931
Tout net costs per peck, S# . 0.15 0:20 O.iSI -0.15

'Enact ol changing currant and former amokere to never smokers, with other cha.'cctenaocs held constant, t Narrow definition ot medical effects, withnc aflacts of smoking on earty retirement.{Include* internal costs.§tnciudes dieabiMy insurance.{Value shown is nonsmokng smokers’ drnerentiil; never smokers actually pay SO SI eens more earnings lax than smokers per peck because of higher earning rates. Out rt is implausible that then tvgher earning rates are cauaeliy related to smokng, and we have assumed they are not.'Eemmgs. not taxos on earrvngs.* Sum ol costs minus taxes on earnings."Loss ot tits and pain and suffering by smoker and (amity not included; see led.

wine, and spirits into a single variab le- 
monthly consumption of ethanol in 
ounces. Within the category of current 
drinkers, heavy drinkers include those 
who report an average of two or more 
drinks daily (five or more actual drinks 
daily, with allowance for underreport­
ing). Because light drinking may not be 
harmful, we calculate the cost per ounce 
in excess of two reported drinks per 
day.a “  Thus, the drinking analogue of 
nonsmoking smokers are “ controlled" 
heavy drinkers: ie, we estimate the ef­
fect i 'hypothetically reducing the con­
sumption of those with more than two 
reported drinks per day to two reported 
drinks per day.

Our base-case analysis also controlled. 
for health insurance coverage, age, sex, 
race, education, the use of seat belts, 
family income, exercise, self-assessed 
measures of physical, mental, and gen­
eral health, and family size. We included 
education and seat belt use to measure 
attitudes that may differ between those 
with varying health habits—attitudes 
that may affect work Iobs and use of 
medical services independently of 
smoking and drinking.

Pensions and Other Costs

In addition to the costs of medical care 
and work loss, we calculated the other

W V W i WW V *  V*a* u u v a a ,

calculate taxes to finance the programs. 
Our estimate o f annual property loss 

'* from fires that are associated with ciga- 
' rette smoking is S340 million (in 1986‘ 

dollars).’  Because of fire-insurance, we 
. have assumed these costs are entirely 

external, but our estimates are not sen­
sitive to this assumption.
. Our estimates of certain annual ex­
ternal costs of alcohol abuse are as fo l-' 
lows: property damage from motor-ve- 
hicle accidents, S3.G billion, and from 
fires, $507 million: criminal justice, S3.1 
billion; and social programs, $54 mil­
lion.11 - . .t  ,  -

It is extremely difficult, and to some 
distasteful, to place a dollar value on the 

' ' innocent lives lost due to fires,‘ passive 
smoking, or drunk driving. Neverthe- 

- less, i t  is often necessary, implicitly or 
■ explicitly, to place a value on lives lost" 

when'judging the merits of alternative 
pob’cies, for example, policies leading to 
air pollution control or increased auto­
mobile safety. For this analysis, we in- 

‘ ciude an explicit value fo r the lost lives 
to avoid the systematic undercounting 
of the costs to society that would occur if 

• we included only the differences in use 
of medical care, sick leave, etc. ■

Tb define a value for innocent lives 
lost because of fires, passive smoking, 
and drunk driving, we used a method 
based on the willingness to pay for : 
small change in the probability of sur- 
viving.‘: This yields a value of SI. 6G mil­
lion per life (around $10 per hour, using 
years of life expectancy discounted at 
5%), considerably more than the value 
of lost earnings. We believe earnings 
are an inappropriate measure of th j val­
ue of life, in part, because they attribute 
a relatively low value to those who are 
out of the labor force."
RESULTS

Smoking

External Costs per Pack o f C:. a* 
rettes.—If  costs are not discounted, 
each pack of cigarettes increases medi­
cal costs by $0.38, but saves S1.S2 in 
public and private pensions due to a 137- 
minute reduction in life expectancy. 
Overall, there is a net savings of $0.91 
per pack in undiscounted costs (Table 
2).

Results change markedly if costs are 
discounted at 5%, largely because pen­
sion costs change from -S1.S2 (at 0%) 
to -$0 .24 (at 5%) per pack. Pensions 
are received late in life, so discounting 
dramatically decreases the differential 
between smokers and nonsmoking 
smokers. Using a 5% discount r.r '-he

ACVJ
pad- 

• excli 
ings 
costt 

Se 
lion: 
subs 
sens- 
beio\ 
effec 
For 
pealt 
disco 
resul 
we us 
old pt 
costs 
ered 
pack, 
SO. 15 

To 
to di 
smok 
smoki 
rathe. 
3, col: 
insem 
temai 
figure 
costs! 
betwe 
excep 
smoki 
differ* 
retiret 
smoki: 
medic: 
noses 
health 
(Table 
scribet 
nonsm 
manne 
smoke; 
effects 
that th 
nonsmi 
as amc 
not aff 
column 
tions I 
-SO. If 
per pac 

Finat 
gives tc 
portion 
Person, 
the cos 
aufferin 
appears 
table.
Other 

nia us o: 
do .ot



Table 4.—External Costs ol Heavy Onnkers per Excess Ounce*
Olscount Rite

Extern tl Code 0% 5% 10%
Medical and pons on costs per excess ounce, 5 Medical carat 0 26 0.10 005

Sick leave 0.06 005 0.04
Group tile insurance 0 02 002 002
Nursing noroe -o.ot t {
Retirement pennon§ -0.04 0.03 0.02

Taxes on earnings. S -0.35 -006 - 0.02
Net medical and pension costa per excess ounce. $ 0.63 0 26 0.15
Motor-venicle accidents and criminal justice costs per excess ounce. S Uvea ol nondnnkefS 0.58. 0.58 O.SB
All oilier cosim 0 35 0 35 0 35

Total net costs per excess ounce. S' t 56 t 19 t 08
Lite expectancy at age 20 y per excess ounce, mm -20 -8 -4

’Coils (in 1986 doilani per excess ounce are calculaied by dividing by me discounted numoer ol excess ounces. tExctudes mitemrty. we4. and dental care, and medical cara costs to omers caused by drunk dnvmg.{Indicates figure is lass man 0.005.§lncludos disability insurance.jThe 50.35-cont tigure includes certain internal costs, sucn as me orooarty damage in motor-vendo accidents paid by the slccnofic dnver m deductibles or other cooaymsnts and rugner premiums Out excludes ms external costs associated witn ms effects of atconohsm on spouses and cmidren (eg. me* use ol insurod mental neaitn services) and moss associated vmtn me increased nsk ol alcoholism lor these dependents.'Sum ol costs minus taxes on earnings.

total external costa per pack are $0.15, 
and they rise to $0.24 per pack at a 10% 
discount rate. The main reason these 
results are so much lower than, for ex­
ample, the estimate from the Office of 
Technology Assessment of $2,17 per 
pack (unpublished data, 1985) is our 
exclusion of changes in lifetime earn­
ings from smoking, which are internal 
costs.

Sensitivity o f Costs to Assump­
tions.—Clearly, the magnitude of any 
subsidy from nonsmokers to smokers is 
sensitive to the discount rate, especially 
below 5% (Figure). Table 3 shows the 
effect of varying other assumptions. 
For comparison, the first column re­
peats the results from Table 2 for a 5% 
discount rate. To test how sensitive the 
results are to the data source selected, 
we used NHIS data for young as well as 
old persons (Table 3, column 2). Medical 
costs per pack do not change, but cov­
ered sick leave costs rise to $0.05 per 
pack, and the total net costs rise from 
$0.15 to $0.20 per pack.

lb  test how sensitive the results are 
to different assumptions about how 
smoking affects health, we contrast 
smokers with actual never smokers, 
rather than nonsmoking smokers (Table 
3, column 3). The results are relatively 
insensitive to this modification also; ex­
ternal costs rise to $0.28 per pack. This 
figure probably overstates the true 
costs because it treats all the differences 
between smokers and never smokers, 
except wages, as causally related to 
smoking, whereas smokers may have 
different patterns of medical use and 
retirement for reasons unrelated to 
smoking. As another test, we restricted 
medical costs to those arising from diag­
noses thought to be related to poor 
health habits; medical costs fell $0.11 
(Table 3, column 4). The estimates de­
scribed herein assumed that a cohort of. 
nonsmoking smokers would retire in a 
manner similar to people who never 
smoked. However, we also computed 
effects on taxes and pensions, assuming 
that the pattern of retirement among 
nonsmoking smokers would be the same 
as among smokers; ie, quitting would 
not affect age of retirement (Table 3, 
column 4). Combining these assump-- 
tions leads to a lower boundary of 
-  $0.15 (at a 5% discount rate) on costs 
per pack. .- ••

Finally, the last column in Table 3 
gives total costs: that is, it includes the 
portion of costs that are financed by the 
person. It does not, however, include 
the costs of premature mortality and 
suffering, which is why a. question mark 
appears in the lower right comer of the 
table.-

Other Costs o f Smoking.—Our esti­
mates of the costs of smoking in Table 2 
do not include the adverse effects o f

passive smoking on those outside the 
smoker’s family. Passive smoking 
causes an estimated 2400 lung cancer 
deaths per year, and it has also been 
linked to reduced lung function among 
children of smokers, a higher incidence 
of respiratory problems for children and 
others, as well as the displeasure of con­
suming unwanted cigarette smoke." 
Most of these costs are within the family 
and are internal or external costs de­
pending on the extent to which the 
smoker considers the welfare of others 
in his family when he smokes. The fig­
ures in Table 2 assume that such costs 
are internal. If, however, we treat the 
costs of the 2400 deaths as entirely ex­
ternal and use an estimate of willingness 
to pay for lower mortality of 51.66 m il-. 
lion per life," external costs per pack 
would rise $0.14.

Because deaths, in smoking-related 
fires are also almost entirely within the 
family, we have treated the costs as 
internal and did not include them in our 
estimates. However, if we were to treat 
the costs of. such deaths as external, 
some lbOO people in 1984 (J. Hall, oral 
communication, Aug 13, 1987), we 
would increase the external costs of cig­
arettes by $0.09 per pack of cigarettes.

The smoker losos 28 discounted min­
utes of life expectancy (at a 5% discount 
rate) for each pack smoked (Table 2), 
which accounts for $0.93 of discounted 
wages (many of the lost minutes occur 
when not working). Using our estimat­
ed willingness to pay for lowermortality 
of $10 per hour, the 28 minutes is worth 
approximately $5. Although we consid­
er the $5 an internal cost, it may none­
theless be relevant to an economically 
efficient tax, a point we will come to 
later.

Heavy Drinking
External Medical and Pension 

Costs per Excess Ounce o f A lcohol.— 
Using undiscounted values, each excess 
ounce of alcohol, ie, those consumed in 
excess of two reported drinks per day, 
has external medical and pension costs 
of $0.63 and causes a loss of 20 minutes 
of life expectancy (Table 4, column 1). 
At a 5% discount rate, external medical 
and pension costs per excess ounce fall 
to $0.26. In contrast to smoking, heavy 
drinking increases all categories of costs 
(at a 5% discount rate), even pensions, 
because the large effects of early retire­
ment, which triggers pension and dis­
ability payments, outweigh the shorter 
life of drinkers. At a 10% rate of dis­
count, medical and pension costs fall to 
$0.15 per excess ounce.

Before discussing the other costs of 
drinking shown in Table 4, we describe 
the sensitivity of our estimates of medi­
cal and pension costs to different as­
sumptions (Table 5). For convenience, 
the first column of Table 5 repeats the 
results from Table 4 for a 5% discount 
rate. Medical and pension costs are not 
sensitive to the source of data (Table 5, 
column 2), nor do they change much if 
we compare heavy drinkers with actual 
abstainers and light drinkers rather 
than hypothetical controlled drinkers 
(cutting back to two reported drinks per 
day among those consuming more than 
that amount) (Table 5, column 3), nor do 
they change when drinking is not treat­
ed as a cause of disability retirement 
(Tableo, column 4).

Restricting medical costs to those 
arising from diagnoses thought to be 
related to poor health habits makes vir­
tually no difference to our estimates 
(Table 5, column 4), implying that the

Sin Tax—Manning at at 1607
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Table 6.—Sensitivity ot Medical and Pension Costs (in 1966 DoUart) par Excess Ounce ot Ethanol to 
Assumptions, 5% Dieooum Rate

Costs
Base
Caae*

Alt Data From 
Notional Health 
Interview Survey

Abstainers 
and Light 
Drinkers

Lower
Boundt

Total
Coats*

Medical and pern on costs, S 
. Medical care per excess oune*§ 0.10 0.11 0.07 0.11 0.16
Side leave 0.05 1 0.10 0.05 0.13
Group trie Insurance 0.02 0.01 0.04 0.02 0.02
Nursing home 1 1 -o.ot 1 1
Retirement peneionl 0.03 0.05 -0.15 -0.05 0.03

Taxes on eurengi. S -0.08 -0.06 -0.14* -0.03 -0.64”
Net medical and pension cotta per 
excess ounce, iff 028 023 020 0.15 7

Ufa expectancy at age 20 y per 
excess ounce, min -8 - -7 ' -IB -8 -8

‘ Effect ot ehangsig heavy drinker to com rotted drinker, with other ehtrsctensocs held constant, t Narrow OetwYtan ot meocrJ eftecta, with no ettect on eerty retirement. ' ■tlnckxtes ntemel coats.§Exdudes maternity, well, and dental care.
{Indicates figure is less then 0.005.Ilnctudes dtsaMty insurance.* We have used the earnings ol etxtainere and light drinkers to compute taxes These earnings are considerably higher than lor drinker*. even after control Wig lor education. To the extent that these earrings differences ere not caused by drinkxtg. we should use dnnfcers’ earnings; In that cese, the -O.t4 figure would be -0.03.‘ •Earwigs. not taxes on earwigs.ft Sum ot coets mnus taxes on esmings.

medical costs shown in the first column 
are largely due to differences in medical 
use that are related to habits. In con­
trast, the external costs of smoking are 
sensitive to the definition of relevant 
medical costs, suggesting that the 
broader definition of smoking effects 
may overstate medical costs and total 
external costs.

Other External Costs.—Although 
our estimates include the additional 
probability that a drinker will be killed 
in a traffic accident, they do not account 
for the deaths of innocent bystanders 
and nondrinking passengers in such ac­
cidents. The Department of Transpor­
tation estimates that about 7400 of the 
22 400 people who died in alcohol-relat­
ed traffic accidents in 1985- were not 
drinking.1 Based on a willingness to pay 
for a human life of $1.66 million and the 
estimated, volume of drinking from the 
1983 NHIS. the value of the 7400 lost 
lives is $0.58 per excess ounce of ethanol 
(Table 4, bottom). This figure is low 
because it does not include medical, dis­
ability, and suffering costs of surviving 
nondrinking victims of alcohol-related 
accidents. On the other hand, the figure 
is high to the extent that not all drink­
ing-related accidents are caused by 
alcohol.

In addition, there are annually $7.2 
billion of other corts described previ­
ously herein, principally costs of the 
criminal justice system and property 
damage in alcohol-related motor-vehi- 
cle accidents. These costs add another 
$0.35 per excess ounce.
Sensitivity ol Results

Although $0.15 per pack of cigarettes 
and $1.19 per excess ounce of alcohol are 
our best estimates of the external eco­

nomic costs of smoking and heavy drink­
ing, the values are sensitive to four fac­
tors: discount rate, value assigned to 
lives ioBt in drunk driving-related acci­
dents, amount of underreporting, and 
treatment of persons who die of causes 
related to passive smoking and fires.

Discount Rate.—The sensitivity to 
the discount rate is more pronounced 
with smoking, where the estimated ex- 

. temal costs would be almost $0.20 lower 
per pack if we used a 3% rather than a 
5% discount. The sensitivity of drinking 
costs to discounting is much less. For 
smoking, consumption starts early, but 
deaths come much later than in the case 
of drinking. The shorter the time be­
tween consumption and death, the less 
sensitive the estimates are to 
discounting.

D o lla r Value o f L ife .—Because the 
assumed value of life is on the low end of 
estimated values, our estimates of 
drinking costs are conservative.

Underreporting.—Assuming that 
the reported level of consumption were 
closer to the actual level of consumption 
would raise our estimates of the exter­
nal cost, because we would inflate the 
level of reported packs and ounces by a 
smaller factor when computing costs 
per pack and ounce. For example, had 
we assumed respondents reported 60% 
of their actual alcohol consumption, we 
would only have multiplied reported 
ounces by 1.67 (100/60) rather than 2.5 
(100/40) to estimate actual ounces, and 
the estimated cost per excess ounce 
would be 50% (2.5/1.67= 1.5) higher. In 
the case of alcohol, our cost estimate is 
conservative because the 40% figure we 
used is at the low end of the estimates 
found in the literature.*

Within-Ramily Cost*.—We ignored

(

costs of $0.23 per pack associated with 
deaths caused.by passive smoking and 
fires because we assumed they were in 
the family and taken into account by the 

. smoker. Defining^these costs as exter-
- nal would more than double our estimat­

ed external cost of smoking.
Our estimates are relatively insensi­

tive to other assumptions. Because the 
external costs of drinking are dominat- 

' ed by costs associated with drunk driv­
ing, such costs are relatively insensitive 
to discounting (Figure). The choice of 
data used to estimate effects (H IE  vs 
NH IS ) has little effect on (he results.

Our estimates of the external costs of 
alcohol were made per excess ounce, but 
excise taxes apply per ounce, not per 
excess ounce. Forty percent of total 
consumption represents ounces in ex­
cess of two reported drinks per day (five 
actual drinks per day, given our esti­
mate of underreporting). To convert 
our figures per excess ounce to figures 
per ounce, one should multiply them by

- 0.4, reducing the estimated cost of $1.19 
per excess ounce to $0.48 per ounce.

Our estimate of the external cost of 
smoking, $0.15 per pack, is well below 
the current average (state plus federal) 
excise and sales taxes of $0.37 per pack 
($0.32 of the $0.37 are excise taxes).** 
However, the $0.37 tax rate approxi­
mately equals the estimated external 
cost of $0.38 if we were to treat all lives 
lost to passive smoking and fires as ex­
ternal costs. By contrast, our estimate 
of the external cost of alcohol, $0.48 per 
ounce, is well above the current average 
(state plus federal) excise and sales tax­
es of $0.23 per ounce.11 (The averag. 
excise tax is taken across distilled spir­
its, wine, and beer, where the excise 
taxes are $0.25, S0.03. and $3.09 per 
ounce of ethanol, respectively.) Thus, 
smokers probably pay enough taxes to 
cover the net costs thej impose on oth­
ers, but heavy drinkers do not.

We noted in the introduction that eco­
nomically efficient excise taxes should 
at least cover external costs. By this 
criterion, taxes on alcohol are too low; 
whether cigarette taxes are h ir , 
enough depends on ones appraisal 
three other arguments for taxation •: 
cigarettes and alcohol. (Each of th^se 
arguments would further strengthen 
the case for increasing alcohol taxes.)

The first argument takes cognizance 
of the regret expressed by most smok­
ers and their attempts to quit. Smoking 
tends to start in adolescence or early 
adulthood, at a time when individuals 
are not well informed and may not ap­
preciate the consequences of their ac­
tions.”  Cigarettes (and alcohol) are ad­
dictive, so it is more difficult to quit than 
to avoid starting the habit. Because 
over 85% of smokers begin smoking be­
fore age 20 years”  anti some evidence

■m
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■ uggesta that the pro|>ortion of Cnose 
-.inder 20 years of age who smoke is sen­
sitive to taxes,3 “  higher taxes may de­
crease the number of individuals who 
become addicted.

Some may see this argument as pater­
nalistic, but it is not, if judged by the 
tastes of the individual attempting to 
quit; those tastes arguably determine 
the economically efficient tax. I f  the loss 
in life expectancy of 28 minutes per pack 
is relevant to economic efficiency be­
cause of later regret, an economically 
efficient tax would be on the order of 35 
per pack, the estimated value of the 28 
minutes.

A second and related reason to tax 
cigarettes is thal many adults do not 
appreciate the risks. Despite the warn­
ing labels on cigarettes, 20% to 25% of 
adult smokers say they do.not know the 
risks of smoking.3 A higher tax would 
deter initiation of smoking, thus com­
pensating for any undervalued risk.

A third reason to txx addictive com­
modities is that such taxes are likely to 
lead to a relatively small change in be­
havior among those already addicted. 
Suppose, for example, there were no 
external costs, no ignorance, and no re­
gret associated with smoking. From the 
point of view of raising revenue, it may 
still be wise to tax cigarettes because it 
i3 preferable to tax items for which be­
havior does not change; there is less 
induced inefficiency.3 This argument 
could also justify higher cigarette taxes 
than at present.

Despite the uncertainties surround­
ing our estimates, in the case of alcohol, 
the difference between the actual tax 
and external costs is so large that, in our 
view, a strong case can be made for an 
increase in federal alcohol taxes. The 
tax increase should occur at the federal 
level, not the state level, to prevent 

. bootlegging across state lines. The caseT1 
is especially 3trong for raising taxes on 
beer and wine, which, as noted previ­
ously herein, are much lower (per ounce 
of ethanol) than taxes on distilled spir- 

_ its. Strategies such as banning ad vertis-"'’ 
’ ing or promoting negative advertising 
may be complementary.3

Tb the degree that external costs of ' 
alcohol abuse stem from people who- 
drink in bars and restaurants and then 
drive home while intoxicated, there is a 
case for an additional tax on alcohol sold 
by the drink. We have net tried to ascer­
tain what proportion of external' costs • 
stem from alcohol consumed in bars and' 
restaurants relative to that consumed in 
homes. * .

Ideally, society would tax drunk driv­
ers to force them to pay the external 
costs of drunk driving rather than:tax 
alcohol. Tb some extent, society does so 
with fines, suspension of driving li­
censes, ja il sentences, and civil liability.

:; w -

However, the present legal system does 
not make, nor could it reasonably make, 
drunk drivers bear fully the external 
costs of their actions, especially in those 
cases where there is a loss of innocent 
lives.3* For example, liability insurance 
partially shields drunk drivers.

We close by considering two argu­
ments against higher excise taxes. 
First, tobacco and alcohol taxes consti­
tute a larger proportion cf the income of 
the poor than of the well-to-do."4’  How­
ever, alcohol and tobacco taxes each 
supply only 1% of federal revenues. Asa 
result, rather small changes in the indi­
vidual income tax structure could readi­
ly compensate for the effect of increased 
excise taxes on the distribution of in­
come, if that were deemed desirable. 
Drinkers and smokers would still pay 
more, but low-income individuals, ss a 
group, need not pay more.

Second, light drinkers may argue 
that they impose few or no external 
costs, but would unfairly pay a higher 
tax burden. There are two responses. 
First, suppose that a given amount of 
revenue to finance government expen­
diture must be raised from various tax­
es, including excise taxes on alcohol. As 
a group, persons whose consumption of 
alcohol is below the population average 
of 1.7 reported drinks (over four actual 
drinks) per day will benefit from shift­
ing more o f the tax burden to alcohol 
taxes and away from other taxes (eg, 
payroll taxes). In fact, of adults who 
drink three fourths drink less than thi3 
amount. Second, to the degree that 
higher taxes deter alcohol abuse, the 
resulting decrease in external costs will 
offset increases in the tax burden of 
light drinkers.

Because excise taxes must be propor­
tional to consumption and because the 
external costs of smoking and drinking 
are not proportional to consumption, 
there will not be, in practice, a tax that 
does not leave someone subsidizing 
someone else. The task of determining 
how such subsidies will (low falls to our 
political institutions. We hope our esti­
mates- contribute to more informed 
decisions.
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T o b a c c o ,  a l c o h o l  

a n d  t h e  p r i c e  p a i d
A new RAND Corp. study provides a novel 

exam ination  of th e  consequences for society  of 
tobacco and alcohol. The study found that sm okers, in 
a macabre sort of way, pay for the social costs of the ir 
habit. Drinkers, on the other hand, cost society much 
more than they pay in alcohol taxes.

From the study’s conclusions, one could construe 
th a t smokers are doing the rest of society a favor — 
dying, as they do, prem aturely and thus not collecting ; 
pensions and Social Security. This scenario has 1 
quicker-dying smokers subsidizing the pensions and 
nursing-home care of longer-living nonsmokers.

But don't rush out and hug the next sm oker you 
see. For the study gives little  weight to o ther, less 
obvious costs of smoking. The costs to society — the 
h e a lth  woes of " p a ss iv e  sm o k ers"  an d  lo s t , 
productivity from smokers who, studies show, stay  I 
hom e sick m ore o ften  than nonsm okers — are 
substantial. In addition, the sim ple nuisance of 
c ig a re tte  sm oke to  o the rs p ro b ab ly  h as  no 
measurcable economic value — but takes a toll 
psychologically.

Regarding alcohol, the case is clear: Drinking 
extracts a huge price from drinkers and others. The j 
costs of h igher h ea lth  and d isa b ility  insurance 
premiums and damage to  innocent victims of drunken 
drivers dw arf the am ount drinkers pay in alcohol 
taxes. In fact, the RAND study says, alcohol taxes 
would need to  be at least doubled before they would 
cover those costs.

The study will likely  lend support to efforts to 
ra ise  alcohol tax es  — b u t a m ore a t tra c t iv e  
consequence would be if it provides a boost to  the 
struggle against alcohol abuse. The personal and 
family toll taken by alcohol abuse have long been 
recognized. A nd a d em o n stra tio n  of ju s t  how 
financially costly the problem is to the rest of society 
adds more compelling reasons why the struggle is not 
in vain.
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H I S T O R Y  O F  E X C I S E  T A X  O N  I N T O X I C A T I N G  L I Q U O R  

I N  T H E  T E R R I T O R Y  A N D  S T A T E  O F  A L A S K A

T h e  l i q u o r  e x c i s e  t a x  i s  l e v i e d  o n  e v e r y  b r e w e r ,  d i s t i l l e r ,  
b o t t l e r ,  j o b b e r ,  r e t a i l e r ,  w h o l e s a l e r  o r  m a n u f a c t u r e r  w h o  s e l l s  
o r  c o n s i g n s  f o r  s h i p m e n t  i n t o  A l a s k a  i n t o x i c a t i n g  l i q u o r .  A l l  
e x c e p t  t h e  r e t a i l e r ,  w h o  h a s  s e c o n d a r y  l i a b i l i t y ,  a r e  
c o n s i d e r e d  p r i m a r i l y  r e s p o n s i b l e  f o r  t h e  t a x  p a y m e n t .  T h e  r a t e  
o f  t h e  t a x  i s  g 5 £  p e r  w i n e  g a l l o n  o f  w i n e  o r  o t h e r  l i q u o r  
h a v i n g  n o  m o r e  t h a n  2 1  p e r  c e n t  a l c o h o l  b y  v o l u m e  ,  a n d  
p e r  w i n e  g a l l o n  o f  l i q u o r  h a v i n g  g r e a t e r  t h a n  2 1  p e r  c e n t  
a l c o h o l  b y  v o l u m e .

T h o s e  l i a b l e  f o r  t h e  A l a s k a  t a x  a r e  r e q u i r e d  t o  m a k e  m o n t h l y  
s t a t e m e n t s  a n d  p a y m e n t s  t o  t h e  C o m m i s s i o n e r  o f  R e v e n u e ,  w h o  i s  
r e s p o n s i b l e  f o r  t h e  a d m i n i s t r a t i o n  o f  t h e  l i q u o r  t a x .  T h e r e  
a r e  n o  e x e m p t i o n s ,  a s  s u c h ,  i n  t h e  t a x  l a w ,  b u t  a  t a x  c r e d i t  i s  
a l l o w e d  f o r  a n y  l i q u o r  s o l d  t o  a u t h o r i z e d  b e v e r a g e  d i s p e n s e r s ,  

s u c h  a s  a  p o s t  e x c h a n g e ,  o n  m i l i t a r y  o r  g o v e r n m e n t a l  

r e s e r v a t i o n s .  N a t i o n a l  G u a r d  u n i t s  n o t  o n  a c t i v e  d u t y  a n d  
c i v i l i a n  c l u b s  l o c a t e d  o n  f e d e r a l  r e s e r v a t i o n s  a r e  r e q u i r e d  t o  
p a y  t h e  t a x  ( 1 9 6 0  O p i n i o n s  o f  t h e  A t t o r n e y  G e n e r a l  N o .  1 6 ) .

H I S T O R I C A L  A N D  L E G A L  B A C K G R O U N D

T h e  f i r s t  l i q u o r  e x c i s e  t a x  w a s  e n a c t e d  b y  t h e  T e r r i t o r y  o f  
A l a s k a  i n  1 9 3 3 .  T h i s  w a s  a  5 £  p e r  g a l l o n  l e v y  o n  3 . 2  b e e r  a n d  
w i n e .  I n  1 9 3 7  t h e  t a x  w a s  b r o a d e n e d  a n d  t h e  r a t e s  r a i s e d .

T h e  1 9 3 7  r a t e s  w e r e  5jzf p e r  g a l l o n s  o f  b e e r .  1 5 £  p e r  g a l l o n  o f  
w i n e ,  a n d  5 0 jz f  p e r  g a l l o n  o f  l i q u o r .

T h e  1 9 4 5  t a x  r a i s e d  t h e  t a x  o n  l i q u o r  t o  $ 1 . 6 0  p e r  g a l l o n .

T h e  1 9 4 7  r a t e s  w e r e :  10f i  p e r  w i n e  g a l l o n s  o f  m a l t  b e v e r a g e s  
w i t h  a t  l e a s t  o n e  p e r  c e n t  a l c o h o l i c  c o n t e n t ,  2 5 jz* p e r  w i n e  

g a l l o n  w i n e  o r  o t h e r  l i q u o r  h a v i n g  n o  m o r e  t h a n  2 1  p e r  c e n t  
a l c o h o l  b y  v o l u m e  a n d  $ 3 . 0 0  p e r  w i n e  g a l l o n  o f  l i q u o r  h a v i n g  
g r e a t e r  t h a n  2 1  p e r  c e n t  a l c o h o l  b y  v o l u m e .

T h e  1 9 5 7  a m e n d m e n t  i n c r e a s e d  t h e  1 9 4 5  t a x  r a t e s  t o  2 5 £  f o r  m a l t  
b e v e r a g e s ,  5 0 £  f o r  w i n e  o r  o t h e r  l i q u o r  h a v i n g  a n  a l c o h o l i c  

c o n t e n t  o f  2 1  p e r  c e n t  o r  l e s s  b y  v o l u m e ,  a n d  $ 3 . 5 0  f o r  l i q u o r  

w i t h  m o r e  t h a n  2 1  p e r  c e n t  a l c o h o l .

H - t S - r v ^ V  O F  T A Y F 3 ■/



H I S T O R Y  OF E X C I S E  T A X  O N  I N T O X I C A T I N G  L I Q U O R

I N  T H E  T E R R I T O R Y  A N D  S T A T E  O F  A L A S K A  
( c o n t i n u e d )

T h e  1 9 6 1  a m e n d m e n t  i n c r e a s e d  t h e  1 9 5 7  t a x  r a t e s  t o  60 j zf  f o r  w i n e  
o r  o t h e r  l i q u o r  h a v i n g  a n  a l c o h o l i c  c o n t e n t  o f  2 1  p e r  c e n t  o f  
l e s s  b y  v o l u m e ,  a n d  $ 4 . 0 0  f o r  l i q u o r  w i t h  m o r e  t h a n  2 1  p e r  c e n t  
a l c o h o l .

T h e  1 9 3 3  a m e n d m e n t  i n c r e a s e d  t h e  t a x  r a t e s  t o  3 5 0  a  g a l l o n  o n  

r a l t  b e v e r a g e s .  8 5 0  a  g a l l o n  o n  w i n e  o r  l i q u o r  h a v i n g  a n  "  

a l c o h o l i c  c o n t e n t  o f  2 1  p e r  c e n t  o r  l e s s  b y  v o l u m e ,  a n d  $ 5 . 6 0  
f o r  l i q u o r  w i t h  m o r e  t h a n  2 1  p e r  c e n t  a l c o h o l .

■2-0*n r ?
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Liquor
Tax

Volume

(W1ne Gallons)

W1ne

Tax

Volume

Beer
Tax

Volume

1981-82

$5,258,552
1,314,638

$ 806,257 

1,343,762

$2,980,287

11,921,147

1982-83

$5,426,200
1,356,550

$ 837,069 

1,395,116

$3,302,614

13,210,454

1983-84*

$7,436,207

1,404,777

$1,253,169

1,518,110

$4,706,163

13,958,000

1984-85

$7,546,817

1,347,646

$1,396,303
1,642,709

$4,865,069

13,900,198

1985-86

$6,960,890

1,243,016

$1,348,944

1,586,993

4,851,902

13,862,576

*Year the tax changed. Because two tax rates are Included 1n th ic  war fh< 
amount cannot be found by multiplying gallons by the rate. dollar •



S U M M A R Y  

O F  E S T I M A T E D  A L C O H O L / D R U G  

T O  A L A S K A N S

R E L A T E D  C O S T S

S T A T E  C O S T S : A M O U N T :

A S S I S T A N C E  P A Y M E N T S : $ 1 4 , 7 3 1 , 8 2 9

S O C I A L  S E R V I C E S : 3 0 , 1 0 7 , 7 2 6

C R I M I N A L  J U S T I C E  S Y S T E M : 1 3 0 , 4 4 1 , 0 6 9

D E P A R T M E N T  O F  P U B L I C  S A F E T Y : 2 0 , 5 7 8 , 1 6 3

S T A T E  H E A L T H / M E D I C A L  C A R E : 3 , 8 4 2 , 4 9 0

T O T A L  S T A T E  C O S T S  : $ 1 9 9 , 7 0 1 , 2 7 7

N E T  R E V E N U E  T O  S T A T E :  

L i c e n s u r e  F e e s  a n d  T a x a t i o n $ 1 4 , 8 7 1 , 8 6 0

T O T A L  C O S T S  L E S S  R E V E N U E S : $ 1 8 4 , 8 2 9 , 4 1 7

T h e  S t a t e  S p e n d s  $ 1 3 . 4 2  i n  S e r v i c e s / C o s t s  f o r  E a c h  

$ 1 . 0 0  o f  R e v e n u e  C o l l e c t e d  f o r  A l c o h o l i c  B e v e r a g e s .

C O S T  T O  R E S I D E N T S :

L o s t  A l a s k a n  I n c o m e $ 4 0 , 8 0 4 , 8 0 0

P r o p e r t y  L o s s 3 6 , 7 5 2 , 9 1 7

E x c e s s  M e d i c a l  C o s t s 1 6 , 5 6 7 , 7 9 8

T O T A L  C O S T S : $ 9 4 , 1 2 5 , 5 1 5

T O T A L  C O S T S  T O  T H E  

S T A T E  A N D  R E S I D E N T S : $ 2 7 8 , 9 5 4 , 9 3 2

S 0 A i > A  c 5 ^ / V A ? / ? / e / -  C o s t s  t o  A l A s K A M S
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issue immediately and submit proposed legisla­
tion to the Legislature.

M a n d a t o r y  I n s u r a n c e  for 

S u b s t a n c e  A b u s e  a n d  M e n t a l  H e a l t h

F i n d i n g s

• Individuals should bear the cost of their mental 
health and substance abuse treatment when  
able io do so.

•Employment-related insurance provides a 
means by which people can assume more re­
sponsibility for their own care.

R e c o m m e  i d a t i o n

T h e  C o m m is s io n  su p p o rts  th e  concep t o f  
m a n d a to ry  p ro v is io n  o f  in p a t ie n t  an d  o u t­
p a tie n t substance abuse a n d  m e n ta l h e a lth  
tre a tm e n t in  em p loyer-o ffered  h e a lth  in s u r­
ance packages.

1988 Legislative Update: The Legislature 
passed two pieces o f legislation that go a great 
distance toward implementing this recommenda­
tion. Senate bill 363 (Chapter 150 SLA 1988J 
requires that group health insurance policies 
include coverage o f substance abuse treatment. 
Senate Bill 67 required group health insurance 
policies to include coverage o f mental health 
treatment. Governor Cowper vetoed this legisla­
tion, citing the additional expense to employers 
and the potential that some employers would 
drop healti' coverage altogether.

Like other health care, substance abuse care 
and mental health treatment are the responsibility 
of the individual and family first, and the respon­
sibility of the community, including employers, 
second. For this reason, the state should require 
individual and employer participation in financing 
mental health and substance abuse treatment by 
mandating its coverage in all employer-offered 
health insurance packages. The package of ben­
efits and the level of coverage should reflect the 
need for care across the continuum of services, 
the types of providers available within the com­
munity, and the price of services. The package

should be developed by the Legislature and the 
administration working closely with the business 
sector to ensure that the health insurance pack­
age, including treatment for substance abuse and 
mental health, is affordable.

Cost: Including these treatments in insurance 
packages that currently do not cover them will 
increase the price of insurance. The amount of 
increase will depend on the level of coverage 
mandated. Coverage requirements should provide 
for a meaningful level of treatment without ser­
iously jeopardizing the affordability of health 
insurance coverage. The state will face additional 
costs to the extent that it must improve its own  
group health insurance package.

Im p lem en ta tio n :  Legislation is required to 
mandate the inclusion of substance abuse and 
mental health treatment in group health insur­
ance. The Legislature should pass such legislation 
at the earliest opportunity.

"By and large, a lo t o f m edical conditions  
w hich  we tre a t in  expensive acute-care  
h o sp ita ls  . . .  are re la ted  to a p e rso n ’s 
a lco h o l consum p tion .”

George Mundell,

State Office of 

Alconol and Drug Abuse

A l c o h o l  a n d  T o b a c c o  T a x a t i o n

F i n d i n g s

• Alcohol and/or tobacco use can lead to numer­
ous health problems that increase the overall
cost of health care in Alaska.

1 Consumption of alcohol and tobacco is price- 
sensitive, especially among adolescents.

1 Taxation of alcohol and tobacco discourages 
the use of these products while increasing 
revenues to government.

• Inequities exist in current state alcohol and 
tobacco taxes. Wine and beer are not taxed 
at the same rate as spirits; tobacco products 
other than cigarettes are not taxed at all.

Chapter VI11

1



Taxes should be used to increase revenue and  
decrease co n s u m p tio n  o f  substances w ith  
negative h ea lth  consequences. T h e  C o m m is ­
sion  recom m ends the fo llo w in g  actions:

T h e  state shou ld  raise the tax  on beer an d  
w in e  to e q u a l the  ta x  on  spirits;

th e  state shou ld  in s titu te  a ta x  on  tobacco  
products o th e r th a n  cigarettes; a n d

local governm ents  th a t have n o t a lre a d y  
done so should be encouraged to ta r  tobac­
co an d  a lcoho l a n d  ded icate  the  revenues  
to specific  h e a lth  services.

1988 Legislative Update: Senate Bill 339 
Chapter 125 SLA 1988) contains a provision 
instituting an excise tax o f 25 percent o f the 
wholesale price on tobacco products other than 
cigarettes.

Taxing alcohol and tobacco products helps to 
raise revenues while discouraging the consump­
tion of products that have a serious negative 
impact on health. Both alcohol and tobacco are 
associated with health problems that account 
for substantial government health costs.

In recent years, consumers have shifted their 
consumption of alcohol away from spirits (hard 
liquor) and toward beer and wine. Yet spirits 
currently are taxed at a higher level (based on 
alcohol content). By equalizing the tax, the state 
would discourage consumption of all alcohol 
products to 'the same extent. Furthermore, evi­
dence suggests that use of alcohol among teen­
agers is extremely sensitive to price; therefore, 
raising the tax on wine and beer could reduce 
alcohol abuse among teenagers.

Currently, the state taxes cigarettes alone among 
tobacco products. Yet the use of other tobacco 
products, especially chewing tobacco, has in­
creased, and these other products also have 
negative health consequences. The state should 
discourage all tobacco use by taxing all tobacco 
products.

Local taxation of tobacco and alcohol offers 
municipalities a method of enhancing their fund­
ing of health services. Unlike the state, local 
governments are not necessarily prohibited from

R e c o m m e n d a  t i o n dedicating these revenues to health care; there­
fore, the communities can forge a direct link be­
tween the sale of products with harmful health 
consequences and the level of health funding.

Cost: These proposals would produce increased 
government revenues. Increasing the tax on beer 
and wine would raise an estimated S3.5 million 
annually, and the tax on tobacco products would 
raise between $600,000 and $1 million.

Im plem entation: The Legislature should raise 
the tax- on beer and wine and institute a tax on 
tobacco products as soon as possible. Local 
governments not already doing so should give 
immediate consideration to taxing tobacco and 
alcohol.

27. 
M e d i c a i d  C o v e r a g e  for 

P r e s c r i p t i o n  D r u g s

F i n d i n g s

• Alaska is the only state that does not cover 
prescription drugs under Medicaid.

• General Relief Medical, funded entirely by the 
state, pays for prescription drugs for Medicaid 
recipients in Alaska.

• Adoption of the Medicaid prescription drug 
option would save the state about $2 million 
per year because of the federal matching funds 
it would receive under the Medicaid program. 
This change would not affect clients.

R e c o m m e n d a t i o n

The state should  adopt the M edicaid option  
for coverage of prescription drugs.

1988 Legislative Update: A provision o f  , 
Senate Bill 255 (Chapter 120 SLA 19881 adopt■ 
ed the Medicaid prescription drug option for i 
one year.

Cost: Adopting the prescription drug option 
should save the state approximately $ 10 million 
over the next five years.

Implementation: The Legislature should adopt 
the prescription drug option as soon as possible.

Sharing the Cost 47
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DATE: April 11, 1989

TO: Senator Johne Binkley, Co-Chairm an
Senate Finance Com m ittee

k '
FROM: Cameron Kashani, Fiscal A nalyst0 

Legislative Finance Division

BUDGET AND AUDIT COMMITTEE

FINANCE DIVISION 
P.O. BOX WF 
JUNEAU, ALASKA 99811 
PHONE: (907)465-3795

M E M O R A N D U M

SUBJ: Alcohol Tax

The general features o f a sum ptuary tax include efficiency, equity, 
e la s tic ity , adm in istra tive , com pliance, and p o litic a l considera tions. 
Excise taxes are not very elastic, especially  w ith respect to alcoholic 
beverages. Estim ates o f the price elastic ities o f dem and for alcoholic 
beverages are highly variable, w ith beer typically  having the low est 
e la s tic ity  and w ine hav ing  the h ig h est. S ince  dem and is p rice  
responsive, excise taxes would reduce consum ption, but at a m arginal 
r a te .

A lthough sum ptuary taxes are reg ressive , the prim ary  goal o f this 
k ind  o f taxa tion  is  to  reduce  use  o f a lcoho l and tobacco  — 
consequently , prom oting equity  by reducing  the ex ternal costs that 
users im pose  on o thers . E ffic ie n cy  is  a lso  p rom o ted  th rough  
add itiona l revenues fo r ex ternal co sts  tha t o therw ise  w ould be 
ignored by individuals who decide to use alcohol.

A lcoholic  beverage taxes are  being reduced  to in sign ificance  by 
inflation. This trend w ill continue unless tax rates are either indexed 
or ad ju sted  fo r in fla tio n  th rough  p erio d ic  leg is la tiv e  ac tion . In 
A laska, the real tax burden on alcoholic beverages has fallen since 
1961. T he tax rev is ions m ade in  1983 did  no t com pensate  fo r 
in fla tion  erosion o f the real value of the excise tax on alcoholic  
beverages, since 1961, A nchorage CPI-U  has increased by m ore than 
200 percent.



F urther in fla tion-induced  erosion o f  these taxes can be lim ited by 
indexing the  existing or proposed tax rates on A nchorage CPI-U or 
em ploying ad valorem  tax rate(a tax on the dollar value of retail or 
w holesales of alcoholic beverages) instead of per unit taxes.

N ote that indexation would no t increase the prices of taxed products 
relative to the average of other prices and money incom e.
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Prepared by:

Steven E. Kettel 

Income and Excise Audit Division 
April 5, 1989

ANALYSIS

Section 1 and 2 provide that sales tax rate limitations Imposed upon 

boroughs do not apply to taxes imposed on the sale of cigarettes and 
tobacco products.

Section 3 increases the states additional cigarette tax levy from 5 1/2 

mills (.0055) per cigarette to 15 mills C 0 1 5 )  per cigarette. This 

amounts to a tax increase o f  19?! per standard pack of cigarettes. When 

coupled with the dedicated 2 1/2 mill cigarette tax at AS 43.50.090 the 

total tax on cigarettes with this increase will be 17 1/2 mills (.0175) 

or 350 per pack. Annual increase in tax estimated at $9,128.7.

Section 4 increased the alcohol beverage taxes at AS 43.60 as scheduled 
below:

PRESENT
LIQUOR TYPE OLD RATE NEW RATE TAX COLLECTIONS SB 253 TOTAL

Malt Beverage 
Wine

Hard liquor 

Totals

350/gal 650/gal 4,493.8 3,851.8 8,3'!,. 6

850/gal $2.00/gal 1,217.8 1,647.5 2,865.3

$5.60/gal $6.00/gal 6,150.8 439.3 6,590.1

11,862.4 $5,938.6 $17,801.0

Section Cigarette tax 

Fiscal Note Total Revenue

Contractural Costs $5.0

9,128.7
15.067.3

Passage of this legislation will require the Department to republish all 

cigarette and alcohol excise tax returns, license applications, statute 

and regulation booklets. Postage is r^cessary to inform all taxpayers of 
the changes.
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