& ;&/ ln@Amerlca 1212 New York Ave, NW, Suite ~ Telephone: 202.783.2756

425 Fax: 202-347-6341
The National Association of American Wincries Washington, D.C. 20005 E-mail:info@wineamerica.org

WWWw.wineamerica.org

Position Paper on Wine Excise Tax Increases

As the United States faces a severe economic and public finance crisis, cash strapped states and perhaps
the federal government are considering increasing excise taxes on wine, beer and spirits. Tax policy is an
extremely complex area because the economic effects of changes can be widespread, unpredictable and
have seriously adverse effects on certain economic players. Nowhere is this more significant than excise
taxation, which by definition is product specific rather than broad based.

Excise tax increases affect consumer demand for particular products. Consequently, the economic
prospects of those who produce, market and rely on those products for their livelihood are affected by
revisions to excise tax rates.

Increasing Wine Excise Taxes Is Questionable Policy

Typical reasons to increase excise taxes are: (1) as a user fee (tires and gasoline) to reimburse the societal
costs associated with use of the product; (2) as a means of reducing demand for the product because it is
considered detrimental to society (tobacco); or (3) as a luxury tax (sailboats and cars above a certain
price). None of these justifications can be rationally applied to make a case for an increase in wine excise
taxes.

1. User-Fee

Consumers of wine typically are moderate consumers, and as such do not impose net costs upon the
domestic health care system. Increasing excise tax as a so-called “user fee”” would, therefore, not make
good policy sense. Indeed, the 2005 Dietary Guidelines Advisory Committee—a committee of experts
formulated to advise the Secretaries of HHS and USDA—states that 95 percent of Americans who drink
wine consume only light-to-moderate amounts. Studies have indicated that light to moderate
consumption, especially of wine, is associated with certain health benefits.

The Guidelines Advisory Committee stated: “[s]tudies conducted around the world consistently show
that alcohol has a favorable association with total mortality among middle-aged and older adults. A meta-
analysis on all-cause mortality using approximately 50 studies demonstrated an inverse association
between moderate drinking and total mortality under all scenarios. On average, the relative risk of all-
cause mortality associated with moderate drinking was approximately 0.80. The J-shaped curve, with the
lowest mortality risk occurring at the level of one to two drinks per day, is likely due to the protective
effects of moderate alcohol consumption on CHD [coronary heart disease] and ischemic stroke, the first
and third leading causes of death in the United States, respectively.” (citations omitted).

2. Detrimental Product

Wine production is an important tool for growing rural economies. It provides employment, investment
opportunity and economic stability. Taken together with wines’ cultural association as a complement to
food and a healthy lifestyle—not inebriation—it would be misleading to classify wine consumption as
“detrimental to society.”



3. Luxury Tax

Wine is not a true “luxury” item as it is typically consumed by Americans across the economic spectrum.
Average moderate wine consumers would be the first to reduce consumption following an excise tax
increase. Imposing such a tax would accordingly negate the health benefits that result from moderate
consumption, but fail to achieve the intended purpose of a luxury tax, namely, targeting consumers most
able to afford it. Because wine is not a luxury good, taxing the consumption of wine by typical consumers
is regressive and does not target those consumers most able to afford it.

Increasing Wine Excise Taxes Will Seriously Damage the Economic Prospects of America’s Farm
Based Family Wineries

In addition to the policy reasons outlined above, a change in excise tax would also have a devastating
economic impact on wineries, other industry members, and consumers.

Grape Overproduction. If wine consumption drops because of increased wine taxes, grape
overproduction will result in devastating decreases in grape prices. Vineyards are an expensive, long-term
investment in a perennial crop not easily converted to other types of agricultural uses. The only viable use
of wine grapes is to make wine.

Exaggerated Cost. Wine excise taxes are applied at the producer level, thus the impact of a wine excise
tax increase, if passed along to the consumer, would be exaggerated by wholesaler and retailer standard
percentage markups. The excise tax rate increase would accordingly be felt by consumers not at the cost
of the excise tax, but at more than double that dollar value.

Loss of Profitability. Because wine is sold at specific price points to attract targeted demographics of
consumers, excise tax changes are difficult to pass on to the consumer. This is particularly true given the
way mandatory distribution channels exaggerate excise tax increases. Following an excise tax increase,
wineries are likely to absorb the additional excise tax payment for at least several years until a new price
point is established. Under these circumstances excise tax increases come directly from the winery’s
bottom line. We estimate that a 75¢ per gallon increase in wine taxes would have the effect of reducing a
typical middle level wine producer’s gross sales by as much as 5 percent, possibly eliminating most of the
producer’s profit margin.

Undermines Rural Development. Increasing excise taxes will seriously undermine the ability of new
and growing wineries to establish and strengthen their business and to build a strong agricultural base.
The number of wineries across the country has been growing dramatically, more than doubling in the last
decade. These wineries are important contributors to the rural economy. Economically damaging wineries
through poor tax policy would seriously undermine the small family farming and rural economic
development renaissance driven in large part by the exponential growth of small wineries across the
country.

Hinders Growth. Excise tax increases on wine have an important detrimental economic effect on
wineries. Small wineries have limited access to credit—particularly in the current economic climate. The
cash necessary to pay increased excise taxes will come directly out of the available capital for expansion
and therefore will severely limit industry growth. Wineries that have no access to loans to help pay for an
excise tax increase may cease to exist.

Conclusion

For these reasons, an increase in wine excise tax is both poor tax policy and economically harmful to
small businesses and rural areas. Such a tax change would not achieve a definable positive policy purpose
and would ultimately lead wineries to make an impossible choice—maintaining market share with a loss
of profitability, or higher prices and loss of unit volume. Given the inherent economic and cultural
benefits of wine, wineries should not be forced into making such a choice.

WineAmerica is the national trade association of American wine producers with more than 800 member
wineries in 48 states.



