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Abstract

This paper deals with the taxation of still wine in the Czech Republic. The aim of the paper
is to quantify the fiscal impact of the imposition of a non—zero excise duty rate on still wine
on excise and value added tax revenue. The paper uses an analytical approach to assess
the impacts using data collected on consumption, production and price of wine and elasticity
of demand under several alternative tax rates. The results show that taxation of still wine has
significant potential to increase tax revenues for public budgets. Tax revenues would increase
by an amount between 4.7 and 5.3 billion CZK if the tax rates on still and sparkling wine were
aligned. Moreover, several recommendations are formulated to remove the advantage of still
wine over sparkling wine, while at the same time allowing support for small wine producers
who would be more affected by taxation than large producers.
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1. Introduction

Still wine is the only type of alcoholic beverage subject to zero excise duty in the Czech Republic.
According to Council Directive 92/83/EEC, EU Member States shall apply an excise duty, inter
alia, to wine, however, in accordance with Council Directive 92/84/EEC, the minimum rate
of excise duty on wine shall be fixed at zero amount. Several EU Member States actively use

this option and apply a zero rate of excise duty to still wine.

According to recent data, 15 out of 28 EU Member States (including the United Kingdom)
apply a zero excise duty rate on still wine (European Commission, 2024; Government
of the United Kingdom, 2023; Danish Customs and Tax Administration, 2024).

* This paper is based on the diploma thesis that deals with the taxation of still wine in the Czech
Republic (Smid, 2025).
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Examining the tax rates on still wine in relation to each country’s geographic location
provides an intriguing perspective. The highest tax rates on still wine in Europe are in the British
Isles and the Nordic countries, followed by the Benelux countries, except for Luxembourg, and
the Baltic States. This perspective suggests that wine-producing countries apply a zero tax rate
on still wine, while non-zero tax rates are imposed by countries where wine is not produced
or only in small quantities. This conclusion is supported by the data on the size of the vineyard
area in each EU country according to the Eurostat database. This remarkable phenomenon

throughout the EU can be summarised as follows:

e  EU Member States with at least 500 hectares of vineyards apply a zero excise duty on still

wine, with the sole exception of France.

e  EU Member States with less than 500 hectares of vineyards impose a non-zero excise duty
on still wine (European Commission, 2024; Eurostat, 2022; Government of the United
Kingdom, 2023; Danish Customs and Tax Administration, 2024).

As demonstrated above, a zero tax rate on still wine in the Czech Republic is not an ex-
ception across the EU, but rather the standard for wine producing countries. Interestingly, still
wine in the Czech Republic has been subject to a non-zero tax rate since 1993, but this was
considerably lower than the tax rate on sparkling wine. Moreover, it was gradually reduced and
from the beginning of the new millennium it was reduced to zero, where it has remained until
now (Act No. 587/1992 Coll., of the Czech National Council on Excise Duties, as amended; Act
No. 353/2003 Coll., on Excise Duties, as amended).

While many wine—producing countries in the EU apply a zero-excise duty on still wine,
it raises questions about whether this beverage should be favoured over other alcoholic drinks,
as it is fundamentally similar to them. Also, its consumption is associated with a number of neg-
ative externalities, and, at the same time, its taxation can also generate revenues for public
budgets, apart from internalising negative externalities, as it is levied with relatively lower
administrative costs and causes relatively lower distortions compared to other taxes (Cnossen,
2022).

The aim of this paper is to quantify the fiscal impact of the imposition of a non-zero excise
duty rate on still wine on excise and value added tax revenues. The analysis estimates the impact
on excise and value added tax revenues under three alternative excise duty rates on still wine,
considering low, medium and high values of the price elasticity of demand. An alternative
calculation is also made for the imposition of a reduced rate for small wine producers
at the minimum level allowed by Council Directive 92/83/EEC, i.e. at half of the standard rate.
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The analysis of the fiscal impacts of taxation of still wine can provide valuable insights
for legislative decision—making regarding the determination of appropriate tax rates. This area
remains underexplored, with a notable lack of studies specifically addressing this aspect of tax

policy.

This paper begins with a review of the literature on negative externalities, tax incidence,
and the price elasticity of demand relating to alcoholic beverages. The second section details
the data and methods employed to analyse the fiscal impacts of taxation of still wine. The third
section presents the results of the analysis, before a concluding section summarises and discusses

the findings in a broader context.

2. Literature review

2.1 Negative externalities

Consumption of alcoholic beverages leads to various negative externalities that are not reflected
in consumer prices, with society bearing the costs. Anderson and Baumberg (2006) catego-
rize these negative externalities into tangible (economic) costs and intangible costs. Tangible
negative externalities are further divided into direct costs - such as healthcare costs, treatment
and prevention costs, crime—related expenses, and damages from traffic accidents — and pro-
ductivity losses, including unemployment and premature deaths. Intangible costs encompass
the suffering and loss of quality of life attributed to crime and health issues associated with
alcohol consumption, which do not represent economic costs in the strict sense. Anderson and
Baumberg (2006) estimate that the total tangible negative externalities in EU countries amount-
ed to 0.9% to 2.4% of GDP in 2003, with approximately half stemming from direct costs and
half from productivity losses. The authors also estimate the intangible negative externalities
to range from 1.7% to 8.3% of GDP.

Arthur Pigou (1932) addressed the issue of negative externalities in his work “The Eco-
nomics of Welfare”. He argued that when marginal social costs differ from marginal private
costs, producers lack the incentive to internalize external costs. This discrepancy results
in the production of quantities that exceed the socially optimal level, leading to market im-
balances. To resolve this, Pigou proposed imposing a tax on producers equal to the external
marginal cost of the negative externalities, which would eliminate excessive production and
ensure an equilibrium quantity produced. Pigou’s analysis laid the groundwork for the concept
of Pigouvian taxes, which are designed to address negative externalities by aligning private in-
centives with social welfare. His argument for government intervention in cases of externalities

remains influential in economic thought today.
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The Pigouvian tax can only be imposed if the government is able to levy a tax on each
individual equivalent to the negative externality they cause, or if the relationship between
alcohol consumption and negative externalities is linear. In this case, the marginal tax rate
would equal the marginal social costs (Cnossen, 2007). However, Cnossen (2007) points out
that nearly all negative externalities associated with alcohol are caused by just 10% of the non—
abstaining population, who consume approximately one—third to one—half of all alcohol. Under
such conditions, the average tax rate on alcohol inefficiently internalizes negative externalities,
as it shifts most of the costs onto others who do not contribute to their creation. This can lead

to excessive tax burdens (Pogue & Sgontz, 1989).

Cnossen (2007) also highlights that the price elasticity of demand for alcohol among
heavy drinkers at the 95" percentile approaches zero. Given that this group is responsible for
most of the negative externalities associated with alcohol consumption, the excise duty on al-
cohol serves as a very ineffective tool for reducing these externalities. In such circumstances,

the alcohol excise duty primarily serves a fiscal purpose.

Kukalova, Moravec, Filipova, and Kuc¢irkova (2021) examined the fiscal significance of al-
cohol excise duties in the Czech Republic in relation to direct healthcare costs. They analysed
the relationship between total healthcare costs associated with excessive alcohol consumption

and the revenue generated from alcohol excise duties in the Czech Republic from 1998 to 2017.

Except for the first year examined, in all subsequent years, healthcare costs related to ex-
cessive alcohol consumption exceeded the revenue from alcohol excise duties. The largest dis-
crepancy was recorded in 2009, with a difference of 14.63 billion CZK. Between 1998 and
2009, healthcare costs rose sharply from 9.66 billion CZK to 25.36 billion CZK (an increase
of 163%), while revenue from alcohol excise duties stagnated during the same period. Over
the entire analysed period, total healthcare costs increased by 139%, whereas revenue from
alcohol excise duties grew by only 16% (Kukalova, Moravec, Filipova, & Kucirkova, 2021;
Act No. 587/1992 Coll., of the Czech National Council on Excise Duties, as amended; Act No.
353/2003 Coll., on Excise Duties, as amended).

The authors of the study highlight that direct healthcare costs associated with excessive
alcohol consumption are just one of the negative externalities caused by alcohol consumption.
On the other hand, excessive alcohol consumption also provides a benefit to public budgets
in the form of savings on pensions due to premature deaths (Kukalové, Moravec, Filipova, &
Kucirkova, 2021).

According to Fogarty (2009), the excise duty on alcohol in most countries does not cover

the negative externalities associated with its consumption. He recommends increasing the ex-
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cise duty alongside other measures, particularly enhancing consumer awareness of the harmful
effects of alcohol consumption and enforcing zero tolerance for driving under the influence, es-
pecially among young people. Christiansen and Smith (2012) reach a similar conclusion, stating
that the most effective solution to negative externalities is a suitable combination of excise duty

and government regulation.

Driving under the influence significantly contributes to the negative externalities associated
with alcohol consumption. Levitt and Porter (2001) indicate that drunk drivers are thirteen times
more likely to cause a fatal traffic accident than sober drivers. In the USA, Kenkel (1996) reports
that approximately half of the negative externalities associated with alcohol stem from deaths
of others due to accidents caused by drunk drivers, adding that optimal taxation of alcohol could
be significantly lower if penalties for driving under the influence were more certain and severe.
Herrnstadt, Parry, and Siikaméki (2015) also argue that strict financial penalties for driving under

the influence make the most economic sense in terms of internalising negative externalities.

According to Janda, Lajksnerova and MikolaSek (2019), the current excise duty rates on beer
and wine in the Czech Republic are generally below their optimal levels with significant room for
increasing these taxes to better align with social costs associated with alcohol consumption. They
emphasize that the fiscal component of the tax plays a crucial role in determining the optimal tax
level, indicating that a well-designed tax policy could not only address externalities but also
enhance government revenue. The analysis demonstrates that an increase in alcohol taxes could
lead to improved public health outcomes and a reduction in the negative externalities associated

with excessive alcohol consumption.

2.2 Tax incidence

Increasing the tax rate, not just for excise duties, may not be fully reflected in an increase in con-
sumer prices. Similarly, a decrease in the tax rate may not lead to a corresponding reduction
in prices for consumers. This is because the full reflection of a change in tax rates into consumer

prices may not align with the price at which businesses maximise their profits.

Previous studies suggest that the impact of tax changes on consumer prices is not straight-
forward and depends on their magnitude. Smaller tax changes tend to result in price overes-
timation (i.e., the price change is greater than the tax change), while larger tax changes tend
to lead to price underestimation (Karp & Perloff, 1989; Zapal, 2014). It appears that consumer
prices respond asymmetrically to tax changes. An increase in the tax rate typically has a more
pronounced effect on price and tends to be overestimated, whereas a decrease in the tax rate has

a smaller impact on price and is often underestimated (Bergman & Hansen, 2019).
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Bergman and Hansen (2019) also point out another factor influencing the extent to which
changes in tax rates are reflected in consumer prices — distance from national borders. Based
on an empirical study conducted in Denmark, they conclude that the reflection of an increase
in tax rates into consumer prices is directly proportional to the distance from the German border.
Near the German border, the reflection of an increase in excise duty into prices was found to be

statistically insignificant, while its significance increased with greater distance from the border.

A meta—analysis of 30 studies conducted by Nelson and Moran (2020) concludes that
beer prices tend to be overestimated in response to tax changes, whereas spirits fully reflect
changes in tax rates in their prices. For wine, significant conclusions could not be drawn due
to a smaller data sample, which the authors acknowledge as one of the limitations of their study.

Nevertheless, several conclusions can be drawn from the meta—analysis (2020):

e  Full reflection of tax changes in consumer prices is not entirely excluded.

e  Consumer prices respond relatively quickly to tax changes, with long—term effects

manifesting within months.

e Distance from borders can have a significant effect on price differences.

Zapal (2014) presented an interesting study tracking the transfer of tax changes into con-
sumer prices by examining the impact of VAT changes following the Czech Republic’s acces-
sion to the EU in 2004. Two significant changes occurred — a reduction of the standard VAT
rate from 22% to 19% and the reclassification of several goods and services from a reduced
5% VAT rate in the standard VAT rate. The author concludes that the reduction in the standard
VAT rate did not lead to a statistically significant change in consumer prices but was reflected
only in an increase in margins for producers and retailers. For goods and services moved from
the reduced VAT rate to the standard VAT rate, there was an average price increase of 5.5% after
five months, which corresponds to approximately 40% reflection of the change in VAT rate into

consumer prices.

2.3 Price elasticity of alcohol demand

Price elasticity of alcohol demand is a key factor influencing the effectiveness of public policies
aimed at reducing alcohol consumption. Considering demand elasticity is also essential for
estimating the impact of changes in tax rates on public revenue. In this paper, the price elasticity
of demand for wine is utilised within the analysis. Price elasticity of demand is calculated using

Equation 1:
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Change in quantity demanded (in %)

Price elasticity of demand = (D).

Change in consumer price (in %)

In the literature, there are a large number of studies examining the price elasticity of de-
mand for alcohol. However, the results obtained vary significantly, primarily due to spatial and
temporal variability in the input data (although there are certainly other reasons as well). More
accurate estimates of the true price elasticity of demand for alcohol are thus provided by me-

ta-analyses that encompass a larger number of studies.

Nelson (2013) selected 578 studies based on predefined criteria, of which 182 contained
estimates of price elasticity of demand (112 for beer, 104 for wine, 111 for spirits, and 66 for

total alcohol). To be included in the meta—analysis, studies had to meet the following criteria:

e  Contain estimates of price and income elasticity of demand along with standard errors.
e  Not focus on alcohol taxes as a measure of price.

e  Not be based primarily on data prior to 1950.

e  Notrely on survey data.

e  Not use firm data, brand data, or narrowly defined types of beverages.

In the meta—analysis, Nelson (2013) adjusted the data for outliers, dependence, heteroge-
neity, and publication bias. The results are cumulative weighted averages that are statistically
significant. The findings of the study are summarised in Table 1.

Table 1: Result of the meta-analysis of price elasticity of alcohol demand - Nelson
(2013)

Weighted average of price

o . .
elasticity of demand 95% confidence interval

Beer -0.29 —-0.25t0 -0.33
Wine -0.46 —0.38to —0.54
Spirits -0.54 —0.46 to —0.62
Alcohol -0.49 —-0.39to -0.59

Source: Nelson (2013)

Nelson (2013) concludes that the price elasticity of demand for different types of alcoholic bev-
erages varies significantly. Beer shows the lowest consumer response to price changes, while
spirits exhibit the highest.
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Nelson (2013) challenges Fogarty’s (2010) assertion regarding the evolution of price elas-
ticity over time. While Fogarty’s meta—analysis across all types of alcohol suggested a decline
in elasticity until 1953, followed by an increase until 1994, Nelson’s analysis of elasticity for
individual types of alcohol during the periods 1975-2005 and 1949—-2005 did not demonstrate
a statistically significant increase in elasticity. Nelson attributes this discrepancy to Fogarty’s
claim to changes in the structure of alcohol consumption over time. Whereas beer once dom-
inated, current consumption is more evenly distributed among wine and spirits. According
to Nelson, considering this structural change suggests that the price elasticity of demand for

individual types of alcohol remains stable over time.

Fogarty’s (2010) meta—analysis, extended with data collected by Fanta (2014), was fol-
lowed by Bosko (2020). The author supplemented the data with 10 newly published studies se-
lected according to the same criteria. The resulting meta-analysis was based on 78 studies. Sim-
ilar to Nelson (2013), the author adjusted the data for publication bias and assigned a weight
to each elasticity estimate equal to the inverse of its standard error. The results of the meta—anal-

ysis are demonstrated in Table 2.

Table 2: Result of the meta-analysis of price elasticity of alcohol demand - Bosko (2020)

Weighted average of price elasticity of demand

Beer -0.25
Wine -0.30
Spirits -0.27

Source: Bosko (2020)

Bosko (2020) concludes that the price elasticity of demand for individual types of alcohol
is converging. While the price elasticity of demand for beer remains stable over the long term,
the elasticity for wine and spirits has decreased in recent years, which she attributes to a growing
preference for wine and spirits at the expense of beer. She concludes that the price elasticity

of demand for alcohol ranges from —0.35 to —0.15.

Bosko (2020) also arrives at an interesting conclusion that wine is the most affected by
publication bias among all types of alcohol. This conclusion is supported by the observation that,
particularly for high—quality wines in developed countries, their consumption may not decline
despite an increase in price (Pierani & Tiezzi, 2009). However, studies that yield unexpected

results have significantly lower chances of being published (Thornton & Lee, 2000).
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In the literature, there are very few studies that quantify the price elasticity of demand for
alcohol in the Czech Republic. Among the relevant works is a study of Syrovatka, Chladkova
and Zufan (2014), which focuses on the price elasticity of demand for wine during the years 1991
to 2012. Based on empirical data from the Czech Republic, the authors found that the price elas-
ticity of demand for wine ranges from (—0.2957; —0.1624) with an average value of —0.2357.
It should be noted that the model is statistically significant at the 1% level of significance with
a relatively low standard error and a relatively high coefficient of determination (R* = 0.95).

The result of the study by Syrovatka, Chladkova and Zufan (2014) indicates that the price
elasticity of demand for wine in the Czech Republic might be even lower than estimated by
the previous two meta—analyses of Nelson and Bosko. On the other hand, the data used in this
research are relatively old (up to 2012), and it cannot be excluded that there has been some
development since then. It is also important to note that the price of wine during the studied

period did not experience significant supply shocks due to major changes in excise duty rates.

3. Methodology and data
3.1 Data

The most accurate estimate of the average consumer price of wine in the Czech Republic is
a crucial indicator for estimating changes in the consumer price of wine and the related change
in wine consumption in the Czech Republic following the imposition of excise duty. Although
data on the weighted average consumer price of wine are not directly provided in statistical
reports, it can be calculated as the ratio of total household expenditures on wine consumption
to wine consumption in individual years. These data are presented in Tables 3 and 4.

Table 3: Household expenditures on wine consumption in the Czech Republic from
2019 to 2023 (in millions CZK)

2019 2020 2021 2022 2023

27,879 28,965 31,518 32,725 34,354

Source: Euromonitor International (2024)

Table 4: Consumption of wine in the Czech Republic during the vintage years
2018/2019 to 2022/2023 (in millions of litres)

2018/2019 2019/2020 2020/2021 2021/2022 2022/2023 Average

199 217 230 222 230 220

Source: Ministry of Agriculture (2024); note: a vintage year is understood to be the period from 1 August
to 31 July of the following year
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Based on the data from Tables 3 and 4, the average consumer price of wine is calculated

using the following Equation 2:

Household expenditures on wine consumption

Average consumer price of wine = - -
Wine consumption )
b

where “t” represents the calendar or vintage year.

Table 5: Estimated average consumer price of wine in the Czech Republic from 2019
to 2023 (in CZK/I)

2019 2020 2021 2022 2023 Average

140 133 137 147 149 141

Source: Euromonitor International (2024); Ministry of Agriculture (2024); own calculations

The estimated average initial consumer price of wine used in the analysis is 141 CZK/I.

The estimate of the average consumer price of wine in the Czech Republic is based on data
that do not cover the same periods — expenditures (calendar year) and consumption (vintage
year). Considering the average over a five—year period, this shortcoming is partially mitigated,

however, it remains a simplifying assumption in this case.

Furthermore, it should be noted that the data in Tables 3 and 4 also include consumption and
household expenditures on sparkling wine and intermediate products, which are already subject
to excise duty. Again, this represents a simplifying assumption in the analysis, as the estimate
of the consumer price is made for all wine, not just still wine. However, statistics from the Czech
Customs Administration (2024) indicate that more than 90% of the total quantity of wine

(including intermediate products) entering free tax circulation consistently pertains to still wine.

Another key indicator for the analysis is the baseline consumption of still wine in the Czech
Republic prior to the introduction of excise duty. The data presented in Table 4 display the con-

sumption of all wine in the Czech Republic, including sparkling wine and intermediate products.

The proportion of total wine consumption in the Czech Republic that is attributed to still
wine can be calculated using statistics from the Czech Customs Administration (2024), which
publishes data on the quantity of wine entering free tax circulation, broken down into still

wines, sparkling wines, and intermediate products. This data is provided in Table 6.
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Table 6: Quantity of wine entering free tax circulation and the assessed claims
for the refund of excise duty on wine in the Czech Republic from 2019 to 2023
(in millions of litres)

2019 2020 2021 2022 2023 | Average

Total 234 234 241 234 232 235
of which still wine 216 216 218 21 212 215
oo il B O R B R

Assessed tax refund (in million CZK) 1.73 1.59 1.28 2.44 1.77 1.76

Assessed tax refund (in million litres) 0.07 0.07 0.05 0.10 0.08 0.08

Source: Czech Customs Administration (2024)

Using data from Table 6, the consumption of sparkling wine and intermediate products
is calculated as the difference between the quantity of sparkling wine and intermediate
products entering free tax circulation and the assessed claim for tax refund. The average
annual consumption of sparkling wine and intermediate products amounts to 20 million litres.
The estimated consumption of still wine in the Czech Republic prior to the introduction of excise
duty is then calculated as:

Consumption = Consumption , — Consumption

still wine total sparkling wine and intermediate products (3)

By substituting the data from Tables 4 and 6 into Equation 3, the estimated annual average
baseline consumption of still wine in the Czech Republic before the introduction of excise duty

1s 199 million litres.

It is also necessary to point out the simplifying assumption, as wine consumption is report-
ed in vintage years, while the quantity entering free tax circulation is reported in calendar years.

Again, this shortcoming is partially mitigated by averaging over a five—year period.

An alternative estimate of the fiscal impact of the excise duty on still wine is also conducted
in the analysis for the imposition of a reduced tax rate for small wine producers, set at 50%
of the standard tax rate. To this end, it is necessary to estimate what portion of domestic still
wine consumption was produced by local small wine producers (i.e., producers with an average

annual production of up to 1,000 hectolitres of still wine).
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Table 7: Production of wine in the Czech Republic during the vintage years
2018/2019 to 2022/2023 (in millions of litres)

2018/2019 2019/2020 2020/2021 2021/2022 2022/2023 Average

68 48 59 58 57 58

Source: Ministry of Agriculture (2024); note: a vintage year is understood to be the period from
1 August to 31 July of the following year

Statistics on the breakdown of domestic wine production into still wines, sparkling wines,
and intermediate products are not available. For simplification, it is assumed that the structure
of production is the same as the structure of consumption. On average, still wine accounts
for 91% of total wine consumption in the Czech Republic (199 / 220; see above; hereinafter

referred to as “share of still wine”).

In 2020, there were a total of 18,099 hectares of vineyards in the Czech Republic (Czech
Statistical Office, 2021; Eurostat, 2022). This implies that, on average, there is a production
of 32.1 hectolitres of wine per hectare of vineyard (58,000,000 / 100 / 18,099). It can further
be calculated that 1,000 hectolitres of wine are produced on average from vineyards covering
an area of 31.2 hectares (1,000 / 32.1).

Table 8: The area of vineyards managed by producer size group and the number
of growers in the Czech Republicin 2020

Size Group Number of Grape Area of Vineyards
of Vineyards (in ha) Growers In ha In %
<30 16,430 7,763.6 429
> 30 m 10,335.7 571
Total 16,541 18,099.4 100.0

Source: Czech Statistical Office (2021)

The area of vineyards smaller than 30 hectares is managed by 99.3% of growers, who,
however, only manage 42.9% of the total vineyard area in the Czech Republic (Czech Statistical
Office, 2021). With some simplification, it can be concluded that growers managing vineyard

areas smaller than 30 hectares are small wine producers with an average production of up

Prague Economic Papers, 2025, 34 (2), 187-213, https://doi.org/10.18267/j.pep.892 198



Taxation of Still Wine in the Czech Republic

to 1,000 hectolitres of wine per year. The estimated total production of still wine by domestic

small wine producers is then calculated as follows:

Still wine production = Wine production x Share of still wine x

small producers

x Area of vineyards in % g producers 4).

The estimated annual quantity of still wine production by domestic small wine producers,
after substituting into Equation 4, amounts to 22.6 million litres. The share of still wine
production from domestic small wine producers in total still wine consumption is then calculated

as follows:

Share of production by small producers in total

Still wine prOdHCtion small producers (5)

consumption g yine =

Consumption gy wine

After substituting into Equation 5, the estimated share of still wine production from do-

mestic small wine producers in total still wine consumption is 11.3%.

3.2 Methodology

The impact estimate is conducted at three alternative rates of excise duty on still wine, specifically
at 8 CZK/1, 16 CZK/l, and 23.4 CZK/l. The last rate reflects the current rate of excise duty
on sparkling wine in the Czech Republic. For each of the tax rates, the estimate is made under
the assumption that it will be a flat tax rate. An alternative estimate for each of these rates is
also carried out for the imposition of a reduced tax rate for small wine producers, set at 50%
of the standard tax rate. This is the minimum possible rate that can be imposed in accordance
with the Council Directive 92/83/EEC, which states that the reduced rate for small producers

must not fall below 50% of the standard tax rate.

For each tax rate, the estimate is conducted at three alternative values of price elasticity
of demand for still wine. Based on the literature review, the following values of price elasticity
were selected: —0.15 (low), —0.3 (medium), and —0.45 (high).

Each combination of an excise duty rate and an elasticity assumption is considered sepa-

rately. The following options are defined:

e  Option la: Flat excise duty rate 8 CZK/I.
e  Option 1b: Standard excise duty rate 8 CZK/I, reduced excise duty rate 4 CZK/I.
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e  Option 2a: Flat excise duty rate 16 CZK/I.

e  Option 2b: Standard excise duty rate 16 CZK/I, reduced excise duty rate 8 CZK/I.

e  Option 3a: Flat excise duty rate 23.4 CZK/1.

e  Option 3b: Standard excise duty rate 23.4 CZK/I, reduced excise duty rate 11.7 CZK/I.

The assumptions of the analysis are as follows:

e  The supply of still wine to final consumers is carried out exclusively by taxable persons
registered as VAT payers in the Czech Republic.

e  There is no consumption of still wine produced by small wine producers in other EU
Member States in the Czech Republic.

e  Still wine produced by small wine producers in the Czech Republic is consumed exclu-
sively within the tax territory of the Czech Republic.

e  The excise duty on still wine and the VAT calculated from it are fully reflected in the con-

sumer price of still wine.

Below are the reasons for the selection of these assumptions in the analysis, briefly

discussed and explained.

1) The supply of still wine to final consumers is carried out exclusively by taxable per-
sons registered as VAT payers in the Czech Republic:

This assumption was necessary due to the difficulty in estimating how much still wine is
supplied by non-VAT-registered producers. For estimating the impact of excise duty on VAT
revenue, it was essential to focus on VAT-registered entities, as data on non-registered suppliers

are unavailable.

2) There is no consumption of still wine produced by small wine producers in other EU
Member States in the Czech Republic:

This assumption was introduced because the analysis considers a reduced excise duty rate for
small wine producers, which must also apply to producers in other EU Member States based
on the principle of reciprocity. However, it is not possible to estimate the consumption of still
wine from small wine producers in other EU countries, and thus this factor was excluded

to focus on the domestic market.

3) Still wine produced by small wine producers in the Czech Republic is consumed

exclusively within the tax territory of the Czech Republic:

Similar to assumption 2, this assumption reflects the consideration of a reduced excise duty rate

for small producers within the Czech Republic. While some domestic small wine producers
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may export their wine, the analysis is limited to domestic consumption due to a lack of data

on export quantities.

4) The excise duty on still wine and the VAT calculated from it are fully reflected

in the consumer price of still wine:

This assumption is central to the estimation of additional VAT revenue. If the tax burden
were only partially passed on to consumers, the estimated tax revenue would differ. While
the assumption of full tax transmission is a simplification, it is commonly used in fiscal analyses
as a reasonable approximation for estimating the impact of tax changes on consumer prices and

VAT revenues. A more detailed discussion of tax incidence can be found in Chapter 2.2 of this
paper.
The input data for the analysis from the previous subsection, including the research

variables, are summarised in the following Table 9.

Table 9: Input data and variables of the analysis

Average Initial Consumer Price of Wine (in CZK/I); hereinafter as “wine price” 141

Annual Average Baseline Consumption of Still Wine (in millions of I);

. . . . . 199.4
hereinafter as “baseline consumption of still wine” 99

Share of Still Wine Production from Domestic Small Wine Producers
in Baseline Consumption of Still Wine; hereinafter as “share of small 11.3%
producers of still wine”

*Tax Projection (including VAT) into the Consumer Price of Wine after

[0)
the Introduction of Excise Duty; hereinafter as “tax incidence” 100%

Variable: Excise Duty Rate on Still Wine (in CZK/I); hereinafter as “excise duty

rate” 8(4)/16(8)/23.4(11.7)

Variable: Price Elasticity of Demand for Still Wine; hereinafter as “elasticity” -0.15/-0.3/-0.45

Source: see section 3.1.; *research assumption

The estimate of the change in the consumer price of wine (in %) after the imposition

of excise duty (hereinafter as “price change”) is calculated using Equation 6:

Excise duty rate, x (1 + VAT rate)
Wine price

Price change, = x Tax incidence (6)

where “s” represents standard excise duty rate, and

“r” represents reduced excise duty rate.
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The estimate of the change in the consumption of still wine (in %) after the imposition of excise

duty (hereinafter as “change in consumption”) is calculated using Equation 7:

Change in consumption = Elasticity x Price change,* (1 — Share of small producers

of still wine) + Elasticity x Price change x Share of small producers of still wine (7).

The estimate of the annual average consumption of still wine (in litres) after the imposition
of excise duty (hereinafter as “consumption of still wine after taxation”) is calculated using
Equation 8:

Consumption of still wine after taxation = Baseline consumption of still wine x

x (1 + Change in consumption) (8).

The estimate of the revenue from excise duty on still wine (in CZK; hereinafter as “revenue
from excise duty on still wine”) is calculated using Equation 9:

Revenue from excise duty on still wine = Excise duty rate_ x

x Consumption of still wine after taxation x (1 — Share of small producers
of still wine) + Excise duty rate, x Consumption of still wine after taxation x

x Share of small producers of still wine ).

The estimate of the revenue from VAT on the excise duty on still wine (in CZK; hereinafter

as “VAT revenue from excise duty on still wine”) is calculated using Equation 10:

VAT revenue from excise duty on still wine = Revenue from excise duty
on still wine x VAT rate (10).

The estimate of the loss of VAT due to the decrease in the consumption of still wine after
the imposition of excise duty (hereinafter as “loss of VAT from the decrease in still wine

consumption”) is calculated using Equation 11:

1 + VAT rate
x Change in consumption x Baseline consumption of still wine (11).

Loss of VAT from the decrease in still wine consumption = Wine price x [ VAT rate j X

The overall estimate of the tax impact of imposing excise duty on still wine (in CZK;

hereinafter as “total tax impact”) is then calculated as the sum of Equations 9, 10 and 11, i.e.:

Total tax impact = Revenue from excise duty on still wine + VAT revenue from excise

duty on still wine + Loss of VAT from the decrease in still wine consumption (12)

Prague Economic Papers, 2025, 34 (2), 187-213, https://doi.org/10.18267/j.pep.892 202



Taxation of Still Wine in the Czech Republic

4. Results

A summary of the individual options of the analysis of the fiscal impacts of taxation of still wine
in the Czech Republic is presented in Table 10. Complete results for each option, with a detailed

breakdown of the impacts, are provided in the appendix.

Table 10: Summary of results of the analysis of the fiscal impacts of taxation of still
wine (in millions of CZK)

option Star':::rd Re::::ed Elasticity

-0.15 -0.3 -0.45
1a 8 CZK/I - 1,860 1,790 1,720
1b 8 CZK/I 4 CZK/ 1,755 1,690 1,625
2a 16 CZK/I - 3,680 3,500 3,320
2b 16 CZK/I 8 CZK/I 3,476 3,310 3,145
3a 23.4 CZK/I - 5,328 5,012 4,695
3b 23.4 CZK/I 11.7 CZK/I 5,035 4,746 4,456

Source: own calculations

The analysis of the impacts of introducing various rates of excise duty on still wine shows
that each of the assessed options leads to a decrease in consumption of still wine, with the ex-
tent of this decrease varying depending on the price elasticity of demand and the specific rate
of excise duty. Although the increase in price due to the imposition of excise duty causes a de-
cline in still wine consumption, the overall tax impact is positive in each option, including

a positive effect on VAT collection.

The highest of the considered rates of excise duty on still wine, which corresponds to the
current rate of excise duty on sparkling wine, would lead to an increase in public budget reve-
nues of approximately 4.70 to 5.33 billion CZK. This increase is primarily due to revenue from
excise duty, which amounts to 4.24 to 4.52 billion CZK, while the additional income from VAT
is estimated at 0.45 to 0.80 billion CZK, alongside a decrease in still wine consumption of 3

to 9%, depending on the price elasticity of demand.

The estimated increase in public budget revenues of approximately 4.70 to 5.33 billion
CZK represents about 0.26% to 0.30% of total tax revenues in the Czech Republic in 2023
(Ministry of Finance, 2024).
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The differences in the total tax impact between options with a flat excise duty rate and

those with a reduced excise duty rate are illustrated in Table 11.

Table 11: The difference in the total tax impact between options with a flat excise

duty rate and those with a reduced excise duty rate

Elasticity
-0.15 -0.3 -0.45
In mil. CZK In % In mil. CZK In % In mil. CZK In %
la-1b 104 5.6% 99 5.6% 94 5.5%
2a-2b 204 5.6% 190 5.4% 175 5.3%
3a-3b 293 5.5% 266 5.3% 239 5.1%

Source: own calculations; note: the relative difference is expressed as a percentage of the total tax impact
of the option with a flat excise duty rate

The results from Table 11 indicate that the imposition of a reduced excise duty rate for small
wine producers does not lead to a dramatic decrease in tax revenues compared to the option
with a flat excise duty rate. These decreases range from 5.1% to 5.6% of the potential tax
impact of the option with a flat excise duty rate, due to the relatively low share of still wine

consumption from small producers in the total domestic consumption of still wine (11.3%).

A closer look at the results of the analysis shows that the excise duty rate of 23.4 CZK/I
(i.e., the highest of the rates considered in the analysis) indicates that there is still considerable
room for increasing the excise duty rate on still wine beyond this threshold. However, the goal
of tax policy should not be to maximise tax revenue. The potential to raise the excise duty rate
on still wine above 23.4 CZK/l can be viewed more in the context of internalising the negative

externalities associated with still wine consumption.

5. Discussion

The aim of this paper is to quantify the fiscal impact of imposition of a non—zero excise duty
rate on still wine on excise and value added tax revenues. The results of the analysis indicate
that, due to the imposition of a non—zero excise duty rate, total tax revenues for public budgets
would increase by approximately 1.72 to 1.86 billion CZK (at a rate of 8§ CZK/I), 3.32 to
3.68 billion CZK (at a rate of 16 CZK/I), and 4.70 to 5.33 billion CZK (at a rate of 23.4 CZK/I).
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Furthermore, the results suggest that the introduction of a reduced tax rate for small wine
producers set at 50% of the standard tax rate would lead to a decrease in total tax revenues

of approximately 5.1 to 5.6% compared to the option with a flat excise duty rate.

For a proper understanding of the results, it is essential to recognize that this analysis quan-
tifies only the amount of tax revenues. It is undisputed that taxation of still wine would have more

far—reaching consequences, which, however, are not evaluated in this analysis.

Taxation of still wine could potentially lead to a decrease in employment in the winemaking
and viticulture sectors, which would impact income taxes and social security contributions, as well

as possibly increase unemployment benefits, although such an impact would be temporary.

The question of the increase in the black market for still wine remains uncertain. The analysis
results indicate that the highest tax rate considered in this analysis (23.4 CZK/l) under the upper limit
of demand elasticity (—0.45) would lead to a decrease in still wine consumption of approximately
9%. In this context, it does not seem likely that the increase in the black market for still wine
would be significant.

Other impacts of still wine taxation must also include administrative costs for the tax
authority, encompassing both one—time costs associated with adjustments to information systems
and ongoing costs related to tax administration. Additionally, one cannot overlook the induced

costs of still wine taxation borne by taxpayers.

In terms of demand elasticity and the related decrease in still wine consumption following
its taxation, it is important to highlight an impact that may not be immediately apparent. If there
is a decrease in still wine consumption after taxation, the question arises as to whether and where
consumers will redirect their spending. If consumers substitute still wine consumption with other
goods (or services), there will be an increase in tax revenues from those goods (services). However,
some studies suggest that different types of alcoholic beverages may even be complements —
see for example Syrovatka, Chladkova, and Zufan (2014) and Syrovatka, Chladkova, and Zufan
(2015). Under such circumstances, there could even be a decrease in tax revenues from the other

types of alcoholic beverages.

It should be emphasized that the results of the analysis are highly sensitive to demand
elasticity. Since the cited meta—analyses of studies come from foreign sources, it cannot be ruled
out that specific conditions in foreign markets result in different demand elasticity for wine
compared to the Czech Republic. For this reason, there is a risk that actual domestic demand
elasticity may differ from these values. A more accurate estimate of the price elasticity of demand
for wine, particularly under Central European (and specifically Czech) conditions, would lead

to a refinement of the estimates of the fiscal impacts of wine taxation.
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One of the purposes of excise duties is to reduce consumption of products that cause
negative externalities and to internalize these negative externalities through taxation. However,
an unanswered question remains as to what extent taxation of still wine at the analysed rates would

truly achieve this goal or how significant negative externalities caused by still wine actually are.

Future research should therefore focus on quantifying the secondary impacts of still wine
taxation, which would lead to a more comprehensive estimation of the overall effects on public
budgets and social implications. This includes specifically quantifying the impact on income
taxes, social security contributions, unemployment benefits, the effect of an increase in the black
market, as well as the administrative and induced costs of taxation and its impact on tourism.
A specific area of focus should be the quantification of negative externalities associated with

still wine consumption before and after its taxation.

With respect to the results of this paper and the discrimination against sparkling wine
compared to still wine, the author recommends considering the following steps to rectify market

conditions:

e  Considering the positive impact on public budgets, increase the excise duty rate on still
wine to 23.4 CZK/L.

e  Considering the decrease in public budget revenues by several hundred million CZK
compared to the flat rate, implement a reduced excise duty rate for small wine producers

at 11.7 CZK/1 in order to support small wine producers.

e  To eliminate the inequality between the taxation of sparkling and still wine, introduce

a reduced excise duty rate of 11.7 CZK/I for small producers of sparkling wine as well.

This paper presents one of the first studies that systematically addresses the quantification
of the fiscal impacts of still wine taxation in the Czech Republic. The main contribution
of this paper is the quantification of the fiscal effects of imposing a non—zero excise duty rate
on still wine, an area that has not been adequately analysed to date. This study provides a fresh
perspective on potential strategies for increasing tax revenues from still wine taxation and
can serve as a foundation for future legislative decision—making. The findings of this research
may enhance informed decision—making regarding adjustments to tax rates and their impacts
on public budgets. Thus, this study represents a significant step toward a deeper understanding

of the effects of this tax policy.
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Appendix

Option 1a - Flat excise duty rate 8 CZK/I (in millions of CZK)

Elasticity -0.15 -0.3 -0.45

Price change 6.85% 6.85% 6.85%

Change in consumption -1.03% -2.05% -3.08%

ConSt‘JmpFlon .Of.StI" wine after 1973 195.3 193.2

taxation (in millions of |)

Reve!\ue from excise duty 1579 1,562 1546

on still wine

VI.\T revenue from excise duty on still 331 328 325

wine

chss of VAT frorp the decrease in still 50 100 151

wine consumption

Total tax impact 1,860 1,790 1,720
Of which excise duty 1,579 1,562 1,546
Of which VAT 281 228 174

Source: own calculations
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Option 1b - Standard excise duty rate 8 CZK/I, reduced excise duty rate 4 CZK/I

(in millions of CZK)

Elasticity -0.15 -0.3 -0.45
Price change, 6.85% 6.85% 6.85%
Price change, 3.42% 3.42% 3.42%
Change in consumption -0.97% -1.94% -2.91%
g:r:::::\op:ioonf :;f still wine after taxation 1974 195.5 193.6
Revenue from excise duty on still wine 1,490 1,475 1,461
VAT revenue from excise duty on still wine 313 310 307
t::ss:;\'glz;rot:'om the decrease in still wine a7 95 142
Total tax impact 1,755 1,690 1,625
Of which excise duty 1,490 1,475 1,461
Of which VAT 265 215 165
Option 2a - Flat excise duty rate 16 CZK/I (in millions of CZK)
Elasticity -0.15 -0.3 -0.45
Price change 13.69% 13.69% 13.69%
Change in consumption -2.05% -4.11% -6.16%
E:l:::::\op::oor; :))f still wine after taxation 195.3 191.2 1871
Revenue from excise duty on still wine 3,124 3,059 2,993
VAT revenue from excise duty on still wine 656 642 629
Ic.:rs‘ss:rf‘:rl)l:;l'of':om the decrease in still wine 100 501 301
Total tax impact 3,680 3,500 3,320
Of which excise duty 3,124 3,059 2,993
Of which VAT 556 4141 327

Source: own calculations
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Option 2b - Standard excise duty rate 16 CZK/I, reduced excise duty rate 8 CZK/I

(in millions of CZK)

Elasticity -0.15 -0.3 -0.45

Price change, 13.69% 13.69% 13.69%

Price change, 6.85% 6.85% 6.85%

Change in consumption -1.94% -3.87% -5.81%

Consn‘Jmpi.:uon .of.st|ll wine after 1955 1916 1878

taxation (in millions of |)

Revenue from excise duty on still wine 2,951 2,892 2,834

VI.\T revenue from excise duty on still 620 607 595

wine

Lt?ss of VAT fror!‘\ the decrease in still 95 190 584

wine consumption

Total tax impact 3,476 3,310 3,145
Of which excise duty 2,951 2,892 2,834
Of which VAT 525 418 31

Option 3a - Flat excise duty rate 23.4 CZK/I (in millions of CZK)

Elasticity -0.15 -0.3 -0.45

Price change 20.02% 20.02% 20.02%

Change in consumption -3.00% -6.01% -9.01%

ConSt.Jmpi.:lon .of.stlll wine after 193.4 1874 181.4

taxation (in millions of I)

Reveflue from excise duty 4525 4385 4,245

on still wine

VI.\T revenue from excise duty on still 950 921 891

wine

Lc?ss of VAT fror!1 the decrease in still _147 294 _aa

wine consumption

Total tax impact 5,328 5,012 4,695
Of which excise duty 4,525 4,385 4,245
Of which VAT 803 627 451

Source: own calculations
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Option 3b - Standard excise duty rate 23.4 CZK/I, reduced excise duty rate 11.7

CZK/I (in millions of CZK)

Elasticity -0.15 -0.3 -0.45
Price change, 20.02% 20.02% 20.02%
Price change, 10.01% 10.01% 10.01%
Change in consumption -2.83% -5.67% -8.50%
Caxation in millions of ) 1937 1881 1824
Revenue from excise duty on still wine 4,276 4,151 4,027
xli\":'erevenue from excise duty on still 898 872 846
t::s;c:i\rllls\z:::t?otnhe decrease in still 139 577 _416
Total tax impact 5,035 4,746 4,456

Of which excise duty 4,276 4,151 4,027

Of which VAT 759 595 430

Source: own calculations
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