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WCTU and Anti-Saloon League presents 
Congress with first National Prohibition 
Proposal in 1913, but fails to get it passed
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America’s involvement in World War I brings 
National Prohibition
• During First World War grain production 

was diverted to the war effort so 
distillation was banned putting the 
spirits trade out of business

• But many brewers had German roots 
and the prevailing anti-German 
sentiment after the war helped provide 
the impetus to extend the ban with the 
1919 Prohibition Act
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Eighteenth Amendment to the United States 
Constitution – Prohibition begins

The manufacture, sale, or transportation 
of intoxicating liquors within the United 
States for beverage purposes is hereby 
prohibited.

Eighteenth Amendment
United States Constitution

Effective date: January 20, 1920
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Prohibition failed

• Brewers switched production to non alcoholic beverages
• There was huge public defiance and demand for alcohol
• ‘Speak easies’ popped up and organised crime stepped in with their tactics 

of violence, intimidation and murder
• Government crackdowns proved ineffective in the face of continued 

demand for alcohol from the population
• In 1933 prohibition was recognised to be a failure and therefore repealed
• Even today, structure of US alcohol market is heavily influenced by 

legislation that was put in place at end of prohibition



13

Twenty-First Amendment to the United States 
Constitution ends Prohibition

Twenty-First Amendment
United States Constitution

Effective date: December 5, 1933

Section 1.  The eighteenth article of the 
amendment to the Constitution of the United States
is hereby repealed.

Section 2:  The transportation into any 
State of intoxicating liquors, in violation 
of the laws thereof, is hereby prohibited.
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Post prohibition era

Federal Alcohol 
Administration Act of 1935



15

Federal agency created 

• Set up to control brewers’ day to day 
activities and the collection of excise taxes, 
licensing brewery property etc

• Federal Alcohol Administration, 1935

became…

• Bureau of Alcohol, Tobacco and Firearms 

(“ATF”), 1972 which became…

• Alcohol and Tobacco Tax and Trade Bureau 

(“TTB”), 2003
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TTB’s responsibilities

• Collecting federal excise taxes

• Licensing of brewery property 

• Issuing Certificates of Label Approval

• Promulgating and enforcing federal alcohol regulations

• Concurrent jurisdiction with other federal agencies over alcohol industry, 

like the Federal Trade Commission (“FTC”) and the Food & Drug 

Administration (“FDA”)
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Three tier sales system established with 
creation of FAA in 1935

BREWER

DISTRIBUTOR

RETAILER
CONSUMER

Brewers may not sell to retailers directly -
this current system fixed in law
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Trade practice standards imposed on industry

• European-style Tied Houses become illegal.  Brewers and wholesalers 
cannot own a retail outlet and cannot give “anything of value” such as gifts 
or “slotting fees” to a retailer

• Exclusive Outlets become illegal.  Brewers and wholesalers cannot require 
that a retailer carry its brands to the exclusion of a competitor’s brands
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Distributor laws

• State laws outline requirements for brewer/distributor relationship 
regarding exclusive territories, brewer termination rights, payment terms, 
collection of financial information

• These distributor laws often supercede written contract terms
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States have primary jurisdiction over beer 
regulation
• Under a unique provision of the Federal Alcohol Administration Act, states 

have primary jurisdiction over beer regulation.  However, the federal law 
will still apply if a state adopts a law that is the same as or similar to the 
federal law

• Most states have adopted portions of the Federal Alcohol Administration 
Act, though many state laws are more restrictive in certain areas and 
reflect the country’s temperance history

• States have regulatory bodies, like the TTB, that interpret and enforce their 
laws

• There are 50 state laws each interpreted differently and prone to change 
as new politicians are elected.  Therefore for brewers its necessary to work 
with wide range of detailed regulations
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Product class: malt liquor/ale
Container size:7,8,12,16,24, or 32oz
Label approval: primary, chemical 
sample, analysis and label sample 
Trinket: $1.00 or less
Sweepstakes: “nationwide” (30)
Cents off coupon: prohibited
Entertain retailer: $500; brewer rep
Distrib. Termination: good cause; 90 
days’ notice

Product class: beer  
Container size: no restrictions
Label approval: primary only
Trinket: 25 cents or less
Sweepstakes: prohibited
Cents off coupon: 25 cents or less
Entertain retailer:permitted
Distrib. Termination: no law

California Texas
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Beer taxes are still a target in budget 
crunches

Taxes
44%

56%
Production,
Bottling, etc

of selling 
price to consumer
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Excise taxes 
Overview

• Federal excise tax is $18 per 31 gallon barrel* of beer

• Federal excise tax is $13.50 per proof gallon of distilled spirits

• There is a range of federal excise taxes for wine gallon**:

- Under 14% alc/vol $1.07

- 14%-21% alc/vol $1.57

- 21%-24% alc/vol $3.15

- Over 24% alc/vol $13.50

• In addition to federal tax, each state levies its own excise tax on alcoholic beverages 

• In some states, further excise taxes may be levied at the local county or city government level 

• State and local sales taxes may also apply to beer in many states

*1 barrel = 1.17348 hectolitres

**For federal tax purposes, the Internal Revenue Code defines "wine gallon" as a "US gallon of liquid measure." 
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Excise taxes
Current structure
• The beer tax rates vary state by state, ranging from a low of $0.59 per barrel in Wyoming to a 

high of $33.17 per barrel in Alaska.  The average state beer excise tax is $4.41 per barrel ($0.32 
per gallon)

• Most states have higher liquor excise taxes per gallon of pure alcohol than beer.  Only four have 
a higher beer tax rate by law, however, complex individual comparisons must be made in the 18 
“control states” 

• The average state liquor excise tax is $3.52 per gallon (or approximately $109 per 31 proof 
gallons).  Rates range from $39.68 per 31 gallons in Maryland and Washington, DC to $436.48 
in Texas

• For distilled spirits sales, states are either “control” states or “license” states (also known as 
“open states”).  A control state acts as a distributor and/or retailer for distilled spirits.  License 
states utilise the traditional three tier system with independent distributors and retailers

• The ability to institute a local alcohol tax is generally subject to approval by the state Legislature.  
Some local taxes are “earmarked” to help pay for specific purposes, such as alcohol treatment 
or prevention programmes while others are deposited in a locality’s general fund

• State and local sales taxes also apply to beer sales, and in many cases the sales tax revenue 
exceeds the excise tax revenue
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Excise taxes
Current structure

• Small brewers (under 2 million barrels per year) pay an excise tax of only $7 
per barrel (an $11 per barrel tax break worth up to a maximum of $660,000 
per year) on the first 60,000 barrels of beer sold each year.  Each subsequent 
barrel is taxed at the full $18 per barrel rate

• Federal excise tax on distilled spirits and wine is calculated on alcohol content 
and volume

• The basic tax rate for distilled spirits is $13.50 per proof gallon ($418.50 per 
31 gallon barrel), which is a gallon of liquid, half of which is ethyl alcohol
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Excise taxes
Current proposals
• In 2003, 30 states have already proposed excise tax increases for all alcohol 

beverages

• 9 states (CA, MT, NC, NE, NM, OR, SC, SD, VA) have multiple tax increase 
proposals meaning individual legislators have proposed their own alcohol tax 
increase to either fund the general fund or for earmarking purposes like 
alcohol treatment, alcohol prevention, or law enforcement

• While many Legislatures are still in session and there is always a possibility 
that new tax increase legislation will be proposed, tax increase measures 
have been defeated in 13 states (GA, ID, KY, KS, MD, ME, MT, NM, OH, SC, 
SD, VA, WY)

• To date, only Utah has passed a tax increase



28

TX

NM
AZ

CA

OK

KS

NE

SD

NDMT

WY

COUT
NV

OR

WA

ID

MN

IA

MO

AR

LA
MS AL GA

FL

SC

NC

VA

TN

KY

IL

WI
MI

IN
OH

WV

NY

ME

DC
DE NJ

CT
RI

MA

VT
NH

AKHI

Passed

SOUND SCIENCE

PA

MD

Proposed

Defeated

PR

OH - Beer tax increases were defeated for the current budget.  It is expected 
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budget fiscal years 03-05 
SD - Three taxes were proposed, two are defeated.  

Beer excise tax
2003 legislative status
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Excise taxes
• In general, excise taxes per gallon are higher on wine and spirits than on 

beer.   However,  the number of “standard servings per gallon” is a 
more equitable way to view  the differences in excise tax rates

• 12 oz. Beer = 5 oz. Wine = 1.5 oz shot of Spirits which translates to 10.7 
beers per gallon, 25.6 glasses of wine per gallon, and 85 shots of spirits 
per gallon

• The Distilled Spirits Council, the national trade association for distilled 
spirits, is fighting for tax equalisation.  They contend that a “drink is a drink” 
and should be taxed the same.  Their goal is to either have: 1) the spirits 
tax per gallon lowered to the beer tax per gallon rate, or 2) the beer tax 
rate per gallon to be increased to spirits tax rate per gallon  

• Either outcome would be a victory for the spirits industry and could boost 
spirits sales at the expense of beer



30

Summary

• Beer contributes $144 billion per year to the U.S. economy and creates 1.6 

million direct and indirect jobs 

• Alcohol highly regulated for over 70 years – structure remains similar to 

initial legislation post prohibition

• 3 tier structure is fixed in law

• State legislature is strong and brewers have to deal with different state 

laws

• Excise duty is large portion of selling price – with active lobby to increase


