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Empirical analysis of tax shocks in the Hungarian beer market

In this paper I examined the market structure of the Hungarian beer industry. This is an oligopolistic market with three main producers. The main question was whether there is collusion in the market or not.
Reviewed literature provides that market structure can be analyzed by cost increase shifting to consumers. I analyzed excise tax shifting to consumer prices. According to my regression model, there is a significant tax overshifting in the market. The result shows that 1 Hungarian Forint (HUF) real increase in excise tax will ceteris paribus cause a 1.62 Hungarian Forint real increase in beer price by the time it reaches the retail level.
Two different theories can explain tax overshifting. On one hand, according to Seade (1985) tax overshifting is not a special phenomenon, it will occur every time, if we assume constant marginal cost and constant elasticity demand function. Although, this explanation assumes that there is a vertically integrated market structure, which is not true. The second theory uses double marginalization model and markup pricing to explain tax overshifting. This shows that the reason for tax overshifting is the following: beer producers shift exactly the amount of tax increase but retail shops put their markups on that price. Therefore, consumer prices will rise more than the tax increase.
Both of the theories imply that we can reject the hypothesis of collusion in the Hungarian beer market. Furthermore, according to the second explanation, retail shops exert almost all the market power. It means that beer manufacturers cannot use their oligopolistic power, they are operating in a competing market.



