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Abstract

We conduct an empirical case study of the U.S. beer industry to analyze the disruptive effects of
locally-manufactured, craft brands on the market structures, an increasingly common phenomenon
in CPG industries typically attributed to the emerging generation of adult Millennial consumers. We
document a substantial gap in the shares of craft beer consumption across generations. To
understand the determinants of this generational share gap, we test between two competing
mechanisms: (i) intrinsic generational differences in tastes and (ii) the role of availability on the
formation of consumption capital. Our test exploits a novel database tracking the geographic
differences in the diffusion of craft brewers across the U.S., dating back to the deregulation of
home brewing in 1979 that initialized the launch of craft breweries. Using a structural model of
demand with endogenous consumption capital stock formation, we find that consumption capital
accounts for 85% of the generational share gap between Millennials and Baby Boomers, with the
remainder explained by intrinsic preferences. Through the lens of our model, we predict the beer
market structure will continue to fragment over the next decade, with craft beer reaching almost
30% of the market as the distribution of adult consumers shifts increasingly towards young adults
with a wide variety of craft beer available as they turn 21 and begin forming a preference.
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Abstract

We conduct an empirical case study of the U.S. beer industry to analyze the disruptive ef-
fects of locally-manufactured, craft brands on the market structures, an increasingly common
phenomenon in CPG industries typically attributed to the emerging generation of adult Millen-
nial consumers. We document a substantial gap in the shares of craft beer consumption across
generations. To understand the determinants of this generational share gap, we test between
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and Baby Boomers, with the remainder explained by intrinsic preferences. Through the lens of
our model, we predict the beer market structure will continue to fragment over the next decade,
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1 Introduction

Concentration and markups in the U.S. manufacturing sector have been rising for the past two
decades (e.g., Autor, Dorn, Katz, Patterson, and Reenen, 2017; Ganapati, 2018; Berry, Gaynor,
and Morton, 2019). However, the U.S. consumer packaged goods (CPG) industry has emerged
as an exception, with the dominance of large, established national CPG brands over the past half
century (e.g., Bronnenberg, Dhar, and Dubé, 2007, 2009) eroding in recent years with falling sales

and market shares (eMarketer eMarketer Editors, 2019):

“In 2016, the top 20 consumer packaged goods companies saw flat sales, while smaller
firms averaged 2.9% growth. This follows four years, 2011 to 2015, in which large
CPG companies lost an estimated $18 billion in market share to craft manufactur-

ers.”(13D Research, 2017)

By 2018, 16,000 smaller CPG manufacturers accounted for 19% of all U.S. CPG sales, an increase
of 2 percentage points ($2 billion) over the previous year. That same year, the 16 largest CPG
manufacturers accounted for 31% of CPG sales, down from 33% five years earlier (eMarketer
eMarketer Editors, 2019). This rapid growth of smaller brands represents a striking, structural
break in the historically high and persistent concentration of CPG categories and the dominance
by large, national brands.

Industry experts routinely point to a demand-side explanation for this shift, identifying the
generation of Millennials — consumers born after 1980! — as the leading cause of this decline in

the sales of established brands:

“They want to purchase brands that better align with their own values, whether it
be their dietary nutrition preferences, sustainability, philanthropy, etc.” (Howe, 2018;

Yue, 2019)

Surveys routinely find that Millennials seek smaller brands with more authentic products: “Natural,
simpler, more local and if possible small, as small as you can.”(Daneshkhu, 2018) As a result,
industry experts associate these declines with a generational share gap fueled by Millennials with

fundamentally different intrinsic preferences.

'We use the Pew Research Center definition at https://www.pewresearch.org/politics/2015/09/03/the-whys-and-
hows-of-generations-research/generations_2/ accessed on 12/2/2020.
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We conduct an empirical case study of the take-home segment in the U.S. beer industry, a
segment that grew from $10 billion to $29.3 billion in retail sales between 2010 and 2019? and
one of the leading examples of the sudden emergence of craft brands. Surveys indeed find a
striking generational share gap with half (50%) of older Millennials (25-34 year olds) drinking
craft beer, in contrast with 36% of U.S. consumers overall (e.g., Herz, 2016). As with other CPGs,
Millennials may value the perception of higher quality for craft beer: 43% of Millennial generation
and Generation X consumers (born between 1965 and 1980) state that craft beer tastes better than
national brands, in contrast with only 32% of Baby Boomers (born between 1946 and 1964) (e.g.,
Mintel, 2013).

However, the supply side of the market offers an alternative explanation for the generational
share gap. The automation of the brewing process along with the emergence of cheaper digital
advertising formats have facilitated the entry of smaller-scale, craft brands with a more “authentic”
image bolstered by organic, online word-of-mouth marketing. Unlike earlier generations that only
had access to large, established national consumer brands, Millennials have had access to a wide
array of craft brands since their early adulthoods, leading to different lifetime brand experiences.
The propensity for Millennials to purchase craft brands might reflect different inherent tastes, on
the demand side, but might also reflect differential brand experiences due to availability, on the
supply side.

To test between these two potential mechanisms for the generational share gap, we manually
assembled a novel database from various industry sources that tracks the history of all the craft beer
brands sold in the U.S. with a unique universal product code (UPC) in the take-home market. For
each UPC, we observe the product attributes, including beer style and alcohol content, the launch
date and location of the brewer, as well as the complete history of ownership including acquisitions
and mergers going back to the 1970s, when the first craft brewers entered the market. We match this
beer census with the Nielsen-Kilts Homescan database (HMS), containing the 2004-2018 purchase
activity for a nationally representative shopping panel of over 100,000 U.S. households.

We start with a description of the evolving market structure of the U.S. beer category. Between

the early 2000s and 2018, the take-home beer market underwent a dramatic shift as craft brands

2See Statista: https://www.statista.com/statistics/267737/retail-dollar-sales-of-craft-beer-in-the-us/ referenced on
12/2/2020.



grew from a small fringe to a large share of the market, eroding established brands like Budweiser
and Miller which had domininated for over half a century (e.g., Bronnenberg, Dhar, and Dubé,
2009). During our sample period, the craft beer segment collectively increased from 5.3% in 2004
to 20% in 2018 based on revenues, and from 5% to 12% based on volume. The relatively large
increase in sales share is driven by the fact that craft brands typically sell at a price premium over
national brands. This recent growth in the craft beer segment coincides with the emergence of
the Millennial generation reaching the legal age to purchase beer. By 2018, Millennials accounted
for 20% of total craft beer sales and allocated 34% of their beer expenditures to craft brands, in
contrast with 20% for the much larger group of Baby Boomers.

To determine whether the generational share gap reflects intrinsic preferences versus habits
from past experiences, we extend the brand capital stock model of Bronnenberg, Dubé, and Gentzkow
(2012), which disentangles contemporaneous effects and past brand experiences. Our empirical
strategy relies on the geographic variation in the historic patterns of craft brewer entry across U.S.
markets to account for local differences in the availability of craft beers. We then use geographic
variation in local populations and geographic differences in the timing of brewpub legalization to
instrument for the potential endogeneity of entry and local craft brewer availability.

Our findings indicate that once we control for availability of craft beers, the generational differ-
ences in preferences shrink. Controlling additionally for historic availability, a hypothesized driver
of consumption capital, the generational share differences become small and statistically insignif-
icant. Contrary to the established wisdom amongst marketing practitioners, we find almost no
generational differences in intrinsic preferences. Nor would our estimates of Millennials’ intrinsic
preferences alone explain the craft beer share and its growth. We nevertheless observe heterogene-
ity in intrinsic preferences driven by other socio-economic traits. Education moderates craft beer
demand, consistent with past research on product knowledge and objective product quality (Bron-
nenberg, Dubé, Gentzkow, and Shapiro, 2015). We also find a non-trivial income effect, likely due
to the price premium typically charged for craft brands.

To confirm the role of consumption capital in driving the generational share gap, we conduct
a series of counterfactual simulations with the model that equalize past craft brand availability
across generations. We find that 85.3% of the generational share gap is explained by consumption

capital. Therefore, Millennials buy craft beer at higher rates than older consumer generations; but



the differences in intrinsic preferences cannot account for the disruption to the market structure
of established beer brands. Instead, generational differences in craft beer demand are mostly an
artifact of generational differences in the historic availability of brands during early adulthood.

To analyze the implications of consumption capital for the long-term market structure of the
U.S. beer category, we use our estimates to predict the cross-household average annual craft beer
share through 2030. Our estimates imply sustained growth in the craft beer share, reaching almost
30% of the market by 2030. This growth primarily reflects the changing composition of beer
consumers as older generations die and a new generation of new adults — Generation Z — enters the
market and forms beer preferences.

Our findings add to the growing literature on consumption capital accumulation and the evolu-
tion of brand tastes (e.g., Bronnenberg, Dhar, and Dubé, 2009; Bronnenberg, Dubé, and Gentzkow,
2012; Sudhir and Tewari, 2015). These findings bolster the important role of past experiences in
our understanding of heterogeneous preferences across consumers, confirming the critical role of
availability as a barrier to entry into consumer goods markets.

Due to its size and history, the beer category has generated a literature unto itself (e.g., Adams,
2006; Garavaglia and Swinnen, 2017) with recent attention paid to the disruptive effects of craft
brands on the industrial market structure (e.g., Elzinga, Tremblay, and Tremblay, 2015; Elzinga
and McGlothlin, 2019). We contribute to the literature by showing how growth in the craft beer
segment is driven primarily by Millennials, who had access to many more artisanal brands when
they reached the legal drinking age and started forming beer preferences. The resulting genera-
tional differences reflect the timing of the take-off in craft breweries, which followed the federal
legalization of home brewing and the subsequent state deregulation of brewpubs and coincided
with the rise of internet marketing, factors which likely eroded traditional barriers to entry that
historically prevented the entry of small artisanal craft beer brands.

Our findings also add to the recent literature in industrial organization tracking the growth
in concentration amongst large incumbent firms across most U.S. industries (e.g., Ganapati, 2018;
Berry, Gaynor, and Morton, 2019). CPG markets seem to be an outlier to this trend, with many new
craft brands manufactured by small firms disrupting categories that had previously been dominated
by a small number of large, established brands, sometimes for more than a century.

The remainder of the paper is structured as follows. We provide a brief summary of the evo-



lution of the U.S. beer market structure and the impact of craft brewing in section 2. We describe
the data in section 3. Section 4 documents the generational share gap, while section 5 conducts a

demand analysis of craft beer and the role of availability. We conclude in section 6.

2 The Craft Beer Market

A detailed history of the beer market structure and the evolution of the craft movement is beyond
the scope of this paper. We refer the interested reader to Adams (2006) for a detailed account of
the U.S. beer market, to Garavaglia and Swinnen (2018) for the economic impact of the craft beer
movement, and to Hindy (2014) for an industry insider’s account.

Prior to the emergence of craft brewers, the beer industry was highly concentrated by the 1970s,
dominated by Anheuser-Busch, Miller, Schlitz and a small group of other macrobreweries. Tech-
nological innovation in brewing and packaging coupled with mass advertising, especially on tele-
vision, established high barriers to entry (Adams, 2006; Noel, 2009; Garavaglia and Swinnen,
2018). To generate scale economies, U.S. brewers mostly supplied lager beers® described by ex-
pert Michael Jackson as “lacking hop character and generally bland in palate,” (Alworth, 2015, p.
29) making “the beer landscape blander and more boring.” 99% of beer consumed in the U.S. was
pale lager beer (Elzinga, Tremblay, and Tremblay, 2015).

The timing of the start of craft brewing coincided with the elimination of a legal barrier to
entry.4 In February 1979 (e.g., Elzinga, Tremblay, and Tremblay, 2015), President Carter repealed
prohibition-era restrictions on home brewing, with H.R. 1337 legalizing home brewing federally
and allowing states to begin implementing their own laws. This repeal was not in response to
changing beer demand, but rather part of Carter’s broader agenda to deregulate and “reduce ex-
cessive government intrusion into the private affairs of American citizens.”” While many craft
brewers started off as home brewers, it was not until 1982 that Washington became the first state

to legalize commercial brewpubs, triggering a series of state-level laws across the U.S. that legal-

3Scale economies are even more pronounced for lager beers that incur higher fixed costs from the need for more
artificial cooling and longer fermentation times than other beer styles, like ales (Garavaglia and Swinnen, 2018).

“The brewing trade press times the debut of the U.S. craft beer movement to 1965, when Fritz Maytag took over
the Anchor Steam Beer Company and focused operations on traditional beer flavors produced in small scale and
emphasizing its local “made in San Francisco since 1896 image (Acitelli, 2017).

5This statement comes from Carter’s debate with Reagan on October 28, 1980. Accessed on 8/22/2020 at
https://www.debates.org/voter-education/debate-transcripts/october-28-1980-debate-transcript/.
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ized commercial sale of craft beer and modified the corresponding licensing fees and taxes. By
1990, over half the states had legalized brewpubs, and by 1999, all states had legalized brewpubs
(Elzinga, Tremblay, and Tremblay, 2015).

The take-off of the craft beer market share was initially slow due to poor pricing practices,
high costs and a quasi-monopoly over distribution by the incumbent macrobreweries that led to
waves of shakeouts in the 1980s and 1990s (e.g., Hindy, 2014; Noel, 2018). With the exception
of the Boston Beer Company, few craft brewers had the financial resources to rely on traditional
media — television and radio advertising — to generate awareness and build brands. The legaliza-
tion of brewpubs “provided perhaps millions of Americans with their first encounters with craft
beer.” (Acitelli, 2017, p.217) The rise of the internet in the early 1990s is widely believed to have
catalyzed growth in the craft market share: “The internet has arguably been the greatest ally of
the craft beer revolution. [...] Today nearly every craft brewer has a website and someone to talk
directly to its customers and fans through social media.” (Hindy, 2014, p.144). The disruptive
force of the internet is not exclusive to the beer industry. It has also disrupted numerous CPG cat-
egories by facilitating successful start-ups like Dollar Shave Club, for razors, and Barkbox, for pet
supplies.6 In addition, “Associations of craft consumers, craft brewers, and homebrewers helped
expand the market by spreading information and experiences, and being a vehicle for new forms
of marketing (often via the internet, social media, and special events).”(Garavaglia and Swinnen,
2017, p. 43). The merger of the Association of Brewers and the Brewers’ Association of America
in January of 2005 allowed small brewers to organize to compete more effectively (Hindy, 2014),
leading to a take-off in the segment that reached 3,490 U.S. craft breweries by 2015, in contrast
with only 249 in 1990.

In addition to the erosion of barriers to entry, demand-side factors also likely contributed to
the recent take-off in craft beers supplied to the market. Rising incomes enabled beer consumers
to pay the price premium associated with a craft product supplied at a higher marginal production
costs. Consumers may also genuinely perceive a superior-quality taste from beers brewed using

traditional, small-scale methods. Alternatively, consumers may value the authenticity of a local,

6According to the 2019 Online Consumer Packaged Goods Report, 34 CPG companies appeared in the top-1000
internet retailers, 19 of which sell and manufacture consumer brands. Just like the recent wave of acquisitions of craft
brewers by Anheuser-Busch, many established CPG conglomerates in other product categories have begun acquiring
digital start-ups such as Unilever’s $1billion acquisition of Dollar Shave Club and Campbell Soup’s recent $10million
investment in Chef’d.



small-scale product. Macro brewers also attempted to counteract craft brewers by launching their
own traditional-beer-style brands such as Blue Moon, by Coors, and Budweiser American Ale,
by Anheuser-Busch. Thus far, such corporate launches have not been successful at dominating
craft brewers outside the pale lager style category. However, the recent wave of acquisitions of
successful craft brewers by Anheuser-Busch, Miller-Coors and other large macrobreweries does
not appear to have decreased demand for those brands even after losing their craft status (Elzinga
and McGlothlin, 2019). None of these demand-side factors suggest why Millennials per se would
be the drivers of craft beer market share growth.

Since craft brewers represented mostly a fringe of the U.S. beer market until the early 2000s,
most generations of consumers reached the legal drinking age of 21 facing a choice set comprising
primarily large macrobreweries selling established brands of pale lager beers. Only the youngest
Generation X and Millennial consumers had access to craft brands on the shelves at the moment
they reached the legal age to drink. Our focus herein is to test for such a timing effect on demand
and to measure its relative magnitude compared to persistent generational differences and other

socio-economic drivers of demand.

3 Data

3.1 Beer Characteristics

We manually assemble a census of bar coded, non-draught beers available in the U.S. using the
digital repositories at three industry associations: the Brewers’ Association (BA), the American
Breweriana Association (ABA), and the website ratebeer.com. For each Universal Product Code
(UPC), we observe the corresponding brewer, style (e.g., ale, lager, stout, etc.), alcohol by volume
(ABV), quality ratings (on a 1-5 scale) and, most importantly, craft status. In total, we observe
36,214 unique UPCs.

We classify a brewer, and by association each of its UPCs, as craft if it meets either of the
following criteria: (i) ratebeer.com classifies the brewer as a “Microbrewery”, “Brew Pub” or
“Brew Pub/Brewery” in 2018; or (ii) the BA has classified the brewer as “independent craft brewer”

in 2018. We assume that any brand that is classified as craft in 2018 has always been a craft beer



since its launch.” This classification includes many well-known craft brewers, including those that
have expanded across states and to the national level, like Yuengling or the Boston Beer Company
(widely known for its Sam Adams brand). In total, 63% of the UPCs (22,130) satisfy our craft
definition.

While our craft classification scheme reflects the criteria of the leading beer association, the
BA, it nevertheless excludes a few former craft brewers, such as Goose Island in Chicago, that were
acquired by macro brewers like Anheuser-Busch during the sample period, even though consumers
may continue to perceive their brands as craft. This exclusion affects the craft share in 2018 by
only 0.6%.

We classify all other UPCs in our data as national brands produced by macro brewers. While
this set includes many, often small, foreign brewers, macro brewer volume is highly concentrated
amongst the largest brewers such as Anheuser-Busch, Heineken, and Miller-Coors.?

As expected, national brands are differentiated from craft brands along several dimensions.
We observe a quality rating for 92% of the UPCs. On average, national brands are lower quality
than craft beers with average ratebeer.com ratings of 2.4 and 3.3 (out of 5), respectively. National
brands also tend to have a lower alcohol content, with an average ABV of 5.3% compared to 6.5%
for craft beers. Some of these quality differences may reflect differences in beer styles. National
brands are most likely to be lager style, whereas craft brands are most likely to be Indian Pale Ale
(IPA), Pale Ale, or Amber Ale. For instance, the average quality rating of a national brand is 2.1
out of 5 in the lager category and 3.3 in the IPA category. But, even after residualizing on beer
style and alcohol content, national brands are still significantly lower quality than craft beers with
average ratings of 2.35 and 2.84, respectively (F-stat 7,570). This quality difference is consistent
with the standard perception that craft beers have better flavor due to their production methods and
ingredients. Therefore, for the remainder of the analysis, we focus on the differences in demand
for craft versus national brand beers rather than focusing more granularly on demand for specific

beer styles.

"Neither the BA nor ratebeer.com reports historic time-series data on past, annual craft designations.
8Using our Nielsen HMS data from 2004-2018, the top 10 macro brewers combined represent 88% of total beer
volume purchased by our HMS panelists and 95% of macro brewer volume.



3.2 Household Panel Data

We use the Nielsen Homescan Panel (HMS) of U.S. households between 2004 and 2018 to mea-
sure households’ beer purchases in the take-home market. The take-home market consists of pre-
packaged, bar-coded beer products sold for home consumption in retail outlets such as supermar-
kets, mass merchants, convenience stores, drug stores and liquor stores. The database contains
186,233 unique households during the sample period, with an average of about 39,000 households
per year from 2004-2006 and 61,000 households per year from 2007-2018. For each household, we
observe the date of each trip to a store selling beer along with the specific products purchased, as
designated by their unique UPC, and the corresponding quantities and prices paid net of discounts.
For each year, we retain those households that purchase beer at least once using the Nielsen prod-
uct modules “Beer,” “Near Beer,” “Stout and Porter,” “Light Beer,” and “Ale” (i.e., module codes
5000, 5001, 5005, 5010, and 5015, respectively). Our HMS data contain beer purchases from
104,115 unique households.

We match the HMS data with Nielsen’s annual demographic survey of panelists to determine
a household’s income and size (# members). We also use the age (in years) and education attain-
ment of the head of household, defined as the oldest head of household reported in the Nielsen
demographic survey. Education attainment takes on one of six categorical values: Grade School,
Some High School, High School Diploma, Some College, 4-year College degree, and Post College
Degree. For household income, we use the mid-point of each of the 16 income brackets reported
in the survey, top-coding the “above $100,000” category at $150,000.

We classify each household into a generation based on the year of birth of the oldest current

head of household. We use the Pew Research Center’s generation definitions as follows®:

Millennial Generation: born between 1981 and 1996

Generation X (hereafter GenX): born between 1965 and 1980

Baby Boom Generation (hereafter BB): born between 1946 and 1964

Silent Generation (hereafter SG): born between 1928 and 1945

https://www.pewresearch.org/fact-tank/2019/01/17/where-millennials-end-and-generation-z-begins/ accessed on
12/15/2020
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* Greatest Generation (hereafter GG): born before 1928.

Since our sample period ends in 2018, we have a very small number of adults born after 1996 who
are technically part of Generation Z (born after 1996). For our empirical analysis, we combine
these households with the Millennials.

Each HMS household is assigned to a Nielsen Scantrack based on its geographic location.
Most Scantracks represent a large metropolitan area (e.g., San Diego) or a part of a state (e.g., West
Texas). However, 20% of beer buying HMS households live in rural areas that are not covered by
a Scantrack definition and, hence, are classified as “Remaining U.S..” We cannot assign historic
information regarding craft brand availability to these households, and therefore these households
are discarded from our analysis. This leaves us with 83,187 households, which we use as our final
sample.

We match the remaining HMS households’ beer purchases with the beer characteristics database
using UPCs and brand names. We successfully match over 95% of the UPCs purchased by our
HMS panelists, accounting for 97% of the total beer volume purchased during the sample period.
HMS panelists purchase 20,816 unique beer UPCs, or 57% of all UPCs available in our beer char-
acteristics file. Recall that our original beer attribute file tracks an approximate census of all beer
sold in the U.S. take-home market during the sample period, whereas the HMS sample only tracks
those beers purchased by the panelists.

Our final HMS beer sample consists of 2.6 million unique beer transactions from 83,187 unique
households. Table 1 describes the sample. The average household remains in our sample for 4
years, with the 5th and 95th percentile tenure of 1 year and 13 years, respectively. On average,
a household conducts 6.8 transactions per year; with the Sth and 95th percentile frequency of 0.7
and 29.0, respectively. The average household purchases 166.9 ounces of beer per trip (slightly
more than a 12-pack of 12-oz bottles or cans). Of all sizes, 12-pack cases constitute the most
frequently-chosen pack size, accounting for 25.2% of all transactions. Finally, households spend
an average of $11.94 per trip, with the 5th and 95th percentile expenditure levels of $4.28 and
$22.38, respectively.

For the analysis below, we collapse the HMS transaction panel to 270,347 household-year
observations. For each household, we compute the annual craft share of beer volume purchased.

Table 1 describes the sample. While the average annual household craft purchase share is 14.2%,

11



we observe a large degree of heterogeneity with 10th and 90th percentile shares of 0% and 67%,
respectively.

We also observe a diverse set of households in the sample. Across households and years, the
average age of household heads in our purchase data is 54 years with 90% of the household-years
between 32 and 78. The average number of years of education is 15, with 90% of the households
between 12 and 18 years. The average annual household income is $65K, with 90% between
$17.5K and $120K. Finally, the average household size is 2.6 members, with 90% of households
having between 1 and 5 members.

Finally, across households and years, 4% of our observations are Millennials, 18% GenX, 52%
BB, 23% SG and 3% GG. The share of Millennials in our sample grows from 0.1% in 2004 to
11.2% in 2018 (or to 19.6% in 2018 if we use Nielsen’s projection factors to re-weight households
for national representativeness). Even though Millennials are the youngest panelists in our sample,
they have completed more years of education than older generations and have comparable incomes.
For instance, the average Millennial has 16 years of education in 2018 and earns an average income
of $73K. In comparison, the average years of education and average income in 2018 is 15 and

$74K, respectively, for BBs and 16 and $81K, respectively, for GenXs.

—— include Table 1 here —

3.3 A Measure of Local Craft Beer Availability

Even though our HMS purchase data reflect retail beer sales, we expect consumer awareness for
craft beer to be influenced by local craft entrepreneurship more broadly, including brew pubs and
other craft beer establishments with on-premise sales. We use the BA, ABA, and ratebeer.com
digital archives to assemble an annual census of U.S. brewers by market from 1979 to 2018.

To determine the number of local craft brewers, we use the ABA’s census of U.S. brewers,
which contains each brewery’s geographic location along with its opening and, when applicable,
closing date. We match the brewer census with the ratebeer.com and the BA databases, retaining
only those brewers satisfying the craft criteria defined in section 3.1 above. Since many of the
brewers in this broader sample do not sell beer with a unique UPC, we use a fuzzy matching

scheme to determine their craft status. See Appendix A for details regarding the matching criteria.
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To verify that our craft census did not admit any macro brewers, we processed the remaining
brewer names against a pre-determined list of substrings like “Anheuser,” “Miller,” and “Molson”
from the largest non-craft brewers representing 99% of the non-craft beer volume in our HMS
sample. After removing all additional matches, we classify all the remaining brewers as craft.

We normalize the craft beer availability in each market using the annual census of U.S. macro
brewers compiled in the Elzinga-Tremblay-Tremblay database (Elzinga, Tremblay, and Tremblay,
2015) spanning the period from 1979 to 2012. While the census ends in 2012, the total number
of macro brewers was quite small and stable with 19 brewers between 2007 and 2012. Therefore,
we assume the number of macro brewers remained stable at 19 through 2018. Finally, we assume
macro brewers’ products were available in all markets.

To measure availability, let N, denote the number of craft brewers in market m during year
t. As explained in section 2, craft brewers first emerged in 1979 with the legalization of home
brewing. Therefore, NG, = 0V < 1979. Since we assume that macro brewers are available in all
markets, we let NtN B denote the count of macro brewers in year . We use the local share of craft

NC

mt

NG, +NNB*
We observe rapid growth in the number of local craft brewers, NS,, during our sample period.

brewers in each market m and year ¢ as our availability index: D,,; =

The cross-Scantrack average grew from 20 in 2004 to 67 in 2018. In 2004, the cross-Scantrack
minimum, maximum, and standard deviation of N,,C” were 2 (Birmingham, AL), 79 (Portland, OR)
and 18. For 2018, these numbers were 6 (Memphis, TN), 300 (Denver, CO), and 61.

The whisker plot in Figure 1 displays the corresponding two-year, cross-Scantrack distribution
of our availability index, D,,, between 1978 and 2018. Two patterns emerge. First, we observe
substantial cross-market heterogeneity in the availability of craft brewers and the rate of growth.
Not only do we observe growth in the median availability, we also observe growth in the inter-
quartile range across markets. Second, we observe two national, industry-wide waves of craft
brewer entry, first in the early 1990s and later in the 2010s. Interestingly, the lower bound of the
centered 90% quantile interval grows most rapidly in the final years of the sample as the laggard

markets catch up with their craft beer availability.
—— include Figure 1 here —

This heterogeneous evolution in availability across markets generates useful variation in the
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extent of craft beer available when our panelists turned 21 and were legally able to buy beer. Figure
2 displays the distribution of Dy, at 21 years old by generation. Since the craft beer movement did
not start until 1979, D,,; is mechanically zero for our two oldest generations: Greatest Generation
and Silent Generation. Even for the Baby Boomers (the youngest of whom turned 21 in 1985), the
average availability is quite low, less than 0.1, due to the fact that the average number of local craft
brewers for this generation in the year they turned 21 is 1. For GenX, the average is approximately
0.18. But, for Millennials, the average availability of local craft brewers in the year they turned 21

1s almost 0.4, more than double the availability for GenX.

—— include Figure 2 here —

3.4 Population Data

To determine each Scantrack’s population from 1969 through to 2018, we use the regional popula-
tion data provided by the National Cancer Institute’s Surveillance, Epidemiology, and End Results
(SEER) Program.!? The SEER data track annual, county-level population. We then use Nielsen’s

mapping between FIPS codes and Scantracks to determine the Scantrack populations.

3.5 State-Level Brewpub Laws

We use Elzinga, Tremblay, and Tremblay (2015, Table 2) to determine the exact year each U.S.
state legalized commercial brewpubs, enabling local home brewers to sell their beer at a small
scale while by-passing the three-tier distribution system required for larger brewers. Even though
homebrewing was federally legalized in 1978, only in 1982 did Washington become the first state
to legalize brewpubs, and it was not until 1999 that Mississippi and Montana became the last two
states to legalize brewpubs. Due to the nature of diffusion, we expect the number of years since
state legalization to be predictive of the diffusion of brewpubs and, accordingly, to predict some of

the cross-state differences in craft beer availability.

10https://seer.cancer.gov/popdata/ accessed on 8/16/2020.
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3.6 Census Data

To determine the rate at which new Millennial and Generation-Z consumers reach adulthood and
enter the beer market after the sample period, we use the Census projections for 2019-2030.!" For
each year, these projections include total U.S. population with a breakdown by age. We also use

these projections to determine the mortality rates for our older generations of beer consumers.

4 Craft Beer and the Generational Share Gap

We begin by using the HMS sample to document the generational differences in craft beer purchase
behavior. Due to their smaller production scale and emphasis on higher-quality ingredients, craft
and artisanal consumer products tend to be more expensive. Therefore, we also anticipate that
demand for craft products will depend, in part, on socioeconomic status (SES). Since SES likely
correlates with generations, we control for SES in our analyses. In particular, we use household
income, household size, and household education to control for SES and factors correlated with
SES.

Craft beer has disrupted the long-established dominance of macro brewers and their established
brands. The left panel of Figure 3 plots the annual national craft share both in volume and dollars.
The craft share of volume grew from approximately 5%, in 2004, to approximately 12%, in 2018.
The revenue share grew even faster, largely due to the craft price premium, reaching nearly 20%
of beer sales in 2018. The 2018 HMS craft volume and revenue shares are close to the 13.2% and
24.1% reported by the BA for the entire U.S. market.!”> Even amongst the largest macro brewers,
overall revenues have increasingly fragmented over time as acquired craft brewers represent an
increasing portion of their sales. In Figure 4, we show that AB-InBev’s HHI across its owned
breweries has decreased from 0.986 in 2004 to 0.852 in 2018. This decline largely reflects the
declining share of AB-InBev revenues coming from its two top brands, Budweiser and Bud Light,

for which the share fell from 49.1% in 2004 to 40.9% in 2018. By 2018, 33% of the craft beer

Mhttps://www?2.census.gov/programs-surveys/popproj/datasets/2017/2017-popproj/mp2017_d1_mid.csv accessed
on 12/10/2020

2https://www.brewersassociation.org/press-releases/brewers-association-releases-annual-growth-
report/#:~:text=In%202018%2C%20small%20and %20independent,7%20percent %20growth%20over%202017
accessed on 9/8/2020.
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volume sold was supplied by brewers that had been acquired by a macro brewer. In sum, the recent
growth in craft beer has fragmented both the category as well as some of the largest firms’ revenue

sources.

—— include Figure 3 here —
—— include Figure 4 here —

During this same period, we also observe rapid growth in the number craft UPCs purchased
by HMS panelists. The total annual count increased from 1,008 (32% of all UPCs purchased by
panelists), in 2004, to 4,961 (67% of all UPCs purchased by panelists), in 2018. In contrast, the
total number of macro brew UPCs purchased by HMS panelists remained quite stable with 2,185
in 2004 and 2,460 in 2018. These findings are consistent with the escalation in craft brewer entry
and stable macro brewer presence during our sample period, as described in section 3.3. These
patterns are suggestive of a role for availability and variety in the growth of the craft beer segment.

Our main interest is in the role of Millennial consumers in driving the growth of craft beer. The
right panel of Figure 3 displays the evolution of each generation’s share of craft beer purchased.
Due to their young age, Millennials represented less than 1% of craft volume in 2004. By 2018,
Millennials accounted for almost 20% of craft volume sold in spite of the much larger number
of Baby Boomer households in the U.S.. With the exception of Millennials, every other genera-
tion’s share of craft volume sold decreased between 2004 and 2018. Therefore, even though all
generations are purchasing craft beer, Millennials are driving most of the growth.

Figure 5 displays our key stylized fact: the generational share gap. The bars indicate each
generation’s mean annual craft share of beer volume sold across households and years. The dia-
monds indicate the analogous mean craft share for each generation, residual of our SES controls.
Households belonging to the Greatest Generation have a low craft beer share at 6%. In contrast,
Millennials have a 19% share, 11.5 percentage points higher than Baby Boomers and 7 percentage
points higher than GenXers. These pooled differences may confound the changing composition
of household generations through our sample period. Focusing on 2018, our most recent sample
year, the generational share gap is even larger with Millennials purchasing 34% craft beer versus
13% for the Greatest Generation and 20% for Baby Boomers. This share gap is robust to SES

controls, even though each generation’s mean annual share decreases after residualizing on SES.
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The remainder of the paper seeks to explain the 12 percentage-point generational share gap be-
tween Millennials and Baby Boomers. In the next section, we test and quantify the relative roles
of intrinsic generational differences in preferences and generational differences in historic brand

experiences that generate the accumulation of consumption capital for craft beer brands.

—— include Figure 5 here —

5 Craft Beer Demand, Availability and the Generational Share
Gap

5.1 A Consumption Capital Stock Model of Demand

To quantify the extent to which differences in craft beer purchases across generations reflects in-
trinsically different preferences versus consumption capital accumulation, we use the consumption
capital stock model from Bronnenberg, Dubé, and Gentzkow (2012). Unlike the rational addic-
tion literature which treats consumption capital as a habit (e.g., Becker and Murphy, 1988), we
think of consumption capital herein as the component of a consumer’s preference for craft beer
due to past consumption experiences. The model allows us to disentangle the extent to which a
consumer’s craft purchase behavior is driven by persistently different preferences versus different
historic consumption experiences and availability.

We model each consumer’s choices between craft brands (CB) and national brands (NB). On a
given purchase occasion, a consumer derives the following difference in conditional indirect utility

from choosing CB versus NB:

AU =au (D, X, E)+(1—a)k—vV

where u (D, X, &) represents the consumer’s baseline utility, which depends on the observed avail-
ability of craft brands, D, on the consumer’s generation and SES, X, and on other unobserved
consumer-specific factors of that year, &. u(D,X,&) captures the treatment effect of the con-
temporaneous choice environment. The variable k € (0,1) denotes the consumer’s consumption

capital stock at the start of the year and o € (0, 1] determines the relative importance of accumu-

17



lated consumption capital on current choices. Finally, v ~ Uniform (0, 1) is an i.i.d. random utility
shock drawn at each purchase occasion.
If the consumer makes beer brand purchases to maximize her conditional indirect utility then

she chooses CB if AU > 0. The corresponding expected CB share of beer purchases is
y:a,u(D,X,é)—i—(l—a)k, (1)

which is the linear probability model of demand (e.g., Heckman and Snyder, 1997).
The consumer’s stock of consumption capital evolves as a discounted average of her past con-

sumption:

_ Yo 218 Y

A—1 SA—q
a=21 6

2)

where A > 22 is the consumer’s current age and y,, is the consumer’s CB purchase share at age a. To
initialize consumption capital, we assume kp; = W (D21,X,E>1). The degree of persistence in past
consumption on current beer choices is determined by the parameter § > 0. Therefore, evolution
in the availability of craft brands not only changes a consumer’s contemporaneous choices through
(1), it also influences her subsequent consumption capital accumulation through (2).

To see the connection between this model and the traditional human capital stock accumula-

tion models (e.g., Becker, 1967), we can re-write the consumption capital stock (2) recursively as

follows:
ka =ka—1 (1 —pa)+ya—1pa 3)
where
o)
PA= 7 T <> “4)
22:211 §4—a

See Appendix B.1 for the proof. Conceptually, the net contribution to consumption capital at
the end of each period, k4 — k41, depends on the gross investment, psy4—1, and depreciation,
pa €10,1]. Atage 22, py» = 1 and a consumer only responds to current availability and marketing,
i (D22, X, Ex). In contrast, as a consumer ages, her consumption capital becomes less sensitive
to recent choices and the recent choice environment. The persistence parameter, 6, governs the

relative role of current versus past experiences on consumption capital. Note that (%im pa =1,
—0

18



égn} pa = ﬁ, and 615130 pa = 0. Consequently, when 6 < 1, consumption capital is affected more
by consumers’ most recent experiences, and when 8 > 1, consumption capital is affected more
by their earliest experiences during adulthood than recent experiences. Unlike the literatures on
investment in education and health capital (e.g., Grossman, 2000), we assume consumers are my-
opic about their consumption capital (i.e., consumers do not plan ahead for future years’ craft beer
consumption and associated consumption capital accumulation).

To derive our empirical formulation, we can re-write expected demand at age A > 21 as a

weighted sum of the consumer’s experiences with past choice environment:

A
YA = Z WA a1 (DmXaéa) 5)
a=21

where

A
Z WA q = 1, WA g > O\V/A7a.
a=21

See Appendix C for the proof. Therefore, demand is a distributed lag over a consumer’s entire
history of access to craft beer brands during her adult life (i.e., since 21). At the heart of our
empirical test for whether differences in craft purchase propensities reflect intrinsic differences in
preferences versus differences in past brand experiences is the relative importance of differences
between consumer generations in i (Dy, X, &,) versus {Dy}4_,,.

For our empirical implementation of the consumption capital model above, we re-cast the
model in calendar time. We define the contemporaneous choice environment in year ¢ for a con-

sumer £ living in market m (h) as follows:

1 (Do Xn &) = ¢ (X A) LD, >0} (e + G (6)

where

() (Xh;A) = ﬁO + Z H{genh:g}ﬁégen + Z H{educh:e}ﬁeeduc +
{89 ecé

B"“Incomey, + B**HouseholdSize, + Y Ty, —myA™
meN

represents a consumer’s time-invariant taste for craft beer and A = (/,1') is the vector of intrinsic
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preference parameters, and Xj, contains a household’s generation and SES variables. ¢, & and .#
are the sets of observed generations, education levels, and Scantrack markets, and ]I{_}is the indi-
cator function. The interaction with the indicator I (D >0} ETISUIES that expected craft demand is
only positive when craft beer is available. &, is a mean-zero, unobserved (to the econometrician)
contemporaneous demand shock.

Using (5), we can therefore write consumer /’s craft beer share in year ¢ as a distributed lag

over her adult life experiences with craft beer:

Apr 5
Y =0 Xps A) @ (8,0)+ ) ©py,.r (8,0) (YD) ¢) + S (7N

T=1—Ap+21
where the weights @y, ¢ (8, a) depend on the consumer’s current age Ay, and the non-linear pa-
rameters (8,0 ), and @y, (6,a) = Z?ZI—A;,I-FZI 04, 7 (S’O‘)H{Dm@)po} is the sum of the weights
over those adult years during which craft beer was available. Thus, for a consumer that has al-
ways had craft beer available during her adult years (e.g., younger Millennials), @y, (6,a) = 1.
E = Z’:Z r— Ay 21 QT (8,a) &y is the composite error term, a weighted average of historic de-
mand shocks and therefore E (Em) =0 and var (5;1:) < oo since Z?Zt_ Ay +21 QT (6,a)=1and

Ap (> 21) is finite.

5.2 Structural Analysis of Demand
5.2.1 Endogeneity of Availability

There is good reason to expect craft beer availability to be exogenous to individual consumer de-
mand. As recently as 2009, Charlie Papazian, founder and president of the BA, explained: “I'd say
over 90 percent of small brewers I talk to today have roots in home brewing,”(Beato, 2009) such
that most craft brewers did not originate with the intention to generate profits per se. Neverthe-
less, we envision the two following potential sources of endogeneity bias. First, to the extent that
craft brewers endogenously time their entry into a market based, in part, on unobserved aspects
(to the researcher) of demand, Eht, this simultaneity could bias NLLS estimation of equation (7).
In addition, there is potential measurement error in our availability variable. Some of the mea-

surement error arises from households moving between markets. We correct for those moves that
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are observed during the sample period (3,521 out of 83,187 households). Although not reported
herein, we also experimented with the subset of HMS panelists who responded to Bronnenberg,
Dubé, and Gentzkow (2012)’s migration survey. Appendix Table 2 reports almost identical OLS
estimates of the current and lagged availability effects in reduced-form versions of (7) that correct
versus do not correct for moves prior to the sample period. However, measurement error could also
arise if our use of local brewers serves as an imperfect proxy for perceived availability. Since the
direction of the simultaneity bias from endogenous availability is difficult to determine withouth a
full-blown model of entry, it is difficult a priori to determine the net effect of measurement error
and simultaneity on a NLLS esitmator that treats availability as exogenous.

To instrument for availability, we turn to the industrial organization literature on entry and mar-
ket structure in the U.S. beer industry to determine the exogenous influences on the local entry of
craft brewers into a market. A full-fledged analysis of the industry dynamics of entry and exit in
the U.S. beer market is beyond the scope of this paper.'> However, the recent empirical literature
studying the endogenous formation of the industrial market structure has routinely found popu-
lation, a proxy for potential market size, to be a critical determinant of market structure (Sutton,
1991; Bresnahan and Reiss, 1991), including in the U.S. beer industry specifically where popula-
tion predicts the historic number of local competing brewers (Manuszak, 2002; Elzinga, Tremblay,
and Tremblay, 2015). We therefore use each Scantrack market’s annual population as our proxy
for market size. We also use the number of years elapsed since each U.S. state legalized commer-
cial brewpubs, allowing for differential timing of diffusion across states. Although not reported
herein, we also collected a detailed database tracking changes in state and federal craft brewing
laws related to permits and fees; but these instruments had no power in explaining availability
variation.

Figure 6 summarizes how the population instrument correlates with the differential rate of
diffusion in craft beer availability across geographic markets and time. Each panel represents a
year, t, and for each of our 53 Scantrack markets, we indicate a circle with diameter proportional to
that year’s availability, D,,;. We also use shading of each circle to represent that year’s population.

The map indicates a strong correlation between local population and local craft availability both

13 A related literature has also studied the role of recent large-scale mergers, acquisitions and joint ventures on the
industrial market structure of beer (e.g., Tremblay, Iwasaki, and Tremblay, 2005; Ashenfelter, Hosken, and Weinberg,
2015; Miller and Weinberg, 2017; Elzinga and McGlothlin, 2019).
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across markets and across time.
—— include Figure 6 here —

A linear version of an IV estimator that includes current availability along with generation,
SES and market-specific effects and clusters on Scantrack-year combinations generates a first-
stage incremental F-statistic for contemporaneous population of 468.83.14 Adding every 5th lag in
population as far back as 35 years prior to the current year generates a joint incremental F-statistic
(current and lagged population) of 110.14. Adding years since the state legalized brewpubs further
increases the power of the incremental F-statistic to 312.9. Persistent Scantrack differences explain
65% of the variation in availability, D,,;. Adding our excluded population instruments explains
80% of the variation in D, and adding years since the state legalization of brewpubs explains
89%. In all these specifications, the effect of both current population and years since the state
legalization of brewpubs are positive and statistically significant.

Formally, our key identifying assumption is that in any year s,

E(éthm(h,s)s) =0

where ¢,,(,5)s i €ither the population in year s and market m (h,s) where the household £ lived in
year s, or the the number of years since the state legalized brewpubs. While we cannot formally test
this assumption, we conduct two suggestive tests. First, we test whether markets and years where
contemporaneous local panelist SES variables predict high craft share also tend to have higher
populations. We predict household-year craft shares using market fixed effects and SES variables.
We use these estimates to predict the Scantrack-year level expected share. We find that population
and years since the state legalization of brewpubs are both negatively associated with this predicted
Scantrack-year share, so that if anything, population and the elapsed time since legalization both
tend to be smaller in markets with higher craft brand shares.

We also test whether markets and years where contemporaneous craft beer availability is high
also tend to have higher populations or tend to be markets that were earliest to legalize brewpubs.

In this case, we predict Scantrack-year availability using SES variables and Scantrack fixed-effects.

14If we instead pool all 1,908 unique Scantrack-years from 1979 (start of craft brewing) to 2018 and regress avail-
ability on contemporaneous population, we obtain an incremental F-statistic of 1799.11.
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Once again, we find negative associations between predicted availability and population and years

since state brewpub legalization, respectively.

5.2.2 A GMM Estimator

We now derive the GMM estimator of the structural demand equation (7). The reduced form of
the demand model (7) consists of a high-dimensional distributed lag over each annual level of
craft availability during a consumer’s entire adult life, with the weights on each lagged availability
dependent on the consumer’s current age. However, as shown in Appendix C, the structural form
of the model mechanically imposes restrictions over the weights on each lagged availability level,
reducing the estimation problem to three parameters (3, ¢, y) in addition to the linear parameters
on generation and SES, A. These restrictions reduce the number of necessary identifying moments
required for identification.

We construct a set of moment conditions based on the econometric errors, fh,, to estimate our

key model parameters:
E (&uGnni—s1-s) =0, s € {0,...,35)

®)
E (Eh,B> —0, Vh
where A
~ ht
Ene =i — O (8,0) (B +Auiy) — Y, ©a,.0(8,0) (YD) 1)
T=t—Ap+21

B is a matrix of household characteristics, including generation and SES, and lm(h) is the Scantrack-
market fixed effect. The excluded instruments, q,,;—s, consist of contemporaneous and lagged
values of population in the corresponding market m in year ¢ —s. Recall that the reduced-form
of demand (7) has age-specific coefficients on each of the lagged values of historic availability.
We therefore also use interactions between historic population and a consumer’s current age as
instruments in q. Since we only observe population data as far back 1969, we cannot include lags
beyond 35 years prior to the sample period. Finally, we also include the number of years since the

state for market m legalized brewpubs.
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We can define our GMM estimator as follows

(8, 0,7, )M =argming (8, o, 7,A)' @g(8, 01,7, A) ©)

(8,0.,7,A)
where @ is a weight matrix and g (9, o, y,A) is the vector of mean sample moments (8) with K
element g, (8,0, v,A) =Y, Y, 8 = Y0 s ght‘]m(h)kr Appendix D provides technical details on
the implementation of the GMM estimator. In particular, we exploit the linearity of the model in

¢ (X,; A) to derive analytic expressions for AGMM

, allowing us to reduce the numerical optimiza-
tion of (9) to a nonlinear search over the three parameters (9, , 7).

The identification of the structural parameters (8, a,y,A) is straightforward. The linear pa-
rameters, A, are identified off the persistent differences in shares across panelists. The nonlinear
parameters, (0, ,7), are identified off the variation in current and historic values of the pop-
ulation instruments, . The reduced-form of demand (7) has age-specific coefficients on each
of the lagged values of historic availability. We therefore also use interactions between historic
population and a consumer’s current age as instruments. The separate identification of the multi-

plicative effects of o and y comes from the fact that the weights in the distributed lag sum to one:

YA, 044(8,0) =1, VA.

5.2.3 Reduced-Form Estimates

We begin the empirical analysis with descriptive evidence that the supply-side variable availability,
current and historicD,,;, have a material impact on demand. As explained above, even the reduced-
form of our demand model is a high-dimensional distributed lag with interactions between age
and lagged availability. To make the evidence more transparent, we estimate a quasi-reduced-form
that includes only current availability and historic availability during the Scantrack-year when the
primary shopper turned 21 to assess the role of historic experiences. In Table 2, we report the re-
sults of six specifications. All standard errors are clustered at the Scantrack-year level. In the first
specification, we include only our intrinsic preferences: ¢ (X;;A). This specification corresponds
to the structural model with the restrictions & = 1 and y = 0. In the third specification, we add the
effect of current availability, instrumented using current population. This specification corresponds

to the structural model with the restrictions @ = 1 and § = 0; although technically 6 could take
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on any value since it no longer affects choices in this specification. In the fourth specification, we
also add availability at age 21, instrumented using the population in the corresponding Scantrack-
year, as a proxy for consumption capital stock. The second specification reports the OLS analog
of specification four, treating both current and lagged availability as exogenous. Finally, specifi-
cations five and six assess the robustness of our IV estimates in specifications three and four to
an alternative instrument: “years since state legalization of brewpubs.”!> Our estimates are almost
identical with the two sets of instruments, an important robustness check since the timing of state

brewpub legalization could plausibly reflect evolving demand for craft beer.
—— include Table 2 here —

When we ignore the role of availability, we find a large generational share gap of 17 percentage
points between Millennials and the Greatest Generation (our base generation), and 15 percentage
points between Millennials and Baby Boomers. However, controlling for availability reduces the
generational gap between Millennials and Baby Boomers to 11 percentage points. If we control for
both current availability and availability at age 21, the gap between Millennials and Baby Boomers
falls to 6 percentage points. Interestingly, our other SES variables appear to be robust to the inclu-
sion of controls for availability. We also find that IV generates a larger effect of current availability
on demand and a slightly smaller gap between Millennial and Baby Boomers. As explained in
section 5.2.1, the smaller OLS estimate of the availability effect most likely reflects attenuation
bias from measurement error in our availability measure, which overwhelms any simultaneity bias
from endogenous craft brewer entry. That said, to determine the direction of bias on the OLS co-
efficients for availability, we would need to determine the equilibrium relationship between craft
brewer entry and unobserved demand shocks, requiring an entry model that is beyond the scope
of this paper. Using column 6 of Table 2, we fail to reject that the Millennial craft beer share
based purely on intrinsic preferences would be as high as 6.7% at the 5% significance level. In
2018, Millennials accounted for 11% of our households and craft volume accounted for 12% of

beer sold. Therefore, Millennials’ intrinsic preferences account for at most 0.7% of the 2018 craft

15 A5 established in section 5.2.1, the instruments are not under-powered. The incremental F-statistics for the ex-
cluded “population” instruments in the first-stage regressions are 491.88 and 373.69 for availability and availability
at age 21, respectively (i.e., specification four). The incremental F-statistics for the excluded “years since brewpub
legalization” instruments in the first-stage regressions are 965.78 and 1995.79 for availability and availabilityat age
21, respectively (i.e., specification six).
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share. Even if every household had Millennials’ intrinsic preferences, we would still only account
for 56% of the craft beer share in 2018. In Table 1 of Appendix F, we show that our reduced-form
results are robust to the inclusion of annual fixed-effects for each of our sample years.

In sum, the reduced-form analysis demonstrates that controlling for historic availability of craft
beer leads to a lower generational share gap, suggestive of our brand capital theory. In the next
section, we use our consumption capital model to account for a household’s entire adult history of
experiences and to quantify the role of consumption capital as a driver of the generational share

gap and of the growth in craft beer.

5.2.4 Structural Estimates

Turning to our structural analysis, Table 3 summarizes the results from several specifications that
compare the GMM results to a standard NLLS estimator, and which also assess robustness to the
inclusion of SES variables.!® Each GMM specification uses every 5th lag of availability to con-
struct the moments E (Eh,qm(m_s)?,_s). In Table 3 of Appendix F, we show that our results are
robust to the inclusion of more lags in the instrument matrix. Columns 5 and 6 of Table 3 also
include “years since state legalization of craft breweries” as an instrument. All standard errors are
clustered at the Scantrack-year level, which corresponds to the frequency of our availability vari-
ables. Interestingly, most of our GMM and NLLS estimates are qualitatively similar, especially
two of our three key structural parameters: 0 and o. However, our GMM point estimate of v is
larger than our NLLS estimate, a difference that is statistically significant. Once again, the differ-
ences in magnitude between GMM and NLLS likely reflect bias in the latter due to measurement
error in availability. In a series of Monte Carlo simulations (available upon request) we indeed
find that measurement error in the historic availability variables would attenuate 7y, with only small
effects on 6 and . Although, as discussed above, the direction of bias also requires determining
the equilibrium relationship between craft brewer entry and unobserved demand shocks, which is

beyond the scope of this paper.

—— include Table 3 here —

16GMM and NLLS were both implemented in Matlab using IPOPT with analytic gradients. For each specification,
the optimization was conducted with 100 independently and randomly generated starting values for (8, a,7). The
global optimization was assessed by selecting the run with the minimum criterion value across those runs that generated
an exit flag indicating a local optimum.
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For the remainder of our analysis, we focus on our main GMM specification in column 4 of
Table 3, which controls for market fixed effects and SES variables but does not include “years
since state legalization of brewpubs” as an instrument. Our results are very similar regardless of
whether we use column 4 or column 6 as our preferred specification; but we view the orthogonality
of demand shocks and the state law instrument as less defensible than population, for instance if
the timing of legislative change was influenced by a consumer lobby. In the model, ¢ ultimately
determines the relative importance of consumption capital stock versus preferences in driving craft
share. § determines the relative importance of recent versus historic brand experiences and ¥ de-
termines the relative importance of availability versus SES in the determination of preferences. As
anticipated, local craft beer availability contributes to the relative preferences consumers exhibit
for craft brands versus national brands: y > 0. The relatively high value of d implies a high degree
of persistence in the impact of historic availability (i.e., past experiences) in the determination of
the consumption capital stock. Our point estimates of § are slightly higher than those in (Bronnen-
berg, Dubé, and Gentzkow, 2012), allowing for the possibility that the earliest beer experiences in
an adult’s life weigh more heavily than more recent experiences, a finding that potentially reflects
the habit-forming nature of alcoholic beverages. The high value of § also suggests that differences
in past experiences across generations lead to differing amounts of consumption capital, espe-
cially when we consider the large fraction of adult years with no craft beer for Baby Boomers or
Silent Generation consumers. Finally, the estimate of & close to 0.5 indicates that consumers’ craft
purchase propensities are almost equally driven by consumption capital and current point-of-sale
factors.

To quantify the degree of persistence in consumption capital, Figure 7 reports the depreciation
rate of consumption capital, p4 as in equation (4), for each age between 20 and 100. As expected,
the depreciation rate drops as a consumer ages, so that consumption capital decays more slowly
later in life. If we use the age profile of each of the generations in 2018, we can see that Greatest
Generation, Silent Generation and Baby Boomer consumers have all reached nearly zero decay by
2018. However, we see a lot of heterogeneity amongst Millennials, with even the older Millennials
exhibiting annual decay rates between 0.5 and 0.1. In sum, Millennials ultimately exhibit relatively
malleable beer preferences even as late as 2018. In contrast, older generations’ preferences exhibit

persistent, established brand capital, formed during years with limited or no craft availability.
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—— include Figure 7 here —

Turning to the role of intrinsic preferences, we already saw in the reduced-form analysis that
controlling for SES and availability (current and historic) decreases the differences between gener-
ations by more than 50%. Using the structural model to control for a consumer’s entire availability
history nearly eliminates all the generational differences in intrinsic preferences. We fail to reject
any difference between Millennials and Baby Boomers. At most, we fail to reject differences as
large as 5.8 percentage points which is only 34% of the magnitude of the generational share gap
when we restrict @ = 1 and y = 0 (no availability effects) and only 55% of the magnitude when
we restrict &« = 1 and 6 = 0 (only current availability effects).

Even though the generational differences shrink, we nevertheless detect several empirical reg-
ularities in the role of household SES variables on craft beer demand that have been echoed in the
surveys and trade press surveyed earlier. Education is an important determinant of craft beer share:
a college-educated primary shopper buying 10.8 percentage points more craft beer than primary
shoppers that failed to complete high school; although we cannot rule out the difference is as low
as 9.4 percentage points at the 5% significance level. Given the artisanal nature of craft beer, the
education effect potentially captures the role of knowledge about quality and the health benefits of
locally-produced, small-scale production goods (e.g., Bronnenberg, Dubé, Gentzkow, and Shapiro,
2015).

We also observe a strong income effect, with each $100,000 of annual household income con-
tributing 7.7 additional percentage points of craft beer share; although we cannot rule increments
as low as 6.8 percentage points at the 5% significance level. This finding follows logically from
the price premium typically charged for craft beer.

We now quantify the relative importance of the various factors contributing to the intrinsic taste
component of craft demand, ¢ (X,;A). We define the total range of possible intrinsic preferences
as: ¢8e = max (¢ (Xp;sA)) — m}}n (¢ (Xp;A)) . To determine a given household trait’s importance
to intrinsic preferences, we look at the fraction of this range it represents. We compute the follow-
ing importance weights for each of generation, education of household head, household income,

household size and market:
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Each importance weight indicates the fraction of the heterogeneity in intrinsic preferences ac-
counted for by the corresponding underlying factors (i.e., generation, SES and market). Table
4 lists the parametric bootstrap estimates of the mean and standard errors for each importance
weight. The importance of generation is 0.053, or merely 5% of the heterogeneity in intrinsic
preferences. In contrast, the importance of education and market fixed effects are much higher at
0.271 and 0.453, respectively. Finally, the importance of income and family size are 0.142 and
0.145, respectively. The large relative importance of education relative to income is suggestive
that knowledge-related factors might be more important than income in determining who buys
craft beer. In sum, we find evidence of important differences between households’ intrinsic pref-
erences due to SES variables. However, contrary to the established wisdom amongst marketing
practitioners and the trade press (e.g., Daneshkhu, 2018; Howe, 2018; Yue, 2019), we fail to de-
tect large generational differences in intrinsic preferences for craft beer. It follows then that the

generational share gap must arise from consumption capital, which we explore in the next section.

—— include Table 4 here —

5.3 Availability and the Generational Share Gap

We now use our structural estimates to assess our key research objective: the relative magnitude of
preferences versus past experiences in driving the generational share gap in craft beer purchases.
We conduct two counterfactuals. First, we predict each Millennial’s purchase share when their
birth year is counterfactually set to 1946, the first year of the Baby Boomer generation. Second,
we predict each Millennial’s purchase share when we additionally set their persistent generational

preferences to those of Baby Boomers. For each scenario, we conduct a parametric bootstrap from
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the asymptotic distribution of our GMM estimates and report the corresponding mean and standard
eITors.
More formally, we begin by predicting the factual expected craft share for each generation

geY:

t

E (Y| Xn Doy A = A ) = 0 Xnt) O+ Y, ©Oaz (YDmn)c) » Vhsuch that I, o = 1
T=t—A+21

(11
where Ay, is the current age of the primary shopper for household % in year z. The first column
of Table 5 reports the fitted values for each generation in year + = 2018. As expected, we see
large differences in the shares between each generation. In particular, the generational share gap
between Millennials and Baby Boomers is 12.6 percentage points; although we cannot rule out a
gap as small as 11.6 percentage points or as large as 13.6 percentage points at the 5% significance

level.
—— include Table 5 here —

To measure the generational share gap, we conduct a counterfactual prediction of the shares
when we change each household’s birth year to 1946 and their generation assignment to Baby

Boomer, holding the SES variables at their true values:
E (yhl|X}IzgtB7Dm(h)t7A = AlgtB) (12)

where ABB sets the consumer’s age to that of someone born in 1946 and X2? sets the element
Iten,—Bpy = 1. Note that changing the age effectively changes the weights assigned to historic
availability levels in past years 7 to 488 - Column two of Table 5 reports these counter-factual
shares. By comparing columns one and two, we avoid the confounding effect of SES differences.

For Millennials in particular, the craft beer share of their Baby Boomer analogs is 21%. We can

then measure the generational share gap of interest as follows:

AyBB =K (yhl|Xht7Dm(h)t7A :Aht) —E (yhl‘XlgB’Dm(h)taA :Agfg) , Vhs.t. ]I{genh:Millenial} =1
(13)
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We obtain a generational share gap for Millennials of Ay?5 = 12.4 percentage points; although we
fail to reject values as low as 11.4 percentage points and as high as 13.5 percentage points at the
5% significance level.

To isolate the effect of past experience, we run a second counterfactual that maintains each
household’s SES values and generation assignment, but only changes their birth year to AgtB . Col-
umn three of Table 5 reports these counterfactual shares, E (ya|Xae, Dypn),A = AjP). We can then

measure the partial generational share gap due to past experience:

AFP = (yie | X Dyn(yes A = Ape) = E (Y| X, Doy A = Ay ), Vi such that L g, “agisgeniary = 1.

(14)
We obtain a partial generational share gap due to experience for Millennials of AF*2 = 10.6 per-
centage points; although we fail to reject values as low as 6.9 percentage points and as high as 13.9
percentage points at the 5% significance level.

We now turn to the main objective of the study, the measurement of the experience share:

s _ AV (15)
AyBB

which measures the fraction of the generational share gap due to past experiences. We find a
Millennial experience share of I'2 = (.853; although we fail to reject experience shares as low as
0.562 and as high as 1.072 at the 5% significance level. The upper bound above 1 reflects the fact
that our estimates cannot reject the possibility that that Millennials have a lower intrinsic taste for
craft beer than Baby Boomers at the 5% significance level.

In sum, contrary to the widespread view in the trade press, the role of Millennials in driving
craft beer growth is not due to a fundamentally different preference from older generations. We
find that most of the generational share gap arises from differences in consumption experiences,
especially when consumers reach the legal age to buy alcohol and start forming a strong brand
preference. Only the youngest Generation X consumers and Millennials had access to a wide vari-
ety of craft beers from an early part of their adult lives. We find that this difference in availability is
a major determinant of the relatively high craft beer share amongst Millennial consumers. Namely,

established brands were afforded the early-mover advantage that helped them defend their shares
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amongst older generations; but not amongst younger generations. These findings are consistent
with the view that the lower barriers to entry into the beer category due to low online market-
ing costs and the organizational benefits of the Brewers Association will likely help craft brands

continue to erode the shares of established brands.

5.4 The Impact of Craft Beer on the Long-Term Market Structure

We now investigate the longer-term implications of craft beer for the U.S. beer market structure.
As more Millennials and the earliest Generation Z consumers reach adulthood and start forming
their brand preferences, we expect continued fragmentation of the beer market as the craft market
share grows.

We use our demand estimates to conduct a simulation of the evolution of the craft beer market
share relative to national macro brewers during the 12-year period immediately after our sample,
2019-2030. Our simulation predicts the expected household-level craft volume share, as opposed
to the national craft beer share of volume sold that was reported in Figure 3. We use the 2018
sample of households, thinning the older-generation panelists subject to the mortality rates from
the U.S. Census. We also use the Census data to adjust the sample for the emerging Generation
Z population reaching 21 years old. Each new Generation Z adult consumer is assigned to a
Scantrack in proportion to the population size of these Scantracks and endowed with the SES
variables of a randomly chosen 2018 Millennial from that same Scantrack. See Appendix E for
details.

We also investigate the role of the evolution of craft beer availability in our simulation. In our
base simulation, we use the observed availability for the year up until 2018, holding availability
fixed thereafter: Dy, = Dy, 2018, V¢ € [2019,2030]. In a second simulation, we allow availability
to evolve after 2018 using a forecast based on the observed availability index between 1978 and
2018. Again, see Appendix E for details.

Figure 8 summarizes the cross-household mean, annual volume share between 2004 and 2030.
The solid line corresponds to the actual availability levels from 2004-2018, holding availability
fixed at the 2018 levels from 2019-2030. The hatched line shows how the forecasted shares be-

tween 2019 and 2030 change when we allow availability to continue evolving. To assess the pre-
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dictive fit of our forecasts, we also use the solid triangles to report the observed cross-household
mean volume share, ]% Zﬁlvle vy Where yy,; is the observed craft share for household /4 in year ¢. The

share predictions fit well in-sample, i.e., between 2004 and 2018.
—— include Figure 8 here —

Turning to our market structure prediction, the predicted shares increase from 22.6%, in 2018,
to 27.1%, in 2030, under the assumption of constant availability. Under constant availability, we
therefore predict an additional 19.9% growth in the craft share relative to 2018, driven primarily by
the changing composition of generations. See Appendix E for details. The increase in craft share
is only in small part (9%) due to existing beer drinkers still changing their purchases in response
to the 2018 levels of availability. In contrast, most of the increase (91%) stems from low-share
Silent Generation consumers gradually being replaced by new Generation Z consumers who, like
Millennials, are exposed to a large assortment of craft beer as soon as they reach 21 and start
purchasing craft beer. When we allow availability to continue to evolve after 2018, we see slightly
stronger growth with the craft share reaching 28.0% of the volume by 2030, a growth rate of 23.8%
relative to 2018.

In summary, we predict a continued growth in the craft beer share over the next decade, fueled
primarily by the emergence of new consumers with no prior history during the era of the macro-
brewed-lager oligopoly. Even with no future growth in availability, we still anticipate craft beer

reaching more than 27% of the market share.

6 Conclusions

Contrary to established wisdom in the trade press, we do not find that Millennial consumers have
intrinsically different preferences for craft brands than older generations, at least for our case study
of craft beer. Rather, we attribute most of the generational share gap to differences in historic
experiences with craft beer availability. Older generations of consumers formed their preferences
during a period when craft beers were not available. This consumption capital stock matches
with other research showing how consumers form brand preferences over time (e.g., Bronnenberg,

Dubé, and Gentzkow, 2012; Sudhir and Tewari, 2015). With craft and artisanal brands emerging
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in other consumer goods categories, it will be interesting to test whether a similar consumption
capital theory explains strong Millennial preferences more generally.

Our findings also suggest that as craft brands continue to build awareness and distribution
through the internet and other non-traditional channels, the entry barriers afforded to established
brands through intensive television advertising will likely continue to erode over the next decades.
Accordingly, we expect to see a decline in the persistence of dominance of the twentieth century’s
large CPG brands.

An interesting direction for future research consists of studying the role of mergers and acqui-
sitions in the persistence of dominance of established, incumbent CPG manufacturers. In the beer
industry, large macro brewers are increasingly seeing their revenues fragment as they acquire craft
brewers, as opposed to launching successful new products. Macro brewer revenues and overall

market shares would be substantially lower but-for these recent craft brewer acquisitions.
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Tables

Table 1: Household demographics of beer purchasers.

Variable Mean  Std.dev Percentile N
Sth 95th

Number of years in panel 3.975 3.892 1.000  13.000 83187

Number of purchases 31.188 101.611 1.000 134.000 83187

Number of purchases per year  6.847 15.755 0.667  29.000 83187
Volume purchased per year 166.941 256.285 49.778 360.000 83187
Dollars per year 11942  9.748  4.280 22.380 83187

Age (years) 53910 13.774 32.000 77.500 83187
Number of years education 15.102 1.976  12.000 18.000 83187
Household income ($1,000) 65.307  33.105 17.500 120.000 83187
Household size (#) 2.610 1.287  1.000  5.000 83187

Note: Age corresponds to the oldest household head. Number of years education corresponds to
maximum number of years of education across household heads.
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Table 4: Relative importance of generation, socio-economic status and market

importance standard

weight error
Generation 0.053 (0.024)
Education 0.271 (0.013)
Income 0.142 (0.006)
Family size 0.145 (0.007)

Market effects 0.453 (0.025)

Note: This table reports the estimated importance weights,
10, for each of the factors driving intrinsic tastes. The re-
ported point estimates and standard errors are based on 500
IID draws from the asymptotic distribution of our GMM
estimates (column 4 of Table 3).

Table 5: Decomposing the generational share gap

E (Ya 1 X, Doy Ane) B (0ne XB2 Doy ARE) B (9he [ X, Doy, ALY

Greatest Generation 0.178 0.185 0.185
(0.005) (0.005) (0.005)
Silent Generation 0.185 0.191 0.188
(0.004) (0.004) (0.004)
Baby Boomers 0.205 0.199 0.199
(0.003) (0.004) (0.004)
Generation X 0.249 0.202 0.197
(0.004) (0.004) (0.006)
Millennials 0.331 0.207 0.225
(0.006) (0.004) (0.015)

Note: This table reports the counterfactual predicted share levels of each generation as we eliminate heterogeneity in
past experiences and intrinsic preferences. Standard errors in parentheses. The reported point estimates and standard
errors are based on 500 IID draws from the asymptotic distribution of our GMM estimates (column 4 of Table 3).
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Figures

Figure 1: Craft beer availability across markets and years
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Note: This figure presents the annual, cross-market distribution of our availability measure, D,,;.
The bars represent the inter-quartile range (IQR) across markets each year. The whiskers represent
the interval between the upper and lower 5 percentiles across markets each year and the center
lines represent each year’s median availability across markets.
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Figure 2: Local craft beer availability when consumers turned 21
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Note: This figure presents each generation’s cross-household distribution of availability when a
household’s oldest shopper turned 21, D, ;)r,, - The bars represent the inter-quartile range (IQR)
across households. The whiskers represent the interval between the upper and lower 5" percentiles

across households and the center lines represent each generation’s median availability at 21 across
households.
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Figure 3: Craft beer share and its decomposition by generation
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Note: This figure presents the HMS beer purchase sample between 2004 and 2018.Panel (a) plots the national
craft beer share (by ounces and dollars) in the take-home market each year. Panel (b) decomposes the national
annual craft sales in ounces across consumer generations. All observations are weighted using HMS’s projection
factors for national representativeness.

Figure 4: Concentration of Anheuser-Busch InBev sales across its owned breweries
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Note: This figure presents the annual U.S. HHI for sales revenues across Anheuser-Busch InBev.’s
owned breweries.
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Figure 5: Craft beer purchase shares and the generation gap
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Note: This figure presents the HMS beer purchase sample between 2004 and 2018. The bars
represent each generation’s mean annual craft beer purchase share across households and years.
The diamonds represent each generation’s mean annual craft beer purchase share across
households and years, residualized on SES (annual income, years of education, household size).
The line segments represent the corresponding confidence intervals (clustered on Scantrack and
calendar year). All observations are weighted using HMS’s projection factors for national
representativeness.
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Figure 7: Depreciation of consumption capital, p4, by age and generation
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Note: This figure presents the depreciation rate of consumption capital for each
age between 20 and 100. We use a parametric bootstrap from the asymptotic
distribution of our GMM estimates and plot the mean (black line) and 95%
confidence region (shaded region) at each age. The generations correspond to the
ages in 2018.
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Figure 8: Craft volume share forecast 2019-2030
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Note: This figure reports forecasts of the average household volume share of
craft beer. It also reports 95% confidence intervals computed over 500 draws of
the distribution of the parameter estimates. Forecast (A) holds availability fixed
at the observed 2018 level. Forecast (B) uses predictions of availability levels
during the 2019-2030 period.
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A The Brewer Database

We use STATA’s fuzzy matching algorithm, matchit, to merge the ABA’s census of brewers with
the brewer attributes contained in our ratebeer.com and BA databases. In each database, we first
purged stop words from the brewer names, such as “Brewery”, “Brewing”, “Pub”, and “The”. We
then created a brewer identifier from the first 5 characters of the cleaned brewer name and the first
5 characters of the city of operation. We conducted the fuzzy match using these identifiers.

B Recursive Formulation of Consumption Capital Stock

We first derive the recursive formulation of consumption capital stock as in equation (3).

Proposition B.1. For a consumer at age A, consumption capital evolves recursively as follows:
ka = (1—=pa)ka—1+paya—
with
1-96
I T

Proof: From equation (2) it follows that consumption capital can be expanded as follows:

ky = 2;221 5A7a)’a + 5}’A71 22;221 §4-a .
Yo 5, 8474 YA 6445
Sya_ 1 yA—2 §A-a
ka= ka1 + x =21 : (16)
( DI TRJl D W TR T
, I 5 1-6 Yo 504 15422
Using standard results on geometric series, T2 =3 = and TR =6 AT
we can re-write equation (16) as follows:
§— 64721 1-6

ka =ka—1 X m-f—)’/pl X 1_ A2l
which can be written more compactly as:
ka = (1 —pa)ka—1-+paya-1.

O

C Derivation of Demand

We now derive the formulation of demand as a distributed lag in historic availability.

Proposition C.1. From (3), a consumer’s consumption capital at age A is a distributed lag of the
treatment effects of the choice environments she experienced for each age a, U, since turning 21
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years old:

A—1
kg = Z WA ala
a=21
where
A—1
Y @p.=1
a=21

Proof: By induction.

1 —pas1)ka+patiya
1 —pay1)ka+parr(aus+(1—o)ky)

ka1 = E
E(l —par1) + (1 — &) par1)ka+par10ua
(

1 —opat1)ka+ 0tPpa+1pa
1= apas1) X5, @palla + CPA+1 A

@A—l,a<1_apA)7 a<A-1
apy, a=A—-1

YA S @aa=0pa+(1—apa) Yo @a1,=10

Accordingly, @4 , = { . So, if 22;!1 Wp—1,4 = 1,then
Using Proposition C.1, we can write demand as follows

YA = OUus—+ (1 — (X)kA
22:21 WA q 1A

o a=A

’ and ¥4 . w4, = 1.
(1—0)wpg, a<A La-21 Pha

where wy , = {

D GMM Estimator

We can define our GMM estimator as follows

(8,0, 7,A) M = argmin {g(8,,7,A) ®g(5,,7,A)} (17)
(0.5.7.A)

where ® is a weight matrix and g (8, o, ¥, A) is the vector of sample moments (8).

We can simplify the GMM estimation problem by concentrating out the linear parameters on
the household SES variables and market fixed effects. Let the matrix B contain the SES, Xj,,
and market dummies, (Ijy,...,15), weighted by @ (8, a,y) ,where the weights depend only on
the nonlinear parameters: B, = @, (6, @, 7) (X;lt, I, ...,HhM). Define the projection matrix Prg =

(B'QQ’ B)_l B'QQ’. We can compute the linear coefficients, A, analytically as follows:
t

m(5,0,7)=Prp (ym - Y wAh,,rt+Ah,}’Dh> : (18)

T=t—Ap+21
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Substituting (18) back into (17), we can re-define the GMM estimator over the remaining parame-
ters as follows:

(8,a,7)%"M =aégmi;1{g(3,a,7)<1>g(5,a,7)}- (19)
oLy

E Market Structure Simulation

Households To forecast future demand, we simulate Nielsen panel membership as follows. We
start with the 2018 panelists. Each year thereafter, we adjust the cross-section with a mortality
rate, causing attrition of incumbent households, and with a birth rate, causing the introduction of
new, 21-year-old Generation Z households. We obtain the mortality and birth rates from the census
population projections. The mortality rates increase from 0.00% for 21-year-olds to 0.78% for 65-
year-olds and 6.50% for 85-year-olds (i.e., about 1 in 13 surviving 85-year-olds in a given year die
during the next year). For each year between 2019 and 2030, we apply these mortality rates to a
household based on the primary shopper’s current age. Surviving panelists are assumed to retain
their Scantrack of residence and SES.

According to the census, 21-year-old adults represent 1.6% of the U.S. adult population. Each
year from 2019 to 2030, we introduce new 21-year-olds to maintain this 1.6% composition rate,
after adjusting incumbent households for mortality. To simulate a new Generation Z consumer, we
randomly draw one of our 2018 Millennials and assign the simulated consumer the same SES and
Scantrack.

Evolving Availability To allow availability to evolve between 2019 and 2030, we assume that
the number of local craft brewers in year ¢ and market m, NS, , follows a simple Scantrack-specific
ARMA(ry,,5,) model with a linear time trend that we estimate separately across each of our 53
Scantracks. Recall that for each Scantrack, we observe the complete history of availability from
1979 (the year of deregulation of home brewing) to 2018. We can therefore select the number of
lags, r;;, and s,,, for each market using the BIC criterion.!” Across the 53 Scantracks, a pure AR(1)
(i.e., ARMA(1,0)) produces the highest BIC, on average, and is the best-fitting specification for
36 of the 53 markets. On average, the incremental improvement to BIC from one additional lag to
either the AR or MA is between 3.5 and 9.3 (log-likelihood) points. The simpler AR(1) also fits
the sample data well with market-specific OLS regressions (assuming serially-independent errors)
with a single lag in N¢, producing R? values ranging from 0.91 to 0.98.

For the simulation, we treat the AR(1) as deterministically known, ignoring parameter un-
certainty and the random component of the model. We then use the estimated AR(1) model to
forecast availability dynamically, initializing the process using 2018 as date 0: N, T =1,...,12
where Nncl0 = N,no13.'® We assume that the number of macrobreweries remains fixed throughout
this period at the 2018 level: N,IEV B _ N%lfg,f =1,...,12. This assumption is consistent with the sta-
bility in NVB throughout the latter years in our sample period. We then re-compute each simulated

NC

year’s availability as follows: Dy,; = NC J’:]TVNB , T =1,...,12 corresponding to our forecast horizon
mt T

7"We use STATA’s arima function to estimate the model. We use the esttab ic command to produce the post-
estimation model fit statistic.
18We use the STATA function predict.
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between 2019 and 2030.

Decomposition of the share increase 'We decompose the difference in average shares, 1% Zﬁlv’:l Vht»
between 2018 and 2030 as follows:

Nyozo0 Nyo1s

Nzo Z Y2030 — 75— Z Yh2018-

We then classify panelists, &, into 3 groups: (1) new Generation Z households, (2) aging house-

holds, (3) expired households. We compute the total within-group shares, y,, = ]%Zggg Vhts & =
1,..3. The corresponding group-specific share differences are:

1 1
Ay, = —— - =1,..,3
Vg N203Oyg,2030 N2018)’g,2018ag 5oy

so that we can compute the decomposition of interest as follows: Ay = 22:1 Ay,.

F Additional Tables

Appendix Table 1: Reduced-form analysis of craft beer demand with additional year fixed effects

OLS v
Variable B (se) B (se) B (se) B (se)
Greatest Generation 0.000 0.000 0.000 0.000
Silent Generation -0.009  (0.003) -0.009  (0.003) -0.010  (0.003) -0.010  (0.003)
Baby Boomers -0.003  (0.003) -0.004  (0.003) -0.003  (0.003) -0.005 (0.003)
Generation X 0.031  (0.003) 0.015  (0.004) 0.030  (0.003) 0.008  (0.007)
Millennials 0.106  (0.005) 0.068  (0.006) 0.106  (0.005) 0.052 (0.016)
Availability share 0.043  (0.014) 0.308 (0.146) 0.337 (0.151)
Availability share at 21 0.090 (0.010) 0.128  (0.035)
Scantrack fixed effects vV vV N N
Year fixed effects Vv Vv Vv v
R? 0.094 0.095 0.036 0.036
N 270347 270347 270347 270347

Note: This table uses the 2004-2018 HMS beer sample at the household-year level. The depen-
dent variable in each specification is the household’s annual craft share of beer volume purchased.
Availability measures the craft share of brewers using D,,; as in subsection 3.3. We use the Great-
est Generation (the oldest in our sample) as our base generation cell. All regressions control for
household SES (education years, annual income, and household size). Standard errors are clus-
tered at the market-year level. The IV estimates use annual scantrack population and population
at 21 as instruments for availability and availability at 21. It is not possible to use years since
state legalization of brewpubs as an instrument in the presence of year fixed effects since they are
confounded.
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Appendix Table 2: Robustness using 2008 Panelviews sample

All moving Moving
information post 2004
Variable 3 (se) ﬁ (se)
Greatest Generation 0.000 0.000
Silent Generation 0.003  (0.006) 0.003 (0.006)
Baby Boomers 0.011 (0.006) 0.011 (0.006)
Generation X 0.026 (0.007) 0.026 (0.007)
Millennials 0.081 (0.020) 0.076  (0.020)
Availability share 0.301 (0.012) 0.301 (0.012)
Availability share at 21  0.071  (0.020) 0.083 (0.020)
Scantrack fixed effects V V
R? 0.082 0.082
N 74191 74191

Note: This table uses the subset of the 2004-2018 annual HMS beer sample for those panelists
who completed the migration survey in Bronnenberg et al. (2012). The dependent variable in
each specification is the household’s annual craft share of beer volume purchased. Availability
measures the craft share of brewers using D,,; as in subsection 3.3. We use the Greatest Generation
(the oldest in our sample) as our base generation cell. All regressions control for household SES
(education years, annual income, and household size). Standard errors are clustered at the market-
year level. The first column reports OLS estimates when each household’s complete migration
history is used to determine historical availability at 21. The second column reports OLS estimates
when only the observed migration information during the sample period is used, as in the main

analysis in the paper.

52



‘Aleanoadsar ‘¢ oqe], ur peyrodal suwinod ZINJND PUe TININD PIM A[JOBX SpIourod
.deg 1£g,, pareqe[ suwnjos ay) ur pajrodar sejeWInISE "SIUSWINISUT JO UOTIONISUOD 9y} 10§ 1daoxe ¢ 9[qe], ur pajrodar suwnjod ZINTAD pPue [NIND 0} [eO1Uapr aIe
suoneoyroads oy [y “siuswnsul 9y ut papnpout s3ef uonendod JUSISJIP YIIM [9AS] TBA-poyasnoy oy je apdwres 109q SINH 8T10Z-+007 Y Sosn [qel SIY], :9I0N

L9 L9 L9 L9 L9 L9 L9 L9 SlIojourered

LY€0LT LY€0LT LY€0LT LY€0LT LY€0LT LY€0LT LY€0LT LY€0LT suoneAIasqQ

N N N N uonezie3a qndmarg

(10000 1100-  (100°0) 110°0- (100°0) 110°0- (100°0) 110°0- (100°0) 110°0- (100°0) <T10°0- (100°0) 110°0- (100°0) <T10°0- azIg Arure
(S00'0) ¥L00  (¥O0'0) 9L00  (¥O0'0) SLOO  (YOO'0) LLOO  (SO0'0) +¥LOO  (YOO'0) LLOO  (¥OO'0) 9L0O  (YOO'0) LLOO (31001$) Swoouf
810000 s¥1'o (8100 ISI'0 (8100 6¥1'0  (LIOO) c¢SI'0  (810°0) S¥I'0  (810°0) 1SI'0  (810°0) 610  (L1I0O) TSIO 93910 150d
L1oo €800  LIoo L8000  (LI0O) 9800  (L1I0'O) 8800  (LI0'O) €800  (LI0'O) 800  (L10°0) 9800  (L10°0) 8800 939[10D
91000 0€00  (LIOOD) TEO'O  (910'0) 1€0°0  (910°0) €€0°0  (910°0) 6200  (L10'O) cT€00  (L10'O) 1€00  (910°0) €€0°0 25910 duiog
(91000 8000~ (L100) L00°0-  (LI0'0) L00'O- (910°0) L0O0- (910°0) 8000- (LI00) LO0O- (LI0'O) L0OOO- (910°0) LOOO- [00Y9S YSTH
Lo 1200-  (L100) TToo- (Lo 1200-  (L10'0) CToo-  (L10'0) 1200-  (L10'0) TTo'0-  (L10'0) 120°0-  (L10'0)  TT00- [00Y9§ YSIH duwos
- 0000 - 0000 - 0000 - 0000 - 0000 - 0000 - 0000 - 0000 [00Y3S 9pelD
(02000 ¥€00  (0TO'D) 9100 (61000 TTOO  (810°0) <TIO0  (0TO'0) 9£00  (1TO'0) LIOO  (610°0) TTOO  (810°0) €100 S[BIUUS[IIA
(60000 8000~ (60000 L100- (60000 +10°0- (800°0) 8100- (60000 8000- (010°0) L100- (60000 +10°0- (800°0) 810°0- X uonelouan
(S00'0) 8000~  (S00°0) 600°0- (S00°0) 6000- (S00°0) 6000- (S00°0) 8000~ (S00°0) 6000- (S00°0) 6000- (S00°0) 6000~ stowoog Aqeq
(0000 €100-  (S00'0) €100- (S00'0) €100- (S00°0) €100- (S00'0) TI00- (S00°0) €100- (S00°0) €100- (S00°0) €10°0- uoneIausaf Juaflg
- 0000 - 0000 - 0000 - 0000 - 0000 - 0000 - 0000 - 0000 uoneIauas) 1sojealn
Lsoo) 1vs0  (LSO'0) 6850  (FSO'0) vLSO  (1SO'0) 0090  (6S0°0) 1€S0  (6S0°0) 0850  (9S0°0) 6950  (€S0°0) €650 4
#9000 1L50  (9S0'0) 660  (9S0°0) 1TSO0  (8Y0°0) 860  (S90°0) SLSO (LSOO L6¥O  (LSO'D) 0TSO (6V0°0) 86¥°0 0
(0€0'0)  910°1 (Tz0'0)  L00'1 (€20'0)  600'1 (120000 2101 (0€0'0)  910°1 (zTz0'0)  900°1 (€20'0)  800'1 (120000 2101 Q
de3 1401 de3 14g de3 14¢ de3 147 de3 1401 de3 14¢ de3 14¢ de3 147 s3e[ uoneindod

syjuownnsur 9y} ut s3ef uonendod JuaIdyip 3ursn sajewWINsa NJAD € 9[qeL, xipuaddy

33



