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Introduction

The Member States of the WHO European Region have adopted a
common policy for health for all, with 38 targets. Target 17 addresses
the health- damaging consumption of alcohol, tobacco and psychoac-
tive drugs, calling for a reduction of 25% in alcohol consumption,
with particular attention to harmful use (1). In 1992, the Member
States launched the European Alcohol Action Plan (2) to support the
attainment of target 17 and to develop alcohol policy at the European,
national and local levels.

The main aim of both target 17 and the Action Plan is signifi-
cantly to improve public health by reducing alcohol consumption.
The Action Plan also mentions the economic burden of alcohol -

related problems, which is estimated to be as high as 2 -3% of the
gross national product, and suggests the use of price and taxation
policy as an important tool.

Debates on alcohol policy often include economic arguments.
The advocates of reducing alcohol consumption stress the costs of
alcohol -related problems, while others point to the role of alcoholic
beverages in creating jobs, improving the balance of trade and provid-
ing revenue through taxation. Health ministries and other authorities
that fund policies to reduce alcohol -related problems want value for
their money, and thus ask about the cost -benefit ratios of various al-
ternatives. In addition, producing, trading in, serving and buying
alcoholic beverages are economic activities and thus an interesting
subject for economic research.

Using the language of economics cannot neutralize political de-
bates, or reduce decision -making on alcohol policy to nothing more
than calculations. The actors in the alcohol arena continue to have
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The economics of alcohol policy

different values and interests when arguments are presented in eco-
nomic and financial terms. Nevertheless, policy debates are facilitated
when the economic arguments and analyses are as thorough and
methodologically sound as possible, and when the actors understand
each other's economic thinking.

This booklet helps to clarify the use of economics to support
policy debates and policy- making. The first section gives a concep-
tual framework for an economic analysis of alcohol policies. The next
two discuss estimates of the economic benefits and costs of the pro-
duction, distribution and consumption of alcoholic beverages. Section
4 analyses the relationships between price, taxation and consumption.
Section 5 discusses the opportunities to use cost -effectiveness analy-
sis in evaluating alcohol policies.

Most of the examples and studies mentioned come from the
western countries, very often the north- western countries, of the
Region. This means that some of the economic issues of alcohol pol-
icy in the eastern countries of the Region may receive too little atten-
tion. It is hoped, however, that this booklet will be useful throughout
Europe.
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Conceptual Framework

The simplistic description of the alcohol market includes only indi-
vidual consumers and producers of alcoholic beverages. The con-
sumers know the benefits and prices of the beverages and the
problems that drinking alcohol may produce. They can calculate how
much they are ready to pay for an additional unit of alcohol. The
higher the price, the less the consumers are ready to buy. The produc-
ers sell their products for prices that cover the production costs,
including a reasonable income to their employees. The lower the
price, the fewer the producers and the less they will supply for the
market. Equilibrium is reached at the intersection of the demand and
supply curves (Fig. 1).

A normative view in much of academic economics is that con-
sumers know what is best for them. One should thus respect the con-
sumers' right to choose that mix of goods and services that produces
the greatest wellbeing for them, within the opportunities provided by
their income. A second such starting point is that free competition
between producers leads to the most efficient use of the scarce
resources that are available to satisfy the demand created by the con-
sumers' choices.

ALCOHOL MARKET FAILURES

The free market and consumer sovereignty, however, do not produce
the assumed optimal outcome for many reasons (3). Consumers may
not recognize the costs of drinking (alcohol- related problems) or may
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The economics of alcohol policy

Fig. 1. Relationship between the demand and supply of alcoholic
beverages in a free alcohol market

Supply

Demand

Price

underestimate them when calculating the benefits from alcohol, par-
ticularly because the pleasures are immediate but the harm very often
occurs only after some time. Even the experts on the epidemiology of
alcohol- related problems have different opinions about the exact
probability of these problems at different levels of consumption.
Dependence on alcohol is a special case, because it is thought that
dependent people cannot resist the temptation of drinking, or make
choices that would maximize their pleasure or benefits. This shows
the need to inform and protect consumers.

In addition, consumers do not pay all the costs of their drinking.
It may cause harm to others, such as family problems, absenteeism
from work or traffic accidents. The health and social services that
drinkers may need are funded, at least partially, by others, through
taxation or insurance premiums.

A free market may also have unacceptable results for alcohol
producers, particularly in terms of unemployment and loss of income.
These may result from foreign competition, technological changes in
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Conceptual framework

the production chain or annual fluctuations in agricultural alcohol
production. This also may mean costs to others, such as unemploy-
ment benefits.

Further, the production and distribution of alcoholic beverages
affect the environment through pollution due to the production pro-
cess and the transport of beverages, for example. This may entail
costs to people other than the producers and consumers of alcohol.

The costs to those not directly involved in the market exchange
are called externalities in the economic literature. In principle, the
external costs of protecting and informing consumers, managing
alcohol -related problems and stabilizing the income of producers may
be covered by excise taxes on alcoholic beverages. This is the same as
the principle in environmental policy that the polluter pays. Thus, the
price that consumers pay for their pleasure also covers its costs.

OTHER REASONS FOR INTERVENTION

There are other reasons for state intervention in the alcohol market
(4). First, alcoholic beverages, particularly spirits, have been seen as a
suitable source of state revenue in most countries. Governments have
levied value -added tax on alcoholic beverages and usually an excise
tax. Alcoholic beverages have often been perceived as luxury prod-
ucts, which may be taxed more heavily than commodities needed for
daily living.

Many countries have restricted the availability of alcohol and
introduced high taxes to prevent alcohol -related health and social
problems. The covering of externalities has only been one argument
for such a policy. The more basic argument has been the right and
responsibility of the state to minimize human suffering and to pro-
mote wellbeing. At the same time, many countries and the European
Community (5) have supported local alcohol and hospitality indus-
tries by subsidies and protective measures against foreign competi-
tion, such as import restrictions, customs duties and particular quality
norms. Very often these policies result from successful lobbying by
the industries concerned and other local interest groups. They may
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also be part of a broader policy to support national agriculture or
improve the balance of trade.

In principle, activities to prevent and treat alcohol -related prob-
lems could be produced for and sold in a free market. Because the
free market does not seem to guarantee equitable coverage and
accessibility, most countries opt for public funding, coordination and
often provision of these activities.

Further, many general regulatory measures for market economies
- such as laws on product safety, opening hours, working hours and
minimum salary, taxation and state financing of investments in infra-
structures - are applied to actors in the alcohol market (6).

COSTS AND BENEFITS OF ALCOHOL USE

When people drink alcoholic beverages, they receive some benefits
(pleasure) and make some expenditure. The expenditure benefits
others, such as the state treasury and everyone involved in alcohol
production, distribution and sales. If people's drinking causes them
problems, they have extra costs, such as reduced income due to dis-
ability or the costs of health services. They may also cause harm and
costs to others through, for example, traffic accidents, family prob-
lems and the use of health services and social security financed by the
tax -payer. These expenditures comprise income for others, however,
such as the people who repair cars after traffic accidents and those
who provide health and social services.

Some of the costs of managing alcohol -related problems are
rather difficult to calculate. For instance, if alcohol use leads to dis-
ability, the costs are greater than the social security benefits to the
disabled person. They may also include production losses to his or her
employer. These losses are greater with highly educated employees,
who may be difficult to replace if the unemployment rate is low. If
the disabled person is young, these are potential losses. For a pen-
sioner, there are no such costs. A second problem is that many costs
are difficult to measure in money, including suffering of a problem
drinker and his or her family. A third factor is the cost -effectiveness
of the management of alcohol -related problems. The more cost-
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effective the services, the smaller the costs of alcohol -related prob-
lems to the drinker and others.

People who reduce their drinking may receive reduced benefits
from it, but they have more money to spend on other things, such as
other beverages or leisure activities. The state treasury and the alco-
hol industry obtain less money, but the consumers' purchases of other
beverages, goods or services create tax revenue and income for the
suppliers of these commodities. In addition, the resources saved from
the management of alcohol -related problems may be used to produce
other goods and services.

While there is no simple and unambiguous way of calculating the
costs and benefits of alcohol use, the above- mentioned factors should
be considered.

Useful Concepts of Costs

Instead of one concept of costs, different concepts are needed for the
different costs to different actors (3,7).

The private costs of consumption are the costs that drinkers pay
for their alcoholic beverages and the problems caused by drinking.
The main components of these costs are:

alcohol expenditure, or the money paid for alcoholic beverages;

direct expenditure on the management of alcohol -related
problems;

the net loss of income (loss of earnings minus received social
security benefits) due to alcohol -related problems; and

the immeasurable personal costs.

The external costs of consumption are the costs paid by others
for an individual's alcohol -related problems. They can be divided into
costs to family members and friends, costs to other tax -payers, costs
to others in the same insurance schemes and costs to employers. The
main components of these include:

the costs of the services needed by the drinker;
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the costs of the services needed by others, such as those for the
drinker's family and the activities of the criminal justice system
to protect others from disturbances caused by the drinker;

the costs of social security benefits needed by the drinker; and

the costs to the employer of the absenteeism and loss of produc-
tivity of the drinker.

The adverse costs of consumption are all the costs for the prob-
lems caused by drinking, whether they are paid by the drinker or other
people.

The costs of the prevention of alcohol- related problems overlap
the adverse costs of consumption, because some activities can both
manage and prevent problems. These include the treatment of
dependence on alcohol and police control of drink -driving. Some of
the costs of prevention activities, such as those for health education or
the administration of alcohol control policy are not included in the
adverse costs of consumption. These can be called the pure costs of
prevention.

The unsubsidized cost of alcohol production and distribution are
those covered by the price of alcoholic beverages. In principle, they
equal the alcohol expenditure of the consumers, minus the taxes and
duties.

The external costs of production and distribution are those paid
by others than the consumers. These include at least the following
components:

state (and European Community) subsidies for the production
and distribution of alcoholic beverages;

public investments in the infrastructure needed for the produc-
tion and distribution of alcoholic beverages; and

other costs of the protection of local alcohol producers, such as
higher prices for imported alcoholic beverages.
Protection of the local alcohol producers may also cause addi-

tional costs for exports or imports in other sectors of the economy, if
it inhibits a movement away from protectionism in general.
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Conceptual framework

Sometimes all these costs (Fig. 2) are clustered together and
called the social costs of alcohol. Sometimes this concept refers only
to the adverse costs, the external costs or the sum of the adverse costs
and some others.

In principle, the total costs to a country or region can be calcu-
lated in the different cost categories. Such a calculation in a static
situation, however, does not indicate what would happen in a dynamic
situation: for instance, if total alcohol consumption increased or
decreased. Changes in costs are not expected to have a linear relation-
ship to the changes in total alcohol consumption. There are three
major reasons for this.

First, some of the costs, such as the pure costs of prevention, do
not depend on the level of total alcohol consumption. Some of the
external costs of production and distribution may be inversely related
to total consumption, if their purpose is to stabilize the income of the
people working in this area.

Second, the average costs of a unit of alcohol or alcohol -related
problems are not what counts in a dynamic situation. If they were the
dominant factors, a 25% reduction in consumption or in the number
of problems, for instance, would result in a 25% reduction in expendi-
ture. What counts, however, is the marginal costs of producing the
last 25% of the current consumption of alcohol or of managing and
compensating for the last 25% of the current number of alcohol -
related problems. The marginal cost is expected to be lower than the
average cost, because the so- called economies of scale are expected to
reduce the unit cost when the numbers of units increase.

Third, changes in other sectors of the economy may compensate
for a change in the costs in the alcohol industry. To provide a com-
plete picture, changes such as an increase in the consumption of alter-
native commodities and the related costs should be taken into
account. In addition, transferring resources between sectors of the
economy carries some costs.
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Fig. 2. Costs related to alcohol in a static situation
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Transfer costs (8) are those of changing the production and dis-
tribution of goods and services if alcohol consumption and related
problems decrease. Some of these costs could be paid from public
funds; some could be paid as subsidies to the industries involved, and
some would be included in the production and distribution costs of
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the alternative goods and services. These costs could cover, for
example:

re- educating alcohol production and distribution employees for
their new tasks or jobs and possible compensation for some of
their lost income during the transfer period;

changing the technology and organization of production to pro-
duce new goods and services and the possible production losses
during the transfer period; and

creating new jobs or paying unemployment benefits after the
transfer period, if the production and distribution of alternative
services and goods provide fewer jobs than are lost, and if there
are no other opportunities to employ the persons who worked in
the alcohol industry.

Benefits

The main benefits from alcohol use are pleasure for the consumer,
income for the production and distribution chain and public revenue
for the state treasury. According to recent studies, small amounts of
alcohol (less than one drink per day) may somewhat lower the con-
sumer's risk of coronary heart disease. The ordinary, rather rough
cost -benefit calculations, however, do not need to consider this prob-
able protective effect on some consumers.

Activities in the alcohol arena provide income from the produc-
tion and distribution of beverages and in the services for preventing,
managing and compensating for alcohol -related problems. Public
revenue from alcohol may come mainly from taxes and duties or sur-
pluses or dividends from publicly owned companies in the alcohol
industry. From an economist's perspective, public revenue is not the
same kind of benefit as the others, although it has been called a public
benefit in political debate.

In addition, alcohol confers some external benefits. Everybody
who serves alcoholic drinks at a party probably expects them to pro-
duce pleasure not only for each individual but also for the group as a
whole. In principle, changes in alcohol consumption may cause trans-
fer benefits. For instance, if the production and distribution of alter-
native goods and services employ more people than the production
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and distribution of alcoholic beverages, while using the same
resources, a decrease in alcohol consumption may produce external
transfer benefits by decreasing the costs of unemployment to society.

The external benefits from alcohol are normally assumed to be so
small that they are not taken into account.

USING ECONOMIC ANALYSIS IN ALCOHOL
POLICY -MAKING

Economic arguments are used in the debate on alcohol policy. They
have gained importance in the current period of high unemployment
and other economic problems, when resources for health are scarce.
Economic evaluation has addressed four particularly significant
issues.

Advocates of the alcohol industry and advocates of a policy of
tight alcohol control often use the overall costs and benefits of alco-
hol to society as arguments. Sections 2 and 3 review the usefulness of
these economic calculations. The price of alcohol is one of the most
important determinants of consumption. Section 4 reviews the use of
price and taxation by alcohol policy. Cost -effectiveness analysis pro-
duces a comparative economic evaluation of alcohol policy alterna-
tives. Section 5 reviews the results of such analyses.

12



2

Employment, Trade and
Revenue from Alcohol

According to traditional economic theory, the basic aim of the pro-
ducers and distributors of alcoholic beverages is to make profit. Thus,
such profits could be a measure of the benefit of alcohol to them.
According to the same theory, consumers' pleasure should equal their
expenditure on their beverages. Thus, such expenditure could be used
as a measure of the benefit for consumers. These measures of benefit,
however, are rather seldom used in public debate.

The economic benefits that seem to count in public debate on
alcohol policy are the claimed benefits to society. The most signifi-
cant of these are employment, trade, and revenue from taxes and
duties.

WORK FOR THE OTHERWISE UNEMPLOYED

Estimates of Employment

According to an estimate prepared for an association of 14 of
Europe's major producers of alcoholic drinks, the Amsterdam Group
(9,10), the production of alcoholic beverages employed 682 000
people in the 12 member countries of the European Union (EU) in
1990 (Table 1). The figures for beer and spirits production are based
on published statistics; those on wine production are extrapolated
from a study of French vineyards.
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Table 1. Direct employment in the production of alcoholic drinks
in the EU, 1990

Country
Number of employees

Beer Wine Spirits Total

Belgium and 8 800 400 150 9 300
Luxembourg

Denmark 4 550 0 400 5 000
France 9 400 166 000 12 500 188 000

Germany 53 500 21 500 6 000 81 000

Greece 1 900 9 000 100 11 000
Ireland 3 000 0 500 3 500
Italy 4 300 149 500 4 000 158 000

Netherlands 8 600 0 1 700 10 200

Portugal 3 000 29 000 500 32 500

Spain 15 000 102 000 6 000 123 000
United Kingdom 44 000 100 17 000 61 000

Total 156 100 477 000 48 750 682 000

Source: data from Alcoholic beverages and European society (10).

People are also employed to produce the raw materials for bever-
ages, the machinery for their production, their packaging, their adver-
tisement, and their distribution through wholesale and retail sales and
sales in hotels, restaurants and cafés. The estimate was based on the
assumption that the share of alcohol in employment by these sectors
is the same as the share of alcoholic beverages in their total turn-over.
On the basis of this assumption, the alcohol industry indirectly
provided employment for an estimated 2.26 million people in the EU
(Table 2), as much as one third of whom may have had part-time jobs.

The total estimated direct and indirect employment was almost
3 million jobs, or 2% of the total civilian employment in the EU. This
proportion was somewhat higher in countries such as the United
Kingdom, where a high proportion of alcoholic beverages is con-
sumed in pubs; this creates more jobs in the category of hotels, res-
taurants and cafés.

14
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Table 2. Indirect employment due to alcohol
in the EU, 1990

Sector
Number of
employees

Wholesale 143 200
Retail sales 383 000
Hotels, restaurants, cafés 1 653 000
Advertising 3 000
Packaging 38 000
Capital equipment 15 650
Agriculture 30 500

Total 2 266 000

Source: data from Alcoholic beverages and European
society (10).

The figures on indirect employment presented by the Amsterdam
Group are more modest than those given by some other advocates of
the alcohol industry, who sometimes claim that indirect employment
could be as much as 8 times the direct employment in production (8).
The figures prepared for the Amsterdam Group have a multiplier of
3.3 (10). Nevertheless, estimates of the present direct and indirect
employment due to alcohol cannot be used as the sole basis for
estimating the impact of changes in alcohol consumption on
employment.

Decreasing Direct Employment with Stable
Consumption: Ireland

Changes in the technology and organization of alcohol production are
a much more important reason for reduced employment than changes
in consumption. For instance, direct employment in the production of
alcoholic beverages fell by 45% in Ireland between 1981 and 1991,
while total consumption of alcohol changed less than 2% (Fig. 3) and
exports of alcoholic drinks grew much faster than imports (11).
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Fig. 3. Total alcohol consumption (litres of pure alcohol per person
aged over 14 years) and employment in the production of alcoholic

drinks in Ireland, 1975 -1991
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Source: data from Connife & Coy (11).

Decreasing Consumption and Indirect Employment: Italy

Most of the workplaces providing indirect employment depend only
partially on alcohol. The most important of these are hotels, res-
taurants and cafés. While the technology and organization of produc-
tion in this sector are changing, both the changes and their impact on
employment are smaller than those in the drinks industry. In addition,
the demand for these services may change greatly for reasons other
than the demand for alcohol. For instance, the significant decrease in
alcohol consumption in Italy has not resulted in a similar decrease in
employment in these sectors (Fig. 4).

Where an Increase in Demand Creates the Most Jobs

A decrease in alcohol consumption results not only in less money for
the alcohol and hospitality industry but also in the availability of
more money to be used in other sectors. If the decrease were achieved
by increasing excise taxes on alcohol and state revenue thereby
increased, more money could be used in the public sector. If it were
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Fig. 4. Employment in hotels, restaurants and cafés and total alcohol
consumption per head in Italy, 1980 -1990.
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Source: data from EUROSTAT, Luxembourg, 1993.

achieved by other means, consumers would have more money to
spend on other commodities and services; they would probably
spend at least some of such savings. Thus, the net impact on total
employment from a decrease in alcohol consumption depends on the
impact of the alternative use of that money.

In addition, the income of alcohol production and distribution
may decrease if subsidies from governments and the European Com-
munity are reduced. In the late 1980s, the European Community sub-
sidies amounted to about ECU 2 billion per year (5). If this money
were not used on alcohol, it would most probably be devoted to other
economic activities. Thus, the impact on employment would be simi-
lar to that of reduced consumption.

The worst alternative, from the national point of view, is one in
which the money saved from alcohol is used to buy something that
only creates jobs outside the country. The net result is a decrease in
the total number of jobs in the country. The best alternative is one in
which the money is used for services that create the greatest amount
of jobs inside the country, increasing the total number of jobs.

A positive impact on total employment from a decrease in alco-
hol consumption can be expected, for instance, if the money saved
from alcohol is used to increase labour -intensive public or private
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services, such as health and social services. A positive net result may
also be expected if the money is used for other drinks and better
meals in restaurants, hotels and cafés.

One should remember that alcohol can be used for other pur-
poses than producing beverages. It is used in some medicines and
cleaning liquids, and Brazil in particular has focused on the use of
ethanol as a fuel for engines. Until now, the alternative uses of alco-
hol have not offered very much to the national economy (12). Maybe
more should be invested in research on this topic.

THE BALANCE OF TRADE

According to an estimate prepared for the Amsterdam Group (10), the
international trade in alcoholic beverages grew fast in the last decade.
Within the EU, around 90% of this trade occurred between the
12 member countries, but trade with other countries increased, pro-
ducing a significant trade surplus: ECU 5.6 billion in 1990. The net
cash flow to the EU from alcoholic beverages sold in non -member
countries is even larger, because the alcohol industry of the EU has
bought beverage production and distribution companies, particularly
breweries, in these countries. The profits created by these companies
would go to the owners and, thus, represent a surplus in the balance of
foreign payments.

The trade surplus in alcoholic drinks forms a contrast to the
overall balance of trade between the EU and the rest of the world,
which showed a deficit of ECU 42.9 billion (10).

National Alcohol Consumption and the International
Alcohol Trade

The Amsterdam Group emphasizes the positive role of alcohol in the
overall balance of foreign trade (9). An opposite relationship is pre-
sented by those who warn that a reduction in alcohol consumption in
the western industrialized countries leads the alcohol industry to
increase its efforts to sell to developing countries (13), the countries
of central and eastern Europe (CCEE) and the newly independent
states (NIS) of the former USSR (6).
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A country's alcohol consumption, however, has no direct rela-
tionship with its alcohol exports. In the EU, for instance, exports of
alcoholic beverages have increased from countries where consump-
tion has decreased, including France and Italy, and from those where
consumption has remained rather stable, including Ireland, the
Netherlands and the United Kingdom (10,14). The export opportuni-
ties of the local alcohol industry depend more on its competitiveness,
the demand for alcoholic beverages in importing countries, and the
conditions of export trade in alcohol, including the duties and subsi-
dies in importing countries.

Further, a country's alcohol consumption is not directly related
to its alcohol imports, although multinational alcohol companies may
create powerful pressures to loosen alcohol control policy, and market
their products more aggressively than the local alcohol industry in
some countries (6). In many developing countries, and the CCEE and
NIS, increased imports of alcohol are felt to be a significant factor in
increased consumption and the weakening of alcohol policies.

Costs and Benefits of Trade in Alcohol

A positive balance of trade in alcoholic drinks is often understood as
a benefit to the national economy. It may mean more jobs than those
created only by national consumption. It means resources to import
other products from abroad. To be consistent, a negative trade balance
should thus be understood as a cost to the national economy.

Attaining a surplus or a reduction in the trade deficit often entails
costs, such as subsidies, tax deductions or other support to local alco-
hol production from the state. The protection of local alcohol pro-
ducers may lead to or maintain protective policies in other sectors of
the economy, which may result in a decrease of surplus or increase in
deficit in these sectors. For instance, if the estimated trade surplus of
alcohol in the EU (ECU 5.6 billion) is made possible only by subsi-
dies for wine production (estimated to be around ECU 2 billion) a
question arises. Would a similar subsidy in some other sector of the
economy have resulted in a larger impact on the trade balance?
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TAX REVENUE

Alcoholic beverages are a significant source of tax revenue for the
state. Many countries impose a sales tax on them (such as value -
added tax) as on other consumer goods. Most European countries also
impose excise duties on alcoholic drinks, and a corporation tax on the
alcohol and hospitality industries. According to an estimate prepared
for the Amsterdam Group (10) the revenue from these taxes in the EU
totalled ECU 41.2 billion (Table 3) or about 2.4% of all tax revenue.
This estimate is based on rather reliable statistics on excise duties and
value -added tax, but very rough calculations of corporation tax. In
many countries, the revenue from alcohol taxes and duties comprises
a much greater share of total tax revenue than the average in the EU.
For instance, Finland collected 8.3% of total state revenue from alco-
hol in 1993 (15).

Table 3. Tax revenue from alcoholic beverages in the EU, 1991

Country

Revenue (millions of ECU)

Excise duties Sales taxes Corporation
tax

Total

Belgium and 401 653 175 1 229
Luxembourg

Denmark 852 515 124 1 491
France 1 675 3 224 734 5 633
Germany 3 557 3 046 1 808 8 411
Greece 102 299 144 545
Ireland 681 401 105 1 187
Italy 701 1 948 839 3 488
Netherlands 807 796 202 1 805
Portugal 151 238 121 510
Spain 890 2 174 818 3 882
United Kingdom 6 936 4 808 1 321 13 065

Total 16 753 18 103 6 391 41 247

Source: data from Naert (10).

If all other things remain equal, a change in national alcohol con-
sumption should result in a proportional change in total tax revenue,
particularly in the revenue from excise duties and sales taxes. Thus, a
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decrease in national alcohol consumption would result in a decrease
in state revenue.

The relationship between alcohol consumption and taxation,
however, is not so simple. State revenue from alcohol depends on the
levels of both consumption and taxation. One of the most effective
means to reduce the total consumption of alcohol is to raise prices of
alcoholic beverages to the consumer by raising taxes (16). Higher
taxes yield greater revenue from a smaller volume of sales. The
opportunity for such a simultaneous reduction of costs and increase in
benefits depends on the price elasticity of alcoholic beverages (see
Section 4).

A comparison of countries with different levels of alcohol con-
sumption and taxation indicates that higher taxation or lower con-
sumption does not necessarily kill the goose that lays the golden eggs:
this significant source of revenue. For instance, Ireland and the
United Kingdom receive much higher tax revenue per head from a
significantly lower alcohol consumption per head than countries such
as France or Greece (Table 4).

Table 4. Total alcohol consumption (litres of pure alcohol per head)
and state alcohol revenue per head in four European countries

Country Revenue (ECU) Total consumption
(litres)

Greece 50 8.6
France 100 1 1 .9

United Kingdom 230 7.4
Ireland 340 7.4

Source: data from Naert (10) and Produktschap voor Gedistilleerde Dranken (14).

Losses of Potential Revenue

If the alcohol market is not well regulated, the state treasury may lose
much potential revenue. Many countries have experienced
"moonshining" or other forms of illegal alcohol production and trade,
tax fraud and other ways of circumventing customs, duties and taxes
and controls on the availability and quality of alcoholic drinks. The
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tax -free sale of alcohol at airports, for instance, is a modern and legal
way of giving up potential revenue.

The illegal or semilegal black market in alcohol is now particu-
larly extensive in many of the CEEE and NIS (6). Many experts have
estimated that over 50% of all alcoholic beverages may have been
sold through distribution chains that evade the ordinary taxation in
countries that have not regained the control of the alcohol trade. Some
observers have estimated that the annual value of retail sales of vodka
in the Russian Federation is around US $10 billion (17). If only 25-
30% of the vodka consumed in the country (a conservative estimate)
reaches the customer through untaxed channels, the annual profit
from illegal trade might be more than US $1 billion'. In addition, the
Polish state is reported to have lost more than US $200 million during
six months in 1989, owing to a loophole in the legislation on alcohol
imports. This was only one of many opportunities for semilegal or
illegal alcohol trade (18).

One should remember that organized crime in the United States
of America developed at least partly from the vast black market in
alcohol during the period of prohibition that ended in 1933 (19). The
black market in alcohol in the CCEE and NIS may have a similar
result, if governments do not restrict it soon.

I 1 billion = 109.

22



3

The Social Cost of Alcohol

The social costs of alcohol have been defined in different ways (7).
For some people, the social costs of alcohol are those due to the social
problems caused by drinking. These can also be called the adverse
costs of alcohol, because it is often thought that society should try to
minimize the number and severity of the problems. This approach
seems to aim to illustrate the extent of alcohol- related problems in
money terms. It can be used to advocate investments in the prevention
and treatment of alcohol- related problems and to counterbalance
claims for the economic benefits of alcohol.

The second approach equates the social with the external costs.
From this point of view, the social costs are those that are due to the
production, distribution and consumption of alcohol but are paid by
people who do not receive direct income from production and distri-
bution or pleasure from consumption. This approach is used rather
seldom, but examples could be taken from analyses of the social costs
of smoking (3). This approach could be used to advocate measures
that could internalize the externalities, that is, transform the external
costs to costs for the primary actors in the alcohol market. This could
be done by setting alcohol taxes and duties at a level that ensures that
alcohol producers, distributors and consumers supply enough revenue
to cover all the external cost to society.

Costs have been analysed in other ways. Some studies have tried
to estimate the cost of alcohol to the national economy. These analy-
ses describe the resources used for alcohol production and distribution
as social costs, because they could have been used for some other,
more beneficial purposes (7). This kind of approach, however, is not
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based on economic theory but on prohibitionist thinking. Further, one
could analyse the distribution of the costs, however defined, between
different social groups. This has been done in research on tobacco use
(20) but very rarely in alcohol research.

PURPOSE OF COST ANALYSIS

Before choosing a particular definition of and analytical approach to
the social costs of alcohol, one should determine the purpose of the
analysis. If the purpose is to illustrate the extent of alcohol- related
problems in money terms, a rough estimate of the adverse costs can
suffice. A different approach is needed to estimate whether drinkers
pay all the costs caused by their drinking. Sometimes a cost -benefit
analysis is required. Then the first task is to determine whose costs
and benefits should be compared. For instance, should one compare
the costs and benefits to the state treasury, drinkers or the alcohol -
related sectors of the national economy?

The results of social cost analyses are often used to estimate the
social costs that could be saved by reducing alcohol consumption,
particularly hazardous and harmful consumption. Even a good esti-
mate of the costs in a static situation, however, does not automatically
provide a good estimate of the changes in the costs in a dynamic
situation. This problem is discussed below.

WHICH COSTS TO INCLUDE?

Most of the published estimates of social costs have been made
according to a methodology developed in health economics to calcu-
late the social costs of illness (21). It uses a definition of costs like
that of the adverse costs approach. In this methodology, the most
significant categories are the costs of treatment, social security and
lost productivity. Often the cost estimates for alcohol also include the
costs of the criminal justice and the social welfare systems, with the
costs of material damage due to alcohol -related accidents and crime.

According to published studies, the social costs of alcohol have
amounted to A $6 billion in Australia (22), C $5.7 billion in Canada
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(23), £2.0 billion in the United Kingdom (7) and US $5.8 billion in
the United States of America (24). The Finnish estimate (Table 5)
shows how the choice of categories to include determines the extent
of the costs (25). One could question, for example, the inclusion of
alcohol education and research. The most problematic, however, are
the indirect costs, which account for 81% of the total.

Table 5. An estimate of the average social costs of alcohol in Finland
(in Finnish markkas - Fmka), 1990

Cost category
Costs
(Fmk

millions)

Direct costs

Hospital treatment of alcohol -related diseases
Sickness insurance
Disability pension
Insurance coverage for material damage due to accidents
Material damage due to crime
Police, fire brigades and rescue operations
Courts and prisons
Alcoholism treatment (within the social service system)
Social welfare (social assistance and child protection)
Alcohol education and research
Enforcement of alcohol control

Indirect costs

3

14

279.3

445.2
153.2
239.3
158.6
285.5
510.8
466.6
472.2
327.9
142.6

77.4

034.2

Lost productivity:
due to premature death

4171.0

due to sickness absenteeism 260.9
due to imprisonment 329.9

Value of lost life 9 272.4

Total 17 313.5

a Fmk 1 was equivalent to about US $0.25 in 1990.

Source: data from Salomma (25).

The costs of lost productivity are estimated on the basis of an
assumption that, in the absence of alcohol -related problems, the
people affected would have remained in productive work as long as
the average Finn. The value of the lost productivity is assumed to
equal the average labour costs for Finnish employers. In a country
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where the unemployment rate is 18 -19 %, this is a rather optimistic
assumption. Certainly some of the affected people would have had
productive work, but there is no way accurately to estimate how many
would have that opportunity. Another problem is that this estimate
assigns no value to the lives of people outside the labour force, such
as those who take care of children or elderly people at home, or
retired people.

The value of life lost is estimated for those who die from
alcohol -related diseases (25). The value of their lives is estimated to
equal the costs of providing inpatient care for them, as completely
disabled, for the rest of their expected life -span. There is no logical
reason, however, why this should be the right methodology.

HOW TO ESTIMATE COSTS

After the decision on which costs to include, estimating them is the
next difficult task. The standard statistics do not present figures on
most alcohol -related diseases, injuries, crimes and social problems, so
these should be estimated. Some countries have epidemiological and
other studies to help make these estimates, as described in the first
booklet in this series. Elsewhere, the numbers have often been esti-
mated by assuming that the results of these studies also hold in other
countries. This leads to rather rough estimates.

After the numbers of alcohol -related problems are estimated, the
next task is to estimate their costs. The standard method is to assume
that the costs connected to one case, such as hospital treatment,
material damage or police activity, equal the average cost of all cases
in the indicated sector. This also leads to rather rough estimates.

DIVIDING THE COSTS AMONG PAYERS

Sometimes it is not enough to estimate the total costs; these costs
must also be divided between the different payers. This may be nec-
essary to raise the interest of different groups or institutions in alcohol
policy, or to compare the costs and benefits to different actors.
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The Finnish cost estimate (Table 6) indicates that the central
government is responsible only for less than half of all the costs,
although it receives all the revenue from excise duties imposed on
alcoholic beverages. In 1990, this revenue amounted to
Fmk 8.8 billion (25), which is almost six times the direct estimated
costs of alcohol to the state treasury. The other payers do not receive
any revenue, but pay more than half of the direct costs. Thus, in
principle, the municipalities and insurance companies in particular
could be expected to be interested in a reduction in alcohol use and
related problems.

Table 6. The direct social costs of alcohol, according to the primary
payer, Finland, 1990

Cost category

Costs (Fmk millions) paid by: Total
costs
(Fmk

millions)state muni- insurers service
cipalities users

others

Hospital
treatment 200.4 213.7 31.1 445.2

Sickness
insurance 153.2 153.2

Disability
pensions 239.2 239.2

Material damage:
accidents 158.6 158.6
crime 285.5 285.5

Police, rescue
operations 407.8 103.0 510.8

Courts and
prisons 466.6 466.6

Treatment for
alcoholism

195.3 204.2 34.5 38.4 472.4

Social welfare 142.5 174.2 11.2 327.9
Education and

research 52.7 35.4 54.5 142.6
Alcohol control 49.5 8.7 19.2 77.4

Total 1514.8 739.2 836.4 65.6 123.3 3279.3

Source: data from Salomaa (25).
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The Finnish cost estimate, when compared with the revenue from
excise duties, indicates that drinkers pay much more in excise duties
than the indirect costs of their drinking to others (Fmk 3.2 billion). If
the indirect costs are taken into account, however, the excise duty
revenue does not cover all social costs.

CONSUMPTION AND SOCIAL COSTS

According to the best available scientific knowledge, a decrease in the
total consumption of alcohol should lead to a decrease in the number
of most alcohol -related problems (26). The social costs of alcohol use
do not directly reflect the number and seriousness of these problems
(27). The costs of disability pensions, sickness insurance and material
damage may be expected to decrease almost in proportion to the
number of problems, because their main determinant is the number of
people affected by these problems. Changes in the social security and
insurance systems, however, may have a greater impact on these costs
than the changes in alcohol consumption.

The costs of the treatment system for alcohol -related problems
depend not only on the number of treated patients but also on the size
of this treatment system. Thus, the total costs of treatment may
remain almost the same, if the number of patients decreases and the
volume of the treatment system does not change. In this case, the
most significant change is an increase in the price of treatment per
patient. The treatment system may be reduced, however, for fiscal
reasons or as a result of introducing shorter treatment programmes. In
this case, the cost per patient may decrease.

Some social costs reflect the activities of the government in
implementing policies for prevention and control. These activities
may help to reduce alcohol consumption, but should they be reduced
immediately if they are successful? Is it not more logical to sustain
successful activities? If so, the costs of these activities are not
expected to reflect changes in consumption and problems.
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HOW TO USE ESTIMATES OF SOCIAL COSTS

It may be more difficult to indicate how to use estimates of social
costs than how they should not be used or understood. Such estimates:

are not accurate calculations of the costs of alcohol use;

do not provide direct information about the savings expected to
result from decreased consumption; and

do not provide a basis for a scientific analysis of the total costs
and benefits of alcohol.

As the costs and benefits are used as arguments in debates about
alcohol policy, the costs need to be presented in monetary terms.
Thus, cost calculations are ordered from alcohol researchers and
experts on alcohol policy. Maybe the best response to these needs is
to emphasize that rough estimates of costs in different cost categories
are the best that can be produced. They are best used to illustrate the
extent of the costs related to alcohol, and may thus help to advocate
support for alcohol policy in a public health and social policy per-
spective and to counterbalance speculations about the economic
benefits of alcohol.

EXTERNAL COSTS OF PRODUCTION AND DISTRIBUTION

If social cost estimates are used to illustrate the extent of the costs
related to alcohol use, attention should also be paid to the external
costs of production and distribution of alcoholic drinks. This
increases the costs, particularly in countries that have significant sub-
sidies or tax deductions for the alcohol and hospitality industries.

These subsidies are often part of the general policy on agricul-
ture; this may hamper the making of more than a rough estimate of
the money used to support alcohol production and trade. The mon-
etary value of tax deductions may be even more difficult to estimate,
because it is not possible to calculate how much less would have been
produced and distributed if full taxes had been imposed. Thus, esti-
mates of the value of tax deductions are always somewhat hypotheti-
cal. If the costs of environmental pollution due to alcohol production
and distribution and the policies made to deal with it are not
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internalized by measures that require the polluter to pay, they should
be included in the external costs.

Adding the external costs of production and distribution to the
social cost estimates helps to illustrate all the external costs of alcohol
use.
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Alcohol Price as a Means
of Alcohol Policy

The costs of producing pure ethanol are quite low. In principle, pro-
ducing half a litre of vodka with 40% alcohol content is not much
more expensive than producing the bottle in which it is sold. Storing
and transporting vodka are also rather cheap, so the distribution costs
are comparatively low. Spirits are very seldom sold for prices that
equal the production and distribution costs. Countries have a long
tradition of imposing taxes on spirits that are much higher than those
on wine and beer.

As a matter of fact, alcohol taxes have a longer history than the gen-
eral income and sales taxes, which now yield most of the tax revenue
in industrialized countries (26). Both the perception of alcoholic
drinks as luxury products and their wide consumption made them
suitable for particular duties and excise taxes. It was easier to justify
the taxes; at the same time, the consumption was so large that alcohol
yielded much more tax revenue than many other luxury products.

As mentioned, taxes on alcoholic drinks comprise a significant
proportion of total tax revenue in many countries. For example,
excise taxes alone constituted 5.5% of the total tax revenue in Ireland
in 1991 (I /).

Alcohol can be taxed in many different ways. The tax may com-
prise a certain percentage of the value of the product, or a certain
amount per unit of pure alcohol in the drink. The latter method
appears to be gaining popularity, although some countries have
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imposed different taxes according to the type of retail outlet, such as a
restaurant, wine producer or licensed shop.

From the perspective of public health, alcohol taxation provides
an opportunity to increase the price of alcoholic drinks in order to
reduce consumption and related problems. It is thus a means for a
restrictive alcohol policy.

PRICE ELASTICITY

The demand for and consumption of a commodity are expected to
decrease if the price of the commodity increases, and to increase if
the income of consumers increases, while other conditions remain
unchanged. In econometric studies, price elasticity measures the
sensitivity of demand to changes in prices, and income elasticity the
sensitivity of demand to changes in income (26,28).

If the price elasticity for an alcoholic beverage is -1.0, consum-
ers respond to a price increase by reducing their consumption, so that
they use the same amount of money for alcohol as before. Thus, the
income to the alcohol industry decreases. If the price increase results
from an increase in taxes, state revenue increases slightly. A price
elasticity of -1.0 means that a 10% increase in price is expected to
result in a 10% reduction in consumption.

If the price elasticity is less than -1.0, consumers spend more
money on alcohol after a price increase. Consumption and the income
to the alcohol industry decrease only slightly. If the price increase
results from an increase in taxes, the tax revenue increases more than
in the first case. For instance, a price elasticity of -0.5 means that a
10% increase in alcohol price is expected to result in a 5% reduction
in consumption.

If the price elasticity is greater than -1.0, consumers use less
money for alcohol after a price increase. Thus, consumption and in-
come to the alcohol industry decrease significantly, and tax revenue
decreases. For instance, a price elasticity of -1.5 means that a 10%
increase in price is expected to result in a 15% reduction in
consumption.
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Many empirical econometric studies have examined the price
elasticities of different beverages. Most were made in Anglo-
American or the Nordic countries. All the studies reviewed show
negative price elasticity values, proving that a price increase always
results in a reduction in consumption. The numerical values of the
price elasticities vary between beverage types, countries and times,
and with research methodologies (21,26). Nevertheless, some con-
clusions can be made, although one should understand them as noth-
ing more than assumptions based on research.

Beer seems to have less price elasticity than wine and spirits. The
most common values seem to range between -0.2 and -0.5. The price
elasticity for spirits seems to be greater than that of other beverages,
often over -1.0. The price elasticity for wine may be less in countries
where wine, not beer, is the favourite drink. Price elasticity seems to
decrease as income and the standard of living rise.

These conclusions mean that raising prices through taxation
helps to reduce alcohol consumption. Even the lowest price elasticity,
for beer, means that a 10% increase in price is expected to result in a
2% decrease in consumption. In addition, a price increase through
taxation is often expected to increase state revenue while reducing
consumption, particularly if incomes are rising.

INCOME ELASTICITY

Income elasticity describes the relationship between changes in in-
come and consumption in the same manner as price elasticity
describes the relationship between price and consumption. Income
elasticity is expected to be positive, indicating that increased income
leads to increased consumption. Empirical studies have proved this
expectation (21).

Like price elasticity, income elasticity varies between beverage
types, countries and times, and with research methodologies (21), and
seems to be lowest for beer (0.15 -0.60) and highest for spirits (often
over 1.0). Thus, a 10% increase in income is expected to result in a
1.5 -6% increase in beer consumption and more than a 10% increase
in spirits consumption, if other conditions remain unchanged. In
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addition, one can assume that, to use price increases to prevent greater
alcohol consumption if increased income is expected, prices should
be raised at least as high as the expected increase in income, and
should be highest for spirits.

Although many factors affect the total consumption of alcohol,
price and income have had very significant roles. In the 1960s and
1970s, the average price of alcohol relative to average income
decreased in most industrialized countries (Fig. 5), while the total
consumption increased significantly (4). In the 1980s, the increase in
incomes was slower, and prices remained somewhat stable, as did
consumption (16).

Fig 5. Retail price of alcohol relative to personal disposable
income (price in 1960 =100) and consumption (litres of pure

alcohol per head by people over 14 years) in the
United Kingdom, 1960 -1992.
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Source: data from Maynard & Godfrey (21).
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CROSS -ELASTICITY

If the price of one beverage type increases and that of another remains
unchanged, some consumers may drink less of the former and more
of the latter. Cross- elasticity measures and describes this kind of
response.

Empirical studies of cross- elasticities are rather few (26). Most
have shown rather small or insignificant cross -elasticity values, so
uneven price development seems seldom to lead to changes from one
beverage type to another.

IMPACT OF PRICES ON GROUPS OF CONSUMERS

People often say that heavy drinkers are insensitive to price increases.
The few empirical studies on this issue (26,29,30) seem to show that
this assumption is wrong. Heavy drinkers may even be more sensitive
to price increases than other consumers.

From an economic point of view, this is not a surprise. Heavy
drinkers spend much more of their available income on alcohol than
others. A price increase means even more expenditure, if they want to
drink as much as before. Thus, a price increase hits heavy drinkers
much harder than others. While they may be addicted to alcohol, the
results from the few empirical studies seem to show that the addiction
is not strong enough to neutralize the impact of price increases.

In addition, discussions of price increases have addressed the
impact of alcohol taxes on the distribution of consumers' disposable
income, particularly in countries where such taxes are high. If people
with different incomes buy the same amounts of the same drinks, the
state collects a higher proportion of the disposable income of people
with lower incomes. Thus, alcohol taxation seems to hit poor people
harder than rich ones, in contrast to income taxation, which takes
more from those with higher incomes in most countries (31). There is
no empirical evidence on this issue, but some studies have shown this
problem with taxation of tobacco (20). Alcohol differs from tobacco
in that beverage types differ much more in price than tobacco brands.
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Thus, rich and poor people are more likely to drink beverages of dif-
ferent prices than to smoke different cigarettes.

In any case, the planning of price increases should take account
of this effect of alcohol taxation. For instance, some of the increased
tax revenue could be used to improve the economic situation of peo-
ple with low incomes, as has been suggested in discussions about
tobacco prices (20).

ALCOHOL AND RETAIL PRICE AND COST -OF- LIVING
INDICES

Alcoholic drinks constitute a part of the general costs of living. In the
12 countries of the EU, alcoholic drinks comprised 1.1 -12.1% of total
consumer expenditure in 1990 (Table 7). Increases in the prices of
these drinks are reflected in the general retail price and cost -of- living
indices, which are often used to measure the need for increases in
salaries or social security benefits. A significant increase in alcohol
prices may lead to an increase in salaries and benefits and thus to
costs in all sectors of society.

Table 7. The share of alcoholic drinks in total
consumer expenditure in the EU, 1990

Country Share of alcohol in
expenditure ( %)

Belgium and Luxembourg 2.8
Denmark 3.1
France 1.9
Germany 2.3
Greece 2.2
Ireland 12.1

Italy 1.2
Netherlands 1.1

Portugal 1.5
Spain 1.1

United Kingdom 6.3

Total 2.6

Source: data from Nrt (10).
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Some public health advocates have suggested that alcohol be
excluded from these indices, to make price increases more feasible
for politicians who wish to prevent inflation. This has more often
been suggested with regard to tobacco prices (32). If the indices are
intended to reflect consumers' real costs of living, it is difficult to
support such suggestions. If it is agreed not to reflect increases in
alcohol prices in salaries and benefits, however, excluding alcoholic
drinks from the indices is not technically difficult.
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Cost -Effectiveness of
Alcohol Policies

The everyday decision -making on alcohol policy involves choosing
between different policy alternatives, most often to make rather small
changes. This requires a more incremental approach than estimating
the total costs and benefits of alcohol use. The task is to determine the
incremental benefits, and the costs of producing them, that will result
from particular changes in policy (7).

The problems of completing this task are similar to those of
estimating total costs and benefits. Lists of costs and benefits similar
to those presented in Sections 1 and 2 should be taken into account.
The task now is to estimate the scale of a marginal change in costs
and benefits with sufficient accuracy to allow a comparison of two or
more policy alternatives.

This comparative approach, however, creates a new problem for
economic analysis: estimating the effectiveness of the alternatives.
The alternative policies may have the same expected benefit, such as
a reduction in the number of certain alcohol- related problems or in
the total consumption of alcohol. If so, estimating the benefits in
monetary terms is unnecessary, and a cost -effectiveness analysis is
the appropriate method. Estimates in monetary terms may be needed
only if the expected benefits differ in character.

One should remember that many policies have both expected and
unexpected effects. For instance, imposing higher taxes may decrease
the recorded alcohol consumption but lead to an increase in
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smuggling and home production in some conditions. Related prob-
lems, such as a need for more control activities and increased social
problems related to unrecorded consumption, should thus be taken
into account.

The empirical knowledge for making cost -effectiveness analyses
is not very extensive. The effectiveness, costs and benefits of alcohol
policies are expected to vary between countries and drinking cultures,
and over time (16). Thus, no conclusions on the cost -effectiveness of
different alcohol policies can be used without significant adjustments.
The following examples, however, may indicate the costs and benefits
that should be included, and some of the problems to be expected in
estimating them.

TAXATION

A change in alcohol taxation should change total consumption and the
prevalence of heavy drinking. The evidence shows that a change in
consumption leads to a proportional change in the number of most
alcohol -related problems.

For instance, Godfrey & Maynard (33) estimated that a 5%
annual increase in alcohol prices would reduce total alcohol con-
sumption by 31% between 1992 and 2000 in the United Kingdom, if
income remained stable (Table 8). Two basic provisions are needed to
secure this effect. First, if the disposable income of the population
increases, the price increases should be higher. Second, the higher
taxes should result in higher prices, not a reduction in the profits of
the industry. In fact, the industry in the United Kingdom has
increased the prices even more than the tax changes. A 5% annual
price rise, however, implies a cumulative rise in prices of 48% over
eight years, which may not be politically or socially feasible.

Raising taxes does not, in principle, result in additional direct
costs; the costs of collection should be the same. Only if the tax
increase is expected to result in smuggling or other illegal activities
should an increase in enforcement costs be taken into account.
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Table 8. Expected effects on alcohol consumption (litres per person over 15 years) of a 5% annual
increase in alcohol taxes with different rates of increase in disposable

income in the United Kingdom, 1992 -2000.

Situation

Predicted consumption in 2000

Beer Spirits Wine Total

Litres Change
( %)

Litres Change
(°/0)

Litres Change
( %)

Litres Change
( %)

5% annual increase in price,
4.1 -20 1.2 -42 1.0 -43 6.3 -31

no change in income

5% annual increase in price,
2% annual increase in income 4.5 -13 1.6 -24 1.3 -26 7.4 -20.5

5% annual increase in price,
3% annual increase in income 4.7 -9 1.8 -15 1.5 -15 8.0 -14

Note. These calculations use price elasticities of -0.5, -1.3 and -1.5 and income elasticities of 0.6, 1,4 and 1.6 for beer, spirits
and wine, respectively.
Source: Godfrey & Maynard (33).
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A decrease in consumption reduces the benefits from drinking,
which differ between groups of drinkers. For instance, they may be
lower for people addicted to alcohol. Because taxation is an effective
means to reduce consumption, the lost benefits are significant.

CONTROL OF ADVERTISING

Many countries have restricted the advertising of alcohol. Opinions
differ about the impact of advertising on alcohol consumption and
related problems. The representatives of the alcohol industry often
claim that advertising affects only the distribution of consumption
between different brands (9). Advocates of advertising restrictions or
bans can refer to studies estimating that the effects of advertising on
the perception of alcohol may lead to a small increase in consumption
by young people and, in the long term, the whole population (16).

Introducing advertising controls entails enforcement costs. A
complicated, partial control, however, is more difficult to enforce
than a total ban. Thus, the costs do not directly reflect the tightness of
the restriction.

The industry may try to evade advertising controls by activities
such as the sponsorship of sporting events. These cause indirect costs
of advertising controls. In theory, the industry may lower prices if it
saves advertising costs; this, too, results in indirect costs.

Some costs are even more difficult to measure. The alcohol
industry often claims that advertising controls restrict freedom of
speech, make the introduction of new, high -quality drinks more diffi-
cult, and reduce the incentive for increasing efficiency. These claims
have not been proved by empirical studies.

CONTROLS ON THE AVAILABILITY OF ALCOHOL

Controls on the availability of alcohol include restrictions on the
hours, days and locations of retail sale; the number and quality of
retail outlets; and the age at which one can buy alcohol. Various
means, including server training, licensing and public retail
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monopolies can improve the enforcement of these restrictions, which
are described in the second booklet in this series. While controls on
availability reduce alcohol consumption and related problems, their
effectiveness probably varies between countries and drinking cultures
(16).

In addition to the costs of enforcement, controlling availability
may lead to indirect costs similar to those of advertising controls.
Attempts to subvert regulatory policies, and claims of restraint of
commercial freedom and the resulting impact on the efficiency of the
alcohol industry are very difficult to prove and measure, but they
seem to have a significant value in political debate. Comparing this
ideological value with the health gains that result from tighter con-
trols, however, has been difficult.

In addition, controls on availability create some costs for con-
sumers. For example, they may have more difficulty in obtaining
beverages, and may lose some of the benefits of drinking owing to
reduced drinking.

HEALTH EDUCATION POLICIES

Various health education policies have been developed to increase
people's knowledge of the harm related to alcohol use and to suggest
alternatives to harmful drinking. The campaigns usually aim to
decrease both overall and harmful consumption.

Empirical studies on the effectiveness of alcohol campaigns in
the mass media have not shown a very significant impact on alcohol
consumption and related problems. The long -term cultural impact of
these campaigns, however, has been suggested to be greater (16). If
so, alcohol education has an impact similar to that of advertising.

Providing education on alcohol, particularly through the mass
media, is expensive. Some methods can shift the costs from the tax-
payer to the alcohol industry and, through alcohol prices, to con-
sumers. One method is called labelling: forcing the industry to
include health warnings on beverage labels and in advertisements. In
addition, alcohol advertising could be taxed or excluded from the
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costs that the industry is allowed to deduct from the income subject to
corporate taxes (34). The revenue gained could be earmarked for
health education on alcohol.

Because alcohol education may lead to voluntary changes in
drinking, consumers do not lose benefits from drinking. They change
the value they give to it and then obtain the maximum benefit from
drinking less. In this respect, the costs are different from those of
taxation. Education does not result in indirect costs of reduced com-
mercial freedom and industrial efficiency.

POLICIES ON PARTICULAR ALCOHOL -RELATED
PROBLEMS

Many policies combine different measures to reduce particular prob-
lems. The problems most often addressed are drink -driving, alcohol -

related disturbances of public order and drinking by adolescents. The
policies used to reduce these problems include controls on availability
(such as restrictions on alcohol sales in petrol stations and at sporting
events, or a minimum drinking age), particular enforcement efforts
(such as random breath testing of car drivers) and information cam-
paigns. Concerted action against drink -driving shows signs of success
in reducing the problem rate. The results from concerted action on
young people's drinking are less significant (16).

In principle, the costs of these policies may be rather high,
because they include many types of action. The somewhat intangible
costs of controls on availability and restrictions on individual freedom
seem more easily acceptable when they fall on young people or mar-
ginalized groups. If they also fall on more advantaged groups, as in
the case of random breath testing of anybody driving a car, more
resistance may arise, indicating a higher cost of the policy. This has
made some governments reluctant to introduce random breath testing.

The economic evaluation of action targeting single problems
should take account of its impact on other problems. Such action may
reduce the rates of other problems if it results in reduced drinking.
Nevertheless, it can increase other problems, for instance, by shifting
public order problems from one public place to another or into homes.
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In addition, action that does not address drinking may change the
rates of most single alcohol -related problems (7). For instance,
improving cars or roads and introducing lower speed limits are
expected to reduce the number of traffic accidents, including those
related to alcohol. Public order problems may be reduced by relocat-
ing activities around which trouble arises or creating alternative loca-
tions or activities for people whose gathering in a certain place
involves problems. Thus, cost -effectiveness analyses, particularly of
action to prevent single problems, should take account of action not
primarily dealing with drinking.

ALCOHOL- RELATED HEALTH AND SOCIAL SERVICES

People with alcohol- related problems need a wide variety of services.
These range from screening and brief educational discussions to sur-
gery on the victims of alcohol -related accidents and long -term ther-
apy in outpatient or inpatient programmes for people dependent on
alcohol. All promise a reduction in alcohol -related harm for their
clients.

The literature on alcohol treatment includes many reports on the
results of different programmes, but in -depth scientific comparisons
are rather few (16). This has reduced the opportunities for accurate
comparisons of the cost- effectiveness of the programmes.

Many criteria can be used to measure the effects of services for
individual drinkers. If the criterion is reduced drinking, low -cost out-
patient services seem to be as effective as more expensive, long -term
inpatient services (35). Brief interventions that include the simple
identification of heavy drinking and a motivating discussion about
why and how to cut down have proved to be almost as effective as
interventions that need more time and resources (35). Thus, rather
short outpatient treatment programmes for dependent drinkers and
very brief interventions for heavy drinkers seem to be the most cost -
effective alternatives.

Another useful criterion may be a reduced need for health ser-
vices for alcohol -related disease. Some studies in the United States of
America have proved that treatment programmes for alcohol
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dependence may result in a reduction in all other health care costs of
the participants, which offsets the costs of the treatment (16). In
addition, increases in the quality and quantity of alcohol treatment
have resulted in a decrease in a couple of alcohol- related health
problems (16).

In general, services for individuals are not a very cost -effective
way to reduce drinking and related problems in the population. Their
costs are higher than those of population -based control policies. The
effects of these services should be measured at least partially by dif-
ferent criteria than those of population -based policies; a direct com-
parison, such as that in Table 9, may underestimate their value.

THE ECONOMIC COMPARISON OF ALCOHOL POLICIES

The economic evaluation of alternative policies to reduce alcohol -
related problems seems to be a more realistic task for economic
analysis than the estimation of overall costs and benefits of alcohol.
Nevertheless, this task is rather difficult. One of the first steps is to
choose between cost -benefit and cost -effectiveness analysis.

Analysing the benefits of alcohol policies raises many difficult
problems, such as estimating the value of years of life lost. Often the
benefits are prevented future costs, such as sickness and disability
days in the following decades. If the prevention of future costs is to
be compared with the costs today and in the immediate future, the
analyst has to choose a discount rate at which to translate the former
into present values. Both the valuation of lost years and the choice of
a discount rate strongly affect the final result of a cost -benefit calcu-
lation, and no single way of completing these tasks is always right.
Thus, the final result depends too much on these choices and reflects
too little of the realities of policy- making.
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Table 9. A rough summary of costs and benefits of alternative prevention policies

Alternative

Benefits Costs

Individual Third party Direct costs Indirect costs Lost benefit
from drinking

Other
individual
costs

Taxation Moderate to
high

Moderate to high Low Variable Moderate to
high

Low

Information Unproven Unproven High to
moderate

Low None to low Low

Advertising controls Low to
moderate

Low to moderate Moderate Moderate Low Low

Availability controls Moderate Moderate Moderate Moderate Moderate Moderate

Action on single
problems

Moderate Moderate (high for
drink -driving)

Variable Moderate or
high

None to low Variable

Services for
individuals

Variable Variable Moderate to
high

Moderate Low Low to
moderate

Source: Godfrey & Maynard (7).
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One may therefore prefer cost -effectiveness analysis when
agreement can be made on the expected effects of the alternative
policies, so that they may be compared without translation into
monetary terms. Nevertheless, the data requirements analyses are
rather challenging. Standard statistics do not provide much of the
necessary data on mortality and morbidity from alcohol- related prob-
lems. The problems with statistics on alcohol -related social problems
may be even greater. Thus, estimates based on epidemiological and
other studies are needed. Studies on the effectiveness of alcohol poli-
cies are rather rare, and most have been made in Anglo- American and
Nordic countries. Studies in countries with different cultures and
traditions might give different results.
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6

Conclusions

Producing, distributing and buying alcoholic beverages, and manag-
ing and preventing alcohol -related problems, are economic activities.
Thus, economic theory and economic methods can be used to evalu-
ate the alcohol market and alcohol policies, and debates on alcohol
policy should include economic arguments. Nevertheless, this booklet
gives many examples of the problems of presenting the economic
aspects of alcohol policy.

Some people describe the economic theory of the free market as
the most efficient and democratic way for society to deal with com-
modities, including alcoholic drinks. There seem, however, to be
many good reasons for the state to restrict the free market. The most
important economic reason is the existence of large externalities:
costs to others than the basic actors in the alcohol market. Here the
famous principle of environmental policies, that the polluter pays,
could be translated into the drinker pays in alcohol policy. Other rea-
sons for restrictions include the perception of alcohol as a luxury or
the need to ensure sufficient resources for the prevention and man-
agement of alcohol -related problems.

The use of taxation to restrict consumption and to ensure suffi-
cient state revenue from alcoholic beverages is the most important
subject for economic studies to support alcohol policy. The relation-
ship between price and consumption shows that alcohol is not so
special a commodity as to prevent consumers, particularly heavy
drinkers, from being responsive to price increases. Taxation is a basic
means to regulate consumption in countries with an effective taxation
system. The countries that have lost the capacity to tax drinks
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consumed by their population should make its re- establishment one of
their first priorities in alcohol policy. Otherwise, they lose both a
significant state revenue and the opportunity to use taxation to protect
public health.

The production and particularly the distribution of alcoholic bev-
erages provide employment for many people. Alcohol may also have
a significant role in the balance of trade and total state revenue. This
does not mean, however, that a decrease in alcohol consumption
would lead to problems in all three areas. If consumers spend less on
alcohol, they can spend more in other sectors of the national econo-
my, which also affects employment, trade and state revenue. Reasons
other than changes in consumption explain most of the changes in
employment in alcohol production. Jobs in the sectors responsible for
the distribution of alcohol have increased in countries with significant
reductions in alcohol consumption. State revenue per head from alco-
holic beverages is higher in countries with lower total consumption
than in those with higher consumption. Finally, the price of develop-
ing a positive balance of trade in alcohol may be much higher than
developing a similar balance of trade in some other goods.

Alcohol use has significant adverse social costs, which can be
shown even with the rather rough data that are available in many
countries. The best purpose of estimates of social costs is to illustrate
the distribution of the costs to the different groups that pay them.
These estimates cannot be directly used to estimate the changes that
would result from changes in consumption. Thus, estimates restricted
to the direct adverse costs (those of health and social services and
social insurance) may best illustrate the benefits of reducing alcohol
consumption. Even then, public health advocates should be aware of
the roughness of these estimates.

It is not advisable to spend much time on making total cost -
benefit estimates based on the questionable benefit estimates often
presented by the alcohol industry and the rough cost estimates often
presented by public health advocates. Such estimates are often mis-
leading, exaggerating the real benefits from alcohol. The estimates of
costs are so rough that they do not allow any meaningful comparison
with those of benefits. In addition, neither type of estimate tells much
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about how costs and benefits change when alcohol consumption
changes.

Cost -effectiveness analyses of alternative prevention policies
seem to be the second useful way in which economic studies can sup-
port policy- makers. Such analyses could help policy- makers to make
more informed decisions on alcohol. Making these economic analyses
involves problems, however, so one should always warn users about
the roughness of the resulting estimates.

Economic studies and evaluations are needed to support
decision -making on alcohol policy. They cannot, however, reduce
difficult political choices (for instance, between the interests of the
alcohol and hospitality industries and those of public health) to a neu-
tral and technocratic economic calculation. Good studies and evalua-
tions can support decision -making, not replace it.
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EUROPEAN ALCOHOL ACTION PLAN

The WHO European Alcohol Action Plan notes the
economic costs of alcohol- related problems to drink-
ers, their families and society, and suggests the use of
price and taxation policies to reduce them. Further,
everyone involved in debates on alcohol policies uses
economic arguments to support his or her views.
While economic calculation cannot replace these
debates, sound data on the costs and benefits of alco-
hol can give policy- makers vital support by easing the
discussion and clarifying the issues.
This booklet - the third in a series of nine supporting
the Alcohol Action Plan - shows how economics has
been and can be used to assist policy-making. It:

gives a conceptual framework for an economic
analysis of alcohol policy;
estimates the economic costs and benefits of
alcohol production, distribution and consumption;
shows the links between price, taxation and
consumption; and
describes the opportunities to use cost -
effectiveness analysis to evaluate alcohol policies.

The booklet offers valuable reading for anyone inter-
ested in health promotion, substance use and the role
of economics in the making of healthy public policy.
It makes an important contribution to the success of
the European Alcohol Action Plan and thus to pro-
gress towards health for all.
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