The Issue in Brief

ICAP Issues Briefings address specific topics relevant
to alcohol policy, providing a succinct overview of
key evidence. Where appropriate, they include an
analysis of intended and unintended outcomes,
country-level case studies, and main positions
around a particular debate.

Beverage alcohol—beer, wine, and distilled spirits—is
one of the most highly regulated commodities.
The central debate around taxation is its efficacy and
relevance as a tool for public health.
Yet most assessments of the effectiveness of taxation
as a health policy tool are based on predictive models
and projections of outcomes, rather than on analysis of
empirical data.

Limitations:
●●

Alcohol is unlike other commodities in that consumers
always have the option of substituting less expensive
beverages for more expensive ones.

●●

Changes in consumption trends may occur independently of the introduction or removal of taxes or other
policy measures.

The evidence:
●●

It has been argued that there is an inverse relationship
between taxation and total per capita consumption
levels; increasing taxes is predicted to reduce
consumption, and vice versa.

●●

●●

However, there is little empirical evidence of a direct
correlation between the level of taxation in a country
and the level of drinking.

Taxation as a policy tool is feasible only where rates
across neighboring jurisdictions are harmonized.

●●

Country-level experience shows, for example, that the
lowering of taxation rates does not result in increased
consumption.

Popular support for taxation and other restrictive
measures is low, even where these measures have
been used traditionally.

●●

Taxation has particularly limited impact in markets
where much of the alcohol produced and sold is noncommercial and thus outside the reach of government
regulation.

●●

●●

Light, moderate, and heavy drinkers respond differently to changes in taxation, with heavier drinkers
least affected.

●●

Problematic drinking patterns seem least responsive
to tax changes.

●●

Young people’s drinking may be more sensitive to
changes in alcohol taxes than that of adults; it has
been suggested that this effect is most pronounced
where young people purchase their own beverage
alcohol.

Unintended outcomes:
●●

High excise taxes may drive an increase in the unregulated trade of alcohol or growth in the grey or black
markets, particularly where rates are lower in neighboring jurisdictions.

●●

High excise taxes may also shift demand to less expensive and often harmful substitute products.

●●

Large differences in excise duty rates between neighboring jurisdictions can lead to revenue loss as a result
of cross-border trade, both licit and illicit.
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What Is the Issue?

What Is the Debate?

Beverage alcohol—beer, wine, and distilled spirits—
is one of the most highly regulated commodities.

The central debate around taxation is its efficacy and
relevance as a tool for public health.

Like most other commodities, beverage alcohol is subject
to taxation, levied by national, federal, state, and/or local
(county or city) governments.

Proponents of taxation as a health policy tool argue that
raising tax rates on beverage alcohol makes it less accessible to consumers and will result in reduced consumption, alcohol misuse, and potential harm.

Commercially-produced beverage alcohol is taxed in
every country where it is sold.
Taxation is used for various purposes (1):
●●

to generate government revenue;

●●

to create trade barriers;

●●

to encourage the purchase of domestic over imported
products.

Taxation of beverage alcohol accounts for a significant
proportion of government revenue. For example:
●●

During the fiscal year 2004–2005, tax on alcohol
accounted for 7% of total gross revenue from taxation
in the United Kingdom (2).

●●

Total revenue generated from excise tax on alcohol
beverages in the U.K. during the fiscal year 2006–2007
was:
●●

GBP 7,913 million (from all beverage alcohol);

●●

GBP 2,256 million from spirits;

●●

GBP 564 million from Scotch Whisky alone.

1

Some argue that taxation of beverage alcohol can be
used as a public health and social tool for reducing alcohol consumption, abuse, and problems. Revenue generated through taxation is ostensibly intended to cover the
external costs of alcohol-related harm. However, in most
countries in the world, taxation is predicated on general
revenue generation rather than to offset social cost.
The impact and effectiveness of taxation as a health
policy tool remain the source of much debate.

1 Scotch Whisky Association, personal communication.

The following quotes summarize some of the key
positions:
Taxation of alcohol is an effective mechanism for reducing
alcohol problems…. The notion that heavy or dependent
drinkers are immune to the influence of price is demonstrably incorrect. Put simply, but with entire scientific
accuracy, alcohol taxation is a readily available instrument
which can be applied to save lives and avert alcohol-related
suffering. (3)
Among the various strategies that states and nations use to
control alcohol-related problems, the regulation of alcohol
taxes and prices has been by far the most popular…. [R]
egulations on taxes and prices are relatively easy to establish
in law and to enforce in practice. (4)

Others, however, believe that, while taxation should be
part of a reasonable regulatory framework around alcohol, it is not an effective tool for targeting harm:
There is a danger in assuming that controls over price and
availability represent an adequate solution in themselves or
that, should they prove insufficient, all that is required is that
they be made more rigorous. History teaches us that excessive restrictions ultimately alienate all but those ideologically
committed to them. (5)
In taxing alcohol, governments should balance the wish of
consumers to purchase beverage alcohol at reasonable cost
with the need for tax revenue and the desire to discourage
inappropriate drinking patterns. (6)
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What Is the Evidence?
Methodological issues
The assessment of taxation as an effective health
policy tool is based largely on predictive models and
projections of outcomes.
Predictions about the impact of changes in tax rates
rest largely on empirical evidence on the relationship
between per capita consumption of alcohol and indicators of harm (e.g., automobile accidents, liver cirrhosis,
suicide, and violence). Projections are then typically made
about the likely impact of changes in taxation on this
relationship.
●●

This model has been applied, for example, to predict
the likely impact of lowering taxation rates in Nordic
countries following EU accession and harmonization of
policies (7-9).

Some studies have also relied on so-called “natural
experiments” from history, where levels of drinking and
incidence of harm were correlated with changes in taxation rates.
●●

For example, increases in taxation rates have been
correlated with levels of liver cirrhosis (used as a harm
indicator) in Denmark in 1917 (during World War I) (10).
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Taxation and consumption levels
It has been argued that there is an inverse relationship between levels of taxation and total per capita
consumption. Increasing taxes should reduce levels of
consumption, and vice versa.
This assumption is largely based on basic economic
theory and the relationship between supply and demand,
as well as on models projecting the impact of reduced
taxation on drinking (3, 7, 8).
Studies have shown that consumers respond differently
to price changes (including taxation changes) in different
countries (12).
There is little evidence of a direct correlation between
the level of taxation in a country and the level of
drinking.
●●

Empirical evidence shows that, despite predictions to
the contrary, the lowering of taxation rates does not
lead to increased consumption.
●●

These methodologies are predicated upon several
assumptions:
●●

that historical empirical relationships will also hold in
the future;

●●

that no major factors other than changes in alcohol
consumption are involved in the relationship (e.g.,
social upheaval and other external influences during
periods of unrest and wartime). This is the so-called
ceteris paribus assumption, under which all variables
but one are constant (11).

In general, there is a poor match between levels of predicted and observed harms for several reasons (7):
●●

changes in consumption trends and patterns (e.g.,
increases in women’s drinking, changes in heavy drinkers’ share of total consumption);

●●

changes in diagnostic criteria and the collection of
data on indicators such as liver cirrhosis;

●●

changes in treatment services;

●●

confounding by factors other than alcohol that may
affect harm indicators;

●●

confounding by unrecorded alcohol consumption;

●●

time lag between consumption and appearance of
indicators of harm.

As Table 1 shows, in some countries with high excise
taxes on wine, beer, and spirits, rates of per capita consumption are low. However, in other countries where
taxation is high, so are per capita consumption levels.

Following large-scale decreases in taxation in
Denmark, Finland, and Sweden in 2003, consumption
levels either decreased or remained the same in all
three countries (13).

Taxation and drinking patterns
Light, moderate, and heavy drinkers respond differently to changes in taxation:
●●

Demand for alcohol by light and moderate drinkers
is more responsive to price than demand by heavier
drinkers (14).

●●

A U.S. analysis (15) shows that moderate drinkers
self-report spending more on average per drink than
the heaviest drinkers (USD 4.75 and USD 0.79, respectively). Although heavier drinkers consume a larger
volume of alcohol, they are more likely to substitute
lower-priced, and often lower-quality, beverages for
more expensive ones, and to obtain drinks from lighter
drinkers.
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Table 1: Excise Duty Rates for Beverage Alcohol and Consumption Patterns in EU-15 and EU-10 Nations
Excise duty rates, in EUR2
Country

Beer

Still wine

Spirits

Overall
consumption3

Austria

AT

2.000

00.00

1000.00

11.08

Belgium

BE

1.711

47.10

1752.24

10.63

Cyprus

CY

4.860

00.00

606.90

11.52

Czech Republic

CZ

0.848

00.00

936.79

12.99

Denmark

DK

6.830

82.344

2011.48

11.71

Estonia

EE

3.710

66.47

971.46

9.00

Finland

FI

19.450

2825.00

9.31

France

FR

2.600

3.40

1450.00

11.43

Germany

DE

0.787

00.00

1303.00

11.99

Greece

EL

1.130

00.00

1090.00

9.01

Hungary

HU

1.964

00.00

858.15

13.60

Ireland

IE

19.870

3925.00

13.69

Italy

IT

2.350

00.00

800.01

8.02

Latvia

LV

1.870

43.10

905.17

9.61

Lithuania

LT

2.030

43.44

926.78

9.89

Luxembourg

LU

0.793

00.00

1041.15

15.56

Malta

MT

0.746

00.00

2329.37

6.02

Netherlands

NL

5.500

59.02

1504.00

9.68

Poland

PL

1.730

34.34

1148.76

8.09

Portugal

PT

8.270

00.00

956.83

11.54

Slovakia

SK

1.340

00.00

756.99

10.35

Slovenia

SI

6.860

00.00

694.79

6.74

Spain

ES

0.910

00.00

830.25

11.68

Sweden

SE

15.750

236.6

5373.19

5.96

United Kingdom

UK

20.220

262.6

2885.38

11.75

5

6

212.0

273.0

2 Tax rates are standard rates per hectoliter of pure alcohol in the finished product for wine and spirits. For beer, excise rates for Denmark, Estonia,
Finland, France, Ireland, Latvia, Lithuania, Slovenia, Sweden, and the United Kingdom are per hectoliter per degree of alcohol. Rates for beer for
Cyprus are per hectoliter. For all other countries, excise rates for beer are per hectoliter per degree Plato in the finished product. See data from
the European Commission Excise Duty Tables, Part I—Alcoholic Beverages, accessible at http://ec.europa.eu/taxation_customs/index_en.htm#.
3 Per capita consumption of pure alcohol in liters among adults aged 15 and older, according to the World Health Organization’s Global Alcohol
Database, available at: http://www.who.int/globalatlas/loginManagement/autologins/gad_login.asp.
4 The rate listed is a minimum and applies to wine of 6 to 15% alcohol by volume. For wines containing more than 15% of alcohol by volume, the
rate is EUR 123.37 per hectoliter of pure alcohol in the finished product.
5 The rate listed is a minimum and applies to beer containing 7˚ Plato or less; rates for greater concentration are as follows, per hectoliter per
degree Plato of product: EUR 18.84 for beers greater than 7˚ but less than or equal to 11˚ Plato; EUR 25.11 for beers greater than 11˚ but less than
or equal to 15˚ Plato; and EUR 31.40 for beers greater than 15˚ Plato.
6 The rate listed is a minimum and applies to beer containing 8˚ Plato or less; rates for greater concentration are as follows, per hectoliter per
degree Plato of product: EUR 13.20 for beers greater than 8˚ but less than or equal to 11˚ Plato; EUR 16.53 for beers greater than 11˚ but less than
or equal to 13˚ Plato; EUR 19.81 for beers greater than 13˚ but less than or equal to 15˚ Plato; and EUR 23.18 for beers greater than 15˚ Plato.

IC AP Issues Briefings 

Heavier drinkers are least affected by changes in price
through taxation:
●●

Responsiveness to price is lowest among the heaviest
drinking groups (14).

●●

This seems to hold true in both directions: A reduction
in taxation rates in Denmark, Sweden, and Finland in
2003, for example, had no effect on consumption by
heavier drinkers (13).

●●

Evidence shows that, when prices are raised, the
heaviest drinkers are likely to shift their demand to
less expensive products within the same beverage
category (16).

Taxation rates seem to have little impact on problematic drinking patterns.
Despite high rates of taxation, harmful drinking patterns
and adverse outcomes persist in many countries (13).
●●

The number of heavy-drinking days is a useful indicator of harmful drinking patterns. In general, high taxes
appear to have less impact on the number of heavydrinking days than on overall drinking levels (14).

Harmful or problematic drinking patterns do not correlate with taxation rates across countries (14, 17-21). For
example:
●●

●●

●●

In Ireland, rates of taxation are high, and, yet, both the
prevalence of heavy drinking and overall consumption also remain high. Overall alcohol consumption in
Ireland exceeds the EU average by almost 25%, and
the proportion of heavy drinkers (26% of all drinkers) is
the highest among EU countries (20, 22).
As shown in Table 2, Iceland, Finland, and Germany
have high rates of heavy episodic drinking,7 particularly among men. However, while taxation rates in
Iceland and Finland are high, they are relatively low
in Germany, suggesting that heavy episodic drinking
occurs independently of levels of taxation.
Conversely, rates of heavy episodic drinking are
significantly lower in Italy, Slovakia, and Spain, which
maintain some of the lowest excise taxes in Europe
(see Table 2).

7 Heavy episodic drinking is also referred to in the some studies as
“binge” drinking.
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Table 2: Rates of Heavy Episodic Drinking in Select
European Countries
Heavy episodic drinking among
adult population
Country

Men

Women

Finland

49.1

14.1

Iceland

42.7

20.0

Germany

42.1

12.7

Slovakia

13.9

2.8

Italy

12.8

11.5

Spain

8.5

1.6

Source: World Health Organization (2004).

Young people’s drinking may be more affected by
high alcohol taxes than that of adults:
●●

Some studies suggest that young people are more
responsive to changes in prices (and taxation) than
adults.

●●

Increases in taxation and resulting increases in monetary pricing have been found to reduce the number
of drinks consumed by young people in some U.S.
analyses (23, 24).

●●

However, despite high taxation rates, binge drinking
rates among young people in countries of northern
Europe are among the highest (25).

It has been suggested that increases in pricing are
likely to affect primarily those young people who are
purchasing their own beverage alcohol.
●●

Young people generally have less disposable income
than adults. Therefore, they are more likely to be
affected by increases in price than adults with higher
incomes.

●●

Most young people obtain their alcohol from adults;
therefore, where parents and other adults are the
primary source of beverage alcohol, price is not a significant factor in reducing consumption among young
people (26, 27).

●●

According to the Eurobarometer 2007 (28), 68% of
surveyed Europeans do not believe that increasing
prices would reduce alcohol consumption among
heavy drinkers or young people.
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Are There Unintended Outcomes?

What Are the Limitations?

High excise taxes can drive an increase in the unregulated trade of alcohol or growth in the grey or black
markets.

Substitution

Vigorous (unregulated) cross-border trade may accompany high rates of taxation on beverage alcohol, particularly where a disparity exists between the policies of
neighboring jurisdictions (29).
●●

●●

Stringent efforts to control the availability of beverage
alcohol in the mid-1980s Soviet Union resulted in a
sharp increase in illegal production and cross-border
smuggling (30-33).
High excise taxes on beverage alcohol in the United
Kingdom have given rise to extensive traffic of beverage alcohol from France where prices are lower.

High excise taxes can shift demand to less expensive
and often harmful substitute products.
●●

●●

●●

●●

In Russia, untaxed homemade samogon is consumed
at a rate of almost five times that of taxed vodka in
some regions, due to its lower cost (from one-half to
one-quarter that of vodka) (34).
Cheap alternatives to commercial products may
include non-potable/surrogate alcohols (e.g., medicinal compounds, automobile products, and cosmetics)
or drinks that are mixed with them (34).
Methanol is often used as an additive in cheap products and has severe reported health outcomes (35).

●●

Less expensive products (within a given beverage
category) may be substituted for more expensive ones,
or products may be purchased in bulk at discount
rates (15).

●●

Low-quality beverages may take the place of better
(and more expensive) drinks (37).

●●

Drinking may shift to cheaper contexts (e.g., drinking
at home) to offset changes in price and maintain drinking patterns (44).

●●

Where noncommercial alcohol is readily available, it may be substituted for taxed commercial
products (37).

Natural trends
Changes in consumption trends may occur independently of the introduction or removal of taxes.
Some natural experiments have shown that changes in
taxation levels do not necessarily result in changes in
consumption. For example:
●●

Following the reform of taxation on spirits in
Switzerland in 1999, duties on imported products were
lowered by 30 to 50% of retail price. The immediate
impact was a 30% increase in spirits consumption,
although total consumption across all beverage types
remained the same (38).

●●

The institution of a tax on alcopops in Germany in
2004 resulted in a decline in consumption in these
types of products; however, a similar decline was
observed in Austria without the institution of a tax (see
Figure 1) (39).

Conversely, pricing liberalization in Sweden has
increased domestic purchases of commercial products
and reduced the estimated consumption of homemade beverages five-fold (7).

Large differences in excise duty rates between neighboring jurisdictions can lead to revenue loss as a
result of cross-border trade.
It has been suggested that price differentials are a more
significant driver of cross-border trade than other factors,
such as personal import quotas (13).
Where differences in excise duties on alcohol are significant, cross-border traffic is also high (7). For example:
●●

Alcohol is unlike other commodities in that consumers
always have the option of substituting one product
for another.

Following tax reductions on alcohol beverages in
Denmark (2003) and Finland (2004) to comply with EU
harmonization requirements, cross-border traffic of
alcohol to Sweden rose (36).

The period between 1975 and 2000 showed a 30%
decline in drinking in the Mediterranean countries that
are part of the Organisation for Economic Co-Operation
and Development (OECD) (40). Overall, these countries
have lower alcohol taxation than Nordic countries.
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Figure 1: Alcopop Consumption Trends in Austria and Germany, 1990–20058
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Harmonization

●●

Taxation as a policy tool is feasible only where rates
across neighboring jurisdictions are consistent.
●●

●●

Disparities in taxation rates between neighboring jurisdictions significantly reduce the effectiveness of taxation and may lead to a range of unintended outcomes.
Taxation can only be efficiently implemented where
borders are closed and traffic is tightly regulated, or
where policies among states are fully harmonized.

Unregulated market
Taxation has particularly limited impact in markets
where much of the alcohol produced and sold is noncommercial and thus outside the reach of government
regulation.
●●

Noncommercial alcohol, often unrecorded in government statistics, comprises a wide range of traditional and
homemade beverages, as well as illicitly mass-produced
and counterfeit drinks. This accounts for a large portion
of alcohol consumed in developing countries (43).

●●

The proportion of noncommercial alcohol consumed
varies significantly by region. According to WHO
estimates (22), it accounts for:

Popular support
Popular support for taxation and other restrictive
measures is decreasing.
●●

Even where restrictive regulations around alcohol have
been used traditionally, public support appears to be
waning (36, 41).

●●

Surveys in the U.S. and Canada have found that support
for increased taxes is low, showing a decline from 47.7%
in 1989 to 35.3% in 2000 (42).

●●

8

Sixty-eight percent of those polled thought that higher
taxation and pricing would not deter heavy drinkers
and young people from consuming alcohol (28).
The blue line shows consumption of alcopops in Germany following
the introduction of a tax in 2003.

Surveys of consumer attitudes in Norway have suggested that consumers increasingly favor a more liberalized policy around alcohol availability (36).

●●

ninety percent of all alcohol consumed in Eastern
Africa;

●●

two-thirds of all alcohol consumed on the Indian
subcontinent;

●●

one-third of all alcohol consumed in Eastern Europe
and Latin America.
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