The government’s own numbers show that alcohol is under-
taxed
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Whilst weighing up his options for next week’s Budget, the Chancellor will be coming under significant
industry pressure to cut alcohol duty, as he has for the past three years. One common argument is that
UK consumers are overburdened with alcohol taxes. However, Aveek Bhattacharya presents
analysis showing that alcohol taxes should in fact be significantly higher — and that the government’s
own estimates of social harm lead to the same conclusion.

Alcohol produces externalities — costs that are imposed on others without their consent. For example,

drinking is associated with crime and violence, road traffic accidents, costs to the healthcare system and lower
economic productivity. Externalities are problematic because they are not reflected in market outcomes: consumers
typically only consider the costs and benefits of drinking to themselves, and fail to consider the impact their drinking
has on others.

According to standard economic theory, externalities should be corrected through taxes which raise prices to reflect
the social harm of a product. For example, if a pint of beer typically imposes £1 of costs on others, then a tax of £1
should be levied on each pint to reflect this cost.

The UK Government has estimated the externalities caused by drinking to be £21 billion a year in England and
Wales. This number is controversial, but the economists behind it acknowledge that if anything it is an
underestimate. In any case, the Government has reaffirmed this £21 billion figure repeatedly in parliament. Yet
alcohol duty only raises £9 billion a year, suggesting that the price of alcohol does not adequately reflect the harm it
does to society.

Some people might object that it is only a problem minority that causes social harm, and worry that duty is a blunt
instrument, which negatively affects moderate drinkers at the same time. This is debatable, but even if such a
distinction can be drawn, the burden is minimal. Moderate drinkers may have to pay more for their alcohol due to
duty, but this money allows the government to fund services and cut other taxes. Taxes may also discourage
moderate consumers from drinking, and cause them to switch to less enjoyable products. However, our estimate of
this loss of enjoyment suggests that it accounts for at most 2 per cent of market value, £1.2 billion, and likely
considerably less, under current levels of duty. Besides, it is dwarfed by the reduction of crime, healthcare and
economic costs as a result of alcohol duty — which total at least £4.4 billion. All things considered, many — perhaps
most — moderate drinkers could benefit from higher alcohol duty.

A key implication of all this is that higher alcohol taxes can be justified solely on the basis of the harm that drinking
causes to wider society. The argument does not depend on the benefits to the individual drinker. Yet such
considerations provide additional reasons to raise alcohol duty.

There are a number of reasons to suspect that many people make poor choices around alcohol and could benefit
from higher duty that discourages excess drinking. Alcohol is addictive and psychoactive, and as a result many
consumers drink while dependent or intoxicated. Many people are not fully informed of the risks of drinking, or
believe that they are immune — for example, only half of people in the UK are aware alcohol causes cancer. People
suffer weakness of will — where they are unable to follow through on their reflective desire to cut down drinking.
More generally, myriad non-rational influences encourage people to drink, including habit, availability and social
influence. Raising the price of alcohol does not reverse all these effects, but can go some way to mitigating
excessive overconsumption.
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Taken together, these arguments make for a compelling case in favour of raising alcohol duty. On the Government’s
own estimates, current levels of tax fail to account for the social cost of drinking. Raising rates of duty would address
this harm without unduly affecting moderate drinkers. Moreover, higher duty would reduce the private costs to
individuals resulting from excessive consumption. Come Wednesday, we will learn whether the Government has
taken heed.

This post is based on the Institute of Alcohol Studies report ‘Dereliction of Duty: Are UK alcohol taxes too
low?’ Download the full report from the IAS website here.
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