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The production, sale and use of alcohol has
proliferated since the first recordings of alcohol
use in the middle ages.[1] Today, alcohol is con-
sumed by over 2 billion people, with global sales
of alcoholic beverages in excess of $US967 billion
(year 2005 value).[2,3] Alcohol has many positive
features, including individual pleasure to the
drinker; a lubricant in the context of socializing
and celebration; aesthetic appreciation; a source
of income, employment and export; a promoter
of other economic activities; and a generator of tax
revenue.[4] Conversely, alcohol consumption and,
in particular, excessive or harmful use of alcohol
can bring about many negative consequences, in-
cluding adverse health effects, reduced product-
ivity and/or increased workforce absenteeism, crime
and violence, road traffic accidents and prema-
ture death.[2,4-6]

Recent advances have been made in under-
standing the health implications of alcohol mis-
use, with the weight of the evidence suggesting
that the misuse of alcohol represents a leading
cause of illness, injury and prematuremortality.[4,7,8]

Epidemiologists have ascertained causal relation-
ships between average volume of alcohol consum-
ed andmore than 60 types of disease and injury.[4]

An estimated 3.8% of deaths and 4.6% of dis-
ability-adjusted life-years are attributable to al-
cohol use globally.[4] However, the burden across
countries is not equally distributed. Disease bur-
den is closely related to average volume of alco-
hol consumption, and, for every unit of exposure,
is strongest in people who are poor and margin-
alized in society.[4] Economic costs associated
with alcohol misuse indicate that more than 1%
of GDP purchasing power parity in high- and

middle-income countries is attributable to alco-
hol consumption.[4,9-12]

The evidence base underpinning the negative
consequences of alcohol misuse for drinkers, their
families and society, while sometimes lacking in
rigorous scientific quality,[13] supports the claim
that using alcohol inappropriately is harmful to
one’s health and a considerable drain of society’s
scarce resources. Given that this evidence base is
derived predominantly from developed countries,
the call for alcohol action is more heeded in de-
veloped countries than developing countries. How-
ever, in a review of alcohol action in 12 developed
countries, Crombie et al.[14] found that countries
varied markedly in their commitment to inter-
vene, with very little consensus on which strate-
gies to adopt or what levels of drinking should be
targeted.

To date, the development of alcohol policy has
largely been ad hoc and reactive, with subsequent
policy relying on strategies that are ineffective but
popular.[13,15] For example, school-based educa-
tion is an ineffective measure to reduce alcohol-
related harm but is nonetheless a very popular
optionwith governments and their constituencies.[15]

Conversely, volumetric taxation is a very cost-
effective strategy to curb alcoholmisuse but is rarely
adopted.[16] While countries such as Australia
and theUKhave at least attempted to curb alcohol-
related harm through a range of measures, too
many countries are still lagging behind the de-
velopment of effective and appropriate alcohol
policy. A range of factors impede such a process,
including political instability or a vested interest
in governments in alcohol manufacturing, a lack
of appreciation of the evidence base, challenges
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imposed by free trade agreements and involve-
ment of the alcohol industry in policy processes.[17]

Although there is some consolidated evidence,
such as the WHO European Action Plan,[18] put
together to guide policy makers on what con-
stitutes an essential package of interventions to
reduce alcohol-related harm, there is still a lack of
international guidance.

The call for effective and appropriate alcohol
policy to address alcohol-related harm has re-
cently gained momentum.[13,16,17,19] A compre-
hensive global assessment by the WHO[15] of the
effectiveness of policies and programmes to reduce
alcohol-related harm found that policies that
regulated the environment in which alcohol is
marketed (particularly its price and availability)
are effective in reducing alcohol-related harm, as
is legislation to reduce drink-driving and brief
interventions targeted at risky drinkers.[15]

An under-researched area in the development
of effective and efficient alcohol policy is the role
of economics and, in particular, the need for
economically efficient strategies. Economic effi-
ciency can be improved in the alcohol market
when the negative externalities due to alcohol
consumption can be reduced and where the so-
cially optimum level of alcohol is sold and con-
sumed in society. A socially optimum level can be
one where the level of harm is minimized. This
optimum level requires an assessment of both
supply-side factors (availability, marketing and
price of alcohol) and demand-side factors (taste,
willingness, preferences and income) and the in-
teractions of these factors in minimizing alcohol
misuse.

Although the evidence base pertaining to
economic efficiency of alcohol policy is sparse,
there have been some valuable contributions. Her
et al.[20] found that greater availability of alcohol
through privatizing of alcohol sales in a retail en-
vironment where the government is also a retailer
can increase alcohol harm. Chaloupka et al.[21]

reviewed the economic literature pertaining to
price elasticity and found that price increases can
reduce the quantity of alcohol consumed and
alcohol-related harm. Cook and Moore[22] high-
lighted the importance of price increases and re-
stricting access in reducing use and harm. Doran

and Shakeshaft[23] recommended combining fiscal
measures of volumetric taxation with other sup-
ply- and demand-side initiatives to provide in-
centives to manufacturers to extend the product
development of low-strength beer and wine and
disincentives aimed at reducing the manufacture
of high alcohol-content drinks and marketing
of alcohol to young and vulnerable subgroups of
the population. Cobiac et al.[16] suggested that the
Australian Government, by implementing a pack-
age of cost-effective interventions, could bring about
a 10-fold improvement in health gains compared
with current practise.

One of the most economically efficient measures
to reduce alcohol-related harm is taxation.[15]

There are two economic rationales for taxation of
alcohol: to correct market failures, specifically
the externality costs associated with alcohol con-
sumption; and to raise taxation revenue for govern-
ments.[24] These two rationales suggest varying
approaches to the application of taxation on al-
coholic beverages. The former suggests a taxation
regime that aims to internalize the external costs
within the market by applying a marginal tax
directly to the cost driver of the externality, equal
to the marginal cost of the externality, thereby
realigning marginal private costs with the mar-
ginal social costs associated with consuming
alcohol. In this sense, alcohol taxation can be de-
scribed as a Pigovian tax, attempting to align
private consumption levels with the socially op-
timal level of consumption. Alternatively, the
latter of the two rationales proposes a taxation
rate inversely proportional to alcohol products’
price elasticities in order to maximize taxation
revenue.

From a social perspective, tax policy that
corrects market failure is more attractive than
a tax that simply aims to raise government rev-
enue. The body of evidence that shows alcohol
consumption is responsive to retail price in-
creases is consistent within the range of pricing
policies.[15,21,22] This increase in retail price can be
achieved by various forms of taxes, the common
one being excise taxes. It is proposed that a vol-
umetric tax, which taxes alcohol equally across
beverage types, is less distortive of consumer pref-
erences and more efficient at reducing alcohol
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consumption than current taxation models seen
in most developed countries, i.e. where taxes are
charged at varying amounts per litre of pure al-
cohol, depending on the beverage type.

Byrnes et al.[25] examined the public health
benefits and costs of implementing a volumetric
alcohol tax in Australia. A mathematical model
was created to compare three scenarios for a vol-
umetric tax rate: (i) a rate that maintains the
current deadweight loss of taxation (i.e. the re-
duction in consumer benefit from taxation that
increases the price and lowers consumption, less
the taxation revenue collected); (ii) a rate that
maintains existing taxation revenue; and (iii) a
rate equal to the existing rate applied to spirits
(the highest taxed beverage in Australia). The
results suggest that all volumetric tax scenarios
would provide greater health benefits and cost
savings to the health sector than the existing
taxation system. The findings of Byrnes et al.[25]

are supported by other researchers[21,23] and re-
inforce the potential role that economics can play
in the design of effective and efficient alcohol
policy.

Where to From Here?

Applied Health Economics and Health Policy
invites the submission of original manuscripts on
the health economic implications of various al-
cohol policies, to be published in a special issue in
2011. Manuscripts may be either methodological
or applied pieces that range from assessments of
the efficiency of current global alcohol policy to
demonstrations of how economics may improve
the situation. The deadline for submissions is
31March 2011 (see the Call for Papers at the back
of this issue).
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