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Introduction
The Alcohol Beverage Federation of Ireland (ABFI) is the umbrella organisation which represents the alcohol beverage manufacturing industry in Ireland. Its constituents include the beer, cider, wine and spirits sector associations. The aim of ABFI is to promote and support an environment that encourages the sustainable development of the alcohol manufacturing and supply sector in Ireland. 

ABFI views the decision of the Commission on Taxation to examine excise duty as a significant opportunity which would help underpin an important indigenous industry and enhance its international competitiveness.


In this initial submission, ABFI wishes to express to the Commission the following key points in relation to any discussion it has on the excise treatment of alcoholic beverages;
● Alcohol duties on alcohol are amongst the highest in Europe and should not be increased.

● Any increase in excise would lead to an increase in cross-border trade and a drop in revenue for the Exchequer.
● Excise duty is too blunt an instrument to be used as a tool of social policy and will not affect those who misuse alcohol.

● Excise increases will, however, impact on low to middle-income earners and penalise the vast majority of people who drink moderately.
● Excise increases will disproportionately impact on the on-trade with a subsequent fall off in VAT revenue to the Exchequer and an impact on the tourism trade.
Over the coming weeks, we hope to provide the Commission with an in-depth examination of the excise approach currently in use with regard to alcoholic beverages. For the purposes of this submission, however, there follows a brief explanation on the rationale for these views.
An Important National Industry

The drinks industry in Ireland supports over 61,000 full-time job equivalents directly with several thousands more employed indirectly. 

The industry exports over a €1.25b of our produce a year- 1.5% of total exports. It generates over €2b in tax receipts every year. 
The drinks industry is a very large purchaser of inputs from other sectors. The manufacturing sector spends almost €500M in materials and fuel purchases and about €400m in services purchases. The retail/wholesale sector of the drinks industry buys food valued at almost €200m annually and spends over €600m on services and materials in addition to drink and food.

The industry is the largest commercial sponsor of horseracing and festivals. Through its widespread national network of pubs and its visitor attractions it contributes greatly to tourism. It is also a major sponsor of sports events in addition to horseracing and has generated several global brands. The Guinness Storehouse is the largest fee charging visitor attraction in Ireland. 

Alcohol accounts for almost 10% of the CPI weighting. Each 3% increase in the price of alcohol causes the CPI to increase by 0.3%.
At the same time, the costs of doing business in Ireland are soaring. 
Sterling has weakened by 15% against the Euro since September. It is having a dramatic effect on the Food and Drink industry’s competitiveness in our most important export market, which accounts for 42% (€3.62bn) of Irish food and drink exports. 

Transport costs are up 6% this year while energy costs are up over 12%.

Utilities such as energy and waste management account for 23% of total costs in the food and drink sector according to the National Competitiveness Council and transport costs account for 21% of total costs. 
As a result, we are exposed to these costs more than any other industrial sector, hence the high level of inflation in these areas has disproportionately affected the drinks industry.

The current slowdown in the economy highlights the importance of indigenous industries.  For all companies, a strong home market remains vital, both for brands that are strong in Ireland and as a platform to launch into or build upon export markets. 

In circumstances where exports are under pressure and the domestic economy is faced with a slowdown in the rate of growth ABFI believes that it is vital that the Government does all it can to sustain a stable home market for exporting industries like ours.
The Principles of Excise 

The terms of reference for the Commission on Taxation state that it is to carry out its work with a view to 
●keeping the overall tax burden low and implement further changes to enhance the rewards of work while increasing the fairness of the tax system,
●ensuring that our regulatory framework remains flexible, proportionate and up to date,
●considering how best the tax system can support economic activity and promote increased employment and prosperity 

●maintaining an equitable incidence of taxation and a strong economy
ABFI believes that current excise treatment of alcohol needs to be reformed on the basis of the above points; 
●The burden of alcohol taxation is neither low nor fair as it is a regressive tax.
●The excise system is neither flexible nor proportionate. It is disproportionate compared to other goods as alcohol is one of very few products upon which excise is levied.
●The tax treatment of alcohol does not support economic activity or increased employment in our industry,

●It does not foster a strong economy as it undermines one of the economy’s most vital industries. 
●It is an impediment to the competitiveness of our tourism industry.

ABFI believes that the current structure for excise duty on alcohol treats alcohol negatively by making it more difficult to compete in global markets through its impact on the domestic market.

Ireland Already Has Amongst the Highest Rates of Tax on Alcohol
Alcohol is a very highly taxed product in Ireland compared to other EU economies. Excise amounted to €1078.2M in 2006. This form of taxation is applied to very few industries. When VAT is included the revenue flow is €2151M per annum. As of 2007 Ireland had the highest wine and beer taxes in the EU and the second highest spirits tax. The excise size gap between Ireland and many other EU economies is very wide.

Significant economic benefits flow from the drinks industry in terms of support for tourism, developing a high quality profile for Ireland and regional development. It also provides a resource for community infrastructure, especially in rural areas. 
Alcohol Excise Rates in EU; Euro per HLPA; April 2008 
	
	Spirits
	
	Wine
	
	Beer
	
	Cider

	Sweden
	5584
	Ireland
	2482
	Finland
	2140
	Finland
	2452

	Ireland
	3925
	UK
	2219
	Ireland
	1987
	Ireland
	1982

	Finland
	3250
	Finland
	2118
	UK
	1880
	Sweden
	1981

	UK
	2683
	Sweden
	1806
	Sweden
	1806
	Austria
	1714

	Malta
	2329
	Denmark
	749
	Slovenia
	686
	Denmark
	1438

	Denmark
	2012
	Netherlands
	623
	Denmark
	683
	UK
	879

	Belgium
	1752
	Estonia
	604
	Italy
	588
	Netherlands
	807

	Netherlands
	1504
	Belgium
	428
	Hungary
	540
	Belgium
	354

	France
	1450
	Lithuania
	395
	Austria
	520
	France
	81

	Germany
	1303
	Latvia
	387
	Netherlands
	502
	Others
	0

	Poland
	1207
	Poland
	328
	Cyprus
	478
	
	

	Greece
	1135
	France
	    31
	Poland
	455
	
	

	Lithuania
	1112
	Others
	0
	Belgium
	428
	
	


Source; European Spirits Association, based on EU excise tables. UK based on May exchange rate. All others based on Oct 2007 as per EU Directive.
The above figures show that the Irish drinks industry is already at a disadvantage when compared to our counterparts in other European countries. 
For these reasons, ABFI recommends that there should be no increase in the current levels of taxation on alcoholic beverages.
Increases in Excise Will Lead to Cross Border Trade

In 2008, Irish consumers are educated and mobile. In a globalised economy and integrated Europe, the option of travelling abroad to purchase goods and services is growing increasingly popular. From dentistry to furniture, many Irish consumers spurn higher prices in favour of cheaper options elsewhere.

With the advent of e-commerce, consumers can purchase goods anywhere in the world without leaving their own homes.

Without question, higher domestic taxes only increase the likelihood of Irish consumers sourcing goods and services elsewhere.
Further rates increases coupled with road improvements (notably on the M1), the emergence of e-commerce and moves to make distance selling easier, could encourage Irish consumers to buy more cross-border. There is a danger that a modest further increase in the differential will lead to a large increase in cross-border leakage, and that will be difficult to reverse.

According to the National Roads Authority, cross-border traffic volumes on the M1 will increase from 20,000 vehicles per day at the moment to 40,000 vehicles by 2021.

Research
 carried out in April 2008 showed large price discrepancies in alcohol products between the Republic and Northern Ireland. On a random selection of five alcohol products, consumers could save 46% by travelling across the border. The savings represented over 50% of the total savings on a basket of 18 items. 

	Product
	Cross-Border Saving
	Percentage Saving

	Leading Whiskey 700ml
	€5.86
	21.7%

	Leading Cognac 700ml
	€7.45
	24.0%

	Leading Vodka 700ml
	€13.16
	51.1%

	Leading Cream Liqueur 700ml
	€5.10
	28.8%

	Leading Beer 12 cans
	€4.77
	34.1%


Further, experience in Scandinavia, which traditionally has had the highest alcohol taxes in Europe, is informative. Following the accession of the new EU States, the Scandinavian counties experienced an increasing level of legitimate cross-border purchasing, to the degree that their excise rates were becoming ineffective in raising revenues and discouraging consumption
.
A report published for Sveriges Bryggerier AB
 reveals that more than 1 million cans of beer are brought into Sweden every day as a result of citizens’ cross border shopping and the rising trend in illegal contraband. The loss of revenue to the Swedish Government due to legal and illegal imports is over €220 million annually. 
The brewing industry in Sweden already lost 40% of its production capacity between 2002 and 2005 due to cross border distortions
.
What is more, it is estimated that one in every two bottles of spirits consumed in Sweden is purchased outside the normal retail system
.
For these reasons, ABFI recommends that the levels of taxation on alcoholic beverages in the Irish Republic do not rise above the levels in the United Kingdom.

Excise Duty is Too Blunt an Instrument to be Used as a Tool of Social Policy

The moderate consumption of alcohol can be part of an adult healthy lifestyle. Alcohol-related harm can occur when the individual consumes more than a moderate amount. As well as doing harm to oneself, such irresponsible behaviour damages society through the burden it imposes on the health service and, should anti-social behaviour occur, the justice system.
It has been suggested that a rise in excise duty could lead to a drop in alcohol-related harm. ABFI does not believe this to be the case for the following reasons;

· Younger consumers are most often associated with binge drinking and public order problems. Many of these consumers are under-age, however, and may source their alcohol from, for example, within the home or through older friends. The question arises whether pricing is the most appropriate method of controlling this cohort’s access to alcohol, keeping in mind that the price effect hits all consumers.

· The perceived increase in alcohol-related harm in Ireland – particularly since the mid-1990s - have been concomitant with among the highest alcohol tax rates and prices in Europe. 
It is interesting to compare the position in other European countries in this regard. There are countries that are 
High tax and high consumption (Ireland and the UK), 
High tax and medium consumption (Scandinavia), 
Low tax and high consumption (France, Spain) 

Low tax and low consumption (Italy). 

It is also often cited that consumption patterns in Northern European countries lend themselves to more publicly visible alcohol-related problems than the patterns in southern European countries, although many of the latter have higher overall consumption than the former. This indicates that various (including cultural) factors impact on harmful drinking, and taxation should not be the most important tool to tackle this.

For these reasons, ABFI does not believe that excise duty should be used as a tool of social policy or should be viewed as an appropriate mechanism for reducing binge- or underage-drinking.

Excise Increases Disproportionately Impact on Low and Middle Income Earners
ABFI notes the commitment in the Programme for Government 

to keep the overall tax burden low…while increasing the fairness of the tax system

As an indirect tax, excise duty does not discriminate between low, middle and higher income earners. By increasing excise duties on alcoholic beverages, low and middle-income earners are disproportionately impacted upon. 
This situation means that a rise in excise duties would lead to little or no change in consumption of alcohol- though it may lead to a shift between brands or between beverages (e.g. from wine to beer) - while simultaneously penalising those on lower incomes. 

Alcohol expenditure as % of disposable income in  income deciles
	Decile
	Average disposable income €
	Alcohol expenditure as % of income

	1
	158.99
	6.1

	2
	244.65
	5.4

	3
	259.12
	4.3

	4
	488.30
	5.0

	5
	628.31
	4.8

	6
	779.53
	5.1

	7
	950.84
	4.3

	8
	1167.54
	4.1

	9
	1420.76
	4.1

	10
	2232.01
	3.1

	State
	842.98
	4.2


Source. Household Budget Survey 2004/05. DIGI calculations

For these reasons, ABFI believes that an increase in excise duties on alcoholic beverages would have a negative impact on low to middle-income households and should be avoided.
Increases in Alcohol Taxation Will Lead to Higher Consumption in the Home

ABFI does not believe that the excise system can be used to reduce alcohol-related harm – but it can make it worse.

In the last ten years, there has been a marked shift in the channel through which Irish consumers purchase alcohol. The split between the on- and off-trade has narrowed considerably and has gone from 70%-30% in 1997 to 55%-45% in 2004. 
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Shift from On- to Off-trade 1997-2004 (Source; Diageo)
The reasons for this trend are multiple. For example, as people move into the older age groups, they are more likely to be married, have children, and be homeowners and car-owners, reducing both discretionary income and time. All these militate against the on-trade. 

“Whole night out” costs, including taxis, babysitters, etc., as opposed to the price of drink itself, are a factor for these age cohorts also. 

Longer term societal changes such as the move to double income households and increased commuting are adding to the “cash-rich time-poor” phenomenon, and may for instance be leading to a position whereby socialising outside the home is moving towards restaurants rather than pubs, with reduced drinking “opportunity”.

However, increases in excise, which have tended to be passed on directly to consumers in the off-trade, but have a further mark-up added in the on-trade due to higher service inflation, have also played a part.
The abolition of the Groceries Order, and the practice of below-cost selling of alcohol in major retail outlets, means excise increases can be absorbed for off-trade products while publicans, due to pressure of costs, must pass them on.
This trend is of interest to social policy makers and economic strategists. 

For example, home drinking is “unregulated” – drinks are not “measured” as strictly as in licensed premises and nobody is present to deny an intoxicated person another drink in their own home. 
Similarly, the practice of “pre-loading”- where a consumer drinks several drinks at home (perhaps to the point of near-intoxication) prior to visiting a pub or nightclub- can only grow as price differentials increase.

Furthermore, this shift in distribution channel is not a matter of indifference to the Exchequer. Since alcohol is more expensive in the on-trade, VAT revenues are higher for a given level of consumption in that channel. A shift to the off-trade hence adversely affects Exchequer revenues, for an unchanged volume of consumption. 
Potential visitors to Ireland are likely to weigh up the cost of drink in deciding whether or not to visit here. The impact of an excise increase on Ireland’s reputation as a tourist destination should also be considered. 

A shift of 10% of current on licence volume to the off licence sector would result in a VAT revenue loss of about €35M. In addition there would be declines in income tax and PRSI receipts.

For these reasons, ABFI notes that any increase in excise duty would lead to an increase in the price differential between the on- and off-trade.

Conclusion

As stakeholders in society members of ABFI recognise the imperative of reducing the misuse of alcohol and we see our industry as a front line partner in doing so. Any level of alcohol related harm poses challenges to the future sustainability of our industry and the regulatory environment in which we operate. Long-term moderate consumers of alcohol are preferable to short term mis-users of alcohol for all stakeholders.

ABFI is fully committed to playing its part in working with Government and other stakeholders to identify appropriate methods to tackle the issue of alcohol misuse in Ireland. We believe that alcohol misuse is a complex problem for society, which requires a balanced approach from all stakeholders.
Our call for a fair, competitive and un-burdensome excise regime is rooted in the belief that 

● The moderate consumption of alcohol is part of a healthy, balanced lifestyle and can bring benefits to the individual. 

● The manufacturing and distribution of alcohol products contributes to the economic and social wellbeing of the country. It particularly benefits the tourism industry.
● In a globalised economic world and a Europe where national borders do not act as a barrier to trade, increases in taxation will lead to a flow of revenue out of the State and no real change in patterns of consumption.

● Alcohol-related harm is a multi-faceted and complicated problem, which the taxation system on its own cannot hope to solve. Ireland has amongst the highest levels of taxation on alcohol in Europe and this has not reduced the levels of alcohol-related harm.

And

● Moderate, sensible consumers of alcohol who are above the legal age and do not pose a danger to themselves or others are in the vast majority in this country and should not be penalised for the irresponsible behaviour of the minority.

We look forward to making a more detailed submission to the Commission and remain available to provide any points of clarification that the Commission requests.
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Alcohol Beverage Federation of Ireland

A Sector Association within IBEC
Confederation House

84/86 Baggot St

Dublin 2

Phone + 353 1 6051581

Fax + 353 1 6381581

� Sunday Tribune, April 20th 2008


� DKM 2005


� ‘Smuggling of alcohol in Sweden 2002-2007’ published by the Spendrups Brewery for Sveriges Bryggerier AB.


� Brewers of Europe


� Irish Distillers Ltd.
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