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Introduction

The Drinks Industry Group of Ireland represents manufacturers, wholesalers, on licence retailers and off licence retailers. The full membership is shown below 

· Alcohol  Beverage Federation of Ireland
· Beverage Council of Ireland 

· Irish Hotels Federation

· Licensed Vintners Association

· National Off-Licence Association

· Restaurants Association of Ireland

· Vintners Federation of Ireland

DIGI is concerned with the taxation and economic development aspects of the drinks industry and has produced a range of research reports on the economic role of the industry, taxation of alcohol and licensed premises including “Survey of Licensed Premises in Ireland 2004” in 2004, “The Drinks Industry and Tourism in Ireland” in 2005, “ Purchases of Inputs”  in 2006 and “Economic Significance of the Drinks Industry” forthcoming in 2008.
The submission follows the guidelines given by the Commission.
DIGI’s objective is to achieve a fair and competitive alcohol tax regime in Ireland to provide support for what is a substantial local industry and to achieve equity for the large number of consumers of alcohol.
DIGI recognises the economic efficiency benefits of having low income tax and low profits tax. However, indirect taxes also affect competitiveness and economic activity. This is particularly the case with alcohol taxation. Despite its overall low taxation to GDP ratio Ireland has very high alcohol excise taxes. The gap between Ireland’s alcohol excise rates and those of most of the other EU countries is very large. Indeed, Ireland’s alcohol excise levels are so large that to reduce them to more competitive levels relative to other EU countries is not affordable because of the current and medium term state of the public finances. These high Irish alcohol excise taxes reduce tourism competitiveness, increase prices and constrain the development of the industry. The negative effects of high indirect taxes have not been sufficiently recognised in the framing of taxation policy. It is hoped that the Commission will remedy this.
. 
This submission recommends that there should be a moratorium on alcohol excise tax increases for at least the next five years and that there should be a fundamental review of the Irish alcohol excise system. As an immediate measure it is recommended that the practice of charging VAT on the excise element of the price of alcohol should be ended. 
Terms of reference area to which the submission relates

The Commission’s terms of reference relate to six specific areas. This submission primary relates to areas (a) and (c) and also indirectly has implications for areas (e) and (f).
Area (a)  to consider how best the tax system can support the economic activity and promote increased employment  and prosperity while providing the resources necessary to meet the cost of public services and other Government outlays in the medium and longer term
Area (c)  to examine the balance achieved between taxes collected on income, capital and spending

Area (e)  to consider options for the future financing of local government
Area (f)  to consider a revenue neutral carbon tax   

Other areas such as promotion of savings(b) and review of tax expenditures(d) are not included in the DIGI submission.. 

Proposals for change

SUMMARY OF PROPOSALS
DIGI proposes a moratorium on alcohol excise taxation increases for at least the next five years. Ideally, excise levels would be reduced over the medium to long term in a phased and structured manner to approximate to the much lower average EU levels but this is not feasible at the present time because of the cost and the pressures on the public finances. Alcohol excise levels in Ireland have been allowed to grow so high relative to the majority of EU countries that it would be very costly to reduce them to the levels enjoyed by the great majority of EU countries and EU citizens.

DIGI proposes that there should be a fundamental review of the Irish alcohol excise system. The Irish and international alcohol excise systems have evolved historically, incrementally and haphazardly resulting in distortions between different beverages, lack of equivalence of treatment of different alcohol products, excessively high rates on both equity and efficiency grounds, complexity and an uncertain environment for the industry caused by episodic excise increases and ongoing annual uncertainty at budget time. The current system does not provide a stable, certain and supportive environment for the drinks industry

.
DIGI proposes that as an immediate reform the practice of charging VAT on the excise element of alcohol prices should be ended. The current system imposes a tax on a tax. VAT should be charged only on the non excise element of the price.   .
DIGI proposes that there should be no increases in  general expenditure tax rates such as VAT  and no introduction of new general or local expenditure taxes( except for the impact of a carbon tax). The only increases in revenue from spending taxes, apart from a new carbon tax should be through increases in the revenue base (such as extending the VAT base) and buoyancy and not through raising the current expenditure tax rates. Any proposed carbon tax should be revenue neutral and any price increasing effects of a carbon tax should be offset by reductions in general and, where appropriate, product specific indirect tax. Expenditure related carbon taxes should not be used to reduce direct taxation thereby increasing the share and burden of indirect taxes. As a further implication of the above there should be no increases in general expenditure taxes or introduction of new local expenditure taxes to finance local government.
SUPPORTING DOCUMENTATION
This section provides information on the costs and benefits of the proposals and the statistical and other research data underlying the proposals as required in the Commission’s guidelines.  A range of research papers published by DIGI on various aspects of the drinks industry is available to the Commission if required.   In brief the recommendations are based on the following:
· Irish alcohol excise rates are very high by EU standards and have been high over the long term. The gap between Ireland and the majority of EU countries on alcohol excise tax is enormous.
· The drinks industry is a very substantial economic asset in terms of direct and indirect employment, gross value added, exports, international brand. development, tourism support, regional development and exchequer returns. The employment contribution of over 100K persons in full or part-time jobs is particularly notable.
· The drinks industry has been adversely affected by new and increased regulation and by economic and business changes in recent years.
· Excise is a regressive tax .
· Current trends have negative implications for the VAT yield from alcohol
· Misuse of alcohol is better dealt with by educational and motivational measures than by tax increases which affect all consumers of alcohol, both responsible consumers and those who misuse the product.  
Irish alcohol excise rates are high by EU standards

Ireland is generally acknowledged to be a low tax economy as evidenced by the ratio of tax revenue to GDP ( Ireland is closer to other countries when the ratio is calculated relative to GNP). Income tax rates are relatively low, the corporation tax rate is very low by international standards and property and wealth taxes are low. However, Ireland is currently a high tax economy in terms of expenditure taxes such as the VAT rate and excise taxes on alcohol.

A key feature in assessing the current alcohol excise level and justifying the DIGI proposal for a moratorium on increases is the fact that Irish excise levels are very high by international standards. The magnitude of the gap between Ireland and the majority of EU countries on alcohol excise is enormous and the size of the gap is not generally appreciated by policymakers.
The alcohol excise position has a number of negative economic effects. High taxes constrain the development of the industry, they increase the domestic price level, they reduce tourism competitiveness, they increase the tendency to source outside the state (the Irish population travels extensively overseas) and they generate a range of consumer reactions including an additional impetus to home consumption with consequent loss of VAT revenues and employment opportunities. 

A summary of the very high Irish excise rates is presented below in Table 1. More comprehensive details are presented in Table 2. The position of Ireland can be viewed in terms of both “league table” position with highest excise country listed as 1 and the extent of the difference between Ireland and other countries. Table 1 deals with the league table indicator. The data are compiled by the European Spirits Association and are based on the EU Commission excise tables. The EU data are based on exchange rates operating in October 2007 as required by the relevant EU directive. In the case of the UK we have updated its position to current (May 2008) exchange rates to reflect the April excise increases.  
Table 1

Ireland’s High Alcohol Taxation in the EU April 2008
	Category
	Position

	Wine
	Highest in EU27

	Beer
	Second highest in EU27

	Spirits
	Second highest in EU27

	Cider
	Second highest in EU27


 Source. European Spirits Assoc data based on EU Excise Tables. Rates as of April 2008 and based on October exchange rates except for UK which is based on current exchange rates. Cider refers to 2006/7.
Ireland has the highest wine excise of the 27 EU members in 2008, the second highest beer excise (after Finland), the second highest spirits excise after Sweden and the second highest cider excise.
It is notable that fifteen of the 27 EU members have no excise tax on wine. In addition to these fifteen France has a negligible excise on wine. The countries which do not charge excise on wine are Austria, Bulgaria, Cyprus, Czech Republic, Germany, Greece, Hungary, Italy, Luxembourg, Malta, Portugal, Romania, Slovakia, Slovenia and Spain. The mix includes both accession countries and also some of the richer more established economies such as Austria and Germany. Clearly many EU countries actively use the alcohol excise regime to support their local wine industries. This contrasts greatly with the approach in Ireland where the local beer and spirits industries are very heavily taxed. 
The absolute gap between Ireland’s alcohol excise and many other EU countries is substantial. Some key illustrative points are noted below and fuller details are presented in Table 2:
· the Irish spirits excise is 3.9 times the Austrian level, 2.2 times the Belgian level, almost twice the Danish level, 2.7 times the French level,  and 2.6 times the Dutch level. Apart from Malta all the accession countries have very low spirits excise.
· in wine Ireland, Finland,  Sweden and the UK have excise rates between €1806 and €2482 per HLPA. The next highest is Denmark at €749. As already noted 15 members have no excise on wine

· in beer Ireland, Finland, Sweden and the UK have excise rates between €1806 and €2140 per HLPA. The next highest is Slovenia at €686. 
Germany is renowned as a beer consuming and producing country as is Ireland. Ireland’s beer excise is ten times the level of Germany as shown in Table 2.
There is a clear divide between Ireland, UK, Sweden and Finland and the other EU countries on alcohol excise. The differences are most notable in beer and wine and less so in spirits. In all three beverages shown in the table these four countries are the highest. The lowest of these four countries is 3.8 times the fifth ranked country in beer excise and 2.4 times in wine excise. The gap is narrower in spirits at 1.2 times.

Table 2             Alcohol excise taxes, highest 15 EU countries, € per HLPA

	
	BEER
	
	SPIRITS
	
	WINE

	FINLAND
	2140
	SWEDEN
	5584
	IRELAND
	2482

	IRELAND
	1987
	IRELAND
	3925
	UK
	2219

	UK
	1880
	FINLAND
	3250
	FINLAND
	2118

	SWEDEN
	1806
	UK
	2683
	SWEDEN
	1806

	SLOVENIA
	686
	MALTA
	2329
	DENMARK
	749

	DENMARK
	683
	DENMARK
	2012
	NETHERLANDS
	623

	ITALY
	588
	BELGIUM
	1752
	ESTONIA
	604

	HUNGARY
	540
	NETHERLANDS
	1504
	BELGIUM
	428

	AUSTRIA
	520
	FRANCE
	1450
	LITHUANIA
	395

	NETHERLANDS
	502
	GERMANY
	1303
	LATVIA
	387

	CYPRUS
	478
	POLAND 
	1207
	POLAND
	328

	POLAND
	455
	GREECE
	1135
	FRANCE
	31

	BELGIUM
	428
	LITHUANIA
	1112
	All others
	0

	ESTONIA
	409
	LUXEMBOURG
	1041
	
	

	SLOVAKIA
	368
	AUSTRIA
	1000
	
	


Source European Spirits Assoc, based on EU excise tables. UK based on May exchange rate, all others based on Oct 2007 as per EU directive
It is clear that Ireland is a very high alcohol tax economy in comparison to the large majority of EU members. In fact, as regards alcohol excise tax Ireland is the exact opposite to a “low tax economy”.  The only comparable countries are the UK, Sweden and Finland. This high tax regime is not generally appreciated because Ireland is perceived to be a low tax economy, which it is when measured by overall tax burden and social security contributions but not in the case of alcohol excise.
Table 3 summaries the Irish tax position and identifies the contrast between the overall tax ranking and the alcohol tax ranking.

Table 3             Comparative tax position of Ireland
	
	% of GDP
	%  of GDP
	Irish ranking of 27(highest =1)

	
	Ireland
	EU
	

	TOTAL TAXES
	30.8
	37.4
	23

	INDIRECT TAXES
	13.6
	14.4
	15

	DIRECT TAXES
	12.4
	12.0
	9

	  Corporate taxes
	3.4
	3.1
	11

	  Other direct taxes
	9.0
	8.9
	not available

	SOCIAL SECURITY
	4.8
	11.2
	26

	BEER EXCISE
	NA
	NA
	2

	SPIRITS EXCISE
	NA
	NA
	2

	WINE EXCISE
	NA
	NA
	1

	CIDER EXCISE
	NA
	NA
	2


Source. Taxation Trends in the EU. Eurostat 2007. Data refer to 2005. Alcohol tax data refer to 2008.

The contrast between the overall Irish tax competitive position and the alcohol tax position is clear from Table 3. Ireland has a very low overall tax ratio, it is 24 highest of the 27 countries. Ireland has the lowest tax to GDP ratio in the Euro area. It is 15th highest in direct taxes and 11th highest in corporate tax revenues measured as a % of GDP.  Social security taxes are very low in Ireland and these amount to only 4.8% of GDP compared to 11.2% for the EU average. Only one country has a lower social security share. Ireland is ranked 26th highest of 27 countries on social security revenue relative to GDP..
However, Ireland is at the other end of the spectrum where alcohol excise rate is concerned. It ranks highest or second highest on all four categories. It should be noted that the alcohol and general tax indicators are not fully equivalent in that the alcohol refers to absolute levels and the tax indicators are proportions of GDP. Nonetheless they illustrate the different comparative positions of alcohol taxation and general taxation as regards the international ranking of Ireland.

It is informative to compare Ireland’s spirits rate with the popular holiday destination countries such as Spain and Portugal. The Irish spirits rate is 4.7 time the Spanish rate 
and 4.0 times that of Portugal. This explains why Irish spirits is cheaper in those 
countries than in Ireland. Neither Spain nor Portugal have a wine excise. This large excise differential encourages out of state sourcing by the large number of Irish holidaymakers even allowing for the security restrictions on hand luggage and baggage charges.
The excise system for alcohol has developed incrementally over hundreds of years in most countries. Ideally there would be equivalence of treatment of different beverages relative to the alcohol content because the main aim of the tax is to target alcohol but this is not the case both in Ireland and internationally. As already noted some countries do not impose excise on wine but do on beer, spirits and cider. The broad position in international excise structures is that spirits are taxed higher than beer and higher than wine where there is a wine excise. The relationship between wine and beer excise is less definite. The ratio of spirits excise to wine and to beer varies greatly across the members of the EU. For example, the spirits beer ratio is 1.4 to 1 in Italy, 6.6 in Germany, 1.9 in Austria and 1.5 in the UK.  

In Ireland the ratio of spirits excise to wine is 1.6(measured as € per HLPA). The spirits to beer ratio is 2.0. The wine to beer ratio is 1.2. The proposed review of the Irish alcohol excise system would examine the appropriateness of such differences and would, of course, take EU excise rules into account.
In addition to the high Irish alcohol excise levels Ireland also has relatively high VAT rates although the magnitude of the international differences is much lower than arises in excise. Of the 27 EU countries 20 have rates which are less than the Irish rate of 21%. Seven of these are at 19% and 5 are at 20%. Only 4 countries have a rate above the Irish level. 

In DIGI’s view the evidence is clear. Alcohol excise in Ireland is very high by EU standards. This directly goes against the aim of using the fiscal system and structure to enhance competitiveness and support economic activity and employment.

The alcohol excise burden is illustrated by a different indicator in Table 4.  This indicator is the average excise payment in 2006 per head of population in a sample of EU countries. The value of the indicator is determined by the average consumption level and the average excise level. While Ireland is a high consumer of alcohol it is also, as has been shown above, a high excise tax economy. The main cause of the difference between Irish and international alcohol excise per head is the excise rate.
Table 4    Average alcohol excise tax receipts per head of population various EU countries 2006

	Country
	Excise per head of population(€)

	Finland
	187

	Belgium
	56

	Ireland
	256

	Denmark
	81

	Germany
	41

	UK
	188


Source: DIGI calculations based on EU revenue statistics and population data
Ireland’s population pays substantially more than the other countries in the sample. The closest to Ireland are Finland and the UK which are high excise economies. The other countries all have levels which are very far below the Irish level.

The very high level of alcohol excise must be seen in the context of its large role in overall consumer expenditure and the fact that it is responsibly consumed by the great majority of the adult population. Over 80% of adults consume alcohol on a regular basis. Alcohol accounts for almost 10% of the consumer price index weighting. This also illustrates the impact that high alcohol taxes can have on the cost of living and the rate of inflation.

The high Irish alcohol excise position is a self imposed competitive disadvantage. It is all the more surprising because Irish policymakers have long recognised the role fiscal policy can play in improving competitiveness as evidenced in social security rates, profits tax rate and the use of tax incentives. 
The impact of taxation on alcohol prices is shown below for a selection of products.

Table 5

Tax Impact on Price of Alcohol: Various Products 2007
	                                                           On-Licence
	                 Off-Licence

	
	     Beer

    (Pint)
	      Spirits

 (Half-glass)
	   Whiskey

     (Bottle)
	    Wine

   (Bottle)

	Price (€)
	     3.75
	       3.55
	      24.45
	     10.00

	Excise (€)
	       .47
	       0.56
	      10.99
	       2.05

	VAT (€)
	       .65
	       0.62
	        4.24
	       1.74

	Total Tax (€)
	     1.12
	       1.18
	      15.23
	       3.79

	Cost of Production Distribution and Margin (€)
	     2.63
	       2.37
	        9.22
	       6.21

	Tax as % of Price
	    29.9
	       33.2 
	       62.3
	       37.9


Source: Revenue Commissioners and DIGI.

The exchequer receives €1.12 from every pint or 29.9% of the price; €1.18 or 33.2% of a half-glass of spirits; an enormous €15.24 or 62.3% from an off-licence bottle of whiskey and 37.9% from a €10 bottle of wine.

If Ireland operated the zero wine policy of many EU economies the €10 bottle of wine would sell at €7.52, a reduction of almost 25% (the excise and the VAT savings on the excise). The Irish excise rate keeps prices high.  Application of the German beer excise rate would reduce excise on a pint to 5 cent instead of 47 cent, reducing the price by 14%.   Application of the French spirits excise rate to Ireland would reduce excise to 20 cent from 56 cent giving a price per half glass of €3.11, a reduction of 12%.

The drinks industry is a substantial national economic asset

The manufacture, distribution and retailing of alcohol and other beverages is a substantial economic asset and source of economic activity. The drinks manufacturing sector is a long established internationally competing domestically generated industry. The industry is the source of over 100K full or part-time jobs. Full details of the economic contribution are available in the DIGI publication “The Economic Significance of the Drinks Industry” (2008 Forthcoming). The headline indicators are shown below.  

· Manufacturing of drinks

· €2.9B turnover in 2006; 2.4% of total manufacturing

· €1.6B gross value added; 4.1% of total manufacturing

· €256M paid out in wages and salaries in 2006

· 36 enterprises 

· 21% of employees in high skill category compared to 17% in total manufacturing

· Average wages and salaries of €57K, 59% above average manufacturing level

· High levels of productivity

· €544M spent on materials for further processing( much of it on agricultural products) and energy

· €534M spent on services inputs

· Total purchases of €1.1B

· Major boost to Irish international image through brands such as Baileys, Guinness and Irish Whiskey

· 4468 jobs are provided….decline in jobs from 6146 in 2000

· Share of domestic market is declining from 71% in 2000 to 50% in 2007

Distribution

· 9500 on licensed outlets

· 11700  full off-licences

· Full time or part time  jobs for 100K people

· 57000  full time job equivalents in on and off-licences and distribution

· According to CSO, personal expenditure on beverages of €7.2B

· Growing off licence share; 36% of market value in 2006, over 50% of volume 

· Purchases of goods and services, excluding beverages of  €803M

· Most pubs outside Dublin have low annual sales

· An important element of the tourism product of Ireland

· Guinness Storehouse is largest fee charging visitor attraction in Ireland

· Drinks industry is largest sponsor of horse racing

· Pubs are used by largest number of overseas visitors for food
· Indications of declining level of retail employment in recent years

· Concerns about longer term viability of smaller and rural pubs
· Trade

· €1297M in drinks exports in 2006

· €571M drinks trade surplus in 2006

· Drinks exports higher than dairy in 2006 trade statistics

· 64% of domestic beer market supplied by domestic producers

· 86% of cider market supplied by domestic producers

· 56% of spirits market supplied by domestic producers

Linkage

· €2B of purchased inputs by manufacturing, retail and wholesale excluding double counting of alcohol purchases

· Big wages and salaries input to aggregate demand

Taxation revenue
· €2264M in VAT and excise  receipts in 2007
As shown by the data the drinks industry in manufacturing has high skills, high levels of productivity and high earnings per person employed and the distribution activities provide employment for  over 100K persons.
Weak business environment and increased regulation
The drinks industry is operating in an increasingly difficult environment. Changes in the regulatory regime including the smoking ban and drink driving rules have reduced the attractiveness of on licence consumption and seriously threatened the viability of very many small and rural public houses. These changes are additional to ongoing market  and consumer changes.
CSO data on retail sales show that the 2008 March bar sales volume was 2.8% below the 2007 level. The 2008 level was 14.6% below the 2000 level Total retail sales volume (excluding the motor industry) grew by 30.1% since 2000 compared to the drop of 14.6% in bar sales volume. The alcohol element of the bar trade has performed poorly over the past several years.
Table 6
 Change in Value and Volume of Bar Sales

2000  to March 2008 and  March2007 to March 2008
	
	% Value07/08
	% 

Volume 07/08
	%

Value00/08
	%

Volume 00/08

	Bars


	1.1
	-2.8
	12.5
	-14.6

	All retail 

excl. motor
	5.2
	1.2
	54.7
	30.1


              Source CSO Retail Sales Index
Alcohol consumption per capita and per adult has been static or declining in the past few years.  Per capita consumption peaked at 11.34 litres of pure alcohol in 2001. In 2007 it had declined to 10.746 litres (on a slightly different population estimation methodology) a decline of 5.2%. Per adult consumption also peaked in 2001 at 14.44LPA. This had declined to 13.494LPA in 2007, a decline of 6.6%. The CSO changed the definition of total population in 2007 from de facto to usually resident. The usually resident population is slightly larger than the de facto one.

Table 7    Total and adult population, total alcohol consumption and per capita and per adult consumption 2001-2007
	
	Population

000s
	Adult Pop

000s
	Alcohol Consumption

MLPA
	Per Capita Alcohol. Consumption

LPA.
	Per Adult Alcohol. Consumption

LPA

	2001
	3847.2
	3019.7
	43.604
	11.334
	14.440

	2002
	3917.2
	3089.8
	44.300
	11.309
	14.337

	2003
	3979.9
	3145.2
	42.350
	10.641
	13.465

	2004
	4045.2
	3201.4
	43.527
	10.760
	13.596

	2005
	4133.8
	3280.4
	44.302
	10.717
	13.505

	2006
	4239.8
	3375.4
	45.451
	10.720
	13.465

	2006
	4232.9(usually resident)
	3367.9(usually resident)
	45.451
	10.738
	13.495

	2007
	4339.0(usually resident)
	3455.2(usually resident)
	46.625
	10.746
	13.494


Source. Population from CSO Population and Migration Estimates and Census of Population. Alcohol consumption up to 2006 from Revenue Commissioners Statistics Reports and 2007 alcohol data is supplied by Revenue and is provisional.

While the general trend between 2001 and 2007 is one of decline or stability it has not been a uniform process. Per capita and per adult consumption increased slightly in 2004.

The  total  volume of alcohol increased by 2.58% in 2007 compared with 2006. Population grew by 2.51% and adult population grew by 2.59%. Therefore, per capita consumption increased slightly in 2007 and per adult declined by a very small amount.  Per capita consumption grew by a small amount, 0.07% from 10.738 litres of pure  alcohol(LPA) to 10.746 LPA. On the more usual convention of using two decimal places to present the consumption figures the per capita consumption was 10.74LPA in 2006 and 10.75LPA in 2007, an increase of  0.09%.
Overall the 2007 average consumption continues the relative stability of recent years and remains well below the peak levels of 2001 and 2002. The 2007 figure is not directly comparable with the 2001 (and pre 2007 levels) because of the change in population definition. The 2006 “de facto” population average consumption is 10.720LPA. The 2006 “usually resident” population average consumption is 10.738LPA. If the 2007 usually resident population measure of 10.752LPA is adjusted by the ratio of the two 2006 measures  an estimate of 2007 de facto population consumption is 10.728LPA  which is 5.3% below the 2001 level. 

The per adult consumption decreased by a small 0.01% from 13.495 LPA  to 13.494LPA between 2006 and 2007. 

Contrary to popular perception the drinks industry has not performed well in the past several years and faces a challenging future. While overall consumption volume has increased this has been due to increases in off licence sales. Average consumption levels have stabilized at levels below the peak of 2001 and on licence sales are substantially lower than several years ago. 

Excise is a regressive tax

Alcohol is taxed in two ways. VAT is charged on the monetary value of the purchase at a constant rate regardless of the size of the purchase. A constant rate of 21% is applied.  The excise is a fixed amount regardless of the value of the expenditure and is charged on the quantity of alcohol.  A desirable equity feature of a tax regime is that it is progressive, that is, a larger proportion is taken from higher incomes than from lower incomes. This is not the case with excise. Alcohol taxation falls more heavily on those with the lower incomes than on the higher income groups because the share of income spent on alcohol is higher in the lower income deciles. As shown in Table 8, 6.1% of income in the lowest income category is spent on alcohol compared with 3.1% in the highest income decile. There is not a perfect correlation between income level and alcohol share of expenditure. The share in the third lowest income decile is 4.3% compared to around 5% in the next three higher income deciles. Overall however the alcohol share declines as income increases. The average in the four lowest income deciles is 5.2% compared with 3.9% in the four highest income deciles.
The differences in alcohol proportions between the income deciles are not large but they do confirm that alcohol share decreases with income and that alcohol taxation is therefore regressive in that alcohol taxation share declines as income increases.

Table 8       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
Current trends have a negative impact on VAT yields

Alcohol consumption can be divided between home consumption (off licence) and consumption in bars and restaurants (on licence).  The off licence share has grown significantly in recent years. At present 36% of the market value and 50% of the volume are sold through off licences. This has been driven by a variety of factors, relative prices, non-national share of the population, limited disposable income due to high mortgage repayments, lifestyle changes such as increased home entertainment, reduced amount of leisure time, settlement patterns, alternative entertainment modes and the increased role of wine in alcohol consumption. Whatever the causes, the switch has implications for tax revenue yield. Because of the service element the price of on licence consumption is substantially higher than off licence consumption. This means that VAT yield per volume unit of alcohol beverage is higher in on licence consumption. Every additional shift to off licence sales reduces the exchequer VAT take. The excise remains unchanged as it is levied on a volume basis.  DIGI estimates that each 10% shift in sales from the on licence sector to off licence sales costs a minimum of €35M in reduced VAT receipts.
Dealing with misuse of alcohol: price, tax and consumption
In addition to it’s revenue generating function tax can be used to influence behaviour. The tax can also be imposed to generate revenue to directly cover government expenditure necessitated by the activity. It is recognised that misuse of alcohol has associated social and economic costs such as health costs, anti social behaviour, absenteeism and road and other accidents. Because of this it is often recommended that tax on alcohol should be increased from its current level to reduce consumption and to cover the social costs of alcohol misuse. DIGI does not believe that such an approach would be effective or equitable. Irish alcohol tax rates are already among the highest in the EU and have been for decades. Internationally high tax rates in Ireland have not prevented misuse of alcohol in the past. The argument could be made that despite the taxes being already high that they are not high enough and that further increases would reduce consumption. The logic of this argument is similar to the “collective punishment” approach. Draconian tax levels and increases would be imposed on all consumers of alcohol to hopefully affect the behaviour of the minority of people who misuse. This would be inequitable and would also have negative effects on economic activity and tourism. It also has no guarantee of success.
It is questionable whether the generally expected reduction in consumption would arise if substantial tax increases were imposed. While the inverse relationship between price and quantity demanded is a universally accepted economic principle the relationship between tax, price and consumption of alcohol is complex. The reaction to higher excise levels would not necessarily be only reduced consumption. It could include increased recourse to legal out of state sourcing by the millions of Irish overseas travellers. In this case the increased excise would result in declining exchequer revenues and a less than expected reduction in consumption.
In 2007 there were 7.830M international visits by Irish residents. While not all of these visits were to low excise countries,  1.713M were to Spain, 351K to Portugal, 815K to France, and 501K to Italy. This represents a very large capability to source alcohol products such as spirits and wine out of state.

 It is generally accepted that very high excise tax differentials promote illegal out of state sourcing through smuggling. It is also likely that higher excise levels would result in some consumers substituting home consumption for bar or on licence consumption. The result would be a smaller consumption reduction than expected and declines in exchequer VAT receipts. Paradoxically, a switch to home consumption could even result in higher consumption for some consumers as purchasing patterns change from buying individual drinks in a public house to large volume purchases in supermarkets and without any external control on the amount consumed as occurs in well managed bars.
The tax component of alcohol prices is VAT and excise. As VAT is applied to a wide range of products the focus is usually on excise as the means of reducing consumption through the price effect. The elasticity of demand is the link between price and scale of consumption change. The higher is the elasticity the greater will be the consumption response to a price change. Internationally and domestically there is a wide range of  estimates of alcohol price elasticities of demand. They are likely to range between- 0.8 and -1.1 but if the different consumer reactions shown above occur the effective elasticity will be lower. Elasticities are usually based on recorded consumption whereas increased legal out of state sourcing are unlikely to be included in the measured or recorded consumption response. On the assumption of an elasticity of -0.8 and a target of a 20% reduction in consumption, excise, which is about 17% of the average alcohol price, would have to increase to a level that is 2.4 times the current level. Increases of this scale across the board would result in Irish excise levels which would be substantially above all other EU countries. This is a severe burden for responsible users to bear and there is no guarantee that the specific target groups who misuse alcohol would reduce and alter their consumption by the quantity and pattern required.  As noted above, out of state sourcing would probably increase. 
Targeted educational, motivational and other programmes involving the wide range of stakeholders are likely to be more equitable in their burden and more effective in their impact than tax measures.

Misuse of alcohol causes economic costs to be borne by society. It can be argued that alcohol taxes should cover this cost as well as contributing to the general exchequer revenue. VAT and excise contributions to the exchequer from alcohol already exceed €2.2B. Current estimates of the alcohol misuse cost are imprecise and the estimates which have been prepared do not include external benefits, the likelihood of other substance misuse and the role of other factors in anti social behaviour and traffic accidents. Allowing for these factors it is likely that the current receipts more than compensate for the social costs which are attributable to alcohol misuse.(see DIGI Economic Costs of Alcohol 2006). This submission has also shown that Irish alcohol excise revenue per head is substantially higher than other EU countries   In addition, the direct economic benefits of employment and output generated by alcohol production and consumption must be taken into account.
It is also notable that Ireland is already a high alcohol tax country compared to other EU countries. This has been the case for many years but despite this, alcohol misuse has arisen. On the other hand many EU countries with low levels of alcohol taxation do not appear to have the same difficulties with alcohol misuse as Ireland and the UK. . 
Contextual framework
The proposal to have a moratorium on alcohol excise increases for at least the next five years supports the four relevant areas of the Programme for Government as follows.

It will contribute to preventing an increase in the overall tax burden on the economy and will enhance the fairness of the Irish taxation system by avoiding increases in what is an already exceptionally large tax by EU standards and which is regressive in nature. In addition a moratorium will avoid adding to the movement from on licence to off licence consumption and will avoid increased levels of out of state sourcing. This will help in protecting exchequer revenues.
A range of DIGI research papers on many aspects of the structure, taxation and performance of the drinks industry is available should it be required by the Commission. The submission and proposals also highlight the impact of indirect taxes on competitiveness and economic activity which has not received sufficient attention in consideration of Irish fiscal policy. At present indirect taxes account for 44.2% of the total Irish tax revenue. This compares with 39.1% for the EU average. Ireland is ranked a relatively high 6th on this indicator. This is particularly important given the likely future international trend and pressure to switch more of the overall tax burden towards indirect taxes to lighten the direct tax burden. Ireland’s fiscal policy has already done this on indirect taxes in general and alcohol excise tax in particular. 
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