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Chapter VIII

Summary, Conclusions and Recommendations

Summary
;ﬁndﬁfnfﬁlfg t;\éaz snlderta.ken ;vith the aim of identifying those considerations
- evelopment of rational alcohol control policie
In developing such policies, the i e
, there must be an understanding of th
each type of alcoholic beverage and th i - e b
e effect which changes in t i
forms of control will have on cons i - bafter mfora: e i
umption patterns. With better inf i i
able, governments can formulate guideli i S e
C, uidelines for 1 islati i i
social needs and revenue requiremsnts. e e

2. The present drinking patterns in C
. anada vary among the different i
E;tltlzﬁ ngtz;le;lal ﬁe?r has bee[:1 the largest selling beverage ing terms of tflzfé: 5;12:}111111: ?f’
ed alcohol consumed, with spirits being second and wi
! wine the smallest per-
zig‘ltlaggee of o:g;s&?;ﬁ?} Tl:e patter? does show a continuing tendency towzlijredrs
. twenty years (1950-1970), the proportion of al
sumed in ‘the form of spirits and wine has increased from 31; percent Ofcglgaggm-
consumption to 43 percent while beer has declined from 65 percent to 57 it
of the total. ° pereent

3. The estimated consumption per drinkin
g adult (over 15 ye i
ic;elag?l% fm?habnut éwp 1%allons of pure alcohol per year in 1958 t?}ril?cfu?g;)G tlr]e?flcillll;
; e per drinker consumption change for i 5 o
alcohol contained in the beverage is estimatedgas fol]it?: beverage in terms of pure

Annual Consumption of Absolute Alcchol Per Drinker in Gallons

1950 1970 9% Increase
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Wine 125 .261 19;%;
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4. An international survey h i
y has been carried out as part of thi is i

inte is study. -
:rolved visiting fogrteeg Eurqpean countries, plus the analysis of data fr)t;m glusdlél'
Ilsona.;t ﬁft;e; nations including Canada, United States, Australia, New Zeazlia cli-
rael and Japan. The purpose of this surve i : o

) _ vy was to gain as much firs
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. _ 2 ey such a i
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5. In all countries visited, there was some form i islati

the production and distribution of alcoholic beverazis%peiﬁlas{gliltici gzimlat'l:ln iy
most governments regulate the minimum age for drinking and somé glast;1 iniaxes’
retail licensing, a government monopoly on sales or production, and regulati S
the days and hours of sale of alcoholic beverages. ’ e
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6. In most countries, a distinction is made between the licensing and coatrol ol
brewed or fermented beverages as opposed to distilled spirits. In almost all in-
stances, the regulations tend to limit spirits distribution and may require a high.er
drinking age for spirits. In some countries, a low strength beer may be sold with
little or no restrictions.

7. All countries visited have special taxes on alcoholic beverages. The rates and
manner of application within each country differ depending on the type of beverage
and, in many cases, its alcoholic strength.

a) In most cases, the tax on the alcohol contained in distilled spirits is at lg?st
three and one-half times as high as the tax on alcohol in beer. Those countries
with lower ratios are Austria, Czechoslovakia, Denmark, England, Ttaly, Norway
and Sweden.

b) The tax on alcohol contained in wine is equal to that of beer in some couptries,
but those countries where large wine-producing regions exist often place little, if any,
tax on wine. Austria, Germany, Italy and Switzerland do not tax domestic table
wines at all. Czechoslovakia and France, as well as the Netherlands and Norway,
tax wine at less per unit of contained alcohol than beer.

¢) Many governments also favour the consumption of lower strfangth beer and wine
by charging significantly lower taxes on the lower strengths within each category.

d) Thus, in general, the tax rates favour lower strength alcoholic beverages, except
where the economic interests of producers result in wine receiving a tax advantage

over lower strength beers.

¢) In some cases, the absolute level of taxes is quite low and does not s,eem to
significantly influence the relative prices of the various beverages. Canada: s aver-
age tax per unit of contained alcohol is higher than most European countries with
the exception of the Scandinavian countries and England.

8. Some countries have clearly stated government policies in regard to alcoho!ic‘
beverage taxation and control which are concerned with minimizing adverse social
consequences rather than raising government revenues. Notable among these are
the Scandinavian countries, of which Sweden, for one, has applied a policy to shift
the consumption pattern away from distilled spirits and towards lower strength 'alco-
holic beverages, i.e. wine and beer. The government in Sweden does this l?y
taxing and pricing alcoholic beverages based on the absolute alcohol they contaln
at a rate which rises more than proportionately as alcoholic strength increases. It
also supports this by advertising, showing the consumption of lower strength be'v?r«‘
ages with meals, as well as by applying more lenient licensing and control policies
to the lower strength beverages.

9. In several countries, dramatic changes have been brought about in the type of
beverage consumed and the drinking pattern through direct government action.
Notable among these are Belgium, England and Denmark which drastically raised
taxes on spirits early in this century, thus cutting heavy spirits consumption dqwn
to a minor proportion and making their countries known today as beer d.rmllm_:lg
countries. Other countries such as Sweden have more recently adopted policies
to achieve the same objective. No country has ever taken direct action to encourage
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a shift in the opposite direction. While the choice of beverage can be more quickly
affected by government action, the cultural influences on drinking patterns are more
difficult to modify and this is usually undertaken over a longer period of time.

10. The alcoholic beverages typically consumed in Canada differ in alcoholic
strength, as well as in the composition of other constituents in the beverage (e.g.
organic acids, amino acids, vitamins, minerals, salts, etc.).

a) Distilled spirits usually contain 40 percent alcohol by volume as well as con-
geners, traces of other volatile substances and water. Typically, spirits are con-
sumed either straight (as in the case of whisky) or diluted with water, juice, or soft
drinks, usually on a 1:3 basis.

b) Fortified wines usually contain 18-20 percent alcohol plus extracts, congeners,
carbohydrates, some other ingredients and water. Typically, these wines (ports and
sherries) are served straight in 3 ounce servings.

c) Table wines usually contain 12 percent alcohol, plus components similar to forti-
fied wines, although the extract levels are much lower. Typically, table wines are
served straight in 5 ounce servings.

d) Beers in Canada usually contain 5 percent alcohol, although lighter and stronger
beers have recently been introduced in some provinces. In addition, beer contains
water and extracts which include carbohydrates, some proteins, polypeptides, vita-
mins and minerals. The typical serving is 12 ounces.

11. We have initiated studies to determine the nature and effect of the alcoholic
beverages consumed in Canada.

A Canadian physiological study indicates that there are differences in the rate at
which the alcohol from the various beverages (beer, wine and spirits) appears in the
blood stream, and hence in the brain. Canadian whisky, fortified wines, table wines
and beer containing identical amounts of alcohol were given to subjects under care-
fully controlled conditions. The resulting blood-alcohol curves in the subjects have
shown consistent patterns. With Canadian whisky, blood-alcohol curves rose most
rapidly and to the highest level; beer caused the lowest blood-alcohol levels; and
wines fell in between. Generally, in the Canadian study, beer has shown a maxi-
mum blood-alcohol level of 22 percent to 25 percent lower than straight whisky or
whisky and ginger ale.

There is evidence that the reduction in blood-alcohol levels after the intake of beer
as opposed to the level found after the intake of wines and spirits is not fully
explainable on the basis of dilution; it appears likely that differences in the beverage
constituents, other than alcohol, play a role.

12. The specific blood-alcohol effects found after ingestion of those quantities of
whisky and beer which contained 0.75 grams of alcohol per kilogram of body weight
(that is about 4 bottles of beer or 4 whisky and ginger ale highballs for a 150 pound
man) were:
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a) the average blood-alcohol level in groups consuming whisky rose well above
0.08g/% (the legal limit defining impaired driving in Canada) and stayed above that
limit for two hours;

b) the beer-drinking groups attained average blood-alcohol levels only slightly
above 0.08g/ % and stayed above that level for one hour (blood-alcohol levels were
measured every half hour);

c) ingestion of 0.75 grams of alcohol per kilogram of body weight in the form
of whisky resulted in an average maximum blood-alcohol level of 0.105g/%
(+ .005% ) while the same subjects drinking beer containing the same amount
of alcohol experienced an average maximum blood-alcohol level of 0.079g/%
(= .005%), a level about 25 percent less than that attained by drinking whisky.
This difference was statistically significant.

13. Even if this 25 percent difference in blood-alcohol level may not seem very
large, the resulting differences in psychomotor performance were large and sig-
nificant. Tests of psychomotor performance were made at repeated intervals after
ingestion of various amounts of different alcoholic beverages. They indicated
that the degree of impairment brought about in man by the intake of alcohol,
increases to a greater extent than the increase in blood-alcohol levels.

The functions tested follow closely the change in blood-alcohol and showed a peak
effect at the same time as the blood-alcohol had reached its maximum.

14. Statistical studies on the risk of becoming involved in a traffic accident, based
on a comparison of the blood-alcohol levels in accident and non-accident drivers,
show the same picture as these and other laboratory studies of impairment — namely,
an exponential relationship. In brief, the impairment and risk increase more than
in proportion to the increase in blood-alcohol level.

15. With these facts in mind, it is easily understood that different types of bever-
ages, when bringing about differential blood-alcohol levels, will cause rather large
differences in effects with regard to impairment for equal amounts of alcohol
ingested. In practice this means that the same individual, after 3 to 4 bottles of
beer, will be less impaired than after 3 to 4 whiskies, although both contain approxi-
mately the same amounts of alcohol.

16. Moreover, studies indicate that this difference may have more than one under-
lying mechanism. Constituents of the beverage, other than the alcohol, as such,
may interact with the alcohol in several ways:

a) in modifying the rate at which alcohol passes from the stomach and intestines
into the body, by way of the blood;

b) in modifying the effect of alcohol on the brain, i.e. on the central nervous
system.

These studies indicate that one factor with regard to beer may be the ratio between
the alcohol content and the extract content of the beer. The indication is that
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the lower this ratio (that is the higher the extract content for a given alcohol
concentration), the lower the blood-alcohol curve after a given amount of alcohg],

In summary, Canadian physiological tests show that the blood-alcohol effects of
alcohol contained in Canadian whisky are about 25 percent higher than that for
alcohol contained in beer. And, even more significantly, they indicate that the
impairment effects of a given amount of alcohol in the form of whisky are much
higher than the impairment effects of the same amount of alcchol in beer.

17. The possible differences in long-term effects resulting from the use of the
different types of alcoholic beverages are more difficult to ascertain than the short-
term physiological effects which are amenable to laboratory study. One approach
to the assessment of the long-term effects of alcoholic beverage use on the health
of a population is through the use of epidemiological methods.

18. [Epidemiological investigations seek to determine the causal factor or factors
relating to a disease or health problem by statistically relating the variation in
incidence of the problem to the variation in the presence of suspected causal factors.
The statistical relationships also can often be supported by direct clinical evidence
of the cause-effect relationship — but this is not always the case.

19. A complication in these studies is the fact that the problems of morbidity and
mortality associated with alcohol consumption are diverse and may be described
under such categories as:

4) SHORT-TERM OR ACUTE

—drunkenness and social disruption

—deaths and disabilities due to auto, industrial and other accidents where alcohol
was a factor

—acts of violence, suicide and other anti-social problems

b) LONG-TERM OR CHRONIC

—alcoholism

—cirrhosis of the liver

—delirium tremens and other alcoholic psychoses

20. There is no doubt that the foregoing health problems are generally related
to alcoholic beverage consumption, but it is imperative that the causes of excessive
drinking be epidemiologically examined to determine the relative risk of these
problems occurring under different conditions; i.e. what is the relative risk of
becoming an alcoholic or contracting a related disease when different beverages
are consumed, in different drinking patterns, under different cultural norms, and
by people with different psychological or physiological make-up?

21. The difficulty of epidemiologically relating alcoholic beverage consumption
to various health problems is great, not only because of the diversity of possible
medical problems and other acute incidents involving health, but also because of
the difficulty of defining alcoholism. Alcoholism is probably the most serious
problem related to alcoholic beverage consumption and has been defined differently
by many investigators and organizations and no consensus has been reached.
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22. In Canada, liver cirrhosis deaths numbered 1800 in 1970 and represented
about 1.2 percent of total deaths. This is one of the diseases with rising inci-
dence in Canada despite a decline in the over-all death rate. The liver cirrhosis
rate in Canada is large relative to England, Ireland, New Zealand and Australia,
but much less than that of the U.S.A. and France.

23. Liver cirrhosis is the one example of a disease related to chronic high alcohol
intake, susceptible to statistical analysis because mortality figures exist for a variety
of countries. It has also been widely used as an indicator of the prevalence
of alcoholism in different countries, although the relative importance of prolonged
and excessive alcohol consumption in the etiology of this disease is yet to be
established and may well vary appreciably from one country to another. Whether
or not the risk of liver cirrhosis for an individual relates to his choice of a particular
alcoholic beverage, it is of interest to examine whether the beverage mix in a popu-
lation has any bearing on liver cirrhosis rates.

24, We have analyzed the relationship of liver cirrhosis death rates and per capita
consumption of alcoholic beverages, by type for twenty-nine countries.

The results of this analysis show:

a) The analysis would indicate that liver cirrhosis increases by 9.42 cases per
100,000 population for every additional gallon of pure alcohol consumed per year
per person.  Nevertheless, it is notable that all countries with more than 50 percent
of alcohol consumption in the form of beer, with the sole exception of West
Germany, have an observed rate of liver cirrhosis lower than predicted.

b) For each per gallon increment of alcohol consumed per capita per year in the form
of spirits, there are 5.09 more liver cirrhosis deaths (per 100,000 population) than
for the same increment of alcohol taken in the form of wines or beer. Thus, on
the basis of these data, alcohol in the form of spirits is associated with more
cirrhosis than the same amount of alcohol in the form of beer or wine.

c) On the basis of our analysis, a shift in consumption from spirits to beer is
predicted to be associated with a fall in liver cirrhosis. For example, an increa§e
of .1 gallons per capita of alcohol in the form of spirits is predicted to result in
a 13-22 percent increase in the liver cirrhosis death rate in Canada, while the same
increase in the per capita consumption of alcohol in the form of beer results in a
7-9 percent increase in the liver cirthosis death rate. In other words, the effect
on the death rate is less than half for an increase in beer consumption compared
with spirits consumption.

d) Finally, our analysis indicates that the rate of rise of liver cirrhosis wit_h con-
sumption of any particular beverage is itself dependent upon how much is con-
sumed by the population of each of the alcoholic beverages. How this may arise
is open to speculation. A likely possibility is that the relation between liver
cirrhosis and alcohol consumption depends critically upon the drinking habits in
a community. The latter are reflected in what, as well as how much, people drink.

25. Studies within countries over a period of time were difficult to analyze
because of a simultaneously rising pattern of consumption in all beverages in most

cases. Our examination of data from England, France and Canada suggest that
an extremely mixed picture results from any attempt to explain liver cirrhosis
death rates over long time periods. In Canada, from 1926 to 1936 consumption
first increased dramatically and then fell by a very large amount; during the same
period, the rate of liver cirrhosis deaths showed very little variation. It seems
clear that factors other than alcohol consumption alone must be examined in order
to give a more complete picture. :

26. A Danish study was reviewed (Nielsen, 1965) relating the morbidity and
mortality from delirium tremens to spirits consumption. He found that a thirty-five
fold rise in the tax on spirits in 1917-18 resulted in a large decrease in the number
of cases of delirium tremens to one-sixteenth of their former level.

A number of studies examined acute effects of alcohol consumption and found that
frequency of arrests for drunkenness were not correlated with total alcohol con-
sumption, but rather with the consumption of distilled spirits.

27. Two major approaches have been suggested for the prevention of harmful
drinking practices and the encouragement of moderation in drinking: the socio-
cultural model and the distribution of consumption model.

a) The socio-cultural model emphasizes the role of social norms as a control
mechanism, and there is little doubt that in certain circumstances such norms can
play an important control function. However, the model has not been sufficiently
well specified to make it operationally capable of being tested. Consequently, there
is no substantive evidence on the extent to which its major hypothesis can be sup-
ported. In short, the socio-cultural model is a plausible possible explanation of
drinking practices, but the evidence does not exist to evaluate the validity and
usefulness of the model.

b) The distribution of consumption model has been sufficiently well developed in
order to permit it to be operationally tested. It has been tested by a number of in-
vestigators, and some evidence exists to support certain elements of the model.
Sufficient work has been done on the model to permit one to make at least three
major criticisms. First, the model as extended by some investigators, has been
used quite incorrectly to draw conclusions with respect to public policy on pricing.
Second, the validity of the model depends on the extent to which empirical results
support the relationship between liver cirrhosis deaths and the average per capita
consumption of alcohol. There is at least one major Canadian counter-example
that suggests the relationship is not supported. Third, there are problems with the
data base and the method used to examine “relative price” that raise even more
doubts about the applicability of the model.

These serious limitations suggest that the distribution of consumption model, on the
basis of information available, cannot be confidently used as a basis for public
policy. The complete absence of tested hypotheses for the socio-cultural model
suggests that it too cannot as yet be used as a basis for public policy. Consequently,
additional research is required in both areas before one can be confident about
using such models as a basis for public policy. Within the limitations of the exist-
ing knowledge, it is nevertheless useful and necessary to attempt to examine public
policy with a view to reducing the incidence of alcohol-related problems. The dis-



cussion in the report has indicated some of the measures, such as licensing, taxation,
distribution of information and advertising regulation that could be used.

28. tudy Committee examined the role of alcoholic beverage t.axatlo_u in
‘éganadl;.l.] ) "S['herxe(t are basically two major taxes — the uniform federal excise tax ang
a provincial tax or mark-up on alcoholic beverages in each of the ten provinces aln
two territories — and a number of minor licensing fees apd.othf:r dlﬁerervxtlal sa }I‘;:S
taxes on alcoholic beverages. There is considerable variation in the tax rates 3{
type of beverage and by province: in Fiscal 1971 the estimated tax revenue (p;o;gc;%
and federal) per gallon of alcohol contained in beer raugefi from a low of ok .51_
in Quebec to a high of $34.77 in Newfoundland, for a naf:xonal average o * h f_’
for wine, the tax revenue ranged from a low of $20.14 in Manitoba to fa gh '?
$44.94 in the Yukon Territory, for a national average of $28.42 ; and orh_spmi
the tax revenue ranged from a Jow of $56.20 in British Columbia to a high o
$90.28 in the Northwest Territories, for a national average of $67.53.

29. The relative importance of alcoholic beverage taxation as a source of reveg;lfi
to Canadian governments has declined in post-war years, but t}ae amountts dso$396
lected are still substantial. In 1969, alcoholic bev::r_agg taxation generate kg
million in federal revenues and $517 million in provincial revenues for a tota

$913 million.

30. Three major views have emerged as Canadian gmfernmcnts hfwe justified tla]t}:fr\;
tion of alcoholic beverages during the past century.  First, g]cghohc beve.ﬁiges a

been viewed as luxuries with taxes on such beverages satisfying the .abl h;y;o—p:g
criteria.  Second, they have been a good source of revenue, generat;?g hl%' ex;J ;'v_
turns with few objections from the taxpayers. F:nallg‘f, taxation o{ c:t)f ollc oo
erages has been seen as a legitimate method for controlling consumption of aico 1olie
beverages in the interests of social welfare. Several qf these attitudes ar; mld i
flict, and there is often an ambivalence as to whether mcrease_d Tevenue s 0L'cl] Lk
sought, or whether consumption should be reduced or consumption patterns mo :

31. Taxation systems are generally ana].yzed in terms of ?our major ob]ectn;;isé
Social justice encompasses horizontal equity = where_ those in the same e;&_);flo s
circumstances pay the same taxes — and vertical equity - where _these in di ;:r 1
economic circumstances pay different taxes, usually on an abﬂ'xty—to-pay asis.
Consistency with economic objectives — such as an optimal allocation cc:;f resc}urcz:;:lsri
full employment and price stability - is also important, as are revenue adequacy

the ease of administration and compliance.

32. In terms of the economic taxation goal of social .justice, presen;1 _alctoholic
beverage taxation patterns appear to be generally regressive and the a}zn 1ty—att)t;1;n);
principle gives little support to this type (_)f tax. The differences mt a‘tiepability-
among beverages are not great, but the levies which correspond least to

to-pay principle are the taxes on beer.

33. With respect to the revenue adequacy objectiye there is a shortage (13f %0(13"2
research studies from which to derive demand estimates for the.three alcoho és
beverages, and from these to calculate estimates of the extent to which tax rhevi;l; -
would increase with a given increase in the tax rates or mark—ups. On the :
of this somewhat limited information it seems that governments in Canada are no
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now maximizing their tax revenues from alcoholic beverages and could, if desired
increase their revenues by raising the tax rates on wine up to 50 percent, and the
tax rates on beer between 100 to 150 percent, since the relative fall in consumption
would be less than the relative increase in taxes.

34. Possibly the most important taxation goal is an optimal allocation of resources,
especially as it is affected by “externalities”, those benefits or costs received or in-
curred by third parties to the transaction; for example, the cost to the public of
treating alcoholics, the cost of lost industrial time, accidents, etc. The existence of
externalities implies some form of government involvement to achieve proper re-
source allocation: taxes in the case of negalive externalities and subsidies in the
case of positive externalities. Positive externalities — external benefits — from the
use of alcoholic beverages are extremely difficult to quantify, but they include such
things as social facilitation and relaxation of tensions.

An analysis of economic effects gives some reason to believe that present govern-
ment revenues ($913 million in 1969) from alcoholic beverage taxation exceed the
negative externalities associated with alcohol beverage consumption (estimated $600
million in 1969). This preliminary estimate is based on a small number — and only
one in Canada, for New Brunswick — of adequate studies of the cost of alcohol-
related problems to society. These studies may well under-estimate the true costs
due to externaiities. This is one area, among many mentioned throughout this
report, that the Study Committee considers is in need of a much more thorough re-
search effort. In addition there are at present no investigations that provide an
estimate of costs associated with each type of beverage consumed.

35. The foregoing economic analysis, which tries, however imperfectly, to account
for negative externalities, is developed from the traditional premise that the con-
sumer of alcoholic beverages acts with perfect knowledge and has fully considered
the benefits and costs to himself of such consumption. As a result, any health
damage that the individual incurs by the consumption of such beverages is not
included in the cost calculation and is not a matter for government involvement.
The Study Committee considers that this is a limited view, for two reasons. First,
if the consumer does not have perfect knowledge with respect to all the health
problems associated with the consumption of alcoholic beverages, he may consume
quantities which inflict unintentional damage upon himself. This problem would
suggest a government information and education policy that would improve the
ability of the consumer to expand his knowledge upon which to exercise his free
choice. Second, there are some consumers ~ those who become addicted to alco-
holic beverages — who are no longer able to exercise free choice in their consumption
of alcoholic beverages, and thus impose damage upon themselves. This problem
would suggest a government control policy that through a mix of strategies — taxa-
tion, education, regulatory means, health clinics specifically designed to deal with
alcohol problems - attempted to alter consumption patterns and treat the PETSOnS S0
affected directly.

A control policy, of which taxation is one element, aimed at altering consumption
patterns is primarily an ethical approach to taxation. If the community believes
that beyond some specified level of alcoholic beverage consumption, an individual
would incur extreme damage to himself, and that the individual must be protected
from his own actions, then it follows that the community will expect its government
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cussion in the report has indicated some of the measures, such as licensing, taxation,
distribution of information and advertising regulation that could be used.

28. The Study Committee examined the role of alcoholic beverage t_axatlon in
Canada. There are basically two major taxes — the uniform federal excise tax and
a provincial tax or mark-up on alcoholic beverages in each of the ten provinces and
two territories — and a number of minor licensing fees and other differential sales
taxes on alcoholic beverages. There is considerable variation in the tax rates 1.3y
type of beverage and by province: in TFiscal 1971 the estimated tax revenue (provmcug
and federal) per gallon of alcohol contained in beer rangefil from a low of $12.91.
in Quebec to a high of $34.77 in Newfoundland, for a national average of $'L_’ AH B
for wine, the tax revenue ranged from a low of $20.14 in Manitoba to a h1g‘r.1 _of
$44.94 in the Yukon Territory, for a national average of $28.42; and for spirits
the tax revenue ranged from a low of $56.20 in British Columbia to 2 high of
$90.28 in the Northwest Territories, for a national average of $67.53.

29. The relative importance of alcoholic beverage taxation as a source of revenule
to Canadian governments has declined in post-war years, but the amounts so col-
lected are still substantial. In 1969, alcoholic beverage taxation generated $396
million in federal revenues and §517 million in provincial revenues for a total of

$913 million.

30. Three major views have emerged as Canadian governments have justified taxa-
tion of alcoholic beverages during the past century. First, alcghol;c beverages have
been viewed as luxuries with taxes on such beverages satisfying the .ab111'5y-t0—pay
criteria.  Second, they have been a good source of revenue, generatmg hlg‘her Te-
turns with few objections from the taxpayers. Finally, taxation of_ alcoholic bev-
erages has been seen as a legitimate method for controlling consumption of alf:ohohc
beverages in the interests of social welfare. Several qf these attitudes are 1 con-
flict, and there is often an ambivalence as to whether mcrease_d revenue shoulf:l be
sought, or whether consumption should be reduced or consumption patterns modified.

31. Taxation systems are generally analyzed in terms of four major objectives.
Social justice encompasses horizontal equity — where those in the same economic
circumstances pay the same taxes — and vertical equity — where .tll'lDSB in different
economic circumstances pay different taxes, usually on an abll.lty-to-pay basis.
Consistency with economic objectives — sucl} as an optimal allocation of resourcesii
full employment and price stability — is also important, as are revenue adequacy an
the ease of administration and compliance.

32, 1In terms of the economic taxation goal of social .justice, present _alcohohc
beverage taxation patterns appear to be generally regressive and thf': ability-to-pay
principle gives little support to this type of tax. The differences in tax patt'tla‘rns
among beverages are not great, but the levies which correspond least to the ability-

to-pay principle are the taxes on beer.

33. With respect to the revenue adequacy objective there is a shortage of goqd
research studies from which to derive demand estimates for the.three alcoholic
beverages, and from these to calculate estimates of the extent to which tax revenues
would increase with a given increase in the tax rates or mark-ups. On the basis
of this somewhat limited information it seems that governments 1n Canada are not
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now maximizing their tax revenues from alcoholic beverages and could, if desired
increase their revenues by raising the tax rates on wine up to 50 percent, and the
tax rates on beer between 100 to 150 percent, since the relative fall in consumption
would be less than the relative increase in taxes.

34. Possibly the most important taxation goal is an optimal allocation of resources,
especially as it is affected by “externalities”, those benefits or costs received or in-
curred by third parties to the transaction; for example, the cost to the public of
treating alcoholics, the cost of lost industrial time, accidents, etc. The existence of
externalities implies some form of government involvement to achieve proper re-
source allocation: taxes in the case of negalive externalities and subsidies in the
case of positive externalities. Positive externalities — external benefits — from the
use of alcoholic beverages are extremely difficult to quantify, but they include such
things as social facilitation and relaxation of tensions.

An analysis of economic effects gives some reason to believe that present govern-
ment revenues ($913 million in 1969) from alcoholic beverage taxation exceed the
negative externalities associated with alcohol beverage consumption (estimated $600
million in 1969). This preliminary estimate is based on a small number — and only
one in Canada, for New Brunswick — of adequate studies of the cost of alcohol-
related problems to society. These studies may well under-estimate the true costs
due to externalities. This is one area, among many mentioned throughout this
report, that the Study Committee considers is in need of a much more thorough re-
cearch effort. In addition there are at present no investigations that provide an
estimate of costs associated with each type of beverage consumed.

35. The foregoing economic analysis, which tries, however imperfectly, to account
for negative externalities, is developed from the traditional premise that the con-
sumer of alcoholic beverages acts with perfect knowledge and has fully considered
the benefits and costs to himself of such consumption. As a result, any health
damage that the individual incurs by the consumption of such beverages is not
included in the cost calculation and is not a matter for government involvement.
The Study Committee considers that this is a limited view, for two reasons. First,
if the consumer does not have perfect knowledge with respect to all the health;
problems associated with the consumption of alcoholic beverages, he may consume
quantities which inflict unintentional damage upon himself. This problem would
suggest a government information and education policy that would improve the
ability of the consumer to expand his knowledge upon which to exercise his free
choice. Second, there are some consumers — those who become addicted to alco-
holic beverages — who are no longer abie to exercise free choice in their consumption
of alcoholic beverages, and thus impose damage upon themselves. This problem
would suggest a government control policy that through a mix of strategies — taxa-
tion, education, regulatory means, health clinics specifically designed to deal with

* alcohol problems — attempted to alter consumption patterns and treat the persons so

affected directly.

A control policy, of which taxation is one element, aimed at altering consumption
patterns is primarily an ethical approach to taxation. If the community believes
that beyond some specified level of alcoholic beverage consumption, an individual
would incur extreme damage to himself, and that the individual must be protected
from his own actions, then it follows that the community will expect its government
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to introduce an appropriate control policy. The Study Committee considers that
Canadians are in favour of some such control policy; within such a policy, taxation
is one appropriate strategy that has been examined.

36. In summary, to the extent that there are different effects — different external-
ities and different health effects for the individual consumer — among the three
alcoholic beverages, these differences should be refiected, to the extent that it is
possible, in the alcoholic beverage taxation policies of the Canadian governments.

Conclusions
This report is based on the specialist research studies presented to the Study Com-

mittee, a critical review of the available literature in the relevant fields and an
evaluation of the conflicting views in those fields. It is our judgement, based on
the foregoing examination, that the short-term and some long-term negative effects
from the consumption of alcoholic beverages are less for lower strength alccholic
beverages than for those of higher strength. The evidence that we have examined
is not conclusive — in some cases the data is imperfect, in some the evidence by
beverage type is modest, while in some we have been unable to find any pertinent
investigations by beverage type — but it is strong enough to suggest that there are
significantly different acute and chronic effects from alcohol consumed in the form

of beer, wines and spirits.

We are further persuaded in the conclusion that the lower strength alcoholic bev-
erages result in less deleterious effects than higher strength alcoholic beverages
by the fact that no government, to our knowledge, has ever sought to shift con-
sumption patterns from those of lower strength to higher strength. Many have,
in fact, taken the opposite course and attempted ~ via taxation and other control
policies — to alter consumption patterns in the direction of alcoholic beverages of

lower strength.

It would seem reasonable, therefore, and in keeping with Canadian governments’
social responsibility, to have governmental taxation and control policies which re-
flect these differential effects. The existence of differential effects by beverage
type, and the consequent externalities that result in costs being imposed on third
parties, provides one basis for taxing lower strength alcoholic beverages at a
lower rate per unit of absolute alcohol contained than those of higher strength.

In addition, it is our view that consumers have far from complete and perfect
information with respect to the major health problems associated with alcoholic
beverage consumption. This is also true for researchers in the field and govern-
ments: we have reiterated, throughout this report, the dearth of solid evidence in
some areas, the absence of it in others. This lack of information reduces the
ability of the consumer to weigh accurately the personal benefits and costs of
alcoholic beverage consumption. There is a need for a “regearch, information and
education” policy that would improve the ability of the consumer to expand his
knowledge base, thereby enhancing his exercise of free choice with respect to alco-

holic beverages.

Finally, there exist some consumers of alcoholic beverages who become addicted

to alcohol; these persons are no longer able to exercise free choice with respect

to the consumption of aicoholic beverages, a consumption pattern that results in

con-51d-erable damage being inflicted upon themselves. The existence of differ-
ential personal health effects by beverage type, combined with the absence of
knowledgeable free choice in alcoholic beverage consumption, provides a basis for
a control and treatment policy that would attempt to alter the consumption pattern
o_f the alcoholic individual. We recognize the ethical implications of a polic

aimed at attempting to protect the individual from his own actions and conside):'
that w1§;h respect to alcoholic beverage consumption, the possible health damace
to the mdividua}-is sufficient reason for such a policy. Such an alcoholic be,:f-
erage contro‘l ‘pohcy would include such diverse instruments as education, regula-
tion of conditions of sale and other control methods, taxation policies an’d h?:alth
and treatment programs. Given the differential effects on the individual of al-
coholic beverage consumption by beverage type, this policy also implies that
lower strength alcoholic beverages should be taxed at a lower rate per unit of
absolute alcohol contained, than higher strength alcoholic beverages., °

Wq conclude then, thf.lt on the basis of the evidence available to date there are
solid _grounds for taxing alcoholic beverages differentially in relation to the al-
coho]{c content of the b.everages. Specifically, we consider that it would be ap-
propriate to tax aflcc;hohc beverages in such a manner that the price to the con-
sumer per unit of alcohol contained rises progressively as i

of the beverage rises. Proe d fie sleoholic strength

Recommendations

RECOMMENDATION I: Governments in Canada should adopt a progressive al-
coholic bevqrage pricing policy. This should be carried out by pricing beer at a
T:zase rate, wines more than proportionately higher, and spirits more than propor-
tlpl?ately hlgh_er tha_n wines — all relative to the alcohol contained in each bevergge
3;:;55 progr;agswe pricing policy, achieved via an appropriate set of tax and mark—up.o

g - .

e Wile ﬁgﬁgu;::;ﬁ; g?ll'}l, alteration in consumption patterns towards beverages

RECOMMENDATION 11:  This progressive pricing principle shou i ith-
in beverage categories to the same end.P Thuz,pfortiéjed wic;mlg v?rzu?ﬁpgzdp‘:ilctgd
more th_an proportionately higher — per unit of absolute alcohol contained — than
tab}e wines. Malt liquor would be priced more than proportionately higher per
unit of absolute alcohol contained than regular beer; similarly, the lower strength
bet?rs, now available in some provinces, would be priced prop’ortionately less, per
unit of absolute alcohol contained, than regular beer. Beer or cider Wiﬂ,l Pan
extremely low alcoholic content, might be completely exempt from’a]coho]ic
beverage taxation.

RECOMMENDATION 11: The Committee views with concern the competitive ac-
tions in the alcoholic beverage industries that appear to be leading to a prolifera-
t1on_0f products which stress higher alcoholic content. To the extent that pro-
motion of .pxl'oducts such as malt liquor, strong cider, fortified wines and higher
strength spirits might lead consumers to purchase higher strength products within
each beverage class, in spite of progressive price differences, control objectives
Tecommended in this report would not be met. It is our vie;v that governments
in C_anada should examine the extent to which malt liquor and strong cider in
pal_*tlcfular are being substituted for lower or higher strength alcoholic beverages
If it is found that such substitution is mainly for lower strength beverages, ther;
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governments should alter taxation and control policies so that the consumer who
has a distinct beverage preference is discouraged from selecting a higher alcoholic
strength of product,

RECOMMENDATION 1V: Federal and provincial governments should co-ordinate
activities in a review of existing tax variations across the country in order to adjust
any unwarranted price disparities. The objective should be that the price to the
consumer of each type of alcoholic beverage bear a closer relationship to the dif-
ferential acute and chronic effects, by province, in order to apply effectively the
progressive pricing principle in all provinces.

RECOMMENDATION V: (Governments in Canada should develop an integrated
regulation and control policy with respect to alcoholic beverage consumption.
The progressive pricing instrument is only one of a number of important variables
that can, in our view, influence the consumption patterns and as a result, affect
the generation of alcohol-related health problems for individuals.

While this Report has examined taxation policy almost exclusively, other policy
instruments should be examined more carefully, such as 1) the regulation of ad-
vertising of alcoholic beverages, 2) the enconragement of moderation and social
integration in drinking practices, 3) the provision of information about and edu-
cational programs concerning alcoholic beverage consumption, and 4) the encour-
agement of those social norms, whatever they may be, that reduce the damage
and health-related problems associated with alcohol abuse. It is the opinion of
the Study Committee that a thorough evaluation of the potential instruments of
an alcoholic-beverage-consumption control policy should be initiated.

RECOMMENDATION VI: An organization should be established that would devote
its efforts to the financing and carrying out of research and education in the entire
field of the use and abuse of alcoholic beverage consumption.

Our recommendations are based on existing knowledge; we would emphasize that
such knowledge is very limited. The recommendations allow for the differential
effects of alcoholic beverage consumption, by type of beverage, and are designed
to retard the general trend of consumption of alcohol in Canada towards the
higher strength beverages. However, there is a need for more adequate research
in almost every area studied in this Report. Such research is especially important
in the light of already extensive government involvement in the alcoholic beverage
taxation and control areas.

We do not wish to anticipate the form or structure of such a research and educa-
tion vehicle, but we consider that involvement by the governments of Canada, the
alcoholic beverage industries, the professions most involved with alcohol-related
health problems, and the consumers of the products would be crucial to the suc-
cess of such an organization.

RECOMMENDATION VII: In spite of the most enlightened approach to the pre-
vention of alcohol-related problems, there will probably always be some individuals
who will suffer from these problems. While treatment methods have not been
the subject of this study, they are of great importance; it is imperative that funding
be provided for a continuing evaluation and improvement of the methods of
identification and treatment of these individuals.
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