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Damn lies and statistics:  
The demonisation of the alcohol industry

Introduction

The growth of big activism over the past several decades poses a considerable challenge for enterprises large and small. 
Modern activist organisations often pose as public-spirited, community based groups, defending the popular interest 
against powerful organisations.  Their true character, however, is often very different. They are professionally run,  
well-funded, coordinated campaigns that have the capacity to destroy businesses and kill investment.  

The groups have overlapping single-issue targets ranging from the environment to public health. For the most part 
they are virulently anti-market, sharing an antipathy towards the private sector and a preference for government 
intervention. They have been empowered by social media, and often receive favoured treatment in the traditional 
media where they delight to portray themselves as champions of the powerless and dispossessed. 

In recent years the alcohol industry has come under sustained attack from public health activists. Groups with deep 
pockets, like the Foundation for Alcohol Research and Education, have been increasingly strident in their demands 
for punitive taxes, regulations on labelling and restrictions on sales and advertising. Unsurprisingly they frequently 
recommend that the proceeds of those taxes should be given to public health activists like themselves.

This modern temperance campaign is not dissimilar to the prohibition movement a century ago, arguably the most 
successful mass movement of all time.  The strategic brilliance of the Anti-Saloon League achieved a ban on the 
sale of alcohol across the United States between 1920 and 1933. Like the Anti-Saloon League, today’s temperance 
organisations present simplistic, moralistic arguments: the negative effects of alcohol are exaggerated; alcohol is 
portrayed as the sole agent of social problems that in reality have complex multi-factor causes. Restrictions on alcohol 
are presented as panaceas to solve a broad range of social problems from premature death to child abuse  
and domestic violence.

Activist organisations employ quasi-economic arguments to make the case for public health measures citing the 
alleged cost to the welfare, health and justice systems. Intangible costs are loaded on, such as the cost of lost 
productivity or the cost of family disruption. The most questionable elements in such calculations are attempts to  
put a monetary value on pain, suffering, diminished quality of life and loss of life. In the case of alcohol these can  
add billions of dollars to the supposed ‘social cost’.   

This ‘apples and pears’ exercise is aimed at producing a confronting, large number to present as a credible estimate  
of the cost of undesirable activity to the community. The kindest assessment is that they are guesstimates; a harsher 
judgement is that they are simply conjured out of the air with the aim of delivering a headline that will advance a 
campaign for illiberal interventionist measures.

Testing the claims

The Menzies Research Centre commissioned researchers at Cadence Economics to review the application of what 
might be called “wowsernomics” by the Foundation for Alcohol Research and Education (FARE), formerly known as 
the Alcohol Education and Rehabilitation Foundation (AERF). The body was established in 2001 with a grant of $115 
million from the Howard government charged with supporting evidence-based alcohol treatment, rehabilitation and 
education. Its role has since changed significantly. It has abandoned ‘rehabilitation’ in favour of ‘research’ and became 
a public policy advocate explicitly focussed on ‘building the case for alcohol policy reform and countering false alcohol 
industry claims’.1  Where it once encouraged the exercise of personal responsibility to curb irresponsible drinking,  
it now argues for government intervention.

FARE has claimed that the cost of alcohol consumption to the community is $36 billion a year. It is an extraordinarily 
large figure, amounting to more than half the Commonwealth’s annual health budget, for example. Yet it is frequently 
cited without question, notably by AERF director Tim Costello in a National Press Club Speech in 2010 that was widely 
reported in print and broadcast media.2 Other AERF spokespeople backed up the claim in subsequent media interviews.3

1 FARE, Annual Report 2013-14, p. 2, http://www.fare.org.au/about-us/annual-report-financials, accessed 23 Dec 2016.
2  ‘Alcohol misuse costs Australia $36bn a year, according to a new study,’ The Australian, 24 August 2010.
3   Interview with Alcohol Education and Rehabilitation Fund director Professor Ian Webster, The World Today, ABC Radio, 24 August 2010; 

Peter Lloyd, Lateline, ABC TV, 23 August 2010.



ii  Damn Lies and Statistics: The demonisation of the alcohol industry

Yet the report cited at the time, The Range and Magnitude of Alcohol’s Harm to Others, made no mention of the 
figure.4 It includes a table of estimated costs but cautions ‘we reiterate that the figures in Table 13.2 cannot simply 
be added up: they potentially include substantial double counting.’ Yet FARE and other public health lobbyists have 
continued to use the figure.

The researchers from Cadence Economics who attempted to review FARE’s claim were hampered by a lack of 
transparency. A crucial report that appears to be the basis of FARE’s $36 billion figure has never been released. Even 
without this document, however, it is clear that any attempt to assess system-wide costs and benefits is doomed to 
failure. It requires the addition of inconsistent data metrics and introduces double counting errors relating to timing  
of the impact of alcohol consumption. Data sets are cherry picked and manipulated to suit pre-existing assumptions.

The cost of $36 billion was misleadingly presented as ‘cost to taxpayers’ in press releases and submissions. Yet even 
if we take the figures on face value, few of the costs are borne by taxpayers or reflected as transactions that occur 
through the tax-welfare system.

Perhaps the most significant error is the failure to take account of the benefits of moderate alcohol consumption. 
Deloitte Access Economics estimates that in 2012-13 the alcohol industry turned over $26.2 billion, contributed $6.5 
billion in taxes and generated $2.2 billion in exports. It provided jobs for the equivalent of 27,000 full time employees. 
When tourism expenditure and an estimate for the health benefits of moderate consumption are included, DAE 
calculated the benefits of alcohol to be worth $30.7 billion.

The results of any such exercise should be treated with caution. Wowsernomics is rhetorical rather than empirical, 
subjective rather than scientific. It is no foundation on which to base good public policy.

A measured response

The liberal response to alcohol is a matter of contention. For Adam Smith argued that human beings as rational  
actors naturally restrict their own consumption when alcohol was in abundance, pointing to the example of southern 
European countries where wine was cheap and drunkenness rare. It was in northern Europe, where alcohol was 
harder to produce and prices were higher, that drunkenness was common. 

‘If we consult experience, the cheapness of wine seems to be a cause, not of drunkenness, but of sobriety’, Smith 
wrote. The imposition of tariffs on alcohol, like any commodity, were to be avoided. ‘Though individuals… may 
sometimes ruin their fortunes by an excessive consumption of fermented liquors, there seems no risk that a nation 
should do so. Though in every country there are many people who spend upon such liquors more than they can 
afford, there are always many more who spend less.’5

For Robert Menzies, the liberal response was more complicated. ‘It is true that the ultimate cure for the abuse of  
drink is to be found in the character of the individual and his capacity for moderation and self-restraint,’ he said in  
a wartime radio talk. ‘But to state this is to state an ideal, and not to grapple with the immediate problem.’6

The consequences of excessive alcohol consumption are more than just personal. There is a strong public consensus 
that random breath-testing, an essentially illiberal action by police, is in the public interest. Indeed it is a matter of 
regret for some liberal thinkers that tougher police action against drunkenness was curtailed by the abolition of  
anti-vagrancy laws in the 1970s and 1980s. 

Yet the controversy over the NSW government’s recent lock-out laws is reminder that the boundary between private 
and public responsibility is not clear cut. The freedom to drink in a public bar at the time of one’s choosing is being 
strongly defended by libertarian-minded citizens. They argue that the lockout laws were an overreaction to an 
outburst of moral panic, exacerbated by a series of so-called ‘one-punch’ deaths. Current laws against assault are 
regarded as sufficient protection for the public.

The MRC does not intend to enter that debate. These are relatively early days for the lock-out laws experiment, and  
it is too soon to predict where the public consensus will land.

Yet it is clear to us that the public health lobby frequently crosses the boundary between the legitimate role of the 
state and illegitimate interference in the private lives of its citizens. The resistance to the nanny state is justified.  
It is not the government’s job to protect its citizens from themselves.

4 Laslett et al (2010) The Range and Magnitude of Alcohol’s Harm to Others, AER Centre for Alcohol Policy Research, Turning Point 
Alcohol and Drug Centre

5 Adam Smith, The Wealth of Nations, (1786), Xist Publishing, Irvine, CA, 2015, p. 294
6 Robert Menzies, The Forgotten People and other studies in democracy, The Liberal Party of Victoria, 2011, p. 129
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The freedom test

The test of good public policy towards alcohol is no different than that which applies to any other perceived problem. 
It is determined by the answers to two simple questions:

1. Does the proposed measure restrict personal or economic freedom?

2. If so, can it be justified by some broader public interest?

Proposals to regulate the advertising or sale of alcohol are restraints on economic freedom. So too would be the 
imposition of additional taxation. The onus falls on those who propose such measures to describe the greater public 
good that justifies such restrictions. Having cleared that hurdle, they must then present evidence that the proposed 
measure is capable of fixing the supposed problem.

We believe that the arguments of the new temperance campaigners fail on both counts. The Cadence Economics 
review exposes the empirical flaws in the argument that alcohol ‘costs’ the taxpayer $36 billion a year. The real 
cost, if it could be accurately calculated, would be considerably smaller. The benefits, ignored by the temperance 
campaigners, would considerably outweigh the costs.

What’s more, there is scant evidence that the restrictions would influence the behaviour of drinkers. Price and 
availability are blunt instruments to control consumption, particularly when a substance is potentially addictive.  
The restrictions would be felt by millions of Australians who drink in moderation. Taxing alcohol by volume, one  
of FARE’s current public policy proposals, would punish the poor far more than the wealthy.

The test of good public policy should not be whether a proposed course of action feels right, but its ability to achieve  
a desired outcome without undesirable consequences. A restriction on economic freedom, even in the slightest 
degree, is not a consequence to be lightly borne.

The question of whether the government has any business intervening further in the market for alcohol should be 
considered in the context of what Menzies described as the principle role of government; to create an atmosphere in 
which enterprise can flourish.

Nick Cater 
Executive Director 
Menzies Research Centre 
January 2017
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ABA  Alcohol Beverages Australia

AERF  Alcohol Education & Rehabilitation Foundation (now FARE)

ATO  Australian Taxation Office

CGE  Computable General Equilibrium
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GDP  Gross Domestic Product

GST  Goods and Services Tax

IO  Input Output
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1 Executive summary

The misuse of alcohol in Australia is frequently said to cost the nation $36 billion annually.  This figure has been cited  
in hundreds of news articles and submissions. Yet this estimate comes from a report written in 2010 which was rejected 
for publication.  Cadence Economics repeatedly requested the report from the Foundation for Alcohol Research and 
Education (FARE) whose predecessor commissioned it.  FARE refused to provide it.  The only material available on the 
public record in relation to the report is a press release, a one-page ‘fact sheet’ and two earlier reports which measure 
components of the $36 billion. Without the report, it is impossible to verify the estimate of $36 billion and this figure 
cannot be relied on and should not be cited.

Few people are aware that the estimate of $36 billion is not simply the cost of alcohol to taxpayers, the health budget, 
the economy, or GDP, but the cost of alcohol abuse to drinkers and to others; it is said to include tangible costs of  
$24.7 billion measuring out-of-pocket expenses, foregone wages and productivity and intangible costs of $11.4 billion 
consisting of diminished quality of life. 

The benefits of moderate alcohol consumption were estimated at $30.7 billion, based on a 2014 report, which was 
made available to Cadence Economics to prepare this report.  Like the costs of alcohol, the $30.7 billion estimate 
of benefits is not a measure of taxation revenue or GDP.  In fact, most of the costs and benefits are not part of any 
transaction that occurs in the tax-welfare system.

Many of the reported current costs of alcohol result from past consumption.  These are tragic statistics but policy 
makers are unable to undo past damage and policy formulation should only evaluate future costs and benefits.

Most estimates also have a large subjective element – they reflect the analyst’s views about which costs should  
be included and their value; these assumptions are invisible when considering headline statistics.

Estimates of gross costs or benefits of alcohol have little relevance to specific alcohol-related policy proposals  
(such as wine or ‘alcopops’ taxation) because they are so far removed from the likely impact of specific policy changes  
but such studies can provide useful background material outlining the broad scale of an issue or industry.

Implicit in the inflation of multibillion dollar costs is the assumption that they require immediate action regardless  
of the cost or efficacy of the policy.  This leads to poor policy. Benefits and costs of policy changes must be calculated 
rigorously and policy should not be justified on gross cost estimates. 

Alcohol misuse and abuse is a serious issue for Australia but it is complex and multifaceted.  Interventions that are 
effective in one area may not be effective in others.  The process of formulating public policy would be improved by 
resisting the urge to appeal to billion-dollar ‘cost burden’ or ‘economic footprint’ estimates to justify individual policy 
changes.  Rather, the focus should be on evaluating the incremental future costs and benefits of proposed changes.
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2 Literature review

Studies of the consumption of alcohol in Australia result in a range of costs and benefits, creating challenges for 
policy makers trying to assess the validity of these estimates.  This report surveys the literature and assesses the 
implications for policy makers.

Current literature on alcohol costs and benefits

The literature we survey is based on two primary sources:

 » On the cost side, a figure of $36 billion was produced by Doran et al (unpublished) and is the basis for a press 
release issued by the Alcohol Education & Rehabilitation Foundation (a predecessor of the Foundation for Alcohol 
Research and Education) in August 2010.  The estimate of $36 billion has been cited in hundreds of submissions 
and news articles as the cost of the harm that alcohol misuse imposes on the Australian economy. Despite the 
way in which it has been reported, this cost is not the cost to taxpayers or the impact on GDP and although it is 
expressed in dollars it includes a large component of intangible costs, such as pain and suffering from diminished 
quality of life, estimated at $6.39 billion, additional unspecified pain and suffering, estimated at $396 million,  
and cost of time lost, estimated at $9300 million. (See Table 1,  Section 3 for details).

 » On the benefits side, and in response to the analysis of costs produced, Deloitte Access Economics (2014) 
estimated that the benefit of moderate alcohol consumption was $30.7 billion.  This analysis was commissioned  
by the National Alcohol Beverage Industries Council (now Alcohol Beverages Australia).

A timeline of how these studies have evolved is outlined below.

Timeline

Feb 2008 Collins and Lapsley (2008) estimate the costs of alcohol abuse to the drinker (using historical 
data for the 2004-05 fiscal year) to be $15.3 billion.

Aug 2010 A study by Laslett et al (2010), ‘The range and magnitude of alcohol’s harm to others,’ 
estimates the cost of alcohol’s harm to others to be $20.6 billion, based on surveys and data 
mostly from 2007 and 2008.  The report warns that these costs “cannot simply be added to 
the costs reported in Collins and Lapsley”.

A press release issued by AERF (predecessor of FARE) announces the launch of a new report 
which finds that “the total economic impact of alcohol misuse (is) $36 billion annually, more 
than double previous estimates.”  

The press release says that this estimate has been reached “through careful and 
comprehensive analysis” of the two studies and “not a simple addition of the two figures”.  
The press release says the figures in Collins and Lapsley have been adjusted for inflation 
and that overlaps between the two studies have also been taken into account.  We were not 
able to access the report by Doran et al (unpublished) that presents these adjustments for 
overlaps and inflation.  Our understanding is that the report was rejected for publication and 
has never been formally released even though it has been cited in other reports.7  All that  
is available is a one-page factsheet.

Oct 2010 Access Economics (2010) Review of ‘The range and magnitude of alcohol’s harm to others’ 
raises several issues with the reports by Collins and Lapsley (2008) and Laslett et al (2010).

Feb 2011 A report by Laslett et al (2011) Response to Access Economics critique of the report defends 
the report in relation to the issues raised in the Access Economics review.

July 2011 Crampton, Burgess and Taylor (2011) The Cost of Cost Studies estimates that the cost of 
alcohol in Australia borne by external parties is $3.8 billion.

7 A later report by Marsden Jacobs Associates (MJA, 2012) attributes this figure to Doran et al (unpublished) How much does alcohol really 
cost Australian drinkers and others affected by drinking? ACIL Allen (2014) also provide an extract of Doran et al (unpublished) as cited 
in MJA (2012) The original source document, Doran et al (unpublished) was not available at the time of writing.  Correspondence with 
the author indicated that the report was rejected for publication.
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Oct 2012 Marsden Jacobs Associates (MJA, 2012) Bingeing, collateral damage and the benefits and 
costs of taxing alcohol rationally provides a review of several of the reports above

Apr 2013 MJA (2013) A note on the role of value judgements in public interest tests on alcohol policy 
reviews several of the above studies and critiques the costs of alcohol

Feb 2014 ACIL Allen (2014) Counting the Costs of Alcohol, Discussion Paper is prepared for FARE as 
“part of a broader investigation into the development of a framework to estimate the policy-
relevant costs of alcohol consumption in Australia”.

May 2014 Deloitte Access Economics (2014) issues a report titled Socioeconomic benefits of the 
Australian alcohol industry commissioned by the National Alcohol Beverage Industries 
Council (now Alcohol Beverages Australia).  This report was made available to us on request.

Forthcoming ACIL Allen is apparently preparing a report for FARE which follows on from the discussion 
paper on Counting the Costs of Alcohol but a final report has not yet been publicly released.

In addition to these Australian studies, many studies have been conducted overseas, and several studies focus on 
various sub-categories of alcohol harm.  Some studies report statistics such as the number of fatalities or loss of 
disability-adjusted life years; relatively few convert these into dollar estimates.  A study by Snowdon (2015) calculates 
estimates of the purely fiscal impacts of alcohol in the UK, both tax revenue raised and government expenditures.

There do not appear to be any recent Australian studies that bring together both the costs and benefits, or that 
estimate the subcomponents of the cost and benefits of alcohol that contribute to the fiscal balance or GDP.

Governments regularly make difficult decisions about how to prioritise expenditures given fiscal constraints.  Making 
those decisions often involves an assessment of the benefits from reducing injuries and fatalities.  To make these 
cost-benefit trade-offs it is necessary to put a dollar value on the intangible benefit of a reduced fatality.  This can 
be used to determine whether an additional $100m of government expenditure is better spent on road blackspots, 
pharmaceutical subsidies, national security, aviation safety or medical research and to rank and prioritise government 
expenditures that can reduce fatalities.

The temptation to apply the value of an avoided fatality (appropriate when prioritising between an outlay of $100m 
on the road budget versus health budget) to all fatalities that occur in a year should be resisted because it results in 
estimates, such as the “$36 billion” cost of alcohol, which include a large component of intangible costs, illustrated in 
Figure 1. These costs are widely misunderstood and frequently misused to influence public opinion.

Figure 1: Costs to taxpayers, tangible and intangible costs

Cost to taxpayer
Other  

tangible 
costs

Intangible costs
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2.1 Costs and benefits of analysing alcohol consumption

Undertaking a cost benefit analysis of alcohol consumption for the Australian economy is not only technically 
difficult, it is of limited value when assessing individual changes to government policy because any cost benefit 
analysis requires a counterfactual against which to compare any proposed changes; unfortunately, the studies  
used to derive the figure of $36 billion calculate gross costs, not measured against any specific counterfactual, such  
as a scenario of reduced alcohol consumption.

That said, these studies do provide useful reference points for examining the nature and scope of both the costs and 
benefits of alcohol consumption in Australia in relation to proposed changes that will affect alcohol consumption.  For 
example, Marsden Jacobs Associates (2012) undertook a detailed cost benefit analysis of proposed changes to alcohol 
taxation which draws on the analysis contained in Doran et al (unpublished) and Deloitte Access Economics (2014).  

Essentially, policy development around alcohol consumption, like products such as tobacco and gambling, faces the 
difficulty of balancing the damage caused to problem drinkers, those close to them and society more broadly, with  
the pleasure drinking brings to the clear majority of responsible drinkers and the social and economic benefits that 
flow from that activity.  

In general, policy makers must be cautious when considering large numbers that purport to assess system-wide 
costs and benefits, particularly when these figures are generated using multiple techniques that are the culmination 
of market and non-market measures.  Our review shows the inherent difficulties associated with analysis of this 
type, and highlights the range of errors made in the analysis undertaken to date from technical issues such as 
adding together inconsistent data metrics, double counting or failing to account for some measures, to higher level 
conceptual errors relating to timing and incidence of the impact of alcohol consumption.

There is also considerable disagreement over the weight to be given to harm caused to the consumer of alcohol  
(as distinct from third parties) and the degree of rationality in those consumption decisions.

Overall, while the studies reviewed form a useful starting point for considering the costs and benefits of alcohol 
consumption, we reiterate that the figures produced should be viewed with caution, particularly those calculated in 
unpublished reports.  We urge those parties engaged in the debate to allow proper scrutiny of the analysis by making 
relevant reports publicly available.  This should be obligatory not only to ensure the integrity of the calculation, but 
because the research in several cases was taxpayer-funded.

3 Categories of costs

A range of techniques and assumptions can be used to estimate costs, which are summarised in ACIL Allen (2014).  
The report also includes a summary table of the categories of costs in the headline $36 billion cost of alcohol.  This 
extract is attributed to MJA (2012), which in turn is attributed to Doran et al (unpublished).  It was not possible to 
verify the data against the original source, as it is unpublished and without access to the report it is not possible  
to replicate the result or assess the veracity of the estimate.

Doran et al (unpublished), as cited in MJA (2012), is based on Collins and Lapsley (2008) and Laslett et al (2010) but 
says it makes adjustments to avoid double-counting and indexes the estimates based on 2004-05 data in Collins  
and Lapsley (2008) to 2010 dollars.

Table 1 provides an unverified extract of the most recent version of the categories of costs that tally to the reported 
total cost of alcohol of $36 billion.
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Table 1: The $36 billion cost of alcohol estimate

Social cost item Tangible Intangible Total

$ million $ million $ million

Collins and Lapsley 2008

Labour (lost productivity) costs 3,975 - 3.975

Healthcare costs 2,221 - 2,221

Road accident costs 2,474 397 2,871

Crime not elsewhere included 1,600 - 1,600

Resources used in abusive consumption 1,897 - 1,897

Loss of life - 4,646 4,646

Collins and Lapsley sub-total 12,167 5.043 17,210

Laslett et al 2010

Child protection system 672 - -

Effects on household/family member or  
friend with most effect

9,424 7,364 16,788

Property damage by stranger’s drinking 1,133 - 1,133

Counselling, advice, treatment expenses 110 - 110

Laslett sub-total 11,339 7,364 18,703

Source: ACIL Allen (2014), citing MJA (2012) which in turn is citing Doran et al (unpublished)

The $36 billion estimate is based on data from 2004-05 in Collins and Lapsley (2008) and other surveys and data, 
mostly from 2007 and 2008 in Laslett et al (2010).  Since that time, several alcohol policy changes have been  
made including:8

 » the ‘alcopops’ tax increase in 2008

 » new NHMRC alcohol guidelines in 2009

 » a range of research projects and public information campaigns

 » State government policy changes (‘one punch’ laws and Sydney CBD lock outs).

Despite these changes in federal and state policies and guidelines, the cost of alcohol has not been revised and  
is still reported in 2016 as $36 billion.  If those policies have been even partially effective, the cost should have  
reduced since 2008 (aside from the effect of inflation and population growth).

3.1 Demographic versus human capital approach 

Collins and Lapsley (2008) use a ‘demographic approach’ to measure cost, defined as:

The value of the net resources which in a given year are unavailable to the community for consumption or 
investment purposes as a result of the effects of past and present drug abuse, plus the intangible costs imposed 
by this abuse.

This ‘demographic’ approach is described as inappropriate in Marsden Jacob Associates (2013) because it measures the 
cost of past drug abuse.  This is unsuitable for policy analysis because:

bygones are bygones, and what is relevant for policy is drinking today and whether changes in levels of current 
alcohol consumption can affect current and future costs. 

The ‘human capital’ approach, which measures the reduction in productive capacity due to the effects of alcohol on 
the labour supply has been used in other studies.  To assess policy changes on future consumption, reports that 
include the impact today of past consumption of alcohol should be avoided – forward-looking estimates are better 
because policy changes cannot reduce suffering today caused by misuse in the past.

8 See Hughes (2015) for a detailed listing of policy changes and research funded since 2008.
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3.2 Costs to the individual vs. costs to others

Some costs are private, borne by the consumer of alcohol (such as premature death or illness), while others are borne 
by third parties affected by the consumer of alcohol.  Private costs are a substantial component of estimated total 
costs but it is difficult to separate out all private costs incurred by a consumer (such as patient co-payments within 
healthcare costs).

The degree to which individuals make rational decisions and whether decision-makers should give any weight to 
private costs resulting from rational decisions is disputed.  Evidence that some consumers of alcohol are not well-
informed about risks is countered by evidence that at least some consumers make rational, well-informed decisions 
about consumption.

Thus, ‘rationality’ involves both a factual debate about whether people are well-informed and can make rational 
decisions (particularly when intoxicated or addicted), and a philosophical debate about who has the right to make 
decisions for a given individual.  Given this, the analyst should present the data in a way that allows the decision-
maker to transparently decide which of the costs they wish to give weight to in line with their philosophical stance.

In much of the literature, the analyst presenting the data makes value judgements for example about whether self-
imposed costs by a rational consumer of alcohol (or subset of consumers) should be included, and what weight to 
apply to those costs; Crampton et al (2009) gives no weight to those costs while Collins and Lapsley (2008) includes 
all those costs (from all past and present consumption).  Ultimately, the effectiveness of a policy intervention depends 
on the extent to which it modifies behaviour – if behaviour is unresponsive to a policy measure (for example, if 
demand is inelastic in response to a tax increase) then the intervention will be ineffective, regardless of the gross  
cost of misuse.

3.3 Incidence of costs

The cost of $36 billion is frequently presented as a ‘cost to taxpayers’ in press releases and submissions, including  
by the Alcohol Policy Coalition (2010) which quoted the Australian Drug Foundation CEO saying ‘Alcohol abuse  
is costing Australian taxpayers $36 billion each year’ and the Royal Australasian College of Physicians (2015)  
saying ‘it is estimated that alcohol related harms cost the Australian taxpayer between $15 billion and $36 billion’.  
Multiple submissions and media reports repeat this error claiming the $36 billion is an estimate of the budget cost  
to taxpayers when the most costs are not borne by taxpayers or reflected as transactions that occur through the  
tax-welfare system.

Breaking costs down into components reveals their incidence; it is rarely done but should be because:

 » Impacts on production (such as GDP or value added) help understand economic impact but changes in GDP  
are a poor measure of changes in living standards (or ‘welfare impacts’ in economic terminology).

 ― Fiscal impacts (on varying levels of government) are valuable for costing policy changes but are also a poor 
measure of net benefits to living standards from a policy change.

 ― Fiscal impacts vary considerably across state and federal levels of government; states have responsibility  
for policing, courts, hospitals, while the federal government has responsibility for excise, WET and social  
security payments.

 » Health system costs are not all costs to the taxpayer due to co-payments and other self-funded health treatments.

 » Impacts on living standards are often not related to changes in production or the fiscal balance.

3.4 Expenditure on alcohol taxes – cost or benefit?

Estimates of costs include expenditure on alcohol.  If demand is unresponsive to price increases, alcohol expenditure 
increases as taxes rise.  The question is should tax revenue be counted as a cost or a benefit?

The Productivity Commission (1999) encountered this issue in relation to gambling and concluded that tax should  
be counted as a benefit:

These payments represent a transfer of some of the consumer surplus potentially available to consumers to  
the government, or to others in the community via community contributions. That is, in the absence of the 
tax, the estimated consumer surplus retained by consumers would be higher to the extent of the tax revenue 
collected (together with a small amount representing the impact that the high prices have on the level of 
consumption), and thus the tax collected should be included in ASSESSING THE BENEFITS 5.19 estimates of  
the consumer benefits generated by the availability of gambling products.
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 For simplicity, the Commission has assumed that all the tax revenue collected from the gambling industries 
is ultimately borne by consumers, and thus the full value of taxes is included with other consumer benefits 
estimated here. In practice, not all of the tax may be borne by consumers, some may be carried by the gambling 
industries. The extent to which tax falls on consumers and producers depends on the nature of the demand  
and supply conditions associated with the industry.

Hence, expenditure on alcohol should be excluded from estimates of the costs of alcohol as it could result in a 
perverse outcome, where tax increases, such as the ‘alcopops’ tax increase in 2008, cause the estimated cost of 
alcohol to rise under that methodology.

4 Benefits of alcohol

Moderate alcohol consumption has well-documented benefits but many are not directly relevant to specific policy 
changes (such as altering a tax rate or changing a labelling requirement).  Thus, estimates of large benefits of alcohol 
may give little indication of the impact of a specific policy.

4.1 Economic contribution of the alcohol sector

Deloitte Access Economics (DAE, 2014) Socioeconomic benefits of the Australian alcohol industry, prepared for the 
National Alcohol Beverage Industries Council (now Alcohol Beverages Australia) provides estimates of the benefits of 
moderate consumption of alcohol.  The report uses data from the Australian Bureau of Statistics, IBISWorld, Australian 
Taxation Office and DAE’s own calculations.  

DAE estimates that in 2012-13 total sales of alcohol in Australia generated turnover of $26.2 billion comprising $17.6 
billion in domestic sales, $6.5 billion in taxes (excise, WET and GST) and $2.2 billion in exports, mostly wine.

Table 2:  Total turnover of the alcohol sector in Australia, 2012-13 ($ billion)

Turnover ($b)

On-licence and off-licence sales in Australia (excluding taxes) 17.6

Taxes 6.5

Liquor franchise taxes (licence fees) 0.025

Goods and Services Tax (GST) 2.401

Excise (levied on beer and spirits) 3.245

Wine equalisation tax (WET) 0.783

Total domestic turnover (including excise, WET and GST) 24.0

Exports 2.2

Total turnover 26.2

Source: Deloitte Access Economics (2014), numbers may not add exactly due to rounding

DAE estimates the total (direct and indirect) economic contribution of the alcohol sector was $15.6 billion in value 
added (including indirect taxes but excluding GST) and almost 127,000 FTE workers in 2012-13.  The indirect 
contribution measured the flow-on economic contribution through value-added generated by upstream supplying 
industries (such as viticulture and packaging manufacturers).  Table 3 shows the indirect contribution of the alcohol 
industry accounts for just over 50% of the total contribution of the sector, which indicates that the alcohol industry 
has strong linkages throughout the economy in relation to suppliers.

Table 3:  Contribution to GDP of the Alcohol sector in Australia, 2012-13 ($ billion)

Sector Direct Indirect Total

Manufacturing 3.9 5.0 8.9

Wholesale 2.1 1.7 3.8

Retail 1.7 1.3 3.0

Total industry contribution to GDP 7.7 7.9 15.6

Source: Deloitte Access Economics (2014)
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Table 4:  Employment contribution of the alcohol sector in Australia, 2012-13 (FTE)

 Sector Direct Indirect Total

Manufacturing 17,836 41,052 58,888

Wholesale 14,547 12,792 27,339

Retail 29,898 10,520 40,418

Total full time equivalents (FTE) 62,281 64,364 126,645

Source: Deloitte Access Economics (2014)

DAE also estimate other benefits, including tourism expenditure and the health benefits and enjoyment value of 
moderate consumption, at $30.7 billion (Table 5).  The value added of $15.6 billion in Table 5 below excludes taxes 
(excise, WET and GST).

Table 5:  Contribution of the Australian alcohol industry, 2012-13 ($ million)

$m Share

Value added from alcohol and upstream industries 15,611.4 51% 

Tourism benefits 495.3 2% 

Burden of disease savings 5,650.6 18% 

Health system savings 417.0 1% 

Enjoyment value (consumer surplus) 8,510.0 28% 

Total benefits 30,684.3 100% 

Source: Deloitte Access Economics (2014), excluding taxes

4.2 DAE report: discussion

The DAE (2014) report is detailed; it includes the economic contribution of the beer, wine and spirits manufacturing 
sector, the wholesale and retail sectors that distribute the product, and tourism - visitors to wineries, breweries and 
distilleries.  It also estimates the net benefits of moderate alcohol consumption, which can reduce dementia, type 2 
diabetes, ischaemic heart disease, strokes, rheumatoid arthritis and some types of cancer.  

The health benefits of moderate consumption are also included in some reports of the costs of alcohol where health 
costs are expressed in net terms.  Thus, care is needed in adding or comparing estimates of costs and benefits, to avoid 
double counting.  The dollar value of the loss or gain of a year of life also varies from $53,000 in 2004-05 in Collins 
and Lapsley (2008) to $176,000 in 2012-13 in DAE (2014), making results difficult to compare.  

As with the costs of alcohol, it is equally questionable to extrapolate estimates of the value of avoiding a fatality  
to the entire population of moderate drinkers: doing so takes a value designed to be used in making trade-offs at  
the margin (such as ‘should government use $100m to fund road upgrades or spend more on the health budget’)  
to estimate a benefit in the billions - several orders of magnitude larger, with the obvious potential increase errors  
by several orders of magnitude.

Indirect taxation of alcohol products is a component of value added.  When measuring the economic concept of 
production (such as value added, which is the industry’s contribution to GDP), taxes should be included.  However, 
when constructing a welfare measure – such as the net benefit of a tax increase – taxes should be excluded as these 
represent a transfer from the alcohol consumer to the recipients of government spending (once allowance has been 
made for the deadweight cost of raising public funds).

DAE (2014) excludes the tax on alcohol, as the stated aim is to measure the benefits of the industry.  Because the 
DAE figures exclude tax, they should not be interpreted as the industry’s contribution to GDP.  When the DAE report 
was written, excise data for imported spirits and beer was not available in the final budget outcome (only excise on 
domestic manufacturing was available from the ATO).  Data released by the Commonwealth Treasury (2015) and 
the Parliamentary Budget Office (2015), after the report was completed, indicate that excise and WET on alcohol 
(excluding GST) is $6 billion per annum and GST is estimated in the DAE report at $2.4 billion.9  In total, the tax on 
alcohol sales is approximately $8.4 billion.  As noted, the Productivity Commission counts the tax raised as a benefit.

Tourism expenditure is not entirely a benefit, as it costs money to produce tourism services.  To add tourism’s 
contribution to the figures produced by DAE would require an estimate of the value-added component of this figure 
net of any contribution already calculated for the industry broadly.  
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The use of input-output multipliers

As discussed, in its calculation of the contribution of the alcohol industry, DAE used input-output multipliers to estimate 
the indirect, or flow on, effects to suppliers.  The input-output modelling technique is useful for providing a static 
measure of the contribution a sector makes to an economy, but is not appropriate for considering policy changes.  

For changes in policy, cost benefit analysis or economic impact assessment using computable general equilibrium (CGE) 
modelling are more appropriate quantitative tools.  On the use of input-output analysis and the associated multipliers:

 » The Western Australian Department of Treasury and Finance (2002) warned that, ‘Such multipliers are often used 
by proponents of particular projects to emphasise flow-on benefits and justify public assistance. However, these 
multipliers are often not well understood and should be used with extreme caution.’

 » The Productivity Commission in 2013 concluded that ‘In particular, these applications fail to consider the 
opportunity cost of both spending measures and alternate uses of resources, and may misinform policy-makers.10

 » ACIL Allen (2015) used a CGE model to assess the economic impacts of changes to alcohol taxation and concluded 
that a 13.3% reduction in alcohol consumption (measured by volume of pure alcohol) would reduce employment 
in the alcohol sector specifically by 1,032 FTE compared with baseline levels and, more broadly, a reduction of 
employment of 14,898 FTE across the economy.  These results underline the importance of the alcohol industry  
as an employer.

4.3 Summary

The most recent estimate of the benefits of moderate alcohol consumption in Australia commonly quoted is 
$30.7 billion, based on Deloitte Access Economics (2014), for the 2012-13 fiscal year.

 » The health benefits from moderate consumption of alcohol (that is, increased longevity compared with a non-
drinker) is included both in this study and in some estimates of the costs of alcohol.  Care is therefore needed 
when comparing the headline figures of costs and benefits.

 » The report combines several concepts including industry production, tourism expenditure and improvements in living 
standards.  These different types of economic activity have different implications for evaluating policy changes.

 » While the economic activity associated with the alcohol industry is large, that is not a reason (on its own) to  
either tax it to make it smaller or subsidise it to make it larger.  As with other sectors, it is useful to understand  
the footprint of the industry when formulating policy but any changes should be based on:

 ― cost benefit analysis

 ― evidence of market failure 

 ― the rationale for policy change

 ― the likely effectiveness and enforceability of the proposed change 

Due to the wide range in estimates of costs, the principles of decision-making under uncertainty need to be 
considered, that is, the risk of Type I errors (imposing an unnecessary regulation or tax on a person consuming 
rationally) and Type II errors (not imposing a regulation or tax on a person consuming irrationally).

To accurately measure the net benefit for Australia, cost benefit analysis needs to consider not only the costs  
and benefits for consumers but also producers and net employment impacts.

9 The GST figure of $2.4 billion appears slightly high, as GST is normally one-eleventh of total sales.  Sales were estimated at $24 billion, 
so GST would amount to $2.2 billion – if value added was calculated as a residual it would be slightly understated, by $0.2 billion.

10 http://www.pc.gov.au/research/completed/input-output-tables/input-output-tables.docx
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5 The use of cost and benefit estimates for public policy

In a report for the Australian National Preventive Health Agency, MJA (2013) noted, in relation to estimates of the 
gross cost of harm caused by alcohol of $36 billion: 

Caution should also be exercised in relation to figures submitted by a number of the public interest groups.  
Figures, such as costs of $36 billion, are obtained by adding together separate analyses reflecting different 
purposes and different concepts and methodologies and some double counting. These figures inflate the 
assessment of likely costs. 

and

The focus on total costs is misplaced: first because it directs attention away from the potential benefits of 
suggested policy initiatives and can lead to erroneous conclusions; second, because the focus on costs suggests 
that the only benefits are those resulting from the reduction in, often narrowly conceived, measured costs; 
third, because the focus on costs tends to suggest reducing costs is the only benefit from reform; and fourth,  
it is the incremental effect that is important, not the total (or average) effect.

There are numerous challenges in using estimates of total costs, benefits or fiscal impacts of alcohol to develop  
public policy.

Cost studies tend to reflect the view of those producing the study regarding the value to be placed on self-harm – 
this results in a wide range of costs estimates (from $3.8 billion to $36 billion).  Some people may choose to consume 
alcohol cognisant of the potential health impacts (which is not always the case due to addiction or misinformation) 
but a conscious decision to make this trade-off does not prevent a cost from arising in the view of some.  An alternate 
view is that the reduction in health is a proxy for the enjoyment derived from alcohol consumption, that is that people 
consume alcohol up to the point where the enjoyment is equal to the health impact so the net cost is zero (at least for 
rational consumers, which includes some, if not, most consumers).

Cost estimates are not provided in a format that can be readily re-weighted to reflect different viewpoints. The 
estimates tend to be presented as factual statistics and the underlying assumptions are often not apparent and may 
not reflect the views of the reader.

Equally, there are well-known limitations to the utility of models which measure economic contributions and input/
outputs for the development of public policy.  Estimates of gross costs or gross benefits are generally only useful as 
background information and not to assess the efficacy of an intervention.
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