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VD PRICIT: UF ALCCHOLIC RaVaRAGIS AS AR LESTRULGET OF
COM'ROL, T0LICY

1) The purpose of the inquiry

In examining the pricgg?of alcoholic beverages as an Instranen!
of control policy, one’s interest is drawm ultlmately %o tho

uestion oi whether alcohol consumption can be curtailed and

guided by an active pricing ﬁoiicy‘ ba attsﬁﬁt 18 nade in the
tollowing to elucidate the problems involved by reviewing econc
nelric studies dealing with the consumption and prices of alco-
holic baverages and examining the price trends in certain cova-

X S i
vrles.

2) Mave the prices of alcoholic beverages any effcct on con-

sunption?

Llthough doubts have often bheen oipresseﬁ, especially in every-
day dlscussion,'about the effect of pricing policv on the con-
swaption ol alcoholic beverages, 1t can bz stated on the streng
ol nauy econoneiric studies thot price cha ges are bound up wit
chgnges perceived in The .consumption ot alcoholie beverazes
(fmpendices LA-1D). The eifect oi prices has been veporbed 1
evononetrie studies in pr301sé nuerical terns, pdcc.ebxdjctﬁcd,
hesides whaich 1t has been sought Lo explain the chanpos taking
pliace in aleohol' consuntion. Tn the Jollewing, then, conei don

taon will be given to the exslination of consummlion end the

Wterpretation, peneralizabion and application o the resulss
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of' the econometrie studies,
3) On explaining alconoy consumpiion

On quite a generay leval, it may pe observed that tne consuap-
tion of alcoholic beverases is based in g Very complicageq vay
on factors that nay Be designated as the "use valye of the
beverages. There are tyo distinguishaﬁio sides to the use
values oi' alconosie beverages: on the one side, husan beings
have prelerences op needs, which they seek o Satisty,; and, on
the other side, alcoholie beverages have properties by means of
wh;ch hwean beings ape able tq satisty thejy needs. It ig qui. te
significant in this comnection to note that huran needs apa nos
“‘psychoiogica; constants bug are bound to ﬁime, place and sogip]
circumstance. Inasmuch as needs are historically determincd,
they change in tne course of fime, in'responﬁe to evolutionary
brogress ang upbn the persons* concerned moving fom one rogion
to another. )jop are the properties of alcobolic beverazes benety
clal to beop.Lle constang, el ther, i‘or they likewn se change vaatn

brogress — anq they are developed I'nowingly, too.

ks By viay of examle, 1t may pe Stated that aleoholic heverages pre-~
f; o as s v
swanly have ag least the following use values: mutrinent (u1ne,
s ang 4
in Trance ang Ttaly; beer, in Germany),:bssentlul conodity for
bl GEBRS. n
alcoholics,(ﬁod101nc, and(@gent ntended to enhance DPleasure by,

/ : 55 o : : bACES . mey bt
among other things, alding in the nalzing of convacts, rveleaging
Trom inhibitidns, breaking {he everywy roubtine ang escaping iron
realitics. "o s1oniticance o these use values vories vith Q51—

Lerent classes of reople, different regions end didierent pericds

of' time. Pacther, it nay be stated thet in its nany meetical op-




.3)
plications, alcohol can be replaced by other conmodities, end

that the relationship with such substitutes is variable, too.

-

Alcohol. consweption an&.thc changes taking place in the consuni
tion of alcoholic beverabus may be éonquer cd to be comnected
with the following circunstances: 1) (varying) luman needs,
vhich are bound up with tine and placé, 2) the (varying) prop-
: ortics of aleoholic beverages, or their capability of satistyi:
human noedu, 3) the (varying) cqpability of other products to

aulufy the same needs as alcoholic beverages do, 4) the (varyd
ing) real ipcomes‘of.pcople and the (varying) distribution of
income, 5) the (varying) restrictions imposed on the produstios
and_rotaii distribution of various aleoholic beverages and sur
rogates, and 6) the (changing) prices of deUhOllC beverages i
;pelatipn to the prices of near ~uh,lLLu. SO

hen it hds been endeavored in cconomeiric studies bo

interpret thc.chungcs taking place in the consumption oi alco-
holic beverages in the lL ht of changes taking place in consur
S e - aneomes, alcohol omices, the prices of ncar substitutes

and the general price level as well as in the distribution sysd
bens and sales restrichions, whab is involved is only s bibistid
interbrctution. In ceconometric rescavch, cxplaining consunplid

e . : . 4 . . I
in’ the ordinury sensce is thercfove notin question.

4. Op the peoblems and linitations of cconmctrie studics

Vany problens arve involved in ccononotyic studies aired ab in-

woepreting changer an the coasunpbion of aleoliolic bevensges.

Fipal, it should be noted that the analysds perforped no not i
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themselves proﬁucc any new information — but only organize

the 1Hf0TﬂdL10n that exists in latent form in the basic data

used (SOU 1972:91). Tais cireunstance highlights the signifi-
cance of accuracy and»veracity in the primary information. Or
the other hand, it also means that the results of the analyses
apply in principle only %o the regions, times and conditions

that produced the primary data. If, for instance, the prices
used as the dependent varizble had risen at an even rate durin
the period wnder investiga tion, the ecorometric analysis vpuld
nos reveal what mlfht have happened had the ‘Prices risen abrup

ly or if the PIICOu hdd dccrbasod udedlly

In the second placg, it is obvious that all the releva

(dependent varitbles could not be taken into account in econo-

metrie studies. Thus, for example, the behavior of the market:
has in nost cases been pcrforce assumed to have been constant.
This means thal in econometric ”Ludlo » preferences or needs,

the propertics of aleoholic be verages, the properties of other
ceimodities and the distribution of income have 5n mont cases
been asswiaed to remain constant. If the influcnce -of these fac
tors has been included in a trend, the asswiption will have bee

that the effects have Leen ruotilluear

In ucdnomctric sbudies, also the effect of dependent
variables on the LHdtP‘HduHu variable — or clagsticitics - has
nost frequantly been assumed to be constant, Sinca, norcdvcr,
it hes been neceasary, on wecount of the procurenant of basie

s 4o

inforimation, to resort to a lavge aperegnle level with wespoct

P > g P TR |
to both ilz cormuiers and the aleoholic baverares, the eonabint

price claslicity depiels the averaes reaction of Ailferent indi
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.groups react in different ways to changes in the prices of

- rising incomes, falling prices and @ ~ -rising  tvend brousht
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viduals and of the same individual to the average change in _
the'prices of alcoholic bgferagg@ taking place during the perio

under invesbigation. In reality, different individuals and

alcoholic beverages, and the reaction of the same individual

is also apt to change in the course of time.

In the fourth ﬁlﬁce,'if 1s apparently difficult to
distinguish the influence of different dependent factors if
the dependent variables have developed along parallel lines
during the period under investig&tionf This is true, fBr 5%

stance, vhen en increase in consumpbion is connected “with

about by non-economic variables. o AR

0. On the results of econometric studies

Although econometric studies include man roblens, they can
: : _ : ) Y

algo be made to yield uwseful information, provided their limi- .
tations are borne in'nind. The cconometric studies carvied out
show fairly consistently that alcoholic bevcraﬁes.have behaved i
on the market like other commodites: as prices have risen, the
consunplion of aleoholic beverages has generally deelined, end
as Yrices have Tullcn, the conswantion of aleoholie beverazes

has generally incecesed (Bnpendices 1 A-1 D). Stwdies have
- | : L i

Cshown, furthewwore, that the nagnitude of the effeet of prices

varies in dilferant groups of beverages, different countrics,
different regions (Appendix 1 C) wid Qifieront veriods even with

in the sume country (Appendix 1 A).




T e,
r 5 Al
0y

From econometric studies it is obvious that there exist no universal values
for clasticities of differcent beverage groups. For ‘instance the price clastici

for beer seems to be very low in Canada (-0,03), Ireland (-0,17) an& in Finla

(-0.20), but very high in Sweden (-3.0), Also the elasticities for spirits
vary a great deal in different countries (~0,% to ~ 2.0), The same is true
for wine (-0.% to -1.72). Although part of the observed differences is due to

the Qiffcrent models and methods which have been applied, to the nature of the

estimated elasticities (long- and short term elasticities) and also to the

method of aggremating the basic data, it is obvious that elasticities are no

provertics of the beverage types themselves. The values of the elasticitics

'}

and the differences in these values must be seen in the light of relative

prices of alcoholic beverages, systems of distribution and use values. As a

muderate conclusion it mipght perhaps be suggested that price elasticity may

be preater for off-sales than for on-sales (Sweden and Finland) and that price
elasticity may increase at the lifting of sales restrictions (Sou 1972:91).

It seems, however, that the results of cconnmeﬁric studies apply only for the
area with which the study is concerned.

I ecconometric demand 5nwlysis has sulfliciently explained the observed
voriation in consumption and if other circumstances can be assumed to be
ronslant, cconometric models may be of help to prcdinﬁ the consunmption of
nlcohol, Then also the elasticities may be used in planning price nolicies,
The price c];%icity expresses the effect of pricg changes in consunption and

/
therefore it ean be used in estimating how large price rises are requived

o atlain the vanted level of consumption, Pricce elaticities ecan also be

used to foresee how much an atkainable price »ise will cut off the concunnlbio

SR U e =Y 3 : . oo

f — T it e L e ot .

.-‘“h-'" £ - . s - . -
and to decide vhat ave the(nost sensitive objects: of restrictive price volicic
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6, The devclopment of prices in some countries

CANADA: From 1949 to 1971 the real prices of alcoholic beverapes have slightl:
fallen with exception of wine, The rcalhpricc of beer has fallen mostly ( 19k«
107, 1971 90). The ycarly changes have been small, (Appendix 2 A) :

NETHERLANDS: From 1952 to 1967 the real prices of alcoholic beverages have

fallen., The rea). price of wine have fallen wostly (1952 137, 1967 89). There
are some bipg changes in prices, for example the real price of genever rose

20 %5 in 1966 and the conﬁumftinn of spirits (alcools) dcc;enscd 23 %. (Append:
2 B) : L o1 5

TTALY: From 1951 to 1966 the real prices of alcoholic beverages have slipghtly

———

risen. The development of real prices have not been even and in 1965 there ar
big changes., {Appendix 2 C) -

BRIGTUM: From 195% to 1964 the real prices of alcoholic beverages have slightl;
kqllcn. After 196% the devclopmcnf differs, There are quite large yearly
changes in late 1950s and after 1965, (Appendix 2 D) |

GERMANY, FED, REP,: From 1955 to 1965 the real prices of alcohol beverages

have fallen quite « lot. After 1965 the development of prices'diffcrs and
there are bip yearly changes especially in 1966. (Appendix 2 E)

SWEDEN: From 1956 to 1968 the real prices of alcoliolic beverages have risen
with exception of Yight iine Econstant) and stronpg beer (fallen prices).

Tn 1956 and 1957 there are big chang;s in nrices and in'consumption. (Avpendi
2 ﬁ and 2 1)

FTHNTAND: Jn the period 1951-197% the real price of alcohol have been constant

The real prices of wine and other spirits have fallen and the real price of

vodlka hag risen, The yearly changes of prices have been zmall. (Appendix 2 I)




opendix 1 A

Daomand e

lasticities

Strong Buer

Futhor Country and time- Beverage yIncome Elasticity | Price Elasticity | Trend (%/year)
period :
almgvist (19&8)1 Sweden 1927-1939 [Spirits 0.3 -0.3
" |wine 1.2 -0.9
1]'- 2 _l!- "
Liquor 0.30 -0.37
Vine . Ja -0.72
R T S
nastren-Exstircm
g52) Sweden 1931-1954% |Spirits v 6,9 -0.3
Wine - -1.6
. yding-Rosen 1
G39) Sweden 1920-1531 [Spirits 0.6 -G,
(Renad Brinnvin) -G.1
'-'”.Tle 009 -186
Medium Beer 0.6 -1.2
{40 + 1 . i
itfeldt-Jorner .
ow 1972:91) Sweden 1956-1968 |0ff-s2le  Vodka 0.0 -0.9 -0.3
- “O%ner Spirits 1.4 -2.9 -
- Fortified Wine 0.2 -0.7 -
-"- Light Wine - -0.6 +7.3
- Strong Beer 1.9 -3.0 -
- Spirits 0.4 -1.2 =
- Wine (0.9) -0.7 +5.8
- Spirits + Wine 0.7 -1.0
On-Sele Vodka 1.0 0.3
- Other Spirits 0.2 -0.5
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Demand elasticlities

Author Country and time- " Beverage Income Elasticity | Price Elasticity | Trend (% year
period
tone (195“)1 United Xingdom Spirits 0.6 -0.6
1920-1938 Wine (imported) 1.4 -0.6
: ) Wine  (domestic) 1.7 0.3 s
-"- & ot Spirits 0.54 -0.72 aneat wia
Beer 0.1% =0.73
Simoa (1966)%2 USA 19551961 | Spirits A -0.79
” i g ey .
liskanen (1960) USA 1934-1954% Spirits - -1.74
¥ S : “
Niskenen (1952) USA Spirits - -1.42
{iskanenl USA 1934-41,47- | Spirits - -2.0
- €0
valsh -Walsh (1970) Ireland
1653-1957 Spirits 1.9% -0.57
(after correcting for serial
correlation bias) 2.06 -0.44
Beer 0.73 -0.17
Schweitzer (1969)2 Canada Alcoholic Beverages 0.88 '-0.19
au (1973) # Canada 1949- ,
1959 Spirits 0.68 -1.45 +0.Gh
Wine 1.43 ~1.65 +2.1
BCCT‘ 0!20 —0.0j .'+O-2 ';
Scurces: |

2

i K2 ° - 5 bl .
Efterfragon pa rusdrycker i Sverige, SOU 1972:91, Stockholm 1972

H, H., Loau: Time Series Regression Analysis of Per Adult Consumption of -
Alcoholic Beve:.ges I, Canada 19490-196Y)

H. H, Lau: Cost or Alcoholic Beverages as a Determinat of Alcohol

Consunption
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_ Country and time-period: Fight Canadin Provinces 1933-1969

s

. Spirits

Province and time-period

Income Elasticity

Price Elastlcity

Trend (% ydar)

Nova Scotia 1933-1969 1.50 -1:19 -2.90 !
New Brunswick 1955-1969 1.35 -0.80 negative
Quebec 197%9-1969 1.89 -0.60 =N AT
Ontario 1925-1969 1.38 -1.60 no
Manitoba 1944-1969 0.62 -0.58 4+2.01
Saskatchewan 1916-1969 0.19 -0.23% +%.03
Alberta 1953-1963 0.00 -1.7%0 4+2.86
British Columbia : ot

. 0.94 178 Y. ol

1953-1969 9 s ¥
Wine

Provinece and time-period

Income Elasticity

Price Elasticity

Trend (% year)

Nova Scotia  19%3-1969 0.82 - -1.52 no
New Brunswick 1955-1959 0.78 +1.67 no
Guebee 19%9-1069 2.25 -0.10 -0.7%6
Ontarlo 197%5-1969 0.069 -0.15 nn
Manit.oba 1914-1969 1.37 -0.56 142,015
Saskalcheven  1916-1969 0.01 =0.90 positive
Aiberta 195%-1069 0.0% -2.75 +T.77
British Columbln ) B

1955-1969 1.9 .56 no

Deer

Province and Lime-period

Income Elasticily

Prine Elasticeity

Trend (% year)

Nova Scotia  193%%-1960 1.51 -0.95 -2:.57
New Brunswlel: 1955-1969 1.16 -0.58 no
Quebee 1949-1969 P.02 ~1.08 NS
Ontario 1955-1969 2.11 ~0.55 -2.17
Fani Loba 191121969 0.70 -0.17 no
Saskntehewen  1946-1069 0.07 -0,48 11,24
Mberta 105%-1009 0.00 -1.19 no
Nerdtish Colombla |

NSRRI | < 5o e 0.5% -1.7%6 10.60
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' Déﬁond Elasticitices

Country and time period: qinlnnd 19@9—1962

L]

IV e RIS T

Static Model

© Beverage

Income Flasticity

Price Elasticity

Vodka 0.h2 0,15
Other Spirits 1.20 -0:95
Wine 0.97 ~0.83%
Beer 0.97 :-? -0.49
Total Off-Sales 1.05 -1.17
Total On-Sales 0.9 -0.99
Total Sales 1.01 5 . i -1.11
Dynamic Model

X Income Elasticiily
Beverage Tong Tan Bhort BOh Price Elasticity
Vodka O.S’l 0.25 -0.60
Other Spirits 1.62 0.49 -1.10
VWine 1.29 0.%9 -0.99
‘ Beer 0.6M 0.17 (+0.01) -0.20
Tolal OI'f-Sales 1.14 0.3 -0.99
Tolal. On-Sales 0.87 0.26 -0.2%8
Totaul Sales 1.0% 0.7 -0.75

e e

Price

and cross o

lasticitles

e (estimeted by preference fun¥tion)

p, 1§

C

Vodka
Y OLher Spirite

e Wine

0.91
-0.21
~0.%%

-0.10
1.40
-0.7%1

-0, 0%
-0.05
-0.09




Price Indexes
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1949-197

3 K
1106

_f_-iach

Per Adult Consumption of Alecoholic Beverages (gallons) and Price

Prices (1961=100), Canada 1949-1971

Indexes in 1961

YERR

DELR

Yer Adult Consumption

SPIRITS

Price

Wine

ALSOLUTE
AL.CONOL

BEER

SPINITS

uod

19490
1950
1951,
1952
1953
1954
1055
1956
1057
1052
Y59
1960
2061
2862
BN O
1664
1065
1966
1967
1960
1969

sSourcoes:

18.09).0
17,8443
18.2279
19,3673
19,0296
19.0271
19,3979
19. 7654
19,097
19.10607
19.7640
19.%996
19.9502
20,3272
20, G522
23,2257
21,2909
21,6642
21.9002
21,7415

22,1004

Ha W,

0.952306
0.9£7005
1.01160
1.05261
1.07654
1.07206
1.2.1360
1.17682
1.19957
1.25042
1224240
1.24303
1.26439

1.29970 ¢ |-

1.36130
1,.34956
1.49174
1,56576
1 63043
1.61724
1.62606)

0.506235
0.517351
0.523763
0.522669
0,526125
0,541305
0,556040
0.576087
0.601G70

« 0,06L95790

0.GCELED

0.692230,

8573

0.7

0,75330)

0,708456
0.701154
0.9708154
0,931702

‘0.973026

1.,000410
1,132.000

1.36650
"1.36982
1.39984
1.47319
1.50G27
L. 46679
1.50430
1.56217
1,57058
156303

50717
1.60280
1.61840
2, 65508
170344
1.72659
).60174
1, 05060
1.9034%
1.00532
1.94125

Liau:

Time Serioen

Acololic Beverages T, Canada 1940-1969

N, M. Tan: Cost or Aleoholic Bevernjes an a “etnrmin%t of nlrnhnyﬁ3ﬂwnphﬂ

207.313
107,709
106.102
103,769
104,693
104. 394
204,351
103.0:2
101. 548
10074
100.53)
100, 494
200, (<0
100,040
60.7172
095170
C6. 4072
93,5369
91.234%
03.4222
92,5100

R i

47.1730
90,5936
100.403
300,352
100,413
0. 4930
99,4009
99,0351
102.020
IQB.EDS
102.715
104.533
105,720
104.9067
105,621
106,350
102,477

106,103
104,907
100.568
92,6515
99,6300
99,2050
99,1341
5“.34?9
29,5970
27,6136
dD.GEEO
100,161
1¢0.000
3, ceo
100,534 ¢
102,547
101,676
109,100
90,9501
103,104,
101,434

opression Annplysis of Per Adult Consumphion of
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Price Indexes in 1963 Prices, Netherlands 1952-1967, 1963%=100

‘B

V:ﬂho;n«?
B
T
s

atiragfizeriias

s.....-l.._.'..-;..;‘

o] b I T :':,' ;
iere. en

.T"T'
11

.G

0

5

Volume and price indexes, Netherlands 1952-1967, 1963=100

. ' 1% ¢ Volume . ¢ . ] 1 Price L : “"——J
. ' (5 o Jrdice volusme 5 Coazon-
| de la conzon- Eoissons Bitrae en Vins | Craleé=~ | zaticn
janke Bidro Ving ﬁ}cools ?;tii;nﬁitvce ﬁon alcoolisées; touleille Ei;tur) privee
1952 20,3 19,2 66,9 57 66,0 82,5 103,2 | $0,3 79
1955 24,6 raz,o 65.8 ¢o 86,86 82,5 Ww8,2] 99,3 9
1950 38,4 51,5 70,9 Gh 85,1 82,5 iwh2 1 93,5 81
1955 46,7 h0,3 72,5 6> . 85,1 82,5 03,2 |, 89,2 82
19556 50,5 19,9 61,6 74 - B4, 82,5 103,2 | 88,7 o4
1957 52,8 53,0 67,9 74 90,9 ) 103,2 | £9,2 S8
798 £0,6 52,7 70,2 74 97,5 10,0 103,2 | 99,7 &9
1959 70,0 55,6 69,2 28 100,0 10,0 103,2 | 100,0 50
1950 72,6 69,2 76,1 62 * 109,8 100,0 1035,2 | 1co,0 1
1651 82,k £7,3 60,5 37 100,8 100,0 10&,7 ¢ 1C2,0 G3
1602 37,6 95,0 92,6 93 102,0 10,0 400,0 | 1G0,0 )
1653 100,0 100,0 100,0 100 100,0 100,0 100,06 | 120,0 100
15564 113,3 111,94 10%,2 106 103,3% 106,53 100,01 103,2 1CS
19585 12,6 121,09 135,7 14 19,9 106,3 10%,0 | 103,2 19
1956 130,2 129,11 1Ch,0 117 14,0 12,7 109,0 | 132,24 118
1967 194 167,2 120,1 128 » . 17,4 12,7 109,0 | 152,3 122

Sonrce: Effets du prix of du revenn sur ¢
des Conamunarp tés .

Elats membres

ronsonmantion
122112

2o oS

des

boinnons dans les




"". .\_’,.-

2 P YR i R ke r. YRR
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Volyme and price indexes, Italy 1951-1966, 1963=100

: Volume Price '
: ' . . [ P iRy Ll Ynsezble!Ceonsoz- ]
"1 vins hiére |Liqueurs|Znzezble \ Vins [+ Bidre | Liqueurc|Enzesble des inetlen !
. des boleo ' des Yoio- boizsens|lotale
¢ . sons nl- Lons al-
! conl{;éca . . |coolisées .
v 63,9 | 24,7 | 33,0 57,9 65,1 2,0, 58,7 64,8 70,0 07,5
2 [ €8,3 35,3 ho,7 61,7 67,0 73,3 6,6 67,1 ] 70,9
72,7 | 22,6 | w1 7 65,8 8.2 | 75,0 | 76,9 | 72,9 eo,9 | 75,2
77.2 33,8 45,8 69,6 &4,0 75,8 £7,0 85,9 ° - 87,7 77,3
£1,9 .2 h9,2 7,9 82,1 60,0 69,7 83,5 E8,4° | 79,5
8591 W2 159 1 73 \ 8h,2 82,3 | 93,4 &h,9 88,5 | &2, _
g7.0| nwan | s34 78,5 || 82,1 83,3 | 96,6 83,5 £7.6 32,y
i 66,1 45,9 | 55,9 80,0 92,2 67,2 | 0,0 92,6 ohyT 85,5 |
91,2 [ 553 | 58,5 | 83,6 60,8 | 89,4 |101,h | 83,2 7,4 85,5 |
92,6 c2,4 62,7 55.? 78,1 £8,7 55,6 £0,7 85,9 87,2
3| 75,3 | 67,5, 69,1 64,8 £9,1 | 97,5 66,4 89,9 8,9
66,2 91,8 g1, 92,9 92,4 89,7 92,0 92,9 5,7 94,2
100,0 | 100,0 [3092,0 10,0 100,0 00,0 | 100,0 00,0 100,0 100,0
971 | 105,5 |e2,5 | 93,4 107,2 109,17 | 11,6 103,0 108, 1€5,0
102,0 | 102,2 1034 02,7 108,7 16,5 | 126,2 111,7 13,0 110,3
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OA1965
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