Abstract

The purpose of this paper is to examine the taxation of wine in Australia, particularly considering a move to a volumetric tax in light of externalities from wine consumption. The specific nature of alcohol as a consumption good is considered as are various types of externalities, both positive and negative. While it is clear there is a positive benefit from low to moderate consumption of alcohol, it is far from clear to what extent, if any, this benefit flows through to become an externality. Although externalities from alcohol consumption are affected by several variables, including age, weight, gender and circumstances of consumption, the best viable tax base remains alcohol content. 

Three scenarios are used in an optimal tax model – constant externalities, increasingly negative externalities and initially positive and increasingly negative externalities. Each of these yield different optimal rates, with the rate for increasingly negative externalities – the most likely scenario given the available evidence – being the highest. Further empirical work is needed to provide accurate estimates for the external costs of alcohol in Australia and own-price elasticities for cask and bottled wine.
