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1.
Introduction

The Alcohol and other Drugs Council of Australia (ADCA) and the other contributors to this submission welcome the opportunity to provide this submission to the Senate Economics Legislation Committee.

ADCA and the Alliance notes the terms of reference for the inquiry are:

a) The level, extent and distribution of the current tax burden on individuals and businesses;

b) The impact of (a) on taxpayers’ families;

c) The use and efficacy of various tax and expenditure incentives to influence social and economic conduct, for instance participation in the workforce;

d) The long term social and economic impact of the current distribution of taxation, government spending and employment including the intergenerational consequences of the tax structure;

e) The respective role of the Commonwealth and the States in relation to the collection and distribution of taxation revenue; and

f) Any other relevant issues which may arise in the course of the inquiry.

This submission will focus on term of reference (c) in regard to alcohol excise and taxation as these issues play a fundamental role in the health and wellbeing of the Australian community.

2.
Executive Summary
1. Alcohol is a legitimate and accepted source of tax revenue.  Alcohol taxation can impact on alcohol consumption, thus improving public health and safety.  

2. Alcohol taxation in Australia has been subject to ad hoc changes in response to other taxation and legislative changes over the last ten years.  The system has become inconsistent, inequitable, difficult to administer, and has led to a variety of tax avoidance strategies;


3. The alcohol taxation system requires changes as, in its current form, it provides incentives for the production and consumption of products which have been most associated with significant levels of harm to the community.  Price based taxes that currently apply to wine and other products have created incentives for higher consumption of cheap high strength products and limited incentive for the production and promotion of low alcohol products;

4. Reform of alcohol taxation and excise offers a significant opportunity to reduce the annual toll of more than 3200 alcohol related deaths, 400 000 hospital bed-days and an estimated $7.5 billion associated with addressing alcohol related harm, including crime;
5. Excise and taxation on alcohol should be based on the alcohol content of drinks, rather than cost of manufacture or the method used to produce the alcohol.  A volumetric tax with an expanded tiered excise rate system would represent sound and progressive policy and help to address the huge health, social and economic costs to the community resulting from the misuse of alcohol; and


6. Directing a proportion of the revenue collected from alcohol taxation to funding the government’s response to the health, social, and economic harms resulting from alcohol misuse has been shown to reduce the level of alcohol-related harm.
3.
The Role of ADCA
The Alcohol and other Drugs Council of Australia (ADCA), is the Australian peak body for the alcohol and other drugs sector. ADCA is the national voice for people working to reduce the harm caused by alcohol and other drugs. 

ADCA is a non-government, not-for-profit organisation that receives funding for its work through the Federal Government’s Community Sector Support Scheme and the National Drug Strategy Program. 

ADCA’s membership includes organisations, services, agencies, and individuals engaged in alcohol and other drug service delivery throughout Australia. ADCA’s membership also includes the major university research centres, tertiary institutions that offer courses in addiction studies and other programs for alcohol and other drug workers, officers in the law and criminal justice system, policy analysts and administrators. 

The collective wisdom and expertise of ADCA’s broad and diverse membership is drawn upon through ADCA’s structure, which includes eight Expert Reference Groups, comprised of  an elected representative for each State and Territory. ADCA’s policy positions are developed in consultation with its Board of Directors, Expert Reference Groups and other key stakeholders.
This submission is also endorsed by a range of organisations and individuals concerned about the impact of the current alcohol taxation system on the health and wellbeing of the Australian community.

4.
The Need For Effective Alcohol Taxation

Indirect taxation can be used as both a revenue-raising tool and a tool to address the negative externalities that certain goods and services impose on the broader community.  

The most important economic principle for indirect taxation of goods and services for revenue raising purposes is efficiency i.e. those taxes should not distort production and consumption decisions.  Within this broad principle, there are other factors such as simplicity; compliance costs, minimising incentives for avoidance, and equity.  It is also desirable that, as far as is practicable, closely substitutable products are taxed at similar rates, so as not to distort consumption decisions and revenue collected.  

In addition, if production of certain goods and services imposes costs on the community, known as negative externalities, then taxes can be justified on efficiency grounds because otherwise prices would not take account of the adverse effects on others (Industry Commission, 1995).  Studies into consumer spending consistently indicate that alcohol taxes are progressive in that higher income groups spend more on alcohol and therefore contribute more to taxation revenue (Ashton et al 1989).
4.1 The misuse of alcohol causes enormous harm to the Australian community in economic, health and social terms.  
Numerous studies have demonstrated that alcohol misuse has a significant economic impact, causes loss of human life and potential, and has a major impact on crime, violence, accidents, family function, and productivity:

· A study by Collins and Lapsley (2003) estimated that alcohol misuse cost the Australian community over $7.5 billion in 1998-9.  This estimate included costs to the health care system, lost production in the workplace, road accidents, premature death and some aspects of alcohol attributable crime.  It did not include the many costs associated with pain, suffering and alcohol-related depression and anxiety;
· It is estimated that in 1997 alone the misuse of alcohol resulted in 63 164 person-years of life lost (before 70 years), a total of approximately 3 290 premature deaths and over 400 000 hospital bed days (Chikritzhs et al 1999);   

· The National Drug Strategy Household Survey found in 2001 that 31% of Australians 14 years and over reported being victims of alcohol-related anti-social behaviour in the 12 months preceding the survey.  This is twice as many who reported being victims of anti-social behaviour related to all other drugs (Australian Institute of Health and Welfare 2002);
· In 2001, 10% of the population consumed alcohol in a way that was considered, by the National Health and Medical Research Council, to be risky or high risk to health in the long term and about one third put themselves at risk of alcohol related harm in the short term on at least one occasion in the previous 12 months (Australian Institute of Health and Welfare 2002);
· In 2001, 28% of 14-19 year olds, and nearly 31% of 20-29 year olds had at least one incident where they could not remember afterwards what happened while drinking (Australian Institute of Health and Welfare 2002).  Even more disturbing,  more than one in 10 males (10.7%) and females (11.1%) aged 14-19 years experienced memory loss at least once a month after drinking alcohol;
· The National Survey of Mental Health and Well-Being estimated that 6.5% of the Australian population met criteria for an alcohol use disorder (1997 cited in DHAC 2000);

· A Victorian report in 1988 found that alcohol was definitely or possibly involved in 53% of several thousand reported incidences of family violence (Law Reform Commission of Victoria cited in Tai et al 1998); 

· Data shows the incidence of fetal alcohol syndrome to be 2.67 per thousand live births amongst Aboriginal children in Western Australia (O’Leary 2002);
· Alcohol is implicated in 21% of all drowning deaths and 30% of drowning deaths related to recreational aquatic activity (Worth 2003); and 

· It is estimated that between 1990 and 1997, 31% of all driver and pedestrian deaths on Australian roads were alcohol related (Chikritzhs et al 2000).
· In metropolitan areas of NSW between 1995 and 1999, at least 16% of fatal crashes were alcohol related.  In country areas of NSW the proportion was 21%. (Motor Accidents Authority 2003). 
4.2 Alcohol pricing can impact on consumption

It is a well documented general economic principle that as the price of an item rises, consumption of that item falls.  The degree to which prices affect consumption levels is expressed in terms of the price elasticity of demand for that good.  Although there is some discussion about the precise degree of price elasticity exhibited by alcohol products, it is universally agreed that in the lower price ranges, product preferences are significantly influenced by price. The majority of studies in various countries into the effects of changes in prices of alcoholic beverages on consumption levels have found that usually there are significant effects on overall consumption, with a price elasticity of 1 or less than 1.
Studies of consumption patterns in Australia, New Zealand, Canada, Finland, Ireland, Norway, Sweden, the United Kingdom and the United States have consistently shown that, when other factors remain unchanged, a rise in alcohol prices has generally led to a drop in the consumption of alcohol (Collins & Lapsely 1996, Österber 1992).  

A major review of the international evidence on the price sensitivity of alcohol consumption was conducted under the auspices of the World Health Organisation as part of a wider review of alcohol control policies (Edwards et al 1994).  The review panel comprised 17 leading scientists drawn from 13 countries.  They identified 53 adequate studies spanning 17 countries which examined data spanning the years of 1870 to 1991. All of these studies found a negative correlation between consumption and price for wine, all but one did so for spirits and all but three for beer.

While research is inconclusive around the impact of price on the heaviest drinkers, pricing is likely to have an impact on “binge drinkers” as such drinking is normally associated with young people who are more price sensitive than older age groups (Industry Commission 1996).  It has also been demonstrated that increasing the price significantly will lead to a decrease in consumption of those who drink excessively (Hawks 1993).  One classic study found that during an economic recession, it was the ‘heavier’ drinkers who reduced their consumption of alcohol the most (Kendall et al 1983).
4.3 Alcohol taxes can improve public health, safety and alcohol-related costs
The Northern Territory has the highest proportion of Aboriginal residents of any Australian jurisdiction and has had an annual per capita alcohol consumption ranging from 15-22 litres per person over the past two decades.  In 1992, the Northern Territory introduced a harm reduction levy on all drinks with a strength in excess of 3% alcohol by volume. This raised an additional $4 to $5 million per year for alcohol prevention and treatment, meeting a critical need in the Territory.   
A recent evaluation of the impact of this levy identified a 22% reduction in per capita consumption in the first four years, reductions in hazardous drinking patterns and significant reductions in alcohol related morbidity and mortality.  The program (Living With Alcohol Program) was estimated to have saved 129 lives, prevented over 200 hospitalisations and saved $124 million in health care costs and lost productivity (Chikritzhs et al 2001).

Data from Western Australia (Stockwell et al 1998) showed that local rates of per capita consumption of cask wine and high strength beer are most highly associated with local rates of violent incidents and alcohol-related hospital admissions.  This was a comprehensive study of all liquor sales, violent incidents and alcohol-related hospital admissions for the whole State over one year.  By comparison, rates of consumption of bottled wine and low strength beer were weakly or not at all related to local rates of these problems.   

In recognition of cask wine’s association with high risk drinking and in order to raise funds for prevention and law enforcement initiatives, the Northern Territory government also introduced a special levy on cask wine in 1995.  An evaluation of levels of consumption of cask wine in the Territory demonstrated significant reductions during the brief period of its implementation (Gray et al 1999).  A survey of retail prices confirmed that once the levy was lifted, retail prices of cask wine declined by over $2 per cask – and that the price differential between low and full strength beers decreased (O’Reilly 1998).
4.4 Redirected revenue from alcohol sales and excise can address the urgent need for alcohol misuse research, prevention and treatment

Revenue collected from taxes on alcohol is primarily allocated to general revenue.  In the 1995-96 financial year, the Commonwealth Government alone collected over $2 348 million in alcohol taxes while the State and Territory Governments collected a total of over $735 million.  Less than 2% of this funding was spent on reducing alcohol-related harm (ADCA 2000).
A preferred approach would be to allocate a portion of the revenue collected from a volumetric tax on all alcohol or from a small increase in alcohol taxation, to addressing the damage to the community generally from alcohol misuse.  As demonstrated by the Northern Territory Living With Alcohol Program outlined above, this approach can have major benefits for the community in terms of reductions in alcohol related harm, including morbidity and mortality.   
The establishment of the Alcohol Education and Rehabilitation Foundation (AERF), which commenced in 2001, provides some degree of hypothecation of alcohol taxation.  On 4 April 2001, the Prime Minister and the then Leader of the Australian Democrats, Senator Meg Lees, announced their agreement to an arrangement that would appropriate an amount equivalent to the difference between the excise collections on draught beer since 1 July 2000 and the amount that would have been collected using the new rates prescribed under A New Tax System - a total of $115 million - to a new Foundation in the 2001-2002 budget.  

The $115 million has been allocated over four years to the foundation to fund and support community-based education and rehabilitation projects to assist in the prevention of alcohol and other licit substance abuse.  While rigorous evaluation of the outcomes achieved by the AERF are not yet available, there is no doubt that some communities are already benefiting through better access to the support they desire in addressing alcohol related harms.  It is important to note that the current funding to the foundation is time limited.  

It is also desirable that alcohol producers make substantial allocations from their profits to addressing the harms of alcohol misuse through contributions to bodies such as the AERF.

5.
Current Alcohol Taxation Issues

There are many thousands of varieties of alcoholic drinks available in Australia today.  However, unlike tobacco, the level of taxation varies enormously across different varieties of alcohol.  The current alcohol taxation system results in different alcohol products being taxed at different levels.  This is displayed in the Table below:
Table 1: non GST tax per standard drink for different alcohol products (as at March 2003)
	Alcohol Product
	non-GST tax per standard drink

	Packaged full strength beer (>3.5% alc volume)


	33c

	Packaged mid strength beer (3-3.5% alc volume)


	29c

	Packaged low strength beer (<3% alc volume)


	21c

	Ready to drinks (full strength, 5%)


	42c

	Spirits (>10% alc volume)

	73c

	Brandy
	69c



	Premium bottled wine (~$15 bottle)


	28c

	Cask wine (~$12.99 4 litre cask)
	06c

	
	


5.1 The Wine Equilisation Tax 
The Goods and Services Tax (GST) of 10% was imposed in July 2000 on all alcohol beverages.  A further indirect tax in the form of the wine equalisation tax (WET) was imposed on wine and certain other alcoholic beverages, replacing the former wholesale sales tax.  The WET is an ad valorem tax (i.e. value or price-based) and takes no account of the alcohol content of the beverage.  The WET does not reflect the external costs imposed on the community arising from the misuse of wine and related products and in fact favours cheaper beverages such as cask wine irrespective of their alcohol content.  In particular, the WET results in the alcohol content of cheaper wine such as cask wine being taxed concessionally compared with all other alcoholic products. 

As highlighted earlier, Australian studies have clearly shown that consumption of cask wine (and standard beer) is more closely associated with higher levels of violence, injury and illness than other alcoholic beverages. 
Excessive cask wine consumption is a major problem in some Aboriginal communities.  In the Alice Springs region, a population of less than 35,000 people consumed over 1.2 million litres of cask wine in 1998.  That was equivalent to over 5,500 four-litre casks a week.  Since most of the population did not drink cask wine, these data indicate harmful consumption by drinkers of cask wine (Brady and Martin 1999). 

The current system allows a male drinker to consume a daily intake that is considered, by the National Health and Medical Research Council, to be high risk for long-term harm for only $2.94 (7 or more standard drinks) and a female drinker to do so for just $1.60 (5 or more standard drinks) if drinking from a 4 litre wine cask.

The current situation also disadvantages small Australian premium wine producers, many of whom concentrate on the innovative and higher quality end of the market, in their ability to compete in the overall wine market.  The WET may actually be discouraging innovation and production of premium wines and encouraging mass production of lower quality wines. This in turn encourages over-consumption of cask wine, which currently represents a high proportion of all wine sold.  

The introduction of the WET has served no real policy purpose other than to protect the interest of cask wine producers (mostly large multinational companies) at the expense of Australia’s premium wine producers.  It is also at the expense of the health and well being of many disadvantaged communities where the price of cask wine is a primary factor influencing the amount of alcohol consumed. 

5.2 Ready to Drink (RTDs) Pre-mixed Spirits

In addition to the GST, excise is imposed on other domestically manufactured alcoholic beverages, namely beer, spirits such as brandy, rum and vodka, liqueurs and other alcoholic drinks not subject to the WET.  Although there are anomalies as to how excise is applied within this group, these beverages are nevertheless generally taxed according to alcohol content.

However ready to drink (RTD) alcoholic beverages such as designer drinks, alcoholic sodas and coolers currently receive some concessional excise advantages to other spirit products.  Instead of paying $57.97 per litre of alcohol as spirits attract, RTD alcoholic beverages with alcohol content less than 10% are taxed at the full strength beer rate of $34.22 per litre of alcohol.  However the excise rate applying to low alcohol (less than 3% alcohol volume) and mid-strength (3-3.5% alcohol volume) beer does not apply to equivalent low alcohol and mid-strength RTDs. 
Recently there has been significant debate around the impact that RTD products have had on young people.  International studies are demonstrating that the marketing of ready to drink products is appealing to young people and consumption of these products is disproportionately associated with intoxication and hazardous behavior (Cooke et al 2002). An exert from a media release from the Hon Trish Worth MP states, “Over the past 3 and-a-half years, tracking studies for the National Alcohol Campaign have seen the proportion of 15-17 year olds drinking pre-mixed spirits dramatically increase from 6% to 22% for boys and from 10% to 37% for girls,” (Worth 2002).  Subsequently, the Federal Government has recently asked the National Expert Advisory Committee on Alcohol to examine the marketing and promotion of RTD alcoholic products to minors.

Counter arguments claim that there is no evidence that alcohol consumption patterns have significantly changed and that the increase in market share for RTD products is simply a shift in consumption patterns at the expense of beer.  
An analysis of data from the 2001 National Drug Strategy Household Survey does, however, indicate that for younger drinkers (14-22 year olds) full strength beer, undiluted spirits and premixed spirits were disproportionately associated with risky patterns of use and made a substantial contribution to overall risky drinking (Stockwell & Donath 2003).
The survey also demonstrated that RTD products were the most popular beverage choice for young women aged 14-19 years (Worth 2002).  It also showed that nearly 12 percent of females and 10 per cent of males aged 14-19 years were drinking at least weekly at levels that put themselves at risk of short term harm, such as violence or injury while intoxicated (Australian Institute of Health and Welfare 2002).  

Changes in the questions between the 1998 and 2001 National Drug Strategy Household Surveys do not allow for comparison of reported national drinking patterns in different age groups and genders, therefore preventing us from determining whether there has been an increase in alcohol consumption among young people.  It would be beneficial to further analyse the Household Survey data to try to determine whether any such changes have occurred. This is an area that requires futher investigation.
The low alcohol and mid strength beer market is very successful, with low and mid strength beer products representing 20% of the total beer market (DSICA 2002).  From a public health perspective, low and mid strength products can play a significant role in the reduction of alcohol-related harm. However, low alcohol products have had very little market penetration among young drinkers and currently there is no financial incentive for alcohol manufacturers to promote and produce mid and low strength RTDs,  which currently represent only 1% of the RTD market (DSICA 2002).  
5.3 Beer and brandy concessions
Currently, beer receives a 1.15% tax free threshold.  This does not apply to any other alcohol product. Brandy made wholly from grape spirit also receives a tax concession and pays $3.84 less per litre of alcohol than fruit brandy, whisky, rum and liquers.  The tax break for brandy is more an outcome of advocacy over many years as opposed to serving any useful or equitable purpose.  The removal of the concessional excise rate for brandy has been estimated to provide an additional $4-5 million per year (DSICA 2002).
The 1.15% tax free threshold for beer, implemented in 1998 was an attempt to get manufacturers to drop their alcohol strengths for beer products as, at the time, there was only one rate of excise on beer.  Now with the 3 tiered beer excise, the 1.15% is redundant as the 3 rates of excise can be adjusted.

5.4 Indexation

Currently the indexation provisions of the Excise Tariff Act 1921 provide for excise rates to be automatically indexed in February and August each year, in line with the Consumer Price Index (CPI). The automatic indexation system is important from a public health perspective. This helps to maintain levels of government revenue from alcohol taxation and control the real price of alcohol, relative to the cost of living. 

Hall (1996) warns that if alcohol excise is not inflation-indexed it:  
· creates uncertainty for both governments and industry over the timing and size of possible ad hoc excise rate changes;

· results in an arbitrary reduction in the excise, depending on the rate of inflation;

· leaves governments open to lobbying by alcohol industries wanting to prevent excise increases; and 

· encourages both industry and consumers to engage in precautionary behaviours (such as stock piling or trying to second guess timing of excise changes) in order to avoid price changes.

Hall further argues that “indexation makes the excise regime more transparent, since changes in the real rates of excise require a discretionary decision by governments.”

The Alliance concurs with Hall’s view and believes that the current automatic indexation of alcohol excise should remain in place, linked to CPI, to avoid pressure and confusion in the alcohol taxation area. 

5.5 Recent positive changes to alcohol taxation

From a health perspective, the most positive change in recent years has been the decision to bring into line the excise rates on alcoholic beverages with an alcohol content of less than 10% alcohol by volume (Excise Tariff Amendment Bill (No.1) 2002 and the Customs Tariff Amendment Bill (No. 2) 2002).  ADCA in part supported these amendments as they provided a simplified system and took into consideration, to some extent, public health concerns.
However the amendments resulted in the same excise rate applying to both full and mid strength packaged beer (although a reduced excise rate will apply to mid-strength draught beer).  ADCA recommended a further amendment to the Excise Tariff Amendment Bill (No. 1) 2002 and the Customs Tariff Amendment Bill (No. 2) 2002  to introduce a tiered excise system with full strength beer taxed at a greater rate than mid-strength beer, which in turn would be taxed at a greater rate than low strength beer.  Such an outcome could have been achieved by either increasing the rate of excise applying to full-strength beer or alternatively removing the 1.15% excise free threshold for full strength beer.  Both options would have resulted in increased revenue in the first instance and would have provided an incentive for people to consume low alcohol and mid-strength beer. 
5.6
The need for a volumetric tax based on alcohol content 
If alcohol is taxed higher than other products in recognition of the likely costs of externalities from alcohol related harm, those products associated with the highest level of harm should attract higher taxes.  As highlighted earlier, cask wine and full strength beer are more likely to be associated with alcohol related harm.  Despite this, the current alcohol taxation system clearly favours cask wine and full strength beer, thus encouraging the production and consumption of cheaper products, regardless of their alcohol content and regardless of their association with alcohol-related harm.
6.
Recommendations

A volumetric tax based on alcohol content, eg excise, is the preferred form of tax to deal with the costs imposed on the community by alcohol misuse because it directly relates to the cause of the cost to the community, that is, the amount of alcohol contained in the beverage.  

ADCA and endorsers recommend:

1.
Replacement of the WET with a volumetric tax based on alcohol content.  

This would ensure a uniform taxation structure across all alcohol products.  It would also tax wine according to the amount of alcohol it contains which would encourage the production and consumption of lower alcohol wine products.  

A volumetric tax on wine would place upward pressure on lower quality wine prices and downward pressure on premium wine prices.  Although lower income earners may be adversely affected in narrow economic terms by the increase in price of lower quality wine, they would benefit in terms of improved health, social and broader economic outcomes (such as ability to gain employment) resulting from reduced alcohol misuse.  


2.
Development of a simplified system whereby all alcohol products, regardless of type, are taxed according to alcohol content.  

The excise rate applying to low and mid-strength beer should also apply to RTDs and apple ciders with the same alcohol content, however extra excise tiers could be added to provide for higher excise rates for any products that fall between 3.5% and 10% alcohol per volume.  Similarly, additional excise tiers could be added for alcohol products with greater than 10% alcohol per volume. This approach would allow RTDs and apple cider products, to be taxed according to their alcohol content, providing tax concessions to lower alcohol RTD products.  In setting excise tiers, it would be prudent to ensure that the higher tax bracket for very high alcohol products, such as undiluted spirits, is not reduced. 
Such a system would provide clearer incentives for consumers to choose lower alcohol content products.  It would also promote the production of better low alcohol products, raise the price of cheap bulk products, continue to raise high levels of government revenue, save government expenditure on alcohol related problems and would be administratively simple to apply.

3.
The concession on brandy made from grapes be removed.

4.
The current 1.15% tax free threshold for beer be reviewed in terms of its continued effectiveness and the impact of extending it to all alcohol products.


5.
The automatic indexation of alcohol excise be maintained
6.
Consideration be given to hypothecation
This would involve a small increase in overall alcohol taxation to fund prevention and treatment responses to the damage caused to the community by alcohol misuse.  Only one extra cent levied for each standard drink (10g or alcohol) would raise approximately $100 million per year.
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