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Executive Summary 

This paper investigates the impact of altering the current levels of excise duty on 
each drink type so that all products pay broadly the same duty rate, but the rate 
is a positive function of strength. This is achieved within current EU law by 
adjusting the rates each drink type pays, applying a strength escalator which 
increases excise duty by 3% for each extra 1% ABV the drink contains. As a 
result, the duty rate applied to beer is approximately half that of spirits. The rate 
applied to wine and cider (taxed in bands under EU law) is calculated on the 
average strength of these categories.  The resulting differential between drinks 
is broadly similar to that applying in the Republic of Ireland. 

 

� The introduction of a hypothetical duty regime which is a more positive 
function of strength would decrease the duty on an average strength beer 
(at 4.1%) from 71 pence per litre to 55 pence (or 22%).  It would increase 
duty on an average strength cider by 82% and spirits by 10%.  It would 
lower the duty rate on an average strength wine by 4%. 

� The switch in the excise duty regime is predicted to increase total beer 
sales in the first year by 2,861,000 barrels (or 11%) compared to current 
forecasts. By year three, sales are forecast to be 4,240,000 (or 16%) 
higher than will otherwise be the case. 

� Overall alcohol sales are predicted to decline by 5% over the course of 
the forecast period compared to a 7% decline under the current regime.  

� Largely because of the amount of UK jobs generated by beer sales 
compared to sales of other drinks, the introduction of the hypothetical 
regime would generate an estimated 29,500 jobs – the majority in pubs 
and clubs.  

� By design, the hypothetical duty regime has been constructed to be 
excise revenue neutral across all four drinks (beer, cider, spirits and 
wine). But it impacts the other streams of tax revenue which accrue from 
the production and sale of alcoholic beverages. Employment taxes and 
corporation tax would both increase, offsetting a small fall in VAT, 
increasing net revenue from the production and sale of alcohol beverages 
by almost £250 million by 2013/14 compared to the current forecasts.  
The Exchequer would also benefit from lower benefit payments due to 
the additional jobs created. 
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1 Introduction 

This paper investigates the impact of changing the rates of excise duty on each 
drink type so that they follow a single formula. Under this regime higher strength 
products would pay a higher duty rate per percentage alcohol by volume (ABV).  
The paper investigates the implications for sales, duty receipts, other tax 
revenues, and jobs, of switching from the existing regime to this hypothetical 
one. 

 

2 Brief overview of the existing situation 

Under the current excise regime, duty is applied to the four drinks categories 
(beer, cider, spirits and wine) in two slightly different ways.  Duty on beer and 
spirits is calculated by multiplying the bulk litres by the alcohol by volume (ABV) 
of the drink by the appropriate duty rate. As a result, higher strength drinks 
always pay more duty in absolute terms. There are specific rates for beer and 
spirits.  Within beer, there are special (lower) rates for breweries producing less 
than 60,000 hectolitres. For wine and cider, within strength bands, the duty rate 
is multiplied by the bulk volume.  So within a strength band, different strength 
drinks pay the same excise rate. The strength bands are different across both 
drinks and within each drink for sparkling versus still versions of the product.  
The duty rates are drink-specific. 

Given the complexity of the current system there are calls for simplification. 
These typically focus on charging the same duty rate across all drinks. One form 
of this is known as ‘Equivalence’ which argues that all products should pay the 
same rate of duty by ABV. This is advocated by the spirits industry. However this 
does not allow for that fact that the cost of producing, distributing and retailing 
lower strength fermented beverages are higher than for distilled spirits. Recent 
studies by PriceWaterhouse Coopers1 and Oxford Economics2 show the cost of 
producing alcohol in the form of beer was three to four times higher than 
producing spirits (Chart 1). This difference was significantly greater than the 
higher rate of duty charged on spirits. Secondly, it can also be argued that there 
are greater health and social order concerns with increasing consumption of 
stronger drinks. 

Therefore this paper investigates the impact of changing the rates of excise duty 
within the current system (and EU law), so that all alcohol products pay the 
same duty rate, but the rate is a positive function of strength .   

 

 

 

                                                      
1 PriceWaterhouseCoopers, (2009), ‘Comparable Cost analysis for the European alcoholic beverage sector’. 
2 Oxford Economics (2007).’The impact of excise duties on the beer and spirits markets’. 
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Chart 1: Cost of producing a litre of pure alcohol (LPA) in beer and spirits 
in the UK in 2007 

 

EU legislation constrains the way Member States can apply excise duty to 
different drinks and the relative rates between beer versus wine.  Following a 
legal case between the European Commission and Sweden in 2008, the 
European Court of Justice (ECJ) determined that only the least expensive and 
lightest wines are in competition with strong beers. The ECJ decided that alcohol 
content was the most pertinent criterion to compare whether two drinks were 
competing products.  The BBPA has subsequently received legal opinion that it 
would therefore be legal for HMRC to “apply a higher rate of excise duty to wine 
than that applied to beer, making the necessary comparison on the basis of 
alcoholic content”. The hypothetical scheme discussed below would therefore be 
legal under EU law, as long as it embraced the constraints on the way cider and 
wine (bands) are taxed relative to beer and spirits (by ABV).3 

We begin investigating the impact of introducing such a scheme on excise 
receipts, sales volume and jobs by looking at the current situation. Chart 2 
shows the current excise duty rates applying to each of the four drinks). The 
underlying calculation depends on assumptions about the average strength of 
each drink type.4 This suggests cider pays £7.43 per 1% ABV, beer pays 
£17.32, wine pays £17.93 and spirits £23.80. So the excise rate on the same 
amount of alcohol in spirits is 3.2 times that in cider. Similarly, the excise duty on 
a unit of alcohol in wine and beer is 2.4 and 2.3 times that in cider, respectively. 

                                                      
3 In their Budget on 14 October 2008, the Irish Government increased excise duty on a standard bottle 
of wine by 50 cents (including VAT), making no changes to excise duty on beer.  In the Budget on 9 
December 2009, they subsequently reduced excise duty by 12 cents per pint (VAT inclusive) and wine 
by 60 cents (VAT inclusive) per 75cl bottle to try to stem cross-border shopping because of the 
appreciation of the Euro against Sterling. 
4 The calculation is based on the assumption of the average strength of beer is 4.1% ABV, cider is 
4.5%, wine is 12.5% and spirits (as measured by whisky) is 40%. 
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Chart 2: Excise duty on each drink type  

 

3. A new excise duty regime 

To analyse the impact of a switch in duty regime to one applying across all four 
drink categories that is a positive function of alcoholic strength we begin by 
dividing total excise receipts from alcohol by the volume of alcohol sold in 2009.  
We then multiply this standard rate by a strength escalator.  The standard rate is 
then adjusted to ensure total excise receipts are unchanged. 

The strength escalator we use is loosely based on the levels of excise duty 
applying in the Republic of Ireland since the changes made in the 2009 Budget.5 
The escalator on beer (of average strength 4.1%) is one (Chart 3).  It is two for 
average strength vodka (at 37.5% ABV).  A uniform rate of increase is applied 
between these two points and either side of these two points on drinks of 
alcoholic strength over 2.8% (so that for every 1 percentage point extra ABV, the 
escalator increases by 3%).  As can be seen by the Chart 3, this implies the 
escalator for cider (at 4.5%) is 1.015, 1.03, for table wine (at 12.5%) is 1.25, 
fortified wine (at 18%) is 1.42 and whisky (40%) is 2.09. 

 

 

 

 

 

 

 

                                                      
5 See www.budget.gov.ie/Budgets/2010/Summary.aspx 

0

5

10

15

20

25

Cider (at 4.5%) Beer (at 4.1%) Wine (at 12.5%) Spirits (at 40%)

Source : HMRC and Oxford Economics

£ per 1% ABV



A single system for taxing alcoholic beverages  
August 2010 

5 

Chart 3: Hypothetical strength escalator 

 

 

 

 

 

 

 

 

 

 

 

To investigate the impact the introduction of the new regime is likely to have on 
the price of alcohol we begin by looking at the current rate of excise duty across 
the four drink types.  From Table 1, it can be seen that excise duty is estimated 
to comprise between 6% (for cider) to 14% (for beer) of the price of a drink in the 
on-trade in 2010Q2 (after the Budget changes).  It is estimated to be a far more 
significant share of the off-trade sales price: ranging from 17% (for cider) to 59% 
(for spirits) of the retail price (Table 2). 

 

Table 1: Estimated make up of a litre of each drink  type in the on-trade in 
2010Q2 

 
 
 
 
 
 
 
 

Source: Oxford Economics 

 

Table 2: Estimated make up of a litre of each drink  type in the off-trade in 
2010Q2 

 

 

 

 

Source: Oxford Economics 

 Beer Cider Spirits Wine 
Retail price £5.00 £5.31 £72.59 £21.37 
Duty £0.71 £0.33 £9.52 £2.25 
Duty as a share of the retail price 14% 6% 13% 11% 
VAT £0.74 £0.79 £10.81 £3.18 
Pre-tax £3.54 £4.19 £52.26 £15.94 

 Beer Cider Spirits Wine 
Retail price £2.02 £2.00 £16.06 £6.24 
Duty £0.71 £0.33 £9.52 £2.25 
Duty as a share of the retail price 35% 17% 59% 36% 
VAT £0.30 £0.30 £2.39 £0.93 
Pre-tax £1.01 £1.37 £4.15 £3.06 
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Under the new excise regime, the rate of duty on each drink-type will alter.  For 
an average strength beer (at 4.1%), it falls from 71 pence per litre to 55 pence.  
For a litre of average strength cider (at 4.5%) it doubles from 33 pence to 61 
pence. For a litre of average strength wine it falls from £2.25 to £2.17. For spirits 
it increases by 98 pence to £10.49 (Chart 4A and Table 3).  In percentage terms, 
the introduction of the new hypothetical duty system has the greatest impact on 
duty on cider (up 82%), followed by beer (down 22%), spirits (up 10%) and wine 
(down 4% in Chart 4B)). 

 

Chart 4A: Excise duty on a litre of each drink type  Chart 4B: Percentage change in duty 
        rates by drink type 

 

Table 3: Duty on a litre of bulk volume of each dri nk at average strength 

 Beer Cider Wine Spirits 
Existing regime £0.71 £0.33 £2.25 £9.52 
Hypothetical regime  £0.55 £0.61 £2.17 £10.49 
Source: Oxford Economics 

 

The impact on the price the consumer pays will depend on the rate of excise 
pass through.  In the main text, we assume that duty pass-through is 3.5 times in 
the on-trade and full (1 times) in the off-trade.  These estimates are based on 
econometric work undertaken by Cooper and Tinsley (2004). Some support for 
them comes from PriceWaterhouseCoopers (2009)6 which finds similar rates of 
pass-through: 3.1 in the on-trade and 0.63 in the off-trade. The impact of the 
pass-through assumptions in the modeling exercises below will be to amplify the 
duty changes in the on-trade, raising the relative price of the higher strength 
drinks and lowering it on the weaker strengths.  In the Appendix, the results are 

                                                      
6 PriceWaterhouseCoopers (2009), ‘Analysis of the impact of excise taxation on the brewing sector’, 
Report for the Brewers of Europe. 
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examined of different pass-through assumptions (2.0 in the on-trade and 0.6 in 
the off-trade and full pass-through in both). Clearly duty pass-through rates are 
vital in determining the impact on price therefore demand and little econometric 
work appears to have been undertaken in this area for the wider alcohol sector. 
Larger tax changes may also result in different pass-through rates than smaller 
changes.  

The impact of the duty change on the price of beer, spirits and wine is shown in 
Charts 5, 6 and 7, respectively.  We assume the policy change occurs in 
2010Q2.  Moreover, we assume the pre-tax price grows at its average rate over 
the previous five years and subsequent Budgets increase duty on all drinks at 
RPI+2%.7  Under the existing regime a litre of beer in the on-trade is predicted to 
cost £5.26 in 2010Q2 (Chart 5A). Under the hypothetical regime, it is predicted 
to cost £4.62 (a 12% fall).  In the off-trade, the two prices are £2.08 (existing) 
and 1.90 (hypothetical), a fall of 9% (Chart 5B).  

Chart 5A: Price of beer in the on-trade  Chart 5B: Price of beer in the off-trade 

 

Under the hypothetical duty regime, the price of a litre of spirits in the on-trade 
increases to £80.18 in 2010Q2 (Chart 6A).  This compares to £76.21 under the 
existing system.  This is a rise of 5%.  In the off-trade, the price of a litre of spirits 
would be £17.82 under the hypothetical regime compared to £16.68 under the 
existing one (Chart 6B).  This is an increase of 7%. 

 

 

 

 

 

                                                      
7 RPI inflation is assumed to grow in line with HM Treasury’s forecast in the 2010 Budget in Table C1: 
Economic assumptions for the public finance projections on page 182.  

£0

£1

£2

£3

£4

£5

£6

£7

90 92 94 96 98 00 02 04 06 08 10 12

Existing duty regime
New duty regime

Price per litre

Source : ONS and Oxford Economics

Actual Forecasts

£0

£1

£2

£3

£4

£5

£6

£7

90 92 94 96 98 00 02 04 06 08 10 12

Existing duty regime
New duty regime

Price per litre

Source : ONS and Oxford Economics

Actual Forecast



A single system for taxing alcoholic beverages  
August 2010 

8 

Chart 6A: Price of spirits in the on-trade  Charts 6B: Price of spirits in the off-trade 

 

The introduction of the hypothetical duty regime lowers the price of wine in both 
distribution channels.  In the on-trade, a litre of wine is expected to cost £22.10 
under the hypothetical regime.  This compares to £22.45 under the existing 
regime (Chart 7A). This is a 2% difference.  In the off-trade, a litre of wine is 
£6.34 under the hypothetical regime compared to £6.44 under the existing one 
(Chart 7B).  Again, this is a 2% decline. 

Chart 7A: Price of wine in the on-trade   Chart 7B:  Price of wine in the off-trade 

 

No charts are shown for impact of the duty change on the price of cider and 
RTDs as the ONS do not publish separate consumer expenditure deflators for 
these drinks.  
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The impact of the price change on the consumption of each drink type is 
modeled using the BBPA’s and Oxford Economics’ demand equations for beer 
in the on-trade and off-trade and Collis, Czubek, Grayson and Johal (2010) for 
the cider, wine, RTDs and spirits.8 

 

Table 4: Price elasticities used in the demand equa tions 

 

 

  

Source: Collis, Czubek, Grayson and Johal (2010) and Oxford Economics 

 

Chart 8 shows how sales volumes of beer in the on-trade are predicted to 
behave using the BBPA and Oxford Economics model under the existing and 
hypothetical excise duty regimes.  Under the existing regime sales are predicted 
to continue their downward path at a broadly similar rate to which they were 
declining between 2000 and the start of the recession.  In contrast, the 
introduction of the new duty regime, leads to a sharp rise in sales.  In the fiscal 
year 2010/11, sales are 14% higher than under the existing regime. In 
subsequent years, sales decline at broadly the same relative rate as the existing 
duty regime (as the underlying price and Budget duty increases are the same). 

Chart 8: On-trade beer sales volumes 

 

Off-trade sales receive a smaller boost from the switch in duty regime in 2010Q2 
(Chart 9).  Sales are predicted to be 6% higher in the fiscal year 2010/11.  After 

                                                      
8 Collis, J, Czubek, M, Grayson, A and Johal, S, (2010), ‘Estimating alcohol elasticities’, Meeting 
with industry, 15 July 2010. It is acknowledged that a wide range of values have been found for the 
own-price elasticity of demand for different types of alcohol in the UK in a number of studies. These 
depend in part on the datasets and estimation methodologies used. 

 Beer Cider RTD Spirits Wine 
On-trade -1.5 -0.97 -0.79 -1.00 -0.40 
Off-trade -1.0 -1.39 -0.95 -0.74 -0.28 

0

1,000

2,000

3,000

4,000

5,000

6,000

7,000

00 01 02 03 04 05 06 07 08 09 10 11 12 13 14

Actual data
Current regime
Hypothetical regime

000 barrels a quarter

Source : Oxford Economics



A single system for taxing alcoholic beverages  
August 2010 

10 

that the rate of growth resumes broadly the same path as both regimes assume 
the same rate of underlying price growth and duty increases.  The impact on off-
trade sales is smaller than on-trade sales as the different rates of the pass-
through and own-price elasticity effects dominate duty’s greater share of off-
trade prices. 

Chart 9: Off-trade beer sales volumes 

 

As can be seen by Chart 6A and 6B the 10% increase in duty on spirits 
increases the average price in the on-trade and off-trade by 6%. A rise of this 
magnitude lowers demand by 5% in each year (Chart 10). This reflects Collis, 
Czubek, Grayson and Johal (2010)’s on-trade and off-trade own-price elasticities 
of -1.00 and -0.74. 

Chart 10: Estimates of real consumer spending on sp irits 

 

The 2% fall in the own-price in the year of the switch in duty regimes increases 
demand for wine by nearly ½% (Chart 10).  This primarily reflects Collis, 
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Czubek, Grayson and Johal (2010)’s off-trade own-price elasticity for wine of      
-0.28. 

 

Chart 11: Estimates of real consumer spending on wi ne9 

 

The switch in duty regime causes on-trade and off-trade cider prices to rise by 
20% and 16%, respectively. Collis, Czubek, Grayson and Johal (2010)’s on-
trade and off-trade own-price elasticities for cider suggest this will cause a 20% 
decline in sales volume. 

To investigate the impact of the introduction of the hypothetical policy on the 
whole drinks market we have turned the individual drink sales volume series into 
indices and weighted them together using Nielsen’s data on their total share of 
units sold in both the on-trade and off-trade in 2008 (Chart 12). The policy is 
introduced in 2010/11. Overall, it shows that the volume of all drinks sales is 
expected to fall over time under both duty regimes.  However, the absolute level 
of sales is higher under the hypothetical duty regime than the current one by 3% 
in the first year and 5% after the third year.  The rate of decline is also slower 
under the hypothetical duty regime than the existing one.  Between 2010/11 and 
2012/13, total sales volumes are forecast to decline by 10% under the existing 
regime relative to 7% under the new one. 

 

 

 

 

 

 

                                                      
9 The ONS consumer expenditure data on wine include cider.  Nielsen data for 2008 show 83% of 
the combined expenditure on cider and wine is on wine and 17% on cider. 
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Chart 12: Total sales of all alcoholic drinks under  the existing and 
hypothetical duty regime 

  

 

4. Implications for the beer market 

The switch in regime increases beer sales in the first year (2010/11) by 
2,861,000 barrels or 11%. By year 2012/13, sales are 4,240,000 higher or 16%. 
The increase in sales boosts employment in breweries, in the on-trade and off-
trade. Using PriceWaterhouseCooper’s (2009)10 scalar between changes in 
sales and employment and brewing and Ernst & Young’s (2009)11 estimates of 
the numbers employed in the on-trade and off-trade due to beer, we estimate 
this will lead to 39,600 (or 13%) more people being employed in the production 
and sale of beer in 2010/11 after the switch to the hypothetical duty regime. The 
jobs differential increases to 52,500 by 2012/13. 

The impacts on the Exchequer are complex. We estimate duty receipts from 
beer will fall by 12% (or £393 million) in the first year of regime switch (Chart 13). 
This impact will be offset by increases in other tax receipts. These include: 
higher VAT (£112 million); higher income tax and NIC (£126 million)12 and higher 
corporation tax (£185 million).13 The regime switch is forecast to produce a net 

                                                      
10 PriceWaterhouseCoopers (2009), ‘Analysis of the impact of excise taxation on the brewing sector’ 
finds every 10% increase in consumption of beer, leads to a 7.67% increase in employment in the 
brewing sector and a 9.8% increase in employment in the on-trade and off-trade.  
11 Ernst & Young (2009), ‘The Contribution made by beer to the European economy’, reports breweries 
employ approximately 15,000 people, a further 316,400 people are employed in the hospitality sector 
due to beer and 17,200 people in the off-trade owe their jobs to beer sales. 
12 Employment tax payments are based on annual average gross pay of full-time employees in the 
manufacture of beer (SIC1105) sector for brewery workers at £34,123 a year, on-trade workers being in 
the beverage serving activities (SIC563) sector earning £12,653 a year and supermarket workers in 
(SIC471) at £13,096 in the ONS Annual Survey of Hours and Earnings 2009. 
13 Profits are calculated using the Annual Business Inquiry (ABI). Total purchases of goods, materials 
and services and total employment costs are subtracted from turnover. The share of profits due to beer 
in the two distribution channels is calculated by taking expenditure on beer from ONS Consumer Trends 
subtracting VAT and comparing the figure to the ABI’s turnover data. 
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tax gain of £29 million.  It is also estimated to lower Job Seeker’s Allowance, 
Housing and Council Tax Benefit payments by £341 million.14 

 

Chart 13: Fiscal effects of switching between duty regimes on beer-related 
taxes in the first year  

                                                      
14 Average rates for Job Seeker’s Allowance, Housing and Council Tax Benefit are taken from the 
Department of Work and Pensions’ website.  They are £3,344, £4,405 and £862, respectively. 
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5. Implications for whole drinks market 
By design, the hypothetical duty regime has been constructed to be excise 
revenue neutral. VAT receipts on sales of all four drinks are forecast to be £52 
million lower in the first year after the change in the duty regime. The 
discrepancy is forecast to remain at about this level.  This reflects the lower 
sales volume of cider and spirits volumes and lower pre-VAT price for beer and 
wine (Table 5 and Chart 14). 

 

Table 5: Difference in Exchequer receipts from alco hol-related taxes from 
introducing the hypothetical duty regime relative t o the existing one (£ 
million)                  

 

       

 

 

Source: Oxford Economics 

The increase in sales volumes of beer and wine more than offset the decline in 
volumes of cider and spirits increasing employment in both production15 and 
distribution.16 Changes in the sales volume of beer and to a lesser extent wine 
are particularly important in determining changes in employment from drinks. 
Beer employs 349,000 people (Table 6). It generates more jobs than any other 
drink-type. The increase in sales volumes increase payments of income taxes 
and NIC receipts are forecast to add £86 million to the Exchequer in the first 
year after the regime change.   

 

Table 6: Employment created by each drink-type (000 s people) 

 Production  On-trade Off-trade Total 
Beer 15 316 17 349 
Cider 3 28 4 35 
Spirits 11 64 2 77 
Wine 1 64 9 74 
Total 30 473 32 534 
Source: Ernst & Young (2009) and Oxford Economics 

 

                                                      
15 According to the ONS ASHE data full time employees at spirits distillers (SIC code 1101) earned an 
average of £32,146 in 2009. The earnings data for cider and wine makers are suppressed, so it is 
assumed they earn the average salary of employees at manufacturers of beverages (SIC code 110) of 
£32,853 in 2009. 
16 The employment each drink is responsible for in the on-trade and off-trade is calculated by the 
multiplying the expenditure on each drink from ONS Consumer Trends minus VAT divided by ABI figure 
for total revenue in each distribution channel by total employment in each distribution channel.  The 
changes use the scalar PriceWaterhouseCoopers (2009) applied for the relationship between output 
and employment for beer. 

 VAT Income 
tax and 

NICs 

Corporation 
tax 

Net tax 
gain 

Benefit 
payments 
foregone 

2010/11 -£50 £87 £109 £146 £254 
2011/12 -£54 £136 £178 £260 £384 
2012/13 -£50 £130 £166 £246 £364 
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Higher sales volumes of beer and wine (minus the reduced sales of cider and 
spirits) increase aggregate profitability in the drinks industry, adding an 
estimated £109 million in corporation tax receipts in the first year. In total, the 
introduction of the hypothetical duty regime is predicted to increase net 
Exchequer receipts from alcohol-related taxes by £146 million in the first year 
relative to prevailing duty regime.  In the third year, Exchequer receipts are 
estimated to be £246 million higher under the hypothetical regime. 

The creation of 29,500 jobs under the hypothetical duty regime would also 
remove people from being dependent on benefits. This is predicted to save the 
Exchequer £254 million in the first year. 

Chart 14: Fiscal effects of switching between duty regimes on all alcohol-
related taxes in the first year 

 

6. Introducing Ireland’s duty relativities 

In the Republic of Ireland, the rate of duty on a unit of alcohol in cider is 0.8 
times that of a unit of alcohol in beer. Whilst duty is charged on a unit of alcohol 
in wine and spirits at the rate of 1.3 and 2.0 times that in beer, respectively. This 
section examines the impact of imposing the Irish relativities on the fiscal 
receipts from the sale of alcohol in the UK, while keeping duty receipts broadly 
unchanged. 

We begin imposing the Irish relativities on the UK by charging the rate of duty 
applicable to beer on all drinks. This is then scaled by the Irish relativities 
detailed in the previous paragraph. This increases the amount of duty paid on all 
drinks. Consequently, we reduce the rate of duty by just over a quarter to leave 
the policy revenue neutral in excise duty terms. This would result in the duty on 
a litre of beer falling from £0.71 to £0.55 (or 22%). The rate on cider and spirits 
would increase by 45% and 9%, respectively (Chart 15a and 15b).  The rate of 
wine would decline by 0.4%. 
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Chart 15A: Excise duty on a litre of each drink typ e Chart 15B: Percentage change in duty 
rates by drink type 

 
The 22% cut in excise duty on beer is forecast to decrease the price in the on-
trade by 12% in the first year (relative to the central forecast). This is predicted 
to increase demand in this distribution channel by 14% (or 2.0 million barrels) in 
the first year (Chart 16). In the off-trade, the price of beer is expected to decline 
by 9% (Chart 17).  This is forecast to boost beer sales by 6% (or 0.8 million 
barrels). 

Chart 16: On-trade beer sales volume   Chart 17: Of f-trade beer sales volume 

 
The effects on fiscal receipts are similar to the hypothetical regime discussed 
above. The reduction in the excise duty rate reduces excise receipts by £400 
million a year (Chart 18). Net tax receipts are forecast to increase by £17 million. 
This reflects the rise in sales volume which boosts corporation tax (£179 million), 
employment taxes (£122 million) and VAT (£116 million). There is an additional 
gain of the social security benefits foregone of £331 million. 
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Chart 18: Fiscal effects of switching between duty regimes on beer-related 
taxes in the first year  

 
Chart 19 summarises the expected changes in demand from the introduction of 
the Irish duty relativities on demand for the other drinks using the on-trade and 
off-trade own-price elasticities used by Collis, Czubek, Grayson and Johal 
(2010). Sales of cider and spirits are predicted to fall by 11% and 4% a year, 
respectively.  Demand for wine is forecast to rise by 0.1% a year. 

Chart 19: Change in sales volume due to the introdu ction of the Irish duty 
relativities 

 
The introduction of the Irish duty relativities would increase total fiscal receipts 
from the sale of alcohol by £225 million in the first year relative to the central 
forecast under the existing regime.  The majority of the gains come from 
increased corporation tax (£133 million) and employment taxes (£100 million). 
These in turn are mostly driven by the increased sales of beer, which offset 
lower sales of cider and spirits. 
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Chart 14: Fiscal effects of switching between duty regimes on all alcohol-
related taxes in the first year 

 

7. Conclusion 

This paper investigates the impact of changing excise duties within the existing 
regime on alcoholic drinks so that all products pay the same duty rate, but the 
rate is a positive function of strength.  This is achieved by applying a strength 
escalator which increases excise duty by 3% for each extra 1% ABV the drink 
contains.  As a result, the strength escalator on an average beer is half that on 
spirits. 

The introduction of a hypothetical duty regime which penalises strength would 
decrease the duty on an average strength beer (at 4.1%) from 71 pence per litre 
to 55 pence (or 22%).  It would increase duty on an average strength cider by 
82% and spirits by 10%.  It would lower the duty rate on an average strength 
wine by 4%. 

The switch from the existing excise regime to the hypothetical one is forecast to 
decrease the price of a litre of beer in the on-trade by 64 pence to £4.62 (a 12% 
fall).  In the off-trade, the price of a litre of beer is predicted to decline by 18 
pence to £1.90 (an 9% fall).  The switch in excise duty regime is predicted to 
increase total beer sales in the first year by 2,861,000 barrels or 11%. By year 
three, sales are forecast to be 4,240,000 (or 16%) higher. The increase in sales 
boosts employment in breweries, in the on-trade and off-trade by 39,600 in the 
first year, rising to 52,500 in year three. 

We estimate the loss in excise duty receipts from beer (down 12% in the first 
year) would be more than offset by other alcohol related taxes (higher VAT, 
higher income tax and National Insurance Contributions; and higher corporation 
tax). In total, the regime switch is forecast to raise £29 million in net tax receipts. 
Lower benefit payments from increased beer-related employment would save 
the Exchequer £341 million in the first year. 
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By design, the hypothetical duty regime has been constructed to be excise 
revenue neutral across all four drinks (beer, cider, spirits and wine). But it 
impacts the other streams of tax revenue which accrue from the production and 
sale of all alcoholic beverages.  The hypothetical excise duty scheme is 
predicted to increase net tax receipts from alcohol-related taxes by £146 million 
in the first year relative to prevailing duty regime.  In the third year, Exchequer 
receipts are forecast to be £246 million higher than under the existing excise 
duty regime.
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7. Appendix 

Given the uncertainty over the rate of excise duty pass-through, the appendix 
explores the impact on the fiscal revenue streams from all alcohol products 
under two alternative pass-through assumptions. 

(a) Full pass-through in both the on-trade and off- trade 

The fall in the rate of pass-through in the on-trade decreases the fiscal gains 
from the introduction of the hypothetical policy.  In the first year, net tax receipts 
decline by -£18 million (Table 7) compared to £143 million (Table 5).  By year 
three, receipts are £10 million higher than under the existing duty regime, this 
compares to £243 million under the central pass-through assumptions. 

 

Table 7: Difference in Exchequer receipts from alco hol-related taxes from 
introducing the hypothetical duty regime relative t o the existing one (£ 
million) - full pass-through assumed  

   

 

     

             

   Source: Oxford Economics 

(a) Pass-through of 2 times in the on-trade and 0.6  times in the off-trade 

The switch to the lower rates of pass-through than used in the analysis in main 
text decreases the impact on net receipts.  In the first year, the Exchequer loses 
£86 million (Table 8) from the switch in excise regimes compared to a gain of 
£143 million (Table 5) found using the assumptions that underpin the main text.  
After three years the differential is -£349 million compared to £243 million. 

 

Table 8: Difference in Exchequer receipts from alco hol-related taxes from 
introducing the hypothetical duty regime relative t o the existing one (£ 
million) - pass-through of 2 times in the on-trade and 0.6 times in the off-
trade assumed 

 

 

 

Source: Oxford Economics 

 VAT Income 
tax and 

NICs 

Corporation 
tax 

Net tax 
gain 

Benefit 
payments 
foregone 

2010/11 -£54 £21 £15 -£18 £61 
2011/12 -£55 £35 £29 £9 £92 
2012/13 -£54 £36 £28 £10 £93 

 VAT Income 
tax and 

NICs 

Corporation 
tax 

Net tax 
gain 

Benefit 
payments 
foregone 

2010/11 -£86 £40 £42 -£5 £124 
2011/12 -£222 £42 £28 -£151 £143 
2012/13 -£349 £18 -£22 -£352 £91 
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