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Alcohol and economics.
Research, politics or
industry?

Ar de’ inte Fingal Olsson som sitter der borta
Nei han dr ju ded

Det dr han inte — han ror ju pa seg

(Martin Ljung)

A recurring question for alcohol policy makers
and researchers concerns what alcohol con-
sumption costs society. This article reviews
the various attempts to provide an answer. My
own is that it is not worth studying mainly
because it requires a quantification of factors
which neither can nor should be measured in
monetary terms, but also because it represents
a capitulation to politician-governed contract
research, and contribute to undermine serious
alcohol research.!

Anton Martin Schweigaard

on alcohol, the economy and the
liquor ban

Member of Parliament (i.e. Norwegian Stort-
ing) Anton Martin Schweigaard, professor of
law, economics and, indeed, statistics, asked
what the implications of alcohol were for
the state finances as far back as 1845. He was
justifying at the time a Bill to prohibit liquor
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H The article reviews the history of
the discussion concerning the effect of
alcohol consumption on the national
economy. The point of departure

is a discussion prompted by the
prohibitionists in the Nordic countries
and US who succeeded in bringing

a ban on alcohol into reality. It made
sense in those circumstances to ask
the question. Two different situations
were compared, a society where alcohol
was forbidden and one where it was
not. After the prohibitionists’ hope of
an alcohol-free society became a lost
cause in the 1930s, interest in these
calculations waned for a spell. Interest
was re-ignited in Finland, Norway and
Sweden in the 1960s and '70s, however,
spreading to North America and
Australia in the 1980s and '90s. A set
of international guidelines was issued
on how to estimate the social costs
attributable to alcohol consumption.

In practice, there was a heavy bias in
favour of costs, while the income side,
with the exception of alcohol’s presumed
beneficial effect on cardiovascular
diseases, was left out. Cost-of-illness
studies were employed here, in which
a contemporary society was compared
with a fictive one, where alcohol had
never existed. This article argues that
such studies are not very meaningful
in a research context and represent a

capitulation to the desire of politicians
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to give political decisions
a semblance of neutrality
based on a common-sense

approach to economics.
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Social costs of alcohol,
national economy, cost of
illness, politicisation of
alcohol research

in Norway altogether (Stortingsforhandlingene 1845). Anti-
prohibitionists were concerned about the likely effect of
prohibition on the treasury’s economic health. Not to worry,
Schweigaard said, a liquor ban would not diminish the state
coffers over the longer term. On the contrary, it would lead
to greater social prosperity and increase treasury revenues
because, after a time, the lower taxes and duties would be
offset by an increase in the population’s productive capacity,
to lower expenses on criminals, and to savings for municipal
poor relief funds.

In addition to these reflections over the economy of the
state, the manufacturing of liquor, Schweigaard protested,
did not create value; far from it. It made the raw materials
— grain and potatoes — unavailable for value-creating uses.
“What the liquor vat digests are constituents of value, what
it gives back, judging the commodity from its usual uses, is
a commodity without real value, what it produces is misery,
not wealth” (Stortingsforhandlingene 1845, 397).

There was nothing to be pleased about, then, with the
growth in liquor production, as one would be if grain or live-
stock productivity rose. “No, it saddens one,” says Schwei-
gaard. “If, say, the efforts of the temperance societies were
sufficient to reduce liquor consumption and, in consequence,
production, to an insignificant fraction, who would not say:
This is gratifying, as far as public morality is concerned, but
this happiness is bought at an economic sacrifice, since the
source of general prosperity, whose fount is the liquor vat,
has dried up? No one, except a fool” (Stortingsforhandlin-
gene 1845, 397).

For Schweigaard then, there was no doubt about it: society
would benefit if people drank less. This is because his argu-
ment was not framed primarily in economic terms. Because
drink was the cause of so much misery, not least among so-
ciety's poorest, its import and sale should be prohibited, he
believed, whatever the consequences for the government’s
balance sheet. The only people who stood to gain from the
sale of liquor were the distilleries and retailers — for society
as a whole, it was a drain on the economy.

However, no ban on liquor was introduced in Norway in
1845. Schweigaard’s bill was rejected by 49 to 25. Parliament
chose instead to carry on doing what it had been doing so far

—making it difficult to distil in small distilleries and increas-
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ing the tax on liquor. The idea of an alco-
hol-free society did not evaporate when
the 1845 Bill was thrown out, however.
In 1886, the government received a peti-
tion with 66,000 signatures urging it to in-
troduce a Bill in parliament to ban liquor
outright (AS Vinmonopolet 1936). While
the government did not follow the request
to the letter, it could not ignore it either.
A committee was therefore appointed in
1888, not to inquire into the feasibility of
a liquor ban, but to assess what the gov-
ernment could do to increase revenue to
the treasury from the liquor business! It
almost looked as though the government
wanted to strengthen the economic argu-
ment for keeping the liquor trade.

Johan Scharffenberg

and the caloric real economy
The debate over a prospective all-out ban
on liquor continued, and the economic
significance of the liquor industry or, in a
wider sense, of alcohol to the nation’s econ-
omy, was an element of this discussion. In
1908, J. L. Hirsch, the first dean of the Nor-
wegian School of Agriculture and a pioneer
in the field of agricultural education, gave
a talk at Statsgkonomisk forening entitled
“The National Economic Importance of the
Liquor Industry”. The talk was followed by
another, given by physician and teetotaller
Johan Scharffenberg.

One reason why the issue of the lig-
uor industry’s importance to the national
economy was raised at all was because it
was subsidised through high duties on im-
ported foreign liquor. What Hirsch wanted
to show in his talk was that the production
of liquor benefited society, in the sense of
facilitating value creation. In defence of

the subsidies to domestic liquor manufac-
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turers and of the industry’s importance to
the national economy, Hirsch elaborated:
“[Tlhe significance of the liquor industry
... for agriculture is quite exceptional, in-
sofar as liquor production encourages the
cultivation of root crops, hence increasing
the productive capacity of the entire Nor-
wegian agricultural sector” (Hirsch 1908,
270). The cultivation of potatoes had given
rise to row crops, which in turn increased
the efficiency of turnip and sugar beet pro-
duction. “It is this development of a root
crop culture that has created modern agri-
culture,” contended Hirsch, adding, “Any
political economist, any politician, should
know and understand this basic truth. It is
of the greatest, most fundamental impor-
tance” (ibid., 270).

In conclusion Hirsch took issue with
the argument that liquor production, be-
cause it make use of potatoes, destroyed
human food. These potatoes, he said,
would never in any event have been used
to feed humans. If they were not used to
manufacture liquor, they would be used as
livestock fodder. And the dregs from lig-
uor production contained many of the nu-
trients found in potatoes, and were even
better suited as animal fodder than raw
potatoes.

Scharffenberg mounted a frontal attack
against Hirsch. “It is impossible to main-
tain,” he argued, “that the production of a
commodity is economically advantageous,
while the same commodity’s consumption
is economically harmful. If the use of the
commodity is economically harmful, then
its production cannot be anything but
economically disgraceful” (Scharffenberg
1908, 278-279).

To demonstrate how not only the con-

sumption of alcohol but its production
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was shameful, Scharffenberg introduced
what he called a real accounting system.
Instead of pounds, shillings and pence,
his currency was calories. In terms of a ca-
loric balance sheet, liquor production was
positively loss-making, as quantities of
calories were lost when potential human
food (grain and potatoes) was transformed
into liquor. According to Scharffenberg’s
calculations, alcohol fermentation alone
used up 25 per cent of the calorific starch
content, “expended in the biological ac-
tion of the yeast” (ibid., 283). In addition,
fermentation rendered other ingredients
of the grain and potatoes unsuitable for
human consumption. He referred to cal-
culations for Austria-Hungary, where beer
brewing alone in 1901 cost “protein for
human nutrition sufficient to meet the
needs of 1,107,000 workers for one year,
fat for 351,000 workers for one year, and
carbohydrates for 1,596,000 workers for
one year” (ibid., 284).

Now, Scharffenberg knew of course that
calories were lost in the production of
meat as well, which was what the grain
and potatoes would otherwise be used for.
Meat production, where the animals were
given what could have been good human
sustenance, was also an uneconomic use
of grain and potatoes. Indeed, in a basic
bookkeeping sense it was a waste to let
crops, which could also be consumed by
humans, pass through the bestial organ-
ism. The pig burned as many calories just
to keep itself alive and warm, something
which should be seen as a loss in real eco-
nomic terms. The best thing, from a na-
tional economy point of view, would be to
let people eat the potatoes and grain, los-
ing as few calories as possible to the hu-

man organism. Animals should be given
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crops that were unsuitable for human con-
sumption.

In addition to the unnecessary loss of
calories from the production of alcohol,
alcohol consumption cost the economy
money as well. The most important item
on the debit side, Scharffenberg noted,
was the lower productivity of the working
population. This had also been one of Schwei-
gaard’s main arguments. Scharffenberg
had in mind a reduction in the ability to
work, that is, the immediate physiological
effect of drink. But there was also an in-
direct effect because money which could
have been spent on something sensible
was frittered on drink. There was reason
to believe, according to Scharffenberg, that
the working class spent on average 10 per
cent of its income on drink. Of an income
which was often below a thousand kroner,
alcohol could claim a tenth. The drinking
habits of the breadwinner brought suffer-
ing to whole families; it robbed individual
family member of a chance of good nutri-
tion and reduced in this way both their
present and future capacity to work.

Scharffenberg was at pains to stress the
economic consequences of intoxication,
inasmuch as it led to various types of
alcohol-related accidents which imposed
costs on society. Expenses on venereal dis-
eases correlated also closely with intoxica-
tion, since drink and infection tended to
go together. The last thing mentioned by
Scharffenberg was the impact of chronic
alcoholism: reduced work capacity, unem-
ployment, malingering, idleness and pov-
erty, possibly ending begging on the street,
having to be looked after by the poor relief
authorities or surviving by crime.

The debate

Scharffenberg on liquor’s social cost needs

between Hirsch and




to be seen in connection with the increas-
ing likelihood of statutory moves to ban
liquor altogether in Norway by the early
1900s. That liquor production and con-
sumption were a drain on the economy
were moments of great importance. Not
everybody was willing to go as far as
Scharffenberg, who believed that even the
production of liquor undermined value
creation. But as soon as the disastrous ef-
fects of drink were added to the balance
sheet, it was difficult to argue for any posi-
tive economic impact from liquor.

Prohibition in Norway

and other countries

Now the 1919 law prohibiting liquor and
fortified wines was passed irrespective
of all sorts of economic calculations on
whether it would add or detract to the
country’s balance sheet. It came about
thanks to the resilience of the temperance
movement and to uplifting testimony on
the effects of the liquor ban which was
adopted during the Great War, just before
Christmas 1916. The ban lasted longer than
the war, in fact, being extended in antici-
pation of a plebiscite about a ban on liquor
and fortified wine. Parliament decided in
the summer of 1919 to hold a referendum
that autumn. In the event, a majority voted
in favour of a permanent ban on liquor and
fortified wine.

Norway was not the only country to
prohibit the sale of alcohol (fortified wine
1919-23; liquor 1919-27). Similar laws
were passed in Iceland (wine 1915-22,
liquor 1915-35, beer 1915-89), Finland
(all alcohol 1919-32), Russia/Soviet Un-
ion (liquor 1914-25), the US (all alcohol
1920-33), and several provinces of Cana-
da. The prohibition laws were passed part-

Alcohol and economics. Research, politics or industry? .

ly in response to the positive experience
of banning one or more alcoholic bever-
ages during the Great War, and partly as a
measure of the strength of the temperance
movement in the different countries.

Because prohibition was both a real pos-
sibility and, in some places, an actuality,
the costs to society again were mooted, or
to put it perhaps more precisely, the tem-
perance lobby wanted to know how the
economy benefited from prohibition. The
answer could naturally be used as a cogent
argument in the debate on prohibition.

The question of the economic impor-
tance of alcohol was addressed both by the
Norwegian Alcohol Commission (Alko-
holkommisjonen) of 1910 and its Swed-
ish counterpart (Nykterhetskommittén),
appointed in 1911. In Norway, computa-
tional responsibility was delegated to the
director of the Norwegian Statistics Bu-
reau, Nicolai Rygg, and the ensuing report
from the Alcohol Commission’s majority
discussed and analysed the question. But
Rygg gave the alcohol issue a wider con-
text. “The battle against alcoholism is of
a social nature, and society must, as best
it can, fight the battle without worrying
whether one in a purely economic sense,
stands to gain. But even apart from this,
one will soon realise that even an ap-
proximately accurate estimate is impos-
sible to make” (Alkoholkommisjonens
flertallsinnstilling 1915, 142).

The Norwegian Alcohol Commission
shared this opinion with the Swedish
Temperance Committee of 1911, which
stated that the economic consequences of
alcohol use were far from the most impor-
tant aspect of the use of alcohol. The com-
mittee submitted its report in 1916, and its
principal objective was to discuss different
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ways of organisation of the alcohol trade,
after 55.6 per cent of the population over
18 had expressed their backing in 1909 for
the introduction of prohibition in Sweden.
This was not the result of a public refer-
endum on prohibition, however, but can
be seen as an opinion poll arranged by the
Swedish temperance movement (Johans-
son 1995).2

The Tirfing debate

In the Swedish Handbok i alkoholfrdgan,
published in 1924, we encounter again the
question of alcohol and the economy. The
handbook, whose intended readership
was the teaching profession, contained a
chapter on the effects of alcohol on the na-
tional economy and state finances where
an attempt was made to draw out the main
implications for the national economy of
the alcohol question, though without ven-
turing an estimate of the actual cost to so-
ciety (Dahlgren 1924).

The handbook was later reviewed by
professor of economics Emil Sommarin
(1925) in the Swedish journal on the tem-
perance issue, Tirfing. Although applying
economics to the alcohol question was
valid enough as far as it went, Sommarin
believed, it was really a question of so-
cial policy. And it would be impossible
to calculate the cost to society of alcohol
in terms of the national economy. Costs
could only be entered as items on a profit
and loss statement. But this was where
the handbook excelled. Its profit and loss
statement is reproduced below (Dahlgren
1930).

The handbook's treatment of the social
costs of alcohol consumption was fol-
lowed by an article in Tirfing by actuary
Hans Gahn (1928). He was also unwilling
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PROFIT

Implications of alcohol

LOSS

Reduced work

production for agriculture | capacity

Alcohol industry’s profit Higher accident
frequency

Profit from alcohol sales Higher morbidity

rates

Lower life expectancy
Greater criminality
Lower living standard

Degeneration of
future generations

Damage to property

Lower saving and
investment rates

to estimate what alcohol might cost soci-
ety. In a later edition of the journal, an en-
gineer by the name of Khennet (1929) criti-
cised both of the pieces by Dahlgren and
Gahn respectively. As the Tirfing debate
continued, the editors felt called to muster
heavier artillery. They wrote to three eco-
nomics professors, Gunnar Myrdal, Bertil
Ohlin and Emil Sommarin, asking them to
explain their position on alcohol and the
national economy.?

The three professors constituted three
different camps. Sommarin supported
Dahlgren’s exposition by and large; Myr-
dal rejected the whole idea. In his opinion,
society could not be considered an ap-
praising subject and there was no yard-
stick which could be used to add together
the different categories that would have to
be included in a national balance sheet.

Ohlin was more charitably disposed to a
national alcohol balance sheet. It required

an economy whose objective was to max-




imise national income, where consumers
were free to spend their incomes as they
wished. Under those two conditions, a na-
tional balance sheet could be drawn up.
On the profit side, one would enter what
the consumers spent on alcoholic bever-
ages, since this would be the result of their
own free will. On the loss side would be
all the factors which lowered the national
income more than would have been the
case if society had been alcohol-free, to-
gether with the direct costs used in alco-
hol production. This produced the follow-
ing balance sheet.

PROFIT

Direct income:

LOSS

Direct costs:

Consumers’ Outlays in manufacture of

expenditure on alcoholic beverages
alcoholic (consumers’ expenditure
beverages — alcohol taxes)

Indirect costs from lower
productivity :

Long-term impact:

Higher morbidity and

accident frequency

More crime

Accelerated pauperisation
and lower labour productivity
Degeneration of future
generations

Unpaid agitation etc. of
advocates and opponents of
abstention

Lower saving rates
Short-term impact:

Reduced work capacity
following sporadic alcohol

consumption

Alcohol and economics. Research, politics or industry? .

Reduced longevity could not be seen as
an economic cost, said Ohlin, because one
didn’t know whether the deceased might
have produced more than he consumed in
his remaining years had he not died. Nor
did government spending on the judiciary,
health service, social service and the like
count as an extra burden on the national
purse. The ill, poor and criminal cost no
more than healthy people. The economic
loss to society of higher morbidity, high-
er crime rates and the like was offset by
lower revenues because of lower labour

productivity.*

Irving Fisher

and “the slowdown of the
human machine”

Ohlin’s attempt to estimate the scale of the
cost of drink was based on estimates by the
American economist Irving Fisher on how
much prohibition was saving the country.
Like Ohlin, Fisher pointed to the signifi-
cant loss to the economy of alcohol con-
sumption, because, as he put it, “alcoholic
beverages slow down the human machine,
and since the human machine is the most
important machine in industry, we should
expect the use of alcoholic beverages to
slow down industry, and we should expect
Prohibition, if enforced, to speed up indus-
try” (Fisher 1926, 122).° Fisher referred to
several studies which showed that both
labour input and accuracy in many oc-
cupations fell after imbibing alcohol. He
estimated that drink in the US caused in-
dustrial productivity to decline by at least
a 10 per cent more than would have been
the case with an effective prohibition re-
gime in place. In this situation, one could
add 5 per cent to the national income from
higher industrial productivity rates.®
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In addition to the revenue lost from low-
er productivity, Fisher believed he could
add a further 5 per cent to the national re-
turns, which “were saved merely by trans-
ferring our energies from alcohol produc-
tion to something processing true value”
(ibid., 160). This is a rerun of the argument
put out by Schweigaard and Scharffenberg
according to which the production of alco-
hol is not the production of real value. In a
national economic sense, however, the pro-
duction of alcohol will be the production
of value to the same extent as the produc-
tion of any other commodity, as long as the
alcohol is traded in the marketplace. Nor
is it clear from what Fisher writes whether
he sees higher spending on prisons, poor
relief, and hospitals etc. as real costs. What-
ever his position, he does not include them
in his estimate of lost national income.

Let us return to Ohlin’s calculations.
Although he pointedly describes alcohol
manufacture as a value-creating exercise,
he nevertheless takes on board Fisher’s 10
per cent national income growth estimate
given an effective prohibition regime.
One had failed, moreover, said Ohlin, to
include the consequences of higher sav-
ings rate — representing another boost to
national income, or indeed that alcohol
consumption in Sweden was higher than
in the US. A 10 per cent rise in national
income as a result of prohibition was too
low rather than too high an estimate for
Sweden. At a later date, Ohlin revised his
estimates, arriving at a 3-8 per cent reduc-
tion of the national income (Ohlin 1939).

It was a plan to introduce a blanket ban
on alcohol that gave the question of alco-
hol’s economic ramifications a certain per-
tinence, simply because two clear options
could be compared: a society with and
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a society without alcohol. If either party
could show that they had the economy on
their side, it would profit their case. But
by the late 1920s and early 1930s, prohibi-
tion was becoming an increasingly remote
possibility. Sweden, in an effort to deflect
calls for prohibition, had introduced indi-
vidual rationing of alcoholic beverages in
1917,” and during the 1930s the policy of
prohibition had been jettisoned by all the
other Nordic countries and the US, Soviet
Union and most of the Canadian prov-
inces where it had been on the books. The
Swedish debate on the implications of al-
cohol for the domestic economy therefore
grew increasingly muted; analysing the
consequences of prohibition when it had
become little more than a theoretical ex-
periment was clearly less compelling than

when it was a practical possibility.

The debate on alcohol and

the economy is resuscitated
While it was impossible, as Pekka Kuusi in
Finland contended in 1952, to give a pre-
cise estimate of the harm caused by drink,
making the task of calculating the econom-
ic cost of consuming alcohol somewhat
futile (Osterberg 1983), the embers of the
social costs debate were re-ignited in the
late 1960s by the temperance movement.
They had been quietly at work in Norway
as well. In 1958, Statens Edruskapsrad,
following a call at the annual meeting of
Avholdsfolkets landsnemnd, applied to
the Norwegian Research Council for Sci-
ence and the Humanities for funds to pro-
ceed with a study to “establish the eco-
nomic implications of the alcohol ques-
tion in our country” (Brun-Gulbrandsen
1966). The application was not successful,
but with the 1959 establishment of the Na-




tional Institute for Alcohol Research, the
Temperance Council asked the institute
to perform the study instead. The new in-
stitute also gave the assignment received
something of a lukewarm reception (Brun-
Gulbrandsen 1966).%

This was not enough to stop the debate
from taking hold in Finland, Norway and
Sweden, and once again, experts began
calculating what alcohol cost society.
Myrdal’s warning against the one-dimen-
sional society which necessarily formed
the basic assumption on which the calcu-
lations were pursued was forgotten. It was
all about setting up a new profit and loss
account containing every relevant item,
and to estimate the size of each item as ac-
curately as possible. The newly awakened
interest in the cost of alcohol also found
expression in a vigorous debate on how
a national ledger should be set up and
whether it was meaningful to do so or not
(Mékeld & Osterberg 1979; NU(B) 1980;
Osterberg 1983).

The debate spread to the international
alcohol research community, and, at the
initiative of the Canadian Centre on Sub-
stance Abuse, an international sympo-
sium was held at Banff, Alberta, where
the question was how to go about estimat-
ing the social and economic costs of sub-
stance abuse. The symposium was visited
by delegates from eight different coun-
tries,” who focused on identifying the
most likely economic models for use in
this type of analysis. The meeting resulted
in the appointment of a working group to
explore the possibilities of establishing an
internationally acceptable common meth-
od for estimating the cost of substance
use. The group arrived at what they called
a set of international guidelines for esti-

Alcohol and economics. Research, politics or industry? .

mating the cost of substance use (Single
et al. 1996). A fresh symposium was held
in 2000. It resulted in a revised version of
the 1996 international guidelines which
was published by WHO in 2003 (Single et
al. 2003).

A fictional economy

takes centre stage

When the new wave of the discussion on
the economic costs rolled into sight, pro-
hibition was no longer a feasible option.
Drink was here to stay in the countries
where the discussion had taken root in the
first place. In these circumstances there
was no point in asking what prohibition
would cost society. Spending on what-
ever needed to be done to implement the
alcohol-free society and the harm likely to
result could now be discounted. The is-
sue would be treated counterfactually: one
would compare the current situation with
a society where alcohol had never been
available. The interesting question was
how much alcohol cost society when com-
pared with such a fictive situation. “It is
assumed that the hypothetical alternative
situation in which there is no drug abuse
is simply that: hypothetical and not realiz-
able under any circumstances” (Single et
al. 2003, 24).

There was therefore no need of any
impact analysis of different political op-
tions. What was needed was a method to
estimate the social costs of drink. In deal-
ing with these questions, one of the ap-
proaches used is the cost-of-illness study.
Here, overall direct and indirect spending
on certain types of illness, accidents, be-
haviours, etc., is calculated.'® What drink
costs the economy all told will then com-

prise the direct health, social, court and
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detention service expenditure, and indi-
rect costs associated with lost production
following from lost productivity.'

But the international guidelines also as-
sumed a society whose economic objective
was to maximise gross domestic product,
where it was up to the manufacturers and
consumers to select the legal commodities
and services they wanted to produce and
purchase (Single et al. 2003, 5-16). Precise-
ly the starting point Ohlin had adopted sev-
enty years before. But the cost term was not
the same this time round. While Ohlin saw
production in a national book keeping con-
text, that is as production whatever the na-
ture of the manufactured commodity, so that
manufacturing costs were balanced against
income from the sale of the commodity or
service, a cost-of-illness approach assumes
that some manufacturing categories lack a
tangible income side, when compared with
the counterfactual situation.

This unprofitable production is con-
nected with what are known as the exter-
nal costs of drink, that is, costs imposed
on others apart from the consumer of the
alcohol, and which would not have oc-
curred in an alcohol-free society. Typi-
cal examples are higher spending on the
health and social services and judiciary
insofar as drink raises morbidity rates, in-
cidence of poverty and crime.?

But one needs to distinguish between im-
plications for the state budget and for the
national budget. In a national accounting
setting, production in the health service cre-
ates value just like production in any other
service. It has an incoming and an outgo-
ing side, whoever pays for the services ren-
dered and whatever is actually produced, as
long as there is a demand. In cost-of-illness
studies of the social cost of drink, however,
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production in the part of the health service
which deals with alcohol abuse is entered
as a pure cost because the definition of cost
here differs from the cost definition used in
the national accounts. Cost-of-illness stud-
ies look at alternative costs, not tangible
costs, as is the case in the national accounts.
The lost value of alternative production is
conceived as a cost in line with the produc-
tion lost to society because of the loss in
productivity caused by drink.

Some want to make the definition of cost
in cost-of-illness studies wider than this.
Usually one tends to say that the price a
person pays for a bottle of beer is equivalent
to the pleasure he derives from drinking the
contents.' Underlying this argument is the
assumption that the consumer is in posses-
sion of all relevant information and acts ra-
tionally,' so that the cost of manufacturing
the alcoholic drinks is offset by the pleasure
derived by the consumer from its use."® The
Australians Collins and Lapsley, who were
members of the working group which pre-
pared the international guidelines, suggest,
however, that the alcohol consumption one
could term harmful should be seen exclu-
sively as a cost to society because the con-
ditions underlying the theory of rational
choice do not obtain: consumers will either
be incompletely informed or not act ration-
ally or the price will not correspond to the
tangible costs associated with producing
and consuming the commodity (Collins &
Lapsley 1996). Obviously, then, it can be
extremely difficult to estimate the propor-
tion of alcohol drunk in connection with
harmful drinking.®

Etiological fractions
The international guidelines do not in-
clude the cost of producing the alcohol

4




whose consumption one assumes causes
harm; the guidelines apply four catego-
ries of cost: (1) health and social service
spending; (2) productivity expenses; (3)
court and detention services; and (4) costs
derived from the destruction of property,
alcohol-related accidents and crime (Sin-
gle et al. 2003, 33). All of these costs are
theoretically measureable and designated
tangible costs. There are in addition costs
associated with the pain and suffering in-
flicted on others (relations, traffic accident
victims, victims of physical abuse, etc.).
These costs are called abstract or intan-
gible costs. They are seldom included in
the economic analyses, leaving items (1)—
(4) which in cost-of-illness studies tend to
comprise the social costs of alcohol con-
sumption (Single et. al. 1996; Devlin et al.
1997; Xie et al. 1998; Strategy Unit report,
UK, 2003; Gjelsvik 2004; Jarl et al. 2008;
Rehm. et al. 2008; Collins & Lapsley 2008;
Saar 2009; BERL Economics 2009).
Having determined the type of cost as-
sociated with alcohol consumption, it re-
mains to calculate how much of the dif-
ferent cost categories can be ascribed to
alcohol consumption and how much has to
be ascribed to other factors. To achieve this
one needs first to assume a causal relation-
ship between alcohol use and the events
triggering the use of resources. One applies
the term “attributable fraction” (etiological
fraction) in the international guidelines to
the computation of how much of a given
event or illness a certain type of behaviour
is expected or assumed to bring about.
“The etiological fraction indicates the
weight attributable to a given causal factor
in a population and suggests therefore the
‘preventable potential’ to be gained by its
removal” (NOU 2008, 65). I shall not pur-
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sue the causal problems here, only to men-
tion that by applying the term at the level
of a population, one avoids having to deal
with causality at the level of the individual.

Independent of causal relations, com-
puting the social costs of alcohol use, as
they are described in the international
guidelines, requires information on the
size of the different etiological fractions
associated with alcohol use at the level
of society. Now, the etiological fractions
will vary from population to population,
and “there is no one set of attributable
fractions that can be applied in any soci-
ety” (Single et al. 2003, 34). Every society
needs therefore to be studied separately to
estimate its relevant etiological fractions.
International guidelines on how to com-
pute etiological fractions for alcohol use
are presented in International Guide for
Monitoring Alcohol Consumption and Re-
lated Harm (WHO 2000, 80-91).

Ohlin and the

international guidelines

The difference between Ohlin and the in-
ternational guidelines on how to proceed
to estimate the cost of the use of intoxi-
cants boils down to the different cost defi-
nitions.'” The definition applied by the
guidelines is based on an alternative-cost
definition, that is, the production that is
lost when scarce resources are diverted
so as to address the damage caused by al-
cohol use. In an alcohol-free society, the
money could have been spent on helping
the elderly instead of repairing alcohol
abuse damage. It is obviously true that
one loses desirable production when one
has to combat alcohol-related harm. But
that does not mean that this production is
worth more in a national economic con-
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text. If those who today produce services
that address the consequences of the im-
prudent use of alcohol were put to work
teaching in schools in the counterfactual
society where alcohol never existed, it
would not boost the national income. But
the composition of the domestic product
would be different.

Ohlin’s cost definition is connected
with the national account’s debit side. We
find here direct spending on the manu-
facture of alcohol, balanced against the
consumers’ enjoyment of their purchase.
Similarly, extra spending on the health
service, judiciary etc., is balanced against
the value of the product delivered to the
public. (Whether these services are paid
for privately or by the government does
not affect the national accounts, though it
would have a bearing on the state budget.)
In Ohlin, the social costs are not therefore
associated with the use of resources but
with lost income. The economic loss of
alcohol consumption is related solely to
the production values society loses out on
because of alcohol consumption, that is,
production capacity losses due to higher
morbidity, pauperisation and crime among
users of alcohol; the real capital destroyed
as a consequence of alcohol use; the loss
of production following from a lower sav-
ings rate; and production lost because
teetotallers and others spend some of the
time performing unpaid work canvassing
on behalf of the temperance cause.

Ohlin’s definition of social costs is there-
fore quite different from that of the inter-
national guidelines. Ohlin aligns his anal-
ysis closely with the way the definitions
are used in a national accounting context,
while the international guidelines say that
production that assuages the complaints
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of the alcohol abuser counts as a cost.

But, of course, wealth is also generated
by the delivery from alcohol abuse serv-
ices, although many would count such ac-
tivity as a cost to society because resources
are spent on caring for alcohol and drug
users rather than anything more praise-
worthy. And, of course, the loss of many
willing hands to alcohol is also economi-
cally detrimental to society. And again,
it is a loss to society when real capital is
wiped out by acts of drunkenness. And
finally, of course, it is a social cost when
money that could have been put aside
is spent on drink. But in a national eco-
nomic context, these are not all costs. For
instance, if a driver under the influence is
involved in a collision, it will result in the
same level of production and income as a
collision involving a sober driver, and the
income from production offsets the cost.
Society does not gain by producing care
for the elderly rather than care for the alco-
holic. The question of what alcohol costs
society in a national economic sense can-
not be answered by cost-of-illness studies.

Now this contradiction can easily be
avoided simply by defining spending on
healthcare, social, court and detention
services as costs, as is done in the inter-
national guidelines and other cost-of-ill-
ness studies. But in doing so, one leaves
the logic of the national accounts behind,
the foundation on which the estimates are
based. Nor can one talk any longer of so-
cial costs, but of something else, hidden
behind a term which has no meaning in a
national accounting sense.

Gunnar Myrdal rejected the whole ques-
tion of the impact of alcohol on the na-
tional economy when it was raised in the
1930s because, he said, no body existed




with the wherewithal to compare all the
aspects of the economy and people’s lives
that were affected by the use of alcohol.
Nor are economic considerations the rea-
son we ask ourselves the alcohol policy
question today either. It is knowing that
alcohol abuse can harm ourselves and
others, and it is our sense of compassion
which informs most people’s attitudes to
the alcohol question, not some estimate
or other on what alcohol costs society.
Most of us know that alcohol abuse causes
immense human tragedy, without hav-
ing to quantify the scale of the tragedy in
pounds, shillings and pence. It tells us
nothing we don’t already know to say that
the combination of drink and driving has
such and such a cost, in relation to stating
the number of deaths and hospital admis-
sions associated with drunk driving. With
the exception of those convinced by the
notion that any priority needs to be justi-
fied by a cost estimate (and that man is a
human machine), many believe rather that
the latter form of information is more rele-
vant and says more than any cost estimate
is capable of (Currie et al. 2000).

When politics

becomes research

I believe there are mainly two reasons
why the issue of what alcohol costs soci-
ety continues to be raised. First, there is
the propaganda value: to be able to say
with certainty — with scientific precision
and weight — that alcohol costs society so
and so much. In the battle for a restrictive
alcohol policy, solid facts are good argu-
ments. And indeed, to start with, calls for
estimates of the social cost of alcohol came
precisely from opponents of drink, who
wanted more ammunition in their fight for
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the alcohol-free society. In the early 1900s,
it was a powerful temperance movement
which wanted these estimates done, and,
at the time, alcohol-free communities were
a reality, not just a dream. It gave the anal-
yses a completely different significance
than today’s computational examples.

But even though estimates of the cost
of alcohol use can be used as propaganda,
they cannot be used to inform decisions
on priorities and spending. This is be-
cause one needs information on both costs
and benefits to identify the activity which
maximises the benefit to society. That is,
decisions must be made on the basis of per-
formance and outcomes, not costs (Currie
et al. 2000; Melberg 2010). It is not enough
to direct spending willy-nilly at whatever
“costs most”, if the impact of the measures
is minimal. In spite of this, it is not unu-
sual to see cost-of-illness studies used for
deciding priorities (Warmus 2000).

The other reason for renewed interest in
this type of analysis is the ever-increasing
distaste among politicians to take a stand
before they know what the stand will
“cost”. Politics is increasingly facile in the
sense that no standpoint is taken before
some independent (of what or of whom?)
scientists or experts pronounce on the
likely consequences of this or that action
in pounds, shillings and pence. Politics is
morphing into a question of budget items,
and there appears to be a sort of common
sense which serves all (read: the budget’s)
interests. As soon as the subject of taking
political action is mentioned, talk is no
longer about what the action will do in a
social sense, but what its budgetary im-
plications are likely to be. How much will
it cost society? This question is the gold
standard of contemporary politics, where
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society is synonymous with the budget
balance. It is along this dimension much
of today’s political debate leads. Baum-
berg (2006, 537) puts it like this: “However
much those working in the public health
field may prefer otherwise, the importance
of ‘economic’ arguments when trying to
persuade policymakers to act for health
cannot be understated.”

... and research

becomes an industry

Why demands for analyses of what al-
cohol cost society gained traction in the
1970s and 80s must be understood against
the backdrop of this political climate. The
question was not confined to the field of
alcohol; “cost-of-illness studies abound in
the US” (Rice 2000, 177). Consequently, a
new industry emerged, populated by ex-
perts who said they could say what this
or that illness or behaviour cost society. It
mattered less that the analytical methods
were pointlessly sophisticated in relation
to the quality of the data, which were thin-
ner than the Kaiser’s finest silk: the impor-
tant thing was that there were scientists
(experts) who were willing to perform such
exercises.

Because of the inadequacy of the data
and the numerous methodological op-
tions, it proved impossible, however,
to answer in plain terms the question of
alcohol’s role in the economy. Because
what these analyses — which were con-
ducted in many countries — shared above
all were the widely diverging results, both
between and within countries. And this
was because the studies relied on different
methods; the data were unreliable; they
explored different types of cost; and the
assumptions on which the analyses were
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based were uncertain and changed from
one study to the next.

It was in this situation representatives of
the international alcohol research commu-
nity procured a set of guidelines for esti-
mating the social costs attributable to alco-
hol. But the estimates which relied on the
definitions provided by the international
guidelines were uncertain and imprecise.
A 1997 analysis, for example, which took
account of the new international guide-
lines, found that “the annual cost to New
Zealand society of alcohol abuse is be-
tween $1 and $4 billion dollars” (Devlin et
al. 1997, 1502). In another report we read,
“For the European Union in 1998, the so-
cial costs of alcohol have been estimated
at between $65 billion and $195,000 bil-
lion at 1990 prices” (IAS 2007). Estimates
like these are, to put it mildly, of limited
value. This notwithstanding, in the inter-
vening years a veritable cost estimating
industry has consolidated itself, in which,
not least, the authors of the guidelines
have been active.

The banalisation of politics and politi-
cians’ control of the research budget on
the one hand, and burgeoning research in-
dustry on the other, also explain why the
question of alcohol’s role in the economy
is kept alive. It seems as though the pur-
pose of this type of alcohol research is to
supply data to justify a restrictive alcohol
policy. The most glaring example is in the
question of what alcohol costs society, but
it is also noticeable in the series of repeti-
tions of “the purple book”, which, when
it came out in 1975, represented a new
foundation for alcohol policy.'® Alcohol
researchers have assumed the role of the
erstwhile temperance movement.*

Now it cannot be denied that there are




some meaningful studies of alcohol and
costs. They often address the issue either
by looking on a limited problem area, or
by asking whether the revenue derived
from alcohol taxes and duties corresponds
to the external costs of alcohol use, that is,
to the costs imposed on others (i.e. socie-
ty) than the consumers. One such is a New
Zealand study by Felicity Barker (2002).
She found that revenue from alcohol taxes
in New Zealand 1999/2000 matched an es-
timate of the actual external costs associ-
ated with the use of alcohol, but that they
were very likely to be too low if one took
into account that there were abstract ex-
ternal costs associated with alcohol use.?

Nonsense upon stilts

In the report Alcohol in Europe, Ander-
son and Baumberg (2006) reviewed 32
cost studies published between 1990 and
2004.*! Since then, more studies have ap-
peared along with efforts to make them
more politically attractive — there is little,
after all, political mileage in knowing what
alcohol costs society when compared with
a situation without alcohol at all. In some
of the later studies, then, one moves a step
further on by quantifying the avoidable
costs, that is, the fraction assumed to be re-
sponsive to political action and behaviour-
al change (Collins & Lapsley 2008; Rehm
et al. 2008).%* After having first calculated
how much alcohol costs society overall,
the fraction believed to be amenable to po-
litical intervention is isolated. A set of in-
ternational guidelines has been compiled
on how to go about estimating these costs
as well, mainly by the same group that was
responsible for the international guide-
lines on estimating the total costs attribut-
able to alcohol use (Collins et al. 2006).2
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This could, in a way, be called progress,
since the unrealistic assumption of using
an alcohol-free society as a comparative
basis is discarded. But only superficially,
because before avoidable costs can be
analysed, data are required establishing
the total cost to society. And these data
are found, as before, by making compari-
sons with a fictional entity. When that is
done, there is the avoidable fraction to de-
termine, that is, one must know how far
down alcohol-related harm can be pushed,
that is, the so-called feasible minimum.
According to the guidelines, there are four
ways of computing this minimum.
¢ by using etiological fractions based on
relative risk and prevalence data
¢ by using the comparable society with the
lowest prevalence of the illness or condi-
tion in focus (“the Arcadian normal”)%*

¢ by using WHO data on etiological frac-
tions, mortality and morbidity

e by using information on what can be

achieved by political measures

In extension of the avoidable cost studies
there is, such as in the WHO programme
CHOICE,* an underlying desire to find the
best “policy mix” to limit the harm attrib-
utable to the substance in question. This is
apparently done by mimicking how, on the
basis of economic theory based on margin-
al changes, one can estimate optimal input
of political measures given a specific budg-
et. To do this, one needs first to estimate
the cost-effectiveness of the different po-
litical options, preferably in a cost-benefit
mode, to make sure the options’ various
benefits are taken into account.

A review of the different policy meas-
ures’ cost effectiveness is given in
Chisholm et al. (2006), while the exten-
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sion towards cost-benefit analyses is one
of the tasks of the misleadingly entitled
EU-funded research programme SMART
(Standardizing Measurement of Alcohol
Related Troubles), whose purpose is to
“develop standardized methodology of
cost-benefit analyses of alcohol policies
to evaluate the economic impact of exist-
ing alcohol policies in the EU” (EU 2007).
New research guidelines are therefore in
the works, and the research industry can
make itself ready for new assignments.

Now due credit to the authors of the
international guidelines. They are con-
scious of many of the weaknesses of the
analyses (Collins et al. 2006; Single 2009),
and that many of the analyses of social
costs have faced criticism, the burden of
which is that costs attributable to alcohol
use are estimated on the basis of a fiction-
al, totally alcohol-free society; that action
taken to prevent alcohol-related prob-
lems is not considered as creating value
in a social sense; that insufficient weight
is given to the positive effects of alco-
hol consumption; and that the estimates
are uncertain and necessarily subjective
(Melberg 2010).

The latest study of this type to come
to my attention is a report issued in July
2009 by the New Zealand consultancy,
BERL Economics. The report applied the

I NOTES

1 If Norwegian alcohol research is seen as a
science of control, according to Slagstad’s
definition in De nasjonale strateger (i.e.
research aimed at delivering information
of use to public authorities and admin-
istrations), one risks, according to Holst,
“becoming so obsessed about pleasing the
apparatus of government that one accepts
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international guidelines and the Austral-
ian professors David Collins and Helen
Lapsley, who were members of all of the
working groups that compiled the inter-
national guidelines in this field of study,
were external consultants and ensured the
quality of the report before publication.

The report makes an even greater effort
to inflate the total social costs in assuming
that 50 per cent of all alcohol consumed
in New Zealand in 2005-06 was posi-
tively harmful. It meant that the effect of
the consumption of all males who drank
on average the equivalent of 1 litre of beer
or more, and females who drank an aver-
age of a half-litre of beer or more per day
(alcoholic strength 5 per cent by volume),
was wholly detrimental. This assumption
added another $342 million to the attribut-
able costs. The BERL report was subjected
to immediate criticism from economists
who, not least, emphasised the pleasure
alcohol brings to some (Crampton & Bur-
gess 2009). In an Internet article, the report
is called Nonsense Upon Stilts (Crampton
2009). Not by any means, I am afraid, an
inappropriate description.

@yvind Horverak, Researcher
SIRUS

Box 565 Sentrum

0157 Oslo, Norway

E-mail: oh@sirus.no

any and every [research] contract, right or
wrong.” If correct, this article should be
read as a warning of the danger of falling
into this particular pitfall, to use Holst’s
(2009) expression.

2 An official referendum was held in 1920 on
whether to introduce total prohibition. A
majority of 35,000 rejected the idea.

4




The gist of the debate can be found in Esa
C)sterberg (1983).

“Observe that expenditure on the judiciary,
health care, poor relief etc. should not be
considered as an addition cost. The ill and
the poor cost no more than the healthy. The
loss derives from lower revenues.” Ohlin,
op. cit., note p. 101.

Even in economics it is seldom one finds
people as directly reduced to a pure pro-
duction input factor. It is typical of much of
the thinking around alcohol and the econo-
my to view people purely in terms of their
attributes for the value generating process.
We find nothing of Kant’s philosophy on
the intrinsic value of the individual, and
on always seeing the individual as an end
in itself, not simply as a means of creating
wealth in this discussion.

Fisher estimated productivity loss on the
basis of an average daily consumption of
five glasses each of 10 grams alcohol, which
adds up to just under 23 litres pure alcohol
annually. In the period 1911-15, alcohol
consumption in the US, according to the
National Institute of Health was 2.56 US
gallons (9.7 litres) pure alcohol per capita.
Fisher, however, sets average consumption
per capita in the immediate pre-prohibition
years at 4.72 US gallons (17.9 litres) (p. 45).
The estimated figure of 23 litres alcohol
per year as the average consumption may
refer to adult males, who did account for
most of the blue collar workforce. If so, the
estimated average consumption of women
becomes approximately half the consump-
tion of men. Osterberg (op. cit., p. 90) be-
lieves actual US consumption to have been
around 2.6 litres per capita per year before
prohibition, and alleges that Fisher multi-
plied actual consumption by ten. Osterberg
may have confused US gallons with litres,
and not taken into consideration that the
industry work force mainly consisted of
men.

The system had been introduced in Stock-
holm in 1914 (the Stockholm system).

The author was engaged as an economist at
the National Institute for Alcohol and Drug
Research in 1974, and my first assignment
for the institute was to give a keynote ad-
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dress at a conference called Alcohol and
Society on Alcohol in the Economy and Al-
cohol Research. Then as now, I took issue
with the question itself (Horverak 1976).
The author was a participant at the
meeting, which attracted delegates from
Australia, Canada, the Netherlands, New
Zealand, Norway, South Africa(?), UK, and
Us.
“The approach typically focuses on two
main types of societal costs associated with
the particular illness or injury: direct medi-
cal and non-medical costs and indirect
costs of lost productivity due to morbidity
or premature mortality.” http://www.ers.
usda.gov/briefing/foodsafety/glossary.htm
11 In some cases an attempt will be made to
quantify the suffering of the drinker, of
loved ones, of victims of physical abuse
and traffic accidents etc.
12 Some of these costs are funded by alcohol
taxes and duties, since alcohol is heav-

10

ily over-priced. Any shortfall after these
revenues have been spent has to be met by
society. In a cost-of-illness study, income
from alcohol levies is disregarded.

13 We discount the so-called consumer sur-
plus, so the consumer does better overall.
This benefit declines somewhat because
the consumers themselves will have bills
to pay for medical treatment of conditions
attributable to alcohol use. In a social profit
and loss account, these expenses are offset
by the positive impact of production on the
national income.

14 Melberg (2010) has an interesting discus-
sion of the problems raised by the assump-
tion that consumers act on the basis of
complete information and make rational
choices.

15 “If the costs of substance production and
use are knowingly and freely borne by
producer or consumer as the result of a
rational decision-making process they
should be classified as private costs. It can
be assumed that, in these circumstances,
there exist private benefits of production
or consumption which at least equal the
private costs.” Single et al. 2003, p. 21.

16 In a 1996 study, Collins and Lapsley esti-
mated that 20 per cent of consumed alcohol
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was consumed by people dependent on al-
cohol. In a later study (Collins and Lapsley
2008), the estimated proportion was 30 per
cent. In a 2009 study from New Zealand,
on which Collins and Lapsley served as
consultants, 50 per cent of all alcohol was
estimated to be harmful. (BERL 2009.) This
notwithstanding, the fraction of the price
made up by alcohol taxes will not be a
cost to society since taxes represent more
revenue to the state.

17 Now the international guidelines and Ohlin
may interpret ‘economy’ differently. But
given the discussion of section 2.2.2 in
Single et al. (2003), all production would
appear to be seen as generating income.

18 In addition to the 1975 Alcohol Control
Policies in Public Health Perspective — “the
purple book” — are Alcohol Policy and the
Public Good (1994); Alcohol: No Ordinary
Commodity, (2003); and Alcohol: No Ordi-
nary Commodity, second edition, (2010).

19 Roizen and Fillmore (1999) address the
problem of the politicisation of alcohol
studies in connection with the emergence
of the new paradigm which replaced the
old illness model, i.e. the total consump-
tion model and prevention paradox, and
say, among other things, “At the end of the
day, we are still funded and delegated to
reduce the [scale of the] ‘alcohol problem’,
a term in which also contains the quandary,
i.e. ‘problem’?” (p. 301)

20 Barker’s study uses data collected by
Devlin, op. cit. But because she assumes
that only 5 per cent of lost production can
be seen as external costs, while the rest is
imposed on those concerned in the form of
lower wage incomes, the variation in the
estimate of the external costs is not as wide
as in Devlin.

21 Referred to by Pekka Sulkunen in Drugs:
Education, prevention and policy Vol.
13:503-506 under the somewhat ambiva-
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lent heading: Arithmetic utopias: Com-
ments on Anderson & Baumberg, Alcohol
in Europe.

22 “Avoidable costs are those costs which are
amenable to public policy initiatives and
behavioral changes” (Single et al. 2003, s.
24). They correspond to WHO’s “avoidable
burden”, i.e. the aspect of the illness or un-
fortunate incident which could be avoided
by political action targeting one or more of
the causes of the disease.

23 According to the Introduction, they have
convened an International Steering Com-
mittee on Estimating the Avoidable Costs
of Substance Abuse, and are inviting
”governments and organizations that plan
to undertake pilot studies on estimating
avoidable costs of substance abuse ... to be-
come members of the International Steering
Committee” (p. 2). The industry is taking
aim at expansion.

24 One problem adhering to this approach is
the competition between causes of death.
Say, for example, that in a given society,
the numbers dying from lung cancer is very
small. That would affect the numbers dying
of other causes. Now if the best performing
society on every separate cause of death is
selected for comparative purposes, this fac-
tor will be left out of the equation, and the
minimum figures therefore unrealistically
low. I was made aware of this point by my
colleague Einar @degérd, in connection
with his work on drug overdose mortality
in different countries.

25 The programme CHOosing Interven-
tions that are Cost Effective, CHOICE is
an archetypal product of neo-liberalism.
Created by WHO in 1998, its purpose is
to deliver information to politicians as to
which measures produce most health for a
given budget. The method is set out in the
guidelines Generalized Cost-Effectiveness
Analysis, GCEA (WHO 2003).
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