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Key messages

Price and consumption:
Consumption of alcohol is linked to price; lower prices mean more consumption.

Prices affect consumption of young drinkers and heavy drinkers.

Minimum pricing

A minimum price of 30p to 35p per unit of alcohol is estimated to raise the average price of beer and lager by between 3.2p and 7.5p per pint, if sales are assumed to be concentrated around average price.  This increases to 7.7p to 14.1p if sales are weighted towards lower price products.
Consumption would reduce by between 4% and 16%

Household expenditure and consumption
Scottish households spend a weekly average of £15.90 on alcohol; of this £7.30 is spent on off-sales.
On average, consumption of alcohol will fall by the same percentage as price increases.
On average, households will spend slightly less on alcohol.

Social costs

The cost to Scotland of alcohol misuse is conservatively estimated to be £2.25 billion in 2006/7.
This equates to £19.25 per household; more than the declared expenditure on purchasing alcohol.

Wider effects
Minimum pricing for alcohol will have knock-on consequences through the Scottish economy.  These will depend to some extent on how the industries concerned respond.

Beneficial effects could arise through lower prices on other healthier goods being used as loss leaders and through reductions in the alcoholic strength of drinks.

Introduction

Excessive consumption of alcohol produces a range of social and health problems.  There is extensive evidence relating the price of alcohol to levels of consumption, summarised last year in a report by SHAAP (2007), in a review commissioned by the Department of Health (Booth et al 2008) and in The Scottish Government’s discussion paper (Scottish Government 2008).  Governments have tended to address the problem of low prices through levying excise duty; however, this may not have the intended effect if duty increases are absorbed rather than passed on in full to consumers.  More recently, interest has focussed on setting minimum prices for alcohol and this is one of the proposals included in the Scottish Government’s recent consultation.  

The basis of the minimum pricing proposal is that reducing the availability of cheap alcohol will reduce alcohol consumption in general and in particular vulnerable groups (young drinkers and heavy drinkers) who may be consumers of low price products.  This paper provides a brief overview of the issues relevant to the price and consumption of alcohol and then illustrates the potential effect of minimum pricing, focussing on off-sales where the price per unit of alcohol is considerably lower than sales on licensed premises.  It concludes by discussing alternative mechanisms for raising price.

1
Price and consumption of alcohol

The real price of alcohol has been in long term decline in the whole of the UK, and this has been accompanied by increasing alcohol consumption.  The real price takes account of the price of alcohol relative to all other prices and to increases in income; it measures how affordable alcohol has become.  Figure 1 shows the trend values for price and consumption expressed as an index with 1986/7 = 100.  
Figure 1
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Sources: National Statistics online and HM Revenue and Customs
It can be seen that there was a slight rise in real price during the early 90s when an economic recession halted the growth in real incomes.  Alcohol consumption fell slightly during this period.
When statistics relating price and alcohol consumption are examined, the size of the price effect can be estimated from the gradient (see figure 2).  This is known as the price elasticity; if it is negative then the effect of a price increase is to reduce consumption.  

Figure 2
Illustration of the concept of price elasticity
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The size of the price elasticity also tells us whether, following the price change, the total amount spent on alcohol will go up or down.  If the price elasticity is less than -1, then the reduction in the amount consumed will be less than proportional to the size of the price increase.  Thus, for example, if the relationship between price and alcohol consumption shows the price elasticity to be -0.5, then the percentage reduction in consumption will be half the percentage increase in price.  In this case, the total spent on alcohol would increase
.
The most recent estimates by the Government Economic Service of own price
 elasticity for different types of alcoholic drink in the UK are shown below:

Beer – on sales

-0.48

Beer – off sales

-1.03

Wine



-0.75

Spirits



-1.31

(Huang 2003)

The debate around the effectiveness of price increases in controlling alcohol consumption has been fuelled by quite wide differences in the estimated price elasticities from different studies, using data from different countries and different time periods and using different estimation methods.  A review of estimates from studies published between 1988 and 2002 shows the following extremes:







Range of






price elasticities

Beer 



-0.09 to -3.2

Wine



-0.3 to -2.30

Spirits



-0.49 to -2.42

(Huang 2003)

In fact, it is unsurprising that estimates vary.  This can be due to:

· different preferences across types of drink - countries that are traditionally beer drinking (Britain, Germany) will have a smaller response to the increase in beer prices than countries that are traditionally wine drinking (France, Italy); 
· price being only part of the cost of acquiring alcohol; time and effort are also required. In jurisdictions where it is relatively hard to obtain alcohol, such as Norway and Iceland, price is a smaller part of total cost and price elasticities are observed to be smaller.

The most important point is that all studies show that there is a consistent negative relationship between price and alcohol consumption; putting the price up does indeed reduce our drinking. The debate is only around the size of the effect.

Young drinkers and heavy drinkers 

A review of evidence on price effects by Chaloupka et al (2002) found that price increases were generally effective in reducing beer consumption amongst young drinkers and had more effect on those young people who drank most frequently.  

For adult heavy drinkers, there is indirect evidence relating to price effects on consumption from links between price increases and alcohol related harms (Booth et al 2008).  Higher prices or taxes have been found to be effective in reducing drinking and driving, and both fatal and non-fatal car accidents; in reducing deaths where alcohol is a contributory factor; and in reducing violence and other crime.  It is unlikely that these effects would be observed if price effects were not impacting on the heaviest drinkers.

Direct evidence about the effect of price cuts has come from Finland (Herttua et al) where a 33% cut in tax on alcohol in 2004 was followed within 2 years by an increase in alcohol related mortality of 16% in men and 31% in women.  In the age group 30-59, the biggest effects were seen in the unemployed, early retired and those with low education, social class or income.
Comparing the situation in Finland with the UK, the following points are of note:

· alcohol consumption per adult in Finland in 2003 prior to the tax increase was equivalent to consumption levels in the UK in 1986/87; 

· the increase in consumption experienced in Finland over 2 years was equivalent to the increase in consumption in the UK over the 6 year period 1993/4  to 1999/2000; and
· since then, UK alcohol consumption has increased by a similar amount again.
Figure 3
Comparison of UK alcohol consumption with levels in Finland before and after tax cuts.
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Source HM Revenue and Customs 2008
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Impact of minimum price
Evidence of the relationship between price and quantity purchased suggests that people would reduce their purchases of alcohol if a minimum price were set that was above the price at which they currently purchase alcohol.  Analysing the impact of minimum price on average price and on alcohol sales is limited by a lack of data on the distribution of sales of alcohol by price per unit of alcohol
.  An example of how minimum price might affect price and consumption is developed here for beer and lager, which account for almost half of the off-sales market (in value).

This illustrative example has to make assumptions about the distribution of sales by price.  From data published by Euromonitor and Neilsen, the average price per unit of alcohol for beer and lager sold through off-sales was 39p in 2006.  The figure shows two alternative distributions of sales by price that would give the same average price of 39p; the first distribution (a) assumes that sales are distributed around a peak just above the average price and the second distribution (b) is flatter and weighted towards more low cost sales.  These are just 2 examples from many alternative distributions which could be assumed but they will provide a basis on which to generalise how the effect of minimum price will vary with the shape of the distribution.
Figure 4
Two hypothetical distributions of market share with an average market price of 39p
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For each of these distributions, the effect of a minimum price can be estimated in 3 stages
.  First all sales which took place below the proposed minimum price are eliminated and transferred to the minimum price.  Secondly, the price elasticity is applied to the price increase to calculate the reduction in sales.  Finally, a new distribution is produced and the new average price is calculated.  This new distribution will have higher sales shares at higher prices; this is not because sales have increased at the higher prices but because the original sales levels are maintained in a smaller market.  The results are shown for 2 minimum price examples in table 1.  As might be expected, the effect on average market price increases with the level at which the minimum price is set.  The assumed distribution of sales also has a marked effect; the impact of minimum price is greater when sales are weighted towards lower prices.

Table 1
Summary of estimated increases in average price (in pence) for beer and lager (base price 39p)
	
	Distribution (a)
	Distribution (b)

	
	Per unit of alcohol
	Per pint
	Per unit of alcohol
	Per pint

	Minimum price
	
	
	
	

	30p
	1.4 p (3.6%)
	3.2p
	3.4 (8.7%)
	7.7p

	
	
	
	
	

	35p
	3.3 p (8.5%)
	7.5p
	6.2 (15.9%)
	14.1p

	
	
	
	
	


This example shows the effect of a 30p minimum price per unit of alcohol as an increase in the average price by 1.4p, when sales are assumed to be distributed around a peak.  This is equivalent to 3.2p per pint (at 4% abv).  If sales are distributed more towards lower price products then the average price per unit of alcohol would increase by 3.4p, equivalent to 7.7p per pint (at 4% abv).  
In the most recent UK Budget, the duty on a pint of beer was increased by 3p
.  A minimum price of 30p would have a similar effect under distribution (a) but would have a greater effect if a greater volume of sales currently take place at lower prices.  Therefore, a minimum price policy has more impact when more alcohol is sold at low prices.  Another key difference is that the selling price of beers and lagers above 30p per unit of alcohol would not be affected.  The increase in the average price comes from eliminating low price products and special offers.
Based on the price effect for beer off-sales (elasticity of -1.03), a minimum price of 30p per unit of alcohol could reduce consumption of beer and lager by 3.7% to 9.0% based on the distributions considered here.
The average price per unit of alcohol for spirits is similar to beer and lager at 38p; a minimum price would produce a similar percentage price increase in this market.  However, the impact on consumption would be expected to be higher, given an estimated price elasticity of -1.31.  A minimum price of 30p could reduce consumption by 4.7% to 11.4%, with the size of the effect again depending on the amount of current sales that are at low prices.  
The average price of wine is higher, at 45p per unit of alcohol, and the impact of a 30p minimum price would therefore be smaller.
Most of the increase in unit price would be retained by the alcohol industry, although VAT would also increase.  However, this would only off set reductions in revenue from reduced sales 
3
Impact on household spending
In order to put the price of alcohol into context, this section looks at average spending on alcohol by households
 in Scotland and the amount of alcohol purchased.  Table 2 shows the average amount spent
 on alcohol brought into the home (off-sales) and alcohol purchased outside the home (on-sales) for Scotland and the UK based on survey data for 2006.  The average spending on off-sales in Scotland was £7.30 (compared with a UK average of £6.50), with a further £8.60 spent on on-sales.  
Table 2
Weekly average expenditure on alcohol per household (£ 2006)

	
	Scotland
	UK

	
	
	

	Off - sales
	
	

	Spirits and liqueurs
	2.30
	1.30

	Wines, fortified wines
	3.10
	3.30

	Beer, lager, ciders and Perry
	1.90
	1.80

	Alcopops
	[0.10]
	0.10

	Total
	7.30
	6.50

	
	
	

	On-sales
	8.60
	8.40

	
	
	

	Total off-sales and on-sales
	15.90
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14.85

	
	
	

	Average number of adults per household
	1.8
	1.8


Source: National Statistics (2008)
The survey data also provide information on the quantity of products purchased for off sales and this information has been used to calculate the average purchase price for each type of alcohol, for this survey sample, and hence a price per unit of alcohol
.  Within this sample, of course, there will be households purchasing at lower prices and higher prices than the average presented here.  The results are shown in table 3. 
Table 3
Average purchase price and units of alcohol purchased Scotland 2006

	
	Average weekly spend £
	Purchase price per litre
	Price per unit of alcohol+

	
	
	
	

	Off - sales
	
	
	

	Spirits and liqueurs
	2.30
	£13.54
	36p

	Wines, fortified wines
	3.10
	£5.56
	46p

	Beer, lager, 
	1.60
	£1.75
	44p

	Ciders and Perry
	0.30
	£1.42
	28p

	Alcopops
	*
	
	

	Total
	7.30
	
	

	
	
	
	


+Price per unit of alcohol calculated from Expenditure and Food Survey 2006 database assuming 37.5% abv for spirits; 12% abv for wine; 4% abv for beer and lager and 5% abv for cider.
* Data only available from small sample.
Average household

The average impact of a minimum price per unit of alcohol on household budgets could be relatively small but will reduce the average amount of alcohol consumed.  Based on the spending pattern for the average household, given in table 3 above, table 4 shows the average effect on weekly spending on alcohol off sales and number of units of alcohol purchased if the average price were to increase by between 5% and 15%.  The effect of the individual price elasticities for spirits, beer and lager, and wine applied to the average household pattern of expenditure produces a fall in consumption by the same percentage as the increase in price.  Expenditure falls very slightly and the net effect on the average household budget is a reduction in spending on alcohol of between 1% and 3%.  
Table 4
Impact of price increases on average household spending on and consumption of alcohol
	
	Current
	With increase in average price of

	
	
	5%
	10%
	15%

	
	
	
	
	

	Weekly spend on off-sales
	£7.00
	£6.95
	£6.90
	£6.81

	
	
	
	
	

	Weekly units of alcohol: off-sales
	16.7
	15.8
	15.0
	14.1

	
	
	
	
	


Note: this table excludes cider as price elasticity information was not available.  No substitution effects have been included.
 (b)
Lower income households
The figures estimated above illustrate the effect on the average household but when price rises are considered the effect on low income households is always of concern.  Household spending on all goods, including alcohol, varies with income.  Figure 4 shows how spending on alcohol increases when households are placed in income deciles (10% bands).  The 10% of the UK population with the lowest incomes spend (on average) £4.95 (£2.20 on off-sales) per week compared with the highest 10% spending £28.22 (£11.50 on off-sales).  The average household size also varies (1.1 adults for lowest decile : 2.3 adults for highest decile) and therefore the number of people potentially consuming the alcohol is greater in higher income households.

Figure 5 
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Table 5 shows the impact of price increases for households in the lowest income decile, based on the pattern of spending for these households.  It replicates the analysis shown in table 4 for the average household but it also considers the scenario where a low income household is purchasing all off-sales at a low price of 25p and is faced with an increase of 5p (effectively a 20% price increase).  Just as with the average household, the reduction in consumption is the same in percentage terms as the increase in price, whether this is based on average price or the 5p increase.  However, the reduction in expenditure is 5%-6% for the increase in average price and 8% for the 5p increase.  Low income households spend relatively little on alcohol, on average, and consume relatively little alcohol.  To the extent that low income households are more likely to purchase at low prices, minimum pricing could have a larger direct effect in reducing both consumption and expenditure.

Table 5
Impact of price increases on low income household spending on and consumption of alcohol

	
	Current
	With increase in average price of
	With increase in unit price of 5p

	
	
	5%
	10%
	15%
	

	
	
	
	
	
	

	Weekly spend on off-sales
	£2.20
	£2.10
	£2.08
	£2.06
	£2.02

	
	
	
	
	
	

	Weekly units of alcohol: off-sales:
	
	
	
	
	

	at average price
	5.0
	4.7
	4.5
	4.2
	

	at 25p per unit
	8.4
	
	
	
	6.7

	
	
	
	
	
	


4
Social costs of alcohol
Oscar Wilde once said that we know the price of everything but the value of nothing; in the case of alcohol people are aware of prices but pay far less attention to the cost.  The average amount spent on alcohol by each household in Scotland in 2006 was £15.90 (National Statistics 2008) but the estimated social cost due to alcohol misuse is higher than this.  The latest estimate produced by the Scottish Government Health Directorates (2008) is that the total cost of alcohol misuse in 2006/7 was £2.25 billion (and this is probably an underestimate).  This equates to £19.25 per week for every household in Scotland.  
Figure 6

Social cost of alcohol in Scotland 2006/7 £million

[image: image7.emf]385

170

405

470

820

NHS

Social Work

Criminal Justice

and Fire Service

Wider economic

costs

Intangible costs


One of the largest elements in the total cost (£820 million) is accounted for by wider economic costs; costs to the Scottish economy arising from absence from work or reduced performance at work due to alcohol misuse, and loss of productive output from unemployment and premature death due to alcohol misuse.  This economic cost impacts on households in a number of ways; lower incomes if employers are less successful than they would be in the absence of alcohol misuse, higher prices if more labour is required because of lower productivity per person, and less money for essential public services if the nation as a whole produces less income.
The next largest category of social cost covers the so-called intangible effects of deaths due to alcohol and the impacts of alcohol related crime on the victims.  These are extremely difficult to estimate in monetary terms but are very evident to those affected.  This category of cost is particularly likely to be underestimated as it excludes costs relating to ill-health and the impact of alcohol related disorder on those not directly victims (e.g. those whose own visits to town centres may be restricted by concerns about potential violence). Alcohol misuse also absorbs resources of the NHS, criminal justice and social work services.  This reduces the service available to the rest of society and may reduce the potential to transfer resources to other public services such as education and transport.

5
What might be the other consequences of higher prices?

The foremost consequence of higher alcohol prices will be a reduction in alcohol consumption and the associated social and health costs.  Depending on the level at which the minimum price is set, the average impact of a minimum price may be modest, increasing average price and consumption by a few percent.  However, the effect will be larger on those who currently purchase the lowest cost products and may include a greater proportion of those whose drinking patterns cause most concern.  There is evidence that general alcohol control policies may have greater impact on problem drinkers (Room 2004).
If taxes rise then the effect on price is uncertain as increases could be absorbed by industry.  If minimum prices are introduced then the proceeds from the increase in prices are retained by the alcohol industry; producers, wholesalers, and retailers.  To some extent this will be absorbed in maintaining industry profit levels on a lower sales volume.  This is not a purely private benefit as investors in all these companies will include pension funds and so this is to the benefit of many average households who are or will be in receipt of such pensions.  This is one example of the way in which the effects of changes in one sector of the economy may be distributed fairly widely through the economic system.  It should be noted that, the effect of minimum price may be to increase profits on sales of certain products and increased marketing activity by the alcohol industry may offset some of the effect on aggregate alcohol consumption.
It was suggested above that households could reduce their spending on alcohol.  If this is the case, then households would have more money to spend on other goods and services, so other sectors of the economy would benefit to a small degree.
The effect of minimum pricing on alcohol may be to reduce or eliminate loss leaders on retail alcohol sales, depending on whether legislation only affects minimum price or covers below cost selling (which could be applied to high cost brands without falling below the minimum price threshold).  Who currently pays for the loss in loss leaders?  Retailers would be unlikely to use these marketing practices if they led to lower profits; therefore their purpose is to increase their volume of sales of these and other products by having more customers in the store and other products may have higher profit margins.  One way or another, some of the loss made on below cost items will be paid by the customer in indirect ways.  Retailers can respond to the change in alcohol pricing by reducing prices on other food and other household items, which will benefit most families.  The distributive effects and health impacts will depend on which products are reduced.
The minimum pricing of alcohol will be based on the price of a unit of alcohol not on the volume of a particular type of drink.  Producers can offset the effects of a price rise by reducing the alcohol content of the product.  For example:

Lager currently sold at 25p per unit and 5% abv costs 1.25 per litre.  If the minimum price is 30p the price would rise to 1.50 but if the alcohol content were reduced to 4% abv the price would fall to £1.20

Wine currently sold at 25p per unit and 12% abv costs £3.00 per litre.  If the minimum price is 30p the price would rise to 3.60 but if the alcohol content were reduced to 10% abv the price would stay the same.

The average strength of alcoholic drinks has been increasing without apparently being noticed by consumers.  A reversal of this trend could achieve lower alcohol consumption without higher prices on the product being purchased.
There are negative consequences of minimum prices which would require to be considered.  Some families where alcohol is already a problem may continue to consume excessive amounts at higher prices with detrimental effects on the family budget.  Those who reduce their consumption of alcohol because of the price may experience a loss of satisfaction which they would have derived from the alcohol not consumed but this may be offset to some extent by a gain of satisfaction on other purchases.  Loss of consumer satisfaction may be further reduced if the alcohol content of drinks is reduced without affecting enjoyment of the product.  Finally, there may be problems relating to illicit production of alcohol, smuggling and cross border trading.
6
Conclusions

There is very strong evidence that increasing the price of alcohol will reduce consumption and that this will, in turn reduce alcohol related harms.  Taxation has been used as one method of raising alcohol prices but duty increases in the past have failed to halt the decline in real price.  Powers to act in this area lie with the UK Parliament.  Currently, there is some concern that tax increases may not be passed on in full to consumers, reducing the effectiveness of tax policy.  This could be addressed to some extent by regulations to prevent below cost selling but this may be difficult to police without access to detailed information on cost structures of the industry.  Minimum pricing offers a direct way to affect prices in the market and may provide an incentive to reduce the alcohol content of drinks.  It is also likely to have much less effect on the profitability of the alcohol industry.  Table 6 summarises some of the advantages and disadvantages of each approach.
Table 6

Summary characteristics of policy interventions to increase price

	Characteristic
	Minimum pricing
	Regulation
(Below cost selling)
	Taxation

	Where power to act lies.
	Devolved
	Devolved 
	UK

	How effective.
	Impacts on price
	Impacts on price
	Potential impact on price

	Where proceeds from higher price go
	Revenue to industry
	Revenue to industry
	Revenue to Exchequer

	Potential to affect strength of drinks
	Incentive to reduce alcohol content
	No incentive to reduce alcohol content
	Tax could be restructured to provide an incentive

	Regulatory burden
	Easy to monitor
	Needs industry information on costs
	Existing collection system


Finally, the adoption of minimum pricing may send an important signal that alcohol is ‘no ordinary commodity’ and, unlike the case with other commodities, price competition may not serve the best interests of the public.
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Appendix 
Effect of minimum pricing on average price of beer and lager

Scenario 1 
A hypothetical distribution of sales by price per unit of alcohol for beer and lager is produced with an average price per unit of alcohol equal to 39p.  The average price is calculated as the weighted average of prices across the market.  The mid-point of each price range is multiplied by the market share.

Table A1
Hypothetical distribution of sales by price with market average price of 39p
	Price range
	Percent share of market
	Weighted value of midpoint

	20-25
	5
	1.125

	25 - 30
	10
	2.75

	30 - 35
	15
	4.875

	35 - 40
	20
	7.5

	40 - 45
	25
	10.625

	45 - 50
	20
	9.5

	50 - 55
	5
	2.625

	55 - 60
	0
	

	Average price
	
	39


The distribution is illustrated in figure B1.

Figure A1
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Table B2 shows what happens if a minimum price is set at either 30p or 35p and assuming that all of the market sales that occurred at these low prices transfer to the next available low price.  For example, if a minimum price is set at 30p (1) all sales below this value disappear.  Assuming all these sales transfer to the 30-35p price band then the average price rises to 40p per unit.  Repeating this for a minimum price of 35p (2) then the average price increases to 41.5p.

Table A2
Effect on average market price of setting a minimum price of (1) 30p or (2) 35p.
	Price range
	Percent share of market (1)
	Weighted value of midpoint (1)
	Percent share of market (2)
	Weighted value of midpoint (2)

	20-25
	0
	0
	0
	0

	25 - 30
	0
	0
	0
	0

	30 - 35
	30
	9.75
	0
	0

	35 - 40
	20
	7.5
	50
	18.75

	40 - 45
	25
	10.625
	25
	10.625

	45 - 50
	20
	9.5
	20
	9.5

	50 - 55
	5
	2.625
	5
	2.625

	Average price
	
	40
	
	41.5


However, it is more likely that sales will fall at the lower end of the market and the share of the market at higher prices will increase, not because more of the high price product is sold but because the same amount is sold in a smaller market.  Applying the price elasticity for beer (off sales) to the effective price increase when the minimum price is set at 30p (1) for each price band eliminated from the market provides an estimate of the effect on sales of 4% points; i.e. the sales in the 30-35p price band fall from 30% to 26%.  For a minimum price of 35p (2), the effect on sales is 10% points; a reduction in share for the 35-40p price band from 50% to 40%.
The impact of reduced sales in the lower price bands is a further increase in average price; for a 30p minimum price the increase in average price is now estimated as 1.4p and for a 35p minimum price the increase in average price is now estimated as 2.3p therefore the redistributive effect will make an important contribution to the overall price impact.

Table A3
Effect on average market price of setting a minimum price of (1) 30p or (2) 35p with adjustment for reduced sales.

	Price range
	Percent share of market (1)
	Weighted value of midpoint (1)
	Percent share of market (2)
	Weighted value of midpoint (2)

	
	
	
	
	

	20-25
	
	0
	0
	0

	25-30
	
	0
	0
	0

	30-35
	26
	8.45
	0
	0

	35-40
	21.14
	7.93
	40
	15

	40-45
	26.43
	11.23
	30
	12.75

	45-50
	21.14
	10.04
	24
	11.4

	50-55
	5.29
	2.78
	6
	3.15

	Average price
	
	40.4
	
	42.3


Scenario 2
A hypothetical distribution of sales by price per unit of alcohol for beer and lager is produced with an average price per unit of alcohol equal to 48p.  This repeats the analysis above but with a higher average price.
Table A4
Hypothetical distribution of sales by price with market average price of 48p

	Price range
	Percent share of market
	Weighted value of midpoint

	20-25
	2.5
	0.56

	25-30
	5
	1.38

	30-35
	5
	1.63

	35-40
	7.5
	2.81

	40-45
	12.5
	5.31

	45-50
	20
	9.50

	50-55
	25
	13.13

	55-60
	12.5
	7.19

	60-70
	10
	6.5

	Average price
	
	48


The distribution is illustrated in figure B2.  Note that in order to produce a distribution with a higher average price per unit of alcohol and a low starting price, which is evident in the market, the distribution has higher prices represented and is skewed towards the higher end of the price range.

Figure A2
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Table B5 shows what happens if a minimum price is set at either 30p or 35p and assuming that all of the market sales that occurred at these low prices transfer to the next available low price.  For example, if a minimum price is set at 30p (1) all sales below this value disappear.  Assuming all these sales transfer to the 30-35p price band then the average price rises to 48.5p per unit.  Repeating this for a minimum price of 35p (2) then the average price increases to 49.1p.  Note that compared with scenario 1, the effect of the minimum price on average price is smaller because the market share distribution has fewer sales at the lower end of the market (to achieve the higher average).

Table A5
Effect on average market price of setting a minimum price of (1) 30p or (2) 35p.
	Price range
	Percent share of market (1)
	Weighted value of midpoint (1)
	Percent share of market (2)
	Weighted value of midpoint (2)

	20-25
	0
	0
	0
	0

	30
	0
	0
	0
	0

	35
	12.5
	4.06
	0
	0

	40
	7.5
	2.81
	20
	7.50

	45
	12.5
	5.31
	12.5
	5.31

	50
	20
	9.50
	20
	9.50

	55
	25
	13.13
	25
	13.13

	60
	12.5
	7.19
	12.5
	7.19

	70
	10
	6.5
	10
	6.5

	Average price
	
	48.5
	
	49.1


Again the impact on the market share of lower price products has been estimated as 2% points for the minimum price at 30p and 4% points for the minimum price of 35p and the effect of redistributing market share on the average price is shown below in table B6.  The effect on market share is smaller that in scenario 1, again because the lowest price products were assumed to have a smaller starting share of the market.
Table A6
Effect on average market price of setting a minimum price of (1) 30p or (2) 35p with adjustment for reduced sales.

	Price range
	Percent share of market (1)
	Weighted value of midpoint (1)
	Percent share of market (2)
	Weighted value of midpoint (2)

	20-25
	0
	0
	0
	0

	30
	0
	0
	0
	0

	35
	10.5
	3.41
	0
	0

	40
	7.67
	2.88
	16
	6.00

	45
	12.79
	5.43
	13.125
	5.58

	50
	20.46
	9.72
	21
	9.98

	55
	25.57
	13.43
	26.25
	13.78

	60
	12.79
	7.35
	13.125
	7.55

	70
	10.23
	6.65
	10.5
	6.825

	Average price
	
	48.9
	
	49.7
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� HERU receives core funding from the Chief Scientist Office, Scottish Government Health Directorates and from the University of Aberdeen.  The author is responsible for all views expressed


�Suppose that 20 units are purchased at a price of 30 p prior to the price increase giving a total spend of 6.00.  The price increases to 33p and consumption falls to 19 units.  The total spend is now £6.27


� Own price elasticity measures the change in the quantity of a product purchased following a change in the price of that product.  A change in the price of one product will also induce changes in the amount purchased of other products and this is measured by the cross price elasticity.


� A unit of alcohol is 8g of alcohol.  The number of units in a litre of alcoholic drink is expressed as percentage alcohol by volume (abv).  If lager is 4% abv there are 4 units in a litre.


� Further details of this example and the effect of a higher average starting price can be found in the appendix.


� If passed on in full this also attracts VAT becoming an increase of 3.5p.


� A household is defined as a group of people living at the same address and sharing household expenses.  Only private households are included; those living in hostels, hotels, boarding houses or other institutions are excluded.


� These data are based on a survey of households keeping detailed diaries of their expenditure over a two week sample period.  Items which are bought may not necessarily be consumed in the same reference period but the average across households is a reasonable proxy for consumption patterns.  Data are weighted to allow for known variations in response rates for different household characteristics.


� Note that the purchase prices per litre calculated for this sample are a similar magnitude to those estimated from market data  by Euromonitor and Neilsen.
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