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Executive Summary

Retailing of alcoholic beverages in Canada and
elsewhere has traditionally been controlled by
government agencies, such as liquor control
boards. Privatizing this retail sector has been a
recurring political issue since at least the early-
1990s when the provincial government of Alberta
implemented a major privatization scheme,
selling off its entire network of publicly-owned
and operated liquor retail stores to private busi-
nesses. A decade later, liquor retailing in Alberta’s
western neighbour, British Columbia (BC), also
underwent a major ownership shift, although
less dramatically, by greatly expanding the allow-
able number of privately-owned stores while
retaining the majority of its public outlets. In con-
trast, Alberta’s eastern neighbour, Saskatchewan,
maintains public control of liquor retailing. With
the aim of more fully understanding the conse-
quences, if any, of liquor retail privatization, this
report assesses the merits of the differing liquor
retail ownership models existing in western
Canada based on government revenue, prices,
and public health.

Economics of Privatization

It is often claimed that private liquor retailers
will supply consumers with alcoholic beverages
at cheaper prices. To test this hypothesis, this
study conducted a small, informal price survey
of a few commonly consumed beverages across
the three types of liquor (beer, wine, spirits)
in Saskatchewan, Alberta, and BC’s public and
private stores. In contradiction to the claim that
privatization leads to less expensive alcohol for
consumers, our survey found that BC’s private
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stores almost consistently averaged the highest
price out of the four groups, and stores in Alberta
the second highest. Overall, the publicly-owned
stores in BC had the lowest prices for the items
measured, followed by the provincial retailer in
Saskatchewan.

Another common argument in support of liquor
privatization is the supposed financial benefits
to the government of selling its assets (liquor
outlets) and reducing its expenditures (operating
liquor outlets), while maintaining revenue from a
tax on liquor sales. Under privatization, the liquor
tax would require different administration. The
following report measures whether the effective-
ness of the tax in accruing government revenue
was affected by ownership shifts in Alberta and
British Columbia.

The results were not favourable for Alberta. In
2011, despite having the highest per capita con-
sumption of the three provinces, Alberta had
the lowest per capita revenue from liquor sales.
Strikingly, the tax revenue generated per litre of
alcohol sold in Alberta has declined dramatic-
ally in the years since privatization. By not main-
taining the 1993 level of tax revenue per litre of
alcohol sold, the Alberta government has fore-
gone nearly $1.5 billion dollars. BC has in the past
had a higher level of consumption and higher per
capita revenue as compared to Saskatchewan. In
2011, consumption rates were nearly the same in
these two provinces but BC had more revenue per
capita. While BC’s tax effectiveness has remained
relatively stable over the period under study,
it has seen a modest decline since shortly after
the provincial government launched its privatiza-
tion initiative in 2003. In contrast, Saskatchewan’s
liquor tax effectiveness, although somewhat



lower than in 1993, has been on an upward trajec-
tory since 2004.

Critically, the revenue governments accrue from
liquor sales are not a windfall; indeed, the liquor
industry is rarely a net earner for governments
when the costs of managing alcohol consumption
are included in calculations. In Canada, liquor
prices are too low to allow governments to recoup
all of the costs related to the public health and
social consequences of alcohol consumption.

In 2002, with alcohol-related costs brought into
the picture, Canadian governments lost between
$3.6 and $10.7 billion on alcohol sales; Alberta,
between $93 million and $1.1 billion. Researchers
estimate that the BC government lost nearly
$62 million from liquor sales in 2008 alone. As
a wide body of research has found that higher
per capita consumption leads to higher rates
of alcohol-related social ills, a financially-sound
liquor policy that prioritizes the well-being of
the public would seek to minimize any cost
imbalance by increasing liquor tax revenue and
curbing consumption. The Saskatchewan govern-
ment achieved this goal in 2011, when compared
to the previous year higher liquor taxes resulted
in $9.4 million of additional tax revenue and a
reduction in sales of 135,000 litres of alcohol.

Public Health and Privatization

Research has clearly established a trend that
increased access leads to increased consumption
which leads to increased public costs and harms.
According to the World Health Organization
(WHO), the most proven and effective methods
for controlling the health consequences of
alcohol consumption include limiting the physical
availability of alcohol through minimizing the
density of retail outlets and the hours of retail
operation, as well as restricting the access of
minors. Our study found that the retail privatiza-

tion experience in both Alberta and BC contra-
vene these policy prescriptions. Limiting sales
in pursuit of public health through fewer stores,
hours of operation, or potential customers runs
counter to the profit motive that drives private
liquor retailing. A publicly-owned system, on the
other hand, has no such incompatibility of incen-
tives.

In the years since privatization began, outlet
density in Alberta and BC has increased 73% and
57%, respectively. Saskatchewan, in contrast, has
had a reduction in outlet density over a similar
time period. Although Saskatchewan consistently
had the highest outlet density of the provinces,
its population is much more rural and dispersed
which would skew the results upward.

Under current regulations, much longer hours
of operation exist in Alberta’s liquor stores
(112 hours) and British Columbia’s private
stores (83) than in either BC’s public stores (69)
or provincial outlets in Saskatchewan (74). For
instance, liquor stores in Alberta are allowed to
remain open until 2 a.m, including on Sunday, a
day on which hours of operation are constrained
in Saskatchewan and in BC’s public stores.

Alberta has a minimum legal purchasing age for
alcohol, but the ability of the province’s regulators
and private retailers to effectively enforce it has
been weak. A 2002 internal audit by the Alberta
Gaming and Liquor Commission (AGLC) revealed
a province-wide compliance rate of only 18%.
Later audits document increased compliance, but
this has come at a price: the operating expenses
of the AGLC have risen, eroding the province’s net
government revenue. Similar audits performed
by the BC government have since 2003 consis-
tently reported a much higher compliance rate in
stores that are publicly-owned (63%) rather than
privately-owned (25%).

In Alberta and British Columbia, liquor retail
privatization has meant high liquor prices but
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low government revenue. Further, the increased
availability of alcohol and its lax regulation
contravene recognized methods for protecting
public health. Seeking to boost economic activity
by privatizing the liquor industry is a losing game
— there are always more costs borne on the
general population than the benefits accruing to
the government from increased tax revenue, if
there is any.

Maximizing social welfare is not achieved through
establishing low liquor prices or increased
customer convenience. Managing the supply
of alcohol, both economically and physically,
ensures the greatest level of social welfare, and
evidence indicates a public liquor monopoly
is institutionally superior to succeed at this
objective.

Introduction

The best type of ownership for liquor markets has
been a recurring question in Canadian politics for
decades. Should the sale of alcoholic beverages
be open to private investment with operations
guided by the profit motive, as is the case with
most other commodities in Canada? Or is it best
placed under government monopoly, due to the
unique characteristics of alcohol and/or potential
economic efficiencies? Most provinces maintain a
publicly-owned and operated liquor distribution
system, which public health advocates and some
economists argue best serves the public interest.
In contrast, privatization advocates claim that
the introduction of competition among private
vendors would bring efficiencies to the market
that would benefit consumers through easier
access to alcohol as well as improved economic
activity.

The most prominent example of liquor privatiza-
tion in Canada has been in Alberta, where the
Progressive Conservative government of Ralph
Klein sold the province’s network of retail stores
and fully ceded the liquor market to private
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interests over several months in 1993-1994. The
governing Liberal party in British Columbia
has also implemented a major shift in provin-
cial liquor policy through a process of partial-
privatization. Beginning in 2003, BC allowed
a large influx of privately-owned stores while
curtailing an expansion of publicly-owned stores,
with the result that public and private stores now
compete in the same market. In recent years,
debates over possible privatization initiatives
have emerged in other jurisdictions across North
America, including Saskatchewan, Manitoba, New
Brunswick, Prince Edward Island, Washington,
Utah, and Pennsylvania.

Government liquor policy is significant to the eco-
nomic and social health of a jurisdiction. Alcohol
is a major industry in Canada. In the 2011 fiscal
year, over 228 million litres of pure alcohol were
sold, totalling more than $20.3 billion.! Alcohol-
related problems cause real stress to both the
health care and justice systems. Alcohol can also
contribute to a loss of economic productivity.
Studies quantifying the social costs of alcohol



consumption have shown them to be quite sub-
stantial, and even larger than the direct economic
benefits.? Considering both the dollars at stake in
the liquor industry and the potential impact on
social service and productivity, it is clear that
misguided liquor policies could have dramatic
implications for the public.

The following report examines if and how the
type of liquor market ownership affects the
public interest, addressing economic costs and
benefits on the one hand and public health con-
siderations on the other. To do so, it focuses on
three neighbouring provinces with liquor oper-
ations that occupy distinct positions on the
spectrum from private to public ownership: BC,
Alberta, and Saskatchewan. Alberta has for nearly
two decades operated a fully-privatized system
where the government’s role is limited to that of
an arms-length regulator. BC has established a
partially-privatized liquor market where private
and publicly-owned retailers compete in the same
jurisdiction. Saskatchewan maintains a system
where the government acts as the main retailer
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of all alcoholic beverages, although in 2009 two
private wine retailing stores were allowed to
open in the major urban centres of Saskatoon and
Regina.

The report is organized according to the two
broad topics of economics and public health. The
economics section considers the impact of owner-
ship on the shelf prices of various liquor products
in the three provinces, as well as the revenue
collected by the three provincial governments.
Also discussed is the importance of considering
alcohol’s ‘externalities’ — the costs borne by
those outside of the individual transaction in
which an alcoholic beverage is purchased. The
public health section provides an overview of the
policies available to governments for controlling
the harmful impacts of alcohol and the effective-
ness of a few key policies across the provinces.
This section also incorporates key insights from
the academic literature on the direct health
impacts of privatization in Alberta and BC.
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Economics of Liquor Privatization

At the centre of the debate over public versus
private ownership in liquor retailing are the
issues of price and government revenue. Advo-
cates often claim that privatization will result in
lower prices without reducing the government’s
revenue from sales. While the research is unclear
about whether privatization actually results in
lower prices, research does show that in general
liquor prices tend to be too low under both public
and private systems to raise the tax revenue
required to compensate for alcohol’s external-
ities. A complete assessment of the economic
impact of liquor policies must account for these
extra costs imparted onto the public. The effect
of liquor retail privatization on prices, govern-
ment revenue, the externalities of liquor con-
sumption, and market development in a western
Canadian context are examined in this section.

Figure 1. Total per Capita Sales of Alcohol (15+)
10.0

Consumption in Western Canada

Alcohol is widely consumed in Canada. The
most recent Global Status Report on Alcohol and
Health by the World Health Organization (WHO)
reported that less than a quarter of the adult
population (15 years of age and over) abstained
from drinking in the past twelve months. Only
one-twelfth (8.3%) of adults have never consumed
alcohol in their lifetime.*> While not among the
world’s heaviest consumers, Canada’s average
consumption rate is relatively high.* Consump-
tion can be approximated with the sales data
collected by Statistics Canada from provincial
liquor authorities, although these figures under-
estimate actual consumption because they do
not include homemade and home-brew and
other unrecorded sources of alcohol’ In 2011,
per capita (15 years of age and over) sales of
pure alcohol in Canada were 8 litres (Figure 1).
While lower than the 2010 level of 8.2 litres, the
preceding decade saw a trend of rising per capita
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degrees in the three western provinces. Saskatch-
ewan has until recently remained below the
national average while BC and Alberta have had
higher than average consumption rates.

Rationale for a Public Monopoly

In most Canadian provinces, the buying and
selling of liquor for personal off-premises con-
sumption — the liquor retail market — is largely
owned and operated by the provincial govern-
ment. Provincial liquor control boards were estab-
lished in the wake of Prohibition’s failure to stem
excessive alcohol consumption. It was reasoned
that public oversight and management of a legal
alcohol market would allow for consumption
while minimizing the resultant negative social
consequences. The rationale was that a regulated
liquor market would undercut the illegal booze
trade which, under Prohibition, was proving a
boon to organized crime. The priority was neither
to maximize profits nor consumer convenience,
but rather to control production and consump-
tion for the public good. Specifically, restricting
supply would promote moderate consumption
while also providing government the opportunity
to capture the profits generated through liquor
retailing. These funds could then be returned to
the public through social programs, including
those targeting the harms related to liquor con-
sumption.

In economic theory, a market controlled by a sole
agent is called a monopoly. Exclusivity over the
right to operate grants such an agent tremendous
market power, most obviously through the ability
to single-handedly set prices. In a regulated liquor
market, for instance, the government is able to
set prices through a mark-up added to the cost of
purchasing alcoholic beverages from producers.

Additionally, monopoly-holders may also enjoy
“economies of scale,” cost savings that can
accrue through efficiencies related to expanded
output. Relatively fewer resources may be

required to produce relatively more goods. In
the liquor retail industry, for instance, a business
must expend resources on managing inventories,
staffing, finances, advertising, etc., regardless of
whether it is small (e.g. 400 items and/or $100
thousand in sales) or large (e.g. 10,000 items and/
or $10 million in sales). A business would profit
from economies of scale if its expansion led to
a reduction in costs relative to output or sales.
A single agency controlling a monopoly liquor
system likely is better positioned to profit from
economies of scale than are firms competing in a
private market.

A monopoly can result in a situation unfavour-
able to the general public when it is held by a
private firm motivated to exact large profits by
setting high prices. However, when ownership
of the monopoly belongs to the state, all of the
benefits of the monopoly can be directed toward
the public good. In a liquor market, these bene-
fits include the ability to restrict supply, thereby
minimizing the harms associated with alcohol use
and abuse. Moreover, under a public monopoly,
whatever profits are achieved through liquor
sales can be used to offset the burdens (such
as coping with the alcohol-related harms) liquor
consumption places on the public. Additionally,
in possession of a monopoly, public bodies main-
tain the ability to locate liquor stores in a way that
accommodates community norms and to limit the
sale of especially problematic liquor products in
service to community well-being. A private retail
system forgoes these public benefits.

Advocates of privatization are often motivated
by an ideological sentiment against government-
owned operations. They may believe that private
interests would run the operations more effi-
ciently or that government responsibilities
should be minimized to particular activities.
Other critiques of public ownership may centre
on the supposed benefits of introducing com-
petition into the industry: an increased number
of retailers, reduced costs (largely through
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employing a cheaper non-unionized workforce)
leading to lower prices, and increased govern-
ment revenue from higher sales and the elimina-
tion of operational expenses.

These general arguments in favour of privatiza-
tion are especially problematic when applied to
alcohol. Advocates feel that privatization would
increase market efficiency, presumably leading to
lowered prices, which would result in increased
sales. But increased alcohol consumption comes
with an array of social and economic costs. As
detailed below, these costs are substantial. Calcu-
lated in monetary terms, they generally outweigh
government revenue earned from liquor sales.
For this reason, facilitating increased alcohol
consumption, though privatization or any other
means, is poor public policy. Moreover, evidence
from BC and Alberta indicate that a government
monopoly is more efficient at operating a liquor
retail market than private firms and that govern-
ment revenues are negatively affected through
privatization.

Prices

Only a limited number of publicly-available
studies include comparisons of liquor retail prices
in Western Canada.” In order to better under-
stand the costs to customers in British Columbia,
Alberta, and Saskatchewan, a small, non-scientific
price survey was conducted. Due to the wide
range of prices and available products in the
private stores of Alberta and British Columbia, a
larger, more comprehensive price study was not
feasible.

The price comparison conducted for this report
consisted of thirteen commonly purchased items
in each of three alcoholic beverage categories:
beer (three domestic and two international
brands), wine (three red wines and one white
wine from three different wineries), and spirits
(two whiskeys and two vodkas). While the prices
of the selected items in the public stores of British
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Columbia and Saskatchewan were readily avail-
able in the product catalogues of their respective
public retailers, prices in the private stores of
British Columbia and Alberta were acquired
through personally contacting multiple outlets.
These outlets included three major chain-stores
in Alberta (Co-op, Safeway, and Liquor Depot) and
seven stores in BC’s urban centre, Vancouver. The
prices recorded at the various private stores were
then averaged, and the resulting comparison can
be seen in Table 1. It should be noted that most of
the private outlets contacted in BC did not carry
wines available from the province’s public stores.
Table 2 shows the translation of the price figures
in Table 1 into a ranking system, where 1 signifies
the lowest price and 4 signifies the highest price.

Table 1. Price Comparison of Select Items

Prices
BC AB

SK BC Private  Private
Product Public Public ~ (Mean) (Mean)
Corona (6B) $14.29 $12.59 $15.58 $15.01
Molson Canadian (12B) $22.98 $23.19 $26.85 $25.62
Stella Artois (12B) $27.99  $27.09 $30.98  $28.30
Miller Genuine Draft (6C) $13.49  $12.59  $15.35  $13.20
Bud Light (6C) $12.99  $12.29 $15.15 $13.19
Wolf Blass Red Label $15.99  $13.59  $22.09 $16.08
Yellow Tail Casella $12.99  $13.09 $15.15 $13.56
Jacob’s Creek Wyndham $13.49  $13.09 $16.32 $13.21
Estate (Shiraz)
Jacob’s Creek Wyndham $11.99  $12.09 $15.40 $14.40
Estate (Chardonnay)
Canadian Club $24.95 $23.85 $26.04 $26.20
Crown Royal $28.99  $28.09 $31.43  $31.90
Smirnoff Red $24.95 $25.09 $27.45  $25.74
Absolut Vodka $25.45 $25.09 $28.60 $27.56
Total $250.54 $241.73 $286.49 $263.97

It is often argued, especially in Alberta, that priva-
tization and the introduction of competition will
result in increased efficiencies that will be passed
on to consumers in the form of lower liquor
prices. The evidence presented in Tables 1 and 2
suggests otherwise. As can be seen in Table 2,
the private stores in BC are clearly the most
expensive, having a rank of 4 on 11 out of the 13



Table 2. Ranking of Each Market

According to Price of Select Items
Prices (Low to High)

BC AB

SK BC Private  Private
Product Public Public ~ (Mean) (Mean)
Corona (6B) 2 1 4 3
Molson Canadian (12B) 1 2 4 3
Stella Artois (12B) 2 1 4 3
Miller Genuine Draft (6C) 2 1 4 3
Bud Light (6C) 2 1 4 3
Wolf Blass Red Label 2 1 4 3
Yellow Tail Casella 1 2 4 3
Jacob’s Creek Wyndham 3 1 4 2
Estate (Shiraz)
Jacob’s Creek Wyndham 1 2 4 3
Estate (Chardonnay)
Canadian Club 2 1 3 4
Crown Royal 2 1 3 4
Smirnoff Red 1 2 4 3
Absolut Vodka 2 1 4 3
Rank 2 1 4 3

products. Alberta’s private system was found
to have the second highest prices, having 10
products ranked a 3. BC public stores were found
to have the lowest price for most of the products,
nine out of 13. Saskatchewan’s public monopoly
had eight products ranked 2, as well as four
rankings of 1 and one ranking of 3. In terms of the
cost of the entire basket of products, the same
order is found: BC public with lowest prices, fol-
lowed by Saskatchewan (public), and then Alberta
(private) and BC private outlets. The method
employed in this price survey accounted for sale
prices by recording the shelf price on the day the
survey was taken. It should be noted though, that
the common practice among private retailers of
offering discounts on a range of products means
that on any given day a person willing to commit
the necessary time and resources to research
and travel would likely be able to purchase a
particular product for less than the average price.
Customers may also choose to make purchase
decisions based on whatever discount prices are
on offer at their chosen retailer. It is not clear,

however, that either of these options dictate a
significant volume of purchasing.

In Alberta, when the Progressive Conservative
government of Ralph Klein introduced liquor
retail privatization, the argument was that this
change would bring about supposed benefits to
the consumer through lower prices. The price
survey conducted for this report suggests that
privatization in Alberta has not led to prices
cheaper than those on offer in neighbouring
provinces. Notably, the findings of this small, non-
scientific study are consistent with the findings
of more substantial studies investigating similar
issues.® A recent report from the Centre for Addic-
tions Research of British Columbia, for instance,
found that prices in BC’s private stores were
on average 10-15% higher than in government
stores.” Additionally, a University of Saskatch-
ewan business professor conducted a thorough
comparison of liquor prices in Alberta with those
of the Saskatchewan Liquor and Gaming Associa-
tion (SLGA), finding SLGA prices lower than the
Alberta average for 70% of beer products, 76% of
spirits, and 86% of wines.!?

Ultimately, in contrast to the opining of its
advocates, privatization in Alberta and British
Columbia has led to higher prices in those prov-
inces’ private liquor stores, indicating a loss of
economic efficiency.

Government Revenue

Government revenue derived from the liquor
market is collected through a type of excise tax,
or a tax levied on consumption. An excise tax can
take the form of either an additional levy per unit
of sale or an ad valorem tax.

Unit taxes on liquor have been applied on the
basis of litres of a product, litres of pure alcohol
equivalent, or a complex combination of the two.
A unit tax of $4 per 750mL of wine would price a
$50 bottle of wine at $54 and the $5 wine at $9.
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An ad valorem tax is a simple percentage mark-up
of landed cost. For example, if the wholesale cost
of a bottle of wine was $50, a 100% ad valorem
tax would increase the retail price to $100. If the
wholesale price was $5 then the retail price would
be $10 under the same tax.

An ad valorem tax system is generally the norm
under a public monopoly. Saskatchewan operates
under an ad valorem tax, as does BC, despite the
prevalence of private stores. Prior to privatiza-
tion, pricing in Alberta’s liquor market was also
determined through an ad valorem tax. But in a
private liquor market in which retailers set their
own retail prices, it becomes practically impos-
sible to administer such a tax. With privatization,
Alberta moved to a unit tax based on the volume
of product. In the case of beer, alcohol content
is also taken into account.! Under a revenue
neutral policy, the movement to a unit tax
requires an increase in taxes (as a percentage)
on lower priced products in order to compensate
for the reduction in retail price of more expensive
(wholesale) liquor products.

The fairness of a unit tax is an issue. Under unit
taxes, every consumer pays the same basic
amount of tax per litre of alcohol purchased,
regardless of the quality and expense of the
beverage. While some might consider this fair,

others point out that it means consumers of
expensive liquor pay a much lower tax relative
to the price of their purchases. For instance, in
the wine example above, the tax burden for a
$54 bottle of wine is 7% of the final price. For a
$9 wine, the tax burden is 44%. In effect, a unit
tax means that those who can afford to indulge in
extravagant alcohol purchases pay relatively less
tax on their liquor consumption than the average
consumer.

The efficacy of the liquor tax regimes in western
Canada is explored in the following figures. An
effective tax system will result in high govern-
ment revenue relative to liquor sales. As noted,
Saskatchewan employs an ad valorem tax,
meaning that the tax revenue derived by the
provincial government is based on a percentage
mark-up levied on wholesale alcohol costs. The
same is true in BC, except the mark-up price
is discounted for private stores who are able
to determine the final price to consumers. In
Alberta, government revenue is the sum of the
unit tax rates on the various types of alcoholic
beverages sold to the private retailers.

Figure 2 illustrates the per capita government
revenue from liquor sales received by each pro-
vincial government in constant dollars. Clearly,
in the early-1990s, Alberta had by far the most

Figure 2. Per Capita Government Revenue from Alcohol Sales (2002$)
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effective tax regime compared to Saskatchewan
and BC. However, since privatization in 1993,
the effectiveness of Alberta’s liquor tax has been
declining. It is now the least effective of the three
provinces. Both BC and Saskatchewan had more
or less level per capita revenue throughout the
1990s, and have seen a sharp increase beginning
in the early part of the 2000s. As of 2011, British
Columbia has the highest per capita revenue from
liquor sales, followed by Saskatchewan and then
Alberta.

Perhaps a more accurate method to measure the
tax effectiveness of each province is to consider
the government revenue obtained per litre of
pure alcohol consumed (Figure 3). Quite striking
in this graph is the dramatic decline in the tax
efficiency of Alberta’s liquor industry over the
study period. In 1993, the earliest year for which
data is available and the year in which the prov-
ince’s retail privatization process began, Alberta
led the other provinces in efficiency by a signifi-
cant margin. Over the nearly two decades since,
however, the liquor revenue received by the prov-
ince per litre of alcohol sold has fallen dramatic-
ally. The tax efficiency of BC’s liquor industry
has remained relatively more stable, although
there was a noticeable decline beginning in 2005,
shortly after the provincial government imple-

Figure 3. Government Revenue per Litre of Alcohol Sold
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since privatization the provincial government has
foregone nearly $1.5 billion in tax revenue. After
a decade of privatization, this sum exceeded
$500 million. With an additional $950 million
lost in the previous eight years, the amount of
revenue lost every year due to privatization is
accelerating. Over the same 19 year period, in
contrast with Alberta’s declining fortunes, per
capita liquor revenue has increased in both
British Columbia and Saskatchewan, although
more dramatically in the latter.

Table 3. Foregone Liquor Revenue in Alberta

Per Capita

Revenue  Difference Foregone
Year (2002%)  from 1993  Population Revenue

1993 $192.42 2,667,292
1994 $169.50 $22.93 2,700,606 $61,914,767
1995 $191.52 $0.90 2,734,519 $2,467,120
1996 $178.69 $13.73 2,775,133 $38,112,207
1997 $176.76 $15.66 2,829,848 $44,327,280
1998 $180.03 $12.39 2,899,066 $35,931,069
1999 $180.79 $11.63 2,952,692 $34,334,185
2000 $169.27 $23.16 3,004,198 $69,565,721
2001 $165.70 $26.72 3,058,017 $81,719,432
2002 $159.65 $32.77 3,128,364  $102,519,565
2003 $163.82 $28.61 3,183,396 $91,062,793
2004 $162.86 $29.56 3,239,471 $95,757,563
2005 $159.87 $32.56 3,322,200  $108,160,189
2006 $160.90 $31.52 3,421,253 $107,851,994
2007 $168.07 $24.35 3,512,691 $85,544,264
2008 $163.92 $28.51 3,591,791  $102,392,486
2009 $154.57 $37.85 3,671,699 $138,966,369
2010 $158.07 $34.35 3,720,928  $127,819,656
2011 $153.84 $38.58 3,779,353 $145,809,857
Total $1,474,256,517

From the evidence presented so far, it is clear
that Alberta’s exercise in liquor privatization has
resulted in relatively high prices yet relatively
low government revenue. Ideally, high prices
would indicate high liquor taxes, resulting in sub-
stantial revenues that could be directed toward
government programs to address alcohol’s exter-
nalities. But this clearly has not been the case in
post-privatization Alberta. Indeed, in 1994, liquor
tax rates were actually reduced. Despite the fact
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that tax rates are not adjusted for inflation and so
are subject to continual depreciation, they since
have been increased only once, in 2002.

Low taxes are an Albertan staple, and the prov-
ince’s ruling Progressive Conservative party is
ideologically opposed to raising taxes. Liquor
privatization has introduced a new political
actor also interested in maintaining low taxes
on alcohol: the private retailer. In their pursuit
of maximum profit, private retailers have an
economic interest in facilitating higher consump-
tion, which would be impeded by any increase in
liquor taxes.!”® Essentially, through privatization,
the Alberta government created a new political
actor likely to lobby the government for precisely
the sort of tax policy to which the government is
ideologically predisposed.

Close relations between the Alberta government
and private liquor retailers are evident in a number
of ways. Premier Ed Stelmach instituted an increase
to mark-ups in the 2009 budget, projecting this
would result in an additional $180 million in the
first year of implementation alone.!* But Stelmach
rescinded on the increase after just three months.
The executive director of the Alberta Liquor Store
Association (the retail industry’s main representa-
tive) was quoted as being “extremely pleased” with
the decision and admitted to lobbying the govern-
ment over the issue.’® A long-time representative
of the liquor industry in Alberta, Jim Hansen, has
since become one of the seven members of the
board of the ALGC, which regulates the province’s
private retailers.

Political ideology and the economic interests of
the retailers suggest low liquor taxes will con-
tinue to prevail in Alberta. Left out of this picture,
however, is the public interest. High liquor prices
without high liquor taxes indicate a loss of
public revenue. Currently, the people of Alberta
are missing out on as much as $150 million in
annual revenue from misguided liquor policies.
This revenue could provide substantial funding
for public services such as health care that are
burdened by alcohol’s externalities.



Alcohol’s Externalities

Alcohol consumption involves an array of costs
not captured in the transaction between retailer
and consumer. In economic theory, these are
termed externalities. External costs related to
alcohol include those associated with lost pro-
ductivity, health care, and law enforcement.
Without due consideration of the broader costs
incurred through the consumption of alcohol, it
is easy to view increased liquor sales as a source
of additional government revenue. In the context
of a more complete assessment of the costs of
alcohol consumption, the situation can appear
quite different. A thorough cost-benefit analysis
of a government’s alcohol policy depends on the
assessment of relevant externalities.

In 2002, the latest year for which calculations are
available, researchers estimated that alcohol con-
sumption cost Canadians $14.6 billion per year in
social costs, almost twice as much as social costs
related to illegal drugs.!® The Alberta Alcohol and
Drug Abuse Commission found alcohol consump-
tion to cost the public $1.6 billion annually.'” In
per capita terms, Alberta had the third highest
alcohol-related externalities among the provinces,
behind New Brunswick and British Columbia. The
province'’s per capita cost of $527 was signifi-
cantly above the Canadian average of $463.'

As is common practice in estimating the economic
cost of illnesses, the studies cited above include
in their calculations of externalities the ‘indirect
costs’ to economic production due to workers
prematurely exiting the workforce. Although eco-
nomic disruption due to alcohol-related disabil-
ities and mortalities is real, accurately quantifying
the impact to economic production is difficult.
Debate continues among academics in the field
as to the most appropriate method. The Canada-
wide study found that even with these particu-
larly hard-to-measure costs excluded, Canadian
alcohol-related externalities still amounted to
$7.5 billion in 2002.%

Logically, the price of alcoholic beverages would
be such that the government revenue collected
through sales would at least cover the related
social costs. With this benchmark in mind, it
appears that liquor taxes in Canada are too low.
Nationally, total government revenue from 2002
alcohol sales was $3.9 billion. Recall that related
social costs for that year have been estimated at
between $7.5 and $14.6 billion. In 2002, simple
arithmetic makes clear that government liquor
revenue accounted for only 27-52% of the social
costs. This means that the liquor trade actually
cost Canadians between $3.6 and $10.7 billion in
2002 alone.?

In Alberta, the cost of alcohol abuse was found
to be $1.6 billion, or $592 million with the exclu-
sion of the hard-to-measure indirect produc-
tivity losses. With provincial revenue from 2002
liquor sales totalling $499 million, the liquor
market represented a net loss to the province of
between $93 million (excluding indirect produc-
tivity losses) and $1.1 billion (including indirect
productivity losses). In British Columbia, a report
for the Provincial Health Officer found that,
excluding the productivity loss due to alcohol, in
2002 the province lost nearly $62 million from the
sale of alcohol.?! As sales and consumption have
increased in Canada since 2002, the associated
costs — and so the overall financial burden on
the public — has no doubt increased.

Researchers have sought to separate those costs
that generally accompany even a well-regulated
liquor market and those that can be eliminated
through responsible policy. A recent study found
that, if they had been applied to the 2002 situa-
tion, six policies designed to reduce alcohol
consumption and limit harmful outcomes from
drinking could have saved Canada $1 billion,
including $230 million in health care savings and
$178 million in crime-related costs.? In the con-
text of estimates that place 2002 social costs
related to alcohol between $7.5 and $14.6 billion,
it is clear that, even with responsible policy,
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Canadians would continue to shoulder substantial
external costs related to alcohol consumption.

So far as retail privatization facilitates greater
alcohol consumption or blunts the effectiveness
of policy interventions designed to reduce con-
sumption, the social burden of the alcohol market
is increased. Indeed, a recent study estimated
that if all Canadian provinces privatized their
liquor retail sector, consumption would likely
increase by at least 10%. Based on 2002 figures,
this would mean additional externalized costs of
$828 million in total, with $360 million in direct
health care and criminality-related expenses
alone.?

Market Development

A privatized liquor retail market is very likely to
evolve into an ‘oligopoly’, where only a few large
corporations dominate and are able to exert
monopoly-like power. Local, independent liquor
retailers would likely find it difficult to compete.
An oligopoly would have the supposed disadvan-
tages of a monopoly, high prices and restricted
supply, but lack the major advantage of public
ownership, profits that flow in to public coffers.
Money that might have been used to compensate
for the external costs associated with alcohol
consumption would thus line of the pockets of a
few large liquor retailers.

In Alberta, market evolution was delayed some-
what by a policy that required alcoholic bever-
ages to be sold in liquor-only, stand alone stores.
By restricting sales in food outlets, the policy
delayed the ability of the large grocery chains
to quickly establish a dominant hold on the
retail industry by making it impossible for them
to simply begin stocking liquor on their existing
shelves. Instead, separate stores had to be built
to handle alcohol sales.

But even with this policy, Alberta has seen a sub-
stantial increase in the relative presence of large
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chain stores. For instance, in 2003, only a decade
after privatization, chain stores represented
13.5%, or about a seventh, of all retail stores in
Alberta. Today, led by the vast and profitable
Liquor Stores NA*' the percentage share of the
chain stores has increased to 28.7%, representing
nearly a third of all retail stores in the province
(see Table 4). These province-wide figures tend
to mask the much greater hold chain stores have
in urban centres. Even so, these calculations
reveal that the large chain stores have more than
doubled their share of Alberta’s liquor retailing in
less than a decade.” As expressed in 2008 by the
owner of a small chain of retail stores in Alberta,
the province’s liquor retail market is one where
“[t]he big fish are eating up the little fish.” %

Table 4. Presence of Large Chain Stores

in Alberta’s Liquor Retail Sector?
Share of Alberta’s

Company Stores (#)  Retail Outlets (%)
Loblaws-Real Canadian 34 2.7
Liquor Stores

Sobeys-Western Cellars 29 2.3
Calgary Co-Op 21 1.6
Safeway 10 0.8
Costco 9 0.7
Aristocrat 10 0.8
Liquor Town 11 0.9
Crowfoot Wine and Spirits 11 0.9
Solo Liquor Holdings Ltd. 17 1.3
Rocky Mountain Liquor Co. 41 3.2
Liquor Stores NA Ltd.? 174 13.6
Total 367 28.7

If Alberta is indeed moving toward an oligopoly
in which a few firms will dominate the market, it
is unclear how, from the consumer’s perspective,
the situation will differ substantially from the
public monopoly that was in place prior to priva-
tization. The exception, of course, being that sub-
stantially less liquor-tax-derived revenue will be
available to compensate for liquor consumption’s
externalities.



Liquor Privatization
and Public Health

As a mind-altering and dependence-producing
drug, alcohol contributes to a wide range of social
problems. From fetal alcohol spectrum disorder,
chronic diseases, and liver cirrhosis to drunk
driving, suicide, homicide, domestic violence,
and various crimes, alcohol is, according to the
World Health Organization (WHO), “a major
global contributing factor to death, disease, and
injury”.? Worldwide, alcohol abuse is estimated
to cause 2.5 million premature deaths every year,
and is the world’s leading risk factor for death
among adult males.® In North America, alcohol
consumption has been found to result in a reduc-
tion in life expectancy similar in extent to that
related to tobacco use and high blood pressure.
Reduced life expectancy related to alcohol use
is far more pronounced than reductions related
to physical inactivity or illicit drug use — even
after accounting for the health benefits accruing
from moderate levels of alcohol consumption.®! In
general, when accounting for drinking patterns,
increased per capita consumption leads to higher
levels of alcohol-related harms. Moreover, alcohol
consumption levels and patterns influence social
cohesion through the relation between alcohol
and assault, public disorder, and perceptions of
public safety.

Responsible public policy aims to regulate the dis-
tribution of alcohol so as to minimize the social
harms resulting from its use while generating
sufficient government revenue to compensate for
the cost of addressing what harms remain.

Decades of international research has led to a
clear understanding of the efficacy of various
regulatory measures in reducing alcohol-related
harms. Alcohol taxes, minimum legal drinking

ages, limiting outlet density and hours of oper-
ation, and other targeted approaches are widely
cited as the policies most capable of controlling
alcohol consumption and associated problems.*

The extent of the social burden from alcohol con-
sumption and abuse makes the regulation of liquor
markets a major public policy issue. Accordingly,
the WHO considers alcohol an important topic
of study and emphasizes the benefits of govern-
ment policy designed to prevent alcohol abuse.
Similarly, in 2007, the Canadian government com-
missioned a working group of health experts and
federal and provincial bureaucrats to establish
a national strategy for addressing the ongoing
social and health problems related to alcohol
consumption.

The following section describes some of the key
policies found to be successful at controlling
alcohol-related harms and comments on how
privatization can and, in specific cases, has influ-
enced their effectiveness. Additionally, priva-
tization’s impact on the Alberta government’s
ability to regulate the alcohol products available
in the province is explored. Finally, some direct
evidence of the health implications of priva-
tization in Alberta and British Columbia is con-
sidered.

According to the WHO, some of the most
effective ways of reducing alcohol-related harms
is through policies that regulate liquor’s avail-
ability, in both the economic and physical sense.
Similarly, a major part of Canada’s National
Alcohol Strategy is to “implement and enforce
effective measures that control alcohol avail-
ability.”® Such measures include increasing the
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price of alcoholic beverages through imposing
higher alcohol taxes, reducing the convenience of
purchases through lower retail density and limi-
tations on store hours, and placing the control
for such decisions in the hands of government.
The WHO has ranked these policies and others
in terms of their effectiveness and the quality of
evidence that indicates they work (see Table 5).

The WHO also includes public ownership of
retailing as an important liquor policy with con-
vincing evidence. Public health organizations
in Canada also recognize the importance of a
government-owned liquor market.®*® Along with
the empirical evidence, a central reason for this
conclusion is the absence of the profit-motive
in a publicly-owned retail sector. As researchers
with the Centre for Addiction and Mental Health
state, “[ulnder a privatized system there are
strong incentives to deregulate alcohol controls
and focus on the business side at the expense
of public health and safety considerations.” The

paper goes on to acknowledge that, while it is
theoretically possible to have a private system
that places high priority on public health and
safety, “the dominance of the profit motive with
the potential for business failure means a number
of mechanisms work against this possibility in a
privately run system.”?® As a result of the profit-
motive, other key liquor control policies are
eroded, such as restrictions on outlet density,
hours of operations, and enforcement of a
minimum purchasing age.

Certainly, a public monopoly is not immune to the
temptation to achieve greater revenue through
increased sales. Indeed, some public health
advocates have expressed concern that public
monopolies in Canada are increasingly adopting
practices that emphasize facilitating sales at the
expense of public health objectives.*” Even in
cases where the public system has operated in
ways that approximate the privatized market,
there are two key differences. First, the mandate

Table 5. Summary of the Evidence of the Effectiveness of Alcohol Policies**

Character Evidence of action that Evidence of action that
of Evidence reduces alcohol-related harm does not reduce alcohol-related harm
Convincing ¢ Alcohol taxes e School-based education and information
¢ Government monopoly of retail sales
e Restrictions on outlet density
e Restrictions on days and hours of sale
¢ Minimum purchase age
e Lower legal BAC levels for driving
¢ Random breath-testing
¢ Brief advice programmes
e Treatment for alcohol use disorders
Probable e A minimum price per gram of alcohol e [ower taxes to manage cross-bhorder trade
e Restrictions on the volume of commercial e Training of alcohol servers
communications e Designated driver campaigns
e Enforcement of restrictions of sales to e Consumer labelling and warning messages
intoxicated and under-age people e Public education campaigns
Limited- Suspension of driving licences e (Campaigns funded by the alcohol industry
suggestive Alcohol locks

Workplace programmes
Community-based programmes
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and policies of a government monopoly are
open to public scrutiny in a way that the retailer
dynamics that animate a private market are not.
Second, should the public deem the govern-
ment to have acted inappropriately, its mandate
and policies are relatively easily amended. For
instance, if a government monopoly has dis-
regarded public health in its quest for profit, a
public expression of dissatisfaction could lead
directly to a change. In contrast, in the context
of a private market, the profit motive is inherent
and difficult to attenuate.

Examples of the difficulty in successfully serving
public ends through a privatized liquor retail
market are provided below.

A key determinant of overall alcohol consumption
is availability.*® Availability can be measured both
economically (for example, the price of alcohol
relative to disposable income) and physically
(for example, retail store density and hours of
service). Saskatchewan’s marked increase in con-
sumption from 2005 onwards coincides with a
sharp rise in average income in the province —
18% between 2005 and 2010, compared to 13% in
Alberta and 8% in BC.* Average consumption in
Alberta and BC has trended upward along with
the expansion of private retailers. While some
research indicates that economic availability
is more influential than physical,” the overall
pattern is clear: if liquor is cheaper and easier to
find, more will be consumed.

Economic Availability

Consumers respond to changes in the price
of alcohol as they do to changes in the price of
any consumer product. That is, a reduction in
price leads to increased consumption, and vice
versa. Indeed, consumer responses to changes
in the price of liquor are found to be consistent
across jurisdictions, when controlling for overall
consumption levels, beverage preferences and
time period. Policies that increase alcohol prices

delay the age when young people start to drink,
slow their progression toward drinking larger
amounts, and reduce their heavy drinking and the
volume of alcohol drunk on each occasion. Price
increases reduce the harm caused by alcohol,
which is an indicator that heavier drinking has
been reduced.”

To more fully understand the impact of taxes
on alcohol consumption, it is important to
understand the economic concept of price elas-
ticity. Economic theory includes the Law of
Demand, which holds that demand for a good
decreases (increases) as the price of that good
increases (decreases). Price elasticity allows for
a more refined understanding of the relation-
ship between a given commodity’s price and
its demand by measuring the precise change in
demand in response to a change in price. Specific-
ally, price elasticity is the ratio of the percentage
change in demand for a good to the percentage
change in the good’s price. A high value signi-
fies that demand is very responsive to a change
in price, whereas a low value means demand in
less responsive to a change in price. As such,
price elasticity reveals the extent of the Law of
Demand’s impact for a particular good.

The demand for alcohol is found to be relatively
price inelastic, meaning demand is less respon-
sive to price changes. According to a recent
meta-analysis of 132 academic studies on elas-
ticities related to alcohol, the median price elasti-
cities for beer, wine, and spirits are 0.36, 0.7, and
0.68, respectively.”? Another meta-analysis of 112
studies reports similar findings.” These figures
mean that if the price of items in these categories
increased by 1%, demand would fall 0.36% for
beer, 0.7% wine, and 0.68% for spirits. Or, if a 10%
unit tax was levied on wine that previously cost
$10, the new price of $11 would bring a fall in
sales of 7%.

The price inelasticity of alcohol means that
increasing alcohol taxes can reduce alcohol
consumption and associated harms while also
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increasing government revenue. If demand for
alcohol was price elastic, a small increase in tax
would lead to a drastic, unwarranted decline in
demand. Alcohol’s price inelasticity allows for a
moderation of consumption from higher prices,
and higher taxes can translate into higher overall
government revenue. Continuing with the example
above, if a 10% tax leads consumers to purchase
1,000 bottles of $11 bottle of wine, government
revenue would be $1,000 ($1 multiplied by 1,000
bottles). If the tax increased to 20% and new
price for the wine was $12, sales would decline
to 860 bottles but government revenue would
more than double to $2,064. Responsible govern-
ment policy would recognize the social benefit in
setting alcohol taxes so that more revenue was
collected on a lower volume of sales — reducing
the social burden of alcohol consumption while
simultaneously raising the necessary revenue to
afford the required health and social programs.

Such a policy has been pursued in Saskatch-
ewan. In 2010, the provincial government made
changes to its mark-up structure that marginally
increased the price of most alcoholic beverages.
By the following year, the province reported its
first decline in total sales in at least four years
while government revenue continued to increase.
Specifically, compared to the previous year, the
province earned an additional $9.4 million in 2011
despite a decline in sales of 135,000 litres of pure
alcohol.*

Recent research has shown that the ability of
alcohol taxes to reduce consumption is dimin-
ished in a privatized market. This is because
the full price to the consumer of an alcoholic
beverage is more than just the dollar figure. It
also includes several other factors such as time
and inconvenience. Because a privatized market
is generally characterized by a sharp rise in the
number of liquor retailers, there is a reduction in
the time and inconvenience involved in accessing
alcohol. This reduction serves to diminish the
influence of a marginal change in the dollar
price.®
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Another price-related strategy to reduce alcohol
consumption, and in particular high-risk types
of alcohol consumption, is regulating a minimum
price below which alcoholic beverages cannot
be sold. High-risk drinking and intoxication are
fuelled by the availability of inexpensive alcohol.
A price floor works to target low-quality, discount
products, thereby acting as a deterrent to binge
drinking. An empirical analysis of BC’s minimum
prices on alcohol consumption between 1989 and
2009 found them to be an effective means to con-
trol consumption. Specifically, the study found
that a 10% increase in the minimum price of
each product category reduced spirit consump-
tion 6.8%, wine consumption 8.9%, and beer con-
sumption 1.5%, as well as overall consumption by
3.4%. Although the impact on beer appears neg-
ligent, BC’s minimum price for beer was set at a
level that may have been too low to be effective.*
Similar studies in Saskatchewan have produced
consistent findings.*

Alberta is one of the only provinces in Canada
without a minimum pricing policy in retail stores.
The absence of a regulated price floor allows pri-
vate liquor retailers to offer certain products at
heavily-discounted prices. It is common in Alberta
to see advertisements for alcohol products listed
at “door-crasher” prices. “Door-crasher” specials
feature loss-leaders, products sold below cost in
order to bring customers into the store, where
they might then purchase other products with
larger profit margins.

Physical Availability

What effect, if any, does privatization have on
physical availability? The cases of Alberta and
British Columbia both show that following major
policy shifts toward privatization, the number of
liquor outlets rose dramatically. In Alberta, there
were 208 government stores in the province prior
to privatization in 1993. By January of 2011, there
were 1,240 private retail liquor stores.® In British



Columbia there were 786 total liquor outlets in
2002, prior to the lifting of the ban on new private
stores. By 2011 there were a total of 1,383 liquor
outlets,” with the vast majority of additional
outlets being private stores (Table 6). These
examples are typical: two major recent literature
reviews have found that liquor retail privatization
leads to a substantially higher number of outlets.>
The story is somewhat different in Saskatchewan.
While the province’s outlet density is high, likely
due to its small, largely rural population, density
has decreased over the last nine years.

Another way to manage physical availability is
through limiting the open hours of retail stores
(Table 7). In Saskatchewan, the government-
owned retail stores are open from 9:30am to
9:00pm Monday through Saturday and from
12:00pm to 5:00pm on Sundays. BC’s govern-
ment stores maintain the same hours except
they remain closed on Sundays. BC private
retail stores are allowed to be open until 11pm.
In Alberta, outlets are allowed to remain open
from 10:00am until 2:00am. Additionally, whereas
Saskatchewan and BC stores remain closed on
most holidays, many Alberta stores are open
364 days of the year. The difference becomes
clear through a summing of open hours. Govern-
ment liquor outlets are restricted to 74 hours per
week in Saskatchewan and 69 hours per week in
British Columbia. Private stores are open for 83
hours per week in BC and 112 hours per week in
Alberta. Additionally, Alberta’s hours are further
extended because of the tendency of retailers to
disregard holidays observed elsewhere. Again,
the expansion of operating hours in the wake of
privatization in Western Canada reflects a trend

that has been identified in the wider research
literature.

Table 7. Hours of Alcohol Availability per Week
in BC, Alberta, and Saskatchewan

Province British Columbia Alberta Sask.
Type Public Private Private Public
Hours Per Week 69 83 112 74

Retail Store Locations

Physical accessibility of liquor can be directly
managed under a public monopoly. In this situa-
tion, government is able to decide the number,
size, and location of retail outlets in an area.
Future population growth, rising demand, or
revenue considerations can be incorporated into
a comprehensive retailing plan. Government is
well-positioned to assess a broad array of factors,
including but not limited to profitability, that may
bear on the appropriateness of establishing a
liquor outlet in a particular community.

In contrast, a private retail system leaves the
planning of retail outlets to the discretion of the
market. In this situation, physical availability is
determined largely by private expectations of
profitability. Broader public considerations may
be excluded from the equation. The massive
expansion of liquor retail outlets in Alberta
after privatization has created a long-standing
conflict between liquor retailers and community
members. From 1993 through to the present,
municipalities and neighbourhoods, particu-
larly in major urban centres, have been forced to
continually rebuff attempts by developers to site

Table 6. Changes in Physical Availability in BC, Alberta, and Saskatchewan

Province British Columbia Alberta Saskatchewan

Year 2002 2011 1993 2011 2002 2011
Total # of Stores 786 1,383 803 1,959 761 718
Population 4,076,264 4,573,321 2,667,292 3,779,353 996,801 1,057,884
Retail Density per 100,000 19.3 30.2 30.1 51.8 76.3 67.9

% Increase 56.83% 72.18% -11.10%
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liquor stores in what were deemed inappropriate
places, such as near schools, parks, within resi-
dential areas, or too close to other retailers.’! One
particularly egregious situation saw a community
organization in Edmonton obliged to undertake a
seven-year court battle to stop a company from
using a zoning technicality to override the City’s
bylaw restricting the density of liquor retailers.>
Certainly, not all communities have the capacity
to undertake the sort of battle that may be neces-
sary to ensure liquor sales occur in ways consis-
tent with community values.

Liquor Law Compliance
and Enforcement

A privately-owned liquor store, like any other
private business, is governed by the profit
motive. As at least two Alberta-based liquor
store companies have found, selling liquor can
be an extremely profitable business.”® But like
any enterprise, liquor retailing carries risks. Less
fortunate retailers, those who fail to achieve suffi-
cient profit, run the risk of bankruptcy or buy-
out.

Liquor retailing driven by the profit motive can
become problematic when it conflicts with regu-
lations designed to minimize the social problems
associated with liquor consumption. Canadian
society has seen fit to maintain laws intended to
make alcohol unavailable to minors and to limit
public intoxication. To a private retailer, however,
minors and intoxicated individuals are potential
customers. The profit motive may encourage pri-
vate retailers to sell cheaper, illegal sources of
alcohol or otherwise skirt laws designed to con-
trol its flow. For instance, it was recently revealed
that one of the two speciality wine stores oper-
ating in Saskatchewan had been importing wine
from Alberta in violation of the store’s contract
to secure its supply from the provincial liquor
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agency, thereby bypassing measures to ensure
provincial taxes were collected.”® Private liquor
retailing creates a conflict between the individual
retailer’s drive for profits and the broader com-
munity’s desire to limit liquor availability.

The issue of illegal sales of alcohol to minors
reflects some of the problems that can ensue from
the privatization of liquor sales. Government docu-
ments from Alberta and British Columbia allow us
to assess the relation between privatization and
sales to minors. Many Albertans, including muni-
cipalities and provincial police forces, were con-
cerned that privatization would lead to increased
illegal sales to minors. The Edmonton Police
Service kept statistics at the time documenting
the frequency with which their officers found
minors in possession of alcohol. They found that
such incidents more than doubled between 1993,
the year privatization began, and 1996. The police
spokesperson at the time explicitly identified the
newly-introduced profit motive as a factor in the
increase, explaining that restrictions on sales had
been more “comprehensive” under the public
system.” In 2000, Wayne Henuset, owner of a
large-scale chain of liquor stores and Treasurer of
the industry’s lobby arm, Alberta Liquor Stores
Association (ALSA), expressed concerns about
widespread violations of the provincial Liquor
Act. As this industry-insider put it, “[w]e turn
somebody away, but then they find a store that
needs money so much they’ll sell to anybody —
a drunk or a teenager, it doesn’t matter...Do you
think they can afford to turn away somebody
with money to spend? They can’t...This is just
wrong. You cannot control the industry when that
happens.”® While ALSA refuted the validity of
Henuset’s assertion, and recognizing that Henuset
potentially stood to gain from disparaging the
practices of his competition, it is nevertheless
striking that a well-positioned private retailer
expressed concerns parallel to those put forth by
critics of privatization.



Liquor Sales to Minors in Alberta

In jurisdictions with private liquor retailing, gov-
ernments find themselves caught between the
fact, on the one hand, that control of sales in a
private market requires stringent enforcement
and educational campaigns and the fact, on the
other hand, that such measures are expensive
and substantially increase the cost of managing
the retail industry (and therefore decrease the
government’s net revenue). The Alberta govern-
ment found itself in exactly this predicament
following its decision to privatize its liquor retail
operations. It initially adopted a lax approach
toward regulating the province’s liquor industry,
one that reflected ideological commitment to
some key tenets of neoliberalism: industry self-
regulation and ‘small government.’

Longstanding controversy over liquor sales to
minors came to a head in early 2002 when a major
news network sent minors undercover to attempt
to purchase liquor at five separate retail stores
and found that all of the retailers failed to ask for
identification. In response, the Alberta Gaming
and Liquor Commission (AGLC) sent a letter to all
liquor vendors reminding them of their legal obli-
gation to ask all individuals appearing under the
age of 25 for identification. The letter referenced
the consequences for failure to comply. The
AGLC also contracted their own study to deter-
mine the level of compliance with liquor laws at
Alberta liquor stores. Of 255 liquor stores visited,
only 47 required identification prior to alcohol
purchase, resulting in an 18% compliance rate. All
the major liquor industry associations, including
the Alberta Liquor Store Association (ALSA), had
been warned in advance of the upcoming audit.>’
Not even advance notice had been sufficient to
ensure a respectable rate of compliance. A couple
of months later, the same TV network followed up
on their story by sending an 18 year old into the
same five stores previously visited and found that
four once again failed to ask for identification.®®

Considering that over this period the AGLC was
officially reporting near-perfect compliance rates
in its annual reports,” it would appear that the
period following privatization was characterized
by a persistent failure to recognize or report (or
both) widespread disregard for Alberta’s liquor
laws.

The situation in Alberta may reflect a particularly
egregious example of the lax enforcement that
may occur under privatization. Indeed, it appears
that, post-privatization, the AGLC adopted a
minimal enforcement program that was largely
reactive, rather than proactive, since investiga-
tions were only initiated based on complaints.5
In a transaction between a profit-seeking retailer
and a liquor-seeking minor, what is the likeli-
hood either satisfied participant would choose
to file a complaint? Beyond reactive investiga-
tions, enforcement efforts appear to have been
limited to advertising the obligation of licensees
to request identification from anyone appearing
under the age of 25. Apparently, the Alberta pro-
vincial government was satisfied with industry
assurances “that they could ensure liquor was
sold in a socially responsible manner including
keeping liquor out of the hands of minors.”%!

It was only after the broadcast of embarrassing
news stories that the AGLC increased its enforce-
ment efforts. New measures included an exten-
sive educational campaign directed at private
retailers, the creation of a new “Social Respon-
sibility” division, the establishment of routine
audits to assess compliance, and a much higher
overall budget for its liquor operations. According
to the AGLC, these new measures worked. After
reporting a compliance rate of 23% in 2002, the
compliance rate averaged 80% between 2003 and
2006.2 While any improvement is certainly good
news, there is cause here for some scepticism. As
the AGLC adopted a system of routine audits, so
did it undertake far larger efforts to warn liquor
retailers. Indeed, the AGLC continues to inform all
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major industry associations and each individual
business of the upcoming audit and the months
in which it should be expected, which remain
the same every year.® In the absence of the
element of surprise, the AGLC may be assessing
the willingness of liquor retailers to respond to a
specific warning, rather than the likelihood that
minors are able to illegally access alcohol. Clearly,
a more robust monitoring system would seek
to capture normal, day-to-day behaviour, which
would be more likely in the absence of concerted
efforts to provide specific and repeated warnings
to retailers.

Regardless of their efficacy, these new enforce-
ment measures came with new costs. While
specific costs for each program are not avail-
able, the AGLC reported higher operating costs
related to its liquor operations in the years with
improved compliance rates. Indeed, between
2001 and 2006, liquor-related operating expenses
at the AGLC increased 59%, despite liquor
sales increasing only 29% and the number of
private retailers increasing only 12% (Table 8).5
In comparison, over the five years preceding
new enforcement measures, the AGLC’s overall
operating expenses only increased 4%, from
$67 million to $70 million.%

Table 8. AGLC’s Operating Expenses

Operating
Costs
Year  Sales ($K) Retailers ($M)
increase increase increase
2001 945,248 (%) 1,531 (%) 8 (%)

2003 1,085,260 12.90 1,619 5.44 13.9  42.45
2004 1,157,978 6.28 1,665 2.76 15.1 7.95
2005 1,229,457 5,81 1,713 2.80 16.4 7.93
2006 1,326,026 7.28 1,743 1.72 19.3 15.03
Total 28.72 12.16 58.55

Alberta’s experiences in controlling alcohol sales
to minors highlight a key challenge to enforcing
liquor laws under a privatized retail system. In
such a system, the profit-motive ensures retailers
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are driven to maximize their sales. In contrast,
community well-being demands that alcohol sales
be restricted in order to limit the social harms
linked to alcohol consumption. In the context
of lax enforcement by a provincial government
ideologically disposed to industry self-regulation
and small government, a situation conducive
to widespread abuses of liquor laws is created.
Counteracting this inherent conflict of incentives
— maximizing sales while not selling to certain
individuals — is possible, but the significant costs
related to doing so serve to reduce the govern-
ment’s net revenues derived from alcohol sales.

Liquor Sales to Minors in British Columbia

From the beginning of British Columbia’s privati-
zation initiative, the government found serious
compliance problems at the province’s private
retail stores. The British Columbia Liquor Control
and Licensing Branch (LCLB) performed five
studies from 2003 to 2009, where four “very
youthful” adults between the ages of 19 and 22
were hired to anonymously purchase alcohol
from all types of liquor stores in order to measure
the industry’s compliance with the province’s
requirement that retailers verify the age of any
purchaser appearing under 25.% Throughout
these studies, the privately-owned liquor stores
have achieved a maximum compliance rate of
only 36% (Table 9). Moreover, the private stores
failed to significantly improve their compliance
rate over the five year period. In the first year
of major privatization, compliance at the private
stores was found to be only 15%, and by 2009
was still only 27%.5” The private-stores averaged
a compliance rate of 25%, or 1 in 4, while the
government liquor stores averaged 63%. In 2011,
the provincial government conducted another
study measuring actual sale of alcohol to a minor
rather than meeting age identification require-
ments, and found a much higher compliance rate
in the private stores, 82%, and near-perfect com-
pliance in the government liquor stores, 98%.%



Table 9. Percentage of BC's Liquor Retailers
Compliant with Underage Drinking Laws

Government  Licensed  Rural Agency

Liquor Stores  Retailers Stores Other
Year (%) (%) (%) (%)
2003 N/A 15 N/A N/A
2004 57 27 13 5
2005 60 21 17 14
2008 77 36 24 20
2009 56 27 24 20
AVG 63 25 20 15

It is important to note that, with respect to laws
prohibiting the sales of alcohol to minors, rates of
compliance in BC are not directly comparable to
rates of compliance in Alberta. A key difference is
that liquor regulations regarding sales to minors
in BC are more stringent than those in Alberta.
BC’s Liquor Control and Licensing Act and Regula-
tions requires two pieces of identification to prove
an individual is of legal drinking age, whereas
in Alberta only one piece is required. LCLB’s
2009 compliance sweep recorded the number of
retailers who only asked for one piece and found
significantly higher compliance rates (64% as
opposed to 27% for private retail stores).® More-
over, the timing of the compliance sweeps fluctu-
ates in BC and is static in Alberta, taking place
at the same time every year. Further, whereas
retailers in Alberta have regularly received
written prior notification of the upcoming com-
pliance sweeps, no such warnings are given out
in BC, as the LCLB recognizes that such checks
should be done “on a random basis”.” Also, the
legal drinking age in BC (as with most provinces)
is 19 years old, while in Alberta it is only 18 years
old.

The BC studies showed that public stores con-
sistently had higher compliance rates than the
private stores, often by a margin of 2 or 3 to 1.
The public stores had an average compliance
rate of 70%, compared to the private stores’
average of 35%.™ This means that, in each of the
five years where a comparison is available, public

stores more often than not asked for two pieces
of identification. In contrast, with the exception
of 2011, each year private stores fell significantly
short of a 50% compliance rate. At the same time,
and leaving aside a slip in 2009, the public stores
showed continuous improvement in their per-
formance. The private stores, on the other hand,
remained relatively stagnant, failing to signifi-
cantly improve their compliance rate.

In 2010, the BC provincial government amended
the liquor laws to allow the state to hire minors
as part of its enforcement strategy. This enabled
the LCLB to legally charge offending stores
identified during its compliance checks, rather
than just remind those stores of their legal
duties. Under this new program the LCLB has
inspected a quarter of the province’s private and
public stores. Results to date have confirmed
the pattern of private retailers selling liquor to
minors more often than publicly-owned stores.
Whereas only 2% of public stores failed to turn
away the LCLB’s undercover minors, 18% of the
private retailers went through with the sale (see
Table 9). In the case of the public stores, the 2%
translates into 1 recorded instance of a sale to
a minor, whereas 32 separate cases were identi-
fied with private retailers.”” The report also notes
instances where the requirement for identifica-
tion and/or the likelihood of the customer being
a minor was acknowledged by the sales clerk but
was disregarded when the undercover minor was
unable to present suitable documents.” Although
it is unclear whether such instances occurred at
the single violating public store or at the various
violating private locations, it is obviously more
likely to have occurred at the latter.

Preliminary results of enhanced enforcement
efforts by the BC government indicate sub-
stantially improved compliance on the part of
both public and private liquor stores. They also
indicate that, even in the context of improved
behaviour over all, public stores have neverthe-
less demonstrated a superior ability to uphold
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liquor laws prohibiting sales to minors. Private
retailers, those motivated by individual profit
over public good, have not performed as well.

Liquor Sales to Minors in Saskatchewan

The Saskatchewan Liquor and Gaming Asso-
ciation (SLGA) has recently begun age compli-
ance checks across the province using a similar
method as in BC. This represents a change from
the prior practice of occasional age compliance
sweeps conducted in conjunction with police
forces. Results are not yet publicly available.

Listing Policies

Low compliance rates and high enforcement
costs are only part of the story of privatized
liquor markets. Another aspect is the loss of cap-
acity to regulate which alcoholic products may
be sold. The consequences of such a loss were
recently highlighted by a policing initiative in
Edmonton, Alberta.

Alcohol was at the centre of a recent investiga-
tion into street violence in McCauley, a high-
crime downtown area.™ The initiative, called a
Neighbourhood Empowerment Team, was jointly
undertaken by the Edmonton Police Service and
a social worker from the City of Edmonton. At
the outset, the Deputy Police Chief noted that,
“the research actually indicates the restriction
of alcohol in certain areas of a community may,
in fact, assist in being able to reduce violence
within that community.”” In McCauley, the Team
found that violence was linked to public intoxica-
tion, or “over-service”, which they linked to the
consumption of “high percentage, large volume
alcohol.” Known colloquially as ‘forties’ because
of the 40 fluid ounces bottles in which they are
sold, such products have an alcohol percentage
upwards of 7%, reaching as high as 11%. As noted
by Kris Anderychuk, the social worker involved
in the Team, a single ‘forty’ contains the same
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amount of alcohol as seven regular-strength
beers (341mL at 5%).” ‘Forties’ could be found in
McCauley for around $5.7 Taking into account the
alcohol content and local cost, the McCauley con-
sumer is paying only $0.72 for each beer equiva-
lent. The marketing of such products amounts to
a form of “predatory retailing”, under which indi-
viduals vulnerable to alcoholism are exploited for
profit.

Edmonton police publicly announced that,
through an appeal to the AGLC, they had sought
provincial government support in addressing
such ‘predatory retailing.” But action to restrict
the availability of alcohol was nevertheless
deferred to the corporate sector. The culmina-
tion of the Neighbourhood Empowerment Team’s
work in McCauley was the 17 February 2012
announcement by Molson-Coors that the sale of
“Black Label”, its widely-consumed forty, would
be discontinued in Alberta.”® Removing Black
Label from the shelves was certainly a laudable
move. It should be noted, however, that while
Black Label was the drink of choice for 45%
of those found by the Team to be drinking in
public,” it was not the only such product avail-
able in Alberta. According to the AGLC, there are
currently 12 similar products on the market in the
province.®* Even without a favoured product, in
the absence of effective government regulation,
‘predatory retailing’ continues.

A producer of several problematic alcohol
products, including two of the most popular
among those interviewed in McCauley, is a
Calgary-based brewing company called Minhas
Brewery. On the company’s website, the owners
praise Alberta’s privatized liquor system for
allowing easier introduction of new alcohol
products. Indeed, since privatization in 1993,
the number of liquor products available in
Alberta has grown from 3,300 to 15,929 in 2011.
Even though the small size of the average retail
store means that most carry but a fraction of
all available products, the AGLC promotes this



increase as a sign of privatization’s success. But
does facilitating the introduction of new alcohol
products necessarily serve the public interest?
A centralized body regulating the liquor supply
could potentially guard against the introduc-
tion of harmful or exploitative products, such as
‘forties.” Society would then be spared the public-
health costs related to alcohol abuse. Vulner-
able individuals would be protected against
‘predatory retailing.” The public good could be
favoured over private profit. While Molson-Coors
is to be applauded for its decision to consider
the public interest along with corporate profits,
the fact remains that an array of ‘forties’ can still
be found on Alberta shelves. The Molson-Coors
example ultimately better illustrates the many
failures, rather than the lone success, of industry
self-regulation.

Another outcome of the Team’s efforts in
McCauley was an educational campaign to inform
both vendors and customers about the potency
of the high-percentage, large volume drinks,
as alcohol equivalency is not included on the
products’ labels. Called the “1=-What?” campaign,
efforts included distributing posters and small
stickers to be put up in local liquor stores. Of
the four local retailers, it is revealing that one
chose not to participate out of concern that the
materials would dissuade potential customers
from making a purchase, which, of course, was
precisely the intent of the program.®!

Even prior to privatization, the Alberta govern-
ment exhibited an unwillingness to curtail sales
in deference to public-health concerns.’? While
the ALCB was responsible for determining which
liquor products were available in the province,
the official listing policy emphasized economic
criteria in deciding whether to list particular
products. Sales history and supply potential were
stressed. There were no explicitly public health
related selection criteria.®® Alberta has long
suffered under a liquor market that, even prior
to privatization, failed to consider broad social

criteria in decision-making over which products
to allow on the province’s shelves. Even prior
to privatization, profit eclipsed other criteria.
While Alberta practices may have brought more
products to the liquor stores, offering more
choice to consumers, examples of ‘predatory
retailing’ make clear that consumer choice was
purchased at an exorbitant social cost.

Measuring the Social
and Health Repercussions
of Retail Privatization

As gradual incursions of private interests into
the liquor market or outright repeals of public
monopolies have become more common across
North America and elsewhere, the potential role
of privatization in aggravating the social repercus-
sions of alcohol abuse has increasingly come
under study. Using long-term data on the fre-
quency of certain events associated with alcohol,
researchers have sought to determine if there is
a significant statistical association between these
events and policy decisions favouring privatiza-
tion or liberalization of liquor controls. Sophis-
ticated statistical models are often employed in
order to produce refined and accurate conclu-
sions. To date, such studies focusing on Canada
have analyzed suicides, drinking and driving
deaths, and alcohol-related deaths, with differing
results.

A 2007 study into the effect of liquor privatization
on suicide rates in Alberta found a significant rela-
tion. The authors characterized privatization as a
three-stage process beginning with the opening of
private wine stores in 1985 and culminating in the
mass-privatization completed by 1994. In conclu-
sion, the authors state, “Each of the three stages
of privatization was associated with a significant
increase in male and female suicide mortality
rates, with the single exception of female suicide
mortality rates following the 1994 privatization
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event. The majority of these effects were best
characterized as temporary, but for males and
females the 1985 change was associated with a
permanent increase.”®

An earlier study into the impact of Alberta’s pri-
vatization on drinking and driving fatalities in the
province concluded that there was no evidence of
negative repercussions. Study authors asserted
that, “privatization of total sales had no signifi-
cant net effect on the number of fatal traffic
crashes in the province.”® As the authors note,
drinking and driving fatalities across Canada
had been declining sharply since the 1970’s,
and Alberta followed this national trajectory.
However, other researchers note that over the
time-period analyzed in the study, several new
anti-drunk driving initiatives were implemented
in the province which may have dampened any
potential effects of privatization.® Further, the
major increase in outlet density meant that intoxi-
cated individuals driving to and from a liquor
store generally had less distance to travel, which
may have diminished the likelihood of being
apprehended.

A recently published study on British Columbia’s
2003 move to vastly increase the role of private
liquor retailers in the province found a link to a
significant increase in alcohol-related deaths.
Using an advanced statistical analysis, the
researchers were able to determine that between
2003 and 2008, every additional private liquor
retailer per 1,000 residents aged 15 or over
“increased local alcohol-related mortality by
27.5%.” Or, put another way, “a 20% increase in
private store density increased local alcohol-
related mortality by 3.25%.”% Moreover, the
report also found that an increased proportion of
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private to public liquor retailers was also linked
to increased rates of alcohol-related deaths.

These few studies notwithstanding, most
academic research into liquor privatization does
not include an analysis of public health implica-
tions. Nor does most public health research on
alcohol focus on retail privatization. However,
privatization is associated with increased alcohol
consumption, and there is substantial literature
on the public health implications of rising con-
sumption levels.® Insofar as it is established that
privatization leads to increased consumption
and that increased consumption leads to public
health impacts, it is possible to make some pre-
liminary claims about the public health impacts
of liquor privatization.

A major Swedish research project, Canadian
Alcohol Experiences and Nordic Perspectives,
analyzed the relationship between alcohol con-
sumption in Canada over the second-half of the
20th century and various public health indi-
cators. In total, the research found a general
correlation between average per capita consump-
tion and various types of deaths, including those
specifically alcohol-induced,® those due to liver
cirrhosis® and accidents,” suicides’* homicides
as well as overall death rates.* The impacts
were often quantified in relation to a one litre per
capita increase in pure alcohol consumption, so
that for Canada, for instance, a one litre increase
was found to be associated with a 30% increase
in deaths due to alcoholic liver cirrhosis,” a 4%
increase in suicides,”® a 1.7% increase in total
moralities,” as well as an additional 7.8 accidental
deaths® and 21 homicides for every 100,000 indi-
viduals.*® These studies clearly indicate that
alcohol is a major public health concern. Policies
that lead to increased consumption levels carry
serious repercussions for individuals and society.



Conclusion

Government liquor policy has major economic
and social implications. Alcohol is described
by the World Health Organization as “a major
global contributing factor to death, disease, and
injury.”’® Alcohol has affected the lives of count-
less Canadians in devastating ways. Federal and
provincial governments in Canada expend enor-
mous amounts of resources in their attempts to
address some of the negative outcomes of alcohol
use and abuse. Think, for instance, of long-
standing, nation-wide programs to address drunk
driving and fetal alcohol spectrum disorder. The
public resources invested in managing liquor
and its social effects mean that whether one is
an alcoholic, a casual consumer, or an abstaining
member of the public, alcohol consumption and
government liquor policy affect everyone. Even
non-drinking Canadians are part of a society that
has an alcohol problem.

As a widely and frequently consumed drug,
societies around the world have deemed alcohol
a substance in need of public control. Prohibi-
tion has proved ineffectual, impossible to enforce
and likely more costly to society than con-
trolled access. Therefore, the public mandate in
the production, distribution, and sale of liquor
products is to limit access (both economically
and physically), to collect revenues to compen-
sate for the attendant social costs, and to educate
the public about the negative consequences of
consumption.

The question, then, is how to best to fulfill this
mandate. The evidence provided in this study
indicates that a public monopoly of liquor distri-
bution provides the most effective mechanism for
rationally managing the consumption of liquor.
That is, a public monopoly is most capable of
maximizing the economic return to the public

purse while limiting social harms and their costs.
A monopoly provides the greatest efficiencies
in distribution, allowing maximum revenues to
accrue to government from any pricing policy.
A publicly-owned monopoly ensures that the
difference between wholesale cost and retail
price — profit — goes directly to government
coffers. A major example of the benefits of the
monopoly system was the recent experience in
Saskatchewan, where the provincial government
implemented an increase in liquor prices, which
simultaneously led to a decrease in consump-
tion and an increase in government revenue.
Government can use the profits from liquor sales
to offset the extensive social costs generated by
alcohol consumption. Moreover, a government
monopoly grants the liquor authority full control
over product pricing and the number and loca-
tion of retail outlets. Given that these factors
significantly bear on alcohol-related harms, this
authority provides government with another
mechanism through which to reduce social costs.

As shown in this report, loosening controls on
alcohol availability through measures such as
retail privatization increases the risk of increased
alcohol-related social harms while minimizing
government’s ability to raise necessary revenue
from liquor sales. In Alberta, high prices and low
taxes continue to prevail. In Saskatchewan, on
the other hand, higher prices have meant more
revenue and lower alcohol sales.

The evidence from the privatization initiatives in
Alberta and British Columbia shows that in addi-
tion to the massive expansion of liquor outlets,
private retailers in both provinces have been
more inclined to sell liquor to minors, likely due
to the inherent conflict of incentives created by
the profit motive in a privatized retail system. In
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Alberta, responding to the very low level of com-
pliance with the province’s liquor laws required
a major increase in the operating budget of the
provincial regulatory board, and thus a decline in
the overall economic efficiency of the market in
providing net revenue to the government.

In Alberta and British Columbia, liquor retail
privatization has meant high liquor prices but low
government revenue. Further, the increased avail-
ability of alcohol and its lax regulation contravene
recognized methods for protecting public health.
Seeking to boost economic activity by privatizing
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the liquor industry is a losing game — there are
always more costs borne on the general popula-
tion than the benefits accruing to the government
from increased tax revenue, if there is any.

Maximizing social welfare is not achieved through
establishing low liquor prices or increased
customer convenience. Managing the supply
of alcohol, both economically and physically,
ensures the greatest level of social welfare, and
evidence indicates a public liquor monopoly
is institutionally superior to succeed at this
objective.
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