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Introduction 
This report will focus on the negative externalities of the alcohol sector in the United Kingdom (UK). 
When markets contribute to outcomes that are negative to society due to problems such as unequal power, external harms, or gaps in information, they fail. These failures are not intentional; they are the consequence of people acting in their own best interests. Governments usually respond with taxes, restrictions, or new market systems to promote better results though it is difficult to discover the ideal solution (Besharov, 2024). The alcohol industry provides a great example of this.
The alcohol industry in the UK has several negative externalities, including significant health issues and alcohol related violence. Policies such as minimum unit pricing have helped reduce consumption and reduce harmful drinking behaviors and related impacts. However, there are still problems, particularly when it comes to helping dependent drinkers and addressing the wider social and financial pressures of alcohol abuse (Sinclair et al, 2025) (Holmes, 2023) (Mathews et al, 2024) (Francesconi & James, 2022) (Kokole et al, 2022). Despite these costs, the free market consistently fails to account for them in the price of alcohol (Griffith et al, 2022). This report looks at why the UK alcohol market was failing by quantifying the negative externalities, what policy solutions have been put in place, and whether those solutions helped correct the market failure.
The Alcohol Sector and the Externality 
[bookmark: _Int_JB5VMQz0]In the United Kingdom (UK) 82% of adults over the age of 18 admit to drinking alcohol, 6% of those consume alcohol daily (YouGov, 2022). According to estimates from the Institute of Alcohol Studies (2026), alcohol production and sales contributed £46 Billion to the UK economy in 2014, making up 3.7% of all consumer spending and 2.5% of the Gross Domestic Product (GDP). The UK has longstanding cultural links to distilling and brewing, despite this alcohol consumption in the UK has been failing in recent years. More people are cutting back or quitting drinking altogether due to rising living costs and increased awareness of the health risks associated with alcohol. Per-capita alcohol consumption was predicted to decrease by almost 20% by the end of 2024 compared to 2019. Indicating a definite decline in overall drinking levels (Statista, 2025). According to Gov.UK (2026) the overall amount of Alcohol Duty receipts for the provisional 2025 – 2026 financial year to date is £10,464 million, which is £283 million (3%) less than the same period the previous year. 
Market Failure before the Policy solution 
The alcohol industry in the UK has several negative externalities, including significant health issues and alcohol related violence. Policies such as minimum unit pricing have helped reduce consumption and reduce harmful drinking behaviors and related impacts. However, there are still problems, particularly when it comes to helping dependent drinkers and addressing the wider social and financial pressures of alcohol abuse (Sinclair et al, 2025) (Holmes, 2023) (Mathews et al, 2024) (Francesconi & James, 2022) (Kokole et al, 2022).
Health problems – heavy drinking can harm nearly all major organs; alcohol abuse is associated with over a hundred different health problems. It is regarded as a chronic brain disorder that frequently relapses, and its wide-ranging effects have negitive impacts on health, social life and the economy (Gilpin & Molina, 2026).
Crime/accidents - domestic abuse, violent crime, and emergency service call outs are all closely associated with alcohol consumption. Violent behavior is particularly common in people with Alcohol Use Disorder (AUD). According to a forensic study, 72% of women with AUD had committed violent crimes, they were nine times more likely to violently reoffend after being released from prison compared to women with other substance issues. This demonstrates the significant link between alcohol abuse and violence (Mayer et al, 2023). According to the department for transport (2025) in 2023 there were 6310 casualties in collisions involving alcohol 1860 of those were killed or seriously injured.
NHS costs – according to research from the Institute of Alcohol Studies (2024), alcohol related harm costs England £27.4 billion annually. Alcohol duty, on the other hand only generates around £12.5 billion, therefore the money collected from alcohol sales is greatly exceeded by the harm done to the economy. The annual burden on the NHS alone is £4.9 billion. This demonstrates how alcohol abuse has a major financial impact on society and public services.
Alcohol was the primary cause of 280,000 estimated hospital admissions in 2019-2020. This is an 8% higher than 2016-2017 and 2% higher than 2018-2019 (NHS Digital,2022).

3.2 Simple Economic Diagram (Hypothetical)
Negative Externalities of consumption 
[image: ]
In a free market, the price of alcohol is set at the point where the supply curve (MPC) and demand curve (MPB) cross over, resulting in a market equilibrium at quantity Qe and Pe, as shown in figure 1. Even though it can seem efficient, the equilibrium ignores the wider expenses imposed on society and only accounts for the costs and benefits to those directly involved in the transaction. The true cost manufacturing is larger than the private cost alone because alcohol usage harms third parties, such as NHS patients, crime victims, and families. The external cost is illustrated by the gap between the MPC and the Marginal Social Cost (MSC) curves; the MSC curve is positioned above the MPC curve. Alcohol consumption is at Qe, which is more than the socially ideal quantity Q*, due to the market pricing not taking the social costs into consideration. The shaded triangle between Q* and Qe, which represents the net loss to society caused by the units of alcohol consumed over the efficient level, illustrates the deadweight welfare loss that results from this overconsumption. The cost is paid for my society as a whole rather than by the consumer or producer.
The Policy Solutions 
To address market failure, Scotland implemented Minimum Unit Pricing (MUP) in 2018. This policy measure raised the price of cheaper alcohol, which led to a decrease in alcohol sales and consumption, especially among specific groups. However, there are still issues with heavy drinkers and those who are dependent on alcohol (Holmes, 2023) (Nguyen et al, 2024) (Giles et al, 2024) (Rehm et al, 2022). Although MUP was implemented in 2012, lengthy legal battles, most notably the Scotch Whisky Association delayed the implementation until 2018.  These legal actions were a reflection of broader industry strategies that used intricate multi-level governance structures to prevent the policy from being implemented (Hawkins & McCambridge, 2021). The implementation of MUP for alcohol in Scotland in 2018 has produced empirical data demonstrating the policy’s efficacy and has encouraged its adoption in other areas, such as Wales in March 2020 and Ireland in January 2022. According to research from Scotland, MUP was linked to a decrease in general alcohol consumption after 2018; drinking levels decreased by about 12% compared to the pre-policy period.  The occurrence of excessive drinking showed little reduction, but the decline was particularly apparent among moderate drinkers (Nguyen et al, 2024).
In Scotland MUP operates by establishing a legally binding minimum price for each unit of alcohol, which was initially set at 50 pence and must be enforced in all retail settings. The strategy has been associated with a decline in alcohol sales, particularly in off-trade retail locations, and is designed to restrict the supply of low-cost, high-strength alcohol drinks (Holmes, 2023) (Stead et al, 2023) (Giles et al, 2024). A unit of alcohol is defined as 10ml of pure alcohol. Meaning under the new legislation, a standard pint of beer or cider can not be priced below £1.25, and wine must cost around £5. Similarly, a standard 70cl bottle of gin or vodka, which contains around 26 units of alcohol, will have a minimum cost of £13 (Hancock, 2020). All alcohol sellers in Scotland including supermarkets, off-licences, and convenience stores, are subject to the MUP policy. Which essentially prohibits undercutting below the minimum price and promotes a more consistent pricing structure throughout the market (Stead et al, 2023) (Holmes, 2023) (Giles et al, 2024).
The main aim of MUP is to raise the price of cheap, high-strength alcohol that hazardous and harmful drinkers tend to buy, leaving the cost of moderate drinking or premium products unchanged. Research indicates that the targeted groups and product types have seen the greatest reductions in alcohol consumption, suggesting that the policy is working as intended (Anderson et al, 2024) (Boniface, 2022) (Holmes, 2023) (Livingston et al, 2024) (Bokhari et al, 2024).
Evaluation of the Solution 
5.1 Evidence of Benefits and Costs
Benefits
According to Public Health Scotland (2023), alcohol consumption has reduced by 3%, this fall was mostly due to people buying less alcohol from shops, and off-licences. Sales in pubs stayed the same (Giles et al, 2024). alcohol related deaths have reduced by 13.4%, and alcohol related admissions have fallen by 4.1% since MUP being implemented (Public health Scotland, 2023). People in Wales bought 8.6% less alcohol than England when Wales introduced MUP, proving that MUP was working (Brennan et al, 2021). Nevertheless, according to Public Health Scotland (2021) prior to MUP, alcohol-related crime, disorder, and public nuisance were shown to be declining in Scotland. However, following the implementation, there was no statistically significant difference. 
Costs
MUP increases the price of cheaper alcohol which lowers consumption and related risks, but by doing so can increase financial hardship on people who are alcohol dependent. And not the wider market (Jiang & Room, 2023) (Holmes, 2023) (Davies et al, 2025) (Lam et al, 2023) (Maharaj et al, 2023). 
Small businesses have not experienced major issues because of MUP; it may have improved their ability to compete. However, it has resulted in a decline in alcohol sales which could reduce the revenue generated by companies in this sector (Stead et al, 2023) (Giles et al, 2024).
The current data and evidence are limited in demonstrating the cost of enforcing MUP. Researchers have noted that in order for governments to make more informed policy decisions, better methods are needed to measure these costs are required (Jankhotkaew et al, 2023). The cost of implementing regulations under other comparable policies may vary based on the size and nature of the participating businesses. More detailed and carful measurement is needed to fully understand these costs (Wardle & Akhundjanov, 2025) (Morikawa, 2023) (Daniels et al, 2024).


5.2 Simple Diagram Showing the Fix
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The diagram above shows the inital supply curve (S) ignores the social costs of alcohol harm and intersects with demand at the market equilibrium, resulting in an overly high quantity of Qe. MUP shifts supply upwards (MUP), functioning as a corrective control. As a result, quantity consumed decreases from Qe to Q*, the socially acceptable level, while the effective price rises from Pe to Ps.
Through the price system, externality is internalised. The private market price (Pe) was too low prior to MUP because producers and retailers were not motivated to account for social consequences such as crime or NHS costs. To accurately reflect the true social cost of alcohol consumption, MUP raises the price to Ps. As a result, quantity decreases from Qe to Q*, the socially optimal level at which the marginal social benefit of alcohol consumption is equal to its marginal social cost. The welfare gains from correcting the market failure is represented by the shaded region on the diagram, which shows the policy’s reduction of harmful consumption.
Conclusion 
In conclusion, the social costs of alcohol, which include £27.4 Billion in harm in England alone each year, far exceeding the £12.5billion collected by alcohol duty. The UK alcohol industry has long suffered from significant market failure. Rather than producers or consumers, society incurred a major deadweight welfare loss because of this excessive alcohol consumption above the socially optimal level. 
Minimum Unit Pricing has shown promise as a partial but effective solution. By establishing a price floor of 50p per unit, MUP lowered consumption by 3 % in Scotland and helped cut alcohol-related mortality by 13.4%, bringing consumption closer to the quantity that society considers optimal. However, the policy has a limited impact on dependent drinkers and generates no additional tax revenue. 
MUP has significantly decreased the externality overall, although it functions best as part of a wider public health strategy.
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Figure 2: An indirect excise tax on alcohol (demerit good)
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Figure 1: Negative externalities of alcohol consumption: MSB < MPB




