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How do you get the most use out of booze?

That's the question two Russian ministries are facing as they struggle to generate revenue for
the state budget from the excise tax on alcohol.

The Finance Ministry has proposed a bill raising the excise on liquor containing more than
9% ethyl alcohol from 500 to 523 rubles in 2017, the Vedomosti newspaper reported. But the
Ministry of Economic Development has a different idea: It previously proposed cutting the
excise tax by a third to 360 rubles.

The two ministries agree on their goals: they want to generate budget revenue, discourage the
illegal production of alcohol, and “legalize” alcohol producers who would otherwise operate
on the shadow market. But they disagree about how best to do that.

Since 2013, the excise rate has nearly doubled, and the legal production and sale of vodka has
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consequently decreased by 30 percent. But the Union of Alcohol Producers says legal
production is growing. It has asked the government to lower the excise tax or at least leave the
current rate in place. A lower excise tax would attract more producers back to the legal
market, while maintaining the current rate would feed money into the state budget and
support the gradual growth of legal production, producers told Vedomosti.

In the first 8 months of 2016, legal vodka production grew by 4.4% to 40.6 million decaliters,
before declining in the last three months. Meanwhile, excise tax revenue has grown by 24
percent to 97.9 billion rubles ($1.6 billion).

Vadim Drobiz, an expert on alcohol markets, credits improved technological control over
alcohol sales, which makes illegal production more difficult, with much of this growth. In
2017, he expects that legal production will increase by 7-8 percent at the current excise rates
or 5-6 percent at the ones proposed by the Finance Ministry.

The Finance Ministry's bill is currently being reviewed by the state ministries and will also
face parliamentary debate.
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