
Sample Question: Alcohol ‘Prohibition’ (worth 5 (purely

notional) points

Please attempt the following sample question, relevant to the first Term Test:

Suppose the Government of Ontario sought to introduce a complete ban on drinking al-
cohol, on the basis that alcohol has adverse health effects. Assume that the objective in
implementing this policy is to reduce alcohol consumption at reasonable cost.

What do you anticipate the primary costs of the policy would be? How successful would you
anticipate the policy to be, and why?

[The historical experience here is instructive. It may be worth considering the effects of
‘Prohibition’ in the United States (which ran from 1919 to 1933) as a parallel historical
experiment, and also in Ontario, prior to the founding of the LCBO in 1927. Prohibition
in the US reduced consumption initially, but produced all sorts of unforeseen, undesirable
consequences.]
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Answer

Here are two versions of the answer. The first is more concise, while the second is more
discursive so more background can be covered. In an exam, the former would definitely
be preferable: I will usually indicate how many sentences are required in order to give the
‘perfect’ answer – that is, one that earns full points. (The first answer below uses three
sentences.)

Version 1: three-sentence version

Given the objective, the policy would be likely to reduce consumption, with associated
health benefits, though it would be unlikely to switch consumption off altogether. Against
the benefits, the enforcement costs would almost certainly be very high, given the popularity
of alcohol and the likelihood that an underground trade in the production and distribution
of alcohol would emerge to meet demand. In line with past experiences with prohibition, it
is doubtful the benefits would outweigh the costs, especially if the reform prompted a general
expansion in criminal activity.

Version 2:

Alcohol consumption is popular. To try and stop people consuming alcohol would therefore
generate a great deal of active resistance, leading to very high enforcement costs. In partic-
ular, the enforcement authorities would need to disrupt clandestine alcohol production that
would not be easy to detect, and they would need to break into people’s houses and stop
them consuming. That would be costly and unpopular.

Past experience suggests that there would very likely be significant indirect costs associated
with ‘bootlegging’: by banning alcohol sale and consumption, prohibition would promote a
large underground trade in alcohol by raising its profitability. This trade would naturally
attract criminal activity, given the profits and the illegality, that could have adverse spillovers
elsewhere in society: this has been very much the case with the drugs trade.

Alcohol consumption would be likely to decline, both because the direct costs would increase
and through stigma associated with the now-illegal status of alcohol consumption. This
should yield health benefits. Close to borders, however, consumption would be expected to
fall by less, due to the availability of cross-border substitutes (assuming prohibition did not
apply over the border). Even though consumption would be likely to fall in the aggregate,
bootlegged alcohol would not be regulated (obviously), and might be of especially low quality
(or even poisonous) as a result. This could generate harmful effects on health. With no
official production or consumption, tax revenue would fall to zero.

Overall, the policy would be be likely to achieve the objective of reducing consumption, but at
very high cost to society. To the extent that criminal activity would become more profitable,
it is possible that organized crime could take a deeper hold in society, with undesirable
broader consequences.

2



Previous episodes

In the historical US and Canadian cases of prohibition, consumption did fall (by an estimated
35 percent in the US), due to the higher costs of getting hold of now-illegal alcohol and
the stigma associated with breaking the law; enforcement was somewhat half-hearted; and
criminal activity proved to be a major problem, the regulation creating a vast underground
economy that was highly profitable and difficult to contain. The fact that tax revenue fell
to zero was a strong argument leading to the eventual ending of prohibition.

[For background, you might consult the interesting paper by Miron and Zweibel in the
Journal of Economic Perspectives, 9(4), (Fall 1995). The article’s title is “The Economic
Case against Drug Prohibition.”]
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