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PREFACE

Barents Group LLC of KPMG Peat Marwick LLP was asked by the Alaska
Cabaret, Hotel, Restaurant and Retail Association to study a proposal by the State of
Alaska Long-Range Financial Planning Comm’ssion (“the Commission”) to increase the
State cigarette tax by $1 per package frcm $0.29 to $1.29 starting in fiscal year 1996.
This report, which describes our Findings, has an Executive Summary, four parts, and a
technical appendix. Part | is an introduction, Part Il describes the methodology used to
evaluate the Commission’s analysis, Part m describes our results, and Part IV provides
our conclusions.
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EXECUTIVE SUMMARY

Barents Group LLC of KPMG Peat Marwick LLP was asked by the Alaska
Cabaret, Hotel, Restaurant and Retail Association to study a proposal by the State of
Alaska Long-Range Financial Planning Commission (“the Commission”) to increase the
State cigarette tax by SI per package from $0.29 to $1.29 starting in fiscal year 1996.
The Commission estimates that this proposal would increase cigarette tax revenues (in
constant 1996 dollars) by $42 million per year for the period 1996 to 2000 (and beyond).

KPMG Barents found several major shortcomings in the Commission's estimating
procedures that lead to a substantial overstatement of the net revenue impact of the
proposal. The Commission assumed an unrealisticaily low responsiveness of cigarette
consumers to changes in the price of cigarettes. The Commission also ignored the
tendency~76r~~consumer responsiveness |,, increase with time.  Furthermore, the
Commission ignored the long-run decline in per-capita cigarette consumption observed in
Alaska and in the United States in general. Finally, the Commission misstates the
revenue potential of a fixed, per unit tax in the context of inflation. Each of these
considerations contributes to an overstatement of potential revenue gains from the tax
proposal.

In summary, KPMG Barents found that the Commission overstated the revenue
potential of the proposed tax by almost $10 million (29 percent) in FY 1996, and by $25
million (146 percent) in FY 2000. Consequently, the proposed tax would play a much
smaller role in closing Alaska’s growing fiscal gap than claimed by the Commission. The
tax would also increase the bootlegging of cigarettes in Alaska, in connection with
military installations, Indian reservations, or other nontaxed alternatives. Finally, as a
result of declining cigarette demand, the State increase would reduce local tax collections
in Anchorage, Juneau, and Fairbanks by a total of $5 million over the 5-year period.



I. INTRODUCTION

The State of Alaska Long-Range Financial Planning Commission (“the
Commission™) has proposed a Sl per package increase in the State cigarette tax. The
reason for this tax increase is to help close a widening deficit in State finances for fiscal
year 1996 (FY 1996) and beyond. The Commission estimates a deficit of $513 million
for FY 1995 and forecasts a deficit of over $1.3 billion by FY 2000 without changes in
current State fiscal policy.1

A 345 percent increase in the Slate cigarette tax from $0.29 to $1.29 will have a
number of unintended effects in the State. These effects include: (1) continued shortfalls
in state government revenues; (2) a loss in revenue to major municipal governments; (3)
increased illegal activity because of the bootlegging of tax-free cigarettes from
jurisdictions not covered by the state’s taxing authority, military bases for example; and
(4) deterioration in the distribution of income due to the regressive nature of the tax.

The Commission estimates that a $1 per package increase in the cigarette tax will
raise an additional $42 million per year (in constant 1996 dollars) during the period FY
1996 through FY 20002 These estimates, however, are based upon several questionable
assumptions that overstate the revenue potential of the tax, and will result in the State’s
revenue goals not being met.

First, the Commission be'.ieves that consumers would be unlikely to materially
adjust their purchasing behavior in response to significantly higher cigarette prices caused
by the tax increase. In other words, the Commission assumes a “demand elasticity” much
lower than reported in most peer reviewed professional journals. The scientific evidence
suggests that following the proposed tax increase, cigarette sales, and, hence, tobacco tax
revenues, would fall much more than the Commission believes.

Second, the Commission makes no reference to the long-run decline in smoking
per capita in Alaska and nationwide. Taking this into account further lowers the revenue

potential of a tax increase.

Third, the Commission ignores long-run factors specific to Alaska that are likely
to further erode potential tax revenue gains. Tax-free cigarette sales at military
installations are likely to rise substantially, through legitimate sales and through
bootlegging, if the proposed tax increase becomes law. Even under the existing tax
regime, an extraordinarily large share of cigarette sales in the State already occur through
military bases.

1 See State of Alaska Long-Range Financial Planning Commission, 1995, p. 1. These amounts are

expressed in FY 1996 dollars.
2 See State of Alaska Long-Range Financial Planning commission, 1995, p. 3 and p. 26.



Finally, the Commission misstates the revenue potential of a fixed, per-unit tax in
an inflationary environment, which also contributes to an overestimation of potential new
tax revenue.

In addition to the impact on State tax collections, we also find that the proposed
tax increase will directly reduce the tax collections of Anchorage, Fairbanks, and Juneau.
This reduction will result from the tax-induced decline in demand for cigarettes that are
subject to local taxation in these jurisdictions.

Interest in the distributional consequences of taxes has historically been a major
concern in tax policy debates. The concern is particularly acute for lower-income
taxpayers, for whom even relatively small dollar increases in tax burden can require
disproportionately large sacrifices. The 345-percent increase in cigarette taxes will
represent a much larger percentage of income for lower income residents than for
wealthier residents. This will adversely affect the distribution of income within the State
and make the tax system more regressive.

In nummary, we find that the Commission overstates potential revenue gains of
the proposed tax increase by 29 percent in FY 1996, and by FY 2000, overstates potential
revenue gains by 146 percent. In addition, the decline in local tax revenues collected by
Anchorage, Juneau, and Fairbanks, which the Commission does not discuss, will be
approximately $1 million per year. Indeed, revenues may be even lower due to increased
bootlegging. Finally, the tax increase will fall most heavily on the lower-income portion

of the State’s population.



[l. METHODOLOGY

The central relationship in our study is the demand for cigarettes. This
relationship explains how cigarette consumers react to changes in the price of a pack of
cigarettes.3 This relationship also describes the decline in smoking nationwide, in
particular, and how changing consumer preferences affect demand. Finally, the demand
for cigarettes is affected by inflation when fixed, per-unit taxes are not indexed to the
price level, as they are not in all states.

This section briefly discusses each of these considerations. The Technical
Appendix explains these factors in greater detail.

The Demand Elasticity for Cigarettes

A demand elasticity describes how responsive consumers are to a change in price.
If a large percentage increase in the price of cigarettes is followed by a larger percentage
decline in the consumption of cigarettes, then economists say that the demand for
cigarettes is “price elastic,” that is, very responsive to a price change. There have been
many studies of cigarette demand, dating back to at least 19334. Among these, some
carry more influence than others, especially those articles that appear in peer reviewed
professional journals. Among the peer reviewed articles cited in this report, the average
demand elasticity is -0.619; the average long-run demand elasticity is -1.033s. The
Commission assumes an elasticity of -0.333, which is at the very low end of the estimate
range of all the peer reviewed publications.6 By choosing a lower-bound elasticity
estimate, the Commission overestimates die potential revenue gain, because a low
elasticity implies that consumers purchase roughly the same quantity of a commodity,
regardless of its price.

Moreover, elasticities tend to increase over time, as consumers leam to adjust to
price changes. The Commission ignores this consideration entirely.

As a simple example, assume the average retail price of cigarettes is $2 per pack.
A $1 per pack tax increase will raise the price by 50 percent. A price elasticity of -0.33,
as assumed by the Commission, implies a 16.5 percent drop in consumption; i.e., tie
percent decline in demand is equal to -0.33 multiplied by the percent increase in price.
On the other hand, a short-run elasticity of -0.619 implies a 31-percent drop in demand,
and a long-run elasticity of -1.033 implies a 52-percent drop in demand. This drop in
demand affects not only the revenues from the proposed $1 per pack tax increase, but also
reduces the number of packs on which the current $0.29 tax per pack tax is collected.

3This is the elasticity of demand for cigarettes. See Technical Appendix.

* See References.

5See Appendix Table A-3 for full list of elasticities.

6The Commission docs not explicitly identify its elasticity; however, it can be inferred from their data. See
Technical Appendix.



Such differences in estimating future consumption indicate that the Commission has
significantly overstated potential tax collections.

Declining Cigarette Consumption

Per-capita cigarette consumption peaked in the United States in the mid-1970s,
and has declined steadily since then.7 Total cigarette consumption has declined more
slowly, because the decline in per-capita consumption has been partially offset uy
population growth. Trends in Alaska are similar to those for the nation overall. From
1984 to 1994 in the United States, per-capita cigarette consumption declined at a
compound annual rate of -2.9 percent, whereas total cigarette consumption declined more
slowly at a compound annual rate of -2.1 percent. Comparable figures for Alaska are -3.4
percent and -2.2 percent. The difference between the decline in per capita consumption
and total consumption is slightly greater in Alaska that in the U.S. as a whole because
Alaska’s population has tended to grow more rapidly. Based on this experience, we
assume that, holding cigarette prices constant, the demand for cigarettes declines by 2
percent per year from 1995 through 2000.8

The Commission ignores this long-standing decline in cigarette consumption,
which also contributes to an overstatement in the revenue potential of the proposed S1 per
pack tax increase. After 5 years, the Commission’s assumption leads to annual
consumption and tax collections being overstated by approximately 10 percent.

Inflation and Revenue Estimates

Inflation affects the revenue potential of the proposed tobacco tax in at least two
ways. First, the State cigarette tax in Alaska is a per-unit tax (currently, 29 cents per
pack), and like all other states, is not indexed to inflation.9 Therefore, holding constant
the quantity of cigarette packs sold, nominal cigarette tax revenues will remain constant
through time (29 cents multiplied by the number of packs sold). The real (i.e., inflation-
adjusted) value of these tax revenues would fall due to the declining purchasing power of
the dollar. The Commission assumes that the real value of tax revenues remains constant
at $42 million per year.10 With inflation and declining demand, this is not possible. If the
annual inflation rate is estimated to be 3.4 percent, the most recent official long-run
forecast by the Congressional Budget Office (CBO), the real value of a $1 per pack tax
increase will have fallen to about $0.85 after 5 years.

1See The Tobacco Institute, 1994, p. 3.

8 These growth rates are calculated from data presented in The Tobacco Institute, 1994, p. 6, p. 194. Of
course, assuming a higher rate of decline would reduce tax revenues even further.

9 No state indexes its per-unit tobacco tax to inflation. See The Tobacco Institute, 1994, p. 9.

10See State of Alaska Long Range Planning Commission, p. 3, p. 26.



The Commission also ignores a second aspect of inflation, which tends to
understate collections. The price per package of cigarettes can be broken into two pans:
a nontax component and a federal plus state tax component. The nontax component is
likely to rise with increases in the general price level. As indicated above, per-unit
federal and State taxes are not indexed to inflation. Consequently, the inflation-adjusted
price per pack will fall through time (everything else the same), due to the declining real
cost of the tax burden. This effect is not considered by the Commission.

The nontax share is currently about 74 percent of the average Alaskan retail price
of cigarettes, but falls to about 49 percent under the proposed tax increase.ll The nontax
portion of the retail price will tend to rise with inflation, while the tax portion is fixed. If
we assume the nontax share grows with inflation at 3.4 percent annually, by the fifth year,
under the proposed Sl per pack tax increase, the real price will be overstated by
approximately 7 percent.l2 With lower real prices, actual demand will be somewhat
higher than would otherwise be the case.

The combined effect of the Commission’s assumptions and methodology is to
substantially overstate anticipated tax collections under the proposed $1 per pack tax
increase. The specific results of our analysis are discussed in the next section.

N The federal tax on each pack of cigarettes is $0.24 and the State tax is $0.29. The combined total tax rate
of $0.53 is equal to about 26 percent of the retail price. If the tax share increases by $1 per pack, to $1.53,
taxes will equal 51 percent of the retail price.

2 Four years of inflation at 3.4 percent results in an upward price adjustment for the nontax share of 14.3
percent. With a 1996 retail price of approximately $3 per pack following the proposed increase, the price
in 2000 would be equal to the nontax price of $1.47 increased by |A3 percent, or $1.68, plus the federal
and State tax of $1.53, for a total of $3.21. The Commission implicitly assumes ihe entire retail price is
increased with inflation, which would result in a 2000 retail price of $3.43 per pack, or 7 percent higher.



I1l. RESULTS

The most relevant numbers for the State to consider in budget forecasting are
current (or “nominal™) dollar estimates. That is, how much money is expected to flow
into the State treasury as a result of a given fiscal policy option. To be consistent with
actual collections, such estimates must take into account expected price inflation. On the
other hand, it can be useful to consider estimates expressed in constant dollars, provided
that the calculations properly account for those factors that change with inflation (e.g.,
pretax cigarette prices) and those that do not (e.g , cigarette taxes expressed as a fixed
amount per pack).

The Commission uses solely constant (or “real”) dollars, while KPMG Barents’
estimates are prepared both in current and constant dollars. To make the comparisons
more meaningful, we also present the Commission’s estimates in a form that adjusts for
the effects of inflation. Both approaches show that the Commission’s estimates are
significantly overstated.

Differences in 1996 Dollars

The results of our study in real 1996 dollars are summarized below in Table 1
That is, these figures are consistent with the constant-dollar concept reported by the
Commission. The table also shows the decline in local tax revenues not estimated by the
Commission.

TABLE 1

ESTIMATED TAX COLLECTIONS UNDER A $1 PER PACK INCREASE
(Millions of 1996 Dollars)

FY1996 FY1997 FY1998 FY1999 FY2000

KPMG Barents’ estimateI* 32.6 28.2 24.1 20.4 171
Commission’s estimate 42.0 42.0 42.0 42.0 42.0
Commission’s overestimate 94 13.8 17.9 21.6 24.9
Percentage overestimate 29% 49% 74% 106% 146%
Local revenue loss not -0.8 -0.9 -1.0 -1.1 -1.1

estimated by Commission

The KPMG Barents estimate expressed in real dollars shows the likely change in
cigarette taxes from the $1 per pack increase in the State tobacco tax. The tax increase
begins in FY 1996 with a net real revenue gain for the State of $32.6 million. This

B Isolated effect of a $1 per pack increase; transition from short-run elasticity to long-run elasticity is
spread over 5 years. That is, the short run elasticity is used in FY 1996, the long run elasticity is used in FY
2000, and the difference between the short-run and long-run elasticities is spread ratably over the
intervening years.



amount then falls consistently until FY 2000 when the real value of the net gain in tax
revenue is $17.1 million. In real terms, the Commission’s estimate remains constant at
S42 million per year. In FY 1996, the Commission’s estimates exceeds the KPMG
Barents estimate by $9.4 million (29 percent over KPMG Barents); by FY 2000, the
Commission’s estimates exceeds the KPMG Barents estimate by $24.9 million in real
terms (146 percent over KPMG Barents). Figure | shows these estimates graphically.
Clearly, the Commission has significantly overestimated the potential revenue in each
year.

FIGURE 1

COMPARISON OF KPMG BARENTS’ REVENUE ESTIMATE
WITH COMMISSION’S ESTIMATE (IN 1996 DOLLARS)

45

1996 1997 1998 1999 2000

Fiscal Year
0 KPMG Barents' Estimate m Commission's Estimate

The differences between the Commission’s estimates and the KPMG Barents
estimates are shown in Table 2. The largest single difference results from the
Commission’s use of a very low price elasticity of demand. By FY 2000, this single
factor accounts for a $17.4 million dollar gap. The historical long-run decline in demand
for cigarettes is also significant and accounts for a $3.7 million shortfall by FY 2000.
The last major difference is the impact of inflation on the retail price of cigarettes. Here,
the Commission apparently assumes that the average retail price in 1993 dollars will
remain constant in real terms over the forecast period. While the pretax price may remain
constant, existing federal and State cigarette taxes are constant in nominal terms, that is,

10



they are not adjusted for inflation.

By not including this effect, the Commission

overstates collections in FY 2000 by S3.9 million.

TABLE 2

RECONCILIATION BETWEEN COMMISSION’S
AND KPMG BARENTS ESTIMATES
(Millions of 1996 Dollars)

Commission's Estimate
Elasticity

Decline in demand
Inflation

KPMG Barents Estimate

Differences in Nominal Dollars

FY1996 FY1997 FY1998 FY1999 FY2000
42.0 42.0 42.0 42.0 42.0
9.1 -11.6 -13.8 -15.7 -17.4
-0.9 -1.7 -24 -3.1 -3.7

0.5 -0.6 -1.7 -2.8 -3.9
32.6 28.2 24.1 20.4 171

The results of our study in nominal dollars are summarized in Table 3. More
detailed results can be found in the Technical Appendix.

TABLE 3

ESTIMATED TAX COLLECTIONS UNDER A $1 PER PACK INCREASE
(Millions of Current Dollars)

FY1996
KPMG Barents estimate 32.6
Commission’s estimate 42.0
Commission’s overestimate 9.4
Percentage overestimate 29%
Local revenue loss not -0.8

estimated by Commission

FY1997

FY1998 FY1999  FY2000
29.1 25.8 22.6 195
43.4 44.9 46.4 48.0
14.3 191 23.9 28.5
49% 74% 106% 146%
-0.9 -11 -1.2 -1.3

The KPMG Barents estimate shows the likely change in cigarette tax revenue
from the $1 per pack increase in the State tobacco tax.4 Table 3 shows the tax increase
beginning in FY 1996, which implies a net revenue gain for the state of $32.6 million.
This revenue gain decreases until by FY 2000, the nominal value of this increment in tax
revenue has fallen to $19.5 million.15 Table 3 also shows the amount and the percentage

14 All values in the table are in nominal dollars. That is, they are not in real (i.e., inflation-adjusted) dollars.
15 The real value in 1995 dollars of this revenue gain in FY 2000 would be considerably less than S20

million.



by which the Commission’s calculations exceed the KPMG Barents estimate. In FY
1996, the Commission overestimates tax revenues by S9.4 million (29 percent over the
KPMG Barents estimate); by FY 2000, the Commission exceeds the KPMG Barents
forecast by $28.5 million (146 percent over the KPMG Barents estimate). Figure 2 shows
both the KPMG Barents estimate and the Commission’s estimate in nominal dollars.

FIGURE 2

COMPARISON OF KPMG BARENTS’ REVENUE ESTIMATES
WITH COMMISSION’S REVENUE ESTIMATES (ADJ. FOR INFLATION)

50
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Appendix Tables A-I and A-2 presents in detail the derivation of the KPMG
Barents estimates. Further discussion of the methodology is provided in the Technical
Appendix.

Local Tax Effects

The Commission projects that the fiscal gap in the State of Alaska will widen to
$861 million (1996 dollars) by the year 200016 The KPMG Barents estimate of $17.1
million (1996 dollars) represents only 2 percent of that gap. In addition, the proposed $1
tax increase will impair the revenue collection efforts of Alaska’s three largest municipal
governments: Anchorage, Fairbanks, and Juneau.

16See State of Alaska Long-Range Financial Planning Commission, 1995, p. 6.

»



Tables 4 and 5 show the local tax effects in 1996 and in current dollars. The
annual decline in collections is approximately SI million with about 80 percent of the
impact occurring in Anchorage. In 1996 dollars, over the five-year period, Anchorage
collections will decline by a total of $4 million, Fairbanks will lose about 5700,000, and
Juneau will lose about 5300,000. Collections for these three municipal governments will
decline by a total of almost 55 million dollars over the five-year period.

TABLE 4
ESTIMATED IMPACT OF $1 STATE CIGARETTE TAX INCREASE

ON LOCAL TAX COLLECTIONS
(Thousands of 1996 Dollars)

City FY1996 FY1997 FY1998 FY1999 FY2000 Total
Anchorage -659 -735 -802 -861 -914 -3,971
Fairbanks -115 -128 -140 -150 -159 -691
Juneau -46 -52 -56 -61 -64 -279
Total Local Taxes -820 -914 -998 -1,072 -1,137 -4.942

The total decline in local tax collections expressed in current dollars will be
similar to the 1996 dollar figures, although somewhat higher due to the effects of
inflation. The decline in collections for the three municipal governments over the five
year period is $5.3 million in current dollars. Table 5 shows those figures.

TABLE 5
ESTIMATED IMPACT OF $1 STATE CIGARETTE TAX INCREASE

ON LOCAL TAX COLLECTIONS
(Thousands of Current Dollars)

City FY1996 FY1997 FY1998 FY1999 FY2000 Total
Anchorage -659 -760 -858 -952 -1,044 -4,273
Fairbanks -115 -132 -149 -166 -182 =744
Juneau -46 -53 -60 -67 -73 -300
Total Local Taxes -820 -945 -1,067 -1,185 -1,300 -5,318

Military Sales and Bootlegging

The proposed tax increase would make the combined State plus federal cigarette
tax higher in Alaska than in any other state.I7 Given an average retail price of $2.01 per

17 Michigan currently has the highest state cigarette tax rate at 75 cents per pack.
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pack in Alaska, this amounts to a 50 percent increase in the price of cigarettes.B
Consequently, consumers of cigarettes sold in Alaska would have an incentive to reduce
their consun otion of taxable cigarettes. Some people would do this by smoking less;
others would seek nontaxable or lower-priced sources of cigarettes. There are four ways
by which lower priced cigarettes may be attained: cross-border purchases, purchases on
Indian reservations, purchases on military installations, and bootlegging. Although
Alaska has a long border with Canada, two of its major cities (Anchorage and Fairbanks)
are not in close proximity to it Moreover, cigarette tares in the two bordering
jurisdictions (Yukon Territory and British Columbia) would remain higher than in
Alaska, even with the proposed tax change. Consequently, there would be little incentive
for cross-border purchases. Similarly, there is only one Indian reservation in Alaska
(tribal land on Annette Island) where State and federal cigarette taxes are not levied.
However, this jurisdiction is relatively small and isolated and would not be a major
source of cigarettes.

Legal and illegal (bootlegged) sales involving military installations could become
an even larger source of cigarettes in the State if the proposed $1 per package tax increase
is enacted. Cigarette purchases at military commissaries and exchanges are exempt from
federal and state taxes. Current and retired military personnel and their relatives enjoy
tax-free privileges. The prices of cigarettes at military bases are, therefore, much lower,
and the 345 percent proposed tax increase can be expected to increase the propensity for
Alaska residents to purchase their cigarettes through alternative non-taxed means.

Although sales to nonfamily civilians are illegal, military personnel might sell
bootleg cigarettes to civilians off-base. Indeed, bootlegging appears to be widespread in
Alaska and elsewhere. In 1994, over 45 million cigarette packs were sold at military
commissaries in Alaska.B During the same year, taxable unit sales at civilian outlets
were 53.6 million packs. Thus, there are almost as many unit sales at Alaskan military
bases as elsewhere in the State. Indeed, if complete data were available for Elmendorf --
these figures include only 5 months of ElImendorf sales -- total military base sales would
likely be greater than taxable sales.2

One reason for the high sales volume at military installations is the relatively high
ratio of military personnel-to-resident population in Alaska. In 1992, this ratio was 4.2

18 See The Tobacco Institute, 1994, p. 194 for the average retail price of cigarettes in Alaska.

19 These data are from military scanning audits at four of the five major military bases in Alaska: Fort
Greely in Fort Greely, Fori Richardson in Anchorage, Fort Wainwright in Fairbanks, and Eielson Air Force
Base in Fairbanks. Scanning At EImendorf Air Force Base in Anchorage did not begin until March 1995,
and purchases at EImendorf typically equal the unit sales of the other four bases combined. There are nine
other military installations in Alaska, but cigarette sales at these other bases are small compared to sales at
the five major bases.

20 During the 5-month period for which Elmendorf data are available, average monthly sales at ElImendorf
were 3.3 million packs. If the same average monthly sales rate were to be applied to the other 7 months,
total military sales would increase by 23 million packs.

14



percent in Alaska, whereas the national ratio was 0.5 percent.2l However, legal sales to
military personnel and their families may constitute only a small pan of the high volume
of cigarette sales on military installations in Alaska. For comparison, in fiscal year 1993-
94 in California, taxes were paid on 1,824 million packages; tax-exempt sales on military
bases were only 79 million packages.Z2 Unlike most states, approximately half the entire
civilian population in Alaska lives within an easy commute of a military installation.23
Alaska has fourteen military installations with 24,559 active military personnel, 32,189
dependents, and 7,393 civilian employees. Eight of these installations are within 30 miles
of a population center. More complete details can be found in Table A-4 in the
Appendix.

Currently the 56.748 residents of Alaskan military bases purchase an average of
793 non-taxed packs of cigarettes per year. This compares with only 96 taxable packs per
year purchased from local businesses by the States 556,000 non-military residents.
Average per capita consumption in Alaska is 161 packs per yearA This implies that
residents of Alaskan military bases would be expected to smoke a total of 9.1 million
packs of cigarettes a year, and that the remaining 35.9 million packs purchased on
military bases are finding their way to the local population. If these 35.9 million packs
were purchased legally and, therefore, taxed, the State v/ould raise an additional $10.4
million in tax revenues each year at the current $0.29 rate. In addition to the $10.4
million of lost State revenue, the municipal governments of Anchorage, Fairbanks, and
Juneau are also, in effect, losing revenue. With the proposed tax increase, more cigarette
purchases are likely to occur through bootlegging, causing the State and local
governments to lose even more revenues.

Although it is not possible to estimate exactly the current level of this illegal
activity nor to estimate exactly the increase in bootlegging that would occur as a result of
this tax increase, experience in other states indicates that cigarette sales on military bases
surge after large increases in cigarette excise taxes.

21 For comparison, the ratio was 0.6 percent in California, 0.3 percent in lllinois, and 0.1percent inNew
York in 1992. See Statistical Abstract of the United States: 1992, p. 22, p. 338.

2 See California State Board of Equalization, Table 30B.

2 Approximately half of the resident population of .Alaska is concentrated in Anchorage, Juneau, and
Fairbanks and can easily travel to a military base.

2 WEFA Group estimate of population for 1995 (612,600) minus military.

5 Total cigarette consumption iw Alaska (53.6 million plus 45 million) divided by totalpopulation of
612,600.



FIGURE 3

TAX-EXEMPT CIGARETTE SALES IN CALIFORNIA, 1972-1994*

Fiscal Year
Actual Tax Exempt Salas “ - *Pre-1989 Trend

In 1989, California more than tripled its cigarette tax from 10 cents to 35 cents per
pack, which was the first increase in the State cigarette tax in 22 years. Cigarette sales on
military bases in the State jumped 18 percent that year.Z/ This increase can be clearly
seen in Figure 3. Also notable in Figure 3 is the deviation of actual tax-exempt cigarette
sales from the pre-1989 trend. Had the excise tax on cigarettes not been increased in
California, it is likely that tax-exempt cigarette sales would have continued to fall, as
shown by the trend line.

Even more dramatic was the surge in sales on the two major bases in Michigan
following the tripling of Michigan’s cigarette tax rate from 25 cents per pack to 75 cents
on May 1, 1994. Comparing the period October through April fjllowing the tax increase
to the same seven-month period immediately before the tax increase, tax-exempt unit
sales surged 53 percent on these two bases (Selfridge and K. I. Sawyer).

Bootlegging, of course, is not limited to military installations. In the face of
cigarette taxes that grew to roughly five times those in the United States, cigarettes

2 Source: Annual Report of the Excise Taxes Dhision of the California State Board of Equalization.
"Table 30-B - Cigarette Distributions and Per Capita Consumption 1959-60 and 1993-94," 1995.

27 See California Department of Revenue, Table 30B. Tax-exempt sales increased from 78 million packs to
92 million packs from 1989 to 1990. This was very unusual, since tax-exempt sales had declined each year
since 1972.



smuggled into Canada soared from 1986 to 1994. Inone report in 1993, it was estimated
that 50 percent of the cigarette volume in the province of Quebec was smuggled.B

Due to its clandestine nature, it is extremely difficult to measure the
responsiveness of illicit trade to a large percentage increase in a State’s cigarette tax rate.
Nonetheless, there is strong evidence that a 50 percent increase in cigarette prices in
Alaska would further drive sales underground, and that the most likely channel for these
transactions would involve bootlegging fnm military installations. Since Alaska is more
prone to this activity than most states, it is likely that the elasticity assun.ptions used in
Table 1 (-0.619 short run; -1.033 long run) are too small. Increasing these elasticities
would further reduce the expected net increases in tax revenue from the proposed SI per
pack tax.

The Regressive Nature of Excise Taxes

In addition to not raising the desired revenues, tobacco excise taxes are regressive
in nature. The burden of the Commission’s proposed $1 tax increase will fall
disproportionately on those least able to pay it.

One way to measure the regressivity of a tax system is to look at the relative tax
paid by each income group. The burden of a regressive tax will fall more heavily on
those with lower income than on those with higher income. That is, under a regressive
tax regime, those with low income will pay a higher percentage of their income on taxes
than those with higher incomes. A progressive tax regime has the opposite effect; high
income groups pay a larger percentage of their income than a lower income group.

Consider an Alaska resident who smokes one pack of cigarettes per day. That
smoker currently pays $105.85 in excise taxes per year2. Under the proposed tax
increase, that smoker will pay $470.85 in excise taxes per year - an increase of $365.
This increases will affect those with lower incomes disproportionately. Figure 4
represents this graphically. Clearly, as income increases, the percentage of income spent
on these excise taxes approaches zero. The average real personal income in Alaska is
$24,65030. Thus, on average, the excise tax of $470.85 per year represents almost 2
percent of real personal income.

u See Wall Street Journal, Decemb  d, 1993, and Linquist, Avey, Macdonald, and Baskerville, 1994.
2365 days x $0.29 current taxe? i 105.85.

P$15.1 billion of total real persunal income divided by total population of 612.600 ftorn the WEFA Group,
Regional Forecast Fall 1995, p. 11.12.
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FIGTjRE 4

PERCENTAGE OF INCOME SPENT ON
CIGARETTE EXCISE TAXES BY A 1-PACK PER DAY SMOKER
FOLLOWING THE PROPOSED $1 TAX INCREASE

Income

Percentage of Income Represented by
Cigarette Excise Taxes




IV. CONCLUSION

This report shows that the State of Alaska Long-Range Financial Planning
Commission considerably overstates the revenue potential of the proposed $1 per package
increase in the State cigarette tax. This is because the Commission assumes an
unrealistically low demand elasticity for cigarettes. The Commission also ignores the
secular decline in cigarette consumption and the tendency for demand elasticities to
increase over time. Elasticities are likely to be relatively large (larger than we assume in
this report) due to the high accessibility of military bases to the civilian population in
Alaska. The Commission also confuses nominal tax revenues from a per-unit tax with
inflation-adjusted tax revenues.

We Find that the Commission overstates potential tax revenues from the proposed
tax increase by almost S10 million (29 percent) in FY 1996, and that this overestimate
grows to $25 million (146 percent) by FY 2000. Consequently, the proposed tax increase
would have a much smaller impact on Alaska’s fiscal gap than claimed by the
Commission. In addition to having a much smaller impact on the deficit, the proposed
tax is likely to increase the illicit trade in cigarettes. By decreasing taxable unit sales in
Alaska, the proposal will adversely affect the tax bases of local jurisdictions (Anchorage,
Fairbanks, and Juneau) that tax cigarette sales. Over the five year period, these local
taxes will decline by approximately $5 million. Finally, due to the regressive nature of
tobacco taxes, the proposed increase will adversely affect those State residents least able
to afford it.



TECHNICAL APPENDIX

In order to estimate the change in tax revenue caused by an increase in excise
taxes, it is necessary to understand how that increase in excise taxes will affect consumer
behavior. Excise taxes are typically shifted forward to the consumer in the form of a
price increase, and consumers will react to that increase in price according to their price
elasticity of demand for that product. The concept of price elasticity of demand is central
to this analysis.

In addition to discussing elasticity of demand, this appendix also discusses the
scenarios considered in arriving at the KPMG Barents revenue estimate, the constant and
current dollar estimates, a summary of elasticities of demand from various journals, and
provides more detailed information on the military bases in Alaska.

I. Elasticity of Demand (Ed)

The elasticity of demand (Ed) is defined as the percentage change in quantity
demanded caused by a one-percent change in the consumer price of a commodity. For
example, if a one-percent change in the price of a package of cigarettes causes a 0.8
percent decline in the quantity of cigarettes demanded, then the elasticity of demand for
cigarettes is -0.8. By definition

AQ = Eq(P+AP)/P - 1]Q
In 1993/94 in Alaska P = $2.009/pack, Q = 52.8 million packs sold, and AP (the proposed
tax increase) = Sl. Gross cigarette tax revenues were $15,321 million, and the

Commission claimed that with the tax, gross tax revenues would be $57 million.
Therefore

29 Q0

$15,321 million

1.29 Qi $57 million, and

Qo = 15.321/.29

Qi =57/1.29
Solving for Qi - Qo = -8-6 million packages. Thus, Ed = -.33.

Instead of using only the price elasticity of demand used by the Commission,
KPMG Barents uses more appropriate elasticities of demand for both the long-run and the

short-run. The elasticities chosen are based on elasticities reported in studies of cigarette
demand in professional, peer reviewed journals.



2. Scenarios of Appendix Tables A-lI and A-2

Scenario (1), the KPMG Barents estimate, shows the transition from the short run
to the long run, after price changes caused by inflation have been removed and changing
consumer preferences are recognized. We assume that the transition from the short run to
the long run occurs over five years, so that by FY 2000 the revenue impact is identical to
that in long-run Scenario (2c). Similarly, the initial revenue impact in FY 1996 in the
KPMG Barents estimates is assumed to equal the FY 1996 revenue value for short-run
Scenario (3c).

Scenarios (2a), (2b), and (2c) derive the long-run net new revenues generated
from a $1 per pack increase in the State cigarette tax. For each year, we assume that the
long-run demand elasticity of -1.033 applies to the change in cigarette prices. Scenario
(2a) shows the long-run revenue impact of the $1 proposed tax increase. (2b) shows the
tax revenue impact of changes in demand without the tax increase. Scenarios (3a), (3b),
and (3c) perform the same analysis using a short-run demand elasticity of-0.619.

Scenarios (4a) through (4d) represent models similar to those used by the
Commission and use a price elasticity of -0.333. The overestimates caused by the
Commission’s misspecifications are found by subtracting the KPMG Barents estimate
(Scenario 1) from Commission Scenario (4d). The amount of overestimation is also
indicated in the fable as Scenario (5).

3. Appendix Table A-l: Estimates in constant dollars

The Commission’s revenue estimate of $42 million of increased tax revenue per
year is computed in constant, Fiscal Year 1996 dollars. By definition, therefore, the
Commission does not account for inflation. Appendix Table A-l follows the same
methodology and presents the results in constant, 1996 dollars. KPMG Barents, however,
starts with revenue estimates in current, inflation adjusted dollars, and deflates those
values using the Congressional Budget Office’s (CBO) inflation forecastsal to arrive at
constant dollar figures.

4. Appendix Table A-2: Estimates in current dollars

We use the Congressional Budget Office (“CBO™") inflation forecast to increase
the nontax component of the price of a pack of cigarettes. The tax component (federal
cigarette tax plus State cigarette tax) is fixed, and is added to the nontax component to
give the nominal cigarette price each year. This is the inflation adjusted price of a pack of
cigarettes. KPMG Barents uses this inflation-adjusted price in estimating the change in
guantity of cigarettes demanded, and the effect of inflation is carried through all the
calculations.

3 For CBO's inflation forecasts. An Analysis of the President's Budgetary Proposals for Fiscal Year 1996.
April 1995.
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5. Appendix Table A-3

Table A-3 is a summary of cigarette price elasticities dating from 1933 to the
present. The studies reflect a variety of methodologies, but all are studies of the demand
for cigarettes. KPMG Barents chose to use averages of those elasticities cited in the peer
reviewed journal articles for this study.

6. Appendix Table A-4
Table A-4 is asummary of information from the Directory of U.S. Military Bases

Worldwide edited by William R. Evinger in 1995. It clearly illustrates the proximity of
many Alaskan military bases to the large population centers.
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2a.

2b.

2c.

3a.

3b.

3c.

4a.

4b.

4c.

4d.

APPENDIX TABLE A-I
DERIVATION OF KPMG BARENTS REVENUE ESTIMATES

(in millions of 1996 dollars)

KPMG Barents'estimate
Assumed short-run to long-run elasticity phase in rate

$1 state tax increase; E--1.033

No state tax increase; E=-1.033

#1a minus If1b (netting out long-run price effects)
$1 state tax increase; E=-.619

No state tax increase; E=-.619

#2a minus #2b (netting out short-run price effects)
$1 state tax increase; E=-.333

No state tax increase; E=-.333

Slate of Alaska's revenue impact estimate: (properly deflated)

Overestimate (compared to baseline, #1):

Commission's estimate

Overestimate (compared to baseline, #1):

Percentage overestimate:

FY1995 FY1996 FY1997

0.00

15.54

15.54

0.00

15.54

15.54

0.00

15.54

15.54

0.00

0.00

0.00

0.00

32.62

34.67
15.36
19.31
47.93
1531
32.62
57.09
15.27
41.82

9.20
42.00

9.38

28.7%

28.16
0.25

3341

14.68

18.73

45.89

14.58

31.30

54.41

14.52

39.89

11.73

42.00

13.84

49.1%

FY1998
24.10
0.50
32.20
14.03
18.16
43.93
1389
30.03
51.84
13.80
38.05
13.95
42.00

17.90

74.3%

FY1999
20.40
0.75
31.01
1341
17.60
42.04
13.23
28.81
49.39
1311
36.28
15.88
42.00

21.60

105.8%

FY2000
17.05
1.00
290.87
12.81
17.05
40.23
12.60
27.63
47.06
12.46
34.60
17.55
42.00
24.95

146.3%
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2a.

2b.

2c.

3a.

3b.

3c.

4a.

4Db.

4c.

4d.

APPENDIX TABLE A-2
DERIVATION OF KPMG BARENTS REVENUE ESTIMATES

KPMG Barents’ estimate
Assumed short-run to lonp-run elasticity phase-in rate

$1 state tax increase; E=-1.033

No state tax increase; E=-1.033

#1a minus #1b (netting out long-run price effects)
$1 state tax increase €=-.619

No state tax increase; E=-.619

#2a minus *2b (netting out short-run price effects)
$1 state tax increase; E=-.333

No state tax increase; E=-.333

State of Alaska's revenue impact estimate: (properly deflated)

Overestimate jmpared to baseline, #1):

Commission's estimate

Overestimate (compared to baseline, #1):

Percentage overestimate:

(in millions of current dollars)

FY1995 FY1996

0.00

15.54

15.54

0.00

15.54

15.54

0.00

15.54

15.54

0.00
0.00

0.00

0.0

32.62

34.67
15.36
19.31
47.93
1531
32.62
57.09
15.27

41.02
9.20

42.00
9.4

28.7%

FY1997
29.12
0.25
34.55
15.18
19.37
47.45
15.08
32.37
56.26
15.01

41.25
12.13

43.43
143

49.1%

FY1998
25.76
0.50
34.42
15.00
19.42
46.96
14.85
3211
55.43
14.75

40.68
14.91

44.90

191

74.3%

FY1999
22.56
0.75
34.29
14.83
19.46
46.48
14.63
31.85
54.61
14.49

40.11
17.56

46.43
239

105.8%

FY2000
19.50
1.00
34.14
14.65
19.50
45.99
14.41
31.58
53.79
14.24

39.55
20.06

48.01
28.5

146.3%



APPENDIX TABLE A-3

SUMMARY OF STUDIES OF CIGARETTE PRICE ELASTICITIES OF DEMAND
Time Period  Price Elasticity

Author Year  Type of analysis

Schoenberg 1933  Time-series 1923-1931 -0.25 and -0.68
Ordinary least squares

Stone 1945  Time-series 1929-1941 -0.39
Ordinary least squares

U.S. Treasury Dept. 1948  Time-series 1929-1943 -0.01

Rockwell 1948  Time-series 1927-1941 -0.03

Temnant 1950  Time-series 1913-1945 inelastic
Ordinary least squares

Federal Reserve Bank of Richmond 1952  Time-series 1929-1948 -0.66

Maier 1955  Cross-section 1947-1951 -0.31 to-1.48
Each year estimated separately

Sackrin 1962  Time-series 1926-1958 -0.3t0-0.4

Koutsoyannis 1963  Time-series 1950-1959 -0.036 to -0.951
Aggregate tobacco consumption international
results

Vernon, et ai. 1967  Time-series 1949-1966 -0.43

19 equation econometric model of the tobacco

industry



Author
Houlhlakker and Taylor

Miller

Laughunn and Lyon

Mann

Hamilton

Schmalensee

Schnabel

Sutton

Warner
Ippolito, Dennis and Sant

Lewit and Coate

Fujii

Year

1970

1970
1971

1971
1972

1972

1972

1974

1977

1979

1980

1980

Type of analysis
Cross-section
Three-pass least squares
Time-series

pooled

Bayesian regression
Time-series
Cross-section

Ordinary least squares
Time-series

Ordinary least squares
Time-series

Ordinary least squares
Time-series
Time-series
Time-series
Cochrane-Orcutt procedure
Cross-section

Ordinary least squares
Time-series

Ridge regression

Time Period

1964-1967

1949-1968
1950-1968

1949-1969
1954-1965

1947-1967

1949-1963

1950-1972

1947-1970

1925-1925

1976

1929-1973

Price Elasticity
-0.54

-0.89
-0.81

-0:84
-0.51

-0.32 (short-run)
-1.1' (long-run)
-0.85

-0.45
-0.511
-0.81

-0.4

-0.48



Author
Schneider, Klein and Murphy
Young

Sumner and Alston

Sullivan

Baltagi and Levir.

Porter

Baltagi and Goel

Kao and Tremblay

Russo

Chaloupka

Year
1981
1983

1984

1985

1986

1986

1987

1988

1989

1991

Type of analysis
Time-series

Time-series

Ridge regression
Time-series

Generalized least squares
Panel

Generalized! .«st squares
Panel

Hausman-Taylor estimation
Time-series

Two stage least squares
Time-series
Quasi-experimenlal method
Time-series

Two stage least squares
Cross-section

Tobit maximum likelihood

Time-series

Two stage least squares

Time Period
1930-1978
1929-1973

1946-1983

1955-1982

1963-1980

1947-1982

1956-1983

1953-1980

1980

1976-1980

Price Elasticity

-1.2

-0.33 t0-0.34

-0.29

-0.66

-0.215

-0.05 t0 -0.29

-0.114 to-0.917

-0.50 to-1.0

-0.57

-0.37 to -0.27



Author

Wasserman et al.

Keeler, Hu and Barnett

Becker, Grossman, and Murphy

Franke

Reekie

Townsend, Roderick, and Cooper

Saba, Beard, Ekelund, and Ressler

Year

1991

1991

1994

1994

1994

1994

1995

T'" vr E n

Type of analysis

Time-series

Generalized liner model

Time-series

Full information maximum likelihood with
instrumental variables

Time-series of state Cross-sections

Two-stage least squares

Time-series

Logarithmic ordinary least s cares and two stage
least squares

Time-series

Logarithmic and linear ordinary least squares
Time-series

Multiple regression analysis

Time-series for Cross-section of states

Nonlinear least squares estimation

Time Period

1975-1985

Jan. 1980 - Jan.

1990

1955-1985

1961-1990

1970-1989

1972-1990

1960-1986

Price Elasticity
-0.283 10 0.059

-0.35 (pretax)
-0.65 (posllax)

-0.734 t0 -0.788
(Long-Run)
-0.355 to -0.436
(Short-Run)
-0.368 to -0.547

-0.877

-0.5 (men)
-0.6 (women)
-1.30



Name ofBase
Adak Naval Air Station

Adflc Naval Security Group Activity

Elmendorf Air Force Base
Kulis Air National Guard Base

Eareckson Air Force Base

Eielson Air Force Base
Fort Greely
Fori Richardson

Fort Wainwright

I7Ih Coast Gu<rd District Headquarters
Ketchikan Coast Guard Base/Group

King Salmon Airport

Kodiak Coast Guard Support Center
Talalina Air Force Station

Total

APPENDIX TABLE A-4

ACTIVE MILITARY BASES IN ALASKA

Location

On Adak island in Andreanof Islands of Aleutian
Chain; approximately 1220 miles from Anchorage.
On Adak Island in Andreanof Islands,
approximately 1200 air miles South West of
Anchorage.

North side of Anchorage city limits.

At Anchorage IAP off Raspberry Road,
approximately 5 miles from downtown.

Remote Air Force Base, 1500 miles South West of
Anchorage at westernmost tip of the Aleutian
Islands.

26 miles South East of Fairbanks on Richardson
Highway.

105 miles South of Fairbanks on Richardson
Highway.

Approximately 8 miles North of Anchorage on
Glenn Highway.

Approximately 0.25 miles from Downtown
Fairbanks

In Federal Building in downtown Juneau

In South East Alaska, | mile South of Ketchikan on
Revillagigedo Island; not accessible by road.

727 miles just West of Aleutian range
approximately 280 miles South West of Anchorage;
0.5 miles from Town of King Salmon. Not
Accessible by ground transportation.

‘Jorth East corner of Kodiak Island, 7 miles South
of Kodiak.

Approximately 230 air miles Nonh West of
Anchorage; 150 miles West of MI. McKinley.

Active Duly Personnel
650

600
7,000
1,200

550

2,786

500
4,400
5,000

233
250

290

1,100

24,559

Note: Anchorage Naval Reserve Center with no reported personnel has been excluded from this table.
Source: Evinger, William R., ed. Directory of U.S. Military Bases Worldwide. Phoenix: Oryx Press, 1995.

Dependents
2H)

450

13,000

4,439
300
5,600

6,700

1,500

32,189

Civilian Personnel
230

25
2,400
245

25

1,498

100
1,570
1,150

36
25

17

62
10

7,393
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*Cigarette smuggling

getting worse, cop says

By Matthew g. Davis
FretP m SuO Wrtar

Cigarette smuggling in Michigan is
so rampar,;, said Dearborn Polk* Chief
Ron Dead, that hit narcotics invest}-
gators spdnd more time tracking <30*71
illegal cigarettes than illegal drugs.

"We btmfly cannot keep up with
the constant flow of dps on cigarette
smuggling." Dead said, 'let alone
initiation of meaningful investigations
targeted at organised-crime smug-
gling-

Dead made his comments before a
state Senate subcommittee, which met
Friday in DeaibomCity Council cham-
bers to hear testimony on how the
Legislature can curb cigarette smug-
gling. About three doeen people at-
tended.

The smuggling problem, which
started when the state tripled its ciga-
rette tax to 75 oents m March 1994,
extends far beyond Dearborn.

In fact. Michigan is the biggest
market in the country for contraband
cigarettes, aid Larry Ford, supervisor
in the federal Bureau of Alcohol. To-
bacco and Firearms. Ford said three
additional BATF field offices outside
Michigan have been called in toinvesti-
gate snug?ling.

Several law enforcement officials
on Friday recommended requiring cig-
arette manufacturers to stamp each
pack. That would make it easier for
police to detect illegal cigarettes, par-
ticularly at convenience store*.

"A stamp would definitely help in
enforcement,”" Ford said. ,A\Ve have a
lot of mom and pop stores trading in
contraband cigarettes."

Critics of the stamp, though, said it
would not be a remedy.

"It wall change the course of smug-
gling." said Rod Stamler. a former
deputy commissioner of the Royal Ca-
nadian Mounted Police.

[

Tu Rites

The highest and lowest taxes
per pack;

Na<sT

1. Washington — 81.5 tents
2. Michigan — 75 ccrms

3. Washington, D.C. —65 cents
4. Hawaii — 60 cents

5. New York — 5d cents

5. Rhode Island — 56 cents
7. Massachusetts — 51 cents
8. Connecticut — 50 oents

9. Minnesota — 48 oents

10. North Dakota — 44 cents

IMDT

1. Virgmi* — 2.5 cents

2. Kentucky — 3 certs

3. North Carotins — 5 cents
4. South Carolina —7 cents
5. Georgia — 12 cents

5. Wyoming — 12 cents

7. Tennessee — 13 cents

8. Indiana — 15.5 cents

9. Alabama — 16.5 cents

< 10. Missouri, West Virginia —

L

17 cents |
|

Starokx, who recently conducted a

study on interstate tmuigfrg, aid a
stamp only would force the lucrative
trade into the hands of more sophisti-
cated smugglers — and organized
crime — that have the resources to
counterfeit stamps.

Nonetheless, state Sen. Doug Carl.

R-Mt. Clemens, chairman of the sub-
committee, said he expecu to intro-
duce a bill by the end of the year
requiring stamps on cigarettes packs.

Carl sa»d the alternative to curbing

the smuggling, lowering the tax, is not
politically feasible.
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By TOM PiCCEON. m* A3iocal*d Pr»«
Jim Garmo's Galaxy food store In Ypsilantl has been burglarized nine times since May. The
thieves Ignored the cash register and cleaned out the store's stock of cigarettes.

Ciligarette tax ta k e

goes up In sm oke

Sales plunge following 50-cent boost

P.02
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ey JUAN B. CUZONOO Jr.
The Associated Press

LANSING — Burglars have hit
Jim Carmo's store in Ypsilanti nine
limes since May. But he hasn't lost
a dime from his cash register.

Instead. Mr. Garmo said, the
thieves have taken a lucrative com-
modity; cigarettes.

Fewer cigarettes are being sold
in Michigan since a 50-cent_ per-
pack tax increase Wicked in on May
1, But me tfrop doesn’t mean Mich-
igan smokers are lighting up less.

Mr. Garmo said the tax increase
indirectly caused the burglaries at
his store v*hile alio killing off his
cigarette sales, lie said his ciga-
rette business has dropped from
700 cartons a week to about 250
cartons. With cigarette sales go im-
pulse purchases.

"There's a lot of losses there,”
Mr. Garmo said. "1 don’t think wc
gain anything from the tax in-
crease."

The increase was part of the
Proposal A school tax plan, which
was overwhelmingly approved by
voters on March 15 The 50-ceni
increase pushed Michigan's ciga-
rette tax to 75 cents a pack, the
highest in the country.

Since the May 1 increase, stave
revenues from cigarette sales hare
dropped 3bout 30%. A national to-
bacco interest group said cigarette
sales are down statewide by about
40% and some retailers said their
sales have dropped even lower.

Guy Amns, vice president of
sales and operations for Pri-Mar
Petroleum in St Joseph, said
things are especially bleak along
the state lines.

Pri-Mar runs 1l Pri-M3rt conve-
nient stores in southwest Michigan
and has watched cigarette custom-

i)

J mbounder

(U%E'IES\AB?LII\G

THE SMOKING GUN

m State law says it's illegal to bring a
single pack of cigarettes into Michigan
Ircm another state. Pecpie who buy
cigarenes in other states and bring in
less than $50 worth of cigarettes could
lace misdemeanor charges and would
lose the cigarettes, if caught.

m Smuggling more than SSO worth of
cigarettes is a teiony punishable by up
la five years in prison and a S5.000
fine.

ers drive south into Indiana.

"As soon as the tax increase was
passed, there were ads for ciga-
rettes for $11 a canon. Qurs sell
for 119 to $20 a carton,” Mr. Ar-
rans said. i

Ore Pri-Mart store, just four
miles from Indiana, lost 98% of its
carton sales froni May 1 to Nov. 30,
M. Arnns sail Total cigarette
sates fell 50% at that store.

Efforts to get around the tax
increase are a growing problem,
said It. Robert Manes, head of the
Michigan State Police Treasury En-
forcement Division.

"We've been involved in cigarette
Lax cases before, but not to the
degree now," Lt. Manes said.

He heads a three-person team
within the divis.on. The team was
created in October to investigate
tobacco smuggling and theft cases.
Lt. Manes said tobacco cases be-

fore the tax increase averaged be-
tween three and 10 a year. Since
May, there have beer. 21, h« said.

As the profit margin increases
for stolen and smuggled cigarettes
there is a potential for organized
crime to get involved, said Mark
Smith, director of the National Coa-
lition Agiinst Crime and Tobacco
Contraband. The Washington-based
organization gets most of its bind-
ing from tobacco companies.

Mr. Smith said the overwhelming
part of Michigan's lower cigarette
sales are caused by smuggling and,
stealing. In a report released earlier |
this year, the group said cigarette '
sales in neighboring states in-
creased by up to 30%.

"The anti-smoking campaign will
point to (the drop) as a success in
getting people to stop smoking, but
that’s not true,” Mr. Smith said.
"Most of the entire amount is due
to smuggled products.”

Lt. Manes said there have been
three big raids since October in the
Detroit area. One netted 60 cases;
one other recovered 189 cases.

John Beasley, head of the to-
bacco program in the state's Center.
for Health Promotion, said cigarette
smuggling might account for some
sales drop, but it's too early to tell.

The Department of Public Health
estimates that nearly 2 million of
Michigan's 9.5 million residents, in-
eluding 125,000 minors, smoke.;
When lawmakers were considering :
the cigarette tax increases, health
officials estimated the higher cost
would prompt 170,000 to give up
the habit.

But Mr. Beasley said revenue
and sales figures since May aren’t
enough to gauge what's happening.
He noted Ih3t sales were up before
the higher tax kicked in — 23%
according to Treasury officials.
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ANOTHER VIEW

Excise Taxes:

the Im pact on

Economics, Crim e

By Dr. Jonn E Berthouq. Alexis do
Tocu’»ville Institution

Given the current locus in Wash-
ington on shifting our federal tax *>stem
toward consumption and away front pro-
ductive activity, many in the states see
this as a blessing to raise their consump-
tion tare-. While the adverse conse-
quence* of taxes on income and invest-
ment arc no doubt paramount, what hj>
been lost in the debate in the states
sometimes are the negative economic
consequences of taxes On consumption.
Economists have long found that excise
taxes offer an excellent case study- of
consumption taxes. The findings of most
economic studies arc that higher excise
taxes cause substantial and widespread
harm.

Excise taxes lead to economic loss
for higher tax states lur three key rea-
sons. First, there is of course a loss in
business revenue jnd employ mcnt in the
state wuh higher taxes as residents cross
borders to make their purchases. Sec-
ond. there arc subsidiary sales losses —
when people travel across borders to
avoid higher taxes, they may make addi-
tional purchases in convenience stores
or at gas stations Finally, direct sales
losses and subsidiary sales losses both
lead to a loss in government revenue,
which was supposedly the reason taxes
were set at higher rates m the first place.
Governments lose a whole host of rev-
enues. including most obviously sales
and excise taxes. In addition, high tax
stales will lose personal income tax rev-
enues. as well as revenues from huxine*>
taxes and fees.

Studies have demonstrated the eco-
nomic consequences ofcxcise taxes tor
the states For example, a 1990 study by
Pnce W jtcrhouse examined cross-bor
der aetiv-iy between Indiana and Illi-
nois. Indiana realized a net economic
benefit from tobacco products and mo-
tor fuels, but lost sales in wine and dis-
tilled spirits. The economic gains and

losses were due largely to tax differen-
tials.

In motor fuels taxes. Indiana had a
5-cent pnce advantage in 1988. This
translated into sales which were 235
percent higher Illinois'. Similarly. Indi-
ana had a tax advantage in cigarette* —
in 1988.acanon ofcigarettcs cost SI 37
more in Illinois Pan of this lax differ-
ence was due to state taxes and pan was
duo to local taxes, iChicago, lor ex-
ample. has a S2 60 per canon tax on top
of ihe state lew ) However, in alcohol.
Illinois had the compared'e ad' -image.
'A'huc having a higher sales u* 16 per-
cent versus 5 percenti. Illinois' excise
tax on wine was 2? cents per gallon
comparelio4"centxin Indiana. lllinois'
tax on -pints was S2 per gallon versus
52 o.i in Indiana

These tax differentials led to sub-
stantial crOsx-horder activity and trans-
lated into huge gains "or the state with
the comparative tax advantage in ihe
dilTenng product* The net result of
cross-border activity with Illinois was.
S$58.? million in additional sales and
excise tax revenues. Soil 6 million in
additional retail sales; 1,996 additional
jobs prov iding $22,5 million incompen-
sation. Price Waieiliouseconcludcd that
10.J percent of sales and excise tax
revenue on these products was due to
cross-border activity.

Today, we see a similar pattern of
economic gains anJ losses due to tax
differentials. Most significantly, Indi-
ana and oiher stales seem to be gaming
crnxx-border cigarette sales at the ex-
pense of Michigan. The Michigan lax on
cigarettes rose from 25 cents per pack to
<5 cents per pack in May 199a Sales in
fiscal 19>;5 m Michigan ore down 27.6
percent vihilc sales in bordering states
are up. Sales are up 4.54 percent in
Indiana. 6.1 percent in Ohio and 8 per-
cent m Wisconsin Thus. Indiana is
clearly reaping the benefits from across-
border advantage with Michigan.

And nor only arc individual con-
sumers crossing Michigan binders, but
evidencc or organized smuggling is ap-
pearing The .Michigan “rarc police re-
port an increase m thi> type of activity
since the iax took effect last year. Given
the experience of Canada, we should not
he surprised to Sec this type of activity.

Because of sky -high e xcise taxes m
ihe e.irly 1990s. Cjnada faced a huge
problem with smuggling of alcohol and

P.04

especially tobacco that ultimately led 10
a rollback in taxes. In 1992. one out of
fixe cigarettes sold there was smuggled
in. This smuggling was simply a matter
ot economic*, in Montreal, a carton o:
legal cigarettes cost 548. while illegal
cartons could be bought for Si8.

The situation sol >0 bad that even
the koyal Canadian Mourned Police were
waxing the white flag. Mounted Police
Commissioner N.D. Inkster saw ihe
smuggling as a crisis. In a 1994 letter io
the pnme minister he wrote: 'We arcai
a point where existing law enforcement
resourcesare virtually ineapablcofium
ing the tide in this rapidly expanding
problem, given our other responsibili-
ties across Canada. \\ hilc seizures have
increased dramatically. the extent of the
problem has been rising at a mucn faster
rate wuh the involvement of organized
Crime groups and otherwise law-abid-
ing citizens engaging in criminal activ-
ity through the open purchase of contra-
band.' Inkster argued that various mea-
sures should be taken to combat the
smuggling, perhaps the most significant
of which was a reduction in taxes on
these products. Finally, this smuggling
epidemic led the government in 1994io
lower the tax on tobacco to 55 per car-
ton.

And while in the I'nitcd States, the
50 states are particularly susceptible to
negative economic repercussions from
cross-border activity. there are negative
consequences from the federal govern-
ment raising excise taxes. Usingacom-
putub:* general equilibrium model, it
was discovered that doubling fedetal
excise taxes on alcohol, tobacco and
motor fuels would lead to a .3.75 percent
decline in output in key sectors most
affected by these taxe* and a lovS or
301.910 jobs.

While it is cniri.il for govemmeni
to keep taxes low on productive activi-
ties —Such as work and investment —
because of the dangers of cross-border
activity, u is also cnttcal to keep sales
and excise taxes low. Ruiher than get-
ting into an eithor-or debaie in the >tatcv
on the ments of different u ses, ihe best
strategy lor legislators seeking to bal-
ance the budget is tocut spending. There
is no such thing as a good" tax to
raise .9

Dr. John H. OenhoulJi* 'mece Presi-
dent o fthe Ali-sis tie Toctfin' o'e.r Institu-
tion in A'linylnil. IM.

S')xF\i5Cf 22 10CS m is



T obacco

ta X rates
EdCarwn
Cigarette smuggling

threatens to become a major
problem.
Theres a giant sucking

sound in the United States =

and you don't need to be Ross
Perot to hear it. It's the sound
of hundreds of thousands of
Americans smoking ciga-
rettes smuggled from Merioo
and other points ofentry. And
it's growing louder every day.

Over the past 15 years,
the average state and federal
tax on a pack of cigarettes has
gone up 152 percent - from 21
rents to 53 cents. And some
states are way above average.
Michigan, for instance, raised
its state cigarette tax 200 per-
cent in May 1994, from 25
rents a pack to a national
high of75 cents.

With politicians hot for
tax revenue and cigarette pro-
hibitionists on the march, the
trend can only continue.
Indeed, one of the few things
Congress seemed to agree on
during the health-care debate
was the easiest way to get
money to pay for national
health care: Raise cigarette
taxes. The Senate Finance
Committee's bill proposed an
increase in the federal ciga-
rette tax of more than 900
percent.

The effects of such prohi-
bition-by-Laxation are as pre-
dictable as they are usually
ignored. Cigarette smuggling
is well on its way to becomin
a tnajor problem in the Unite
Stales. Raising cigarette
taxes any further risks
repeating Canada’s recent
disastrous experience with
cigarette smuggling, which
threatened ‘the very fabric of
Canadian society,” according
to Canadian Prime Minister
Jean Chretien, when he
announced deep cuts In ciga-
rette taxes a year ago.

Contraband cigarettes

REASOS

MARCH 1995

road: H

C an

held no more than 2 percent
of the total cigarette market
in Canada until 1991, when
the government imposed a
value-added tax and
increased the federal ciga-
rette tax by 146 percent. After
the tax increase, however, the
price differential between cig-
arettes sold in Canada and
those in the United States
soared to more than CDN535
a canon. More and more
smokers refused to pay as
much as CDN550 for a hilly
taxed carton of cigarettes
when they could buy the same
brand on the black market for
CDNS20-40.

The result was an invita-
tion to organized crime.
Mohawk Indians from tribes
along the U.S.-Canada bor-
der. biker gangs, and Asian
Triads smuggled cigarettes
across the border in boats, air-
planes. trucks, vans, legiti-
mate courier companies, and
snowmobiles.

Ironically, roost of the
smuggled cigarette* were
made in Canada. Canadian
tobacco companies exported
15.6 billion cigarettes to the
United States in 1993, up
more than &30 percent from
1990. Because there was no
apparent increased U.S.
demand for Canadian ciga-
rettes, it’s widely accepted
that almost all of the exported
cigarettes, on which no
Canadian taxes were paid
were smuggled back into
Canada.

These cigarettes were
sold by street vendors, out of
the backs of cars, at flea mar-
kets, at restaurants, at bars,
at convenience stores, and at
high schools. When one smok-
er hooked up with a dealer, all
of his ot her friends and co-
workers were connected as
well. The October 20, 1992,
Clobe and Mail of Tbronto
reported that a 77-year-old
woman was buying ‘hot

igher

encourage

smokes" for members of her
bridge dub and that a sur-
geon became the black mar-
ket supplier for his co-work-
ers at Montreal hospital.
Many of the smokers who
were uneasy about breaking
the law decided it was OK
when they jaw that “every-
body's doing it"

Not everybody, but it
started getting close. Before
the tax hike, one in 50 ciga-
rettes smoked ir. Canada had
evaded taxes, estimates the
forensic and investigative
accounting firm of Lindquist
Avey Macdonald Baskerville
in a study sponsored by the
Canadian tobaoco industry.
By the end of 1993, nearly one
in three cigarettes wts con-
traband. An August 1994
report by the Non-Smokers’
Rights Association (Canada)
disputes those figures. But it
concedes that one in four ciga-
rettes may Nav« been contra-
band in 19S3.

Smuggling partictarly
hurt “mom and pop' rive-
nicnce stores, which rely
heavily on cigarette sale*. Rod
Stamler, a partner with
Lindquist Avey and a former
assistant commis'ioner of the
Royal Canadian Mounted
Police, says that many retail-
ers began carrying ‘dual
inventory¥ elegal cigarettes
over the counter, illegal
smokes below. Retailers also
were victims of a crime wave,
as it became more lucrative
for thieves to skip the cash
register and head straight for
the cigarettes.

The government tried
cracking down on cigarette
smuggling, but the police
didn’t get that much support.
“Everyone thinks the taxes on
cigarettes are too high, so it's
not a crime to buy them ille-
gally," Staff Sergeant Walter
Wafer, head of the Mounties'
customs-and-excise section in
Montreal, told the Tbronto

cigarette

sm uggling

Globe and Mail.

The government's inabili-
ty to enforce an unpopular
law only  emboldened
Canadians to become more
defiant. On January 24,1994,
75 store owners in St
Eustache. Quebec, rebelled by
openly selling contraband cig-
arettes. Hundreds of
Canadians waited hours to
buy cigarettes for less than
half the legal price. The
police, perhaps deciding in
this instance that it was bet-
ter to be loved than feared,
made no arrests.

Such upfront defiance t;
the law alarmed Canadian
politicians. Even more dis-
turbing to them were ligns
that, cigarette tax evasion was
having spill-over effects on
other taxes. Thstop the fiscal,
political, and social hemor-
rhaging, in February the fed-
eral and five provincial gov-
ernments made deep cuts in
cigarette taxes, which essen-
tially eliminated cigarette
smuggling in Canada.

Thx rates are still much
lower in the United States
than they were in Canada,
but signs of rebellion are
already apparent.
Contraband cigarettes evad-
ing federal taxes made up 6
percent of the total U.S. ciga-
rette market in 1994, up from
a negligible level in 1991,
according to a preliminary
estimate in a new study by
Lindquist Avey.

The study suggests that
the United States is now at
the same stage that Canada
was in early 1991, the time at
which cigarette smuggling
there began to spin out of con-
trol. The United States may
need just one more significant
tax increase to unleash a full-
scale revolt.

The study was commis-
sioned by the National
Coalition Against Crime and
Thbacco Contraband, which is
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financially baeV-d by RJ.
Reynold* Tobacco Co. The
«v*lilion also includes other
tobacco companies, whole-
salers, distributors, and
retailers.

Anti-smoking forces dis-
miss the coalition as a tobac-
co-industry front group and
say its warnings are scare tac-
tics. John Bloom, who works
on tobacco-tax issues for the
American Cancer Society,
says the Lindquist Avey esti-
mate "is just about as believ-
able as the tobacco industry's
claim that nicotine isn't addic-
tive." In fact, he arguea that
"a major federal tax increase
would not cause a significant
international smuggling prob-
lem and would actually
reduce what little interstate
smuggling that is going on,"
by reducing the price differen-
tial percentage between
states.

Nonetheless, international
cigarette smuggling appears
to be on the rise in the United
States. Perhaps the most visi-
ble tip-offis what's going on at
the Mexican border. The
Department of Agriculture
estimates that U.S. tobacco
companies exported 148.3
million packs to Mexico in
1994, an increase 0f2,424 per-
cent from 1990. As with
Canada's exports, it's
assumed that the vast minor-
ity ofthese untaxed cigarettes
are smuggled back into the
United States.

The volume of traffic at
border crossings, which has
increase since the passage of
the NAFTA, makes it difficult
for U.S. Customs officials to
detect smuggled goods - and
even then they are looking
primarily for illicit drugs,
not untaxed cigarettes.
Individuals buy untaxed ciga-
rettes at duty-free shops,
drive Into Mexico, and cross
back into the United States,
Olegal immigrants commut-
ing to work in Thxas some-
times smuggle cigarettes in
backpacks, says Kevin Koch,
vice president of McLane
Company, a cigarette distrib-
utor.

But as the case in
Canada, most international

REASON

cigarette smuggling appears
to be controlled by organised
crime. Couriers, or Snules*
were used by one Loe>Angeles
organization to transport cig-
arettes from Mexico into
California. Until it was raided
in July 1994, the ring report-
edly was smuggling 7,000 car-
tons every week.

Organized crime groups
have been involved in inter-
state smuggling foryears, but
because smokers can easily
ctok state lines, crime groups
account for only a small por-
tion. However, the experience
and criminal infrastructure
Chat these groups have devel-
oped to evade state taxes is
helping them adapt to evad-
ing federal cigarette taxes.

The Mafia's smuggling

competitors  include  the
increasingly powerful
Russian mafia, Mexican

rings, and various American
Indian organizations.

Cross-border smuggling
is especially acute in
California. Monte Williams,
administrator of the excise
tax division of the State
Board of Equalization, say*
smuggling in  California
‘keeps getting worse every
month.” He estimates that up
to 7 percent of state tobacco
market was illegal in 1994
and that the state treasury
could lose $50 million as a
result.

Many of the for-export-
only cigarettes intended for
Mexico never make it across
the border. Organized crime
groups illegally obtain ciga-
rettes from free trade export
warehouses along the border,
and then forge the paperwork
to make it appear that the
untaxed cigarettes had been
exported.

In the New York City
area, for-export cigarettes
housed in bonded warehouses
or officially loaded onto ships
destined for Europe, Asia, or
the Middle East have been
found in Brooklyn warehous-
es, according to Paul Rickard
of che New York state tax and
finance department.
Lindquist Ave/s Stamler says
that it often is less risky for
organized crime to divert

untaxed cigarettes Into New
York City from a New Jersey
free-trade zone warehouse or
other nearby points of entry
than to truck cigarettes ail
the way from North Carolina.

“Cigarette smuggling is
more profitable than nar-
cotics and less risky.” says
Det. Lieut. Robert Manas,
who heads Michigan's state
police Treasury Enforcement
ream. With its high cigarette
tax and recent history of
smuggling  cigarette* to
Canada, his state appears
ripe for a m"jor increase in
contraband sales. Right now,
says Manes, his team is
primarily “trying to gather
intelligence.'

But early indications sug-
gest that cigarette smuggling
in Michigan is growing sub-
stantially. Preliminary state
treasury figures indicate that
cigarette sales have dropped
significantly since the tax
increase.

Manes says that some of
this drop may be due to retail-
er* who stockpiled cigarettes
before the tax went into effect
But interstate tax-dodging
also seems to be a factor. Ohio
and Indians; both report
Increases in their cigarette
sales, especially r.?*r the
Michigan border. And in
Kentucky, where cigarette
taxes are $7.20 a carton less
than Michigan's, statewide
cigarette sales were up 5.7
percent following Michigan's
tax increase.

BUI Zeiler or Zailer's
Farm Market in Tfemperenoe,
Michigan, say* that cigarettes
used to account for 20 percent
to 33 percent of total sales at
the store, which is locatedjust
across the border from Thledo,
Ohio. Sinoe the tax increase,
he says, cigarette sales have
fallen almost 85 percent.

Zeiler also says that the
store is losing more than
just cigarette sales: “People
would buy cigarettes every
day or every couple of days,
and they'd wusually buy
something else. Now they’re
going to Ohio stores to buy
those things.’

Other Michigan stores
are reporting a surge in ciga-

CO ROAD " CONTINUED

retu-relatad  theft. Jim
Garmo, who ha* run the
Galaxy  Superstore in
Ypsilanci for about 10 yean,
uya he had never suffered
any break-ins until the tax
increeae. Since then, however.
Garmo uyt that his store was
burglarized nine times for cig-
arettes between June and
October. And sales have
dropped from 1,300 cartons a
week to 350 cartons.

One reason why cigarette
*muggling in the United
States is almost certain to
keep expanding is that even
politicians with reputations
as tax-cutters often rely on
cigarette tax hikes.
Michigan's recent voter-
approved increase was part of
Republican  Gov.  John
Engler's plan to cut property
taxes (See ‘Englers Angel*
August/September 1994).

The Republican-con-
trolled Congress is unlikely to
increase the federal cigarette
tax in the near future, but
state taxes continue to rise.
Arizona voter* narrowly
approved a 40-cent-per-pack
lax increase last November
to ftind health
expenses.

Higher cigarette taxes
will not only be 3 disappoint-
ment for prohiDitionists and
tax-starved politicians. If a
large increase goes forward in
the United States, cigarette
smuggling “wifi make the
illicit drug trade look like
peanuts by comparison,*
warns Stamler. With 45 mil-
lion smokers in the United
States, there is a huge poten-
tial black market. Organized
crime will enter its second
golden age.

But more important,
Americans will become com-
fortable with routinely break-
ing the law and evading
taxes. Repeating Canada's
experiment in excessive ciga-
rette taxes may well threaten
the very fabric of American
society.

indigent

Ed Carson is staff reporter
for REASON.



T dbacco
taxes clim b,
so does

sm uggling;

« DETROIT (AP)—AsMichigan's tgx
on tobacco went up, so did smuggling and
profits for those who deal illegally in such
trafficking. Sute officials say the increase
was id line with what was expected.

Michigan’s cigaxette tax rose from 25
cents to 75 cents per pack in May. making"
it the highest tax in the United States;
Improperly bringing cigarettes withia
wholesale value of more than S50 into
Michigani*«:ftve-yearfelony.;” i
* But the'rferibit Free Press reported last
week that some people don't seem put off j
by thar threat. ‘uv
{ NonMHarolin* retailers told the news*
paper that people driving vans and trucks
with Michigan license plates often make;
huge cash purchases of cigarettes — but-
usually under JO.OOO to avoid federal
paperwork.

They go from store to store until their,
vehicles ate full. '.
' «”’it’s bigger than we expected.” said LC,
Robert Manes, head of the State Police
tobacco tax enforcement unit "It's blatant
disregard for the tobacco tax. It’s not like
they sneak around.”. L. =
'm The cigarette tax was among taxes raised
last year in a revamping of financing for-
Michigan public schools. .-
ASinee.theri;-many Michigan smoker
stock up and buy up for%hgir;riends and
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themselves while in other states, the
Free Press said. Legal cigaxette sales
in Michigan between June 1and Nov.
3 1decreased 26 percent frotn the same
period in 1993.

The newspaper 53id organized
smugglers also arc at work, buying up
cigarettes in states like North Caroli-
na. where the tax is a nickel a pack.

Once in Michigan, the cigarettes are
distributed to party stores, gas stations
and other retailers, who can sell cheap-
er than competitors and still profit. =

It's impossible to say precisely what
smuggling costs the slate because offi-
c.als“don't knowVow'muVh oHhe
decline in sales is the result of Peo-
pie quitting or smoking less to avoid
the tax.

State investigators say they believe
it to be in the millions, however. ' e

Deputy treasurer Nick Khouri said
sute officials were prepared for some
sales decrease.

"There is both a drop in smoking

axid there is smuggling,” Khouri saidi
"The bonom line is’we expected about
a 20-penrent drop in consumption, and
it's about in line with what we antic-
ipated.”

Khouri said this fiscal year, the sute
expects to reap S570 million in ciga-
rene tax revenues. That compares with
S240 million in the year before the tax
tripled.

' Ron Davis, chief medical officer for
the Department of Public Health, said
that most of the drop in cigarette sales
in Michigan is due to smokers who cut

"bf kordui',R(® Dav’s'chic'™ K

°m« rfor-ih* D<apaumeni of Publ.c

-V1Jp
cigarette sales in Michigan is due to
smokers who cut back or quit.

"How many people are going to
drive to Indiana or Ohio or Kentucky
and load their RV with cigarettes, or

buy them in a back alley from a smug-
gler?" Davis said.



Detroit. ftee Dress

W«Yy.
High 42. Low 24.
SitunUy Partly cloudy, wirmtr.
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m  Michiganders are supposed to
pay $7JO in iucs whenever they
cuy a canon of cigaretie*.

Not all 40.

Anyona it allowed (0 bring a
couple of canons home from
another slate, where the lax is
lower, but some people are bringing
in truchoads. Smugglers can make
as much as $7 « carton jelling out'
of-staie cigarettes to stores; the
retailers can then sell the canons for
(heir usual price — or leu — and

On Guard For 163 Years

anuciL«Bg»=TT°Tyitl-yi*[7TTrry ]

still increase their profits.

Police have made some uresis,
but smugglers can easily carry
hundreds of canons in a van and

attract no attention on (he
highways.
Some sute officials say

smuggling isn't 1 mayor problem
and much of the recent drop in
Michigan cigarettes sales is because
people are smoking less. But sales
ire up sharply in several states with
lower taxes.

Sue tMin STl IWBW Wire. ML, m ¢ * Marti **»l i
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SMUGGLERS W IN

State loses
millions In
tax dollars

BY CHRIS CHRISTOFF

M ichigan's higher tobacco
tax has spawned rampant
cigvcat smuggling that's

siphoned millions of tax dollars

from the state treasury, while light-
ing up huge profits for traffickers.

One big truckload of cigarettes
can bring a $100,000 profit for a
smuggler in Michigan.

North Carolina retailers told the
Free Press that people driving vans
and trucks with Michigan plates
often make huge cash purchases of
cigarettes — but usually under
$10,000 to avoid federal paper-
wort.

Then they'll go to other stores
and keep buying until they fill their
vehicle.

Last week. Dearttn. police con-
fiscated a rented truck from North
Carolina parked illegally on a city
street. Inside went 120 cases of cig-
arettes — 72.000 packs — worth
$132,200 wholesale. If they bad
been distributed, the sellers would

80 "d

hive avoided about $50,000 in
su<e axes.

"It's bigger than wt expected.”
said U Robert Manes, head of the
State Police tobacco tax enforce-
ment unit charged <rich riti-hinj
smugglers. "It’S blatant divepad
for the tobacco tax. It's nor tike (hey
sneak wound.”

Michigan's cigarette tax rose
from 25 cents to 75 otnn per pack
in May, making it the highest ax m
the United Suits. Improperly
bringing cigarettes with a whole-
sale -lie of more dun $50 into
Michigan is a felony punishable by
up to fhe yean in prison.

\ficaen raised the cigveae ax —
and others — last year to offset (he
mJucb'Yi in property axes used to
fund schools.

Since then, many Michigan
smokers ha* sucked up regularly
for themselves and friends by buy-
ing low-lax cigarettes N Deartsy
states, including Indiana Ohio and
Kentucky. Legal cigarette saJaa in
Michigan between lime 1and Nov.
31 decreased 2d percent from the
same period in 1993.

Meanwhile, organized smug-
glers have hauled truckloads of cig-
ireae5 to Michigan, especially from
North Carolina and even from
India) rtservaoooa in Nrw York
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cilatan can net a Si00.000 profit
foe | smuggler telling Oam in
Michigan.

One man in the Detroit area smug-
IM and sold more than SI million
worm or cigarettes in Michigan,
according to sales records seized b)
police. He netted an cirimatad
1300.000 profit and coil the stale
about S316.000 in cues. The criminal
investigation is continuing, police
said.

Last month in Pontiac, police
muad suspected smuggled eigaretles
worth about S100.000 wholesale,
worm, more than Sao0.000 in tun.

"The money they gel is more than
they can get selling drop, and the
penalties are not too harsh.' said
Frank Daiia. a licensed cigarette
wholesaler in Detroit

Dasza believes smuggling cut his
cigarette sales by nearly 40 percent
He said honest sure owners are bun
by those who buy cigarettes cheap
from smugglers M3 then sell them at
Wtetr prices.

-They re organizing.” Daiia said.
“Ooe guy will go down South and
bring some cigarettes back. When the
other guys see how much profit there
is. they get together and go back
down for more.’

The sate tv o ni carton of cip-
rtnci rose from S3.30 to (7.50.
Wholesalers like Daiia charge about
(1l per canon of premium brand cig-
ames such as Marlboro or Kool.
including the (aa.

Smugglers can buy the same car-
ton from North Carolina retailers, or
from Indian reservations in New
York, for S10 to Sl2. then sell to
acre or gas stations in Michigan for
(5 to FI more.

Retailers in turn can sell to cus-
tomers for less than the usual S30 per
¢ m and soil increase their profits.

Sou investigators believe three or
fotr ’ cartels” smuggle Urge amounts
to Michigan, some os often as twice a
week. They believe most large-scale
smuggling occurs in the Detroit i u

A Poociac party store owner who
discussed (he aroviry on condition of
anonymity said he's been solicited it
least 10 times bs the past six months
by truckers who offer to buy birr,
tege quantities of cigartOci when
(hey tnrvtl to low-tai sates.

"You can buy 30 cartons for (40
below coat. You buy SCO cartons, sell
them md you make a quick StOO." be
said.

Catching smugglers red-handed ts
like catching raindrops with a net.

Police acknowtedp il’i ilmost
impossible te intercept diem on busy
Mp hlghways when they're using
nondescript vehicles.

Manes' team has been swamped,
setlin| 43.000 cartons of suspected
smuggled cigarettes since (he higher
te took effect. Those cartons would
hare netted the sate (337JOO in
cues if bought kgaily.

The state Department of Treasury
has two or threa invesbpton who
wort primarily on tobacco tai viola-
oons; Manes toon wOl add three
more invcsbiaiors te his team. He has
had more than 30 complaints of ille-
gal cigarette saks in the past ytm.
compared to a half dozen in previous
years. Often informinn art store
owners who suspect rivals of selling
-lkgal cigarettes.

m larttan caincHoa

Kentucky'! 3-cent tax is tveo
lower than North Carolina's, and
Kentucky is closer to Michigan. But
North Carolina is especially aimc-
tjvt to smugglers because, like
Michigan, (he state does not affix
romps to cigarette packs.

YITbc money

| they get is
more than they can
get selling drugs,
and (he penalties
are not too harsh.**

HUM MCA

That means smuggkrs don't hrre
to remove the sump to sroid suspi-
cion. which saves hme and money.
Michigan and North Citolbi are
among only fiv« suues that do not
tar cigarette stamps.

Die North Carolina source of
Michigan-bound cigareoei is Sam's
Club, a mcmbers-only discount
chain owned by Wal-Mart. Sam s
Oubi Lt North Carolina sell ciga-
rettes as retail for much kss than
Michigan's wholesaJ* prices.

At Sam's Gub m Winsion-Sakm.
N.C., manager Larry Scruggs said
Michiganders often buy large quan-
tities of cigarettes from his store and
always pay cash..

Scruggs said they usually buy kst
than 110.000 worth to avoid having
to file an IRS cash nnsardon form
required for large purchases.
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“One guy came here regularly. We
couldn't pronounce his name.... He
said, 'fust call me Dm. " Scruggs
said. 'He'd come in with a wallet
just full of bills. He'd want to buy
$17,000 worth of cigarettes. When 1
told him he'd have to fill out a form,
he said, no. 0o. he'll just buy (9,000.

1 aioiroc be went somewhere
else to buy more eigoenes with the
rest of the money*

Scruggs said after one large sale
to i Michigan customer, be checked
on the man's chib membership. He
found the customer had used a false
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address in the Detroit area to obuin
the card.

Federal law prohibits unlicensed
buyers from purchasing more than
300 cartons of cigarertes per day Bui
the role it virtually unenforced, the
U.S. Bureau of Alcohol. Tobacco
asd Firearms only assists state inves-
tigators when asked to invesbgiie
major crou-sute smuggling.

Cheap cigarette: are a big drew at
JR "baeco Outlets in North
Carolina. The back of the Statesville
store, on 1.77. is s smoker's dream
— a wall 200 Imi long and 13 feer



high tucked with open ciki or
(ifwnn

On arecent wttkend it the itort,
wholesale manager tVerorve McNeill
said that * few boon earlier a man
«iilt Michigan plates bought 299
canons.

"Wc'u tell up to 299 canons to
any Tom. Dick or Harry that walks in
and can afford to buy that many."
MeNctU sax!

Brenda Coleman, administrative
officer for North Carolina's cigarette
tai office, laid smuggling is one
plausible explanation for dial state's
recent dramatic increase in cigarette
sales.

I'm sure anything you could
envision, some of it’s going on
someplace,” she said. "We do coop-
erate with other states on violations
we're aware of."

IrafcIDi Mttaffy

Smuggling in Michigan hasn't
triggered violence — yet

Mines and others are wary of the
anted Uirf wan thai erupted along
tha Canada-New York border a few
yean beck. Canada had raised its
tobacco as to 75 cents a peck, the
same as Michigan's current tax.
although other Canadian cuts raise
the ultimate coit much higher. The
increase prompted smuggling from
the United States through Indian
reservations, which don't pey feder-
al or stale taxes.

Shoot-outs between smuggling
lings were commonplace. A year
ago. partly in response to smuggling.
Canada lowered iu tax.

Smuggling to Michigan clidu an
I-told-you-so-rtsponse from the
Tobacco Institute, which lobbied
against raising the tax. Institute
spokesman Walker Merryman pre-
dicted organized crime would get |
foothold-

"It's a disaster for Michigan."
Merryman said. "l think if is an
object lesson for any other stain that
is thinking about dramatically
increasing its excise taxes,”

Another who uys smuggling is a
good argument to lower the cigarette
tai is Joseph Sa/afa. executive direc-
tor of the Associated Food Dealers
of Michigan. The higher cijareae
tax last year contributed to the clos-
ing of 11 percent of the state's party
uores in 1994, he said, few times
more than the national average.

Especially bard hit have been
stores along the Indiana and Ohio
borders.

Guy Arrxns. vice presidant of

talas for Pri Mar Pcsolaum Inc., a
St. Joseph-based company with 11
convenience-gai stores in southwest
Michigan, said one of his (lores four
miles from the Indiana border lost 99
percent of iu cigarette canon sales,
and half m pack sales.

Anoiher store, IS miles from
Indiana. losl $11,000 a month in cig-
arette sales. Artans estimated that
300,000 fewer customers vjsjicd the
company's stores from May through
December lasi year.

The lure of cheap smokes in
Indiana tripped up Edward Greene
0T Pleasant Lake, near Jackson. This
week in Coldwater, he was sen-
tenced to 30 days in jail, $615 in
fines and two years' probation far
lugging 34 canons of cigirenes bom
Indiana on Dec. 29.

Green's haul was discovered
when he was pulled over by a sute
creeper for a traffic violation. State
Police believe Greer, is the ftru per-
son convicted on charges stemming
from cigarette smuggling sine* the
higher ax took effect.

Green's case was pleaded to a
misdemeanor.  Branch  Counry
Prosecutor John livesay said the
plea wu fair, considering a smug-
gler with a truckload would face the
sam* five-year prison term Green
did.

Manes said he hopes judges art
tougher on rending cases with peo-
ple accused of big-time smuggling.

"The dunces of somcoo* going
to prison for five years with this type
of tax fraud is slim and none. unless
it's a repeat offender.” Manes said.
"As our cases get to trial, we Il find
out how much people care.

“Every taxpayer should care."
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Cigarette . |
smuggling
Costs state,
police say

New York officers arrest <
M ichigan residents in
huge nicotine pipeline.

By Jeremy Pearce
The Detroit Nrwt

New York State Poboe have arreat-
ed three dosen Michigan resident*
they say are involved in a huge cig-
arette smuggling pipeline that's ooet-
ing both states millions in lost taxes

Michigan residents have been
arrested near three Indian reaerva-
tions in western New Yotlcthis year
for illegal possession of thousands of
cartons of contraband cigarettes.

Police said they believe the smug-
glers are acting independently orin
small groups and are not part ofa
major ring. The smugglers, they said,
stuffvana with as many as 1,200 car-
tons, resell them to Michigan party
stores and make as much ts $8,000
per smuggled shipment.

The word is outin Michigan that
you can come to New York and get
cheepdgaiettM,'said New York State
Police investigator John McEvoy.

“We've seen snuggling to Michigan
picking up rapidly over the past six
months. IreTa’ more ofit every day’

Since Indian reservations don't
charge cigarette taxes, buyers avoid
New York’s tax and can resell the
cigarettes at a substantial prolit in
Michigan, which has a state tax of
17.50 per carton.

Michigan does not hav* a ciga-

rette tax stamp and oonsumancu t.
t«0 whether smokes are legal or flbo-

it State lawmaker* are now scram-

bling to pass bills calling for the crs-*

ation of a tax stamp.

"Michigan Stata Police and*

Department of Treasury ag?nta are
woefully understaffed to deal with
this,”said stata Sen. Douglas Carl,
R-Macomb Tbwnship.

One bill has already pasted the
House and is being reviewed by the '

Senate Finance Committee. Asee- ;

ond has yet to see a vote.

Michigan’s tax was raised from -

25 cents per pack to 75 oentain 199/
part ofa major tax reform package
to lower property taxes.

Michigan store owners caught with
more than 160 in smuggled cigarettes
bos a feloqy charge that carries a pea-
aihle $10,000 fine and prison term.

Under New York’ law, smugglers
face felony charges as well. Con-

sumers are not allowed to leave New/

York’s reservations with more than' *

two cartons.

In May, a Michigan man charged
with avoiding the tax *yas acquitted
after Chautauqua County, N.Y.,
Judge John Ward told ajury that if
the man did not try to resell the cig-
arettes in New York, he was not
evading New York? tax.

On Friday, a second case with the
same charge was dismissed byWard
against a second Michigan man for
the same reason.

Last year, Michigan officials
reviewed a private study that esti-
mated smuggled cigarettes coat the
state about $144 Trillion in lost tax
revenues every year. State Depart-
ment of Treasury estimates have
besn lower —between $20 million
and $22 million peryear

1
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A $1 per pack increase in the state cigarette tax?

Public Opinion Poll Results
December 14, 1995 -January 20, 1996

Alaska’s state budget is about five hundred million dollars larger than the revenue it will take in

this year. Most of this revenue is from oil and gas taxes. People have different views about how to
deal with this fiscal gap. Do you think the fiscal gap can be closed only with spending cuts, or do
you think the fiscal gap can be closed only with a mix ofspending cuts and new revenue sources?

Spending Cuts 16%
Spending Cuts and Revenue Sources 72%

Now, I would like to turn to tobacco taxes. The current .Alaska state tax is 29 cents per pack of
cigarettes. In general, do you favor or oppose increasing Alaska's tobacco taxes by one dollar per
pack to help close the state’s fiscal gap?

Strongly Favor 49%
Somewhat Favor 25%
Somewhat Oppose 5%
Strongly Oppose 16%

If it was proven that a large cigarette price increase prevents or reduces smoking among children
and teenagers, would you favor or oppose raising the state tax by one dollar per pack?

Strongly Favor 71%
Somewhat Favor 15%
Somewhat Oppose 9%
Strongly Oppose 3%

Do you generally favor taxing other tobacco products, such as chewing tobacco, snuff, and cigars,
at a higher rate than cigarettes, about the same rate as cigarettes, or at a lower rate than
cigarettes?

Higher Rate 8%
Same Rate 83%
Lower Rate 5%

| want to get your final opinion, even if it is different from the opinions you expressed earlier. All
things considered, do you favor or oppose increasing Alaska’s tobacco taxes by one dollar per
pack?

Strongly Favor 58%
Somewhat Favor 15%
Somewhat Oppose 7%
Strongly Oppose 18%

These data are based on preliminary analysis of the results of the Alaska Smokeless States Survey, a telephone survey ofa
representative sample of 820 Alaska residents 18 and older conductedfrom December 14, 1995 through January 20, 1996.
The survey was conducted using a single-stage, list-assisted random-digit-dialing stra/efied sample design. One adult was
selected to be interviewed within each household. The survey concerned public attitudes toward the state's budget gap and
tobacco policy issues. The margin ofsampling error (95% sampling interval) for statewide estimates madefor all residents is
no more than plus or minus 4.3 percentage points. The survey was conducted by Mathematica Policy Research, Inc. in
Princeton, New Jersey, under contract with the Robert Wood Johnson Foundation.

BACKGROUND
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Alaska Tobacco Control Alliance
Resolution to Support an Increase in the Tobacco Tax

Whereas tobacco Kills far more Americans each year than alcohol,
car accidents, suicide, homicide, AIDS, heroin and cocaine

combined;

Whereas tobacco is the leading cause of preventable death in the
country;

Whereas 3,000 children become regular smokers each and every
day;

Whereas 73% of daily teen smokers who think they won't be
smoking in 5 years are still smoking 5 years later;

Whereas 84% of Alaska adult smokers started smoking between the
ages of 10 and 20;

Whereas tobacco kil's 1 out of 5 Alaskans;

Whereas Alaskan Natives suffer disproportionately from the burden
of tobacco addiction and illness;

Whereas it is the responsibility of the State of Alaska to do
everything in its power to blunt the negative impact of tobacco on
the health of our citizens;

Whereas smoking-related death and disease cost each Alaskan S220
in 1991;

Whereas smoking-related death and disease cost the Alaska
economy S127.6 MILLION DOLLARS in 1991;

Therefore be it resolved that The Alaska Tobacco Control Alliance
calls upon the Alaska Legislature to enact a significantly higher
state excise tax on all forms of tobacco, and to ensure that this
higher tax rate is regularly increased to keep pace with inflation.

ALASKA TOBACOO GONTROL ALLIANCE
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Tobacco Use by Youth:

TOBACCO USE BYYOUTH

» Most smokers begin smoking during childhood and adolescence. Nicotine addiction is
established during the first two to three years of tobacco use.

» Forany cross section of adults who smoke, 89 percent begin using cigarettes by or at age 18.
Severity-one percent begin smoking daily by or at age 181

The average age when people first try smoking a cigarette is 14.5 years.2
Nearly 84 percent of Alaskan adults started smoking between the ages of 10 and 20 years old.3

Seventy-three percent of daily teen smokers who think they won't be smoking in 5 years are still
smoking 5 years later.4

Seventy percent of teen smokers say that given the chance to do things differently, they wouldn't
have started smoking.5

Eighty percent of teen smokers want to and have tried to quit Only 1.2% succeed.6

» The prevalence of smoking by youths has remained basically unchanged since 1980.

J Amon% high school seniors, the grevalence of reqular smokers (those who have smoked in the

gastS days) was 30.5% In 1980 and 23.9% In 1993; the prevalence of daily smokers was
1.3% in 1980 and 19.0% in 1993.7

» InAlaska, 27% of 12th grade girls and 18% of 12th grade boys report daily use of cigarettes.

|[F)iates8are highest among Alaska Natives; 31% of 12th grade girls and 21% or 12th grade
.boys.

=Centers for Disease Control and Prevention. Preventing Tobacco Use Among Young People: A Report of the Surgeon General. Atlanta, GA: US
Department of Health and Human Services, Centers for Disease Control and Prevention, 1994.

'Centers for Disease Control and Prevention. 1994.
'Alaska Division of Public Health and Alaska Area Native Health Service. 1989 Alaskan Adolescent Health Survey.
‘Centers for Disease Control and Prevention. 1994,

‘Gallup Organization, 1992.

Heenage Attitudes and Practices Survey, 1993.

‘Institute of Medldne. Growing Up Tobacco Free: Preventing Nicotine Addiction in Children and Youths. Washington, DC: National Academy
Press. 1994.

'Alaska Department of Health and Social Services. The State of Adolescent Health In Alaska. Juneau, AK: Alaska Department of Health-and Social
Services, May 1990. =



Tobacco Use tia Youth: Patterns and Prevention (page 2)

» Use of smokeless tobacco by youth has increased dramatically since 1970.

J Althoug?h little use of smokeless tobacco was seen among adolescents before 1970, the preva-
lence of its use among older teens (16-19 years old) increas ‘d nearly 10-fold between 1970 and
1985, and overall appears to have remained constant since thend

*" InAlaska, 18% of 12th grade boys and 7% of 12th grade girls report daily use of smokeless
tob%cco.. Fliat]%s are highest among Alaska Natives: 24% of 12th grade boys and 15% of 12th
grade girls.

» Restricting youth access to tobacco is the key to breaking the cycle of tobacco use.

» Research has documentedthat most minors who smoke purchase their own cigarettes. The
major source of cigarettes from underage consumers is small stores and gas stations.

» «Despite the fact that all states prohibit the sale and distribution of tobacco products to minars,

tot%accodis easily accessible to youth. Youth purchase tobacco from all sources when laws are not
enforced.

* In 13 studies of over-the-counter sales, illegal sales to minors occurred at the (average-weighted)
. Tate of 67 percent.ll

» Young people tend to use vending machines more than the general smoking public.
Vending machines are more popular among the youngest adolescents.12

* In1988, only 4 to 8 percent nf all cigarettes were sold through vending machines. However, the
National Automatic Merchandising Association reported that young people tend to use vending
machines more often than the general smoking public.3

* Nine st?ﬂies of vending machine sales found the (average-weighted) rate of illegal sales was 88
percen

» A National Automatic Merchandising Association _surve){ found that minors were successful 77%
of the time in buying tobacco from vending machines placed where minors were prohibited.

"Institute of Medldne. 1994.

I0Alaska Department of Health and Social Services. The Slate of Adolescent Health in Alaska. May 1990.
"’Centers for Disease Control and Prevention. 1994,

"’ Centers for Disease Control and Prevention. 1994,

"’ Automatic Merchandising Association. Cigarette Sales from Vending Machines, 1988. Chicago, IL: National Automatic Merchandising
Association, 1989 as reported In Centers for Disease Control and Prevention. 1994.

“Centers for Disease Control and Prevention. 1994,

” Americans for Nonsmokers' Rights. "Youth Access to Tobacco' (fact sheet). Berkeley, CA  32. -
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Tobacco Use by Youth: Patterns and Prevention (page 3l

Adults are another important source of tobacco for minors.

»  Several studies document that between 17 and 25 percent of adolescents obtain tobacco from
their parents or guardians.16

Apil 1995



Tobacco:
Its Prevalence

and Im pact

Revised
April 1995

Developed by the

A merican Lung Association of Alaska

(907) 276-5864 -

with funding from the Robert Waod~fohnson
Foundation’s grant, "Tramplin/Tobacco: A

W inning Tobacco Control Strategy for Alaska’

TOBACCO ITS PREVALENCE AND
Impact



Alaska

Control its Prevalence and Impact
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» Tobacco use is the single most preventable cause of premature death and crippling

disease in the United States.1

CIGARETTE USE
» Alaska has one of the highest smoking rates in the nation.
»  Alaska has the sixth highest rate of smoking and the sixth highest rate of smoking-related death
in the nation.*

»  Twenty-eight percent of Alaskan adults smoke cigarettes reqularly. By contrat, the national
median is 22 percent More females (29%) than males (27.1%) Smake in Alaska.3

» Nearly 84 percent of Alaskan adults started smoking between the ages of 10 and 20 years old.4

» Alaskan adolescents, particularly females and those living in rural communities,
report high rates of smoking. Use increases with each grade. For almost every grade,
more girls than boys smoke on a daily basis.1

»  Twenty-seven percent of 12th grade females and 18 percent of 12th grade males report that they
smoked cigarettes every day.6

» Female students in grades 10-12 living in communities with less than 2,500 residents report
substantlal(ljy higher dally cigarette use rates (31%) than those in communities of more than
2,500 resicents (17%).

'Alaska Division of Public Health. Alaska Behavioral Risk Factor Survey: 1992 Annual Report Juneau, AK: Ala'k- Division of Public Health,
October 1994.

3US. Centers for Disease Control and Prevention, Morbidity and Mortality Weekly Report Vol. 43 No. SS-1, June 10,1994.
'Alaska Division of Public Health. October 1994.
'Alaska Division of Public Health. October 1994.

"Alaska Department of Health and Sodal Services. The State of Adolescent Health In Alaska. Juneau, AK: Alaska Department of Health and Social
Services, May 1990.

‘Alaska Department of Healtn and Social Services. May 1990.
'Alaska Departrrent of Health and Sodal Services. May 1990.

April 1J95



Tobacco: Its Prevalence and Impact (page 2)

SMOKELESS TORAfCO USE

» Among Alaskan adults, 5.4 percent are current smokeless tobacco users.

» Men use these products at higher rates (9.0 %) than women (1.4%).8

» Alaskan adolescents, particularly males and those living in rural communities, report
high rates of smokeless tobacco use. Aswith smoking, use increases with each grade.
Unlike smoking, more males use smokeless tobacco than females.9

»  Eighteen percent of Alaskan 12th grade males and 5 percent of 12th grade females report using
smokeless tobacco on a daily basis.10

»  Among males from communities under 2,500,16 percent chew tobacco daily, triple the rate
among males in larger communities, Even greater are the differences for females-12 percent of
female te_%nagﬁrs in'small communities compared to fewer than 1 percent in larger
communities.

» One-third of high-school-aged adolescents in the Jnited States smoke or use smoke-
less tobacco.12

»  The 25-year decling in smoking prevalence among youth leveled off since 1930 and In fact, is on
the rise among male high school seniors.3

»  Use of smokeless tobacco among high school males has become markedly more prevalent over
the last two decades.

'Alaska Division of Public Health. Alaska Behavioral Risk Factor Survey: 1992 Annual Report. Juneau, AK: Alaska Division of Public Health,
October 1994.

"Alaska Department of Health and Sodal Services. May 1990.
J0Alaska Department of Health and Sodal Services. May 1990.
"Alaska Departmentof Health and Sodal Services. May 1990.
"Centers for Disease Control and Prevention. 1994,

"US. Department of Health and Human Services. Preventing Tobacco UseAmong Young People: A Report ofthe Surgeon General. Atlanta, GA™"
US. Department of Health and Human Services, Centers for Disease Control and Prevention, 1994.

"Centers for Disease Control and Prevention. 1994.
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Tobacco: Its Prevalence and Impact (page 3)

HEALTH IMPACTS OF TOBACCO USE

» Smoking kills an estimated 419,000 Americans each year-more than alcohol, heroin,
cocaine, automobile accidents, homicides, suicides, AIDS and fires combined.15

500.000 S -

418.690
400,000
300.000
£
&
a
200.000
100,009
Ctgjrette*  Alcohol Accidents Suiddi AICS  Homidds Br(())g’;l Rres
» Smoking accounted for 19 percent of the deaths in Alaska in 1991, averaging one

death per day. Among Alaskans 35 years of age and older, 23 percent of deaths were
attributed to smoking.16

Department of Health and Human Services, Centers for Disease Control and Prevention. 1994. (1990 data)

"*Alaska Division of Public Health. ‘Bulletin: Costs of Smoking In Alaska, 1991 * Anchorage, AK: Section of Epidemiology, Bulletin No. 23,
November30,1994. .. “
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Tobacco: Its Prevalence and Impact (page 4)

Tobacco use isa major risk factor for diseases of the heart and blood vessels; chronic
bronchitis and emphysema; cancers of the lung, larynx, pharynx, oral cavity, esopha-
gus, pancreas, and bladder; and other problems such as respiratory infections and

stomach ulcers.17

»  Smoking accounts for 21 percent of all coronary heart disease deaths, 87 percent of lung cancer
deaths, and 30 percent of all cancer deaths.B

» Cigarette smoking during pregnancy accounts for 20 to 30 percent of low birth weight
babies, up to 14 percent of pre-term deliveries, and about 10 percent of all infant
deaths.1*

» The Surgeon General reports that tobacco use m adolescence is associated with a

range of health-compromising behaviors, including being involved in fights, carrying
weapons, engaging in higher-risk sexual behavior, and using alcohol and other

drugs.2

»  Cigarettes and smokeless tobacco are generally the first drug used by young people ina
sequence that can include tobacco, alcohol, marijuana, and hard drugs.2

ENVIRONMENTAL TOBACCO SMOKE

» Smoke from other people's cigarettes-known as Environmental Tobacco Smoke
(ETS)-has been identified as the third leading cause of preventable death in the
United States, behind active smoking and alcohol related deaths. ETS causes more
than 53,000 deaths per year from heart disease and cancer.2

» For every eight smokers killed as a result of smoking-related illnesses and disease,
one non-smoker dies from exposure to environmental tobacco smoke.21

Alaska Division of Public Health. October 1994.
"Alaska Division of Public Health. October 1994.
"Alaska Division of Public Health. October 1994.
"“Centers for Disease Control and Prevention. 1994.
"’Centers for Disease Control and Prevention. 1994.

"Glantz, SAand Parmley, W. 'Passive Smoking and Heart Disease: Epidemiology, Physiology, and Biochemistry," Greulation, Volume 89,1991,
1-12 as reported In California Healthy QUes Project Tobacco Control In California Giles: A Guide for Action. Sacramento, CA: California Depart-

ment of Health Services.

April 1995



Tobacco: Its Prevalence and Impact (page 5)

Environmental tobacco smoke is a cause of lung cancer in non-smokers. It also can
precipitate or worsen the symptoms of pneumonia, asthma, bronchitis, and allergies.”

Environmental tobacco smoke is linked to between 150,000 and 300,000 annual cases
of respiratory tract infections in children up to 18 months old.2%

The U.S. Environmental Protection Agency has classified environmental tobacco smoke
as a Class A Carcinogen—a substance known to cause cancer in humans for which
there is no safe level of exposure.26

FFONQMIC IMPACTS OF TOBACCO USE

4

Smoking costs tiis American public over $100 billion each year in health care costs
and lost productivity.27

In Alaska, the estimated total cost attributed to smoking in 1991 was $127.6 million
for persons age 35 and older. Ofthis, $45.6 million was for direct health care costs,
equivalentto $220 per Alaskan or $941 per currentsmoker in this age group.2*

\% \Y \%

This fact sheet was produced with funding from the Robert Wood Johnson Foundation's qrant, Trampling
Tobacco: A Wmnln? Tobacco Control Strategy forAlaska." For furtherinformation, contact the American Lun

Association at 907
at 907/465-3140.

276-5864 or the Alaska Department of Health and Social Services, Health Promotion Program

"U.S. Environmental Protection Agency, 1990.

24 Alaska Division of Public Health. Alaska Cancer Control Plan. Anchorage, AK: Section of Epidemiology, January 1994.

ISU.S. Environmental Protection Agency. Passive Smoking of Environmental Tobacco Smoke. Washington, D.C: U.S. Environmental Protection
Agency, 1993.

'«U.S. Environmental Protection Agency- Respiratory Health Effects of Passive Smoking: Lung Cancerand Other Disorders. EPA/600/6-90/006F,
December 1992.

"Office of Technology Assessment, U.S. Congress. ‘Smoking-Related Deaths and Finandal Costs," November 1993.

'=State of Alaska Eplr'-jnlology Bulletin. ‘Costs of Smoking In Alaska, 1991." November 30,1994,



C itizen s To P rotect Kids from T o b acoco

1057 W. Fireweed Lane, Suite 204 « Anchorage, Alaska 99503 « (907) 277-8696 « Fax: (907) 263-2073

"Cigarette taxes..are the most effective way to discourage tobacco use

amongyoungpeople...increasing the cigarette tax couldbe one ofthe
most %portgr?tpupbﬁc health me%sures%s countryhas ever taken. "i

- former U.S. Surgeon General C. Everett Koop

Increased tobacco taxes will save lives and protect our kids.
-The 1994 U.S. Surgeon General's report Preventing Tobacco Use Among Young People affins that
increasing tobacco tax- s will have a strong impart on children because they are more price sensitive
than adutts. As stated inthe report:’ ...the large amount of empirical literature [indicates that
increased] taxes on cigarettes would significantly reduce overall rates of agarette smoking. Much of
- the impart of higher prices would come from...discouraging initiation among young smokers.-2

Research indicates that an increase of 10% intobacco prices will reduce consumption by 4% for
adults and by between 10-14% among children. LV Voo ok,

Increased tobacco taxes are fair.ITobacco taxes can be Viewed-as a mCQser--r.
fee”tooffretthe enormous costs subsidized by the general publicthroughpublid/funded health'care,
payment of needlessly high healto insurance’'premiums, and payment for higher priced good sand%o.
services as a result of dii ninished worker productivity.- U.S. health care expenditures caused directly -
by smoking totaled $50,billion in*1993.3.0On average, each paci cigarettes smoked isdirectly V., T
responsible for more than $3.90 in national health care costs and lost productivity.* InAlaska, the
estimated total costs attributed to srrtokingin 1991 was $127.6 million for persons age 35 and older.
CHthis, $45.6 millionwas for direct health care costs, equivalentto $220 per Alaskaor $941 per
current smoker inthis age groups: </ = Y "lye HEx
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Nothing Kills Like Tobacco

sgKio
+* Tobacco kills far more Americans
than alcohol, car accidents, suicide, homidde, 00000
AIDS , heroin and cocaine combined;

300,000

Adults don't start smoking....kids do. The
average age of smoking initiation is 14.5 years
old.8 About 3,000 kids start smoking each
day and of those nearly athird will die from a 0300
tobacco related illness.:

_ 1003)00
+> Tobacco taxes are fair because tobacco

kills hundreds of thousand of Americans each
year; because there is no safe level of
tobacco use; because tobacco is highly



CIGARETTES KILL MORE AMERICANS THAN AIDS,
ALCOHOL, CAR ACCIDENTS, FIRES, ILLEGAL
DRUGS, MURDERS AND SUICIDES COMBINED.
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\ Tax That’s Good for You

ealth-relatcd taxes are differ-
ent.” That's what President
Clinton said when he sug-
isted a hefty rigare.rtp tax—jperhaps
s much as S2 a pack—as one of the
ays to pay for the health care reform
tat most Americans know we need,
ie's right.
Acigarette tax is different because
: helps almost everyone. Asubstantial
igarette tax would benefit not only
he entire nation by helping to provide
nore accessible health care at a lower
‘ost, but it would also benefit partic-
jlar guups; smokers would benefit
:ecause it would help them to quit;
-.onsmokers would benefit because the
iir they breathe would have less
-armmiful smoke; children would benefit
recause fewer kids would get hooked
m cigarettes; and—if the tax is done
-ight—even tobacco farmers could
renefit. The only real losers would be
-he tobacco industry, which has made
s profits by lying to the American
people about the dangers of smoking.
But the tobacco industry lobbyists
ire pressuring the President to back
down, to settle for a cigarette tax as
low as 50 cents, and they're linking
irms with tax opponents in Congress
to defeat this critical part of health
care reform. Now, more than ever,
President Clinton needs to remember

his own words—for cigarette taxes are
differaS indeed.
C MD-

“Jreeon 1981

Cigarette taxes are different
because they are the most effective
way to discourage tobacco use among
young people. In Canada, where
cigarette taxes have been raised to
more than S3 per pack, youth smoking
rates have dropped by 60% since 1980.

Cigarette taxes are different
because cigarettes kill more than
400,000 Americans each year, and rob
our economy of $68 billion a year in
health care costs and lost productivity.
Increasing the cigarette tax could be
one of the most important public
health measures this country has ever
taken. Experts predict that a $2 per
pack increase would persuade millions
of young people not to start smoking
and would help millions of current
smokers to quit. About 7.6 million
Americans would choose not to smoke
because of the tax.

Figuring that smoking kills about
a third of all those who smoke, this
tax could prevent the premeture death
of at least 2 million Americans alive
today. No other single aspect of any
health care reform plan can make so
dramatic a claim. Lets not lose this
unique opportunity to prolong those
2 million lives just to pleace the
tobacco industry and its friends in
Congress.

Senators and congressmen should
be happy to find a tax that is actually
popular. Polls show that almost 80%
of. Americans—Republicans and
Democrats, young and old, men and

AT'S GOOD FOR YOU
EVERETT Knnp

by C. Everett Koop

women—support a large cigarette tax.
So those members of Congress elected
on a "no new taxes” pledge can go
along with this one. Cigarette taxes
are indeed different.

Even tobacco farmers could benefit
from the new cigarette tax if it is as
hefty as once planned. Most tobacco
farmers know the right and smart
thing to do is to get out of a business
that produces disease, disability, and
death, and this tax can help them make
the transition to the smoke-free
society and smoke-free economy that
lie in our future. A small percentage
of the revenue from this tax could be
returned to tobacco-growming states to
be used to help tobacco farmers
diversify. Instead of blindly opposing
the 52 cigarette tax, tobacco-state
members of Congress should be
fighting for their share of the pie to
help move their states into the
economy of the 21st century.

President Clinton says he wants
dialogue on the health care reform
package, and that should eventually
produce the plan the nation needs. But
theres already one issue on which
almost everyone agrees—a major
cigarette tax. Let's not let the tobacco
industry meke victims of the public
on this one. Health-related taxes are
different; they’re good for you.©

This article appeared in the Washington Post
September 21. 1993.

World Smoking & Health
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olgarette smoking-United S*ie» 1992

MMWR 1994.4).449-472. Table =
12. Alaska Bureau of Viui Statistics: V93 Economic Coau of Smoking in Alaska: Estimates for 1993

Annual Report. Alaska Dmnon oi Public

Health. Smoking related direct costs* J96.490.vXX) 31 UNV'DoO
13 Alaska Behavioral Risk Factor Surveillance  Smoking related indirect mortality costs*"  t18 3.a0P.6C0 1

Survey. 1992 Annual Report. Alaska  Smoking related indirect morbidity costs**  t15.94Q.00Q_

Division of Public Health. Total smoking related costs H9*63066© j/9V,(Try.ecu
14. GiovmoGA, HermingfieldlE, Tomv SL:

Epidemiology of tobacco use and * Calculation of direct costs based on 6.13% of total

dependence  Epidemiol Rev 1995:17.1- medical core coats for Alaska foe 1993 (SI.373.000.000)
65. ** Indirect mortality cost* calculated using SAMMEC with s
15 Federal Register, August 11, 1993. 34t discount rate and 1990 earnings data

Regulations restricting the sale and
distribution of cigarettes and smokeless
tobacco products to children and adolescents
proposed rule
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Excise Taxes and Preventing

Tobacco Use In Young People

w e need to reexamine the
approaches taken in the
worldwide fight against

tobacco use. W\ need to consider the

evidence of our success to date, not
on the basis of justifying past action,
but with the aim of increasing our
effectiveness. VA& need to be reminded
that during our 25-year fight against

.tobacco, world cigarette production

as doubled and per .capita consump-

tion has increased 25%

In most parts of tne world, like
my own country of Canada, the
resources committed to tobacco con-
lioi are very limited. This means the
few people working to reduce tobacco
use must use the most effective tools
available. It is my- view that the
economics of tobacco have defeated
our worldwide efforts to date and that
turning the economics to our favor is
the single most effective thing we can
do to reduce tobacco use.

Affordability of tobacco appears to
be, for many countries, the single
largest determinant of how many
children will start smoking.

Fortunately, the cost of cigarettes
need not be determined solely by
tobacco companies: tax policy can
dictate prices and health concerns can
dictate tax policy. It is time to use
the incredibly cost-effective tool of tax

olicy as central to any strategy to

reduce tobacco use and to prevent

IVavid Sweanor is Lesal Counsel for the Non-Smokers'
Hi«hts Association of Canada.

young people from ever becoming
addicted in the first place.

The Economics of Tobacco Control

It is hardly surprising that those
who cane early to the fight against
tobacco use chose the well-tried
weapons of previous health cam-
paigns; first, the search for a cure.
When that failed, we looked t>healtl
education. On'y when we-:ame to
realize that much greater gains could
be made, did we resort to legislative
action.

Each of these successive
approaches has been a movement
toward dealing with the source of the
problem Wk started with the symp-
toms and mowved to the cause. The
closer we have come to the source ot
the problem the~more~effective the
intervention has been. As we examine
the various legislative avenues avail-
able, it is clear that some are more
effective. | believe that economics is
about the most effective tool available,
and legislative intervention in the area
of tobacco tax policy is the way to
tum this tool to our advantage.

W& know that controlling tobacco
use is different from other health
battles—because the foe is not avirus
or bacteria, but a powerful industry
with avested interest in making money
from the product causing the disease.

It can fairly be said that the profits
from marketing tobacco are so great
that some companies are willing to kill

by David. Sweanor

for them. Cigarettes are very cheap to
manufacture, they are addictive, and
virtually every national market <
controlled by no more than three
companies. The result is often little
price competition, so retail prices edge
upward, and profits skyrocket.

However, there is a flaw in mar-
keting a deadly'" product—builfup
obsolescence not of'the oroduct™but.
or its consumers. Tlie tobacco industry
TiasTo recruit new consumer; to sur-
vive. The profile of these new recruits
varies from country to country but
with one universal constant: the new
users of tobacco products are over-
whelmingly young people. As a result,
"Wé know mat tne real battle is to stop
the tobacco industry from recruiting
young people. A person who has not
become a tobacco'user by age Hl) is-
likely to never'become one.

We also know that Tdespite decades
of health education, young people do
not grasp the magnitude of the risk
associated with tobacco use. For
example, in Canada, despite the best
efforts of health educators, a recent
surveyl found that only a small
minority couMjecalLihat smoking
caused heartmsease”many did not
know thatQurigcancer is fatal, and
few realized that the risk of heart
disease declines dramatically soon
aiier someone quits smokipg-

Prtitnted at ihe 8th World Conference on Tobacco
ORHealth Bueno*Aires. Argentina. March30-Aonl
3. 1992.



But there is one piece of knowledge Figure 1. Real cigarette prices and cigarette smoking among Canadians
we and the tobacco industry have in age 15to 19

common—that price is the key. If the

price of tobacco goes down, use goes 50% 7 260
up. Iftobacco becomes less affordable, Teei smoking
consumption goes down. 45% 240
Price has the greatest influence n
among those who are not yet addicted: 40% 220
the young. The industry needs to get
them into the market. 35% 200
W& need to keep them out.
300 180
Cigarette Prices and Young Peopie
Evidence from the United States2 o504 160
has suggested that .every 10%oincrease
Jjuthe/realLii.g™ after imlatlon) price 140
. . 20%
oLxigarettes—leads-to-ioughly a
10%6 reduction in tobacco use among _ 120
teenagers ThIS e\/ldence \Nthh haS 15% Rea looacco icuex 19802100)
existed for at least a decade, led some L f 100
: : 0
Of us In_ Canada to dec!de to fOCUS 1979 1981 1983 1985 1987 1989 1991
on tax Increases as an mtegral part Source: Statistics Canada, labour Force Survey, 1991; Canadians and Smoking: An Update.
of our amroach to tobacco Controll Health and Welfare, Canada, 1991.

These efforts have been successful.
W& have obtained very large tobacco Figure 2: Tobacco taxation in the United States—average cigarette tax

tax increases that have caused dra- as a %oof retail ; ;e
matic increases in tobacco prices and
resulted in stunning falls in the num- 55%
ber of young people using tobacco.
In 12 years—from 1979 to 1991 — 50%"

the real price of tobacco increased by
a total of 158% and teenage tobacco

use fell by two thirds (Figure 1). This e
is startling progress toward the goal
of a tobacco-free society. 40%

In determining the extent to which
the decline in Canadian teenage
tobacco use has been induced by tax-
based price increases, various factors

35%

can be considered. Public education 30%

campaigns do' not explain this drop,

since countries like Canada (such as 25%

the United States) ran similar cam-

paigns but experienced no comparable 0%

decline in teenage smoking. Even our 1960 1965 1970 1975 1980 1985 1990

ad ban, health warnings, and laws

. . Source: The Tax Burden on Tobacco. The Tobacco Institute. Volume 85. 1990. pp. 79-108.
protecting nonsmokers cannot explain



Figure 3: Cigarette consumption versus pack price—New Zealand, 1973-
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of Statistics and Department of Health, 1992, ISBN 0-177-06495-7

this fall, since these are recent
measures. A 1991 study3 found that
the price sensitivity of Canadian
teenagers is much in line with what
the US studies had suggested.

Unlike many other interventions-,
the impact of tax changes is immediate
and dramatic. Whereas other interven-
tions often require a great commitment
of resources, the cost of a tax inter-
vention can work out to no more than
pennies per life saved. All that is
needed is a little knowledge, some
persuasive advocacy, and persistence.

How Can We Use This Information?
It seems clear that tobacco taxa-
tion is a strategy that works. \Why then
is it so underutilized? Why have so
few governments used taxes to reduce
tobacco consumption? Why have some-
countries—like the United States—
let the tax component of retail prices

slump (Figure 2) while research
showed the impact of tobacco use and
the role of taxation in reducing such
use? Why do some governments who
are prepared to see tobacco advertising
banned, still protect the cheap ciga-
rettes produced by their national
tobacco monopolies?

One reason must be that the health
lobby has been so reluctant to put
tobacco tax increases at the top of its
agenda. Unlike the tobacco industry,
we hawe failed to realize the power
of economics. Because we are less
experienced in talking to government
finance officials than dealing with the
health departments. Because it means
talking an unfamiliar language to
people who may—at the start—be
unsympathetic.

But the experience of places such
as Hong Kong, Britain, New Zealand,
;nd Canada shows that the effort is

repaid many times over. In fact, the
benefits from the impact on youth
smoking are greatly compounded by
the impact on adult tobacco consump-
tion. An analysis of countries around
the world shows the powerful inverse
relationship between price and con-
sumption. New Zealand is but one
example (Figure 3).

Finance ministers are willing to
listen to a well-presented health case.
This could be due to a combination
of pure expediency, since tobacco taxes
are a convenient way to raise money,
and a recognition of the roie of fiscal
policy in preventing disease. Once
convinced, these officials can be
powerful allies within government.

Another lesson is that tax increases
are the fastest, surest way of achieving
large reductions in tobacco consump-
tion. And that in turn opens the way
for further initiatives. Fewer smokers
make it easier to get restrictions ori
workplace smoking, to get smoke-free
transportation, and to get rid of
advertising. The higher taxes can also
increase a government's willingness to
implement bold marking schemes that
make smuggled tobacco easier to
identify while reducing the attractive-
ness of tobacco packaging. These
measures are part of a strategy that
reinforces the message to the next
generation, that smoking is an activity
on the way out.

Obstacles to Action

The tobacco industry resists
tobacco tax increases with an intensity
commensurate with its certainty that
such measures reduce consumption.
The industry will throw any obstacle
in the way of a sizable tax increase.
It will also seek loopholes that keep
cheap products in the market as a lure
for those who might otherwise not



mart—or quit—as the price rises.
Favorite tactics of the industry
nclude focusing attention on the
flight of local tobacco growers and
.obacco factory workers. It will also
ittempt to portray the tax as unfair
0 the poor, to enlist the services of
-hose with strong government ties to
oppose you, or to promote the idea
-hat higher taxes will increase crime.
Fortunately, all these tactics of the
e.0bacco industry have already been
iffectivcly countered in some coun-
tries. Anyone now embarking on a
campaign for health-oriented tobacco
tax policies can become an *‘instant
expert" simply by learning the lessons
of the campaigns run to date. The
arguments the tobacco industry makes
with respect tc economics can be
shown as no nmore credible than the
position the industry takes on health.
The major obstacle to date has
been the reluctance of health organ-
isations to move strongly into the
area of tobacco pricing. The tobacco
industry and governments have done
exactly as would be expected on
tobacco pricing given their respective
interests and methods of operation. It
is the "health lobby™ that has been
rather absent from this field. As a

Doonesbury

result, we hawe left the area of eco-
nomic policy firmly in the hands of
the tobacco industry and placed our-
selves at a great disadvantage in our
efforts to reduce youth smoking.

Conclusion

If the health community remains
reluctant to get seriously involved in
the economics of tobacco, we will
almost undoubtedly see worldwide
tobacco sales continue to increase in
the foreseeable future. The increasing
affordability of tobacco is probably the
major reason world cigarette produc-
tion has doubled in the last 25 years.
If we do not move oni this front, far
too many of the planet's young
people—the people we talk so earn-
estly of saving from tobacoTaddic-
tion—will be making their debut as
mortality statistics 25 years from now.

If we choose to get involved, to
change the economic landscape in
tobacco control, the impact on world
tobacco consumption could be beyond
anything achieved to date. The level
of smoking among young people cuuld
be suddenly and significantly reduced.
The impact of these same price
changes among adults could lead to
an unprecedented decline in worid

AND 8BUSV5 M5,
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tobacco sales.

A quarter of a century ago, at the
First World Conference on Smoking
and Health, Senator Robert F
Kennedy said: ""The industry we seek
to regulate is powerful and resourceful.
Each new effort to regulate will bring
newways toevade  This is a battle
that can be won." These words are
as true today as they were when first
spoken. They are no less true in the
area of tax policy than any other area
of tobacco control. Our major chal-
lenge today is to use what we know
to finally start winning that battle. ©
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WHY DO TOBACCO TAXES MATTER?

Economic studies, many from the United States, show that price has a
powerful effect on the consumption levels of tobacco. Estimates of the
price effect vary, but, broadly speaking a 10% real (that is, inflation
adjusted) increase in 'orlce reduces aggregate per capita consumption by
around 4%. Conversely, a decline in the real price of tobacco leads to
increased consumption.

This relationship between price and consumption can be seen in more than
academic studies. One of the best ways to illustrate it is to take the
historical per capita consumption data presented at pag.e 6. of The Tax
Burden on Tobacco and-~tliie"aver~a'ge ﬁrlce of a pack _of cigaréttes from 1954
to 1994 'pages 76 to 121)/ Since the Tobacco Institute conven_lentlg
ignores inflation, we can factor it into the sales price information Y
using the consumer price index. The result is a graph showing almost a
mirror image between price and consumption, as can be seen in Figure 1.

There is also research indicating that teenagers are particularly price
Sen_Sltlve, with PrICE affecting hoth the_quantity consumed anriMrhe”
decision as to whether lo.smoke-at-all.- Generally, each Qne peccent
increase jn_the real price will lead to a corresponding one percent decline
In teena.ge-cooSumption. A survey of the research in'this area led the
General Accounting Office to conclude inJL9&9:hat a higher tobacco
excise tax should significantly reduce the number of teenage smokers.

Of course taxes are not the onIY influence on the price of tobacco. The Tax
Burden on Tobacco illustrates the role of such factors as the growth of
discounted cigarettes from 1990 to 1994 (pages 113 to 121). The Tobacco
Institute calls these discounted cigarettes "generic brands" and does
separate calculations of state prices taking these brands into _
consideration. During this time the average price of cigarettes varied
considerably from the price of the non-discounted brands.

The ke¥ thing about taxes is_that they allow governments to influence the
price of tobacco products. The affordability of tobacco products affects
consumption, price affects affordability and taxes affect price.
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The Health Effects of Cigar Smoking, Pipe Smoking and Smokeless Tobacco Use
Prepared by Catherine Schumacher, MD, MSPH and Michael G. Landen, MD, MPH
Section of Epidemiology

Alaska Division of Public Health

The health effects of cigar smoking, pipe smoking and smokeless tobacco are discussed less
frequently than the effects of cigarette smoking, mainly because many more people smoke
cigarettes. Nonetheless, the detrimental health effects of cigars, pipe smoking and smokeless
tobacco are well established. Cigars, pipes and smokeless tobacco are nicotine delivery systems
that lead to addiction. Furthermore, ail deliver known carcinogens.

Cigars

» Cigar and cigarette smokers have a similarly increased risk of laryngeal and oral cancers;

» The risks of lung cancer and of chronic obstructive lung disease are also elevated among
cigar smokers, but not to the extent as in cigarette smokers.

» Cigars deliver nicotine that can be absorbed through the lining of the mouth and pharynx,

whereas cigarettes need to be inhaled to absorb the nicotine.

Cigar smokers vary in their smoking habits with regard to inhaling and with regard to

smoking other products. Additionally, cigars vary in their nicotine and uir amounts.

Therefore, the health effects vary depending on smoking behaviors and type of cigar.

* Nonetheless, the health risks, in particular oral and laryngeal cancers, remain significant
regardless of inhaling.

Pipes

<« Pipe smoking has declined from 14.1% of men in 1965 to 2.0% of men in 1991,

» Pipe smokers have increased risks of chronic obstructive lung disease, oral cancer, laryngeal
cancer, esophageal cancer, and lung cancer;

+ Risks are somewhat lower than those for cigarette smoking, ranging from 50-250% greater
than those for non-smokers;

* Anestimated 1,095 deaths were attributable to pipe smoking in the US in 1991; the relatively
low number of deaths as compared to cigarette smoking-related deaths (over 400,000) is not
because pipe smoking is safe, but because so few people smoke only pipes.

Smokeless labag.c.Q

» Smokeless tobacco, especially moist snuff, contains high levels of potent carcinogens,
r riuding polynuclear aromatic hydrocarbons, radiation emitting polonium and a variety of
nitrosamines;

» Smokeless tobacco is strongly associated with oral cancers;

» Smokeless tobacco is also associated with other cancers;

» About 1/3 of regular users develop leukoplakia, a white wrinkled patch on the gums and
inside of the mouth, which is a premalignant condition;

THE HEALTH EFFECTS OF CIGAR SMOKING, [PIPE SMOKING & SMOKELESS TOBACCO USE



» Smokekss tobacco also causes other conditions affecting the mouth and gums;
» Smokeless tobacco causes elevations in blood pressure and may be related to coronary heart

disease;
* In Alaska rural communities, smokeless tobacco use is not uncommon among five-year-olds

(17% of girls and 10% of boys); nationally, the average age to start smokeless tobaccco use is
12 years.

Summary

» Pipes, cigars and smokeless tobacco do not represent safe alternatives to cigarettes;
* Increasing the price of one type of nicotine delivery system, but not others, may lead to

people merely switching to another system;
» Pipe and cigar smoking are not common now however, a decade ago, smokeless tobacco use
was rare. The tobacco industry has shown that it can successfully market smokeless tobacco

to youth.

References

Public Health Service. The health consequences of using smokeless tobacco: a report of the
Advisory Committee to the Surgeon General. Bethesda, Maryland. USDHSS, April, 1988: NIH

#86-2874.
CDC: Smokeless tobacco use in rural Alaska. MMWR 1987;36:140-3.

Connolly GN, Winn D, Hecht SS, et al: The reemergence of smokeless tobacco. NEJM 1986;
314: 1020-1026.

Nelson N is RM, Chrismon JH, Giovino GA: Pipe smoking in the United States, 1965-
1991: Prev ce and attributable mortality. Prev Med 1996; 25:91-99.

Henningfield JE, Harihan M. Kozlowski LT: Nicotine content and health risks of cigars. JAMA
1996; 276:1857-8.



Legislative Research Services

130Seward Street, Suite 218
Juneau, Alaska 99801-2196
Phone: (907) 465-3991

Fax: (907)463-3351

Alaska State Legislature ,
Legislative Affairs Agency
Division of Legal & Research Services

January 29, 1997

MEMORANDUM

TO:

FROM: Paul BrandtJ”
Legislative Analyst

RE: The Effects of Tax Increases on Tobacco Use by Minors

You asked for information on how tobacco tax increases affect the rate of tobacco use by minors.
After a brief summary, this memorandum provides a short review of economic concepts and data
sources used by researchers, and then presents the findings of several studies that examine the

effects of price increases on tobacco use.

Summary

Experts with whom we spoke cited numerous studies examining the effects of tax increases on
tobacco use by minors.1 Even with an issue as sensitive as tobacco taxes, we found little argument
with the fact that increased tobacco costs results in decreased tobacco sales. Tax opponents may
argue, however, that conirol measures such as stricter youth tobacco laws are more effective at
reducing teen smoking than increased taxes. Opponents of tax increases also contend that
although raising prices decreases cigarette sales, illegal tobacco sales flourish, thus masking any
lasting actual decline in smoking rates. Advocates of tax increases point to a review of youth
tobacco use by the office of the U.S. Surgeon General, including research accounting for the
illegal cigarette sales, which concludes that tax increases provide an immediate and lasting method
of controlling smoking. The Surgeon General estimates that a 10 percent price increase results
in a 2 to 5 percent decline in cigarette use within the general population and cigarette use

‘Among others, we contacted the American Cancer Society, the American Lung
Association, the Centers for Disease Control, the Office of (he Surgeon General, the National
Conference of State Legislatures, the Tobacco Merchants Association of America, and the

Tobacco Institute.

THE EFFECTS OF TAX INCREASES ON TOBACCO USE BY MINORS - LEG, RESEARCH
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decreases at least as high, if not significantly higher, among youth.2 Additionally, the Surgeon
General reports that 86 percent of the overall decrease in youth cigarette use comes from
discouraging initiation of new smokers; the remaining 14 percent comes from decreased cigarette
use by young people who are already smoking. The 86 percent decline in new smokers is an
important point because studies also indicate that more than 80 percent of smokers began smoking
before age 18. Stopping young people before they start is often cited by health advocates as a
major goal of their anti-smoking campaigns. In fact, the Surgeon General recommends raising
prices as a primary measure to control tobacco use by minors because of the scientific evidence
showing its great effects. In addition, a recent study, conducted by independent researchers,
examines the effects of both tax increases and laws designed to restrict minors' access to tobacco.
According to one of the authors, Dr. Frank Chaloupka, tax increases are the single most effective
method of reducing youth cigarette use. His study, based on information from 110,000 youths
nationwide, finds that tax increases significantly reduce youth smoking rates and that laws
designed to prevent minors' access to tobacco are ineffective.

Background

According to David Reaume, former professor of economics at the University of Alaska
Southeast, economists use two fundamental economic concepts to examine the effects of price
increases on product demand—the law ofdemand and price elasticity of demand. The law of
demand dictates that raising prices causes a decrease in product demand. Economists measure the
rate of change using price elasticity of demand Mr. Reaume explained that demand for any
product decreases as prices increase but the degree of change is likely to be small for necessities
and large for luxury items. He also cautioned that many variables affect product demand and
when measuring the amount of change caused by price increases economists must try to account

for all factors.

Numerous tobacco-related studies use data collected by the U.S. Centers for Disease Control
(CDC) when analyzing the effects of tax increases on youth smoking rates. According to Dana
Shelton, epidemiologist for the CDC, it is the way in which researchers use CDC information that
is important. Many researchers use sources other than the CDC's data because information
obtained by state-sponsored Youth Risk Behavior Surveys comes from random samples of an
entire population rather than multiple year studies of specific individuals. After obtaining their
own study results, researchers may use CDC data to estimate nationwide results. For example,
researchers may contact the same set of teens over a three-year period to determine if tax increases
resulted in manges such as quitting, reducing, or starting smoking. Based on these contacts,
researchers are able to project how tax increases influence youth smoking rates; they then use

2Studies reviewed by the Surgeon General report a 2.3 to 14.4 percent decrease in youth
smoking as a result ofa 10 percent increase in price, Many studies report findings exceeding 7

percent.
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CDC data to project their findings onto a larger population such as Alaska or the entire United
States. Using the same group of teens allows researchers to account for other variables such as
the effects of youth smoking laws as well a? how tax increases influence tobacco use. According
to Ms. Shelton, researchers perform strict analyses to ensure that specific events such as tax
increases caused their findings rather than other variables or normal fluctuations within the
population. Ms. Shelton cautioned that selecting individual pieces of data from a large work like
the CDC's Surveillance Summaries, which includes the results of state Youth Risk Behavior
Surveys, and basing conclusions on that information is not a scientifically accepted method of

analyzing data and would likely be erroneous.”

The Effect af Tax Increases on Cigarette Consumption Within the General Population

According to a report by the Surgeon General, numerous studies examining the effects of tax
increases on cigarette consumption estimate that raising prices by 10 percent results in a2 to 5
percent decrease in cigarette use (Attachment A).4 The Surgeon General criticizes some studies
for failing to model the addictive aspects of consumption and others for failing to account for

smuggling of cigarettes between states.

According to Dan Howie of the Tobacco Institute, the problem of illegal cigarette sales is well
documented in Canada, as well as other states, following large tax increases. He indicated that
Canada's large cigarette tax initially reduced smoking rates, but as illegal tobacco markets
developed cigarette use began to rise. In support of his argument Mr. Howie cited a 1996 report
by the Tax Foundation. The report concluded that although increased prices resulted in decreased
cigarette sales, illegal tobacco sales may mask any actual declines in cigarette use.5 Tobacco tax
advocates contend that smuggling illegal cigarettes tc Alaska would be unprofitable because of
shipping costs and the high price of cigarettes in Canada (the only jurisdiction with which we

3CDC Surveillance Summaries distributes scientific information to public health
officials, including information on tobacco consumption by minors. The CDC receives
information for Surveillance Summaries from various sources including state Youth Risk

Behavior Surveys.

4Centers for Disease Control and Prevention, Preventing Tobacco Use Among Young
People: A Report ofthe Surgeon General, 1994. p. 269-273. The overall range of price elasticity
ofcigarette demand was between -0.14 and -1.23 (that is, a 10 percent price increase result; in a
1.4 to 12.3 percent decrease in cigarette use); the majority of estimates fell within the narrower

range of 2 to 5 percent.

5The Tax Foundation, The Effect ofExcise Tax Differentials on Interstate Smuggling
and Cross-Border Sales of Cigarettes in the United States, October 1996. The Tax Foundation
is a nonprofit, tax exempt organization that relies solely on voluntary contributions for support.
They supply fiscal information and analysis to policymakers, business leaders, and the general

public.
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share a border). They also contend that Alaska's single Indian reservation on Annette Island is an
unlikely source for large quantities of tobacco products and the U.S. Department of Defense could
place restrictions on military tobacco sales, as was done in Hawaii, if problems with illegal

distribution develop.

The Surgeon General also reviewed studies examining both the effects of illegal smuggling and
tax increases. As is the case in other research findings, these studies estimate that a 10 percent
price increase leads to a 2 to 5 percent decrease in cigarette use. After reviewing the results of
many studies, the Surgeon General concludes that even with differences in data, theoretical
modeling, and estimation techniques numerous studies reach one general conclusion-increasing

cigarette prices reduces smoking.

The Effect of Tax Increases on Adolescent Tobacco Users

As in the general population, studies reviewed by the Surgeon General show that tax increases
cause a significant decrease in youth smoking rates. While the range of findings varied (overall,
the studies found that a 10 percent price increase results in a 2.3 to 14.4 percent decrease in
cigarette use), many studies estimate that a 10 percent price increase reduces overall youth

cigarette use by more than 7 percent.

Researchers examine the overall effect of tax increases on youth smoking by calculating the
decrease in cigarette use by those already smoking and determining the number of minors who
never start. The Surgeon General reports that 86 percent of the overall decrease in youth cigarette
use comes from discouraging initiation of new smokers. The fact that increasing taxes
significantly reduces overall cigarette use and decreases the number of new youth smokers leads
the Surgeon General to recommend raising prices as a primary control measure.

Dan Howie of the Tobacco Institute contends that tough state laws restricting the sale of tobacco
to minors could decrease youth smoking rates without tax increases. He also states that when tax
increases create an underground market for tobacco, illegal sales make laws restricting minors'
access to tobacco ineffective. As an example, he cites the problems with smuggling experienced

in Canada following large cigarette tax increases.

A recent study that compares both the effects of cigarette tax increases and laws limiting youth
access to tobacco, however, found that raising prices is a highly effective means of controlling
teen cigarette use. This study concludes that laws alone, due to problems of enforcement, have
little impact on smoking rates.5 In the study, Dr. Frank Chaloupka and Dr. Michael Grossman
analyzed data from over 110,000 youths collected during the years 1992, 1993, and 1994

NAttachment B is a copy of "Price, Tobacco Control Policies and Youth Smoking" by
Dr. Frank Chaloupka and Dr. Michael Grossman.
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(Attachment B).7 The study finds that tax increases significantly reduce cigarette use among
adolescents and estimates that for every 10 percent price increase the overall youth demand for

cigarettes declines 13.13 percent.

Enforcement of Tobacco Laws In Alaska

In Alaska, current state laws restrict sales of tobacco to anyone under the age of 19, make it illegal
for minors to purchase, possess or use tobacco, and place restrictions on cigarette vending
machines. According to Mary Collins, research analyst for the Division of Alcoholism and Drug
Abuse within the Alaska Department of Health and Social Services, the 1996 Alaska Youth
Tobacco Purchase Survey found that while 64 percent of merchants statewide refused to sell
tobacco products to minors, the remaining 36 percent of merchants sold tobacco to minors.
According to Kathleen Mather of the Alaska Department of Public Safely, law enforcement
officials issued four citations for illegally selling or giving tobacco to minors in 1996 and seven
in 1995. Additionally, minors received 96 citations for illegally possessing or using tobacco in

1996.

*kkkkkkkk*k

| hope this information is helpful for your purposes. Please do not hesitate to call if you have
additional questions.

Attachments

Dr. Chaloupka and Dr. Grossman have studied fhe effects of tax increases on cigarette
demand for several years and have prepared a number of research studies on the issue. Dr.
Chaloupka is an Associate Professor of Economics at the University of lllinois at Chicago and Dr.
Grossman is a Professor of Economics at City University of New York Graduate School.
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CSHB I(STA) generally proposes inareases to state-imposed taxes on cigarettes and tobacco
products.

Bill section 1. The bill section sequentially increases the tax on cigarettes and, because the
changes are made to the rate of a tax that is dedicated, would have the effect of providing for
the deposit of the increase into the "School Fund." AS 43.50.140. The increases are as

follows:

Between the bill's effective date and June 30,2000. the pei cigarette tax would be set
at 52 1/2 mills, a 50 mill rate increase, or an increase of $1.00 per pack (50 mills x 20
cigarettes per pack = 1000 mills or $1.00) from the current cigarette tax levy;

Between July 1,2000, and June 30. 2003. the per cigarette tax would be set at 64 1/2
mills, an additional 12 mill increase, or an additional increase of 24 cents per pack;

Between July 1. 2003. and June 30. 2006. the per cigarette tax would be set al 76 1/2
mills, an additional 12 mill increase, or a further increase of 24 cents per pack; and

Thereafter, at three-year .ntervais. the per cigarette tax increases at a rate of 12 mills
(24 cents per pack).

Bill section 2: Whether the rate imposed in a dedicated tax may be changed without
destroying the dedication is debatable. In the event the courts are asked to decide the
question and determine that the dedication is destroyed, this bill section is included to restore
the current rate of tax for the component that is dedicated for inclusion in the School Fund.

SECTIONAL ANALYSIS
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Bii! section 3; lhe bill section amends AS 43.50.090 to add a provision directing the
Department ol Revenue to give public notice of the cigarette tax rate changes and specific
notice of tie changes being made under AS 43.50.090(a) to all cigarette tax licensees at
appropriate times.

Bill section 4: This is a contingent provision. In the event the changes set out in bill section
1 are found to destroy the dedication, then the tax rate changes are made to current
AS 43.50.190(a). a provision that imposes a further tax on cigarettes and that, because the
proceeds are not dedicated, adds the increased revenue to the state general fund.

Bill section 5: This is also a contingent provision. The bill section amends AS 43.50.190
to add a provision directing the Department of Revenue to give public notice of the cigarette
tax rate changes and specific notice of the changes being made under AS 43.50.190(a) to all
cigarette tax licensees at appropriate times.

Bill section 6: AS 43.50.300 levies an excise tax on tobacco products other than cigarettes.
The amendment proposed would increase the excise tax on tobacco products other than
cigarettes from its current 25 percent of the product's wholesale price to 100 percent of the
wholesale price.

Bill section 7: The bill section adds new provisions to AS 43.50.300 that authorize the
Department of Revenue to further change the rate of the excise tax on tobacco products other
than cigarettes in line with inflation, at two-year intervals, spelling out how the change is to
be calculated, and requiring the giving of public notice and specific notice of the change to
all tobacco tax licensees at appropriate times.

Bill section 8: The provisions of the new material added by bill section 3 directing the
Department of Revenue to give public notice of the cigarette tax rate changes and specific
notice of the changes being made under AS 43.50.090(a) to all cigarette tax licensees at
appropriate times may be superfluous if the court rules against the tax dedication and
AS 43.50.090(a) ac amended by bill section 1 is repealed. Under those circumstances.
AS 43.50.090(d) is also to be repealed.

Bill section 9: These bill sections spell out the contingency under which certain of the
earlier bill sections—bill sections 2.4, 5, and 8--are to take effect. They are to be given effect
only if a "ourt determines that changing the rate of taxation on cigarettes destroys the
dedication of tax revenue derived from the cigarette tax.

Bill sections 10 and 11 are effective date provisions. Key tax change provisions are to take
effect October 1. 1997: other provisions take effect on the date that contingency identified
in bill section 9 occurs.

JBC:glc
97-079.glc
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SPONSOR STATEMENT
CSHB 1 (STA)

“An Act relating to taxes on cigarettes and tobacco products;

and providing for an effective date.”

CSHB I(STA) is aimed at Alaskan youth who use tobacco products. Youth smoking and
smokeless tobacco use rates in Alaska are higher than the national average. Within Alaska, the
highest smoking rate is in the Bush (33%) and the lowest in the urban areas (25%). Nearly 84%
of Alaskan adults started smoking between 10 and 20 years of age. In 1995, 36.5% of high
school students were identified as current smokers; 23.5% of the high school boys were identified

as current users of chewing tobacco.

Youth who use tobacco quickly become addicted to nicotine and most often become long-term
users who suffer the long-term health effects of smoking. Withdrawal fron nicotine addiction is
like withdrawal from other highly addictive substances: difficult and painful. Seventy percent of
smokers say they want to quit, and millions try each year, but only 2.5% succeed in any given

year. CSHB 1fSTA) seeks to stop our youth from ever using tobacco, and to decrease the number
of adults already using tobacco. CSHB 1(STA),when passed, will move Alaska far ahead of other
states in the fight against youth access to tobacco.

There are some enormous health and economic costs which flow from tobacco use. Some of these
costs are easy to measure, some are difficult to measure and some are beyond measurement.
Getting an idea of these costs can help the move toward health and economic policies that help
control tobacco.

The costs that can be easily measured are the costs that involve delivering direct health care services
which would not have been needed if tobacco was not used. In 1996 the state collected $16.7
million in cigarette tax revenues. That same year, the estimated economic impact of smoking in
Alaska was over $194 million in direct health care costs related to smoking and tobacco products.
Approximately $9.8 million of the direct health care costs were paid by state Medicaid. CSHB
[(STA) will help recover some of the excessive medical costs created by the use of tobacco.

Other easily measurable costs that have been researched are: the costs of disability, increased
illness, fire losses, and forgone income due to early mortality. Tobacco use is the leading cause of
death in Alaska. One out of five deaths in Alaska are tobacco related. The U.S. Centers for
Disease Control estimates that 18,000 Alaskans currently under the age of 18 will die from
tobacco-related diseases if effective action is not taken to end this epidemic. CSHB 1(STA)
contains a tobacco tax of $1 per pack and provisions to inflation proof the tax. This tax is the
single most effective way to reduce tobacco consumption among children and adults, and thereby
prevent premature deaths.

There are some costs related to tobacco use which are more difficult to quantify. There is the work
of someone who becomes ill from tobacco usage, the responsibility of trying to replace the work
that person does, lack of access to advanced health care that creates a significant burden for an
entire family, the illness or premature death of a tobacco user which can prevent their children from
getting tin adequate education resulting in limited chances for success, as well as, the amount of
disposable income devoted to maintaining a nicotine addiction. In some cases a significant portion

SPONSOR STATEMENT



House Bill 1
Sponsor Statement

of a family’s disposable income is spent on maintaining a tobacco addiction, thereby preventing
this money from be>ng spent on improving family nutrition, educational needs, or investment in
productive capac, ty. Not only does this perpetuate the cycle of poverty, but it is a loss to the local
economy, since the money goes instead toward the profits of large outside tobacco companies.

There is evident: z that the poor quit smoking in larger numbers in response to price increases.
Therefore, they will benefit by a tobacco tax increase of $ 1 per pack to a greater udent than more
affluent socioeconomic groups. Additionally, since the number of children who will start to smoke
is clearly inversely related to price, a large tax increase will make it possible to save large numbers
of another generation of smokers from tobacco addiction. For every price increase of 10% we can
expect to reduce consumption of tobacco products by an equal or greater amount among children
and teens. The $1 per pack tax increase proposed in CSHB 1(STA) would reduce youth smoking in
Alaska by an estimated 32% and prevent over 5,700 premature deatns among Alaskans currently

under the age of 18.

There are costs that are very real but cannot be measured. These include reduced quality of life for
the tobacco user, for those affected by second-hand smoke and for those people whose lives are
tom apart due to the loss or illness of a loved one. The value of human life and of attaining human
potential, cannot be measured in economic terms. But our inability to quantify these aspects of
tobacco use should not leave us blind to them. They are by far the largest of the true costs of
tobacco industry products.

Legislators in our state have a constitutional duty to provide for the promotion and protection of
public health. A $1 per pack increase in the tobacco tax and the provision to inflation-proof the tax
will help ensure a continuous decrease in the use of tobacco products by the youth and adults of
Alaska, as well as, promote a continued trend toward decreased health care cost and healthier

people.

Finally, a January 1996 statewide survey conducted by Mathematica Policy Research of Princeton,
New Jersey found that 74% of Alaskans support an increase of $1 per pack in the state excise lax
on cigarettes. This includes 75% of “conservatives,” 75% of ‘moderates,” 73% of “liberal”” and
55% of smokers. This legislation had wide public support in 1996 and it still does. CSHB I(STA)
is long overdue. 1 urge the passage of House Bill 1, a fair tobacco tax for all people in Alaska.



RESOLUTION

WHEREAS, tobacco use is widely recognized as the leading cause of preventable death in
Alaska and responsible for approximately 1 in 5 deaths in the United States; and

WHEREAS, in the U.S. alone, it is estimated that more than 400,000 deaths each year are
attributable to tobacco use and in Alaska it is estimated that smoking is responsible for
approximately 470 deaths per year; and

WHEREAS, the 1995 Youth Risk Behavior Survey (YRBS) determined that Alaska high
school students have smoking rates higher than the national average; and

WHEREAS, nearly all new smokers start before the age of 19, with an average age of 14.5
years old; and

WHEREAS, despite enormous effort, experience has shown that education and enforcement
efforts alone have not succeeded in preventing an increase in the number of new teen
smokers; and

WHEREAS, the Jan/Feb/Mar 1996 edition of A laska M edicine, the official journal of the
Alaska State Medical Association, was devoted to 'Tobacco: Alaska's Most Preventable

Health Problem"; and

WHEREAS, as reported in that journal, a proven way to decrease adolescent use oi tobacco
products is raising the cost of tobacco through increased excise taxes; and

WHEREAS, the American Medical Association (AMA) has recognized andsupported
increased taxes as an effective means of preventing new teenagers from becoming addicted
to tobacco; and

WHEREAS, experience in Canada and various states in the U.S. has demonstrated the
effectiveness of increased taxes as a ceterrent to teen smoking; and

WHEREAS, opinion surveys in Alaska have repeatedly shown that the general public
strongly supports increased tobacco taxes, including a substantial portion of smokers; and

WHEREAS, former Surgeon General C. Everett Koop has specifically recognized and
endorsed the effort of Alaskans to enact a $1 per pack tax increase stating that "Alaska is in a
position to lead the nation on this critical health issue [and could] set an example that could
ultimately save millions of lives nationwide.”

THEREFORE BE IT RESOLVED, that the Alaska State Medical Association reaffirm its
support for a $1 per pack state tobacco tax increase as an essential means to deter new
young smokers from becoming addicted to tobacco products; and

BE IT FURTHER RESOLVED, that the Alaska State Medical Association encourage its
members and all health care profess.onals to actively support this effort.



January 20. 1997

The Honorable Con Bunde. Chair
House HESS Committee

Alaska State Capitol

Juneau, AK 99801-1182

Dear Representative Bunde:

The Association of Alaska School Boards has established child advocacy as
one of our top priorities. Our mission to promote parental, public, and social
service commitment to the shared responsibility of educating all children
enables us to address issues that deal with the health and safety of Alaska’s
children. To this end, during the 1996 AASB Annual Conference, our
membership reaffirmed their commitment to a resolution which recommends
increasing tobacco taxes in order to reduce the accessibility of tobacco by
teens.

We are pleased that you have sponsored a bill (HB 1) which will prevent
tobacco addiction among our children. We believe that, through the combined
influences of tax levies, strict law enforcement, and quality education, we can all
have a hand in preventing our children from becoming addicted to tobacco.

AASB supports legislation which keeps our kids tobacco free. Thank you for
your commitment to the health and weli-being of Alaska's children.

Sincerely,

Carl F. N. Rose
Executive Director
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ASSOCIATION OF ALASKA SCHOOL BOARDS
Advocates for Alaska's Youth

Position Paper

Increase in Tobacco Tax

In order to address the risk to the health and safety of children and youth that tobacco related
products represent, the Association of Alaska School Boards strongly supports legislation which
would increase the cigarette tax.

After a review of the research, we take this position because:

e nicotine is an addictive drug that has been proven harmful to children;

« the average teenage smoker starts smoking at 14 1/2 years old and becomes a daily smoker
before the age of 18;

« if people do not begin to smoke as teenagers or children, it is unlikely they will ever do so;

and
» children tend to vastly underestimate the likelihood that they will become addicted to nicotine.

Tobacco use is a problem among Alaska's teens. 27% of 12th grade girls and 18% of 12th grade
boys report daily use of cigarettes. Rates are highest among Alaska Natives: 31% of 12th grade
girls and 21% of 12th grade boys.

Of public health strategies available for reducing tobacco use, increasing tobacco
taxes as a way of raising the price of tobacco products is viewed as the most
effective. One of its virtues is that it is immediate and does not require further public
resources to implement.

By increasing the tax on tobacco Alaska can significantly reduce the use of tobacco

among teens. Below are two examples of regions where taxation reduced tobacco consumption

among teens.

¢ In Canada, between 1979 and 1991, higher tax rates increased the real price of tobacco by
158 percent and teenage consumption dropped by two-thirds.

¢ In California, cigarette smoking declined nearly 24 percent(from 26.7 percent in 1988 to 20.4
percent in 1992) after California approved a 25 cent excise tax increase.

AASB believes that it is much easier to prevent smoking, than it is to help a teenager quit once

they fiave become addicted. We hope that you consider joining AASB in our goal to protect the
health of teenagers by voting to increase the Alaskan sales tax on tobacco.

1/20/97



ASSOCIATION OF ALASKA SCHOOL BOARDS
Adrocah's for Alaska's Youth

SUBJECT AREA Child and Youth Advocacy

97-4

INCREASE IN TOBACCO TAX

WHEREAS Aladia hes the sixth highest rate of smoking and the sixth highest rate d smolkingreated deatts inthe

netion, and
WHEREAS 32%d Aadkan giis sroke aor chewtaeooo daily, and 36%00 Alasken kwssndedd\aNchly ad
WHEREAS 84%0f Alaskan adlits Started soking theages d 10 ad20 yeas df g, ad

WHEREAS isillegl by youth under the age 0‘19 ad
WHEREAS s ng etc?/cr 19%ddeahS|nAlad<a|n 1991, averagng 1 per cay, ad

WHEREAS Wgﬁg%eddred%careoostatutedtosrrmrg iN 1991 Was$45 6 million for persons 35 and

WHEREAS between 1979 and 1991 Carec, recuoed the teenege consuntion d 'aoanoo by 6 7%y ineesing
the tax rates by 158%, ad

VHEREAS the US Government Acoounting Office hes determrined thet for every 1%increese in the price of
ogaates, 1%lewer teeregers will soke; ad

VWHEREAS, Alagkals tabaooo tax wes last increased in 1989; and

WHEREAS aJanuary 1996 sIa:aNcIesm/eyfarthH74%dAlaslGBSantaﬂmeesed$1 er peckinthe

Sate exdse tax on dgarettes, ad
VWHEREAS the curernt dgarette tax is $,29 perpad<or25%dtrewdememoeddmrtdaaoooprocws
NOWTHEREFCRE BE [T RESCOLVED et the Assodation of Alaska Schod Boards legdation whdh

would increase the digarette tax by an additional $1.00 perpa:k(totmmbedﬂytowﬂ&m) ad
aninarease on ather tolaooo produdss by an additional 75%

BE IT FURTHER RESOLVED thet the Assodiation of Alaska Schod Boards supparts tre diredtion of funds raised
under this tax to go tonards prevention effarts.

SUBJECT AREA Child and Youth Advocacy

97-5

ACCESS TO TOBACCO PRODUCTS

W%n@msmaﬁdmdtgadmsbemmmtobemmﬂtodﬂdma’d

WHEREAS aﬁjagetea@m@matmmyeasddaﬂMacthmbddemaged
18;

WHEREAS wﬁmﬂarfpeqdeobrubegntomasteemgasamldm it is unlikely they will ever do

\N—EREASeachard another 3,000 young le becore regular sroers, and nearty 1,000 of themwil
evertuallydezacg)zglreﬂjtof1he|rsrrd<|r'(r)ip<:q:i oo

WHEREAS children tend to vestly underestimrete the likelinood thet they will becore acticted to rioctine; ard

VWHEREAS a 1994 Surgeon Generdl's repart found thet young peaple were alde toluy dgarettes inverding
medines an dss%dlfehrraard

VWHEREAS Aaska Sate law prahibits the use of taloaooo by minars

NOWVTHEREFORE BEIT! \/EDtrcheAssna]mdAladeSdm Boards seeks legSation to strengtihen
pendlties for illegdl sde of tabaooo proouds to ninars; ad

BEIFRRGHER FESI:Laml MAASBmIegﬂmmbﬁmHMmmtothmMrgnahresky
mnars

BE IT RURTHER RESOLVED thet AASB suppart enforcement of lans conceming tre e, U, ad

Jpossession of tabacco-elated puggsla/d’lldmardach
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