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A lask

Source: National Institute on Alcohol Abuse and Alcoholism, Surveillance Report # 23, December 1992
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Slate or Other
Geographic Area

Volume

‘80,899
14,607
101,755
46,863
691,050

77,974
65,000
17,215
16,225
365,079

139,039
32,470
23,048

290,352

124,264

66,011
48,827
73,696
111,375
26,577

104,108
133,706
218,289
101,354

59,871

124,578

Tablo 2

Apparent Alcohol Consumption for States, Census Regions, ind the United States, 1990
[Volume and ethanol In thousands of gallons, per capita consumption In gallons, Kased on papulation age 14 and older.]

Beer
Ethanol Per Volume
Capita

3,640 1.13 4,566
657 1.62 1,466
4,579 159 8,276
2,109 1.13 1,875
31,097 1.32 106,909
3,509 1.35 5,910
2,925 1.09 9,488
775 1.45 1,552
730 142 3,050
16,429 1.54 32,045
6,257 1.2 9,201
1,461 165 2,753
1,037 1.36 1,939
13,066 144 25,731
5,592 1.27 6,829
2,971 1.35 3,162
2,197 113 1,985
3,316 1.13 2,570
5,012 1.55 5,897
1,196 1.2 2,374
4,685 1.2 9,941
6,017 1.2 17,298
9,823 1.34 16,126
4,561 1.33 7.202
2,694 135 1,420
5,606 1.38 7,080
1,000 161 1,415
1,751 1.42 1,88
2,096 2.18 5,179
1,641 1.85 3,356

Wine

Ethanol

589
189
1,068
242
13,791

762
1,224

393
4,134

1,187
355
250

3,319
881

408
256
332
761
306

1,282
2,231
2,080
929
183

913
183
244

433

Per
Capita

0.18
0.46
0.37
0.13
0.59

0.29
0.46
0.37
0.77
0.39

0.23
0.40
0.33
0.37
0.20

0.18
0.13
0.1
0.23
0.31

0.33
0.45
0.28
0.27
0.09

0.2
0.29
0.20
0.70
0.49

Volume

Spirits

Ethanol

2.000
511
2,331
1,148
20,649

1961
2,495
614
1,017
11,116

4,473
710
449

7,572

2,833

1,158
1,040
1,785
2,562

817

3,713
4,812
5,966
3,325
1,318

2,881
486
802

1.862

1,766

Per
Capita

0.62
1.26
0.81

0.62
0.8

0.75
0.93
115
1.98
104

0.87
0.80
0.59
0.83
0.64

0.54
0.53
0.61
0.79
0.83

0.97
0.97
0.81

0.97
0.&%

0.71
0.78
0.65
194
199

Ethanol

6,229
1,357
7977
3,499
65,538

6,233
6,644
1,589
2,141
31,678

11,917
2,527
1,736

23,958
9,305

4,576
3,493
5,433
8,334
2,319

9,680
13,060
17,869

8,815

4,195

9,400
1,669
2,796
4,62.7
3,840

Al Beverages

Par Capita

194
3.33
277
187
279

240
247
2.98
417
297

2.33
2.8
2.28
2.64
21
207
1.80
185

2.57
2.36

2.52
2.64
243
2.57
21
231

2.68
2.26
4.82
4.33

us.
Decile
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State or Other Volume
Geographic Aroa

N J e 162,454
NM ., 43,377
NY i, 367,567
|\ O 136,677
[N 0 16,355
258,980

61,817

66,615

306,239

24.113

SCovviiininnns 89,170
SO 16.275
TN s 106,589
™ 479,825
ITT o, 21,859
VT . 14,686
VA i 139,422
WA 109,067
WV 38,857
Wi 149,312
WY e 11,364

Realons

Northeast......... 1,136,810
Midwest . 1.453,502
South .. 2,068,727
WeSt.eeennnn. 1,262,004
U.S. Total......... 5,921,042

Decile values apply only to state-level data.

Table 2 (continued)

Apparent Alcohol Consumption for States, Census Roglons, and tho United Slato9,1990
[Volume and ethanol !n thousands of gallons, per capita consumption In gallons, based on population age 14 and older.]

Beer

Ethanol

7,310
1,952
16,541
6,210
736

11,654
2,782
2,998

13,78)
1,085

4,013
732
4,796
21,592
984

661
6,274
4,908
1,749
6,719
511

51,156
65,408
93,093
56,790

266,447

Per
Capita

1.16
1.69
1.13
1.16
1.47

1.35
1.12
1.32
1.42
1.32

1.45
1.37
1.22
1.64
0.81

1.47
1.26
1.20
1.20
1.74
1.48

1.24
1.38
1.37
1.37

1.34

Volume

23,712
2,506
46,719
11,407
658

14,476
2,603
8,200

13,531
2,802

5,493
739
4,418
26,380
1,170

1,687
11,716
13,734

1,185

9,150

598

120,968

95,027
135,318
160,054

511,368

Wine

Ethanol

3,059
323
6,027
1,472
05

1,867
336
1,058
1,746
362

709
95
570
3,403
151

218
1,511
1,772

153
1,180

77

15,605
12,259
17,456
20,647

65,966

Per
Capita

0.49
0.28
0.41
0.27
0.17

0.22
0.14
0.47
0.18
0.44

0.26
0.18
0.15
0.26
0.12

0.48
0.30
0.46
0.1C
0.31
0.22

0.38
0.25
0.26
0.50

0.33

Numbers may not add due to rounding.

Volume

14,582
1,925
27,166
8,537
1,133

11,130
3,356
4,010

13,006
1,579

6,197
1,046
5,796
18,425
1,388

936
7,613
7,114
1,483
9,715

781

81,158
04,901
123,255
85,170

374,484

Spirits

Ethanol

6,037
797
11,247
3,534
469

4,608
1,389
1,660
5,385

654

2,565
433
2,400
7,620
575

388
3,152
2.945

614
4,022

323

33,599
35,149
51,028
35.260

155,036

Per
Capita

0.96
0.69
0.77
0.66
0.94

0.53
0.56
0.73
0.56
0.79

0.93
0.81
0.61
0.58
0.47

0.86
0.63
0.77
0.42
1.04
0.93

0.81
0.74
0.75
0.85

Ethano!

16,406
3,072
33,814
11,246
1,290

18,129
4,507
5,716

20,911
2,100

7,287
1,261
7,766
32,623
1,709

1,266
10,937
9,625
2,515
11,922
912

100,361
112,815
161,576
112,698

487,450

Al Beverages

Per Capita

2.60
2.65
2.31
2.09
2.59

2.10
1.81
2.52
2.16
2.55

2.64
2.35
1.98
2.48
1.40

2.82
2.19
2.50
1.73
3.08
2.64

2.43
2.39
2.37
2.72

U.S.
Dodle
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"Saving Lives and Raising Revenue: Reasons for Major Increases in Federal and State
Tobacco Taxes"™ outlines rationales for major increases in tobacco taxation at the state and federal
levels. It is a working document of the American Cancer Society, American Heart Association and
American Lung Association, united as the Coalition on Smoking OR Health. It is intended for
general use by state and federal policy makers, the media and health groups. This document will

be updated as new information becomes available.

For more information on tobacco taxation and other public policy health issues relating to

tobacco use, please contact ihe Coalition on Smoking OR Health.

The Coalition on Smoking OR Health gratefully acknowledges assistance and advice on
tobacco excise tax issues by Jeffrey Harris, M.D., Ph.D., Professor of Economics, Massachusetts
Institute of Technology, Eugene Lewit, Ph.D., Director, Research and Grants, Packard Foundation
Center for the Future of Children, David Sweanor, J.D., Legal Counsel, Non-Smokers’ Rights
Association of Canada, Kenneth Warner, Ph.D., Professor and Chairman, Department of Public
Health Policy and Administration, School of Public Health, University of Michigan, and Jeffrey

W asserman, Ph.D , Program Manager, Syste.Metrics, Inc.

Cctlilion 0oa Smoting OR Health
Saving Uvea and Railing Revenue



EXECUTIVE SUMMARY

Cigarettes kill about '135,000 Americans and cost society tens of billions of dollars each year.

For thirty years national policy has been to discourage tobacco use.

As budget difficulties at all levels of government increase, and as more and more /Americans

die from tobtcco use. many public health officials, economists and elected officials have concluded

that the time has come for major increases in state and federal cigarette excise Laxes. The case for

raising

critical

these taxes is persuasive on several fronts:

As a health measure. Cigarette taxes have an enormous potential to rapidly and
significantly reduce smoking among teenagers and adults. For example, a conservative
estimate is that a 52 per pack tax increase, maintained in real terms, would prevent roughly
2 million premature deaths over time by discouraging young people from beginning to
smoke and by encouraging some current smokers to quit. Tnat is a saving of a greater

number of lives than American losses from all wars combined.

As one of Few taxes most Americans support. Cigarette faxes provide a unique opportunity
for federal and state governments to save millions of lives and simultaneously raise
substantial revenue for priorities such as deficit reduction and health care reform. W hile
proposals to increase most taxes meet fierce popular resistance, polling data shows that 70

percent or more of the public supports higher cigarette taxes.

This document discusses in greater detail how raising tobacco taxes substantially can play a

role in reducing the death, disease and economic hardships caused by tobacco use. It

concludes with the following policy recommendations:

State and federal governments should enact major increases in cigarette excise taxes.

Federal and state cigarette taxes should be indexed to keep pace with rising product prices.

All other tobacco products should be taxed in proportion to the rate imposed on cigarettes.

Coalitioa on Smoking OR Health
Saving Live* and Railing Revenue
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CIGARETTES: AMERICA'S READING PREVENTABLE CAUSE OE DEATH

Nearly thirty years after the 1954 Surgeon General’s Report sounded the health alarm on
smoking, one-fourth of the nation’s adult population remains addicted to cigarettes, and smoking
remains the leading preventable cause of premature death and crippling disease in the United States.
In all, smoking now Kkills an estimated 435,000 Americans each year - more than alcohol, heroin,

crack, automobile and airplane accidents, homicides, suicides and AIDS combined.

| Smoking Kills Wore Americans
Figure 1 Every Year than Alcohol,
Car Accidents, AIDS, Suicides,
Homicides, Are3 and Drugs Combined

Saxe*: US. CGtrvrs ky Cooortf

The cigarette is the only legal product that:

kills more than one out of three long-term users and disables many mere, when used as

intended
has been determined to be a major cause of heart disease, lung cancer, mouth and throat
cancer, emphysema, chronic bronchitis, chronic obstructive pulmonary disease, low

binhweight babies, strokes and a variety of other diseases*

is as addictive as cocaine ot heroin

"U.S. Department of Health and Human Ser/ices. Reducing the Health Consequences of Smoking... 25
Years of Progress. A Report of the Surgeon General. DHHHS Publication No. (CDC) 89-8411, 1989,

Coaliiion agSnoting OR Health
Saving Livca and Railing Revenue
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Environmental tobacco smoke (ETS) - smoke from other people's cigarettes - has been
identified as the nation's third leading cause of preventable death, causing approximately 35,000 to
40,000 deaths per year from cardiovascular disease among nonsmokers and 3000 lung cancer
deaths.2 A panel of experts appointed by the Environmental Protection Agency has recommended
that ETS be labeled a "Group A Carcinogen,” a category reserved for only die most serious human

carcinogens such as benzene and asbestos.2

More dian one million teenagers begin smoking each year, a rate of approximately 3000 per
day. Ninety percent of young smokers report that they became regular smokers before age 18.4
Thus reducing smoking by children and teenagers is accepted as a key to reducing the enormous
burden of addiction, deadi and disease smoking imposes on die health and economy of die United

States.

Despite public health programs aimed at reducing teenage smoking, and despite the fact diat
it is illegal (with rare exceptions) to sell cigarettes to children, the smoking initiation rate among
children and teenagers remains alarmingly high, and the age of initiation of new smokers has fallen
steadily for several decades.3 This is no accident. It is partly the result of marketing strategies
typified by R.J. Reynolds’ "Joe Camel” advertising campaign aimed at children and teenagers.
Cigarette companies lavish nearly $4 billion on youth-oriented advertising and gimmicks designed
to promote and reinforce the image of smoking as youthful, sophisticated and sexy, and to associate

smoking with freedom and good health.

In addition to strengthening and enforcing laws to limit youth access to tobacco, the search
for an effective strategy to discourage teenage smoking leads to one point upon which health experts
and the cigarette industry agree: major increases in cigarette taxes will dramatically reduce

smoking.

1 Council on Cardiopulmonary and Critical Care, American Heart Association, "Environmental Tobacco
Smoke and Cardiovascular Disease," Circulation. August 1992, and U.S. Environmental Protection Agency,
Respiratory Health Effects of Passive Smoking. Review Draft, May, 1992.

5U.S. Environmental Protection Agency, Respiratory Health Effects of Passive Smokintt. Review Draft,
May, 1992.

* Pierce, Naquin, Gilpin, Giovino, Mills and Marcus, "Smoking Initiation in the United States: A Role
for Worksite and College Smoking Bans," Journal of the National Cancer Institute, vol. 83, pp. 1009- 1013

(1991).
3CDC, "Differences in Age of Smoking Initiation Between Blacks and Whiles, United Slates," MMWR,
Vol. 40, pp. 754-757, November 8, 1991

Coelilion on Smoking OR Hullh
Soving Livci tnd Riiwinjf Revenue
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HIGHER CIGARETTE TAXES WILL SIGNIFICANTLY REDUCE SMOKING

A fundamental economic concept holds that die demand for a product goes down as its price
goes up. This relationship between demand and price is true for cigarettes as well as odier products.
As a result of numerous studies over the past decade, economists have reached a general consensus on

the following points:

* The price elasticity of demand4 for cigarettes is in the range of -0.3 to -0.5. That means that
a 10 percent increase in die price of cigarettes is expected to cause a 3 to 5 percent decline in
cigarette consumption. Most economists accept -0.4 as a reasonable mid-range price elasticity

of demand estimate for cigarettes.

* Teenagers are at least as responsive to changes in price as adults. There is some evidence that

teenagers are significantly more responsive to price changes dian adults.7

* The price elasticity of demand for large price increases is expected to be at least as large as for
small increases.8
* The consumption reduction in response to price increases is largely due to a decrease in smoking

prevalence rather than a decrease in the number of cigarettes smoked by each smoker. This is
significant because it means that price increases have die desired effect from a public health

perspective: they discourage teenagers from starting and encourage current smokers to quit.9

Figure 2 illustrates the significant reductions in cigarette consumption diat would result from

major tax increases.

6 According to the 1992 Surgeon General's report, "Price elasticity ot demand measures the degree of
responsiveness of demand to changes in price; it is the percent change in the quantity of a good demanded,
divided by the percent change in price that caused the demand change.” Smokim? and Heallh in the Americas,
U.S. Department of Health and Human Services, DUHS Pub. No. (CDC) 92-8419, p. 129.

7 One study has estimated that die price elasticity of demand for cigarettes among teenagers is in the range
of -1.44, more than three times the elastlcn&/_ figure for adults. Lewit, Coate and Grossman, " Hie Effects of
Government Regulation on Teenage Smoking," Journal of Liw and Economics, vol. 24, pp. 545-569,

December, 1981.

* Consensus statement adopted by the "Tobacco Tux Working Group" convened by the National Cancer
Institute, November [, 1992,

9Smokine and Health in the Americas. U.S. Department of Health and Human Services, DHHS Pub. No.
(CDC) 92-8419, p. 129-131

Coalition on Smoking OR Hcilih
Stving Live* itvl Riuing Revenue



Projected 1993 Consumption of Cigarettes

At Alternative Tax Levels

TotaJ Consumption (Billions of Packs)

Slz» of Tax Incraa”a (Dollar* Pw Pwck)

Figure 2

NOTE:

Figure 2 projects total 1993 U.S. cigarette consumption based on the following assumptions: (1)
estimated price elasticity of demand for cigarettes of -0.4; (2) estimated average 1993 price per pack
of 52.16 in the absence of major tax increases, based on historical trends; (3) estimated 1993
cigarette consumption of 23.418 billion packs in the absence of major tax increases, based on
historical trends. For purposes of this illustration, no assumptions were made regarding pricing

decisions by manufacturers,wholesalers and retailers in response to tax increases; such decisions

could have a significant effect on price and consumption.

CoAiilioo on Scnoiiiig OR Hc&hh
Saving Livea aod Rjiuing Rcveouo
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HIGHER CIGARETTE TAXES COULD SAVE MILLIONS OF LIVES

Cigarette taxes have an enormous potential to rapidly and significantly reduce smoking by
discouraging young people from beginning to smoke and encouraging some current smokers to quit.
Over time, major cigarette tax increases could save millions of lives. A proposal to raise cigarette

taxes is therefore, first and foremost, a public health measure.

The table below provides conservative, lower-bound estimates of the number of people who

would avoid or break free of tobacco addiction as a direct tesult of cigarete tax increases.

HEALTH BENEFITS OF CIGARETTE TAX INCREASESI

Amount of Number

Tax Increase Fewer Smokers
S .50 2.5 million
SI.OO 4.5 million
$200 7.6 million
$3.00 y.8 million
$4.00 11.5 million
$5.00 128 million

The number of prematire deaths that would be averted by major tax increases cannot be
predicted with precision, but ma/ be estimated. For example, ifone out of four of diose discouraged

from smoking avoids dying prematurely as a result, then:

* A S| per pack tax increase, maintained in real terms, would save about 1.1 million lives over
time — preventing more deaths than have been caused by illicit dnigs throughout U.S.
history.

* A S2 per pack tax increase, maintained in real terms, would save about !.9 million lives over
time — preventing more American deadis than have been caused by all wars in which the

U.S. has participated combined.

D All estimates are Ixised on hypothetical tax increases taking effect in 1993, and are based on the
following assumptions: (1) Tax increases are maintained in real terras over time; (2) A price elasticity
estimate for smoking participation of -0 26; that is, a 10 percent increase in price is expected to result in
approximately a 2.6 percent decrease in the total number of smokers in the population. This estimate is
supported by research by Lewit and Coate (1982), as cited in Smoking and Health in the Americas. U.S.
Department of Health and Human Services, Office on Smoking and Health, DHHS Publication No. (CDC)
92-8419, p. 131, (33 ProLe_cted_ average price per pack of cigarettes in 1993 of $2.16 in the absence of major
lax increases, based on historical trends; (4) A 1993 smoking population of 46 million; (5) A conservative
estimate that one of three long-term smokers will die of disease caused by smoking.

Cotillion_on Sniokan_OR Health
Saving Live* aol Railing Revenue
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REVENUE POTENTIAL OF HIGHER CIGARETTE TAXES

A major cigarette tax increase will dramatically improve the health of Americans and raise

lens of billions of dollars to address other state and national priorities.

Federal, state and local governments collected about $11 billion in cigarette excise taxes in
1991." That is a fraction of the revenue that could be generated if the-health-bcncfits-of-raising.

cigarette taxes were raised substantially for health reasons.

Figure 3 shows that cigarette tax revenue would jump from about $15 to almost $50 billion
if cigarette taxes were raised by $2 per pack, a revenue gain of nearly $35 billion. A $1 per pack

increase would generate nearly $20 billion in new revenue.

New revenue generated from substantially increasing cigarette taxes may be used to help meet

pressing needs at the state and federal levels, including:

* Deficit reduction

* Health carc reform

* Health promotion, education and research
* Minority and urban healthcare

* Tobacco control

The ability of cigarette tax revenues to address these critical budget needs provides an

enormous "fringe benefit" of a cigarette tax policy that also is justified on health and economic

grounds,

1L The Tax Burden on Tobacco. The Tobacco Institute, Washington, DC, 1991, vol. 26

Conitioo on Scnofciag OR Hulih
Stvin# Live* uni Riiiiug Rfvcoac



Projected 1993 Cigarette Tax Revenue

At Alternative Tax Levels

0 S 10 13 20 25 30 35 40 45 50

Slz* 0l Tax Increase (Dollar* Per Pack)

Figure 3

NOTE:
Figure 3 projects combined federal and state revenue in 1993 dollars based on the following

assumptions: (1) estimated price elasticity of demand for cigarettes o f-0.4; (2) estimated ave.age
1993 price per pack of $2.16 in the absence of major tax increases, based on historical trends; (3)
estimated 1993 cigarette consumption of 23.418 billion packs in the absence of major tax increases,
based on historical trends. For purposes of this illustration, no assumptions were made regarding
pricing decisions by manufacturers, wholesalers and retailers in response to tax increases; such

decisions could have a significant effect on price and consumption.

Coalition on Sno_otin%_OR Hcelth
Seving Livcl trvi Railing Revenue
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HIGHER TOBACCO TAXES BENEFIT FEDERAL AND STATE GOVERNMENTS

Federal and suite governments would gain significant new revenue if tobacco taxes were

raised dramatically.

Because today's rates are relatively low, higher tax rates would result in declining smoking
rates while still allowing large increases in revenue. Suite governments may be net winners even if
only the federal government increases cigarette taxes significantly, assuming that the states are able
to negotiate an equitable revenue sharing formula that returns a portion of federal cigarette tax
revenue to the suites. Nevertheless, tobacco tax increases at all levels of government would provide

the greatest health and economic benefits.

Concerns that higher cigarette taxes will soon lead to declining revenue due to lower smoking
rates are not warranted. Higher cigarette taxes will result in higher government revenue even at the
highest estimates of the price elasticity of demand for cigarettes. This fact has been proven
repeatedly by no greater authority titan the tobacco industry itself. It has consistently increased
prices by 10-12 percent per year, thereby increasing the cost of cigarettes. As 2 result, cigarette

company profits continue to skyrocket despite reduced consumption.

To ensure that tobacco taxes do not decline in real terms, tobacco taxes must be Indexed (i.e.
automatically adjusted) to keep pace with rapid increases in die price of cigarettes imposed by the

tobacco industry. This is a critical point currently overlooked by state and federal governments

alike.

Coalition on Smoking OR Healih
Saving Livci and Railing Revenue



PAYING FOR THE DAMAGE CAUSED BY SMOKING

Cigarette taxes may be viewed as compensation for the burden of death, disease, health care

costs, fires, and lost productivity that smoking imposes on society.
The costs associated with smoking are enormous by any measure. They include:

An estimated 5501 billion in excess lifetime health care costs for current and former
smokers. That number grows by approximately 59-10 billion annually due to die additional
excess lifetime health care costs of the one million teenagers who take up smoking each

year.12

An estimated 565 billion in healdt care costs and lost productivity in 1985, or $2.17 per pack

of cigarettes sold that year.13

By focusing on easily quantifiable costs, these estimates exclude intangible costs such as the
pain and suffering of people widi tobacco-caused diseases, and of their families and friends. These
costs may be as great or greater than the already enormous health care costs. Moreover, diis
backward-looking app roach assigns no value to the millions of lives higher cigarette taxes would save
in the future by discouraging teenagers from beginning to smoke in the first place. These factors

also should be considered in establishing an adequate cigarette tax.

2Hodgsoo,Thomas A., "Cigarette SmokiDgand Lifetime Medical Eernditures," The Milbank Quarterly,
Vol. 70, No. 1, 1992, pp. 81-125. Hodgson's estimates project lifetime health care costs for smokers 25 and
older in 1985, based on current smoking trends. Estimates are expressed in 1990 dollars with future costs

discounted at 3 percent.

B Office of Technology Assessment, U.S. Coagress, "Smoking-Related Deaths and Financial Costs,"
September 1985 (Staff Memorandum).

Coalition on qukin%_OR Health
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CIGARETTE TAXES ARE FAIR

Despite overwhelming evidence of the health and economic benefits of higher cigarette taxes,

the cigarette industry argue." that such taxes are unfair to poor people, the elderly and tobacco fanners.

None of these charges withstands scrutiny.

Low income Americans. Low income Americans are targeted by cigarette industry advertising
campaigns, have higher smoking rates than many other groups, and suffer disproportionately from
smoking-related diseases. At the same time, they are least able to afford die added health care costs,
and least likely to have access to health care, health education programs, or smoking cessation services.
Under these circumstances, inexpensive cigarettes should be viewed not as a "benefit" to be protected,
but as a cause of higher rates of smoking, disease and higher health care costs. Research conducted
in tire United Kingdom 14 shows diat lower socio-economic groups are more responsive to changes in
cigarette prices than other groups, and thus are more likely to successfully quit smoking in response to
tax increases. Assuming that this finding applies in the United States, higher cigarette prices will result
in greater long-term healdi and economic benefits to persons with low incomes than to other
socioeconomic groups. These benefits would be even greater if tobacco tax re 'cr.ues are used to fund

programs thar serve die poor.

The elderly. Only 11.5 percent of women and 14.6 percent of men over die age of 65 smoke.15
These are the lowest rates of all age groups. Therefore the elderly will be least affected — positively
or negatively — by major cigarette tax increases.

Tobacco farmers. The tobacco industry argues that higher taxes narm tobacco farmers. The trudi is
that tobacco farmers now earn only 3 cents of every dollar in cigarette sales, while 73 cents goes to
manufacturers, wholesalers and retailers.16 In the case of a $2 per pack increase in the federal
cigarette excise tax, tobacco fanners would lose only about $1 due to decreased smoking for every $100
in new revenue raised by higher tobacco taxes. To put it another way, the government would have to
forego $100 dollars in revenue for every $1 it "saves" for the tobacco farmer — an absurdly inefficient

subsidy program by 3ny standard.

Another important point is that reduced demand for U.S. tobacco is only panly due to falling
consumption in die United States. A greater cause is that U.S. cigarette companies are increasing
imports of tobacco grown outside the United States. More dian 36 percent of all tobacco in U.S.-made

cigarettes was imported in 1991, compared to 13 percent in 1969.17

UTownsend, Joy L., "Cigarette Tax, Economic Welfare and Social Class Patterns of Smoking," Applied
Economics. 1987, 19, 355-365.

BCDC, "Cigarette Smoking Among Adults, United States, 1990," MMWR, vol 41, pp. 354-362, May
22, 1992,

B USDA, "The Cigarette User's Dollar," Tobacco Situation and Outlook Report. June, 1992.

7 United States Department of Agriculture, Tobacco Situation and Outlook Report. September, 1992, p.
37,
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For these reasons, the answer to challenges facing U.S.

tobacco farmers is not to encourage
Americans to smoke by keeping taxes

low or to promote smoking abroad.

A better solution would be
to use a small portion of cigarette tax

revenues to pay for programs to assist tobacco

farmers in
substituting alternative crops or Finding other employment.

Such programs have been used successfully
in Canada and New Zealand.

Coalition 0a Smoking OR Health
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REVERSING THE DECLINE IN U.S. CIGARETTE TAX RATES

It is a bitter irony that, alone among developed councries, the U.S. has allowed cigarette taxes

to fall significantly in real terms since the dangers of smoking were first revealed in the 1950s.

The decline in cigarette taxes is even more dramatic when expressed as a percentage of the

price of a pack of cigarettes. (See Figure 4.)

In order to restore overall (state and federal) taxes to their 1965 level of 50 percent of pack
price, current taxes would, at a minimum, need to be tripled from the 1992 average (federal and

state) of approximately 50 cents to about 51.50.

Of course the goal should not be to restore taxes to their level before the health risks of

smoking were known, but to raise them substantially for health and economic reasons.

The reason tobacco taxes expressed as a percentage of pack price have fallen so dramatically
is that the cigarette industry has raised wholesale prices at three times the race of inflation in recent

years, or about 12 percent per year. (See Figure 5.)

The combination of low tobacco taxes and sharp price increases has resulted in huge profits
for the tobacco industry. Philip Morris, for example, enjoyed profits on its domestic cigarette sales
of more than 40 percent in 1991.18 That is more than eight times the average profit on other

nondurable manufactured products in 1991.19

1 Operating profits divided by operating revenue, Philip Morris Companies Inc. Annual Report, 1991.

1 Quarterly reports of average profits by nondurable manufacturers ranged from 3 percent to 5 percent
in 1991, according to data provided by the Bureau of Labor Statistics, U.S. department of Labor.
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Figure 4

TOBACCO TAXATION IN THE UNITED STATES
AVERAGE CIGARETTE TAX AS A PERCENTAGE
OF RETAIL PRICE

Source: The Tax Burden on Tobacco,

The Tobacco Institute,
Volume 20, 1991, p. 230
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Figure 5
U.S. Tobacco Taxes
Versus Pack Price
1955-1991

1955 1961 1967 1973

Federal Tax
Pack Price

Source: The-.Tax Burden on Tobacco,
The Tobacco Institute
Volume 26, 1991, p. 230
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TIIE PUBLIC SUPPORTS HIGHER CIGARENTE TAXES

Surveys conducted over the past several years consistently show that higher cigarette taxes are

an acceptable method of raising revenue and reducing deficits.

A December, 1992 national poll by Louis Harris and Associates found that 76 percent of voters

support higher cigarette and liquor taxes to pay for health care reform.20

An April, 1992 national poll conducted by Peter Hart & Associates showed 76 percent of the
public believes that raising cigarette and liquor taxes would be a good (46 percent) or acceptable

(30 percent) way to fund a national health insurance plan.2l

A 1989 national poll found that 76 percent of the public eidier favors or strongly favors an

increase of the cigarette excise tax as a means of reducing the federal budget deficit.22

A September, 1992 Michigan poll found that more than twice as many voters would vote for
a candidate for the state legislature who supported a 25-cent increase in the state's tobacco tax

(58 percent) than would vote for a candidate who opposed the tax increase (27 percent).23

A 1992 poll in Massachusetts found 70 percent of the state’s public favored a 25-cent increase
in the state’s cigarette excise tax. Support remained strong (68 percent) even after respondents

were told that the increase would give Massachusetts the highest cigarette tax in the nation.21

This strong support for higher cigarette taxes has proven resilient in the face of aggressive
tobacco industry media campaigns. Californians approved higher cigarette taxes by a 16 point margin
in a 1988 referendum, despite a tobacco industry media blitz that outspent health groups by more than
13 to 1. More recently, Massachusetts voters approved a 25-cent increase by a 10 point margin despite
an even higher rate of industry spending. In contrast, ¢ her revenue-raising options face formidable
public opinion barriers. The 1992 Peter Hart & Associates survey showed that cigarette and liquor
taxes are more than twice as acceptable to Americans as higher payroll, gasoline, estate or across-the-

board income taxes.

D Henry J. Kaise- Family Foundation, Harv.rd Un_ivers_it?/, Louis Harris and Associates, cited in Robert
J. Bleudon, et. al., "The Implications of the 1992 Presidential Election for Health Care Reform," Journal of
the American Medical Association. Vol. 268, pp. 3371-3375.

21 "Financing National Health Care: A Nationwide Survey of Voters' Opinions,” The Mildred and Claude
Pepper Foundation, May 15, 1992, p. 29.

2 "The People, the Press and Politics: Public Opinioa About Economic Issues," A iijjes-Mirror Survey,
March, 1989,

23 "Cigarette Taxes and 1992 State Elections," American Lung Association - Michigan, September 1992.
2 "A Study of Attitudes Among Voters in Massachusetts," May 20, 1992,
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PUTTC  HIGHER CIGARETTE 'FAXES TO WORK:
E> MPLES FROM TILE U.S. AND ABROAD

The heallh ad eaur:  tichaefits of higer agaetie taes are ot merely teaetial. They
alreedy have been adhiee:  some develgped cantries ad, oa kesseredat, nsone U.S. States.
The siates ad ratias ' e suossiully raised agarette taes provice wseful models for tre
United States and proof h .ider cigaretie taes work.

Califomia

Ih 198, Gliform  tas goproved Prgoositaon D, which raissd Stake cgaretie taes fram
10135 ats, die secod ot rae nte o & tet tire.  Haalth and economic baefits have
been slstantial:

Cigaette sokin.  jopsd 17 paroait between 1980 ad 1901, about twvice te US.
aerape.b

* Regression aalyste  ows teta5 ad 7 paroait declire nconsunption during e fastyear
of te & BAe D e X I dloe. 2

* Revernue raisd A\ a tdaoo t&x hes been used ©  fud medical care for the Iroigat,
toeoo axtrol pro: ;s ad researdh, parks and wildiirfe programs and firehdhting sevicss.

Canada

Canada provides tre dearestexaple.  Combined federal ad provincial cigaretie taes there
were raised from an average of 46 aats N 1980 10 S3.27 N 191. The dapest inoessss cane N
tre He 1905, as goverment epliatly adopted apro-health goproach 1o teoo taeatian. Canada’™s
policy hes piid of F handsarely:

* Teen smoking hes been reduced by gooroanetely two-thirds since 1980, acocording © tte
Non-3mokets” Righis Associatian. This dsclire N smoking sexected 1o save hundreds of
thousads cf Ines over tre.

* Total agarette consunption s @&llrg festa ten nay ngjor idstrializd retian; The rate
of dclire Bmore cantwvice tret of tte Lninted States. (&= Figure 6.)

* Coarette & revene hes grown fran about SI billion n 1981 to more titen $7 billin in
1%01.

u Burns, D. Pierce, J.P , Tobacco Use in California 1980-1991. California Deportment of Health
Services, 1992, p: 31.

% Flewelliag et al., "First Year Impact of the 1989 California Cigarette Tax Increase on Cigarette
Consumption,” American Journal of Public Health. June 1992, Vol. 82, No. 6, p. 867-869.
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While aler fadaos, such as Canada’s ban on agaette advertisirg, also aontributed ©
Canada’s suoess, eqerts agree tet tre tax inoreesss have been the most inportant component of
Canada comprehensive toaooo antrol program.

Other Countries

Other countries, including Astralia, New Zealand, the Unirted Kingdom, Irelad and Hong
Kong also have raisad agaretie taes sistantially on health grounds.  Inaontrast, tre steedy dcllire
N U.S. agretie taes (N ral tems) hes Hit tte Lhited States with tre lonest aigarette tax of te
major ostrializd retias. (& figae 7))
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Figure 6
ANNUAL FER CAPITA CQONSUMPTION CF CIGARETTES

AND REAL PRICE CP TCBACO (per D dgare(les)
CANA 130 » 191

—Amual per capita corsunrption
" Real Price of Tobecoo (1991 dollars)

Note: Cicarettes inclue fire-atenunalats. Chart provided courtesy of the Non-Smokers™ Rights
Association, Ottava, Caneda.
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Figure 7

Cigarette

Data

Denmark
Norway
Canada
Finland

UK

Ireland
Sweden
Germany
New Zealand
Belgium
Netherlands
France
Australia
Italy
Portugal
Japan
Greece
Spain

USA

Notes:

Taxes

from

Developed Natirons

1991 & 1992

2 3 4 )

U.S. Dollars Per Pack

L Foreign taes eqressed N U.S. dollars are gpproxinate due 1o currency fluctatias.
2 Data provided by tte Non-Smokers” Rigits Association of Canada; asalysis by Rblic Craizas
Health Research Group; dart produced by the Coalition on Smoking OR  Health.
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POLICY RECOMMENDATIONS

On tre besis of tre iInfomataon et farth n this docurent, tre American Cancer Scciety, Arerican
Heart Association and Arerican Lung Assooiatian, united as tte Goallition on Smoking OR  Health, have
adopted tie folloving policy positias with reseect 1 the taxataon of tobacco prodlcts:

1 The tame has come far tte Lhited States toaect mpjor Inaressss N state and fakral cigaetie taes

N orter 1 reduce tean sking, sae Ines, ad offsst tte aosts of smoking by raising sigrficant
new revene.

2, Feceral ad state agretie laes duld ke indexed o tte average wholesale or reall price ot
cigareties, or to a comparable measure tretwill ensure et cigaretie taxes will, acaminimum, keep
pace with risirg Ggaretie ricss.

1 3 Al otrer toheoo products, including suff, chewing toeooo, rolling theoo, pipe tobecoo ad
cags, sould be taed N progortaon 1o tre rate Imposed on cigareties.
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Preventing Tobacco Use Among Young People

By contrast, subjects could almost always read the brand
names and identity the advertisement's notable imagery.

Despite the negligible attention and poor readabil-
ity reported across these studies, there is some evidence
that consumers have moderate awareness of the current
four warning messages. Using a warning recognition
test (rather than a test of the prominence or strength of
the message) to assess basic awareness and attention,
Lieberman Research (unpublished data) found that one-
half of smokers (but fewer than one-half of nonsmokers)
were able to coiTectly recall one of the rotational warn-
ings. Nearly all recalled the single pre-19S5 warning.
However, Fischer et al. 0939) obtained different results
in their masked recall test with adolescents. Afteradoles-
cents viewed a senes of ads, the researchers covered up
the advertisement headings, all specific references to
cigarette brand names, and the Surgeon General's warn-
ing. Three-fourths of participants couid identify the
masked warning asa health message, butonly 19 percent
could recall even the general theme of the warning.
These data may suggest that adolescents are generally
aware of the presence of warning labels in tobacco ads
but are far less informed than adults are of the specific
health messages. Similarly low levels of warning recall
m>mong young adults were found for the smokeless to-
bacco warnings (Popper and Murray 1989).

Research in communication effectiveness (Day
1973) suggests that when viewers actually attend and
read them, warnings do more than merely provide
information. Warnings can also produce potentially
affective and behavioral impacts (Beltramini 1988).
Analyses of the wording and format of mandated health
warnings have suggested reasons for the limiteri affec-
tive and behavioral impact that can occur even under
optimal conditions of attention and processing. For
example, use of any conditional words such as can and
may can dramatically reduce the effect of the entire
warning (Linthwaite 1985). Since two of the current
rotational warnings include the word may (see Table
12),consumers may minimize the inherent health warn-
ings of these messages (Dumas 1992). Furthermore,
although the information presented in the current warn-
ings is more detailed and more absolute than the pre-
1985 single warning, it is also presented in a more
impersonal manner. Readers may be more likely to
believe, learn from, and act on warnings that are per-
sonally relevant than on warnings that are abstract and
technical (Fishbein 1977).

Analysis of the genera! public's knowledge of the
health risks of smoking could provide some evidence of
the impact of warnings. Although such knowledge has
clearly increased since 1966, when the first health warn-
ing label was required, the effect of the warnings cannot
be isolated from a number of other information sources.

such as reports of the Surgeon General or reported re-
search in the news (FTC 1974; Murphy 1980; USDHF1S
1987a). Similarly, itisimpossible to determine any inde-
pendent effects of health warnings on aggregate ciga-
rette sales (FTC 1967,1969b) or to isolate the independent
effects of advertising on those aggregate sales. Indeed,
tire two effects counter one another and therefore con-
found research. However, a recent and extensive discus-
sion of the issues in the Australian publication Health
Warnings ami Contents labelling on Tobacco Products re-
ports formative data on providing more noticeable and
informative labels to consumers and assembles a com-
pendium of warnings worldwide (Centre for Behavioural
Research in Cancer 1992).

Perhaps the most powerful indirect indicator of the
effect of cigarette warnings is the number of smokers and
consumers who remain unaware of the health risks of
smoking. After a comprehensive review of studies on
heallh-risk awareness, including puolidy generated stud-
ies and those conducted by the tobacco industry, the FTC
concluded thatsignificant numbers of consumers and stili
higher numbers of smokers were unaware of even the
most rudimentary risk information about smoking (FTC
1981). It was this lack of consumer awareness that led the
FTC in 1981 to call for a larger and more attention-
demanding format and for expanded (16 different) rota-
tional warnings for cigarettes.

Effect of Tobacco Taxation
TnocdurfEld™TL

Tobacco is taxed in a vanety of ways by federal,
state, and local government. The most important of these
taxes are the federal and state excise taxes on cigarettes
and the general state sales tax applied to tobacco prod-
ucts in most stales. Historically, these taxes have been
seen as an effective way to generate revenues, as with
taxes on alcohol. However, in recent years, increased
taxation of tobacco products has been supported as a
public health measure aimed at discouraging smoking
and other tobacco use.

History of Tobacco Taxation

Federal Tobacco Taxes

During the late eighteenth and early nineteenth
centuries, the federal government experimented with
excise taxes on tobacco products. However, because of
opposition from both producers and consumers, the taxes
imposed in 1794, 1S12, 1816, and during the Civil War
were repealed and finally reduced to one cent per pack.
During the first half of the twentieth century, federal
taxes were, as before the Civil War, increased to help
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Surgeon General's Report

This product is not a safe alternative to
cigarettes.

Table 12. Health warnings required on tobacco packages and advertisements in the United States, 1966-1993
Health warnings Effective dates Packages Advertisements
Cigarettes
CAUTION: January 1,1966— X
Cigarette Smoking May Be Hazardous October 31,1970
to Your Health.
WARNING: November 1,1970— X
The Surgeon General Has Determined October 11,1935
That Cigarette Smoking is Dangerous
to Your Health. March 30,1972- X*
October 11,1985
SURGEON GENERAL'S WARNING: October 12,1985-present X X'
Smoking Causes Lung Cancer, Heart
Disease, Emphysema, and May
Complicate Pregnancy.
SURGEON GENERAL'S WARNING: October 12,19S5-present X X’
Quitting Smoking Now Greatly Re-
duces Serious Risks to Your Health.
SURGEON GENERAL'S WARNING: October 12,19S5-present X X*
Smoking by Pregnant Women May
Result in Fetal Injury, Premature Birth
and Low Birth Weight.
SURGEON GENERAL'S WARNING: October 12,1985-present X X’
Cigarette Smoke Contains Carbon
Monoxide.
Smokeless tobacco
WARNING: February 27,1987-present X xX*
This product may cause mouth cancer.
WARNING: February 27, 1987-present X x>
This product may cause gum disease
and tooth loss.
WARNING: February 27, 19S7-present X X'

Source: Federal Trade Commission (1981).

*Required by Federal Trade Commission consent order. All other warnings required by federal legislation.

'The four warnings mandated for cigarette advertisements on outdoor billboards are slightly shorter versions of the same
messages.

'The warnings on advertisements must appear in acircle-and-arrow format (see Figure 5). No warnings are required on
outdoor billboards.
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Preventing Tobacco Lise Among Young People

finance U.S. military involvement. The last of a series of
increases took place on November 1, 1951, during the
Korean War, when the tax was increased from seven to
eight cents per pack. The tax remained at that level for
the next 30 years.

Over the past decade, however, the federal tax on
cigarettes has been increased significantly. These recent
increases were motivated by a different goal—the need
to raise revenues to deal with the increasing federal
budget deficit. Tie first of these deficit-motivated in-
creases occurred cn March 1, 1983, as part of the Tax
Equity and Fiscal Responsibility Act of 1982, when the
tax was doubled to 16 cents per pack. This increase was
intended as a temporary measure that would be repealed
by October 1, 1985. However, after being extended sev-
eral times, the doubling of the tax was made permanent
in 1986.

As part of the Omnibus Budget Reconciliation Act
ol 1985, a tax of 24 cents per pound was levied on snuff, a
tax of 8 cents per pound was imposed on chewing to-
bacco, and a tax of 45 cents per pound was applied to
pipe tobacco. The Omnibus Budget Reconciliation Act of
1990 further increased federal taxes on cigarettes from 16
cents to 20 cents per pack on January 1,1991; a scheduled
additional increase of 4 cents per pack was levied on
January 1, 1993. As of 1993, federal taxes on other to-
bacco products are 36 cents per pound forsnuff, 12 cents
for chewing tobacco, and 67.5 cents for pipe tobacco.
This represents a tax of less than 3 cents per can of snuff
or pouch of drew; the tax on a pack of cigarettes is
24 cents. Yet even though federal taxes on tobacco
have increased recently, they have become a less impor-
tant source of revenue for the federal government. In
1950, tobacco exdse taxes accounted for 3.3b percent of
all federal revenues; by 1989, they accounted for only
0.44 percent of revenues (Congressional Budget Office
(CBOI 1990).

State and Local Tobacco Taxes

In 1921, lowa became the first state to impose an
excise tax on cigarettes, followed in 1923 by Georgia,
South Carolina, South Dakota, and Utah. By the end of
the 1920s, six additional states had enacted a cigarette
excise tax. Bv 1940, more than half of all states levied
taxes on cigarettes, and by 1950, only a handful of states
were not imposing an excise tax. In 1969, North Carolina
became the last state'to'enact an excise tax on cigarettes.
As with the federal government, the imposition of, and
increases in, state cigarette taxes have partly represented
attempts to raise revenue rather than to lower smoking
prevalence. Wamer (1981) argues that this finandal
motive is especially clear in the history of excise taxes on
cigarettes in the six major tobacco-producing states. The

average date when these states instituted a cigarette ex-
cise tax was 1939—one year earlier than the average for
the remaining states, and many years before the wide-
spread publicity on the health hazards of smoking. Just
before the negative publicity, the average tax rate for
these six states was 2.5 cents per pack, a figure only
slightly less than the other states'average of 2.9 cents per
pack. As is discussed later, the difference has increased
greatly since then.

Some evidence suggests that state governments
have recently used cigarette excise taxes as a major part
of antismoking campaigns Thisconclusioncan bedrawn
from reviewing the number of increases in state excise
tax rates after the mid-1950s release of the first scientific
studies that linked smoking to poor health, and particu-
larly after the 1964 release of the initial Surgeon General's
report on smoking and health (PHS 1964). For instance,
during the latter half of the 1950s, more than eight tax
increases occurred per year among the states, whereas
fewer than three per year occurred each year in the early
1950s. Similarly, in the year after the 1964 Surgeon
General's report, there were a record 22 increases in state
excise taxes on cigarettes.

The established pattern of tax increases continued
during the penod when the Fairness Doctrine permitted
antismoking messages on television and radio, and again
after the 1971 ban on television and radio advertising
(Warner 1981). Moreover, as Warner (1981) notes, the
or.ce negligible difference between the tax rates in the
tobacco-producing states 2nd in the remaining states wid-
ened significantly over this period. This difference has
continued to widen since 1981. By January 1, 1992, the
average tax rate in the tobacco-producing states was 7
cents per pack, whereas the average tax rate in the remain-
ing 44 states and Washington, D.C., was 26 cents per pack.

The active use of cigarette and other tobacco taxes
to discourage tobacco use in some states and the relative
inaction in others results in large differences in taxes and.
consequently, in cigarette prices among states. For
example, the cigarette excise tax ranges from less than
3 cents per pack in Virginia to 60 cents per pack in Hawaii
(see Table 13). When local taxes are added, the
differences become even larger in some locations. The
differences in taxes and prices create incentives for the
casual smuggling (i.e., involving relatively small quanti-
ties, generally for personal use) and organized smug-
gling (i.e., involving large quantities, generally for resale)
of cigarettes from low-tax localities to high-tax localities
and create incentives for other tax-evasion activities.

The relative ease of transporting cigarettes across lo-
calities has encouraged some people to profit from this
activity (Advisory Commission on intergovernmental Re-
lations [ACIR1 1977, 1985). Although casual smuggling
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Table 13. Slate* cigarette taxes, July 1,1993

Excise tax rate Sales tax' Total stale tax
State (cents per 20-cigarette pack) (cents per pack) (cents per pack)
Alabama 16.5 7 235
Alaska 29.0 0 29.0
Arizona 1S.0 9 27.0
Arkansas 315 9 40.5
California 35.0 15 50.0
Colorado 200 0 20.0
Connecticut 47.0 12 59.0
Delaware 24.0 0 24.0
District of Columbia 65.0 13 78.0
Florida 33.9 12 45.9
Georgia 12.0 6 18.0
Haw aii 60.0 9 69.0
Idaho 18.0 9 27.0
Illinois 30.0 13 43.0
Indiana 15.5 9 24.5
lowa 36.0 1 47.0
Kansas 24.0 9 33.0
Kentucky 30 9 12.0
Louisiana 20.0 8 28.0
Maine 37.0 11 48.0
Maryland 36.0 10 46.0
Massachusetts 51.0 9 60.0
Michigan 25.0 7 32.0
Minnesota 4S.0 14 62.0
Mississippi 18.0 11 29.0
Missouri 13.0 7 20.0
Montana 19.3 0 19.3
Nebraska 34.0 9 43.0
Nevada 35.0 13 48.0
New Hampshire 25.0 0 25.0
New Jersey 40.0 12 52.0
New Mexico 21.0 9 30.0
New York 56.0 8 64.0
North Carolina 5.0 6 1.0
North Dakota 44.0 1 55.0
Ohio 24.0 8 32.0
Oklahoma 23.0 S 31.0
Oregon 2S.0 0 28.0
Pennsylvania 31.0 n 42.0
Rhode Island 37.0 14 510
South Carolina 7.0 8 15.0
South Dakota 23.0 7 30.0
Tennessee 13.0 14 27.0
Texas 41.0 13 54.0
Utah *m 26.5 9 355
Vermont 20.0 9 29.0
Virginia 25 7 9.5
Washington 54.0 13 67.0
West Virginia 17.0 10 27.0
Wisconsin 38.0 10 48.0
Wyoming 12.0 0 12.0

Sources: Tobacco Institute (1992); Action on Smoking and Health (1993).
"Includes the District of Columbia.
'Sales tax information is for November 1,1992.
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had long been a problem, states reported that organized
smuggling increased significantly after the tax increases
of the mid- to late-T 960s. Some states were discouraged
from adding further taxes that would motivate increased
smuggling and result in a net loss of revenues gener-
ated by cigarette taxes. In 1978, in response to pressure
from states with high cigarette taxes, the Federal Con-
traband Cigarette Act (Public Law 95-575) was enacted.
This act prohibited the single-transaction transport, re-
ceipt, shipment, possession, distribution, or purchase of
more than 60,000 cigarettes not bearing the tax indicia
of the state in which the cigarettes were initially sold.
The act dealt only with the organized smuggling of
cigarettes, described by the AC1R as the major problem,
and ignored the less problematic casual smuggling
(Kleine 1993). The ACIR (1985) suggests, however, that
the law was even more effective than its proponents
would have predicted.

California and Massachusetts recently enacted two
large increases in their excise taxes on tobacco. In
November 198S, California voters passed Proposition 99,
which went into effect in January 19S9. This law in-
creased California's state excise tax on cigarettes from 10
cents per pack to 35 cents per pack. As was mentioned
earlier, one of the notable features of Proposition 99 is
that 20 percent of the additional revenue raised from the
tax increase is ear-marked for the state's antismoking
activities. Legislation similar to Proposition 99 was passed
in Massachusetts in November 1992. This measure, which
took effect on January' 1,1993, includes a 25-cent increase
In the state excise tax and a 25 percent increase in the tax
on chewing tobacco.

Besides the specific taxes applied to cigarettes, 45
states and Washington, D.C., have general sales-taxes
that apply to cigarettes. In all but four of these states, the
sales-tax base includes the excise tax. This arrangement
adds an additional 5 to 14 cents per pack to the price of
cigarettes in these states (see Table 13).

State taxes on other tobacco products has-e also
become more widespread. By January' 1,1992, a total of
37 states had imposed a tax on at least some tobacco
products other than cigarettes; only 14 states were
collecting such taxes in 1964. The same time period
witnessed similar activity at the local level. By Fiscal year
1991, 373 cities had imposed additional taxes on ciga-
rettes, and 49 cities were levying taxes on other tobacco
products. In addition”, 38 counties were charging their
own cigarette taxes, and 29 counties were assessing addi-
tional taxes on other tobacco products. The largest of
these local cigarette taxes are those imposed in New York
City (8 additional cents per pack) and in Chicago (24
additional cents per pack, including city and county
excise taxes).

Cigarette Tax Increases and Cigarette Prices

After scientific evidence of the harmful health con-
sequences of cigarette smoking appeared in the mid-
1950s, states began to increase cigarette excise taxes not
only to raise revenues but to discourage people from
smoking. Because the combined federal and stale taxes
accounted for almost half of the average retail price of
cigarettes, these state tax increases resulted m increases
in the real pnee of cigarettes (i.e., the pnee of cigarettes
relative to the pnee of all goods and services, as mea-
sured by the National Consumer Price Index) (Table 14).
The relative price of cigarettes also rose as a result of the
state tax increases. This trend was accelerated after the
1964 release of the first Surgeon General's report on
smoking and health. The result was that between 1955
and 1971, the nominal price of cigarettes had risen by
over 70 percent (almost half of this increase was attrib-
uted to the state tax increases), and the real price of
cigarettes had risen by over 13 percent.

These increases in real cigarette prices were short-
lived. The rapid inflation of the 1970s, coupled with the
relative stability' of state excise taxes on cigarettes, led to
a sharp drop in real cigarette prices between 1971 and
1981. Federal taxes remained fixed at 8 cents per pack
during tius period. As was discussed earlier, the emer-
gence of organized smuggling in response to the grow-
ing differences in state and local taxesdiscouraged states
from continuing to increase cigarette taxes. Combined
federal ,and state taxes, as a percentage of retail cigarette
prices, fell from 47 percent at the beginning of this period
to 33 percent in 19S1. The absolute cost of producing
cigarettes fell throughout this period, largely because of
a decrease in the average quantity of tobacco per ciga-
rette as the market share for "low tar" cigarettes in-
creased (Hams 19S7). The overall result was that between
1971 and 1981, the real price of cigarettes declined by
almost 2S percent.

Beginning in 19S2, this downward trend in real
cigarette prices was reversed as stale taxes rose in antici-
pation of the doubling of the federal excise tax on ciga-
rettes that was scheduled for January 1, 1983. These
combined tax increases led to the largestsingle-yearjump
in prices (from 1982 to 1983). However, Harris (19S7)
argues that the main cause of the increase in the real price
of cigarettes from 1981 through 1986 was not the increase
in either the federal tax or state taxes, but rather the
increases in the wholesale prices of cigarettes because of
markups by manufacturers. He contends that most of
these markups were not justified by increases in the cost
of production. Instead, he suggests that markups were
the result of a coordinated price increase by the six firms
that dominate the tobacco industry. More recent data
lend support to Harris's argument: although state and
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Table 14. Cigarette taxes and cigarette prices per pack, 1955-1991

Taxes as Real
Average percent- Real’ Real* average
Average .Average cigarette age of average average cigarette
state tax federal price average state tax’ federal price

Year (cents) tax (cents) (cents) price’' (cents) fax (cents) (cents)
1955 35 8.0 22.7 48.7 13.1 29.9 84.7
1956 3.8 8.0 23.2 47.4 14.0 29.9 85.3
1957 3.9 8.0 23S 48.8 139 28.5 84.7
1958 4.0 8.0 25.0 4S.0 13.8 27.7 86.5
1959 4.2 8.0 25.6 *16.6 14.4 27.5 88.0
1960 4.7 8.0 26.1 48.9 15.9 27.0 88.2
1961 4.7 8.0 26.1 4S.6 15.7 2b.S 87.3
1962 5.1 8.0 26.9 48.3 16.9 26.5 89.1
1963 5.2 8.0 26.S 49.4 17.0 26.1 S7.6
196-1 5.6 8.0 27.9 49.3 18.1 25.8 90.0
1965 5.9 8.0 28.2 49.8 18.7 25.4 89.5
1966 6.9 8.0 30.0 514 21.3 24.7 92.6
1967 7.1 8.0 30.5 50.8 21.3 24.0 91.3
1968 8.4 SO 32.3 49.2 24.1 23.0 92.8
1969 9.1 8.0 32.8 48.9 24.S . 21.8 S9.4
1970 10.2 SO 37.1 47.7 26.3 20.6 95.6
1971 10.7 8.0 3S.9 46.8 26.4 19.8 96.0
1972 11.6 8.0 40.0 47.7 27.S 19.1 95.7
1973 12.1 8.0 40.3 48.4 27.3 1S.0 90.S
1974 12.1 8.0 41.8 47.6 245 16.2 84.8
1975 12.2 8.0 445 415 22.7 14.9 82.7
1976 12.4 8.0 47.9 414 21.s 1-11 84.2
1977 12.5 8.0 49.2 40.5 20.b 13.2 81.2
1978 12.9 8.0 54.3 37.1 19.8 12.3 S3.3
1979 12.9 8.0 56.8 355 17.8 11.0 7S.2
1950 13.1 8.0 60.0 345 15.9 9.7 72.S
1951 13.2 SO 63.0 331 14.5 8.5 69.3
19S2 13.5 8.0 69.7 29.9 14.0 8.3 72.2
19S3 14.7 12.0 81.9 26.S 14.8 12.0 S2.2
1954 15.3 16.0 94.7 33.2 1-17 15.4 91.1
1985 15.9 16.0 97.S 323 14.3 14.9 90.9
19S6 16.2 16.0 104.5 30.8 14.S 14 6 95.3
1957 16 9 16.0 1100 29.9 149 141 Sfo.S
1988 18.2 16.0 122.2 281 154 135 103.3
1989 21.8 16.0 127.5 26.5 17.0 12.9 102.8
1990 24.7 16.0 144.1 26 4 18.9 12.2 110.3
1991 25.9 20.0 153.3 25.6 19.0 11.7 112.6

Source: Tobacco Institute 0992).

'Percentages cannot be calculated directly from the tax and price information, since taxes are weighted average taxes tor the
entire fiscal year, whereas prices and percentages are generally as of November 1

'Peal taxes and prices are obtained by dividing tne actual taxes and prices by the National Consumer Price Index, with the
average of 19S2-1984 being the benchmark. All data are for the fiscal year ending June 20.

'State taxes are a weighted average of the tax in taxing states, including Washington, D C. (42 in 1955. 51 in 1970 and after).
Pnee refers to the median retail price in all taxing states.
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federal taxes have increased since the late 1980s, the
percentage of the retail priceofcigarettesaccounted forby
these taxes actually fell from 33 percent in 1981 to 26
percent in 1991 (Tobacco Institute 1992). The combined
effect of increases in federal and state taxes and in
manufacturer's price resulted in the real price of ciga-
rettes increasing by over 60 percent between 1981 and
1991. This upward trend in real cigarette prices is ex-
pected to continue at least through 1993, as the federal tax
increases to 24 cents per pack as part of the 1990 deficit-
reduction agreement. Therefore, although taxesaccounted
for a smaller percentage of the increased retail price of
cigarettes from 1981 to 1991, the increased taxes, along
with manufacturers' price increases, were still passed on
to consumers, and the real price of cigarettes increased.

Effect of Excise Taxes on Tobacco Use

One of the fundamental principles of economics,
illustrated by adownward-sloping demand curve, states
that as the real price of any commodity rises, consump-
tion of that commodity falls. Some researchers have
speculated that the consumption of an addictive prod-
uct, such as cigarettes, might be an exception to this rule.
However, numerous econometric studies, including
several recent studies that explicitly mode! the addic-
tive aspects of cigarette smoking, confirm that this
fundamental economic principle does indeed apply
to cigarettes. Thus, since increases in cigarette excise
taxes generally result in increased cigarette prices,
these tax increases may be effective in reducing cigarette
consumption.

Economists use the concept of pnee elasticity of
demand to describe the sensitivity of consumption to
changes in pnee. The pnee elasticity of demand is de-
fined as the percentage change in consumption that
results from a 1 percent increase in price. For example,
a price elasticity of -0.5 implies that a 10 percent increase
in price would reduce consumption by five percent.
A brief review of recent U.S. studies of cigarette de-
mand follows.

Aggregate Data Studies

One set of recent studies of cigarette demand used
aggregate data. Pnee elasticity estimates obtained from
these studies ranged from -0.14 lo -1.23; the majonty of
these estimates foil within the narrower range from -0.20
to -0.50. Al! but two of the estimates were obtained from
econometric studies that besides examining the effect of
price, used income, demographic variables, and other
policy-related variables to explain differences in ciga-
rette consumption. Failing to include such potentially
important determinants of demand could lead to biased
estimates of the effects of price and other policies on

cigarette smoking. Several of these studies made theo-
retical and empirical attempts to model the addictive
aspects of cigarette consumption. In contrast with
the econometric analyses, Peterson et al. (1992) used
an epidemiologic approach similar lo the quasi-
experimental approach of Baltagi and Goel (1987). Both
studies obtained estimates of the price elasticity of de-
mand that were consistent with those obtained from
econometric studies.

Differences in the estimates obtained from these
studies partly resulted from differences in theoretical and
empirical modeling methods. For example, the studies
that used a pooled time series of state cross-sections
might provide estimates of the price elasticity that exceed
the true value of the elasticity if cigarette smuggling is
ignored, since studies based on aggregate data use state
cigarette sales figures as their measure of consumption.
That is, states with relatively low cigarette taxes and
prices may sell a substantial number of cigarettes to
residents of nearby states where paces are higher. Thus,
the sales figures from the states with lower cigarette taxes
and prices Kill overstate cigarette consumption within
those states, whereas those with higher taxes and prices
will understate consumption. Many of the most recent
studies, however, including those by Baltagi and Levin
(1986), Becker, Grossman, and Murphy (1992), and
Chaloupka and Saffer (1992), have controlled for thus
problem. Similarly, if the addictive aspects of consump-
tion are ignored, the estimated price elasticity may be
biased. Again, many of these recent studies, including
Baltagi and Levin (1986), Becker, Grossman, and Murphy
(1992), and Keeler et al. (1992) estimated demand equa-
tions that explicitly model the addictive aspects of con-
sumption. Lnaddition, at the aggregate level, cigarette
prices and quantity are simultaneously determined by
the interaction of cigarette supply and demand. Ignoring
this simultaneity would lead to biased estimates of the
effects of cigarette prices on demand. Bishop and Yoo
(1985) and Porter (1986) explicitly modeled this relation-
ship and estimated price elasticities of demand that fell
within the -0 20 to -0.50 range generally found in other
studies based on aggregate data. Finally, two of these
studies, Keeler et al. (1992) and Flewelling et al. (1992),
considered the effects of the relatively large change in the
California cigarette excise tax. Their estimated price
elasticities suggest that the impact of price on demand is
independent of the level of price.

Even with the differences in data, theoretical mod-
eling, and estimation techniques, one general conclusion
can be drawn from these aggregate studies—increases in
cigarette prices will reduce cigarette consumption. At
least part of this reduction is likely due to adolescents’
quitting smoking, reducing the amount they smoke, or
not taking upsmoking in the first place(USDHHS1991).
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Microlevel Data Studies

Another set of recent studies of cigarette demand
include those that used microlevel data—that is. data
from groups of individuals instead of aggregate data
sets. As with the studies that used aggregate data, these
studies consistently indicated that cigarette smoking is
affected negatively by price. Each of the studies carefully
dealt with the smuggling problem that could bias the
estimates of the price elasticities. Because they were
based on microlevel data, (lie studies also avoided the
simultaneity problems that arise when working with
aggregate data. That is, no individual smoker consumes
enough cigarettes to affect market price, so prices could
be appropriately treated as exogenous in these studies.

Many of these studies, however, examined issues
that cannot be addressed when using aggregate data.
Studies that use microlevel data can assess the effect of
prices and other policies, not only on average cigarette
consumption (the focus ofaggregate studies), but also on
the probability' that an individual smokes and on aver-
age consumption among smokers. Similarly, the effects
of pobcy variables on smoking initiation and cessation
can be explored. Microlevel data can be used to consider
the differential effects of increased cigarette excise taxes
and other policies on alternative demographic groups
(by age or by gender, for example).

Lewit and Coate (1982) took advantage of cross-
sectional survey data not only to estimate equations of
the demand for cigarettes, but also to determine smok-
ing prevalence and patterns or smoking parficipanon. In
addition, this study estimated separate demand equa-
tions for different age groups (20-25 years, 2635 years,
and 36-74 years) and for men and women. These inves-
tigators found that a price increase appeared to effect
the decision to become?, smoker rather than the decision
tosmoke less frequently. They also found that the smok-
ing behavior of young adults (20 to 25 years old) was
more sensitive to price changes than that of older
individuals. Finally, they found that male smokers,
particularly those aged 20 to 35 years, were quite
responsive to price, whereas femalesmokers wereessen-
nallv unaffected by pnee.

Mullahy (1985) introduced myopic addiction (i.e.,
the concept that addiction outweighs an individual's
foresight or concern for future well-being) into his theo-
retical model of cigarette smoking. This model implies
that at any given time, smoking initiation, regular use,
and the amount of cigarettes smoked depend on an
ind™'idual's smoking history. This model and other stud-
ies that formally model the addictive aspects of smoking
incorporate the concepts of tolerance, reinforcement, and
withdrawal that distinguish addictive consumption from
nonaddictive consumption. Treating smokers as
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myopic, however, implies that the future consequences
of their smoking are ignored when they make current
decisions, Mullahy estimated separate demand equa-
tions for men and women and found that both the deci-
sion to smoke and the quantity' of cigarettes consumed
by smokers were negatively related to cigarette prices for
each gender. As in the Lewit and Coale study, Mullahy
found that cigarette prices had a greater impact on the
decision to smoke than they do on cigarette consump-
tion. Similarly, he found that men were somewhat more
responsive to price than women (average elasticities of
-0.56 and -0.39, respectively).

Chaloupka (1990, 19914, b) applied the Becker and
Murphy 09S8) model of rational addictive behavior to
cigarette smoking. Asinthe Mullahy model, addiction is
accounted for by recognizing that ainrent smoking deci-
sions depend on past smoking, whereas rationality im-
plies that the future consequences ofan individual's past
and currentsmoking behavior are considered when mak-
ing cunent choices. Chaloupka found both that cigarette
smoking is addictive—that is, it depends on past smok-
ing—and that individuals who smoke also consider fu-
ture consequences. He found that increases in cigarette
prices reduce average cigarette consumption significantly
and that the effects of price increases on consumption are
understated if the addictive aspects of consumption are
ignored. In contrast with the findings of Lewit and
Coate, Chaloupka found that adolescents and young
adults (aged 17 through 24 years) were less responsive to
price than are older age groups. Chaloupka also found,
like Lewit and Coate, that women were much less re-
sponsive to price than men.

W assennan et al. (1991) used several of the Health
Interview Surveys conducted during the 1970sand 1980s
to estimate the effects that taxes and regulations restrict-
ing smoking in public places have on adult cigarette
demand. These investigators also examined whether the
price elasticity of demand has changed over time. Using
a generalized linear model, thev found that the negative
impact of cigarette prices on demand has increased over
time. The estimated price elasticity of demand in 1970
(0.06) suggested that increases in cigarette excise taxes
would nor discourage cigarette smoking However, the
authors estimated an increasingly negative effect of
cigarettepricesondemand from 1974 (-0.17) through 1985
(-0.23). They estimated that by 198S, the price elasticity of
demand would increase (in absolute value) to -0.28. This
finding that the price elasticity of demand is becoming
more negative over time contradicts the findings of the
studies based on aggregate data by Baltagi and Goel. The
estimated elasticities of Wassennan et al. were approxi-
mately half those estimated by Lewit and Coate, who
used the same data. Wassennan et al. attributed these
relatively low estimates to their including an index that
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measured state-ievel antismoking regulations and was
highly correlated with price. When this index was omit-
ted, the effects of price on demand were overstated, since
they included the true price effect as well as the effect of
the omitted regulations. The findings of Wassennan etal.
for youth will be discussed in detail in the next section.

The implications of these studies on older adoles-
cents' and young adults' responsiveness to price are not
conclusive. Lewitand Coate's examination of individu-
als 20 years old and older concluded that upward price
elasticity is increasingly negative (and thereby has a
stronger effect) for younger age groups. The addictive
model that Chaloupka used, however, suggested that
less addicted smokers (those who have a shorter history
of smoking, tor example) will be less responsive to price
than their more addicted counterparts. His estimated
long-run price elasticities of demand for older adoles-
cents and young adults were consistent with this hy-
pothesis. The following section addresses more
specifically the effect of price on the smoking behavior
of young people.

Price Responsiveness of Adolescent Smokers

A third set of recent econometric studies focused
on youth. Each of these studies, as with the studies of
adult smoking that employ microleve! data, carefully
controlled for cigarette smuggling. Besides including
cigarette prices and other determinants of demand em-
ployed in the studies of adult smoking, these youth
studies included parental characteristics (such as educa-
tion level and income) as proxies for parental smoking
practices, which have been shown to be associated with
youth smoking.

The first comprehensive studies of the price re
sponsiveness of cigarette smoking among youth were
completed in the early 19S0s. Lewit, Coate, and
Crossman (19S1) used Cycle 11 of the Health Examina-
tion Survey (HES-I1l), which was conducted from March
1966 through March 1970, to look at the effects of ciga-
rette prices, of the negative cigarette advertising broad-
cast under the Fairness Doctrine, and of various
socioeconomic and demographic factors affecting ciga-
rette smoking by youth (persons 12 through 17 years
old). Besides examining average cigarette consump-
tion among all youth, the authors also estimated equa-
tions for smoking participation for all youth as well as
equations forcigarette demand for young smokers. This
methodology, similar to that used by Lewit and Conte,
allowed the authors to distinguish the effect of price on
the decision to smoke from its effect on smokers' con-
sumption of cigarettes. The authors found that most of
the impact of prices on cigarette smokirg was on the
decision to smoke rather than on smokers' average

consumption of cigarettes: estimated price elasticity
was -1.20 for smoking participation and -0.25 for ciga-
rette demand. Furthermore, the estimated price elastic-
ity of demand among youth in this study (-1.4-1) was
more than three times as high as the estimate for adults
in Lewit and Coate's study and nearly two times as high
as that study's estimate for young adults (persons aged
20 through 25 years).

These findings were mostly confirmed in a related
study by Grossman et al. (19S3). This study used data
from the 1974,1976, 1977, and 1979 National Household
Surveys on Drug Abuse. The surveys were analvzed
separately because of differences in the definition of
smoking. As the authors noted, the estimates from this
study should be interpreted cautiously, since the sample
sizes were much smaller than those of the study based on
the HES-III. In general, Grossman et al. found that the
decision to smoke was negatively related to the price of
cigarettes; theirsummary estimate of this elasticity was
-0.76. Again, this estimate was substantially higher, in
absolute value, than that obtained for adults by Lewit
and Coate, and itimplies that young people's decision to
smoke is much more responsive to price than the compa-
rable decision for adults. However, Grossman et al.
found that once the decision to smoke has been made,
average consumption decisions by young smokers were
vriraially unresponsive to price.

W arner (1985,1986) used the age-specific price elas-
ticities of participation and demand from Lewit and
Coate to obtain comparable estimates of price elasticity
for teenagers (personsaged I12tl\rcugh 17and IS through
19). He used these age-specific data to estimate that the
doubling of the federal excise tax in 19S3 reduced the
number of teenage smokers by 800,000, assuming that
average cigarette prices increased by the 8 cents that the
tax increased. These estimates form the basis for a U.S.
General Accounting Office (GAO) report, which con-
cluded that raising the federal tax further by 20 cents per
pack would have reduced the number of teenage smok-
ers by an additional 500,000 in 1989 (GAO 1989). The
CAO predicted a suosequent reduction of 125,000
smoking-related deaths for this age group as a result of
the proposed 2U-cent tax increase.

Similarly, Hams (1987) used the Lewit, Coate, and
Grossman estimates, among others, to examine the ef-
fects that the 19S3 doubling of the federal excise tax on
cigarettes had on cigarette smoking and health. He
concluded that the tax increase and the coordinated price
increases itinduced kept 600,000 teenagers (persons aged
12 through 17 years) from starting to smoke. Basing his
findings on epidemiologic studies of the 1950s, 1960s,
and 1970s, Harris concluded that 54,000 more teenagers
would live to age 65 as a result of this tax.
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Tile rerent study by Wasserman etal. (1991) contra-
dicted the general conclusion of Lewit and Coate that
teenage cigarette smoking is more responsive than adult
smoking to changes in cigarette prices. Wasserman et al.
used the Second National Health and Nutrition Exami-
nation Survey (1976-1930) (NHANES-11) to estimate the
effects of cigarette prices and antismoking regulations on
cigarette smoking by youth aged 12 through 17. In both
the generalized linear models and the two-part models
they estimated, the authors found a statistically insignifi-
cant effect of cigarette prices on average cigarette con-
sumption among all youth, on smoking participation
rates among all youth, and on cigarette consumption by
young smokers. Given the range of estimates obtained,
/lthe investigators could not reject the hypothesis that the
price elasticity of demand for teenagers was statistically
different from their estimate of -0.23 for adults. Their
estimates for youth were consistent with Chaloupka's
(1991b) young adult estimates, which also employed
NHANES-II data. As was discussed earlier, Wasserman
etal. suggested that one of the reasons for their relatively
low estimated price elasticity’ of demand was their in-
cluding an index that captured antismoking regulations
as adeterminant of demand. Thus, they concluded that
the pnee effects estimated in other studies may have
been biased upwards, since prices alone were being cred-
ited with the effects of various contemporaneous anti-
smoking regulations that likely played an Important role
in discouraging young people from smoking.

Grossman (1991) noted, however, that the study by
Wasserman et al,, while a valuable contribution to the
empirical literature on cigarette demand, should not be
considered as offering the definitive estimates of the price
elasticity of demand, particularly for youth. Others, in-
cluding Chaloupka (19SS)and Chaloupka and Saffer (1992),
did not find that the estimated price elasticity of demand
was sensitive to the inclusion of measures of antismoking
regulations, although these other studies used smaller
sample sizes than did Wasserman et al. Furthermore,
including the regulation index may be less relevant in a
tc-en. -e sample, since the index assumes its highest value
in states that restrict smoking in privale worksites. If the
regulations themselves have no direct impact un smoking,
but are instead proxies for antismoking sentiment, then
enacting very restrictive measures may not necessarily
reduce youth smoking. Foj- example, during the 19SQs,
restrictions on public smoking were enacted across the
United States, yet smoking onset rales among young
people did not decline significantly (see "Trends in Ciga-
rette Smoking" in Chapter 3). Finally, the Wassennan et
al. (1991) findings for a relatively small sample of youth
(N = 1,S91) should be interpreted cautiously when com-
pared with those obtained by Lewit, Coale.and Grossman
(1981) (N = 5,308).
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The large amount of empirical literature on the
relationship between cigarette prices and cigarette smok-
ing suggests that increased excise taxes on cigarettes
would significantly reduce overall rates ofcigarette smok-
ing. Much of the impact of higher prices would come
from encouraging cessation among current smokers and
discouraging initiation among young smokers. The price
responsiveness of adolescents is at least as high, if not
significantly higher, than that of adults—a finding that
suggests that an increase in cigarette taxes would result
in large reductions in smoking prevalence and cigarette
consumption among teenagers.

Although numerous studies of aggregate cigarette
demand and several studies of cigarette smoking among
youth have been completed in recent years, the relation-
ship between other tobacco taxes and the use of tobacco
pioducts other than cigarettes has not been examined.

Tax Policies Under Consideration

Increased taxes on cigarette and other tobacco prod-
ucts have been widely used in recent years as a source of
federal, state, and local revenue. These taxes also arc-
seen as a way to improve public health by discouraging
cigarette smoking. Two proposals discussed in the 1989
Surgeon General's report on smoking and health
(USDHHS 1989) have received the most attention. The
first proposal is to increase tobacco taxes in general and
to change the way in which these taxes are calculated.
The second proposal would earmark the revenue gener-
ated by tobacco taxes to pay for tobacco-control pro-
grams or the health care costs related to smoking. Most
of the proposals discussed below concern cigarette taxes;
similar policies could be adopted for taxes on other to-
bacco products as well.

Increasing Tobacco Taxes

An increase in the federal excise tax on cigarettes is
the most widely supported tax policy proposal. Propo-
nents—which include a number of public health groups,
such as the American Lung Association, the AMA, the
ACS, the American Heart Association, and the American
Public Health Association—argue that the cigarette tax
should be increased because even after recent increases,
the real value of the tax is still well below what it was in
1951. Also suggested is the repeal of the federally ap-
proved exemption for state taxes of c.garette sales on
military bases and Native American reservations.

Similarly, despite recent increases in state excise
taxes on cigarettes, the average state's real excise tax on
cigarettes isat about the same level as it was shortly after
the release of the first Surgeon General's report on smok-
ing and health. In several states (notably the large
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tobacco-producing states), the effects of inflation have
been allowed to substantially reduce the values of these
taxes Although additional tax increases in states that
have continually raised their cigarette excise taxes over
time could spur a return to the organized smuggling of
the 1970s, this problem possibly could be solved by
levying larger tax increases in the states that have rela-
tively low cigarette taxes and by instituting a tax in the
four states that currently exclude cigarettes from the in-
state sales tax.

These tax increases would raise cigarette prices in
the short run; without continued increases, however, the
real value of the tax would be reduced by inflation over
time. Given the importance of taxes in cigarette prices,
the real cigarette price could even decline, as it did from
1971 to 1981. An alternative might be to replace the
excise tax with an ad valorem tax, which would increase
proportionately as the nontaxed price of cigarettes in-
creases. The federal government imposes an ad valorem
tax on large cigars only, and most slates levy ad valorem
taxes on tobacco products other than cigarettes.

An ad valorem tax, however, may have an unin-
tended consequence of lulling the public's awareness of
a tax increase, since ad valorem taxes may be per-
ceived—and accepted—as part of overall inflation.
Periodic increases in excise taxes, on the other hand, may

Figure 6.

Year

Sources: Health and Welfare Canada (1991), Sweanor (1992).

be publicized each time they occur and thus may stimu-
late public discussion of the health effects of smoking.
Canada's experience with ad valorem taxes suggests that
any mechanism that raises cigarette prices will be effec-
tive in reducing cigarette smoking.

To offset declines in real revenues due to inflation,
Canada switched to an ad valorem tax on cigarettes at
both the federal and provincial levels in the 1980s. These
ad valorem taxes were partly responsible for a 25 percent
increase in real cigarette prices, which wasaccompanied
by a 10 percent decline in adult consumption of ciga-
rettes (Sweanor 1991). In 198-1, however, the ad valorem
tax system was dropped after heavy lobbying by the
tobacco industry and a lack of support from public health
groups. Since then, there have been large increases in
both federal and provincial excise taxes. By June 1,1991,
the average total tax on a pack of 20 cigarettes in Canada
was 53.72, more than eight times what P was in 1980 and
approximately seven times the average in the United
States. The large mcreases in Canadian taxes since 1985
are estimated to have reduced adult consumption by 35
percent and teenage consumption by 62 percent. These
data included tobacco imported from the United States
(Sweanor 1991; see Figure 6). Canada's experience in the
19S0s provides a nationwide example of the effect of a tax
increase on cigarette smoking among young people.

Real* cigarette prices and cigarette smoking prevalence among Canadians aged 15-19 years, 1979-1991

*The price of cigarettes relative to the price of all goods and services in Canada, Adjusted for inflation with 1979-1980

being the benchmark years.
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By contrast, subjects could almost always read the brand
namesand identify the advertisement's notable imagery.

Despite the negligible attention and poor readabil-
ity reported across these studies, there is some evidence
that consumers have moderate awareness of the current
four warning messages. Using a warning recognition
test (rather than a test of the prominence or strength of
the message) to assess basic awareness and attention,
Liebennan Research (unpublished data) found that one-
half of smokers (but fewer than one-half of nonsmokers)
were able to correctly recall one of the rotational warn-
ings. Nearly all recalled the single pre-19S5 warning.
However, Fischer et al. (19S9) obtained different results
in their masked recall test with adolescents. Afterad des-
cents viewed a series of ads, the researchers covered up
the advertisement headings, all specific references to
cigarette brand names, and the Surgeon General's warn-
ing. Three-fourths of participants could identify the
masked warning as a health message, butonly 19 percent
could recall even the general theme of the warning.
These data may suggest that adolescents are generally
aware of the presence of warning labels in tobacco ads
but are far less informed than adults are of the specific
health messages. Similarly low leveis of warning recall
among young adults were found for the smokeless to-
bacco warnings (Popper and Murray 1989).

Research in communication effectiveness (Day
1973) .uggests that when viewers actually attend and
read them, warnings do more than merely provide
information. Warnings can also produce potentially
affective and behavioral impacts (Beitramini 1988).
Analyses of the wording and format of mandated health
warnings have suggested reasons for the limited affec-
tive and behavioral impact that can occur even under
optimal conditions of attention and processing. For
example, use of any conditional words such as can and
n:au can dramatically reduce the effect of the entire
warning (Linthwaite 1985). Since two of the current
rotational warnings include the word mau (see Table
12), consumers may minimize the inherent health warn-
ings of these messages (Dumas 1992). Furthermore,
aithough the information presented in the currentwarn-
ings is more detailed and more absolute than the pre-
19S5 single warning, it is also presented in a more
impersonal manner. Readers may be more likely to
believe, learn from, and act on warnings that are per-
sonally relevant than on warnings that are abstract and
technical (Fishbein 1977).

Analysis of the general public's knowledge of the
health risks of smoking could provide some evidence of
the impact of warnings. Although such knowledge has
clearly increased since 1966, when the first health warn-
ing label was required, the effect of the warnings cannot
be isolated from a number of other information sources,

such as reports of the Surgeon General or reported re-
search in the news (FTC 1974; Murphy 1980; USDHHS
1987a). Similarly, itis impossible to determine any inde-
pendent effects of health warnings on aggregate ciga-
rette sales (FTC 1967,1969b) or to isolate the independent
effects of advertising on those aggregate sales. Indeed,
tire two effects counter one another and therefore con-
found research. However, a recentand extensive discus-
sion of the issues in the Australian publication Health
Warnings and Contents Labelling on Tobacco Products re-
ports formative data on providing more noticeable and
informative labels to consumers and assembles a com-
pendium of warnings worldwide (Centre for Behavioural
Research in Cancer 1992)

Perhaps the most powerful indirect indicator of the
effect of cigarette warnings is the number of smokers and
consumers who remain unaware of the health risks of
smoking. .After a comprehensive review of studies on
health-risk awareness, including publicly generated stud-
ies and those conducted by the tobacco industry, the FTC
concluded that significantnumbers ofconsumers and still
higher numbers of smokers were unaware of even the
most rudimentary risk information about smoking (FTC
1981). It wv.s this lack of consumer awareness that led the
FTC in 1981 to call for a larger and more attention-
demanding format and for expanded (16 different) rota-
tional warnings for cigarettes.

Effect of Tobacco Taxation

Tobacco is taxed in a variety of ways by federal,
state, and local government. The mostimportant of these
taxes are the federal and state excise taxes on cigarettes
and the general state sales tax applied to tobacco prod-
ucts in most states. Historically, these taxes have been
seen as an effective way to generate revenues, as with
taxes on alcohol. However, in recent years, increased
taxation of tobacco products has been supported as a
public health measure aimed at discouraging smoking
and other tobacco use.

History of Tobacco Taxation

Federal Tobacco Taxes

During the late eighteenth and early nineteenth
centuries, the federal government experimented with
excise taxes on tobacco products. However, because of
opposition from both producers and consumers, the taxes
imposed in 1794, 1S12, 1816, and during the Civil War
were repealed and finally reduced to one cent per pack.
During the first half of the twentieth century’, federal
taxes were, as before the Civil War, increased to help
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Table 12.

Health warnings

Cigarettes

CAUTION:
Cigarette Smoking May Be Hazardous
to Your Health.

WARNING:
The Surgeon General Has Determined

That Cigarette Smoking Is Dangerous
to Your Health.

SURGEON GENERAL'S WARNING:
Smoking Causes Lung Cancer, Heart
Disease, Emphysema, and May
Complicate Pregnancy.

SURGEON GENERAL'S WARNING:
Quitting Smoking Now Greatly Re-
duces Serious Risks to Your Health.

SURGEON GENERAL'S WARNING:
Smoking bv Pregnant Women May
Result in Fetal Injur)’, Premature Birth
and Low Birth Weight.

SURGEON GENERAL'S WARNING:
Cigarette Smoke Contains Carbon
Monoxide.

Smokeless tobacco

WARNING:
This product may cause mouth cancer.

WARNING:
This product may cause gum disease
and tooth loss.

WARNING:
This product is not a safe alternative to

cigarettes.

Source: Federal Trade Commission (19S1).
*Required by Federal Trade Commission consent order. All other warnings required by federal legislation.
'The four warnings mandated for cigarette advertisements on outdoor billboards are slightly shorter versions of the same

messages.
'The warnings on advertisements must appear in acircle-and-arrow format (see Figure 5). No warnings are required on

outdoor billboards.
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Effective dates

January 1, 1965—
October 31,1970

November 1,1970—
October 11,1955

March 30,1972-
October 11,19S5

October 12,19S5-present

October 12, 1985-present

October 12,19S5-present

October 12,19S5-present

February 27,1987-present

February 27,19S7-present

February 27,1987-present

Surgeon General's Report

Health warnings required on tobacco packages and advertisements in Lhe United States, 1966-1993

Packages Advertisements

X
X

X*
X X*
X xX*
X XT
X X'
X X
X X5
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finance U.S. military involvement. The last of a series of
increases took place on November 1, 1951, during the
Korean War, when the tax was increased from seven to
eight cents per pack. The tax remained at that level for
the next 30 years.

Over the past decade, however, the federal tax on
cigarettes has been increased significantly. These recent
increases were motivated by a different goal—the need
to raise revenues to deal with the increasing federal
budget deficit. The first of these deficit-motivated in-
creases occurred on March 1, 19S3, as part of the Tax
Equity and Fiscal Responsibility Act of 19S2, when the
tax was doubled to Ib cents per pack. This increase was
intended as a temporary measure that would be repealed
by October 1,19S5. However, after being extended sev-
eral times, the doubling of the tax was made permanent
in 19S6.

As part of the Omnibus Budget Reconciliation Act
of 19S5, a tax of 24 cents per pound was levied on snuff, a
tax of 8 cents per pound was imposed on chewing to-
bacco, and a tax of 45 cents per pound was applied to
pipe tobacco. TheOmnibus Budget Reconciliation Act of
1990 further increased federal taxes on cigarettes from 16
cents to 20 cents per pack on January 1,1991; a scheduled
additional increase of 4 cents per pack was levied on
January’ 1, 1993. As of 1993, federal taxes on other to-
bacco products are 36 cents per pound for snuff, 12 cents
for chewing tobacco, and 67.5 cents for pipe tobacco.
This represents a tax of less than 3 cents per can of snuff
or pouch of chew; the tax on a pack of cigarettes is
24 cents. Yet even though federal taxes on tobacco
have increased recently, they have become a less impor-
tant source of revenue for the federal government. In
1950, tobacco excise taxes accounted for 3.36 percent of
all federal revenues; by 1989, they accounted for only
0.44 percent of revenues (Congressional Budget Office
[CBO] 1990).

State and Local Tobacco Taxes

In 1921, lowa became the first state to impose an
excise tax on cigarettes, followed in 1923 by Georgia,
South Carolina, South Dakota, and Utah. By the end of
the 1920s, six additional states had enacted a cigarette
excise tax. By 1940, more than half of all states levied
taxes on cigarettes, and by 1950, only a handful of states
were not imposing an excise tax. In 1969, North Carolina
became the last state to enact an excise tax on cigarettes.
As with the federal government, the imposition of, and
increases in, state cigarette taxes have partly represented
attempts to raise revenue rather than to lower smoking
prevalence. Warner (19S1) argues that this financial
motive is especially clear in the history of excise taxes on
cigarettes in the six major tobacco-producing states. The

average date when these states instituted a cigarette ex-
cise tax was 1939—one year earlier than the average for
the remaining states, and many years before the wide-
spread publicity- on the health hazards of smoking. Just
before the negative publicity, the average tax rate for
these six states was 2.5 cents per pack, a figure only
slightly'less than the other states' aveiage of 2.9 cents per
pack. As is discussed later, the difference has increased
greatly since then.

Some evidence suggests that state governments
have recently used cigarette excise taxes as a major part
ofantismoking campaigns. This conclusion can be drawn
from reviewing the number of increases in state excise
tax rates after the mid-1950s release of the first scientific
studies that linked smoking to poor health, and particu-
larly after the 1964 release of the initial Surgeon General's
report on smoking and health (PHS 1964). For instance,
during the latter half of the 1950s, more than eight tax
increases occurred per year among the states, whereas
fewer than three per year occurred each year in the early
1950s. Similarly, in the year after the .964 Surgeon
General's report, there were a record 22 increases instate
excise taxes on cigarettes.

The established pattern of tax increases continued
during the period when the Fairness Doctrine permitted
antismoking messages on television and radio, and again
after the 1971 ban on television and radio advertising
(Warner 1981). Moreover, as Warner (1981) notes, the
once negligible difference between the tax rates in the
tobacco-producing states and in the remaining states wid-
ened significantly over this period. This difference has
continued to widen since 19S1. By January 1, 1992, the
average tax rate in the tobacco-producing states was 7
cents per pack, whereas the average tax rate in the remain-
ing 44 statesand Washington, D.C., was 26 cents per pack.

The active use of cigarette and other tobacco taxes
to discourage tobacco use in some states and the relative
inaction in others results in large differences in taxes and,
consequently, in cigarette prices among states. For
example, the cigarette excise tax ranges from less than
3cents per pack in Virginia to 60 cents perpackin Hawaii
(see Table 13). When local taxes are added, the
differences become even larger in some locations. The
differences in taxes and prices create incentives for the
casual smuggling (i.e., involving relatively small quanri-
ties, generally for personal use) and organized smug-
gling (i.e., involving large quantities, generally for resale)
of cigarettes from low-tax localities to high-tax localities
and create incentives for other tax-evasion activities.

The relative ease of transporting cigarettes across lo-
calities has encouraged some people to profit from this
activity (Advisory Commission on Intergovernmental Re-
lations [ACIR1 1977, 1985). Although casual smuggling
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Table 13. Slate* agaretie taes, ly 1,198

Excise tax rate Sales tax' Total state tax
State (cents per 20-cigarcttc pack) (cents per pack) (cents per pack)
Alabama 16.5 7 235
Alaska 29.0 0 29.0
Arizona 1S.0 9 27.0
Arkansas 315 9 405
California 35.0 15 50.0
Colorado 20.0 0 20.0
Connecticut 47.0 12 59.0
Delaware 24.0 0 24.0
District of Columbia 65.0 13 78.0
/ Florida 33.9 12 459
Georgia 12.0 6 18.0
Hawaii 60.0 9 69.0
Idaho 18.0 9 27.0
Illinois 30.0 13 43.0
Indiana 155 9 24.5
lowa 36.0 1 47.0
Kansas 24.0 9 33.0
Kentucky 3.0 9 12.0
Louisiana 20.0 8 28.0
Maine 37.0 n 48.0
Maryland 36.0 10 46.0
Massachusetts 51.0 9 60.0
Michigan 25.0 7 320
Minnesota 48.0 14 62.0
Mississippi 18.0 1n 29.0
Missouri 13.0 7 20.0
Montana 19.3 0 19.3
Nebraska 34.0 9 430
Nevada 35.0 13 48.0
New Hampshire 25.0 0 25.0
New Jersey 40.0 12 52.0
New Mexico 21.0 9 30.0
New York 56.0 S 64.0
North Carolina 5.0 6 110
North Dakota 44.0 1 55.0
Ohio 24.0 S 32.0
Oklahoma 23.0 S 31.0
Oregon 2S.0 0 2S.0
Pennsylvania 31.0 n 42.0
Rhode Island 37.0 14 51.0
South Carolina 7.0 S 15.0
South Dakota 23.0 7 30.0
Tennessee 13.0 14 27.0
Texas . 41.0 13 54.0
Utah 26.5 9 35.5
Vermont 20.0 9 29.0
Virginia 2.5 7 9.5
Washington 54.0 13 67.0
West Virginia 17.0 10 27.0
Wisconsin 38.0 10 48.0
Wyoming 12.0 0 12.0

Sources; Tobacco Institute (1992); Action on Smoking and Health (1993).
Includes the District of Columbia.
'Sales tax information is for November 1, 1992.
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had long been a problem, states reported that organized
smuggling increased significantly after the tax increases
of the mid- to !'ate-1960s. Some states were discouraged
from adding further taxes that would motivate increased
smuggling and result in a net loss of revenues gener-
ated by cigarette taxes. In 1978, in response to pressure
from states with high cigarette taxes, the Federal Con-
traband Cigarette Act (Public Law 95-575) was enacted.
This act prohibited the single-transaction transport, re-
ceipt, shipment, possession, distribution, or purchase of
more than 60,000 cigarettes not bearing the tax indicia
of the state in which the cigarettes were initially sold.
The act dealt only with the organized smuggling of
cigarettes, described by the ACIR as the major problem,
and ignored the less problematic casual smuggling
(Kleine 1993). The ACIR (1985) suggests, however, that
the law was even more effective than its proponents
would have predicted.

California and Massachusetts recently enacted two
large increases in their excise taxes on tobacco. In
November 1988, California voters passed Proposition 99,
which went into effect in January 19S9. This law in-
creased California's state excise tax on cigarettes from 10
cents per pack to 35 cents per pack. Aswas mentioned
earlier, one of the notable features of Proposition 99 is
that 20 percent of the additional revenue raised from the
tax Increase is earmarked for the state's antismoking
activities. Legislation similar to Proposition 99 was passed
in Massachusetts in November 1992. Thismeasure, which
took effect on January 1,1993, includes a 25-cent increase
in the state excise tax and a 25 percent increase in the tax
on chewing tobacco.

Besides the specific taxes applied to cigarettes, 45
states and Washington, D.C., have general saies-taxes
that apply tocigarettes. In all but four of these states, the
sales-tax base includes the excise tax. This arrangement
adds an additional 5 to 14 cents per pack to the price of
cigarettes in these states (see Table 13).

State taxes on other tobacco products have also
become more widespread. By January 1,1992, a total of
37 states had imposed a tax on at least some tobacco
products other than cigarettes; only 14 states w'ere
collecting such taxes in 1964. The same time period
witnessed similar activity at the local level. By fiscal year
1991, 373 cities had Imposed additional taxes on ciga-
rettes, and 49 cities were levying taxes on other tobacco
products. In addition, 38 counties were charging their
own cigarette taxes, and 29 counties were assessing addi-
tional taxes on other tobacco products. The largest of
these local cigarette taxesare those imposed in New York
City (8 additional cents per pack) and in Chicago (24
additional cents per pack, including city and county
excise taxes).

Cigarette Tax Increases and Cigarette Prices

Afterscientific evidence of the harmful health con-
sequences of cigarette smoking appeared in the mid-
1950s, states began to increase cigarette excise taxes not
only to raise revenues but to discourage people from
smoking. Because the combined federal and state taxes
accounted for almost half of the average retail price of
cigarettes, these state tax increases resulted in increases
in the real price of cigarettes (i.e., the price of cigarettes
relative to the price of all goods and sendees, as mea-
sured by the National Consumer Price Index) (Table 14).
The relative price of cigarettes also rose as a result of the
state tax increases. This trend was accelerated after the
1964 release of the first Surgeon General's report on
smoking and health. The result was that between 1955
and 1971, the nominal price of cigarettes had risen by
over 70 percent (almost half of this increase was attrib-
uted to the state tax increases), and the real price of
cigarettes had risen by over 13 percent.

These increases in real cigarette prices were short-
lived. The rapid inflation of the 1970s, coupled with the
relative stability of state excise taxes on cigarettes, led to
a sharp drop in real cigarette prices between 1971 and
1981. Federal taxes remained fixed at S cents per pack
during this period. As was discussed earlier, the emer-
gence of organized smuggling in response to the grow-
ing differences instate and local taxes discouraged states
from continuing to increase cigarette taxes. Combined
federal and state taxes, as a percentage of retail cigarette
prices, fell from 47 percent at the beginning of this period
to 33 percent in 19S1. The absolute cost of producing
cigarettes fell throughout this period, largely because of
a decrease in the average quantity of tobacco per ciga-
rette as the market share for "low tar" cigarettes in-
creased (Harris 19S7). The overall result was thatbetween
1971 and 19S1, the real price of cigarettes declined by
almost 2S percent.

Begyinning in 1982; this downward trend in real
cigarette prices was reversed as state taxes rose in antici-
pation of the doubling of the federal excise tax on ciga-
rettes that was scheduled for January 1, 19S3. These
combined tax increases led tothelargestsingle-yearjump
in prices (from 1982 to 1983). However, Harris (1987)
argues that the main cause of the increase in the real price
ofcigarettes from 1981 through 19S6 was not the increase
in either the federal tax or state taxes, but rather the
increases in the wholesale prices of cigarettes because of
markup; by manufacturers. He contends that most of
these markups were not justified by increases in the cost
of production. Instead, he suggests that markups were
the result of acoordinated price increase by the six firms
that dominate the tobacco industry. More recent data
lend support to Harris's argument: although state and
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Table 14. Cigarette taxes and cigarette prices per pack, 1955-1991

Taxes as Real’
Average percent- Real’ Real’ average
Average . Average cigarette age of average average cigarette
state tax federal price average state tax’ federal price
Year (cents) tax (cents) (cents) price* (cents) tax (cents) (cents)
1955 3.5 8.0 22.7 48.7 131 29.9 84.7
1956 3.8 8.0 23.2 47.4 14.0 29.9 85.3
1957 39 SO 23.8 4S.8 13.9 28.5 S4.7
195S 40 8.0 25.0 4S.0 13.8 27.7 86.5
1959 4.2 8.0 25.6 46.6 14.4 27.5 88.0
1960 4.7 8.0 26.1 48.9 15.9 27.0 S8.2
/11961 4.7 SO 26.1 48.6 15.7 26.S 87.3
1962 5.1 SO 26.9 48.3 16.9 26.5 89.1
1963 5.2 8.0 26.8 49.4 17.0 26.1 87.6
196-1 5.6 8.0 27.9 49.3 18.1 25.8 90.0
1965 5.9 8.0 28.2 49.S 18.7 25.4 89.5
1966 6.9 5.0 30.0 51.4 21.3 24.7 92.6
1967 7.1 SO 30.5 50.8 21.3 24.0 91.3
1963 S4 SO 32.3 49.2 24.1 23.0 92.8
1969 9.1 SO 32.8 4S.9 24.8 21.8 89.4
1970 10.2 8.0 37.1 47.7 26.3 20.6 95.6
1971 10.7 SO 38.9 46.8 26.4 19.8 96.0
1972 11.6 8.0 40.0 47.7 27.8 19.1 95.7
1973 12.1 8.0 40.3 48.4 27.3 18.0 90.S
197-1 12.1 SO 41.8 47.6 24.5 16.2 84.S
1975 12.2 8.0 445 44.5 22.7 14.9 82.7
1976 12.4 SO 47.9 41.4 21.S 141 84.2
1977 12.5 SO 49.2 40.5 20.6 13.2 81.%
1978 12.9 SO 54.3 37.1 19.8 12.3 E)?J.O
1979 12.9 SO 56.S 35.5 17.8 11.0 78.2
19S0 13.1 SO 60.0 34.5 15.9 9.7 72.S
1951 13.2 SO 63.0 33.1 145 8.8 69.3
19S2 13.5 8.0 69.7 29.9 14.0 8.3 72.2
19S3 14.7 12.0 S1.9 26.S 14.8 12.0 S2.2
1954 15.3 16.0 94.7 33.2 14.7 15.4 91.1
19S5 15.9 16.0 97.8 32.3 14.8 14.9 90.9
19S6 16.2 16.0 104.5 30.8 14.8 14.6 95.3
19S7 16.9 16.0 110.0 29.9 14.9 14.1 96.S
19SS 1S.2 16.0 122.2 2S.1 154 13.5 103.3
1989 21.8 16.0 127.5 26.5 17.6 12.9 102.S
1990 24.7 16.0 144.1 26.4 18.9 12.2 110.3
1991 25.9 20.0 153.3 25.6 19.0 11.7 112.6

Source: Tobacco Institute (1992).
'Percentages cannot be calculated directly from the tax and price information, since taxes are weighted average taxes for the

entire fiscal year, whereas prices and percentages are generally as of November 1
’Real taxes and prices are obtained by dividing the actual taxes and prices by the National Consumer Price index, with the

average of 1982-1984 being the benchmark. All data are for the fiscal year ending June 20.
'State taxes are a weighted average of the tax in taxing states, including Washington, D.C. (42 in 1955, 51in 1970 and after).

Price refers to the median retail price in all taxing states.
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federal taxes have increased since the late 1980s, the
percentageofthe retail pnceot'cigarettesaccounted forby
these taxes actually fell from 33 percent in 1981 to 26
percent in 1991 (Tobacco Institute 1992). The combined
effect of increases in federal and state taxes and in
manufacturer's price resulted in the real price of ciga-
rettes increasing by over 60 percent between 1981 and
1991. This upward trend in real cigarette prices is ex-
pected to continue at leastthrough 1993, as the federal tax
increases to 24 cents per pack as part of the 1990 deficit-
reductionagreernent. Therefore,althoughtaxesaccounted
for a smaller percentage of the increased retail price of
cigarettes from 1981 to 1991, the increased taxes, along
with manufacturers' price increases, were still passed on
(to consumers, and the real price of cigarettes increased.

Effect of Excise Taxes on Tobacco Use

One of the fundamental principles of economics,
illustrated by adownward-sloping demand curve, states
that as the real price of any commodity rises, consump-
tion of that commodity falls. Some researchers have
speculated that the consumption of an addictive prod-
uct, such as cigarettes, might be an exception to liiis rule.
However, numerous econometric studio -, including
several recent studies that explicitly model the addic-
tive aspects of cigarecte smoking, confirm tha: this
fundamental economic principle does indeed apply
to cigarettes. Thus, since increases in cigarette excise
taxes generally result in increased cigarette prices,
these tax increases may be effective in reducing cigarette
consumption.

Economists use the concept of price elasticity of
demand to describe the sensitivity of consumption to
changes in price. The price elasticity of demand is de-
fined as the percentage change in consumption that
results from a 1 percent increase in price. For example,
a price elasticity of -0.5 implies that a 10 percent increase
in price would reduce consumption by five percent.
A brief review of recent U.S. studies of cigarette de-
mand follows.

Aggregate Data Studies

One set of recent studies of cigarette demand used
aggregate data. Price elasticity estimates obtained from
these studies ranged from -0.14 to -1.23; the majority of
these estimates fell within the rarrower range from -0.20
to -0.50. AH but two of the estimates were obtained from
econometric studies that besides examining the effect of
price, used income, demographic variables, and other
policy-related variables to explain differences in ciga-
rette consumption. Failing to include such potentially
important determinants of demand could lead to biased
estimates of the effects of price and other policies on

cigarette smoking. Several of these studies made theo-
retical and empirical attempts to model the addictive
aspects of cigarette consumption. In contrast with
the econometric analyses, Peterson et ai. (1992) used
an epidemiologic approach similar to the quasi-
experimental approach of Baltagi and Goel (1987). Both
studies obtained estimates of the price elasticity of de-
mand that were consistent with those obtained from
econometric studies.

Differences in the estimates obtained from these
studies partly resulted from differences in theoretical and
empirical modeling methods. For example, the studies
that used a pooled time series of state cross-sections
might provide estimates of the price elasticity that exceed
the true value of the elasticity if cigarette smuggling is
ignored, since studies based on aggregate data use state
cigarette sales figures as their measure of consumption.
That is states with relatively low cigarette taxes and
prices may sell a substantial number of cigarettes to
residents of nearby states where prices are higher, Thus,
the sales figures from the states with lower cigarette taxes
and prices will overstate cigarette consumption within
those states, whereas those with higher taxes and prices
will understate consumption. Many of the most recent
studies, however, including those by Baltagi and Levin
(19S6), Becker, Grossman, and Murphy (1992), and
Chaloupka and Saffer (1992), have controlled for this
problem. Similarly, if the addictive aspects of consump-
tion are ignored, the estimated price elasticity may be
biased. Again, many of these recent studies, including
Baltagi and Levin (19S6), Becker, Grossman, and Murphy
(1992), and Keeler et al. (1992) estimated demand equa-
tions that explicitly model the addictive aspects of con-
sumption. In addition, at the aggregate level, cigarette
prices and quantity are simultaneously determined by
the interaction of cigarette supply and demand. Ignoring
this simultaneity would lead to biased estimates of the
effects of cigarette prices on demand. Bishop and Yoo
(19S5) and Porter (19S6) explicitly modeied this relation-
ship and estimated price elasticities of demand that fell
within the -0.20 to -0.50 range generally found in other
studies based on aggregate data. Finally, two of these
studies, Keeler et al. (1992) and Flewelling et al. (1992),
considered the effects of the relatively large change in the
California cigarette excise tax. Their estimated price
elasticities suggest that the impact of price on demand is
independent of the level of price.

Even with the differences in data, theoretical mod-
eling, and estimation techniques, one general conclusion
can be drawn from these aggregate studies—increases in
cigarette prices will reduce cigarette consumption. At
least part of this reduction is likely due to adolescents’
quitting smoking, reducing the amount they smoke, or
not taking up smoking in the first place (USDHHST991).
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Microlevel Data Studies

Another set of recent studies of cigarette demand
include those that used microlevel data—that is, data
from groups of individuals instead of aggregate data
sets. As with the studies that used aggregate data, these
studies consistently indicated that cigarette smoking is
affected negatively by price. Each of the studies carefully
dealt with the smuggling problem that could bias the
estimates of the price elasticities. Because they were
based on microlevel data, the studies also avoided the
simultaneity problems that arise when working with
aggregate data. Thatis, no individual smoker consumes
enough cigarettes to affect market price, so prices could
be appropriately treated as exogenous in these studies.
11 Many of these studies, however, examined issues
that cannot be addressed when using aggregate data.
Studies that use micrclevel data can assess the effect of
prices and other policies, not only on average cigarette
consumption (the focus ofaggregate studies), but also on
the probability' that an individual smokes and on aver-
age consumption among smokers. Similarly, the effects
of policy variables on smoking initiation and cessation
can be explored. Microlevel data can be used to consider
the differential effects of increased cigarette excise taxes
and other policies on alternative demographic groups
(by age or by gender, for example).

Lewit and Coate (1SS2) took advantage of cross-
sectional survey data not only ’o estimate equations of
the demand for cigarettes, but also to determine smok-
ing prevalence and patterns of smoking participation. In
addition, this study estimated separate demand equa-
tions for different age groups (20-25 years, 26-35 years,
and 36-74 vears) and for men and women. These inves-
tigators found that a pnee increase appeared to effect
the decision to become a smoker rather than the decision
to smoke less frequently. They also found that the smok-
ing behavior of young adults (20 to 25 years old) was
more sensitive to price changes than that of older
individuals. Finally, they found that male smokers,
particularly those aged 20 to 35 years, were quite
responsive to price, whereas female smokers were essen-
tially unaffected by pnee.

Mullahy (19S5) introduced myopic addiction (i.e.,
the concept that addiction outweighs an indhtidual's
foresight or concern for future well-being) into his theo-
retical model of cigarette smoking. This model implies
that at any given time, smoking initiation, regular use,
and the amount of cigarettes smoked depend on an
individual's smoking history. This model and otherstud-
ies that formally model the addictive aspects of smoking
incorporate the concepts of tolerance, reinforcement, and
withdrawal thatdistinguishaddictiveconsumptionfrom
nonaddictive consumption. Treating smokers as
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myopic, however, implies that the future consequences
of their smoking are ignored when they make current
decisions. Mullahy estimated separate demand equa-
tions for men and women and found that both the deci-
sion to smoke and the quantity of cigarettes consumed
by smokers were negatively related to cigarette prices for
each gender. As in the Lewit and Coate study, Mullahy
found that cigarette prices had a greater impact on the
decision to smoke than they do on cigarette consump-
tion. Similarly, he found that men were somewhat more
responsive to price than women (average elasticities of
-0.56 and -0.39, respectively).

Chaloupka (1990,1991a, b) applied the Becker and
Murphy (19SS) model of rational addictive behavior to
cigarette smoking. Asin the Mullahy model, addiction is
accounted for by recognizing that current smoking deci-
sions depend on past smoking, whereas rationality im-
plies that the future consequences ofan individual's past
and current smoking behavior are considered when mak-
ing current choices. Chaloupka found both that cigarette
smoking is addictive—that is, it depends on past smok-
ing—and that individuals who smoke also consider fu-
ture consequences. He found that increases in cigarette
pricesreduce average cigarette consumption significantly
and that the effects of price increases on consumption are
understated if the addictive aspects of consumption are
ignored. In contrast with the findings of Lewit and
Coate, Chaloupka found that adolescents and young
adults (aged 17 through 24 years) were less responsive to
price than are older age groups. Chaloupka also found.
Eke Lewit and Coate, that women were much less re-
sponsive to price than men.

Wasserman et al. (1991) used several of the Health
Interview Surveys conducted during the 1970sand 19S0s
to estimate the effects that taxes and regulations restrict-
ing smoking in pubEc places have on adult cigarette
demand. These Ewestigators also examined whether the
price elasticity of demand has changed over time. Using
a generaEzed linear model, they found that the negative
impact of cigarette prices on demand has increased over
time. The estimated price elasticity of demand in 1970
(0.06) suggested that increases in cigarette excise taxes
would not discourage cigarette smoking. However, the
authors estimated an increasingly negative effect of
cigarette pricesondemand from 1974(-0.17) through 1985
(-0.23). They estimated that bv 198S, the price elasticity of
demand would increase (in absolute value) to-0.2S. This
finding that the price elasticity of demand is becoming
more negative over time contradicts the findings of the
studies based on aggregate data by Baltagiand Goel. The
estimated elasticities of Wasserman et al. were approxi-
mately half those estimated by Lewit and Coate, who
used the same data. Wasserman et al. attributed these
relatively low estimates to their including an index that
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measured state-level antismoking regulations and was
highly correlated with price. When this index was omit-
ted, the effects of price on demand were overstated, since
they included the true price effect as well as the effect of
theomitted regulations. ThefindingsofW assermanetal.
for youth will be discussed in detail in the next section.

The implications of these studies on older adoles-
cents' and young adults' responsiveness to price are not
conclusive. Lewitand Coate's examination of individu-
als 20 years old and older concluded that upward price
elasticity is increasingly negative (and thereby has a
stronger effect) for younger age groups. The addictive
model that Chaloupka used, however, suggested that
lessaddicted smokers (those who have ashorter history
ofsmoking, for example) will be less responsive to price
than their more addicted counterparts. His estimated
long-run price elasticities of demand for older adoles-
cents and young adults were consistent with this hy-
pothesis. The following section aadresses more
specifically the effect of price on the smoking behavior
ofyoung people.

Price Responsiveness of Adolescent Smokers

A third set of recent econometric studies focused
on youth. Each of these studies, as with the studies of
adult smoking that employ microlevel data, carefuily
controlled for cigarette smuggling. Besides including
cigarette prices and other determinants of demand em-
ployed in the studies of adult smoking, these youth
studies included parental characteristics (such as educa-
tion level and income) as proxies for parental smoking
practices, which have been shown to be associated with
vouth smoking.

The first comprehensive studies of the price re-
sponsiveness of cigarette smoking among youth were
completed in the early 1980s. Lewit, Coate, and
Grossman (19S1) used Cycle Ill of the Health Examina-
tion Survey (HES-II1), which was conducted from March
1966 through March 1970, to look at the effects of ciga-
rette prices, of the negative cigarette advertising broad-
cast under the Fairness Doctrine, and of various
socioeconomic and demographic factors affecting ciga-
rette smoking by youth (persons 12 through 17 years
old). Besides examining average cigarette consump-
tion among all youth, the authors also estimated equa-
tions for smoking participation for all youth as well as
equations forcigarettedemand foryoung smokers. This
methodology, similar to that used by Lewit and Coate,
allowed the authors to distinguish the effect of price on
the decision to smoke from its effect on smokers' con-
sumption of cigarettes. The authors found that most of
the impact of prices on cigarette smoking was on the
decision to smoke rather than on smokers' average

consumption of cigarettes: estimated price elasticity
was -1.20 for smoking participation and -0.25 for ciga-
rette demand. Furthermore, the estimated price elastic-
ity of demand among youth in this study (-1.44) was
more than three times as high as the estimate for adults
in Lewit and Coate's study and nearly two times as high
as that study's estimate for young adults (persons aged
20 through 25 years).

These findings were mostly confirmed in a related
study by Grossman et al. (1983). This study used data
from the 1974,1976,1977, and 1979 National Household
Surveys on Drug Abuse. The surveys were analyzed
separately because of differences in the definition of
smoking. As the authors noted, the estimates from this
study should be interpreted cautiously, since the sample
sizes were much smaller than those of the study based on
the HES-III. In general, Grossman et al. found that the
decision to smoke was negatively related to the price of
cigarettes; their summary estimate of this elasticity was
-0.76. Again, this estimate was substantially higher, in
absolute value, than that obtained for adults bv Lewit
and Coate, and it implies that young people's decision to
smoke is much more responsive to price than the compa-
rable decision for adults. However, Grossman et al.
found that once the decision to smoke has been made,
average consumption decisions by young smokers were
virtually unresponsive to price.

Wamer (1985,19S6) used the age-specific price elas-
ticities of participation and demand from Lewit and
Coate to obtain comparable estimates of price elasticity
for teenagers (personsaged 12through 17and IS through
19). He used these age-specific data to estimate that the
doubling of the federal excise tax in 1983 reduced the
number of teenage smokers by 800,000, as.Iming that
average cigarette prices increased by the 8 cents that the
tax increased. These estimates form the basis for a U.S.
General Accounting Office (GAO) report, which con-
cluded that raising the federal tax further by 20 cents per
pack would have reduced the number of teenage smok-
ers by an additional 500,000 in 1989 (GAO 19S9). The
GAO predicted a subsequent reduction of 125,000
smoking-related deaths for this age group as a result of
the proposed 20-cent tax increase.

Similarly, Harris (19S7) used the Lewit, Coate, and
Grossman estimates, among others, to examine the ef-
fects that the 1983 doubling of the federal excise tax on
cigarettes had on cigarette smoking and health. He
concluded that the tax increase and the coordinated price
increases it Induced kept 600,000 teenagers (persons aged
12 through 17 years) from starting to smoke. Basing his
findings on epidemiologic studies of the 1950s, 1960s,
and 1970s, Harris concluded that 54,000 more teenagers
would live to age 65 as a result of this tax.
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The recentstudy by Wasserman et al. (1991) contra-
dicted the general conclusion of Lewit and Coate that
teenage cigarette smoking ismore responsive than adult
smoking to changes in cigarette prices. Wasserman et al
used the Second National Health and Nutrition Exami-
nation Survey (1976-1980) (NHANES-II) to estimate the
effects of cigarette pricesand antismoking regulations on
cigarette smoking by youth aged 12 through 17. In both
the generalized linear models and the two-part models
they estimated, the authors found a statistically insignifi-
cant effect of cigarette prices on average cigarette con-
sumption among all youth, on smoking participation
rates among all youth, and on cigarette consumption by
young smokers. Given the range of estimates obtained,
the investigators could not reject the hypothesis that the
price elasticity of demand for teenagers was statistically
different from their estimate of -0.23 for adults. Their
estimates for youth were consistent with Chaloupka's
(1991b) young adult estimates, which also employed
NHANES-II data. Aswas discussed earlier, Wasserman
et al. suggested that one of the reasons for their relatively
low estimated price elasticity of demand was their in-
cluding an index that captured antismoking regulations
as adeterminant of demand. Thus, they concluded that
the price effects estimated in other studies may have
been biased upwards, since prices alone were being cred-
ited with the effects of various contemporaneous anti-
smoking regulations that likely played an important role
in discouraging young people from smoking.

Grossman (1991) noted, however, that the study by
’Vasserman et al., while a valuable contribution to the
empirical literature on cigarette demand, should not be
considered as offering the definitive estimates of the price
elasticity' of demand, particularly for youth. Others, in-
cluding Chaloupka (19SS)and Chaloupla and Saffer (1992),
did not find that the estimated price elasticity of demand
was sensitive to the inclusion of measures of antismoking
regulations, although these other studies used smaller
sample sizes than did Wasserman et al. Furthermore,
including the regulation index may be less relevant Lna
teenage sample, since the index assumes its highest value
in states that restrict smoking in private worksites. If the
regulations themselves have no direct impact on smoking,
but are instead proxies for antismoking sennment, then
enacting very restrictive measures may not necessarily
reduce youth smoking. For example, during the 19SO0s,
restrictions on public smoking were enacted across the
United States, vet smoking onset rates among young
people did no: dedine significantly (see 'Trends in Ciga-
rette Smoking" in Chapter 3). Finally, the Wasserman et
al. (1991) findings for a relatively small sample of youth
(N =1,891) should be interpreted cautiously when com-
pared with those obtained bv Lewit, Coate,and Grossman

(1981) (N = 5,308).
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Discussion

The large amount of empirical literature on the
relationship between cigarette prices and cigarette smok-
ing suggests that increased excise taxes on cigarettes
would significantly reduce overall rates ofcigarette smok-
ing. Much of the impact of higher prices would come
from encouraging cessation among current smokers and
discouraging initiation among young smokers. The price
responsiveness of adolescents is at least as high, if not
significantly higher, than that of adults—a finding that
suggests that an increase in cigarette taxes would result
in large reductions in smoking prevalence and cigarette
consumption among teenagers.

Although numerous studies of aggregate cigarette
demand and several studies of cigarette smoking among
youth have been completed in recent years, the relation-
ship between other tobacco taxes and the use of tobacco
products other than cigarettes has not been examined.

Tax Policies Under Consideration

Increased taxes on cigarette and other tobacco prod-
ucts have been widely used Lnrecent years as a source of
federal, state, and local revenue. These taxes also are
seen as a way to improve public health by discouraging
cigarette smoking. Two proposals discussed in the 19S9
Surgeon General's report on smoking and health
(USDHHS 1959) have received the most attention. The
first proposal is to increase tobacco taxes in general and
to change the way in which these taxes are calculated.
The second proposal would earmark the revenue gener-
ated by tobacco taxes to pay for tobacco-contro! pro-
grams or the health care costs related to smoking. Most
of the proposals discussed below concern cigarette taxes;
similar policies could be adopted for taxes on other to-
bacco products as well.

Increasing Tobacco Taxes

An increase in the federal excise tax on cigarettes is
the most widely supported tax policy proposal. Propo-
nents—which include anumber of public health groups,
such as the American Lung Association, the AMA, the
ACS, the American Heart Association, and the American
Public Health Association—argue that the cigarette tax
should be increased, because even after recent increases,
the real value of the tax is still well below what it was in
1951. Also suggested is the repeal of the federally ap-
proved exemption for state taxes of cigarette sales on
military bases and Native American reservations.

Similarly, despite recent increases in state excise
taxes on cigarettes, the average state's real excise tax on
cigarettes isat about the same level as it was shortly after
the release of the first Surgeon General's report on smok-
ing and health. In several states (notably the large
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tobacco-producing states), the effects of inflation have
been allowed to substantially reduce the values of these
taxes. Although additional tax increases in states that
have continually raised their cig'rette excise taxes over
time could spur a return to the organized smuggling of
the 1970s, this problem possibly could be solved by
levying larger tax increases in the states that have rela-
tively low cigarette taxes and by instituting a tax in the
four states that currently exclude cigarettes from the in-
state sales tax.

These tax increases would raise cigarette prices in
the short run; without continued increases, however, the
real value of the tax would be reduced by inflation over
time. Given the importance of taxes in cigarette prices,
the real cigarette price could even decline, as it did from
1971 to 1981. An alternative might be to replace the
excise tax with an ad valorem tax, which would increase
proportionately as the nontaxed price of cigarettes in-
creases. The federal government imposes an ad valorem
tax on large cigars only, and most states levy ad valorem
taxes on tobacco products other than cigarettes.

An ad valorem tax, however, may have an unin-
tended consequence of lulling the public's awareness of
a tax increase, since ad valorem taxes may be per-
ceived—and accepted—as part of overall inflation.
Periodic increases in excise taxes, on the other hand, may

Figure 6.

Year

Sources: Health and Welfare Canada (1991); Sweanor (1992).

be publicized each time they occur and thus may stimu-
late public discussion of the health effects of smoking.
Canada's experience with ad valorem taxes suggests that
any mechanism that raises cigarette prices will be effec-
tive in reducing cigarette smoking.

To offset declines in real revenues due to inflation,
Canada switched to an ad valorem tax on cigarettes at
both the federal and provincial levels in the 19S0s. These
ad valorem taxes were partly responsible fora 25 percent
increase in real cigarette prices, which was accompanied
bv a 10 percent decline in adult consumption ce ciga-
rettes (Sweanor 1991). In 19S4, however, the ad valorem
tax system was dropped after heavy lobbying by the
tobacco industry and a lack of support from public health
groups. Since then, there have been large increases in
both federal and provincial excise taxes. By June 1,1991,
the average total tax on a pack of 20 cigarettes in Canada
was S3.72, more than eight times what it was in 19S0 and
approximately seven times the average in the United
States. The large increases in Canadian taxes since 1985
are estimated to have reduced adult consumption by 35
percent and teenage consumption by 62 percent. These
data included tobacco imported from the United States
(Sweanor 1991;see Figure 6). Canada's experience in the
19S0s provides a nationwide example of the effect of a tax
increase on cigarette smoking among young people.

Real* cigarette prices and cigarette smoking prevalence among Canadians aged 15-19 years, 1979-1991

*The price of cigarettes relative to the price of all goods and services in Canada, adjusted for inflation with 1979-1980

being the benchmark years.
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Related proposalsinclude indexing the federal ciga-
rette excise tax to the rate of inflation or to some measure
of cigarette prices. Each of these proposals would have
the benefit of offsetting the effects of inflation on the
value of the taxes and tax revenue over time, and each
would be only slightly more cumbersome to administer
than current tax structures.

Opponents of these tax changes argue that increases
would place an unfairburden on the poor. Ingeneral, excise
taxes and other consumption taxes are regressive, in that
they requirelower-income individuals topa_\’agreatershare
of their incomes in taxes. The CBO estimates that increased
cigarette excise taxes would most affect individuals in the
lowest income categories (CBO 1990). However,as theCBO
,alsoexplains,altemativetaxand transferpolidescouldoffset

1the regressiveness ofa tax increase. Proponents of these tax
changes point out that lung cancer and other smoking-
related diseases also disproportionately affect the poor;
moreover, it the tax revenues are earmarked to programs
directed to the poor, then the overall policy isnotregressive.

Another side effect of an increase in the federal
tax on cigarettes would be the reduction of state and
local cigarette tax collections as cigarette consumption
falls. On the other hand, if state taxes on cigarettes
increase with federal taxes, state revenues could increase
as well, as occurred in 19S3. Lastly, opponents of tax
changes argue that increases in taxes would also increase
incentives to evade taxes, The CBO estimates, however,
that any resulting increases in tax evasion would be
relatively minor.

Earmarking Taxes

The apparent success of Proposition 99 in Califor-
nia has increased interest in adopting similar policies

Conclusions

This chapter reviewed a large body of literature
concerning programs and policies to prevent tobacco use
among young people. Tnese measures, from education
to taxation, are strongly supported by the United States
public. Given the numberofyoung people who continue
to initiate use during adolescence, and given the strong
role of the social environment in the process of initiation,
efforts to prevent the onset of tobacco use may need
multiple, complementary components, including those
described in this chapter, and may n>?%d to be imple-
mented at the national, state, and community levels to
have long-term impact.
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elsewhere. Of the revenues generated from the tax in-
crease of 25 cents per pack, 20 percent are dedicated to
antismoking education, 5 percent to research, 5 percent
to environmental and other specified programs, and 70
percent to medical care for the poor. Recent attempts by
the governor to redirect some of these revenues to other
purposes were stopped by the state courts. Similar ear-
marking of part of the state excise on cigarettes takes
place in Nebraska (for its cancer and smoking research
program), Minnesota (for the state public health fund),
Utah (for its tobacro-control programs), and Indiana (for
subsidizing of child care). Earmarking the revenues
from tobacco taxes to tobacco-control programs rein-
forces the impact that increased tobacco taxes have on
tobacco consumption. Early evidence from California
(Flewelling et al. 1992; Keeler et al. 1992) indicates that
the combined impact of the increased excise tax on
cigarettes and the increased tobacco-control activities
funded by these tax increases has resulted in reduced
cigarette consumption.

On itsNovember 1992 ballot, Massachusetts passed
a measure similar to Proposition 99. This measure
institutes a state excise tax increase of 25 cents per
cigarette pack and a 25 percent increase in the tax on
chewing tobacco. Some of the revenue from the in-
creases may be dedicated to tobacco-control programs.
Public health professionals in Colorado, Nebraska. Ar-
kansas, Michigan, and Oregon are advocating similar
measures. These types of large increases in cigarette
excise taxes, where atleast part of the increased revenues
isearmarked for other antismoking activities, have the
added advantage of stimulating the discussion of the
health consequences ofsmoking. Asaresult, reductions
in smoking may be larger than anticipated.

1. Most of the American public strongly favor policies
that might prevent tobacco use among young people.
These policies include tobacco education in the schools,
restrictions on tobacco advertising and promotions, a
complete ban on smoking by anyone on school
grounds, prohibition of the sale of tobacco products to
minors, and earmarked tax increases on tobacco
products.

2. School-based smoking-prevention programs that
identify social influences to smoke and teach skills to
resist those influences have demonstrated consistent
and significant reductions in adolescent smoking
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prevalence, and program effects have lasted one to
tirree year.". Programs to prevent smokeless tobacco
use that are based on the same model have also dem-
onstrated modest reductions in the initiation of smoke-
less tobacco use.

The effectiveness of school-based smoking-preven-
tion programs appears to be enhanced and sustained
by comprehensive school health education and by
communitywide programs thatinvolve parents, mass
media, community organizations, or other elements
of an adolescent's social environment.

4. Smoking-cessation programs tend to have low suc-

cess rates. Recruiting and retaining adolescents in
formal cessation programs are difficult.

. lllegal sales of tobacco products are common. Active

enforcement of age-at-sale policies by public officials
and community members appears necessary to pre-
vent minors' access to tobacco.

. Econometric and other studies indicate that increases

in the real price of cigarettes significantly reduce ciga-
rette smoking; young people are at least as responsive
as adults to such price changes. Maintaining higher
real prices of cigarettes depends on further tax in-
creases to offset the effects of inflation.
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Report Cites Teenagers®™ Tobacco Use
Rise in Smoking Noted By Surgeon General
By John Schwarts

Washington Post Staff Writer

;Surgeon General Joycelyn Elders strongly criticized cigarette advertising
yesterday and warned of the dangers of smoking for young people.

Elders delivered a report, "Preventing Tobacco Use Among Young People,”
the 23rd on smoking and health from the surgeons general in a 30-year anti
smoking crusade. This is first such report to focus exclusively on the
dangers of smoking for young people.

Sounding like the sternest school principal in the country, Elders said
that it is time for Americans to stop deluding themselves about the dangers
of smoking for teenagers, and to issue "a warning to our young people that
tobacco is addicting and that tobacco kills."”

Elders said that teenagers come to believe that smoking will help them
join what she called the "5-S club: slim, sexy, sociable, sophisticated,
successful.”

Regular repetition of the anti-smoking message has shown some success in
getting adults to kick the habit. David Satcher, director of the Centers for
Disease Control and Prevention, said that "2 million lives have been spared
from premature death™ since 1964, when then Surgeon General Luther Terry
first attacked tobacco.

But the same message has not been as successful in reaching young people.
Recent surveys cited at the nev/s conference show a disconcerting rise in
smoking among high-school-aged youngsters since 1992. More than 3 million
adolescents smoke, and more than 1 million male adolescents use smokeless
tobacco.

Nearly 35 percent of white high school seniors WEld regular smokers 1in
1992, down from nearly 40 percent in 1976. Among black high school seniors,
however, smoking declined sharply in the same period, dropping from 40
percent to less than 10 percent of the group. Public health officials could
not explain the disparity.

IT youngsters can be kept from smoking in their high school years, Elders
said, "most will never smoke.”™ Virtually all smokers pick up the habit during
adolescence - and their addiction can begin with as few as five cigarettes,
Elders said.

Elders sharply attacked cigarette advertising that she said appealed
directly to young people, especially RJR Nabisco"s popular "Joe Camel™
character. The makers of Camel cigarettes have recently introduced a second
character, "Josephine Camel,”™ to broaden the appeal to female smokers.

The surgeon general called for a nationwide effort to educate young people
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about the dangers of smoking, and she suggested that higher excise taxes on
ci?arettes also could cut down on smoking. But Elders stopped short of
calling for a ban on print cigarette advertising or on eliminating the tax
breaks for tobacco companies®™ advertising costs.

Calling tobacco use one of the major "risk factors' associated with other
social problems - including drinking, drug abuse, unsafe sex and teenage
suicide - Elders said that cutting down on smoking "might have a big impact
on preventing or delaying” other bad behavior.

Jack E. Henningfield, chief of the Clinical Pharmacology Branch of the
National Institute on Drug Abuse, said that such risk factors are not proven
causes of other unhealthY practices. 'There is no study that shows 1f you
smoke a cigarette, you"ll run down the street and shoot heroin.' But
¥§nningfie d 3aid that cigarette use i1s ''one of the most compelling risk

actors .

Previous surgeons general applauded the new report. Antonia C. Nowve.llo
suggested that cigarettes be put under the jurisdiction of the Food and Drug
Administration/ which ensures that foods and drugs are safe and effective.
"The time for more studies is over. The timefor action,'” Novello said, '"is
toclf\ay-ll

In a statement, former surgeon general C. Everett Koop said, "In the whole
anti-smoking effort, nothing IS more iImportant than strategies to prevent the
addiction of young people to nicotine."

A representative of the tobacco Industry said that Elders®s report, while
correct on some points, is misguided iIn others. "Clearly there iIs evidence
that links cigarette smoking as a risk factor with lung cancer, emphesyma and
Teart disease,”™ said Tom Lauria, a spokesman for the Washington-based Tobacco

nstitute.

Lauria criticized the call for an excise tax: "Hitting 50 million adult
"In the whole anti-smoking effort, nothing iIs more iImportant than strategies
to prevent the addiction of young people to nicotine.”

-former surgeon general C. Everett Koop

smokers i1n the wallet will not address the problems of youth smoking,"
Lauria said. He also denied that advertising is aimed at recruiting young
smokers, pointing out that 40 percent of the $48 billion adult smokers market
changes brands each year.

The new report means more bad new/s for an already-besieged tobacco
industry. The Environmneta.l Protection Agency, which last year classified
secondhand smoke a cancer agent more dangerous than radon, went further last
week when EPA Administrator Carol M. Browner testified in favor of
.legislation banning smoking in Eublic buildings. McDonald’s Corp. announced
this week that it would ban smoking at all of i1ts 1,400 company-owned
restaurants. Also, research released this week showed that pregnant women who
are exposed to secondhand smoke pass i1nhaled nicotine along to the fetus,
with possible increased risk of sliEhtly lowered intelligence and speech
abilities. Prior research links smoking by pregnant women to low birth
weight, premature birth and other health effects.

Elders went from the news conference direccly to a question-and-answer
s?szion with Washington-area schoolchildren who have signed a nonsmoking
ptedge,

"How can you tell people to stop smoking If they won"t listen?"" asked one
of the schoolchildren.

"You just keep trying to find a message that they will listen :0," Elders

responded.



Related proposals include indexing the federal ciga-
rette excise tax to the rate of inflation or to some measure
of cigarette prices. Each of these proposals would have
the benefit of offsetting the effects of inflation on the
value of the taxes and tax revenue over time, and each
would be only slightly more cumbersome to administer
than current tax structures.

Opponents of these tax changes argue that increases
would place an unfairburden on the poor. Ingeneral, excise
taxes and other consumption taxes are regressive, in that
they require lower-income individuals topayagrealershare
of their incomes in taxes. The CBO estimates that increased
cigarette excise taxes would most affect individuals in the
lowest income categories (CBO 1990). However, as the CBO
alsoexplains,altemativetaxand transfer policiescould offset
the regressiveness of a tax increase. Proponents of these tax
changes point out that lung cancer and other smoking-
related diseases also disproportionately affect the poor,
moreover, if the tax revenues are earmarked to programs
directed to die poor, then the overall policy isnot regressive.

Another side effect of an increase in the federal
tax on cigarettes would be the reduction of state and
local cigarette tax collections as cigarette consumption
falls. On the other hand, if state taxes on cigarettes
increase with federal taxes, state revenues could increase
as well, as occurred in 1983. Lastly, opponents of tax
changes argue that Increases in taxes would also mcrease
incentives to evade taxes. The CBO estimates, however,
that any resulting increases in 'ax evasion would be
relatively minor.

Earmarking Taxes

The apparent success of Proposition 99 in Califor-
nia has increased interest in adopting similar policies

Conclusions

This chapter reviewed a large body of literature
concerning programs and policies to prevent tobacco use
among young people. These measures, from education
to taxation, are strongly supported by the United States
public. Given thenumberofyoungpeoplewhocontinue
to initiate use during adolescence, and given the strong
role of the social environment in the process of initiation,
efforts to prevent the onset of tobacco use may need
multiple, complementary components, including those
described in this chapter, and may need to be imple-
mented at the national, stale, and community levels to
have long-term impact.
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elsewhere. Of the revenues generated from the tax in-
crease of 25 cents per pack, 20 percent are dedicated to
antismoking education, 5 percent to research, 5 percent
to environmental and other specified programs, and 70
percent to medical care for the poor. Recent attempts by
the governor to redirect some of these revenues to other
purposes were stopped by the state courts. Similar ear-
marking of part of the state excise on cigarettes takes
place in Nebraska (for its cancer and smoking research
program), Minnesota (for the state public health fund),
Utah (for its tobacco-control programs), and Indiana (lor
subsidizing of child care). Earmarking the revenues
from tobacco taxes to tobacco-control programs rein-
forces the impact that increased tobacco taxes have on
tobacco consumption. Early evidence from California
(Flewelling et al. 1992; Keeler et al. 1992) indicates that
the combined impact of the increased excise tax on
cigarettes and the increased tobacco-control activities
funded by these tax increases has resulted in reduced
cigarette consumption.

OnitsNovember 1992 ballot, Massachusetts passed
a measure similar to Proposition 99. This measure
institutes a state excise tax increase of 25 cents per
cigarette pack and a 25 percent increase in the tax on
chewing tobacco. Some of the revenue from the in-
creases may be dedicated to tobacco-control programs,
Public health professionals in Colorado, Nebraska, Ar-
kansas, Michigan, and Oregon are advocating similar
measures. These types of large increases in cigarette
excise taxes, where at least part of the increased revenues
isearmarked fcr other antismoking activities, have the
added advantage of stimulating the discussion of the
health consequences of smoking. Asaresult, reductions
insmoking may be larger than anticipated.

1 Most of the American public strongly favor policies
that might prevent tobacco use among young people.
These policies uiclude tobacco education in the schools,
restrictions on tobacco advertising and promotions, a
complete ban on smoking by anyone on school
grounds, prohibition of the sale of tobacco products to
minors, and earmarked tax increases _>n tobacco
products.

2. School-based smoking-pievention programs the.
identify social influences to smoke and tench skills to
resist those influences have demonstrated consistent
and significant reductions in adolescent smoking



Preventing Tobacco Use Among Young People

prevalence, and program effects have lasted one to
three years. Programs to prevent smokeless tobacco
use that are based on the same model have also dem-
onstrated modestred ucdons in the initiation ofsmoke-
less tobacco use.

The effectiveness of school-based smoking-preven-
tion programs appears to be enhanced and sustained
by comprehensive school health education and by
communitywideprograms that involve parents, mass
media, community organizations, or other elements
of an adolescent's social environment.

4. Smoking-cessation programs tend to have low suc-

cess rates. Recruiting and retaining adolescents in
formal cessation programs are difficult.

. lllegal sales of tobacco products are common. Active

enforcement of age-at-sale policies by public officials
and community members appears necessary to pre-
vent minors' access to tobacco.

. Econometric and other studies indicate that increases

in the real price of cigarettes significantly reduce ciga-
rette smoking; young people are at least as responsive
as adults to such price changes. Maintaining higher
real prices of cigarettes depends on further tax in-
creases to offset the effects of inflation.

Prevention 275
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DEPT. OF HEALTH AND SOCIAL SERVICES

P.0. BOX 110610
DIMSION OF PUBLIC HEAL TH JUNEAU. ALASKA 99811-0610
HEALTH PRONMOTION PROGRAM PHONE: (907) 465-31J0

In Favor of House Bill 413

Division of Public Health
February 24, 1994

The Division of Public Health enthusiastically supports House Bill 413 for the purpose
of reducing the burden of disease caused by tobacco use.

Casual links exist between tobacco use and the following chronic diseases:

stroke Sm(éKJr §Jfb Wore A mtxllgans
cancers of the mouth, throat, and esophagus Car AdoceDts AIDS SIS,
cancer Of the IarynX HomlciOea. Flrw and Dnj-ja CcfnOincd

coronary heart disease _

chronic obstructive pulmonary disease

lung cancer

pancreatic cancer

ulcer

bladder cancer

peripherial artery disease

cervical cancer lin ULCawio -
low birth weight baby risks

Tobacco is a drug that wh”n used as directed will kill one out of three long term
users, and disable many more. Tobacco is aji addictive as heroin and cocaine.

IN ALASKA:

J 1992 survey results show that 28% of Alaskan adults smoke (aged 18 and
older).

. It is estimated that 39% or more Alaska Native adults smoke.

»  Alaska has one of the highest prevalence rates of smoking in the country,
ranking within the top three, along with Tennessee and Kentucky.

on recvclod pjpui 9y



«  Of the 2,092 deaths among Alaskans in 1989, 351 (17%) were smoking-
related.

«  Among Alaskans who died in 1989 at age 35-65 years, smoking-attributable
years of potential life lost were estimated to be 1,445 person-years, an average
of 9.6 years per person.

The total smoking-attributable cost for Alaskans 35 years of age or older was $83.2
million in 1989,

The reason for the Division of Public Health's enthusiastic support for increasing the
tax on tobacco is that nearly 90% of smokers start smoking before the age of 21 and
increasing the price of tobacco has been demonstrated to decrease the number of
users, especially among youth.

Although there have been dramatic gains in recent decades in the campaign against
tobacco smoking, tobacco use among youth continues to be a public health epidemic.
Every day more than 3,000 American teenagers become regular smokers.

Affordability of tobacco appears to be the most important determinant of the number
of children who will start smoking. An increase in the cigarette excise tax may be the
most effective approach to reducing tobacco use. Teenagers are much more
responsive than adults to increases in the price of cigarettes because they have less
disposable income and may be three times more sensitive to price increases than
adults' consumption. Also children and teenagers are usually less addicted than many
adult smokers and, therefore, more likely to be able to stop smoking when prices
increase.

In 1989, California voters approved a citizen's initiative to raise their cigarette excise
tax by 25 cents. Cigarette smoking dropped 17% between 1989 and 1991, about
twice the U.S. average.

Data compiled in the United States, Canada, California, and the United kingdom
indicate that for every 10% increase in the inflation-adjusted price of tobacco, general
consumption will fall by about 4% but, more significantly, it will drop by about 10%
among youth,

The natural liability involved in using tobacco products results in the State having to
assume a S|?n|f|cant financial responsibility for medical costs incurred by tobacco
users in the form of State contributions to Medicaid, Medicare, and the provision of
public health services. All states and the District 0" ~ lumbia levy taxes on tobacco,
Alaska's $.29 tobacco tax ranks 23rd among stntes. The Governor's proposed
increase will move Aiaska's rank to the 9th or 12th position, depending on the
success of pending tax increases in Nebraska and Arkansas. While the tobacco excise
tax proposed by the Governor is very modest by national and especially world
standards, it nevertheless is the single most effective action that the State can initiate



to reduce tobacco use among youth and to reduce the future public burden for the
diseases that result from tobacco use.

American tobacco taxes are among the lowest percentage of total price of virtually
a™y country in the world.

CIGARETTE TAXES AND PRICES
Tea

e IR s aid o e
Somet i SE s S N

E—% b-
» &'-—% dB0paIe
Source. Non-Smokers' Rights Aun (Canada)

The benefits of increasing the tobacco tax will most immediately be seen in the drop
in consumption by youth and in the decrease inthe number of youth who begin to use
tobacco products. Only a very small percentage of tobacco users begin as adults.
Reducing the initiation of youth to tobacco use is the most important prevention
objective of health grofessionals. Studies have shown that children and adolescents
who start to use tobacco do not understand the nature of tobacco addiction and are
unaware of or underestimate important health consequences of tobacco use. Children
and adolescents who use tobacco are persuaded to do so through advertising and Peer
pressure resulting from media images, and because it is readily available as well as
Inexpensive. Research concludes that highertobacco excise taxes significantly reduce
the number of teenage tobacco users.



CIGARETTE CONSUMPTION VERSUS PACK PRICE
New Zeslad, 1973 = 1991

1973 1975 1977 1979 1981 1983 1985 1937 1989 1991

Cigaretie cosunptaon parallit 15+

¥ Ariceparpackof20 acpeties

$5.00

$4.50

$4.00

$3.50

$3.00

$2.50

$2.00

$1.50

$1.00

$0.50

$0.00

Non-Srakers™ Rights Assoaiataian (Gredh), Surte 310, 124 O"Garar, Ottava, Ontario KIP 5M9
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UNITED KINGDOM

TREND IN THE REAL PRICE OF TOBACCO

1974-100

Year



ANNUAL PER CAPITA CONSUMPTION OF CIGARETTES
AND REAL PRICE OF TOBACCO @20 Gpeties)
UNITED STATES 19 =192
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Sources: L THE TAX BURDEN ON TOBACCO. The Thbacco Irstitite. United Slates, Volume 27, 1992.
2. Unirted States Consumer Prices Index (Ah Hars).



AVERACE TAXES ON 8 AGARETTES GOVBIND
FEDERAL & STATHPROVINCIAL TOBACOO AND SALES TAXES
(NOT ADJIUSTED FOR INALATION CR QURRENCY ALUCTUATICN)

1 CANADA D UNITED STATES

Non-Srakers™ Rights Assoaiation (redh), Suite 31D, 124 O°Garor, Ottana, Ontario KIP 5M9
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DECLINE IN DOMESTIC SALES OF CIGARETTES
IN CANADA AND THE UNITED STATES

0 CANADA iu.s

CANADA u.s.
1982 - 1992 31.18% 19.56%
1985 - 1992 25.16% 14.14%
1989 - 1992 13.36% 5.56%

Note: Canadian data includes highest credible estimates of smuggling



Decline in daily per capita consumption of cigarettes
Canada versus United States
1982 - 1992

[t Canada ® U.S.

Canada uU.S.
1982-1992 39.7% 25.7%
1985-1992 32.0% 20.8%
1988-1992 22.0% 10.4%

Source: Canalian "IW?acco Manufacturers' Council (for 1982 to 1991 consumption data);
adjusted to include 1992 data.



ANNUAL PER CAPITA CIGARETTE CONSUVPTION

CANADA 1981 » 1901
1981 1983 1985 1987 1989 1991
519 YEAR ALB ADULTS 15+

Note: Calaulatias inclucke higest aedible estinate of stuggling.
Cigarettes incluce fire-aut equnalants.



Darestic Shle of Qgpreties ad Are-Qut Eopnalants
\aras Dorestac Tdeom Tax Reverues
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i Tax Revenues
Coarettes ™ .
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10

1981 1982 1983 181 198S 1986 1987 1988 1989 1990 1991
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m Totd Tax Revenus

Non-Stokers™ Rights Association (Garedh), Site 300,124 0"Coor, Ottana, Ontario K1PSM9
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ACTUAL AND PREDICTED CIGARETTE SALES
no cemend cune dhift

@B Actual slles  + Predicted sales
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TOTAL TAX INCIDENCE ON A PACK OF 2 CGARETTES
IN VARIOUS QONTRIES AS CF APRIL 23 i3

DENMARK

IRELAND
FINLAND
SWEDEN
ITALY
GERMANY m

1 .NADA (highest province)
CANADA (average of provinces)
NORWAY
NEW ZEALAND
CANADA (lowest province)
JAPAN

AUSTRALIA (VICTORIA) 1B35B88Bm 5BBSSSB~BB SM afloiBMBBBB
US.A (highest state)
USA (average of states)

USA. (lowest state)

NON-SMOKERS' RIGHTS ASSOCIATION, 124 O'CONNOR ST, OTTAWA, ONTARIO (CANADA) KIP 5M9
TEL.: (613) 230-1211 FAX: (613) 230-9454



FISCAL NOTE

STATE OF ALASKA BILL NO. kb 413

1994 LEGISLATIVE SESSION

Revision Date: Dept. Affected: Revenue
"Titter— IncreaseTobacco and alcohol taxes "BRUr--m-eemmmmmmmeeeeee Revenue- Operations —

"Corrp-lent: Income and Excise Audit

Sponsor: (H) Rules by request of the Governor

Requestor: (H) L&C COMPONENT SERIAL NO. 113
Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY95 F736 FY97 FY98 FY99 FYoO
PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0 0 0 0 0 0
CAPITAL

REVENUE FUND SOURCE: General 14.998.8 14.993.8 14,998.8 14,998.8 14.998.8 14,998.8
PUNOING: (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1006 GF/MHTIA

Other

TOTAL 0 0 0 0 0 0

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year (FY94) Impact: S o O
ANALYSIS: (Attach a separate page if necessary.)

(Sea Attached)

Prepared by: Larry E. Meyers X ~ Phone: 165-2320
Division: Director / Date: February 3. 1994
Approved by Commissioner: Darrel J. Rexw inkel? Date: February 3. 1994
Agency: Department of Revenue

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR’S LEGISLATIVE OFFICE
For further distribution information call the Governor’s Legislative Office

(Rov 11/93) H'iseal.ntallal Page 1 of 2
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HB 413
Increase tobacco and alcohol taxes
February®, 1994
Page 2 of 2

This bill would increase excise tax rates effective July 1, 1994 as follows.

Current HB413 %

Tax Rate Tax Rate Increase
Cigarettes 14.5 mills* (290/pack) ~ 21.75 mills* (43.Ee/pack) ~ 50%
Tobacco 25% Wholesale Price 50% Wholesale Price  100%
Liguor $5.60/gallon $8.40/gallon  50%
Wine $.85/gallon $1.275/gallon  50%
Beer $.35/gallon $.52.5/gallon  50%

* Includes 2.5 mills assessed under AS 43.50.090.

In determining the amount of additional revenue Igenerated from this bill, Department of
Revenue used consumption data available from FY 93. Amounts below do not reflect impacts
on consum?tmn, if any, due to increased tax rates and other factors. Add'tional revenue

generated from this hill is estimated to be $14,998,800 calculated as follows.
V- o ! FY93 FY93 HB 413 Additional
Consumption Revenue Revenue Revenue
Cigarettes 1,079,500,000 $15,652,800 $23,479,200 $7,826,400
Tobacco $4,896,000 Sales 1,224,000 2,448,000 1,224,000
Liquor 1,100,000 gallons 6,160,000 9,240,000 3,080,000
Wine 1,288,000 gallons 1,094,800 1,642,200 547,400
Beer 13,263,000 gallons 4,642,000 6,963,000 2,321,000
Total +4h i "o $28773600 43,772,400  $14,998,800

This bill will not affect the Department's operating costs because amendments made under
this hill increase tax rates only.

epo:hbdi3 at



STATE OF ALASKA

1994 LEGISLATIVE SESSION

Revisior Data:

FISCAL NOTE

Title: Increase tobacco i id alconol taxes
Sponsor: (H) Rules by request of the Governor
Requestor: (H) 1&C

Expenditures/Revenues:

OPERATING
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING

CAPITAL

REVENUE FUND SOURCE: General

FUNDING:

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF'Program Receipts
1006 GF/MHTIA

Other

TOTAL

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year (FY94) impact:

Prepared by: Larry E. Meyers

Division:

FY95 | FY96
_ |
)
0 0
14.998.0 14.998.8
0 0
00

Approved by Commissioner DarrelJ. Rexwinkel/T

Agency: Pspartment of Revenue

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For furlher distribution information call the Governor’s Legislative Office

(Rtv 11/93) MliscaL nictil

pas

BILL NO. 413

Dept. Affected: Revenue
3RI1J: Revenue Operations
Component: Income and Excise Audit
COMPONENT SERIAL NO. 113

(Thousands of Dollars)

FY97 FY98 FY99

14.998.8 | 14.998.8 | 14.998.8

(Thousands of Dollars)

Phone: 465-2320
Date: February 3. 1994
Date: February 3. 1994

Page 1 of 2

FY00

14.998.8



HB 413

Increase tobacco and alcohol taxes
February 3, 1994
Page 2 of 2

This hill would increase excise tax rates effective July 1, 1994 as follows.

Current, HB 413 %

Tax Rate Tax Rate Increase
Cigarettes 14.5 mills* (290/pack)  21.75 mills* (43.50/pack) ~ 50%
Tohacco 25% Wholesale Price 50% Wholesale Price  100%
Liquor $5.60/gallon $8.40/gallon  50%
Wine $.05/gallon $1.275/gallon  50%
Beer $.35/gallon S.52.5/gallon  50%

" Indudes 2.5 mills assessed under AS 43.50.090.

In determining the amount of additional revenue |g_;enerated from this bill, Department of
Revenue used consumption data available from FY 93. Amounts below do not reflect impacts
on consum?non, if any, due to increased tax rates and other factors. Additional revenue

generated from this bill is estimated to be $14,998,L X calculated as follows.

’y. FY53 FY 93 HB41J Additional

Consumption Revenue Revenue Revenue
Cigarettes 1,079,500,000 $15,652,800 $23,479,200 $7,826,400
Tobacco $4,896,000 Sales 1,224,000 2,448,000 1,224,000
Liquor 1,100,000 gallons 6,160,000 9,240,000 3,080,000
Wine 1,288,000 gallons 1,094,800 1,642,200 547,400
Beer 13,263,000 gallons 4,642,000 6,963,000 2,321,000
Total $28,773,600 $43,772,400 $14,998,800

This hill will not affect the Department's operating costs hecause amendments made under
this hill increase tax rates only.

ob:ht>4i3.an



FISCAL ?"0OTE

STATE OF ALASKA
1994 LEGISLATIVE SESSION

Revision Date:

Title: An act increasing excise taxes on cigarettes, toDacco producs.

and alcoholic beverages
Sponsor Governor

Requestc't Governor

Expenditi res/Revenues:

OPERATING FY95
PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GHANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0

CAPITAL

REVENUE FUND SOURCE: General 14.998.8

FUNDING:

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1006 GF/MHTIA

Other

TOTAL 0

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year (FY94) impact: S

ANALYSIS: (Attach a separate page if necessary.)

(See Attached)

Prepared by: W arry E. Meyers P

Division: Director
Approved by Commissioner Darrel J. Rexwinkel

Agency: Department of Revenue

No.

BILL NO

Dept. Atlected: Revenue

3RU: Revenue Operations
Component: Income and Excise Audit
COMPONENT SERIAL NO. 113

(Thousands of Dollars)

FY96 FY97 FY98 FY99

14,998.8 14.998.8 14.998.8 14.998.8

(Thousands of Dollars)

0 0 0 0
, vV o
— /\ Phone: 465-2320
\] S~) Date: January 3. 1994
---------- urn

Date: January 3. 1994

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR’S LEGISLATIVE OFFICE
For further distribution information ¢ .11the Governor's Legislative Office

(R*v 11/93) BAll*ca).n/l«i

Ipte94ftacil.nl*

Page 1 o* 2

COMMITTEE COPY

Bill Version: HB 413
(H) Publish Date:

1/28/94
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14.998.8



Draft Bill 8-GO 12/28/93
Increasm? Excise Taxes
Page 2 of 2

This hill would increase excise tax rates effective July 1, 1994 as follows.

-5 oS VWKLV:-,

Current Draft Bill %

Tax Rate Tax Rate Increase
Cigarettes 14.5 mills (29<t/pack) 21.75 (43.50/pack) ~ 50%
Tobacco 25% Wholesale Price  50% Wholesale Price  100%
Liquor $5.60/gallon $8.40/galton  50%
Wine $.85/gallon $1.275/gallon  50%
Beer $.35/gallon $.525/gallon  50%

In determining the amount of additional revenues generated from this bill, the Department of
Revenue used consumption data available from FY 93. The amounts below do not reflect
impacts on consumption, if any, due to increased tax rates and other factors. The additional
revenue generated from this bill is estimated to be $14,998,800 calculated as follows.

FY93 FY 93 Draft Bill Additional

b Consumption Revenue Revenue Revenue
Cigarettes 1,079,500,000 $15,652,300 $23,479,200 $7,826,400
Tobacco $4,896,000 Sales 1,224,000 2,448,000 1,224,000
Liquor 1,100,000 gallons 6,160,000 9,240,000 3,080,000
Wine 1,288,000 gallons 1,094,800 1,642,200 547,400
Beer 13,263,000 gallons 4,642,000 6,963,000 2,321,000

Total $28,773,600 $43,772,400 $14,998,800



