TAXATION AND PRICE

Countering Industry Arguments

CLAIM TRUTH

HIGHER TOBACCO
TAXES WILL HURT
THE ECONOMY.

Tax increases will lead to
significant reductions in
employment in tobacco
growing and manufacturing,
as well as more general
wholesale, retail, and

other economic sectors.
Consequently, the tax

increases will have an adverse
impact on the entire economy.

Tobacco farming and manufacturing
account for a small and, in most
countries, declining share of
economic activities.! In Indonesia,

a recent report found that tobacco
farming constitutes only 0.3% of the
agricultural sector and 0.03% of gross
domestic product. Most tobacco
farmers do not profit from tobacco
farming, and farmers who switched to
growing other crops were better off
than tobacco farmers.?

Generally, employment in tobacco
farming is low relative to other
farming activities. Due to the
addictive nature of tobacco products,
any decline in the demand for
tobacco will be gradual allowing
tobacco farmers time to transition
from tobacco to alternative crops.’

Tobacco manufacturing generates
very few jobs, and those jobs

are declining due to the tobacco
industry’s automation and
mechanization of the manufacturing
process.®

The impact of increases in tobacco
taxes on other sectors is likely to be
positive as the money smokers would
have spent on tobacco products

will be spent on other goods and
services. The net employment effect
of this shift in consumers’ preferences
will most likely be positive, producing
more jobs in other sectors.

Raising the price of cigarettes is the
principal measure for discouraging
consumption and avoiding the
initiation of tobacco use among
children and youth. Reduced tobacco
consumption will result in a healthier
and more productive workforce,
which will help boost the economy.*®

Increased government revenues from
higher taxes and reduced health care
costs for tobacco-related diseases
can finance government programs
that benefit the economy.¢

CLAIM TRUTH

HIGHER TOBACCO
TAXES WILL INCREASE
ILLICIT TRADE IN
TOBACCO.

Tax increases on tobacco
products will lead to

increased illicit tobacco trade,

illegal cigarette production,
and related criminal activity.
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Tobacco taxes are not the primary
reason for the illicit tobacco trade
and cigarette tax avoidance. Levels
of illicit trade are generally higher
with lax law enforcement and criminal
prosecution, weak penalties for illicit
tobacco trade crimes, and corruption
in a country. For example, despite the
high taxes on cigarettes and some

of the highest cigarette prices in the
world, the market of illicit tobacco in
New Zealand is almost non-existent.”®
In contrast, illicit cigarettes can be
easily purchased in Eastern Europe
where taxes are already low and
cigarettes are cheap.’

Many countries have significantly
increased tobacco taxes without
experiencing changes in market
share of illicit tobacco/illicit
productions. Experience shows

that these illegal activities can be
controlled by legislative or regulatory
means (e.g. use of prominent tax
stamps, serial numbers, special
package markings, health warning
labels in local languages) and by
customs and law enforcement (e.g.
improving corporate auditing,
better tracking systems, and good
governance) and stronger penalties
for violators. Revenue generated

by a tax increase can finance these
activities."

The benefits of higher tobacco taxes
in terms of health and revenue have
been significant even in countries
where illicit tobacco trade exists.
Higher taxes reduce consumption
and increase government revenue,
even in the presence of cigarette
illicit tobacco trade.®
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CLAIM TRUTH

HIGHER TOBACCO
TAXES WILL REDUCE TAX
REVENUES.

The reductions in tobacco sales
caused by tax increases will be

so large that it will offset the
impact of the increased tax rate.

Higher tobacco taxes produce higher
tax revenues. The demand for tobacco
products is inelastic which means

that the proportionate reduction in
demand for tobacco is smaller than the
proportionate size of tax increase. Thus,
even though demand is reduced when
taxes and prices increase, the higher tax
rate will result in overall increases in tax
revenues.®

Every nation and sub-national entity
with an efficient tax system that has
significantly increased its cigarette tax
has enjoyed substantial increases in
revenue, even while reducing tobacco
use.

¢ |n the United Kingdom, tobacco
taxes have been increased regularly
since 1993. As a result, the price of
cigarettes in the United Kingdom
increased more than 200% between
1992 and 2011, the market share
of illicit cigarettes fell from 21% to
9% during about the same period
(2000-2012), cigarette sales declined
51% and government revenue from

tobacco taxes increased 44%."" Adult
smoking prevalence dropped from
27% in 2000 to 20% in 2010.1?

e The Philippines passed a major
tobacco tax reform in 2012 that
annually increased the excise tax
and simplified the number of tax
tiers from 2012 to 2018. As a result,
the price of cigarettes increased by
more than 78%, domestic cigarette
sales decreased by 28.1% between
2012 and 2015, government
revenue from tobacco taxes more
than tripled,' and the adult smoking
prevalence fell from 28.3% in 2009 to
22.7% in 2015.7°

e |n Ukraine, tobacco taxes have been
increased annually since 2008. As
a result, the price of cigarettes has
more than tripled,'® tobacco sales
dropped by almost 50%'” and tax
revenue collected from tobacco
excises increased more than fifteen-
fold.”™ Adult smoking prevalence fell
by 19% from 2010 to 2017."7

CLAIM TRUTH

HIGHER TOBACCO TAXES
WILL HURT THE POOR.

Tobacco tax increases

are regressive and fall
disproportionately on the poor.
Poor people have only few
pleasures, and higher taxes will
make tobacco unaffordable to
them.

Tobacco is disproportionately
consumed by the poor. In almost all
countries, rates of tobacco use are
higher among low-income groups,

and tobacco companies aggressively
target the poor with its advertising.
Low-income groups spend a greater
percentage of their income on tobacco
products than on essential products.?°
For example, Turkish households with
smokers spent 8% of their household
budget on tobacco products on
average, but poor households with
smokers spent 10.3%. Additionally,
households with no smokers spent 9%
more on food, utilities and housing than
smoking households.?!

Tobacco tax increases can help motivate
low-income groups reduce the amount
of tobacco consumed or stop using
tobacco altogether, allowing them to
reallocate their money to food, shelter,
education and health care and thus
improve their quality of life.

Half of lifetime users of tobacco die
prematurely from tobacco-related
disease, and many more users and
their families are forced to suffer the
hardships and pain of tobacco-caused
diseases and disabilities. Lower income
populations are more responsive

to increases in tobacco prices than
people with higher income. Increased
tobacco taxes will reduce tobacco use
among lower income people, therefore
reducing the burden of tobacco
disproportionally imposed on the
poor.?

Tobacco prices are determined by
other factors besides taxes. Tobacco
companies raise the prices of their
products all the time—they don't seem
to mind charging their customers more
as long as they reap the profits.?

WWWTOBACCOFREEKIDS.ORG  JULY 2020



TAXATION AND PRICE: COUNTERING INDUSTRY ARGUMENTS

CLAIM TRUTH

HIGHER TOBACCO TAXES Numerous studies and experience of Increasing tobacco taxes to achieve

many countries have demonstrated a 10% increase in tobacco prices will
WILL NOT REDUCE that higher taxes reduce the number decrease tobacco consumption by 4% in
TOBACCO USE. of tobacco users and the number of high-income countries and by about 5%

tobacco-related diseases and deaths. in low- and middle-income countries.®

Since tobacco addiction is very

. . . Higher prices encourage cessation
strong, higher prices will not anerp J

Higher tobacco taxes also raise
among current tobacco users, prevent

i . isi S N overnment revenues and cover the
impact demand; therefore raising initiation, and stop re-initiation by ex- 9 )
ta i t justified . ) health care and environmental costs of
Xes IS not justrned. users. Higher prices also reduce the 0t .
tobacco use, which in many countries far

number of cigarettes smoked per day

I ph outweigh tobacco tax revenues.'
among continuing smokers.

CLAIM TRUTH
TAX RATES ARE ALREADY In much of the world, tobacco taxes including health care costs for tobacco-
TOO HIGH remain low and tobacco is cheap. related diseases, lost productivity due to
g Tobacco products in many countries premature deaths, fires due to tobacco
Most countries already have very have become more affordable over use, and environmental deforestation
high rates of taxes on tobacco time as economies have grown and for tobacco farming.? Higher tobacco
products household incomes have increased, taxes can be used to pay these costs,
even when prices, adjusted for inflation,  produce funds for efforts to reduce
have remained stable or increased.?* tobacco use, and reduce the burden

Tobacco taxes are not high enough to tobacco use places on society.

cover the huge costs tobacco imposes
on individuals, families and countries,

CLAIM TRUTH
Although tobacco is legal, tobacco use reqgularly do not because they are
HIGHER TOBACCO 9 g gularly y
and exposure to tobacco smoke kills addicted. High tobacco taxes and prices
TAXES PUNISH TOBACCO smokers and non-smokers. Most tobacco  encourage tobacco users to quit and
USERS. users start using and become addicted save lives.

to tobacco before the age of 20 when
they are too young to realize the risks of
tobacco use.? Though they may want
product. to quit, most people who use tobacco

Tobacco users shouldn't be
punished for using a legal

CLAIM TRUTH
HIGHER CIGARETTE i\lot a.ItI shrrlokehrs will bg temftted Tax_sys;[ems thzt favor _unifg.:cfm specific
o switch to cheaper cigarettes or excise taxes reduce price differences
TAXES WILL ENCOURAGE cheaper tobacco products. Even when among the various brands and
SMOKERS TO SWITCH substitutes are available, multiple products, thus limiting substitution
TO CHEAPER CIGARETTE studies from around the world confirm among tobacco products when taxes
BRANDS AND/OR OTHER that higher taxes on cigarettes will go up.®

prevent people from starting to smoke,

TOBACCO PRODUCTS TO encourage them to quit, and reduce the
AVOID QUITTING. quantity of cigarettes smoked.®

There will be no overall reduction
in tobacco use.

w
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CLAIM TRUTH

GOVERNMENTS
INTERFERE WITH
CONSUMERS’' FREEDOM
OF CHOICE WHEN THEY
TAXTOBACCO AND
DISCOURAGE USE.
Governments' responsibility
should end with making the risks

of tobacco use widely known to
people.

Even in high-income countries, many
tobacco users are unaware or under-
estimate the risks of tobacco. Most
tobacco users begin using tobacco
when they are too young to realize the
risks of tobacco use. Tobacco is not like
any other consumer product because
it kills when used exactly as intended.
Tobacco is an addictive substance and,
by the time users try to quit, they are
addicted.

The tobacco industry spends billions
of dollars each year to market its
products.?’” Young people and tobacco
users are bombarded every day with
misleading advertising about tobacco.
Tobacco advertising minimizes the
perceived risks of tobacco use and
makes people think that tobacco use is
glamorous and fun.

Tobacco use imposes enormous costs
on families and governments. Tobacco
use cost USD 1.4 trillion globally

due to health care costs for tobacco-
related diseases and lost productivity
due to pre-mature deaths. This cost is
incurred by non-smokers who develop
diseases and/or die prematurely due to
secondhand smoke exposure.®

For all these reasons, governments
have the responsibility to intervene to
prevent children from starting to use
tobacco and spur tobacco users to stop
or reduce their use to reduce the costs
that tobacco use imposes on the whole
society.

CLAIM TRUTH

TOBACCO COMPANIES Small tax increases are often not support higher prices. Keeping tax
effective in reducing consumption, as increases small is one strategy to
AGREE WITH SENSIBLE they have limited effect on tobacco ensure the companies gain the profit
INDUSTRY REGULATION, prices and thus on the affordability of from increased prices, rather than the
INCLUDING SMALL tobacco products for consumers. In government from increased taxes. For
many countries, tobacco prices remain example, between 2011-2013, Australia
AND PREDICTABLE TAX very low, and significant increases in raised the excise tax on cigarettes by
INCREASES THAT DO price are needed to make tobacco less 2.8%, but tobacco companies’ average
NOT ENCOURAGE ILLICIT affordable, reduce use and save lives.? net price increased by 27%. This helped
: : g increase the profits of the three largest
TOBACCO TRADE. The industry likes predictable tax o L
changes which enables it to manipulate ]tcobac2c(<)30c803r0npan|es in 2013 by 100%
the market to its advantage, for rom :
example by pre-purchasing tax stamps While price differentials, small or
or suggesting consumers stock up. large, may provide an incentive for the
And while tobacco companies may illicit tobacco trade, they are not the
argue for small tax increases, they main causes of illicit trade. The market
often increase the price of tobacco presence of illicit tobacco is a reflection
products to coincide with tobacco of levels of law enforcement, criminal
tax increases. By increasing the price, prosecution, penalties for illicit tobacco
companies increase their profit. Such trade crimes, and degree of corruption
actions indicate that the companies in a country.'®
are fully aware that the market can
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