Economics of Tobacco Contr ol
and T obacco Tax Paolicy
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Most smokers live in developing

countries
Current smokers in 1995 (in millions)
Region Number
_ow/Middle income 933
High Income PAO)
World 1,142

Quit rates low In low income countries
¢ 5-10% in China, India
¢ 30-40% Iin UK



Per’ capita cigarette consumption
has ncreased In developing
countries

O Developed
B Developing
0 World

1970-72 1980-82 1990-92

c
o
=
o
€
S
0
c
o
o
o
=
o
S
@
2
o
=
=)
S
@
S
cu
o
G
>
c
c
<

Year



WORLD: Annual Trehacco Deaths

(In milliens)
1990 2030
Developed 2 ~3
Developing =l =]
World Total 3 ~10

i i

Past smokers, mainly adults  cyrrent smokers, mainly

teenagers and young

adults
Source: Peto, Lopez, et al 1997



CHIINA: Current and Future I ohacco
Deaths (in milliensper; year)

1990 0.6 m
2000 0.6 m
2010 2.0m

mid-2000s — 3.0m

Source: Peto, et al 1997; Boqji, 1997



DAL YsAttributableto Diarrhea, HI'V and
Tobacco, 1990-2020 (baseline scenario)

Year

-o—Diarrhea - H|\/ —+—-Tobacco

Source: Murray C and Lopez A. The Global Burden of Disease. 1996.



Smoking Rate in Vietnam by Inceme

Smoking Rate by Quintile

O Poor

@ Nearpoor
O middle

0O Well-off
@ Rich

Source: National Health Survey 2002.



Smoking accounts for much of the mortality

gap between rich and poor

Risk of death of a 35 year old male before age 70,
Py education levels in Poland, 1996

0O Other causes

@ Attributed to SMOKING
but would have died
anyway at ages 35-69

O Attributed to SMOKING

Higher Secondary




TThe Poor Are Hurt Most by Tobacce

Portion of iIncome spent on tobacco INcreases in
Cambodia as income decr eases

Median % Share of Tobacco in Income (All Smoking Households)

—e— Other Urban
—— Phnom Penh
—A— Rural

—&— Cambodia
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Per Adult (15 And Above) Annual
Consumption ofi Cigarettes and Bidis in India
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Smeking| Rate in Vietnam 2002

M Cigarettes

Pipe/chewing
tobacco
B Prevalence




Smoking Prevalence by I ncome and Tobacco Type

Smoking Rate by Quintile &
Type of Tobacco

3 Poor

@ NearPoor
0O Middle

O Well-off
B Rich

NN NN N NN

Cigarette Pipe Both types




Should Government | ntervenein the
Tobacco M arket?

Y es, because tobacco use resultsin inefficiencies
(distertsthe natural balancein the market economy)

It Imposes physical or financial costs on smokers,
non-smokersand financial costis on the government

Infor mation albout the health risks of tobacco Is not
well spreadiand undersiood (7 1n 10 off Chinese
smokerstheught smoking deesthem “little or no
narm-)

Therisk of addiction s underestimated (1In high-
Income countries, 7 In 10 smokers wish they had not
siarted)



Financial Costs of Tobacco Use

T obacco burdensthe economy due to
- higher health care costs

- lower |abor proeductivity

- premature deatns

T his slews econemic grewth

1994 World Bank estimates: tobacco use results
Inia global net loss of $200 billion per year .2

Half of thisloss occursin developing countries.”




Estimate of Total Costs of
Tobacco Usein Philippines

Health care- P27 billion ($0.7 billion)

Productivity loss dueto iliness — P1 billion

Productivity loss due premature death - P18
billion

Annual total costs at least = P46 billion ($1.2
pillion) or 1.07% of GDP



What Can Government Do?

Adopt paelicies changing metivation of peopleto
SMOKE:
Use economic Incentives to reduce demand for

tobacco (taxes, ban on smeking In Indoor spaces,
advertising han)

Deliver information on the harmiiul effects of
sSmoking (anti-smoeking campaigns)

Reduce social aceeptability of smoking (oy
pDanning smeking in public bulldings, setting
examples among respected people)



Higher Taxes Are M ost Effective

Higher tolbacco taxes|ead to higher prices of
tobacco proeducts

A 10% priceincrease may reduce demand by:
— 4% In high-Income countries
— 8% Inlow or middle-income countries
Demand consists of:

— Smoking participation (% of pepulation that
Smoeke) — can be changed via cessation anad
Initiation

— |ntensity of smoking anong Sokers



Impact of IHigher T ebacco Prices (1)

L number of cigarettes

consumed by
current smokers

! Cigarette

T number of people Consumption
Who stop smoking

4 Smoking

Prevalence
L number of people

Who start smoking




Impact ofi Higher T ebacco Prices(2)

M ake smokersto quit

USA: 10% increasein price? 10%
smokerstry to quit and 3.5% succeed In
quitting

Reduce # cigar ettes consumed by smokers
Vietnam: 10% priceincrease ? 5%
reduction In # of cigarettes, or about 1.

cigarette a day for a pack per day smoker
(or 365 less cigarettes per year)



Impact ofi Higher T oebacco Prices(3)

Prevent initiation

USA: 10% Increasein price? 6.3% reduction In
smoeking initiation among yeung people

Y oung people and the lew Income population are
the most price responsive: US youth iIsup to 3-
time more priceresponsive; Vietnam 2 lowest
Income quintiles are twice more priceresponsve
compared to 2 highest income guintiles

L ong-run effect of higher priceisgreater (deuble)



Additional I mpact of Tobacco Trax
Increase

Increase collection of cigar ette taxes

Reduce overall expenditures on cigar ettes
among the lowest iIncome groups



IHigher taxesreduce consumption and
Increase budget revenue

Real Tobacco Tax Revenue, Tax Per Pack and
Consumption in Hungary, CPI, 1995=100,
100000 —+ 1991-1999

Consumption
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Hypothetical tax Increase
Indonesian Example

% % Y% toh tax Revenue
Trax :
e price = demand | revenue | change as %
change| change change of GDP
10% - | 3% - 1.5% 8% - 0.26
50% - | 18% - 0% = 36% - 0.33
100% - | 36% - | 18% 63% - 0.40




Potential Revenue Gain from an Annual

Increase of 5% In Cigarette Prices
Revernue gain (million USE)

Curnulative singe

Annvel 2000

Bangladesh 2005 o8 302
2010 174 994

Indonesia 2005 740 2 543

2010 1434 3 300

VBl VES 2005 3

2010 24

NEE! 2005 153
2010 4
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Sri Lanka 2005 (7 298
2010 126 25

Thailand 2005 473 1456

2010 822 4790



Non-price M easures to Reduce
T obacco Demand

Improeve consumer Infermation: anti-smoking
campaign, Warning lalkels, support research and
dissemination of research findings
Comprenensive ban on advertising and promotion

Restrictions on smoking in public places and wor k
places

NCIréASE ACCEeSS 10 Services supporting cessation and
to nicotine-replacement therapies (NRT)




Comprehensive Advertising Bans Reduce Cigar ette

Consumption

Consumption trends in countries with such bans vs. those with ne bans
(=102 countries)

Cigarette consumption per capita




Potential | mpact of Price lIincrease of 10% and a Package
of Non-price M easures

Changein number of Changein number of deaths
smokers (million) (millions)

10% price Non-price 10% price Non-price
Increase measur es that increase measur es that
reduce reduce
prevalence by prevalence by
2% 2%

Low/Midd
leincome

High-
income -4

-19

World




TheWorld Bank 1999 — Recommendations
Based on Comprehensive Review of the

Evidence

Governments. should adopt multiple strategy,
tailored to each country

Tobacco tax increases: 2/3 to 4/5 of
retail price

Advertising and promotion bans
Consumer information —warning
labels, mass-media campaigns
Restrictions on public smoking
Widen access to cessation therapies
Research

Source: World Bank 1999.



Many: Effective Policy Measures
Cost Little or Nothing

Tax increase

Advertisng bans

Clean Indoor Air Policies
Package\Warnings

Ingredient Disclosure/Product Regulation



Cigarette Pricesin $, 2001
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Cigarette Prices in PPP'$, 2001
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Thereis Still Room, Especialy in Lower-
Income Countries, to Raise Cigaretie Taxes

Cigarettie Prices and Taxes (Excise & VAT), 1999
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Source: World Bank

High Income

Upper Middle
Income

— Average Price Per Pack (US$)
— Average Tax Per Pack (US$)

% of tax in Ave. Price

Lower Middle Low Income
Income



Retail Prices Per Pack and Taxes as Percentage of Prices
for Selected EAP Countries, 1999

75 62%

Retail Price (US$/Pack)

51%
Tax as Percentage of Retail Price 60%
L 60%
, o 62% 33%
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IHow Costly Are T ebacco Products?

Real Tobacco Prices divided by GIDP 1980-2000
(Index 1980=100)

New Zealand |/

Bangladesh

Indonesia

1980 1982 1984 1986 1988

Source: National statistical agencies and central banks

Source: Guindon et al. 2003

1990
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1996
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Should Toebacco Taxes be Earmarked?

Several countries have set aside part of tobacco
[ax revenueto:
establisn Health promotien foundations

pay for health care; helip telh. farmers teswiteh to
alternative proeducts

Can be a usefull political deviceto sell nigher
tobacco taxesto voters

Can Improve eguity iff well designed

Careful design Is necessary otherwise resources
may be used elsewhere
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Source: Judith Mackay, Michael Eriksen:

Tobacco Atlas




Summary.

T obacco consumption hurtsthe econemy.

IHigher tebacco taxes will reduce smoking prevalence,
Increase tax collection and help to reduce poverty

Taxesin ILacsand Camboedia arelow compared to
W B recommended standard

Taxes on other tenacco products arevery low or nen-
existent

Taxesneed to be increased perlodically to account for
infilation and Income effect

T obacco taxes can be earmarked to suppoert tenacco
controel activities



