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EXPIRING CIGARETTE EXCISE TAX PROVISIONS

TUESI)AY. SEPTEMBER 10, 1985

U.S. SENATE,
CoMMrITFEE ON FINANCE,

SU '0NIMIITTEE ON TAXATION ANi) DEBT MANAGEMENT,
Wash ington, D-C

The committee met, pursuant to notice, at 9:52 a.m., in room SD-
215, Dirksen Senate Office Building, Hon. John H. Chafee (chairman)
presiding.

Present: Senators Chafee, Durenberger, Symms, and Bradley.
IThe press release announcing the hearing, the statements of'

Senators Chafee, Durenberger, Bentsen, and Boren, and a report by
the Joint Committee on Taxation follow:]

!1're.s IRvk , Nc 5, Aug 1.1I .C, )

FINANCE COMMITTEE TO loiLD HEARING ON EXPIRING CIGARETTE ExcisE TAX
PROVISIONS

The Senate Finance Committee's Subcommittee on Taxation and Debt Manage-
- meant will hold a hearing on the expiring 16-cent cigarette excise tax provisions, on

Tuesday, September 10, 1985, Committee Chairman Bob Packwood (R-Oregon) an-
nounced today.

Cigarette excise taxes were extended from 8 cents per pack to 16 cents per pack
as a part of the Tax Equity and Fiscal Responsibility Act ITEFRA] in 1982. This
extension is scheduled to expire on September 30, 1980. If Congress takes no action,
the excise tax will revert back to 8 cents per pack.

Senator Packwood indicated that the chairman of the Subcommittee on Taxation
and Debt Management, John Chafee iR-Rhode Island), will preside at the hearing.

The hearing will begin at 10 a.m. in room SD-215 of the Dirksen Senate Office
Building.

STATEMENT BY SENATOR JOHN H, CHAFEE

Medical evidence of the incidence of tobacco-related diseases among users of ciga-
rettes demonstrat-s the correlation between smoking and increased health care
costs. An increased Federal excise tax on cigarettes is a tax imposed on tobacco
users for the resulting excess health care costs they impose on our health care
system.

The current excise tax of 16 cents will fall to 8 cents per package as of October 1,
1985 unless Congress acts. I believe it would be a mistake to allow the tax to fall. In
fact, I have introduced legislation in the Senate which would increase the tax to 32
cents per package.

My legislation, S. 874, would continue the tax at 16 cents until January 1, 1986
and then increased it to 32 cents. The increase (16 cents) would be earmarked to the
Hospital Insurance Trust Fund-Part A of the Medicare Program.

There are other proposals in the House and Senate which would either increase
or continue the excise tax on cigarettes. These proposals take different approaches
to the issue; however, I believe they show a sentiment on the part of many in Con-
gress, at the very least, to continue the tax at its current level.

According to the Coalition on Smoking Or Health, in 1981 cigarette smoking ac-
counted for $13 billion in medical care costs and $25 billion in lost economic
Zroductivity. Cigarette smoking cost taxpayers $3.8 billion through the Medicare and

medicaid programs.

(1)
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Smokers clearly impose a burden on society. Their health care needs are subsi-
dized by those who do not smoke. It is reasonable, therefore, to ask smokers to con-
tribute additional funds toward the health care programs that are of assistance to
them.

The recognition of the health care demands smokers make on health care pro-
grams is especially important when we look at the Medicare program. The Hospital
Insurance Trust Fund is still in trouble. Although the actuaries disagree as to the
exact projected date of the bankruptcy of the program, few will disagree with the
proposition that measures need to be taken to ensure its long term viability.

By the year 2000, only 15 years away, the number of people over age 65 in the
United States will increase by IS percent. Those over age 85 will double. These fig-
ures are nothing compared to what will happen in the next century; moreover, they
are probably conservative. These statistics leave us with clear and unequivocal evi-
dence of the need for prompt, effective and above all careful action. We know what
dragging our feet now will mean for the future of health care for the elderly-a
bankrupt system.

While an increased excise tax on tobacco. earmarked to the Trust Fund. may not
ensure that the fund will remain solvent, it will certaintly help to increase the reve-
nues flowing into the trust fund.

An increased excise tax on this product will also help discourage smoking. In the
Tax Equity and Fiscal Responsibility Act ITEFRA], Congress doubled the excise tax
on cigarettes from $.08 to $.16 for a three year period ending October 1, 1985. In
"Cigarette Taxation: Doing Good by Doing Well," author Kenneth Warner stated
that the doubling of the excise tax caused one and a quarter million adult Ameri-
cans to stop smoking and one-half million teenagers to stop or not start smoking.
Among price-responsive young people, teenage smoking decreased by 14 percent.
Adult smoking decreased by 4 percent.

By helping to discourage smoking, an increased excise tax will help improve the
overall health of the country. Cigarette smoking is the number one preventable
cause of death and disability in this country. 340,000 die of smoking related disease
annually. Nine million people suffer from chronic bronchitis and emphysema due to
smoking.

Yesterday I received a copy of a report released by Harvard University's Institute
for the Study of Smoking Behavior and Policy which contains the proceedings of a
conference on cigarette excise taxes. This report clearly shows that allowing the tax
to fall could induce hundreds of thousands of today's teenagers to take up smoking
in the coming years. I recommend this report to all of you as we examine the issue
of the excise tax.

There are those who say that smoking is a decision each of us should make and
that Congress should not be attempting to influence these decisions through a excise
tax. However, there are some personal decisions which have a great impact on all of
society-smoking falls into this category. It creates an increased demand on our
health care system, much of which is subsidized by the Federal Government. All of
us, whether we smoke or not, pay for the health care needs of smokers-either
through insurance premiums or our taxes.

In these times of fiscal austerity, we must closely examine the health care costs
imposed on taxpayers by tobacco users. I believe it is reasonable to ask those who
smoke to help ensure the financial viability of the Medicare program which is de-
pended upon by so many elderly individuals.

Some of the witnesses today will also be discussing the issue of an excise tax on
smokeless tobacco. There has been no excise tax on this product since 1965 when the
tax was 10 cents per pound. I am contemplating legislation to institute an excise tax
on smokeless tobacco.

Frankly, I find the use of this product among teenagers appalling. It seems clear
to me that one of the reasons they use the product is to substitute for cigarettes.
Most teenagers who don't smoke but use chewing tobacco sincerely believe that it is
not a health risk. In my opinion this is a dangerous and unfounded belief. Anyone
who has followed the recent media reports on the use of this product should be con-
cerned about the health risk.

I welcome all of the witnesses and look forward to their testimony.
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STATEMENT OF SENATOR DAVE DURENBERGER

THE DISEASE PREVENTION AND IiEAITH PROMOTION ACT OF 1985-

Current law: The Federal excise tax on cigarettes was set at 16 cents in 1982. This
law sunsets on October 1, 1985 when the Federal cigarette tax would revert back to
8 cents per pack.

Durenberger proposal: The Durenberger bill, The Disease Prevention and Health
Promotion Act of 1985, will be introduced on September 10, 1985.

The bill will:
1. Retain the 16-cent cigarette tax.
2. Set up a disease prevention and health promotion trust fund to which 8 cents of

the 16-cent tax would go.
3. Funds from the Trust Fund would then be distributed to the States to be spent

on prevention programs.
4. States would be given the option of using the prevention funds to supplement

the current prevention Federal block grants (the Maternal Child Health, Preventive
Health, and/or Alcohol Drug Abuse and Mental Health Block Grants) or spending
the funds on new preventive health initiatives.

5. Funds will be distributed according to a formula based on each State's popula-
tion and percent of residents below the poverty level.

STATEMENT OF SENATOR LLOYD BENTSEN

Mr. Chairman, this year, approximately 350,000 Americans will die of smoking-
related disease. An additional 9 million suffer from chronic bronchitis and emphyse-
ma. In addition to the tremendous personal and societal loss this represents, the
economic cost is staggering. In 1981 it was estimated that these costs totaled $13
billion in additional medical care, $25 billion in lost worker productivity, and placed
a particularly acute burden of $3.8 billion on the Medicare and Medicaid programs.

At the same time, our Nation is facing the prospect of enormous budget deficits
for the forseeable future, even under tha most optimistic economic assumptions. Ac-
cording to the most recent estimates by the Congressional Budget Office, deficits
will remain well above $100 billion for the next five years. According to the Treas-
ury Department, the current excise tax on cigarettes is generating $5 billion in rev-
enue annually. Proposals to increase the tax from 16 to 32 cents per pack would
generate an additional $2 to $3 billion per year.

At a time when our country is saddled with a national debt fast approaching $2
trillion and our health care costs continue to soar well ahead of the pace of infla-
tion, it does not make sense to permit the excise tax on tobacco to drop to 8 cents as
currently scheduled.

The 1982 tax bill raised the cigarette excise tax for the first time in 31 years and
represented only the third increase in post-war times. A major justification for this
increase was that the effective tax had actually declined by 70 percent since 1951.
Nothing has changed since then that would diminish the reasons for an excise tax
of at least 16 cents; the federal tax as a percentage of cigarette prices now stands at
only 16.6 percent.

Consequently, I urge my colleagues not only to support its retention but to also
give serious consideration during these deliberations to adjusting the tobacco excise
tax upward to reflect its continued decline in constant dollars.

I am also aware that several of my colleagues have suggested the idea of raising
the cigarette tax and earmarking some of the tax to medicare. I think this is an
idea that we should seriously consider. There is an undeniable link between ciga-
rette smoking and medicare costs. It seems fair to me to require smokers to pay a
higher share of medicare costs through an increase in the cigarette excise tax.

STATEMENT OF SENATOR DAVID L. BOREN

Mr. Chairman, I believe that the Congress, in light of the now projected $210 bil-
lion deficit for this year, must take any and all steps necessary to address this crisis!

This hearing is to gather information from both sides of the issue of extending the
additional 8 cents per package of cigarettes destined to expire this year. So many
arguments come to my mind for the continuation of this tax and I wish to share a
few with the committee.

The Federal excise tax on cigarettes in 1919 was 6 cents per pack and raised in
1951 to 8 cents. This tax in 1951 represented 37 percent of the price of a pack of
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cigarettes. The present 16 cents is less than 20 percent of the average price today.
To cut it in half back to 8 cents would be a 75-percent reduction over 195 and 8
cents would be 10 percent of the price indefensible in light of our budgetary prob-
lems.

In the Tax Equity and Fiscal Responsibility Act of 1982, the Federal excise tax of
an additional $ cents per pack was imposed to address what was considered a deficit
crisis at that time. The decision was made to discontinue the tax in 1985 because
the deficit projected was $60 billion which has turned out to be ludicrous.

Federal outlays for smoking related illness and death are considerable, Six per-
cent of Medicare is paid for smoking victims and 12 percent of Social Security dis-
ability recipients are smoking victims. The loss of earnings is estimated at $2.5 bil-
lion per year and $1.1 billion is spent for medical care. There are :300,000 smoking
related deaths per year and :i0 percent of the .l10,000) cancer deaths are caused by
smoking.

In light of these accurate and frightening statistics, I firmly support the continu-
ation of the present Federal excise tax on cigarette,. The fact that cigarettes, ex-
empted from State and local taxes, are sold more cheaply in commissaries and ex-
changes by the Department of Defense has disturbed me for a long time. I have
asked the appropriations defense subcommittee, in the fiscal year 1986 appropria-
tions bill, to require DOD to charge prevailing prices for cigarettes as is already
done for the purchase of liquor.

In my view, the Finance Committee should continue the Federal excise tax on
cigarettes and raise further revenue through such avenues as an oil import fee. The
cigarette tax will raise a projected $1.5 billion and the oil import fee could raise $8.6
billion for a total of over $10 billion in 1986 alone.

I appreciate the opportunity to make this statement during this hearing and urge
quick action to bring this issue to the floor of the Senate.



5

EXCISE TAX RATES ON CIGARETTES

(Prepared For the Hearing on September 10, 1985, Before the
Senate Finance Subcommittee on Taxation and Debt Hanagement)

Present Law and Background

An excise tax is imposed on cigarettes manufactured in
or imported into the United States (Code sec. 5701(b)). The
tax is determined when the cigarettes are removed from the
factory or released from customs custody. The present rate
of tax on small cigarettes is $8 per thousand (i.e., 16 cents
per pack of 20 cigarettes). The tax rate on large cigarettes
generally is $16.80 per thousand; proportionately higher
rates apply to large cigarettes that exceed 6.5 inches in
length. Small cigarettes are cigarettes weighing no more
than 3 pounds per thousand; large cigarettes are cigarettes
weighing more than 3 pounds per thousand. Nearly all taxable
cigarettes are small cigarettes.

The current cigarette tax rates were enacted in the Tax
Equity and Fiscal Responsibility Act of 1982 (sec. 283 ;f
P.L. 97-248), for the period January 1, 1983, through
September 30, 1985. On October 1, 1985, the present
cigarette excise tax rates are scheduled to decrease to $4
per thousand (i.e., 8 cents per pack of 20 cigarettes) for
small cigarettes and to $8.40 per thousand for large
cigarettes, that is, to the rates in effect before 1983.

Revenues from the excise tax on cigarettes are deposited
in the general fund of the Treasury.

Administration Proposal

The Administration's fiscal year 1986 budget proposal
assumes that the scheduled reduction in the cigarette tax
rates under present law will take place.

Other Proposals

The following Senate bills regarding cigarette tax rates
have been introduced thus far during the 99th Congress.
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S. 820 (Senator Heinz)

This bill woul permanently extend the 16-cents per pack
cigarette tax rate. One-half of revenues from the tax
imposed on cigarettes after September 30, 1985 (i.e., 8 cents
per pack) would be allocated to the Federal Hospital
Insurance (Medicare) Trust Fund.

S. 874 (Senators Chafee and others)

S. 874 would impose a 32-cent per pack tax rate on
cigarettes after December 31, 1985. One-half of these tax
revenues (i.e., 16 cents per pack) would be allocated to the
Medicare Trust Fund. The bill also contains floor stocks
provisions, with an exception for retailers.

Senator Durenberger

Senator Durenberger's proposal (to be introduced) would
permanently extend the 16-cents per pack rate. One-half of
revenues from the tax imposed on cigarettes after September
30, 1985 (i.e., 8 cents per pack) would be allocated to a new
Federal Disease Prevention and Health Promotion Trust Fund
for making grants to State and local governments for approved
disease prevention and health programs.

Other Congressional Action

H.R. 3128, as reported by the House Committee on Ways
and Means on July 31, 1985 (H. Rep. No. 99-241, Part 1),
would extend the current cigarette tax rates (i.e., 16-cents
per pack on small cigarettes on a permanent basis.

One-sixteenth of cigarette excise tax revenues (i.e., 1
cent per pack of'20 cigarettes) would be appropriated to a
newly established Tobacco Equalization Trust Fund, for the
period October 1, 1985, through September 30, 1990, for use
in the Federal tobacco price support program. The remaining
15 cents per pack would continue to be deposited in the
general fund.

1 Tax rates mentioned are per pack of 20 small cigarettes.
The rates on large cigarettes would be adjusted
proportionately in each case.
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Senator CHAFEE. The next hearing will be on the cigarette excise
tax. We have a panel consisting of three distinguished colleagues.
And I don't see them all here, but Senator Helms is here, and I
know he has another engagement. So, Senator, why don't you pro-
ceed?

Senator SYMMs. Mr. Chairman, while Senator Helms is getting
up there, I would like to make a comment on this next hearing, if I
might. I just want to say that I have to chair a hearing at 10 in
this building. I will be away from here for a little while, but if I
can't get back, I want to make one point here. In my State, about
three-fourths approximately of our State budget is for education.
And with our economy in a flat situation in the State, we are
having a very difficult time funding our public school system, and
we have a lot of very fine teachers that work for very much less
pay, than people do here in the Nation's Capital and inside this
beltway. I would like to see that extra 8 cents a package on ciga-
rettes preserved for the States, so that States like Idaho and others,
if they have to look for new means of State revenues to educate the
young children in the State, could at least look to that cigarettetax
as a means of funding the State Government. And I think it would
be a terrible mistake if the Congress decides that they can have a
very inexpensive way to add to tax revenues to extend this tobacco
tax. And I hope that we do not do so.

Senator DURENBERGER. Mr. Chairman, I have a statement that I
would like to withhold until after our colleagues present their testi-
mony.

Senator CHAFEE. What I thought I might do, if it is agreeable
with the members of the committee, is to let Senator Helms pro-
ceed since he has to chair an Agricultural Committee meeting at
10. And then, we would have an opportunity to submit our state-
ments. So, Senator, why don't you proceed?

STATEMENT OF HON. JESSE HELMS, U.S. SENATOR FROM THE
STATE OF NORTH CAROLINA

Senator HELMS. Mr. Chairman, I thank you very much. You are
talking about the joys of this committee. You haven't had any fun
until you have been chairman of the Senate Agriculture Commit-
tee in the year 1985. 1 often contemplate that I never knew before
now how to define pergatory. Now I know. It is being chairman of
that committee this year. Mr. Chairman and gentlemen of the com-
mittee, I ask unanimous consent that a statement by my distin-
guished colleague from North Carolina, Senator East, be included
in the record.

Senator CHAFEE. Yes, fine.
Senator HELMS. And Mr. Chairman, in the interest of time, I am

going to summarize my statement, and I would hope that the
entire statement would be made a part of the record.

Senator CHAFEE. It will be.
Senator HELMS. I thank the Chair. I am grateful for the courtesy

in permitting me to appear to discuss the commitment made by
Congress in 1982 to sunset the cigarette tax increase adopted that
year. The sunset of this revenue measure is not merely a question
of tax policy. Congress has in my judgment a commitment to
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honor-a commitment made in 1982 by t-he Senate, agreed to by
the House of Representatives and signed into the law by the Presi-
dent-and that commitment was sustained last year by the Senate
Finance Committee when it rejected a proposal to extend the tax.
And the distinguished chairman of this subcommittee was among
those in the Senate who, from my perspective, voted right on every
one of those occasions, and I commend him for his decision and
thank him for his support. But now, he is exercising the right to
change his mind, and I hope I may be able to make a few points
now and subsequently to persuade him to change his mind once
more and uphold the 1982 commitment made by Congress. First of
all, Mr. Chairman and gentlemen of the committee, I would appeal
to you on the basis of the continuing damage to the economy of
North Carolina and other States. The tax has taken a toll in terms
of sales and jobs and payrolls. And as a matter of fact, a regressive
excise tax like this tax raises the price disproportionately for'those
in the lower income groups. The result: a drop in sales, lower earn-
ings for hundreds of' thousands of farmers and others who make
their livings in the production of tobacco and tobacco products; and
it also results in lost jobs and job opportunities. Now, I can testify
beyond any apparent venture whatsoever, Mr. Chairman, that to-
bacco farmers and farmers all over this country are already
plagued with many serious problems: the strong dollar, declining
exports, increasing imports, the cost of the program, and so forth.
Now, while it is outside the jurisdiction of this committee, please
indulge me to mention that I have introduced legislation in the
Senate, S. 1418, designed to address the fundamental problems of
the tobacco program. And my bill will enable us to dispose of the
enormous inventory of tobacco in Government storage and make
sure that it does not build up again in the future. Tobacco growers
will benefit if manufacturers agree to buy the existing inventory
and split 50-50 with farmers any future no-net cost assessments. In
return, manufacturers will be able to buy tobacco in the future
under a more market oriented price support. It will also have input
in determining the marketing quotas. Now, I anticipate this legisla-
tion will be considered by the Senate in the near future, and I men-
tion it to underscore the fact that the Senate Agriculture Commit-
tee is trying to resolve the problems plaguing the tobacco farmers.
Now, back to the excise tax, which should be and I hope will be
sunsetted at the end of this month. This is a national problem in
scope. Those who depend on the tobacco industry for all or part of
their incomes live everywhere. For example, even though not a
stalk of tobacco is grown in Rhode Island, wholesaling and retailing
of tobacco products have always been a dynamic economic force in
the ocean State. One economic impact study found that 2 percent-
2 percent-of all private sector jobs, or the equivalent of 1 in every
50 jobs, of course, are generated directly or indirectly by tobacco,
and the wages of this employment exceeded $110 million a year. I
hope that this tax will not be regarded as a political football. I
know it won't. And I hope Congress will understand most of all
that keeping a commitment is a matter of honor and a matter of
fair play. I thank the chair, and I thank the members of the com-
mi tee.

Senator CHAFEE. Thank you, Senator.
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IThe prepared written statements of Senators Helms and East
follow:I

STATEMENT 01' SEI:NATOR JESE IH:IMS

Mr. chairmann . distinguishled meiviers of this subcommittee:
1 am grateful for you r cou rtesy in permitting me to appear to discuss the conmit-

ment. made by congress s in 1IS2, to "sunset" the cigarette tax increase it adopted
that vear.

'rhi sunset of this revenue measure is not merely a question of tax policy. Con-
gress has a commitment to honor-a commitment made in. 19-2 by the Senate,
agreed to by the House of Representatives, and signed into law by the President.

That commitment was sustained last year by the Senate Finance committee when
it rejected a proposal to extend the tax increase.

The distinguished ('hairman was among those in the Senate who, from my per-
spective, voted right on every one of those occasions, and I commend him for his
decision and thank hill for his support.

New. he has exercised his right to change his mind. I hope I may be able to make
a few points to persuade him to change his mind once more, and uphold the 19,2
collnlit nllnt made by Congress.

First of all, Mr. ('hairman. I would appeal to you on the basis of' the continuing
damage to the economy of' North Carolina, The tax has taken a toll in terms of
sales. jobs, and payrolls, A regressive excise tax, like this tax, raises the price dis-
proportionately for those in the lower income groups. The result: a drop in sales,
lower earnings for hundreds of' thousands of' farmers and others who make their
living in the production of' tobacco and tobacco products. It also results in lost jobs
and job opportunities.

Tobacco farmers are already plagued with many serious problems-the strong
dollar, declining exports, increasing imports, a costly program, etc.

While it is outside the jurisdiction of this Committee, let me add that I have intro-
duced legislation in the Senate-S. 1 11-designed to address the fundamental prob-
lems of' the tobacco program. My bill will enable us to dispose of the enormous in-
ventory of tobacco in government storage and make sure it does not build up again
in the future.

Tobacco growers will benefit if manufacturers agree to bu. the existing inventory,
and split 7-0 with farmers any future no-net-cost assessments. In return, manu-
facturers will be able to buy tobacco in the future under a more market-oriented
price support, They will also'have input in determining the marketing quotas.

I anticipate this legislation will be considered by the Senate in the near future,
and I mention it to underscore the fact that the Senate Agriculture Committee is
trying to resolve the problems plaguing the tobacco farmers.

Since the Federal cigarette tax was doubled in 1982, cigarette sales have de-
creased by more than 2 billion packs annually. With an average price-per pack
around a dollar, the loss approaches two billion dollars.

That jolt at the cash register has a whiplash-effect that is felt by farmers, work-
ers, manufacturers, distributors, and a host of other businesses and employees in
industries that depend on the production of tabacco and tobacco products.

This is a national problem in scope. Those who depend on the tobacco industry for
all or part of their incomes live everywhere. For example, even though not a stalk
of tobacco is grown in Rhode Island,' wholesaling and retailing of tobacco products
have always been a dynamic economic factor in the Ocean State. One economic
impact study found that two percent of all private sector jobs-or the equivalent of
one in every 50 jobs-are generated directly or indirectly by tobacco. and the wages
of this employment exceeded $110 million a year.

So, when economic distress occurs in tobacco, it is borne by many industries-
paper, chemicals and plastics, packaging and containers, farm equipment, fertilizer,
transportation, printing, publishing, advertising and media, and ultimately by the
consumer. And this is in every State.

The question arises: If the Senate reneges on the sunset provisions to which it
committed in 1982, Aill it really solve the problems which this distinguished Com-
mittee of the Senate is trying to solve-tax reform, and the Federal deficit?

Would breaking the sunset commitment contribute to tax reform? The answer is
no. Indeed, keeping the tax at 16 cents, instead of living up to the Senate's commit-
ment, goes against the principles of neutrality, fairness andgrowth.

Would it help reduce the Federal deficit? Not much, if any. The overwhelming
sentiment among the electorate is for reducing the Federal deficit by reducing Fed-
eral spending, not by raising taxes. The deficit is so huge and the tobacco tax is
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relatively small. It is clearly punitive to single out this product and its consumers to
bear a tax increase,

I hope the tax is not used in this way, And I hope Congress will understand that
keeping a commitment is a matter of honor and fair play.

Thank you very much.

STATEMENT OF SENATOR JOHN P. EAgr
Mr. EAST. Mr. Chairman, thank you for this opportunity to discuss the most im-

portant subject in North Carolina-tobacco. In 1982 we in Congress committed our-
selves to increase the cigarette excise tax from 8 cents to 16 cents per pack of 20
cigarettes. As part of this agreement, at the end of this month the excise tax is due
to revert back to the original level of 8 cents. There are several reasons why we
should honor this commitment and let the federal cigarette excise tax to revert back
to 8 cents.

Since the increase, consumers of tobacco products have born an inordinate share
of the taxes that are imposed at all levels of government. Smokers paid federal,
state, and local governments more than $9 billion in tax revenue last year. That
amount, levied on 28.5 billion cigarette packs, represented an increase of $1,5 billion
over the previous year and more than three times the amount our small, struggling
tobacco farmers made for their 1984 crop. Last year the federal excise tax alone
raised $4.7 billion.

This increased excise tax hurt most the people who are least able to pay. Recent-
ly, Professor V. Glenn Chappell released a study on the impact of tobacco taxes.
Professor Chappell is an old colleague of mine from the faculty of East Carolina
University, where I taught for 16 years. I think the proponents of this regressive tax
would find this study rather interesting. Let me add for the record a short quotation
from this study.

"While tobacco taxes may be attractive sources of additional revenues, their impo.
sition is not without some surprising and serious negative effects. In terms of eco-
nomic efficiency, tobacco taxes restrict output, raise prices, distort consumer deci-
sions, and reduces overall economic welfare. Furthermore, tobacco taxes are inequi-
table. They are inequitable both because they discriminate against consumers who
prefer the taxed tobacco products and because the tobacco products that are taxed
are those comprising a larger portion of poor and minority consumers' budgets."

So you see, Mr. Chairman, the temporary increase in the cigarette excise tax has
damaged not only the economy of North Carolina, but the economic welfare of 55
million Americans who choose to smoke, the nearly 700,000 families directly en-
gaged in producing tobacco, the 276,000 family farms that depend on tobacco for
their livelihoods, and the 50,000 workers who earn their living manufacturing tobac-
co.

It is imperative that on October 1, 1985 the federal cigarette excise tax should be
lowered, as scheduled, to 8 cents per pack. I urge this Subcommittee on Taxation
and Debt Management to honor this commitment.

Thank you.

Senator CHAFEE. In your statement, you noted several problems
with the tobacco industry: The strong dollar, declining exports,
costly programs, and you also include increasing imports. Is that a
problem for cigarettes?

Senator HELMS. You betcha. You betcha, Mr. Chairman. And we
are going to reverse that if, as and when, my bill is enacted into
law. Roughly 50 percent of every cigarette manufactured in this
country at this time consists of imported tobacco. And I won't go
into that in any great detail, but this has caused a lot of heartburn
in many areas including the people who are opposed to smoking be-
cause of the chemical residue on imported tobacco and that sort of
thing, but it is an enormous problem.

Senator CHAFEE. Where does it come from, Senator? What are
the principal nations?

Senator HELMS. Brazil is giving us a fit right now, and of course,
we have to have the Turkish tobacco for blending purposes and
that sort of thing.
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Senator CHAFEE. All right. Thank you. Senator Durenberger.
Senator DURENBERGER. Thank you, Mr. Chairman. Senator

Helms, let me ask you just one question. How would you respond to
the kind of testimony we are going to hear this morning that a
large national tax on tobacco is essential to decrease the consump-
tion of tobacco by the American public? I think that is the general
argument that will be made by a number of people.

Senator HELMS. Senator, I, of course, would not presume to sug-
gest how you would respond. You are an eloquent, articulate Sena-
tor, but is that the purpose of tax policy? I think that needs to be
discussed, and it is a regressive tax, whether you like smoking or
not-and a lot of people don't and a lot of people do-but it falls
hardest on the low-income people.

Senator DURENBERGER. Thank you.
Senator HELMS. Thank you very much. Now, I will go to my com-

mittee meeting.
Senator CHAFEE. Yes. Senator Helms, obviously the questions we

are going to be wrestling with here are statistics like those present-
ed by the Coalition on Smoking Or Health. In 1981, cigarette smok-
ing accounted for $13 billion-that is in 1 year-in medical care
costs and $25 billion in lost economic productivity. That is plus the
cost smokers impose on Medicare and Medicaid. These are the
types of questions we are going to be dealing with.

Senator HELMS. Undoubtedly. Mr. Chairman, I have never tried
to debate the smoking question. Some of these statistics are debata-
ble, but I don't have a computer to say they are right or wrong, but
I imagine that you may have--

Senator CHAFEE. We are going to have testimony from the tobac-
co growers associations and the tobacco industry.

Senator HELMS. That I understand.
Senator CHAFEE. Fine. Thank you very much for coming, Sena-

tor. I appreciate your being here.
Senator HELMS. Thank you, and I appreciate the opportunity.
Senator CHAFEE. Senator Ford, we are ready for your testimony

if you are prepared to go ahead.

STATEMENT OF HON. WENDELL H. FORD, U.S. SENATOR FROM
THE STATE OF KENTUCKY

Senator FORD. Mr. Chairman, I don't know if we are ready or
not, but we will proceed.

Senator CHAFEE. All right. We welcome you here and look for-
ward to your comments. Why don't you proceed?

Senator FORD. Fine, thank you very much, Mr. Chairman and
Senator Durenberger. In the interest of time, Mr. Chairman, I will
make a few brief remarks this morning, and I will submit my full
statement for the record.

Senator CHAFEE. Fine.
Senator FORD. I appreciate the opportunity to testify before the

Subcommittee on Taxation and Debt Management in opposition to
proposals to extend the current 16 cents excise tax on cigarettes.
Quite simply, the extension of this tax would mean the end of
many family farms in Kentucky, and I would like to underscore,
Mr. Chairman, the end of many family-farms in Kentucky. Ken-
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tucky is the largest producer of burley tobacco. Most of the 101,000
farms in the State are family operations which have been passed
down from generation to generation. It is not unusual to have a
single farm supporting more than one family. I have been asked
how much can such a small farming unit support its operations.
And the answer is simple: Tobacco. Kentucky is tobacco, and any
move to extend or increase the excise tax will have a substantial
negative impact on the economy of Kentucky. According to the
U.S. Department of Agriculture, since 1983 when the additional 8
cent tax was imposed, cigarette output fell 4 percent and has never
recovered. For every 1 percent of the market, there are roughly 288
million in retail sales. Therefore, this 4 percent drop caused a sig-
nificant total reduction in sales of over $1 billion annually. There
is a grave misconception about just what the effect of this drop in
sales means. It does not mean that cigarette manufacturers lost
money. Nothing could be further from the truth. The management
of these companies did what any management worth its salt would
do. It simply cut costs to maintain profit levels. And one way to
reduce costs is to buy more of the cheaper imported tobacco and
less Kentucky burley. In 1981 and 1982, the companies used 463
and 444 million pounds of domestic burley respectively. By 1983,
only 388 million pounds of domestic burley was used, almost a 17
percent drop. This trend could spell disaster with small tobacco
farmers who operate the 101,000 farm families in my home State.
Failing to allow the excise tax to sunset will only continue to force
the cigarette manufacturers to find ways of reducing their use of
domestic tobacco in order to maintain profits, which translates into
troubles for the Kentucky farmer and the State economy as a
whole. Every time we reduce tobacco production by 1 percent in my
State, 1,183 jobs are lost, or the total State product declines by
some $24 million. The 8 cent additional excise tax added in the
1982 Tax Act was to have been only a temporary revenue raising
measure, and with good reason. Not only is the cigarette excise tax
a highly regressive tax which conflicts with our very notion of a
fair and equal system of taxation, it actually has the unintended
effect of increasing imports. As the manufacturers lodk for a way
to reduce costs, they turn to cheaper tobacco produced overseas by
countries whose depressed standards of living support very cheap
labor. Tobacco is a highly labor intensive crop, and those areas of
the world where labor costs are very low can produce a less expen-
sive crop. It cannot compete with the quality, however, of our do-
mestic crop, but it sure can save the manufacturers money. And I
don't have to tell this committee what the effect of increasing im-
ports will have on our balance of trade. This is an inherently bad
tax. It is highly regressive and punitive at best. The health groups
will tell you that their goal is to produce a smoke-free society by
the year 2000. That may be a legitimate goal for a private interest
group, but it is not one that the U.S. Congress should be helping to
achieve through taxation. To extend the tax past the sunset date
would have a devastating effect on farmers in my State and would
fly in the face of responsible tax policy, and the work Congress, and
particularly this committee, is doing to achieve true tax reform. If
we are serious about providing tax relief to those income groups
and if we are sincere in our desire to design a tax system that falls
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evenly on all, then an extension of this tax is the wrong way to go.
As the chairman knows full well, there are several proposals for
earmarking any extension of the tax for specific purpose. I am op-
posed to any such earmarking. It is a bad precedent and an unfair
one. The health groups claim that cigarette smoking has cost the
taxpayers $3.8 billion through Medicare and Medicaid programs.
Now, Mr. Chairman, the total actual cost to the Federal Govern-
ment of the Medicaid and Medicare programs for fiscal year 1984
was approximately $83 billion. If tobacco users account for only
$3.8 billion of that, then clearly, Mr. Chairman, there must be a
group responsible for a much larger share of these costs. To limit
the review to only the $3.8 billion, allegedly associated with tobacco
users, points out the true purpose of such proposals. The purpose of
such a tax is quite simply to reduce cigarette consumption and, to
my knowledge, I am not aware of any other area where Congress
uses tax policy to force its citizens into a particular social behavior.
Mr. Chairman, the doubling of the cigarette excise tax was meant
as a temporary revenue raiser. Its effect on the small family farm-
ers in my State has been hard, but an end was always in sight. To
extend this tax now would force many of my constituents to-sell
the family farm, which has been their way of life for generations.
To extend or increase such a tax would be disastrous, coming at a
time when the tobacco farmer is being called on to accept changes
in tobacco programs and bear a larger portion of its cost. To ear-
mark such a tax would be punitive only and would miss by a wide
margin the stated goal of such action. As this committee continues
to debate tax reform and deficit reduction, I hope it will keep in
mind that the bottom line of any such action is that the Kentucky
burley farmer will suffer. And Mr. Chairman, I would like to
submit for the written record the testimony of the Honorable
Martha Lane Collins, Governor of the Commonwealth of Kentucky,
and Mr. Ed Sutton, president of Kentucky National Farmers Orga-
nization.

Senator CHAFEE. Yes, that will be included in the record.
Senator FORD. I thank the chairman, and we would be willing to

attempt to answer any questions he might want to ask.
Senator CHAFEE. Thank you, Senator, for that very interesting

testimony. The information on the average income of farmers and
farm .groups, and the effect of tobacco on their income, is important
for us to have as we examine this issue.

[The prepared written statements of Senator Ford, Governor Col-
lins, and Mr. Sutton follow:]

STATEMENT OF SENATOR WENDELL H. FORD

Mr. Chairman: I appreciate the opportunity to testify before the Subcommittee on
Taxation and Debt Management in opposition to proposals to extend the current 16
cents excise tax on cigarettes. Quite simply, an extension of this tax could mean the
end of many family farms in Kentucky.

Kentucky is the largest producer of burley tobacco. The average size farm in Ken-
tucky is 144 acres which is extremely small when compared to the national average
size farm of around 450 acres. Most of the 101,000 farms in the state are family op-
erations which has been passed down from generation to generation.

It is not unusual to have a single farm supporting more than one family. I have
been asked how can such small farming units support its operators, and the answer
is simple-tobacco. Tobacco is raised on only 2 percent of the land, but it brings in
over 1/3 of the total gross income on the farm. Tobacco is one of those unique com-
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modities that requires over 300 hours of labor per acre, most of which is hand labor.
Raising tobacco is a family endeavor that provides the bulk of the net income on the
farm, paying the bills. Tobacco is an economic mainstay that is working well, as evi-
denced by the fact Kentucky has the lowest delinquency rate with Farmers Home
Administration of any state.

It is tobacco that allows Kentucky farmers to operate on such a small scale, how-
ever; it is because of this crop that Kentucky farmers raise so many other crops.
Kentucky ranks surprisingly high in production of other commodities ranking in
the top 14 states nationally of such items as soybeans, corn and hogs. Take away the
income of tobacco and the agricultural diversity of Kentucky will be abolished.

Kentucky is tobacco and any move to extend, or increase, the doubling of the
excise tax will have a substantial negative impact on the economy of Kentucky, Ac-
cording to the U.S. Department of Agriculture, since 1983, when the additional 8
cent tax was imposed, cigarette output fell 4 percent, and has never recovered. For
every 1 percent of the market, there are roughly $288 million in retail sales. There.
fore, this 4 percent drop caused a total reduction in sales of over $1 billion annually.

There is a grave misconception about just what the effect of this drop in sales
means. It does not mean that cigarette manufacturers lost money. Nothing could be
farther from the truth. The management of these companies did what any manage-
ment worth its salt would do-it simply cut costs to maintain profit levels. And one
way to reduce costs is to buy more of the cheaper imported tobacco, and less Ken-
tucky burley.

In 1981 and 1982, before the imposition of the temporary 8 cent excise tax
squeezed operating costs of the cigarette manufacturers, the companies used 463
and 444 million pounds of domestic burley, respectively. By 1983, only 388 million
pounds of domestic burley was used, almost a 17 percent drop. This trend has
spelled disaster for the small tobacco farmers who operate the 101,000 family farms
in my State alone.

The tobacco farmer in Kentucky simply cannot make it under another year of
this tax; 72 percent of Kentucky's tobacco farmers depend on tobacco for at least 60
percent of their gross income, while 76 percent of Kentucky's tobacco farmers have
annual net farm income of less than $10,000, with 47 percent having total family
farm and off-farm income of less than $20,000. My constituents are very small,
family farmers, who are having a tough time making it as farmers. If it weren't for
their tobacco crops, they would have to find a new vocation. And that would not be
easy since 44 percent of all farmers in Kentucky have less than a high school educa-
tion.

Failing to allow the excise tax to sunset wilt only continue to force the cigarette
manufacturers to find ways of reducing their use of domestic tobacco in order to
maintain profits, which translates into trouble for the Kentucky farmer and the
state economy as a whole. Every time we reduce tobacco production by 1 percent in
my state, 1,183 jobs are lost, or the total State product declines by about $24 million.

The 8 cent additional excise tax, added in the 1982 Tax Act, was to have been
only a temporary revenue-raising measure, and with good reason, too. Not only is
the cigarette excise tax a highly regressive tax which conflicts with our yery notion
of a fair and equal system of taxation, it actually has the unintended effect of in-
creasing imports. As the manufacturers look for a way to reduce costs, they turn to
cheaper tobacco produced overseas by countries whose depressed standards of living
support very cheap labor. Tobacco is a highly labor-intensive crop, and those areas
of the world where labor costs are very low can produce a less expensive crop. It
cannot compete with the quality of our domestic crop, but it sure can save the man-
ufacturers money. And, I don't have to tell this Committee what the effect of in-
creasing imports will have on our balance of trade.

This is an inherently bad tax-it is highly regressive and punitive at best. Tobac-
co is a legal product; cigarettes are a legal product, and as long as they are, the
tobacco using American public should not be subjected to taxes designed to discour-
age their use of such a product. The health groups will tell you that their goal is to
produce a smoke-free society by the year 2,000. That may be a le timate goal for a
private interest group, but it is not one that the United States Congress should be
helping to achieve through taxation. Congress has an appropriate role to play in
providing the public with information on the health effects of smoking. I worked
with the health groups during the last Congress to produce a responsible cigarette
labeling bill, designed to educate tobacco users about the potential health effects of
such products. That was an appropriate form of action for the Congress to take.
However, using the tax system, particularly the highly regressive cigarette tax, to
further the social aims of a certain group, is neither responsible nor appropriate for
Congress.
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Congress recognized the regressive nature of this tax and the uneven burden it
placed on tobacco users and so provided for the September 30, 1985 sunset. The tax
burden from the cigarette excise tax is ten times greater on those with an annual
income below $10,000 than on those with income between $50,000 and $100,000. This
tax has a much greater impact on low and middle income taxpayers, the very same
taxpayers who are currently funding our federal deficit. Any move to aggravate
that burden should be seen for the punitive measure it is.

To extend the tax past the sunset date would have a devastating effect on farmers
in my state and would fly in the face of responsible tax policy, and the work Con-
gress, and particularly this Committee, is doing to achieve true tax reform. At a
time when Congress is looking to simplify the Tax Code and reduce the tax burden
on lower and middle income taxpayers, continuing the cigarette excise tax at 16
cents would do the exact opposite. If we are serious about providing tax relief to
these income groups, and if wL are sincere in our desire to design a tax system that
falls evenly on all, then an extension of this tax is the wrong way to go.

The tobacco farmer is being hit from all sides. Congress demanded that the Tobac-
co Price Support Program be operated at no cost to the taxpayers. Yet, we provided
no flexibility in the operations of the program to account for a sudden drop in use.
The provision of the no net cost program, you may remember, was to require farm-
ers to pay into a fund to provide for any potential losses to the government that
might occur. The result is an increase cost to the farmer of 30 cents per pound, up
from one cent per pound in 1982. Congress is now debating significant changes in
this program which will require further sacrifices from farmers in order to ensure
the long-term stability of the program. Extending this tax will be the straw that
breaks the camel's back and may very well unravel the tenuous agreements reached
regarding the tobacco program.

As the Chairman knows, there are several proposals for earmarking any exten-
sion of the tax for specific purposes. I am opposed to any such earmarking. If today
we earmark these funds for the tobacco program, or certain health programs, to-
morrow we may decide to earmark them for studying the activities of the snail
darter. It is a bad precedent and an unfair one.

The health groups claim that cigarette smoking has cost the taxpayers $3.8 billion
through the Medicare and Medicaid programs. Because of this, they suggest we tax
tobacco users and earmark a portion of those funds to finance these federal pro-
grams. Following that logic, perhaps we should pass a soft drink excise tax to pay
for the health costs associated with sugar imbalances, or perhaps an automobile
excise tax to pay for the cost of automobile accidents, or perhaps a food manufactur-
ers tax for the health cost of salt in the diet. The unreasonableness of such a policy
is obvious, and Congress has never seriously considered allocating health costs to
specific industries.

The total actual cost to the federal government of the Medicaid and Medicare pro-
grams in FY 84 was approximately $82.8 billion. If tobacco users account for only
$3.8 billion of that, then clearly there must be a group responsible for a much larger
share of these costs. To burden low and middle income tobacco users with a highly-
regressive tax on a product they legally enjoy, under the guise of reducing the feder-
al health care costs on other Americans is pure hype. If we really want to allocate
federal health care costs to those who receive the services, then let's address the
source of the remaining $79 billion in costs under the Medicaid and Medicare pro-
grams. To limit the review to only the $3.8 billion allegedly associated with tobacco
users points out the true purpose of such proposals-to punish those who won't
accept the warnings of the health groups and wish, instead, to continue using a
legal product. Well, I can't say I blame the health groups for trying; prohibition
didn't work either-perhaps they think burdensome taxation will. The purpose of
such a tax is quite simply to reduce cigarette consumption and, to my knowledge, I
am not aware of any other area where Congress uses tax policy to force its citizens
into a particular social behavior. It appears that some would have "Big Brother"
alive and well in 1985.

Mr. Chairman, the doubling of the cigarette excise tax was meant as a temporary
revenue raiser. Its effect on the small, family farmers in my state has been hard,
but an end was always in sight. To extend this tax would force many of my constitu-
ents to sell the family farm which has been their way of life for generations. To
extend and increase such a tax would be disasterous, coming at a time when the
tobacco farmer is being called on to accept changes in the Tobacco Program and
bear a larger portion of its costs. To further earmark such a tax would be punitive
only, and would miss by a wide mark the stated goals of such action. As this Com-
mittee continues to debate tax reform and deficit reduction, I hope it will keep in
mind that the bottom line of any such action is that the Kentucky burley farmer
will suffer.
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KENTUCKY GOVERNOR MARTHA LAYNE COLLINS
Taxation and Debt Subcommittee of the

Senate Finance Committee
September 10, 19e5

Thank you for this opportunity to testify on the cigarette

excise tax.

it allows me to relate the ways that extending the 8 cent tax
would work a hardship on Kentucky farmers and unfairly limit state

governments everywhere as they are compelled by Washington to

assume more responsibilities. To extend the tax would also encourage

the importing of more foreign tobacco and hence the accumulating of
more domestic surpluses.

I must say it would also break faith with the American people.
When government sells a tax as a temporary measure, the tax should

be temporary. Continuing to impose It on the population after It was

supposed to end merely feeds and reinforces any tendency on the part
of our citizens to be skeptical about taxes and government.

I have a particular interest in this tax because of the tens of
thousands of people in my state who depend on burley tobacco for a
substantial part of their income.
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In Kentucky we have 101,000 farms, and nearly 80,000 of
them produce burley tobacco. Most of these tobacco farmers -- some
72 percent -- count on tobacco for at least 50 percent of their gross

sales.

These are not the wealthy farmers conjured up in some

analyses and commentaries, Three-fourths of our tobacco farmers

have a net annual farm income of less than $10,000; and 47 percent
have a total annual family income of less than $20,000.

Tobacco accounts for more than one-half of the total value of
all Kentucky crops. So you can see that anything that affects tobacco,
affects most of our farmers.

Like farmers elsewhere, Kentucky's farmers are encountering

some of the most difficult times since the Great Depression. Even at
that, they are carrying their own weight in paying for their federal
program in a way other farmers are not asked to do.

This year Kentucky burley farmers are expected to pay 25

cents a pound into the No.Net Cost program.

If the excise tax is not extended, University of Kentucky

economists estimate that they can sell an additional 10 to 16 million
more pounds of burley. That translates into important income for our

farmers during this time when agriculture is undergoing tremendous
adjustments In land values, in markets and perhaps in government

programs.
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When our burley farmers are paying for most of their

program, it is unfair to impose the additional burden the excise tax
works on them.

What has happened under the tax is that in order to keep

profits up, tobacco companies have imported more tobacco. Every

pound of this tobacco means one more pound of domestic tobacco in
storage.

The loss of income from that one pound affects not only the

Individual farmers in my state, but also businesses and communities.

Tobacco farmers and farm workers earned some $453.7

million directly from tobacco in 1984. Indirectly, burley generated

S1.94 billion in personal income. Every drop of one-percent in the

production of burley means a loss of 545 jobs, and a $19.4 million drop

in lost income. .

Tobacco farmers in every state have cooperated to find a

solution to the problem of surpluses. Ending the tax on schedule will
enable them to further their efforts more effectively.

It will also give state governments more flexibility in dealing

with their own pressing needs. Increasingly, we see Washington

placing more responsibilities on the states without the money to fulfill

them. This problem is aggravated when Washington eliminates option

after option for raising revenue at the state level.

Maintaining the additional 8 cent federal excise tax sharply

limits the states' ability to raise more money in this fashion. I do not



19

look with favor on this tax, but do favor allowing individual states the
opportunity to make-the choice if they feel it is necessary. If they are to

have that choice, this tax must not be extended.

In conclusion, let me say that in Kentucky when we're talking
about farms, we're talking about hundreds of communities where the

vitality of the schools, banks, businesses, churches -- all depend on
farm income. These communities are experiencing difficult times. To
extend this tax, will make them even more difficult.

Thank you.
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STATEMENT OF EI)WIN SUTTON

Presented to
Cor i itte( on FiranceWashington, D.C.

September 10, 1985

Mr. Chairman, Members of the Finance Committee:

My name is Edwin Sutton, president of the Kentucky National Farmers Organ-

ization. My two sons and I own and operate a 700 acre tobacco/livestock farn

in Garrard County, Kentucky.

We are all aware of Lhe problems facing agriculture today, all of which

have been brought about by low farm prices, high costs of production that leads

to deterioration of farm assets and farm foreclosures. We are in the worst

economic crisis since the depression of the early thirties. Publication of

the parity ratio index recently by the U. S. Department of Agriculture esta-

blished an all time low. The parity ratio reached 52 in May of this year, and

this was the lowest ever. It only dropped to 53 in June of 193?.

Since I am a tobacco producer and our main cash crop in Kentucky is

burley tobacco, we are here to discuss the possibility of r oving some of

the excise tax on tobacco products.

In 1982, Congress added an additional tax of 8 cent$ per pack on cigar-

ettes with the provision that it would expire on October 1, 1985. Following

the imposition of this tax, cigarette consumption dropped 7.. While other

factors contributed to the decline in cigarette consumption, I am convinced

that the additional excise tax was tne major factor causing the decline in

cigarette consumption.

I believe.this is an unfair tax, because when the tax was increased in

1982, the 55 million people who choose to smoke were singled out and a

tax imposed on them. I think this is unequal taxation.
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The larg( decline in cigarette consumption impacts directly on income

from tobacco. It is estimated that the value of the tobacco crop declined

by I billion dollars in 1983. Part of this decline was due to adverse weather,

but a large part of the decline in farm income can be attributed to lower

consumption of tobacco products caused by increased excise taxes.

In 1983, the 97th Congress indicated to the American people that the

cigarette tax would be a temporary measure. In addition, a major theme of

the 1984 presidential and congressional campaigns was in opposition to a

tax increase of any kind. One thing is clear--refusal to allow the cigarette

tax to expire on October 1 is scheduled as a tax increase and the increase

of this tax will have a direct impact on the producer of tobacco.

During the past several months, all segments nf the tobacco industry

have been working together to develope a program to cope with declining

demand for tobacco products, excess supplies of tobacco in storage, and a

declining share of the world market for tobacco. If this tax is allowed

to expire I believe the demand for our tobacco products will increase.

In my opinion, people will continue to use tobacco iYi i me form. Tax-

ation will increase cost and companies will look elsewhere for cheaper

tobacco to cheapen the cigarette. Our market will further decline and

more farmers will have to leave the farm.

In conclusion, I thin0 it has become a sad time in the history of agri-

culture that due to low farm prices, high cost of production, and high tax-

ation that we cannot pass our land on to our children because they cannot

profit enough from the production off the land to nreet expenses, have a com-

fortable living and educate their children as we have known and enjoyed in

the past. Your committee probably cannot do anything about low prices or

high production costs, but you can do something about high taxation. I there-

fore strongly recommend that the 8C excise tax on a pack of cigarettes be

allowed to expire on October 1, 1985.

Thank you very much for the opportunity to appear before this Committee.
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Senator CHAFEE. Let me just ask you one question. I don't under-
stand the relationship between the imported tobacco that you men-
tioned on page 4 and this tax. It seems to me that, if the imported
tobacco is cheaper, as you mentioned, then regardless of this tax I
would think your cigarette manufacturers wouldd be turning to it-
as the cheaper source.

Senator FORD. They are turning to the imports, and they are not
buying domestic. So, it is exactly what we have been talking about
and what is before the Congress today-imports. We are transfer-
ring 3,500 jobs per day to foreign countries, and so, every time you
put the tax on a domestic product, you are forcing our manufactur-
ers to go overseas where the quality of life is much lower and the
cost per day for labor is much lower, but the quality is much less.
Mr. Chairman, you are doing another thing as you transfer jobs
overseas and you eliminate our small farmers in Kentucky. You
are creating a position where the farmers will vote this program
out. When you vote this tobacco program out, you lose the quotas.
Then every farmer can grow all the tobacco he wants to, sell it for
any price he can get for it. Then the price of cigarettes will come
down. And if the health groups think they have problems today,
wait until cigarettes get cheaper, and then they will really have a
problem. They are opposed to imports-the health groups are-be-
cause we have pesticides and chemicals on the tobacco coming into
this country that we do not allow our American farmers to use. So,
this tax, Mr. Chairman, even though it may seem small, is having
a devastating effect both on domestic production and the import of
tobacco and the health issue of this country.

Senator CHAFEE. I see Senator Warner has arrived. Senator,
won't you come right up to the table?

Senator WARNER. Yes. I want to follow on with that answer. My
distinguished colleague mentioned quality, but the inferior tobacco
that is imported into this country, with the pesticides and chemi-
cals on it and so forth, is just going to be detrimental to the health
of the people of the United States.

Senator FORD. It surely is.
Senator CHAFEE. I don't want to belabor this, but the tax applies

to all cigarettes that are sold. So, regardless of whether it is an
import or it is a domestic, the same tax applies.

Senator FORD. But, Mr. Chairman, you are missing the point. If
you reduce the consumption, which you have already done by 4
points, which is $1 billion in retail sales annually, the manufactur-
ers then-when they have that reduction in retail sales-will main-
tain their profit. As they should, as I said earlier, any CEO worth
his salt is going to try to maintain that profit. So, when he loses in
retail sales, the manufacturer reduces the expense of the company
by purchasing imports. So, from the date you put the tax on until
today, you have lost $1 billion in annual retail sales or 4 percent.
Now, that 4 percent is being made up by imports.

Senator CHAFEE, Wouldn't the manufacturer, regardless of
whether he is selling a lot of cigarettes or a few cigarettes, go for
the cheapest source of supply?

Senator FORD. Sure, and that is imports.
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Senator CHAFEE. So, it seems to me that whether he is selling a
lot of cigarettes, as perhaps was the situation before the tax, or not
a lot of cigarettes, the 4 percent reduction--

Senator FORD. But if the price is the same, then they will go for
quality. And that is what we have: quality. So, now we are sacrific-
ing the domestic farmer. We are sacrificing quality. We are bring-
ing in imports that have pesticides on it that this country will not
allow our farmers to use. And so, the 8 cent tax, as I said, was
small in comparison with the overall picture, but it is devastating
to an industry.

Senator CHAKEE. I see. Let's do this. If you can stay a minute,
Senator Ford, why don't we take Senator Warner's statement now?
Can you stay?

Senator FORD. Yes. I will be glad to stay, Mr. Chairman. Let me
just make one other point. The 8 cents has created additional prob-
lems. Even the health groups agree to limit imports. Now, if we
continue with the taxation of this product and the farmers decide
that they can't continue and they vote the program out, then the
very item the health groups want to keep is the quota system
which limits the production. Now, if that quota system goes out,
and the farmers will have an opportunity to do that in February of
next year, then the farmers in this country will grow all the tobac-
co from fencerow to fencerow, as much as they want, take any
price they can get for it, and then the cost of cigarettes is bound to
come down. Health groups understand this, and I think they are in
a dilemma. They want to use the tax to reduce the consumption,
but they didn't foresee the role imported of tobacco in this debate.
So, if we are not very careful, you are going to be swimming up-
stream, so to speak, against the very concerns of the health groups.
That is fine, but it is devastating to the farmer. So, the health
groups have to look at this one real hard before they make a deci-
sion to support the increased taxation.

Senator CHAFEE. Senator Warner, do you have a statement you
would like to make now?

Senator WARNER. Mr. Chairman, 1 do.
Senator CHAFEE. First, let me welcome you here.

STATEMENT OF HON. JOHN W. WARNER, U.S. SENATOR FROM
THE STATE OF VIRGINIA

Senator WARNER. Thank you, Mr. Chairman. It is basically a pre-
pared statement. Much of the testimony has been covered by Sena-
tors Helms and Ford because we work on this problem together,
and I would be happy to submit it for the record and thereby
enable the members of the distinguished committee to propound
questions. I think'that might be helpful. I would want to make one
observation, Mr. Chairman. I did a little research about your views
before the House Ways and means Committee in which you advo-
cate abrogating the agreement and doubling the tax to 32 cents a
pack, earmarking the 16-cent increase to the Social Security Hospi-
tal Insurance Trust Fund. With all due respect, I urge the commit-
tee to act with extreme caution in this area, and I think the funda-
mental thing here is a sort of a pledge that the Congress made to
the people of the United States and the industry that this thing



24

would be sunsetted. And now, it concerns me greatly that the Con-
gress' credibility is going to suffer.

Senator CHAFEE. Do we have your statement? I don't see it here.
Senator WARNER. It will be produced momentarily.
Senator CHAFEE. That's fine.
[The prepared written statement of Senator Warner follows:]

STATEMENT OF SENATOR JOHN WARNER

Mr. Chairman, I appreciate this opportunity to appear before you and the subcom-
mittee on behalf of my constituents who rely so hea',ily on the tobacco industry for
their livelihood.

In 1982, when Congress doubled the tax on cigarettes, Congress also agreed that
this tax increase would be short-lived- that the eight cent increase would be al-
lowed to sunset on October 1, 1,085.

October 1, 1985 has been lung awaited by the tobacco industry and by several
state governments as well.

Fifteen state legislatures have passed laws increasing the state tax by eight cents
a pack contingent on the scheduled sunset.

However, now that the date is at hand, some members of Congress are calling for
an abrogation of that agreement.

Indeed, I have read your statement, Mr. Chairman, before the House Ways and
Means Committee in which you advocate abrogating the agreement and doubling
the tax to 32 cents a pack, earmarking the 16 cent increase to the Social Security
Hospital Insurance Trust Fund.

With all due respect, I urge the Committee to act with extreme caution in this
area.

Indeed, if Congress repudiates its previous agreement and disallows the sunset, a
serious mistake will have been committed.

My distinguished colleague from North Carolina has just outlined the harmful ef-
fects this tax has had on the beleaguered tobacco industry nationwide.

Therefore, I will limit my remarks to the industry in Virginia.
Tobacco has great economic importance in my state.
Virginia is second only to North Carolina in value of manufactured tobacco prod-

ucts.
Tobacco is grown in about half of Virginia's 95 counties and 24 independent cities.
It is sold at auction warehouses in ten cities.
A study by the Wharton Applied Research Center of the University of Pennsylva-

nia determined that one out of eighteen jobs in Virginia is generated and supported
by tobacco.

This study placed the total number of tobacco related jobs in Virginia at 90,740,
paying wages of $1 billion, 193 million, 237 thousand dollars.

In 1983, when the eight cent increase went into effect, the tobacco growers lost
one-third of the cash value of their crops.

This is a burden that the tobacco region economy cannot continue absorbing.
Other major employers in the Commonwealth--the textile and footwear indus-

tries-are suffering similar declines, reducing employment opportunites for the
people of southside Virginia.

Admittedly, there are numerous factors contributing to the economic problems of
southern Virginia, but to place additional tax burdens on the most heavily taxed
industry in our nation-an industry on which these people must rely for their liveli-
hoods-seems a cruel and harsh measure.

I hope this committee will abide by the agreement- Congress made three years ago
and allow this tax to sunset as scheduled.

Thank you, Mr. Chairman.

Senator CHAFEE. I have no further questions on this subject. Sen-
ator Durenberger, do you have any questions?

Senator DURENBERGER. No, Mr. Chairman.
Senator CHAFEE. Gentlemen, you are eloquent proponents for

your constituents. Senator Bradley, do you have any questions of
these gentlemen?

Senator BRADLEY. No, Mr. Chairman. I don't have any questions.
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Senator CHAFEE. All right. Thank you very much for appearing,
and we will certainly bear your views in mind. We are grateful for
your taking the time to be with us.

Senator WARNER. Thank you, Mr. Chairman, for the opportunity
to testify.

Senator FORD. Thank you, Mr. Chairman and members of the
committee.

Senator CHAFEE. Now, we have a panel consisting of Mr. Neu-
meyer, Mr. Maxwell, Dr. Schwarz, and Mr. Knott.

Senator DURENBERGER. Mr. Chairman, while they are coming up,
could I possibly make a brief statement?

Senator CHAFEE. Yes. Why don't we all give our statements while
these gentlemen are coming up. First of all, let me just say that
the medical evidence of the incidence of tobacco-related diseases
among users of cigarettes demonstrates the correlation between
smoking and increased health care costs. An increased Federal
excise tax on cigarettes is a tax imposed on tobacco users for the
resulting health care costs they impose on our health care system.

The current excise tax of 16 cents will fall to 8 cents per pack as
of October 1 unless Congress does something. I believe it would be
a mistake to let the tax fall. In fact, I have introduced legislation
which would double the tax to 32 cents a pack. This would continue
the tax at 16 cents until January and then increase it to 32 cents,
with the extra 16 cents earmarked for the hospital insurance trust
fund, Part A of the Medicare Program.

According to the Coalition on Smoking and Health, in 1981, as I
mentioned earlier, cigarette smoking accounted for $13 billion in
medical care costs and $25 billion in lost economic opportunity.
Cigarette smoking costs taxpayers $3.8 billion through Medicare
and Medicaid Programs. So, clearly siokin-g imposes a burden on
society. The health care costs of smokers are subsidized by those
who don't smoke. It is reasonable, therefore, to ask smokers to con-
tribute additional funds toward the health care programs that are
of assistance to them.

The recognition of the health care demands smokers make on
health care programs is especially important when we look at the
Medicare Program. The hospital insurance trust fund is still in
trouble. Although the actuaries disagree as to the exact projected
date of the bankruptcy of the program, few will disagree with the
proposition that measures must be taken to ensure its long-term vi-
ability. By the year 2000, only 15 years away, the number of people
over age 65 in the United States will increase by 18 percent. Those
over 85 will double. These figures are nothing compared to what
will happen in the next century. In fact, the figures we were using,
I believe, are conservative.

These statistics leave us with the clear and unequivocal evidence
of the need for prompt, effective, and above all careful action. We
know what dragging our feet now will mean for the future of the
health care system for the elderly. It will be bankrupt. While an
increased tax on tobacco earmarked for the-trust fund may not
ensure the trust fund will remain solvent, it certainly will help.

Now, yesterday I- received a copy of a report released by Harvard
University's institute for the study of smoking behavior and policy,
which contains the proceedings of a conference on cigarette excise
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induce hundreds of thousands of today's teenagers to take up smok-
ing in the coming years. And I recommend this report to all of
those interested in the issue of the excise tax.

So, I will submit the balance of my statement for the record. And
I am delighted that we have this list of witnesses before us. Sena-
tor Durenberger, if you have a statement, now would be a good
time to give it.

Senator DURENBERGER. Mr. Chairman, I thank you for the oppor-
tunit'. Most of us were here for the discussion on the debt ceiling,
and I know it isn't popular to suggest that anybody here ought to
swim up against a 2 trillion tide, but I would like to start by re-
stating my position in the past on Federal excise taxes on tobacco,
alcohol, et cetera. I suspect I am one of the only nontobacco,
nonrye, nonbarlev, or nonalcohol-producing State Senators who has
consistently voted against Federal excise taxes for tobacco and alco-
hol. I know you are going to hear today from a lot of witnesses who
quote all of the public opinion polls that up to 79 percent of the
people in the country say: Tax tobacco. Tax tobacco. So, it is going
to be very hard for this committee to resist the notion that we can
solve the deficit problem simply by passing a tobacco tax. In reality
that isn't going to do it. It's $1.7 billion drips into a $2 trillion
bucket, and that isn't going to make any difference.

I credit you, Mr. Chairman, with raising the issue with your bill,
and lots of other people have done it also. I think we ought to pay
a little more attention to how we use tax policy in this country to
achieve certain ends. I feel strongly that excise taxes ought to be
left to the State. Now, that doesn t mean T wouldn't support a na-
tional consumption tax, a broad-based consumption tax, that is.

In my interest in the intergovernmental system, and Senator
Symms spoke to it earlier in terms of education, I feel very strong-
l that the 50 States need some access to some source of taxation
that is relatively flexible and does deal with consumption. History
indicates that the excise tax is it. History has also indicated to us
that Federal policy has been to get out of the excise tax business,
not to go into it. It seems to me we are going into it today largely
because of the deficit.

Certainly, that was the tougher reason for going into it. Now, we
have before us a panel that will suggest to us that there are other
reasons, and I think we need to pay attention to these reasons as
we deal with the appropriate role for a national tax policy. If we
want to take over another base of taxation from the States, we
need to remember that Federal aid from Federal revenues as a per-
centage of State and local spending has declined over the last 6
years from 31.7 percent in 1980 to 21.8 percent in 1986. So, we at
east need to get over that cliff. We are making a commitment to

continue to reduce not only Federal aid to State and local govern-
ments, but to deprive State and local governments of access to cer-
tain forms of taxation such as the excise tax. So, keep that in mind
first.

And second, keep in mind the potential progressivity, regressivity
of this kind tax. That is an area that leaves me a little bit
uncomfortable. I have seen studies that say 21 percent of teenagers
either quit smoking when a 16-cent tax is imposed, or they don't
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start. Eight percent of adults react the same to the tax. I have seen
that. I believe it. But let me tell you, I don't think that is equitably
distributed across income categories in this country, and I think we
need to be sensitive to that fact. I don't know who will prove it, but
maybe some of our panelists can discuss that. Blue collar women in
particular seem to be smoking a lot more in comparison to others.

I see the white collar figures going down and the blue collar fig-
ures averaging, but maybe somebody here today can help us with
that one. Regarding health effects, I have no doubt about the
health effects of smoking. None of our senatorial witnesses here on
behalf of the tobacco industry would take on that issue. I don't
think anybody denies it. The figures are all very clear. Yesterday,
we had a subcommittee hearing on the 335,000 Americans who are
dying of asbestos-related problems, and that is related to smoking
also. The question gets to be how are we going to take on that prob-
lem.

The deficit has given a lot of people the opportunity to say that
we should raise the cigarette tax because cigarette smoking causes
$40 billion a year worth of health-related problems. I have said this
many times before as a semiexpert on Medicare. You are going not
to solve the health-related problems from smoking just by lumping
another $1.7 billion into a Medicare trust fund. That is not going to
solve the problem of tobacco-related illnesses, however. So, recog-
nizing the inevitability, that 79 percent of the people of this coun-
try are going to persuade you, Mr. Chairman, that we have to
maintain that 16 cents, I am trying to deal with how we could
spend that money so that it had some impact on the adverse health
consequences of tobacco consumption.

I have proposed several bills, including one today, Mr. Chairman,
suggesting that we target 8 of those 16 cents to health promotion
and disease prevention. I have to say that I fairly strongly oppose
your position and that of AARP that we should put it into the

edicare trust fund. We, with the help of many others, have taken
a lot of action in the last few years that has saved the Medicare
trust fund. But it seems to me that putting cigarette taxes in the
Medicare trust fund is going at it the wrong way. That is sort of
dumping the money in a bottomless, non-means-tested pit that isn't
going to necessarily produce any less smoking on behalf of the el-
derly. However, if we committed those resources, particularly if we
let State legislatures commit those resources to their specific needs
for health promotion and disease prevention, I think we would get
something for that the money that is going to hurt these tobacco
farmers in Kentucky, North and South Carolinas, Virginia, and
other places.

And I just don't think there is any point in putting 1,000 tobacco
farmers out of business unless we are also going to get some posi-
tive feedback. Our current expenditures are $110 billion a year for
the after-effects of smoking and accidents and diseases, and only $1
billion goes into health promotion. I would like to hear what some
of these witnesses have to say, because I think it is really impor-
tant that we try to figure out a way that, if we are going to do this
tax-which I still think ought to be left to the States. I really think
we ought to make sure that the money goes toward some health
promotion, wellness, and disease prevention. If we fear that this
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means that we are going to build up a large national tax that we
can never undo, I would just say we can always work State buy
outs on that kind of tax. Once we have solved the so-called deficit
problem and once people are used to using a cigarette tax for
health promotion and disease prevention, then we can have the
States buy us out.

If we have a 16-cent Federal tax, we can have a provision where
the States buy us out by enacting their own taxes, which would go
into health promotion, wellness, and disease prevention.

Mr. Chairman, I appreciate your letting me take this much time
to explain it. Having looked over the various statements before us,
I can see you will have to be a Solomon to figure out exactly how
to do this tax. I thought I would just add another dimension to the
subcommittee's discussion of a very important issue.

Senator CHAFEE. Thank you for a very interesting observation. If
you turn over 8 cents to the States for promotion-for wellness pro-
motion, would it include more tangible services than simply educa-
tion?

Senator DURENBERGER. I am talking about the kinds of programs
that are currently in the maternal and child health block grant,
for example, and the kinds of programs that are funded by the al-
cohol-chemical dependency kinds of programs. I am not talking
about just education although that is important, particularly for
teenagers, but there are these other programs that relate to preg-
nancies and the young in general.

Senator CHAFEE. Thank you. Senator Bradley.
Senator BRADLEY. Thank you very much, Mr. Chairman. I will

try to make this brief because I know we do want to hear from the
witnesses. If you will recall, a couple of months ago when we con-
sidered the budget, I offered an amendment that would have pre-
vented a major increase in out-of-pocket costs to senior citizens
under Medicare, and would have kept the cigarette tax at 16 cents
instead of having it drop back to 8 cents. I did this because I felt it
was just incredible that, at the same time we would be reducing
taxes on tobacco, we would be demanding that senior citizens pay
considerably higher premiums for their health care. That amend-
ment failed by two votes on the Senate floor. The budget resolution
that we are now having a hearing on does not assume a major in-
crease in the part B provision. It is not contemplated under the
final budget resolution. We have achieved half of what the amend-
ment set out to do. The second half was to keep the cigarette tax at
16 cents, and that is what I hope we will be able to do in the course
of these hearings and our markup, for all of the reasons that both
Senator Chafee and Senator Durenberger have enumerated.
Whether the money is earmarked to the Medicare Trust Fund or
whether it is spent on health promotion is the second half of the
question. Let's at least keep the cigarette tax at 16 cents.

I also, speaking personally, will want to ask the witnesses wheth-
er we shouldn't consider a tax on smokeless tobacco. Now, I admit I
didn't play baseball and didn't spit that tobacco out as I would
from the batter's box, but it seems to me that there is a correlation
between use of smokeless tobacco and a variety of diseases; and I
will want to explore that with members of the medical community
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to see if indeed we shouldn't expand the tax to cover smokeless to-
bacco as well.

Senator CHAFEE. Thank you very much. As regarding the smoke-
less tobacco, Mr. Michael Kerrigan, who is to be on the panel after
this, from the Smokeless Tobacco Council, is appearing with former
President Carter at a seminar of some type they are conducting in
Georgia. President Carter called me yesterday and asked me if I
could arrange for Mr. Kerrigan to come at a subsequent time. I
readily agreed, and so Mr. Kerrigan from the Smokeless Tobacco
Council will be back here at another time. The questions for the
health people will be fine Senator Bradley, but I just wanted to
point out that the Smokeless Tobacco Council will be represented
at a subsequent hearing that we will arrange at a mutually con-
venient time.

I would also like to make just one other point, in connection with
the excise tax, when Congress doubled the tax on cigarettes from 8
cents to 16 cents, it was pointed out in a book by Kenneth Warner
called "Cigarette Taxation, Doing Good by Doing Well," that the
doubling of the excise tax caused one and a quarter million adult
Americans to stop smoking, and one-half million teenagers to stop
or not start smoking because they are price-responsive young
people. In other words, when something costs more, they don't do
it. Teenage smoking decreased by 14 percent, and adult smoking
decreased by 4 percent. There are other ramifications to this be-
sides what you do with the money you get. There is also the side of
it that when you increase the tax, you have fewer smokers.

Senator BRADLEY. Mr. Chairman, if you look at what that tax
represents as a percent of the price of the pack of cigarettes, it
might not be high enough. In 1919, the cigarette tax was 6 cents. In
1951, it was 8 cents. And in 1951, that 8 cents represented 37 per-
cent of the price of a pack of cigarettes. Now, it is 16 cents and it is
only 20 percent of the price of a pack of cigarettes. So, I think we
also ought to look at whether it is high enough to achieve the ob-
jective of reducing smoking.

Senator CHAFEE. All right. Let's begin with the first panel. Now,
gentlemen, we have odd rules in the Senate. Senators can talk in-
definitely, and witnesses are limited. [Laughter.]

And that seems unfair, but since we set the rules, that is the way
we have done it. Now, we have 3 witnesses on this panel, 4 on the
next, and a total of 11 witnesses, and we are going to be out of here
in the next couple of hours. So, please keep your remarks to 5 min-
utes, and we will help you keep them to that. Mr. Neumeyer, we
are glad you are here. Why don't you go ahead?

STATEMENT OF DAVID B. NEUMEYER, ASSOCIATE DIRECTOR,
COALITION ON SMOKING OR HEALTH, WASHINGTON, DC

Mr. NEUMEYER. Thank you, Mr. Chairman. My name is David
Neumeyer. I am the associate director- of the Coalition on Smoking
OR Health, which was formed in 1982 by the American Cancer So-
ciety the American Lung Association, and the American Heart As.
sociation to better educate Members of Congress and Federal ad-
ministrators on the hazards of cigarette smoking.

54-378 0 - 86 - 2
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I am testifying today on behalf of the coalition and a number of
national organizations who are working with us to raise the ciga-
rette tax this year, including all the witnesses at this table, and in
addition, other groups such as the children's defense fund, the Na-
tional Board of the YWCA, and the National Association of Ele-
mentary School Principals. There is a long list in the beginning of
my testimony, and we total 43 national organizations, with a mem-
bership of 30 million volunteers and members. The reason that we
are working this year to prevent the tax from falling and to raise
the tax to 32 cents, which is the level that it would be had it been
adjusted for inflation since 1951, is that taxes help raise prices, and
prices deter people, especially kids, from taking up smoking.

Before I go any further, Senator, I would like to thank you for
your interest and leadership in this issue. Last year in the Deficit
Reduction Act of 1984, the tobacco industry was successful in beat-
ing back an attempt by the House to even impose a moderate tax
from 1985 to 1988 of 12 cents. The Washington Post commented in
an editorial: "The tobacco lobby walked off with the prize for the
biggest and most undeserved tax break of the year." T is year that
has changed. We have six bills in Congress to raise the tax to 32
cents, a variety of bills to set it at other levels and to make positive
use of the funds, and your bill, S. 874, is one of those 32 cent bills.

We need to thank you for your leadership on that, and also cer-
tainly thank Senator Bradley for his work on the budget amend-
ment. As he knows, it was a close vote. I think he had a majority
at one point before the names were written down. We also thank
Senator Durenberger for his interest in making use of the 16-cent
level, which was a hard decision for him to swallow, considering
Minnesota's interest in the funding for a progressive use of the
funds for health education. Because of leadership of members like
you, the tobacco industry is now fighting an uphill battle in trying
to preserve the tax break it thought it had won last year. The
House Ways and committee voted in July to extend the 16 cent
level, and the Finance Committee will vote on the issue next week.

My written testimony today has five themes which I will just
touch on briefly right now. There is widespread public support for
raising a tax. A decrease in the tax and the price of cigarettes will
encourage teenagers to take up smoking, while an increase in the
tax will discourage them from taking up smoking. The tax is an
excellent source of revenue. The tax does not have an unfair
impact on the poor, minorities, and the elderly, and I should men-
tion, on tobacco farmers, despite Senator Ford's statement: Imports
do not go up because of the excise tax. We found that when TEFRA
raised the tax 8 cents in 1982, the companies passed on that in-
crease immediately at the wholesale level to consumers. In addi-
tion, the companies do not hesitate to raise prices on their own
anyway. The New York Times, in a business section article last
January, indicated that the companies tend to raise wholesale
prices by an average of 8 to 10 percent a year. So, they are raising
their own prices just as well as Congress is helping them to do.
And finally, the real tax burden on cigarettes has dropped dramati-
cally since 1951, as Senator Bradley mentioned.

I would like to mention also that, concerning the cost of smoking
in our society, the numbers which we have currently available are
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really from 1980 data. We know that the Office of Technology As-
sessment has been asked by Representative Pete Stark to prepare a
new report on the costs of smoking to our society. We expect that
shortly and it is expected to have much higher numbers.

I would like to concentrate, however, on the health effects of
smoking. There is no question that the cigarette tax affects smok-
ing behavior. You will hear that very well today, particularly from
Dr. Kenneth Warner. There is no question that there is wide public
support for raising the tax. As indicated in my testimony, public
opinion polls conducted by the Yankelovich organization last year
indicated that 77 percent of registered voters saw a tax increase as
the best means of closing the deficit. This year the Gallop organiza-
tion reaffirmed that 75 percent of the public did not want to see
the tax go down. And as I mentioned, there are 30 million mem-
bers and volunteers working with us in an ad hoc group to raise
the tax this year.

Finally, there is no question about the deadly and enormous
impact of cigarette smoking in our society. 350,000 Americans will
die this year because of cigarette smoking. I read recently that
1,400 Americans have died this year in airline disasters. That is
not even 2 days, worth of cigarette deaths. As you know, Senator,
smoking is the leading cause of lung cancer, emphysema, chronic
bronchitis, heart disease in our country and causes stillbirth, mis-
carriage, and birth weight deficiencies. Mr. Chairman, the case
here is very simple. Cigarette tax raises prices, which saves lives by
deterring people from taking up smoking. Congress should be doing
all that it can to raise, not to lower, the tax. Thank you very much
for inviting us to testify.
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TF.s'rlMONY oF DAvi) B. NT:UayimR

Mr. Chairman and members of the Committee, my name is David B. Neumeyer, I

am the Associate Director of the Coalition on Smoking OR Health, and I am testifying

today on behalf of the Coalition and its member organizations, the American Heart

Association, the American Lung Association and the American Cancer Society. I am also

testifying on behalf of the American Association of Retired Persons; the Association of

State and territorial Health Officials; the American Medical Association; the Children's

Defense Fund; the American College of Cardiology; the American Society of Internal

Medicine; the National Perinatal Association; the American Association for Respiratory

Therapy; the American College of Osteopathic Pediatricians; the Center for Science in

the Public Interest; the American Academy of Otolaryngic Allergy; the National

Association of Elementary School Principals; the Terry Gotthelf Lupus Research

Institute; the American Academy of Allergy and Immunology; the Asthma and Allergy

Foundation of America; the American Association of Dental Schools; the American

Medical Student Association; and the National Board of the Young Women's Christian

Association (Y.W.C.A.) of the U.S.A.

The Coalition was found in early 1982 by the American Lung Association, the

American Cancer Society, and the American Heart Association to bring smoking

prevention and education issues to the attention of legislators and other governmental

officials. It also serves as a public policy project with the National Interagency Council

on Smoking and Health, an organization backed by twenty-four private health, education

and youth leadership organizations. The Coalition on Smoking OR Health, the

organizations I have listed, and the majority of American public strongly oppose any

decrease In the federal cigarette excise tax, and urge you to increase the tax.

In my testimony today I would like to focus on five points. First, there is

widespread public support for preventing the cigarette excise tax from falling to its 1951

level of 8 cents per pack and to increasing it to 32 cents, the level it would have been
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had it been adjusted for inflation since 1951. Second, any action on the cigarette excise

tax will affect cigarette consumption, especially among our young people; a decrease in

the tax and the overall price of cigarettes will lead to an increase in consumption among

teens, while an increase would be a positive step in providing teens the necessary

incentive not to smoke. Third, the cigarette excise tax is an excellent source of much

needed revenue for the federal government, a source of revenue needed to offset the

drain on the federal treasury caused by cigarette-related Medicare and other health

related expenses, including the expense of providing the American public with

information on the health effects of smoking. Fourth, the cigarettes tax does not have a

unfair impact on the poor, minorities and the elderly. Fifth, the tax on cigarette is not

unduly burdensome. In fact, the real tax burden on cigarettes has dropped dramatically

since 1951 even when state tax increases are concerned.

I. Use of the Cigarette Excise Tax to Reduce the Federal Deficit has Widespread
Support:

Support of the American public for an increase In the cigarette excise tax could

not be more apparent. Time magazine reported on February 20, 1984, that in a poll by

Yankelovich, Skelley and White, 77% of registered voters support an increase in the

excise tax as the. best means of reducing the federal budget deficit. On June 18, 1985,

the results of a Gallup poll were announced showing that 75% of the American public

opposes an decrease in the current 16 cent excise tax level, and only 18% of those polled

favor letting the tax drop.

Thirty-nine national organizations in addition to the Coalition on Smoking OR

Health have explicitly endorsed and adopted the goal of increasing the cigarette excise

tax to 32 cents this year. These groups represent almost 30 million Americans covering a

broad cross section of the American public. Included in those groups Is the Association

of State and Territorial Health Officials, the American Medical Association, the

American Association of Retired Persons, the American Public Health Association, the

National Board of the YWCA, the United Methodist Church's Department of Human
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Welfare, the Children's Defense Fund, the American Diabetes Association, the American

Academy of Pediatrics, the American Nurses Association, the other organizations listed

at the beginning of my statement, and many others.

The six major tobacco companies have paid for a letter writing campaign to

oppose a tax increase, but these letters do not represent the opinion of the vast majority

of Americans. The results of the polls and the members of the organizations that I have

just described do represent the opinion of the majority of the American people, and the

people want to see this tax increased.

I. The Cigarette Tax Directly Affects Cigarette Consumption and the Future Impact
of Smoking In Our Society

An Increase in the cigarette excise tax will do several admirable things for the

well- being of the United States. First and foremost, tax increases help raise cigarette

prices, and higher prices deter people, especially teenagers, from taking up smoking.

Economic data and studies indicate that a 10% increase in the price of cigarettes will

cause a decline in smoking among adults of 4% and among teenagers of 14% primarily by

deterring people in both age groups from taking up smoking. These studies have been

corroborated by the United States Department of Agriculture, which has stated that the

1982 increase in the excise tax from 8 cents to 16 cents a pack was the primary cause of

a 5% decline in American cigarette consumption from 1982 to 1983. The National

Institute on Drug Abuse also reported a 8.5% decline in smoking among high school

seniors from the Spring of 1983 to the Spring 1984, and we believe that the reason for

that decline was the increase in prices caused by the excise tax.

Dr. Kenneth Warner, the Chairman of the School of Public Health at the

University of Michigan and a witness here today, has just completed a major study of this

issue. Dr. Warner has estimated that an increase in the cigarette excise tax to 32 cents

a pack would produce a 21% decline in smoking by teenagers and a 6.8% decline in

smoking by adults. This decline In the number of smokers and the number of cigarettes

consumed will have long term benefits to our society in the form of better health,
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reduced health care costs, and an increased number of non-smoking role models for the

next generation of teenagers. An 8 cent price decrease caused by the sunsetting of this

tax, however, would cause an 11.9% increase in smoking by teenagers and a 3.6%

increase among adult sm ers, according to Dr. Warner. What does this mean in real

numbers? Dr. Warner projects that an eight cent decrease in the excise tax will result in

an increase in nearly one-half a million more teenager smokers and over one million more

smokers between the ages of 12-25. Similarly, an eight cent increase in the tax wilU

result in approximately 432,000 fewer teenage smokers and nearly one million fewer

smokers between the ages of 12 and 25 years of age. An increase of the tax to 32 cents

as we advocate will result in a decrease in approximately 825,000 fewer teenage smokers

and over 1.9 million fewer smokers between the ages of 12 and 25 years of age. To the

extent that cigarette companies do not lower prices in response to a reduced tax,

Congress will simply be transferring millions of dollars from the federal Treasury into

tobacco company profits. Given these choices, Congress should and must choose to

improve the health of our children by raising the tax.

111. The Cigarette Excise Tax Generates Revenue for the Federad Treasury Needed to
Offset the Costs of Smoking to the Federal Government:
The revenue currently generated for the federal Treasury by this tax, according to

the Department of the Treasury, is approximately $5 billion per year. The Office of Tax

Analysis in the Office of the Secretary of the Treasury has estimated that an increase in

the tax to 32 cents a pack would generate $8.8 billon per year in revenue. The Joint

Committee on Taxation has estimated that the revenue generated by 32 cents a pack

would range from $6.5 to $7 billion a year. These sums could provide substantial

assistance to the Treasury at a time when we face budget deficits over $200 billion. By

contrast, a drop in the excise tax as currently scheduled to 8 cents a pack would drop

revenues to $2.5 billion a year.
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This substantial income could be used to reduce the deficit, or as suggested by

Senator Chafee and a number of organizations including the American Association of

Retired Persons, it could be used to assist the Medicare system for smoking-related

costs. Your bill, Mr. Chairman, would raise the tax to 32 cents per pack and devote half

the revenue to Medicare, while Senator Heinz has introduced a bill to keep the tax at 16

cents and give Medicare an equivalent portion. Senator Durenberger expects to

introduce a bill this week maintaining the 16 cent tax and devoting half the revenue to a

block grant for health promotion by the states, and Representative Edward Roybal's bill

would hold the tax at 32 cents and use part of the revenue to fund Medicaid. Each of

these positive uses of cigarette tax revenues would help compensate our society for the

annual cost of smoking, which cost our medical care system $13 billion in 19U. including

$3.8 billion for Medicare and Medicaid, not to mention the $25 billion annually lost to our

economy due to sick days, lost productivity and lost wages, according to the National

Center on Health Statistics. Dr. Gerald Oster, an economist with Policy Analysis, Inc.,

of Boston, testified before the House Ways and Means Committee in June that

reimbursement to society for all these costs would require an increase in the cigarette

tax to $3.00 a pack, and reimbursement for the medical costs alone would require an

increase in the tax to 30 cents a pack. It is only fair and appropriate that smokers begin

to shoulder more of the cost which they impose upon society, and that children be

deterred from taking up smoking by the price increases this tax increase would cause.

After careful study, the Advisory Council on Social Security reeoAmended last

year that federal excise taxes on alcohol and tobacco be increased, with the increased

revenue to be earmarked to the Medicare Hospital Insurance Trust Fund. The Council

based this recommendation on the "demonstrated correlation between the use of these

products and increased health care costs." We strongly believe that Congress should

seriously consider this appropriate use of funds for the Medicare system.
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IV. The Cigarette Tax Is Not Unfair to the Poor, Minorities and the Elderly

One objection to raising the excise tax is that the tax is allegedly unfair because

it affects the poor, minorities and the elderly more than other groups. Research by

Professor Jeffrey E. Harris of the Massachusetts Institute of Technology indicates,

however, that low income Americans smoke less than middle income Americans.

Professor Harris also finds that older Americans, who make up a sizeable fraction of the

low income group, have much lower smoking rates than the general population, and that

in considering the number of cigarettes smoked per day, the actual dollar burden of a

cigarette tax hike is greater for whites than for blacks in every income category.

Professor Harris' findings on income and smoking have been corroborated, in

addition, by the 1979 Surgeon General's Report on Smoking and Health. That report

documented that smoking rates among males are highest among middle-income levels,

while smoking rates for women rise steadily with income. The poorer the woman, the

less likely she is to smoke.

The cigarette tax, in summary, falls most heavily on people who are well able to

afford it.

V. The Real Burden of - .arette Taxes Has Actually Declined Since World War IU

Cigarette excise taxes have been a declining share of both federal and state

excise tax revenues during the postwar period, despte increases in state excise tax

rates. Federal receipts from cigarette taxation increased in absolute terms from $1.2

billion in FY 1950 to $2.5 billion in 1982, but declined as a share of total revenue from

3.2 percent to 0.4 percent and as a share of GNP from 0.5 percent to less than 0.1

percent. As a result of the tax increase in TEFRA, federal receipts from cigarette

0 Data cited is taken from a soon to be published report prepared for Harvard
University's Institute for the Study of Smoking Behavior and Policy by Erie J. Toder,
Deputy Assistant Director, Tax Analysis Division, Congressional Budget Office.
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excic.e taxes nearly doubled to $4.7 billion in FY 1984, about 0.7 percent of federal

revenues and slightly over 0.1 percent of GNP. Federal cigarette excise tax receipts as a

share of total revenue and GNP remain below 1950 levels in every year between 1959 and

1975.

Although state cigarette excise tax receipts have grown at a faster rate than

federal receipts over the same period, they have also declined relative to GNP. State

excise tax receipts increased from $0.4 billion in FY 1950 to $4.3 billion in FY 1984.

State cigarette excise taxes increased faster than GNP throughout the late 1950s and

1960s, but declined as a share of GNP after 1972 and as a share of total state revenues

after 1966.

Inflation has also resulted in a reduction in cigarette taxes in real terms and as a

percentage of the price of cigarettes. The federal cigarette excise tax was increased

only twice during the postwar period - from 7 cents per pack in 1950 to 8 cents in 1951,

and from 8 cents to 16 cents in TEFRA in 1982. This translates into a decline in the tax

rate measured in 1984 dollars from 37.5 cents per year in 1946 to 8.6 cents in 1982,

followed by an increase to 16 cents in 1984. The federal tax as a percentage of the

cigarette price declined from 42.2 percent to 10.7 percent between 1947 and 1982 and

now stands at 16.6 percent, about the same rate as in 1975.

On average, state tax rates increased from 12.2 percent of cigarette prices in

1954 to 26.9 percent in 1975, but have subsequently declined to 15.1 percent in 1984.

Combined state and federal cigarette excise taxes declined from 49.9 percent of

cigarette prices in 1954 to 27.8 percent in 1982, and have since (as of 1984) risen to only

31.8 percent because of the doubling of the federal excise tax rate. The combined excise

tax rate as a percentag of price, however, reinains lower than the combined rate in

effect as recently as 1980.
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CONCLUSION

A number of bills have been introduced in this Congress to increase the cigarette

tax to 32 cents a pack and to earmark the revenue for Medicare for Medicaid. The

Coalition on Smoking OR Health specifically commends the sponsors of these bills,

Senator Chafee and Representatives Jacobs, Tauke, Waxman, Oberstar, and Roybal, for

their leadership, and urges this Committee to support these bills.

Cigarette smoking kills 350,000 Americans every year. The Surgeon General of

the United States has declared that cigarette smoking is the single most preventable

cause of death and disease in the U.S., and has cited evidence that unless the smoking

habits of Americans change, perhaps 10% of all Americans now alive (or 24 miUion

people) may die prematurely as a result of heart disease caused by cigarette smoking.

Smoking is, by far, the leading cause of lung cancer, emphysema and chronic bronchitis.

It Is a major cause of heart disease. Smoking by pregnant women results in an increased

risk of stillbirth, miscarriage, premature birth and birth weight deficiencies. Congress

should be doing all that it can to Increase, not reduce, the cigarette excise tax, because

increases in the tax saves lives and Medicare dollars.

Last year, after passage of the Deficit Reduction Act of 1984, the WashiDgton

Post commented In an editiorlal that "the tobacco lobby walked off with the prize for the

biggest and most undeserved tax break of the year. With cigarette smoking killing and

seriously disabling hundreds of thousands of Americans every year, the conferees voted

to cut the federal cigarette tax in half. Here's a decision that will cost the Treasury

twice: first in the loss of billions in excise tax revenues; second In added bllons in

Medicare costs which - the irony is monstrous - other parts of the same bill are trying to

restrain." On behalf of the Coalition on Smoking OR Health, I urge you to revoke that

tax break to the tobacco industry, and to increase the federal cigarette excise tax. By

doing so, you will be saving money, and you will be saving lives.
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Senator CHAFEE. Thank you p-ry much, Mr. Neumeyer. The next
witness is Mr. Maxwell from the .\ARP. Mr. Maxwell.

STATEMENT OF ROBERT MAXWELL, MEMBER. BOARD OF I)IREC-
TORS, AMERI('AN ASSOCIATION OF RETIRE) PERSONS, CROSS-
VII,1,E. TN
Mr. MAXWELL. Thank you, Mr. Chairman, and I want to thank

the committee for giving us the opportunity to come and speak. I
represent the American Association of Retired Persons, and AARP
is the Nation's largest organization of older Americans represent-
ing over 19 million members, possibly 20 million by Thanksgiving.
Mr. Chairman, AARP strongly supports legislation such as your
Senate bill 874 which would increase the Federal excise tax on
cigarettes and earmark a portion of the generated revenue to the
hospital insurance trust fund, Medicare part A. AARP believes
that legislation to increase the Federal excise tax on cigarettes
would produce several positive effects, including decreasing the
health care costs associated with smoking, improving the fiscal sta-
bility of the hospital insurance trust fund, and reducing the Feder-
al budget deficit. Smoking is the leading cause of lung cancer, em-
physema, and chronic bronchitis, and a major cause of heart dis-
ease. The increased incidences of certain disabilities and diseases
among users of tobacco products is evidence of high correlation be-
tween the use of tobacco products and increased health care costs.
According to the National Center on Health Statistics in 1981, the
total health and economic costs associated with cigarette smoking
did total $41 billion. Of this, nearly $4 billion were costs to the
Medicare and Medicaid Programs. Increasing the Federal tax on
cigarettes because it decreases smoking holds the potential to
reduce these costs. While the precise impact of an increased tax on
smoking behavior cannot be exactly predicted, studies to demon-
strate that an increase in the cigarette excise tax is an effective in-
centive to decrease smoking among the population. For example, a
study by Dr. Warner, chairman of the School of Public Health at
the University of Michigan showed that an increase in the ciga-
rette tax to 32 cents a pack would produce a 21-percent decline in
smoking by teenagers, a 6.8-percent decline in smoking by adults.
According to the U.S. Department of Agriculture, U.S. cigarette
consumption fell 5 percent from 1982 to 1983, largely due to price
increases, and in part caused by the increase in the Federal excise
tax. Clearly, increasing the Federal tax on cigarettes will improve
health and save health care dollars. Although the financial stabili-
ty of the hospital insurance trust fund is somewhat improved, the
hospital insurance fund will still require new sources of revenues
in order to assure its future financial health. Surveys of AARP
members show a strong preference for higher tobacco taxes as a
source of needed additional tax revenues for Medicare. Since users
of tobacco products use a significant share of Medicare resources, it
is only fair and equitable to ask them to pay the user fee to offset
the increased costs to the Medicare Program which result from cig-
arette consumption. Moreover in this area of budgetary cutbacks,
revenues from an increased tax on cigarettes is a preferable alter-
native to continued shifts in health care costs to Medicare benefici-
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aries. In addition' to improving Medicare's fiscal health, increasing
the Federal tax on cigarettes would have a positive impact on the
Federal budget deficit. Every 8 cents increase in the cigarette tax
yields $1,700 million in additional revenue. The public supports
such an increase. As mentioned by my associate, a poll by Yankelo-
vich, Skelley, & White reported in Time magazine in February
1984 showed that 77 percent of registered voters support an in-
crease in the tax as the best means of reducing the Federal budget
deficit. A June 1985 Gallop poll reconfirmed these findings; in that
poll, 75 percent of the American public opposed a decrease in the
current 16 cents excise tax level, 18 percent favored letting the tax
drop. Since World War II, cigarette excise taxes have been a declin-
ing share of both Federal and State excise tax revenues. A large
part of this decline has been the failure of the cigarette tax to keep
pace with inflation. The Federal excise tax on cigarettes has been
increased only twice during the postwar period, from 7 cents a
pack in 1950 to 8 cents in 1951; from 8 to 16 in 1982. With this
latter increase scheduled to revert to the 1951 level of 8 cents this
October. If the tax had kept pace with inflation, the tax would now
equal 32 cents per pack. In this time of tightened budgets, it is dif-
ficult to understand the rationale behind allowing a decrease in the
cigarette tax, especially given the erosion of the tax's value in real
terms over time.

Mr. Chairman, AARP supports your leadership in addressing the
issues supporting a need for an increased tax on cigarettes. Ciga-
rette smoling increases health care costs by causing disease and
disability. AARP strongly urges the Congress to increase the ciga-
rette tax and earmark a portion of the generated revenue to the
Medicare Program. Such a step will improve the general health of
the population and the fiscal health of both Medicare and the Fed-
eral Government.

Thank you, Mr. Chairman.
Senator CHAFEE. Thank you very much, and we will get back to

you with some questions after the testimony from Dr. Schwarz.
[The prepared written statement of Mr. Maxwell follows:]
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PREPARED STATEMENT OF ROBERT MAXWELL

Thank you Mr. Chairman for the opportunity to present the views

of the American Association of Retired Persons (AARP) on the cigarette

excise tax. My name is Robert Maxwell and I am a member of the

Association's Board of Directors. AARP is the nation's largest

organization of older Americans, representing over 19 million per-

sons.

Mr. Chairman, AARP strongly supports legislation, such as your

bill. S. 874, which would increase the federal excise tax on cig-

arettes and earmark a portion of the generated revenue to the Hospital

Insurance (HI) Trust Fund, Medicare Part A. AARP believes that legis-

lation to increase the federal excise tax on cigarettes would produce

several positive effects including: decreasing the health care costs

associated with smoking; improving the fiscal stability of the HI

Trust Fund; and reducing the federal budget deficit.

Smoking is the leading cause of lung cancer, emphysema and chronic

bronchitis, and a major cause of heart disease. The increased inci-

dences of certain disabilities and diseases among users of tobacco

products is evidence of a high correlation between the use of tobacco

products and increased health care costs. According to The National

Center on Health Statistics, in 1981, the total health and economic

costs associated with cigarette smoking totalled $41 billion. Of

this, nearly $4 billion were costs to the Medicare and Medicaid pro-

grams. Increasing the federal tax on cigarettes, because it decreases

smoking, holds the potential to reduce these costs. while the precise

impact of an increased tax on smoking behavior cannot be exactly pre-

dicted, studies do demonstrate that an increase in the cigarette excise

tax is an effective incentive to decrease smoking among the population.
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For example, a study by Dr. Kenneth Warner, Chairman of the School of

Public Health at the University of Michigan, showed that an increase

in the cigarette tax to 32C a pack would produce a 21% decline in

smoking by teenagers and a 6.8% decline in smoking by adults.

According to the United States Department of Agriculture, United States

cigarette consumption fell 5% from 1982 to 1983, largely due to price

increases, in part caused by the increase in the federal excise tax.

Clearly, increasing the federal tax on cigarettes will improve health

and save health care dollars.

Although the financial stability of the HI Trust Fund is somewhat

improved, the HI Fund will still require new sources of revenues in

order to assure its future financial health. Surveys of AARP members

show a strong preference for higher tobacco taxes as a source of

needed additional tax revenues for Medicare. Since users of tobacco

products use a significant share of Medicare resources, it is only fair

and equitable to ask them to pay a user fee to offset the increased

costs to the Medicare program which result from cigarette consump-

tion. Moreover, in this era of budgetary cutbacks, revenues from an

increased tax on cigarettes is a preferable alternative to continued

shifts in health care costs to Medicare beneficiaries.

In addition to improving Medicare's fiscal health, increasing

the federal tax on cigarettes would have a positive impact on the

federal budget deficit. Every 8¢ increase in the cigarette tax

yields $1.7 billion in additional revenue. The public supports such

an increase. A poll by Yankelovich, Skelley and White reported in

Time magazine on February 20, 1984 showed that 77% of registered

voters support an increase in the tax as the best means of reducing

the federal budget deficit. A June 1985 Gallup poll reconfirmed these
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findings. In that poll, 75% of the American public opposed a

decrease in the current 16 cent excise tax level; 18% favored letting

the tax drop. Since World War II, cigarette excise taxes have been

a declining share of both federal and state excise tax revenues.

A large part of this decline has been the failure of the cigarette

tax to keep pace with inflation. The federal excise tax on cig-

arettes has been increased only twice during the postwar period -

from 7¢ per pack in 1950 to 8¢ in 1951, and from 8C to 161 in 1982,

with this latter increase scheduled to revert to the 1951 level of

8¢ this October. If the tax had kept pace with inflation, the tax

would now equal 32¢ per pack. In this time of tightened budgets, it

is difficult to understand the rationale behind allowing a decrease

in the cigarette tax, especially given the erosion of the tax's value

in real terms over time.

Mr. Chairman, AARP supports your leadership in addressing the

issues supporting a need for an increased tax on cigarettes. Ciga-

rette smoking increases health care costs by causing disease and

disability. AARP strongly urges the Congress to increase the ciga-

rette tax and earmark a portion of the generated revenue to the Medi-

care program. Such a step will improve the general health of the

population and the fiscal health of both Medicare and the federal

government.



45

STATEMENT OF M. ROY SCHWARZ, M.D., VICE PRESIDENT, MEDI-
CAL EDUCATION AND SCIENTIFIC POLICY, AMERICAN MEDI-
CAL ASSOCIATION, CHICAGO, I1,
Dr. SCHWARZ. Thank you, Mr. Chairman. I am M. Roy Schwarz,

assistant executive vice president for medical, education and scien-
tific policy at the American Medical Association. Accompanying me
today is Mr. Michael J. Zarski of the AMA department of Federal
legislation. We appreciate the opportunity to testify regarding our
support for increasing the Federal excise tax on cigarettes. We
share the concern shown by Members of Congress that on October
1, the Federal excise tax on cigarettes is scheduled to drop to 8
cents from the current 16 cent per pack rate.

The AMA not only opposes any reduction in the current ciga-
rette tax rate, but we have joined a coalition of groups supporting
an increase in the Federal cigarette excise tax to 32 cents a pack. I
might add, Mr. Chairman, that the AMA particularly approves of
the approach taken in your bill, and we intend to support your leg-
islation at every stage of the process. When Ben Franklin wrote
that nothing is certain but death and taxes, he was not associating
one to the other. However, Congress has the opportunity to dimin-
ish the number of tobacco-related deaths in this Nation by raising
the cigarette tax. Research strongly suggests that for every 10-per-
cent increase in cigarette prices, consumption will decrease about 4
percent among adults and about 14 percent among teenagers.
When Congress raised the cigarette excise tax in 1982, cigarette
consumption fell by 5 percent. In human terms, reductions in the
consumption of tobacco result in fewer instances of smoking-related
diseases. We know that smoking is by far the No. 1 cause of lung
cancer in the United States. Other cancers as well as heart and
lung disease and increased risks during pregnancy are also related
to the use of tobacco. As the U.S. Surgeon General has often stated,
smoking constitutes the No. 1 preventable cause of death and mor-
bidity in our Nation. I would emphasize the No. 1 preventable
cause of death and morbidity in our Nation. As physicians, we
counsel our patients who smoke to end their habit in the interests
of health; but while most smokers have attempted to quit at some
point, physicians see that many fail in their efforts to do so. And
that is why we so strongly urge the Government to take action to
reduce the consumption of cigarettes by legislating higher cigarette
taxes. The benefit of an increase would be enhanced by directing
the additional revenues to Federal health programs, specifically
the Medicare Program which provides essential health services for
the elderly and the disabled of this Nation. This would only be fair
as it has been estimated that smoking-related costs to the Medicare
Program are currently $5 billion a year. However Congress decides
to appropriate the Federal revenue generated by an enhanced ciga-
rette tax, we strongly oppose any allocation of Federal funds for a
tobacco price-support system, as has been proposed by the House
Ways and Means Committee. We also oppose Federal funds being
used to bail out the so-called no-net cost price support program,
which has been in place for the past few years and which has gen-
erated over 1 billion pounds of surplus tobacco and a potential Fed-
eral liability of at least $400 to $500 million. Congress should end
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price support for tobacco. We are also concerned with smokeless to-
bacco, Senator Bradley, and its usage; and its growing appeal to
young people. At this time, the AMA is reviewing two pieces of leg-
islation for possible support, H.R. 3064 and H.R. 3078. These bills
would reestablish a Federal tax on smokeless tobacco products. We
have also prepared a draft bill that would require warning labels
on smokeless tobacco packages and advertising and ban smokeless
tobacco advertising from the electronic media. We would be pleased
to provide copies of this draft bill to any of you who may have an
interest. Once again, we appreciate this opportunity to express our
views, and Mr. Chairman, we commend you and the members of
your subcommittee for your involvement and willingness to address
this issue affecting the health and well-being of the citizens of this
Nation. We must choose between economic issues and health
issues. The AMA will stand on the side of health. Thank you.

Senator CHAFEE. Thank you very much, gentlemen.
[The prepared written statement of Dr. Schwarz follows:]
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STATEMENT

of the

AMERICAN MEDICAL ASSOCIATION

to the

Subcommittee on Taxation and Debt Management
Committee on Finance
United States Senate

Presented by

M. Roy Schvarz, M.D.

RE: Expiring Cigarette Excise Tax Provisions

September 10, 1985

Mr. Chairman and Members of the Subcommittee:

I am H. Roy Schwarz, M.D., Vice-President for Medical Education and

Scientific Policy at the American Medical Association. Accompanying me

is Michael Zarski of AMA's Department of Federal Legislation. The AMA

appreciates this opportunity to testify regarding our support for

increases in the federal cigarette excise tax.

The AMA shares the concern shown by members of Congress regarding the

federal excise tax on cigarettes and the fact that on October 1, 1985 it

is scheduled to drop to eight cents from the current sixteen cent per

pack rate. Congressional concern has been demonstrated by the many

members who have introduced or co-sponsored the volume of bills which

would repeal the cigarette tax cut. The AMA not only opposes any

reduction in the current cigarette tax rate, but has
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joined with an ad hoc coalition of concerned groups supporting an

increase in the federal cigarette excise tax to 32 cents a package. The

AMA particularly approves of the approach taken in your bill, S. 874,

Mr. Chairman, to increase the tax. As AMA's Executive Vice-President

Dr. 3ammons stated in his letter to you of July 17th, the AMA-intends to

support your legislation at every stage of the legislative process.

When Benjamin Franklin wrote that nothing in this world is certain

but death and taxes, he spoke of their certainty of existence and their

inevitability. He was not referring to the association of one to the

other. Certainly he did not envision the opportunity Congress would have

to diminish the number of tobacco-related deaths in this nation by

raising the cigarette tax. Research strongly suggests, however, that for

every 10% increase In cigarette prices, consumption will decrease about

4% among adults and about 14% among teenagers. When Congress raised the

cigarette excise tax in 1982, cigarette consumption fell by 5% as a

result, according to the Department of Agriculture. Young people and

those not yet addicted to tobacco are particularly price-sensitive.

In human terms, reductions in the consumption of tobacco result in

fewer instances of smoking-related disease. We know that smoking is the

number one cause of lung cancer in the United States, accounting for 90%

of all lung cancer deaths. Other cancers, as well as heart and lung

disease and increased risks during pregnancy, are also related to the use

of tobacco. As the U.S. Surgeon-General has often stated, smoking

constitutes the number one preventable cause of death and morbidity in

our nation.
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We as physicians increasingly have counseled our patients who smoke

to end their habit in the interests of better health. However, while

most smokers have attempted to quit at one point or another, physicians

see that many fail in theirefforts to do so. And that is why we so

strongly urge the government to take action where it has the ability to

reduce the consumption of cigarettes by legislating higher cigareLte

taxes.

The beneficial impact of an increase in the federal excise tax on

cigarettes would be enhanced by directing the additional revenue

generated by the tax to federal health programs--specifically the

Medicare program which provides essential health care services for the

elderly and disabled of this nation and which has been the target of

numerous budget cuts in recent years. This would also be fair, as it has

been estimated that smoking-related costs to the Medicare program in 1980

alone amounted to $3.8 billion.

However Congress decides to appropriate the federal revenue generated

by an enhanced cigarette tax, we strongly oppose any allocation of

federal funds for the promotion, growing and marketing of tobacco

through a federal price support system as has been proposed by the House

Ways and Means Committee (H.R 3128). We oppose federal funds being used

to bail-out the so-called "no net cost" price support program which has

been in place for the past few years and which has generated over one

billion pounds of surplus tobacco and a potential federal liability of at

least $400 to $500 million. Congress should eno price support for

tobacco. To its credit the federal government has recognized the serious
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health hazards of smoking. The Congress has the ability at this juncture

to strengthen and give full credence to the health warnings it imposed on

cigarette sales and advertising by removing the federal support for its

growth. The dichotomy in the federal message to the public should be

removed. Moreover, at a time when every dollar spent by the government

is coming under careful scrutiny and dollars are being cut from

beneficial health programs, it is wholly inappropriate to divert revenue

in order to support the single most preventable public health danger.

Revenue aspects of the cigarette excise tax issue should not obscure

the more compelling reason for addressing the issue and for raising the

tax to thirty-two cents per pack. The most compelling reason must focus

on the adverse health effects of smoking and the over 350,000 of our

nation's citizens who died last year of smoking-related disease. Raising

the cigarette tax must be aimed at accomplishing health goals. While it

is just one of the methods the AMA advocates for meeting the overall goal

of a smoke-free society by the year 2000, it is indeed an important,

practical and effective measure that is immediately achievable if the

Congress squarely faces the issue. Other actions supported by the AMA

are listed in the Addendum attached to our statement.

CONCLUSION

Once again, we appreciate this opportunity to express our views and

we commend you, Mr. Chairman and members of the Subcommittee, for your

involvement and willingness to address directly this issue affecting the

health and well-being of the citizens of this nation.
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To reiterate the AMA's position, we support an increase in the

federal excise tax on cigarettes to 32 cents a pack. We support

directing the revenue generated by this increase to Medicare. We

strongly oppose diverting this revenue, or any other federal funds, to

support the growing of tobacco.

At this time I would be happy to answer any questions you may have.

2109p
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ADDENDUM

September 1985

AMERICAN MEDICAL ASSOCIATION

Policy on

Tobi :co and Health

For many years the American Medical Association has warned oi the

relationship between tobacco usage and the incidence of certain

diseases. Because of the health hazard involved, the AMA has advocated

action that discourages tobacco use. Significant AMA policies and

actions are as follows:

o Declare unequivocal opposition to the use of tobacco products;

o Cooperate with public and private agencies to promote a
"Smoke-Free Society by the Year 2000";

o Seek elimination of federal price supports for tobacco growing;

o Support legislation requiring rotating health warning labels for
cigarette packages;

o Declare snuff and chewing tobacco a health hazard and seek
legislation to require warning labels and an electronic media
advertising ban for "smokeless tobacco";

o Support legislation requiring labeling of ingredients added to the
tobacco in cigarettes;

o Join with other concerned groups in favor of an increase in the
cigarette tax to 320 per pack;

o Urge newspapers and magazines to refuse voluntarily to accept
tobacco product advertisements;

- American Medical Association -
Department of Federal Legislation, Division of Legislative Activities
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o Protect the health of youth In the military by opposing the
availability of low-cost cigarettes on military bases;

o Seek legislation to prohibit smoking on any public transportation;

o Seek legislation to restrict smoking in public facilities
(restaurants, public buildings, etc.);

o Support legislation for developing a "fire-safe" cigarette;

o Seek legislation to prohibit distribution-Ltobacco product
samples by mail;

o Develop state and local model legislation to prohibit distribution
of free cigarette samples on public property;

o Urge stricter rules to limit smoking aboard aircraft;

o Urge all hospitals, offices, and other medical care facilities to
declare their premises off-limits to smoking;

o Prohibit smoking at all AMA meetings;

o Removed cigarette vending machines from AMA headquarters;

o Develop printed material and public service announcements on the
hazards of smoking;
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Senator CHAFEE. Gentlemen, one of the issues that I think is dif-
ficult for the Senators to deal with is the testimony presented by
the Senators who were here previously. Let's just take the testimo-
ny of Senator Ford, where he indicated 110,000 farmers in Ken-
tucky are dependent upon this crop. Although we all can say that
if there is a conflict between economics and health, then health
should prevail, nonetheless we have seen in a whole series of meas-
ures-clean air, clean water, and others-when it comes to a con-
flict between economics and health, health doesn't always win. I
must say that I think the presentation that Senator Ford and the
others made was quite touching in that farmers are dependent on
tobacco crops. You raise the tax, the consumption goes down. Their
ability to support themselves and their families is gone. As I re-
member his statistics, he said tobacco is grown on about 2 percent
of the farms in Kentucky and produces 33 percent of the revenues.
That is a startling statistic. Tobacco is grown on 2 percent of the
land area and yet produces 33 percent of the revenues.

Now it seems to me, Mr. Neumeyer, that in your statement you
said something about the effect on the farmers, that the tax doesn't
hurt them. Could you elaborate on that? Or could any of you elabo-
rate a little more because as you know from your experience
around here, anything that deals with the family farm starts off
with much in its favor. No Senators want to be responsible for
doing in the family farm. There is always a widow who says it is
the thing between her and poverty. What about that, Mr. Neu-
meyer?

Mr. NEUMEYER. You are right, Senator. I did mention that. There
is no question the tax has some impact on farmers. The major
problem facing farmers is the import problem, mentioned by Sena-
tor Ford and Senator Helms. Senator Helms said 50 percent of to-
bacco in American cigarettes is imported. We only wish that the
excise tax could have that large an effect on driving down the use
of tobacco in the United States, but it has not. Imports are the
major problem for farmers, but we are certainly sympathetic to
their situation. They are having one of their worst years ever, and
we have testified in the House in favor of allowing a portion of the
cigarette tax to be used to assist them in transitioning to other
crops, on that part of the bill introduced by Charlie Rose. So, we
are certainly concerned. We would like to help them as much as
possible. Senator Ford didn't mention it, but each of the three larg-
est papers in Kentucky have editorialized this year that it is time
for Kentucky to get out of tobacco, that it is a road whose end is in
sight, and it is time for Kentucky farmers to find other things to
grow. I think we all believe that strongly, and we would like to
help farmers move into those other areas.

Senator CHAFEE. I suppose in a small way-and I don't want this
analogy to be misconstrued-we have got here something similar to
some of the South American countries where marijuana or other
drugs are a major cash crop, and a decision has to be made. What
do you do? Do you eliminate something that is injurious to health
but has tough economic effects? Have any of you others made any
studies on these farm statistics, that I thought were very eloquent,
as presented by the Senators? Do any of you others have anything
on that?



Mr. MAXWELL. Senator, I would like to make a comment. I was
born in Illinois, grew up in Iowa, traveled in Indiana. I have lived
in the shade-grown land of Cohnet-ticut. 1 now live in Tennessee,
and I know Kentucky well. I have never seen a tobacco field that
couldn't grow something else, and it is my opinion, and I think the
opinion of my association, that the tobacco farmers' time has come.
As my associate here has said, we should be looking to more pro-
ductive crops that don't decimate the health of the people in this
country.

Senator CHAFEE. Senator Bradley.
Senator BRADLEY. Thank you very much, Mr. Chairman. We

have talked about the linkage between health costs and the use of
tobacco. My question to you is: Can you give us evidence that there
is a direct relationship between what the Federal Government has
to pay for health care for its citizens and the use of tobacco? Mr.
Neumeyer.

Mr. NEUMEYER. Senator, the statistics I have mentioned were
from the National Center on Health Statistics. Perhaps Dr. Ken-
neth Warner will be better able to answer how those numbers were
calculated. I would like to mention, as I did earlier, that the Office
of Technology Assessment will soon be giving us a new estimation,
including a calculation of how its numbers are arrived at.

Senator BRADLEY. Does anyone else on the panel want to com-
ment?

Dr. SCHWARZ. Senator, as I heard and understood your question,
the question was: Are we absolutely certain that smoking carries
with it consequential health care costs? I think every study I have
seen points out the relationship between smokLng and a whole vari-
ety of health problems, which from our profession if you treat
them, such as cancer, hypertension, coronary artery disease, you
have costs. I think to deny that is to deny the reality of the world
in which we live. When I hear the relationship between tobacco
usage and cost, and the economic side-save the farmer argu-
ment-I am always concerned that the total economic impact of
the use of tobacco isn't taken into account. Again, the National
Center suggested that in 19-I think it was 80-we spent $3.8 bil-
lion for Medicare costs, just Medicare; but another $13 billion for
non-Federal health care medical care costs. That is to say nothing
of an additional $25 billion in lost productivity. Those figures have
escalated now up to 1985 and will continue-to escalate.

Senator BRADLEY. So, you are saying that the National Center
for Health Statistics, and those are the numbers that you used,
said that if you combine your first two figures, $14 billion a year is
spent on medical care related to smoking-related diseases?

Dr. SCHWARZ. That is correct; $41.8 billion total.
Senator BRADLEY. And you are saying also that about $25 billion

resulted from lost earnings, due to morbidity of smoking-related
diseases?

Dr. SCHWARZ. Correct.
Senator BRADLEY. And that combination is $40 billion?
Dr. SCHWARZ. Let's throw in Medicare and Medicaid at $3.8 bil-

lion. That was in 1980.
Senator BRADLEY. So, it is about $43 billion?
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Dr. SCHWARZ. And then you compare that with what you are get-
ting in the excise tax, which is about $5.3 billion.

Senator BRADLEY. All right. If those numbers are even remotely
correct, the case is very strongly made. The next question is: How
can we be sure that increasing the cigarette tax or keeping it at 16
cents will reduce consumption?

Mr. NEUMEYER. Senator, aside from the economic predictions
that we have made use of in the past, we have two sources from
within the Government that have calculated or measured the
direct effects of the 1982 increase. The U.S. Department of Agricul-
ture reported in its tobacco outlook and situation report that the 5-
percent decline in American cigarette consumption from 1982 to
1983 was primarily caused by the cigarette tax increase. In addi-
tion the National Institute on Drug Abuse conducts an annual
survey of smoking among high school seniors. This takes place in
February and March of every year, and they found that from the
class of 1983 when the tax first went into effect in January 1983 to
the class of 1984, there was an 8.5-percent decline in smoking by
high school seniors. This has followed 2 years of slight increases in
smoking among high school seniors. The only thing that happened
in that time period to explain the rapid decline was the cigarette
tax increase.

Senator BRADLEY. In 1951, the tax on a pack of cigarettes was 37
percent of the price. Today, at 16 cents, it is only 20 percent of the
price.

Mr. NEUMEYER. Right.
Senator BRADLEY. Did cigarette consumption increase from 1951

until 1985?
Mr. NEUMEYER. Cigarette consumption continued to increase

steadily from 1951 to 1964; 1964 was the top per capita rate that we
have seen in this century. That, of course, is the time when the
first Surgeon General's report came out. It has declined slowly but
steadily since then, but of course, every year there are thousands of
new children who do take up smoking. Cigarette consumption is
still almost 600 billion cigarettes a year.

Senator BHADLEY. What is that again?
Mr. NEUMEYER. 600 billion cigarettes a year.
Senator BRADLEY. And your point is that the tax on cigarettes

should at least be where it was in 1951 as a percent of the price?
Mr. NEUMEYER. Yes, and on a real basis adjusted for inflation,

that is how we arrived at the 32-cent level.
Senator BRADLEY. Thank you. Mr. Chairman, I might just say

that I am sure we are going to hear a lot about imports. It is a
little bit like a few years ago when we had gasohol. And any time
somebody wanted to get something passed, they said gasohol, and it
passed through the Congress that year. This is the year where, I
am afraid, that any time somebody says "import sensitive," they
believe that that is the way they are going to get their legislation
passed. But I would like to just draw a distinction between ciga-
rettes, the health costs involved in cigarettes, and the basic equity
question: What should a tax be on a pack of cigarettes today rela-
tive to where it was in 1951? And keep the import question sepa-
rate. The issue in imports is the price of an import, which is direct-
ly related to the value of the dollar. If you had the value of the
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dollar drop 5 percent or 10 percent, that would offset the increase
in the cigarette tax. So, I think that the import argument is some-
what bogus in real terms.

Senator CHAFEE. I agree with you, Senator. I did not completely
understand the import argument.' I asked Senator Ford-maybe
you weren't here-and I failed to be absolutely clear about his re-
sponse. But we have got the tobacco growers coming up next and
the representatives of the industry, so we will talk with them. Just
a quick question, sort of a trivia question, if you would: Dr.
Schwarz, what is a fire-safe cigarette?

Dr. SCHWARZ. I'm sorry?
Senator CHAFEE. What is a fire-safe cigarette?
Dr. SCHWARZ. One that doesn't create fire when it is discarded

while lit.
Senator CHAFEE. It must be awfully difficult to smoke a fire-safe

cigarette.
Dr. SCHWARZ. No; there is no difference when it is smoked, but it

doesn't burn upholstery and flammable materials like that.
Senator BRADLEY. It is not made by international flavors and fra-

grances.
Dr. SCHWARZ. When it is not smoked, sir, it is self-extinguishing.

It doesn't burn on its own.
Senator CHAFEE. You mean you have to draw on it?
Dr. SCHWARZ. Yes you have to pull oxygen into it.
Senator CHAFEE. All right. Now, did you get a clear answer, Sen-

ator Bradley, on your statistics, or are we going to get those from
Dr. Warner? Again, what is the cost to health in the United
States?

Senator BRADLEY. Yes; I got clear on that.
Senator CHAFEE. What is the figure?
Senator BRADLEY. $40 billion. $14 billion in direct health care

costs, and $25 billion from lost earnings due to morbidity or ciga-
rette-related diseases.

Senator CHAFEE. Thank you very much, gentlemen, for coming.
The next panel is Mr. Horace Kornegay, Mr. W.L. Carter, Mr.
Richard Estey, and Mr. Terry Burns. All right, gentlemen, if we
can move right along. We have eight witnesses in the next hour.
Mr. Pendergast, we welcome you here.

Mr. PENDERGAST. Thank you, Mr. Chairman.
Senator CHAFEE. You are a backup witness?
Mr. PENDERGAST. I am, yes.
Senator CHAFEE. Mr. Pendergast is a magnificent reservoir of in-

formation. All right, Mr. Kornegay, why don't you proceed? If you
would limit your testimony to the 5 minutes, we would appreciate
it.

STATEMENT OF HORACE R. KORNEGAY, CHAIRMAN OF THE
BOARD, TOBACCO INSTITUTE, WASHINGTON, DC

Mr. KORNEGAY. Yes, sir. Mr. Chairman, I am Horace R. Korne-
gay, chairman of the Tobacco Institute, which is a trade association
of 12 companies that manufacture tobacco products. At the outset,
I am going to very quickly summarize my more lengthy statement,
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Mr. Chairman, but I would request that my entire statement be
placed in the record.

Senator CHAFEE. Yes; that will be done.
Mr. KORNEGAY. Mr. Chairman, we come here today to ask you to

leave unchanged the decision made by the Congress in 1982 and
reaffirmed by your committee, the Finance Committee, last year to
permit the temporary tax increase on cigarettes to expire at the
end of the current fiscal year. Now, time permits me only to skim
over a few of the points that are contained in our length) state-
ment. Any legislation to set the Federal excise tax rate on ciga-
rettes above 8 cents is legislation to raise taxes. This is the position
taken by this administration before the House Ways and Means
Committee in June in expressing its opposition to proposals of this
kind. The distinguished majority leader of the Senate took the
same position when he said, and I quote: "The law says the tax will
go to 8 cents this fall. If we change the law, we raise taxes, pure
and simple." Now, the Congress is currently seeking to make our
tax system fairer, more neutral in its impact, more conducive to
economic growth, and less burdensome on lower income groups. If
we were to decide to increase the excise tax on cigarettes, you
would be violating each of these generally supported objectives of
tax reform. You would be unfairly penalizing one industry and the
consumers of its products. You would be reducing jobs and other
economic benefits that the tobacco industry would provide if taxed
on the same basis as other industries. You would be imposing the
most regressive tax on those least able to pay. The cigarette excise
tax is collected in a disproportionate share from the poor and lower
and middle income classes. About 40 percent of the revenue it

fields is collected from those with incomes under $20,000 a year. I
now of no other industry that bears a tax burden comparable to

that borne by the tobacco industry, and in the final analysis, large-
ly by its consumers. When all types of taxes imposed on cigarettes
by all levels of government are added up, 48 cents out of every
dollar goes for taxes, an effective tax rate of more than 92 percent.
This, I submit, is excessive. The burden should be lightened, Mr.
Chairman, not increased. A great part of this burden is the result
of State taxation. In the past three decades, State taxes on ciga-
rettes have increased by 440 percent, yielding a tenfold increase in
revenues from that source. For the Congress now to reverse its de-
cision on permitting the Federal excise tax to sunset, the effect
would be disruptive on State finances. The 17 States which have
provided for higher State taxes on cigarettes contingent on the
sunset would justifiably complain that they have been victimized
by the change of Federal policy. Now, let me call the subcommit-
tee's attention particularly to the plight of the tobacco farmer, a
plight graphically demonstrated by a decline of one-third in the
number of such farms in South Carolina and Georgia, and a de-
cline of one-fifth or more of such farms in the States of North Caro-
lina, Maryland, and Virginia. A victim of reduced sales caused
principally by higher taxes and an overvalued dollar, the tobacco
farmer is hurting, Mr. Chairman. A Federal tax rate of 16 cents or
more on cigarettes obviously doesn't help the farmer. Some have
proposed not only increasing the Federal tax on cigarettes but also
earmarking the revenue for various spending programs. The Tobac-
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co Institute and its members strongly oppose all forms of this kind
of unsound fiscal policy as a way of masking higher spending and
as an intrusive device to control personal behavior. The tobacco in-
dustry provides directly and indirectly more than 2 million jobs
and accounts for more than $80 billion of the gross national prod-
uct. Now, I ask this subcommittee to pursue a tax policy that will
not impair this contribution to the Nation's economy and will not
add to the excessive unfair and regressive tax borne by the 55 mil-
lion consumers of tobacco products. Thank you very much, Mr.
Chairman.

Senator CHAFEE. Thank you very much, Mr. Kornegay. Mr.
Carter?

[The prepared written statement of Mr. Kornegay follows:]
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STATEMENT O' H|ORACE R. KORNEGAY. CIAIRMAN, TIlE TOBACCO INSTITUTE

! am Horace R. gornegav, Chairman of Tobacco Institute, the

trade organization of 12 companies which manufacture tobacco

products. I appreciate this opportunity to testify before your

subcormittee of the Senate Finance Committee.

Mr. Chairman, in 1982 the Congress enacted a temporary doubling

of the Federal excise tax on cigarettes and provided that this

addition to the basic :ax would sunset on September 30, 1985. Last

year, you will recall, the Senate Finance Comittee reaffirmed the

expiration o. the additional tax by a vote of 11 to 5. You are today

considering whether to permit this decision to remain unchanged.

It should be made clear at the outset that any legislation to

set a rate above 8 cents a pack is a tax increase. That was the

posi:icn taken by the Treasury Department testifying on behalf of the

Administration before the Rouse Ways and Means Committee in June.

In addition, the distinguished majority leader of the United

States Senate recently and succinctly said,

The law says the tax will go to eight
cents this fall. If we change the law
we raise taxes, pure and simple.

Mr. Chairman, much is being heard about tax reform these days.

Among the guiding objectives of tax reform on which there seems to

be general agreement are the following:

-- reform should provide a fairer and more neutral system

equalizing burdens and eliminating loopholes

-- reform should favor economic growth and reduce obstacles

to growth

-- reform should relieve the burden on those in the most

depressed economic groups.



61

Raising the cigarette excise tax would violate each of these

principles.

At a time when Congress should be seeking to make the tax system

more fair, it would be strangely inconsistent to increase the tax

burden borne by the one-third of the adult population who choose to

smoke. At a time when Congress should be seeking to make the tax

system more neutral, it would be patently unfair to raisa a tax that

singles out the consumers of one industry.

Ata time when Congress should be seeking to promote economic

growth, it would be "anti-growth" to use the taxing power to raise

costs, reduce sales and eliminate the jobs and other economic

benefits our industry would provide if it were taxed on the same

basis as other industries.

At a time when the President and the Congress are seeking to

make the tax system less burdensome on the pocr, it would be unfair

to double the scheduled rate of a regressive tax that bears most

heavily on those least able to pay.

The issue of regressivity deserves particular attention. One

authority, Robert Tollison, professor of economics at George Mason

University, has testified that "Excise taxes on tobacco products are

the most regressive of the selective consumption taxes..."

The burden of the cigarette excise tax on those with an annual

income below $10,000 is ten times as great as that borne by those

with income between $50,000 and $100,000. The regressive effect of

54-378 0 - 86 - 3
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this tax is intensified because smoking is more prevalent among lower

income groups than among those in higher income brackets. This is a

tax which is collected in disproportionate share from the poor and

lower middle income classes.

A study by deSeve Economics Associates, commissioned by the

Tobacco Institute, only recently completed but not yet published,

confirms this. This study shows that 39 per cent of the cigarette

excise taxes - close to $4 billion - is paid by people earning under

$20.000 a year, while only about 2 per cent - approximately $200

million - is paid by those earning over $100.000 a year. We request

your permission, to provide the study when it is published for

inclusion in the hearing record.

Regressiveness is by no means the only defect of the form of

taxation you are considering today.

The selective excise tax has been subjected to strong criticism

by economists. No less an authority than the Assistant Secretary of

the Treasury for Tax Policy, Ronald A. Pearlman said Last December:

...you will not find any economist and
you will not find me defending excise
taxes as anything other than revenue
raisers. They are regressive. They
are industry specific. They are
unsound in my judgment from any
economic or tax policy basis... I would
not seek to defend them on any rational
basis.

In view of all of these manifold defects, we urge that this form

of taxation be used sparingly and its rates kept Low.
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The Federal cigarette excise tax should not be considered In

isolation from the many other forms of taxation imposed by government

at all levels on the producers and users of tobacco. The tax burden

borne by this industry and Its customers is mammoth in comparison

with that borne by business in general and by consumers of other

products.

The magnitude of this burden is established in a forthcoming

study by Chase Econometrics. It finds that, when all types of taxes

paid to all levels of government are taken into consideration, 48 per

cent of the expenditure of smokers for tobacco products ends up in

the hands of Federal, state and local tax collectors.

Two factors explain this extraordinarily high figure. First.

the tobacco industry and its customers are singled out for an added

charge in the form of excise taxes, yielding close to $10 billion

annually to the treasuries of the Federal Government, all 50 states

and approximately 400 local governments. Secondly, cigarette

manufacturers bear one of the heaviest effective rates of Federal

corporate income taxation.

In considering whether to increase the scheduled cigarette

excise tax after October 1 of this year. Mr. Chairman, your

Subcommittee should make its decision mindful of the entire excessive

tax burden now imposed on those who choose to smoke.

Obviously, the states, which rely heavily on tobacco taxes, are

greatly affected by any decisions you make on the Federal tax. There

is a widespread attitude among state officials that a higher Federal
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tax poaches on a field which should belong to them. Three years ago

the President. under the concept of the New Federalism. gave support

to this position by proposing that the Federal Government withdraw

from this field of excise taxes leaving it exclusively to the states.

Between 1951 and 1982 the Congress respected the primacy of the

states in this field of taxation. The Federal excise tax remained at

8 cents while the states raised cigarette taxes frequently and

substantially. In three decades state revenues from this source rose

from $465 million annually to more than $4 billion - almost a

ten-fold increase. During this period, states increased the tax rate

on cigarettes by 440 per cent.

Seventeen states, anticipating that the temporary added excise

tax on cigarettes would sunset on schedule, have this year provided

for an increase in their cigarette taxes.

Were the Congress to reverse its decision on the Federal tax,

the effect would be disruptive on State finances, and those States

which have taken such action contingent on the sunset can justifiably

complain that they have been victimized by a change of Federal

policy.

Mr. Chairman, let me invite the attention of your Subcommittee

to one other important consideration that should enter into your

decision on the Federal cigarette excise tax -- the plight of the

tobacco farmer.

The Federal tax increase was imposed at a time when the problems

of the tobacco farmer were mounting. Between 1978 and 1982 chronic
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advetsty in this sector of agriculture was manifested by a steep

reduction in the number of farms producing tobacco in several

states. During these years the number of tobacco farms in North

Carolina decreased by 26 per cent; in South Carolina. by 33 per cent;

in Georgia. by 31 per cent; in Maryland. by 21 per cent; and in

Virginia. by 18 per-cent. Then, in 1983, the year the Federal tax

increase became effective, the tobacco farmer suffered a decline of

one-third in the cash value of his crop.

Currently. the unsold stocks of tobacco under Commodity Credit

Corporation loan -- tobacco that was not bought in the market at the

support price -- amounts to more than 1-1/4 billion pounds. The

tobacco grower is hurting.

I trust that the Congress. in its concern to help the

agricultural community in general, will not ignore the tobacco

farmer. And I hope this Subcommittee will ask whether a 16-cent

Federal tax on cigarettes helps the farmer.

Mr. Chairman, while not specifically invited to speak to this

point..J am constrained to mention one other tax proposal of grave

concern to the cigarette industry.

Legislation has been introduced which would not only increase

the Federal excise tax on cigarettes but would also earmark a part of

the revenue from this tax for specific spending programs. The most

common form of earmarking proposed would direct the revenue to the

Hospital Insurance Trust Fund. but there are also proposals to apply

the funds to the tobacco price support program and to subsidize a

transition of tobacco farmers into other occupations.
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All of these proposals would introduce an undesirable rigidity

into the fiscal structure of government, binding the hands of

Congress in the future determination of how revenues should be

allocated, weakening Congressional control over spending programs,

and making budgetary adjustments more difficult. As recent

experience demonstrates, the last thing the Congress needs is another

obstacle to control of the budget.

Earmarking of any part of the revenue from the cigarette excise

tax for the Hospital Insurance Trust Fund cannot be justified. The

Fund is healthy, and its condition is improving. There is no

credible evidence that smokers impose a disproportionate burden on

this, or on other government health programs. Nor is there evidence

that the nation's smokers, who support such programs by their payroll

.and income taxes, are undertaxed for the services they receive. And,

finally, if the Congress wishes to try to measure health risks in

terms of their effect on health care costs, consistency would dictate

that a long list of products -- not just one -- be considered as

candidates for taxes earmarked for health programs.

The Tobacco Institute strongly opposes any and all proposals to

earmark the cigarette excise tax for any purpose.

In 1983 some 710,000 jobs were involved in producing and

distributing tobacco products, and an additional 1.6 million jobs

depended on the spending of workers in the tobacco industry. Tobacco

accounted directly for $31.5 billion of the Gross National Product

and indirectly for an additional $50.6 billion. One of the few
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bright spots in the U.S. 1984 balance of payments was the more than

$2 billion surplus of tobacco exports over imports.

Thus, when I ask this Committee to let the temporary addea tax

on cigarettes expire on schedule, I make this request on behalf of

an industry important to the nation's economy. Tobacco farmers,

distributors, thousands of retail establishments, the manufacturers

and sellers of tobacco products, and 55 million consumers will be

affected by your decision.
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STATEMENT OF W.L. CARTER, JR., PRESIDENT, TOBACCO GROW-
ERS ASSOCIATION OF NORTH CAROLINA, INC., SCOTLAND
NECK. NC
Mr. CARTER. I will summarize as well. I am W.L. Carter, Jr., a

tobacco farmer from Scotland Neck, NC. I am here today as Presi-
dent of the Tobacco Growers Association of North Carolina, an or-
ganization that speaks for about 3,000 tobacco farmers in our State.
Tobacco is important in our State. We grow two-thirds of all Flue-
cured tobacco and 43 percent of all tobacco grown in the United
States.

It accounts for over $1 billion a year in farm income. Just so you
understand how big it really is, that is larger than income from the
Kansas wheat crop or the Texas cotton crop or Arkansas broilers,
or Florda oranges or California grapes or Idaho potatoes. And each
of those States is the leading producer of that commodity in the
United States. So, you can see why we are concerned over anything
that threatens our tobacco. Our board of directors in a meeting on
June 19, 1985 went on record as supporting the sunset provision
that was included in the bill passed by Congress in 1982 when the
Federal excise tax was increased from 8 to 16 cents.

I am here today to remind your committee that the general
public as well as tobacco farmers were told that the additional 8
cents would be in effect only until September 30, 1985. We are
asking Congress to honor that commitment. We tobacco farmers ac-
cepted that tax increase in 1982 as it was portrayed, as a tempo-
rary measure that appeared to be in the best financial interest of
the Nation as a whole at that time. We gave up our opposition
even though we knew it would severely penalize us and our cus-
tomers. Looking back, however, I an pot sure we understood just
how severe the penalty would be on the tobacco farmer. As you
know, cigarette sales dropped almost 6 percent after the tax was
doubled.

Gentlemen, when cigarette sales go down, for whatever reason,
manufacturers need less tobacco. We farmers knew that, but we
hadn't understood how quick and how severe it would affect us as
growers. We now understand that, since the manufacturer has a 2-
to 3-year supply of tobacco on hand and aging all the time, a
sudden drop in future sales projection has a double or triple impact
on the amount of tobacco they need to buy off the current market.
If sales are expected to be down 6 percent for the next 3 years,
they have from 12 to 18 percent more tobacco already on hand
than they are going to need. The only way to adjust for that is to
reduce purchases for the next 3 years.

We saw that happen on our markets in 1982, 1983, and 1984. And
because our domestic cigarette manufacturers needed t-. buy less
tobacco, our stabilization cooperative receipts increased dramatical-
ly for each of those 3 years. In fact, our inventories are now at an
almost all-time high, and the interest charge we are having to pay
the Commodity Credit Corporation on those stocks threatens to
bankrupt our program. In some ways tobacco farmers feel Congress
almost delivered a one-two knockout punch in 1982 when they
passed the no-net cost tobacco bill and then doubled the excise tax.
Our tobacco quota has been cut over 25 percent since 1982. Because
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of the lower volume, our farmers are less efficient today. The profit
margins are smaller. Because the requirements of the no-net cost
tobacco bill this year, tobacco farmers will pay in assessments over
$500 on every acre of tobacco they grow to finance their program.

I am growing 55 acres this year, and that means that I will con-
tribute $37,500. I am not aware of any other farm commodity that
is forced to shoulder such a financial burden. Tobacco farmers are
taxpayers, too, but we feel we have been singled out unfairly by
overtaxing our product and denying us the same financial assist-
ance provided producers of other commodities. We recognize there
are other factors contributing to the exploding increases we have
seen in our assessments. But I honestly believe that the doubling of
the excise tax is the most single important one. We are aware that
there are a number of bills that have been introduced to double the
tax and to raise it from 16 cents to 32 cents.

We plead with you not to let that happen. The impact on farmers
I described for you resulting from the doubling of this tax in 1982
would be more than twice as severe if we doubled it again. It
would, in fact, be devastating to the tobacco farmers. Our associa-
tion believes tobacco farmers have done more than their share in
helping solve the financial problems of our Nation. It has taken its
toll, though. There are thousands of tobacco farmers who, because
of the quota cuts and the increasing assessments, have been forced
to leave the farm and seek other employment. It is not a good time
to be looking for off-farm employment. For many, their only alter-
native will be some form of public assistance. Many are just hang-
ing on, hoping for a better year next year. Included in that group
are some of our better farmers.

We need some relief, and you can give it to us by allowing the
additional 8 cents excise tax to expire as promised on September
30, 1985. I would like to add a personal point also. I am a smoker
also-about a pack a day. So, I have experienced the economic
impact of this tax as a consumer. I figured it has cost me close to
$100 since you doubled the tax, and I keepAtrying to figure out
what extra services I have received for those taxes I pai ilhat the
nonsmoker didn't receive. So, speaking as a consumer, M- hink I
have also done my share. It is time I got a little relief, too. Thank
you for allowing me to express both my views and the views of my
association.

Senator CHAFEE. Thank you very much, Mr. Carter. Mr. Estey.
[The prepared written statement of Mr. Carter follows:]
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Statement of W. L. Carter, Jr., President

The Tobacco Growers Association of N.C., Inc.

Presented to

The Subcommittee on Taxation and Debt Management

of the United States Senate Committee on Finance

I am W.L. Carter, Jr., a tobacco farmer from Scotland Neck, North

Carolina. I am here today as President of the Tobacco Growers

Association of North Carolina, an organization that teaks for

about 3,000 tobacco farmers in our State.

Tobacco is important in our state. It's grown in 90 of the 100

counties. We grow two-thirds of all the flue-cured tobacco and

43% of all the tobacco grown in the U.S. It accounts for over

$1 billion a year in farm income - over one-fourth of our total farm

sales. Just so you understand how big it really is, that's larger

than the income from the Kansas wheat crop, or the Texas cotton crop,

or Arkansas broilers, or Florida oranges, or California grapes, or

Idaho potatoes. And each of those states is the leading producer

of that commodity in the U.S. So, you can see why we're concerned

over anything that threatens our tobacco.

Our board of directors, in a meeting on June 19, 1985, want on record

as supporting the sunset provision that was included in the bill

passed by Congress in 1982 when tbe federal cigarette excise tax was

increased from-8 cents to 16 cents. I am here today to remind your

Committee that the general public as well as tobacco farmers were

told that the additional 8 cents would be in effect only until

September 30, 1985. We're asking Congress to honor that commitment.

We tobacco farmers accepted that tax increase in 1982 as it was

portrayed--as a temporary measure that appeared to be in the best

financial interest of the Nation as a whole at that time. We gave

up our opposition even though we knew it would severely penalize us

and our customers. We were willing to shoulder our share of a
burden we all faced. Looking back, however, I am not sure we under-

stood just how severe the penalty would be on the tobacco farmer.
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As you know, cigarette sales dropped almost 6 percent after the

tax as doubled. Gentlemen, when cigarette sales go down, for

whatever reason, manufacturers need less tobacco.

We farmer knew that, but we hadn't understood how quick and how

severe it would affect us as growers. We now understand that since
the manufacturer has a two or three years' supply of tobacco on

hand and aging all the time, a sudden drop in future sales pro-
jections had a double or triple impact on the amount of tobacco

they need to buy off the current market.

If sales are expected to be down 6 percent for the next three years,
they have from 12 percent to 18 percent more tobacco already on hand

than they are going to need, and the only way to adjust for that is

to reduce purchases for the next three years.

We saw that happen on our markets in 1982, 1983, and 1984. And

because our domestic cigarette manufacturers needed to buy less

tobacco, our Stabilization Cooperative receipts increased dramatically
for each of these three years. In fact, our inventories are now at

an almost all-time high and the interest charges we are having to pay

the Commodity Credit Corporation on those stocks threatens to bankrupt

our program.

In some ways, tobacco farmers feel Congress almost delivered a one-two
knockout punch in 1982 when they passed the No-Net-Cost Tobacco Bill

and then doubled the excise tax. It has been downhill ever since.
Our tobacco quota has been cut over 25 percent since 1982. Because

of the lower volume, most farmers are less efficient today and their
profit margins are smaller. Because of the requirements of the

No-Net-Cost Tobacco Bill this year tobacco farmers will pay in assess-
ments over $500 on every acre of tobacco they grow to finance their
program. I am growing 55 acres this year, and so that means I will

contribute $37,500. I'm not aware of any other farm commodity that

is forced to shoulder such a financial burden. Tobacco farmers are
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taxpayers, too, but we feel we have been singled out unfairly by

over taxing our product and denying us the same financial assistance

provided the producers of other commodities.

We recognize there are other factors contributing to the exploding

increases we have seen in our assessments, but honestly believe

the doubling of the excise tax is the single most important one.

We are aware that there are a number of bills that have been

introduced to double the tax and raise it from 16 cents to 32 cents.
We plead with you to not let that happen. The impact on farmers

I described for you resulting from the doubling of this tax in 1982
would be more than twice as severe if we double it again. It would,

in fact, be devastating to tobacco farmers.

In summary, our Association believes tobacco farmers have done more

than their share in helping solve the financial problems of our

Nation. It has taken its toll, though.

There are thousands of tobacco farmers who, because of the quota cuts

and the increasing assessments, have been forced to leave the farm

and seek other employment. It's not a good time to be looking for

off-farm employment. For many, their only alternative will be some

form of public assistance. Many are just hanging on, hoping for a

better year next year. Included in that group are some of our better
farmers. The financial pressures are simply too great.

We need some relief and you can give it to us by allowing the

additional 8 cents excise tax to expire ,as promised, on September 30,
1985.

May I add a personal point?

I am also a smoker--about a pack a day--and so I have experienced the

economic impact of this tax as a consumer. I figure it has cost me
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close to $100 since you doubled the tax, and I keep trying to

figure out what extra services I have received from those taxes

I paid that the nonsmoker didn't receive.

So, speaking as a consumer, I think I have also done my share and
it is time I got a little relief, too.

Thank you for allowing me to express both my views and those of

the tobacco farmers our Association represents.
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STATEMENT OF RICHARD C. ESTEY, VICE PRESIDENT, CANTEEN
CO. OF OREGON, PORTLAND, OR

Mr. ESTEY. Yes. My name is Richard Craig Estey. I am a tobacco
distributor, or cigarette distributor, and a vending machine opera-
tor from Portland, OR. The first point that I would like to bring
up, and I have two main points to bring up. The first one is my
agreement with Senators Symms and Durenberger regarding let-
ting the States be able to handle the additional excise tax if they
were to have one. In my home State, the State of Oregon, our local
State legislature has already passed a replacement 8-cent tax. It
ends up taking place on the anticipation of the sunsetting of the
Federal excise tax that is going to take place regardless whether
the Federal tax sunsets or not, which then adds an undue financial
burden. But the real issue that I want to bring up, and nobody this
morning has really brought it up-and I know I am speaking ad-
versarial to both of you Senators-but most people think of the to-
bacco industry as being a very large industry. It is dominated by
five or six main manufacturers, a couple of smaller manufacturers,
and fed by some growers, brokers in the tobacco business, but I am
from the distribution side of the industry, which is dominated.
There are 3,500 distributors across the United States and literally
hundreds of thousands of retailers of cigarettes. Most of these busi-
nesses are small, independent, family operated businesses, and to-
bacco products can represent 20 to 30 percent of the total sales of
their different businesses. In the distribution side, this is a hard
concept to grasp. There are two different areas that distribution
primarily goes through. One is a value-added distribution system
where, all of a sudden, a retailer or distributor adds a value to the
goods or services that he provides to the public. The other one is a
very mass-merchandiser type of distribution system that competes
solely on price. And coming from the small retailer side, what is
happening as a result of the excess taxation, the external forces
that are being put on tobacco retailers and tobacco wholesalers is
that all of a sudden it is skewing the competitive advantage toward
the retailers that can compete primarily on price. I will throw out
some numbers to you. The overall consumption of tobacco or of
cigarettes-the numbers that are being thrown out-of being down
4 percent this year. That 4 percent doesn't happen across the whole
industry spectrum, across every retailer of the product. I am in the
vending industry. My sales in vending machines over the last 10
years, and I am only in the State of Oregon, so we have different
taxes. But my sales in vending machines have dropped 40 percent
in sales. So, all of a sudden, it is becoming such an economic issue
to your constituents and the constituents of the other Senators that
all of a sudden their livelihoods are steadily being eroded away in a
disproportionate amount compared to, all of a sudden, in a mass-
merchandiser type of retailing. They don't have very high labor
costs. So, all of a sudden, you don't see them-what do you want to
say?-fighting against an increase in the excise tax because to a lot
of retailers-my business went down 40 percent. There is a whole
other group of retailers who went up, and those retailers are pri-
marily large, big business, the large regional chains, and not the
small independent convenience store, vending machine operator,
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restaurants, or anything like that. That is all I have. I thank you
very much for your time.

Senator CHAFEE. Thank you very much, Mr. Estey, for your testi-
mony. We appreciate your coming this long distance.

Mr. ESTEY. Thank you.
Senator CHAFEE. Mr. Giso.
Mr. BURNS. Mr. Chairman, Mr. Giso could not be here because of

a personal matter. If it is appropriate with the Chair, I would like
to read his testimony, if I could.

Senator CHAFEE. Your name is?
Mr. BURNS. My name is Terry Burns. I am executive director of

the National Association of Tobacco Distributors, of which Mr. Giso
is a member.

Senator CHAFEE. I see. Why don't you proceed?
Mr. BURNS. Thank you, Mr. Chairman.
[The prepared written statement of Mr. Estey and a letter to the

Canteen Co. of Oregon from John Rich follow:]
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TESTIMONY OF

RICHARD CRAIG ESTEY

CANTEEN COMPANY OF OREGON, PORTLAND, OREGON

TO

SENATE FINANCE COMMITTEE'S SUBCOMMITTEE

ON

CIGARETTE EXCISE TAX

SEPTEMBER 10, 1985

I appreciate the opportunity to address this Senate Finance

Committee's Subcommittee on the topic of the cigarette excise

tax.

I would first like to address the $.08 impact this tax would

have on the State of Oregon and Washington.

In following the President's strategy of having state and local

government take on more responsibility, the State of Oregon

has already placed a tax of $.08 per pack to replace the

sunsetting federal $.08 tax. This tax will go into effect

regardless of what happens to the federal tax, thereby already

increasing tobacco product's taxation.

The State of Washington did not replace the federal tax with

one of their own. In effect, reducing taxes for its citizens

in a non-progressive manner.

But, my real concern lies with the lack of economic stability
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and prosperity for the small busineses caused by failure to

allow sunset of the cigarette excise tax or imposition of another

cigarette tax.

Stereotypically, we think of the tobacco industry as a "big"

business. However, in actualality, the industry is dominated

by six manufacturers and the "bigness" stops there. 'We forget

that these manufacturers are supplied through farmers, brokers,

support services across the United States and that the tobacco

products are remarketed through 3,500 small disbributors and

literally hundreds of thousands of retailers (convenience stores,

gas stations, grocery stores, vendors, restaurants, etc.), most

of which Are small family-operated businesses.

In our already price conscious society, failure to allow sunset

of the cigarette excise tax or imposition of another cigarette

tax would have a disastrous impact on these small businesses.

The disproportionate heavy taxes make tobacco products extremely

price sensitive in relation to value, thereby forcing the consumer

to shop for price.

The only retailers positioned to compete solely on price are

the large regional and national chains. These retailers buy

in large enough volumes to allow by-passing traditional

distribution and purchase direct from manufacturers, enabling

them to sell for prices that cannot be matched by small business.

Addressing the vending market specifically, in the past years,
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the number of cigarette machines have dropped 17.2% and we have

seen a drastic drop in the unit volume of pack sales. Twenty

percent of all vending sales are tobacco products and this

percentage increases in other retail operations such as

convenience stores. Tobacco products are a very substantial

sales product category and are a vital part of business to small

retailers in terms of sales and profitability and economic

stability.

Please don't misunderstand, "small" business is willing to compete

with "big" business and their predatory pricing with our added

value retailing - convenience, location and hours, personal

attention, all coupled with fair pricing.

However, the tobacco industry's being the target of several

external forces such as this excess cigarette taxation, on a

product category that more than pays its share, skews the

competitive advantage towards big business and it becomes unfair.

Our 'added values' to promote and increase our business becomes

insignificant compared to price.

Further, consider the fact that tobacco products are the most

regressive of the selective consumption taxes and is already

a tax which is collected in disproportionate share from the

lower middle income classes rather than "big" business and is

a tax which is definitely industry specific. The tax

responsibility sustained by the tobacco industry and its consumers

is immense in relation to that of other industries in general
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and by consumers of other products.

In closing, I ask this Senate Finance Committee's Subcommittee

let the temporary added tax on cigarettes expire as scheduled

and not be replaced in order to provide economic stability to

those most affected by this tax, the small businesses comprised

of farmers, distributors and retail operations all across the

United States.
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3Rtich AaIh *4iur, Ur.
Y14OLESALUR 1ISTRIUTOR$

140SE 2GTM AVENUE

PORTLANO. OR 97214

PHONE 303 233-4631

August 23, 1985

Canteen Company of Oregon
501 North Lagoon Avenue
Portland, Oregon 97217

Attn: Craig Estey

Dear Craig,

It is my understanding that you will be testifying in
September before a Senate committee hearing on the federal
cigarette tax. Please convey to the Committee that the
addition of a federal tax will have a disastrous effect
on the wholesaling and retailing of tobacco and candy in
the state of Oregon. Many small retailers will no longer
be economically viable operations. This includes the
small "mom - pop" stores as well as the Oregon Commission
of the Blind supervised smoke stands.

Oregon has already replaced the sunseted 80¢ a carton
federal tax with one of its own. Let Congress keep its
promise and allow this tax to lapse.

Very truly yours,

Joh ZRich
RI@ & RHINE, INC.

JR/dw
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STATEMENT OF JACKIE GISO, PRESIDENT, JACKIE GISO, INC.,
CRANSTON, RI, AS PRESENTED BY TERRY J. BURNS. EXECU-
TIVE DIRECTOR, NATIONAL ASSOCIATION OF TOBACCO DIS-
TRIBUTORS, ALEXANDRIA, VA
Mr. BURNs. The National Association of Tobacco Distributors

[NATD], which represents over 570 small business wholesale dis-
tributor members, with over 740 distribution outlets. Our associa-
tion also represents 230 manufacturer and supplier associate mem-
bers whose 12,000 salesmen canvas and supply almost 1.5 million
retail outlets selling tobacco products across the United States. Our
industry markets goods with an estimated annual wholesale value
of over $16 billion. We appreciate the opportunity to present
NATD's position on whether the current level of Federal cigarette
excise tax should be extended beyond the September 30, 1985, dead-
line.

The NATD urges this committee to comply with the intent of
Public Law 97-248, the Tax Equity and Fiscal Responsibility Act of
1982, which contains a sunset provision that would reduce the tax
rate from 16 cents to 8 cents per pack on October 1, 1985. In addi-
tion, we believe that this committee-should also adopt a floor
stocks tax rebate provision, similar to the one considered for inclu-
sion in last year's Deficit Reduction Act of 1984. That is Public Law
98-369. That would provide for refunds of 8 cents for every pack
held in inventory on October 1, 1985. 1 would like to emphasize
some of our policy considerations regarding the sunset provision
and rebates. In 1983, TEFRA cigarette tax increase placed a signifi-
cant burden on the wholesaler because it incluaed a fl0-Sr stocks
tax. According to the Treasury Department, the one-time tobacco
floor stock tax on inventory held on January 1, 1983, produced $180
million in revenue, all of which was paid by the tobacco wholesale
industry. With the scheduled lowering of the Federal cigarette
excise tax, the opposite should occur. There should be a rebate of
the taxes which have already been paid on inventory held on Octo-
ber 1, 1985. Legislative language should be included in the House
and Senate tax bills as was included by the House Ways and
Means Committee last year to include a floor stocks tax rebate for
such inventory. At this time, Mr. Chairman, I would like to include
in my testimony a copy of the letter which was sent by Steve
Bloom, chairman of our association legislative committee and a
member of the executive committee, to the chairman of the House
Ways and Means Committee, Congressman Dan Rostenkowski, out-
lining the floor stocks tax rebate language we support. We would
urge you to include this language in the Senate legislation prior to
the end of this month.

[The prepared letter of Mr. Bloom, legislative chairman, Illinois
Association of Tobacco and Candy Distributors, follow:]
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Mr. BURNS. It is unfair to place the burden of deficit reduction
on cigarette excise taxes. These taxes are regressive taxes because
their impact is proportionally greater on persons with low and
moderate incomes. Regressive taxes should not be utilized as a
means either to recoup Federal deficits or to reduce by earmarking
any specific programs such as Medicare. This latter point is true
now more than ever because of the greatly improved financial situ-
ation in the Medicare trust fund. The impact of State excise tax
increase. Even the Federal tax at 16 cents ignores the policy of
leaving to the States any potential revenue to be derived beyond
the basic 8 cent Federal excise tax. At least 16 States have already
passed contingent tax increases based on the sunset provision.
Eight States have pending contingent tax legislation. We recall
that the administration several years ago had proposed an-elimina-
tion of Federal cigarette excise taxes as part of its true federalism
initiative by stating that such taxes should be State revenue op-
tions. Given the recent proposals to reduce revenue sharing and
block grants and to eliminate deductions for State and local income
taxes, it is important that some revenue generating areas be pre-
served for the States. Tobacco is unfairly singled out. Of the vari-
ous excise taxes to be raised, tobacco was singled out for a substan-
tial tax increase. We believe that excise taxes in general are re-
pressive, but certainly tobacco should not be discriminated against.
Thank you for this opportunity to present our views.

Senator CHAFEE. Thank you very much for that testimony from
Mr. Giso.

[The prepared written statement of Mr. Giso follows:]
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STATEMENT OF JACKIE GISO, PRESIDENT
JACKIE GISO, INC.,

CRANSTON, RHODE ISLAND

BEFORE THE
SENATE FINANCE COMMITTEE

ON

CIGARETTE EXCISE TAXES

SEPTEMBER 10, 1985

Mr. Chairman and members of the Committee. My name is

Jackie Giso, President of Jackie Giso, Inc., a tobacco wholesale

distribution company based in Cranston, Rhode Island.

I am a member of the National Association of Tobacco Distri-

butors (NATD), which represents over 570 small business

wholesaler-distributor members, with over 740 distribution

outlets. Our Association also represents 230 manufacturer and

supplier associate members whose 12,000 salesmen canvass and

supply almost 1.5 million retail outlets selling tobacco products

across the United States. Our industry markets goods with an

estimated annual wholesale value of over $16 billion dollars.

We appreciate the opportunity to present NATD's position on

whether the current level of federal cigarette excise tax should

be extended beyond September 30, 1985. The NATD urges this

Committee to comply with the intent of Public Law 97-248, the Tax

Equity and Fiscal Responsibility Act of 1982 (TEFRA), which

contains a *sunset" provision that would reduce the tax rate from

16 cents to 8 cents per pack on October 1, 1985. In addition, we
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believe that the Committee should also adopt a floor stocks tax

rebate provision, similar to the one considered for inclusion in

last year's, Deficit Reduction Act of 1984 (P.L. 98-369), that

would provide for refunds of 8 cents for every pack held in

inventory on October 1, 1985.

I would like to emphasize some of our policy considerations

regarding the sunset provision and rebates.

Rebates

In 1983, the TEFRA cigarette tax increase placed a

significant burden on wholesalers because it included a floor

stocks tax. According to the Treasury Department, the one-time

tobacco floor stocks tax on inventory held on January 1, 1983

produced $180 million in revenue, all of which was paid by the

tobacco wholesale industry. With the scheduled lowering of the

federal cigarette excise tax, the opposite should occur. There

should be a rebate of the taxes which have already been paid on

inventory held on October 1, 1985. Legislative language should

be included in the House and Senate tax bill, as was included by

the House Ways and Means Committee last year, to include a floor

stocks rebate for such inventory. At this time, Mr.Chairman, I

would like to include in my testimony a copy of a letter which

was sent by Steve Bloom, Chairman of the NATD's Legislative

Committee and a member of the Executive Committee, to the

Chairman of the House Ways and Means Committee, Congressman Dan

Rostenkowski(D.XIll),outlining the floor stocks rebate language we

support. We would urge you to include this language in Senate
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legislation prior to the end of this month.

Tobaco Excise Taxes Ai e Regressive

It is unfair to place the burden of deficit reduction on

cigarette excise taxes. These taxes are regressive taxes because

their impact is proportionally greater on persons with low and

moderate incomes. Regressive taxes should not be utilized as a

means either to recoup federal deficits, or to reduce through

earmarking, any deficits in specific programs such as Medicare.

This latter point is true now more than ever because of the

greatly improved financial situation of the Medicare Trust Fund.

Impct QL Sate £i TaM Increases

Keeping the federal excise tax at 16 cents ignores the

policy of leaving to the states any potential revenue to be

derived beyond the basic 8 cents federal excise tax. As least

sixteen states have already passed contingent tax increases based

on the sunset provision. Eight states have pending contingent

tax legislation. We recall that the Administration several years

ago had proposed an elimination of federal cigarette excise taxes

as part of its "New Federalism" initiatives, by stating that such

taxes should be State revenue options. Given recent proposals to

reduce revenue sharing and block grants, and to eliminate deduc

tons for state and local income taxes, it is important that some

revenue-generating areas be preserved for States.

T Unfairly Singled =ut

Of the various federal excise taxes which could be raised,

tobacco was singled out for a substantial t..x increase. We

believe that excise taxes in several are repressive, but

certainly tobacco should not be discriminated against.

Thank you for this opportunity to present our views.
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THIS IS A COPY OF THE LAW AS IT WAS PASSED,

PART Il-CIGARETTES

SEC. 153. INCREASE IN TAX ON CIGA RETTES
(a) RArz or TAx.-Subsection (b) of seciwn $701 (relating to rate

of tax on cigarrtWes) is amended-
(1) by striking out "'$4" in paroph (1) and inserting in lieu

thereof ":8; and
(2) by striking '8.140" in pz-cagr-ap)I (2) o ad inser ng in

lieu thereof S1&8'.
(b) F)oR Srocx.L-

(j) ImposToN or rx.--On cigarettes manufactured in or
imported into the United States which art removed before Jan.
uary 1. 198, and held on such date for sale by any person.
theri shall be imposed the following taxes.

(A) S.L.L CIGARE7zs.-Of coarettes. weighing not
more than 3 pounds per thousand, i4 per thousand "

(B) LA.*c: CIOARC7TS.-O" cigarettes. weighing more
than 3 pounds per thousand $8.40 per thousan4a except
that, if more than 5'/ inches in length, they shall be tax.
able at the rate prescribed for cigarettes weighing not more
than $ pounds per thousand, counting each 2/, incheA or
frction thereof, of the length of each as one cigaeft

(2) Lj.sumry FOr TAX A.A MzroD oF PA rMZm7.-
(A) Lixanurr rO rAx.-A person holding eigarc(e on

January 1, 198S, to which any tax imposed by paragrph U)
applies shall be liable for such ta..

(B) MZ'noo Or PAYMENT.-The tax imposed by para.
graph (1) shall be treated as a tax imposed under section
*7O1 and shall be due and payable on January 18. ISM& in
the same rnmnneras the tax imposed under such section is
payable with respect to cigarettes removed on after January
1. 1983.

(a) Ca,'crrz.-For purposes of this subsection, the term
"cigarette" shall have the meaning given to such term by sub.
section (b) of section 5702 of the Inte'nal Revenue Code of 19$4

(4) zxczrprno, ro rrAr.iTIL .- Th taxes im o sed &v roe
graph () shall not apply to cigarette& in retail'so ks ked on
Jttaniuy J, 1983, at the place where intended to be sold atretaiL

(c) Errzcnvr DAmZ.-The amendment made by subsection (a)
shall apply. with respect to cigarertes removed after December 31,
1982 aW before Octooer 1. 1985.

PART I'V- TAPS ADJUSTVET ELIMINA TED
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VERSION I

SEC. TAX REBATE ON FLOOR STOCKS OF CIGARETTES

(a) QUALIFYING CIGARETTES - On cigarettes manufactured in or

imported into the United States which are removed before

October 1, 1985, and held on such date for sale by any

person, shall quality for the following rebates:

(1) SMALL CIGARETTES - On cigarettes, weighing not more than

3 pounds per thousand, per thousand;

(2) LARGE CIGARETTES - On cigarettes, weighing more than 3

pounds per thousand per thousand; except that, if

more than 6 1/2 inches in length, they shall qualify for

a rebate at the rate prescribed for cigarettes weighing

not more than 3 pounds per thousand, counting each 2 3/4

inches, or fraction thereof, of the length of each as

one cigarette.

(b) PERSONS QUALIFYING AND METHOD OF PAYHENi

(1) PERSONS QUALIFYING - A person holding cigarettes on

October 1, 1985, to which any tax rebate described by

paragraph (a) applies shall be entitled to such rebate.

(2) METHOD OF PAYMENT - The rebate described by paragraph (a)

shall be due and payable on or before November 15, 1985.

(c) CIGARETTE - For purposes of this Subsection, the term "ciga-

rette* shall have the meaning given to such term by Subsec-

tion (b) of Section 5702 of the Internal Revenue Code of

1954.

(d) EXCEPTION FOR RETAILERS - The rebate described by paragraph

(a) shall not apply to cigarettes in retail stocks held on

October 1, 1985, at the place where intended to be sold

at retail.
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Deficit Reduction Act of 1984
(Public Law 98-369)

Division A - Tax Reform Act of 1984
Title X - Miscellaneous Revenue Provisions

Subtitle B - Excise Tax Provisions
Part II - Other Excise Taxes

SIC Isli PFWo Urocx Urn/D oR CIC0A=rTtX
fa) INe Gzx-A.--r before October 1,

JOSS. any article subject to tax under section
S?01(b) of Me Internal Revenue Code of 95
has been sold by the manufacturer, produc-
er. or importer and on such day is held for
sal by any Person lhereinafter In thi sec.
tion referred 0 v the "dealer"). there shD
be credited of' AtAnded withoutf Interest) to
the manufaturr, producer, or importer an
amount equal to Oe excess f the tax paid
by seth manufacturer, producer, or Importer
on ouch article over th tax which would
have been paid if such article were taxed at
the rate in effect on October), 1.985. If-

(I) claim for such credit or refund Ii filed
wih the Secretary before J'ly 1, 1 8. based
on a request submitted to the manufacturer.
producer, or Importer before April 1, 1986,
by the dealer who held the article in respect
ofwhich the credit or round is claimed, and

12) on or before July 1. 1958. reimburse.
ment hai been made to the dealer by the
manufacturer, producer, or importer in an
amount equal to such excess or written con-
sent has been obtained from the dealer to Wh
allowance o the credit or refund.

Ib LmJTrtoN oN EuolulruT FoR CREDr
oR RurvY.-No manufacturer, producer, or
Importer shall be entitled to a credit or
refund under subsection (a) unless he haj in
his possession such evidence of the invento-
ries with respect to which the credit or
refund is claimed as may be required by rte.
ulations prescribed by the Secretary.

(c) Oiwxn Ldws APPucsLABr.-All proVi.
&tons of la, including penalties, applicable
wiLth respect to tw taxes imposed by section
6701 of such Code shalt Insofar as applica.
ble and not inconsistent with subsections
(a) and Ib) of this section apply In respect
0 the credits and refunds provided for in
subsection (a) to the same extent as if the
credits or refunds consfituted overpayments
o/the taz.

(d) Dsrimov.-For purposes of this Sec-
ifon-

11) PX joNv.-jae term "person" includes
any State or political subdivision thereof, or
any agency or Instrumentality ofa State or
political subdivision thereof.

f:) StcxsAx.-Th term "Secretary"
.meanu the Secretary of ts Treasurv or his
delegate.

Source of this excerpt:

Conference Report on H.R. 4170
(H. Rept. No. 98-861)

Reprinted in Congressional Record (6/22/84) p. H6519
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VERSION 2

NATIONAL ASSOCIATION OF TOBACCO DISTRIBUTORS
REQUEST TO THE HOUSE WAYS AND MEANS COMMITTEE
SUGGESTED CHANGE TO SECTION 27, OF H.R. 4170

THE TAX REFORM ACT

MARCH 16, 1984

SECTION (d)(1)

p. 16 line 17

After "person" insert:
*at any plact other than at the place
where intended to be sold at retail

p. 17 line 3

Replace "request" with "verified claim"

p. 18 line 16

After subsection (B) insert another definition:

-(C) VERIFIED CLAIM. -- The term 'verified
claim' means any claim submitted by any dealer
to any manufacturer, producer, or importer
which complies with Section (d)(2).

p. 17 line 20

After Section (d)(2) insert a new section (d)(3) and
renumber subsequent sections accordingly:

"(3) MANDATORY REFUNDS TO DEALERS. -- Upon
receipt of a verified claim, a manufacturer,
producer, or importer shall reimburse the
dealer which submitted such verified claim
within 10 days of receipt of such verified
claim; such refund to be in cash or, at the
option of dealer, in credit or in any other
means acceptable to dealer.
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-Senator CHAFEE. Gentlemen, here is the problem. None of us on
this committee want to hurt anybody. We don't want to hurt farm-
ers, particularly small farmers, small retailers, and those involved
in family owned businesses. What do you say, though, about the
connection between tobacco and smoking and health? I mean, if
anybody wants to argue that, I would be interested in hearing it;
but it seems to me it is absolutely clear that smoking is bad for
every health problem that humans have. It has a synergistic effect
with strokes, with lung problems, with blood pressure. Whatever
the problem, if you add smoking it is compounded. These problems
have cost implications. The previous witnesses said that there is a
$14 billion added cost to direct health costs to the Federal Govern-
ment, plus $25 billion of lost time due to related sicknesses. Now,
furthermore, there has been testimony.-indeed, your own testimo-
nies-shows that the increase in the tax by 8 cents resulted in a 6-
percent decline in smoking, and I think those are your figures, Mr.
Kornegay. Now, what about all that? Suppose you were sitting in
our seats up here, what is your answer? Let's take you, Mr. Korne-
gay.

Mr. KORNEGAY. Oh, me first?
Senator CHAFEE. We are not looking at this issue as simply

trying to legislate social behavior. Rather we are attempting to in-
troduce some equity into our health system-people who smoke
should pay for some of the costs they impose on the rest of society.
And as you yourselves stated-presumably if 6 percent fewer
people are smoking, then the costs of cigarette-related diseases has
decreased by 6 percent.

Mr. KORNEGAY. Our position is quite clear, Mr. Chairman, I
think, and plain, and that is this is the tax writing committee for
the country. Looking at it from your perspective, as I perceive it
anyway, your responsibility is raise the revenues to run the Feder-
al Government, and to do this, in an objective way, by being fair,
avoiding regressivity if possible, and in a way that will encourage
economic growth. If you follow those principles, the principles
which have been laid out by those in the Congress and in the coun-
try who are interested in tax reform, you would let this sunset take
effect. Now, I understand why and how, after listening to the previ-
ous panel, you and other members of the subcommittee would be
concerned. I want to be fair to them because I know them to be
conscientious people. You have got to view their position and their
testimony, in light of their mission, and that is to bring about a
smokeless society. They are-and I use this word charitably, I
hope-prohibitionists. We are not. We view tobacco as a legal prod-
uct, one of the first exports this country ever had. And of course,
we get emotional and they get emotional. They are, I am sure, con-
vinced that anybody who smokes a cigarette is hurting his health
and that it is going to cause great grief to many people. Our view is
that their testimony should be presented, as it has been on many
occasions, before other forums in the Congress. The Commerce
Committee has held hearing after hearing on the health questions,
and this is where health policy matters related to Amoking ought to
be determined. Congress said look to the tobacco industry-3 years
ago-for more revenue. Help us out. We are going to double the
excise tax, but at the end of 3 years, we will let it go back to where

54-378 0 - 86 - 4
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it used to be. Now, I am not saying we liked that, but we didn't
accept it grudgingly, and we are simply here saying: Please give us
a little help. And we think we carl demonstrate with positive proof
the damage that has been done principally to the farmer in the to-
bacco industry, as well as the distributors. And yes, it has affected
the manufacturers, too, to some extent.

Senator CHAFEE. As you know, Mr. Kornegay, this is more than
just a tax-writing committee. This committee has jurisdiction over
series of areas, and other considerations than revenue come in. The
whole problem of protectionism isn't to get more revenue for the
Federal Government. It is to keep imports out. So, that is -not just a
revenue matter. And we are dealing with Medicare and Medicaid,
which are under the jurisdiction of this committee as well.

Mr. KORNEGAY. Yes.
Senator CHArEE. Mr. Carter, let me ask you a question. You are

right on the front lines. You have a tobacco farm. I think you
said-how big is it?

Mr. CARTER. Fifty-five acres.
Senator CHAFEE. Fifty-five? How big is it?
Mr. CARTER. Fifty-five acres.
Senator CHAFEE. Fifty-five acres of tobacco. And in your testimo-

ny, you pointed out-or maybe it was some earlier witness-that
starting in about the late 1970's, the decline of the tobacco farms
began. What is the future? Regardless of what we do here, it seems
to me that the future of the tobacco farmer probably isn't the best
in the world, is it?

Mr. CARTER. Mr. Chafee, I grow several other crops besides tobac-
co, and the future of those commodities is somewhat bleak at this
time also. Yes, I think the tobacco farmer has a future. We have
some program adjustments, as Senator Helms alluded to this morn-
ing, that have to be made to make ourselves more price competi-
tive in a world market. I would certainly like to think as a tobacco
farmer that I do have a future. I also would like to point out that
the gentleman on the Coalition of Smoking or Health was talking
about substitutions and that the day of the tobacco farmer has
come, and there is no substitute for tobacco in the State of North
Carolina. We could devastate any specialty market that you could
so name-strawberries, be what it may, asparagus-and glut that
market within a very short period of time. Those acres and those
people who are currently employing people, keeping those people
off of welfare rolls, giving those people work, would be out of jobs.
They would become not employees any more, and those people con-
seq uently would be looking elsewhere.

Senator CHAFEE. But isn't it true that even before this tax in-
crease came along, that the purchase power of the Government of
tobacco had reached or was on its way to reaching unprecedented
levels. And I think now the holdings of the Stabilization Coopera-
tive, I guess you said, are at an all-time high. Are you attributing
that to the tax?

Mr. CARTER. Not entirely, but to a great extent. As I said, 18 to
21 percent of it would be at any rate.

Senator CHAFEE. Was it your testimony, Mr. Kornegay, where
you went into the discussion of the farmers and the decline of
the--
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Mr. KORNEGAY. Let me see, Mr. Chairman, if I can make a state-
nent. Everybody in the- industry, in the entire tobacco family, will

probably not agree with this.
Senator CHAFEE. Let me just go over your statistics starting at

the bottom of page 5:
Between 1978 and 1982, chronic adversity in this sector-naming agriculture,

namely tobacco-was manifested by a steep reduction in the number of farms pro-
ducing tobacco in several States.

That was long before we did anything about this tax.
Mr. KORNEGAY. Would you like for me to give you my personal

views?
Senator CHAFEE. Yes. Could you answer that?
Mr. KORNEGAY. About 1977, in that time period, under the tobac-

co support program, the support price or the loan rates as they call
it were increased every year. They went up, up, up. And at about
that point was where the law of economics set. in. Athough Ameri-
can tobacco is by far the premium tobacco of the world-quality to-
bacco-and our foreign buyers for years would pay more to get the
quality, they would only pay so much more. So, when the escalat-
ing increased price got to a certain point, that is when these for-
eign countries, some of whom were named this morning-Brazil-
talking about Flue-cured and burley-Brazil, Korea, Zimbabwe,
Malawi, with reference to Flue-cured-that is when-they really got
into the market. Now, I understand they have improved their qual-
ity to some extent, and we have lost a lot of our foreign customers.
For example, in the late 1950's the United States supplied 60 per-
cent of the Flue-cured tobacco for the world. Today, it is approxi-
mately 25 percent. We have lost a large share of our foreign mar-
kets; and that is where one of the real griefs for the industry has
come. They were declining as a result of the high support prices
Mr. Chairman, and then when the tax was doubled, it was so
sudden-it just hit barn-right overnight and caused a precipitous
drop in sales, in the 5-, 6-, and 7-percent area.

Senator CHAFEE. It seems to me from your statistics you say, that
during 1978-82, long before this tax came along, the number of to-
bacco farms in North Carolina decreased by 26 percent, in South
Carolina by 33 percent, in Georgia by 31 percent, in Maryland by
21 percent, in Virginia by 18 percent. Those are walloping, stagger-
ing figures.

Mr. KORNEGAY. Yes, sir.
Senator CHAFE. When something goes down by 33 percent or 31

percent, especially in North Carolina which is looked on as sort of
the capital of the industry with a drop of 26 percent, it seems to me
that the whole tobacco growing industry has just got a host of prob-
lems. It is similar to the whole American farm sector problem
which seems at least closely related to the price supports. They are
pricing themselves right out of the market.

Mr. KORNEGAY. That is exactly right, Senator.
Senator CHAFEE. So, I think to lay it at the foot of an 8 cent tax

is perhaps not accurate.
Mr. KORNEGAY. I am not laying all of the problems on the tax.

There are many problems. Of course, we normally address them
one at a time, and we are here today hopefully to convince you and
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members of the subcommittee that we do need some help, in this
tax area. Tax relief would not solve all of our problems by any
means.

Senator CHAFEE. Senator Bradley.
Senator BRADLEY. Thank you very much, Mr. Chairman. I would

like to thank the panel for their testimony. I found it very informa-
tive, and there are a couple of areas I would like to pursue. First,
Mr. Kornegay, you made a point in your presentation that there
shouldn't be any tax increase and this is a tax increase any way
you cut it. You quote the majority leader. Let me ask you this: As a
citizen, the Superfund, which is the bill to clean up toxic wastes,
expires September 30. Do you think we should renew that, as a citi-
zen? I mean, you want to get toxic waste cleaned up?

Mr. KORNEGAY. I certainly do, Senator. There is no question
about it.

Senator BRADLEY. That would mean that the Congress would
have to impose taxes to clean up the toxic wastes.

Mr. KORNEGAY. I am no expert on the Superfund. I know of it,
and I have certainly heard about it.

Senator BRADLEY. But as a citizen, you would like to see it
cleaned up?

Mr. KORNEGAY. But as a citizen, of course, I support an effort to
clean up our rivers, streams, and our air. There is no question
about that.

Senator BRADLEY. All right.
Mr. KORNEGAY. As I understand it, the Superfund Program is

coming up for renewal with a financing mechanism attached to it.
Senator BRADLEY. Except that the administration is suggesting

$5 billion, and this committee passed $7.5 billion as opposed to $1.6
billion. So, it is a tax increase.

Mr. KORNEGAY. If there is a tax connected with it.
Senator BRADLEY. Let me go on. In 1982, we passed TEFRA, and

this increase in the cigarette tax from 8 to 16 cents was part of this
bill. TEFRA over 3 years raised about $100 billion, part of which is
related to the cigarette tax. You are now recommending that we
essentially let the cigarette tax return to 3 cents. Do you think we
should repeal the rest of the provisions in TEFRA that we passed
to raise revenue?

Mr. KORNEGAY. I would not-don't think I am really qualified to
say. I haven't made a study of it. Any of them that were considered
as being temporary, then I would suggest that the Congress ought
to let them go by the boards.

Senator BRADLEY. But you do think yours ought to be repealed, if
others aren't? Obviously, that is what you are saying.

Mr. KORNEGAY. We are saying just don't do anything, for the
Congress decided that it would go off automatically at the end of
this fiscal year. And if you just don't do anything, then it will go
off. And so, we are not asking you to take any action now. Letting
this tax sunset does not result in the termination of any Govern-
ment program.

Senator BRADLEY. All right.
-Mr. KORNEGAY. The wholesaler has another very substantial

problem.
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Senator BRADLEY. Now, I was curious to follow up on Senator
2hafee's comment about the decline in the number of tobacco
farms in North Carolina between 1978 and 1982. And it was a 26-
percent decline. What are those people doing now?

Mr. KORNEGAY. I don't know that I could answer-just general
knowledge. They have probably gone to work in a plant. Some of
them are living on public assistance.

Senator BRADLEY. So, most have jobs?
Mr. KORNEGAY. I don't know. I would really defer that, Senator

Bradley, to Mr. Carter who is right down there every day working
and knows the people.

Mr. CARTER. Senator, I wanted to say that since 1975, the effec-
tive quota for Flue-cured tobacco is about 50 percent in 1985 of
what it was in 1975, which would say that there is going to be less
tobacco farmers, or at least half as small as they were at one time.
There are a lot of tobacco farmers who have qone out of business.
Some of them are still farming, only they don t grow tobacco now.
Tobacco is such a labor-intensive problem that any time someone
doesn't grow it any more, it does away with jobs for other people in
the communities.

Senator BRADLEY. But what I am trying to figure out is: From
1978 to 1982, we lost 26 percent of the farmers in North Carolina
according to the testimony of Mr. Kornegay. The unemployment
rate in North Carolina as of May 1985 was 5.4 percent, which is
way under the national average of 7.3 percent, so most of these
people must have gotten jobs somewhere. So, they are obviously
working, or the unemployment rate would be higher. So, I think
there is a burden of proof here that even if 8 cents more on a pack
of cigarettes would be detrimental, that this means that the people
would be on public assistance. They haven't been since 1982. You
have an unemployment rate of 5.4 percent.

Now, if I could just quickly pursue a couple of other areas. You
are concerned about imports. Is that right? I didn't hear a lot of
emphasis on that, but are you concerned about imports?

Mr. KORNEGAY. Let me say this, Senator, and then they can all
choose up and give their views. Imports are a subject that you do
not find unanimity on within the tobacco industry.

Senator BRADLEY. All right, but you are concerned about imports,
and obviously earlier there was eloquent testimony about the con-
cern of imports. Keeping the cigarette tax at 16 cents instead of 8
cents could be totally offset by an 8 percent decline in the value of
the dollar. What you are worried about is imports. The price of an
import would be totally offset by the increase in the cigarette tax if
you had a decrease in the value of the dollar. So, I think that that
argument again bears closer scrutiny.

Now, the bell has rung, and I just want to pursue one other
point. I thought Mr. Carter's testimony was frankly very direct and
very moving. I just want to clarify one thing, though, that came
out in the earlier questions. You say that you farm 55 acres?

Mr. CARTER. Yes, sir.
Senator BRADLEY. Do you farm other crops?
Mr. CARTER. Yes, sir.
Senator BRADLEY. What is your total acreage that you farm?
Mr. CARTER. 2,000 acres.
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Senator BRADLEY. 2,000 acres? So, out of the 2,000 acres, you
farm 55 acres of tobacco?

Mr. CARTER. Yes, sir.
Senator BRADLEY. Would you call yourself a small tobacco farmer

then?
Mr. CARTER. No, sir; That tobacco produces 25 percent of the

income of those 2,000 acres.
Senator BRAD EY. All right. Now, if you are concerned about the

plight of tobacco farmers, and I am saying that I want to be sensi-
tive to that, what do you see happening? Mr. Chairman, I don't
want to take more time, but how does this tobacco program actual-*
ly work? You have your 55 acres, and you pay your $500 an acre.
What do you get? How does the program work?

Mr. CARTER. You want me to explain the tobacco part?
Senator BRADLEY. Yes, for the record.
Mr. CARTER. Tobacco is under Federal legislation a suppliers con-

trol. The price for it is controlled; and to grow a pound of tobacco
in the United States, you must have a pound of quota.

Senator BRADLEY. I'm sorry?
Mr. CARTER. To sell a pound of tobacco in the United States, you

must have a pound of quota which is that pound that has been allo-
cated to the farm, and you can come by that pound of quota in sev-
eral different ways. You can purchase it. You can lease it from
someone. You may already own it. This tobacco is grown by you
under the control system. It is placed on a market. It has a support
price which is very detailed and hard to explain, other than the
many grades involved in the system, and one grade being a better
grade than the other and the price consequently being higher. This
is placed for sale at a company or a buyer pays more thin the sup-
port price, and he purchases the tobacco. If not, it goes into the
Stabilization Corporation, which is contracted a commce-. t1v .redit
to carry out the laws that have been passed by our Congress. This
tobacco then, since 1982, is the responsibility of those people who
are growing tobacco. If there is a cost of carrying this inventory, it
will be assessed on the quota for the following year, which current-
ly this year it cost me 25 cents a pound for every pound of tobacco
I sell to carry inventories prior to 1985. These figures are forecast
to be even higher than that in years coming. I am sure you don't
understand the program from what I have said, but briefly, that is
the way the program works.

Senator CHAFEE. Can you sell it for less than the price?
Mr. CARTER. If the grower subsidizes the price, he can. No, no;

not on the auction market.
Senator BRADLEY. Let me try to go through this once more, just

to make it clear for the record, and make it clear also for a nonto-
bacco farmer. You grow some tobacco. The Government says they
will buy the tobacco if it exceeds a certain price?

Mr. CARTER. No, sir.
Senator BRADLEY. Or if it is below a certain price?
Mr. CARTER. If it is not purchased at a certain price.
Senator BRADLEY. If it is not purchased at a certain price, the

Government will buy it?
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Mr. CARTER. The concept being the same as the minimum grower
owns feed grains and other commodities produced in the United
States.

Senator BRADLEY. All right. Now, you produce your crop, and it
is below the market price. Where do you take your tobacco to sell
it?

Mr. CARTER. It is sold at the time that it is placed on the ware-
house floor. The buyer is the only thing that is in question. If it
goes into the grower-supported cooperative, you know it is picked
up just as if it would be if a buyer had purchased it. And it goes
into the warehouses in the Raleigh, NC area, which we hftve 805
million pounds.

Senator BRADLEY. Are those buyer warehouses meeting private
sector purchases or Government purchases?

Mr. CARTER. They are Government purchases stored in Govern-
ment-leased storage facilities.

Senator BRADLEY. So, you sell to Government warehouses and
they store the tobacco?

Mr. CARTER. No, sir; the warehouse system is such that in each
major tobacco-producing area, there is a tobacco market system
which is a private business who runs a warehouse for the purpose
of selling tobacco. I take my tobacco to his warehouse. He supplies
an auctioneer. The buying interests supply a buyer or representa-
tive. It is graded by USDA graders prior to sale, and it establishes
the price of that particular pile of tobacco. The sale then comes
through, with the buyers and the auctioneer, and it is auctioned
off. Then, it is going to the buyer or to the Government-owned
warehouse, or wherever it might go.

Senator BRADLEY. So, the Government is one of the buyers if
there is no private buyer?

Mr. CARTER. No, sir; the Government is not a buyer. They offer
price support loans at a specified level. If that pile does not bring
that level, then I am better off to put my tobacco in loan and hope-
fully sell it for a profit at a later date.

Senator BRADLEY. And where does the interest come in?
Mr. CARTER. The interest comes from the money that we have to

borrow from Commodity Credit and the Federal compost to ad-
vance the farmer that loan. And in the case of tobacco we have to
pay that interest. And if the commodity is not sold for enough to
repay the loan, then we have to cover that portion also.

Senator BRADLEY. And what is the $500 an acre?
Mr. CARTER. The $500 an acre assessment is that amount which I

have paid on this year's crop to store, finance, and pay interest on
previous crops since 1982.

Senator BRADLEY. I see. So, when you say inventory is at an all-
time high and interest charges having to pay the Commodity
Credit Corporation of those stocks threaten to bankrupt our pro--
gram, what do you mean by that?

Mr. CARTER. I mean that the tobacco farmer is to the point that
he may very well in February vote that we do not want a Federal
tobacco program any more, at which time Commodity Credit would
own a great deal of tobacco that would bankrupt our program.

Senator CHAFEE. You mean if they went to sell it?
Mr. CARTER. Sir?



100

Senator BRADLEY. If they sold it?
Senator CHAFEE. Suppose the Government wants to get rid of it?

Wouldn't it devastate the market?
Mr. CARTER. Certainly, it would.
Senator BRADLEY. Is that what you mean when you say "bank-

rupt our program?"
Mr. CARTER. Yes; in two senses of the word, I mean bankrupt. I

mean from the weight of the carrying and the cost of it, which does
not cost the Federal Government. I mean, the tobacco farmer is
paying for that. And from the effect of that large inventory being
over the heads of any other future crops, and the pressures of that
supply versus what you are producing now.

Senator BRADLEY. And another point is that you say there are
thousands of tobacco farmers who, because of the quota cuts and
the increasing assessments, are being forced to leave the farm and
seek other employment. Quota cuts?

Mr. CARTER. Yes, sir; this is the quota which is established under
the tobacco program that I said a few minutes ago that, in 1975, it
was 1.5 billion pounds. In 1985, the effective quota is about 800 mil-
lion pounds. So, effectively, it is 50 percent of what it was in 1975.

Senator BRADLEY. And increasing the assessment to $500?
Mr. CARTER. Right.
Senator BRADLEY. Gentlemen, I thank you for your patience in

allowing me to use this hearing not only to deal with taxes but to
learn a little more in depth about the tobacco program. It seems to
me that we have a choice here between letting the tax fall back to
8 cents and paying more for health care, even more than the $40
billion that is now paid, and letting the deficit go up; or letting the
tax stay at 16 cents, doing something about the value of the dollar,
reducing some consumption, reducing the ultimate of $40 billion in
health care costs, and getting the deficit down. It seems to me that
those are the two things that we have- to weigh, and it has been a
very informative panel.

Senator CHAFEE. All right. Thank you very much, gentlemen, for
coming. We appreciate it.

Mr. KORNEGAY. Mr. Chairman.
Senator CHAFEE. Yes, Mr. Kornegay.
Mr. KORNEGAY. May I ask that the record include a few edito-

rials from economists who speak on the subject? I think it would
also be interesting to the committee to have included in the record
a list of the 50 States, and the level of taxes now being charged in
each State.

Senator CHAFEE. All right. We will pick these up now for the
record and make sure those go in.

Mr. KORNEGAY. Thank you very much, Mr. Chairman.
Senator CHAFEE. Mr. Kornegay, if you will give that material to

the gentlemen with you there.
Mr. KORNEGAY. I certainly will.
Senator CHAFEE. Thank you. The next panel is Dr. Loyd, Dr.

Warner, and Dr. Scott, and Mr. Paul Knott. Let me again say for
the record, so you will all know, in the last panel Mr. Kerrigan of
the Smokeless Tobacco Council was absent. He had been listed. We
will arrange for him to appear at a subsequent time. All right, gen-
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tlemen, let's move right along because we are going to quit at
12:30. Dr. Loyd.

[The economists' editorials and the list of taxes being assessed by
the 50 States follow:]
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ECONOMIC ANALYSIS OF PROPOSALS To IMPOSE A FEDERAL EXCISE TAX ON SMOKELESS

TOBACCO PRODUCTS

(Prepared by Dr Robert D. Tollison, Center for Study of Public Choice,
;eorge Mason University. August 19S,

I. INTRODUCTION

At least three legislative proposals which would impose

federal excise taxes on chewing tobacco and snuff are currently

being considered by Congress. One bill, H.R. 3064 introduced by

Representative Tauke, calls for an excise tax in the amount of 16

cents per ounce; another, H.R. 3078 by Representative Collins,

would levy an excise of 32 cents per ounce. In addition, the

Collins bill seeks to restrict the advertising of smokeless

tobacco products by denying any income tax deduction to producers

for expenditures made for such purposes. Senator Chaffee may also

be planning to introduce smokeless tobacco legislation.

Ironically, these legislative proposals have surfaced within

weeks of the twentieth anniversary of the Excise Tax Reduction

Act of 1965 (P.L. 89-44), which among its other provisions,

abolished the then 10 cents per pound tax on manufactured

tobacco. The principle reason for abolishing the manufactured

tobacco tax was a recognition by Congress of its extreme regres-

sivity. Evidence presented at the various hearings on P.L. 89-44

suggested that the levy on manufactured tobacco was the most

regressive of the federal excise taxes then in effect.

What differentiates the current excise tax proposals from

their predecessor are the magnitudes of the tax rate that would

be imposed if any of the bills were enacted. For example, if the

1965 excise on smokeless tobacco was simply reintroduced in terms

of current dollars, the tax rate would be set at 24 cents per

pound, or 1.5 cents per ounce, not in the range of 16 to 32 cents

per ounce. The tax rates now under discussion are ten to twenty
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times the 1965 level, suggesting that the bills are not designed

to raise revenue, but rather to punish the smokeless tobacco

industry. When compared with the old federal excise tax on

manufactured tobacco, with the rates levied by the states which

tax these products, or with the prevailing federal excises on

other goods such as beer, wine, gasoline, and cigarettes, the

proposed federal excise on smokeless tobacco can only be

described as a bankruptcy tax.

The confiscatory nature of the proposed tax becomes even

more apparent when measured against the sales revenue currently

generated by the smokeless tobacco industry. The $350 million in

tax receipts which some have argued would be raised by the levy

represents half of annual industry sales. It is inconceivable

that the industry could survive such a burden, especially in view

of thV fact that the companies which manufacture smokeless

tobacco products are already good taxpayers. In contrast to many

other business firms, the smokeless tobacco industry faces a tax

rate on corporate income of about 40 percent.

The Congress must consider the economic and social implica-

tions of these new excise tax proposals, the costs and benefits

expected to accrue to all affected parties, and the broad ques-

tions concerning the proper role of government and government

regulation of individual behavior before reaching a final deci-

sion.

This study will review these major issues. Specifically, the

following report considers the incidence of the proposed smoke-

less tobacco tax against the widely-accepted standards of

horizontal and vertical equity in taxation and finds that the
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burden of an excise tax on chewing tobacco and snuff would fall

most heavily on those individuals at the lower end of the income

distribution, meaning that the proposed tax is regressive and

violates the principle that taxes should be levied on the basis

of ability to pay. In addition, excise taxes always distort

economic efficiency -- they cost jobs in the economy.

Next, this report reviews the various proposals to earmark

some or all of the revenues generated by the proposed tax for

specific programs such as Medicare and Medicaid, or for publicity

campaigns on the alleged health consequences associated with the

use of smokeless tobacco products. It is 'shown that the main

premise of such earmarking proposals is faulty, and results from

a confusion between private costs and social costs.

This study also offers comments on the issue of federalism

-- whether or not it is appropriate for the federal government to

encroach on a tax revenue source already tapped at the state

level -- and argues that if despite the lack of justification a

tax on smokeless tobacco is enacted, it should take account of

the fact that chewing tobacco and snuff are normally purchased in

packages of different net weight. Congress should apply different

tax rates to the two tobacco products.

In sum, this report concludes that the proposals for levying

a tax on smokeless tobacco should be opposed for reasons which

come under the general heading of fairness and economic ef-

ficiency. It is the purpose of this report to lay out a com-

prehensive set of arguments concerning why there is no reasonable

basis for placing a federal excise tax on chewing tobacco and

snuff.
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II. EQUITY AND EFFICIENCY OF TAXES ON SMOKELESS TOBACCO

Federal excise taxes on smokeless tobacco products would

push our tax structure further in the direction of inequities and

inefficiencies of the type which are increasingly being recog-

nized as unacceptable. Our existing tax system imposes burdens

which have nothing to do with the benefits received for govern-

ment services or with the ability to pay. Tax policy increasingly

discriminates against particular income classes and groups for no

other reason than that they have neither the financial resources

nor the political influence to avoid them. By disproportionately

burdening some activities while exempting others, our tax system

is distorting economic decisions at all levels and reducing the

ability of our economy to satisfy the demands of consumers effi-

ciently.

It is these inequities and inefficiencies generated by our

federal tax system which explains the interest currently being

expressed in Congress over tax reform. The goal of tax reform is

to increase the efficiency and fairness of the tax code, and the

modified flat rate proposals currently being considered by Con-

gress would go a long way toward realizing this goal. By broaden-

ing the tax base and lowering tax rates, efficiency is seized by'

reducing both the incentive and opportunity to make economic

decisions which are profitable at the private level but wasteful

at the social level. Basic fairness would be served by a modified

flat rate tax since the removal of tax loopholes would make it

less likely that some will bear heavier tax burdens than others

,who are similarly situated.
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It is difficult to understand how Congress, which is con-

sidering tax reform seriously, can at the same time take

seriously proposals to reimpose an excise tax on snuff and chew-

ing tobacco. Such a tax would exacerbate exactly the type of

economic perversities which those behind the tax reform movement

are hoping to reduce. Rather than closing off special-interest

tax preferences and thereby allowing the tax burden to be spread

more lightly over all economic activities, an excise tax on

smokeless products would single out a narrow category of products

and impose a discriminatory tax burden on them. Tax reform is

aimed at allievating the tax burden precisely on the type of

citizen represented by the average consumer of smokeless tobacco.

Excise Taxes and Economic Efficiency

In addition to the blatant unfairness of such a tax, it also

inserts a "wedge" between the price paid by those who wish to

consume smokeless tobacco products and the price received by

producers. Faced with the resultant higher prices, consumers will

cut back on their use of smokeless tobacco. Faced with a decline

in sales, suppliers will layoff workers and spend less on other

inputs as they reduce production. This requires that the dis-

charged productive resources seek employment elsewhere in the

economy where, even when successfully re-employed, they will end

up producing products which consumers value less than the goods

they would have purchased in the absence of the discriminatory

excise tax. The result is a misallocation of productive resources

in the economy, which means a reduction in our economic produc-

tivity and a deadweight loss to society. And unlike the revenues
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raised by the tax, this deadweight loss is not simply a transfer

of wealth from one group in the society to another by way of the

government. Instead, it represents a real loss of wealth, that

is, the productive capacity of the economy is permanently lower

than it would otherwise have been.

The general argument here is not specific to an excise tax

on smokeless tobacco products; it is just as valid with regard to

excise taxes on a wide range of products. The initial justifica-

tion for excise taxation was that it provided a way to tax luxury

goods, presumably being consumed by the wealthy. There may have

been a period in our history when such a justification had some

basis in fact and the economic inefficiencies generated by excise

taxes were compensated for by equity considerations. Today,

however, it is hard to make the case that federal excise taxes on

beer, wine, cigars, cigarettes, and tires are luxury taxes. The

low-income worker who enjoys some smokeless tobacco on the job,

and has a beer when he gets home in the evening, is almost surely

rot a rich, luxury-consuming individual who deserves to be

singled out by tax system and punished for his consumption

choices. interestingly, the federal excise taxes on furs and

jewelry, goods which could still qualify legitimately as luxury

goods, were repealed in 1965.

Although the excise taxation of many products violates the

norms of efficiency and equity, the proposed excise taxation of

snuff and chewing tobacco is particularly offensive in this

regard. For example, if House Resolution 3078, which had been

introduced by Congresswoman Collins, is enacted, then the federal

tax on smokeless tobacco, as a percentage of the pre-tax value of
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the product, will be substantially higher than the federal excise

tax on any other good. Even if the less pernicious House Resolu-

tion 3064, introduced by Congressman Tauke, is enacted, the

distorting effect with respect to smokeless tobacco production

and consumption decisions would still be large relative to the

distorting effect of excise taxation on other targeted goods.

Comparisons among different products of this economically

relevant measure of the distorting impact of excise taxes are

presented in Figure 1. In both cases the wedge which would be

inserted between the price consumers pay and the price suppliers

receive would motivate a significant diversion of resources out

of more valued and into less valued productive activities. The

excise tax on alcoholic beverages, for instance, is levied at the

rate of $10.50 per proof gallon. This translates into a tax of

$1.68 for 80-proof liquor in a one-fifth gallon bottle.

Similarly, the federal excise tax on cigarettes represents 16

cents of the current retail price of roughly $1.00 per pack. Both

of these figures pale in comparison with the excise tax rates

currently being considered for chewing tobacco and snuff. As a

percentage of pre-tax price, the proposed federal levies on

smokeless tobacco can only be described as punitive: they are at

such a high level that their purpose cannot be to raise tax

revenue, but rather to prevent individuals from purchasing

products they would otherwise freely choose to consume.

There is another distortion that would result if any of the

smokeless tobacco taxes were adopted. All of the proposals fail

to recognize that an ounce of chewing tobacco is not equivalent

to an ounce of snuff. As a rough rule of thumb, a 1.2-ounce tin



FIGURE 1. EXCISE TAX: PERCENTAGE CHANGE OVER RETAIL PRICE
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of snuff is equivalent to a 3-ounce pouch of chewing tobacco. By

imposing the same per ounce excise on chewing tobacco as on

snuff, both proposals would tax chewing tobacco a little over

twice as much as they would tax snuff on a purchase-equivalent

basis. Given the large sizes (relative to the pre-tax price) of

the proposed taxes, this difference would significantly distort

consumption choices between snuff and chewing tobacco. The after-

tax price of snuff would decline noticeably relative to the

after-tax price of chewing tobacco, and many who would prefer

chewing tobacco at prices which reflect actual production costs

would shift to snuff if either of the proposed taxes is enacted.

(This point is discussed further in Section V.)

The Incidence of an Excise Tax on Smokeless Tobacco

An excise tax on smokeless tobacco which increased the price

consumers would have to pay by the tremendous percentage

threatened by either H.R. 3064 or H.R. 3078 would violate to a

most unfortunate degree one of the most fundamental standards of

tax equity. The one standard of equity which is almost univer-

sally accepted by students of public finance, and by the general

public, is known as horizontal equity. The standard of horizontal

equity requires that two people who have the same income pay the

same tax. As with all standards, it cannot be expected that

horizontal equity will ever be achieved with perfection. No

matter how carefully our tax system is designed, there will

always be cases where two individuals face different tax burdens

even though their incomes are identical. But the inability to

achieve perfection should not give license to ignore such an
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obviously equitable standard as that required by horizontal

equity. But this is exactly what the proposed excise taxes on

snuff and chewing tobacco do. They ignore the basic fairness of

treating equally those who are in fundamentally equal situations.

Those individuals who choose to purchase smokeless tobacco will,

everything else equal, suffer a larger tax burden than those who

do not. This is the type of inequity and discrimination we should

be trying to purge from, not insert into, our tax system.

Turning to another standard of tax equity, that of vertical

equity, we do not find nearly the same consensus as we do in the

case of horizontal equity. The fact remains, however, that the

proposed excise taxation of smokeless tobacco violates almost

everyone's concept of vertical equity. By a vertically equitable

tax, students of public finance mean a tax which treats people

with different income levels fairly with respect to each other.

It should be obvious that-there will be less agreement as to what

constitutes vertical equity than as to what constitutes horizon-

tal equity.

Some people feel that those who earn very large incomes

should pay a larger percentage of their income in taxes than

those who earn quite low incomes. In other words, it is felt that

as income increases, the proportional tax burden should also

increased When the tax structure reflects this view of vertical

equity, the tax is said to be progressive. Based on public

opinion polls and the statements of politicians, it is clear that

most people feel that taxes should be progressive. Some feel

taxes should be very progressive, others feel they should be only

mildly progressive, but most people favor progressivity. There
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are a few who reject progressivity as an equity requirement and

feel that for a tax to be vertically equitable it should be

proportional, i.e., increasing the tax burden on an individual

proportional to increases in his or her income. Almost no one,

however, would argue that vertical equity requires that the rich

pay a smaller percentage of their income in tax than the poor,

which is to say that taxes should be regressive. Regressivity

violates almost everyone's notion of tax justice.

Yet the proposed excise tax on snuff and chewing tobacco

would be extremely regressive. The reason for this is explained

by the well documented fact that consumers of smokeless tobacco

products are, on average, less wealthy than the remainder of the

population. Data on the distribution of male users of smokeless

tobacco by household income level are shown in Table 1. (The data

are presented in chart form in Figure 2.) It is apparent that the

incidence of chewing tobacco and snuff use declines steadily as

one goes up the income distribution. For example, just over 25

percent of smokeless tobacco users had annual household incomes

in 1984 of less than $15,000, while only 4.7 percent of those

males in households with incomes between $40,000 and S49,000 per

year purchased these products. Indeed, fully one-half of all

smokeless tobacco users had household incomes of less than

$25,000 in 1984.

Further evidence that any tax on smokeless tobacco would be

regressive is given by the occupational and educational charac-

teristics of males who use chewing tobacco and snuff. (See Tables

2 and 3, and Figure 3.) Only 4.4 percent of purchasers worked in

professional jobs, while 16.1 percent were either craftsmen or
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TABLE 1

Percentage Male Chewing and Smokeless

Tobacco Users by Household Income

Household Income Class Percent

Less than $15,000 25.3

$15,000 - $24,999 24.6

$25,000 - $29,999 10.9

$30,000 - $34,999 14.7

$35,000 - $39,999 8.3

$40,000 - $49,999 4.7

$50,000 or more 11.5

Source: Mediamark Research Inc., Spring 1985, p. 260.
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FIGURE 2. HOUSEHOLD INCOME: SMOKELESS TOBACCO USERS
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TABLE 2

Percentage Male Chewing and Smokeless Tobacco Users by Occupation

Occuational Catecorv Percent

Professional 4.4

Executive, Administrative, 7.6
and Managerial

Clerical, Sales, and Technical 8.7

Craftsmen and Foremen 16.1

Other Employed 31.0

Not Employed* 32.2

*Includes those males who are unemployed, retired, and not in the

labor force.

Source: Xcdiamark Research Inc., Spring 1985, p. 260.

TABLF 3

Percentage Male Chewing and Smokeless Tobacco Users by Education

Educational Level Percent

Did not graduate high school 35.1

Graduated high school 38.3

Attended college 15.1

Graduated college 11.5

Source: Mediamark Research Inc., Spring 1985, p. 260
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foremen. Indeed, according to a survey conducted by the Home

Testing Institute during the months of May-June 1984, 41.2 per-

cent of snuff users held jobs traditionally classified as "blue

collar" occupations. Such data are corroborated by the fact that

nearly three-fourths of smokeless tobacco users have not received

an education beyond the high school level.

In sum, there is no avoiding the unpleasant fact that the

proposed excise taxes on smokeless tobacco would impose a larger

burden, both absolutely and as a percentage of income, on those

with low incomes than on those with high incomes. A tax on smoke-

less tobacco is a tax on poor people.
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III. EARMARKING PROPOSALS

The case against the proposed excise taxes on either equity

or efficiency grounds is clear and overwhelming. What therr- are

the arguments put forth by those who are advocating the imposi-

tion of an excise tax on snuff and chewing tobacco? There are two

basic arguments. One is based on what for many people is an

irresistible ufge -- the paternalistic desire to guide the be-

havior of others. The second, which is implied by proposals to

earmark tax revenues for Medicare and Medicaid is based on the

claim that those who choose to use smokeless tobacco products

impose costs on others because they supposedly make excessive use

of federally-financed health care programs. In this section we

will consider the merits of these arguments.

The Paternalistic Argument
There are those who feel for a variety of reasons that it is

not in the best interest of people to use smokeless tobacco

products. Of those who profess this concern for others, many feel

that an excise tax on snuff and chewing tobacco is justified as a

means of discouraging the use of smokeless tobacco.

In considering this paternalistic motivation for a federal

excise tax on snuff and chewing tobacco, a general comment is in
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order at the outset. The tendency to believe that others would be

better off if only they benefited from our tastes and preferences

is widespread and strong. Fortunately, this is a rather harmless

tendency if backed up by no more than our ability to persuade.

History is full of atrocities of every kind, hcwever, which point

out vividly that paternalism can quickly turn ugly if it is

backed up by force, political or otherwise. A major benefit we

derive in the U.S. from the checks and balances contained within

our constitutional democracy comes from the fact that they make

it difficult wfor people to use government power to impose their

values and preferences on others. When working as they should,

these checks and balances generate what is in effect a mutual

tolerance among our citizens which serve well the interests of us

all. Your inability to dictate to others is more than compensated

for by the inability of others to dictate to you. So we need to

ask ourselves seriously whether or not we want those who feel

that the use of smokeless tobacco is an undesirable practice to

be able to use the power of the Bureau of Alcohol, Tobacco, and

Firearms to dictate to those who feel differently. The growing

uneasiness over the degree to which the tax system is already

being used to exert political control over our private choices is

a significant factor behind the current push for tax reform.

But quite apart from the social ethics of government-

sponsored paternalism, there is the question of whether pater-

nalists can really make much progress in achieving their objec-

tives through the use of the tax code. Consider, for example,

what the effects of increasing the price of smokeless tobacco

products through an excise tax would likely be. One thing is
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sure. Demand curves are downward sloping, and if the price of any

product increases, everything else equal, then less of that

product will be demanded. But this fact still leaves some inter-

esting questions unanswered. For example, exactly how sensitive

is the quantity demanded to changes in price, or how price elas-

tic is demand? As far as we know, there have been no detailed

studies of the price elasticity of the demand for smokeless

tobacco products, so we cannot say with confidence whether the

proposed excise taxes would reduce the consumption of snuff and

chewing tobacco a little or a lot. To the extent that studies of

the price elasticity of demand for cigarettes are any guide, -he

quantity of smokeless tobacco products consumed will not be very

sensitive to increases in price. There is no doubt, however, that

a price increase will result in some reduction in the quantity

demanded.

In considering then whether or not to impose an excise on

smokeless tobacco, one should ask, does it make sense to give the

government more control over our private choices when the pre-

dictable consequences of doing so will be to prompt the pater-

nalists among us to demand still further intrusions? Those who do

not believe that we have already passed the acceptable limit to

-such practices are not likely to ever recognize such a limit.

Earmarking

Some of the legislative proposals are reported to contain

provisions for earmarking part or all of the federal excise tax

revenues to fund public health care programs. Such proposals are

normally justified by the unsubstantiated argument that users of
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smokeless tobacco place a disproportionate burden on such

programs as Medicare and Medicaid. The idea is to earmark some or

all of the revenues raised for Medicare and Medicaid, thus re-

quiring those who alledgedly make the most use of these programs

to pay a larger share of the financial burden.

The immediate problem with this argument is that there is a

controversy about the health risks associated with many products.

If we were serious about financing federal medical care programs

by imposing excise taxes on any product which someone is willing

to assert causes health problems, then why single out smokeless

tobacco? Eggs, salt, red meat, soft drinks with sugar, soft

drinks without sugar, coffee, tea, chocolate, power mowers,

ladders, high decibel speakers, bicycles, motorcycles, skiing

equipment, and hair curling chemicals are just a few of the large

number of products which some claim cause sickness and injury,

and are not now subject to federal excise taxation. It is there-

fore difficult to understand how anyone could think it fair to

require the users of chewing tobacco and snuff to pay a special

charge for the Medicare program while not imposing such a re-

quirement on those who seek enjoyment from downhill skiing, or

chocolate binges, or any one of a hundred other activities.

But quite apart from the question of whether the consumption

of chewing tobacco or candy bars leads to any increased demand on

the Medicare budget, it is a highly questionable proposition that

people should be charged on the basis of a user fee for federal

medical care programs. The laudable ideal behind publicly

financed medical service is that proper medical treatment should

be available to everyone in our society on the basis of their
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need for care, not on the basis ot the payments tney maxe.

Political supporters of Medicare and Medicaid are justified in

their claim that it is the imeratives of compassion and justice

which provide the rationale for these programs. But what is more

at variance with this humanitarian rationale than the suggestion

that low-income consumers of smokeless tobacco should face a

special charge for their medical care while high-income citizens

who do not consume smokeless tobacco should not?

Federally subsidized medical care is by its very nature a

transfer program. It has always been understood that it would

transfer income to those who made above average use of medical

services from those who made below average use of medical serv-

ices. The fact that it was thought desirable to make such trans-

fers has justified the significant federal involvement in our

health-care industry. If we have decided that these transfers are

no longer justified and people should pay for the medical care

they receive, we should be honest about it and discard the

rhetoric about concern and compassion. We should also recognize

that there are much better ways to improve the connection between

the amount people pay and the medical care they receive than

through the imposition of a clumsy excise tax on smokeless

tobacco. It would be far better, for example, simply to return

medical care decisions back to the market place. Not only would

people be required to pay for the care they receive, but this

care would be provided much more efficiently.

But, of course, we have not decided that the transfers which

are the very essence of federally subsidized medical care are no

longer justified. No one is seriously proposing that medical
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resources should be allocated entirely through the forces of the

private market. There is a good reason for this. We as a society

do not want to assume the mentality of a storekeeper, making sure

that no one gets something they did not pay for directly, where

proper medical care is concerned. And, because of this attitude

toward medical care, the suggestion that smokeless tobacco users

should be subject to a special assessment for Medicare and

Medicaid is completely at variance with the sense of justice upon

which these programs are based in the first place.

Private Costs versus Social Costs

The issue of governmental interference in the private ac-

tivities of its citizens is extremely controversial, as is the

question of how government should go about regulating individual

behavior if it decides to do so. Generally, in instances where

government action may be deemed necessary, the decision to inter-

fere with private commerce and the rights of private citizens has

been made with extreme caution. Such action maybe taken to

remedy a situation when the private market fails to produce an

appropriate or desired outcome, resulting in social costs to

society which can only be rectified by government intervention.

For example, the costs to society of air and water pollution were

deemed sufficiently high to precipitate passage of the Clean Air

Act of 1970 and the Clean Water Act of 1972.

In the case of pollution, private businesses did not have

sufficient incentives to reduce air pollutants or refrain from

emitting effluents into our waterways. Therefore, Congress im-

posed sanctions against an activity it determined was harmful to
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the public (i.e., pollution). Government action was taken to

ensure that private businesses would take into account in their

production process not only the private costs of inputs, such as

capital and labor, but also the ssts of pollu-

tion were significant and that the private market, by itself,

would not create the incentives for businesses to reduce pollu-

tion. This so-called "market failure" and the presence of high

social costs precipitated government intervention. On the other

hand, in the absence of private market failure and significant

social costs, government action is not only unwarranted but can

actually be detrimental to the efficient operation of our

economy.

It is the contention of some that benefits would result from

the smokeless tobacco legislation. There is some question,

however, whether the proponents of the bills have not confused

private costs with social costs in their efforts to promote

adoption of the laws. Before a comparison of costs and benefits

of the bills can be considered, it is important that the distinc-

tion between private costs and social costs is understood.

The Congress must first determine whether there are social

costs associated with the use of smokeless tobacco, and then, if

social costs are positive, it should weigh the costs and benefits

of its action. The following example illustrates what we mean by

"social cost".

Consider a utility which, prior to government regulation,

generates electricity by burning coal. Soot, a by-product of the
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production of the electricity, escapes from the utility's smoke-

stacks. In order to generate the electricity, the utility must

pay directly for capital and labor inputs. Air pollution control

equipment which would remove the soot is costly and not essential

to production and, therefore, the utility has no incentive to

install it. As a result, the soot blows downwind and soils

laundry drying on the line, cars, homes, etc., imposing clean-up

costs on people living in the area. The total cost of the produc-

tion of electricity is actually the cost of cleaning the private

property besmirched by the soot (the social cost) as well as the

private costs (the resources such as capital and labor). Because

the utility does not account for social costs in its production

process, the price that consumers pay for the electricity does

not reflect the total cost of production.

In this example, the costs created by the production of the

soot are uncompensated costs because they are not paid by the

utility or its customers, but are paid by the private individuals

affected by the soot. This uncompensated cost, often called an

externality, represents a social cost. There are various ways to

force the utility to take these social costs into account. For

example, the government could actually prohibit the emission of

soot from the smokestacks, thus requiring it to totally eliminate

the production of soot. Alternatively, government regulations

which mandate the installation of air pollution control equipment

could be promulgated to minimize soot production, again eliminat-

ing the uncompensated or social costs. In both instances, govern-

ment regulation of the soot production has forced the utility to

internalize the social costs resulting from its behavior and, by

54-378 o - 86 - 5
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so doing, has increased economic efficiency. The critical point

in this example is that the government action was precipitated by

the presence of social costs in the production of electricity. If

there had not been social costs involved, there would have been

no reason for the government's intervention.

In discussing whether or not to earmark smokeless tobacco

taxes, it is necessary to distinguish between the private costs

of using these products and the social costs, if any. In the

absence of significant social costs, government intervention is

totally unwarranted.

Some proponents of such legislation always suggest that

individuals who use products like smokeless tobacco suffer health

consequences that cause them to be absent from work more often

than non-users and that the loss of production from these workers

is a significant social cost of smokeless tobacco consumption.

Advocates contend that a law restricting consumption would have

the salutary effect of reducing employee absences and, therefore,

would provide significant benefits to the economy. In other

words, it has been alleged that there are social costs associated

with smokeless tobacco and, hence, social benefits to be derived

from reducing its use. Closer examination of this assertion

indicates that a common error, confusion of social and private

costs, has been made.

As stated above, a social cost exists when one individual is

made worse off by the action of another individual and no compen-

sation is made by the offender to offset this condition. The

example cited previously concerning the soot from the electric

utility is an example of a social cost. Even if it were true that



127

individuals who use chewing tobacco and snuff are absent from

work more often than nonusers and that these additional absences

are caused by the products (note that there is no factual

evidence supporting these two assertions), these production

losses would measure the private costs to the individual user of

smokeless tobacco and would not represent a social cost. The

costs of absences are borne entirely by the individual in the

form of lower wages, fewer promotions, and so on.

Another argument that has been made by advocates concerns

the costs of increased expenditures by society for treatment of

illnesses allegedly attributable to smokeless tobacco. Again,

this is another case of mistaking private costs for social costs.

Since the evaluation of this argument follows that of the earlier

comments, it can be dispatched with less discussion.

In the case of individuals who purchase health insurance,

the insurer assumes some of the possible risk that some people

may have higher health costs than others, and this fact, if it is

significant, will be reflected in the price of insurance

premiums. These adjustments reflect the insurance carrier's

judgment of the increased risk of health impairment for any

activity, including the use of smokeless tobacco. This cost is

internalized by the private insurer, paid by the insuree, and no

social cost exists.

In this discussion, we have attempted to clarify the dis-

tinction between private and social costs of smokeless tobacco.

As we have seen, given the hypothetical that use of these

products results in costs, these are costs which are borne by the

individual, not by society. It should also be mentioned that
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attempts to estimate the "social" costs of smokeless tobacco not

only confuse private and social costs, but also result in double-

counting. When alleged private costs are already borne by the

individual, to also count these as "social" costs essentially

counts these costs twice. Cost-benefit analyses of many ac-

tivities often make this error and, as a result, drastically

overstate costs.



129

IV. FISCAL FEDERALISM

There are currently 20 states which impose an excise tax on

smokeless tobacco. On the basis of efficiency and fairness these

excise taxes are subject to the same criticism as are those being

proposed at the federal level. However, if excise taxes on smoke-

less tobacco are going to be imposed, there is reason for believ-

ing it is better to confine them to the state level.

The federal government has moved in recent years to reduce

the aid it is giving the states. Whether this is a good idea or

not is not the concern here. But if such a reduction is occur-

ring, it follows that the federal government should also avoid

encroaching on tax bases which provide sources of state tax

revenue. Enacting an excise tax at the federal level, par-

ticularly of the magnitudes being proposed, would serve to crowd

out the states' ability to raise revenue from the same source.

The National Governors Association and the National Conference of

the State Legislatures have gone on record to say that excise

taxes should be reserved as a source of state revenue (letter by

Donald Shea, Washington Post, August 27, 1985, p. A14).

The data shown in Table 4 -suggest that excise taxes on

smokeless tobacco products generate a nontrivial amount of

revenue for the states that impose such levies. In 1984, for

example, the states collected over $47 million from taxes on

chewing tobacco, snuff, cigars, and smoking tobacco (separate
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Table 4

Net State Revenue from Other Tobacco Taxes*
(Fiscal Year Ending June 30, 1983)

State

Alabama

Arizona
Arkansas

Hawaii
Idaho
Iowa

Kansas

Minnesota

M.iSSi3sippi

Montana
Nevada

North Dakota

Oklahoma

South Carolina

Tennessee

Texas

Utah

Vermont

Washington

Wisconsin

Tota'

Net
Collections

$1,538,318
521,037

3,093 ,659

1,983,631

1,253,353

1,158,269

1,173,151

3,034,778

3,641 095

659,118

833,584

324,486

3,286,014

2,012,163

2,431 ,203

9,819,013

668,096

457 912

5,229,449

3,940,190

$47,058,519

Percentage of Total
Tobacco Taxes

2.3
1.2

4.9

10.0

11.7

1.9

2.6

3.6

10.6

5.0
4.6

2.3

4.2

6.5

3.1
2.8

4.9

4.4

5.2
3.0

3.5

,Includes revenues from taxes or, chewi-na tobacco, snuff,
cigars, and smoking tobacco.

Source: Tobacco Institute, The Tax Burden on TDbaccc, January
1985, p. 60.
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figures for smokeless tobacco were not available). Moreover,

these revenues accounted for up to 10 percent of total tobacco

taxes collected in some of the states tHawaii, Idaho, and

Mississippi), and never less than 1.2 percent of such revenues.

It is obvious that imposing any federal levy on top of an

existing state tax will reduce the tax revenue generated at that

level. This result holds even more strongly for the punitive

federal excise tax rates currently under discussion. Adding a 16-

or 32-cent per ounce federal excise to the tax rates now imposed

by these 20 states will surely have a substantial adverse impact

on the revenues listed in Table 4. This will force the states to

seek other revenue sources for financing essential public serv-

ices, adding to the fiscal pressures threatened by other federal

tax proposals such as the elimination of the income tax deduction

for state and local taxes.

The states which collect substantial tax revenues from

smokeless tobacco are able to do so precisely because of the

absence of a federal levy on these products. It is clear that

state tax rates on the order of 40 to 50 percent of wholesale

price (Hawaii, Idaho, and Washington) could not be sustained with

the addition of federal taxes of the magnitudes being considered.

This is just another illustration of the punitive nature of the

proposed excise tax on smokeless tobacco: it would either force

the states to lower their tax rates, drive the industry into

bankruptcy, or both.

There is another reason for wanting to see a tax like an

excise on smokeless tobacco confined to the state level. To

repeat, such a tax has little to recommend it and in an ideal
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world would not be enacted at any level. However, if such a tax

is going to be enacted, its unfortunate consequences will be more

likely moderated if enacted at the state level rather than the

federal level. If any particular state enacted an excise tax with

rates as high as those being proposed on smokeless tobacco at the

federal level, little revenue could be expected to be raised as a

result. In the case of state excise taxes on smokeless tobacco,

high tax rates in one state would motivate consumers to purchase

their tobacco from suppliers in other states where the tax is

lower. It is the possibility of this interstate tax competition

which prevents taxes at the state level from becoming excessive.
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V. TAX INSTRURENIS AND TAX POLICY

Despite the overwhelming evidence that a federal tax on

chewing tobacco and snuff would be highly inequitable, the

Congress may nevertheless choose to impose such a levy. If it

does so, it is important to consider what type of tax instrument

would best achieve the policy goals set out in the proposed

legislation. Both economic theory and the precedents estab-

lished by the states which tax these products suggest that

different tax rates should be applied to chewing tobacco and

snuff.

Simply put. a uniform excise tax on smokeless tobacco

woulWI impose a significantly higher effective tax rate on users

of chewing tobacco than on users of snuff. This is because the

two products are typically old in packages of different

weight. Chewing tobacco, for example, is normally sold in a 3-

ounce package. The equivalent for snuff is a 1.2-ounce tin.

Under proposed legislation which imposes an excise of 16 cents

per ounce or part thereof, chewing tobacco users would there-

fore be forced to pay up to 48 cents per package in federal

taxes, whereas snuff users would only pay about 32 cents in

taxes. The corrcsponding figures for a 32 cents per ounce (or

part thereof) excise are 96 cents and 64 cents, respectively.

These taxes range from 72.1, percent to 138.8 percent of the

manufacturers' list price for chewing tobacco, and from 64.0

percent to 128.0 percent of the manufacturers' list price for
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snuff in the appropriate units. An excise tax thus creates an

additional inequity by imposing differential burdens on users of

smokeless tobacco.

The disproportionate impact of a flat excise tax on smoke-

less tobacco products can be minimized by applying a lower tax

rate to chewing tobacco than to snuff. There is substantial

precedent for such a "classified tax" approach. (State govern-

ments which impose taxes on chewing tobacco and snuff have solved

the problem in a different way. Seventeen of the 20 states that

tax smokeless tobacco express the tax as a percentage of either

manufacturers', wholesale, or retail price. Use of an ad valorem

tax rather than an excise means that smokeless tobacco users face

the same effective tax rate regardless of the weights in which

the products are purchased. This strategy would be difficult to

implement at the federal level, however, because the BATF does

not have the resources for collecting ad valorem taxes. See Table

5.) The federal excise tax on alcohol, for example, is levied in

terms of "proof gallons" in order to tax products with different

alcoholic content at similar rates. Moreover, state excise taxes

on cigars are often classified on the basis of type and/or

weight.

To see how such a classified excise tax on smokeless tobacco

would operate, consider updating the tax on manufactured tobacco

abolished in 1965. As mentioned earlier, the 1965 tax was set at

10 cents per pound. To apply the same effective tax rate in 1985

to moist snuff, the tax rate should be set at 24.0 cents per

pound. The purchase-equivalent tax for loose leaf chewing tobacco

would be lower, however. For the total taxes on a 3-ounce pouch
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to represent the same percentage of list price as for a 1.2-ounce

tin of snuff, the tax rate would be set at 8 cents per pound.

Classifying the tax in this way achieves tax parity between moist

snuff and chewing tobacco. However, this is just an example of

how tax parity could be achieved. Other classification schemes

might be desirable.

In sun, a classified excise tax is to be preferred to a

uniform tax because it would impose the same effective tax rate

on chewing tobacco and snuff users. If the Congress chooses to

impose a tax on smokeless tobacco, it is highly recommended that

the tax per unit weight be set at a lower level for chewing

tobacco than for snuff.

It should also be stressed that the calculations in this

section are illustrative and not suggestive. First best is no

tax.
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TABLE 5

State Tax Rates on Chewing Tobacco and Snuff

State

Alabama

Arizona

Arkansas

Hawaii

Idaho

Iowa

Kansas

Minnesota

Mississippi

Montana

Nevada

North Dakota

Tax Rate

Chewing Tobacco: 3/4 cents of each ounce or
fraction thereof.

Snuff: 5/8 ounces or less, 1/2 cent;
5/8 ounces - 1 5/8 ounce, 1 cent;
1 5/8 ounces - 1 1/2 ounces, 2 cents;
2 1/2 ounces - 3 ounces, 2 1/2 cents;
3 ounces - 5 ounces (cans, packages,
gullets), 3 cents;

3 ounces - 5 ounces (glasses, tumblers,
bottles), 3 1/2 cents;

5 ounces - 6 ounces, 4 cents;
Over 6 ounces, 1 cent for each ounce or

fraction thereof.

Chewing Tobacco and Snuff: 2 centsper ounce or
major fraction thereof.

Plug Tobacco: 1/2 cent per ounce or fraction
thereof.

16% of manufacturers' invoice price.

40% of wholesale price.

35% of wholesale price.

10% of wholesale price.

10% of original invoice price from manufacturer
to wholesaler.

20% of wholesale price.

9/16 cents for each 5 cents or fraction thereo:
of retail price.

12.5% of wholesale price.

30% of wholesale price.

11% of wholesale price.



137

TABLE 5

State Tax Rates on Chewing Tobacco and Snuff (Continued)

State

Oklahoma

South Carolina

Tennessee

Texas

Utah

Vermont

Washington

Wisconsin

Tax Rate

Chewing Tobacco: 30% of factory list price.

5% of manufacturers' price.

6% of wholesale price.

25% of factory list price exclusive of any
trade discount, special discount or
deal.

25% of manufacturers' price.

20% of distributors' price.

48.15% of wholesale price.

20% of wholesale price.

Source: Tobacco Institute, The Tax Burden on Tobacco, January 1985,
p. 61.
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VI. CONCLUSION

No matter what criteria one chooses to use for judging the

worth of a federal excise tax on smokeless tobacco, one comes to

the conclusion that such a tax is unwarranted. Such a tax would

generate economic inefficiencies, it would grossly violate any

acceptable standard of horizontal and vertical tax equity, and it

would fail to achieve the dubious objective of a user fee for

medical services.

The reason tax reform is now firmly on the political agenda

is that over the years our federal tax system has become riddled

with provisions which generate inefficiencies, discriminate

unjustly against those who are unorganized politically, and fail

to accomplish the objectives they were supposed to, provisions

which in this regard are unfortunately like the proposed excise

tax on snuff and chewing tobacco. It is ironic, and not a little

disheartening, to see such proposals being made at a time when it

appears that there is a real hope that tax reform will begin

purging our federal tax system of such senseless provisions. A

proposal such as those urging the imposition of an excise tax on

smokeless tobacco could have never gotten through Congress on the

basis of its merits. Let's hope that the time has come when it

cannot get through Congress on the basis of political expediency.

The country, the economy, and our sense of justice and fairplay

deserve better.
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FIGURE 2. HOUSEHOLD INCOME: SMOKELESS TOBACCO USERS

% of
Smokeless Tobacco
Users

30%-4

Per:entaCe Cf smckeless tzzac-: e

Pe ea C: all -

20%

10%
11.5

Less than Less than 25,00C 3D,000 35,300 4^.^- 5-
15,0:: :4,99? 29,99? 34,9aa 39,99? 4.-



1-11

STATEMENT OF MAX I)YI), II.l).. PROFESSOR OF A(RIC'ITIR-
AL ECONOMICS ANiD RURAL SOCIOLI(Y. ('LEMSON U'NIVEIISI-
TY. (LEMS(N. S('
Dr. Loyn). Thank you, sir. Mr. Chairman and members of the sub-

committee, I am Max 1. Loyd, professor of' agricultural economics
at Clemson University. and 1 thank you for the opportunity to
present testimony on the cigarette excise taxes. Since by law the
Federal excise tax is scheduled to revert back to 8 cents on October
1, 1 will refer to any tax above S cents as a tax increase. I will
make two major points. First, excise taxes are economically ineffi-
cient. Second. the temporary doubling of' the Federal cigarette
excise tax along with other economic conditions has placed tobacco
farmers in a near-disastrous situation. A couple of subsidiary
points that I won't really pursue: One is that cigarette taxes are a
regressive tax as has been pointed out several times today. To
pursue the first point, economists have long recognized the econom-
ic inefficiency of excise taxes, compared to broader based taxes, and
no doubt you have heard or read about that particular principle.
But briefly, excise taxes are inefficient because they don't allow the
market to reflect the value of' resources used in producing the
taxed item versus other goods and services; and this means that
consumers, in adjusting for the tax, give up more benefits than the
Government can provide by using the tax revenue. So, the excise
tax results in a net economic loss. Now, the ol)posing argument,
which I will mention, is that smokers are subsidized by nonsmok-
ers, as we have heard a great deal about today in various kinds of
health care costs. Now, I do question the cost data. These com-
ments are in my paper. I won't pursue them in depth at this point.

Senator CrrAFE. Did you give us a full paper? I have the summa-
ry, but I can't find the full paper-.

Dr. LoYD. Yes; I did. I have other copies if someone needs one.
Those points are mentioned, and so I won't go into more depth,
except to say that I do question them. And given the fact that
around the $7 billion or more, and probably more depending on
what the States do if the Federal excise tax does sunset, that $7
billion or more will be collected one way or another. And of course,
it will be well above $7 billion because some of the States will in-
crease their taxes even if the 16-cent Federal excise tax is ex-
tended. But anyway, without the 16 cents, it appears to me that
the figures don t justify a Federal excise tax in excess of 8 cents a
pack. Again, I have done some more homework since I prepared
that written testimony, and I am sure I will have the opportunity
to respond to some questions, and I will welcome that opportunity,
since that is a rather strong statement to make for one who calls
himself a scientist, considering the esteemed company that I am
with. Now, finally, the other point, we should also consider the
impact of excise taxes on tobacco producers. Now, in 1982, when
the no-net cost legislation was being negotiated, farmers really
were not aware of the fact that-in fact, there was not much talk
about the increase in the excise tax at that point. And they knew
that something had to be done to respond to world economic condi-
tions-the increasing value of the dollar, et cetera-and so, they
were fairly optimistic that this no-net cost program would eventu-
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ally work out. You know, they weren't at all happy, and they real-
ized that other producers of agricultural commodities did not have
to bear such a burden. But subsequent events, including the tempo-
rary doubling of the Federal excise tax that resulted in no-net cost
tobacco stocks of near crisis proportions. By conservative estimates
which are detailed in the written testimony, the 1983 Federal
excise tax increase has caused a reduction in purchases of U.S. to-
bacco: About 128 million pounds of Flue-cured and about 110 mil-
lion pounds of burley. Of course, that along with the other econom-
ic conditions I mentioned has resulted in a near disastrous situa-
tion for the no-net-cost loan stocks. Continuation of the 16 cents
per pack Federal excise tax would complicate the problem. And
with that I will close. Thank you, sir.

Senator CHAFEE. Thank you very much, Dr. Loyd.
Senator BRADLEY. Mr. Chairman, does he have a full statement?
Senator CHAFEE. Yes; I just got a copy of it, and we will get one

to you. Dr. Warner.
[The prepared written statement of Dr. Loyd follows:]
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TESTIMONY' OF
MAX 1. LOYD, PROFESSOR, CLEMSON UNIVERSITY, S.C.

TO
THE SUBCOMMITTEE ON TAXATION AND DEBT YANACEMENT,

OF THE SENATE FINANCE COMMITTEE
ON

THE EXPIRING CIGARETTE EXCISE TAX
September 10, 1985

Mr. Chairman and members of the Sub-Comnittee, I am Max I. Loyd, Professor of

Agricultural Economics at Clemson University. Tcank you for the opportunity to present

comments on cigarette excise taxes.

' Economists have long recognized the economic inefficiency of excise taxes, versus

broader based tames, as a means of raising revenue. However, for decades, cigarette

excise taxes have been a favorite vehicle for producing revenue, by the Federal and

State governments in the U.S. Cigarettes are a natural target for excise taxes. The

retail price elasticity of demand for cigarettes is about -. 5, so a 1 percent tax

induced price increase only seduces consumption by about .5 percent. (Doubling the

Federal excise tax in 1983 resulted in an increase in revenue of about 90 percent).

Further, cigarette smokers only amount to about one-third of eligible voters.

No doubt most of you have heard or read the arguments concerning the economic

inefficiency of excise taxes as revenue producers. but I'll briefly review the

relationships involved in non-technical terms. Simply stated, the problem with an

excise tax is that it changes the price ratios between the taxed item versus other

goods. The changed price ratios do not reflect the relative costs of producing the

taxed item versus other goods. The result is that benefits (or "utility"), given up by

consumers in making adjustments to the excise tax, are greater than the benefits that

can be provided by the government through using the excise tax revenue. The erd result

is a net economic loss due to the excise tax. I should point out that economists

disagree on some of the "finer points" involved, such as aggregating and applying the

effects, but are near unanimous in agreement on the basic principle.
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An opposing argument voiced by some is that smokers are subsidized by non-snokers

through medical insurance premiums and through State and Federal funds used for health

care. If one could accept the cost figures claimed by some groups, then perhaps a

cigarette excise tax could be justified, economically. The strident nature of these

claims often implies more emotion than objectivity. The number of smoking related

ailments are based on generalities, but still appear to be inflated even if you accept

the generalities. Further, even if you accept the numbers, the cost figures claimed

appear to ignore the cost of alleged "smoking ailments" that are born by smokers

themselves.

Other testimony will pursue the smoking-health issue in more depth. It will be up

to you as -,,mmittee members to decide whether alleged smoking related health care costs

to non-smokers, justifies further interference with the market via an increased Federal

excise tax. At best; more sound, scientific research is needed on this subject.

State and Municipal cigarette excise taxes amount to about $4.5 billion annually.

These excise taxes will increase overall -- with or without continuation of the 16 cent

per pack Federal tax -- but the increase in state taxes will obviously be greater if the

Federal tax reverts to 8 cents per pack as scheduled. The various claims concerning

smoking related health care costs do not appear convincing enough to justify a Federal

cigarette excise tax of 16 cents per pack, in addition to the existing and projected

state and municipal excise taxes.

By law, the Federal cigarette excise tax reverts to 8 cents per pack on October 1,

1985. As the committee well knows, any excise tax above 8 cents per pack is a tax

increase. So I'll use the term "increase" to apply to any Federal excise tax above 8

cents. Whatever the arguments offered for an increase in the Federal excise tax, any

such increase is primarily a reveioue measure. That is, a convenient way of increasing

revenue while appearing to oppose tax increases. One might question whether this

committee would even bother with increasing the cigarette excise tax (i.e., back to the
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16 cents per pack level), if the increase only resulted in perhaps $2.4 million

annually in additional revenue instead of the expected amount of nearly $2.4 billion.

Another serious problem with cigarette excise taxes is their regressive nature.k

Low income consumers are taxed at a higher ; .rcentage of income than high income

consumers. This is so obvious it hardly nfeds comment, but should be considered in

evaluating such taxes.

Overall, the greatest direct impact from an increase in the cigarette excise tax

would fall on smokers, but we shoul,& a: so consider the impact on tobacco producers. In

1982, most producers of quota tobacco were fairly optimistic about prospects under the

no-net-cost legislation -- Pven though producers of other farm products were not

required to shoulder such a burden. But subsequent events, including the temporary

doubling of the Federdl cigarette excise n 1983, have resulted in no-net-cost tobacco

loan stocks of crisis proportions. I refer here to flue-cured and burley tobacco which

account for practically all of the U.S. quota tobacco used in cigarettes.

A recent study by Lanitl A. Sun-ner and Michael K. Wohlgenaut at N.C. State

University estimated that the 1983 Federal excise tax inrease reduced the amount of

U.S. tobacco used by doestic cigarette manufacturers by 4.5 to 4.7 percent. If we use

the lower figure, this would equate to annual reductions of about 21.5 million pounds

for U.S. flue-cured and about 20 million pounds for burley. For the 33 month period of

the tax increase the total reduction in use would amount to about 59 million pounds of

flue-cured and 55 million pounds burley. This doesn't sound large compared to total CCC

loan stocks, but there's more. Cigarette manufacturers normally maintain stocks so as

to age tobaccos by an average of about 2.75 years. This would amount to a further

reduction in purchases, since lq82, of about 59 million pounds of flue-cured and 55

million pounds of burley, (for a total of around 128 million poutds of flue-cured and

110 million pounds of burley). The effects of the excise tax increase combined with

other economic forces have actually caused a much greater decrease in company stocks.
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Since 1982 manufacturers have reduced flue-cured stocks by more than 360 million pounds

and have reduced burley stocks by about 180 million pounds. Phis has resulted in

accumulated CCC loan stocks of about 794 million pounds of flue-cured and about 525

million pounds of burley, as of August 1, 1985.

It is also obvious that the prospect of a continued 16 cents per pack Federal

excise tax, and the possibility of an even higher tax, have affected company purchases

on this year's flue-cured markets. Granted, the dramatic increase in the value of the

U.S. dollar and the (partly related) increase in foreign production of tobacco have had

a greater impact on the demand for U.S. tobacco than has the increased excise tax.

Overall, the result has been devastating. Growers are faced with almost certain further

income reduction through tobacco program changes or further increases in no-net-cost

assessmnents. Their already desperate situation will become worse before the problems

are solved. As pointed out above, continuation of the temporary 1983 Federal excise tax

increase will add considerably to their burden.

This committee, Shouid seriously consider the fundamental economic inefficiency and

inequity of excise taxes in general, versus the validity of alleged smoking related

health care costs to con-smokers. The-committee should also consider the impact of the

excise tax on tobacco producers and on employment in the tobacco industry. Given the

State and Muni-ipal excise taxes rhat will be collected, amounting to around 15.4 cents

per pack or more; the available evidence does not appear to justify a Federal cigarette

excise tax of more than 8 cents per pack.
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STATEMENT OF KENNETH E. WARNER. P1I.I)., PROFESSOR AND
CHAIRMAN. I)EPAITMENT OF HEALTH PLANNING AND AI)MIN.
ISTRATION. SCHOOL OF PUBLIC HIEALTHI. UNIVERSITY OF
MICHIGAN. ANN ARBOR. MI
Dr. WARNER. Thank you, Mr. Chairman and members of the sub-

committee. My name is Kenneth Warner. I am an economist and
professor and chairman of the Department of Health Planning and
Administration at the University of Michigan School of Public
Health. In the past 4 years, I have published more than a dozen
scholarly articles relating to the economic and health implications
of the cigarette excise tax. As this hearing has demonstrated, the
issues surrounding the excise tax are both numerous and complex.
In my oral testimony, I will discuss only two of these: The cigarette
consumption and health implications of the tax, and the issue of
regressivity. During the question and answer session, I would be
happy to answer, or at least address, any of the other economic
issues that have been raised during this hearing. My conclusions
about the consumption and health implications of the scheduled de-
crease are based on a paper I prepared for the Conference on To-
bacco Excise Taxes held by Harvard's Institute for the Study of
Smoking Behavior and Policy this past April. I have submitted a
copy of that paper with my written testimony. The proceedings
have just been published. I believe that Senator Chafee has a copy
of them. I request that the entire proceedings of that conference be
placed in the record of this hearing as well. My analysis derives
from the--

Senator CHAFEE. We will take a look at that. I don't know how
big they are.

Dr. WARNER. Right here, Senator Chafee.
Senator CHAFEE. All right. I will take a look at it. It will get dis-

tribution.
Dr. WARNER. Thank you, sir. My analysis derives from research

on how cigarette consumption is affected by price changes, both for
adults and teenagers. Using this research, I estimate that if the tax
falls back to 8 cents per pack, up to 2 million Americans will be
induced to initiate or continue smoking habits when, absent the de-
crease, they would not have started or would have quit. Of particu-
lar importance, as we have heard here, up to half a million teen-
agers, or 1 million young people aged 12 to 25, will be included in
this group of Americans encouraged to smoke by the tax decrease.
If one of four of these tax-induced smokers ultimately dies from the
smoking habit, which reflects a conservative estimate of the cur-
rent rate of smoking-related deaths, the halving of the tax will be
responsible for causing as many as 500,000 Americans to die pre-
maturely. If, instead of permitting the sunset provision to take
effect, Congress were to double the tax to 32 cents, as both of the
Senators have proposed, almost 2 million young people would quit
or not start smoking, and up to an estimated 3.5 million Americans
in total would fall into this category. Doubling the tax could pre-
vent over 850,000 avoidable smoking-related deaths. A doubling of
the tax, as has been noted, would simply restore the real value of
the tax, its value adjusted for inflation, to what it was when the
tax was raised at 8 cents in 1951. My estimates are based on sever-
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al assumptions discussed in the Harvard conference paper. One of
the most important of these is that any tax change will be passed
on full) to consumers. Some observers believe, however, that only a
portion of an 8-cent decrease would be passed on to consumers.
That is, the retail price would not fall by the full 8 cents. If this
occurs, my estimates of the numbers of people induced to smoke
would have to be reduced accordingly. The tax change that is not
passed on to consumers will represent a direct transfer of revenues
from the U.S. Treasury to the tobacco industry. Now, I will turn
briefly to the issue of regressivity. While cigarette taxes may be
somewhat regressive in the aggregate, this is not the issue before
this subcommittee. The question here is whether halving the Fed-
eral tax will significantly reduce regressivity. For two reasons, I
conclude that it will not. One is that halving the tax will save the
pack-a-day smoker $529. For a low-income individual with an
income of $10,000, this amounts to just three-tenths of 1 percent of
income. For an individual with a $40,000 income, it represents just
under one-tenth of 1 percent. Clearly, this small difference has no
practical effect on the regressivity of the U.S. tax structure.

My second concern is that the technical definition of regressivity
fails to take into account the effects of taxes on smoking behavior.
Research in both Great Britain and our own country indicates that
low income individuals are more responsive to cigarette price
changes than are high income people, as would be expected. It fol-
lows that the scheduled tax decrease will encourage relatively
more low income individuals to start smoking or to continue smok-
ing. When Senator Durenberger earlier in the proceedings referred
to the increasing rate of' smoking among blue-collar workers, I was
particularly sensitive to this issue. It can certainly be predicted
that blue-collar workers' rates of' smoking will pick up more than
white-collar workers if' this tax rate is allowed to fall to S cents.
The additional costs of' smoking that these individuals will incur
over their lifetimes including simply the additional taxes they will
pay dramatically outweigh the modest savings they will realize
from the lower tax. Further discussion of the regressivity issues, by
the way, is included in a brief paper by Prof. Jeffrey Harris, a phy-
sician and economist at Massachusetts Institute of Technology that
is fund in the proceedings of the Harvard conference. While this
subcommittee focuses on matters of tax policy, I urge you to recog-
nize, as Senators Chafee and Bradley obviously have, that your de-
cision represents a significant public health policy recommenda-
tion, whether you would have that or not. A tax decrease will en-
courage hundreds of thousands of Americans to smoke. The deci-
sion of' Congress on this issue is quite literally a matter of life and
death. I thank you for the opportunity to present this testimony.

Senator CIJAFEE. Thank you very much, Dr. Warner. You cer-
tainly have done a lot of work in this area. Dr. Scott? We welcome
you, from the State of' Rhode Island.

[The prepared written statement of Dr. Warner follows:]
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STATEMENT OF KENNETH E. WARNER, PH.D., PROFESSOR AND CHAIRMAN, DEPARTMENT
OF HEALTH PLANNING AND ADMINISTRATION, SCHOOL OF PUBLIC HEALTH, UNIVERSI-
TY OF MICHIGAN

I am an economist. Over the last ten years, my research has focused on

a wide variety of economic and social issues concerning cigarette smoking

and the consequences of the national "antismoking campaign". Of particular

relevance to this hearing, in the past four years my research has resulted

in a dozen publications relating to t. • cigarette excise tax.

I will restrict my testimony to three aspects of the issue being

addressed by the Subcommittee: (1) the consumption and health implications

of changing the federal cigarette excise tax; (2) the real value of the tax;

and (3) the issue of the regressivity of the tax. I w 1 not address such

issues as the revenue implications of changing the tax and the widespread

public support for retaining the current tax of 16 cents per package of

cigarettes.

The essence of my findings is as follows:

(Ia) If the tax is permitted to fall back to eight cents per pack, up

to two million Americans will be induced to Init.ate or continue smoking

habits when, absent the tax decrease, they would not have started or would

have quit. Of particular importance, up to half a million teenagers, or one

million young people aged 12 to 25, will be included in this group of

Americans encouraged to smoke by the tax decrease. If one of four of these

tax-induced smokers ultimatelydies from the habit, this means that the

halving of the tax will be responsible for causing approximately ,500,00

Americans to die prematurely. Currently, between one in four and one in

three smokers dies from a smoking-related illness.

(lb) Conversely, if Congress decides to increase the federal tax by

eight cents to 24 cents per pack, close to two million Americans, including
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one million young people, will be encouraged to quit smoking or to avoid

taking up the habit. This will mean that half a million premature deaths of

Americans wi l l be avoided. If the excise tax is doubled, to 32 certs per

pack, an estimated 3.5 million Americans, including almost two million young

people, will quit or not start smoking.

(lc) The above estimates assume that any tax change will be passed on

fully to consumers. Some observers believe, however, that only a portion of

an eight-cent decrease would be passed on to consumers. If this occurs, my

estimates of the numbers of people induced to smoke would have to be reduced

roughly proportionately. The tax change that is not passed on to consumers

will represent a direct transfer of revenues from the United States Treasury

to the profits of the cigarette manufacturers.

(2a) The federal cigarette excise tax was last permanently raised in

1951. In the intervening 34 years, inflation has eroded the value of the

tax to about one-fourth of its real value in 1951. Simply to maintain the

value of the tax at what it was in 1951 would require that the tax today

equal about 32 cents per pack.

(2b) The current federal tax of 16 Zei-ts represents about 16 percent of

the retail price of cigarettes. The eight-cent tax accounted for a larger

proportion of cigarette price in all years to 1976. During the two decades

from 1954 to 1973, the total state and federal tax share of retail price was

never less than 46.6 percent. An effective moratorium on state tax

increases during the next decade, combined with the unchanged federal tax,

caused the tax share to fall every year to a low of 26.8 percent in 1982.

Even with the increase in the federal tax to 16 cents, the total tax share

of retail price stood at 32.3 percent in 1984. It has been lower than that

only in two years--1981 and 1982--out of the last three and a half decades.
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(3a) Proponents of decreasing the tax emphasize that the excise tax is

regressive, imposing a larger relative burden on lower-income Americans.

While there is some truth to this, the generalization obscures several

important considerations. One is that lower-income people are probably

relatively more responsive to price changes; this is suggested by research

undertaken both in England and the United States. Consequently, a price

Increase will encourage more low-income people to quit or not start smoking,

while a price decrease, which would follow a tax decrease, would cause more

low-income people to smoke. Thus, while a tax decrease would decrease the

tax burden on low-income people, it would increase their smoking, thereby

substantially increasing the economic and health burden of smoking over

their lifetimes. Recognizing that cigarette smoking is addictive, w must

acknowledge that any policy than encourages more poor people to smoke is

likely to impose a much greater econom :. burden on them than a tax that

discourages then from smoking.

(3b) The tax at issue at this hearing--an eight-cent decrease--will

decrease the average pack-and-a-half-a-day smoker's tax burden by $44.

While this amount is certainly not inconsequential, the relative change in

the burden of the tax across rich and poor smokers obviously will be minor.

This relative burden is what matters in considerations of regressivity.

(3c) If Congress' concern is with tax equity, revenues from an

increased cigarette excise tax could be returned to the poor through a

adjustments in a wide variety of revenue and expenditure measures. While a

redistributive effort of this nature could balance the (again, minor)

regressivity of a tax change, n tax increase would also help many poor and

young people to avoid becoming chained to an expensive and ultimately

physically debilitating habit.

The analysis from which I derived most of these conclusions is
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described in detail in the attached paper, prepared for the Lonterence on

Tobacco Excise Taxes, Harvard Institute for the Study of Smoking Behavior

and Policy, Washington, April 17, 1985.

I am grateful for the opportunity to present this testimony.
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Introduction

Traditionally, legislatures enacted excise taxes to raise revenues or

to make a statement about the "morality" of use of the product in question.

In the latter instance, the objective was to penalize or discourage the

behavior -- hence the name "sin tax." In.recent years, however, excise

taxes on products such as tobacco and alcohol have come to be viewed in a

third dimension, one that has largely eclipsed the morality concern: excise

taxes can be effective tools of public health policy. Economists have begun

to evaluate the consumption impacts of such taxes as ends of inherent health

interest, rather than as vehicles to estimate the revenue implications of

tax-induced consumption changes (Cook, 1982; Cook and Tauchen, 1982; Harris,

1982; Laughhunn and Lyon, 1971; Lewit and Coate, 1982; Lewit, Coate, and

Grossman, 1981; Warner, 1982, 1984). Furthermore, public health

professionals are including excise taxation as an essential element in

writings on public health policy to combat smoking and alcohol abuse

(Beauchamp, 1976; Bonnie, 1978; de Lint, 1980; Ernster et al., 1985;

Jacobson, 1981).*

The current debate on the federal cigarette excise tax is timely in the

context of both Its revenue and consumption - and hence health - Implica-

tions. Regardlg the former, both Congress and the Administration are

searching actively for ways to diminish the swollen federal budget deficit.

* The interest in excise'taxation reflects a broader emerging public health

interest In the use of economic incentives to affect behaviors related to
health. Health professionals and health benefits managers in business are
exploring a wide range of employment-based incentives (wage bonuses, lottery
prizes), insurance incentives (deductibles and copayments, differential
premiums and benefits), and tax incentives (deductibility of expenditures on
wellness programs) to encourage health-enhancing changes in such areas as
diet, exercise, use of seat belts, drug use, and smoking (Warner and Murt,
1984).
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While any conceivable excise tax increase cannot be construed as making

more than a dent in the deficit, for several reasons this tax has taken on

dimensions disproportionate to its possible contribution. For one, the

AdmLinistration's 1984 deficit-reduction package included several effective

tax increases and only one highly visible effective tax decrease -- the

decision to allow the federal cigarette tax to revert from 16 cents to 8

cents per pack on October 1, 1985, as called for in the 1982 TEFRA sunset

provision. Second, a cigarette tax can be viewed as a "user fee," a politi-

cally attractive bit of nomenclature adopted in a Congressional legislative

proposal. The "user fee" notion meshes neatly with the call by the Advisory

Council on Social Security to earmark a cigarette tax to offset smoking-

related Medicare expenditures (Rich, 1983). Furthermore, by being labeled a

.user fee," the excise can parade as a non-tax (or quasi-tax) "revenue

enhancer," thereby mitigating the Administration's insistence on avoiding

tax increases. The political attraction is based too on the fact that fewer

than a third of all adults -- the smoking population -- will bear its

burden.

The timeliness of interest in cigarette consumption impacts relates

specifically to the sunset provision for the current 16-cent tax, which

analysts have predicted will cause smoking to increase, and more generally

to the objective of the smoking-and-health community to work toward the

Surgeon General's goal of a smoke-free generation by the year 2000 (Koop,

1984). The nature of the consumption impact of a -hange in the excise tax

is the subject of the remainder of this paper. It focusing solely on the

consumption impacts, the paper addresses its assigned charge. It should be

noted at the outset, however, that one of the major attractions of an

increase in the federal excise tax is its ability to simultaneously serve
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the interests of fiscal and physical health (Warner, 1984).

Price Elasticity of Demand for Cigarettes

The basis for estimating the cigarette consumption impacts of a change

in the federal excise tax Is an-analysis of the price elasticity of demand

for cigarettes. Over the past several decades, numerous economists have

undertaken empirical studies of the elasticity, relying on both time series

and cross sectional data (Blaine, 1983; Fujil, 1980; Levit and Coate, 1982;

Lewit, Coate and Grossman, 1981; Lyon and Simon, 1968; Lyon and Spruill,

1977; Miller, 1975; Sackrin, 1962). Studies dating since 1970 have found

price elasticity estimates ranging from -0.4 to -1.3 (Lewit and Coate,

1982). According to Miller (1982) (as cited In Toder, 1985), a price

elasticity of -0.7 represents the midpoint of recent studies and is the

figure used by the Tobacco Institute in its analyses of the impacts of

cigarette taxes.

Price elasticity estimation remains a difficult task. To date, no

study has successfully addressed the complex issues in smokers' shifting

from high to low tar and nicotine (tin) cigarettes, complicated by the fact

of nicotine regulation (Benowitz et al., 1983; Folsom et al., 1984; Gerstein

and Levison, 1982; Kozlovaki et al., 1980; Russell et al., 1980). In

virtually all studies, cigarettes have been treated as a homogenous product.

The exception is limited investigation of differential tar and nicotine

taxes (Drayton, 1972; Harris, 1980). Other aspects of smoking behavior,

such as price-induced increases in puffing frequency or smoking further down

the butt, have escaped attention in all elasticity studies. While such

behaviors may not be relevant to an interest in the revenue implications of

a tax or wholesale price change, they are of interest in assessing the

health implications of tax-related changes in price. Also of interest to
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health professionals are differential price responses by income class

(Townsend, 1983), t/n level, years of smoking history, size of daily habit,

etc. With the exception of the first of these, none of these factors has

been studied in elasticity analyses, and the first has been studied only in

the context of smoking in Great Britain.

An issue further complicating interpretation of elasticities is that

there is good theoretical reason to expect an asymmetrical response to price

increases and decreases. From survey data, the federal Office on Smoking

and Health has concluded that very few people begin to smoke after the age

of 21. Hence cigarette price decreases would be unlikely to induce adults

to start to smoke (though they might increase smokers' daily consumption),

while price increases could encourage some smokers to quit (and others to

reduce daily consumption). The implication is that price response might be

considerably greater in the instance of price increases than decreases.

Again, no study has addressed this challenging analytical problem, though it

has clear relevance to both economic and health concerns. In particular, it

is central to an assessment of both the revenue and consumption implications

of a change in the federal cigarette excise tax.

Finally, it is important to recognize that the lag between collection

of data, analysis, and publication of results inevitably encompasses a

period of several years. While this is a problem in virtually all empirical

social science research, It is particularly germane when the environment for

the behavior in question is rapidly changing. In the context of smoking,

the composition of the smoking population has changed continuously in the

past three decades (in terms of age distribution, education, sex mix, etc.),

so that elasticities based on a population of smokers in 1979, for example,

may not reflect the behavior of the population in 1985. Furthermore, the

cigarette market itself is evolving quickly, with a new trend toward price

54-378 0 - 86 - 6
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segmentation (from low-priced generic brand cigarettes to high-priced

-designer" cigarettes) introducing a factor which might alter elasticities.

These considerations emphasize the limited analytical state of the art

of cigarette price elasticity estimation. Nevertheless, the state of the

art experienced a substantial improvement in the early 1980s when Lewit and

his colleagues (1981, 1982) produced studies of both adult and teenage price

elasticities. These analyses took into account many of the biases that

afflicted previous studies, including multicollinearity among cigarette

price, income, and smoking trend variables in time series analyses and the

effects of bootlegging on sales data in cross sectional studies. The work

by Levit and his colleagues also has the virtue of exploring differences in

elasticities by age and sex. In addition, Lewit and his colleagues intro-

duced the useful innovation of examining separate participation (prevalence)

and daily consumption elasticities.

The two studies by Lewit et al. represent the best evidence on

elasticities to date, and their distinguishing prevalence/quantity

elasticities permits a more refined assessment of the likely consumption

impacts of a change in the federal cigarette excise tax. For this reason,

this paper uses the elasticity estimates by Lewit et al. to estimate the

consumption effects to be expected as the result of now-plausible changes In

the federal excise tax. Specifically, we will use their estimates to

examine the consequences of permitting the tax to fall to 8 cents, as

:chedulid, and increasing, the tax to24 cents or 32 cents. Thirty-two cents

a doubling of the current tax - is approximately the level that would be

required simply to maintain the real value of the tax at its value in 1951,

the last time the tax was permanently increased. Twenty-four cents

represents an Intermediate increase equal In mgnitude, though opposite in
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direction, to the return to 8 cents scheduled for October 1, 1985.

The salient estimates from the work of Lewit et al. are presented in

Table 1. Not presented are the researchers' finding that elasticities were

much greater (in absolute value) for adult men than for women, a finding

they did not attempt to explain. They do hypothesize, however, that women's

price responsiveness may approach that of males as female smoking patterns

are becoming quite similar to those of men. Below we discuss the implica-

tions of using the non-sex-specific elasticities.

The overall adult price elasticity of -0.42 falls at the lower end of

the range of recent estimates. Use of this estimate, rather than a more

average figure, reflects our opinion that Lewit and Coate's (1982) work was

better designed than that of earlier studies. Failure to control for

bootlegging, for example, would bias upward elasticity estimates based on

state cigarette sales data. In addition, use of a lower elasticity estimate

assures that estimates of tax-related consumption effects will be

conservative. Larger elasticities would translate Into larger consumption

impacts.

The total price elasticity estimates (column (1)) exhibit a pattern of

price responsiveness decreasing with age, as would be expected for three

reasons: (1) teens and young adults have smoking habits that are less well-

defined and of shorter duration, implying less habituation or addiction and

hence the potential for more price responsiveness; (2) younger people may be

more inclined to start smoking as the result of a price decrease than would

be older adults, as discussed earlier; (3) on average, younger people will

have less disposable income so that price response may include more of an

income effect. Worthy of note is that teens' cigarette demand is quite

elastic while that of adults is inelastic.

One of the most important findings in the estimates of Lewlt et al. is
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that "participation" or prevalence decisions (column (2)) account for the

vast majority of total price response. All of the daily quantity elasticity

estimates (column (3)) are small and statistically nonsignificant, while all

but one of the participation elasticities are significant. The absence of

apparent daily consumption response seems counterintuitive. One can imagine

a number of adjustment mechanisms that do not involve change in the number

of cigarettes smoked -- more or fewer puffs per cigarette, smoking further

or less far down the cigarette, etc., - but a change in daily consumption

is perhaps the most obvious response. It is possible that anomalies in

smokers' reporting of their daily habits on the surveys could disguise a

consumption change. The essential point is that the absence of daily

consumption effects may not reflect reality and in any case does not imply

an absence of price response by continuing smokers. For purposes of this

paper, however, the nonsignificance of the daily quantity elasticities wil 1

lead us to examine only participation and total consumption effects of price

changes.

For a discussion of the specific methods and limitations of the elas-

ticity studies, readers should consult the original papers.

Consumption Impacts of Changes in the Federal Excise Tax

In 1984, the weighted average retail price of a pack of cigarettes was

97.8 cents (Tobacco Institute, 1984). If the federal excise tax reverts to

8 cents a pack on October 1, as scheduled, and the retail price of

cigarettes falls by the same amount, average price will fall by 8.5 percent.

If, instead, the tax were to be increased from its current level of 16 cents

to 24 cents or 32 cents, average price would rise by 7.9 percent or 15.1
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Table 1. Cigarette Demand Price Elasticities Calculated by

Lewit et al. (1981, 1982)

- Elasticities

Quantity per day

Age Group Total Participationa per smoker

(1) (2) (3)

12-17 -1.40' -1.20' -0.25b

20-25 -0.89* -0.744 -0.20

26-35 -0.47* -0.44* -0.04

36-74 -0.45* -0.15 -0.15

All adults (20-74) -0.42' -0.26* -0.10

Significant at p <.05

a Prevalence elasticity. Reflects the decision of whether or not to smoke

at all.

b Implied from total and participation elastfcities.
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percent, respectively.** ** Applying the elasticity figures from columns

(1) and (2) of Table 1 implies that the expected percentage changes in

consumption would be those presented in Table 2.

Two caveats are essential at this point. One relates to the assumption

that price will change by the full and exact amount of the tax change, the

assumption employed in virtually all cigarette demand elasticity studies

that supply is perfectly elastic. The one study to address this issue

suggests that retail prices have risen by slightly more than taxes (Barzel,

1976). Some observers conjecture, however, that pricing responses to tax

increases and decreases may differ, with tax decreases not producing

commensurate decreases in price. This conjecture suggests collusive

behavior , a possibility in an oligopoly consisting of half a dozen firms,

two of which control two-thirds of the entire domestic market. If this

model is valid, it suggests that the legislated decrease in the federal tax

would not produce an eight-cent decrease in retail price, mitigating

increases in cigarette consumption.

The second caveat relates to the issue of asymmetrical consumption

price response discussed above. If it is true that response to a price

decrease is less elastic than response to a price increase, then symmetrical

application of the elasticities from Table I will bias upward the estimate

of consumption increases associated with a price decrease and downward the

estimate of consumption decreases associated with a price increase. In

The denominator is calculated at the mean of the pre- and pos-tax change
prices.

Obviously we are employing an assumption that all other things remain
equal. Changes in cigarette production and distribution costs and in state
and local excise taxes will also affect cigarette price. Here w are con-
cerned exclusively with the consumption impact that will result from a
federal tax change.
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terms of Table 2, this means that the consumption percentage change

estimates for the 8-cent decrease would be too large, while those for the

16- and 24-cent increases wuld be too mall (in absolute value).

We will return to this possibility below. For now, however, we will

assume that a tax change will be reflected in a commensurate change in

retail price and that price response Is symmetrical and accurately

represented by the elasticities estimated by Lewit and his colleagues. In

this case, the figures in Table 2 represent expected percentage changes in

consumption.

Table 3 presents estimates of the numbers of smokers in each age

category studied by Lewit at al., as well as older teenagers (18-19) and

older senior citizens (75+). Also included in the Table are estimates of

average daily consumption in each group and the group's total annual con-

sumption. Combining these with the percentage changes in Table 2 produces

estimates of the quantitative changes in numbers of smokers and each age

group's annual consumption. These estimates are presented in Table 4,

arranged to look at each effect (i.e., participation and total consumption)

across the three alternative tax changes. Estimates for 18-19 year-olds and

the most elderly adults (75+) are calculated as described in the footnote to

Table 4.

From Table 4 we see that if the operative assumptions held, the

currently legislated eight-cent decrease in the excise tax would induce

almost 2 million people to smoke who would not do so if 'the tax were to

remain at 16 cents. This number includes both people initiating smoking

habits and continuing smokers who would have quit absent the economic prod

to continue. Among the 1.9 million are more than 460,000 teenagers who

would begin or continue smoking as a result of the tax decrease. Adding in



164

-Table 2. Expected Percentage Changes in Cigarette Consuption

Resulting from Changea in the Federal Cigarette Exciee Tax

8-cent Decrease

Partici-
Age Group Total patron

8-cent Increase

Partici-
Total patron

16-cent Increase

Partici-
Total patron

11.9

7.6

4.0

3.8

10.2

6.3

3.7

1.3

-ll.1

- 7.0

- 3.7

- 3.6

-9.5

-5.9

-3.5

-1.2

3.6 2.2 - 3.3 -2.1

-21.1

-13.4

- 7.1

- 6.8

-18.1

-11.2

- 6.6

- 2.3

- 6.3 - 3.9

12-17

20-25

26-35

36-74

All adults
(20-74)
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Table 3. Estimated Njmbers of Smokers, Average Daily and Annual
Consumption by Age, 1982

Average Daily Con- Total Annual Con-
Number sumption of Smokers sumption of Group

Age Group Smokersa (Percentage) (0 cigarettes)b (0 cigarettes,
billions)c

(1) (2) (3)

12-17 3,279,000 (14.7) 16.0 19.1
18-19 1,577,000 (18.7) 17.5 10.1
20-25 9,665,000 (36.8) 18.0 63.5
26-35 13,722,000 (35.1) 20.3 101.7
36-74 26,963,000 (31.8) 21.8 214.5
75+ 1,014,000 ( 9.5) 17.3 6.4

Total 56,220,000 (29.3) 20.2 415.3

a Age group population figures were taken from 1982 estimates by the
Bureau of the Census. Smoking participation data, provided by the Office on
Smoking and Health, DH"S, were from: a 1982 NIDA household survey (12-17
year-olds) in which smoking was defined as daily use of cigarettes during the
preceding 30 days; the 1984 NIDA survey of high school seniors' drug use
(cigarette use rate, defined as above, applied to 18-19 year-olds); and the
1983 Health Interview Survey (HIS) (adults) in which current smokers were
defined as those currently smoking cigarettes and having a lifetime consump-
tion of 100 or more cigarettes. Use of the NIDA data may produce a small
underestimate of smoking by 18-19 year-olds, as high school seniors are one
year younger and may have lower rates of cigarette smoking than high school
drop-outs.

Age groupings of the HIS data and the studies by Lewit et al. differ
slightly. The HIS rate for 20-24 year-olds was used for 20-25 here.
Similarly the HIS 25-34 rate was used for 26-35. HIS broke down rates for
over-35 Into 35-44, 45-64, and 65+. In the present Table, a rate somewhat
higher than the 65+ rate was used for 65-74 year-old. and a lower rate for
75+, the two yielding the HIS rate for the entire 65+ group. Each of these
adjustments introduces potential errors of such small magnitude as to be
Inconsequential for the largely qualitative purposes of this paper.
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(Continuation of Table 3 notes)

b Average daily consumption figures for teenagers were estimated from
data in Exhibits A-1 and 16 in National Institute of Education (1979) and
data supplied by the National Center for Health Statistics (NCHS) from the
1983 NIDA study of high school seniors' drug use. For adults, the figures
were estimated from the Census and the 1983 HIS, supplemented by data pro-
vided by NCHS from a 1980 telephone poll of the HIS. The latter yielded
detailed averages of daily consumption, while the 1983 HIS data were
available only in categories (fewer than 15 cigarettes, 15-24, 25+).

As with the estimation of numbers of smokers In column (1), estimation
of average daily consumption in age groupings corresponding to those used by
Lewit et al. required a number of assumptions and interpolations. In
particular, the teenage daily use estimates might better be considered
educated "guesstimates." All of these figures, however, are quite
consistent with earlier estimates of daily consumption as reported on
surveys. It is important to keep in mind, as noted in footnote c below,
that self-reports of daily consumption fall well below objective measures of
consumption. As is discussed in the text, the statistical nonsignificance
of the daily consumption elasticities makes examination of tax effects on
the daily use variable largely a qualitative exercise anyway.

c Equals (1) x (2) x 365. The total estimated annual consumption is
only slightly over two-thirds of the nearly 600 billion cigarettes U.S.
smokers actually consume each year. This is consistent with the observation
that Americans tend to underreport their levels of cigarette consumption
(Warner, 1978).
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Table 4. Estimated Changes in Cigarette Smoking
Attributable to Changes in the Federal Cigarette Excise TaxC

8-cent
Decrease

8-cent
Increase

16-cent
Increase

Change in number of smokers (thousands)

+ 334
+ 130
+ 608
+ 513
+ 345
+ 13

+1.943

- 311
- 121
- 565
- 478
- 321 -
- 12

- 1,808

- 594
- 231
-1,080
- 911
- 612
- 23

-3,451

Change in aggregate cigarette consumption (# cigarettes, billions)

12-17
18-19
20-25
26-35
36-74
75+

Totslb

+ 2.3
+ 1.0
* 4.8
+ 4.1
+ 8.2
+ 0.2

+20.6

- 2.1
- 0.9
- 4.5
- 3.8
- 7.6
- 0.2

-19.1

- 4.0
- 1.7
- 8.5
- 7.2
-14.6
- 0.4

-36.4

a The percentage changes for 36-74 year-olds have been applied to the
oldest group of adults (7 5+) as well. Smokers in this age bracket may be
more confirmed smokers than younger adults, perhaps implying less price
response, but they are also likely to be poorer on average, implying more
response to a price change. ?ote that these smokers constitute less than 2
percent of the smoking population. For 18-19 year-olds, percentage changes
midway between those of 12-17 and 20-25 year-olds have beer, used.

b The.*absolute value of each of these totals is about 6 percent greater
than the figures calculated by combining the prevalence and daily
consumption changes directly. This results from the estimation procedure
for the different elasticities used by Levit at al.

Age Group

12-17
18-19
20-25
26-35
36-74
75+

Total



168

the most price-responsive adults, those aged 20-25, we find that more than 1

million young people would join the ranks of the smoking population if the

tax decrease takes effect.

An eight-cent tax increase would have a quantitatively similar opposite

effect. 1.8 million people would be encouraged to quit or not begin

smoking, including over 400,000 teenagers and more than half a million young

adults age 20-25 (and over a million young adults age 20-35). A 16-cent

increase in the excise tax, bringing the real value of the tax close to its

value in the early 1950s, would encourage almost 3.5 million Americans to

forgo smoking habits in which they will engage if the tax remains at 16

cents per pack. This figure includes over 800,000 teenagers and almost two

million young adults age 20-35.

The aggregate annual changes in cigarette consumption are substantial

in absolute magnitude - ranging from an increase of over 20 billion ciga-

rettes to a decrease of more than 36 billion -- but represent a relatively

small proportion of the domestic cigarette market (from 3.4 to 6.2 percent).

Discussion

Consumption Impacts. The immediately preceding point illustrates a

fundamental conclusion of this analysis: The overall relative consumption

impact of conceivable tax changes is modest, only on the order of a few

percentage points. But the size of the cigarette smoking population and the

daily consumption of smokers mean that even modest relative changes become

substantial effects in terms of absolute magnitude. -This is readily

illustrated by the fact that, if our assumptions hold, an eight-cent tax

change will alter the size of the smoking population by less than 3.5

percent, but that 3.5 percent represents almost 2 million AmeriCans.

The impacts of tax-induced consumption changes are of most Immediate
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importance in the population of middle-aged and older adults, because these

are the individuals most prone to experience smoking-related illness. The

elasticity estimates produced by Lewit et al. show this group to be the

least price-responsive, yet the sheer size of this group means that, under

the operative assumptions, from 330,000 to 630,000 will alter their smoking

status if the federal tax is changed.

In the long run, the toll of smoking is tied to the smoking pract ces

of the youngest generation. There is a widespread consensus that the

ultimate conquest of smoking-induced illness can come only from preventing

the onset of smoking in the teenage and early adult years. In this regard,

the elasticity studies of Levit et al. and their translation into numbers of

smokers are particularly important. Not only do the price responses

represent large numbers of young people; they also represent substantial

proportions. An eight-cent decrease in the federal excise tax would

increase the ranks of teenage smokers by a tenth. A 16-cent tax increase

would diminish the population of teenage smokers by fully 17 percent. The

former would lead approximately 460,000 teenagers in the direction of

cigarette habits; the latter would lead 820,000 teens away from dependency

on cigarettes.

-As discussed above, it is possible that the assumptions underlying the

estimates in Tables 2-4 do not hold. Specifically, smokers' responses to

price changes may not be symmetrical and the retail price of cigarettes may

not adjust by an amount precisely equal to a federal tax change. In

particular, it seems plausible that smoking prevalence by adults is less

sensitive proportionately to a price decrease than to an increase, and that

prices are sticky downward; that is, retail prices per pack of cigarettes

might not fall by a full eight cents if the federal tax drops from 16 to 8

cents. If either or both of these conditions held, the consumption impacts
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estimated in Table 4 would be altered as follows:

- If retail price fully reflected a tax change but adult participa-

tion reponse were asymmetrical, the 8-cent tax decrease would

encourage a smaller number of adults to start, resume, or continue

smoking; the 8- and 16-cent increases would encourage larger num-

bers of adults to quit. As there is no a priori reason to assume

that smoking by teenagers would be asymmetrical in a given direc-

tion, no obvious adjustment of teen response would be called for.

- If participation response were symmetrical but price was sticky

downward, the estsated increases in smoking prevalence would have

to be reduced to the extent that the 8-cent tax decrease vas not

passed on to consumers. This would apply uniformly to teens and

adul ts.

- If price was sticky downward and adult participation was asym-

metrical, the increases In smoking prevalence associated with the

8-cent tax decrease in Table 4 would clearly overrepresent the

consumption impact for both teens and adults and might have to be

reduced substantially. Conversely, the Table 4 decreases in

smoking associated with tax increases would have to be increased

for adults.

Lack of substantial empirical evidence on either of these issues makes

it impossible to translate the directional adjustments indicated above into

specific numbers. It is important to emphasize, however, that except in the

case of no drop In retail price following a tax decrease, the qualitative

findings of the analysis would hold: an 8-cent tax decrease would encourage

tens or hundreds of thousands of Americans to smoke who would not otherwise

do so; a tax increase of the magnitude considered would encourage many
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hundreds of thousands, and likely millions, of Americans to quit smoking

and, io the case of youngsters, not to start.

Health Implications. The ultimate importance of tax-induced changes in

cigarette consumption lies in their health consequences. No formal assess-

ment of the health impact has been undertaken for purposkis of this paper.

However, the fact that one lifelong smoker of every three or four dies from

a smoking-related illness can be used to produce some -ballpark" estimates

of the mortality implications of the contemplated tax changes. For example,

if we assume that one of every four tax-induced quitters (or nonstarters)

would have died from smoking, and if we adopt the assumptions used to

generate Tables 2-4, the eight-cent increase would be credited with averting

the smoking-induced premature deaths of 450,000 Americans. The 16-cent

increase would avoid 860,000 premature deaths. By contrast, if the eight-

cent tax decrease takes effect and the above assumptions hold, over 480,000

Americans will die prematurely as a result of their tax-induced initiation

or continuation of smoking habits. On average, these victims of smoking

will die more than two decades earlier than they would have if they had quit

smoking or never started.'

As with the consumption estimates, these numbers are sensitive to

several assumptions, Including those relating to pricing and symmetry of

price response. Also important is recognition that medical practice and

technology may improve in the future to the point that many now-fatal heart

and lung diseases and cancers will become curable. To the extent that this

The author and a colleague have estimated that decreases 'in smoking
prevalence attributable to antismoking activities, including excise
taxation, had prevented over 200,000 premature deaths by 1978, with
exponentially increasing numbers in the ensuing years. On average, each of
the premature deaths averted translated into 23 years of additional life
(Warner and Murt, 1983).
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occurs, the potential mortality savings of a tax increase or the deaths

resulting from a tax decrease will be diminished. Morbidity implications

are less obvious, as avoidance of death as a medical outcome can translate

into Increases in experienced illness and disability.

Another perhaps obvious feature of these numbers also deserves

emphasis: the premature deaths averted or produced by a tax change are not

realized all at once. The major consumption changes induced by a cigarette

price change will occur in the youngest groups of smokers and potential

smokers -- teenagers and young adults. The numbers in Table 4 suggest that

fully 80 percent of price-induced changes in smoking prevalence will be

found in people 35 years of age or younger; nearly a quarter of all

responders will be teenagers. If price responses as asymmetrical, as

discussed earlier, a still larger share of smoking initiation associated

with a tax decrease would be found in the youngest age groups.

The import of this distribution is that the majority of the premature

deaths that will be associated with a tax decrease, or of the premature

deaths avoided as the result of a tax increase, will occur two to four

decades into the future. The most Immediate mortality implications relate

to tax-induced changes in smoking prevalence in middleaged and older adults.

Given the large numbers of smokers in these age categories, this still

translates irto a substantial mortality implication for the near-term

future; but it is only a fraction of the totals given above. For example,

according to Table 4 close to a third of a million Americans aged 36 and

older would quit smoking if the federal excise tax were raised 8"cents; over

630,000 would quit if the tax were doubled to 32 cents per pack. Given the

earlier assumptions, these figures would translate, respectively, into

83,000 and 159,000 premature deaths that would be averted in the more
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immediate future, from the year of the tax increase extending into the

following twin decades.

It is important to emphasize that all of the numbers in this section

are intended to be illustrative only, indicative of the order of magnitude

of the health benefit that would follow a tax increase, or of the death toll

that would result from a tax decrease. The qualitatively important conclu-

sion is that tens of thousands of Amerians will die prematurely if the

excise tax falls back to 8 cents per pack. If, instead, the tax is raised,

tens of thousands will lead longer, healthier lives than they will other-

wise. In both instances, substantial nonfatal illness burdens will be

affected as well.

Further Implications About Elasticity Estimates

All the available evidence suggests that women's smoking has not been

as price responsive as that of men. As noted earlier, Lewit and his col-

leagues found price response among women to be much smaller and statistic-

ally nonsignificant. In the present paper, the decision was made to use the

overall elasticities (i.e., not differentiated by sex) in part because the

author believes that the apparent nonresponse of women, if rebl, may be an

historical quirk, reflective of an era in which smoking's popularity among

women was growing rapidly. If this is correct, a new study, using 1985

data, well might find women's price response approaching that of men. Two

implications deserve emphasis:

(I)- If the apparent difference 'in price response is real and persists

today, the smoking prevalence and mortality changes estimated in

this paper would derive mostly from changes in moking behavior by

men.

(2) If smoking by women has become more price responsive in recent
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years, the figures presented in this paper likely underestimate

the amount of smoking change and hence the mortality implications

that would result from tax changes. The estimates by Lewit et al.

of men's price elasticities alone are greater than the overall

elasticities used here. Increases In women's price responsive-

ness, without decreases in men's, would lead to higher overall

elasticities and hence greater behavioral and health impacts. Of

course, It is possible that male smokers in 1985 are less price-

responsive than male smokers of a decade earlier, partially

offsetting the hypothesized increase in price response by women.

Price elasticity can be a function of the price level, particularly In

its relation to Income levels. When price is high relative to a country's

or a group's income, a component of price response is income effect; that

is, an increasing cigarette price can make smokers aware (consciously or

otherwise) of its impact on their disposable income and hence more price

sensitive. This phenomenon helps to explain why cigarette demand price

elasticity is much higher, compared with that of the U.S., in a country like

England in which price Is higher and income lower. It also explains

Townsend's (1983) finding that the absolute value of price elasticity Is

inversely related to social class in England. A similar explanation applies

to the conclusion of Levit and his colleagues that American teenagers have

higher price elasticities than do adults, and that younger adults are more

responsive than older adults. Two additional 'mplications derive from

consideration of Income effects:

The Income effect Is not intended to serve as the entire explanation of
the differences in elasticities. Young people's smoking habits are less
well-established than those of their seniors, a factor which almost
certainly contributes to the greater price responsiveness of the former.
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(1) It is quite possible that, as Townsend observed in England, loier

socioeconomic groups vould be more responsive to price changes

than would be higher SES groups. Thus a tax-produced cigarette

price decrease might cause relatively more poor people to join or

remain in the ranks of smokers. Similarly, a tax-linked price

increase might induce relatively larger proportions of the poor to

forgo smoking.

(2) The inelasticity of demand for cigarettes in the U.S. is

undoubtedly in part the result of the low price of cigarettes

relative to income. If real cigarette price were to increase

substantially over time (which would require tax increases well in

excess of those considered in this paper), demand elasticities

might rise as well. In that circumstance, further price increases

or decreases would be expected to have proportionately larger

effects on cigarette consumption and hence, ultimately, on the

burden of smoking-related illness.

Finally, consideration must be given to the effects of inflation on

real cigarette price and thus on the prevalence of smoking. During the more

than 30 years of its existence, due to inflation the 8-cent federal excise

eroded to only 2.5 cents in constant 1951 dollar value. The doubling of the

tax in 1983 restored the tax to only about half of its real value in the

early 1950s. Similarly, legislating any tax change in 1985, whether an

increase or a decrease, will be tantamount to legislating an effective tax

decrease in ensuing years, unless provision is made for inflation-

compensating tax increases. This could be accomplished by shifting

cigarette taxation to an ad valorem basis or indexing the tax rate to the

general price level or a price index for all cigarettes (Toder, 1985). The
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importance of this is that even though a tax boost in 1985 would discourage

smoking, without an inflation adjustment the eroding value of the new tax in

1986 and later years would encourage people to start or maintain cigarette

habits.

This is not merely an academic consideration, since tax is a

substantial percentage of retail cigarette price. At the present time,

federal and state excise taxes constitute 32 percent of average retail price

nationwide. Even with the doubling of the federal tax in 1983, this

percentage represents an historically low figure. During the two decades

from 1954 through 1973, the tax share of retail price was never less than

46.6 percent. An effective moratorium on state tar increases during the

next decade (Warner, 1981) caused the tax share to fall annually to a low of

26.8 percent in 1982. The current federal tax constitutes 16 percent of

retail price. Its predecessor, the 8-cent tax, accounted for a larger

proportion in all years to 1976 (Tobacco Institute, 1984, Table 13).

Conclusion

An increase in the federal cigarette excise tax is an attractive,

effective tool of health policy. Indeed, it is difficult to think of many

policy measures that could have a comparable impact on the health of the

public. A tax increase, however, is not the public health ideal because the

inelasticity of cigarette demand means that tax increases will not eradicate

smoking nor even eliminate a large proportion of it, at least for taxes on

the order 6f magnitude discussed here. But it may be precisely that

inelasticity that makes a tax increase a viable public policy option at

present, because it assures that a tax increase will generate a revenue

increase. No one wants to see government fundamentally dependent on

cigarette excise tax revenues, but the situation in America is far from this
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possibility: the federal excise tax constitutes well under one percent of

all federal revenues.

In 1985, increasing the federal cigarette excise tax offers several

attractions. It promises to increase federal revenues, especially in the

short run. It will discourage a large number, if a small percentage, of

adults to give up their smoking or not to start. And it will discourage

both a large number and a significant percentage of young people from

starting or continuing to smoke. The legacy of a tax increase would be a

significant contribution toward the realization of a soke-free generation.

The legacy of a tax decrease would be tens of thousands -of avoidable

premature deaths in the coming decades.
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STATEMENT OF DR. H. DENMAN SCOTT, DIRECTOR, RHODE
ISLAND DEPARTMENT OF HEALTH, STATE OF RHODE ISLAND,
PROVIDENCE, RI

Dr. Scoff. Thank you. My name is Denman Scott. I am director
of the Rhode Island Department of Health, and I welcome this op-
portunity to address the committee. I would cerainly like to ap-
plaud the Senators for their initiatives in this area and would echo
what Dr. Warner says about-the inevitable linkage between the
issue of public health and tax policy. I wondered myself: What
would I be doing coming down to a tax committee hearing, but
here I am. And I think I am symbolic of that linkage, being a
public health professional. If we linked the suffering and death at-
tendant to smoking in time and space, that is taking all the suffer-
ers from lung cancer and premature heart attacks and looking at
them together, we would recognize the problem of smoking not as a
national problem but as a national disaster. Why have we tolerated
this problem for as long as we have? Several things come to my
mind. For one, the problem is insidious. You do not get sick from
the habit for a long time. To adeloscents the health effects appear
particularly remote. They don't realize how vulnerable they are.
Also, people like smoking. There is no question, as an ex-smoker,
that I enjoyed the habit. Many people still do. You become very ad-
dicted to it. Millions know how hard it is to stop. As we have heard
abundantly today, the smoking business is a major economic force
throughout this country but particularly in certain sections of the
country. And J think because the smoking business is so large we
have had a national tolerance for the smoking which, otherwise,
we would not condone. Somehow it seems to me, there has to be a
national dialog on how to mitigate the economic impact on the
farmer, the retailer, and others who are involved in the smoking
business in order that we can move forward to deal with what I
honestly think is a national disaster. There are a number of tech-
niques, as a public health commissioner, that I am anxious to sup-
port. Clearly, we have to educate-the public in every possible
forum, and we don't have enough money to do this. We ought to
ban smoking in public places. We ought to consider raising the
access age to purchase of cigarettes to 18. And then, I think the
idea before this committee of using the excise tax to discourage
smoking is indeed laudible. The scientific evidence that has been
produced makes it abundantly clear that this will discourage smok-
ing, especially in those people we want to keep from starting in the
first place, our teenagers and young adults. In fact, if you can
make it into early adulthood, people rarely will start smoking. This
is an important point for you all to appreciate. I also like the idea
of a user fee, if you will. We certainly are not going to ban, or I
don't think anybody is going to prohibit, smoking in any political
jurisdiction in this country. But once people understand the risks
that they are imposing on themselves and the costs that they are
imposing on society, I think it is not unreasonable to ask them to
pay a little extra for the excess health costs which they induced.

Finally, I would like to echo what Senator Durenberger said ear-
lier and urge that the committee seriously consider allocating at
least a portion of the funds to health promotion and disease pre-
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vention activities which could target most particularly our school
children for efforts to keep them from starting in the first place.
Thank you very much.

Senator CHAFEE. Thank you very much, Dr. Scott. Mr. Knott?
[The prepared written statement of Dr. Scott follows:]
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ES! I MONY OF H. OENMAN SCOTT, M.C., M.P.H.

CIPECTOR, RHODE ISLAND DEPARTMENT OF HEALTH

ON SENATE BILL NO. 874

SEPTEMBER 10, 1985

i.S. SENATE FINANCE COMMITTEE

SJB-COMMITTEE ON TAXATION AND DEBT MANAGEMENT

COOM 215, D2RKSON SENATE Ou
t
FICE BLIL 3NG

SWOjLC K. IKE TO THANK YOU FOR THE OPPOTUNITY TO TESTIFY

HE(' T
(QAY IN SUPPORT OF SENATE BILL NO. 874.

nr LuJBL:C HEALTH COMMUNITY IS FIRMLY IN SUPPORT OF THIS

13ECALJSE OF ITS POTENTIAL TO REDUCE CIGARETTE CONSUMPTION.

AGREE WITH THE UNITED STATES SURGEON GENERAL; DR. EVERETT KOOP,

WHO HAS STATED THAT "CIGARETTE SMOKING IS THE CHIEF, SINGLE

AVOI)AFILE CAUSE OF DEATH IN OUR SOCIETY AND THE MOST IMPORTANT

PUBLIC HEALTH ISSUE OF OUR TIME." I FEEL THAT WE HAVE A

P-'r- SIBI.ITY TO DO EVERYTHING IN OUR POWER TO DISCOURAGE AND

EVENTUALLY ELIMINATE CIGARETTE SMOKING.

RESEARCH BY KENNETH WARNER AND OTHERS INDICATES THAT

INC.REASIN CIGARETTE PRICES BY 20 PERCENT LEADS TO A 4 TO S

PERCENT DECREASE IN THE AMOUNT CONSUMED. MORE IMPORTANTLYs THIS

E S EVEN _'IRONGER AMONG TEENAGERS, T'HE GROLIP WE ARE MOSI

INTERESTED IN REACHING. IN THIS GROUP, A 10 PERCENT PRICE
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INCREASE COULD RESULT IN A 14.- PERCENT DECREASE IN CONSUMPTION.

AND MOST OF THIS DECREASE -- ABOUT 85 PERCENT -- WJIL.L RESULT FROM

-tEENAGERS MAKING IHE DECISION NOT TO START SMOKING OR TO QUIT IF

THEY'VE ALREADY STARTED.

IN RHODE ISLAND, WE RECENTLY COMPLETED ANALYZING DATA FROM A

SURVEY OF 11,340 STUDENTS IN 31 HIGH SCHOOLS ACROSS OUR STArry.

WE OISCOVEREO SOME DISTURBING TRENDS. BYTHE TWELFTH GRADE, 21

PERCENT OF THE MALES AND 30 PERCENT OF THE -°EMALE STUDENTS WERE

SMOKING ON A REGULAR BASIS.

'EMBER S OF THE COMMITTEE, I SUBMIl TO YOU THAT IF 30 PERCENT

OF OUR YOUNG WOMEN ARE SMOKING, THEN WE NEED TO ADMIT AT LEAST

PARTIAL FAILIURE IN OUR ANTI-SMOKING EFFORTS. WE NEED TO DEVISE

NEW STRATEGIES FOR REACHING TOMORROW'S CITIZENS WI-H THE MESSAGE

or SMOKING'S HEALTH HAZARDS.

REACHING OUR YOUNG PEOPLE IS CRITICALLY IMPORTANT. WE KNOW

THr MOST COMMON TIME FOR STARTING TO SMOKE IS IN JUNIOR HIGH

SCHOOL. RECENT EVIDENCE INDICATES THAT THOSE WHO START SMOKING

AT SUCH AN EARLY AGE ARE PARTICULARLY VULNERABLE TO DEVELOPING

LUNG CANCER LAIER IN LIFE. THIS RISK CAN BE REDUCED BY UP TO 20

PERCENT IF THE ONSET OF SMOKING IS DELAYED UNTIL THE EARLY

WENT IES.

A S3,TRATEGY THAT MANY RESEARCHERS, SCIENTISTS, AND PUBLIC

HEALTH PROFESS[ONAL.S AGREE HAS A HIGH CHANCE FOR SUCCESS IS THE

ONE THAL IS BEFORE YOU FOR CONSIDERATION TODAY. INCREASING TiS

I-ErnI'At. EXCISE TAX FROM THE PRESENT 16 CENTS TO 32 CI-NTS MEANS

?HAI [HE PRICE OF A PACKAGE OF CIGARETTES IN RHODE ISLAND WILL

INCREASE FROM $1.03 TO $1.19. THIS REPRESENTS A PRICE INCREASE
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oi- 1S1 PERCENT AND COULD REDUCE CIGARETTE CONSUMPTION AMONG

'TEENAGERS BY ALMOST 22 PERCENT. IN ADULTS, CONSUMPTION COULD BE

REDUCED BY 6h PERCENT.

FHINK THESE REDUCTIONS ARE MEANINGFUL AND WORTH PURSUING.

THE ALTERNATIVE STRATEGY -- TO ALLOW THE CIGARETTE TAX TO BE

REDUCED BY 8 CENT7 AS OF OCTOBER 1 -- WOULD ENCOURAGE INCREASED

CONSUMPTION OF CIGARETTES AND, IN MY OPINION, I AN UNACCI-CTAB.L-

PUBL I C HEALTH OPI I ON.

BOTH THE F IRST AND SECOND RHOrE ISLAND STATE HEALTH PLANS

HAVE CAI.LE) FOR INCREASES IN EXCISE TAXES ON CIGARETTES AS WELL

AS ALCOHOL IN ORDER TO DETER CONSUMPTION. WE FEEL IT'S A VERY

SENSIBLE STRATEGY. IN FACT, I URGE YOU TO ENACT REGULAR PERIODIC

e.BSIANTIAL IAX INCREASES ON CIGARETTES. SUCH INCREASES ON A

REGULAR BASIS HAVE BEEN SHOWN TO BE MOST EFFECTIVE IN DETERRING

LONSUMPlION, ESPECIALLY AMONG YOUNG ADULTS AND TEENAGERS.

ADITIONALLY, I FEEL IT IS APPROPRIATE FOR THOSE WHO CHOOSE To

SMOKE 10 PAY AT LEAST A PORTION OF THE ADDITIONAL COSTS IMPOSED

UPON OUR MEDICAL CARE SYSTEM.

IN ORDER 0 REDUCE THE PREVALENCE OF CIGARETTE SMOKING IN

THIS COUNTRY, WE NEEO TO DO MORE THAN RAISE TAXES ON CIGARETTES.

WE NEED 10 IMPROVE. OUR SCHOOL HEALTH EDUCATION PROGRAMS AND

EDUCATE THE PUBLIC ON THE RISKS OF SMOKING AS FULLY AS POSSIBLE.

CURRENTLY LESS THAN 5 PERCENT OF OUIR HEALTH DOLLAR IS USED

FOR HEAl.TH PROMOTION ANI) DISEASE PREVEN1ION ACTIVITIES. I WOULD

LIKE TO SUGGEST TO tHIS COMMITTEE THAT IT CONSIDER ALLOCATING A

PORTION OF THE PROPOSED TAX INCREASE TO HEAI.TH PROMOTION AND

DISEASE PREVENT ION PROGRAMS. CERTAINLY ALLOCATING A PORTION OF
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, 4 AX INCPEAEE TO SLUPPORT THE MEDICARE PROGRAM I9 A LAUDABLE

GOAL., WHICH I '3JPPORT. BU3T WOUI.ON'r I r MAKE L;'+NSE TO ALSO PUT

MOPE 'C-JOl AQS ;NTO THE EFFOP ;0 PPEViNI TOE MA.QR CHRONIC

L-A '; -~9EE IH A T A P;E ABS O RB IN [i CO M ANY M OD I CA RE DOhA .R' TO I AY ?

"-EA!.1 [I PRC)MO I ON AN, D! EA.OE 'JREVENI ION A TV! E, P;NCCMPA S

A WI[E VARIETY OF PROGRAMS, INC'JlIN.; W .N'R CHF{:'., iFA,- r-

C,,N1N-, U(L.O'. HEAL T- L CATf NA; ,0GAM,, AND C'rHERS. IN

rHOOE IS.AND, WE FEEi WE 'tAQF MACE A ';O)01 BECGINNING IN

E:%A.B' iH NG HESE P(ROGQAM,. .9LJT Tl ' MtiC-i MORE 'wE uL)iJ:.D LIKE

To i)o -- PROGRAMS WE ARE CIJWREN1L Y IrAS;3LE TO PROViDE DOE To A

iA C; K F ENDINGG

M1 ( T PEOPLE ARE AWAR-' THAT MOST .'_!NG CANCER IS CAUSED BY

I. GAQF.T'? SMOKING. BUT MANY AMEPICANS DiON'T P-ALi.IZE THAT 3G

C';.;(ENI [)r ALL k-EAQT DIllSEASF DEATHS APE A.SO OiPECTtY RELATED TO

_IGARETTE USE. SMOKING IS ALSO RESHO)NSIB.E P OE4THS FP'uM )THER

7TY<ES OF LANCER, RFSP!RATOR'Y DISEASE, FiR7-S ANJ' ACLIDENE, AN

ESTIMATED0 4.000 INFANTS DIE EACH YEAP BECAUSEE tliEip. MorHERS

SMOKED WHILE PREGNANT.

,N I-ACT, S",OkING A(COLINTfS FOP AN ESTIMATED 300000 DEATHS

SAC I-' Y; AY IN THE UNITED STATES. THIS IS THE FOIJIVAi.ENT OF 750

/', lM5. AIRLINERS GOING UL."WN EACH YEAR WITH 400 PERSONS ON

-14APi ANI) NO Ht1JVVIVORS,

rML,! Nt '3 AI SO RESONt
IBLE FOR DISEASES S.UCH AS EMPHYSEMA

Wlj'.C1 CAijSE YEARS OF DISBI ITY AND SUJFRPERIN FOR THEiR :C rIMS.

,lA&''Nc ( I(OW I L NECIPTC:CAI INDIVIlIALS ADD', A LAPGE BiIRPG N TO

01"' ME.D ICAl AND !SOd.AI. SIJP-OQT SYSTEM5. AS A HUMANE SOCIETY, WE

AREF_ (0MM;]Tro [C[AHiN F W THESE INDIVIDUALS. BLIT WOULDN'T IT
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E SENSIBLE - AND MORE HUMANE - TO rAKE STEPS NOW SO THAT OOR

CHILDREN IN FUTURE YEARS WIL.- NOT BE FACE WITH CARING F)P A

LAR ,,E ELDERLY HOPLIAlION D]ABLED BY SMOKING RELATED ANO

PREVENTABI E DISEASE?

IN CONCLUSION, I URGE SOUR SULJPPORT FOR SENATE BILL NO. 874

ANO RECOMMEND YOU ADOPT ANNIJAL TAX INCREASES THAT WOULD CREATE A

Sl ONC DETERRENT TO CIGARETTE P.RCHASE. I AI. SO REQUEST THAI YOu

A _t.OCATE A PORTION OF THIS TAX TO A HEALTH PROMOTION AND DISEASE

:r-EVIN IION FuNFJ. I BELIEVE THAT THESE TWO MEASURES TAKEN

TOGETHER W1I.. GO A LONG WAY TOWAROS REDUCING THE PREVALENCE OF

LIGARE1TYC SMOKINC- AND CREATING A HEALTHIER AMERICA.

THANK YOU.
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STATEMENT OF K. PAUL KNOTT, CHAIRPERSON, SECTION ON
PUBLIC HEALTH EDUCATION, AMERICAN PUBLIC HEALTH AS-
SOCIATION, WASHINGTON, DC
Mr. KNOr. Thank you, Mr. Chairman. My name is Paul Knott. I

am an evaluation officer with corporate communication at the
American National Red Cross at Washington, DC. I am here today,
however, representing the American Public Health Association as
the chairperson of its public health education section, the fourth
largest in the association. The American Public Health Association,
founded in 1872, is a nongovernmental professional organization
whose membership, including 49 State and local affiliates, is com-
prised of approximately 50,000 health professionals, consumers,
and leaders from Government and industry who are interested in
promoting high scientific standards, action programs, and public
policy for good health. I came here today prepared to indicate
APHA's strong endorsement for raising the Federal excise tax on a
pack of cigarettes to 32 cents, and that I will clearly state. I am
also pleased to see the Durenberger bill and want to indicate that
APHA is supportive of it, particularly supportive of the allocation
approach and the notion of disease prevention and health promo-
tion. This move is advocated to discourage smoking, the Nation's
No. 1 preventable cause of death. Cigarette smoking accounts for
some 340,000 deaths each year and debilitates another 10 million
people annually. Studies have shown that the price of cigarettes in-
cluding studies quoted here today may have a significant effect on
cigarette sales to teenagers and young adults. Results of previous
studies have indicated that doubling of the tax in 1982 caused one
and a quarter million adult Americans to stop smoking, and one-
half million teenagers to stop or not start smoking. In one year
alone, from 1982 to 1983, cigarette consumption in the United
States fell 5 percent. And estimates are that consumption among
teenagers fell by 14 percent, largely because of teens who chose not
to take up smoking. In addition, adult smoking decreased by 4 per-
cent. Evidence shows that these decreases were due in large part to
the increased price of cigarettes. As you know, from 1951 to 1982,
the Federal tax was 8 cents per pack. That level was raised to 16
cents in 1982, but the same law that imposed the increase also re-
quires the return-the sunset-on October 1, 1985, to the 8 cent
level. Allowing the tax to be reduced will be a tragic mistake for
the public health and the public treasury. Reducing the excise tax
is the wrong message to send to smokers and to those who are con-
sidering starting the habit. It also seems to be somewhat Jekyll
and Hyde. Congress recently mandated new rotating health-specific
warnings on the labels of cigarette packs, which are scheduled to
go into effect October 1. Now, these new warning labels are strong-
er than any which we have ever had and indicate the dangers of
smoking. Now, Congress is contradicting this attempt-these strong
messages. -by considering allowing the price of cigarettes to go
down and thereby condoning cigarette smoking or supporting ciga-
rette sales and smoking. Some argue that we should not raise the
Federal tax since many States are increasing State excise taxes to
make up the difference. This is clearly not the case. While APHA
has been advocating such State action, only 11 States have passed
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laws which are contingent on the Federal reduction. In these
States, the increase would be nullified if the Federal Government
again raises the Federal excise tax to 16 cents. Only seven other
States have increased the excise tax, no matter what the Federal
Goverment does. Now, some would argue and have argued today
that minorities would be adversely affected by raising the tax. It is
a fact, however, that the health status of minorities, especially
black people, is on an average lower than whites, and that more
minorities as a proportion of the population smoke. And we have
already indicated that research has shown that raising the excise
tax on cigarettes does discourage smoking, and the recently com-
pleted Harvard University study indicated that thousands of people
would not begin or would not continue smoking if the tax was
raised, thereby sparing them lost dollars and suffering caused by
smoking. As public health professionals, the APHA members view
any decrease in the smoking behavior of minorities as beneficial to
their morbidity and mortality. Our concern today, of course, is not
only to reduce smoking in adults but to prevent children from
starting. The fact that thousands of children who light up for the
first time every day are doing so at an earlier age than their par-
ents is ominous. Let me conclude, Senator.

Previous decisions notwithstanding, a significant tobacco excise
tax is a wise move. It is our belief that cigarettes aie already cheap
enough and that an increase in the price would discourage some
smokers. If Congress now imposes a tax increase on cigarettes, it
will in one stroke negate the harmful effects of the recent action
that reduced the tax and at the same time obtain much needed ad-
ditional Federal funding, but most importantly prevent the death
and disability of millions of Americans. Mr. Chairman, thank you
for the opportunity to speak today.

Senator CHAFEE. Thank you.
[The prepared written statement of Mr. Knott follows:]
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STATEMENT OF K. PAUL KNOTT, EVALUATION OFFICER, CORPORATE COMMUNICATION,
AMERICAN RED CROSS, WASHINGTON, DC

Mr. Chairman, I am K. Paul Knott, Evaluation Officer, Corporate

Communications at the American Red Cross in Washington, DC.

I am here today representing the American Public Health Association

as its Chairperson of the Public Health Education Section.

The American Public Health Association, founded in 1872, is

a non-governmental professional organization whose membership,

including its 49 state and local affiliates, is comprised

of approximately 50,000 health professionals, consumers, and

leaders from government and industry who are interested in

promoting high scientific standards, action programs, and

public policy for good health. APHA strongly endorses raising

the federal excise tax on a pack of cigarettes to 32t. This

move is being advocated to discourage smoking, the nation's

number one preventable cause of death.

We believe that Congress should raise the excise tax on cigarettes

to 32 cents a pack since this is the level that the tax would

be if the tax instituted by Congress in 1951 had been adjusted

for inflation every year. The Treasury Department estimates

$8.8 billion in revenue will be generated by this increase.

More importantly, cigarette smoking accounts for some 340,000

deaths each year and debilitates another ten million people.

Studies have shown that the price of cigarettes may have a

significant effect on cigarette sales to teenagers and young

adults. A doubling of the tax in 1982 caused one and a quarter

9..
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million adult Americans to stop smoking and one-half million

teenagers to stop or not start smoking. In one year alone,

from 1982 to 1983, cigarette consumption in the United States

fell 5 percent, and estimates are that consumption among teenagers

fell by 14 percent, largely because of teens who chose not

to take up smoking. In addition, adult smoking decreased

by 4 percent. Evidence shows that these decreases were due

to the increased price of cigarettes.

From 1951*to 1982, the federal tax on cigarettes was 8 cents

per pack. That level was raised to 16 cents per pack in 1982,

but the same law that imposed the increase also required that

the tax return to 8 cents per pack on October 1, 1985. Allowing

the tax to be reduced will be a tragic mistake for the public

health and the public treasury. Reducing the excise tax is

the wrong message to send to smokers and to those who are

considering starting the habit. Congress recently mandated

new rotating health specific warning labels for cigarettes

which are scheduled to go or packages in October. These new

warning labels emphasize the dangers of smoking. Now Congress

is contradicting these strong messages by allowing the price

of cigarettes to go down.

Some argue that we should not raise the federal tax since

many states are increasing state excise taxes to make up the

difference. This is wrong. While APHA has been advocating

such state action, only eleven states have passed laws contingent

on the federal reduction. In these states, the increases
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will be nullified if the federal government again raises the

federal tax to 16 cents. Only seven states have increased their

excise tax, no matter what the federal government does.

Some argue that minorities will be adversely affected by

raising the excise tax. It is a fact, however, that the health

status of minorities, especially blacks, is on an average lower

than whites and that more minorities as a proportion of the

population smoke. As we have already indicated, research has

shown that raising the excise tax on cigarettes does discourage

smoking. As public health professionals, ve view any decrease

in the smoking behavior of minorities as beneficial to their

morbidity and mortality.

Our concern today, of course, is not only to reduce smoking in

adults but to prevent children from starting. The fact that

the thousands of children who light up for the first time every

day in America are doing so at an earlier age than their

parents is ominous. Not only are they smoking younger, but

they are also smoking more. We also know that young growing

tissues are more susceptible to carcinogens than are mature

ones. This generation's children are on a collision course

with cancer and other tobacco-related diseases. Consequently,

unless their smoking is curbed, in 20 to 30 years they will

suffer the same diseases as their smoking parents, except that

many more people will be victims and their diseases and deaths

will occur at an earlier age. Around the country we are

beginning to see examples of this by the frequency in which
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younger women, many in their late thirties, are showing the ill

effects of tobacco. Not only are lung cancers rising in this

young group, but so are heart attacks, subarchnoid hemorrhages,

phlebitis, troublesome pregnancies and birth defects.

It has been known since 1957 that babies born to women who

smoke during pregnancy are, on the average, 200 grams or 7

ounces lighter than babies born to comparable women who do not

smoie. This difference is a direct effect of smoking and is

not produced by diminished intake of calories or specific

nutritional components. It is now believed that the

retardation in intrauterine growth, as manifested by the

decrease in birth weight, is the result of diminished delivery

of oxygen and other nutrients to the developing embryo and

fetus.

It is our belief that cigarettes are already cheap enough, and

that an increase in the price of cigarettes will discourage

some smokers not to start and will make the purchase of

cigarettes more difficult for young smokers. If we are to

achieve the U.S. Surgeon General's goal, endorsed by APHA, of a

non-smoking society by the year 2000, Congress must act to

remedy this situation. If Congress now imposes a tax increase

on cigarettes it will in one stroke negate the harmful effects

of the recent action that reduced the tax. At the same time,

it will obtain much needed additional federal funding and most

importantly, prevent the death and disability of millions of

Americans.
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Senator CHAFEE. This statement that you make on the middle of
page 3 about pregnant women who smoke, that their babies are 7
ounces lighter than babies born to comparable women who do not
smoke, can you substantiate that?

Mr. KNOTT. Yes, Senator. I would be glad to provide the study for
you.

Senator CHAFI.E. Why don't you just tell me? Where does it come
from?

Mr. KNOTT. The gentleman on my left is Mr. Richard Gilbert,
from the Government Relations Office. I would like him to respond.

Mr. GILBERT. I do not have the research with me, but I can dig it
up at my office, and I will send it to you.

Senator CHAFE':E. All right. I think your comments, on the previ-
ous page, about children who start smoking are interesting. They
are smoking younger and smoke more. Their tissues, while they
are young, are more susceptible to carcinogens, and thus they will
come down with the diseases their parents had but at an earlier
age. All right. Thank you all very much.

Mr. KNOTT. Mr. Chairman, could I indicate the source of that
quote? A publication by the National Institutes of Health on Medi-
cine for the Layman indicates on page 30: "Babies born to women
who smoke during pregnancy are an average of 200 grams or 7
ounces lighter."

Senator CHAFE.E. All right. Why don't you send that in to us? I
would like to see that.

Mr. KNOTT. I will be glad to.
Senator CEIAFEE. Thank you fbr coming-all of you. Each of you

have done a lot of work, and all the witnesses on the previous
panels have been excellent, foo. We appreciate it. That concludes
this hearing. I will get Mr. Kerrigan from the Smokeless Council in
some time for a brief hearing, and we will try to let people know
when he will be here.

Mr. KNOTT. Thank you.
[The prepared written testimony of Mr. Michael J. Kerrigan

and the National Institutes of Health report follow:]



192

Smokeless
Tobacco
Council, Inc.

Septeimoer 4, 1985

N *r. illia, 1. Diefenderfer
Chief of Staff

United States Senate
Committee on Finance
Room SD-219
Dirksen Senate Office Building
Washington, DC 20510

Dear Mr. Diefenderfer:

The Smokeless Tobacco Council, Inc. has observed
with great concern recent legislative proposals
introduced in Congress which would impose an excise
tax on smokeless tobacco products. Two of these
bills--II.R. 3064 and H.R. 3078--propose an excise tax
of such proportions (16 cents per ounce in H.R. 3064
and 32 cents per ounce in H.R. 3078) as to transcend
mere taxation, and instead constitute regressive,
punitive measures which impose an inequitable and
potentially ruinous burden on the smokeless tobacco
industry. These bills violate traditional principles
of tax equity by both imposing a greater tax burden on
low income workers than the wealthy; and by imposing a
greater tax on smokeless tobacco than on other
products on which an excise tax is imposed.

In addition to the basic equity concern, it is
difficult to understand exactly how an excise tax on
smokeless tobacco products can be reconciled to tne
overall goal of tax reform and simplification. Adding
another provision to the federal tax code--on a
product that is consumed primarily by blue collar
workers who earn under $25,000 per year--does not seen
to fit the criteria of fairness, loophole closing, or
simplification.

1925 K Street, NW Suie 5CA
Washington. DC 20U06
202/452-1252
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Because of these concerns and due to the fact that
Senator Chafee has shown an interest in this subject, the
Smokeless Tobacco Council, Inc. commissioned Dr. Robert D.
Tollison, Center for Study of Puolic Choice, George :ason
University, to conduct an economic analysis of the
implications of these measures. Dr. Tollison's analysis is
being submitted to this committee in order to provide it
wizh additional information regarding the regressive,
inequitaole anu punitive nature of tne proposed
legislation. The Smokeless Tooacco Council, Inc. hopes
that this analysis will assist the Senate Committee on
Finance's Subcoixiittee on Taxation and Debt management in
its deliberations and convince Congress that these
legislative proposals lack merit and should be rejected.

Sincerely,

:lichael J. Xerrqgan
President

/mrv M
Enclosures
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Smokeless
Tobacco
Council, Inc.

SMOKELESS TOBACCO COUNCIL, INC. STATEMENT
IN OPPOSITION TO SMOKELESS TOBACCO EXCISE TAX

Congress is currently considering at least two bill which would

impose an excise tax on smokeless tobacco products of such proportions

as to constitute a confiscatory attempt to destroy one of America's

oldest industries. One bill, H.R. 3064 calls for an excise tax in theD amount of 16 cents per ounce; another, H.R. 3078, would levy an excise
taxc of 32 cents per ounce. These bills are unfair and reSressive

measures which would impose an unprecedented tax burden on an industry

which always prided itself on paying its fair share of taxes.

Excise taxes are regressive because they impose a greater tax

burden on low income workers than on the wealthy. An excise tax on

smokeless tobacco is particularly regressive because the average

household income of smokeless tobacco users is significantly lower than

that of the general public.

The imposition of this excise tax cannot be justified by proposals

to earmark the revenue generated for 11ledicare and Medicaid because

there is no proof that the use of smokeless tobacco has attendant

social costs. Even if such costs did exist, however, low income

consumers of smokeless tobacco should not be singled out to pay a

special charge for medical care.

The proposed bills impose a tax of such magnitude as to be

confiscatory. The tax burden sought to be imposed is unprecedented and

would confiscate an amount equal to half of the industry's total

revenue. Clearly, these bills threaten the very survival of the

smokeless tobacco industry. These bills are particularly unfair

because the smokeless tobacco industry already pays its fair share of

federal taxes. Apdroxiiately 40 percent of suo..elezs tobacco

companies' income is paid in federal income taxes. This percentage is

far above the average corporate tax burden.

In the current environment of tax reform and simplification, an

excise tax on smokeless tobacco products is completely inappropriate.

Such a levy actually complicates the federal tax structure and violates

the basic principles of true tax reform--establishing a level playing

field for all businesses and basic tax liability on an individual's

ability to pay.

I92 K Str:.!, N', Sutwi
Washingon. DX 20006
202452-1252
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Cigarette smoking during preg-
nancy affects not only the fetus,
but also the health of the newborn
baby and possibly the future devel-
opment of the infant and child.
Babies born to women who smoke
during pregnancy are an average of
200 grams lighter than babies born
to comparable non-smoking
women. A smoker has about twice
the risk of giving birth to a low birth
weight baby at full term, nearly 70
percent greater risk for spon-
taneous abortion, almost 40 percent
greater risk for premature birth, and
a 25 percent greater risk for
perinatal death. There is some evi-
dence, though inconclusive, that
children of mothers who smoke
during pregnancy may still be
slightly smaller and show lower
levels of achievement by the time
they are seven years old.
Theory. Nicotine, carbon monoxide,
and the polycyclic aromatic hydro-
carbons in cigarette smoke act
directly on the fetus and on the
placenta to affect pregnancy
outcome.

Nicotine affects the fetus and the
placenta by raising fetal blood
pressure, lowering blood oxygen
levels, and increasing blood acidity.
It can cause placental calcification
and Impair the placenta's ability to
take up amino acids from maternal
blood. Animal experiments have
shown that carbon monoxide expo-
sure during pregnancy causes lower
fetal weight; decreased levels of
brain protein, DNA, and neurotrans-
mitters; and increased perinatal
mortality.

Fact: Passive smoking presents a
risk to the health of some non-
smokers.

Involuntary inhalation of other
people's cigarete smoke can pre-
cipitate or exacerbate symptoms of
existing asthma and cardiovascular
or respiratory diseases. Some
studies have even suggested the
possibility of increases incidence of
lung cancer among non-smoking
spouses of smokers.
Fact: The risk of smoking can be
compounded when exposure occurs
in conjunction with another health
risk.
Non-smoking asbestos workers, for
example, have a slightly increased
risk for lung cancer, but smoking
asbestos workers increase their risk
of lung cancer by as much as 90
times: Smoking miners, rubber
workers, cotton mill workers, 'and
chemical workers are also at
greater risk for certain cancers and
pulmonary diseases.
Smoking also compounds the risk
for women who take oral confra-
ceptives. Taking the pill roughly
doubles a woman's chances for
heart attack or stroke; women who
smoke and take the pill are 20
times as likely to suffer a heart
attack or stroke.

Reltiv Risk of Heart Attack!
Anro Women of Ct beabig

Smok6 &.Take Oral -

. - ' -" . f. ,Noii
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Senator CHAFEE. We are adjourned.
[Whereupon, at 12:24 p.m., the hearing was adjourned.]
[By direction- of the chairman the following communications were

made a part of the hearing record:]
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September 17, 1985

The Honorable Paul S. Trible
Committee on Finance
Cigarette Excise Tax Proposals

Mr. Chairman, I appreciate the opportunity to appear
today to discuss the proposals before the Committee affecting the
excise tax on cigarettes.

As we all know, the current 16 cents per pack excise tax
is scheduled to sunset back to its former level of 8 cents next
month on October 1. I understand that the Committee will
consider repealing this sunset; in effect, leaving the tax at 16
cents per pack. The Committee may possibly even consider raising
the tax above that level.

-Mr. Chairman, I recognize the importance of identifying
reasonable additional federal revenues in light of our $200
billion annual deficit and $2 trillion national debt.

However, I believe that the issue before the Committee
today is not simply one of raising additional federal revenues.
I believe that it is rather one of equity and fairness.

First, Mr. Chairman, when tobacco states Senators and
Congressmen agreed in 1983 to increase the federal tobacco excise
to 16 cents, they did so with the understanding and agreement
that it would sunset back to 8 cents in October of 1985. To
undermine this agreement is unfair to tobacco consumers and
producers alike, because, as we all know, to tax something is to
have less of it. Higher taxes mean fewer cigarettes consumed and
less tobacco produced and sold to benefit both farmers and
manu factu rers.

Moreover, fourteen states have already increased their
state excise tax in anticipation of the sunset of the federal
excise tax. Twenty-five others are considering such increases.
In effect, if the sunset is not allowed to go forward, we will be
raiding state treasuries of much-needed revenues.
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Second, Mr. Chairman, this proposal is inherently unfair
because excise taxes in general, and tobacco excise taxes in
particular, are among the most punitive in our tax code.

This regressive, selective consumption tax falls most
heavily on the poor and lower income classes. The burden of
cigarette excise taxes is more than five times greater on smokers
with incomes below $10,000 than on smokers with incomes above
$50,000. Thus, its burden increases drastically as consumers
income decreases. It's unfair to discriminate against low-income
consumers who choose to spend a portion of their income on
tobacco.

Tobacco excise taxes also burden industry. They result
in reduced revenues from lower sales, worker layoffs, reduced
tobacco acreage, farmer bankruptcies and general economic
decline. As a result of the 1983 tax increase, the industry lost
12,500 jobs and $650 million in potential income.

Mr. Chairman, 55 million American smokers already pay
their fair share of taxes--in 1984, they contributed more than
four and three-quarters of a billion dollars to federal
revenues. Total federal, state and local tobacco taxes now are
close to $10 billion.

In sum, excise taxes are unfair to consumers because
they are regressive taxes. They are also inequitable with
respect to producing and manufacturing industries and labor.
Finally, they encroach upon revenues more appropriately reserved
for state and local governments.

I urge the Committee to retain the current sunset of the
16-cent excise tax. The tobacco industry already contributes
more than its fair share to our federal treasury.
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THE AMERICAN ACADEMY OF
OTOLARYNGOLOGY-HEAD AND NECK

SURGERY, INC
1101 VE OKWT AVENUE. NW. SUITE 302 WASHINGTON. DC 20005 (2021 289-4607

September 6, 1985

Senator bun H. Chafee
SD-340 Dirksen Sente Office Building
Washington DC 20510

Dear Senator Chafee:

I'm writing to you in regards to S 874. 1 represent an
organization of some 7,800 otolaryngologists-head and neck
surgeons. We are the physicians most concerned with the
medical and surgical diagnosis and therapy of diseases
afflicting the head and neck exclusive of the eyes and
brain. As such, we manage the majority of the patients in
this country afflicted with head and neck cancer. Cigarette
smoking is the single most preventable cause of death in the
US! As a group, we are most impressed with the relationship
ox tobacco to cancer of the head and neck. By this we
specifically mean cancer of the lips, tongue, mouth, palate,
larynx (voice box) and other areas of the throat. The
causes are most likely multi-factorial, but much hard data
supports that this disease is virtually unknown in those
populations that neither drink nor smoke, while those
unfortunate patie its afflicted with this disease most often
show a history of heavy participation in both of these
'pleasures".

Out concern is not only with the treatment of patients
afflicted with cancer of the head and neck, but also
whatever we might do to decrease the Ircidence of this
affliction. In this regard, we have undertaken a
significant education campaign to attempt to decrease the
incidence of smoking by our patients. As an example, we
have produced a pamphlet for doctors' waiting rooms entitled
"Cancer of the Head and Neck" in which we clearly point out
the relationship between smoking and cancer. We also have a
second pamphlet entitled "Smoking: The Hows and Whys of
Quitt ing".
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We feel that Congress has a significant obligation to
support our efforts in thi, regard. We are most impressed
with the data that indicates that an increase in the
cigarette tax to 5.32 per pack (the level it would have been
at hod it been adjusted for inflation since 1951) would have
a significant deterrent effect on young people smoking, as
well as decreasing the incidence of smoking by adults. For
example, studies indicate that a 1O1 increase in the price
of cigarettes will cause a decline in smoking- among adults
of 4% and among teenagers of 14Z. These studies have been
corroborated by tie U.S. Department of Agriculture. Or.
Warner, in the Harvard University study, estimated that an
increase in the cigarette excis. tax to $.32 a pack would
produce a 21' decline in smoking by teenagers and a fii,
decline by adults.

We would further ask that a portion of the increased revenue
resulting from the tax increase should be used to assist the
Medicare sysLem for smoking related costs. The annual cost

- of smoking to our medical care system in 1980 was $13
billion dollars, not to mention the $25 billion dollars
annually ' lost to our economy due to sick days, lost
proauctivitv and lout wages. these data are from the
National Center on Health Statistics. It seems only fair
and appropriate that smokers begin to shoulder more of the
cost which their habit imposes on society.

I thank you for the opportunity to submit these comments and
for your consideration of these requests.

Very truly yours,

Jerome C. Goldstein M.D. FACS
Executly/ Vice President
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American Fart Flureju Federation
WASHINGTON OFFICE
400 MARqtND AVE 0 W

WA NTON 0 C 20024
AREA COOC 20g . a14-1111

September 6, 1985

Honorable John Chafee, Chairman
Suncommittee on Taxation and Debt Management
Senate Committee on Finance
Room 5D 221
Dirksen Senate Office Building
Washington, VC 20510

Pear mr. Chairman:

We understand that 1 September in the Subcommittee on Taxation
and Debt Manaqement will hold a hearing on proposals to retain the
current 16 cents per pack excise tax on cigarettes which is scheduled
to drop to 8 cents per pack on October 1, 1985. The American Farm
Bureau Federation supports allowing that reduction to occur as
scheduleG under existing law. This was to he a temporary increase
in the cigarette excise tax and should be allowed to terminate on
October 1, 1985.

In July, we advised the House Ways and Means Committee that if it
decided to continue the tax at the current level, 2 cents per pack
should he earmarked for the payment of the cost of the current tobacco
program. The Committee accepted a compromise and earmarked 1 cent of
the current 16 cents per pack for a five-year period. While the Houise
Ways and Means Committee's apportionment will help pay part of the
tobacco program's cost, Farm Bureau believes that a 2 cents per pack
set-aside is necessary. We believe that it is only fair that if the
excise tax is extended at the current level, that tobacco farmers have
an adequate portion set aside to pay for the cost of the current
tobacco program.

We appreciate your consideration of our views, and urge that this
letter be made a part of the hearing record.

9incerely,

c9ohn C. Datt
Executive Director
Washington Office
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Statement of thc American Society of Internal Medicine

to the

Senate Finance Committee

for the Record of the September 10, 1985 Hearing

on

Expiring Cigarette Excise Tax Provisions

1 The American Society of Internal Medicine (ASIM) is an organization which

2 represents physicians across the country who specialize in internal medicine. ASIM has

3 spent considerable time studying ways to decrease the rate of growth in health care costs

4 and the federal budget deficit. ASIM has reviewed the proposals included in the

President's FY 1986 budget plan, and has made specific recommendations concerning the

6 federal excise taxes on tobacco products. We welcome this opportunity to share our

7 suggestions with you.

8

9 1. OVERVIEW

.C

.1 Federal cigarette excise taxes, first imposed during the civil war, remaining

2 stagnant at 8 cents per pack from 1951 to 1982. The Tax Equity and Fiscal

3 Responsibility Act of 1982 raised the excise taxes on tobacco products from 8 cents to

4 the present level of 16 cents per pack beginning January 1, 1983. However, this increase

5 is temporary, and will automatically revert to 8 cents on October 1, 1985 unless Congress

6 enacts appropriate legislation.
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I ASIM is opposed to the rollback of thefederal cigarette excise tax, based on the

2 large body of evidence that shows that a decrease in this tax wculd encourage people to

3 smoke; drain billions of dollars in medical care resources as a result of smoking-induced

4 illnesses; and drastically reduce federal tax revenues. ASIM believes strongly that the

5 federal excise taxes on tobacco products should be doubled to 32 cents per pack, rather

6 than decreased. The Society also believes the increased revenue should be earmarked to

7 the Medicare Trust Fund. This paper summarizes some of the hard research data that

8 supports the health and economic benefits of maintaining--or increasing--the current

9 level of taxation of tobacco products.

10

-11 2. PROBLEM

12

13 Policy Analysis, Inc., a Massachusetts research firm that deals with health issues,

14 analyzed the smoking-related medical expenditures an individual averages in his/her

15 lifetime. The study specifically reported that a man 35 to 44 years of age, who smokes

16 over two packs of cigarettes a day, would average $58,987 in medical expenses and lost

17 wages in his lifetime. A woman in the same category would average $20,152 in these

18 hidden costs. (A woman's loss appears lower only because her earning potential is

19 lower.) A man and woman 55 to 64 years of age, who smokes over two packs a day,

20 would total $15,945 and $11,717 respectively in medical expenses and lost income.
1

21

22 Furthermore, some economists believe that tle study's estimates are low, because

23 it does not include the costs of all types of smoking-related diseases (only lung cancer,

24 heart disease, and emphysema), and the figures were adjusted to reflect the fact that not

25 all smokers develop such diseases. Thus, for a person who does contract such an illness,

26 the hidden costs would be significantly higher.2
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1 On a national scale, the economic toll of smoking is estimated to cost $49 billion

2 annually. Of this sum, $15 billion in medical care resources, more than 5% of the

3 nation's total direct health care costs, is consumed as a result of smoking-related

4 illnesses. Annual productivity loss accounts for-$34 billion, due to excess morbidity,

5 disability and premature death.
3

6

7 3. SOLUTION

8

9 Given the evidence that tobacco products eventually extract phenomenal amounts

10 of resources from the health care system--resulting in higher federal expenditures on

11 Medicare, Medicaid and other health programs--it is apparent that the federal

12 government has underutilized excise taxes as a means to generate funds. Although the

13 annual costs associated with smoking have been rapidly increasing since 1951, Congress

14 waited 31 years before increasing the 8 cent federal excise tax on cigarettes to 16

15 cents. With the long due 16 cent excise tax awaiting its rollback in October 1985, the

16 health and financial benefits accruing from the higher tax risk reversal. Conversely, if

17 Congress chooses to increase the excise tax on tobacco rather than revert it, the benefits

18 would be multiplied. A 32 cent federal excise tax on cigarettes would require tobacco

19 users to contribute a larger share of the Medicare program's revenue, would raise

20 revenue to reduce the federal deficit, and would deter non-smokers from developing a

21 cigarette habit.

22

23 A. USER FEE

24

25 Cigarette smoking, by consuming large amounts of the nation's health care

26 resources, places an average annual economic burden on each non-smoking, working-age,

27 American adult of mbre than $100 in taxes and health insurance premiums.
4

Because
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1 smokers generate higher health care costs, subsequently increasing Medicare

2 expenditures, it is reasonable to expect buyers and users of tobacco to contribute a

3 larger amount of revenue to the Medicare program. Non-smokers should not be required

4 to provide such subsidies to smokers. A 32 cent federal excise tax on cigarettes would

5 significantly help replace the resources which patients of smoking-related illnesses drain

6 from the system, and would shift more of the tax burden from non-smokers to smokers.

7

8 B. REVENUE RAISING CAPACITY

9

10 The federal excise tax on tobacco products has serious implications for the federal

I I deficit. In one year, the 16 cent tax raised over $5 billion for the Federal Treasury.

12 According to the Department of the Treasury, an increase to 32 cents per pack of

13 cigarettes--the level it currently would be if the tax had been adjusted for inflation

14 yearly since 1951--would produce $8.5 billion a year in revenue. However, if the tax

15 returned to 8 cents per pack, the yielded revenue would drop to $2.5 billion a year.5 This

16 Is a substantial decrease in income for the federal government.

17

18 The 32 cent cigarette excise tax would generate a significant $6 billion more for

19 the Federal Treasury than would the tax after the rollback. Earmarking the increased

20 revenue of the 32 cent tax to the Medicare Hospital Insurance Fund would help replenish

21 the Fund, which otherwise will be exhausted as early as the mid 1990's, or as late as the

22 end of this century (depending on economic conditions), according to the Congressional

23 Budget Office. The CBO projects that once the HI Trust Fund is depleted, trust fund

24 deficits will continue to grow rapidly.6 By increasing the excise tax now, and earmarking

25 the revenue to the HI Trust Fund, Congress can further forestall the date of insolvency,

26 thus allowing more time to study and develop realistic proposals for improving the

27 program's long term fiscal stability. During a period of soaring deficits, the 32 cent
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1 cigarette excise tar is needed to help restore the solvency of the Medicare program and

2 to help alleviate the overall federal budget deficit.

3

4 C. SMOKING-DETERRENT FUNCTION

5

6 Increased excise taxes have a significant effect on smoking behavior. The United

7 States Department of Agriculture found that national cigarette consumption decreased

8 by 5% from 1982 to 1983, largely as a result of the increase in the federal excise tax.
7

9

10 Most remarkable is the deterrent effect the tax increase has on America's young

11 people. The price elasticity demand for cigarettes is .42 for adults arid 1.4 for

12 teenagers. Thus, a 10% increase in the price of cigarettes, or a 12 cent excise tax

13 increase, would lower the amount consumed by 4.2% for adults and 14% for teenagers.

14 Most of this decrease is derived from individuals who chose not to take up smoking.
8

15 Thus, a 32 cent tobacco excise tax would result in fewer people smoking and

16 consequently, less medical care resources being consumed by smoking-induced diseases.

17

18 4. IS THE TAX INCREASE REGRESSIVE?

19

20 Opponents of an increase of the excise tax on tobacco products argue the tax is

21 regressive because cigarette smokers come predominantly from lower income groups.

22 However, this argument has less substance than it appears. First, the poorest groups in

23 our society have lower smoking rates than middle-income groups. Second, smoking rates

24 among women tend to increase with income. Also, many low-income smokers are

25 teenagers or young adults. This group tends to be temporarily poor, and will respond to a

26 tax increase primarily by quitting or choosing not to start smoking. Finally, an increase

27 of the cigarette excise tax is not completely passed on to the consumers, to the extent
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1 that the burden of the tax increase will be shared by the stockholders of cigarette

2 manufacturing companies, the owners of domestic tobacco allotments, and foreign sellers

3 for imported tobacco.9 
In short, this Is not a clearly or highly regressive tax.

4

5 5. INTERSTATE CIGARETTE BOOTLEGGING

6

7 Opponents of an increase In federal excise taxes also argue that the level of

8 taxation on tobacco products primarily should be established by the states. State

9 cigarette taxes range from $0.02 per pack In North Carolina to $0.21 in Connecticut,

10 Florida and Massachusetts. Wide disparities In state tax rates and hence, retail prices of

11 cigarettes, produce an incentive for illegal cigarette smuggling. Increases In Individual

12 states' cigarette taxes may only encourage interstate bootlegging. 10

13

14 On the other hand, since a federal excise tax increase would be uniform across the

15 country, Interstate differentials would not be affected. Therefore, the problem of

16 bootlegging would not be exacerbated. States could retiln their individual taxes, and

17 obtain additional revenues from a shared federal tax without encouraging bootlegging

18 activity.

19

20 CONCLUSION

21

22 In conclusion, ASIM strongly encourages the Committee to consider an increase of

23 the federal excise tax on cigarettes to 32 cents per pack and a dedication of the

24 increased amount to the Medicare Trust Fund. An increase of the excise tax on tobacco

25 products would serve three outstanding purposes- it would establish a user fee so that

26 non-smokers would not have to compensate for smokers' higher health care costs; it

27 would raise substantial revenue for the Federal Treasury In general and, specifically, the
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1 Medicare program; and it would decrease cigarette consumption and deter America's

2 youth from developing new cigarette habits. Furthermore, legislation increasing the

3 excise tax would be neither highly regressive nor conducive to bootlegging.

4

5 Although the American Society of Internal Medicine feels actions of the Senate

6 Finance and House Ways and Means Committees to make permanent the 16 cents per

7 package excise tax on cigarette are steps In the right direction, the Society believes that

8 an increase to 32 cents remains a desirable objective. ASIM encourages Congress to pass

9 bills such as H.R. 1508, H.R. 1561, H.R. 1594, H.R. 1969, S. 874, all of which propose

10 such an increase. H.R. 1053, which proposes to raise the tax to 24 cents, although less

11 desirable, would be an improvement.

12

13 ASIM would welcome the opportunity to work with Congress-in seeking the passage

14 of these proposals, and would be pleased to answer any questions on these

15 recommendations.

/srl
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Asian Pacific American Chamber of Commerce
1424 16th Street. NW, Suite 404

\Washimgton. D.C. 20036 U.S.A.
1Wl. (202) 387-1306

Ronald Hsu
NAT'rAl Presdenr

Statement on behalf of the Asian Pacific American Chamber of
-tonmerce (AI'ACC) to be submitted for the record re:U.S. Senate

David Valderrama linancv Committee hearing on September 10. 1985.
vwe rrr,,d,

- PuNsc Reiui-'h PckooHo ItWu Lear Senators Packwood and Chaffee:
Vwe Presiewl
Finance Whereas, cigarette smokers already pays more than their fair
Ronald lkeiri slars of taxes on the federal, state and local levels, and
Vwet'isiderl Whereas, cigarette taxation should, in our view, be the
CW,,es er, Re.Atn purview of states and not the federal government, and
Bosco C, K. LeeVo. .eden. Le Wereas, Congress in 1982 made a promise to the Amrican

Me ~rnh"I people who produce, sell and enjoy tbaeco products that the
Bob Narasimhan temporary doubling of the federal cigarette excise tax be
Ve rr,oee allowed to "sunset" on September 30, 1985, and

h& ercas, many of the more than 3,000 businesses who comprise
Dekpmte t the Asian Pacific American Chamber of Commerce (APACC) include
Lawrence Locke convenience stores, groceries, restaurants and other small

.Corn un h, A.=, businesses that rely on cigarette sales to be profitable, and

KhoaXuanLe Whereas, not allowing the federal cigarette excise tax
Vxe riesidC, to sunset would do little if any to reduce the nation's
FJs.sAos $220 billion budget deficit projected for 1986, and
Antonio P. Garcia Whereas, the average state tax on cigarettes has risen from
V1, eies.derI SQ.03 to al:st $0.16-a-pack since 1951, when the original
Regonl Ait.rs $0.08 rate was imposed, and
PhuongKTran l:hereas, in 1984, all governments-- federal, state and local

iw, Pre.uifeft,

I$s$ eAn & tew ch collected $10.4 billion in cigarette tax revenues, 567 percent
Michael T. Lee increase over that which was collected in 1951 , ara
V r Pe ,dent Whereas, one segment of society should not be singled out
speoal Noi'fstc to bear the burden of excessive government spending deficits, and

BE IT RESoLVED that the Asian Pacific American Chanber of Commerce

Benjamin Maynigo believes that Congress should allow the $0.16 federal cigarette
EReuhxs ato excise tax to sunset back to its former $0.08 per pack rate on
Achamma Chandersekaran September 30, 1985.
Tlasurer
Anthony Azores C
Urnieral Counse
Edward Chen Benjainin G. Maynigo
.eneiul(mrsi Execut iye Director
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BOWLING PROPRIETORS AssoCATION ofPENNSYLVANA

TO: The Senate Finance Committee Subtoemnittee on Taxati n
arid Debt Management

The Briling Proprieters' Association of Pennsyiania goes

On record as supporting the sunset ,f the federal c garette

tax September 30.

The Bfwling Proprieters' Association of Pennsylsania siews

the cigarette exase taxes as an unjust burden on lower and

middle consumers and the elderly poor. Tobacco taxes are

extremely regressive. These taxes are inequitable.

placing a disproportionate financial burden on Hispanics.

Blacks and other minorities. Thus, The Bowling Proprieters'

Association of Pennsylvania strongly urges the Senate Finance

Committee Subcommittee on Taxation and Debt Management to

consider other faiipr and more equitable means of raising

revenue instead of the cigarette exise tax.



213

Comments of the Bakery, Confectionery & Tobacco
Workers international Union

John DeConcini
Internet ional President

For Senate Finance Committee
Subcommittee on Taxation and Debt Management

"Yearing on Expiring Cigarette Excise Tax Provisions"

September 10, 4985

Submitted to:
Ms. Betty Scott-Boom
Committee on Finance

Dirksen Senate Office Building
Room 219

Wamhington, D.C. 20510
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I am writing on behalf of the officers and members of the

Bakery, Confectionery and Tobacco Workers International Union of

the AFL-CIO. As Congress debates tax reform and revenue measures

for 1986, we would like to express our union's concerns about

the role of excise taxes in the federal tax system.

BC&T represents 150,000 workers in the food and tobacco

industries in the United States and Canada, with 23,000 of its

members working directly in the tobacco industry. For obvious

reasons, we oppose the cigarette excise and any taxes which may

destroy or diminish employment for our members. However, we

believe the excise tax question goes beyond the simple interests

of one industry or group of workers.

Consumption taxes in general and the cigarette excise in

particular are unfair taxes. They are regressive, placing a heavier

burden on people with the least ability to pay, namely, working

people and the poor. For example, a recent Consumer Expenditure

Study published by the Bureau of Labor Statistics shows that, in

1980, households in the bottom 20 percent of income distribution

spent approximately $92 a year on tobacco products, or, about 2.4

percent of total household income. On the other hand, the richest

20 percent of households spent less than one-half of one percent

of their income on tobacco. The federal excise tax burden is six

tines greater for households in the bottom 20 percent than for

households in the top 20 percent.

- Data from, the same report indicates tnat households headed

by persons 65 or older paid two-and-one-half times the amount of

cigarette tax paid by the richest 20 percent of all households.
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And as share of total income, households with a single parent and

at least one child under the age of eighteen paid at least three

times the amount of tax paid by the richest 20 percent.

Proponents of income tax reform all vow to make our current

tax system more fair for taxpayers at every income level. Their

approach is to be appLauced; however, we believe that in seeking

fairness, legislators must look beyond the income tax to othe

forms of federal taxation, including excises. Equity for the tax

system will not be achieved without careful consideration of all

taxes. Indeed, many estimate that much of the fairness gained by

our progressive income tax code is lost through the imposition of

regressive excises. Because of their regressivity, we believe

excise taxes shooJ be reduced in the short-run and abolished in

the long-run.

BC&T also is very concerned about proposals to earmark all

or portions of excise tax revenues to fund specific programs.

Again, federal programs should be paid for through fair and

progressive taxes based on the ability to pay. For example, our

union opposes the recent action by the House Ways & Means Committee

to extend and earmark a portion of the cigarette excise to the

tobacco price support program. Using a regressive tax to transfer

Income from low- and middle-income persons to farmers is unfair.

Furthermore, the tax does nothing to address the real problem of

tobacco growers, which is competition from foreign producers.

Other proposals call for increasing the cigarette excise and

earmarking the extra revenue to Medicare and similar social

programs. Advocates of this argument contend that cigarette
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smokers place a disproportionate burden on these programs, so an

increased excise on cigarettes can be justified as a "user fee."

While we agree that user fees are appropriate for some government

services which benefit a very limited group of users, our nation's

social safety net does not fit this category. Medicare was

intended by a compassionate Congress and society to aid those in

need, regardless of the cause of their illness. Besides, if the

Congress is to begin imposing "user fees" on products which may

be related to disease, illness, or injury, thur. why not tax meat,

pork, eggs, petrochemicals, pesticides, autos, and motorcycles in

the same manner?

Furthermore, excise taxes do not provide stable funding for

fast growing programs such as Medicare. With increases in federal

excises on alcohol and tobacco, for example, revenues from these

sources have remained relatively flat or increased only slightly

over time. In theory, with substantially large increases, it is

conceivable that revenues might even drop. We believe it would

be unconscionable to finance one of our nation's most important

social programs with such unstable revenues.

It should also be noted that because of regressivity, excise

tax funding for healthcare would unfairly place the burden of

cost on the very income groups intended to benefit most from the

programs.

The various proposals for earmarking signal the continuation

of a dangerous trend. Congress should not be turning to regressive

excises and other consumption taxes to generate new revenues. While

the current budget deficit may make them difficult to avoid, Con-

gress must focus on methods of taxation that will meet the ability-

to-pay principle and generate reliable sources of revenue. Now

is the time to examine and reform all federal taxes.
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Testimony of Citizens for Tax Justice

before the Senate Finance Commitcc

concerning the Federal Tax on Cigarettes

September 9, 1985

In the midst of all of the difficult legislative and political choices that
the Congress must make this fall. the debate oxer the federal tax on cigarettes
seems, on the face of it, like a brcatlher. After all, what's easier than raising
a sin tax? If there's a way that we vo'n cut both the deficit and cigarette
consumption in one fell swoop, then whct are we waiting for?

Yet the decision to extend the 16 cent per pack tax on cigarettes is much
more difficult than the analysis above would suggest. This issue goes to the
heart of the debate about how government revenues should be raised and what the
proper goals of a tax system ought to be.

One rationale for extending or raising the federal tax on cigarettes is the
need to reduce the deficit.

And each 8 cents per pack increase that is tacked onto the current federal
cigarette tax brings in an additional $2 billion ir badly needed revenue.

But is this really the way we want to go about reducing the federal deficit?

Taxes on consumption are unfair. The reason is simple: as family income
falls, the share of income which is consumed rather than saved rises. The federal
cigarette tax is borne by the consumers of cigarettes, and is a perfect illustration
of how regressixe consumption taxes can be.

The federal cigarette tax is one which is paid disproportionately b., the
poor, minorities and the elderly.

The data on this point from the most recent Consumer Expenditure Survey,
published by the Bureau of Labor Statistics, show that:

-- As a share of household income, the federal cigarette tax burden is 6
times greater for households in the bottom 20 percent than for the households in
the top 20 percent.

-- As a share of total income, households headed by persons 65 or older pay
2 1/2 times the amount of cigarette taxes that the richest 20% of all households pay.

- As a share of total income, households with a single parent and at least
one child under the age of eighteen pay three times the amount of cigarette taxers
that the richest 20% of all households pay.

In 1965, in recognition of the fundamental unfairness of most excise taxes,
Congress repealed excise taxes on 35 different products. Of the excise taxes
which remain, the cigarette-jax is the most regressive of a regressive lot.
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The principle that tax burdens ought to be distributed according to the
abi!it) to pay has traditionally been the driving force behind federal tax
policy. Over the past seventy years, progressivity in our federal trax system has
been a key vehicle for enlarging and equalizing opportunity for all American
citizens.

Yet much of our current deficit can be traced to the erosion of the ability
to pay principle. The 1981 tax act did away with much of the federal corporate
income tax and provided the wealthiest of America's families -- those with incomes
of more than $200,000 a year -- with tax cuts averaging $30,000 annually.

Fifty of the nation's largest and most profitable corporations failed to pay
a dime of federal income tax between 1981 and 1984, despite earning combined
domestic profits of $57 billion. And more than 3,000 individuals who made in
excess of $1 million paid 5% or less of their incomes in federal taxes.

The deficit is a problem that demands swift corrective action. But the
answer lies in a resurrection of the ability to pay principle, not in a tax that
hits the poor the hardest.

Another rationale for higher cigarette taxes is the desire to reduce cigarette
smoking. But is the tax system really the best instrument for achieving this goal
of social policy?

We think that the tax system that works best is one which is neutral between
different types of investment and different types of consumption. Indeed, the
goal of neutrality is one of the principal forces behind the current drive for
large-scale tax reform.

Nearly all of the available evidence suggests that the demand for cigarettes
doesn't vary appreciably with increases in price, with the exception of first-time
teenage smokers.

Using this policy tool as a means to affect the behavior of this small subset
of all smokers seems to us to be particularly inefficient. It might be prepared
to using a meat axe when a scalpel would do. Preferable options might include
increasing the funding for programs designed to educate children to the hazards of
smoking, or increased regulation of cigarette advertising.

As a general rule, the tax system is a horribly inefficient tool for changing
personal behavior.

Finally, some have proposed earmarking the revenue from higher cigarette
taxes to special funds in order to compensate society for the extra health costs
imposed by cigarette smokers. Earmarking, of course, reduces the flexibility of
legislators to choose among spending priorities And it represents a slippery
slope, since any nurnbcr of excise taxes co44 be dreamt up to fund socially desirable
projects. Why not, for instance, place a tax on soft drinks to fund research on
tooth decay?

The essential question is this: do we wish to tax people according to the
ability-to-pay, or according to the extent to which they benefit personally from
government services? Benefit taxes can have a certain theoretical attraction at
times -- when the consumption of public services is non-rival (that is, when
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citizens who are not willing to pay for a givefikservice can be easily excluded
from cnjo. ing the benefit of that service), when costs are readily known, and when
the linkage between the tax and the service provided is clear and widely understood.
The federal gasoline tax, which is earmarked for highway construction, may fall
into this category.

But %e feel that the federal tax on cigarettes fails to meet the criteria of
what constitutes an acceptable benefit tax. And it is plagued by the very same
problem that all benefit taxes are plagued with -- it ignores ability-to-pay
considerations.

For us. that is the fatal flaw of this tax and just about all consumption
taxes. A broad-based value-added tax, for instance, would be strikingly unfair in
its impact. According to the Treasur) Department, a 10% value-added tax would
impose ncv, ta-cs on a family making less than $10,000 a year equal to 14.2% of
in,:cmc A family. carning in excess of $200,000 a year would fccl a nc%% tax bite
equal to onl 1.8.. of income.

We at Citizens for Tax Justice urge the Senate Finance Committee to let the
tcmporar\ increase in the federal cigarette tax expire on schedule. We feel that
it is flav\ed as a deficit reduction device, as a social policy tool, and as a
benefit tax.

We urge this Committee to reject moves in the direction of general or selective
consumption taxes and, instead, to move swiftly toward the goal of a fairer,
broader income tax.
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WASHINGTON OFFICE

COLLEGE OF AMERICAN PATHOLOGISTS / ALFRED S ERCOLANO ,recror
1101 VERMONT AVE NW SUfTE 604

- WASHINGTON DC 20005
PIONE 202 371-4617

September 6, 1985

Honorable John Chafee
Chairman
Subcommittee on Taxation and

Debt Management
Committee on Finance
United States Senate
Washington, D.C. 20510

Dear Mr. Chairman:

The enclosed letter addressed to Senator Robert
Packwood expresses the strong support of thp College of
American Pathologists for a continuation of the present
excise tax of 16 cents per pack on cigarettes rather
than permit such tax to drop back to 8 cents on
October 1, 1985, as presently provided under current
law.

It is our understanding that your Subcommittee on
Taxation and Debt Management will conduct a public hearing
on Tuesday, September 10, 1985 on the cigarette excise
tax. We would like to request that the attached letter
supporting a retention of the 16 cents tax be included
in the printed record of hearings to be held on September 10,
1985.

Sincerely yours,

President

HD/lvl

cc: Members, Senate Committee on Finance
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Pluke Itiuerritg

Center for
Health Policy Research and Education-

P.O. Box GM, Duke Station David N1. Fddy, M.D, Ph [).
Durham, North Carolina 27706 Di're rot
(919) 6h843023

September 20, 1985

The Honorable John H. Chafee
United States Senate
Dirksen Senate Office Building
Washington, D.C. 20515

Re: S. 874

Dear Senator Chafee:

This letter is to support your legislation to increase the Federal
excise tax on cigarettes and dedicate all of the additional revenue
to the Federal Hospital Insurance Trust Fund. In my work with the
National Institutes of Health, particularly the National Cancer
Institute, the American Cancer Society and World Health Organization
it has become very clear that cigarette smoking, and other uses of
tobacco, are responsible for diseases that consume millions of
Medicare dollars yearly.

Every effort must be made to prevent smoking or induce people to
quit. In addition, it is only fair that the tax on cigarettes
reflect the magnitude of the product's contribution to disease and
disability in this country, and that this revenue go to offsetting
these costs.

Faculty in the Center join me in supporting this legislation and
request that this letter be made a part of the hearing record on S.
874.

Sincerely yours,

David M.Ed, DPh.D0.
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HISPANIC NATIONAL BAR ASSOCIATION

I701 [ighieenih Slrlc, N \
Fourth Floer

\ ahington, 1) C 2X9

6 .1 : 0, C99 NrSAA S rter's Direct Addrte,

Montgomery, McCracken,
Walker & Rhoads

Three Parkway, 20th Fl.
Philadelphia, PA 19102

(215) 563-0650

.,CUlk E.,-c. oSeptember 4, 1985

TO: The Senate Finance Committee Subcommittee
on Taxation and Debt Management

The Hispanic National Bar Association goes on record
as supporting the sunset of the federal cigarette tax
September 30.

A,.9- C .
The HNBA believes that cigarette excise taxes are
regressive. They place an unfair burden on lower

and middle consumers and the elderly poor. Hispanics,
Blacks and other minorities share a disproportionate
financial burden of such a tax, because they are
overrepresented in lower income groups. The HNBA,
therefore, strongly urges the Senate Finance Committee
SL'committee on Taxation and Debt Management to
consider other fairer and more equitable means of
raising revenue instead of the cigarette excise tax.

Respectfully, . 1

Gilbert F. Casellas

GFC :kar
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L { THE UNITED STATES HISPANIC CHAMBER OF COM.RCE

Junc 24, 1985

ea+,e, To: Members of the [louse Ways and Means Commnittee:

IrAs The United States Hispanic Chauber of Corierce and its C00
.sece a-, affiliated organizations goes on record as supporting the sunset of
ES,£ E , the federal cigarette excise tax.
Ne., kle, cc

Cigarette excise taxes are re3ressive and place a disproporticnate
burden on low and middle income consumers, nny of xhom are
Hispanic. Excise taxes on tobacco have a ninitizl impact on the
federal deficit and hurt tho general eccno y, resulting in rccr.d
sales and the loss of thousands of 3obs--a further dctrirert to the
Hispanic community.

We believe Congress should kep its pr'mise to the kr" -ican Pi:ple
and allow this tax to sunset. Such ,.etion vill be in kccpir, ;th
this acl-incstration's plan to reduce taxex and pr !7,te a nd
climate for our i-edium and snall businesses.

Sincrel,•

' -- Hector "barr+etb
' + [Erns mldet

, , -: Ji)y w 1 fl, Lv, K " " , "1 1. , , , r, t , 1 1 - ! , - .1
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ICBO
TO: The Senate Finance Committee Subcommittee on Taxation

and Debt Management

The Interracial Council For Business Opportunity goes

on record as supporting the sunset of the federal

cigarette tax September 30.

The Interracial Council For Business Opportunity

believes that cigarette excise taxes are regressive.

Such taxes place an unfair burden on lower and middle

consumers and the elderly poor. Hispanics, Blacks and

other minorities share a disproportionate financial

burden of such a tax, because they are overrepresented

in lower income groups. The Interracial Council For

Business Opportunity, therefore, strongly urges the

Senate Finance Committee Subcommittee on Taxation and

Debt Management to consider other fairer and more

equitable means of raising revenue instead of the

cigarette excise tax.

INTERRACIAL COUNCIL FOR BUSINESS OPPORTUNITY
800 Second Avenue Suite 307 New York. N.Y10017 (212) 599-0677
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Stovtc of 3ouisiana
CEPAATMENT OF HEALTH AND HUMAN PFSOUACES

OFFICE OF PREVENTIVE AND PUBLIC HEALTH SERVICES
P 0 BOX 60630 PHONE 504/58-5050

NEW OPLFANS, LOUISIANA 70160

COMMISSION ON PERINATAL CARE
1525 Fairfield Ave., Rm. 505

Shreveport, LA 71130
(318) 226-7448

September 3, 1985

The Honorable John Chafee, Chairman
Senate Finance Cornittee

Subcommittee on Taxation and Debt Management
United States Senate
Washington, D.C. 20510

Dear Senator Chafee:

REGARDING: S. 874

On behalf of the Louisiana Perinatal Association, I am urging you
to vote to increase the cigarette tax to 32t per pack, but further
urge that the extra 16c be placed il the Maternal and Child Health
Program to assist with smoking cessation education programs, prenatal
care, and care for low birth weight infants. It has been scientifi-
cally proven that smoking is a significant factor in the low birth
weight infant. Much can and should be done to educate our citizens
of the grave dangers associated with pregnancy and smoking and the
harmful effects on the fetus.

I hope that this letter might be included in the hearing record to
further underscore the global interest in issues such as this.

With best wishes

Sincerely yours,

san Balseeerr,.N.. B.S.
Administrator, Lptjsiana Commission on

e yinatal Care
Legislative Chairman, Lojisiana Perinatal Association

SBB:mes

cc Senator J. Bennett Johnston
Senator Russell B. Long

"AN ECUAL OPPORTUNIIY EMPLOYER"

9
EDWIN W EDWARDS

GoVEAO0

7 -- *

MPH'

W5~ I I-VP '"AOO
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*LUMMI INDIAN BUSINESS COUNCIL
2616 KWINA RD e BELLINGHAM WAS4INGTON 98226-9298 * (206) 734-8180

DE A M NT ------- -

September 6, 1985

,,., Senate Committee Subcommittee
on Taxation and Debt Mna.erent

c/o Ms. Betty Scott-Brom
Committee on Finance
Washington '.C. 20510

i-, N Dear Subcommitee Members:

The Lummi Indian Tribe desires to go on record as supporting
the sunset of the federal cigarette tax September 30.

The available evidence shows that cigarette excist taxes are
regressive, placing a disproportionate share of the tax burden
on our elderly and lower income citizens. The Lummi Tribe is
concerned about such tax impacts because a disproportionate
share of Native Americans are in lower income groups. The
lummi Tribe strongly urges the Senate Fsna.:e Committee sub-
committee on Taxation and Debt Management to consider means
toehr than the unequitable cigarette excise tax to raise revenue.

Respect fully,

William E. Jones
Vice Chairman
LUMMI INDTAN BUSINESS COUNCIL

WEJ:MR:ah
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LUMMI INDIAN BUSINESS COUNCIL
2616 KWINA RD. v BELLINGHAM. WASHINGTON 98226-9298 a (206) 734-8160

DEPARTMENT EXT --

September 6, 1985

Senator John Chaffee
SD 567 Dirkeen Senate Office Building
Washington D.C. 20510

Dear Senator Chaffee:

I respectfully request that the attached statement from the
Lummi Indian Business Council be submitted and included in the
printed record of the Senate Finance Committee's Subcommittee
on Taxation and Debt Management hearing scheculed to take place
on Tuesday, September 10, 1985.

Respectfully,

William E. Jones
Vice Chairman
LUMMI INDIAN BUSINESS COUNCIL

WE JiNRah
Enclosure

c.c. Senator Robert Dole
s. Senator Robert Packvood

I
**Is H VWt sC"

JAMES M AC)AMS

Ct O a .a

I
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Comments on the Cigarette Excise Tax
Prepared for the Subcommittee on Taxation and Debt
Management of the Senate Finance Committee

September 10, 1985
by Arthur Mead
Professor of Economics
University of Rhode Island

I appreciate the opportunity to submit the following comments

regarding the merits of allowing the current cigarette excise to

sunset as scheduled on September 30, 1985. I do so at the request

of The Tobacco Institute as an economist who has done extensive

research on numerous aspects of government finance.

The issue of tax reform has been, and will continue to be a

suojcct of murh debate in Washington, around the nation, and

around the world. One aspect of the debate that has recently

received a considerable amount of attention is the concept of

fairness and efficiency in tax policy. Much has been written

about making the system more fair and efficient and I will focus

my brief discussion of the cigarette excise tax on these same two

criteria.

Proponents of income tax reform, including Congressmen Gephardt

and Kemp, Senators Kasten and Bradley, President Reagan, and

others, all vow to make our current tax system simpler and more

equitable. Their approach is laudable and a step in the right

direction. I submit that in seeking fairness, however, we must look

beyond the income tax to other forms of federal taxation, including

the cigarette excise. Equity for the tax system cannot be achieved

without careful consideration of the impact of all taxes.
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The concept of fairness has always been associated with progres-

sivity or a taxpayer's "ability-to-pay." A progressive tax is

considered fair because the tax burden increases as income increases.

An excise tax, in contrast, takes a smaller percentage of income

as income increases and, therefore, fails the ability-to-pay criterion

of fairness. It is regressive, placing a larger tax burden on

low-income families. Indeed, much of the fairness gained by our

progressive income tax code can be lost through the imposition of

.a variety of regressive taxes including excises.

A preliminary measure of the regressive nature of the cigarette

tax can be obtained from a recent study by East Carolina Un)versity

economist V. Glenn Chappell. He calculates the effective tax

rate for cigarette consumers in the $30,000 and above category to

be .12 percent while the effective rate for consumers with incomes

of $5,000 or less is .88 percent. The tobacco tax burden for the

lower-income consumer is more than seven times larger than that

of the higher income individual. Stated somewhat differently, a

person who earns less than $5,000 per year will have to work two

complete days more to pay his or her cigarette excise taxes than

an individual earning $30,000 per year. For Blacks with incomes

of $5,000 or less, the burden of cigarette excise taxes is ten

times higher than that of the $30,000 and above income group (see

Table 1).

Consider too, the demographic characteristics of cigarette smokers.

They tend to be slightly younger and less educated than their non-
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smoking counterparts. They also are concentrated in low-income

occupations. Other data published by the Journal of Occupational

Medicine, suggests thot persons working in occupations traditionally

classified as blue-collar are affected by the cigarette tax because

they are much more likely to be smokers than persons working in

occupations classified as white-collar and professional (see

Tables 2 and 3). The cigarette excise tax burden then, is both

proportionately and absolutely heavier on lower-income families.

In addition to being unfair, the cigarette excise is economically

inefficient. I'm sure Members of the Subcommittee will agree

with me that taxes should not destroy any more wealth than is

necessary to achieve a given revenue target. But generally

accepted estimates on the economic waste inherent in excises are

high -- two to three times higher than estimates for income

taxes. This is because excise taxes clearly cause a product's

price to rise and while much of the tax is passed onto the consumer,

a significant portion is paid by the producer. The relative

share of each burden depends on each group's responsiveness to

the change in price of the taxed good.

For cigarettes, consumers are the relatively less responsive

group, meaning they bear the largest share of the excise burden.

But resources used to produce the good will shift to other activities

that are not taxed; production will be reduced and jobs will be

lost. This means the opportunity cost of a pack of cigarettes is

lower than its value as determined by consumers. Such a wedge
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between cost and price produces an inefficiency that economists

call a deadweight cost; the total losses of consumers and producers

exceeds revenues gained by the taxing authority. The potential

gains from mutually beneficial transactions between consumers and

producers are lost forever. That is, excise taxes represent a

permanent loss of welfare.

Excise taxes contradict the philosophy that the marketplace, not

the government, should determine the allocation of resources in

the economy. If Congress believes that a good tax is one that

interferes least with the incentives of the market system, then

excise should abolished.

Yes, Congress must cut the budget deficit -- and soon. To do

this, it wil have to find new and reliable sources of revenue

and better ways to tap existing revenue sources. I believe

that by modifying the income tax code to eliminate loopholes, and

by carefully cutting excesses from the federal budget, the deficit

can be reduced. It is time to move away from antiquated, inequitable,

and unproductive excises as major sources of tax revenue. The

cigarette tax should be allowed to sunset as scheduled and increases

in this and other excises should be avoided in the future.
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TABLE 1

Tobacco Taxes As a Percentage of Money Income-Before Taxes
of Urban Consumer Units and Black Urban Consumer Units

All Urban Black Urban
Income Class Consumer Units Consumer Units

Less than $5,000 0.88 1.20
$5,000 - $9,999 0.47 0.60
$10,000 - $14,999 0.37 0.50
$15,000 - $19,999 0.28 0.40
$20,000 - $29,999 0.22 0.30
430,000 and over 0.12 0.20

Source: V. Glenn Chappell, The Burden of Tobacco Taxes by
Income Class, 1985
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TABLE 2

Percentage Mal( Smokers by Detailed Occupational Category

Category Percentaae Smokers

Garage Laborers 58.5
Cooks (Not Private Household) 57.5
Maintenance Painters 56.3
Pressman and Plateprinters 55.7
Auto Mechanics 54.6
Assemblers 52.7
Shipping and Receiving Clerks 50.0
-Personnel, Labor Pelations 36.9
Draftsmen 34.2
Accountants and Auditors 33.3
Lawyers 30.3
Engineers, Aeronautical 26.2
Engineers, Electrical 20.3

Source: Sterling, T., and Weinkam, J., "Smoking
Characteristics by Type of Employment,"
Journal of Occupational Medicine, 18 (11),
1976, pp. 743-754.
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TABLE 3

Percentage Female Smokers of Detailed Occupational Category

Category Percentage Smokers

Waitresses 49.6
Shipping and Receiving Clerks 48.5
Assemblers 43.6
Bookkeepers 38.6
Nurses, Professional 38.4
Laundry and Drycleaning Operative 38.3
Secretaries 37.3
,Accountants and Auditors 30.8
Stenographers 28.4
Technicians, Medical and Dental 23.6
Elementary School Teachers 19.4
Librarians 16.4

Source: See Table 2
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NAAC NATIONAL ASSOCIATION FOR THE ADVANCEMENT OF COLORED PEOPLE
186 REMSEN STREET BROOKLYN NEW YORK C11202-9114 718 858-0800

August 28, 1985

The Honorable Robert Packwood
Senate Finance Committee
Dlrksen Senate Office Building
Constitution Avenue, N.E.
Washington, D, C. 20510

Dear Senator Packwood:

The National Association for the Advancement of Colored People
supports tax reforms that do not shift the tax burden in ways that
enable the wealthy to escape paying their fair share of taxes. We
support reforms that ease the disparate burden on low-and-middle
income taxpayers,

The NAACP supports a tax reform policy that will modify or
replace the regressive excise tax which has a disproportionate
impact on low-income consumers and urgcs the Committee to support
legislation to reduce the tax burden on this taxpayer category.

I respectfully request that the above be Included in the
printed record of the Senate Finance Committee's Subcommittee on
Taxation and Debt Management, scheduled to take place on Tuesday,
September i0, 1985.

Sincerely,

Benjamin L. Hooks
Executive Director

BLH:bh

cc: Robert Dole
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September 5, 1985

M bers of the Senate and Subcomittee on Taxation and Debt Management

The National Association of Black County Officials goes

on record as supporting the sunset of the federal cigarette tax

September 30.

This excise tax is regressive and places unfair burden on

lower cnd middle income smokers in general, and on Blacks and other

minorities in particular.

We hope that Congress will keep its promise to the American

people and allow this tax to sunset. If cigarette taxes should be

raised at all, we believe that issue should be left to the states and

local governments in need of this revenue. That approach would be

more in keeping with the administration's plan to reduce taxes and

return more revenue raising responsibilities to the states and local

governments.

NABCO asks that you consider the thrust of the financial

impact of this tax during your hearings.

Sincerely,

Webster

President

WJG:bl

WASHINGTON OFFICE * 440 First Street N.W., Suite SODA * Washington, D.C. 20001 * (202) 347-6953
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(9A11/ NATIONAL
ASSOCIATION OF
BLACK h MINORITY

t , CHAMBERS OF
COMMERCE

August 28, 1985

TO: The Senate Finance Committee Subcommittee on Taxation
and Debt Management

The National Association of Black and Minority Chamber of Commerce

(NABMCC) would like to go on record in support of the sunset of the

federal cigarette tax September 30, 1985.

NABMCC believes that cigarette excise taxes do not result in reduced

smoking, they only reduce the income of the poor. Such taxes thusly,

place an unfair burden on lower and middle income consumers and the

elderly poor. Hispanics, Blacks and other minorities share a

desproportionate financial burden of such a tax, because they are

overrepresented in lower income groups.

NABMCC, therefore, strongly urges the Senate Finance Committee

Subcommittee on Taxation and Debt Manaement to consider the negative

impact of ttis legislative proposal on poor and minority consumers of

tabacco, and consider other fairer and more equitable means of

raising revenue instead of the cigarette excise tax.

Sincerely,

Oscavu. 1o.ey, Jr.
President

OJC:jew

7700 Edgevater Dr. * Suite 742 * Oa and, CA 94621 * (415) &39-7915

A Department of Commerce, Minority Business Development Agency funded project.
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A C NATIONAL ASSOCIATION OF MINORITY CONTRACTORS
1250 EYE STREET. NW SUITE 505 WASHINGTON, DC 20005 (202) 3478259

The National Association of Minority Contractors was

established in 1969 to address the business needs of minority

construction contractors, in addition to assist in improving

the quality of life in the community that our members are

located.

Therefore, the National Association of Minority Contractors

goes on record as supporting the sunset of the federal

cigarette tax on September 30, 1985.

We believe that excise taxes are regressive and place an

unfair burden on lower and middle income smokers in general,

and on Blacks and other minorities in particular.

We further believe that Congress should keep its promise

to the American people and allow this tax to sunset. If

cigarette taxes should be raised at all, we believe it

should be left to the states in need of this revenue which

is in keeping with this administration's plan to reduce

taxes and return more revenue raising responsibilities

to the states.

In addition, we feel that this projected revenue on a state

level would help to create meaningful employment within

the minority community.

A FULL SERVICE MEMBERSHIP CONSTRUCTION ASSOCIATION
WORKING FOR A BEER CONSTRUCTION INDUSTRY
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Onpe rz5tW./4 6 tr/c5--XQ Z 9?nma v %eZ /

#jIEMO
September 5, 1985

From: Frankie Jacobs Gillette. National President

To: The Senate Finance Committee Subcommittee on
Taxation and Debt Management

As president of the National AssociatLion of Negro Business
and Professional Women's Clubs, Inc. I would like to go on
record as supporting the sunset of the federal cigarette
tax September 30, 1985.

Such taxes as the cigarette excise tax place an unfair
burden on lower and middle income consumers and the elderly
poor.

Black women and men, as well as Hispanics, Asians, and
other minorities share a disproportionite financial burden
of such taxes, for they are overrepresented in lower income
groups. Studies indicate that Black consumers who have low
incomes pay more than one and one-third times as much tobacco
tax as do all consumer units. The tobacco hikes represent
a significant increase in the tax burden born by the poor.

Higher taxes don't reduce smoking, they reduce the Income of
the poor, who, because of unusual and unavoidable stress, tend
to smoke more.

I urge the Senate Finance Committee Subcommittee on Taxation
and Debt Management to consider other fairer and more equitable
means of raising revenue. Please sunset the federal cigarette
tax.

Thank you.

National Association of Negro Business and Professional Women's Clubs, Inc.

Office of the President e 890 Hayes Street . San Francisco, California 94117 * (415)6214391
Residence 0 85 Cleary Court * San Francisco, Calfornia 94109 a (415) 563-8299
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THE NATIONAL BLACK CAUCUS
mma OF STATE LEGISLATORS

206 Hall of States Budding, 444 N. Capitol St., N.W.0 Washington, D.C. 20001
(202) 624-5457

TESTIMONY OF CLARENCE M. MITCHELL, IIi
FOR THE SENATE FINANCE SUBCOMMITTEE

ON TAXATION AND DEBT MANAGEKCNT
SEPTEMBER 10, 1985

,.-..A N.J. , ""
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I am Clarence M. Mjitchell, III, state senator from Maryland, and

president of the National Black Caucus of State Legislators. I

appreciate the opportunity to have my written testimony on extension

of the temporary increase in the cigarette excise tax included in the

Committee's record.

I represent an organization made up of 388 black state legislators in

42 states with a collective constituency in excess of 26 million people.

We operate at the grass-roots level, and we formed as a caucus because

we felt the larger body, the National Conference of State Legislatures,

was not addressing some of the specific issues peculiar to our

legislators and constituents.

We found that there was a need for some vehicle to give special

attention to those issues that concern black Americans from the state

perspective. We have been in existence since 1977, and we are beginning

to emerge. We have an office on Capitol Hill in the Hall of the States

building. You will continue hearing from us that you might have the

benefit and advantage of our thinking from the state perspective on

the various issues you will be considering.

NBCSL
"A Notional Network For Po icol Equohty"'
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I think it is especially important that you understand we have, across the board,

taken a position that nuisance taxes or luxury taxes or those taxes which impose

a heavier burden on low-income people and the poor in our society are grossly unfair.

The concept of fairness has always been synonyrous with progressivity. A progressive

tax is generally considered fair because it is based upon one's ability to pay --

the tax burden increases as income increases.

Excise taxes, however, are not progressive. Indeed, they are regressive --

actually taking a smaller percentage of income as income increases and, therefore,

placing a larger tax burden on working families and the poor rather than the

rich. What little fairness an individual gains from our progressive income tax

code, is often cancelled out by the regressive excise taxes levied by the local,

state and federal governments.

Tobacco taxes, liquor taxes, sales taxes are not fair. They are regressive and

they hurt people who in the past, to a large extent, had not been heard from.

They were unorganized and they were on the avenue of least resistance. They

didn't raise the hue and cry that comes from the more affluent in our society.

Excise taxes were originally intended to be luxury taxes on the wealthy. However,

that has long since ceased to be the case. For example, the excise taxes on

jewelry-and furs, which are true luxury items, were repealed in 1965. The federal

excise taxes which remain are levied primarily on items with inelastic demand.

These items, including telephone service, gasoline and automobile tires, in

addition to cigarettes, are used by all income groups everyday.
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I would most respectfully submit that those of us who would promote and support

these kinds of taxes do a great disservice to the title that we hold as public

servants, especially in light of the fact that I have always viewed ny position

as one of public trust, imposing upon me a responsibility to pass legislation

and tax proposals that are fair.

That the burden of these taxes falls most heavily on the poor Is no more

evident than with the cigarette excise tax. In fact, this tax is regressive

in the extreme. The effective tax rate or. individuals in lower tax brackets

is ten times as high as that paid by individuals who earn in excess of $50,000

annually.

The unfairness of the cigarette tax is compounded by the fact that a significantly

higher proportion of lower income individuals smoke than persons earning higher

incomes. Survey data from the National Center for Health Statistics reveal

that persons earning $7,000 or less are 50 percent more likely to be smokers than

persons earning $25,000 or more. (See Chart 1). In each age group except

the elderly, the percentage of smokers as a proportion of the total group declines

as income increases. -Clearly, lower income persons in most age brackets are

hardest hit by cigarette excise taxes.

The unfairness of the cigarette tax is even more evident when smoking among

occupational groups is examined. Several studies Indicate that persons working

in occupations traditionally classified as blue-collar are more affected by

the cigarette tax because they are much more likely to be smokers than persons

working in occupations classified as white-collar and professional. (See

Charts 2 and 3). For example, garage laborers, cooks and pressmen are twice
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as likely to smoke as lawyers. Again, it Is clear that low- and moderate-

Income individuals generally working in blue-collar jobs are hardest hit by

the cigarette tax.

Finally, survey data also show that among workers, Blacks are more likely to

smoke than their white counterparts. For example, approximately 51 percent

of all Black male workers smoke while only 43 percent of all white male workers

do so. Similarly, among blue-collar workers, Blacks are more likely to

smoke than whites. Approximately 60 percent of Black males smoke, but only

54 percent of their white counterparts do. Black consumers in the lowest

income category bear a tobacco tax burden that is more than one and-one-third

times greater than the burden on the lowest income category for all consumer

units. Within the Black community the tobacco tax impact is also extremely

regressive with the tax burden on the lowest income category six times greater

than that imposed on the highest income category.

The analysis seems to indicate that taxes on tobacco products are levied at

higher effective rates on the poor than they are on the-rich. This is

evident in both the Black consumer and the overall consumer market. It is

apparent that the 1982 doubling of the federal cigarette excise tax and

increases in some 30 state cigarette taxes have worsened the situation since

1981. Despite all the tax cuts in recent years. the tobacco hikes represent

a significant Increase in the tax burden born by the poor.- - -
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All studies Indicate that price increases do not affect cigarette purchases very

much. In other words, higher taxes don't reduce smoking, they only reduce the

income of the poor. Clearly, the cigarette tax creates an unfair burden on

backs and other minorities.

If we suggest a fair tax, like a properly graduated income tax, if we were to

impose a fair tax, then today we would noL be talking about the budgetary deficits

that are doing such damage to our economy. But many of us, and I include myself

as a public official, have failed to live up to our responsibility to give

leadership in this area and demonstrate to all of the people we represent that

government can be responsive and can be fair.

As we talk about this particular tobacco tax and allowing the sunset to occur

in October, there are some states which already are passing legislation to make

up for the difference in anticipating that the Congress will not do damage to

the sunset, and therefore they can pick up the revenues that would come from the

difference between their state taxes and the federal tax. So, certainly state

legislators are as guilty as members of Congress in this respect.

I think it is also important that you understand that by the passage, by allowing

the sunset provisions to take place, you send a message at a time that you are

considering a tax proposal that is unfair. It is titled a Tax Reform Act.
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In fact, I chair the Joint Federal Relations Committee in the Maryland Legislature.

We just spent all of Tuesday, June I1, 1985 hearing about this great tax reform

proposal that you are considering now, and find that seven states that do not

impose income taxes also happen to be some of the richest states, the oil states.

They would not be affected if this tax proposal were to pass, certainly not

affected as the residents of Maryland and other states with income taxes. By

eliminating the state income tax deduction from federal income taxes, my

constituents as well as millions of other taxpayers will be paying higher federal

taxes. This is surely an unfair element in a reform package.

And I suggest that there comes a time when we have to begin sending some different

messages, and t would hope that this committee would see fit to reject the effort

to prevent the reduction in the tobacco taxes.

It has been said over and over that you can't tax people into doing what you

want them to do. If we proceed along that line, then we will be taxing cities

which have more pollution than other cities, and we will be taxing all of t'ose

items and elements in our society that pose high risks to the people we represent.

I suggest that that is an improper way to move.

In conclusion, to reform the federal income tax while leaving in place an archaic,

regressive levy like the cigarette excise tax is bad public policy. We should not

rely on this unfair method of taxation to provide government services since it

Is doing so at the expense of working families and the poor who already carry more

than their fair share of America's tax burden. I urge the Committee to maintain

the October 1 sunset on the cigarette excise tax.

I/II
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CHART 1

PERCENTAGE OF SMOKERS BY INCOME*

Less than $ 7,001- $15,000-
Age Group $7,000 $14,999 $24,999

17-19
20-24
25-34
35-44
45-65
65+

30.1%
37.8
45.9
51.4
40.1
17.4

27.9%
40.8
41.9
41.8
38.8
18.0

23.0%
30.5
36.3
37.2
35.8
15.6

$25,000+

17.2%
33.4
29.0
35.0
31.0
18.2

*Unpublished data from the National Health Interview
Survey, National Center for Health Statistics. Survey
interviews took place during last six months of 1980.

it
/
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CHART 2

PERCENTAGE MALE SMOKERS BY DETAILED OCCUPATIONAL CATEGORY

Category Percentage Smokers

Garage Laborers 58.5
Cooks (Not Private Household) 57.5
Maintenance Painters 56.3
Pressman and Plateprinters 55.7
Auto Mechanics 54.6
Assemblers 52.7
Shipping and Receiving Clerks 50.0
Personnel, Labor Relations 36.9
Draftsmen 34.2
Accountants and Auditors 33.3
Lawyers 30.3
Engineers, Aeronautical 26.2
Engineers, Electrical 20.3

Source: Sterling, T., and Weinkam, J., "Smoking
Characteristics by Type of Employment,"
Journal of Occupational Medicine, 18 111),
1976, pp. 743-754.
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CHA)RT 3

PERCeNTAGE FEMALE SMOKERS BY DETAILED OCCUPATIONAL CATEGORY

Category Percentage Smokers

Waitresses 49.6
Shipping and Receiving Clerks 49.5
Assemblers 42.6
Bookkeepers 38.6
Nurses, Professional 38.4
Laundry and Drycleaning Operative 38.3
Secretaries 37.3
Accountants and Auditors 30.8
Stenographers 26.4
Technicians, Medical and Dental 23.6
Elementary Schocl Teachers 19.4
Librarians 16.4

Source: See Chart 2
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nationall black police asocailon- ,..F ... ,A .,..J1 1,17 Ai qrard ave phiadciphia pa 19130 * 1215) 2323040

TO: The Senate Finarce Ccrr'ittee Subrrreittee s TAxatcr
ard Debt Managerent

The National Black Pol Ice As icclathi-xi oes on record a

sUpp-rtlnt the sunset of the federal cigarette tax next Seoterr er

10th.

We belIeve that excIse taxes are regresIve and place an unfaIr

burden on loer and rddle Incrie skers In qereral, ard on

Blacks And other mfr)rit les In particular.

We further bdl ieve that Congress should keep its prorlse to the

xrrlcan people and allow this tax to sunset. If cigarette taxes

should be raised at all, we believe It shinuld be left to the

states In need on this revenue, thus keeping with this

adrnlnlstratlio's plan tr reduce taxes acd return rore reveni.ie

raising responsibilities to the states.

54-378 0 - 86 - 9
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rving Crgaree, Mus,c and G
5301 nrtk Ouixa Highway
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MAL
E, INC.

me' Opvratrn'
August 29, 1985

Senator John Chafee
Committee on Finance
Room 219 - Dirksen Office Building
Washington, D.C. 20510

Dear Senator Chafee:

My name is Norman Borkan and I am President of the

National Coin Machine Institute, a trade organization of
vending machine operators. Our members operate about

100,000 of the 750,000 cigarette vending machines on lo-

cation in the country. I am also the Manager of the

Standard Vending Service, which operates cigarettes ven-
dors in Texas, Arizona and Colorado.

The addition of the extra 8-cent tax on cigarettes

has had a disastrous effect on cigarette vending. With

the resultant increase in the price of cigarettes, our

unit sales dropped 33% and dollar gross declined by 21%.
Since that gross includes both federal and state taxes,

profits are disappearing rapidly.

Cigarettes are one of the major mainstays of vending,

accounting for close to 20% of the dollar volume registered

by all kinds of vending machine sales. In a battery of

vendors, which would include such products as soft drinks,
coffee, candy, ice cream, milk, sandwiches and hot foods,

the cigarette machine is a staple item that contributes

to a profitable operation, making the installation prac-

tical. If the cigarette vending machine is not making

sales, the entire venture may collapse.

I would like to emphasize that cigarette vendors do

not make smokers. They are merely a convenient source of
supply for the smoker, who does not have to travel any

distance to obtain the pack of his choice.



255

Based on our experience, the additional 8-cent cigarette tax has
proven punitive. It has increased our cost of operation, since we had

to modify the coin mechanisms on our vending machine to adjust to the
new price rate that the added levy brought about.

The decline in cigarette vending sales has caused us to lay off
an average 30% of our employees, since we require fewer personnel to

service equipment that is not generating a proper sales level. In

other words, instead of a routeman servicing a machine once a week, it

now only has to be visited every two weeks and that calls for fewer

workers -- adding to local unemployment.

With business bad for the cigarette machine operator, this factor

has been reflected at the vendor manufacturing level. Since cigarette

vending is on a downtrend, virtuall, no new models of equipment have

been produced in the last few years. With the industry uncertain as

to the tax situation, the vendor-makers have been unwilling to invest
in research and development. In fact, product has declined sharply.

Where 58,000 cigarette vendors were being built annually 10 years ago,

the number has now declined to a yearly output of less than 11,000 new

machines.

Also injured are the suppliers of cigarettes to the vending in-

dustry, particularly local wholesale tobacco distributors. As vending

volume declines, so7 does wholesale volume, with a domino effect on lo-

cal employment and national prosperity.

What's more, the reduction in cigarette sales has had a dual is'-

pact beyond the vending industry proper. First, the drop in sales has
reduced the revenues available to those locations where operators place

their machines. This includes a wide range of installations, from ho-

tels and taverns to transportation facilities, as well as many indus-

trial and institutional sites. The revenue that these locations lose

from reduced vending sales commissions must be made up somehow and this
results in higher costs levied on, or reduced benefits offered to,

smokers and non-smokers alike.

The extra 8-cent levy has caused economic hardship. We feel that

the smoker has been singled out as a sacrificial lamb and that this

discriminatory taxation is being justified as the basis for social en-

gineering.
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Wc in vending have suffered with the additional 8-cent tax on cigar-

ette., but the one thing that has given us hope and kept us going was

the promise of a sunset repeal Please don't go back on that promise.

Respect fully sumbi Lied,

NATIONAL COIN M,ACHIN>INSTITUI'E, INC

NomarBorkn President

Nil cia
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NATIONAL CONFERENCE OF BLACK MAYORS, INC.

STATEMENT BY MAYOR MARION BARRY ON BEHALF OF THIE
NATIONAL CONFERENCE OF BLACK MAYORS, INC.

Given to the

Senate Finance Committee's Subcommittee on Taxation and
Debt Management

SUBJECT: CIGARETTE EXCISE TAX

I am Marion Barry, Mayor of Washington, D.C. and President

of the National Conference of Black Mayors, Inc. (NCBM). As

mayors, we appreciate the difficulties and complexities of gen-

erating public revenues sufficient to fulfill the responsibili-

ties of government; obviously, we must deal with the budget

process at the municipal level. This we commend the Admini-

stration, the Congress and this body, in particular, for their

work in this important area, and their efforts to make our na-

tion's tax system fairer and more rational.

I am compelled to state our organization's disagreement

with proposals to extend the current 16 per pack excise tax on

cigarettes. We feel that such actions would be unwise since

there are already burdensome taxes on cigarettes and tobacco in

place at the federal and state levels. Extending the tax could

well have undesirable effects not only on the tobacco industry,

1430 WEST PEACHTREE STREET. NW. SUITE 318. ATLANTA, GEORGIA 30309

TELEPHONE 404/892-0127
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but on related industries such as paper products and ware-

housing. Another problem is that since smoking has been shown

empirically to be 1nore prevalent among low and moderate income

people, they pay a disproportionate share of cigarette excise

taxes, which is fundamentally unfair. Finally, enactment of

short term measures such as the excise tax simply delays the

process of identifying and correcting the flaws in the nation's

spending priorities and inequities and redundancies in our cur-

rent tax system. For these reasons, we urge that this Subcom-

mittee not recommend the extension of the excise tax on ciga-

rettes beyond its scheduled expiration date of September 30,

1985.
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Statement of
Edwin Sutton, President

National Farmers Organization of Kentucky
Route 2, Crab Orchard, Kentucky 40419

before the

Subcommittee on Taxation and Debt Management
Committee on Finance
United States Senate

September 10, 1985

Mr. Chairman, Members of the Finance Committee:

My name is Edwin Sutton. I am president of the Kentucky National

Farmers Organizetion. My two sons and I own and operate a 700 acre

tobacco/livestock farm in Garrard County, Kentucky.

We are all aware of the problems facing agriculture today, all

of which have been brought about by low farm prices, which coupled

with high costs of production, lead to deterioration of farm assets

and farm foreclosures. We on the farm, are in the worst economic

crises since the depression of the early thirties. Publication of

the parity ratio index recently by the U.S. Department of Agricul-

ture established an all time low. The parity ratio reached 52 in

May of this year, and this was the lowest ever. It only dropped to

53 in June of 1932.

Since I am a tobacco producer and our main cash crop in Ken-

tucky is burley tobacco, I am pleased to be here to discuss the

possibility of removing some of the excise tax on tobacco products.
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In 1982, Congress added an additional tax of 8 cents per pack

on cigarettes with the provision that it would expire on October 1,

1985. Following the imposition of this tax, cigarette consumption

dropped 7%. While other factors contributed to the decline in

cigarette consumption, I am convinced that the additional excise

tax was the major factor causing the decline in cigarette con-

sumption.

I believe this is an unfair tax. When the tax was increased

in 1982, the 55 million people who choose to smoke were singled

out to pay this extra burden. I think this is unequal taxation.

The large decline in cigarette consumption impacts directly

on income from tobacco. It is estimated that the value of the

tobacco crop declined by one billion dollars in 1983. Part of

this decline was due to adverse weather, but a large part of the

decline in farm income can be attributed to lower consumption of

tobacco products caused by increased excise taxes.

In 1983, the 97th Congress indicated to the American people

that the cigarette tax would be a temporary measure. In addition,

a major theme of the 1984 presidential and congressional campaigns

was opposition to a tax increase of any kind. One thing is clear--

refusal to allow the cigarette tax to expire on October 1 as

scheduled is a tax increase, an increase which will have a direct

impact on the producers of tobacco.

During the past several months, all seg-mnts of the tobacco

industry have been working togetheT to develop a program to cope
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with declining demand for tobacco products, excess supplies of tob-

acco in storage, and a declining share of the world market for

tobacco. If this tax is allowed to expire I believe the demand

for our American tobacco products will increase.

In my opinion, people will continue to use tobacco in some form.

Taxation will increase cost and companies will look elsewhere for

cheaper tobacco to cheapen the cigarette. Our market will further

decline and more farmers will have to leave the farm.

In conclusion, I think we have reached a sad time in the his-

tory of agriculture when, due to low farm prices, the high cost of

production, and high taxation, we cannot pass our land on to our

children because they cannot profit enough from the production off

the land to meet expenses, have a comfortable living and educate

their children. They cannot have the way of life we enjoyed in the

past. This committee probably cannot do anything about low prices

or high production costs, but you can do something about high

taxation. I therefore strongly recommend that the 8€ excise tax

on a pack of cigarettes be allowed to expire on October 1, 1985.

Thank you very much for the opportunity to appear before this

Committee.

54-378 0 - 86 - 10
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National Coalition of CO i3ack i,'nren. Inc.

The National Coalition of 100 Black Women

goes on record as supporting the sunset of the

federal -igarette tax next September 30.

We believe that excise taxes are regressive

and place a burden on lower and middle income

smokers.

Moreover, if cigarette taxes should be

raised at all, it should be left to the states

in need of this revenue in keeoina with this

administration's plan to reduce taxes and return

more revenue raising responsibilities to the

states.

Lastly, we urge congress to fulfill its

com iitment to sunset the federal cigarette

tax.
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August 28, 1985

TO: The Senate Finance Committee Subcamittee on Taxation
and Debt Managemnt

The National Hispanic Council on Aging goes on record as supporting
the sunset of the federal cigarette tax Septerber 30, 1985.

The National Hispanic Council on Aging believes that cigarette excise
taxes are regressive. Such taxes place an unfair burden on lower
and middle consLrners and the elderly poor. Hispanics, Blacks and other
minorities share a disproportionate financial burden of such a tax,
because they are overrepresented in lower income groups. The National
Hispanic Council on Aging, therefore, strongly urges the Senate Finance
Committee Subcomittee on Taxation and Debt Management to consider other
fairer and more equitable means of raising revenue instead of the
cigarette excise tax.

Singerly,

Mota Sc cayor, Ph.D.
Pies ident
Board of Directors, NHCoA

NATIONAL HISPANIC COUNCIL ON AGING
2713 Ontario Road N.W., Suite 200, WVashington, DC 20009
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National United Affiliated Beverage Association
5302 REISTERSTOWN ROAD - BALTIMORE, MD. 21215

4 1) 664-0444

NUABA'S POSITION ON THE SUNSET TAX ISSUE

rhe National United AffiliiLed Beverage Associa-

tion considers cigarette excise taxes as regresive

and depressive for minority %mern(saas. Since rinozi-
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National Urban League, Inc.
The Equil Opportuniv HRtildrg

5W !t 62nd Strect. N,,w York, N Y 1(21
Telephone, (212) 310-1XX)

TO: SENATE FINANCE COMMITTEE

The National Urban League goes on record as

expressing its deep concern over the disproportionate

negative impact the federal cigarette tax has on our

constituents.

Cigarette excise taxes are regressive in that

consumers in all income categories pay the same amount

of tax. This results in consumers with incomes under

$5,000 paying a cigarette tax rate seven times greater

than consumers in the $30,000-and-up income brackets.

We have consistently urged tax relief for poor

people, whose overall tax rates have sharply increased

in recent years. Such tax relief should also include

regressive excise taxes that hurt low-income consumers.

To us, the primary issue before this Committee is the issue

of fairness. We believe the Committee should act to reduce

the unfair tax burden on people in the lowest income groups.

Contrihutions to the ,N'.ioral Urban League are tax dedut(ble.
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NATIONAL VIETNAM VETERANS COALITION
1000 Thomas Jefferson Street, Sixth Floor

Washington, D.C. 20007
202-338-NVVC

J U."Bombt J,
STATEMENT IN OPPOSITION TO

j CONTINUATION OF EXCISE TAX INCREASE

Can F. T".

WIMU T. S.- s By

J. THOMAS BURCH

NATIONAL COORDINATOR
P41 NA~

Om Aaa, The National Vietnam veterans Coalition is a federation
1~ Nm" Co

Cho.P of 26 separate Vietnam veteran organizations throughout the

C.nywP country, which represents a broad spectrum of interest

concerning Vietnam veterans. The Coalition has been active

in Agent Orange litigation, the return of POW's and the

accountability of MIA's, veterans jobs programs and more

broadly the general welfare of our men and women who served

in the war. The combined membership of the Coalition is

approximately 200,000. Most recently we have become con-

cerned about the efforts to restrict smoking as it effects

Vietnam veterans who are predominately users of tobacco.

As a result of trauma and hardship associated with

their service in a difficult and unpopular war, many

soldiers came to rely on the pleasures afforded them by

tobacco, and many veterans continue to practice because it

helps them to cope. The majority of Vietnam veterans are
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now smokers; indeed they are proportionately the largest

single proportionate population of smokers in America, more

than double the national average.

Not only was the war a difficult one, but lamentably,

it was disproportionately fought by the underprivileged and

by racial minorities. This committee has already heard from

representatives of black and Hispanic groups who represent

some of these same constituencies which have formed such a

large roll of honor within ranks of Vietnam veterans. We

are here to reiterate what they have already said:

The proposed four fold increase in the cigarette tax is

regressive in the extreme. It is precisely those in the

lower income brackets including a large segment of the

Vietnam veterans community-who will bear a disproportionate

financial sacrifice.

According to the recent SBA findings reported in the

Wall Street Journal on September 9, 1985, more than ten

percent of Vietnam veterans aspire to own their own busi-

nesses. It is precisely the small, entrepreneurial busi-

nesses which depend the most on cigarette sales. Since the

tax can be expected to result in a decrease in cigarette

sales, the tax proposal once again deals a major blow to the

aspiration of a large segment of the Vietnam veterans

community.
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This bill is not a genuine revenue raising measure.

Its supporters are quite candid in saying that their aim is

to restrict smoking and not to raise revenue. We believe

that an individual's use of tobacco is a reasonable private

choice and the taxing power should not be used as a vehicle

to inhibit choice. We don't believe the power to tax should

be used as the power to destroy by the United States

Congress.

The committee might also wish to consider whether the

punitive taxation of tobacco would drive its users to other

substances whose potential for harm is far greater than any

harm claimed for tobacco by its most virulent critics.

In summary, then, we regard the proposed tax increase

as another in the long line of blows directed at Vietnam

veterans. It unfairly penalizes them by its insensitive

failure to recognize the therapeutic value of tobacco to

pressured individuals by undercutting the potential of

entrepreneurship as a solution for readjustment and by

transferring more of the tax burden in their direction.

Lastly, given the range of noxious substances which can be

substituted for tobacco, the revenue measure is unlikely to

even serve the real agenda of the tax increase proponents

and may actually contribute to deteriorating societal

health.
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STATEMENT OF THE NATIONAL GRANGE

BY

JAMES R. OLIVER

MASTER, NORTH CAROLINA STATE GRANGE

BEFORE THE

SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT

SENATE FINANCE COMMITTEE

SEPTEMBER 10, 1985

RE: CIGARETTE EXCISE TAX

Mr. Chairman and Members of the Subcommittee:

I am Jim Oliver, a farmer, Master of the North Carolina State Grange, Officer

of the National Grange, member of the Agriculture Co.nmittee of the National Grange

and the National Grange Legislative Representative on tobacco issues. The National

Grange represents members in 41 states with a total membership of over 400,000.

Within the Grange are growers of both burley and flue-cured tobacco; therefore,

we have a vital concern over the future of the tobacco industry, particularly,

the financial condition of the family farmers who are the backbone of the industry.

Tobacco has been under constant attack from one source or another since

it was first discovered in America by our early settlers. As a result, these

attacks, combined with efforts to improve the program, have resulted in many

changes taking place in the tobacco program since its inception in the early

1930's. One of the latest changes, the implementation of the no-net-cost program

in 1982, has had a very devastating effect on the tobacco farmer. As you are

aware, this program requires the tobacco program to operate at a no-net-cost

to the government with tne tobacco farmer paying, through assessments, the cost

of the program. Since the implementation of the no-net-cost program and the

freezing of the price support in 1983, we have seen a drastic increase in im-

ported cigarette tobacco entering the United States. According to the March,

1985 issue of Tobacco Outlook and Situation Report, imports for consumption of
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cigarette tobacco has risen 159% between 1982 and 1984. General imports have risen

147% during this timeframe. These large amounts of imported tobacco together

with a loss of some of our foreign markets as a result of the dollar's high

value has caused the amount of tobacco in stabilization stocks to rise drastically.

As a result of this, the assessments collected from flue-cured growers to

finance the no-net-cost tobacco program have increased from three cents in 1982

to seven cents in 1983; seven cents in 1984 and 25c in 1985. Burley assessments

increased from one cent to 30c during the same timeframe. It is quite evident

that the no-net-cost program has become a no-net-profit program for the flue-

cuted and burley tobacco producers.

Based upon the 1985 effective quota of 764 million pounds for flue-cured,

the assessment at 25c a pound paid by the flue-cured farmer would amount to

$191 million. Based on the burley effective quota of 537 million pounds at

304 a pound for burley tobacco, the assessment collected from the burley growers

would amount to $161.1 million. Total assessment to be collected from both

burley and flue-cured growers for 1985 would amount to $352.1 million. With the

implementation of new provisions to shift this cost to the end user, the

tremendous financial burden now on the backs of our flue-cured and burley pro-

ducers would be lifted.

Mr. Chairman, I must point out to you that the factors that have caused

the increase in stabilization stocks as well as increased the assessments to an

unbearable level have been caused by factors over which the farmer had absolutely

no control.

Mr. Chairman, the policy of the National C. -. ', as it relates to the

excise tax on cigarettes, is as follows: "The National Grange is opposed to

making the present excise tax of 16c per pack on cigarettes permanent, h-ut, we

will support an increase in the excise tax on cigarettes of up to two cents per

pack to establish the tobacco equalization fund that will be used to finance the
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no-net-cost tobacco program." All of us are aware that the cigarette excise tax

is supposed to revert to eight cents per pack on October 1, 1985, under the

provisions of legislation enacted in 1982. Being realistic, I do not think

many of us believe that this tax will ever revert to eight cents. What we are

simply asking for is that two of the eight cents that is supposed to revert

be designated to establish and maintain the tobacco equalization fund that will

finance the no-net-cost tobacco program. I am quite sure, Mr. Chairman, that

you will hear from the domestic manufacturing companies for which excise taxes

have always had an adverse effect upon consumption. Again, quoting from the

March issue of Tobacco Outlook and Situation Report, total U.S. consumption

declined from 1982 to 1984 by approximately 5.3%. According to this report,

total U.S. consumption includes those removals that are both tax exempt and

taxable. I contend that a more realistic figure can be derived from looking at

the decline of taxable cigarettes. Using Table I of this report, from 1982

to 1984, taxable cigarettes only declined by 2.7%. In my opinion, this is a

truer indication of what has actually happened since the excise tax was increased

from eight cents to 16c on January 1, 1983.

Our friends, the domestic manufacturers of cigarettes, lead us to believe

that the decline in consumption, whether it be the 5.3% or the 2.7%, is caused

by the excise tax. Again, I quote from the March issue of Tobacco Outlook and

Situation Report, Table 4 to dispel] this theory. Using filter tips as an

example, the net price per thousand of cigarettes has increased from February

1982 through .June 1985 by 46.9% or 47%. Using filter tips again, the net price

per thousand, excluding the federal excise tax from the same time period, has

increased by 40.4% or 40%. The difference between net price and price excluding

excise tax has been 7%. It is quite evident that of the 47% increase in the

wholesale price of cigarettes between February 1982 and June 1985, only 7% can

be attributed to the excise tax and 40% of the increase has been increased
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income to the manufacturer. To put it simply, giving the excise tax an increase

by a factor of 1, the manufacturer's income would be increased by 5.72. During

this same period, inflation has remained rather constant at approximately 5% per

year. Cigarette prices have increased at the rate of 11.42, excluding excise

taxes, during this same period, which is almost double the rate of inflation.

Mr. Chairman and members of the Committee, the increase in the price of

cigarettes due to increasing the enormous profits of the manufacturers has had

far more effect in the decline of consumption than the mere increase in the

excise tax. To be exact, this tax has been multiplied by 5.7%. It is interesting

that the net return on investment in the tobacco industry is the second highest

industry in the United States. According to a report from Fortune Magazine last

March, it showed the tobacco industry with a return of 20.3% on their investment

was second only to the beverage industry in America.

When the law was passed in August of 1982 to increase the excise tax by

eight cents to 16c effective January 1, our manufacturers began to increase their

prices immediately, resulting in a period of four months at a $4.00 increase per

thousand. Their reason for this was to "soften the blow" of the increase in

the excise tax effective January 1. 1983.

'.t this time, we are less than three months away from a supposedly decrease

in the excise tax of eight cents. I have seen no indication on the part of our

manufacturers that they have begun to reduce the price per thousand at the whole-

sale level on cigarettes in order to "soften the blow" of the reduction in the

excise tax that is supposed to occur on October 1. 1985. On the contrary, a

price increase on the excise tax was put into effect on the very day of the hearing

before the Ways and Me- s Committee in Washington.

Again, Mr. Chairman, we strongly support the establishment of a tobacco

equalization fund to be financed by the excise tax, and, feel that the impact of

the excise tax will have very little effect on consumption of cigarettes in the
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United States. It will, as I have stated before, relieve our flue-cured and

-burley producers of a tremendous financial burden.

Mr. Chairman, I would like to add that the excise tax alone to fund the

tobacco program will not solve all of the problems that we face today with

our tobacco program. The implementation of the tobacco equalization fund will

enable us time to make further adjustments to the program. As an example, we

need to decrease our price support to a level more in keeping with the market

demands. Our position is approximately $1.50 per pound. We also must develop

a new price support formula that will prevent a rapid escalation in the price

support, which is one of the factors that has caused our price support to reach

an unbearable level. Our recommendation on a new price support formula would

be eqial weight given to market demands and equal weight given to cost of pro-

duction to the tobacco farmer. We have submitted our recommendations regarding

changes in the present tobacco program to both the Senate and House Agriculture

Committees.

In conclusion, Mr. Chairman, the National Grange strongly supports legis-

lation to establish the tobacco equalization fund, which is financed by dedicating

up to two cents of the eight cents excise tax now being considered for extension.

In my opinion, this approach, along with the other changes we have recommended,

will not only save our tobacco program from total destruction, but, also and

more importantly, will save the thousands of flue-cured and burley tobacco farmers

from economic chaos. It will allow them to continue to be taxpaying citizens of

this nation instead of welfare recipients. The total economic base of the

southeastern United States is at stake. We urge you to look favorably on this

recommendation.

We thank you for this opportunity to express the views of the National

Grange.
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3 OICs of America. Inc.. 100 West Coulter Street, Philadelphia. Pa. 19144-3496 e (215)951-2200

REV LEON N SULLIVAN
FouoMV A Chmno Of Me 9~ou

ELTON JOLLY

TO: The Senate Finance Conittee Subcommittee on Taxation and Debt
Management

The OICs of America goes on record as supporting the sunset of the federal
cigarette tax September 30.

O.I.C.A. believes that cigarette excise taxes are regressive. Such taxes
place an unfair burden on lower and middle consumers and the elderly poor.
Hispanics, Blacks and other minorities share a disproportionate financial
burden of such a tax, because they are over-represented in lower income
groups. We, therefore, strongly urge the Senate Finance Committee Sub-
committee on Taxation and Debt Management to consider other fairer and
more equitable means of raising revenue instead of the cigarette excise tax.

Elt6n Jolly
President
OIC of America

Opportunities Industrialization Centers
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Petrin Vending Co.
COMPLETE VENDING SERVICES

16-18 Unddey Ave. West Orange N. J. 07052

Phone (201) 325.0227

September 9, 1985

TO: THE SENATE FINANCE COMMITTEE

As president of Petrin Vending Company, in West Orange, New Jersey

and nine (9) employees, I would like to go'on record, as urging

Congress to keep it's promise and allow the Federal Cigarette

Excise Tax to sunset back to eight cents (8¢) per pack, on

September 30, 1985. We believe the cigarette excise taxes

are already too high.

In my opinion, any increase in taxes will certainly cause loss

of employment in tobacco farming, and distribution of tobacco

products.

Sincerely yours,

PETRIN Co., INC.

ROBERT E. ETRIN

President

REP/Ic

cc Senator Bill Bradley



276

Mi

Eward L Gran. Presiderl
I5 Fa der. Jr Fi Vat Pe n i

MALCLM . ElEISKERTHIS H NEllan. Send Vent Presdeni
MALCrgOLeetnM a FI FICH Ransat%.i Secreiarysngll Direwtor MWd General Counsel W111rii H Mamn.Chairneaofpo mycomillnr

Retail Tobacco D of America, Inc.
55 Maple Avenue -- I he Atrium - Rockvi re N.Y. 11570 Telephone 516) 766-4100

STATEMENT OF

MALCOLM L. FLEISCHER

MANAGING DIRECTOR AND GENERAL COUNSEL

RETAIL TOBACCO DEALERS OF AMERICA, INC.

BEFORE THE SUB-COMMITTEE ON TAXATION AND DEBT MANAGEMENT

OF THE FINANCE COMMITTEE

U.S. SENATE

ON

THE CIGARETTE EXCISE TAX

SEPTEMBER 10, 1985

Mr. Chairman - in keeping with the request of your staff, I am submitting a

brief statement.

My name is Malcolm L. Fleischer. I am managing director and general counsel of

Retail Tobacco Dealers of America, Inc. (RTDA), a national trade association, formed

some 52 years ago during the height of our country's severest economic depression. We

represent small business enterprises devoted to the retailing of tobacco and allied

products. Some of our members are traditional tobacco shops and others are relstively

small family shops and cigar stands.

Unfortunately, the small retailers have few champions in Congress, even though

we are important to the economy, and have contributed to the growth and prosperity of

the United States. Time and again our particular trade has been set back on its heels

because the products we sell are subject to disproportionate and onerous taxation.

Cigarettes, the most important product we sell, has become the whipping boy of

state legislative bodies throughout the country, and three years ago the U.S. Congress

joined in by doubling the federal cigarette excise tax from 8c to 16€ per package.

effective January 1, 1983 but somewhere in your midst there was heart and concern for
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us and the public, for you placed a sunset clause in the legislation which returns

the federal cigarette excise tax to 8c per package on October 1, 1985.

We are dismayed that you are considering to extend the date of the sunset clause

when some 300.,OOO small business people throughout the country who sell cigarettes,

and the public, are waiting for the relief they are counting on to come their way on

October 1, 1985.

Isn't your word your bond? And what consideration do you give to the recent

remarks of President Ronald Reagan who in his "State of Small Business Report"

transmitted to the U.S. Congress in May of this year had this to say:

"Actions that promote a vigorous small business sector have been and will continue

to be at the heart of this Administration's economic plans. Low inflation, reduced

and more equitable taxes, fewer regulatory burdens, and a sound monetary policy are

the underpinnings of our current growth and will continue to be my primary tools for

promoting small business success." (Emphasis supplied).

As far as we know, this position of the President is a bipartisan one, shared we

hope by the members of this Conmittee.

The temporary doubling of the federal cigarette excise tax should not be extended.

The tax was increased as a temporary measure to help pass the Tax Equity and Fiscal

Responsibility Act of 1982. There would be neither equity nor responsibility in having

the present Congress renege on what the previous Congress pledged to the American

people.

Cigarette excise taxes are especially unfair to us in the retailing segment of the

industry. We retailers get the smallest share of the tobacco sales dollar; whereas,

.tax collectors on the federal, state and local levels, by contrast take the lion's share.

Nearly one half of every dollar spent on smoking goes to government as excise, sales

or income taxes.

Excise taxes are unfair to our customers. Smokers have been paying more than

other taxpayers for generations. But they receive no more government services than

other taxpayers. Moreover, they have been required to pay more regardless of their

individual economic circumstances.

For example, Mr. Chairman - a cigarette smoker in Chicago is subjected to a

painful tax bite -- 16 cents to the feds, 12 cents to state, 8 cents to the county,

and 15 cents to the city. A total of 51 cents a pack inflicted on all smokers alike,

rich or poor. That comes to nearly $275 a year for the average smoker.
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In our opinion, the increased federal cigarette excise tax was responsible for the

outrageous cigarette tax structure in Chicago, and emboldened a large number of

states to likewise enact higher cigarette taxes.

The inequity is not limited to Chicago. A study in New York State demonstrated

that a family with an income of $15,000 or less a year paid proportionately triple

the cigarette tax of a family earning more than $50,000 a year.

It has been estimated that cigarette sales declined by more than 850 million

packs a year as a direct result of the doubled federal tax rate. A Federal Trade

Commission study issued recently announced that cigarette sales fell 8% in 1983. This

translates to an annual income loss of around $107 million dollars to the retail

segment. This loss will not be relieved until the 16 cent federal tax rate is allowed

to sunset as called for in the present law.

Mr. Chairman, at least 55 million Americans have a sense of resentment about the

ever-increasing cigarette taxes.

Thank you for the opportunity to be heard.
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SUPPLEMENTARY STATEMENT FOR THE RECORD OF THE HEARING BEFORE THE

SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT

HELD ON SEPTEMBER 10, 1985

Submitted by The Tobacco Institute
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At the hearing conducted by the Subcommittee on Taxation and Debt

Management of the Senate Finance Committee on September 10, 1985,

several witnesses offered figures purporting to measure the adverse

health consequences of smoking in terms of mortality, morbidity,

and cost to society. As summarized by Senator Bradley, the testi-

mony of these witnesses alleged that the nation is being

billed approximately 40 billion for smoking-related illness, - "$14

billion in direct health care costs and $25 billion due to lost

earnings, due to morbidity or cigarette-related diseases."

Since the hearing the staff of the Office of Technology Assessment

has released a Memo entitled Smoking Related Deaths and Financial

Costs. This Staff Memo concludes that the health care costs of

smoking-related illness in 1985 will be somewhere between $12 and

$35 billion and that productivity losses from this cause will be

between $27 and $61 billion.

By this statement for the hearing record, we wish to caution

members of the Senate against uncritical acceptance of these data,

which have been repeatedly and thoroughly discredited by several

independent experts in the fields of economics, statistics, and

medicine. We wish also to present in summary form some major

arguments exposing the fallacies of the analysis on which such data

are based.

The validity of the figures presented to the Subcommittee measuring

mortality, morbidity, and cost resulting from illness allegedly

caused by smoking depends on a study of deaths among a sample of

the U.S. population 20 to 25 years ago. The sample
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drawn for this study, which was conducted by the American Cancer

Society, was far from representative of the total population in

terms of such important factors as race, income, occupation and

current state of health. The figures based on this sample

attribute to smoking all deaths from certain i7lresses that

occurred among people not classified as non-smokers without

considering the amount or the duration of smoking. It ignored

confounding factors chat are generally recognized as causing or

contributing to illness and death such as excessive drinking,

improper diet, lack of exercise, environmental pollutants, and

occupational hazards. Death from smoking was the verdict even

though the smoker may in fact have died from heavy drinking,

occupational health hazards, or several other factors, singly or in

combination. To determine the type of illness, the underlying

cause of death as reported on a death certificate was accepted as

conclusive despite notorious and widespread inaccuracy in this

source of information.

The American Cancer Society study was comprised principally of

healthy, employed individuals. The death rate of non-smokers in

the study was substantially less than the non-smoker death rate in

the U.S. population, but to compute alleged medical costs for

smokers, this lower death rate for non-smokers is applied to the

entire U.S. population, with all other deaths assumed to be from

smoking. This results in a substantial understatement of deaths

among non-smokers, and a substantial overstatement of deaths among
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smokers. Many non-smoker deaths are therefore classified as smoker

deaths, leading to the ironic result that some medical costs,

claimed to be due to smoking, are in fact due to the illness and

deaths of non-smokers.

Commenting on the recent OTA Staff Memo on Smoking Related Deaths

and Financial Costs, Dr. Theodor D. Sterling, Professor of

Computing Science at Simon Fraser University, writes, "...the

ultimate absurdity of the OTA Report is that it counts approxi-

mately 40 per cent of the deaths among white male never-smokers and

apparently a third of the deaths among white women never-smokers as

deaths due to smoking."

To assume that so flawed a survey could be a reliable basis for the

estimates drawn from it at the time it was made, strains credu-

lity. To assume that it is an accurate measure today is a blind

leap into the unknown.

To arrive at the figures presented to the Subcommittee, anti-

smoking forces make another leap in the dark by an unwarranted

assumption that the incidence of claimed smoking-related illness

must be the same as the questionable mortality rate derived from

the American Cancer Society study. Even they admit that this is an

unprovable assumption. Yet it is on this estimate that the figure

purporting to reflect the health care costs of smoking is based.
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As for the economic costs due to lost productivity which smoking is

alleged to impose on society, a distinguished economist, Robert D.

Tollison, Director of the Center for the Study of Public Choice of

George Mason University, has written,

There is not one self-respecting economist in the

world who takes the public health model of lost

production seriously. It is wrong...People may

like or dislike the tobacco industry for various

reasons, but they ought to.. .stop all this

nonsense about social costs and tobacco.

If for the sake of argument, it is conceded that $25 billion of

income is "lost" because of smoking, who is the loser? Not

society, but the smoker. If the smoker earns less than he could if

he were a non-smoker, he suffers the penalty of a reduced income.

If he bears this loss, what logic leads to the conclusion that he

should pay a higher tax, which has the effect of adding to his

losses? Millions of Americans choose to work part-time rather than

full-time and millions more retire at an early age. Should they be

taxed more heavily because they "lose" income they would receive if

they worked harder and longer?

Admittedly, smokers get sick as do non-smokers. Does the loss they

suffer because of illness substantially exceed similar losses by

others? Evidence that could be cited on either side of this
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question is fragmentary and inconclusive. Comprehensive studies

proving that smokers are less productive than non-smokers do not

exist.

One study published in 1967 in a report of the Department of

Health, Education and Welfare entitled Cigarette Smoking and Health

Characteristics found that female smokers report fewer

diseases than female non-smokers and that moderate smokers,

comprising over 72 per cent of the male smoking population and 88

per cent for females, report the fewest number of diseases for both

men and women.

Admittedly, when smokers get sick, health care costs are incurred.

Are these costs disproportionately high in comparison to the health

care costs of others? No comprehensive study can be tound to show

that they are.

Who pays these costs? Again, no certain answer catt be given.

Certainly they are paid in large part by smokers themselves through

direct payment to providers of health services, insurance premiums,

and taxes. It is probable that a part of the health care costs of

some smokers, particularly those in the lowest income brackets, is

borne by more affluent smokers and non-smokers. The same can be

said about the health care costs of low-income non-smokers. Even

the recently issued OTA Staff Memo on Smoking-Related Deaths and

Financial Costs concludes that "...it is not entirely clear that
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non-smokers subsidize smokers' ill health." There is indeed no

factual basis for the assertion that the health care costs of

smokers are subsidized by non-smokers and certainly no

justification for imposing higher taxes on smokers to make them pay

more of the costs of government-financed health programs.

It is often alleged that smoking-related illness imposes a heavy

charge on the Medicare program. Apparently on the basis of this

belief, many members of Congress have sponsored legislation to

earmark part of an increased cigarette tax for the Hospital

Insurance Trust Fund. In fact, nobody knows how many Medicare

beneficiaries are smokers although we do know that the percentage

of smokers above the age of 65 is considerably lower than any other

age group. No study of Medicare tells us what the health care

costs of smokers under this program amount to. But, since the

Hospital Insurance Trust Fund is financed by a designated part of

the payroll tax, we can make a rough estimate of the current

contribution of smokers to this Fund. Approximately one-third of

its revenue can be attributed to smokers -- an amount that far

exceeds even the wildest guesses about the cost of smoking-related

illness to this program.

In short, widely publicized figures on smoking-related deaths,

illness, and cost are little more than guesswork based on flawed

and outdated reports. We trust the Senate will seek more reliable

information before legislating on taxes or other matters affecting

the tobacco industry.
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IPTOWN
CHAMBER of COMMERCE BO.oAD u, oRECToRS
209 WEST 125th STREET NEW YdRK. N Y. 10027 /12121 427 7200

AV US

August 1985 A . , P

TO Members of the House Ways and Means Coimmittee
EXECUTIVE COMMITIUt

The Uptown Chamber of Commerce goes on record as
supporting the sunset of the Federal cigarette tax

on September 30, 1985.
We believe that excise taxes are regressive and placeAsi. -,,[.',

an unfair burden on lower and middle income smokers I A " ' .. , C

in general .1d on blacks and other minorities in ¢f Y N

pa r t icu lar . "EM4""

We further hclieve that Congress should keep its
promise to the American people and allow thit tax

to sunset. If cigarette taxes should be raised

at all, we believe it should be left to the states

in need of this revenue ir. keeping with this ad-

ministration's plan to reduce taxes and return more

revenue raising responsibilities to the states.

Only in this way will states truly become more

fiscally responsible and independent, consistent

with the philosophy and approach of the admin-

istration of Ronald Reagan.

Hopefully, you will give our thoughts all due

consideration.

LW/cr.
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... The Business of Business, Is People...



287

The Washington Business Group on Health is a membership organization

comprised of major employers who recognized, eleven long years ago, the

necessity of responsible participation in health policy and cost

management deliberations. Although small in number, the impact of the

purchasing decisions ot these companies is of undeniable magnitude:

approximately 50,000,000 Insured employees, retirees and dependents.

The WBGH membership has a keen interest in eliminating the

unnecessary economic and societal costs associated with smoking. For

employers thoce costsare underscored by the following Information:

o At least 30 percent of all cancers, 25 percent of all

cardiovascular disease, and 80 percent of all deaths from

respiratory disease are related to smoking.

o About 15 percent to 19 percent of American businesses have

reported that their nonsmoking employees have claimed illnesses

caused by on-the-job exposure to second-hand smoke.

o Second-hand or passive smoking can cause not only eye irritation

but also cardiovascular and respiratory disease, and It now

appears even lung cancer in employees who do not smoku.

o According tu one important study, each smoking employee can cost

an employer additional $336 to S601 a year in increased insurance

costs, absenteeism anid sickness costs, lost productivity, second-

hand smoking costs, and occupational health costs.
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Washington Business Group on Health

CIGARETTE EXCISE TAX

Written Statement

Submitted to:

Senate Finance Committee
Subcommittee on Taxation and Debt Management

by

The Washlngton Business Group for Health

August 20, 1985

229/2 Pennsylvania Avenue, S.E. Washington, D.C. 20003 (202) 547-6644
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Though there is little reduction in cigarette consumption due to

increased taxation, It does serve to provide an economic disincentive

for marginal smokers. Taxing cigarettes is regressive, but it would be

worthwhile were the revenues used to offset additional health care costs

absorbed by the government through Medicare, Medicaid and other federal

health programs.

A certain Irony should be noted with respect to the increase In the

cigarette excise tax. By Its very nature it Is regresolve. The

Administration's proposed taxation of health Insurance In Treasury II Is

also regressive and, for that reason, has elicited a great hue and cry.

One would think these two forms of revenue enhancement, each being

regressive, would find similar opponents, yet-the tax floor has evoked a

much greater response.

Since taxation is a realistic alternative, the WBGH endorses the

AARP move integrated Into Sen. Heinz's MIRA. Raise the tax to 32 cents

and dedicate the revenues to the Medicare TruSt Fund. That fund yields

Inordinate sums of money annually for the health care treatment of

cigarette smokers.

The WBGH endorses any initiative seized by the Congreas to reduce or

minilize the consumption and attending costs that are linked to

cigarettes.
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STATEMENT rROM1
DR. WILLIAM H. LEE
PRESIDENT,
WEST COAST BLACK PUBLISHERS ASSOCIATION

lWe are concerned about the dangers of a proposed

A increase in the excuse tax on cigarettes.

Such an increase would weaken the national tobac-

co industryand, in trunm have a harmful effect on

other industries and groups. It would reduce

national sales, causi the loss of thousands of

jobs and do great damage to the American print

media.

Studies have shown, in addition, that excise

taxes impact most heavily on those least able to

pay and even heavier on black American consumers.

We recommend that Congress allows the 8 cents a

package excise tax -- added in 1982 to the existing

8 cents a package tax on cigarettes -- to end on

October 1, 1985, as promised. This would stabilize

the cigarette tax at 8 cents a package.
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