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EXPIRING CIGARETTE EXCISE TAX PROVISIONS

TUESDAY. SEPTEMBER 10, 1985

U.S. SENATE,
. CoMMITTEE ON FINANCE,
SuBcoMMITTEE ON TAXATION AND DEsr MANAGEMENT,
Washington, DC,

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.

|The press release announcing the hearing, the statements of
Senators Chafee, Durenberger, Bentsen, and Boren, and a report by
the Joint Committee on Taxation follow:]

{Press Release No =5 063, Aug 4, 1985)

FINANCE ComumiTrre To Houp HEARING ON EXPIRING CIGARETTE Excise Tax
PROVISIONS

The Senate Finance Committee’s Subcommittee on Taxation and Debt Manage-

- ment 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 [TEFRA] in 1982, This
extension is scheduled to expire on September 30, 1985. If Congress takes no action,
the excise tax will revert back to ¥ cents per pack.

Senator Packwood indicated that the chairman of the Subcommittee on Taxation
and Debt Management, John Chafee {R-Rhode Island), will preside at the hearing.
B T&q hearing will begin at 10 am. in room SD-215 of the Dirksen Senate Office

uilding.

STATEMENT BY SENATOR JOHUN H. CHAFEE

Medical evidence of the incidence of tobacco-related diseases among users of ciga-
rettes demonstratus 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 B cents per package as of October 1,
1985 unless Congress acts. [ 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
R&-oductivity. Cigarette smoking cost taxpayers $3.8 billion through the Medicare and
edicaid programs.

H
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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-
t;;ibut(- 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 18 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 smoeking. In the
Tax Equity and Fiscal Responsibility Act [TEFRA), Congress doubled the excise tax
on cigarettes from $.08 to 3.16 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
anml:ally. 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 HEALTH PROMOTION ACT OF 19857

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 the 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 32 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
on& 16.6 percent.

nsequently, 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, [ 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 ¥ cents would be a 75-percent reduction over 1951 and R
cents would be 10 percent of the price indefensible in light of our budgetary prob-
tems.

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 325 bil-
lion per year and $14 billion is spent for medical care. There are 300,000 smoking
related deaths per year and 30 percent of the 100,000 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 cigarettes. 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. 1 have
asked the appropriations defense subcsmmittee, 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.

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



EXCISE TAX RATES ON CIGARETTES

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

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 uf
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 rax rates
have been introduced thus far during the 99th Congress.



S. 820 (Senator Heinz)

This bill woul? permanently extend the l6-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 l6-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., l6-cents
per pack on small cigarettes on a permanent basis.

One-sixteenth of cigarette excise tax revenues (i.e., !
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 7Tax 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
kn(:iv‘\; 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 [
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

af', than people do here in the Nation’s Capital and inside this

eltway. 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 cigarette-tax
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 f)hope that we do not do so.

Senator DURENBERGER. Mr. Chairman, I have a statement that 1
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. I 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 1 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 1932 by the 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 chairmun 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 mil]yion a year. |
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-
migtee. )

enator CHAFEE. Thank you, Senator.
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1Il'I‘hoI prepared written statements of Senators Helms and East
follow:

STATEMENT OF SENATOR JEssE Hums

Mr. Chairman, distinguished members of this subcommittee:

1 am grateful for your courtesy in permitting me to appear to discuss the commit-
n}wm. made by Congress in 1982, 1o “sunset” the cigarette tax increase it adopted
that vear.

The sunset of this revenue measure is not merely a question of tax policy. Con-
gress has a commitment to honor—a commitment made in. 1982 by the Senate,
agreed to by the House of Representatives, and signed into law by the President.

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

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

Now, he has exercised his right to change his mind. | hope | may be able to make
a few points to persuade him to change his mind once more, and uphold the 1982
commitment made by Congress.

First of all, Mr. Chairman. 1 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 preducts. It also results in lost jobs
and job opportunities.

Tobacco farmers are already plagued with many serious problems—the strong
dollar, declining exports, icreasing imports, a costly program, etce.

While it is outside the jurisdiction of this Committee, let me add that [ have intro-
duced legislation in the Senate—S8. 1118—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 buy the existing inventory,
and split 50-30 with farmers any future no-net-cost assessments. In return, manu-
facturers will be able to buy tobacco in the future under @ 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 | 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 regmster 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 whu 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 H0 jobs—are generated directly or indirectly by tobacco. and the wages
of this empfoyment exceeded 3110 million a year.

So, when cconomic 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, ang 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, will it xcally 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 and growth.

Would it help reduce the Federal deficit? Not much, if any. The overwhelmin
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 | hope Congress will understand that
keeging a commitment is a matter of honor and fair play.

Thank you very much.

STATEMENT OF SENATOR JOHN P. Easr

Mr. East. Mr. Chairman, thank you for this og)sportunity 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
sh%uld 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 stud%' on the impact of tobacco taxes.
grofessor 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,
costlf’ 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 riiht 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.

enator 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. N ]

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
tyges of questions we are going to he dealing with.

enator 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 Forp. 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 Forp. 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 Forp. 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 | 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 gl 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 lock 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 groug)s
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 purposes. 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 Erograms 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 mi 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 Forp. I thank the chairman, and we would be willing to
attempt to answer any questions he might want to ask.

Senator CHAFEE. Tﬁank you, Senator, for that very interestin
testimony. The information on the average income of farmers an
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 'gercent of the land, but it brings in
over ¥a 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
fnrm.(raying the bills. Tobacco is an economic mainstay that is working well, as evi-
denced by the fact Kentucky has the {owest 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 crog1 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 50
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 famil{
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 wil] 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 Eercent 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 very 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 tm’ 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

rivate interest groulg, but it is not one that the United States Congress should be
ﬁe]ping to achieve through taxation. Congress has an appropriate role to play in
providing the public with information on the health effects of smokm%. I worked
with the health groups during the last Congress to produce a responsible cigarette
labeling bill, desi netf 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
glorther the social aims of a certain group, is neither responsible nor appropriate for

ngress.
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Congress recognized the regressive nature of this tax and the uneven burden it
Blaced 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 shouvld 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 lovking 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 we are sincere in our desire to design a tax system that
falis 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 lo 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 pro%rams. Because of this, they suggest we tax
tobacco users and earmark a portion of those funds to finance these federal pro-

rams. Following that logic, perhaps we should pass a soft drink excise tax to gay
or the health costs associated with sugar imbalances, or perhaps an automobile
excise tax to paﬁ' 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-

rams in FY 84 was approximately $82.8 billion. If tobacco users account for only
53.8 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 warnin%s of the health groups and wish, instead, to continue using a
legal product. Well, 1 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 temporar
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, 1 hope it will keep in
miﬁd tf}}at 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, 1985

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 domastic 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.

| 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 theirincome.
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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 tota! value of
all Kentucky crops. S0 you can see that anything that affects tobacco,
atfects 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
$1.94 billion in personal income. Every drop of one-percent in the
production of burley means aloss 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. 1 do not
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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 difficuit,

Thank you.
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STATEMENT OF EDWIN SUTTON

Presented to
Cornittee on Finance
washinaton, D.C.
Septenber 10, 1985
Mr. Chairman, Members of the Finance Committee:

My name is Edwin Sutton, president of the kentucky Hational Farmers Organ-
ization. My two sons and 1 own and operate a 700 acre tobacco/livestock farm
in Garrard County, Kentucky.

We are all aware of he 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 1937

Since 1 am a tobacco producer end our main cash crop in Kentucky is
burley tobacco, we are here to discuss the possibility of réQoving some of
the excise tax on tobacco products.

In 1982, Congress added an additional tax of 8 centy 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, 1 am convinced
that the additional excise tax was tne major factor causing the decline in
cigarette consumption.

1 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 large decline in cigarette consumption impacts directly on incone
from tobacco, 1t is estimated that the value of the tobacco crop declined
by 1 billion dollars in 1983. Part of this decline was due to adverse weather,
but @ large part of the decline in farm income can be attributed tc lower
consumption of tchbacco 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 tocbacco 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 | believe the demand for our tobacco products will increase.

In my opinion, people will continue to use tobacco th §qpe 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, { think 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
profiit enough from the production off the land to meet 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 strongty 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,
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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 |
would think your cigarette manufacturers would be turning to it—
as the cheaper source.

Senator Forp. 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 Forbp. 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.

enator Forp. 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 $] 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 Forp. 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 Forp. 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 CHAFEE. 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 Forp. 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 heaith 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
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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

My, Chairman, | appreciate this opportunity to appear before you and the subcom-
mittee on behalf of my constituents who rely so heavily 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, 1087,

October 1, 1985 has been long 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 contingeni 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, 1 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 \};rginia.

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 biilion, 193 miilion, 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.

Sena}or WARNER. Thank you, Mr. Chairman, for the opportunity
to testify.

Senator Forp. 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 |
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 smoking 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 reﬁort 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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taxes. This report clearly shows that allowing the tax to fall could
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
1 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-
tunity. 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, nonbarley, 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 ofyother 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 ! 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 educatipn, I feel very strong-
1{1 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 pa‘y 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

ears 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-
%ain forms of taxation such as the excise tax. So, keep that in mind
irst.

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 groblems, and that is related to smoking
also. The question gets to be how are we going to take on that prob-

em.

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
K;I)ur 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
ﬁoing to necessarily produce any less smoking on behalf of the el-

erly. 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. i

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.

1 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 1
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 |
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 cn 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.” This 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 majorit
at one point before the names were written down. We also than
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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TesTIMONY OF Davip B. NEUMEYER

Mr. Chairman and members of the Committee, my name is David B, Neumeyer , [
am the Associate Director of the Coalition on Smoking OR Health, and ! 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
Associetion of Elementary School Principals; the Terry Gotthelf Lupus Research
Institute; the American Academy of Allergy and Immunology; the Asthma and Allergy
Foun'dation of America; the American Association of Dental Schools; the American
Medica) Student Association; and the National Board of the Yéung Women's Christian
Association (Y.W.C.A)) of the US.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 lesdership organizations. The Coalition on Smoking OR Health, the
organizations ] have listed, and the majority of American public strongly oppose any
decrease {n 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 sour.ce of much
needed revenue for the federa] 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 195] even when state tax increases are concerned.

1. 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, 1884, that in & 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, 1983,
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 Chureh's Department of Human



34

Welfare, the Children's Defense Pund, the American Diabetes Association, the American
Academy of Pedistrics, the American Nurses Association, the other organizations listed
at the beginning of my statement, and many others.

The six major tobacco compenies 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 | have
just described do represent the opinion of the majority of the American people, and the
people want to see this tax increased.

H. 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 & 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-sinoking 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 a.dy’l,\;l:\ﬁers, according to Dr. Warner, What does this megn 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 smckers and over one million more
smokers between the ages of 12-25, Similarly, an eight cent increase in the tax will
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 cholces, Congress should and must choose to
improve the health of our children by raising the tax.

IOI.  The Cigarette Excise Tax Generates Revenue for the Federal Treasury Needed to
Offset the Costs of Smoking to the Federal Government:

The revenue currently genereted 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 billion 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 & 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 ﬁe tax at 16
cents and give Medicare an equivalent portion. Senator Durenberger expects to
introduce a bill this week maintaining the 16 vent tax and deveting 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 19£0 ineluding
$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, Ine,,
of Boston, testified before the House Ways and Means Committee in June that
reimbursement to soclety for all these costs would require an increase in the cigarette
tax to $3.00 a puck, 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
det\erred from taking up smoking by the price increases this tax increase would cause.

After careful study, the Advisory Council on Social Security reconimended 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 corrolation 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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v, 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 Ameriéans.
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 1978 Surgeon General's Report on Smoking and Health. That report
documented thal 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.

Y. The Real Burden of ._.garette Taxes Has Actually Declined Since World wWar ll‘

Cigarelte 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

* Data cited is taken from & soon to be published report prepared for Harvard
University's Institute for the Study of Smoking Behavior and Policy by Eric J. Toder,
Deputy Assistant Director, Tax Analysis Division, Congressional Budget Office.
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excise laxes nearly doubled to $4.7 billion in FY 1984, about 0.7 percent of federal
revenues and shightly 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 &t 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 {rom 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, remains 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 Roybasl, 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 sm;:king 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 million
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 & 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 &ll that it can to increase, not reduce, lk;e 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 Washingten
Post commented in an editiorial 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
serjously disabling hundreds of thousands of Americans every year, the conferees voted
to cut the federal cigarette tax in };alf. Here's a decision that will cost the Treasury
twice: f{irstin the loss of billions in excise tax revenues; second in added billions 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, ! urge you to revoke that
tax break to the tobacco industry, and to increase the feceral 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 very much, Mr. Neumeyer. The next
witness is Mr. Maxwell from tlie \ARP. Mr. Maxwell.

STATEMENT OF ROBERT MAXWELL, MEMBER, BOARD OF DIREC-
TORS. AMERICAN ASSOCIATION OF RETIRED PERSONS, CROSS-
VILLE, TN

Mr. MaxweLL. Thank you, Mr. Chairman, and 1 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 gchool 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. sS. 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 32¢ a pack would produce a 21% decline in
smoking by teenagers and a 6.3% decline in smosing 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 equitablie 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 a2
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 8¢ to 16¢ 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, especijally 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..
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STATEMENT OF M. ROY SCHWARZ, M.D., VICE PRESIDENT, MEDI-
CAL EDUCATION AND SCIENTIFIC POLICY, AMERICAN MEDI-
CAL ASSOCIATION, CHICAGO, 1L

Dr. Scuwarz. 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, hut 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 Schwarez, M.D.
RE: Expiring Cigarette Excise Tax Provisions

September 10, 1985

Mr., Chairman and Members of the Subcommittee:

I am M. Roy Schwarz, M.D., Vice-President for Medical Education and
Scientific Policy at the American Medical Association. Accompanying me
1s 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 ax.

The AMA ghares the concern shown by members of Congress regarding the
federal excise tax on cigarettes and the fact that on October 1, 1985 it
1s 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. Summons 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 10X increase in cigarette prices, consumption will decrease about
4% among.adults and about 14X 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 {n 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 physicfans 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 their efforts to do so. And that is why we so
strongly urge the government to take actionm where it has the ability to
reduce the consumption of cigarettes by legislating higher cigarette
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 1930
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~ou£ 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 ena price support for

tobacco., To its credit the federal government has recognized the serious

e
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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 publgc should be
removed, Moreover, at a time when every dollar spent by the government
1s 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 {t
is just one of the methods the AMA advocates for meeting the overall goal
of a smoke-free society by the year 2000, {t is indeed an i{mportant,
practical and effective measure that is immediately achievable 1f the
Congress squarely faces the igssue, 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 treiterate 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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September 1985

AMERICAN MEDICAL ASSOCIATION
Policy on

Tob: :co and Health

For many years the American Medical Association has warned o1 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:

]

6]

Declare unequivocal opposition to the use of tobacco products;

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

Seek elimination of federal price supports for tobacco growing;

Support legislation requiring rotating health warning labels for
cigarette packages;

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

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

Join with other concerned groups in favor of an increase in the
cigarette tax to 32¢ per pack;

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

~ American Medical Agsociation -~

Department of Federal Legislation, Division of Legislative Activities



53

Protect the health of youth in the military by opposing the
availadbility of low-cost cigarettes on military bases;

Seek legislation to prohibit smoking on any public transportation;

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

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

Seek legislation to prohibit distribution of tobacco product
samples by mail;

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

Urge stricter rules to limit smoking aboard aircraft;

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

Prohibit smoking at all AMA meetings;
Removed cigarette vending machines from AMA headquarters;

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 gealth
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 rnove 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 p}x;esgnted by the Senators? Do any of you others have anything
on that?
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Mr. MAXWELL. Senator, I would like to make a comment. I was
born in Illinois, grew up in lowa, traveled in Indiana. I have lived
in the shade-grown land of Connetticut. | 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 1 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.

Seq)ator BRrRADLEY. 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? 1 think every study I have
seen points out the relationship between smoking 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. ScuwaRrz. 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. Scuwarz. 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. SciwARz. 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. Senetor, 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 BrabrLey. 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 BRADLEY. 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 19517 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?

}P]r ]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. ScuwaRz. 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. ScuwaRrz. 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. 840 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 lengthy 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
{ields 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
rincipally by higher taxes and an overvalued dollar, the tobacco
armer 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 or Horack R, KorNEGAY, CHAIRMAN, THE ToBACCO INSTITUTE

I am Horace R. kornegay, Chairman of Tobacco Institute, the
trade organization of 12 companies which manufacture tobacco
products. 1 appreciate this opportunity to Eestify before your
subcotmittee of the Senate Finance Cocmittee.

Mr. Chairman, in 1982 the Congress enacted a tenmporary doubling
of the Federal excise tax con cigarettes and provided that this
additicn to the basic tax would sunset on September 30, 1985. Last
year, vou will recall, the Senate Finance Committee reaffirmed the
erxpiration of the additional tax by a vote of 1l te 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 abcve 8 cents a pack is a tax increase. That was the
positicn taken by the Treasury Departzent testifying on behalf of the
Administration before the House Ways and Means Committee in June.

In addition, the distinguished majority leader ¢f the United

States Senate receatly 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.‘Chai:man. much is being heard about tax reform these days.
Among the guiding objectives of tax reform on which there seems to
he 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.
s
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Raising the cigarette excise tax would violate each of these
principles.

At a time when Congress should be seeking to make the tax systena
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 shoul& be seeking to make the tax
system more neut:al, it would be patently unfair to rais2 a tax that
singles out the consumers of one industry.

Ata time when Congress should be seeking to promote aconcmic
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 sane
basis as other industries.

At a time when the President and the Cougress are seeking to
wmake 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 ghose least able to pay.

TQe 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 anuual

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

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

54-378 0 - 86 - 3



62

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 chis. 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 {s 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 Assiscant Secretary of
the Treasury for Tax Policy, Ronald A. Pearlman sald last December:

«eayou will not find any economist and
yeu will noc 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...l 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 burne by business {n 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 ctaxes
paid to all levels of government are taken into consideration, 48 per
cent of the expenditure of smokers for tobacco products ends up in
:h; hands of Federal, state and local tax colleccors.

Two factors explain this extraordinarily high figure. Firse,
the tobacc; 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, cigarectte
manufacturers bear one of the heaviest effective rates of Federal
corporate income taxation.

In Eonsidering whether to increase the scheduled cigarecte
excise tax after October | of this year, Mr. Chairman, your
Subcommittee should make i{ts 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 stace officials chat 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 che 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 millicen 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 cigarectes 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 ctax,
the effect would be disruptive on State finances, and those Scates
which have taken such action contingent on the sunset can justifiably
complain that they have been victimized by a change oé Federal
poilcy. )

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 farumer.

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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adversity in this sector of agriculture was manifesced by a steep
reduction in the nunber of farms producing tobacco in several

states. During these years the number of tobacco farms in Norch
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 effeczive, the tobacco farmer suffered a decline of
one-third in the cash value of his crop.

Currently, the unsold stocks of tobacco under Commodity Credict
Corporation loan -- tobacco that was not bought in the market at the
suppor: price -- amounts to more than 1-1/4 billion pounds. The
:obaccodgrower is hurting.

I trust that the Congress, in its concern to help the
agricultural comnunity in general, will not ignore the tobacco
farmer. And I hope this Subcommittee will ask whether a 16-cent
Federal tax on cigarettes helps che farmer.

Mr. Chairman, while not specifically invited to speak to this
point, I am constrained to mention one other cax proposal of grave
cencern'to the cigarette industry.

Legislation has been introduced which would not only {increase
the Federal excise tax ou cigarettes but would also earmark a part of
the revenue from this tax for specific spending programs. The most
cormon 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 chese proposals would introduce an undesirable rigidicy
into the fiscal structure of government, binding the hands of
Congress in the future determination of how revenues should be
aliocated, 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 diccate
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 addictional $50.6 billion. One of the few
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bright spots in the U.S. 1984 balance of payments was the more chan
$2 billion surplus of tobacco exports over imports.

Thus, when 1 ask this Conmittee to let the tewporary addea tax
on cigarettes expire on schedule, 1 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-
cé-ured tobacco and 43 percent of all tobacco grown in the United

tates.

It accounts for over $1 billion a year in farm income. Just so you
understand how big it reall%‘ 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 am 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 agin 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 19%4. And
because our domestic cigarette manufacturers needed tz 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. OQur 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 keep®trying to figure out
what extra services I have received for those taxes | pait)ﬁhat the
nonsmoker didn’t receive. So, speaking as a consumer, I*think 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., Inec.
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 Qﬂgaks for
about 3,000 tobacco farmers in our State.

Tobacco is important in our state. 1It'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
Idano potatoes. And each of those states is the leading producer

of that commodity in the U.S. S0, you can see why we're concerned
over anything that threatens our tobacco.

Qur board of directors, in a meeting on June 19, 1935, want on record
as supporting the sunset provision that was included in the bill
passed by Congress in 1982 when the federal cigarette excise tax was
increased from-8 cents to 16 cents. 1 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.

1f 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 fecel 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
progran. I am growing 55 acres this yeaz, 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

1 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. 1It'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 toexpire ,as promised, on September 30,
1985.

May 1 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, 1 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 uF, 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 literall
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, 1 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 iies 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
Xikerally hundreds of thousands of retailers (convenience stores,
gas stations, grocery stores, vendors, restaurants, etc.}, most

of which 4re 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 (o allow by-pa;sing 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 middlie 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



19

and by consumers of other products.

In closing, I ask this Senate Finance Ccmmittee'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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Rich and Rbine, Jue.

WHOLESALER DISTRIBUTORS
140 S E 28t AVENVE
PORTLAND. OR 97214
PHONE S03 233.4631

August 23, 1985

Canteen Company of Oregon
501 North Lagoon Avenue
Portland, Oregon 97217

Attn: Craig Fstey
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,

;14«@;&

Johp/Rich
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
?_xcise tax should be extended beyond the September 30, 1985, dead-
ine.

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. I 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 included a floor 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, 1 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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ORGANIZED

;?5' ILLINOIS ASSOCIATION OF TOBACCO & CANDY DISTRIBUTORS

sres code 217 telephone 544-7161 Cigarattes Don‘t Pay Taxes
PEOPLE DOI

!

1981
July 12, 1985 .

The Honorable Daniel D. Rostenkowski
Chaiuman

Committee on Ways and Means

U. S, House of Representatives

2111 Rayburn House Office Building
Washington, 9. C. 10515

Dear Mx. Chairman:

There is a key tax {ssue of concean o the tobacco wholesale distalbutors,
relating o fLoor stocks Laxes, 4§ this year's tax bill aeduces the .
ciganette excise tax :z‘auouu‘ng the "sunset” Lo take cffect. Enclosed

are five attachments which we prepared ast year in oun lobbying the House
and Senate Tax Committee on this {ssue: .

(1) This 48 a copy of the present law containing the original
§Loor stochs provision, for which the tobacco wholesalers
paid a one-time tax totaling over $180 million, accoading
Lo the Department of the Treasury;

{2) Ouring Congressional consideration of the Tax Refoam Act
of 1984, Lhe NATD sought to have the enclosed “"Version 1"
Lax xebate on Loox stocks of cigarettes inseated in the
lamzauage 04 the bill. As you hnow the House bill Eupou.d
2o ¢ Lax from 16 cents Lo 12 cents pea pack,
"Versdon 1" language is similar to that contained in TEFRA
of 1982 and 48 the Language that should be Liserted if any
"sunset” provisdion 44 in ed {in a 1985 tax bilL;

(3) The third document is the cigarette §Loor stocks language
which actually was inserted in the Conference Report on
H. R, 4170 {(Public Law 98-369);



83

(4] "Veraion 2" was the NATD's Lobbying egfort to revise the
Confexence Report, Lﬁloon stocks aebates Llanguage Lo baing
this section into the realities of the wholesale-
distribution-industry business operations;

{5) The June 29, 1984 (Page H 7529) Congressional Recoad includes
a staff initiated amendment in the Technical Corrections B{LL
(H. Con. Res, 328) to H.R. 4170, the Tax Refoam Act, which
deleted the {Loor stocks aebate provisions in the xfu'ad
document we submitted 2o you.

We would greatly .appreciate your assistance in inserting a floox stocks tax
Acbate section ("Verslon 1") 4in this year's tax bitl should the present

16 cents tax be reduced. Finally, should a cigarette excise fax be.
increased above 16 cents per pack in this year's tax bill, it will be
necessany Lo insert & provision in the langudge of the bill extending the
§iling and payment date og one-time {Looa stock tax retuans to at Least
the same as it was in 1982, This 1982 extension of time Lo pay such a tax
was inserted in a Technical Comrections Act of 1982.

Please Let me hnow.i‘ we can assist you in pursuing these matlers.
Very tauly yours,

St’:jhm J. 8loom

Legislative Chatrman

SJB/Ri
Enclosure

ce:  Illinois Llegislative Committee
Dale

Oan J. Melaughtin
G. Edward Heyer
Wayne W, Weeke
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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.

MSenator CHAFEE. Thank you very much for that testimony from

r. 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 distrlb&tion
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. 1In addition, we
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beljeve 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 dbur policy considerations

regarding the sunset provision and rebates,

Rebates

In 1983, the TEFRA cigarette tax increase pliéed a
significant burden on wholesalers because it included a floor
stocks tax. According to the Treasury Department, the oné-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 l1ike 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 Meaqs Committee, Congressman Dan
Rostenkowski (D-I11),outlining the floor stocks rebate language we

Q' support. We would urge you to include this language in Senate
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legislation prior to the end of this month.

Tobacco Excise Taxes Are 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.

Impact Of State Excise Tax 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 aﬂ 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
tions for state and local income taxes, it is important that some

revenue-generating areas be preserved for States.

Tobacco Unfairly Singled Qut
Of the various federal excise taxes which could be raised,

tobacco was singled out for a substantial tux increase, We

believe that excise taxes.in several are repressive, but

certainly tobacco should not be discriminated against.

Thank you for this opportcnity to present our views.
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THIS IS A COPY OF THE LAW AS IT WAS PASSED,

PART III—CIGARETTES

SEC. 283, INCREASE IN TAX ON CIGARETTES
(8} Rate OoF Tax.—Subsection (b) of section 3701 (relati :
of tax o}r} cbi‘gan:_t:c_s) is cmc&dcd— / frelating to rate

' striking out “$4" in parograph (1) and inserting in 1L

th;;)eo ":8;_:1.1d . i0 pa . p ‘ . ng in lieu

v striking out “§49" in parvgraph (2) ond inserting i

lieu thereof $16.80" diladied e in
(b) Froor Srocxs.—

_ (1) Inposition or Tax.—On cigarettes manufaclured in or

imported into the United States which are removed before Jan.

uary 1, 1983, and held on such date for sale by any person.

there shall be imposed the following taxes:

(A) SMALL CIGARETTES.--On cigarettes, weighing not
more than § pounds per thousand, &4 per thousand;

(B) LARGE CIGARETTES.—On cigaretles, weighing more
than  pounds per thousand $5.40 per thousand: except
that, if more than 6% inches in length, they shall be tax.
able at the rate prescribed for cigarettes we)'lfhing not more
than § pounds per thousand, counting each 2% inches, or

tion thereof, of the length of each as one cigarette.
(%) Liazirrry ror TAX AND METEOD OF PAYMENT.—

(A) LixsiLiry ror rax.—A person holding cigarcties on
January 1, 1988, to which any tax imposed by paragraph (1)
applies shall be liable for such tcx.

(B) Mrrhoo or PAYMENT.—The taz imposed by para-
graph (1) shall be treated as o tax imposed under section
3701 and shall be due and payable on January 18, 1988 in
the same manneras the tax imposed under such section is
};aysg‘lye with respect to cigarettes removed on after January

(3) CicarcrrE.~FoOT f:rposcs of this subdsection, the term
“eigarette” shall have the meaning given to such term by subd-
section (d) of section 5702 of the Internal Revenue Code of 1954

(4) ExCrprioN ror RETAILERS.—The taxes imposed bv para.
groph (1) shall hot apply to cigarettey in retail stocks heid on
Januf.ry 1, 1983, at the ploce where intended to be sold at
retal

(c) ErFecrrve Dare.—The amendment made by subsection (a)
ly. with respect to c?arena removed after December 31,

shall a
1982 an}c’f before Octooer 1, 198
PART IV--TAPS ADJUSTHMENT ELIMINATED
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VFRSION 1

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 moré than 3
pounds per thousand - per thousand; except that, if
more than 6 1/2 inches in Jlength, 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 PAYMENT

(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 rnbate 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
(Publ{ic 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

SEC. 1028 PLOOR STOCK REFUND FOR CICARETTES.

{a) INn GENzRAL —WRere, defore Oclodber 2,
1938, any article sudfect (o tax under section
$701(d) of the Inlernal Revenue Code of 1954
Aas deen sold by the manufaclurer, producs
er, or importér and on sauch day 12 held for
sale by any person fhereinafler in this sec-
tion referred 1 qo the "dealer”), there shall
de credited of nded (withoul tnterest) to
the manwfatfurer, producer, or importer an
amount equal o the excess of the tax paid
by such manwfaclurer, producer, or importer
on such article over the tax which would
Rave been pald U/ auch article were lazed al
tAe rate in effect on Octoder 1, 1985, U/—

11} claim for auch credit or refund s filed ’
WiA the Secretary dafore Jyly 1, 1928, based
on a request sudmitied (o the manufacturer,
producer, or {mporler defore April 1, 1988,
by the dealer who held the arttele in respect
of which the credit or refund 13 claimed, and

f2) on or defore July 1, 1988, reimbdurse-
ment has deen made to the dealer dy lthe
manwaclurer, producer, or {mporler {n an
amount equal {0 sauch excess or wrillen con.
sent has deen odlained from the dealer to the
allowance of the credit or refund.

1) LiniTaTION ON ELI0IBILITY FOR CREDIT
OR Rrrunp.—No manufacturer, producer, or
{mporter shail bs entitled (o a credit or
refund under sudsection fa) unless he has (n
Ms possession such evidence of the invento-
ries with respegt to which the credit or
refund {3 claimed as may de required dy reg-
ulations prescrided dy the Secretary.

fc) OmER Laws Aprricastx.—All provi-
sons af law, tncluding penalties, applicadle
with respect (o the tates imposed dy sectfon
8701 of such Code ahall, insofar a2 applica-
dle and not {nconsilent with aubdsecltions
fa) and (d) of this section, apply in reipect
of the credits and refunds provided for in
sudsection fa) to the aame extent a2 UV Lre
eredits or refunds conalituted overpayments
of the tax.

{d) Dxrinrrions.—For purposcs of this sees
fion—

(1) PsrsoN.—fhe lerm “person” includes
any Stale or political auddiviston thereof, or
any agency or instrumentalily of a State or
political suddivision therea/.

(2) SECRETARY.—The term ‘“Secretlary”

. means the Secretary of the Treasury or Atls
delepate.

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 place other than at the place
where intended to be sold at retail”

p. 17 line 3 W
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 4o 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 smeking, 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 1 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 $moking 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 can 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 CHAFr=E. Mr. Carter, let me ask you a question. You are
right on the front lines. You have a tobacco farm. I think you
sald—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. 1 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-
sequently would be looking elsewhere.

enator 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
y}(:u 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.? Kornzcay. 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 bam—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 CHAFEE. 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 BrabpLEy. 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 8 cents. Do you think we
should repeal the rest of the provisions in TEFRA that we passed
to raise revenue?

Mr. KorNEGAY. | 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 BrRabLEY. All right.

-Mr. KorNeEGAY. The wholesaler has another very substantial
problem.
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Senator BRADLEY. Now, 1 was curious to follow up on Senator
hafee’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. 1 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 gone 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 BrapLEy. 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 obviousl
working, or the unemployment rate would be higher. So, I thin
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 T 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 BrRabpLEY. All right, but you are concerned about imports,
and obviously earlier there was eloquent testimony about the con-
cern of imdports. 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. | just want to clarify one thing, though, that came
out in the earlier questions. You say that you farm 55 acres?

Mr. CARrTER. Yes, sir.

Senator BRADLEY. Do you farm other crops?

Mr. CARTER. Yes, sir. '

Senator BRapLEY. What is your total acreage that you farm?

Mr. CARTER. 2,000 acres.
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Senator BrRADLEY. 2,000 acres? So, out of the 2,000 acres, you
farm 55 acres of tobacco?

Mr. CARTER. Yes, sir.

hSegator BrADLEY. Would you call yourself a small tobacco farmer
then? i

Mr. CArTER. No, sir; That tobacco produces 25 percent of the
income of those 2,000 acres.

Senator BrabprLey. 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. CarTtER. 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 than the sup-
port price, and he purchases the tobacco. If not, it goes into the
Stabilization Corporation, which is contracted a commc::ty credit
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. CaRrTER. 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
gwns feed grains and other commodities produced in the United

tates.

Senator BraprLey. All right. Now, you produce your crop, and it
is?below the market price. Where do you take your tobacco to sell
1t?

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 hdve 805
million pounds.

Senator BrRADLEY. Are those buyer warehouses meeting private
sector purchases or Government purchases?

Mr. CarTeErR. They are Government purchases stored in Govern-
ment-leased storage facilities.

Senator BrRADLEY. 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 ofter
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 1
have paid on this year’s crop to store, finance, and pay interest on
previous crops since 1982.

Senator BrRADLEY. 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?
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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 $5007?

Mr. CArTER. Right.

Senator BrRADLEY. 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. KorNecAy. 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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EcoNomIic ANALysIs OF PropPosaLs To Impose A FEDERAL Excise TAX ON SMOXELESS
\ Tosacco Propucts

(Prepared by Dr Robert [). Tollison, Center for Study of Public Choice,
George Mason University. August 1985

I. INTRODUCTION

At 1least three 1legislative 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 1levy an excise of 32 cents per ounce. In addition, the
Collins bill seeks to restricc tﬂe 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.

wWhat 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, expecially in view
of the 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 Jjustification 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 1lay 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 1is 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
@odified flat rate proposals currently being censidered by Con-
gress would go a long way toward realizing this goal. By brocaden-
ing. the tax base and lowering tax rates, efficiency is se:ved by’
reducing both the incentive and opportunity to make economic
decisions which are profitable at the private level but wasteful
at the sccial 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 tobaccé. 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 weaith from one group in the scciety 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 cur history when such a justification had some
basis in fact and the econocmic 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
beex, 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
not a rich, luxury-consuming individual who deserves to be
singled out by tax system and punished for his consumption
choices. 1Interestingly, the federal excise taxes on furs and
jewelry, goods which could still qualify legitimately as luxury
goods, were repealed in 196S.

Although the exclise 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 subétéﬁtialiy higher than the federal excise
tax on any other good. Even if the less pernicious House Resolu-
tion 3064, introduced by Congressman Tauke, 1s 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-proct 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 1level that their purpose cannot be to raise tax
revenue, but Father to prevent individuals from purchasing
prpducts they woul& 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
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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 snﬁff 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 thg
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
thrgatened by either H.R. 3064 or H.R. 3078 would violate to a
most unfortunate degree cne 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 incomg 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 perfectior 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 egqually 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.

Tugning 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
;roposed 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 diéferent 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 1large 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
increases 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 cnly

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, 1i.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 1is to say that taxes should be regressive. Regressivity
violates almost everycne'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 inccmes between $40,000 and $49,000 per
year purchased these products. 1Indeed, <£fully one-half of all
smokeless tobacco users had household incomes of 1less than
$25,000 in 1984.

Further evidence that any tax on smokeless tobacco would be
regressive is given by the occupaticnal 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 cr
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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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TAB

I
2]

E2_

Percentage Male Chewing and Smokeless Tobacco Users by Occucation

Occupational Category Percent
Professional 4.4
Executive, Adninistrative, 7.6
and Managerial
Clerical, Sales, and Technical 8.7
Craftsmen and Foremen 16.1
Other Employed 31.0
Not Emplcyed* 32.2

*Includes those males who are unemployed, retired, and not in the
laber force.

Source: Mediamark Research Inc., Spring 1985, p. 260.

TABLE 3

Percentage Male Chewing and Smokeless Tobacco Users by Educaticn

Educational Level Percent
Did not graduate high school 35.1
Graduated high school 38.3
Attended college 15.1
Graduated college : 11.5

Scurce: 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 th;t 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 them— 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 urge =-- 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 & 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 for people to use government power to impose their
values and preferences on others. When w;rking 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 seriocusly whether or not we want those who feel
that the use of smokeless tobacco is an undesirable pructice to
be able to use the power of the Bureau of Alcohol, Tobacco, and
Firearms to dictate to those who feel ««ifferently. The growing
uneasiness over the degree to which the tax system 1s 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 1less 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 tobaccc 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, dces 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-
naliéts 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 Jjustified by the unsubstantiated argument that users of
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smokeless tobacco place a disproportionate burden on such
programs as Medicare and Medicaid. éﬁe 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 iarger 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 Qe 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 cculd 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 questicnable propositicn 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 1in ocur society on the basis of their
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need for care, not on the -basis - 0f the payments tney maxe.
Political supporters of Medicare and Medicaid are justified in
their claim that it is the imveratives of compassion and Jjustice
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 3justified 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 1is 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.

?zivate Costs Versus Social Costs

The issue of governmental interference in the private ac-
tivities of its citizens is extremely controversial, as is the
questioé of how government should go about regulating individual
behavior if it decides to do so. Generally, 4in 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 may be 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 c¢osts in their efforts to promote
adoption of the laws. Before a comparison of costs and benefits
of the bills can be considered, it is 1mpo££ant that the distinc-
tion between private costs and social costs is understocd.

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 py 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 wutility 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 0 - 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 1is 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 propeonents of such 1legislation 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 scot from the electric

utility is an example of a social cost. Even if it were true that
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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 1is 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 éosts 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.
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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, 1t 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. Ald).

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)

Net Percentage of Total

State Collections Tobacco Taxes
Alabama $1,538,318 2.3
Arizona 521,037 1.2
Arkansas 3,093,659 4.9
Bawaii 1,983,631 10.0
Idaho - 1,253,353 11.7
Iowa 1,158,269 1.9
Kansas 1,173,151 2.6
Minnesota 3,034,778 3.6
Mississippi 3,641,095 10.6
Montana . 659,118 5.0
Nevada 833,584 4.6
North Dakota 324,486 2.3
Oklahoma 3,286,014 4.2
South Carolina 2,012,163 6.5
Tennessee 2,431,203 3.1
Texas 9,819,013 2.8
Utah 668,096 4.9
Vermont 457,912 4.4
Washington 5,229,449 5.2
Wiscensin 3,940,190 3.0
Total $47,058,519 3.5

*Includes revenues from taxes on chewing tobacce, snuff,
cigars, ané sSmoXing tobacco.

Scurce: Tobacce Institute, The Tax Burden on Tobaccce, Januiry
1985, £©. 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 {Hawaii, 1Idaho, 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 tobacce 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 ancther 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



132

world would not be enacted at any level. However, if such a tax
is going to be cnacted, its unfortunite 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 INSTRUMEN13 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
legisiation. Both economic theory and the precedents estab-
lished by the states which tax these products suggest that
different tax rates shculd be applied to chewing tobacco and
snuff,

Simply put, a uniform excise tax on smokeless tobacco
would 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 rold 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 tou pay up to 48 cents per package in federal
taxes, whereas snuff users would only pay about 32 cents in
taxes. The corresponding figures for a 32 cents per ounce (or
part thereof) excise are 96 cents and 64 cents, respectively.
These taxes range from 72.4 percent to 138.8 percent of the
manufacturers' list price for chewing tobacco, and from 64.0

ercent to 128.C percent of the manufacturers' list price for
P P
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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 difficuit 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-eguivalent tax for lcose leaf chewing tobacce

would be 1lower, however. For the total taxes on a 3-ounce pouch



135

to represent the same percentage of list price as for a l.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 sum, a classified excise tax i1s 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 an Chewing Tobacce and Snuff

State Tax Rate

Alabama 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;

5/8 ounces - 1 1/2 ounces, 2 cents;
1/2 ounces - 3 ounces, 2 1/2 cents;
ounces - 5 ounces (cans, packages,
gullets), 3 cents;
ounces - 5 ounces (glasses, tumblers,
bottles), 3 1/2 cents;
ounces - 6 ounces, 4 cents;
Over 6 ounces, 1 cent for each ounce or

fraction thereof.

wr w w N

Arizona Chewing Tobacco and Snuff: 2 centsper ounce or
major fraction thereof.
Plug Tobacco: 1/2 cent per ounce or fraction

thereof.

Arkansas 16% of manufacturers' invoice price.

Hawaii 40% of wholesale price.

Idaho 35% of wholesale price.

Icwa 10% of wholesale price.

Kansas 10% of original inveize price from manufacturer
to wholesaler.

Minnesota 20% of wholesale price.

Mississippi 9/16 cents for each 5 cents or fraction thereo:
of retail price.

Montana 12.5% of wholesale price.

Nevada 30% of whglesale price.

North Dakota "11% of wholesale price.
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TABLE 5

State Tax Rates on Chewing Tobacco and Snuff (Continued)

State Tax Rate

Oklahoma . Chewing Tobacco: 30% of factory list price.
South Carolina S% of manufacturers' price.

Tennessee 6% of wholesale price.

Texas ‘

25% of factory list price exclusive of any
trade discount, special discount or

deal.
Utah 25% of manufacturers' price.
Vermont 20% of distributors' price.
Washington 48.15% of wholesale price.
Wisconsin 20% of wholesale price.

Source: Tobacco Institute, The Tax Burden on Tobacce, 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 wuser 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 faitl
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.



FIGURE 1. EXCISE TAX: PERCENTAGE CHANGE OVER RETAIL PRICE
(32¢ per ounce tax on smokeless tobacco)
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FIGURE 2. HOUSEHOLD INCOME: SMOKELESS TOBACCC USERS
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STATEMENT OF MAX LOYD, PH.D., PROFESSOR OF AGRICULTUR-
AL ECONOMICS AND RURAL SOCIOLOGY, CLEMSON UNIVERSI-
TY. CLEMSON, 8C
Dr. Loyp. Thank you, sir. Mr. Chairman and members of the sub-

committee, I am Max I. Loyd, professor of agricultural economics

at Clemson University, and [ 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 X cents on October

I, I will refer to any tax above ¥ 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 opposing 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 CHArre. Did you give us a full paper? [ have the summa-
ry, but I can’t find the full paper.

Dr. Loyp. Yes; I did. 1 have other copies if someone needs one.
Those points are mentioned, and so [ 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 it 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 & cents a
pack. Again, I have done some more homework since I prepared
that written testimony, and 1 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.
T0
THE SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT,
OF THE SENATE FINANCE COMMITTEE
ON
THE EXPIRING CIGARETTE EXCISE TAX
September 10, 1985

Mr. Chairman and members of the Sub-Committee, I am Max 1. Loyd, Professor of
'
Agricultural Economics at Clemson !'niversity. Thank you for the opportunity to present
comments on cigarette excise taxes.

' Economists have long recognized the economic inefficiency of excise taxes, versus
broader based taxes, as a means of raising revenue. However, for decades, cigarette
excise taxes have been a favorite vehicle for producing vevenue, by the Federal and
State governments in the U.S. Cigarettes are a natural target for excise taxes. The
tretail price elasticity of demand for cigarettes is about -.5, so a ] percent tax
induced price increase conly reduces 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 zbout 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 1'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 versis 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. 1 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 1s that smaokers are subsidized by non-smokers
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 geoneralities. Further, evea if you accept the numbers, the cost figures claimed
appear to ignore the cost of alleged "smoking ailments' that are doran by smokers
themselves.

Other testimony will pursue the smoking-health issue in more depth. It will be up
to you a5 .ommittee members to decide whether alleged smoking related health care costs
to non-smokers, justifies further interference with the matket via an increased Federal
excisa tax. At best; mors sound, scientific research is needed on this subject.

State and Munticipal cigarette excise taxes amount to about $4.5 billion annually.
These e4cise taxes will 1ncrease overall -- with or without continuation of the 16 cent
par pack Federal tax -- but the incraase im state taxes will obviously be greater if the
Federal tax reverts to 8 ceats per pack as scheduled. The various claims concerning
smoking related health care costs do not appear coavincing enough to justify a Federal
cigarette excisz 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 ceats per pack is a tax
increase, So I'11 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 reveuue 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 zents 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 Lillion.

Another sericus problem with cigarette excise taxes is their regressive natuce
Low income consumers are taxed at a higher ;2rcentage of income than high income
consumers. This is so obvious it hardly nreds 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 smakers, but we shoulf also consider the impact on tobzcco producers. In
1962, most producers of quota tobacco were fairly optimistic about prospects under the
no-net-cost legislation -- even though producers of other farm preoducts were not
required to shoulder such a burden. But subsequent events, including the temporary
doubling of the Federal cigare%le excise in 1983, have resulted in no-net-cost tobasco
loan stocks of crisis proporticns. 1 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 Daniel A, Sumner and Michael X, Wohlgenaut at N.C. State
University estimated that the 1953 Federal excise tax increase reduced the amcunt of
U.S. tobacco used by dorestic cigarette manufaecturers 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 willion pounds for burley. For the 33 month pericd of
the tax increase the total reduction in use would amount to about 59 million pounds of
flue-cured and 55 million pounds burley. Thist 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 1982, of about 59 million pounds of flue-cured and 55
million pounds of burley, (for a total of around 128 million pouuds of flue-cured and
110 milliorn 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 rore than 360 millicn pounds
and have reduced burley stocks by about 180 million pounds. [his has resulted in
accumulated CCC loaa 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 affec%°d company purchases
on this year's flue-cured markets. Cranted, 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
assessments. Their already desperate situation will become worse before the probleas
are solved. As pointed out above, continuation of the temporary 1983 Federal excise tax
increase will add consideradly to their burden.

This committe. should seriously consider the fundamental economic inefficiency and
trequity of excise taxes in general, versus the vaiidity of alleged smoking related
health care costs to con-smokers. Theé 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 that will be collected, amounting to around l5.4 cents
per pack or more; the available evidence dces not appear to justify a Federal cigarette

excise tax of more than 8 ceats per pack.
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STATEMENT OF KENNETH E. WARNER, PH.D., PROFESSOR AND
CHAIRMAN, DEPARTMENT OF HEALTH PLANNING AND ADMIN-
ISTRATION, SCHOOIL, OF PUBLIC HEALTH, UNIVERSITY OF
MICHIGAN. ANN ARBOR, Ml

Dr. WagrNER. 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. WarRNER. Thank you, sir. My analysis derives from research
on how cigarette consuinption 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 fully 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 $29. For a low-income individual with an
income of 810,000, 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 tie 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 te § 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 found 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 CHarek. 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
or HEALTH PLANNING AND ADMINISTRATION, ScHooL oF PuBLic HEALTH, UNIVERSI-

TY OF MICHIGAN

1 an an econozist. Over the last ten years, my research has focused on
a wide varfety 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.

1 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. Iwill 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 15 as follows:

(la) 1f the tax 1s permitted tc fall back to eight cents per pack, up
to twomillion Americans will be induced to initlate or continue smoking
habits when, absent the tax decrease, they would not have started or would

have quit. Of particular importance, up to half s million teenagers, or one

willion 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 hadbit, this means that the

halving of the tax will be responsible for causing approximately 500,000

Americans to die prematurely. Currently, between one in four and one in

three smokers dies from » smoking-related illness.
(1b) 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

Avericans will be avoided. 1If the excise tax i1s doubled, to 32 certs per

pack, an estimated 3.5 million Americans, including almost two million young
people, will quit or not start swoking.

(1c) The adbove 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, 1In the intervening 34 years, inflation has eroded the value of the
tax to about one-fourth of fts real value in 1951. Sioply 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 Cedts 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 retall 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 vith the increase in the federal tax to 16 cents, the total tax share
of retall 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 helf decades.
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(3a) Propcnents of decreasing the tax emphasize that the excise tax is
regressive, fmposing 8 larger relative burden on lower-incowme Americans.
While there is scome truth to this, the generalization obscures several
fmportant considerations. One i{s that lower-income people are probably
relatively more responsive to price changes; this is suggested by research
undertaken both in England and the t'nited States. Consequently, a price
fncrease will encourage more low-income people to quit or not start smoking,
while a price decrease, which would follow a8 tax decrease, would cause more
low-income penple to swmoke. Thus, while a tax decrease would decrease the
tax burden on low-income people, it would increase their swmoking, thereby
substantially {ncreasing the economic and health burden of smoking over
their lifetimes. Recognizing that cigarette smoking is addictive, we must
acknowledge that any policy than encourages wmore poor people to smoke s
likely to impose a8 wuch greater econcm!~ burden on them than a tax that
discourages them froc 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 {s certainly not inconsequential, the relative change in
the burden of the tax scross rich and poor smokers obviously will be minor.
This relative burden is what matters in considerations of regressivity.

(3c¢) 1f Congress' concern is with tax equity, revenues from an
increased cigarette excise tax could be returned to the poor through a
ad justments 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, a tax increase would also help many poor and
young people to‘avoid becoxing chained to an expensive and ul timately
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
Tcbacco Excise Taxes, BHarvard Institute for the Study of Smoking Behavior
and Policy, Washington, April 17, 1985.

1 am grateful for the opportunity to present this testimony.
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Introduction

Traditionally, legislatures enacted excise thes to raise revenues or
to mske a statement about the "mor2lity” 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 Cocate, 1982; Lewit, Coste, and
Grossman, 1981; Warner, 1982, 1984). Furthermore, public health
professionals are including excise taxation as an essent{al 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)f

The current debate on the federal cigarette excise tax ls.;imely in the
context of both its revenue and consumption ~- and hence health — implica-
tions. Regardirg the former, both Congress and the Administration are

searching actively for ways to diminish the swollen federal budget deffcit.

* 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 incent{ves (wage bonuses, lottery
prizes), insurance incentives (deductibles and copayments, differential
premfums and benefits), and tax incentives (deductibilicy of expenditures on
wellness programs) to encourage health-enhancing changzes in such areas as
diet, exercise, use of gseat delts, drug use, and smoking (Warner and Murt,

1984).
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While any conceivable excise tax {ncrease cannot be construed as wmaking
more than & dent in the deficit, for several reasons this tax has taken on
dinensions disproportionate to fits possible contrlbution- For one, the
Administration's 1984 deficit-reduction package included several effective
tax increases and only one highly visible effective tax decrease -- the
decision to allow the federal cigarctte 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 s cigarette tax to offset smoking-
related Medicare expenditures (Rich, 1983). Furthermore, by being ladeled a
“user fee,” the excise can parade as a non-tax (or quasi-tax) "revenue
enhancer,” thereby mitigating the Administration's insistance on avoiding
tax increases. The political attraction i{s based too on the fact that fewer
thao a third of all adults -- the smoking population -~ will bear its
burden.

The timeliness of {nterest in cigarette consumption 1m§acts relates
specifically to the sunset provision for the current 16~cent tax, which
analysts have predicted will cause smoking to increase, and moure 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 consunption impact of a change in the excise tax
is the subject of the remainder of this paper. In focusing solely on the
consumption impacts, the paper addresses its assigned éhlrge. It should bde
noted at the outset, however, that one of the major attractions of an

increase in the federal excise tax {s 1its ability to simultaneocusly serve
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the interests of fiscal and physical health (Warner, 1984).

Price Elasricity of Demand for Cigarettes

The basis for estiwmating 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 serfes
and cross sectional dat;a (Blaine, 1983; Fujii, 1980; Lewit and Coate, 1982;
Levit, 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 {s the
figure used by the Tobacco Institute in its analyses of the fmpacts of
cigarette taxes.

Price elasticity estimation remains a difficult task. To date, no
study has successfully addressed the complex {ssues in smokers’ shifting
from high to low tar and nicotine (t/n) cigarettes, cooplicated by the fact
of nicotine regulatfon (Benowitz et al., 1983; Folsom et al., 1'9'814: Gerstein
and Levison, 1982; Xozlowski 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 {ncreases in puffing‘frequency or smoking further down
the butt, h.Ive escaped attention in all elasticity'studies. While such -
behaviors may not be relevant to a.n interest in the revenue implications of
a tax or vholesale 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 hiatory, sfze of datly habire,
etc. With the exception of the first of these, none of these factors has
been studfed in elasticity analyses, and the first has been studied only in
the context of smoking in Great Britain.

An {ssue further complicating interpretation of clasticities {s that
there 1a 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 ifmplication is that price response might be
considerably greater in the instance of price {ncreases than decreases.
Again, no study has addressed this challenging analytical problem, though {t
has clear relevance to both econoaic and health concerns. In particular, {t
is central to an assessment of both the revenue and consumption {mplications
of a change in the federal cigarette excise tax.

Finally, {t is fmportant 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, {t is particularly germane when the environment for
the behavior in question 1s rapidly changing. 1In the context of smoking,
the co;poultién of the smoking population has changed contlnuo'usly in the
past three decades (in terms of age distribution, education, :'ex aix, etc.),
80 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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seguentation (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 fmprovement in the early 1980s when Lewit and
his colleagues (1981, 1982) produced studies of both adult and teenage price
elasticities. These analyses :90k into account many of the biases that
afflicted previous studies, including multicollinearity among cigatrette
price, income, and smoking trend variasbles in time series analyses and the
effects of bootlegging on sales data in cross sectional studies. The work
by Lewit and his colleagues also has the virtue of exploring differences in
elasticities by age and sex. 1In addition, Lewit and his colleagues intro-
duced the useful innovaticn 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 consuaption
{opacts of a change in the federal cigarette excise tax. Fo;‘th!u reason,
this paper uses the elasticity estimates by Levit et al. to estinate 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
:cheduléd, and increasing, the tax to’'24 cents or 32 cents. Thirty-two cents
—— a doubling of the current tax — i3 approximately the level that would be
required simply to maintain the resl value of the tax at its value in 1951,
the last time the tax was permanently increased. Twenty~four cents

represents an intermediate increase eqQual in msgnitude, 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 {n
Table 1. Not presented are the researchers' finding that elasticities vere
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 {mplica-
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 desfigned 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
consarvative. Larger elasticities would translate into larger consumption
{mpacts.

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 hsve smoking habits that are less well-
defined and of shorter duration, implyfng less habituation or addiction and
hence the potential for more price responsiveness; (2) younger people wmay be
sore inclined to start smoking as the result of a price decrease than would
be older adults, as discussed earlier; (3) on average, ycunger 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 vhile that of adults s inelastic.

One of the most {mportant findings in the estimates of Lewit et al. {s



160

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 nonsigniftcant, while all
but one of the ﬁ;rc!cipation elasticities are signiffcant. The absence of
apparent daily consumption response seems counterintuitive. Ome 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
i5 perhaps the most obvious response. It is possible that anomalies in
smokers' reporting of their datly 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 iamply
an absence of price response by continuing smokers. For purposes of this
paper, however, the nonsignificance of the dafly quantity elastfcities will
. 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.

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 pric; of
cigarettes falls by the same amount, average price will fall by 8.5 percent.
1f, 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 Elasticitfes Calculated by
Lewit et al. (1981, 1982)

- Elasticities
Quantity per day
Age Group Total participation? per smoker
1) (2) 3

12-17 ~1.40% -1.20¢ -0.25°
20~-25 -0.89* -0.74% -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

8 prevalence elasticity. Reflects the decision of whether or not to smoke
at all.

b Iaplied from total and participation elasticities.
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percent, respectively." bl Applying the elasticity figures from columns
(1) and (2) of Table 1 faplies that the expected percentage changes in
consumption would bde those presented in Table 2. ’

Two caveats are essential at this point. One relates to the assumption
that price vill 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
* {fncreases and decreases may differ, with tax decreases not producing
commensurate decreases in price. This conjecture suggests collusive
behavioy, 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 retall price, wmitigating
increases in cigarette consumption.

The second caveat relates to the issue of asymmetrical consumption
price response discussed above. If it {s true that responié.to a price
decrease is less elastic than response to a price increase, then symmetrical
application of the elasticities from Table 1 will bias upward the estimate
of consumption increases associated with a price decrease and downward the

estigate of consumption decreases associated with a price increase. In

* The denominator is calculated at the mean of the pre~ and posk-tax change
prices.

a* Obviously we are employing an assumption that sll other things remain

equal., Changes in cigarette production and distribution costs and in state
and local excise taxes will also affect cigarette price. Here we are con-
cerned exclusively with the consuamption 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, wvhile those for the
16~ and 24-cent increases would be too seall (in absolute value),

We will return to this poesidility below. For nov, however, we will
assume that a tax change will be reflected in a commensurate change in
retail price and that price response is synmetrical and asccurately
represented by the elasticities estimated by Lewit and his colleagues. In
this case, the figures in Table 2 represent expected percentage changes in
consunption.

Table 3 presents estimates of the numbers of smokers in esch age
category studfied by Lewit et al., as well as older teensgers (18-19) and
older senfor citizens (754). Also included in the Table are estimates of
average dsily consumption i{n each group and the group's total annual con-
sunption. Combining these with the percentage changes in Table 2 produces
estimates of the quantitative charnges {in numbers of smokers and each age
group's annual consumption. These estimates are presented in Tadble 4,
arranged to look st each effect ({.e., participation and total consumptfon)
across the three slternative tax changes. Estimates for 18-19 .y.ur-olds and
the most elderly adults (75+) are calculated as described in the footnote to
Table 4.

From Table 4 we see that 1f 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 {f ‘the tax vere to
reaain at- 16 cents. This n:-umber {ncludes both people initiating smoking
habits and continuing smokers who would have quit abdsent :h-e econoaic prod
to continue. Awong the 1.9 million are more than 460,000 teenagers who

would begin or continue smoking as 8 result of the tax decrease. Adding in
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-Table 2. Expected Percentage Changes in Cigarette Consumption

Resulting from Changes in the Federal Cigarette Excire Tax

8-cent Decrease 8-cent Increase 16~cent Incresse

Partici- Partici- Partici-
Age Group Total pation Total pation Total pation
12-17 11.9 10.2 -11.1 -9.5 -2t.1 ~-18.1
20-25 7.6 6.3 - 7.-07 -5.9 -13.4 -11.2
26-35 4.0 3.7 - 3.7 =3.5 - 7.1 - 6.6

36-74 3.8 1.3 - 3.6 ~-1.2 - 6.8 - 2.3

All adults
(20-74) 3.6 2.2 - 3.3 =-2.1 - 6.3 - 3.9
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Table 3. Estimated Numbers of Smokers, Average Daily and Annual
Consumption by Age, 1982

Average Daily Con- Total Annual Con-

Nunber sunption of Smokers  sumption of Group
Age CGroup Smokers? (Percentage) (# cigarettes) (# cigarettes,
billions)©
(€D (2) (&)}
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

% Age group population figures were taken from 1982 estimates by the
Bureau of the Census. Smoking participstion data, provided by.the Office on
Smoking and Health, DHHS, 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) 1n wvhich 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 H1S data and the studies by Lewit et al. differ
slightly. The H1S rate for 20-24 year-olds was used for 20-25 here.
Similarly the HIS 25-34 rate was used for 26-35. HIS dbroke down rates for
over=-35 {nto 35-44, 45-64, and 65+. In the present Table, a rate somewhat
higher than the 65+ rate was used for 65-74 year-olds and a lover rate for
754, the two yielding the HIS rate for the entire 65+ group. Each of these
adjustoents 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 datly consumption figures for teenagers vere 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 senfors’' drug use. Fcr adul ts, the figures
vere estimated from the Census and the 1983 HIS, supplemented by data pro-
vided by NCHS from a 1980 telephone poll of the RIS. The latter yielded
detailed averages of dally 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 fnterpolations. 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 fmportant to keep in mind, as noted in footnote ¢ below,
that self-reports of datly consumption fall well below objective neasures of
consumption. As is discussed in the text, the statistfical nonsignificance
of the daily consumption elasticities makes examination of tax effects on
the daily use variable largely a qualf{tative exercise anywvay.

¢ 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.
sookers 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 Tax®

Age Group 8-cent 8~-cent 16-cent
Decrease Increase Increase

Change in number of smokers (thousands)

12-17 + 33 - 31 - 5%
18-19 + 130 - 121 - 231
20-25 + 608 - 565 -1,080
26-35 + 513 - 478 - 9
36-74 + 345 - 321 - - 612
75+ + 13 - 12 - 23
Total +1,943 - 1,808 -3,451
Change in aggregate cigarette consumption (# cigarettes, billions)

12-17 + 2.3 - 2.1 - 4.0
18-19 + 1.0 - 0.9 - 1.7
20-25 + 4.8 - - 4.5 - 8.5
26-35 + 4.1 3.8 - 7.2
36-74 + 8.2 - 7.6 -14.6
75+ + 0.2 - 0.2 - 0.4
Total® +20.6 -19.1 -36.4
a

The percentage changes for 36-74 year-olds have been applied to the
oldest group of adults (75+) as well. Smokers in this age bracker nay be
more confirmed smokers than younger adults, perhaps implying less price
response, but they are also l1ikely to be poorer on average, implying more
response to & price change. PNote that these sumokers constitute less than 2
percent of the mmoking population. For 18~19 year-olds, percentage changes
midway between those of 12-17 and 20-25 year-olds have been 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
consunption changes directly. This results from the estimation procedure
for the different elasticities used by Lewit et al.
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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 {f the
tax decrease takes effect.

An eight-cent tax increase would have 2 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 l6-cent
increase in the excise tax, bringing the real value of the tax close to its
value {n 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
@illion young adules 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 tilustrates a

fundamental conclusion of this analysis: The overall relative consumption
fmpact of conceivable tax changes {s 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
subs_tangul effects in terms of absolute magnitude. -This is readily
{1lustrated by the fact .that, 1f our assunptions hold, an efght-cent tax
change will alter the size of the smoking population by less tha'n 3.5

percent, but that 3.5 percent represents almost 2 million Americans.

The impacts of tax-induced consuomption changes are of most imoediate
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ifmportance in the population of middle-aged and older adults, because these
are the indfviduals most prone to experience smoking-related fllness. 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 {f the federal tax is changed.

In the long run, the toll of smoking 1-'iied to the smoking practices
of the youngest generation. There 16 a widespread consensus that the
ultimate conquest of smoking-induced {llness can come only from preventing
the onset of smoking in the teenage and early adult years. 1In thie regard,
the elasticity studies of Lewit et al. and their translation {nto aumbers of
smokers are part(culnrlyrzmportant. 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 l6-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 1s 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 pléuslble 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 {f the federal tax drops frowm 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 decresse would
encoursge a smaller number of adults to start, resume, or continue
szoking; the 8- and l6-cent {ncreases would encourage larger num-
bers of adults to quit. As there {s no a priori reason to assume
that smoking by teenagers would be asymmetrical in a given direc-
tion, no obvious ad justment of teen response would be called for.
If participation response were symmetrical but price was sticky
downward, the estimated increases {n smoking prevalence would have
to be reduced to the extent that the 8-cent tax decrease was not
passed on to consumers. This would apply uniformly to teens and
adults.

If price was sticky downward and adult participation was asym-
metrical, the Iincreases in smoking prevalence associated with the
8-cent tax decrease in Table 4 would clearly overrepresent the
consumption fmpact for both teens and adults and might have to be
reduced substantially. Conversely, the Table 6Aéecreases in
smoking associated with tax fncreases would have to be increased

for adults.

Lack of substantial empirical evidence on efither of these {ssues makes

it {mpossible to translate the directional adjustments indicated above into

specific numbers. It is important to emphasize, hovever, that except in the

case of no drop in retail price following a tax decrease, the qualftative

findings of the analysis wuld hold: an 8-cent tax dec}eaue 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 ot thousands, and likely miilions, of Americans to quit smoking

and, fn the case of youngsters, not to start.

Heslth Implications. The ultimate fmportance of tax-induced changes in

cigarette consumption lies in their health consequences. No formal assess-
ment of the health impact has been undertaken for purposas of this paper.
Rowever, the fact that one lifelong smoker of every three or four dies from
a smoking-related f{llness can be used to produce some "ballpark”™ estimates
of the mortality implications of the contemplated tax changes. For example,
ﬂ’. ve assume that one of every four tax-induced quitters (or nonstarters)
vould have died from smoking, and if we adopt the assumptions used to
generate Tables 2-4, the eight~cent increase wuld be credited with averting
the luokln;-lnduced prenature deaths of 450,000 Americans. The 16-cent
increase w\;ld avofd 860,000 premature deaths. By contrast, if the eight~
cent tax decrease takes effect and the above assumptions hold, over 480,000
Axericans will die prematurely as a result of their tax-induced initiation
or continuation of smoking habits. On average, these victims of swoking
will die more than t.u: decades earlier than they wuld have if they had quit
suoking or never lurted.. .

As with the consunption estimates, these numbers are sensitive to
seversl assumptions, including those relating to pricing and symmetry of
price response. Also important is recognition that wedical practice and
technology may improve in the future to the point that many now-fatal heart

and lung diseases and cancers will become curable. Tp the extent that this

* The author and a8 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 saviogs of a tax increase or the deaths
resulting from a tax decrease will be diminished. Morbidity fmplications
are less obvious, as avoidance of death as a medical outcome can translate
i{nto increases in experienced {11lness and disabil{ty.

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 ia people 35 years of age or younger; nearly a quarter of all
responders will be teenagers. If price responses as asymmetrical, as
discussed earljer, a still larger share of smoking inftiatfon associated
vith 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 assocfated with a tax decrease, or of the premature
deaths avoided as the result of a3 tax fncrease, 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~tera
fututg; but it is only a fraction of the totals given above. For exaample,
according to Table 4 close to &8 third of amillion Americans aged 36 and
older would quit seoking {f the federal excise tax were raised 8 cents; over
630,000 would quit 1f 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 twd decades.

It 1s fmportant to emphasize that all of the nusbers in this section
are intended to be 1llustrative only, indicative of the order of magnitude
of the health benefit that wuld follow a tax increase, or of the death toll
that would result from a tax decrease. The qualitatively important conclu-
sion {s that tens of thousands of Ameriians will die presaturely {f 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 1llness 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 nonsigniffcant. 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 real, may be an
historical quirk, reflective of an era in which sumoking's popularity among
women was growing rapidly. If this {s correct, a new study, using 1985
data, well oight find women's price response approaching that of men. Two
implications deserve emphasis:

(1) If the apparent_difference ‘in price response is Teal and persists
today, the smoking prevalence and mortality changes estimated in
this paper would derive mostly from changes in suoking behavior by
aen. .

(2) 1f 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 ;f smoking change and hence the mortality {mplications

that wuld result from tax changes. The estimates by Lewit et al.

of men's price elasticit{es 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 & function of the price level, particularly in

{ts relation to income levels. When price i{s high relative to & country's

or a group's income, a component of price response is income effect; that

ts, 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 1like

England in which price is higher and income lower. It l;po explains

Townsend's (1983) finding that the absolute value of price elasticicy is

inversely related to social class in England. A similar explanation applies

to the conclusion of Lewit and his colleagues that American teenagers have

higher price elasticities than do adults, and that younger adults are more

responsive than older ldultl-. Two additional 'mplications derive froa

consideration of fncome effects:

* The income effect 18 not intended to serve as the entire explanation of
the differences in elasticities. Young people's smoking habdbits are less
vell-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) 1t is quite possible that, as Townsend observed in England, lover
soc{oeconomic 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 {nduce relat{vely larger proportions of the poor to
forgo smoking.

(2) The tnelasticity of demand for cigarettes {n the U.S. 1is
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
aight rise as well. In that circumstance, further price increases
or decreases would be expected to have proportionately larger
effects on cigarette consuamption and hence, ultimately, on the
burden of smoking-related ifllness.

Finally, consideration must be given tec the effects ot‘.lnflation on
real cigarette price and thus on the prevalence of smoking. Durtng the more
than 30 years of {ts existence, due to inflation the 8-cent federal excise
eroded to only 2.5 cents f{n constant 1951 doller value. The doubling of the
tax in 1983 restored the tax to only about half of {ts real value in the
early 1950s. Similarly, legislating any tax change in 1985, whether an
increase or a aecrease, wvill be tantamount to legislating an effective .ux
decrease in ensuing yesrs, unless provision is made for inflation-
compensating tax increases. This could be accomplished by shifting
cigarette taxation to an ad valorenm basis or indexing the tax rate to the

general price level or a price index for all cigarettes (Toder, 1985). tThe
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importance of this 1s that even though a tax boost in 1985 would discourage
smoking, without sn fnflatfon adjustment the eroding value of the new tax in
1986 and later years would encourage people to start or maintain cigarette
habits.

This {s not merely an scademic consideration, since tax (s a
substantial percentage of retafl cigarette price. At the present time,
federal and state excise taxes constitute 32 percent of average retail price
natfonvide. Even with the doubling of the federal tax in 1983, this
percentage represents an historically low ‘Eigure. During the two decades
from 1954 through 1973, the tax share of retail price was never less than
46.6 percent. An effective moratorfum on state tax 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. 1Its 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 §s difficult to think of many
policy measures that could have a comparadble 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 eradfcate
snoking nor even el iminate a large proporiion of {t, at least for taxes on
the order of magnitude discussed here. But {t m;y be precisely that .
inelasticity that wakes a tax increase a viable public policy option at
present, because it assures that a tax increase vill generate a revenue
increase. No one wants to see government fundamentally dependent on

cigarette excise tax revenues, but the situation {n America is far from this
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possibilicy: the federal excise tax constitutes well under one percent of
all federal revenues.

In 1985, increasing the federal cigsre:te~excise tax offers several
attractions. It promises to increase federal revenues, especially in the
short run. It will discourage a large number, {f & small percentage, of
adults to give up thelr smoking or not to start. And it will discourage
both a large number and a significant percentage of young people froo
starting or continuing to smoke. The legacy of a tax increase would be &
significant contribution toward the realization of a smoke-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 SCO'YT, DIRECTOR, RHODE
ISLAND DEPARTMENT OF HEALTH, STATE OF RHODE ISLAND,
PROVIDENCE, RI

Dr. Scorr. Thank you. My name is Denman Scott. I am director
of the Rhode Island Department of Health, and 1 welcome this op-
portunity to address the committee. I would cer.ainly like to ap-
plaud the Senators for their initiatives in this area and would echc
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 amn. And I think I am symbolic of that linkage, being a
public health professional. If we linked the suffering and death at-
tendant to smeking 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 possibre
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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TESTIMONY OF H. DENMAN SCOTT, M.C., M.P.H.
CIRECTOR, RHODE [SLAND DEPAQTMEN} OF HEALTH
ON SENATE BILL NO. 874
SEPTEMBER 10, 198S
J.S. SENATE FINANCE COMMITTES
SUB-COMMITTEE ON TAXATION AND DEBT MANAGEMENT

PO0M 215, TIRKSON SENATE CHEICE Buli JING

i WOULD ILIKE TO THANK YQU FOR THE OPPORTUNITY TO TESTIFY
HERE TOOAY IN SUPPORT OF SENATE BILL NO. 874.

THE PUBLIC HEALTH COMMUNITY IS FIRMLY IN SUPPORT OF THIS
Bi'i BECAUSE OF 178 POTENTIAL TO REDUCE CIGARETTE CONSUMPTION.
AGREE WITH THE UNITED STATES SURGEON GENERAL, DR. EVERETT KOOPR,
WHO HAS STATED THAT “CIGARETTE SMCKING ]S THE CHIEF, SINGLE
AVOIDARLE CAUSE CF DEATH IN OUR SOCIETY AND THE MOST IMPORTANT
PUBL 1 C HEALTH [SSUE OF OUR TIME.” | FEEL THAT WE HAVE A
REGPONSIBILLITY TO DO EVERYTHING IMN OUR POWER TC DISCOURAGE AND
EVENTUALLY ELIMINATE CIGARETTE SMOKING.

RESEARCH BY KENNETH WARNER AND OTHERS INDICATES THAT
INCREASING CIGARETTE PRICES BY 10 PERCENT LEADS TO A 4 TO S
PEPCENT DECREASE I[N THE AMOUNT CONSUMED. M™MORE IMPORTANTLY, THIS

TEFELT 'S EVEN QTRONGER AMONG TEENAGERS . THE GROUIP WE ARE MOS?

mnm

INYERESTED I[N REACHING. IN THIS GROUP, A 10 PERCENT PRICE
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INUCREASE COULD RESULT IN A 14 PERCENT DECREASE IN CONSUMPTION.
ANDD MOSY OF THIS DECREASE -- ABOUT 85 PERCENT -- WILL RESULT FROM
TEENAGERS MAKING THE 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 I[N 31 HIGH SCHNOILS ACROSS OUR STATL.

WE GISCOVERED SOME DISTURBING TRENDS. 8Y THE TWELFTH GRADE, 21
PERCENT OF THE MALLES AND 30 PERCENT OF THE FEMALE STUDENTS WERE
EMOKING ON A REGULAR BASIS.

YEMBERS OF THE COMMITTEE, [ SUBMIT TO YOU THAT IF 30 PERCENT
OF OUR YOUNG WOMEN ARE SMOKING, THEN WE NEED TO ADMIT AT LEAST
PART 1AL FAILURE IN OUR ANTI-SMOKING EFFORTS. WE NEED TO DEVISE
NEW STRATEGIES FOR REACHING TOMORROW'’S CITIZENS WIVH THE MESSAGS
Orf SMOKING’S HEALTH HAZARDS.

REACHING OUR YOUNG PEOPLE 1S CRITICALLY IMPORTANT. WE KNOW
THFE MOST COMMON TIME FOR STARTING TO SMOKE [S (N JUNIOR HIGH
SCHOOL. RECENT EVIDENCE INDICATES THAT THOSE WHO START SMOKING
AY SUCH AN EARLY AGE ARE PARTICULARLY VUILNERABLE TO DEVELOPING
LUNG CANCER LATER IN LIFE. THIS RISK CAN BE REDUCED BY UP 70 20
PERCENT IF THE ONSET OF SMOKING 1S DELAYED UNTIL THE EARLY
TWENTIES.

A BTRATEGY THAT MANY RESEARCHERS, SCIENTISTS, AND PUBLIC
HEALTH PROFESSIONALLS AGREE HAS A HIGH CHANCE FOR SUCCESS 1S THE
ONE THA1 1S BEFORE YOU FOR CONSIDERATION TODAY. INCREASING THE
FENERAL EXCLISE TAX FROM THE PRESENT 16 CENTS TO 32 CFNTS MEANS
1HAY1 THE PRICE OF A PACKAGE OF CIGARETTES IN RHODE I[SLAND WILL

[NCREASE FROM $1.03 7O $1.19. THIS REPRESENTS A PRICE INCREASE
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07 15% PERCENT AND COULD REDUCE CIGARETTE CONSUMPTION AMONG
TEENAGERS BY ALMOST 22 PERCENT. IN ADULTS, CONSUMPTION COULD BE
REDUCEN BY &Y% PERCENT.

: THINK THESE REDUCTIONS ARE MEANINGFUL AND WORTH PURSUING.
THE ALTERNATIVE STRATEGY -- TO ALLOW THE CIGARETTE TAX TO 8%
REDUCED BY 8 CENTS AS OF OCTOBER 1 -- WOULD ENCOURAGE INCREASED
CONSUMPTION OF CIGARETTES AND, IN MY OPINION.: 1S AN UNACCESTAB.C
PUBL 1C HEALTH OPTION.

BOTH THE F 1RST AND SECOND RHODE ISLAND STATE HEALTH PLANG
HAVE CAILLED FOR INCREASES IN EXCISE TAXES ON CIGARFTTES AS WELL
AS ALCOHOL IN ORDER TO DETER CONSUMPTION. WE FEEL IT’S A VERY
SENSIBLE STRATEGY. [N FACT, | URGE YOU TO ENACT REGULAR PERIODIC
GUBSTANTIAL 1AX INCREASES ON CIGARETTES. SUCH INCREASES ON A
REGULAR BASIS HAVE BEEN SHOWN TO BE MOST EFFECTIVE IN DETERRING
LONSUMPT 10N, ESPECIALLY AMONG YOUNG ADULTS AND TEENAGERS.
ADDITIONALLY, 1 FEEL IT 1S 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 10 REDUCE THE PREVALENCE OF CIGARETTE SMOKING IN
THIS COUNTRY, WE NEED TO DO MORE THAN RAISE TAXES ON CIGARETTES.
WE NEED 70 IMPROVE OUR GCHOOL HEALTH EDUCATION PROGRAMS AND
EOUCATE THE PUBLIC ON THE RISKS OF SMOKING AS FULLY AS POSSIBLE.

CURRENTLY LESG THAN 5 PERCENT OF OUR HEALTH DOLLAS 1S USED
FOR HEALLTH PROMOTION AND DISEASE PREVENTION ACTIVITIES. | WOULD
LIKE TO SUGBEST TG [HIS COMMITTEE THAT IT CONSIDER ALLOCATING A
PORTION OF THE PROPOSED TAX [NCREASE TO HEALTH PROMOTION AND

DISEASE PREVENTION PROGRAMS. CERTAINLY ALLOCATING A PORTION OF
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18 PAX INCREASE TO SUPFORT THE MEDITARE PROGRAM IS A LALDABLE
GOAL s WHICH | SUPPORT.  BUT WOULNDN'T 17T MAKE SENSE T ALSC PUT
MOKE SOLT ARS INTO THE EFFORT 10 FREVENT THE MAOR CHRONIC
DIS-ABEE THAT ARE ABSORBING S50 MANY MED[UCARE DOL!I_ARS TODAY?

HEAL T PFROMOTION ANL DIGEASE HREVENTION ACTIVITIES FNCOMPASS
A WIDE VARLETY OF 2ROGRAMS, [NC . HUDING Wi NESS CHECRS, HFA. T
CUREENING s SUHOOL HEALTH o JUCATTONA] AROGFAME. . AND OTHERS. IN

RHOOE 151 AND, WE FEEL WE HAVK MACE A 150080 BEGINNING IN

a

EGTARL JERING THESE RROGRAML. . RBUT THERD 'S MUCH MORE WE WOULD LIKE

r

TO DO ~- PROGRAMS WE ARE CURRENILY UNABLE 7O PROVIDE DUE 10 A
iACx NF FLINDING

MOLT RZOPLE ARE AWART THAT MOST 'UNG CANCER 18 CAUSED 8Y
LLGAQETTE SMOKING. BUT MANY AMERICANS DON'T RIZALIZE THAT 30
CTROEND OF ALL BEART JISEASE CEATHS ARE ALSGC DIRPECTLY RELATED TO
CIGARETTRE USE. SMOKING 1S aL50 RESHIONSIE € FOR DEATHS FRUM OTHER

TUOYRES OF (CAN(ER, RESPIRATORY DISEFASE, FIRSS AND ACCIDENTES, AN
SGTIMATEN 4,000 INFANIS DIE EACH YEAS RECAUSE THEIR MOTHERS
GMOKED WHILE FREGNANT .

(N FACT . SMOY ING ACCOUNTS FOR AN ESTIMATED 300.000 DEATHS
fACH YRAR [N THE UNITED STATES. THIS [S THE FEOUJIVAILENT OF 750
ch 2 CUMEO ATRLINERS GOING DCWN EACH YEAR WITH 400 PERSONS ON
3NARD AND NO SUPVIVORS,

CMOFING 16 AL SO RESPONGIBLE FOR DRISEASES SUCH AS EMPHYSEMA
WL CANSE YEARS OF DISEBIL ITY AND SUFFERING FOR THELIR v.CTIMS,
CARTNG COR THEGE ENFORPTUNATE INDIVINDUALS ADES. A LAFGE BHRTEIN TO
0N MEDLICAL AND SULTAL SHUPFORT SYSTEMS . AS A RIJMANE SOCIFTY . wE

ARE (OMMITTED D {ARING F O THESE INDIVIDUALS . SUT WOULON'T 1T
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S8 SENSIBLE - ANO MORE HUMANE - TO TAKF STEPS NOW SO0 THAT OLR
CHILOREN IN FUTURE YEARS WIlLI. NOT BE FACED WITH CARING FOR A
LARGE ELDERLY POPULAIION DIEABLED BY SMOKING RE_LATED AND
PREVENTABI £ DISEASE?

IN CONCLUSION, | URGE YOUR SLPPORT FOR SENATE BILL NO. &74
AND RECOMMEND YOU ADOPT ANNITAL TAX [NCREASES THAT WOULO CREATE A
STRONG DETERRENT TO CIGARETTE PURCHASE . I AL SO REQUEST THAT YOU
ALILOTATE A PORTION OF THIS TAX TO A HEALTK PROMOTION AND DISKASE
FREVENTION FUND. ! BELIEVE THAT THESE TWO MEASURES TAKEN
TOGETHER Wl GO A ILONG WAY TOWARDS REDUCING THE PREVAILENCE 0OF
LiGARET T SMOKING AND CREATING A HEALTHIER AMERICA.

THANK YOUu.
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STATEMENT OF K. PAUL KNOTT, CHAIRPERSON, SECTION ON
PUBLIC HEALTH EDUCATION, AMERICAN PUBLIC HEALTH AS-
SOCIATION, WASHINGTON, DC

Mr. Knorr. 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 méve 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 REp Cross, WaAsHINGTON, 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 aré 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 32¢. 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 fcr 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
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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 arc 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 requived 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 Octcber. 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 raduction. 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 rhat minorities will be adversely affected by
raising the excise tax. It is a fact, however, that the health
status of minorities, especiali& 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, we view any decrease
in the smoking behavior of minorities as beneficial to their
morbidity and mortality.

Our concern todayl 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. Nok only are they smoking y~unger, 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 thnirties, 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
swoke during pregnancy are, on rhe average, 200 grams or 7
ounces lighter than babies born to comparable women who do not
smoke. This difference is a direct effect of smoking and is
not produced by diminished intake of caliories or specific
nutritional components. It is now believed that the
retarda%ion in intrauterine growth, as manifested by the
decrease in birth weight, is the result of diminished delivery
of oxygen and other nutrients t¢ the developing embryo and
ferus.

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 p.s. Surgeon General's goal, endorsed by APHA, of a
non-smoking society by the year 2000, Congress must act ko
remedy this situation., 1If Congress now imposes a tax increase
on cigarettes it will in one stroke negate the harmful effects
of rhe recent action that reducedﬁthe 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. :

c Senator CHAFEE. Why don't you just tell me? Where does it come
rom?

Mr. Knorr. The gentleman on my left is Mr. Richard Gilbert,
from the Government Relations Office. I would like him to respond.

Mr. GiiBert. [ do not have the research with me, but I can dig it
up at my office, and I will send 1t to you.

Senator CHarEkE. 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 vou all very much.

Mr. KNort. 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 CHAFEE. All right. Why don’t you send that in to us? [
would like to see that.

Mr. Knorr. I will be glad to.

Senator CHAFEE. Thank you for 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. KNnotT. Thank you.

{The prepared written testimony of Mr. Michael J. Kerrigan
and the National Institutes of Health report follow:|
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Smokeless
Tobacco -
Council, Inc.

Septemoer 4, 1985

ilr. William 1. Diefenderfer
Chief of Staff

United States Senate

Committee on Finance

Room Sb-219

Dirksen Senate Office Building
lashington, DC 20510

Dear !r. 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--{.R. 3064 and H.R. 3073--propose an excise tax
of suci proportions (16 cents per ounce in H.R. 3054
and 32 cents per ounce in H.R., 3078) as to transceud
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
smoxeless tobacco proaucts 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
worlkers who earn under $25,000 per year--does not seen
to fit the criteria of fairness, loophole closing, or
simplification.

1925 K Street, NW Suite 504
Washington, DC
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 Ilason
University, to conduct an economic analysis of the
implications of these measures. Dr. Tollison's analysis is
Oeing subnitted to this conmittee in order to provide it
with additional indoraation regardiang tue reygressive,
ineguitaonle and punitive nature of tne proposed
legislation. The Smokeless Tooacco Council, Inc. hopes
that this analysis will assist the Senate Comnittee on
Finance's Subcommittee on Taxation and Debt llanagement in
its delioerations and convince Congress that these
legislative proposals lack merit and should be rejected.

Sincerely,
Hichael J. Kerrlgan
President

/v
Enclosures
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Smokeless \
obacco
Council, Inc.
T T SMORELESS TOBACCO COUNCIL, INC.” STATEMENT

IN OPPOSITION TO SMOKELESS TOBACCO EXCISE TAX

Congress is currently considering at least two bills 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 the
amount of 16 cents per ounce; another, H.R. 3078, would levy an excise
taxt of 32 cents per ounce, These bills are unfair and resressive
peasures which would impose an unprecedented tax burden on an industiry
wnich always prided itself on paying its fair share of taxes. )

Excise taxes are regressive because they impose & greater tax
burden on 1low income workers than on the wealthy. An excise tax on
spokeless tobacco 1is particularly regressive because thz average
housenold income of smokeless tobacco users is significantly lower than
that of the general public.

The inposition of this excise tax cannot be justified by proposals
to earmark the revenue generated for Iedicare and lledicaid because
there is no proof that the use of smokeless tobacco has attendant
social costs. Even if such costs did exist, however, low inconme
consumers of smokeless tobacco should not be singled out to pay a
special charge for medical care.

The proposed bvills impose a tax of such magnitude as to be
confiscatory. Tne 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. Apporoxicately 40 percent of swmoliteless tobacco
coupanies' income is paid in federal income taxes. This percentage is
far above the average corporate tax burden.

In the current environzent of tax reform and sioplification, an
excise tax on sookeless tobacco products is coopletely inappropriate.
Such a levy actually complicates the federal tax structure and violates
the basic principles of true tax refora--establishing a level playing
field for all businesses and Ooasic tax liability on an individual's
ability to pay.

;ZS K Strect, NW Suite 804

Washington, DC 20006
202.452-1252
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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.

Y .
Involuntary inhalation of other
people’'s cigarette smoke can pre-
cipitate or exacerbate symptoms of
existing asthma and cardiovascular
or respiratory diseases. Some
studies have even suggested the
possibitity 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.

RefaﬁvoRisko!Heada ¥
Contncapies: 2%, f"
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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, 1 appreciate the opportunity to appear
today to discuss the proposals betore the Committee affecting the
excise tax on cigarcttes.

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, 1 recognize the importance of identifying
reasonable additional federal revenues in light of our $200
billion anrual 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.
1 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
manufacturers.

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 inequitableée 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, ¢

1101 VERMONT AVENUE, NW. SUITE 302 WASHINGTON. DC 20005 (202} 289-4607

September 6, 1985

Senator .Joha H. Chafee
SD-340 Dirksen Senate Offfce Building
Washington DC 20510

Dear Senator Chafee:

I'm writing to you in regards to § 874, 1 represent ar
organization of some 7,800 otolaryngologists-head and neck
surgeons. We are the physicians most concerned with the
medical and surgical diagrosis 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
of 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 {s virtually unknown in those
populations that reither drink nor smoke, while those
unfortunate patieits afflicted with this disease most often
show a history of heavy participation in both of these
"pleasures".

Our 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 frcidence 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' watting rooms entitled
“Cancer of the Head and Neck" in whicth we clearly point out
the relationship between smoking and cancer. We also have a
second pamphlet entitled "Smoking: The Hows and Whys of
Quitting".
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We feel that Congress has a significant obligation to
support our efforts in this regard. We are most impressed
with the data that indicates that an increase in the
cigarette tax to $.32 per pack (the level it would have been
at had ft been adjusted for iInflation 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 '07 increase in the price
of civarettes will cause a decline {n smoking amoag adults
of 4% and amonyg teenagers of 147, These studies have been
corrvborated by the U.5. Department of Apgriculture. Dr,
Warner, in the Harvard University studyv, estimated that an
increase in the cigarette excise tax to $.3) a pack would
produce a 217 decline in smoking by teenagers and a 6,87
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 sysiem for smoking related costs. The annual cost
of smoking to our medical care systenm in 1980 was $13
billion dollars, not to mentfon the $25 billlen doltars
annualls lost to our economy due to sick days, lost
proJuctivity and lost wages. These data are from the
National Center on Health Stacistics. It seems only fair
and appropriate that smokers begin to shoulder more of the
cost which their habit imposes on society.

1 thank you for the opportunity to submit these comments and
for your consideration of these requests.

Very truly yours,
N

A ALV
K A

Jerome C.f Goldstein M.D. FACS
Vice President
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American Farm Bureau Federation LN

WASHINGTYON CFFICE
$00 MARYLAND AVE B W
SUITL 200
WASHINGTON D C 20024
AREA COCE 202 - 484-2222

September 6, 1985

Honorable John Chafee, Chairman
Subcommittee on Taxation and Rebt Management
Senate Committee on Finance

Room SD 221

Dirksen Senate Office RBuilding

washington, DC 20510

MNear Mr. Chairman:

we understand that -1 September 10 the Subcommittee on Taxation
and Debt Management 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
Rureau Federation supports allowing that reduction to occur as
schedulea under existing law., This was to be a temporary increase
in the cigarette excise tax and should be allowed to terminate on
Octoker 1, 1985,

In July, we advised the House Ways and Means Committee that if it
decided to centinue the tax at the current level, 2 cents per pack
should be 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 pericd. While the Hoise
Ways and Means Committee's apportionment will help pay part of the
tobacco program's cost, Farm Bureau Delieves that a 2 cents per pack
set-aside is necessary. We believe that it 1s 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 cos*t of the current
tobacco program.

We appreciate your consideration of our views and urge that this
letter be made a part of the hearina record,

Sincezoly,/,

4,/._ ,(,/(a%

ohn C. Datt
Executive Director
Washington Office
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Statement of the 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

The American Society of Internal Medicine (ASIM) is an organization which
represents physicians across the country who specialize in internal medicine. ASIM has
spent considerable time studying ways to decrease the rate of growth in health care costs
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
federal excise taxes on tobacco products. We welcome this opportunity to share our

suggestions with you.
1. OVERVIEW

Federal cigarette excise taxes, first imposed during the civil war, remaining
stagnant at 8 cents per pack {from 1951 to 1982. The Tax Equity and Fiscal
Responsibility Act of 1982 raised the excise taxes on tobacco products from 8 cents to
the present level of 16 cents per S;ck beginning January 1, 1983. However, this increase
is temporary, and will automaticaily revert to 8 cents on October i, 1985 unless Congress

enacts appropriate legislstion.
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ASIM is opposed to the rollback of the federal cigarette excise tax, based on the
large body of evidence that shows that a decrease in this tax wculd encourage people tc
smoke; drain billions of dollars in medical care resources as 8 resull of smoking-induced
illnesses; and drastically reduce federal tax revenues. ASIM believes strongly that the
federal excise taxes on tobacce products should be doubled to 32 cents per pack, rather
than decreased. The Society also believes the increased revenue should be earmarked to
the Medicare Trust Fund. This paper summarizes some of the hard research data that
supports the health and economic benefits of maintaining--or increasing--the current

level of taxation of tobacco products.

2. PROBLEM

Policy Analysis, Inc., a Massachusetts research firm that deals with health issues,
analyzed the smoking-related medical expenditures an individual averages in his/her
lifetime. The study specifically reported that a man 35 to 44 years of age, who smokes
over two packs of cigarettes a day, would average $58,987 in medical expenses and lost
wages in his lifetime. A woman in the same category would average $20,152 in these
hidden costs. (A woman's loss appears lower only because her earning potential is
lower.) A man and womsan 55 to 64 years of age, who smokes over two packs a day,

would total $15,945 and $11,717 respectively in medical expenses and lost income. !

Furthermore, some economists believe that the study's estimates are low, because
it does not include the costs of all types of smoking-related diseases (only lung cancer,
heart disease, and emphysema), and the figures were adjusted lo reflect the fact that not
all smokers develop such diseases. Thus, for a person who does contract such an illness,

the hidden costs would be significantly higher.2
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On a national scale, the economic toll of smoking is estimated to cost $49 billion
annually. Of this sum, $15 billion in medical care resources, more than 5% of the

nation's total direct health care costs, is consumed as a result of smoking-retated

illnesses, Annual productivity loss accounts for-$34 biltion, due to exces® morbidity,

disability and premature desth,’
3. SOLUTION

Given the evidence that tobacco products eventually extract phenomenal amounts
of resources from the health care system--resulting in higher federal expenditures on
Medicare, Medicaid and other health programs--it is apparent that the fcderal
government has underutilized excise taxes as a means to generate funds. Although the
annua) costs associated with smoking have been rapidly increasing since 1951, Congress
waited 31 years before increasing the 8 cent federal excise tax on cigarettes to 16
cents. With the long due 16 cent excise tax awaiting its rollback in October 1985, the
health and financial benefits accruing from the higher tax risk reversal. Conversely, if
Congress chooses to increase the excise tax on tobacco rather than revert it, the benefits
would be multiplied. A 32 cent federal excise tax on cigarettes would require tobacco
users to contribute a larger share of the Medicare program's revenue, would raise
revenue to reduce the federal deficit, and would deter non-smokers from developing a

cigarette habit.
A. USER FEE

Cigarette smoking, by consuming large amounts of the nation's health care
resources, places an average annual economic burden on each non-smoking, working-age,

American adult of more than $§100 in taxes and health insurarce premiums.4 Because
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smokers generate higher health care costs, subsequently increasing Medicare
expenditures, it is reasonable to expect buyers and users of tobacco to contribute a
larger amount of revenue to the Medicare program. Non-smokers should not be required
to provide such subsidies to smokers. A 32 cent federal excise tax on (igarettes would
significantly help replace the resources which patients of smoking-related ilinesses drain

from the system, and would shift more of the tax burden from non-smokers to smokers,

B. REVENUE RAISING CAPACITY
The federal excise tax on tobacco products has serious implications for the federal
deficit. In one year, the 16 cent tax raised over $5 billion for the Federal Treasury.
According to the Department of the Treasury, an increase to 32 cents per pack of
cigarettes--the level it currently would be if the tax had been adjusted for inflation
yearly since 1951--would produce $8.5 billion & year in revenue. However, if the tax
returned to 8 cents per pack, the yielded revenue would drop to $2.5 billion a year.5 This

is a substantial decrease in income for the federal government.

The 32 cent cigarette excise tax would generate a significant $6 billion more for
the Federal Treasury thar would the tax after the rollback. Earmarking the increased
revenue of the 32 cent tax to the Medicare Hospital Insurance Fund would help replenish
the Fund, which otherwise will be exhausted as early as the mid 1990's, or as late as the
end of this century (depending on economic conditions), according to the Congressional
Budget Office. The CBO projects that once the Hl Trust Fund is depleted, trust fund
deficits will continue to grow rapidly.6 By increasing the excise tax now, and earmarking
the revenue to the HI Trust Fund, Congress can further forestall the date of insolvency,
thus allowing more time to study and develop realistic proposals for improving the

program's long term fiscal stability. During a period of soaring deficits, the 32 cent
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cigarette excise tar is needed to help restore the soivency of the Medicare program and

to help alleviate the overall federal budge. deficit.
C. SMOKING-DETERRENT FUNCTION

Increased excise taxes have 8 significant effect on smoking behavior. The United
States Department of Agriculture found that national cigarette consumption decreased

by 5% from 1982 to 1983, largely as a result of the increase in the federal excise tax.”

Most remarksble is the deterrent effect the tax increase has on America's young
people. The price elasticity demand for cigarettes is .42 for adults and 1.4 for
teenagers. Thus, a 10% incresse in the price of cigaretues, or a 12 cent excise tax
increase, would lower the amount consumed by 4.2% for adults and 14% for teenagers.
Most of this decrease is derived from individuals who chose not to take up smoking.8
Thus, a 32 cent tobacco excise tax would result in fewer people smoking and

conseguently, less medical care resources being consumed by smoking-induced diseases.

4. IS THE TAX INCREASE REGRESSIVE?

Opponents of an increase of the excise tax on tobacco products argue the tax is
regressive because cigarette smokers come predominantly from lower income groups.
However, this argument has less substance than it appears. First, the poorest groups in
our society have lower smoking rates than middle-income groups. Second, smoking rates
among women tend to increase with income. Also, many low-income smokers are
teenagers or young adults. This group tends to be temporarily poor, and will resgond to a
tax increase primarily by quitting or choosing not to start smoking. Finally, an increase

of the cigarette excise tax is not complefely passed on to the consumers, to the extent
|
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that the burden of the tax increase will be shared by the stockholders of cigarette
manufacturing companies, the owners of domestic tobacco allotments, and foreign sellers

for imported tobaceo.d In short, this is not a clearly or highly regressive tax.
5. INTERSTATE CIGARETTE BOOTLEGGING

Opponents of an increase in federal excise taxes also argue that the level of
taxation on tobacco products primarily should be established by the states. State
cigarette taxes range from $0.02 per pack in North Carolina to $0.21 in Connecticut,
Florida and Massachusetts. Wide disparities in state tax rales and hence, retail prices of
cigarettes, produce an incentive for illegal cigarette smuggling. Inereases in individual
states' cigarette taxes may only encourage interstate bootlegging.w

!

On the other hand, since a federal excise tax increase would be uniform across the
country, interst;te differentials would not be affected. Therefore, the problem of
bootlegging would not be exacerbated. States could retain their individual taxes, and
obtain additional revenues from a shared federal tax without encouraging bootlegging

activity.
CONCLUSION

In conclusion, ASIM strongly encourages the Cecmmittee to consider an increase of
the federal excise tax on cigarettes to 32 cents per pack and a dedication of the
inereased amount to the Medicare Trust Fund. An incresse of the excise tax on tobacco
products would serve three outstanding purposes: it would establish a user fee so that
non-smokers lwould not have to compensate for smokers' higher health care costs; it

would raise substantial revenue for the Federal Treasury in general and, specifically, the
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Medicare program; and it would decrease cigarette consumption and deter America's
youth from developing new cigarette habits. Furthermore, legislation increasing the

excise tax would be neither highly regressive nor conducive to bootlegging.

Although the American Society of Internal Medicine feels actions of the Senate
Finance and House Ways and Means Committees to make permanent the 16 cents per
package excise tax on cigarette are steps in the right direction, the Socicty believes that
an increase to 32 cents remains a desirable objective. ASIM encourages Congress to pass
bills such as H.R. 1508, H.R. 1561, H.R. 1594, H.R. 1969, S. 874, all of which propose
such an inerease. H.R. 1053, which proposes to raise the tax to 24 cents, although less

desirable, would be an improvement,

ASIM would welcome the opportunity to work with Congress_in seeking the passage
of these proposals, and would be pleased to answer any questions on these

recommendations.

/sl
b
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Statement on behalf of the Asian Pacific American Chamber of
~Commerce (APACC) to be submitted for the record re:U.S. Senate
tinance Committee hearing on September 10, 1985,

Dear Scnators Packwood and Chaffee:

Whervas, cigarette smokers already pav more than their fair
share of taxes on the federal, state and local levels, and

Whereas, cigarette taxation should, in our view, be the
purview of states and not the federal government, and

Wnereas, Congress in 1982 made a promise to the American
people who produce, sell and enjoy tybacco products that the
temporary doubling of the federal cigarette excise tax bhe
allowed to "sunset” on September 30, 1985, and

wWhervas, manv of the more than 3,000 businesses who comprise
the Asian Pacific American Chamber of Commerce (APACC) include
convenience stores, procerles, restaurants and other small -
businesses that rely on cigarette sales to be profitable, and

Yhereas, not allowing the federal clparette excise tax
to sunset would do little if any to reduce the nation's
$220 billion budget deficit projected for 1886, and

Whereas, the average state tax on ciparettes has risen from
$0.03 to alm:st $0.16-a-pack since 1951, when the original
$0.08 rate was imposed, and

thereas, in 1984, all povermments-- federal, state and local
collected $10.4 billfon in cigarette tax revenues, 557 percent
increase over that which was collected in 1951, ana

Whereas, one segment of society should not be singled out
to bear the burden of excessive government spending deficits, and

BE 1T RESOLVED that the Asian Pacific American Chanber of Commerce
believes that Congress should allow the $0.16 federal cigarette
excise tax tv sunset back to its former $0.08 per pack rate on
September 30, 1985

’

Lo
Ly e
enjanin G. Maynigo

Fxecutive Director
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PRIETORS' ASSOCIATION of PENNSYLVANIA ?3%

Iireet. Herrisvorg. PAITI0L - T17-234-2617

The Senate Finance Committee Subcommittee on Taxation
and Debt Management

The Bqulng Proprieters' Association of Pennsylvania goes
un record as supporting the sunset of the federal cigarette

tax September 30.

The Bowling Proprieters' Assoctation of Pennsyliania vicws
the cigarette exise taxes as an unjust burden on lower and
middle consumers and the elderly poor. Tobacco taxes are
extremely regressive., These taxes are 1nequitable,

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 o
consider other fairer and more equitable means of raising

revenuc instead of the cigarctte exise tax,
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Comments of the Bakery, Confectionery & Tobacco
Workers International Union

John DeConcini
Internutional President

For Senate Finance Committee
Subcomnmittee on Taxation and Debt Management
"tiearing on Explring Cigarette Excise Tex Provisions”

September 10, 1985

Submitted to:

Ms. Betty Scott-3ovom

Committee on Finance

Dirksen Scnate Office Building
Room 219

Washington, D.C. 20510
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I am writing on behalf of the officers and members of the
Bakery, tConfectionery 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 whizch 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 thzn one-half of one percent
of their income on tobacco. The federai excise tax burden is six
times greater for households in the bottLom 20 percent than for
households in the top 20 percent.
= Data from the same report lindicates 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 househiolds.
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And as share of total income, househclds 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 app.auaed; however, we believe that in seeking
fairness, legislators must look beyond the incume 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 belleve
excise taxes shouli 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 exclise tax revenues to fund specific progranms.
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 tc the
tobacco price support program. Using a regressive tax to transfer
incone 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

prograns. Advocates of this argument contend that cigarette
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smokers place a disproportiorute 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 |{n
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 dicease, illness, or injury, ther wWhy not tax nest,
pork, eggs, petrochemicals, pesticides, autos, and motorcycles in
the same manner?

Furtherunore, excise taxes do not provide stadle funding for
fast growing programs sucn as Medicare. With increases in federal
excises on alcohol and tobacco, for example., revenues from these
sources have remained relat‘vely 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 gproposals for earnmarking signal the continuation
of a dangerous trend. Congress should not be turning to regressive
excises and other consumption taxes to generate new revenues. HYhile
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 Committee
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 over the federal tax on cigarettes
scems, on the face of it, Jike a breatter. After all, what's easicr than raising
a sin tax? If therc's a way that we can cut both the deficit and cigarette
consumpticn in onc fell swoop, then whot are we waiting for? N

Yet the decision to extend the 16 cent per pack tax on cigarcttes is much
more difficult than the analysis above would suggest. This issuec 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.

Onec raticnale for cxtending or raising the federal tax on cigarettes is the
need to reduce the deficit.
L4
And cach 8 cents per pack increase that is tacked onto the current federal
cigarette tux brings in an additional $2 billion in badly necded revenue.

But is this rcally the way we want to go about reducing the federal deficit?

Taxes on consumption are vnfair. The reason is simple: as family income
falls, the share of income which is consumed rather than saved riscs. The federal
cigaretic tax is borne by the consumers of cigarettes, and 1s a perfect illustration
of how regressive consumption taxes can be.

- The federal cigarettc tax is one which is paid disproportionately by 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 houscholds in the bottom 20 percent than for the houscholds in
the top 20 percent.

.- As a share of total incoeme, houscholds headed by persons 65 or older pay
2 172 times the amount of cigarette taxcs that the richest 20% of all houscholds 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 cigarctte taxers
that the richest 20% of all houscholds pay.

In 1965, in recognition of the fundamental unfairness of most excise taxes,
Congress repealed cxcise taxes on 35 dif ferent products. Of the excise taxes
which remain, the cigarette tax is the most regressive of a regressive lot.
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The principle that tax burdens ought to be distributed according to the
ability 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 principte. The 1981 tax act did 2way 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 tess 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 achicving 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
tecenage smokers.

Using this policy tool as a meauns 10 affect the behavior of this small subset
of all smokers seems to us to be particularly inefficient. It might be prepared
to using a mecat axe when a scalpel would do. Preferable opticns 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 numbcr of excise taxes co@ 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 esscntial 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 giveniservice can be easily excluded

from cnjoying the benefit of that service), when costs are readily known, and when
the linkage beiween 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 we feel that the federal tax on cigarettes fails to meet the criteria of
what constitutes an accepiable benefit tax. And it is plagued by the very same
problem that all bencfit taxes are plagued with -- it ignores ability-to-pay
considcrations.

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 unflair in
its impact. According to the Treasury Department, a 10% valuc-added tax would
impose ncw taves on a family making less than $10,000 a year equal to 14.2% of
incomc A family carning in excess of $200,000 a year would fecl @ new tax bite
cqual to onliy 1.8% of income.

We at Citizens for Tax Justice urge the Senate Finance Committce to let the
temporary increase in the federal cigarette tax expire on schedule. We feel that
it is flawed 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 gencral or selective
consumption taxes and, instead, to move swiftly toward the goal of a fairer,
broader income tax.



220

EXPENDITURES ON TOBACCO PRODUCTS AND SMOKING SUPPLIES AS A
PERCENT OF HOUSEHOLD INCOME
BY INCOME GROUP, 1980-81

Avcrage Annual
bxprniitar.s

%

Lowest 20 percent $ 21
Second 20 percent
Third 20 percent
Fourth 20 percent
Highest 20 parcent
All consuner units

EXPENDETURES ON TOLACCO PRORICTSE AND SMOEING SUPPLIES AS A
PERCENT OF HOUSEHOLD (NCOME
BY HOUSEHOLD CHARACTERISTIC, 1980-81

All Consurer Units
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Lives 1n Nertineast ULS, 150. 20
Lives in Nortw.o Central U.S. 18v. 22

Scurce: U.S, Separtrent of Labor, Bureayu of Labor Statistics
"~ -y 3

Evinndlture Surten: Drars Fureew, 192:0-31.
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THE INCIDENCE OF A 16¢ PER PACK
FEDERAL CIGARETTE TAX
BY INCOME GROUP -- 198S

Lowest 20%
Second 2C:
Third 20:
Fourth 2C-
Highest 2¢C
All Consc-or "nayv:

Source:
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! BEST AVAILABLE COPY
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DISTRIBUTION OF 10% VALUE-ADDED TAX
AS A PERCENTAGE OF FAMILY INCOME

Broad-2ased VAT, Zirosi-based VAT, MNarrow-based VAT (no
no special relief: ~1tn high crecit foods, drugs, energy,

for pocr housing, water}
Under $10 14.2. 6.7% B8.9%
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$20-20 6.1 S.be 4.1%
§30-350C Sov 4.7 3.3%
¢ R 3.4 2.7%
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i It 1.7%

10% VAT AS A PERCENTAGE OF CURRENT INCOME TAX BURDEN:

VAT, ‘atrow-based VAT
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WASHINGTON OFFICE
COLLEGE OF AMERICAN PATHOLOGISTS / ALFRED S ERCOLANO Durector
1101 VERMONT AVE NW  SUITE 604
- WASHINGTON D C 20005
PHONE 202 3716617

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 the College of
American Pathclogists 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,

ﬂﬁ&% B ey oy $

President
HD/1vl

¢c¢: Members, Senate Committee on Finance



224

STATE OF CONNECTICUT
DEPARTMENT OF HEALTH SERVICES

OFFICE OF COMMISSIONER

B85 SEP -5y 1: 57

Auguist so, 1uhh

the tonorable Jdohin Chated
U, S, venatle
Washington, D.C. 20510

Dear venator Chatoee.

Loam wiiting to expiens my Sliong pport Lot phcercasing the
(edoral exelse tax on clygarettes to 34¢ per pack., In Connecticut,
during the past legislative session, the meod ot the state's
General Assembly was 1o cul taxes, not to increadse them, Lherefora
any oitorts aimed on the state lovel tor raising taxes might well
b2 conntered aind discouraged., In light ol this, it would be wore
feasible to concentrate eftorts on raising the tederal exeise tax
and allocating money Lor public health programs, specitically the
Prevention, and Maternal and Child Health Block Grants, and at the
same time, it 15 hoped that the increased tederal tax would further
discourdye members ol the public, cupecially young people, lrom
considering smoking.

Although it is my understanding that some states have cnacted or
ate planning to enactl a state increase on the cigarette Lax, with
funds being appropriated for health education activities, § am

tess optimistic that this will be adaccomplished on a wide enough
scale to have a stronyg impact nationwide with these preventive
ettorts, LU is my belief that v would be more etticient and
eftective to increase the tax al the tederal level, thereby guatdn
teeing vcoasistoncy in all titly states and subseguently benefitting
a much larger portion of the population.

I thank yon for allowing moe to share my thoughts with you.
Very truly yours,

D

Douglas S. Lioyd, M.b., M.P.IL.
commissionet

LsL/nad
og’/6p

Telephone 203-566-4800
150 Washington Street  Hartford, Ct. 06106
An Equal Opportunity Employer

BEST AVAILABLE COPY
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Buke Huniversity
Center for
Health Policy Research and Education:

P.O. Box GM, Duke Station David M. Eddy, M.D, Ph.D.
Durham, North Carolina 27706 Director
(919) 684-3023

September 20, 1985

The Honorahle 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. Inr 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 yeariy.

Every effort must be made to prevent smoking or induce pecple 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. Eddy, M Ph.D.
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HISPANIC NATICNAL BAR ASSOCIATION
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Three Parkway,
Philadelphia, PA

(215) 563-0650
1985

September i,

The Senate Finance Committee Subcommittee
on Taxation and Debt Management

TO:

The Hispanic National Bar Association goes on record
as supporting the sunset of the federal cigarette tax
September 30.

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
Suhcommittee on Taxation and Debt Management to
consider other fairer and more equitable means of
raising revenue instead of the cigarette excise tax.

Ressscsfully, ‘ ,g 4
L eth S Gt

. Gilbert F. Casellas
7/

GFC:kar

20th F1l.
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THE UNITED STATES HISPANIC CHAMBER OF COMI4ZRCE

June 24, 1985

JreL e s ot
T-ou faer

Foanda
Treas. et To: Members of the House Ways and Means Comrittee:
vla
The United States Hispanic Chamber of Comnerce and its 200
Secrerary affiliated organizations goes cn record as supporting the sunset of
ErsnB . Done the federal cigarette cxcise tax.

New Aerco

AT Cigarette excise taxes are regressive and place a disproporticnate
burden on low and m:ddle income consumers, many of whom eare
Hispanic. Excise taxes on tobacce have a minimal imrpact on the
federal deficit and hurt the general eccnomy, resulting in reduced
sales and the less of thousands of Jobs--a further detrirent to the
Hispanic comuunity.

N .

T We believe Congress should keep its promise to the American piiple
-os and allow this tax to sunset. Such cction will be in kecping with
St this adninistration's plan to reduce taxes and primste a o.uid

climate for cur medium and small businesses.

L )
. Sincerel, -
< . o
R o P
G s 7 celED e
-7 , Hector Barreto

v bPreosident

Hf ee2q

Crvlotover i caatd Kong a0 KL e s e o
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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 3C.

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 elderiy 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
NDebt 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. NY.10017 (212) 599-0677
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State of Louisiana
CEPARTMENT OF HEALTH AND HUMAN RESOUACES

OFFICE OF PREVENTIVE AND PUBLIC HEALTH SERVICES
P O BOX60630 PHONE - 504/568-5050
NEW OALFANS, LOUISIANA 70160
COMMISSION ON PERINATAL CARE
1525 Fairfield Ave., Rm, 505
Shreveport, LA 71130
(318) 226-7448

EDWINW EOWARDS
GOvERvOR

September 3, 1985

The Honorable John Chafee, Chairman
Senate finance Committee
Subcormittee on Taxation and Debt Management
United States Senate
Washington, D.C. 20510

Dear Senator Chafee:

REGARDING: S. 874

1985 sSﬂ’nnS :ﬂm&by D MPH

STATE HEALTH OFFICER
NO4 342 8711

On behalf of the Louisiana Perinatal Association, I am urging you

to vote to increase the cigarette tax to 32¢ per pack, but further
urge that the extra 16¢ be placed in 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.

1 hope that this letter might be included in the hearing record to
further underscore the global interest in issues such as this.

HWith best wishes

Sincerely yours,
e

Legislative Chairman, Louisiana Perinatal Association

SBB:mes

cc Senator J. Bennett Johnston
Senator Russel!l B. Long

“AN EQUAL OPPORTUNITY EMPLOYER"
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LUMMI INDIAN BUSINESS COUNCIL

2616 KWINA RD » BELLINGHAM WASHINGTON 98226-9298 ¢ (206) 734-8180

DEPARTMENT _ — - . . Ex?

September &, 1985

Senute Committee Subcommittee

on Taxation and Debt Minacerent
c/o Ms, Betty Scott-Bronm
Committee c¢un Finance
Washington N.C. 20510

Cear Subccmmitee Members:

The Lummi Indian Tribe desires to Ggo on record as supporting
the sunset of the federal cigarette tux September 30.

The availuble evidence shows that cigarette excist taxes are
regressive, placing a dispropnrtionate share of the tax burden
on our elderly and lower income citizens. The Lummi Tribe is
concerned about such tax impacts because 4 disproportionate
share of Native Americans aure in lower income groups. The

Lummi Tribe strongly urges the Sernate Finan:te Committee sub-
committee on Taxation and Debt Management to consider means

toehr thun the unequitable cigarette excise tax to raise revenue.

Respectfully,

. ’
A s
Lttbeary & pnp Lo
William E. Jones
Vice Chairman
LUMMI INDYAN BUSINESS COUNCIL

WEJ:MR:uh
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LARAY G XIMEY
Crawmen -

WILLIAM £ JONES
Vice Chniman

JAMES M Wi SON
Secrmany

GERALD | JANES
Vionsure

JAMES M ADAMS
Covrcemaen

SAMUEL M CAGEY
Counciran

HON FINK BONME R
Counalmen

URMEST J JEFFERSUN
Councian

LOWARD L JOMES
Cauncéman

FRED F L ANE
Councaman

VERNON & LANE
L ounceiman

LUMMI INDIAN BUSINESS COUNCIL

2616 KWINA RD. » BELLINGHAM. WASHINGTON 98226-9288 » (206) 734-8180

DEPARTMENT . EXT

September &, L985

Senator John Chaffee
SD 567 Dirksen Senate Office Building
Washington D.C. 20510

Dear Senator Chaffee:

I respectfully request that the attached statement from the
Luami Indian Business Council be submitted and included in the
printed record of the Senate Pinance Committee's Subcommittes
on Taxation and Debt Management hearing scheculed to take place
on Tuesday, September 10, 1985,

Respectfully,
LA
Dettvary &£ ﬁz«y
William E. Jones

Vice Chairman
LUMMI INDIAN BUSINESS COUNCIL

WEJ sMR:ah
Enclosure

¢.c. 8enator Robert Dole
__8enator Robert Packwood
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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. 1 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
supbjcot of iuﬂh debate in Wasnington, around the nation, and
around the world. Cne aspect of the debate that has recently
received a considerable amount of attention 1s 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

criter:ia.

Proponents of i1ncome 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
ditection., I submit that in seceking 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 jincreases and, therefore, fails the ability-to-pay criterion
of fairness. It is regressive, placing a larger tax burcen on
low-income families. 1Indeed, 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 University
economist V. Glenn Chappell. He calculates the effective tax

rate for cigarette consumers in the 530;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 tbat 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 fam:ilies,

In addition to being unfair, the cigarette excise is economically
inefficient, 1'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 i1n excises are
high -- two to three times higher than estimates for income

takes. 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

excises should abolished.

Yes, Congress must cut the budget deficit -- and soon. To do

this, it will 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 ailowed 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
30,000 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 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, Ae¢ronautical 26.2
Engineers, Electrical 20.3
Sourcea: Sterling, T., and Weinkam, J., "Smoking

Characteristics by Type of Employment,"
Journal of Occupational Medicine, 18 (1il1),
1976, pp. 743-754.
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TABLE 3

Percentage Female Smokers of Detailed Occupat:ional Cateqory

Category

Waitresses

Shipping and Receiving Clerks
Assemblers

Bookkeepers

Nurses, Professional

Laundry and Drycleaning Operative
Secretaries

Accountants and Auditors
Stenographers

Technicians, Medical and Dental
Elementary School Teachers
Librarians

Source: See Table 2

Percentage Smokers

49.6
48.5
43.6
33.6
38.4
38.3
37.3
30.3
28.4
23.6
15.4
16.4
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NATIONAL ASSOCIATION FOR THE ADVANCEMENT OF COLORED PEOPLE
186 REMSEN STREET « BROOKLYN NEW YORK C11202-9114 « (718) 858-0800

BENCANN [ 100 Ry
Euprtye [ovetar

August 2&, 1985

The Honorable Robert Packwood
Senate Finance Committee
Dirksen Senate Office Building
Constitution Avenue, N.E.
Washington, D. C. 20510

Dear Senator Packwood:

The National Association for the Advancement of Colored Feople
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 urges the Committee to support
legislation to reduce the tax burden on this taxpayer category.

1 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 10, 1985.

Sincerely,

forrdTra—

Benjamin L. Hookse
Executive Director
BLH:bh

cc: Robert Dole
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NABCO

National Association of Black County Officials

(714) 834.2734

P.O. Box 1968, Santa Ana, CA 92702

Webaier J Gunlory
Preudent - €A
Hilda R! Pemberion
Ve President - MDD
Chuch Willimms

Puast President - G4

Mubert Price
Treasurer - M

Iheima Maore
Frecuinie Sewrelars = ¢ 4

Peart Beaity
Assimant Secrelary -- NJ

Fiorvd Wilsun, Jr
Parhamentarian ~ MDD
REGIONAL DIREC TORS
Marcus J G

Narth - Ml
Msry k. McAllister
South - N
Yernon Grey
Eavr — MD
Sardrs J Aadenon
Mo — (A

PRESIDENTS EMERITLS
Harold R. Hayden — M)
bdward Mcintsre - GA
GENERAL COUNSEL

A Reginal Faves
John H. Stroger, Jr.

September 5, 1985

Mesbers of the Senate and Subcommittee 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 end 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,

Ly L,

Webster J. Tory
President

WJG:b1

WASHINGTON OFFICE ® 440 First Street N.W., Suite 500A ® Washington, D.C. 20001 ® (202) 347-6953
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NATIONAL
ASSOCIATION OF
BLACK & MINORITY
CHAMBERS OF
COMMERCE

August 28, 1985

TO: The Senate Finance Committee Subcommittee on Taxataion

and Debt Management
The National Association of Black and Minoraity 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 taxe:s 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 1in lower income groups.
NABMCC, therefore, strongly urges the Senate Finance Committee
Subcommittee on Taxation and Debt Manaement to consider the negative
impact of this 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,

Gl

Oscay’ 3. Loffey, Jr.
President

0JC:jew

7700 Edgewater Dr. ¢ Suite 742 '+ Oaxland, CA 94621 » (415) 6397915
A Department of Commerce, Minority Business Development Agency funded project
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c NATIONAL ASSOCIATION OF MINORITY CONTRACTORS

1250 EYE STREET, NW  SUITE 505 WASHINGTON, D C 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 a&mlnistration's plan to reduce
taxes and return more revenue raising responsibilities

to the states.

In addition, we feel that this projected revenue on & state
level would help to create meaningful employment within

the minority community.

A FULL SERVICE MEMBERSHIP CONSTRUCTION ASSOCIATION
WORKING FOR A BETTER CONSTRUCTION INDUSTRY
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September 5, 1985

From: Frankie Jacobs Gillette. National President

To:

The Senate Finance Committee Subcommittee on
Taxation and Uebt Management

As president of the National Associatiocn of Negro Busifess
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 Rispanics, Asians, and

other minorities share a disproportionite financial burden

of such taxes, for they are overrepresented in lower iancome
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 falrer and more equitable
means of rsising revenue, Please 3sunset the federal cigarette
tax.

Thank you.

A G A=

National Association of Negro Business and Professional Women's Clubs, Inc.

Office of the President o 890 Hayes Street o San Francisco, California 94117 (415)6214391
Residence * 85 Cleary Court o  San Francisco, California 94109 (415) 563-8299
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OF STATE LEGISLATORS
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TESTIMONY OF CLARENCE M. MITCHELL, 111
FOR THE SENATE FINANCE SUBCOMMITTEE
ON TAXATION AND DEBT MANAGEMINT
SEPTEMBER 10, 1985

| am Clarence M. Mitchell, 1I1, state senator from Maryland, and
president of the National Black Caucus of State Legislators. |
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.

| represent an organization made up of 383 black state legislators in
42 states with a ‘colle:tive 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 Nationa) Conference of State tegislatures,
was not addressing some of the specific issues pezuliar to our

legislators and constituents.

wWe 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

issues you will be considering.

NBCSL

“A Notional Network For Political Equality

the various
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| 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 synonymcus with progressivity. A progressive
tax is generally considered fair because it is based upon one's ability to pay --

the tax burden increases as inzome 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 a; 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 intenﬁed 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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1 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 | have always viewed ny position
as one of public trust, imposing upon me a responsibility to pass legistation

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 Jower tax brackets
‘is ten times as high as that paid by individuals who earn in excess of $50,000
annually.

.
The unfairmess 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 $25,600 or more. {See Chart 1). In each age group except
the eiderly, 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 {igaretze tax.

Finally, survey data alco show that among workers, Blacks are more likely to
smoke than their white counterparts. for example, approximately 51 percent

of all 8lack male workers smoke while only 43 percent of al} 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 Jowest
income category bear a tobaccc; tax burden that is more than one and-one-third
times greater than the turden 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 catecory.

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 overal) consumer market, [t 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, highe: taxes don't reduce smoking, they only reduce the
income of the poor. Clearly, the cigarette tax creates an unfair burden on

blacks 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 not be talking about the budgetary deficits
that are doing such damage to our economy. But many of us, and | 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, certa2inly state

legislators are as guilty as members of Congress in this respect.

| 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, | 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 alsc 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 wil) be paying higher federa)

taxes. This is surely an unfair element in a reform package.

And | suggest that there comes a time when we have to begin sending some different
messages, and | 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'y 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 those
items and elements in our society that pose high risks to the people we represent.

| 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 llke the cigarette excise tax is bad public policy. We should not
rely on this unfalr method of taxation to provide government services since it

Is doing so at the expense of working famillies and the poor who already carry more
than their fair share of America's tax burden. | urge the Committee to maintain
the October 1| sunset on the cigarette excise tax.

17117
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CHART 1 \

PERCENTAGE OP SMOKERS BY INCOME®*

Less than $ 7,001~ $15,000~
Age Group $7,000 $14,995 $24,999 $25,000+
17-19 30.1% 27.9% 23.0% 17.2%
20-24 37.8 40.8 30.5 33.4
25-34 45.9 41.9 36.3 29.0
35-44 51.4 41.8 37.2 35.0
45-65 40.1 . 38.8 35.8 31.0
65+ 17.4 18.0 15.6 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.
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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 $5.7
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 {1l1),
1976, pp. 743-754.
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CHART 3
PERCENTAGE PEMALE SMOKERS BY DETAILED OCCUPATIONAL CATEGORY

Category Percentage Smokers
Waitresses 49.6
Shipping and Receiving Clerks 43.5
Assemblers 42.6
Bookkeepers 8.6
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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national black police nsocmnonJl—/W‘.‘:l 7w qrard ave , philadelphia pa 19130 » (215) 232 3040

ELECTED OFFILIALS "aat 1308

TO: The Serate Finance Camittee Subcarmittee on Taxatlon
N and Debt Management

The Natlonal Biack Pnllce Assxclation goes on record as

supportina the sunset of the federal clqgarette tax next Septerber

0tk

We belleve that exclse taxes are regressive and place an unfair

burden on lower and middle Income smokers In gereral, and on

Blacks and other minoritles In particular.

We further believe that Congress should keep its pramise to the

American peopie and allow thls tax to sunset. If clgarette taxes

HrCTUNAL CA BTSN should be ralsed at all, we believe it should be left o the

states In need o this revenue, thus keeping with this
administration's plan te reduce taxes and return rore revenue

CRETre

PRI ralsing responsibilities to the states,

54-378 0 - 86 = 9
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le THE NATIONAL

COIN MACHINE INSTITUTE, INC. -

August 29, 1985

(Serving Cigarette, Music and Game Operators’
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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 additicn of the extra 8-cent tax on cigarettes
has had a disastrcus effect on cigarette vending. With
the resultant increase in the ﬁtice 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 doliar volume registered
by all kinds of vending machine sales. 1In 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 wachine 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.
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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 eguipment that is not generacing 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, virtually no new models of equipment have
been produced in the last few years. With the industry uncertain as
to the tax situation, the vendor-rmakers 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, so dces wholesale volume, with a domino effect on lo-
cal employment and national prousperity.

What's more, the reduction in cigarette sales has had a dual im-
pact beyond the vending industry proper. First, the drop in sales has
reduced the revenues available to those locations where operators place
their machines. 7This includes a wide range of installations, from ho-
tels and taverns to transportation facilities, as well as many indus-
trial and institurional 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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We in vending have suffered with the additional 8-cent tax on cigar-
etter, but the cne thing thar has given us hope and kept us going was
the promise of a sunset repeal Please don't go back on that promise.

Respectfully sumbitted,

NATIONAL COIN bMCHINileSTITUTE, INC

_Zérsaz::! _,j_)»‘-"/c‘*—x .

Normari Borkan, President

NB.cja
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STATEMENT BY MAYOR MARION BARRY ON BEHALF OF THE
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 suffinient 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 wmore 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 presidernt 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, whkich 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 nf 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 tobaccn 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 measurz. 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 segments of the tobacco

industry have been working together 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.
Texation 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 lasnd on te 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 ab99}Ahtgh
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 O - 86 ~ 10
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August 28, 1985

TO: The Senate Finance Committee Subcomittee on Taxation
and Debt Management

The National Hispanic Council on Aging goes on record as supporting
the sunset of the federal cigarette tax September 30, 1985.

The National Hispanic Council on Aging believes that cigarette excise
taxes are regressive. Such taxes place an unfair ourden 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 National
Hispanic Council on Aging, therefore, strongly urges the Senate Finance
Camittee Subcomittee on Taxation and Debt Management to consider other
fairer and more equitable means of raising revenue instead of the
cigarette excise tax.

Singerly, .,
7, 2 W s
l:i;\:a Softomayor, Ph.D.
ident

Board of Directors, NHCoA

NATIONAL HISPANIC COUNCIL ON AGING
2713 Ontario Road N.W., Suite 200, Washington, DC 20009
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Natlonal United Afflliated Beverage Association
6302 REISTERSTOWN ROAD - BALTIMORE, MD. 21215
.{§01) 664-0444

NUABA'S POSITION ON THE SUNSET TAX ISSUE

fhe National United Affiliated Beverage Associa-

considers cigarette excise taxes as regressive
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National Urban League, Inc.

The Equal Opportunily Buitding
500 East 62nd Strect, New York, N Y 10021
Telephone  (212) 310-%xx)

TO: SENATE FINANCE COMMITTEE

The National Urban League goes on record as
expressing ifs 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.

Contributions to the Nalional Urban League are tax deductibie.
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NATIONAL VIETNAM VETERANS COALITION
1000 Thomas Jefferson Street, Sixth Floor
Washington, D.C. 20007
202-338-NVVC

STATEMENT IN OPPOSITION TO
CONTINUATION OF EXCISE TAX INCREASE

By

J. THOMAS BURCH
NATIONAL COORDINATOR

The National Vietnam veterans Coalition is a federation
of 26 separate Vietnam veteran organizations throughout the
country, which represents a broad spectrum of interest
concerning Vietnam veterans. The Coalition has been active
in Agent Orange 1litigation, 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 iIn 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 doubla 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 1income brackets including a 1large 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.



268

This bill 1is 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 wused 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 CARCLINA 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 Natfonal Grange, member of the Agriculture Committee of the National Grange
and the National Grange Legislative Representalive 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 Jevastating 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 prcgram. Since the implementation of the no-net-cost program and the
freezing of the price support in 1983, we have seen a drastic iuncrease in im-
ported cigarette tobacco entering the United States. According to the March,

1985 issue of Tobacco Outlock and Situation Report, imports for consumption of
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cigarette tobacco has risen 159X 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 25¢ in 1985. Burley assessme&ts
increased from one cent to 30¢ during the same timeframe. It {is quit; evident

that the no-net-cost program has become a no-net-profit program for the flue-

cured and burley tobacco producers.

Based upon the 1985 effective quota of 764 million pounds for flue-cured,
the assessment at 25¢ a pound paid by the flue-cured farmer would amount to
$191 million. Based on the burley effective quota of 537 million pounds at
30¢ 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 provisjons 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 Natjonal Gi-.ty>, as it relates to the
excise tax on clgarettes, is as follows: '"The National Grange 1s opposed to
making the present excise tax of 16¢ per pack on cigarettes permanent, hut, 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 lepislatjon 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, quotlng 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. 1 contend that a more realistic figure can be derived from looking at
the decline of taxable cigarettes. Using Table | of this report, from 1982
to 1984, taxable clgarettes only declined by 2.7%. 1In my opinion, this is a
truer indication of what has actually happened since the excise tax was increased
from eight cents to 16¢ on January 1, 1983.

Qur 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 dispell 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 ar increase
by a factor of 1, the manufacturer's income would be increased by 5.7%. During
this same period, inflation has remained rather constant at approximately S5X per
year. Cigarette prices have increased at the rate of 11.4%, 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 Iin the
excise tax. To be exact, this tax has been multiplied by 5.7%. 1t 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 tobaccu industry with a return of 20.3% on their investment
was second only to the beverage industry in America.

When the 1zw was passed in August of 1982 to increase the excise tax by
eight cents to 16¢ 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. Thelr 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. [ have seen no indication on the part of our
manufacturers that they have begur 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 1s 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 1 have stated before, relieve our flue-cured and
“burley producers of a tremendous financial burden.

Mr. Chairman, 1 would like to add that the excise tax alone to fund the
tobacco program will rot 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 exampie, 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 1s 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 equal 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 tc 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, aleong witi: the other changes we have recommended,
will not only save our tobacco program from total destruction, but, also and
more importantly, will save the (housan&é of flue-cured and burley tobacco farmers
from economic chaos. It will allow them to continue to he 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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OICs of Amarica, Inc., 100 West Coulter Street, Philadelphia, Pa. 19144-3496 e (216)951-2200

REV LEON M SULLIVAN
Founder & Chawman of the Boerd

ELTON JOLLY
Prosdent

T0: The Senate Finance Committee Subcommittee on Taxation and Debt
Management

The QICs of America goes on record as supporting the suoset of the federal
cigarette tax September 30.

0.1.C.A. believes that cigarette excise taxes are regressive. Such taxes
ptace an unfair burden on lower and middle consumers and the elderly poor.
Hispanics, 8lacks 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 {nstead of the cigarette excise tax.

< 4/

Elton Jolly
President

0IC of America

Opportunities Industrialization Centers
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Petrin Vending C o. '

COMPLETE VENDING SERVICES

1618 Lindsley Ave. West Orange, N. J. 07052
Phone (201) 325-0227

September 9, 1985

TO: THE SENATE FINANCE COMMITTER

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.
- —_—
N ( “
ROBERT E,
President
REP/1c

cc Senator Bill Bradley
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MALCOLM L. FIEISCHER
Mansging Director and General Counsel

Retail Tobacco Dl ¢rs of America, Inc.

55 Maple Avenue — The Atrium — Rockvim&&qe, N.Y. 11570 ® Telephone (516) 7664100
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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 CIGAREITE 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 @merica. 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 relatively
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 dispropurtionate 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 cigsrette excise tax from 8¢ 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 8¢ per package on October 1, 1985.

We are dismayed that you are considering to extend the date of the sunset clause
when some 300,000 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 {n May of this year had this to say:

"Actionus 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 Committee.

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 Amerfcan

people.

Cigarette exclse taxes are especially unfair to us in the retailling 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 exclise, sales

or income taxes.

Excise taxes are unfair to our customere. Smokers have been paying more than
other taxpayers for generations. But they receive no more government services than
other taxpayets. "Moreover, they have been required to pay more regardless of their

individual economic circumstances.

For example, Mr. Chairman - ; 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 illnesses that
occurred among people not classified as non-smokers without
considering the amount or the duration of Fmoking. 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 veported 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 GTA 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 unkrnown.

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 iliness
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 modei 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.

1f 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. 1If 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, heaith care costs are incurred,
Are these costs disproportionately high in comparison to the health
care costs of others? No comprehensive study can be found to show

that they are.

Who pays these cos;s? Again, no certain answer can 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. 1In 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, sinc; 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 gua2sswork based on flawed
and outdated reports, We trust the Senate will seek more reliable
information before legislating on taxes or other mat:ters affecting

the tobacco industry.
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The Washington Business Group on Health 1s a membership organization
comprised of major employers who recognized, eleven long years ago, the
necessity of responsible participation in hcalth 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, rctirees and dependents.

The WBGH membership has a keen interest in eliminating the
unnecessary economic and societal costs associated with smoking. For

employers thoze costs are underscored by the following information:

‘* o At least 30 percent of all cancers, 25 percent of all
cardiovascular disease, and 80 percent cof all deaths from
respiratory disease are related to smoking.

o About :i5 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 alsoc cardiovascular and respiratory discase, and it now
appears even lung cancer in employees who do not smoke.

o According tu one important study, each smoking cmployee can cost
an empioyer additional $336 to $601 a year in increased insurance
costs, absenteeism and 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 Washington Business Group for Health

August 20, 1985

229Y; 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 cilgarettes is regressive, but it would be
worthwhile were the revenues used to offset additional health care costs
absorhed by the government through Medicare, Medicaid and other federal

health programs.

A certain irony should be noted with respect to the increase in the
cigaretteé excise tax. By its very nature it 1s regressive. The
Administration's proposed taxation of health insurance in Treasury 1I 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 flioor has evoked a

mucn 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 Trudt Furid. That fund yields
inordinate sums of money annually for the health care treatment of

cigarette smokers.

The WBGH endorses any initiative seized by the Congress to reduce or
minimize the consumption and attending costs that are linked to

cigarettes.

L



WEST COAST PUBLEISEERS ASSOCRAGrIONT

STATEMENT FROM

DR. WILLIAM H. LEE

PRESIDENT,

WEST COAST BLACK PUBLISHERS ASSOCIATION

We are concerned about the dangers of a proposed

increase in the excjise 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, cause 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 packarge.




