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I of I 

cQllles to ~• ~o •inet i~ prcd~e~ liability. Yet, 

~nt~~atio~ly, t.h~s ba• ~ot yOt bocOPJ• tbe i•au~ t~at l• 

~a be~~ and, fr•~.tlt. I doll'~ $~• t~k~ tbat., i8 ~~h ~e CIU\. 

add t.~ • ct1cu&si011 of tbi~ 1'(>int. Clearly, )~ l$ ol tho 

~rava&t· cor.eern to all ol u !llu~ .lt ~JJt.J9 Cl pctetit.iU 

t.~G.()'1:; \\Co "'-"' ci11ti;ro ;.n& .. eC.~)· b1 1111:..1. £1lon:..,.e-. ~'=' 1.. lie• ~-c. 

t~a ~g~ h~lP WO e~n ~ff~~ \a ~~ ~-~· ~~~~\v ~•T~•~n u-.~~ ..... 

~ha~e ar~. ~houqb. otAor lftlcltig Dtld b~~lt~ 1~s~~~ th•t we 

C\\..~. ~z:d 00, ~r~ oi\. ~·r• ! All! r~ferrir.q i~ tb¢ i~ot t~at 

pa•sive cnra~i~~. ~ er~ ~QrltjT-' ~ a!l t~~e l~l\l.E!f 

iQ:!!ittolhf:li·• ir.- tM 'oH'Jtlll 4!»d our olJll~·ooic?K!.r. ~Pt'llod. Qt:. t:.'to 

:<~i.flec :!if ~.:tc-h. 'Plece. 

ptll'l&ii.,.e t'-rc;e>ltill9 de.• ~i1r.l'ets vol.ulM, b1 t)1J..# eX'P!!:Oi.e"-Ce t;alei'.:"1on 

HT'Glre!y. ~' C<'>n<:'~irn £.;.'1 l;a'l".;:ati."'°' 

·a, ~h~~~fQrc, ae~~r~l t..o ~ur t~in~~n9 abo~t ~•ok:L~g '3f'~ 

tie.u:t.n.. J t t111.& !li!lto~tcan1 l:M!•r. ~l'!e *r:•« ~e '1111\.icil'. ft t.e ... •e 

86, 0<3 Flew 9£017L6D7-t9: XE?.::J lf::i~3N38 AlltJ N~ 
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C~•lca~~e~ ~he. i~~~tr:y•e ~Jt1on 1 

llhd· l'()illt o:t v.:i.~ te> :ne .public. 

Ccilal!Clicatieq to lc~1tl~tor' ~cd 

tEq'\&lat.o~y ~·~eics. 
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tik>at cit l'kt1 
R e!t::ort.t ln Co.d:Qpi~•tl.AB .lh! .... tn~~t.n~ 

pps:l.ti<l:i. ~ P2!f1,t .o! 'lfl•v Mr tte P]bJic ~ h&e btl~o. &1iro0eut'! 

~a~4s ti.tt~ PX ••~ts of ~kinq end bMlt.h rat.her t1ta11 en 

· c:at111;1>!.ic;io i.a. th• ~I. ._ C'O\:iPl"" o~ )'-Ca.:'li .a-oc w•s an c:.JC11nir;.1,,, •11 

••~ tbc! a~ ~~l~~ ~h.lc~ we a~d clle ~.~.c. :l'\O"J~tod ju~t 

~ef~re tJ;!~ recer.~ tled.9e~. to~ ve~• r•asv~•bly &~C:Ce~~fu~. 

tn Ai:at..rci.lJ.a. te>q, ~::rout11 l'~T. we ~:1,,... •~ek.tor-~ 1:11• pu.'ollc 

'"' tM t...>)I( ~~•" 'olitll i:U•fu-Uy or~M&tra.te-.l cu.111r2.i.1fr:.5. 

Qn ~o.-~ica~i~q ~htr. in~Y5tl"y'& •iev or. ~e•)t~ ~~\t•tP. ha~ 

tl•cn. ;ioe>I. l'fo h\l"l'9 tl:I' c!O 111ore • 07lc f:rol>lor.i bo\& t:4~'!'1 ~b.:J'tl we 

~ave rcU~ ~oo tw.a.'llUy o" ioc::.-~. &uoe\f.t.i~!'\C '1nd o~ tbltot'AB 

te 4o ~~e 1ol> Jc: ~$. •• n~w ~eel~•• t!Ni~ i~ is ..,...11 aift\ 

i.:u~ir.• i.l.Jllct 11...i "'"'L .ai: dlf1 w.a ~ 6aiu11•t ~·y ;ixi.oh.~•.m" -Q" i;.i«ci!t.!AC] 

a!".d =ealth <J.n0 t.hat.. 'Ito "'11~ J:av~ t.o do P.Aach ;no:u Alon~. 11\tlc, 

:i11. l!il&:S, .-f! a~~ 1'Qrk1r~ or:· tliro f~Ql\!:S, life 'tlU! t1!' 

~t.c:miqt..'l~!a.q .i=ca.1. i!9Mx::J.ot;>9M $<> ~'10.t tl'ltt}' <;~n pl;i.y a 

...... • ,. ~. llllC ,. _ . 

86. Oc new 9£0t' !..6(.c r 9: xe .:J 
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~~~-~ tol~ in ropr.e•n~i~9 t.be in4~•tJy ~n tll>Okfnq •~d 

nct.:a'I\, tto:i.:i.a.1ui 1e or.e curt•t wure tte- bCJ"I!' t.o ~t up, t'~ 

•~~e~~atlCll\ ~6~ Ml::i.mplc. •~ ~~ ~l•~ i"t~n~i~ to •~o l~ 

a }.cu~~• '" 60ftll0 N""1utts •~c:h ~1' ~""°ay and in 10C'1!!.l:L"'l'!. ~fllrc­

•e are fAcinq :;>co~•h~i•tly ~~!te ~atiou1 ~iffio~ttiea '" the 

~ookia9 a:id ~•a!~b i.Z'tl. 

Ou: t~c-01:d b ~gpvr:ica,Ur.9. t~ 1.e7.k•l•t.or~ a!.l~ rGg.~ 

"''ll.:rM!'? <_,,,•, '""' '-'Vl"ll-l l•t ;.!u: l.mbl.J,1-:, h= 11~;!11: ~.:.tei-, ~u: 

4iM )'P.'l!'!"' ~ h•Ve- ~°"""'" .. ll)S,c.,~,.d 1'1111~ oft!.~ •bo11t tuc we. ::.1,.o 

ab(>~t otb~r l~su@s 11:0re f!Te~tlr rele~ed to ~~e ~~al~h. 

ql'6$tic~. 7b@ae t~cl~~P- h~alth war~1n9 l•bP.ls, ~ar~et.ir.q 

•o~t~i~ionc, pUbiio smcikin9 aM: no on. 

ii~ 11:an)' pa..:11:.-s cif t:~e 'llorld. 'li'f! l!e'Ve po:!l.t-ko.l ~tn~li 

p:r~i:a.•• 'lfh~o:tl )l~lp \U! Cir> fnftU.~ i~fUU in. lrl'-"*t Of O\U ke.y 

;11.BJ:~tl. l~ th• UC fGr t''Ulp111 t!ley ba-M MlP"ad rt<S(),l.Y" t:».:11: 

t.oVDOn!.z:at.j-!'ll'\ pttr~lei11 i1> ruly al\'5 Plol1!1'115 ~ ~~it 1:.!u:1 "-=-~ 

p~QV~ll'!J nei~c~i ln ~~~l'ly, Tnay nave al~~ ~o~ ~1~tu1 ~~ 

~"""-!" ... i~ r.i"''l'th•CJ ~- ""'77'""1'"4> .,;"!'""'"°·"-. n-.--t\.-..-. t" ti-..­

""'r.1d od~ pnlH.;io;:-al OC'-t"VQ:rlt fr;i..,. ~!p.,-d on tc.11 i~.,,i.e!'l .l.n 

Cat'\llda al'ld ii:! A'tts~T&l'-a, and wv are "Uosiri9 1~ ~r. lte>roc;t IOhCJ t:o 

~ct~ cu~ 'JQa~ketinf fr~edom~. 

86, o~ frew 
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~irat we ~~ ~oinc;: eo rocrgit llfti)re yeop~e •na. be~t.cr peep~~ 

and pay t~• ~:re it ?lec:'~.!\9•i::y. ~tu:·ain, &.to-c.lc.hc1h'll, t.or.~. 

~tt•~~. t.hs ~hlli.,,tn~; ~ftd J~p~r. ~~~ 4li }~~i~~s Wbe~ 

..e ,.>.:n lb.~ ;.d$:h .. 9 t.o c..~ ee>rpoi-cit.4 c..t!"l:t~ r.1.i.,-u'Jlt~. ,..,. .. ~., 

..,.. ar• qOir.io;t to ~Ol)t. 0 •Ot• l)'S1:o.ai!.-t ;..., lll>P" ........ h ...... 

~lhv11hnt t.1:1• ":d9M:.• ~as;J.e. 'rtl d:ate we 11:1.y h.eve bP.ert !. 

li~tle ~•pl'l&la~4. !l'<itc, We iue g~jrtg to pa~ llOt~ Attention 

~o cultivMtin; ~be b-•~ea~e::-acv ~• Ol'J:.G~~ to i~•~ t)l.e- t~p 

P.ot'l~. 

C<.J1121111>11ic:•t~:i. :a~t:. J;CIOk.in<J a.r.d 't\~al.t.h j,e:t:dCI!' t))'''~h pa:i.d 

•4v~~tl~i~q l• ~ot eomet~iftei w• al'e ~Qj~9 ~t th4 ~Olllll!!n~. 

~O'l.:!Jl'I 'WC llilVI! i!eU~).u phit1• ~o uo> 111;; 1n ~·!Ul'.•. 'l'he.1,. .u;e 

t:'l.llO .area ...,M,cti ~e:tl thfllH!O'ht:-t. te> t.hLe appi:Qotcl\ • )')411~C \.'Oh!! 

~· r~rds ~h~ forniec, w• ~Ye ~or~i~~ or- d•v~lopir.~ • 

caa.-..e1-c.rn "i.t.h au,rr1.49tt.. Qnc~. w~ 1\11"119 it. ~t.9~ On'!! cf O\l: plan 

5..91 to .l1>."U1cn it. in :!c~ernat.2.or.a::. .tr.11l.l.~t L•r.'>••-\lofi: ne.W.'ti'"°f.oe-t• 

And 111l4;at:.1.l'\el ~i.SC)} ~& °U)oll llMtilO 'rri'bt:nllt, 2'iw.e and ~wt•tilt. 

86, oc. new 
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111e w.J..U f:\i:u.011 :nnHa rcOlf' om: 1111.:·11.•t::.!'>9 bucic;at. to do t!ll:i.e. 

C'\I• eo-o~ •!!i"'f' i1'1ll bo too :lt~;.l~ o:itl t.llll.ci C61t"41i911 w.ltt.h. 

~n$•rtg in J.Qo.al ta~@'%~ in i~ot~~~t ~a?k•t~- ~• ~r• 

~-=i~il'>9' ?l'~iciui..arly nf Gtrs.tf'I~, tbil ln., it.a•u~'l.i .... F.011'1 

&at.<91 11.114 S""-t:~erl•~ ~• appro~iate niazke~a fo~ ~~ie type o~ 

'11 l?ft'¢9Ct'. 

~ ...... : 1"'1Ul\t.ln1J "" v-i,i,91: fr'rc>jeei: '°,.· M'.O"Zu-r.h u1 ~·ue::ic~· .l.!1. 

"'1-.11:t"rl!ll1.1S t-.tll" y_r_ .II ).p:wtir.17 1'0'!11 111•ll' .. r !\"'• ~ ..... 
OClllmll.ui~r--eil t.o pi'1>rJ~\Ce a Ul,;;: ,,r, tbe cobjl!-l:'t wit!> r.1.11Q~.i.11q 

end he•lt"h a& the t.})Cllle.. U t:hi.s wT.>I~ ,,,.u. 'Wll 1fill IJ:h': it 

ol!le1o1b.u;e ~n UU a'l'\d ~CloY''""· 

i 'fU l *>t uy e.ny llH:lre obOut eil=J:i.S-W..AS-i-21\.s: a.a 
~!m.,iCtt.)()[l9 ac-tl!j.US,! o.y<:>M ~ i 09 that we \!ill C<>'.!ltl l\Uol! 

te iu. .. ~~ uu ef t.h~ N~ )'crlt SC"..::!httY and 1;be ~ttA t.o aav~lt.'fl 

Rc:t11•4-~i~ll(J il!Ot• cer~fallv th.Jn v• JMv(? in t:he i:>a.st. tM­

buein.et:• bltT..ef;." we ca::s i;el: fx-om out· c-o~ute eo~·u.-111i-utloi>1S 

i:-.i:arnetlon&l !.if, IS~i.l'lf <m:l ?1ealU! v..;1,l, ~ llll~ of. t.hc 

poi:iit& - w:i.H bf- .'took.11111 at, 

9Z:£T 
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f.J~r ottone 1;.o "ri.1..1.v.t c.no Delp os o~r 111at:11.l';,sl, a.lHs,1. '-\let"> Q~ 

Ulllt t:=ra44> a-1\d gir~rc ~r .. et:U.l ., lon9 'lfl~1 :fr"')lll :lie.in'!! a• 

~ff~tive a1 "" "WO'Oole 1ilce .. ha'- ..,... .,.... wc-.1"»it".9 "'t :-;"'. 11~T~ 

~gain, U\• ~~c~cs~~• ~G ha~e h~d h•v~ bl9'0~ prin<:iPil?1~. 

t~O'"Jh not ~Jtelasival~, i~ t'-t t•~ 8r~a rat~e& t.~a~ in ~N~lt~ 

relat•d ma~t.ers. 

'!ft! bd'll"' ~"'"' 1.1,.,, u11l.U<1a 'l:g Sf~~;pcl%C:. .1.~iia>tz·~ l6CUe'$ j,, ~t•ONIJ 

e~.s,.t.,.~"'"'· P:r.011~n•~t- )1.-11~ l'\a .. ,. th• ~ff'nn;>11 ~., .. :v ..... """' "'"'do. ,. .. 

t~ ~.a!lue11 i.n tJ\o ~IC vb.,.r• thtly Iller• v-9:y :invol'\ftld M'l t 

lettoi:noriti1'19 ORatpai9n. tt- Melilb~re of P&r:t.1~1rnt. ~II)' •h~ 

b.elped it! h115t:rc.lio to }-"tOUOt t)U£ 1116i:'il;G".~~~ f1'eie-'5cr:i~ ,:ij; t.M)' 

ctiit mor-e :ac11n1=.0.'/ t.~ S'Wit.~~h'l!.4 wl".~e t.t..ey 1.1:1wc•u:·~.-d tl>.ido 

.:.Mu.atr.v l& 4 oo.t:·o=ia.: P:11-fGrteDd~ oo o. 5illl'i:!o.r j.~11-'lle-. 

1'0: l\A~~ a~sc h~lp~ or9anl•e tr01rer5 ic a nuir~ex ~! 

COUnlC.t~4~. ~it~ t~eiT. '~si~t•t.eO !Ot C)tlllllp1~, t~e i~da$:.i:y 

~•1 ir.$tr.~u~tal i~ llOTi~~ the P~d •IMS Ag~ieul~~ral 

Orgena~~ti~~ a~ey fr<111 l~~ &~ti·~~bi<te~~ Stftni=ot. !n6o!K'O, L~ 

'!"AO ti.~! ll!llle! ii UH~ <!l~'re• ~~\"I\ "n ti't~A roo;.tit.. C'C1011tr:lcts 

e~pcc:h1Uv ~"'-~~t.=.Flt ib ~t£.M t.hi1' chetll\l(. ~~ po~;.tiot1, 

bc:lud• «el.!l~i .. Zi:nbabw11, 't~eS.l.$1\d, ..i.n~ Ar<J91'!~.~~~. 

J>._& requ:d=o O'llr pl.a11..: f11r 11•i!14lf "'"" Dll'l:i:r<'!I. i.11:!.tt.s l!O'r,,., ln -tl'l'f! 

.:>l.!:\;:CC., ~ Ln<:or.n~ "=O ac. ~ore O:t ~Cl'C i\~<S CJC'aiicfl .S.~!11.:\'!" w1~:n 
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t11.r9~tcld lroll:md, Gei:'lk'.l'.ly ~~ tile $caDdi11o11vl-an C1'unt,."i-<Jl5 

~.,..~~•llf1 &~ ~~r~e~ wnt~e ~he) can be c~ l11!.."De4ia~e ~elp ~~ 

ta~ l!A~~~=~- 1.at~r. VO ~ill ~ork ~i~h ~~ ~n i&$~~s ~re 

4ir.i:~tlt nU.t<&d tc S1PDk.i114 41,,, ne,uu. 

a~.JK":l.C!:i and. -.e!dh j;llC>Pr:.l.c>.tors, Ke h•ve a'ln1a~y ~CD l'lr:liwitl 

~ ~Uill't au l by :he lll~nci.ee i.n llo:!U1 itor.9 tot os.•'11\pl•, hi ·e>ur 

• C' f~t~ t.o t"EfS l!!t &d\•e,-ot.i'I !'11<9 rl!!t'tx .i.i;tior.~, 1.;. :r •;ulls., ll.h1;> 

l!IL!.dit, NC p.1.ia.n 11;0-. b\:-1 lod s.i•ll&'J" r•lat: ion~b:if'& tio th<--re• VII N:w 

l\a"HI ._ltll l'(U¥"dO:-l!I •s Mew& t-Ull:.-=._c. 'Wlt:h. ot~11u: r:e1'1&papM 

'1t"IJP1.i!rtC>lf'I. ~'>.11'41-ll. 1 ~ 'P4l:P*t• ro,,clr ,...Dl.i ah 4n~i··-l<.J.•1y 

'!;'IQ ~ ~p. t~n, o=i •.nift-9 o..i:: r.;::~.\ll"A.l AU iu. tlir heYP. ma~~ a 

§t.cirt; ,.,,,. h.i'lfe prove-' t.tl•'t· $.'la e~;i l::>l8 ~oii-ei w• have f~r-¢ 1:11at 

t.tlle)' a&r. bit 11 vitl:')' •H~tive lt>rce; &nd "1~ ir,tend tci d.(.t "'l'lte 

'l'llrn:i.nc: n~ ~o ~X anci P.f.SO!·"-.. !l.CO~k~. l tb.i.nJt w trmuld 

CQt1C•1't~~t.e ():0 :Pfl:Stiivl! &:ftlitP;'.1nt 'WJ!er~ t.be &t.a1:1$~i.ca.l. •·~~~l'lc:a! 

>.11 :m.oee !rii>~Abl~ to ~:r c~a\41. 'I'hct Oc) ;i.'\1;"'NIJ1 "l~r ex.a~le 

86. oc: new 
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s~..S f\'I. '9nd t.l'.lt!. (el rcpoxt s!loweod tlil. "N~ 'll'il l n:ah l.!:lO.rP-

\1.tW .o: '-t.i~ ec.o::I. c.£ "°Lui:ia.l .l.IJ \~IS ,,.~~o ~II i.!16!1. 1:c:t }'\!'I. c 

Jll!Or-c- foll.Vt'S"4'1:\le p.r ...... V• ·-=· C:vl\t89]1'1.•U·""i <lll'<j'11'1'\i11.i.1H" HH,\tl'!'x 

jour:iali(.t . .c• C:Ot>f$t,...!'JoC~ Ci.ft:ih.r tlJ the one "~ µ1;~ too.;ttMr. itl 

M.dti.d fer ~~ti~ l\.~~~ir.11.11 jou~G•liot in. l~a4. 

How~ver, ~9~~ tb0~9n ~~~ill bQ !oe\lsin~ 1ot@~~atiD~ally en 

~si~ s.toic1Toq, ~n~ ev•=· ~~""19b wo ~111 eo~ti~\14 to te&t the 

"Q'tl ,,,i, • .,...,.._,..,.2.lrt eo"'c:~pt, 'W(: 1ol'f.1-l 'I'.~ le'\An<>ll a.ny n ... .., "'' .s~_,,,., • .,,...,. 

AM U:io bi:i.r>;~ 1RG to ~i"(atJ.on. Fi:ar:it1y, tt.ie i'.I pcc-b<lbly 

t~~ °"1' r-at 5ol~t1CD ~o IJ!o itsues ~a ar4 di,C".a:;eA"~ ~~~s 

.l'l::':!l'I:., ~ $-!::c;i~ld lOCtii: !~~ v~:t'6' to i.4tttlt Hy #':'i~ <:Hl"Lnti !::e lc:i:: 

sWbtti\.~tel t}\C! t.op t.~ .ost oo~t.rovct~Uil <.';01li;::iou~tf~ l.rl 

ci,•r<:!ttQS. Seect..c! ~e •~~ld do aare o~ ~:i::~~ini a~ 

04e>~.h:9t c.\qe~~t....,. 't'f\~ iu•e.::ef\ here c~l~ ~«-k .ii',\::> 

intCI' 1itl t=::ina.t i:r.~ th<e o411.:: lett b1' ~i9cirnt.~t1'11 ls1 uh~!'c1'l. 

,h.i.s~, we •~\114 Yi~w •i.~&~ret•'-' ~~'tlt:tw; t\11 ti,, <>f'P'·l"t:tU11it7 

!or 2!1!1.l l. p:oduc-t ;!.r.t?ev•t.:!.or. bee a 1111iu1'P-t.4:19 St!l'l'.d p<;d !"It. tl'11 

.m~J..d. t.~.:i:!!ar~, .r-~pt. .,, mm:e &qg1:cs~tv111 -s~•11co .i:1e\ "'* 
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NATIONAL CENTER FOR TOBACCO-FREE KIDS 

FACSIMILE TRANSMISSION 
NUMBER OF PAGES: 23 

TO: 

FROM: 

DATE: 

JERRY MANDE 
456-6027 

John Bio~ 
Manager, International Issues 

May 21, 1998 

SUBJECT: As discussed 

There is plenty more where this came from. The first 6 pages are the two 
documents we discussed. The rest includes statements made yesterday by leading 
economists responding to the NYT piece, and other materials we have produced. 

Please feel free to call Danny McGoldrick or me with any questions. 

1707 L Street, NW Suite 800 Washington, DC 20036 
Phone (202) 296---5469 Fax (202) 296-5427 

www .tobaccofreekids,org 
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c.AMPAIGN {or ToBAQ:o-fRff i~5 

INCREASING TOBACCO PRICES REDUCES TEEN SMOKING 
(AND THE TOBACCO INDUSTRY KNOWS 1n 

In study after study, increases in tobacco prices have been shown to decrease 
tobacco use. particularty among youth. While the tobacco companies deny this 
association publicly because they need to continue to recruit new smokers from 
the ranks of the young, their internal documents and analyses demonstrate that 
they believe what virtually every expert on the subject does. 

"In any event, and for whatever reason, it is clear that price 
has a pronounced effect on the smoking prevalence of 
teenagers, and that the goals of reducing teenage smoking 
and balancing the budget would both be served by increasing 
the Federal excise tax on cigarettes" 

1981 Year Philip Morris internal document. 

"We don't need to have that happen again." 
1987 PhUip Morris internal document lamenting a decline in 
youth smok;ng caused by price increases. 

Despite their public rhetoric, the tobacco companies know that price increases 
drive down youth smoking. The above statement that, "We don't need to have 
that happen again," is a reaction to estimates that 420,000 teenagers who would 
have become their customers were prevented from becoming smokers because 
of price increases. Once again, the company's bottom line was more Important 
than preventing kids from smoking. Nothing has changed since then. 

The tobacco industry is almost completely reliant on teenagers to replace the 
thousands of adult smokers who either die or quit smoking each day. This is 
because nearly 90 percent of adults who have ever smoked cigarettes began 
smoking at or before age 18. 

No wonder the industry is desperately conducting a multi-million dollar 
disinformation campaign, including the attached advertisement. in an attempt to 
persuade Congress and the public that price increases will not reduce teen 
smoking. They do this despite the fact that economic research, expert panels. 
experiences in countries that have had price increases -- and the industry's 
own documents - demonstrate the effectiveness of price increases in reducing 
teen consumption. 

1707 L Street. NW Suite 800 Washington, DC 20036 
Phone(202)296-5469 Fax(202)296-5427 

www.tobaccofreekids.org 
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Economic Research 

Numerous economic studies published in peer-reviewed journals have 
documented the impact of price increases on both adult and teen smoking. The 
most recent estimates are that every 10 percent increase in the real price of 
cigarettes will reduce the prevalence of teen smoking by 7 percent. 

Expert Conclusions 

• In its 1998 report, Taking Action to Reduce Tobacco Use, the Institute of 
Medicine of the National Academy of Sciences concluded that ''the single 
most direct and reliable method for reducing consumption is to increase the 
price of tobacco products, thus encouraging the cessation and reducing the 
level of initiation of tobacco use." 

• A National Cancer Institute Expert Panel reported in 1993 that '"a substantial 
increase in tobacco excise taxes may be the single most effective measure 
for decreasing tobacco consumption."' and that "an excise tax reduces 
consumption by children and teenagers at least as much as it reduces 
consumption by adults." 

• The 1994 Surgeon General's Report, Preventing Tobacco Use Among Young 
People. reached the conclusion that increases in the real price of cigarettes 
significantly reduce cigarette smoking and that young people are at least as 
price sensitive as adults. 

• The U.S. Department ot the Treasury recently testified to Congress that the 
effect of increasing the price of cigarettes from $1.94 to $3.19 in real terms 
would reduce teenage smoking by 29 percent in five years. This does not 
include the effect of other efforts to reduce teen smoking. 

The Canadian Experience 

An attached charts shows what happened in Canada when cigarette prices in 
Canada increased dramatically. This chart stands in stark contrast to the 
tobacco industry1s outright claim that the price increase did not affect youth 
smoking. As the table shows, between 1979 and 1991, when real prices in 
Canada Increased from $2.09 to $5.42, the smok!ng prevalence among ·t 5 to 19 
year olds fell from 42 percent to 16 percent Overall consumption of tobacco also 
decreased. However, when the government of Canada reduced taxes in 
reaction to a smuggling problem that the tobacco Industry helped create, 
smoking increased after nearly fifteen years of continuous decline. 

2 
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In the Industry's Own Words 

Publicly, the industry decries price increases as ineffective and also disastrous 
for the tobacco industry and others. Privately, however, in their own documents. 
the industry admits exactly the opposite - that kids are especially sensitive to 
price and that large price increases are unlikely to cause immediate damage to 
the overall financial health of the industry. Consider the following quotes from a 
Philip Morris ( 1981) document based on the company's review of research by 
the National Bureau of Economic Research on the Impact of price on tobacco 
use: 

uBecause of the quality of the work, the prestige (and objectivity of the 
NB£R), and the fact that excise tax on cigarettes has not changed in 30 
years, I think we need to take seriously their statement that, 'if future 
reductions in youth smoking are desired, an increase in the Federal 
excise tax is a potent policy to accomplish this goal. ' 

Jn any event, a.nd for whatever reason, it is clear that pn<;e has a 
pronounced effect on the smoking prevalence of teenagers, and that the 
goals of reducing teenage smoking and balancing the budget would both 
be served by increasing the Federal excise tax on cigarettes. It is worth 
quoting the authors somewhat extensively on one point: 'Such a policy 
may a/so be an effective way to curb the detrimental health effects of 
smoking In the Jong run without substantiaf/y harming the cigarette 
industry in the short run. Since youth and young adult price 
elasticities are much larger than adult price elasticities while adult 
smokers account for the bulk of cigarette sales, a substantial excise 
tax increase would substantially reduce smoking pat1icipation by 
young new smokers but leave industry sales largely unchanged.' 
[Emphasis added.] 

In another quote from a 1987 document, Philip Morris, as quoted above, laments 
the teen smokers that It lost due to price increases. The bottom line wins out 
over kids again. 

You may racalf from the article I sent you that Jeffrey Hanis of MIT 
calculated, on the basis of the Lewit and Coate data, that the 1982-83 
round of price increases caused two million adults to quit smoking and 
prevented 600,000 teenagers from starting to smoke. Those teenagers 
are now 18-21 year olds and 35 percent of older smokers smoke a PM 
brand, this means that 700,000 of those adult quitters had been PM 
smokers, and 4201 000 of the non-starters would have been PM 
smokers. Thus, if Harris is right, we were hit disproportionately 
hard. We don't need to have that happen again. [Emphasis added.] 

3 
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A 1982 RJR document (attached) displays the company's analysis of the impact 
of price increases on youth smoking. This analysis actually calculates the 
number of "new smokers lost" among kids as young as 13 years old (and every 
other age between 13·18) if prices are increased. 
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CAMPAIGN {ov TosAQo-fRff i<As 

EFFECTS OF INCREASES IN CIGARETTE PRICES (Per Pack) 

Reductions in Reduction In # 
Price Increase Youth Smoking of Regular. Lives Saved"' 

Prevalence* Smokers** 
$1.10 over 5 years 32.0% 5.32 million 1.70 million 
$1.50 over 3 years 48.5% 8.06 mlllion 2.58 million 
$ 2 immediately 65.5°/o 10.89 million 3.49 million 

'* Reductions in youth smoking prevalence are at the end of five years . 

.,.. Reductions in regular smokers and lives saved are among kids alive today 
under the age of 18. Additional reductions would be achieved among current 
adult smokers. 

Source: Frank Chaloupka 
Department of Economics 
University of Illinois at Chicago 
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CAMPAIGN Fov Tof>ACCo-fRff i~S 
PRICE INCREASES AND OTHER MEASURES 'WILL BE EFFECTIVE IN 

REDUCING YOUTH SMOKING -AND THERE IS EVIDENCE TO SHOW IT 

Contrary to today's article in the New York Times, Politics ofYouth Smoking Fueled by 
Unproven Data (5/20/98; page 1), there is subst.ao.tial evidence that the anti-tobacco 
measures in the McCain bill will reduce t.obacco use. In particular, the evidence on the 
effects of price increases is conclusive, and there is considerable evidence that other 
measures included in the bill will also be effective. Most importantly, a comprehensive 
approach that includes all of these provisions is necessary to achieve the desired 
reductions in youth prev~ence. 

The Evidence on Price is Conclusive 

Aside from the basic law of economics that price affects demand, there ·is a body of 
literature that documents the effects of tobacco prices o.n adult and youth comiwnption, 
with a clear consensus that young people are more price sensitive. Virtually eveP; expert 
economist. every expert panel, and the experience in other countries, particularly Canada, 
document this effect In his article, :Mr. Meier focuses on one recent unpublished study 
from Cornell University, Putting Out the Fires: Will Higher Taxes Reduce Youth 
Smoking. to try to make the case that the e·vidence that price will affect youth smoking is 
weak. Virtually no one agrees that tlUs one study, which is seriously flawed as noted 
below. is any reason to doubt the body of evidence that price bas a large effect on youth 
smoking. 

Mr. Meier cites one recent study that pUiports to refute all the others. He devotes a 
substantial portion of his article talking about it and either did not consult other experts 
whose research the Cornell study purports to contradict or did not report his discussions 
with them. These researchers could have pointed out the obvious flaws in the study. 
Several points should be made about the Cornell study: 

• When they conducted their analysis as others have done, the Cornell 
researchers virtually replicated the findings of other researchers, 
demonstrating the effect of price on youth smoking. 

• The Cornell researchers then went on to conduct additional analyse.s, that 
while offering an interesting approach, suffer from severe limitations, and 
have been called into question by leading economists. 

1707 L street, NW Suite 800 Washington, DC 20036 
Phone(202)296-5469 Fax(202)296-5427 

www. tobac:cofreekids-org 
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• Bill Evans from the University of Maryland and Thomas Dee from Georgia 
Tech have analyzed the Cornell data and found that the substantive results are 
'"primarily an arti.fact of the way they constructed their sample.7

' When Evans 
and Dee reconstructed the Comell sample, they achieved results showing the 
effects of price on youth initiation ~ virtually the same effects that the 
Treasui'y Department used ill their analysis. 

• Other researchers, such as Frank Chaloup~ have pointed to several other 
flaws in the Cornell study, including choice of the measure of smoking 
initiation, the elimination of all 81h grade smokers from their an.alysis, their 
focus on tax rather than price1 and their choice of analytic method. The 
conclusions reached by these researchers is that this study is biased in a way 
that would lead one to find no effect of price on smoking initiation. 

Several of these prominent researchers have issued statements reiterating the importance 
of price increases to reducing teen smoking and putting the Cornell study in its proper 
context. 

Jhere is Research Showine That Other Measures Are Also Effective 

Largely because of the tobacco industry's influence, this cowitry has never had a 
comprehensive national plan to reduce tobac;co use. However, there are a number of 
studies showing the various components of these programs can be effective. These 
include counter advertising , school-based program, youth access provisions. tobacco 
advertising restrictions, and environmental tobacco smoke restrictions_ 

California and Massach~tts probably have the closest thing to comprehensive anti-· 
tobacco campaigns, and both states have achieved significant results, despite substantial 
interference by the tobacco industry. (',alifomia has the lowest adult and youth smoking 
rates in the cowitry other than Utah, and MassachU:Setts has countered the national trend 
of increased smoking rates among kids and reduced rates among yowiger age groups. . 

V/hat is clear from all of the research is that a comprehensive p Ian is needed tlW 
addresses the tobacco problem at every level - on price> access, advertising, public. 
education, environmental tobacco smoke~ and others. 

2 
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Experts on the Effect of Price Increases on Youth Smoking 

Frank Cbaloupka University of Illinois at Chicago 312-996-2683 
DepartmentofEcononrics 

William Evans University ofMaryland 301-405-3486 
Department of Economics 

Thomas S. Dee Georgia Institute of Technology 404-894-0424 
School of Economics 

Kenneth E. W amer University of Michigan 313-936-0934 
Dept. of Health Management & Policy 

Lynne X. Huang University of Chicago 202-223-6040 
NORC 

Michael Grossman Nat'l Bureau of Economic Research, Inc. 212-953-0200 

Jeffrey Harris Massachusetts School of Technology 617-253-2677 
Department of Economics 
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CAMPAIGN {ov TDBACcD-f Rff icAs 
PRICE INCREASES REDUCE YOUTH SMOKING 

The following experts have concluded that price 
increases have a dramatic effect on youth smoking: 

• Institute of Medicine's National Academy of Sciences 

• National Cancer Institute 

• U.S. Department of Treasury 

• U.S. Surgeons General 

• Numerous Economists including: 

and 

Jeffrey Harris - Massachusetts Institute of Technology 
Ken Warner-University of Michigan 
Frank Chaloupka - University of Illinois at Chicago 
Thomas 5. Dee - Georgia Tech 
William Evans - U.niversity of Maryland 
Lynn X. Huang - University of Chicago 

The Tobacco Industry: 

Since youth and young adult price elasticities are much larger 
than adult price elasticities while adult smokers account for the 
bulk of cigarette sales, a substantial excise tax increase would 
substantially reduce smoking participation by young new 
smokers but leave industry sales largely unchanged.' 

Philip Morris (1981) document 

.. ... 

PAGE 17/23 



MAY-21-88 12:13 FRQM,TOEACCO-FREE KIDS 

ZS"d ~lfil 

U C The University of Illinois 
at Chicago 

Oepatl'llanl al &a IOiMcs (M'C 14') 
~" EIUsinem; ....... 
601 Sia#\~~ fblrn !tq3 
Ctiicagg. lliflOis 608C1-11.21 
'312l 99&-ai83 Fae 1312) 99&-3344 

May 20, 1998 

10:2022865'127 

A S'latement fi'om FI4U!k l Chaloupka; Assoc:iale "Professor of Eeonomics. VoM:rsity of Illinois 
at~ and Research A£aociatc,. Hc:&llb.Eeonomics Propm. National Burem of Boon.omit 
1tucmd1 

I am writing io clarify some of tbe confiJ.sion that lm been created in the debate over the impact 
of proposed~ tlX md pm iDcn:ucs on youth smoking For more dum ten ym, my 
coJleagum alld I Jibe been Sludying the impact of mes. prices, md tobacco a>Dirol policies oa 
cigarcte smoking and other tcbacco llSe. Far the .pm five years. much of dli:J research has 
foaJSCd oo youth. One very clear ~ll emerges &om this research: large illcreuts in 
~prices an die siDgle mosi ef'f'acdve pollcy in redudag youth smoking_ Using data · 
or.youth smoking fbr a sample ofwell O'Rl" 100,000teenstaken&omthe1992. 1993~ and 1994 
Mo.aioring thefutu1'8 Surveys. of rt; t~. and 121& grade stud~ Michael OrossmaD and I 
conclude that a ten percat increase in cigarme prices would lead to an ahnost 7 pe.rccnt 
reduction in the nunmer of youag smokers aDd io additKmaJ reductions in av~e <3gamte 
co.asumption among youth who smot.e. Bued on this researdl, I estimate daat a St.50 
incnue ia die federal dgarette Cnt· im,-imted over tllree yean a.id IUintailled in real,. 
iaGadon adjusted terms, wiD Cllt die prenlmce of yoatli smokiDg ia ball No other single 
. policy m-..xre would be &S effective in producing signiiicam reductions in youth sm.oki.a.g. 
'When large price inacasa are combined with other ~mprehen.sive ~ to reduce youth 
:acc:ess to tobacco products. limits OD. smoking, restrictions on advatising. aod more.. even larger 
reductions can be achi&ved. 

The findin8-' ftom the research by my co.llr.agues and I an: consi3tent with the findings &om a 
ownber of other recent smdJes of the impact of price on youth smoking cooducted by researchers 
at the UDi\'ersity ofMarytand and the ~'ell Park Cancer JDstitut.e_ Howevm-1 a recent study by 
CCOllOmists from Cornell Univeaity amcludes tl1at smoking initiation among youth wuuld not be 
affected hy ina'1WeS in cigarette prices. This smdy contains a nm:nbec of methodological tla.ws 
and. should not be used 10 td.ite the ficdings &om the Jaruc:r- Iitmmre that concludes that youth 
smoldng is very respomive to price. badeed, a recent ~ysis of the data. uaed by the Comd1 
researcller$ corrects fer some of the methodological problems with tb.cir analysis.. This analysis) 
by University of Maryland ecoJIOJDists Thomas Dee and William Evans, producm estimates 
coa&istet1t with the fin din gs from the research hy my colJragucs and I md other xu;cnt researr.h 
on tbis mue. Tb2t is, ... increases In dprette prices will lead to 5amtantW reductions in 
tlae pl'5aleoct of youtla 1111okiag. 

This is an historic oppartmrlty to significantly improve public heahb by sip.ificantly reducing 
youth .smoking. ComprebenJivc legislation to idlicve tbiJ goal must iJlclude large inacaK$ in 
cigarette prices. 
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UNIVERSITY OF MARYLAND AT CO~GE PARK 

Stmmaat of W"alliut N. Eftlas 
Auociaa: Pralasor 

Deputmcat orF..coaomb 
Uaivctllty of Maryland 

In a:few cbys, tbe Scaate will vote an vote on ake>· componeai of comprchaisive tobac:co 
legislation. An important compoo.ant of most propasal3 ate large tu changes 12:lat are designed to Ieduce 
teen smokiug. The OQQnom.iC mdaicc Oil this issue is by DOW clt.ar and ~oll'Yinciuf: Youth smoking will 
fall Mien mbacco taxes are incJused. My 01"n work in this area demOl\Stt'atos 1hat smokto.g rates a?n<mg 
b;gb sclioo1 seniors fell in. states thlt raiSed their STam excise ux on Q{garetta ·~mp.red to smoking rates 
m ~that did not clwigc tb.eir-. Mywoik wid:l L:yim Huang ofNatiowLl Opinion hseMcb Centi: 
predicts that As l .lo per pack iDcreue in die ciprette ux wm. redu\':e teen smoking rms by 27 paa:nt. 

A rcoent $tUdy by a temn of Camell researc."liers questions~ taxes wm in fact reduce teen saioking­
In a commcut au. mat woric that I owrthind "1'th Thomas Dee of Georgia Tecb,.we drmonsarate that 1he 
results oftbo ComcU work are soldy m artifact of the way the llU?hors constractcd their data set. Jn 
short, the authors syr;temJtically deleted dat.a tor a pup of students charadaized by higbct tD:K 
i~ and subscquemiy lowerntes of smoking. Whea. we re-estimated the models from the Cornell 
study with 1hese smdcnts back in 1he sampl~ wt fiod that higher cigarett.c rues will reduce teen smoking 
by a ~omiderahle amount. A COfJY of dris oomment is available on the '11reb :l!t: 
htt!dlwww.ecou.gate.eh.edu/-tdeclresearchk.omio.mlOS9S.pdf. · 
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NORC 

Stateme11t of Lym X. Huang 
R.esemdlSaentist 
National Opinion Research Center 

· Univc:.rsity ofCbieago 

May20.1998 

A key component of the complchensivc tobacro legislation that is wider oonsidaation of the 
Senate is large tax dianges that arc designed to m!uce teen :mioking. 

Most economic evidence on this issue cleurly shows that teen mJl()~g wiU fBll when cigarette 
tucs arc increased. My work wiih Wtlliam Bvans of the Dq;ia:tment of P.co:oomics at ili&e 
Uaiversity ofMmyland demoustratcs 1bat smok~g ratCs 8IDDl1g high school seniors.fell in states 

that raised their state excise tax on cigurettcs compared to smoking Iatcs in sbm:s that did not 
change their tax. To put· our tem!ts iuto the~ of the cunwt debate, we estimate that a 
S 1.50 increase in the price of cigarr:ttes would rcsclt in a 36 percmt reduccion in teen smoking 
rates.· 

Our study t as well as the bulk of the literatnte on this issue, yield a uni form conclusion th2t teeJK 
axe very responsive to the -price inaeuc or cigarettes and in Fact more responsiv~ to taX changes 
than adnlts. 
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Statement of Thomas S. Dee. Ph.D. 
Assistant Professor 
SchoolofF.cononucs 
Georgia Institute of T eclmology 
Atlanta, GA 

ID,2022865427 

Thomas S- Dee 
_As$ista.nt Profes50r 
Schoolof'E.conoutics 
404·~·0424 
thoJn4.:j.dee@econ.ga tech-edu 
www.econ.gatech.edu/-tdee 
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Recently. sotne aitlcles in the popular press ha~e presented an inaccurate or misleading picture of 
the current scientific evidence on whether cigardte tues influence tceo smoking participation. 
An article in today's New York Times pro'Vides the most recent example of this unfortunate 
mL<rrepreseotarion of the avail.able evidence. Contrary to the impression left by such articles, the 
clear consensus among priot empirical research in this field is that teen smoking participation. is 
tax-responsive. In ~the current Treaswy estimate of this responsiveness is quite close to the 
best estimates produced in this literature.. 

However, one recent study (i.e_ the "Cornell Study") has suggested that teen smoking is 
imresponsi ve to taX changc::s.. .But, in a replication and comment on that study. William Evans 
and I rlemonstr.lle that those result.s are primarily an artifact of how their data were constructed. 
In particular, the authors of the ... Comell Study'" deleted roughly 20% of survey respondents 
because they did not or were unable to answer certain questions (e.g. about family income). On 
average, these deleted respondents faced higher tax changes and had subsequently lower .rates of 
smoking. We find that the results of the .. Come11 Study"' are highly sensitive to the deletion of 
this large and non-r&idom group of mJpondents. In particular, empirical models that utilize an 
the available respond£nts demonstrate that teen smoking is ~veto tax changes. 
Furthermore., the magnitude of this responsiveness is quite close to the Treasury estimate. A full 
copy of this comment is currently available on my web site (http:J/www.econ_gatech.edu/-tdee). 

Ceoig:ia Tech School of EcaDOmics 
7S1 Marietta Stteet,, NW 
Allan~ Georgia 3Cm2..o615 USA 
l'HONi 4()l•894•4919 
fAX. 404"894•1890 

'f"EO: t t 96-0~·:.;.,..("'eW 
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STATEMENT BY KENNETH E. WARNER 
Richatd D. Rtmington Collegiate 

· Professor of Public Health 

There is a wealth of scientific evidence that indicates that children are definitely 
responsive to price increases and specifically that they are considerably more price 
responsive than adults. Independent Cconomists who have studied this issue are virtually 
unanimous in con.eluding that price is a major determinant of changes in smoking patterns 
by Children acd·adulm. · Internal tob!ICCO industry documents clearly show th.at the tebacco 
industry is well aware of these facts~ and is in agreement with this analysis, despite public 
statetn.ent.s to the conttary. 

~~ 
/117 2.~) / 'i' ~ 
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~~gc.oi.ny.edu 

A considerable body of published r~h o:>nfi1m5 that the law of the downward 
sloffug demand ~Oil holds 6)r cip'ette consumption: as the price of cigarettes rises, the · 
l:lWQba- of adub and teenagen who smoke falls and consumption by those who smoke also &!ls: 
Tho prov~ nc;w and as 'yd aapublished scudy by Donald Keziel. Alan Matbios, aDd Philip 
Deticca questi<mS this findlng. Since this research is Sli.11 in ~ it seems pNdent to 

PAGE 23/23 

po~ an evaluation of it until it has been completed Even if Kenkel and his colleagues . 
Corfclude that t~ smoking is not responsive to price, this finding pertai."JS to one sample and . 
woy.td have to be considered with findings for at least thlee other large imtonally representative .' 
suryeys in whieh negative price~ :1re ~- . . .· 

• 

TOIR.. F'. 02 
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1HT£1.-0f'FICE tORRESPOJtOENtE 

- tfr_ Jo~ 2aler Date: Smpteitier 3. 1~37 

• K:f"o~ Jobnston 

Subjeoct: • ~ndl1ng an exe1se tax lncre~~e 

l hve bee as.ted fOT' ll'J v1ew~ as ta how • sbotald p&Ss on the pr-ice inc:reue 
lti the e~ftt of an tna-eue tn tM excu:t tu. Hy choice ts to do what 1 
~1t99ested to Willy f'Cna..ell in 1982: Pass on tbe bcrnse ln one fell ~"°? 
uid •;au U clear to 580kers tl\ai the !JO'tert111tnt 1s .slll:L TeSP<lflSfbie for the 
price t~c~eas~. advtrt1st ta t~1t effe~t. suggtst th~t ~eo?l~ stock u? to 
uo1d the prlc:a 1n,ftue, and r-Kcmtnd that the.)' nfrige,..te their c.ig:a.r•ttes 
•ta ~reseT"Ve the\T fres\ness.· (tt WQ.U\d be ae<:e$Sa'I')' to ~~~st~~ th~t point 
or •e WOQ1d get a lot ~T beetle cOIDl)1aints.) Then ~~ people exh~u~t taeir 
suop1y and go to tll~ :sto~ tD boy more, they lrill bt less lf ~l1 to reneadier­
what they l•st pa,~ and N1ll be less ltkely to suffer frc11 -st1c~er s~a~k-· 
As ~ r~Ylt, tbey $hould be less \ikel1 to u~t tlie price increase as &a 
incentive to stop S110kin9 Qr redQce t~~ir consumiptton. 

Last t1M. of cou.-"t.a, we \ncrus•d prtces: fivt thles bet"'"1\ hbniary a.~ 1982 
an<1 J&nU~\-Y of 1983. la lt$S th-n - 1~~r t~e e'"'Ce .rent frOtl S?Q.20 ~ S?6.90 
per thou5And {$2-70 more th~n the tax}. and tb1s Fi1Ct ttas aQt iost on ~oosimcr$. 
who could lagitimately bl illl2 th• 1Ar11sf1.eturers f.or- drt1 pri c:I! iac:J"e.ises. V&iie 
~rice !ncreases or thts .agnttude •1ght h~ve been toler~ted durtnq t~e rip1d 
~scalatiOf\ in the ov•r~ll 1nfl~t1on r.i.t~ between 1977 and 1961. the iacre~e ;n 
the price of dgi.re.ttu '" 19a2-13 ...ia.s m:Mle ev•• mar. dl".-a.tic: I>)' 'the hct tl\a.t 
the overall r&te o~ lnrlatton was $lO'tfing col'\Siderib\y. Yo~ aay r~all f~ the 
article I sant you t~t Jrtffer-y Harris of MrT ulc:ulated. an tt.e hsh af the 
tevil\ and Coilt1t chta. th~t the 1982-83 round of price f•c:r11ses cused tw 
million adults to q~tt :ol!Oklng and prevented 600,000 t~en~sers fro~ stirtlng:J 
to S1110ke. Those tee~gers are "'* J8-ZI yu,.s old, ~d .since about 70 percent 
of 18-21 year·o1ds and 35 percent of olde~ s:aot~rs SlllOke a PH brand. th1s 
:11e1ns tt\~t JC0.000 of thos~ adu1t quitter~ !ld, ~ PM uioteri anct 4Z.Q,OOO of 
the nan·~tarters lGtSlli .tYn 9s:l.n PK S'lllOUT":t. Tiius. if HarT"\s ts r-l~h.t. we 
~ere hit d1s~roportioa~tt'\j hard. ~e d()ll't need to h&v~ that hilppen ag~in. 

I think it ts re~scnibte to assume that wholesalers and ret~11er~ will behave 
pratty ~lldl ilS th•y did i~ 1982. The ..tto1e$~lers liq~tdated their inve~torl•s 
to :avoid paytiig tM f"l oe>r t~x, consu.le~ did not 5.tockpn e to an1 gr Ht ext~nt 
(probably in ~rt beul&Se tbe price increase dtd mt OCCIJT' suddenly}~ and th.e. 
retailers. who faced ao floor t•x~ stocked gp because of t~ prof't potenti~t. 
Thu :sto~ked up an nerytbtng, that is. nc;~pt Pl'lf.11p MoTrh brilnds. 8&W 
loaded In Novellber, lt)ITlo1ds in Oecelllber. and •t did nQt lo•d. with the r-esalt 
th~t. 1" Rtctt.otld at le~st, the 'helves we~• vfrtu211y b~re af PM l»-~s. I 
renie<Dber one ir~t• 7-Elaven ma.n•ger, ~ho ~new that l ~orked at PM. hold1ng up 

C87-"'4539 

F'Aub 

TRIAL EXHIBIT 

11,591 
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a pact of Milr1t>oro Lights 111d ten tng me that that was his entfre stock of 
IC~rlboro Lights, and that he was not due for anotller deUvery for tlla days. 
He was losing sale$, w we 1111 very well have 1ott soaie smkers. lie 
certainly tnc:vrred the wrath of rata.11ers time> lost sales becU.$e they wer-e 
ollt of our bf'ands. We don't ned to have that h~ again either. 

Th~ 9f1 rec~dat.ion is to 'hke tM increase all at once; ~d'ierlhe., blui11y 
it oft tile feds and encouraging SllOkers to stockpHe; increue pr1ces only to 
tM &Xtent af the taxi .S .U• sare tht the c191rettes that the retailers 
stQ(;.kp'\le an: mu: brand$ tMs t1M. W• 11itigbt al50 t.a~ ttie opport.unity t.o 
agl1n point out the ~s1ve n.&ture of tile tax and tell uolcen what percent 
of "the price of a p~k of cigarettes ill\ thei"' state ts due to taxu. 

· The only prcblem I ctn see with thi~ apprailCh b tht ve m1;bt not bave aoagh 
product1on c11)1.cit~ to ftll the orders tf $110kers !lR stockp11e ha~v11y. 

MEJ:f 

cc: Ed tiee 
Art Goldfa\"b 
r.en Houghton 
Carolyn Levy 
Leo Meyer 
K•rel'l tUller 

/
"Jobn Th.:ia.11 
Central F1.1e 
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YO: Mr. t. £. C&lyaa ... 
FICK: D.. s. lurrov• 

SVB.n:CT: ESTlMATlt> CKANCI 111 INDUS'rlY TUHt> 1bu.o"1tta nt>U.U. CCIS! til tNOWE 

8ack1ro\md 

I~ 1981 the Nat1oual. ·s~reau of lcOlloaic 'l*••~~~h publiahe4 two econoiaetTic 904•1• 
liak.UI c11uatu prtcH u 1actclnce and rate .uoa.1 1,ec.Us.~ •1•/Ha sro~'P•• C>Ei• 
related ~o adult• 2o+. the o~h•t co t••a.a 11-17. 

4 •jor tmpl1~atiou of tbe•• model• VH tbat. 10Ulll pt1ople an very pric• ·•Ml..S.t1H. 
Th• .odel• lDdicate tb&t: 

• tnci-S•nc• ..oq 20-.2S .,...t' old. •n ba• • pri~ alHt.1c1C.J of •1.21. U 
l>I' 1cH var• 10% 'blCt.r. 20-lS ul• Uoi.Clatace would 4%op 12 •. 11. 

_ • ID.~:S.daisce 
.. Of -1.tt. 

lov•r• 

- ·i 
lllOi&I 12-17 y .. r old• (.U. eacl !eiul•l Ml a fW1Ca el&1tic1ty 

U ·pnc.H wer• 101 h11he:t, 12-17 ~dda11c:e wo\llt k u.91 
- . ' 

.. 
.ual-¥•b .. , ... 

~· c~• s.a:~~lid•oc. ._lll otber Jl'OU.'P• .a1 •.c,ap dow• ~- 1U~n7 c·nw, 
red~H.. bdd•BCJi~ a 'bi• arou11 S.Spl1H 'hn tb9n rill M l••r Utr ...ok•r• •Gtadus 
~ market • 5~• tbS lla4uat~ povc.tl rau. 4e,.ud• • QaV nouu, lot1a1 u ~be•• 
i'Gu~ r:;aG CUG&•'t .. clli"Kt.iOll Of tllt °b4atQ" t?.ml• ... "nsr•• BEW s\\Scli ..... fihov ,., .i..oat all ul• 1110ten •~An "bafora ..- 2S 9 follovS.q a 
c~1aten~ •~•~tias, as• pa~~•Z11• 

... 

"' c • c 
c 
" T 

. .,_.--------~--------------------------~--~ 

!I 

• 

TRIAL EXHIBIT 
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Mr. GalJan 
rage 2 
Sept.eaber 20, 1982 

An.alyaia (Conti~uacl} 

Thi• ,-u.eru impll•• t.'hal tf ·• ul• 1• t~ bacoaa a adult laO'Ur. it. 1• probable be 
vill have •~arted by a certain age. 

. .:. ~ 

·. ·""'" 

.. 
''-r ~i-J 

... ::::-:: 

,..,-.. 

. --~1'.I.. 

. ! ·.:~ • .A 

12 
13 

. :: 14 
IS 

.. :..": 16 
.~ .. :.,iJ 17 

. ~-' 18 

.... ~9-20 

... :Zl-24 . :·,•>1125+ 
··::Ii ,; .• ::~ 

C-.ql&t.ive 
I Starting 

II ye 

8t 
12 
l~ 
29 . 
42 
56 
68 

ll 
94 

100 

''i1ed1.astaTt.iu& Age• 16.7 
~- '•···'"fl 

Probability 
Of Stan1ug 
After Ap 

921 
88 
81 
71 
58 
44 
32 

17 
6 

(50:50 ho'babili~y) 

. . ; ;Jj 
11"'• aan bas neve~ aolt.9d by aa• 18, the 0441 are three-to-on• ha aever v.1.11. 17 q• 
%~·~he odcls ar•~winl,-to-oue. 

"nd• pat.t.e~ &l•o yield• e•U .. t•• of iiicid.•ace ad uv -.ok.era •<m.S JO.ml a&l••. 
~ed on 18-24 ~ 111~ide11ca • 

. ·. 
...... Ollil61.at.1•• Iadn lt•tiaaud Hew S.Obra 
... ~: -. .!I• z s~~l!I Ver!UI 1!-!4 tc5!d•nc• ~l Ol ~at.ion) 
;:;;·· 

12 81 9 2.61 -. ·~ 

.. :-:;.:i;, 1.3 l2 14 3.9 1.3% 
, .. _,~ 14 19 22 6.2 2.3 
' 15 29 3S 9.4 3.2 

l6 42 48 13.6 4.:Z 

17 56 64 11.2 ... , 
18 68 78 22.0 ).8 

u-10 IJ 95 26.8 2..4 
21-24 94 108 30.5 .9 

18-24 87 100 21.2• 1.7 
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On .. trend bHit, GCl'Udiug prtea •ffect•a W vauld apec~ \ba•e MW ROUU C.O •tart. 
1u 1983. However, 'baeed o~ the a.uoual kn.au of koD.OU.c a. .. at'cb •luti~it.i•• cid 
an'e.~t.ated 1s.1t 1ocreaae in the real prtce of cil&Tett•• dur1na 198!•, Lhe number 
will be lover. 

Estlaat.1ug t.he losa •Oftl teenager• of 'both .. it•••• &tld .. 1 •• 20-24 (per ta N.ational 
8ut"e&u of !co'&liWic baeareb. p'riCe aodel), va fi"; 

12 .:.:~ 

13"•''' t.]% 
. !., 14r ,. l.3 

151-.:;.:y; ~ J.2 
16 4.2 
11 .. :.1;:0"' 4.6 
l.~ ... "1 3.8 
L9-~ ;2.4 

-.... 21-2.~~~{!li .9 
.. ~· "'4 .. .:~~".I .. 

':".··· 

:~ 

. (':;'': 
~ 

I llev Sl90ker• 

1.11 .ll 
1.9 .4 
2..6 .6 
3.4 •• 3.8 •• 3.1 .7 
1.9 ·' .7 .2 

'tbou•and • Of 
Nev $110ke~• 'Lo•t. 

7.1 
u.2 
21.l 
28.5 
~H.4 
27.4 
31.4 
16.8 

Tat.AL 175.9 

.... 
*!igbt cent rf!diiil 'Exciae Tas iucr•••• o~ equlval•nt aaftu.factQr•~ i~cr•a .. 1, av•~­
~e 2C per pac:\t·ft.ate t.u 1Jlcr•aM, ad a 11Duf&etunr incraaa• of Sl/M .:l.d-198l. 

••The aale iuc1de11ce/a1e J•Ct•~ ai"e ~•••oca.~1• for f ... 1• te•naa•r• •i~e• BEW 
· +ndicaiea .fe~· U-17 have •l!atitly bi1ber iftel.deiace, but .alao ali&htly bi1her 
•t•rUng •1•• (a .. ia.s. • 17.l yur• "'•""• 16.7 fo~ •1••>· 

,.:,;1 • 

. 1. 
. . , :. ~ 

IfF.. tbeae aev 111okua had avenged oU7 tell ci1arett.u a day, theJ would have 
.Ceouutecl for 60:; •lllloll ctsarett.•• tu 1913 or abo11t .1% of IndU.ltl'J• i':-So9e of these people u7 later"chooae t.o atert. ..ok.iq. lloW¥•1'• fort.ho .. 17•25. 
~he odd• are aca1U8t 1t. 1f v. eattaata tbat. only half of t~• o•v e.okara 17•25 are 
pe.rmaceo11.y loat.. t.M lo•• t.o 'laduat.r1 bf 1987 woul .. .till •c:Hmt. to .11. 
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Lo1t Saour1 
17+ 

52. SK 

···~~·" "" ..... 
. . .. . . _ .. " . . .. ~·· 
·····-~-· ,, 

A&e In 
1987 

21-29 

.. ~~ 

lll/' s. Burrov1 . _ 
: llKket.ing De11elo~ia~ Dep&rt••Dt. 

.·:·.i ~:; 
,, gsf ·i'.;~ 
• ~ I 

m KI>~ \"~ 
.. :. ~ ·,-_i --.~ . :a, 

.·.t 

., 

,.· 

··"~ ·~ 

. ' ·~l13 . ·:··-N.S; 

lat• 
?•r A•t 

)2.3 
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c~w.es to come~ to mir.d i~ ~rodQCt li~bilit~. Yet, 

int~r~ationdlly, th~s ba~ ~ot yet become the i~gu~ th~t lg 

has her~ an(!, !r~nkly, I do~•t ~~e t.~At tbere. is mu~h ~e c~n 

~dd ~~ ~ d\scu6sion Df th1~ p-oint. Clearly, jt l~ of the 

1J"avest c;or.ce~n to t'ill of us !3 i.uc~ it pe>>u:1i; ti pot.ent.~al 

There a~e. ~h.o~~n. other s~ckiq <1nd he.alth i~sue~ that we 

can, ar.d do, wQrk on. ffqr~ 1 all! referring tot~~ impact t~nt 

p.1ssive s.111c'!dntJ. We orv 1o1orltir,9 on all these i.ssuE<s 

50~.::1o1n-=t'~ !.t1· tb.e 1o10::-l!l mid v-ur ;:ippt·c;;icht'!!l dt!pi,ind on th~ 

t1~1~cifh~s of f?,i,l:'h. pl-ace. 

ot n l.l t.lm concorn:&, t.bere ls one - ~l:l:.C<:>t 1on - tn.iit al.ii =.e ui; 

dep:re:11::s~s it .,u~h more s~verely. Ou [ conet~rn £er t.Jtxat i"n 

i&, tht>.::-efore, ci:;:r..trp.l t.o c:mi: thinJCl119 D.bout smoking o:ed 
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r~u \.l r 1~0RR 13 u. a. A. 

l~TER-GFftCE CORR£aPO~DcMtE 

~lt~~OI&, YllGIKfi 

l)a~: 

t nave ju~t fi~l~had &tudyi~9 a ~~t1ooal Bureau of !cono~ic Rtsearcn {~SER) 
work "ing ~lill)er Gt:t it 1o{l "The E.ffect of Gr>v!'!rt'l~Mt P.f!;;iuht ion on T111'!n11!J• 
$1!)C~ing.~• l" the paper tne authors e~ar.ijne the 1~3ct gn tee~aqe sr.r.i~iQg 
of (l} the e~cis~ tax on c'gsr~ttes, (2) the FCC ~&ir~ess Doctrine (1.e. t~e 
ent~-$~Ok~ng co1m1ercia!~}) ana (3) the clgar~tte ~d~ertlsirig ban. ihts is by 
far the best itudy I have reac t£Jncerning the effeCti of the ant1~~ITTJk1n~ 
<:Ol11f!lert'11:1ls • .a.na tll!! only l>t1.1ey l icriow 'Jt t!lat attempu to d~'!:~!'"in1n~ t!'ll! 
pr1~e ~iastie~ty of cig~rettas arn~ng offfer~nt group&. 

Sacaus~ of the ~u~lity of ttte work, the pr~stige {~nd object~~~ty} of t~e 
Sl!.rn, ."Ind the f.:ic;t th.:i.t the ~>IC he t!ll<. en c1 ge.rett!:~ to.as l\i>t c;.himge~ ill llC~r ly 
30 _yellr$. I tfl 'inlc. we naEN:I to taki! $f!r lo:.is 1y ttieir state111e:nt that ;. ••• lf future 
""11-M•l<:r.~~nc; tn ,)'(1111:1! ~mGkin'j! 11re dos1rad, a.!! ino:.t"~.1.$~ 111 tliil !i='edaral e;w.c.i!!ie ta.11 
i~ a p!/tent pol1cy to accomplish this goa1." Giv~ th.at a further reduct-loo 
111 VOQtn 1ilQOlchlO fS the gOa\ of ma~y Dri!~Sure gri)UP,!I Md ~P.d4!ri!1 il'l!Plld~<;, ;vid 
th«t ~he goa1 of balancing th~ federal budget through budg&t cuts seems 
fn~re~sfng ~l~s1we. I think we car. expect a~ i~crP.ase in the excise ta;w. on 
cigarettes, probabl}' ~ltk1o a year. 

·merP. are attier ttl1iigs tnat leaa iR! tG oe l H!V~ th.at ti'ere wi 11 be lnc.re.ases 11'1 
tP~ Feder~t excis~ to~~~ on both cig~rettes and alcaholi~ beverage$: (l) lt 
1.om In: 4-r<~ut!\J \.t1111l ~c: i1'e tl.ic~~ ar~ "'vo h1ntary·· taxns tn tnat paym~m: of th!!r.: 
cin be avoided ny ref~aining trOJll µur~nas,ng the ~roduct, ~nd th't tn~refor~ 
i~~~~~,1~s c~ct~c t~~c~ do~~ not reduce di~~r~t1on~ry ~ncemes. (2) Doth 
cigar~ttes and ~lco~o11c beverages n~ve lO\Ot price ~l~stiei~ies, ~o the 
~~~ir!o~~l ~~~P.~ e~~ b~ p~~te6 on to tha c~n$UM1111r w1~~ littl~ ad~&r~~ ~ff•ct 
on th~ ind~stf~e~. (3) Prices of ci~a~@ttQ~ ana Dlco~olic beverag~~ (ai 
r.iea5!.lred by the C1;3ns11mer Price lnde.x l ha¥e "increased lro!"e s l O\lllY then pric@~ 
generally, (~) £~~}5e taxer. contributed Qn1y 5,0 percent to total federal 
re~eo~es in 19-80, down frQm a.1 p~rc.eot ~n 1970 &n~ lZ.5 ~&rcent in 1960. 
{5} A ?S percent 1ncrease in the e~~1se taxes on c~g~~e(te' an~ alcoholic 
beverege!i would reduce the Federal def1cit by -O\ll!r two bH Hon ~1iiilrs, 1et 
ha¥e a 111:\n ~mal eft~t Dil ttn~ i.:·orisuinl!r l'r rce ir.=:aex. G1ven th@ c~rre11t l:lr~ce 
of 9as.c line and the state of t..>1e autornob Ile illdustry. t do nat think 1t 
wo-u1d be poiitit.i.11.r l'e!l~1bl11; ti;. r"oti.e ~ ... , i6.1:: i.dAt::. 1)11 L:.l!.r·~ ur ga.i>u1 Im:. l:ru~ 
1 ~hir.k c. tgaretti!i and alcollolic 11everage~ are fair 9ama fnr incre~sed tax.es. 

--------·--M-
-1'h~ papr!-r t!t .. p;1rt Bf tn1> N'!flP" l""!~O!'l'lrd> (l,.C>!:ir"-«i in )!ult.ii Eco,..o~ic'i Md 
was supp0rted by grants from th~ Hational Scienc& F~undat1on ~ the ~BER and 
from thil tlatfortal C'.!nter faT Htiillth S4'!!"vkP.~ tn tM Nflw Jpro:;Py ~clir.al ~r.honl. 
Th~ auU~Qrs are Eugen@ M. Le"1t, Offke of Pdmary H~a I tn Care E'duc at 'iDn. flew 
Jersey !'le:dical >cnool; ~uqla~ Coat~. Dep~rtii'IE!nt of £co"omi~5. H~~Ar~ Calle~e 
of Art5 ind Scitnce~. ~~tger~ Univer5ity• and Michael Gr~~~man. Dep~rt~~nt of 
EconcmicsJ City Uni~ersity of New York ~raduate S~bool. 
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SOllll! of th~ fi~dings reported in tne ?~per ~re as fo1~ow~~ 

M~s~ resHrch&rs. myitilf int1uderl, ti.ave calculated tililit t~e b&st esti1114te 
of th9 or~ce elasticity of cigar~tt~~ 1s about •U.4, 1.e. t~at i ten 
percent lncrea5e in tne reta11 prtc& of cigarett~$ will cause a dec\~n& 
nf about four percent in c'garette 5ales. Xany Gf us nave ~ypotoes,teo 
that pric~ el~stieities are d\ffer!nt fQ~ d~fferant de'11i:lgta?h1c or sociow 
etonomtt groups, e.g, 1 that pr1ce 1~crease~ wo-~ld have less effect on 
the hioher inc~me QrQUPS and on tr.e ol~er ~Bq th~refore ~re habituated 
i~~e~i, than on o~her smokers. Sectus.e of tne lack uf any reliable 
<l~' !I., tti h ha~ "fll!ftllli~ed unt 1 l now ~tr-let ly l ~ypothe:s 1s. The .aut.hnn o.f 
tht~ paper, ho'lllever, have us~d the re~ults of the 1966·1970 Health 
E.11.~mim1t iol'I ~ .. i.,.Vf!Y rrf th" NAt i!'l1H11 C4!~ter for H!i!& lt" Stet lSt ks. and ha't'e 
~o:lstrueted an I? 1 egant fong:~tud in al and cros5·~eet ion al 1oode1 of teena.51~ 
'1'1"1~ing hP.h~~\BT'. Tnts has m~~e it ~OS$1b1e fer thern to ,~lcµ1ate th~ 
price ~1ast1city for tP.ena9ers and cor.ipare it ~1th th~ g~netally accepted 
price sh.i;.t k 'ty af <:{IJ~"~tf:l!-s ~r.r tll~ t.ntii l !'imUno PDOUht ion. 

n1e ~u'!.tii>r-i:. co"c1u:!e tti~t t'!lP.> 1'M."iM".n:oking r.(lrr.n1l'!tdal!lo ror&sentecl IJ 
shoct to the ~r.derly1ng upward tre~d in te~na9~ sw.ok;n~ in the ~1d~1960's 
illPld c.11,.ly 1g7o•s, part~~uh"r'l.)I 1n tb111 fir!tt ~l'>r in wrnr.'i'I thP.,11 -wP.-re 
ai~ed, but th~t th-e trend ~eas~erted it~el1 ~~~ follnwin9 year, a1thQugh 
tc~1ug!! !:l?!Oic Ing r11r.11tined ~t 21 1o·~r l>aY~l ~hll'I Wf.IH1tt hit\'~ hP.P.n th!! l'..H@ 
in tne !lb&~ncP, of the aot~·smo~in~ 'Q1!me-rcla1s. Thi~ t\ ~ons!stent with 
MY finding~ th~t .,..~dom shocks, ~odl ~~the ~eport ~f the ~~~~1 C~\lp9~ 
of Phy~itians ~nd Sur~eo~s. tne Re~ders D1~~$t artic1e~. a~d t~e reports 
of th11. Surqco" ~e11.:ra~. haYe tJ.ri9f eff'•et\, 11.nd that u.1es \~11:\~11q1u•nt.\y 
r~sutoo the u!)we-rd t"fend. 1>;.1t coore sl~ly and from a 1o·"1er "tH1$e. The 
~~~ho~s ~l,~ ~on~\~~o t~~~ th~ c1ga~~~te ~dv~rti~~B~ ban had a r~,~~~u~l¥ 
~inor ~ffect in d~sc~ur•g1ng te~na9e ~rt0k1ng. 

Tbe most i~ort~nt finding, and t~e one of 9reatest ~~9"~ftcince ta the 
.:<1,;11i;1tl)' • h tnt:l r ct. h: 11 \e,t.1 OI\ of the pr ic-c ~ h~ ti i:: H:.Y of ci. gJ.r•ttH a1110r.9 
teenagers. Tiley c•leulate thflt the s:!l!Jil.lng !)articlpation e\a~tidty is 
-1.~, ...t\ich 11!<?.~n~ th~t ~ t~n pQf'c~nt ;ncre;~~ ln tn• pr}c~ of ~~~ar~tt~~ 
wDuld 1ead to a decl1ne of 12 Dereertt \n the nui'Jber of teer.ager~ who 
would ~~e~•i~e begin to ~~~c. 'l'he\r c~lcu16tign ~f t~• quantity ~ro~\~4 
el~sttc1ty ro~ ta~nag~rs ts ~l.4, w~1ch mean-s tn&t a ten percent ~ncre&s~ 
1t1 ~dc:.e wu1d 1cd.d t-o 111 14 percen1. dczc;.lir11::0 ii\ ci~.trette con1:umpt.~Ol'l by 
tesna11er~. Th h 1$ in contrast to tt:e 1for~mentil>lle<i -0.4 el a1t ie ity 
for t~e total ~Mokin9 p~pul~tia~. I~ .)flOtn~r papar, t"otO O'f' t~G~~ aut~o~~. 
Levit ~~d Coate. fouf)d tnat $~vxtng by young adults 20 to 24 is !llllcn 
;uur~ r·~wou~ iv111 ti;, 13.- h:e than s.n:ikln!J tJ.r o1~er cdu 1t.s • ... -n ~ch ~g;ii11 1~ 
ca"$i~te!tt w1th th~ hy~ot~e~i~ ffle~tion~d above. 
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l~e avthG~$ concede t~at one rea,on fot the l&r9e price elasticitlt$ they 
foun~ ~n~ t~e"aqe~$ 1~ that the alasticities i"cerporate incO!lP.! effect& and 
subst1tut~on eff~ets. i.e .• crosswe1asticit1e~. T~is, of c~urs~. ~~true of 
virtualiy ~11 calc~iations of ~rtce ~l~sticities. As 1 resu1t of 5o~e of the 
relation~h1ps I ~1scovered while wor~in9 on ~1 report on te~nage sm~kin9,• 1 
a~ inc1it:ed t~ belie~e tnat er~s5~ela,ticities are particu1ar1y important in 
th~ cas~ of te~n~ger~ •• \\mo~g teenagers tne ~r~v~le~ee ot Clga~ette smoktn~ is 
highly correlated ~Ith incorr.e lfrorn elt~er allowances or ~ork1ng) whil& tberR 
,~ ~ ~i~1lar cotrelat1on betlll\?etl s~Ktny pr~~a1~nce 1ntt inco;na amortg adu1t~. 
T0e~age Sr.'l:l~in9 pre¥alence appeir~ t~ n4ve beg~n to rl~cline ~~~ng bays at 
j!?lGut tile thl!e O"l' "UJl;J! ti1g!"l t~~lld~!! 1.(IN!mplUJlillHll l"dl.ll~ ur I.ht: 1!!<11"1,)I \970':>, d.t 
wflicn t1111e the s:;ioking ~N!!Yalence ~11Gn9 girl~ wa~ st1ll l~er'e4$1ng. and it ts 
1.111! male"!. wli;, ... o.iN ti~ •<ll;l~t lil(ely to fei:!1 the lmjH!Ct of u11e111pl1Jtl!!l!l'\t. 1'11.-t:htrr·· 
;ooore, it was anmng tne Dider b~ys that the decltne was greatest, and. agiin, 
ot:e w-ou1d \!:.<.i:ted that the older' b()J'& wo1.1lci feal tlle i1;os1ilot of uncn:p~oyJllC~ "IO"r'!I 
t~6n the .YQ~nge; onas. 

Wltn re~~rd to t~@ iubstltutior. effects. or cross~elastic1tie~, l t~1~k the 
;?!:!St i"'POl'1' .. l'lt. ~1Jf)!1Ht11t ~l'ltl i!"ffio~t -it, ol it.h IJ"'M lin11-. tn 111)' 11tmiy, r fo111\d 
that t~e cui;r~lat1ve $n~k1ng in~ldence a111Dn~ b~ys in 1976 was about tne same 
Jl'I- in 1~1q up tn tM <'OP. Df 16, but l)it~t the i:lfl'! of 16 (the aga lit which many 
cf t~eM ~Duld have acc~ss to a cir), the 19r9 i~C{dence ~a$ substal\t1tl\y 
b~lqw that af ig16. Cons~i;jer also tbat in l967, for e>oe doll4r, a teer.ag~r 
to!lld buy t· .. -o gallons af gaso 1 \ne arid a -pack of cigarette$. A$ rec.ent ly as 
1978, if t~enagt1 incomes kept pa.c~ ~Ith i~flat;oo, the s.a..'111! pt1r(ha$in9 pcw~r 
w~uld ~till b~y e pack of cigarettes a.,d two gallons of gaSQline. With 
inco;SI!! c.o~tinu\n~ to iq~r~~~ with inflation. th1i ~•s no longa~ possible 
for the l9l9 te<ina.ger • aiid the l!i\:W te'!:l~ger cou la nnt l!"en attar.:! t!U! two 
9allG!1> cf gasoline. t t~ink it 1$ ~re than co1nc1deat~l that the ~h11rpe~t 
oec11nes In smakina prevaience 11r.1ong t~enage rnales accurrett 1n 1979 ana L,&O, 
th~ yQars in wh~di.tbe grice Qf ~asallne ro$t ~~t sharply. ~en it co~s to 
a ctlnfct! between siwlr.1ng c1gar~t.tl!'ii nr i.:r~ h ir,9 N·uunLI in bi:i 1;"'"• I.ht: <m:>:r4~e 
t2enage ra~le would probably c.ho~~e the latter. lf this cross~elast1c1ty bet~~e~ 
1. l!j"-n~l.t'i:lo ~\,j 9o1t:t~1 h'e '~• indcc:d, rah.toq to tt>c dee 1 i~ in .$t.'Oli.1r19 p1"eva le11ce 
&1:0ng teeoage~s. we "W<IUld expect to $e9 ~a~'"I! '1Klderat1on in the rate of de,lin~ 
11\ ~:n;:ik ~nsi 60ll)ll'9 bOyll wheJI ~e lll!ll do.to. becomC? a:ni 1 ;ib1o. 

!n any ~vent, ind for \llh1t9v&r ~eaco~, +t fc cle•~ that p~i~e has a pronounc~d 
effe<:t a~ tne ~~ki~g prev!ience ~ teena~~r1, and that t~e Voals -of re~~~i~g 
teel'I a!)~ ~tr.r..it. i l'M] 1.1<i:ut h 111 <\nt;: in!J ttv;i h 1111!] ~t. lrKI u 1 cl bath bP: ~e!t" vP.d b.)I fo': r P.ll.S.1 ng 
the Federal e~c1se ta~ on t1g~rette$. It is worth quoting tile authors sor.e~ 
what P.XtP.n!. lve1Y oo nne 1>D-1nt: "Such il po 11C){ [ lncrelJ.$ in!l tile Fe-derGl e.i<c1se 
tax] may sl!o be 1t11 effect1Y~ ""a.r to cu~ tM deted~rttal (s\c) he.altn t!ffects 
of sniok }nQ in the lonq run witMut sub$tant ta llY ham1ng t~ e ii;;ar~tte industry 
in the shQrt run. Sinct y~uth and y~uo~ ~du1t price elasticittes are ""ch 
larger tnan adult pr1c.e elasttc1t1es ~hi1e a.du1t srno~ers atcD~nt for the bul~ 
of cigarette ul&s, ._ $11b~U.11thl eiu;tu tax increase ·..rouid 'I.Yb!Otallt1a1l)I 

... "Yo1.mg ~mo!c:~rs: Prevalence, Tl'e!l!l~. Ii!!pl 1cat1ons, ana Reiate:d Oumogr11ph1<;~, .. 
M11rr.h 31, 1981 
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redu<:e smoking part1c1p~t~01l by yo~~g new 5mo~ers but ieGY~ 1nd~stry sa!es 
largely u~c:han~ed. Gfv@n th~ e:"1id~1icl'! thAt lr1di·1irlui'll~ ... ,.~ c:on~irlt>rAhly 1~<;'> 
11ke1y to ?nitiate s~ok1ng after ag~ 2S 1 1t is Qu\te poss1ble tbat the cotiart 
Df youn~ smok~r~ who nev~r ba~in to ~l!IOke as a re~u1t of t~e tax 1ncrtase "olDUld 
ne~er ber.om! r~$~lar ~~~ers. /1$ ~ con5eq~ence, ove~ a perlod of sevQra1 
decade5, cggreqa~e s1J10ki~9 ~d its a~sociat~d detr11'1ental ~ealth effects would 
decline s~bstant1a11y.~ 

it Is worth rioting tn~t 90yern"£'nt acti()!'ls designed to reduce s~king \rt the 
hte l960's Md early l970's s.erved "to r.iodarat~ an und~rlyk19 ;,1;>w.ard tr~m:i 1n 
teen~ge ~~~1ng. ~1ie l'Jfly govern~.ent 1Ction t~ke~ now ~itl accelerate its 
present downward tr~~4. ~1v~" a prtce ~1astic1tJ of -0.4 for total c~garette 
s~~es anti R1. i! for tnl!naqie. sroi(. 'n9 part 1e 1pa~ 1on. a :C:~ perCe!\t 1ntrease \ri tile 
e~~~s~ tax cou1d ~e exp~~t~d to reduc~ indij$t~y s~les to ~~ut l.Z percent beiow 
11i1\ll 1wu11.! l=t: ~"'!Jt:t;\.i:u 111 ~h~ .W11cm.a!" !if' ~uc:h ai lm:r~a$~, 6nd to redu(:e t!11e 
nu11d>P.r Gf t~en1:191t $~ker-1t tQ 3.5 to ~.() perca:nt be1aw the numtier that W<luld 
llther-..h.e be e11pected. The al:no!lt certainty :Jf imP'l"C>Yed eco11qn:i~ c.1mdithms. 
lower 1nflat~on rite$, ~nd 1~creasl~g d1seret1Q~~ry incom!l'S over the next few 
~ea~~. howev~,.. ~hautd ~e~ve ~o IR)dO~a~~ tQC ~d~~r~Q efTQCt o~ ~~le~ n1 ~ 
excjse t~x inc~ease. 'We c1n ~P.v~r loak witn equani~it.Y on in~reasi5 1n the 
'*" d .:.- t..a Y.. but botc: a ~II-ii' o;f' d911'C>ir •Ph 1 e t "llil"d~ <1nd \lut fo1;i roved e<;onomic out lot1k 
an increase 1t this time ~outd probably be le5s lur-111fu1 tMn it wou1d tiave bee1t 
~t ~ny ot~f.t timt in tha p1't ~pr.~~~. 

l'IEJ:f 

cc: It. 
.f J. 

T. 
c. 
I ... 

N. Tl\o~on 
N. 2oler 
T. Goodale 
H. RGwa 
F. Meyer 
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tH~ ISSU~S llA.lSED lN H~ISB'S MEtfO 

Moat of P~t's e!furtB in Colllt!;Uhi~at~ns ~r-au~t~y•a 

posit.io~ u.nd .1:2.tnt ot_ v1~w to t~!'!- public• h.1s he~!'L 13.i.r~c::t.itrl 

to~a~~s the t~~ aspects of $mok!nq $na b~~1tn r~the~ than en 

In A:;::~tu.Ha too, t.brough P'Ol'.!:S'r, "~ haV'I'- ~W'.ikqr-'!KI tl1& public 

in t.h11 t . .a)C ._ i:<1=D. wHI> e~r•fY-11 y ord1estrated campaiogr..:S. 

Oh ¢~\:.nicat:inq t.he. iJ1du15tr-y•e. view on hee.lt!:i 111~ttfH'!'l hl:l::i 

been ~oox. Wo have to do ~o:re. One )?rob.lorn ~M~ b<e~ll that: -we 

!'lave rel.i:e-d t.oo heavily Oil local. a.1;.coeiat.iGr..G il.l\d r.in I'l-l'tO'l''A:B 

to oo t:h.e job tor us. M"e now :r:e.ti 11·'2¢ t~at h is ~12 niql"t 

;te l'il l. 
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h~tt~r. rol~ in ~opr~e~nting t~e induatJ:"y on •~oki~9 and 

nenJ en. HQlJ.a1\a te on.e m11rket wl'lero we nope to oe~t up t~~ 

we are fa~\n~ p~t.ehti~lly ~U!te serioue diffic~ltiea in tn~ 

&~okir.9 a~d health ~rea. 

~bout other l~sues more dfr~ctly related ~o the be~ltb. 

q~~~tion. Theae inclgde health wa~~tn9 l~b~l~, ~ark*tin9 

r~strictio~s. public smoking a~d ao on. 

i 1: rn.:iny :p;i,rt,11 of the. -.rai:-ld. Wop. luv~ ~ioH t.:1 C;).1 outroti.ch 

pr()'(!!::~"'$ "4'1"li~h lwl.p 1.1..e: ox1 i f:dll.e:t.ry i$~uel:' in 1no~t t>f. mu key 

m11rkct.B. :r.n th• 'SEC for to.:ir:amplo they have hP.lp~d re.sol VP,: 1;;).:.; 

burmonizat.ton })r.ohlern:i ill J t~ly ant! tloH~~, O.!'l•J t.!'lf!:f o.:::r. 

provinfi nitlptul. 1n (ienr.a:-iy. '>.'l"ley nave a 1$0 b~Ol'l UH'!I tu l J.!'>· 

lol<Jr.ld our polit.ical ne~work has h~lp!i!<l on tax :i9!lUes in 

Can,.d;, s:-id in J.uo·t:ral:ta, imd "'e are us.t n9 .i:t j ri lior..g lltong t:o 

defend cu~ ~arketing freedoms. 
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and pay l::!'lcm more if :ie1;es:!:l;u:y. S.9.l'u:·ain, S-t()ck.hc1lm, t-r:mdon, 

"ont real, the Ph.i .l.itlpin...,~ 4:::'1d .'.Japan ~::~ e: l lo:ieitt.\.on.e. where 

-Wq ar~ qoin<J to ~<$-0-pt ~ 11110.r111t &Y&tem.a ~c "'f'PT01td1 t.fl 

cul ti v~tfol$ th~ •d<J!-,t; .. peopJ.~. To d:ate we rna.y hi!.ve b~en a 

l:i.~tl• l'n1phu.trd. '!'hire, we .a.::e 90.i.n9 to p11y mo:r~ athntion 

t.o c1.:lti ... 01t1n:i: t.he bu:::-eauc:-2cy. oli. oppo:I'-~~ tc just. the t.op 

Cv11¥11vn i.r::ld: i,<m t1boi;Jt .&i.ioking ar:d hea I.th i0~\L~$ t.hc•)13<;Jl'l paid 

;.dv11::ct i.Si!'!9 i~ not something 111e A'l.'~ doi l'l9 lit the. !llOment, 

thOl.iq:h Ye have t!eUn.i.te plilll!ll :;p do t;i:; in J-98:>. 'lhe.1·e .u:e 

two .u:·eas wtiicll: l.<!!UQ tb.~11s.1>lv~s. to this a1Jp<1;>ach - pa:iJ$i..Vll! 

t;;;.mp;i,ign wi t.h Avr.r•ett. on~11. 'Wq. hltve it, step on-e cf 01:1: plari 

:i.., to lA..:nch it in Internat.io~al .tn9l.i.$1': t-11r.o;;u11.qe ne:"':sr;-.,.ri~rs 

tind ma-g:a-zifles !11\.1(:)). .:>i; t:l~ N&ri.hl '1ribune, Ti mo an<! ~4'."'1:Gw'-"qlt. 
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. .( .. 

Ke wl.l .L 11\.ll tori tunas ~t'O.l'r. O\l:: 111•n·1tet.rnq budqet. ~o do thii;. 

Owl:" COC.QQl'I<] 11!oo11p "'ill. be "-Q b~j..J..i <l'l'l ~bj41 <:t111:1'ai'i'h w!·~h· 

1;.hin·kir.9 pai.rt :lcular ly of Ce:r:or1at1~·, thi:1 JJK. Al:l&tralia, Hong 

Koriv 1 and Svitzerhn<:!. a& .apprcpriate 111.uke-t.!I foi: tni·l:I typ~ ot 

ollpproach. 

COWl\iUi<>r.ecJ to produc~ ~ f. tl;;. c•r, the subj e,ct. with smoking 

and health as tbe t.~eme., J: f t:hi.s °'"'.1.~!'; ,...,l.l, WG will 11s~ it: 

1?l!lewlJ,~~e ~n l 981> 11nd Q(~y,,n~. 

l· will ttot gay Any more about E...~H£"~.~-~1.a-~ions .a~d 

~o..mi.cation'!I ac:t.~.:'!.~.i~ ~YO::'I~ ~~.iog that Will will CoI1tinue 

to make use of th~ ~e~ York SGciety and the A£CA to dav~l~p 

business ber.efi~ we can o;e~ f:t:om ou.r c.or;po:r:.,te c:oi,tl:.'!t.Utiont;: 

intel'nation4l ly. Si:n~~ i.ng <mo healt.h wi·ll: b~ on0 of t.he 

poi :i u ve w;. u be .1. ovk .i.:ng 11 t • 
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.. s 

()~r ettoru t~ ~nH11c the ne.1.p ot Ql.ll" ~ru. allioe!I, su~I\ .:1$ 

t~~ ~~~~• ~~d gxo~orc ~r~ oti~l ~ lo~~ ~~~ tr~~ being a~ 

a.gain, the suc-eeiu;~-11 \o''i!. have h.id oave: ~~Y'I p.r incipill'ly, 

thc~qh· t'JOt ~xelusively, i.n t!".it ux R.n>a rather than i:-1 hlf<i lt.l:i 

related ma !:tars. 

tax issuea in t.he UK ~l:\.ert> t.l\t.y ... e.re ve:y invcl VP.Cl i·r: ;i 

helped in /1ustral i,;; to i;.•:rotect _,ur. ~6rketi.n~ frei!!"loms iii; t.!'1ey 

cue rtore i:-ecari<:ly ill· swi!:.l';erlat!.<l wr.e-re t".her !1.\lppot'ted t.h~ 

counti: ie!;. Wi t:.!i t.he tr. <1!>~ i9=:4.r.co tor 4U<:Amp.1P., ttle ir.d12s.try 

~QS instr.~ent~l in movi~~ the Fcod and Agricultural 

e~p<id~li.ly ~111.r.<>!:t.!ll'lt in ~ettl.119 t.hb chim(J('. of i•t>lfi1:ion. 

include Ma!ciwi, t i:nbabwl!!, 1'h111.l.•l\cl / and Ar9or.t.i11~. 
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- G ~ 

t"xq•Hod Kollilnd, Germo.ny 3nd the $candir.i\V:i·olll'! counu: i"!·" 

~enerally, as markets whe~~ they c~n o~ cf 111..~ediate oelp ~~ 

ta~ ~atters, i~t$~. Vi:I ~ill work ~1th t~~~ on iS$U~s ~~re 

dl.l'll:etly relat~d to sll'::Okin'it nnd lle:iltb. 

~g~ncies ar.d m~dia propr.lP-tors. ~e have alr~~oy been h~lped 

ci gr.eat us:ia l by t:he a gene ir.!e in t'!Qllg l'(or.g fQr Clr.f.111[:1.hi, in our 

e ffo'Cte to res i!lt advc:rt.h l.nq .t'l!l$tdcti•:ms. As re;ucl$ th1;1 

~edie, we ~ll•rn tc· b1.:i M s.ind.lar reliition.!ihips to thC$e ..,I;! .new 

ltave witb MucdoctJ 's !l:ews Lllll~.~E:(l. 'lo'ith· i;,th'l!r r:e .... spap~c 

start; ;.:~ have p!'oved th:)t. S,1; <:Nm be donei "le l'la.ve fQu1'¢ tlli:lt: 

t.t>e)' c~r: !)~ II vocr:y ~ffect.ive force: and ..,i!' i.nto1opd to do:> ttf.>!:"~ 

Turn in~ l':!QW '!:o pr .i,l':ln;rx_ 11.fl.d P,ti.eiJi!.!.':'..i>; ~mok.!.:ig., I think we ~hmild 

cc:>l'!C~nt.r;it(! on pa:i;:1:iv'l' i;.1110-lting "lhe.re the et.at:.letic:1tJ. 0•1i-:!~l'IC<i 

1 i; m.c<;e f.atV!>lc~hle t:.a ~u:r ~<'11.):1.e, Th~ bi:) ~\•.::-v~y, for exc.:r.ple 

5/20/98 7:54 PM 
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Howfl'ver, ~·,en thou9h w~ will boii fOOUfii.ng .i.nterr.aoi:ionally en 

passive smo~1nq, and even. ~~ou.o;in we will e~ntin~Q to te~t th~ 

A.nd thia l1d.n;;:i mo to irmovat:ion. Fr.;m~ ly, tt.ie i'!3 p.robo.bly 

tb~ o~ly r~~l ~ol~t1en te the i&sues ~c arc di~c~5ejr.g t,h~s 

~i:i::st., lie. s!:QU ld 1.c•P~ fr.:ir. ..,.e.yJ:C to i.d~:it .U:y end ~l i:>!i..:i11 tr. lea: 

sc;Q!lt:it\H:el tn« t..op t.en inost c1>1<trov~n:·~.1.1.1l '~om;:.ou:.~c. iri 

c:iqar<i!t ti<?S. SoccmC! 1'-e: s;hould do 11.are- or. i;rncluci:-:';1 ;rn 

for z:e.:i l -pl'oduct j.r.1!<":-Vat.ior. frcll\ 11. 111.,r.:keti!19 ~tM•cl p<d ;1¢. w(? 

shci:;ld. t.b<i!re:fore, ;!dept Jt mor.'1: a9gresR ive 5t.ance .il:l~l we> 

5/20/98 7:54 PM 
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.i'l.?l~ th!.$ l:>::-inge ;111: to t·.b~ lb st t,..o po·int:s 01) th~ l ii>t ~ 

:2!.2 t~.c tJ,_~!L our :bus~ and ~J--.!!~.H.2!1.! . 

. h.avi11g ntl Jc j.11gll<Jll'I.$ t.c rul~ over I All t;!le- vh Uc- th is i.s th~ 

ca'!\!'> w~ 1.1i l1 protect our int:e:rn:<'I !; i<>:'!O:..l l:.:u:!ii~e1>& by ma'K.i ;-,q it 

cn:J"Jn}.tti:ionM tc:; prod\lc~ a f' .ill!\ on t.htl !'lllh'j<ic:t with srn~K i.:lg 

and ~~nltb ~~ t~o t~~m~. lf this works w~lJ. w~ will us~ i~ 

5/20/98 7:54 PM 
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PH!L!P MORRIS U. S. A. 
IMTER•GFFICE CORR€SPO~DENC£ 

Mr. ii. G. O!tnl ~l 

!'\. e. ,le>M~ton 

St{11 More or. the ?ric~ Elestfcity of C~9~rettes 

In two lll"~Yfo;.is ~~$ en t."1i! subject, 1 I '!lUl'!lrlc'trh.~rt f:lo!n r.11p~r<: ($p.11l 1110 wtt'7 
tne pr}c~ ela~ii~1ty of ci9arett~i, the concl~$fo~s of which ~ere th~t prtce has 
!ts great@st aff'~et o~ t!le .'fOlmq, iiarticuhr1v yl)uBg :oi:ai es. and tha:t ~i-ke a.cts 
througn 1ti ef1e~t on f'@d~cing tne ~roportiofi ~o s~a~e to i muc~ greete~ e~t~~t 
t~an ~n r~d~cinq the c1~arette consu~tfon of ~ornm1tted s.~k~~s. Ttie autnars Gt 
~~e~e ~wo pa~ets concluded t~at the ~rte~ !l3stfc1ty of c1garett~s w4~ -0.42, 
1.e •• t~at· a ten p'rcent i~rease in pr1c~ ~ould cause a 4.l µ.e~c~"t dloc11n@ 1n 
~a}~s. Inf~ 1s ~~~nj~ i~ ~ang~ ~-G.1 t~ -t.6) ~l)!lna ~Y t'IOlt inve~t1gators. 

ln tM:. ;•~~It> ~ '"'~v•n·1. 1H1 ttiv 1-esuH:;. 1.1t' ~ state-Dy-~"tat.e ona.lysts ot tM ettect 
cyf price i~cr&as~$ on c<garett~ sa1e~ a~d concl~de t~~t price ela~t1citf&~ hove 
b"¢"' dt:c:Hl'inq we'I" 'l.i111e .:i.'1-d &!"e ;;-roln1bl,y now i!.hou>. ~G. e, 
r hav9 ~ontlnu~d t.c p~~~u.@ the subJec~ of th~ p~1te o1~sticity of c'gG~~tt~5 
f~r a va~itty of reaso"s: {l) 1 am COOY~nced tha~ the i~sue of an incre~s~ in 
r.+. ... f.-1.1~,.~l l!!-.. c-~sa hJt. on ~fg.a,.ot.tils: h ll":J~ d11ad. Tl'lcr~ 1 ~ ~tf1 l S:ol'os; dt:r~lc 
support for it I~ C4n9r~&&. in ~pfte of the P~esid~nt's d1savowal of ~t. 
(2! St~te~ ~ill ~ f~~1~oi9 ~n ;n~~~~~~.,~ fi~aoie~~1 p?~c-h ., a ~·s~lt of t~• 
''!ileiw ~ederaHs111.'' a!'ld will ul'\dOur,tttdiy r;ris~ o?xcise t3i<es. l11de.ed, tl'l1s has 
al~~ady b~nu~. Af~r a ~4sh of increases bet'lft!en 1~55 a~d 1971 thP.rP r.~illl> ~ 
l'er1~d or ·1ery fo\11 1ncruses (Chart l) I but Tn 1981 $1.il ~t&tes ra~sed the1 r 
excls@ t~~~s$ tl"N! greate~t ~IJl2llJfr si~ce 1~7t, !n a.dditTon, abj)tjt 21 ot~er 
st~te~ nave tax bt11s pendln9.~ (3) I d1$c~ve~ed t)lat, i~ gen@ra1. the 
~ewer ~t3dies of ~igarett~ price e18stic1t1~~ ~hO'or ~lasticitie~ that ar~ lO'lo~~ 
t~en t~e O!n~r sUldl~s. (4) ~ost i~ortant, ~~Qpte ~&ep ~ay;ng to me, fn 
@ffect: ~~¢u econo~1st~ k~e~ ta1ki~9 about price ~l~sticfties. but sa1e~ 
1.,.11•11. ;;11.111 t.11 f:io;:r11as~ e'len ~hougn tile prl C'l!i al S(J 1~cr@as.~. lifMt g; 'te~ ?" 

1. "'TPi!M!JI' <;l!ll)L'.i11g and tlla ~!ld~l':,.l 1':1<.¢i11e TaK ot1 ~~!j.ti'<ttti::.,'1 :i;i)pt=ber 17. 
19Sl, ane ~eigarette Pric~ Elasticities ~nd the ll!llll!cat~ons fot Pni1fp 
M~~r;s,~ Ja~ual")" 5, 1982.. 

2:. ihe reason for ti\11 co11ststl!~t oeeu "f!"I odd y1HU''1> h th11t. <1111ey .. t....t-.,. 
1eg}s1~tur~s 11P-et 01ly in odd ye~~s. end ~tner& ~ave loo91!r Se$slo~s !~ 
Qdd ttla.ri h1 ~ven ye11ro., lt'h"!l"' oot one ieghli9ture li:entuckv! !110~U on1.'1' 
l~ even years. Th1~ v~tter~ ~hould moderate tn the futu~~. as naw o~ly 
H stat~ h~ghl;i\:ures ;iae11t b1e~nttl 1y, J11 the 1960' s. 3C dfd SQ. 
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Just what 1s Pr1ce Elast1e1t)'.? 

A CGu~l~ of de!~t~1tion1 ~re i~ order. (ll ?r1te e1ast1c~1;y ls th~ ~a"ge in 
!:)l.j) de'-~(i for II prvduct ~l)at •"#~Ult~ 1°1·u11t (I l."hdll'iJ~ 1n t"~ J.lr1c;e Of that 
?~odvct. It i~ al!!ID~t always ~egatlv~, i"dicating tnat increasinq prfc~s 
1"1Jduce;: d~"i:I· Ni c-1utJc-1t.y ot' O.il .. l)uld 1rodkaui po!l'"f~.:;t ~t1~1oUo:.it.)', 1.~. 
tn&t an incN1ase 1n ~r1ce ~cutd hav~ no eff~ct Qn de~and, llhi1! an el~$t1e1ty ~f 
-l.fl 'oN:lt11d fo~1c1te1 thst .a ~"' ~e,.ca!·rt f~cl"e-e.1;~ fl'I p!";~~ ... ou1d 1"cdilc1 ~e'11do~d b,­
t~n per~ent. (2l ~ross elasticit)' is the chan~@ fn th~ $~les or Gne product 
t'n~t T'!!~Uit.~ Fl'i'll!i 11 r:hMtJP. fo t.h~ !)rk& llr so..,,. Gthlll" product, !).g. whl!" th-e 
prJce of b~~r goe~ ~p. peoole b~y ~e~s ~~ef so s~lO$ of chickQn go ~~-

Prf ce elast1ci1;y worils In two ways: {l) ~ eha~ge rn ~rt~e c1n ca~s~ a ena~g~ 
in tne nllll1ber of ~top 1!! who u$e the i:iroduet. or { 2 ) A cMnge 1 " ~rke can c1111 !iP. 
~ cnange 1n th~ quantity of a µn:iduct that fts users consu!l2. Usually, hOt1ever. 
it wor!ts both ways, 

~h.at h,_t.he Ufi:(;t 011 C'l~ar1i1tte_sa1es? 

1lie ··~a.son :!i!!.l~i. '1:i11tlni.v w ·111~rl!.i!l>e 1n sptt-e o.f !i)r~ce tncN!aU$ 1s tnilt pr1cti 
!~ b~t one f~ctor 1n the dtr.n3~~ f~r (1gar~t~s, o~ •n1thi~g tlse, for that 
ma~t•r. o,-.e thii111 th~t h.i.:1 cau'.!.-ct.I cigo,.et.t.e •41 H to fnc.-e.i:;.e I:; l.l!.i t. ".ht?n!! 
.~as been an fnCrea~ fn the $11)Q~i~~~19!! pop~l•tfon. Setwe~n 191U a~d 1980 tl'le 
fl'11ll>l11to.iM a.,~d 16 t.a g4 111~,.Hnd •t ;ion a11ers90 .:inroi:t:il -':lta of' 1.83 -pe:rl:'e~"t. 
Tht~ 1n<:!""l!A1e is s1awing, haw~ve ... an~ wi11 avarage o.~7 percent ~etween 19BO 
;s l'ld 19-90. An other tl'I i rtg: 1 ir th11 t. t>iP.,.~ appea .. s ~ bCJ • •tl"ol'l!J t•e1.1hn· trend • 
~onthale~s, p~1ce 1~ ~1-so an imi>0rta~t fdcto~ inftu~ncing c1~r<ett~ s«les, a! 
w1ll be ~hewn b@1ow. 

I~ ~ttempting to dr!tetT11ine ~h1~~ var1ables a~e iflll)Gl"ta~t fn IS!!ten:ri~t~~ e1g~­
rette s~le$, I "lll~t ~acK to my old sales fon1~a1t1~ i:!O~tl and ta~ r~~~a,ed 
steµwwfs~ ~lti~lt regN!s1ions, ~~1ng ~ar1ous comb~nation6 Gf a11 ~f ttle 
varia~1~s tr.~t i couJd think Df that t~1d be re~~t~~Y ~1~ted to cfgarette 
5~les.l T~re~ v~r1ables ~rnv~d to ~ ~st hi9~ly cnrrelat~d witil iale,, bath 
~lng1y and fn co~1~~tlon. They ~~ th~ $eCular trend, pop~lat~o~, ~nd ~r1c~ 
p@r pact, and the addittG~ Df othi!r ~ar1ables deereas3d the $19nificanee ~f tJ'I~ 
~orn:ihtii:rn. c11,. .. t. I: ~•:~i t.11~ rel Atfons!U!t 11-e~~l!n ~~wa·1 si: 1 ts and ( l} nie 
$fCUlar tr~nd alQne, {2l 1be ~e-cY!ar ~rer'KI and p~pulat1Qn, and fl} Tn~ trend, 
po1>1.1ht}on • .:and ~;-ice ~r pad~. A~ 1;011 tie ~~n, t.11~ •d1il t.!un uf tilt' popu1atf0il 
v~~1ab1e tl'llprOv!!d th~ f1t eo~s1d~rably over the $~1!!pte trend Yar1~ble. «nd t.~a 
;r;ddiU01' ~r pr1ce furt.h\lr- ~!110.r<Owc::~ the corl"OIX!nde~.e bct..een '1!;\:.ual i.rid 
ea1culated sal~s. T~e thr@e ~~~t~~l~s ~xpla1n 99.9 percent Qf tile va~1~oce 
{9~ .00001). l.lliwor1 t.iolEi>'I 1;.,aet.1\0..- th• ti 9MI f1 O:;tnC:• hYel !: G1' the ttirell vi2rf at::.le!I 
ar&: populitf~n p(.005, tram! p<.002, and pr1c~ p<.00005, T~us, ~r1ce ~1early 
li l~ortant • 

.i. ~af'l,y of th@ v1H·fabl~~ wer~ so ti~ghl.Y intei-corr!!l oteil that factor an11lys {:!I 
could not b~ use~ tG ~duce ttle va~ia~les to a few sf mple factcr~. htnce 
eh. ii. "'°"' cu!111>@ "'~ O<llle 'l:ll&tnoct, 
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'fh• effctct ot ei 11r~o;.'I! tT:c:i-~o~~ fo ta cau3-I! sa1 es to incrl!:-os.e 1111>•''1: 'll1 U111l:y th., rt 
would hive be-en th& ca~e ~itnout a prfce fncrea$@, Tnis :r.eans tna£ i' the 
41\a:ctidcy 1,.; -{}.-12, o. t4n pcYcent t11cr1ta~e 111 !)do:. ... "l>U1<.l 1:·o11us~ isa!e-s. to ll~ 
¢.2 peN:ent lower th.an tfOuld nav~ bee~ the case if tiler~ hac not bee~ a p~tce 
f PO:t'ltiUtf. 

l r1 1 'Pel"1a d of re? la ti:..,,, y:n·~ c: ~ 11 tab-11 lty , .,_ 1.1r'i 1; 111 ·r ~c; rease \ll0!.11 d !>e 'fo I I owe<! :>y 
an absolute dec1lne 1n $a1e5, but in l period ot sustained {nflation, Ml~~ price 
1'"c"'8~U6 of &nQ good iir~ 111itSl<-d b)' the! gl!!rte1·.,1 trn;n!!11se ln prh:es. tne ~Hect 
of a pric~ fncr~t$e shQu1d, theoretic111y. be r!l&tive1y transitory, Thfs 
i:Mul ti be !lll!"'ti¢1ihrTy tn.ie .:.f l)rQ-duc ts. C1 h;,.. o,,:; 9c1r11tt."s) t~ pr1ces Of '1M~C!:t 
are 1ncrtas1ng mote slowly than the consu;illl!!r prfee 1nde~ for J11 COl!9l!Od1ties. 
{Cul"i"~1l1. 1H1~t~I" th~ tO"!lu111cH· p,.ief: fodo:il ••o-r tt:e n!ltlu !.l!;!ti-"en cig:aN!ne 
pri~@ ~~etea~es and overal1 p~i'e fncl'!!ases ~r~v~G s1~1ffcant 1'4le~ e~t.er@d 1nto 
~~ t~1~s ~orecattt~9 aq~~tfo~.l 

A Stite+~x~state Anal~s1~ 

Ar.otne~ ~ay of lo~kfn~ at t.~e ~ffect on sales of pt1(~ ~"a"!J!!S i• to observe 
wflU. t>appe!n~ to ~iol cs fo {>id-tvi <tu~1 s.hte!;o wh'l:f• I.II'!: 1r11.:.; l:5t! t.1111i;es art!! c:l'langea. 
Ob~io~s!y, not all state$ ~~n be stiJdied (r, thfs ma~ner: i'he o~ly sts~~ t~at 
can bit uuo a.~ 1:hoi;.Q ~"' wldclh ._tui~ 111"e no n111jor IX)p11l11~1un 1:u~e~trat1ons ~r 
the bo~der$, or cDnt1guo~s state5 1n wtlfch t~e cigar&tt.e pr1c~ ~f1Grent1ois 
ho<!: '"~m~fr•e:d i1bo11~ the H- ov~r tll11r v~•·lud ul' t1~ !:>e1ng s~u.~~t!:l, ~tatu tll!lt 
SN! ~G~v~ly de~endeBt or, tour1s~ (such as florida a"d Nevada} 1'f.lst also l>e 
-t.1<eh1ded, b&CllU$C tYf- 1'1 uctua.t1 Ol\S fo t.oud st. tr.si.le. 

A gDod ~l1u!;t.r.itfon of Wh'.f w~ AU".tt 11;1)1\l!>~ l.t1h 1"1lstrtc::t1on, ~1111 al !O all 
}llustratior. of a fo~ of cro-s~ elastj~fty, ts s~O'Pm f~ Chart 3, ....tifcn sh<»ts 
c19arett~ p~fCCG ~~d ~~~ e~pft4 ~a.l~~ i~ ~d~~4~husett~ a"d ~ew ~tmosntre trCl!'I 
1961 to t98~. ~~~~achu~~tts has a sufffc1e~tly large 1><19ulation that price 
dHf¢rc11tfah b~t-... een tht t.i.;. !.-~d.'Lt!s w1",11.1< d be &xpectt<I to nave 11 tt'I e tmpact on 
pfr eaplta cigarette 1a1~s t~r~. ~~}le ~ew ~a:oqp1hfre. being !llUCh s~l1tr. would 
thow grc~tcr sella 1 tivity in >lei' &d~ I I.a. s41~~. 111 tl'M! ellrl.Y l~fiO' !lo C1i;Rlrtttes 
wer@ 1tbt;1.1t J.5 !:M!r~ent !nOrt e.11.-pen$h~ i" Massach1Js•tts thaii fn t~e1111 RampsMre. 
eno11g!'I o~ a dH'r~r<:m:o ta l!IG!te it ·...artl\vhP~ riff pt!~llll' 1!1 tM Boston area to. 
drive to N~w Ha!!ipsh1te tc ~uy cjgarettei. In 196$ bat~ ~ta~s raised ta~es a~d 
'4a!:!l'acl-!11:satt:1 foll~d w'1th- 4111:>\.he•· im: .. l!'11se f~ t9~CS. ilnii tr! tne tv~ fl)'l l0'111ng 
yoars per capita sGJ~~ i" Hew K~~ski~e 1ncr~a$~d ~h1rply. A t967 1ncreas~ ~Y 
I.low llai:orpd1f.-e. l"et:ur-11cd ti':Q ,..~ht;v• ~..-1.:.~~ ro !..l•e t·IKJ stat-e~ to abou;: what lt 
~al fn the 19'60~S3 p•riod, and oY~r 1 two y~e~ Ptt1od per c~p1t3 sales in ~«If 
tla.mp!:hil"!} drOpJle:d tQ elxiiAt the l'l~O·G~ ?evl!l. A i9t'l'll 1nc .. eas~ ~ 11usacl'ctu;eth 
cause-<! ~@r ~antt1 ~ale-s t~ ~ ~4mps~ire ta beg1n to rise, an~ tnfs co~t1r.~ed 
•V~I\ afte .. a Cl'llaH l!J?O it<(J"eGsl! 1n t.!l.o.~:i. ln ~.,.. !).a111ps111re. ln l9H :>otl'I 1itat~5 
fncreas~d t;)JCt5 but the MasHch1ise~b i"r.r-0as& was la!"gl!r, ~ tPle upward: trer.d 
i !'I per ¢1:p 'i tos sa.1 e:s ~!'I M!!W H~in1.1i. 11 i T't! t:~n t I n1.1U unt: fl t.11~ ga S<l t 11'1! S!'IOrta ge fo 
the w1r.ter of 1973~7~ me.de driv1ng to ~as~aenus~tts to buy (tgaret~s lP.ss 
att,.•i:tive. !r1 Juty of 117!; both s;.U1<'!> r·.i.1 ~ell U!t!1r ta:icu, ~.ew :"lall!p~nn·e II)' 
one cent a~d ~.11~Bchu~etts by fiYe, Aqafn per cap1t~ saies in Ne# Ha1Sp,~ire 
r<lSI!, b1rt ·Jf1:1l,. 't!l4~ thli!: p1·1,~ cJI rrt!n:!1tt.,1 rema1ne<1 CGn!iU.nt and gasG'l 1ne 
price' cont1n~ed to r1$~. ~nd ~~r cepfta sales in ~ew Ha111Pshlre ~ent fnto o 
d11:cH11Q. 
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The r~~i~ing e~~rt$ ~how t"e effect tax incr~ases ~avQ had en per capfta ~a1~$ 
ht severaJ cf ttie :;t.Dtes stl@-Ct~d t~t ~"a1y"h. {ThP. uc;~ ">f P'-'r capfu uh1w. 
instead of tota1 ~~les correttJ for the d1ffe~ent r~t~$ ~f p~ulat1on growth f n 
th~·vari~us ~tat~s.} ~er caQtta s~lP.~ ~rfl ,~r Ft~r~l y~~rs. 

ln Cali fornf &. tM 1967 tu hlcr~ar.e!> r..:iuo:.art Jm iu; l"~'l"Mnt l.ll"op i11 n.1 ~=, ~nd 
p~r cep~ta sale~ ~~wer f~gained th~ir fo'fll!er lev-el, In Min~esot1, t~ 196~ 
pr1ci!! 1ncrP.~se depr&snd ules for ona .YHr, aft~r 'fd'l1ch they !"P.!!lll~r.M.~ tt1 t-.h .. 
earli~r lev@t, and the 1~71 1ncrea~e caused~ sh&r~tr d~ }n per cap?ta sales 
and resul~d fn a s1ow&r tncr~ase to ~reYious levels. 

Colorado 1 s an in tel"es t ht9 CHI!. beca11 se at one 001 nt H dee ~ase<! tall.l!~ • thu to 
m~t1ng 1t po~s1~le to compute t~e pr1c@ !!la$tieity ~f cig&r~tt~$ 'trn~er 
condftion~ of prtce <Secteases o~ well as price increases. 8Dth the 1913 and 
1977 t~x l~c~eases caus~d declfnes in sa1e5 that yield Dr1ct e1astfeft1es of 
-.22. ~~d thQ tax d.!!cr~ase in 1918 resu1ted 1~ increas~d $~les. ~nd dga1~ s~cw 
d -o. i!:Z P!"'ICt! el ut1cf'!;y. 

~.sn1 » Ld U!l' sh1..1Wed. ~i;:' 1 nfnq prtce e! ast~ctt1~s O'fet t1ire:~ In M~ !ole.1d co, the 
1968 pr1c~ ~ner~as• yields an impl1ed ~1ast1cit,y of -~.66, ~t t~e 1961 ~~ice 
·t!:l.<.r't.i.~i.: (nut .5.h:iw11} yie1 flea an ~1 U"C.te~ty of -u.~J. in T~xu. the ~h$tic:ity 
fo \959 wu ~O.Z5, attd the pr1c0 h1creas~ 1 n 1971 a~ly s119Mly slowed tht 
1,1ndotrlyi ng 1.1pwa,·d tr~11d. fn 1,;1.mtrnt., tne elast1c1 ues 11tere -0. ~9 1n l!Hi9 a11d 
-G.68·1n 195~. I~ South D•kota th~ ela~t1(it~ in 1969 w~s -0.51 and fn 1979 it 
was -0.26. but in 1~63 i~ ~o, -0.~7. 

Tl'l'h pattEJ,.n o!' d'!c1 h1-tn~ c:1 .i:iticH:ies G'l'er ti'.!N! Is "l.lll~r~n1. In ~tlit!r st.a:te5 115 
~ell. In Wisconsin. f~~ exot11Ple, ttte 1rnpl~eri &last1c1tt~~ jn years of ,r1ee 
illt:Nlill•• ..,.,.. II.& T011 DWH 

l96t. .. i),$3 

1%3 +0,55 
t965 -0.37 

19~!:! -u.:n 
1911 nn 

In -Oklah0111a t~~ el~stiei~y w~s -0.57 in 1961 ~nrl -O.'.t in 1~~~. rn Mobr~5~& it 
w11s Y0.9& in 1963 and ~o.to in t971. tn Utah: -0.74 t~ 1963 and yo.11 in 1979. 
in ldaho: ~a.an 1~ 1961 and -0.44 in l972. 

cone I u !Pan 

As nGtBQ above, ~ric~ ts but Qrte factor 1nf1uenein9 etgAY~tte ial~!. On the 
bnh of th$ ev;dl!nce of tl'!fs 5tatl!~l>y-stat~ anai.v~1 s. it a"Duears. th&t Or"k@ 
e1astiClt1es ar! aee11nin~ o~~r tfme, ind thai t!'le prfc~ ~la~tlcity of 
c1gartti~$ l'tO\of f~ about -o.~. lhus 1 te~ per-cent 1ncrease {~ pr1c~ wQutd ~luse 
~~~~~ ~u ~~ ~b~ut t;riG percent lower tn'~ they would hav• be~~ ~1tbout a or1ee 
ft5el"lase. :~a5~utn as the 1ncreaSl! 1n ~rof~ts occa~fontd by an jndustry priee 
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iner~~Be ~ou1d ~~! t~a~ off~~t c~y 1o~~ di.IC ta a 'l~r i~c~eaJe ift ~~ft J~l~i, 
tll~r• t $ cl &al"Ty l10 reason to l e>H any sl~i!p wh~l'I wt Y"i11 s.e ;>r~ces. "rle 61"~ «t1 • 
;.,,_otl'I", ~rrtitl •d t1J 011r ni !)Ith of hl;omft~4t if t!I& i'&dora1 qavel"'!'ll!'l!l'lt decicle!l 
to incre~se t~e o~c1~e ttx by any sJ~n1Fica~t a'*>~nt. ¥ou ~llY 1"~c3\1 that I 
r11t1Qr~4 lut f&H that. a ;nemb~.- ~f f.h'1 "tAU IYf t.ti.I' Hr.ml' R11rl(11>t !:~ittP.• 
told ~ t~at t.~~ Increase befng con~tden!d w1s 25 pe~c@~t. or t\OI~ t~nt$ a p~ck. 
A. t""° cent prk~ 1t1erease '!IOu:t d, tt\e-oN!tfoall.'!'. d~ores~ ,.ales by six tenths of 
Oflt pe!'cel'lt. In preet1 ce, 1t ·..ou1 d pi-abably go unnoticed. except for an tne 
~ublic~t.r tllAt wuuld !Ur~ognd it i~ th@ eongres~to~a1 debat9s. lf tnert 1$ a 
p1"cyp.ese~ il'l-crea$e, and 1f it 1s ~n~eed ~e dollar pet tttousa~d. it wauld 
prabably be less harfltt'ul to tl'le ~nd~$try to aeee~t it wft~out c~nt th~~ to 
rtgnt !t ~n~ g1~D tne an~i~~~Ok\~g r~nat1~s anot~•~ fo~u~ in ~h1Ch tD vent 
their spleen. 

ME~ :f 

cc: ~. ~~ui•nn~~n 
L. !41Jyer 
R. !;,(')m!:nn 
J, Zoltr 
i. Goodale 
~. Udow 
(}. It'! 1 son 
t. !!owe 
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Chart 1 -- Number of States Imposing or 
Increasing Excise Taxes, by Year~ 1950-1961 
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Chart 2 ~ Actual saJes and Calculated Sales 
eased on var1ous var:ables 
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:hart 3 ~ Per Capjta Sales (Packs x 10} 
and Price, New Hampshire and ~assachusetts 
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CALIFORNIA 
{Tax Increased B/1/67. 10/1/67) 
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MINNESOT/\ 
<Tax lncroqe~d 5/30/69. 10131/71) 
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COLORADO 
(Tax Increased 7/1 /73, 7I1/77, Oec:-easecl 7I1/78) 
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NEV MEXICO 
CT~x Inoreaaed 7/1/68) 
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TEXAS 
(Tax Increased 10/1/89, 7 /t/71) 
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SOUTH DAKOTA 
[Tax Increased 7/1/69, 7/1/79) 

~ Price per Pac( 
s--·lil Per capita Consumpt jOn ( 10-0s) 
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WISC0"6IN 
(Tax Increased 9/1/69~ 11/5/71) 
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NEBRASKA. 
CTa~ Inoreaaed 4/28/71) 
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