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fHiUr nwnia v. s. A. 

rr««(: . f tyron JistiJiituti 

subject: , HittdHtip tn excise t i x incrd i je 

1 htve tieeft *4k«f for vtews « tu ire ihonU p^ts cn the price lner*asfr 
*n «)e «v«Rt of i f t frtCTttii^ in Iho «xctse tax. ny chnicn i% t n 4n 1 
ittogeiled to MaHy HcOowell I M i ; p«s «» the IftCt^Me In O M f e l l s>«dp 
«nd nikfce I t t te»r to sniokeri th t t the 9QV«rnni«)t Is to le l v r««p(Ws1i>U for ihe 
> r U c ine ro«3« , «iJv«rl i4l« t o t h u t t r f e t t , tLm|«»t U x l people sKicI^ «o t o 
avottf the pr \c^ incroise, »»«} reaxnstewJ that they re f r lee ra t * t h t t r c1 f l * re t t« 

to or«6rv6 the i r frcshnasj.^ ( I t Htolrf hR «*.r>. î>»ry irv « < > h . , l « that po^^t 
. L ^ L . I ^ compl l in t i . } Then when people e)d,aust the t r 
jupply a!«i go to tbe stor« u buy noro, th45y w l H bu l«ss t i k e l y to rewmber 
Wfcat they U j t p M 4 .r.d M i l l b« U w f f f - r f r w , ' s l l c l t w IhOCk " 
Ai a resuU, they sbdulrf te leas l<k«ly U «yc th« pr ic * i nc rMt? «ji 
laceiYiiv* to stop saofcinc or re4«c« their consumtrtttin. 

L*st t i « , «f course» we incfE^sett ?rtces f ive times |>etwafni February of m z 
and f a n ^ s f y » f 1503. I " I c s i tha. i j i - ^ r Uw led w tn t f r m t i O . i D t o 126.*U 
Pfir thousand ($2.70 »io»^ tha» the tex) , e^d th is f «c l ya i «ot l « i t oo wnsuoers, 

i«(»1ti«iit5ly blame the ft«iwfjct«r«ri fo r . the thrice tnrr4*«««. ^> , iu 

eicelattoft i n the 9¥«ral1 Ti i fUt iop rate bet wen JS77 arwt i W l , th» increase in 
th9 pr7c«) of cijiairetKsi tn 1982 83 wt i ma^* even w?re <Jv«jwtlt l y Ihu r.»a H K I 
tfte ove r i t l rate o f i n n i t t w i omt jlowiog considerably. may r e c i l l f r o * the 

lewin and C«4t« <l9t», t h U the ro«n({ of price intre^ses caused two 
n i n i o n iduUs t t i <iuit HiwIciRg end prevented 600,00& te«rt»9eri ft^itn s t a r t i M — 1 

F ? 2 ^ ? ' .••<^"»$e«^* ore r»TO IS i l / c a n o l d , .nd «bout 78 p - . c i j , ! . 
Of 18-21 year-e>^$ a^d 35 percent cf older j w t e r s smote s PH brand, th is 

the nofl-starter^ » .̂t}.'.g SiiK fefifin smokers. ^RiJjT t f Marr l i r j gh t w> 
>»ere h?t fJtsproportlertatBly hard. Ve i o n ' I <!e«d to Mve that Uppsm again. 

I think i t i i r « jon«Me to asmm Ih i t wholesalers and i r c t a l l c r j v i n b«fiava 
r>r»tty rnuch 4s they d i d if. 5982- Tho xho1«s»1<.rs 11<juidate<i t h e i r i n ven to r i es 
ta avDtd p^ytng tfje f loor tax, consgraers d?<] not stockpi le lo any great extent 
(probably 1/: part because the price increase did sjai, occur suddenly), and the 
r t t a t l e r s , vho faced nn f l i in r tav. .\ffi<-k*d hnr;ii«iA nf fhr r r o f i r potsrtti.iT 
They stocked tip on everything, that i s , except Phi l ip Horrf* br*»d j . 
joaded In Novemlwr, Reynold* in December, snd we d id not lo4d, with the res«Tt 
ISvet, in mvihtBciiJ «», Ua iL , t(w bj.e-.vvft wvrtf. »|.i-tM*3?y bare a t m brsiwJS. I 
rff»(!inb*r one i r j t c T-Op.ve^ f«»n»3er. who knw that I vorfced at m , hold1>vg ust 
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4 {kack * f Kftrtborc Lights iu>d telliivg we that that wa$ ht$ entire stocfc of 
Marlboro Light*, and that h« was »ot dtte for another delttery for t w days, 
ifc M»s 1o>)ncf mvi Wl wa> very WBU have If t i t soMQ smtjfcers. ife 
certainly Incurred the w t t h of retailers vihe lo«t sates because they w^r^ 
(Mt of iMir brands. We don't need to have that happen a t̂̂ t̂  Mther. 

n«w «(y recoaajendit-Jort is tp take the Increine aU 9t <wce-, advertise, blsming 
Oft t k< f e d i «nd eflCOur«g{nfl iwabec* t i , >t t f tkp>( l i i ; i m ; r « i s c p r i c e s 015ly t o 

the «xtwt cf the tax; a;kd fii»1ce »»re that tlia ci^iar^ttes thai the ret i l ters 
stoctcolle are w r brands this time. Ue asinht aUr tak^ th»» Appf)rtimxty to 
again poiRt o«t the regressive ratura of the tax a»*il te l l sMkers what percent 
»f tfw price of a pack of ciflarettes ie tbelr state (s due to taxes, 

l^e Mly problen I can see with this approach is that we xight not have «nou«b 
prodttctloft capacity to f i l l the orders i f swokers do. stodmile heavily. 

H&J:f 

cc: 5d Cee 
A r t CotdfaHi 
l̂ e<t HixjgfetiH 
Garolytt Lev/ <^ ^ 
Leo »̂ styê  v v ' 
Karen «t11er ^ 

/ J o h n T l f i da ] ] 
/Central f i l e 
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. price «Ustfc1ty of c4fl«rettej different jrogg*. 

• ••lr»-T'' 

:.KJ^fel*fS5 J ? ^ f̂ sii ..Slit., 
cl9»r«tte*, probably within a ywr. ; •. 

on the IndustrUt. 13) ^l1^^J\IyA\l^^ sore slwly thw prices 

beyer«9«s T'^I'^JS^i^ Jflfc. eS^u«?"rtc« I^^ fit«o the cwrert price T̂rsr̂ "̂  

1 think el4»r«tt«« tuA eleoSolIc btverê es «re rnr 9«*e . -/-.H^ 

TJi* »<ithdrs *re &rte»e M. Ic^it , Office of rrinjry reawn vw^^*.*^-^" f*n#irt 

ef Arts iwl science*, Rutjer* UnlYerjityj wd Hidjjel S r e w w i , ueparHfcn* 
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Sf 2out four perceirt In ciqtttXU ules. K̂«y «^us new nyP^««»^r 
^^tlatSfce S«it1c«lej ire different far dH(e«ot itwt^%^car wclfl-

>̂L'. / 5J«.*n«Ur however, torn wed- the re»uU< cf the 19«<-1970 Meâ tb . j . 
-4C---^>/' S i 5 f f i s J S S V S S StloSi! Center for HeeUh SUtJrtJc*. «d have ; 
,.<i<l.>t;,.vV>"̂ ;5r̂ H^ *-n,U hts wde It posilble for the* to caUulrte we 
. ' • - • ^ ^ J l l J S l c l S f<^^tL:S^ «^ cSipene It «ith the senerelly accepted 
T!-e>- • .'.-prlS elMtfcl5 of cigarette* for the totel swfcln̂  popuUtlon. . . 

* "* • '?The »uthflr«'«ftctiKleW the •nt1-««okin9 cocaerctjls ^ ^ r ^ ^ • 
r»hL* to the un4er1yfnfl ufiwerd trend In teenigs J"^?* •1^;**'°. 
• • S f i J l v wro**! P»r«!cBl»rW in th« ilrst year in ^1di the/ *«eriê  ^ 
- lS .?^hIt that thi Send Sl'serted itjetf the follo l̂ns yeir, although 

tllSlSe sioSS nwaSS at " l o ^ level thm «oald have Wea the etse 
1 f J h l ' i S S c ^ i ^ e «t1-v«k.ln, c««rcUt«. This 2 ? 
*«J flSdlngs that randoa shocks, |uch as the * ' » * ^ ' S L ^ S s 

minor effect In discouraging teen*ge »««3k1ng. • " 

"•'•r '/The « i t i«piirt«nt finding,"i^'the one' of fl>""t«»t,«^9'l^^i«*5f!.!^ 
/ S^Sy , 1?Selr calculation of the price «l«i^«Ky of clflâ t̂ ^̂ ^̂  

" " J tSSagw*. Ttiey catcuUte that the ywklng fi«^$JP*^l«^ *Jf*;J"JttM 
V . . =̂  i^^whl-n «»Ss that » ten percent 1ncre«5e In. the price of cigarettes 
. v.. w i l S . & tTfSeSine of iz'^ert^^ 

• ^ V ^ k«a(fl to MOke. Their calcaMtion of the qoaniicy sroiwQ 
^.rtlS{5^o"teeJl5 1?-1 4. Slch «ans that a ten percort Increase 

' in 5 5e Jould T^StTa 14 percint decline In cigarette f ««»P"^^'?y ' 
••"•'^ **-S!^aers Thi* Is In contMst to the aforemwtioned -0.4 ejastlglty 

- V^-^J^tS Utal sJwIVg pSJulatlon, In another paper. t«o rf,the*e a^ors. 
tSltlnd Coete, fo«nd th*t smfclng by young adults 20 to- H w^^^. -^I*.. 

V'- !Se r«pefl»<« to price than poking by oWet eduUs. *<ilch «ain. 1$. >., 
. consistent with the hypothe»1s utrttloned tbove. ... . - . . .,..<. 

•iV 

..y.......... > .• r •" 
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- THe''"euthor» concede" thit Tni reaion for the large price elastlcUies thjy ^ 
f55nd^23:S«flS«rs 1* that the elastlcttle* locorpcfate 1nco«e effects and 

"•'vStuaUy alt ci1coUt1«« «f prtct ct4itte1t<«s. As a remit of ^ «̂ «̂̂ e 
JeUtJoMhlp* I diswvertd lAtVe wkinfl oa « report oij teenage * 
2 iSllSeJ to*bellivettat crost^lastlcttiei are Pf^Jc^l^'-^y^T^K^^;, 
•Se cese of teenagers. Amg teenagers the prenlenct of j ! 
highly correUted >rith teeoSe from either atlovance* or «w*^sjj*i^* JJ*^ 
is w stallar correlation betveee PtokiM P « « ^ • [ I^ .S^ . fga 'S^**-
Teenage «>olc1ng prevelenc* appeir* to Have bcgoii *5,J*^^«L*???? ^tiw^ et 
i,bo*t the tl-e of the hl8h_ teenage «n^^ • g 

males %*io VMM be mst likely to feel the. 1)̂ >act of tm«ploy»ent. further- "Ŝ v̂ i; 
Bkjre It wu'^wrthe older'boys'that tiie dedfhe was sreatett, and, â alfl, 
SK^wSd SlpSSTthtt the oWcrboy* *ouW fee^ the Ir^ect <rf «t>e«9V.>«ent more 
than the younger one*. .'ĵ s, , . if•--V • •• - V -* • • 

••/1I«h regirt tirthes*st1 tut Ion'effects, or o-w-^^wt^cltles, I think toe 
f iSit lalortant substitution effect U with fl«»^<«s 1* " 
Uhat wTcuwlattve saokfag Incidence anog boys f« "76 was Aout ttw sa-e 

»s 1n ig79 UP to the age Of 16, but past the age of 16 (the age et vhlcft eatvy 

below th,t of 1976, Consider also thit In f " £ ' 4 2 t ? I ^ J 
could Uiy two gallons of gesoHne and a pack of cigarette*. ^^si^fS 2o^r 
W78. if teenage incofies (iept pace with Inflation, P ^ r f ^ l ^ L l ^ r 
%oo1d still buy a pack of cigarette* and t**o gallon* of sawl*"' ^2^. -
InJdSe continuing tTlncrease wifflv fnf lation, this was no lonjwposslble .• : 
f S J ^ 1979 teeSager. and the W80 teenager « « " , ^ i « n f tlJt'the^SaS^t 

' .gallons of gasoline. I think It Is oore th*« cô neWental that the s j a * ^ 
/declines 1n''s«k1n9 prevelenceê Hig teenage «les occurre<! IK W79 aadWaO. 

• / the years In which the price of gasoline rose «>st PV- lt,T»Zr^ 
I a ch^ce betv̂ een *wlc1ng cigarettes or cruising «nw«d inhls « r » , t g . f g g | „ 

• I tMinaar oAle Mould orobabW choose the latter. If this cross-ewstw^ oeween 
^TaJStw anrslsoff l l^ S . ^ l a t e d to the decline ^ ^ J i ' ' . 

amSng teenagers; we wwld expect to see som wderation In the rate of decline 
. In smaicing among boy* i*«n the ISfil data bece« avaneble.. - '̂ ^ ŷy-;: • _ ' 

An any event, and for whatever reMon It Is clear th«'p£«^^^f^ i f ^ ' S K ? ' 
/effect 00 tlie smoking prevalence of teenagers, and that the f>y^/"J^Si^^ 

• SenSe^klng and h.lScIng the budget Sould both " 
Vthe Fedferal e>«1se tâ  on cigarette*. It Is worth voting the authors sow-

• iŜ at extensively on one point: *Sueh a policy ClacreasIng the Federal excise 
taxi ««y else be an effawtlve way to cirb the deteelmental. (sic) h«*}t«.«5*^^^ 
S i i k U 1̂  tSe lo5 nn wlth^ substantially hanalng. the c garet̂  industry 

* i \ ihart Van Since youth anil young eduU price elasticities are awcn 
• X T ^ J f f aSli pS?e e&«i4^1h .1 le aduirswkers f/cunt f^ the bulk 

. of cigjrettc *at«s. a substantial excise tax Increase would wbstafltially ^ 

*«ro«ng Snokers: Prevalence. Treiwls, l«,jl1cations. and Related Oemographlcs/ 
Harch ii, 1561 - p-.'W. • " "' 

1 cr. 7 ^ '' J 
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ifr^^^i.""??'?*'** ^ tvldence that Individual! ire consld̂ ahiv ineil 

\ S5cSf !r^?Li^:*^J??^^ ft ' coiKe<3icne4.ji>ver a period of several • 

oSiJs? A%«I-?H)i riliS •V,9ovenwent tctton taken MW wtU acce1er«te its 
present downward trend. 6(ven a price elestlctV of -0.4 for total Helr̂ tt--
w1« nd .1.2 for teenage witfe? participation; iJS wrcSt inSeS^S 
ejcfse tax could be expected to reduce Industry ielertTSIt l Y w ^ r t £t<,« 
wiirt would te expected In the iisenee of such an. increKe^S ^ ^ S ^ ^ K T ^ 

year*, howtver̂  should $erve ta eodefati the iSveSe SfeS SJ^alS 3 ^ 

: - f • 

M£J:f 

cc: 'ft. N. Ihoeson 
0. M. Zoler 

• - X-::y* T. eoodale 

: -1-; - v . / i r ^V^i-. . . .• 
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Scptetober 27 . 1982 

TO: Mr, P. Z, Catyan 

F^M,: .MS, D. S. Burrows 

HAJI,<£TIWC IKPLICATIOWS QF THE KBER MODELS 

The attached meco ataaarites the f inding* of the K«tlon4l Bwreau ai Econcwlc 
Rcaeacch on che relat ive price eens l t lv i cy of Rge/aex group*, per your request. 

A key £indti>4 U tbet younger adult vales arc highly aenoltlve to p r i c e . Thle 
auggeat* that the eteep riae In price* expected J R the coning Boktha could 
threaten tbe long teen v i t a l i t y of the laduatry, by drying up the eupply of 
aew/youngec aiialt caokera eateriiis the ciArk«t. I t could a lap utvdertd.t>e the 
loog Taare grovth pocenlial of branda vhlchj te ly ec tiew/'y'ouTig»r etto^tere. 

ylncluditig Kacltroya and Xevtwrt. 

Ther« le no rcaeoa to aeeme that price Makea che idea of «maki.(»g 
appealing co younger adulta, But pr ice WAy create a barrier vhlch prevent* 
thai appeal froa developing Into «a ongolns choice to become a naolcer. 

I RJR hae an opporcunlty to VceeV. thie pr ice Carrier with a brand targeted to 
Vjfowtffer adult -a^lee. Che aoet ieuttltlve yroup- Three approaches are poaalble: 

1. A new younger adcilc B A I « brand whli^ offer* Isagary combined with 
lower price. 

2. A larger , econoay Bla* pack of a ncv or ezltt lng brand. 

y. Marketing "half-paelcB* (10'e or 12'a) cf a new or existtag younger 
adult male brand. In addition to 20 'B. 

1 recooRttvi earketliiE 'half-packe** bccauae: 

(• Kalf-pecka are a log ica l atae for beglnoer saokera. Aa nature 
amokete, their rate v l l l double (or aore) . Kcand loyalty would 
carry this gale over to the brBnd*» 2 0 ' § . 

• rouager aaokera eeen vore aeneltlve to caah outlay than coat per 
c igarette . (Otherwlae they would buy cartoii*. not packa.) 
Ha .̂f-;̂ acV;̂  could reduce cor.etaera' cash outlay "by 30-iOl versus 
br»oded 20'a. Genetic 20'a only offer a 16X lower cwclay. 

• Low price vould not imply a "cheap bread" nor requixe eacxlftcee In 
unit prof i t , airketlng aoppOrt, or quality, 

• Kevport lO'o ere ehoving op In regular outlets (not Juat vending), 
augg«atlng Lcr l l laed nuiy AIBO bc cworc of thla younxer adult price 
a e n s i - i v i t y . 

DSa/ch - 9/29/62 
Code r 5.21 

TRIAL EXHIBIT 

12,682 

P,ni. O ' ^ r . t ^ 1(7 7 7 T O • 



Half-packs targeted to younger adults ace not l ike ly co achieve a largt Barker, 
share themselves: new smokers accouat for perhaps IX of the oiarket in A given 
year. Sut this is the percent Marlboro has compounded for 25 years. RJR's 
long term investment could pay off as handsomely. 

Perhaps tKa half-pack idea could also be explored as e way to address the 
price sensit ivi ty among oluet adulte. The young and the old have two things 
In coeiBoa: they have lower incoaes and arc l ight amokers. 

Diane S. 5urrow8 

MARiOETINC OEVIXOPMENT DEPAJtlMEKT 

DSB/ch 
cc; Hr. J. &. Hoore 

Mr. J» R. Hrlbar 
Mr. W. W. Doten 
Mr. R, A.' Davie 
MDIC 

DSE/ch - 9/?e,/52 
Code: 5.21 
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COWSHTS 0*^ ^ > « « r y 6 f^HQ XCALt j i 

co^rs to c-.̂ 'T̂ . 0̂ clcA U predict UabiUty. Vet., 

.nr..c.atlo.^ly, -̂̂ ^ i ' ' - ^' 

S , . ber. ,.>d, tcarJcly. I ^''-^ «̂ - ' ' ^ 

a <iU::«l=lor. of tb i . tx,int. Clearly, n U o£ 

cor^ern to a l l of « it po,*^ « pcteotv.. 

40 nottm^ c^"^* ' ^-^^ ^e<>.ar..i.e. v^et ia .oi^. -

,v ,„e .ro, ehoueh. other h^alt^ rr . . . 
ov, do. «r)c X xun "herring to the . « ^ . t t . . . 

. . . , « c v a » s a n a O e o a . e r v a v t r ^ o n t « < « . - , 

, . .= ive a..Vln., wo a . . . o r K l . , o. . T l rS..e 

.o.ev..er. in. worlO a ^ . . . opp.-cn.. ^.p*M - t.* 

y{»«i£iee o< «5AeK place. 

/ ot . . . ' — ' ' ''^^ ""̂  

r . . . . . . . t b. . torlcaU, ^'•^ -

. . . . . . . . . . . . c , 0 « . - . . . . e » . . . o . U < . . . v . . . 
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