David:

Attached is the material from today’s Coalition news conference
criticizing the Price Waterhouse economic study ... and TI’s
calculations of job loss drawn from it. Coverage was light -- a
Cincinnati television station, Reuters, the Winston-Salem Journal
and a couple of other print reporters.

We’ve had only two calls. We note that the job loss -- whether
from our calculations or from Arthur Andersen’s critique -- is
still significant. Then we point reporters to Congress’ action in
August repealing a boat tax because of 7,600 lost jobs. Since
these numbers are significantly higher, we note the issue must not

.- be jobs per se, but the type of jobs. they are -- and that turns us ..

back to fairness.

To the extent the Coalition suggests that those who lose their jobs
will get others, we are referring callers to BC&T, which is
prepared to give chapter and verse of what has become of tobacco
workers who lost their jobs several years ago when the B&W plant in

-Petersburg.closed..” Most:.still -are’.out of work.==.or.are “in- ]obsii.',,-:iz.
‘that pay 51gn1f1cantly less than what they’were maklng. T o e B
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Mark:

Attached is the material from the Coalition news conference.
Coverage was light -- although it included W-S Journal. We’ve had
only two calls. .

We’re focusing on two arguments: First, that the job loss numbers
estimated by the Coalition, while 1less than TI, are still
significant. And we then note that less than two months ago
Congress repealed a "boat excise tax" because it put 7,600 people
out of work. So it’s apparently less the number than the kind of
job. And in response to the argument that out-of-work tobacco
workers can find jobs elsewhere, the BC&T has agreed to take calls
and will give them chapter and verse on what has become of B&W
workers-thrown out of jObs when the Petersburg plant closed., Most
are-still out of work.

Give me a call if you’ve questions or have other thoughts.
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STATEMENT OF ALAN C. DAVIS
The Coalition on Smoking OR Health
October 6, 1993

[ am Alan Davis. Chairman of the Coalition on Smoking OR Health and Vice President
for Public Issues at the American Cancer Society. We are here today, once again, to respond
to the latest cigarette company disinformation campaign.

In the past. the cigarette companies have claimed that they weren't advertising to children
.. or that second-hand smoke is not bad for you ... or. of course. that more study is needed to
determine whether or not smoking causes any deaths or disease.

.. .= -The tobacco industry’s_latest distortions -involve its- absurd claims that:a tobacco tax . ~::- -
‘increase will cause massive job losses and devastate state economies: Today we're here'totell -
you that their‘ dire predictions are simply the latest example of whatwe’ve - come 10 exp'ect from' e

cxted are as b‘ehevable as,_,the tobaccg mdust.ry‘__s, glaun that ,smokmgy_dge,s not ,cause cancex o

I'll go over some of the specific misrepresentations in a shortly, but first consider the
premise of this whole tobacco industry campaign: The Tobacco Institute is trying to convince
us that we cannot atford to reduce smokmz, that American men. women and children must keep
smoking and dying in vast numbers in order to keep tobacco farmers and tobacco industry
workers employed. This premise is as false as it is perverse. The logical extension of the
tobacco industry’s reasoning is that if only we couid get a few million more kids to smoke. we
couild wipe out unemployment aitogether!

Of course, after all these years, nobody believes the tobacco industry’s arguments;
everyone agrees that we do need to reduce, not increase, smoking in this country. Voters
everywhere -- including the tobacco states -- overwhelmingly approve of significantly higher
tobacco taxes. And some leaders in tobacco states, such as Representative Anne Meagher
Northup, who is with us today, have enough foresight to recognize that a tobacco tax can help
their constituents. not hurt them.

As Rep. Northup suggests, if the elected officials from tobacco states really want to serve
their citizens. they will stop blindly opposing an increased tax and start fighting for some of the
tax to be earmarked to help move their states into the inevitable, tobacco-free future.

Now, let’s get to the report. In your packet, you’ll see a report called "Tobacco Industry

Emplozgrncm prepared by Arthur Andersen Economic Consulting. This report examines in
detail claims made by the Tobacco Institute and frequently reported in the press.
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- -—:*==- - The:Tobacco Institute confuses jobs thatare-"attributed" to_the tobacco industry. inavery .- -

-2

The Tobacco Institute has tricked many peoplie into believing that its job loss estimates

come from Price Waterhouse. That is simply not true. The job loss estimates were produced
by the Tobacco Institute.

While we have our problems with the Price Waterhouse data. these problems pale in
comparison to the deliberate deceptions in the Tobacco Institute’s estimates. Let's not mince
words here. we believe the Tobacco Institute’s job loss estimates are a scare tactic deliberately
designed to mislead the media and the public.

Consider just a few examples of major flaws in the Tobacco Institute’s estimates:

The number of jobs said to be dependent on tobacco is far fewer than the 2.3 million
claimed on the basis of the Price Waterhouse Report. Of the 2.3 million jobs widely
claimed to be dependent on tobacco. only 259.616. or 11 percent. are actuaily invoived
In growing. warhousing. manufacturing or wholesaling tobacco products.

~ narrowand technical sense with jobs that are acruaily dependent on the tobacco industry. . =7
Then'the Tobacco Institute asserts thar atributed jobs will be lost in exact proportionto = =~ -
.. the size of the tobacco tax. The data and methods used by the Tobacco Industry simply :

The Tobacco Institute pretends that money not spent on tobacco. and money paid in -
higher taxes. simply vanishes from the economy. In fact. any economist will tell you
that that money stays in the economy generating new jobs and business opportunities.

- The Tobacco Institute pretends that all tobacco grown in the U.S.. and all cigarettes
manuractured in the U.S.. is consumed in the U.S. However. as the Tobacco Institute
weil knows. 34 percent of American tobacco. and 30 percent of American cigarettes. are
exported. and these exports will not be atfected by the tax.

= The Tobacco Institute ignores the fact that the current price war has reduced the price
of cigarettes substantially. The deadly resuit of this price war is that cigarettes are now
more affordable to young teenagers. We need a major tobacco tax just to bring prices
back to where they were six months ago!

= The Tobacco Institute ignores the economic benefits that would flow trom reducing the

outrageous costs of death and disease caused by tobacco. The government conservatively
estimates these costs at $68 billion per year. Meanwhile. the Tobacco Institute continues
to deny that smoking causes any disease whatsoever.

These and other serious flaws in the Price Waterhouse Report and Tobacco Institute

Estimates build upon one-another to present grossly exaggerated and misleading estimates of job
loss from an increase in the federal excise tax on tobacco products,

TI17741283




-3-

And, of course, what the Tobacco Institute fails to acknowledge at all is what should lie
at the heart of this debate: the lives that can be saved if we increase the tax on cigarertes. The
Tobacco Institute would like for you to forget that, fundamentally, this is a health issue, not an
economic issue.

The Coalition on Smoking OR Health has endorsed a tax increase of $2-per-pack because
we know that such a tax would save almost 2 million lives, and would effectively prevent
millions of American teenagers from taking up the deadly habit of smoking, chewing and spitting
tobacco.
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I INTRODUCTION

Arthur Andersen Economic Consulting bas reviewed the 1992 Price Waterhouse report entitled
"The Economic Impact of the Tobacco Industry in the United States” (PW Report, the Report)
and a series of follow-on documents, prepared by the Tobacco Institute entitled "Economic
Losses From Increasing the Federal Excise Tax" (TI Estimates). The TI Estimates are a series
of related documents, corresponding to individual states and different levels of tax increase.

Price Waterhouse purports to measure the economic effect of the tobacco industry on the U.S.
economy. The Tobacco Institute documents purport to measure the effect of a tobacco tax
increase on jobs in the U.S. economy. Price Waterhouse does not calculate the economic impact
of increasing the federal excise tax or the impact of the tax on jobs in the U.S. economy. The
estimates of the impact of increasing the federal excise tax on jobs are the work of the Tobacco
Insntute

| 'I'he PW Report concludes that 2 3 m:lhon Amencans owe thelr _]ObS 10 the tobacco mdus

other actions that would discourage tobacco use should be avoided to protect tobacco -industry-
related employmcnt o

Our analysis concludes that both the employment and job loss figures are grossly inflated..

II. MAIJOR FINDINGS

There are serious methodological problems and errors of omission (one-sided analyses likely to
lead to misinterpretation) in both the PW Report and the TI Estimates. These problems lead to
exaggerated estimates of both the number of jobs dependent on the tobacco industry and of the
impact on jobs of increasing the federal excise tax. In the end, the methodological errors and
omissions of the PW Report and the TI Estimates undermine the reliability of their conclusions.

! Warner (1987) has pointed out that the Chase/Price
Waterhouse/Tobacco Institute employment -and job - loss estimates
erroneously neglect employment generated in the mortuary sector and
in various medical specialties, e.g. oncology, cardiolecgy and
inhalation therapy. Tobacco is estimated by the federal government
to cause 419,000 premature deaths per year by an average of 1S
years, and to cost tens of billions per year in direct health care
costs alone, Under the methodology of the PW Report and TI
Estimates, costs associated with the death and disease caused by
tobacco should be counted as economic "benefita" attributable to
the tobacco industry.

try the _’
TI Estimates assert that a $2-per-pack tax increase would cause a total of 776,000 Americans
to. lose their jobs.! The Tobacco Institute argument seems.to be-that tobacco tax increases-and -

THH7741297




Arthur Andersen Ecanomic Consulting

A.  THE PW REPORT’S ESTIMATES OF THE NUMBER OF JOBS DEPENDENT ON
TOBACCO, ON WHICH THE TI ESTIMATES RELY, ARE FLAWED AND
SIGNIFICANTLY OVERSTATE THE TOBACCO INDUSTRY’S ECONOMIC
IMPORTANCE

1. The PW Report_relies on methods _and assumptions that_create false and
misleading results

The methods and assumptions used to produce the numerical estimates in the PW Report borrow
heavily from accountants’ techniques for cost allocations. The accounting profession is aware
of the limitations of such methods. While the use of these techniques is necessary in certain
situations, they cannot be used to estimate accurately the number of jobs dependent upon
tobacco.

Analysis of the PW Report reveals that only 259,616 jobs are actually claimed to exist in the

~-tobacco.growing, tobacco manufacturing, tobacco auction warehousing-and-tobacco Wwholesaling. -

~ businesses. - That is only 11 percent of the widely publicized total of 2.3 mﬂhon JObS The rest‘ ’

of the. jObS claxmed to be dependent on tobacco fall mto two categones

(@  Retail and supplier jobs. PW's auributes a total of 431,635 jobs. from.the remi o

(166,791) and supplier (254,944) sectors to the tobacco industry. When these jobs are

added to the 259,616 jobs which PW says exist in the tobacco growing, tobacco

‘manufacturing, tobacco warehousing and tobacco wholesaling sector, the total is 681,351.

However, not all of the retail and supplier jobs are dependent on tobacco. Retail jobs
consist primarily of sales clerks and other employees of retail outlets that sell tobacco
products; supplier jobs consist of employees of companies that provide any supplies to
any component of the tobacco industry. Relatively few of these jobs are devoted to
tobacco on a full-time basis. Price Waterhouse has used the principles of cost accounting
to "attribute” jobs in this category on the assumption that if, for example, 100 workers
each derive 1 percent of their income from the tobacco industry, that is the equivalent
of 1 full-time job "attributable" to the industry.

Jobs may be tied to the tobacco industry in this way only in a narrow and technical

sense. It cannot accurately be concluded that a job in which only a small percentage of
---time is devoted to tobacco, and from which only a smalil percentage of income is derived

from tobacco, is actually dependent upon the industry for existence in any real sense.

(b) The "multiplier" or "expenditure induced" sector. PW’s use of a "multiplier" to
estimate the "ripple effects” of tobacco industry spending on other sectors of the
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economy lies at the heart of the PW report, for it explains in large measure how such
massive and unrealistic estimates were produced. Even if all of PW’s other calculations
were accurate, as was noted above, there would be a total of only 681,351 jobs
dependent on tobacco. PW then applies a "muitiplier” of 2.35 to the 681,351 number
to attribute to the tobacco industry an additional 1.6 million jobs that are not in the
tobacco industry, do not supply or serve the tobacco industry, and do not relate to
tobacco in any other way. The "multiplier" attributed jobs are based on a formula which
assumes that the money each person who wortks in the tobacco industry will generate
2.35 additional jobs elsewhere in the economy.

Such a multiplier may be useful for estimating the effect that any economic activity has
in stimulating additional economic activity, but not for estimating the number of jobs
which are dependent on continued tobacco spending. Jobs "attributed” to the tobacco
industry by use of this multiplier -- more than two-thirds of the entire 2.3 million claimed
-- should not be confused with jobs actually determined to be dependent on the tobacco
industry for existence. In particular, these estimates provide no basis by themselves for
_—— predxcnng how many _]ObS would be lost by a reductxonm tobacco spendmg B L
The full extent to wtuch these attnbuuon methods mﬂate employment esumates is 1llustrated by T L
"~ the fact that the PW Report attributes to the tobacco industry a_total number of manufacturing '
- sector employees.from non-tobacco. sectors of the economy (508,901) that is 10 times greater ..
~ than the 50,527 employees the same report shows to be actually engaged in manufacturing
" tobacco products. This number of employees exceeds 75 percent of all production workers in
. the motor vehicles and related equipment sector (SIC 371), and is roughly equal to all iron, steel
and nonferrous metals production workers (SIC 33) in the United States.

Similarly, not only does the PW Report attribute to the tobacco industry a number of mining and
construction jobs, it attributes 161,601 mining and construction jobs to the tobacco industry.
This is approximately equal to the entire employment of the coal mining industry.

Jobs attributed to the tobacco industry by use of these techniques are not necessarily dependent
on tobacco for a variety of reasons. Fundamentally, a wide variety of offsetting adjustments are
likely to take place in the economy that are ignored by the PW Report. Money now being spent
on tobacco would not disappear if demand for tobacco were to fall, as the PW Report implicitly
assumes. It would be redirected to other goods and services, generating comparable
employment, much of which would be in the supplier, retail and "multiplier” sectors. (This

" point is discussed in greater detail in Section B below.) A wide variety of other adjustments are
possible, including the adjustment of profit margins and product mixes by manufacturers,
wholesalers and retailers, reliance on attrition rather than layoffs to reduce labor forces in some
tobacco-related businesses, etc.
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The cumulative effect of PW’s methods of attributing jobs to the tobacco industry is to produce
patently unreliable results. Numbers produced by PW in this way are more likely to mislead
- anuntrained reader into drawing false conclusions about the magnitude of the tobacco industry’s
contribution to the economy than to provide useful information to policymakers or the media.

2. The PW Report fails to take into account the negative economic impacts of the
tobacco industry

The PW Report and TI Estimates ignore the severe hardships tobacco use imposes on the
~_ economy. Failure to acknowledge this or to make any attempt to balance the costs and benefits
“of reducing tobacco use adds to the bias and unreliability of the PW Report and TI Estimates.

While an independent assessment of the cost of smoking is beyond the scope of this analysis,
the most recent U.S. government estimate places the health care and lost productivity costs of
smoking for 1990 at $68 billion, or $2.59 per pack of cigarentes sold.> This suggests that
.ri,,reducmg tobacco use would be hkcly to bnng about sngmﬁcam economic and health bcneﬂts .

" THE TOBACCO INSTITUTE'S ESTIMATES OF TAX-INDUCBD JOB LOSS ARE -

By beginning with the Price Waterhouse estimates of the economic impact of the tobacco
industry on employment, the TI Estimates inherit the serious flaws in the PW Report and then
compound them by making additional unwarranted assumptions. The resulting éstimates are
remarkable both for the magnitude of the predicted job and revenue losses and for the
willingness of the Tobacco Institute to promulgate such numbers unsupported by any discussion

of the methods used to produce them. The TI estimates are grossly exaggerated, and cannot be
supported by any generally accepted economic methods.

1. job | i wed becal they falsely assum
i ttes will disa the

One of the ways that the TI Estimates exaggerate the impact of a tobacco tax increase on jobs
is by assuming that money consumers now spend on cigarettes will dxsappcar from the economy,
along with jobs and taxes, if smoking rates decline.

? Herdman, R.H., Hewitt, M and Laschober, M., "Smoking Related
Deaths and Financial Costs: Office of Technology Assessment
Estimates for 1990," Office of Technology Assessment, Washington,
D.C., 1983.

-4-
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This assumption is false: money not spent on tobacco will not disappear; it will be redirected
to other sectors of the economy. Money spent on tobacco taxes also will not disappear; it will
be returned to the economy through public sector spending on health care and other designated
uses. This methodological flaw alone undermines the reliability of the Tobacco Institute’s
estimates.

The tobacco industry is aware of this point. The industry’s own analysts, in the 1985 Chase
Econometrics report, on which the PW Report and TI Estimates are based, noted that, in the
event of a reduction on spending in tobacco, consumer spending would be reallocated to other
sectors of the economy, and that "this reallocated spending would generate additional business
opportunities in other sectors of the economy along with the associated employment and
incomes.” Therefore, Chase Econometrics indicated that even if tobacco spending decreased, ~
"except for transitional problems and differential industry levels of productivity, the aggregate
economic resuits would be substantially the same. "?

If the Tobacco Institute had taken this basic economic reality into consideration in its estimates,

. «z- it would have shown that the economy would rcspond to lower domestic consumptxon in several. .
T Ways el "f{' S < ,;;:.i. . FEa = . . s S I

e ® o Consumcr spcndmg on tobacco products ‘would not dxsappear ‘but would be redirected

~_to non-tobacco goods and services, creating employment and tax benefits in non-tobacco

~ sectors.” No evidence has ‘been presented that the net  effect on jObS nauonwnde ‘would be
negative. .

*  Under current proposals, additional tax revenue from higher tobacco taxes also would -
not disappear from the economy, but would be redirected into the health care system and
to other uses directed by Congress, creating employment and other benefits in those
sectors.

* Non-tobacco industry employees whose jobs PW "attributes” to tobacco as the result of
the application of a "multiplier” may not find their jobs affected at all as long as overall
economic spending does not decrease. The same may be true for many in PW'’s retail
and supplier sectors.

* Affected tobacco industry workers would not remain permanently unemployed, but would
obtain alternate employment in other fields. This is already happening in previously

3 An examination of this phenomenon, the report noted, was
"constrained from taking place within this analysis." Chase
Econometrics, i

) Bala-cynwood, PA, Chase Econometrics,
1985.

-5-
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tobacco-dependent counties in which there has been major job expansion in the
manufacturing and servioe sectors.

Another way of looking at the redirection of consumer spending and the resulting economic
adjustments is to note that there are alternatives to tobacco for both consumers and workers.
If tobacco becomes more expensive, some consumers will redirect their spending to non-tobacco
products and services, and farmers, manufacturers, retailers, etc., will adjust to the change by
choosing the "next best alternative” to growing, manufacturing or retailing tobacco. The choice
for them is not between tobacco and nothing, as the TI Estimates assume, but between tobacco
and the next best alternative in a dynamic economic environment.

The major "cost" of reducing tobacco use is the transition costs for those actually dependent on
tobacco for their livelihood. The effect of this transition should be neither minimized nor
exaggerated. The transition could be aided by state, federal and private programs, possibly
funded through the tobacco tax itself, to help affected communities adjust to what appears to be
an inevitable shift toward an economy less depcndent on tobacco.

Of spec:al notc most states should anncxpate ‘economic gams from lower tobacco use, evcn““‘
without considering health ‘benefits and potential health-care cost-savings. This-is because —
consumer ‘spending now flowing from those states to tobacco-producmg states would be - - = - -
redirected to a higher proporuon of locally produced goods and services. Tobacco states also
could™ cxpcnence anet economic gain if a sufficient portion of federal tax revenue is duected
toward easing the transition in those states toward a more diversified economy.

2. imates fail t jnto account preexisti lo nt tre i e

tobacco industry

The TI Estimates project job losses in the future using a snapshot of 1990 industry employment
estimates. This fails to take into account employment changes that have taken place since 1990,
and other changes projected for the future even if no tobacco tax increase is enacted. This
wrongly assumes that tobacco industry employment is in a steady state. For example, failure
to take into account the steady decline in manufacturing sector employment in the industry
inflates any job loss estimates. In the absence of these adjustments, the TI Estimates would
unfairly attribute to the tobacco tax increase job losses that will occur in any event.*

4 Allen (1993) has neatly captured the economic intuition that
a policy should be assessed based on the difference it would make:
"An action that will happen anyway is not a threat -- it is an
inevitability."

-6-
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Tobacco manufacturing jobs are now in a state of decline brought about primarily by decisions
of major manufacturers to use advanced technology that eliminates manufacturing jobs.
Manufacturing jobs fell from 68,700 to 49,100, or by about 29 percent between 1982 and 1992
according to Bureau of Labor Statistics figures, despite the fact that U.S. cigarette output
actually increased during that period due to increased exports. Similarly, domestic sale of U.S.
leaf tobacco has fallen over the past several years despite the increase in U.S. cigarette
production. This decline in demand, and the corresponding drop in tobacco farm employment,
is due primarily to increasing reliance by major manufacturers on imported tobacco.

This inverse relationship between jobs and cigarette production over the past decade also serves
to illustrate the fallacy of assuming, as the TI Estimates do, that future tobacco industry

~ “employment will be directly proportional to cigarette sales in the United States.

3. e imates implicitly assume an implausible relationship betwee: i -
i

and demand for tobacco products that significantly inflates job loss estimates in ~
W S,

e One of the assumpnons 1mphc1t inthe T Esnmatcs is-that thcre isa hncar relatmnshxp between,

tobacco product prices and consumption-(i.c.; an’ approxlmatr.ly linear demand curve). = 7T T

7S AN job loss estimates are directly proportional to the projected dectine in consumpmn,f ad
o ~“thus are extremely sensitive to the undisclosed price elasticity of demand assumptions made by =~~~
the Tobacco Institute. The assumption of an approxxmat:ly linear demand curve assumes a
“significant escalation in the price elasticity of demand as price increases and produces
unrealistically large job loss estimates for large tax increases.

While the most accurate price elasticity of demand across the range of tax increases under
consideration is an empirical question beyond the scope of this review, experience in Canada,
where tobacco taxes have been increased to approximately US$3 per pack, and in other
industrialized nations, do not support the assumption of a linear relationship between price and
demand.® This undisclosed assumption in the TI Estimates may compound the other serious

5 The relationship is not quite linear. If it were, a 24 cent
tax increase would be associated with a 4 percent employment loss,
rather than the 5 percent assumed by the Tobacco Institute. In-
practical terms, however, and in light of the fact that all other
data presented by the TI are consistent with a linear relationship,
it can be assumed that a linear relationship has been assumed.

¢ See, e.g., Allen, R.C., "The False Dilemma: The Impact of
Tobacco Control Policies on Employment in Canada," Department of
Economics, University of British Columbia, Vancouver 1993, p. 36,

-7-
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" flaws “already discussed, further exaggerating job loss estimates, particularly for large tax
increases.

4. TI Estimates further exaggerate job loss by failing to take into acco er
signi t factors, such as rising tobacco exports and the major price i
in premium brands

The TI Estimates further exaggerate potential job loss by ignoring two fundamental trends in the
~ tobacco and tobacco products marketplace:

(a) Exports. According to U.S. Deparmment of Agriculture figures, more than 34 percent
of leaf tobacco grown in the United States this year is being exported.” Much of what
is not exported directly is exported indirectly in the form of cigarettes. In fact, about 30

- ,pcrcent of all cigarettes manufactured in the U.S. are now.bound for export markets.?- - -

.~These exports- will not be affected by any- proposcd ‘tobacco tax increase. Yet the -
' LTobacco Institute Estimates wrongly assume that demand for these exports will fall by
- the ‘same percentage as domestically consumed-tobacco. - This significantly exaggerates

- ”"’f "job loss estimates for the tobacco farming, warehousmg and manufacturing sectors, . =

whxch in turn exaggerates predlcted job losscs in the ‘supplier and "multiplier” sectors.

() Prn:e dnscountmg. The tobacco industry has recently announced 40 cent-per-pack
decreases in the prices of premium cigarette brands. Discount cigarettes also have been
reduced in price. The Tobacco Institute’s job loss projections fail to take this trend into

- account. This significantly overstates the amount by which tobacco consumption would
decline from the current level in response to a tax increase. Because the Tobacco
Institute assumes that employment falls in direct proportion to tobacco consumption, this
also significantly overstates the economic impact of an excise tax increase on jobs.

43

7 U.S. Department of Agriculture, T i
Report, Economic Research Service, September 1993.

8 1d.
-8-
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III. CONCLUSION
Our conclusions include the following:

1. The number of jobs said to be dependent on tobacco is far fewer than the 2.3 million
claimed on the basis of the Price Waterhouse Report. Of the 2.3 million jobs widely
claimed to be dependent on tobacco, only 259,616, or 11 percent, are actually involved
in growing, warehousing, manufacturing or wholesaling tobacco products.

2. The PW Report attributes 1.6 miilion jobs, more than two-thirds of the total 2.3 million
_claimed to be dependent on tobacco, from sectors of the economy that have no relation =~
" “at all to tobacco by a technique that camnot be used to determine whether a job is
dependent on tobacco.

W

The Tobacco Institute’s Estimates of the number of jobs which would be lost if tobacco
taxes were increased are grossly inflated and unreliable. The actual number of jobs
o affected would be a small fracuon of:-the number cxted by“ the-Tobacco: Insntute

e e Moncy dwerted from spendmg on \ tobacco products duc to a tobacco tax increase wﬂl not

“oomemeoio 77T disappear from the economy, but will be' redirected” into other”goods and services, =7 -

... __.creating employment and business opportunities. comparable to those_in the tobacco. . . ...

© 77 industry. Therefore, the 1.6 million jobs from outside the tobacco industry that Price @@ 00|

"7 7 " 'Waterhouse "attributes” to tobacco-related spending dre unlikely to be lost as the result

of a tobacco tax increase. The same can be said for many of the 431,635 jobs Price
Waterhouse states are in the retail and supplier segments of the tobacco economy.

5. Jobs in tobacco growing, tobacco manufacturing, tobacco warehousing and tobacco
wholesaling which are affected by any decrease in tobacco consumption will result in a
shift from one sector to other sectors of the economy, but will not necessarily result in
fewer jobs being available as long as money not spent on tobacco is redirected into other
sectors of the economy.

6. Most states would experience economic gains from reduced tobacco consumption, as
spending in non-tobacco states that is now directed toward tobacco products is re-directed
to other goods and services.

7.- -~ The PW-Report and TI Estimates fail to acknowledge the significant economic benefits

of reduced tobacco consumption, which include reducing lost productivity and heaith care
costs caused by tobacco.
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8. The job loss estimates attempt to project job losses on the basis of a snapshot of industry
employment in 1990, ignoring the decline in tobacco industry employment that has
occurred, and is projected to continue to occur, whether or not the tobacco excise tax is
increased. Therefore, many jobs which the Tobacco Institute says would be lost as the
result of a tax increase will be lost even without a tax increase.

9. Tobacco production probably will not decrease to the extent predicted by the Tobacco
Institute. The Tobacco Institute uses a formula for measuring the impact of a price
increase on tobacco consumption that is inconsistent with generally accepted research and
experience in the U.S. and abroad. The actual decrease is likely to be smaller.

10."  The Tobacco Institute calculations fail to take into account that a significant percentage
of American tobacco production is for export. Tobacco products produced for export
will not be affected by a tobacco tax increase. The Tobacco Institute also fails to take
into account the fact that cigarette manufacturers have reduced prices significantly within
the past several months, which would offset in large measure the effect of a price

_.increase brought about by a tobacco tax-increase. _This causes thc Tobacco Instmnte to_ -

L *sxgmﬁcantly overestimate the lmpact of a tax increase on Jobs

'I‘l1cse and other senous ﬂaws in the Price Waterhouse chort and the Tobacco Insutute-, :
~ Estimates build upon one-another in a cumulative fashion to present grossly exaggerated-and - e
: m:sleadmg estimates’ of job loss from an increase in the fcderal excise tax on tobacco products

-10 -

TH7741306




Arthur Andersen Economic Consulting
IV. SOURCES

* ALLEN, R. C.,” "The False Dilemma: the Impact of Tobacco Control Policies on
employment in Canada," Department of Economics, University of British Columbia, Vancouver
1993.

* The Economic Impact of the Tobacco Industry on the United States Economy, Price

Waterhouse 1990.

* HERDMAN, R.H., HEWITT M. and LASHOBER, M., "Smoking Related Deaths
and Financial Costs: Office of Technology Assessment Estimates for 1990," Office of
Technology Assessment, Washington, D.C. 1993.

* Statistical Abstract of the United States 1988, U.S. Department of Commerce, Bureau
of the Census, Washington, D.C. 1987.

2% WARNER, K.E., "Heaith and -Economic: Implications of a Tobacco-frce Socxcty, N

= Joumal of t.he Amencan Medlcal Assoc1anon 258 (1987) P 2080-2086 o el E L

) wRc:sca.rn:h Service, September 1993, T e

-11-

' U S. Dcpattment of Agnculmre, Economxc,

TH7741307



David:

You may find interesting a couple of quotes in the attached
transcript of Bill Clinton’s opening remarks at the AFL convention
yesterday. These two statements, like the ones you sent yesterday,
I think lend themselves easily to questions.

Workers in the south (and smokers) have worked hard and played by
the rules and expect to be treated fairly. They’re also being
asked to bear the blame for forces they didn’t create.

I’'m playing with some language for possible questions. Once I get
it so I’m comfortable, I’ll get you copies.

sms
10/5/93
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DATE October 4, 1993
TIME 2:00~3300 "M (ET) TRANSCRIPT
NETWORK CNN=TV o
PROGRAM Newsday/Live Coverage of President Clinton's Spesch

to the AFL=-CIO Convention in San Francisco

Bill Clinton (President, United States): Thank you very
much. President Kirkland, distinguished platform guests
and to the men and women of ths American labor movement,
let me tell you first I'm glad to ke here. I fael like
I'm home; and I hope you feel like you have a home in
washington.

For most of the twentieth century, the union
movement in .America has.represented -tha sffort to make
e _that people who worked hard and played by the rules
oY , ad a chan 9-ClaAE -
oI U citizens, raise middle-cYass kids and give tneir ohildaren ! - RES.
w7 e= -3 dhance to have-a better life than they did, You have T
- - -worked for that: you have done that. e
T " For too;;png,xip‘th- face of deep and profound . - - .
- .problems engulfing all of the world's -nations, you-have --
... been subjected to a poiitical climate in which you weras -
- -~ - -asked to bear-the blame for forces t ¢reate, R
- _man @8 when you were trying to make the situatien -
better. I became president in part bescause I wanted a
new partnership with the labor movement in America.

N
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