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TO : WILLIAM CANNELL 

FRDM : FRED PANZER 

SUBJECT; STATE IMPACT OF F.E.T. 

------------------------------------------------------------- 
We would l i k e  your h e l p  i n  f i g h t i n g  t h e  p o t e n t i a l  i n c r e a s e  i n  
t h e - f e d e r a l  c i g a r e t t e  t a x  wi th  a series of s t a t e - t a i l o r e d  news . .  . . I .  r e l e a s e s .  

They would report t h e  t a x  h i k e  t h a t  sohe Members of Congress want 
t o  i m p ~ s e  on the (b l ank )  number of smokers i n  (b l ank )  s t a t e ,  
thus raising +he price from (b lank)  t o  ( b l a n k ) ,  a jump of ( b l a n k )  
per c e n t .  

I n  a d d i t i o n ,  t h e  .news release would r e v e a l  t h a t  t h e  f e d e r a l  t a x  
h i k e  t o g e t h e r  w i t h  the state and local t a x e s  t h a t  are a l ready  
imposed br ings  t h e  t a x  b i t e  t o  (b l ank )  per  c e n t  of t h e  r e t a i l  
p r i o e  of a pack of c i g a r e t t e s .  If would g o , o n  t o  detail tihe 
t o t a l  t a x  take of (b l ank )  m i l l i o n  d o l l a r s  from t h e  (b l ank )  . 
thousand  o f  a d u l t s  i n  t h e  s ta te  who happen to smoke. . 

Ed B a t t i s o n  and Paula  Duhaime could provide the facts and f i g u r e s  
on a state-by-&ate basis. 

Attached is an example o f  how this s o r t  of t a i & o r e d  news r e l e a s e  
was used r e c e n t l y  t o  f i g h t  r proposal t o  i n c r e a s e  a n  exise t a x  on 
impor ted  oil. 

P l e a s e  l e t  m e  know if  w e  can count  on  t h e i r  help. 

Attachment 
oc: Ed B a t t i s o n  

P a u l a  Duhaime 
William Kloepfer  
'Peter Sparber 
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EXCISE TAXES HIT me POOR HARDEST, 
NEW STUDY RELEASED BY COALIT$ON CONFIRMS 

Fami l i e s  e a r n i n g  less than $10,000 pay more than  t r i p l e  t h e i r  
share of some f e d e r a l  e x c i s e  t axes ,  accord ing  to  a new s tudy  
r e l e a s e d  by the  C o a l i t i o n  Against  Regress ive  Taxa t ion  (CART). 

I n  c o n t r a s t ,  f a m i l i e s  with more than  $100,000 of  income pay a 
smaller s h a r e  o f  t h e s e  taxes than t h e  p o o r e s t  f a m i l i e s  pay. 

'These f a c t s  h i g h l i g h t  t h e  fo l ly ,  o f  b o o s t i n g  e x c i s e  t a x e s  
when Congress is t r y i n g  t o  lower t a x  burdens on low- and midd1.e- 
income Americans," commented CART P r e s i d e n t  Thomas J. Donohue, who 
is a l s o  p r e s i d e n t  and CEO of t h e  American Trucking Associa t ions .  

CART, an - a l l i a n c e  of  companies and a s s o c i a t i o n s  r e p r e s e n t i n g  
a broad range o f  i n d u s t r i e s  a f f e c t e d  by e x c i s e  t a x e s ,  r e l e a s e d  a 
r e p o r t  e n t i t l e d  *An Analys is  of the  R e g r e s s i v i t y  o f .  Excise Taxes." 
The r e p o r t  was prepared  by an independent,  n a t i o n a l  economic , 

c o n s u l t i n g  f i n ,  Pol icy  Economics Group, based i n  Washington, DC. 

Po l i cy  Economics analyzed f e d e r a l  e x c i s e  t a x e s  on tobacco, 
g a s o l i n e ,  b e e r ,  wine, and d i s t i l l e d  s p i r i t s  p a i d  by va r ious  income 
and demographic groups. Char ts  d e p i c t i n g  t h e  t a x  burden Eot each  
product  a r e  a t t a c h e d .  Shares  of f e d e r a l  income and s o c i a l  
s e c u r i t y  t axes  .were a l s o  computed. 

Only the  income tax  was found t o  be progress ive-- tha t  i s ,  t h e  
h igher  t h e  income, the  b i g g e r  the s h a r e  .of income t h a t  is paid  i n  
t axes .  A l l  of  t h e  e x c i s e  t axes  were r e g r e s s i v e :  t h e  s h a r e  o f  
each t a x  paid by lower income taxpayers  was h i g h e r  than t h e i r  
s h a r e  of t o t a l  income, whi le  higher income t axpayers  pa id  l e s s  of 
t h e  t a x e s  than t h e i r  income wi r ran t s .  

'Hiking e x c i s e  t axes  would f a l l  more h e a v i l y  on the poor a s  
w e l l  a s  t o  workers and smaS1-business owners i n  a  wide v a r i e t y  o f  
i n d u s t r i e s .  T h i s  s tudy makes it p l a i n  t h a t  Congress should l e a v e  
e x c i s e  t axes  a l o n e  i f  it is t r u l y  concerned a b o u t  proyiding r e l i e f  
t o  poor and middle-income Americans," warned Donohue. 

NOTE: The f u l l  s tudy,  as w e l l  as an e a r l i e r  a n a l y s i s  of t h e  
impact of  ending d e d u c t i b i l i t y  of e x c i s e  t a x e s  that CART 
r e l e a s e d  i n  Apr i l ,  a r e  a v a i l a b l e  from CART, a t  
301/565-5184. 





T a x  B u r d e n  A b s o r b e d  b y  E a c h  I n c o m e  Class 
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T a x  B u r d e n  A b s o r b e d  b y  E a c h  I n c o m e  C lass  
Wine E x c i s e  T a x e s  
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P e r c e n t  O f  T a x  B u r d e n  
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(U.S. Dcp't of Labor, Bureau of i 
be explained by tht ban. sumer Price Indexes for Selected F 

1%5. December I!J65-Dccembcr . 
Given the trivial eirccl of advertising on aggregate cigarette consum#. Congress Pursuant to the Federal 3 

tion, pveypcntal ,phibi t ion of bmdcast cigarette advertising colJl (6) U.S. Department of Commere .. 
not hr+had.'My ~ i f k m t e f f e c t  in tenno of reducing demand: Instead, Economic Growth. 1860-1970. ( i 
we find that tbe policy actually increased demand, producing dctrimena (various issues. 1970-1975). i 

effects on both social health and consyner welfare. The' decrease in tbe 
quantity and effectiveness of advertising expenditures produced by the 

4 
1 ban is likely to have lowered the quality (utility) of cigarettes consumed 
I, by making it more costly for consumers to buy the "advertising servicer" I they demand. In p l d i i , .  the &crease in dvertisbig expenditurcr rp i 

pan to have .laid'to r bwer (qonqudity-ustid) cigarette price md. i 
hence to increased consumption.'~urtkr, the ban increased consumption 
via the elimination of the antismoking commercials. Fidly,  the baa su$ 
stantidy i n c r u d  the cost to firms of introducing new low-tar W 

Our results indicate that in the post-1971 period consumers continued tp 
respond to the health dangers associated witb 
capita tobacco consumption was nearly 50 per cent lower than it 
have been in tbc absence of tbe 1953 und 1964 bcalth 
government-imposed ban on cigarette advertising only 
signiificant movement by consumers away from smoking. 

APPENDIX ' 

C 
Per capita consumptiqn of cigarettes, domestic and overseas forces. population 

aged 14 and older (number). (1) Tobacco Situation, No. 113. Sept. 1965 (U.S. 
Dep't Agriculture. Econ.. Stat. & Cospcratives Service): id., No. 147, March 
1974; id., No. 163, March 1978; id.. No. 173, Sept. 1980. (2) U.S. Bureau of lbc 
Census, Historical Statistics, Series A29-42; Annual Estimates of the Population 
by Age: 1900-1970. (3) Current Population Reports, Series P-25, Nos. 614.645. .ad 
875 (U.S. Bureau of the Census). 

Retail price index for cigarettes deflated by the consumer price index for 
commodities. (1 ) Neil H. Bordcn, The Economic Efiects of Advertising (1944). (2) 
Consumer Yn'ce Index. Yrice 1,ndexes for Selected Items and Groups. 1935-]%I 
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Advertising stock, created usir 
Wiliam H. Nicholls, Rice PoliciclC 
Schmalansee, The Economics of I :  

issues). (4) Rinter's Ink (various hi 
to Congress Pursuant to the Fedenh. 
1970. 1975. Iw7. 1978. (6) Le;rdi~al 
tising Investments. 1948-1967. (7) n; 
tising lnvestments, 1945-1948. rt 
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Markct share of filter cigarrnes ;, 

Agriculture, Econ., Stat. A Cosl 
Trade Commission, Report to Col 
ing md Advertising Act (1978). ! 
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Market shnrr of low tar cigaretp 
Report to Congress Pursuant to q v  
Act (1978). (2) Maxwell hfoc%r 

(Virginia, 1971). k 
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Antismoking commercials (nurr 

World Conference on Smoking 1 
Education Council. 1971). 
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Tobacco price index deflated b i 

(1) Ada Bcney. Cost of Living in 
1936). (2) U.S. Dcparlmcnt of 
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