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A SJC CI- TAX INCR * ' FE MI. 

The I ~ h m  has paaaod a taw propad that would incnaae the New Yark eat8 cigarette tax 
by 55$ per pack. Under the propapal, the New Yo* cigarette tax would rise from 56$ ro 
$ 1 .  l lpcr pack, nraking it rht 11iPest in thc and nearly triple thc natior~al a v q c  
(40.56 pr pack). In Nnu Ymk City thc lax wodd riw fo $1.19 per pack dub to a1 a d d i t i d  
8 j  municipal cigmuc tax. Ths S5f pet pack ta* hike would nlcan Ihe typical New York 
smokcr would pay an additiond S275 in new state taxes per year. 

lhe revtnues from  hi^ tm will come on top of the monies h t  New York will d u e  ~mdw 
Lest year's wltlement bctweeil thc state attorneys ycnerel and the tobsoco indusg. Under that 
setil-$ Now Yark wilt gain about $1 billion in mual payments &urn tlw cigwew 
manufkcturers, M appro-ly $25 billion avcr 25 year#. Tht $1 billion in yearly 
ettlernent peyments i s  nbout SO?.. greater thm the mount U New York oolleeis from its 
ourrent S6$ per pnck cigarctn tax [appkimatdy S660 million). 

Olie &cct of Ihc selUemcnt has been a stwp incrcasa in oigmUe plim nationwide. Unce 
fully dbsorbed n n W  cigarette prices could Fisc by as much ao fi 1 per prrjc c m p d  to 
prices a tht end of 1997. T h i g  wllld h t  the musf cost to the typicid New York smoker 
by nearly B50. When this "seulemnt wn is oc~mbincd with New York's cigarcrtta tax 
incresse. smokers will pay a stagBering $625 pcr year. 

fhsurncrs am't thc Wly vidns; New Yo* ntaiters ~ h d d  also be concenicd. Cipcttc 
sdes are expcotcd to fall by nwly 27?/~ New Yo& ~nswnm could nave big maneybying 
cigar&$ o n m y  of its b o t h .  Tile proptrxdSI.11 tax would be substantially above the 
tax in PennsyhrPmia (31$), Vermont (44$), and Co~lncctiout (506). Ncw Yo& ~itizcns could 
find a betlet dcd in hrlawwhusctts (766). 

Now Yo& wouid also be thmtened with crass b~rdernnd /or cigmtte srnuggliru h n ~  
kndb reservuiaw wherr, in mnny i~~strmces, state sdas and excisc taxes do not apply. 
Industry sources note that a ceor of ~ull-P[ice cigarettes p far about !I23 an rr New Yurk 
Indim rtsctvation compwcd to $31.20 in atm-bribal store. 'Ilresr: savings wodd blossom to 
well ova  $13 pa carton after a 556 per pack tax hike dowing the consumer to save about 
S6.50 Wt V&r thmuuh tribal 4 c s  on the rcscrvstian or over thc In@nwt. A New York 
~ s d a t i o n  of ~onv"enimcc Store official remjib cStimstcd that New York wfrc losing  bout 
a09 llrillion per year it1 trrx revenue on Indian salca of cigamms and @wrie. 

- .- 
I See, the "Daily News,' Natlonnl  Assorf~tion of Conven~encc S t a r s ~ ,  JULY 13. 
1999. 1 
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Wut'W for mss borda aalm ~im include long smugglhg distance from Virginia 
(2.5t) andDzla\wc (24f and no sales lax). New York Ciry has heen tradionully the tarpt 
of such eqbxpriises given its big papulatirm and its large network or stndl mnilcrs. 

Awding to entimstcs by ci and state officials o m  100 million packs of untavod c ignrqcs  2 were sbld in New York Ciw. A van Iwd of o h e t k s  destined far New Ymk City from 
Virgiub wodd have a pmfit pot& of about &,000 - enough to make h e  sb~&~l ice  
wince. At $1.1 1 ptr pck, thc M1.Minutca cameras win be rolling to dwumcnt New Yo& 
City's new bootleg &&I& similar to what they did in the mid.fi70'6. 

New York and Thb C m  Bo&r TbM 

Cigarette purchaqing patterns, have changed dramaticdly due to mom (hee 70 state 
cigarette tax inueaw since 1989. High-tax states haw sccn tax rcported sales plunge, 
while low- FIX states have seen a mrrcspancling increase. The Tax 120undatinn examined 
Ulia ehift in rr 1996 study, The P.ffcot of Excise Tax Differentials on Smu- and f r ~  
-. They discovered lhat tsx difTseniisls hctwccn high and low-tnx 
sWes wen creating substantial incrulses in both ca;gud cross-border purchases and the 
o r 8 W d  smuggling of  oigaretles. 111 a subsequent study, the Tax Foundariolr cstimstcd 
that cross-border sales roprcsented neatly 14%of total 1J.S. sirle~ in 1997. 

l'he Tar Foundation ttoted \hlu the rollowing high-lax Mock of statcr -- California., 
Massachusetts, Michigan, md New Yak - with aa average tax of 73# per pack, sell 
f w t r  c~~ than the following low-tax states - Indiana. Kenrucky. Missuuri, Naw 
Hampshire, Noah Carolina, Tennessee, and Wr~i~iaia -- with an avatagc tax o f  136 per 
pack. Yct the four hi@-tlut states hew a pnpdation (65.4 million) nearly d~ublr: that uf 
the low-lax staterr (34.4 million). 

h'1995, for the firat lime in hieiory, the 1ow-W block sold more oigateties (4.4 billion 
packs) than thc high-tax block (4.3 billion packs). Since then. thc gap hsrv widened. In 
FY 1998, tax-rcported aalee in thc low-tax block were 16% greater lhar s u l  sales iv thc 
high-tax block. New York could easily be swept up it) the cigarette smugglii  epidcmir: 
that now plagues some otha states. In fact, New York already h s  significant problcms 
with Indian rcscrvations and long distance smuggli~~g. 

New Ybfk t~tsilers have a lot to lose. AOer a 556 iw hike, New Ytnk cnnfiumcrs could ssvc 
$13.50 porvArtoi~ on Indian reservations. $1 1.65 in Virginia, $10.00 in Delaware, $8.00 in 
~cnnsvlvania $6.70 in Vmnmt. $6.10 in Con~\~olicul wd $3.50 in 'Mnssachu&, All t k  
margi;lri r;xc& - sarnc by leak and bounds - h e  Advisory C-il on ~~rgovemmenlal 
khtion's (ACIR) bwtlrg "flashpoint" of$3.50 pcr carton. Tax differences abme thC 
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"flasbpoinP are likely to encourage d o u s  inwstments in ci- srrku&. New Yolk 
d m ,  and ultimately state law cnforccmcnt budgab, would be v u l n d l c  to rampant 
sm*tlp. 

New rnrkm,r Cigmtk Snnrgglling Hisrury 

New Y d  has had a colodii smuggler's history, tracing k k  at least 25 yralY1'ego. At that 
b the Cocua was on thc inmm T o h  Uoad -- he Int~rsraa 95 conmaion h e e n  
New York City and Notth Carolina The state rrnd l d  c i ~ c t t c  tax in New York City was 
232 compared to 26 in North Carolina 'Ihe IU  saving^ led to 8 sigifimt smuggling 
problem ibr New Yorl Ciy, w M  wme 160 wrr&er armts w m  made belween 1974 
through 1976. This is reflected in a 1976 r e p  by the New York Sme r)eparhncnt of 
Tarstian. This rCpart is oitcn r d n e d  to ps the Donsti Rcpart' in honor of the tusk h e  
cbsiima~b A I M  hnati. The Donati report e s t h k l  thkabout 22%of NOW 'fork's 
c k d t e J  were of a border origin and su8&tskd that an actual rerluctio~i of the Ncw - .  
Y& rtatc could in- tax revenues. 

Fmm 1975 to 1989, New Yo& only inctelwal ik tax by 6#. The @ern of the tax hike were 
tninimized by the rapid inflation of tht 1970's and Early 1980's. Conaeqwmtly, thc ainu~ler 
incmtiw melted away. 1% rapidly changed keginning in 1989 as a d s  of lax hikes 
boosted the tax from 21 $ in 1989 to 56$ in 1933. CignrelIe volulne fell by a staggering 32% 
i h ~  1988 to 1994. 

Once again the cigarette s m u y g l i ~  problem reared its had.  State and loool officials cstimml 
in 1995 that o w  100 million packs OrcigPrtltes rn smu&lcd into Ncw York City. Iu 
1997, fede J and st& law cnforccrncnt officials s ~ c d  31 indicfnmiB far cigarette 
sm-ng in an cfhr~bbed *'t&emtica Butt-Out.* The focus oflhe investigation was the 
smue&lingroute h a  Virginia to New Yo* Civ. Ihc tax gap between the two cireas was 
8 . 5 5  per -on. Accarw to law cnforcxrnmt omcia1 this was mdrc a l luh~thr rn  mwny 
f m s  ofdrng smugyling. tf the tax kms up 55$, m y  mare indictments wuld be cm the 
wny. 

Ciprette ssld 011 l a d i a n r t d m i s  are a relnrivcly recent phmomem. Tho 1976 h a t i  
re@ docs not mention this ss a pmmincnt fact= ~ c ~ s  by lhe AClR in 1985 cmnc up 
with only a neglirbblt share of the tnarket for tribal sales. This chatlxed as thc cirsrcm tRx 
rose from 2ltk3& between 1989 ad 1993. By 1993, mbul deshad bconrneavexhg 
problem for non-trihal retailem. In an Aupst 31, IS93 Nuw Ytwk 79mdn arliclc, Rokrt Reid 
of the hk'pendenl Pelrolertln Marketen d N c w  York shkd  that " ihe Indian's tax exempt 
st4hsgiw.a them an unfairdvpomgeavrrnon-Inlira buhm." in aJune 11, i993 New 
York lrrne~ d c +  J a w s  Wtxler, thc State T* Cbnmissiuncc, edmtcd that India1 sales 
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W k  about 7% of (he d r e  New York oigetent d c t ,  or 113 &on packs per yew. Mnrt 
twmt c s h t c s  su~gest that it could ex& 1 of the w k c t ,  

Cltarly. the Indian mblcm waa ignited by the large #ax increase ofthe early 1990's. A 556 
hike would only inflametbiapoblan. Ewnhdy wibd & could nlrch rhc level$ found 

in OklahdrnB or Washtyton where such sales take from 15% to well over 20% of the market. 

Tobacco pmdmts arc sold i n m y  types of );tom including cm~nicnoc storcs. gas strrtions, 
sum* liqquor stores, tobaew $cons. drug, and prcyrietaty mtww. These New York 
stam sold shauS 1.1 b i l l i ~  packs of 6-s in FY 1999. This had a p s s  rersil wluc of 
ncdy $3.3 bitlion h F Y  1999, gcnereting aver 21 billion in profits for New Yurk 
mnilers and wholcsalcrs. Acoordiay to 8 1999 study by the Ammican Economics Group 
(A&), nuoly 72,000jobs wart diractly and indirectly ~eated due to such &tivitiea. 

Tobacco sales have m esp~cially magnified impact 01, smalrer establishments. This is 
btcause oiparcttc sales cmnprise a large share of hair sales. In 1597, The National 
Asm~iaticm d h d c n c c  Stores r+potls Wt tobacco vlllrr in s'wh stores acmuntod for 
n d y  30% ofmcrchandise sales. Nearly 45% of dl tobacco praduots n sold hou@i 
QOIIV&@IW stores nationwide. In New York, it ie estimated that g c h  ator~s sell ovtr $1.4 
&ion WOE& of cigarette8 with grogs profits of nearly $330 million iir FY 199%. 

Loaaea - $St Tax increw 

J&f&&~cttc Sdca Volurnp - The American Econanics Group ptajec& h t  thc 
5S$/p& tax incrulsc will reduce New York's cigarette sales by appro&tr:ly 28%. 
Ciganue volume is likely to fM1 by about 3 10 million packs i 2000. Mosl of lhis would 
be due to lost sales to low-tax and zones. 

4.a.s in Rcraif S a l ~  - '('he gross retail value of lost ciyllreta mles would be rrpp~oxinmtely 
$1 billion (3 100 million packs evalua~ed at a final d l  nricc of F3.30/~ack~. Sundrv 
product &s, or ~ n o m a l l y  bought in wnjunctik with tobad prokucts, w&ld 
fall by h u t  S U Q  tniUion (based unpast estunetes o f  this phenonmnn Iw Price 
Watehwsc). 

lvaluc addcd) - Gross pmlib, or thc valuc addd, los~ lo 
New York reailen md wholesaler?, would he about S320 million. 

Lost Jobs - It is atbated rhat a a l y  6,000 New York jobs could k displaced due to the a2 
tax imrease (baaed on a 1998 study of the tobacco indusky by AEG). o‘\ 

-3 
4 

0 
C"f 
i 

LsS 
L7 



HILL & GDSDECK PAGE 11 

P .  06 

Accmbg to the Convenience Store News thcrc arc abbur 3,456) canvcaicne st&$ 
omting in New Ywk. It is &ted Ulal (he JSLlprick $x hikc will lead to about a $470 
rnillion redncim in cigatrtte saks for New Y d  convenienk stores. ~wrdr). product ~E.CS 
would be about: 521 1 millim~. 

Each New Yo& cmwiancc mr, on aycmge would lase about $190,000 jn cigarette and 
~ldl')' podu~t Sdb. &Om l08se~ would P V e w  abOul!!42,000 pCr S m ,  ~ U R  W U I S  
each store wauld have to b s t  gross retail salts of o k  itmu by P190,000 lo make up far 
the damage wrought by the 551tlpa~k cigarcttc mx hike; 

The Rewesuve Imnact of C i e n r m  x 

A went \tdy by tho Rarcnts Group of KPMO Peat M d c k  shows Uhat cigtucrn tMcs arc 
incnbily rtfgssive, c- a k lpeatC;Tpcrfcn$ge o f  income from 111odeat wageseamerg 
compared to r h c ~  with high inoanes, 

Bmcnts lad& at U.5, f'amilies in Ihe battam half of rhc t o m e  distributioa, those ellrniny 
a p p r o ~ l y  S30,OOO a year or less. while this p u p  r q e m t s  roughly W/u of dl 
households in the country, it cams only 16% ofall incorn gencdcd T h i s  guup plrys about 
15.3% of all federal immc and FICA tilxw, hbut pays over 47% Mall tnhaceo tnxe~. 

Bmmts f d  h t  whilc molt excis taxes an regtcssivt, tobacco excise hxes are the most 
regressive af(J1, While the hottom halfofI1.S. hous&lds only wped 16% ofall itlwtnc, 
lhey paid 47% of tohaw tsxcs, 1.7% of wine taxcr, 30% of gas taxes. 3W? of dirtilld spirits 
taxes and 34% of beer Wes. Clearly, the New Yo& 55$ cigarcttc tax hikc will \1mrnrhosr 
with tnadcst kcomca the most. Thc tax inctt~sc, in effect, ~ W B  ar, annual $275 tax 
'inoiedse h t n  the typical New Yo& smoker. On top of the annual cost of rhc settlement 
induced prioe hcreasee ($350hoker), means that thc N w  Ynrk smoker could see his cost 
burdcn inmast by a whopping $625 per year which is ahalJO% higher than f&d income 
Uul payment for the bottom 500/a of all fcdml irrc~ne tax filers. 


