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The Case Against Consumer Excise Taxes 

There has been much talk recently among some members of the Administration and 
some Members of Congress that tax increases are required to deal not only with the 
federal budget deficit, but to finance reform of the U.S. health care system. A solution 
to the nation's fiscal problems must be constructed on the basis of equity: All members 
of society should pay their fak share. 

Raising consumer excise taxes to help reduce the enormous budget deficit or to pay for 
health care would further burden low- and middle-income families already paying 
than their fair share of taxes. 

Raising consumer excise taxes is unfair and unwise fiscal policy. 

Consumer excise taxes are regressive, hitting hardest those people who are 
least able to pay -- low- and middle-income families. 

Consumer excise taxes are arbitrary and unfair, discriminating against 
consumers of selected goods and services. Taxes should be distributed 
equitably, and based on ability to pay. 

Consumer excise taxes reduce consumer spending power. As a result, low- 
and middle-income families in particular have less income available for 
expenditures and/or savings. 

Consumer excise taxes reduce economic growth. According to many 
economists and business orpanizations. consumer excise taxes weaken the 
competitiveness of American business 'and hinder economic growth. By 
decreasing the overall sales of selected goods and services, excise taxes 
reduce available funds for capital investment. 

Increased consumer excise taxes would signal a reverse in the momentum 
to restore equity to the federal tax system. Gains that low- and rniddle- 
income families achieved through tax reforms in the mid-1980s and recent 
efforts by the Clinton administration to move toward a tax system that 
relieves the middle class tax burden and makes the wealthy and N - 

0 
corporations pay their fair share will be undermined. -4 

-4 a 
Raising consumer excise taxes is bad tax policy. Financing progressive h) 

0 
government through regressive means forces a few Americans to shoulder the tax 01 cn 
burden of the entire society. h) 



Who Pays Consumer Excise Taxes? 

Individuals -- not corporations -- pay consumer excise taxes. 

Anyone who buys gasoline, alcohol or tobacco products pays a consumer 
excise tax. 

A 1987 Congressional Budget Office study states that excise taxes are 
among the most regressive of all taxes, and calls tobacco taxes the "most 
regressive of all." 

Excise taxes are not levied based on one's ability to pay. Thus, they 
adversely impact poor and middle-income individuals as well as the elderly. 

Consumer excise taxes particularly hurt Blacks, Hispanics and other minorities as 
these groups have higher levels of poverty and unemployment, and thus are more 
vulnerable to regressive taxes. 

Rural Americans pay a significantly higher percentage of their income in 
consumer excise taxes than do residents in urban areas. Specifically, rural 
Americans shoulder a 44 percent higher tax burden in tobacco excises alone. 
(Ekelund and Long, Taxes m d  the Rural Taxpayer: I osinp Ground in the , and '90& commissioned by the American Agriculture Movement, March 
1993.) 

Working women also bear a greater tax burden than others. With the rise in 
women joining the workforce, and rising number of families headed by women, 
increasing numbers of women pay than their fair share of taxes. (Lyons and 
Colvin, and Children First: An Analvsis of Trends in Federal Tax Poli~y, 
prepared for the Coalition of Labor Union Women, May 1990.) 



Consumer Excise Taxes and Rural Americans 

Consumer excise taxes place a greater burden on rural taxpayers than on their urban 
counterparts. Many low- and middle-income families reside in rural areas. These rural 
households had $23,841 in annual earnings in 1989, compared to $32,478 for urban 
households. 

A study commissioned by the American Agriculture Movement found that during the 
1980s the situation for rural Americans worsened. On average, in 1989, rural households 
had a 34 percent greater consumer excise tax burden compared to urban Americans, up 
by more than 10 percent from 1984. 

When specific items were examined, the study found that rural families, including 
farmers, have an excise burden that is: 

52 percent higher on gasoline and motor fuel; 

44 percent higher on tobacco products; 

26 percent higher on utilities; 

a 19 percent higher on insurance; and 

8 percent higher on all other excises. 

As the nation's farmers and rural families struggle to survive, higher consumer excise 
taxes place a greater burden on the backs of those least able to afford it. 



Consumer Excise Taxes and African-Americans 

African-Americans, based on their share of the national income, bear a much higher 
consumer excise tax burden than other Americans. 

While only 11.3 percent of all families are African-American, fully 36 percent of black 
families are in the lowest income quintile. 

A recent study commissioned by the A. Philip Randolph Institute, "Fair Taxes: Still a 
Dream for African-Americans," concluded that federal tax policy over the last decade has 
increased the burden of taxation on those least able to pay, while cutting the tax burden 
on the wealthy. 

Specifically, the study found that: 

"An African-American family, with both parents working, two children and an 
income of $25,000, will pay an almost six times larger share of its income in 
federal consumer excise taxes than a family making $250,000 per year;" and 

federal vawoll taxes will take an almost four times ereater share of income from 
an ~friEad-American, female-headed family making-$l4,~~) than from a family 
making $250,000 per year." 

Further, the study found that for the poorest 20 percent of the population, compared to 
the richest one percent of Americans, the situation worsened in the 1980s, with the 
lowest income group having 10 times greater a share of their income going to consumer 
excise taxes in 1992, up from seven times higher in 1980. 



Excise Taxes and Working Women 

More and more women are heading low- and middle-income American households. 
Although the number of working women has increased to 56 million, or 45.2 percent of 
the current workforce, their economic condition has not improved. 

Women now represent almost two-thirds of all adults living in households with 
incomes below $10,000; 

Women currently hold 60 percent of the minimum wage jobs in the United States; 
and 

The poverty rate for female-headed households is five times greater than for 
families with both a husband and wife present. 

As a result, more and more women are being unfairly burdened by the regressive nature 
of consumer excise taxes. 

A recent study commissioned by the Coalition of Labor Union Women indicates that 
women bear a disproportionate share of America's tax burden under the current federal 
tax system. 

According to the study, a single mother-headed household with a median income of 
$8,360 a year pays 14 times as large a share of its income on consumer excise taxes than 
does a family earning almost $100,000 annually. Such regressive and unfair tax policies 
clearly discriminate against families headed by women. 



* Consumer Excise Taxes, Hispanics and Health Care Reform 

Hispanics are the fastest growing segment of the American population. According to the 
1990 census, Hispanics will be the largest minority in the U.S. by the year 2020. 

At the same time, Hispanic family income as a percentage of white family income 
declined in the 19805, falling from 73.1 percent in 1980 to just 71.5 percent in 1990. As a 
result, consumer excise taxes take a much larger share of income from Hispanics than 
from white Americans. 

A recent study by the Labor Council for Latin American Advancement (LCLAA), 
"Hispanics and Taxes: A Study in Inequality," found that compared to the wealthiest 
households in our society (those with incomes over $250,000 per year), a Hispanic family 
of four with a median income of $18,571 in 1990 had a tax burden: 

six times greater on gasoline; 

14 times greater on tobacco products; 

seven times higher on telephone services; and 

six times greater on beer and wine. 

In another study on health insurance and Hispanics, jointly sponsored by LCLAA and 
the National Council of La Raza researchers found that 75 oercent of Hisoanic men and 
90 percent of Hispanic women had incomes below $25,000 -ually. ~ a s e d  on these 
findings, the study concluded that the impact of rising insurance premiums and out-of- 
pocket costs were particularly unfair for Hispanics and the organizations issued a set of 
principles for health care reform, which included a commitment to progressive financing. 

- ~ 



'IXDERAL HEALTH CARE REFORM 
WILL AFFECT STATE REVENUES" 

Federation of Tax Admirristrators 
FTA Bulletin B412, Dec. 28,1993 

The U.S. Department of the Treasury recently asked the Federation of Tax 
Administrators (FTA), an organization of state tax commissioners, to assess the impact 
of the Clinton Administration's health care reform proposal on state revenues. 

FTA reviewed three of the health plan's elements most relevant to state governments: 
the effects of the proposed 75 cents-per-pack cigarette excise tax increase; the effects on 
state income tax receipts; and the effect on states' receipts from health and accident 
insurance premiums. Overall, FTA concluded that "federal health reform will affect 
state revenues." Specifically, FTA found that: 

'The largest impact of the President's proposal is caused by the $.75 per pack 
increase in the federal cigarette tax." ETA estimates that "this increase would 
lead to a direct revenue loss of $878 million in state cigarette revenues in the first 
year, and a loss of $4.2 billion over a five year period." 

Revenue decreases vary on a state-by-state basis (attached) with the most 
significant losses projected for core tobacco-producing states, including Kentucky, 
North Carolina, South Carolina, Georgia, West Virginia, Virginia and Tennessee. 
Therefore, the Southeastern region of the United States would disproportionately 
shoulder the burden of health care reform, in much the same way as they would 
lose jobs. 

Increased excise taxes will reduce income elsewhere in the economy and will 
cause income tax receipts to decline. FTA estimates that the revenues lost from 
this factor would amount to $619 million in the first year and $2.8 billion over five 
years. 

Thus, the proposed $.75 cents-per-pack federal cigarette excise tax increase would have a 
severe, negative impact on the states' ability to use cigarette taxes as revenue source in 
the future. 



STATE 

Net Impact of $0.75/IJack Federal Cigarette Tax Increase on State Revenues 
(Sl.WO\ 

ALABAMA 
ALASKA 
ARIZONA 
ARKANSAS 
CALIrnRNIA 
COMRAW 
CoNNECllCLJT 
DELAWARE 
D1.W. OP CDLUMBL4 
RaRIDA 
GEORGIA 
HAWAII 
IDAnO 
ILLmOIS 
INDIANA 
IOWA 
KANSAS 
KENTUCKY 
LOUISIANA 
MAINE 
MARYLAND 
MASSACHUSEITS 
MICHIGAN 
huNNl3OTA 
MISSISSIPPI 
MISSOURI 
MONTANA 
NEBRASKA 
NEVADA 
NEW HAMPSHIRE 
NEW JERSEY 
NEW MEXICO 
NEW YORK 
NORTH CAROLINA 
NORTH DAKOTA 
OHIO 
OKLAHOMA 
OREGON 
PENNSYLVANIA 
RHODE ISLAND 
SOUTH CAROLINA 
SOUTH DAKOTA 
T?3NESSEE 
TEXAS 
UTAH 
VERMONT 
VIRGINIA 
WASHINGTON 
WEST VIRGINIA 
WCSCONSM 
WYOhWG 
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I, U.S. 5818,022 
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The Impact on the Consumer Price Index and Federal Spending 
of a 75-Cent Cigarette Excise Tax Increase 

There are various estimates of the additional revenues that would accrue to the federal 
government from a 75-cent increase in the cigarette excise tax. The most widely used 
estimate is $10.4 billion. This is an esti- of the & additional revenues from such a 
tax increase. revenues would be considerably less than this amount. This is 
why: 

The tobacco component of the Consumer Price Index (CPI) is about two percent 
(1.7458 percent). Therefore, a 75-cent tax increase on cigarettes would translate into a 
one percent increase in the CPI, given the current price of cigarettes. A one percent 
increase in the CPI will lead to a one percent increase in all indexed spending at the 
federal level -- Social Security, food stamps, federal pension programs and so on. At 
1993 spending levels, this would amount to $5.6 billion in additional obligated federal 
spending and loss of revenue from income tax indexing. 

Various additional increases in federal spending would occur as tobacco workers are 
displaced by a cigarette tax increase, and as a result receive unemployment benefits and 
pay less income taxes. (There also would be less state excise tax revenue as cigarette 
consumption declines.) A reasonable estimate of these losses is $2.46 billion. 

Therefore, actual federal revenues from a 75-cent cigarette tax increase would be: 
$10.4 billion - $8.06 billion = $2.34 billion. This is less than of the estimated gross 
revenues. 

There has been some discussion of taking tobacco products out of the CPI for the 
purpose of indexing federal programs. This makes no sense whatsoever. In fact, Patrick 
Jackman, the chief economist for the CPI division of the Bureau of Labor Statistics, 
recently indicated that the bureau is opposed to measures that would remove tobacco 
from the CPI. According to Jackman, 'The CF'I is supposed to represent expenditure 
patterns. You can't just unilaterally exclude something here if people are still spending 
their money on tobacco." 

The marketbasket of goods for computing the CPI is longstanding and widely followed by 
the economics profession and financial markets as a reliable indication of inflation. Its 
administration has been consistent, professional and credible. Indeed, during the recent 
spate of cigarette price reductions, government officials proudly touted the fall in the 
Producer Price Index (PPI) as a result of a decline in cigarette prices. To include 
tobacco in the PPI when it produces good news and to exclude it when it produces bad 
news would be the height of hypocrisy and would politicize and seriously devalue an 
economically objective standard. 



Indexing the Cigarette Excise Tax to Inflation 

An automatic increase -- whether in spending for govenunent services or in taxes to raise 
revenue for such spending -- is bad public policy because it allows lawmakers to evade 
their responsibility to review carefully and justify all changes in spending and taxation. 

Democrats who are trying to shed their "tax and spend label should be 
particularly cautious when considering proposals to index cigarette excise taxes -- 
or any other tax -- to inflation. Indexing is simply another license to "tax and 
spend" without having to take a public vote on the issue and the public knows 
that. Just as excise taxes are hidden taxes because they are buried in the price of 
an item, indexing excise taxes is a hidden tax increase because lawmakers do not 
have to vote for the tax to take effect. 

Indexing the federal cigarette excise tax to inflation will not deter those who want 
to use the tax system to accomplish social policy from continuing to offer other 
proposals for additional cigarette excise taxes, including proposals to earmark the 
revenues to spending on "good" programs. 

* The concept of indexing is fundamentally flawed. A rise in the overall cost of 
living does not automatically give the government license to increase the cost of 
all goods and services -- and the revenues to fund those services -- by a like 
amount. As corporate America tightens its belt, Americans have every right to 
expect the federal government, too, to increase efficiency and improve 
productivity, and deliver the same goods and services for fewer tax dollars. 



Earmarking Consumer Excise Taxes 
Unsound, Unwise and Unfair Tax Policy 

Americans accept that as wage-earners, property owners or consumers, a portion of what 
we earn, own or buy will go into the government's till. In light of the current fiscal 
climate, individuals seem eager to pay their fair share for the sake of future generations. 
We expect these taxes to be fair -- and not single out certain Americans to contribute 

than their portion. We also expect them to be put the best possible use. 

In some cases, government targets specific products, and the people who buy them, for 
taxation and "earmark" the revenues to pay for programs and services that benefit the 
general public. Although various types of taxes have been earmarked for public projects, 
tobacco products continue to be frequent targets. Advocates of such taxes want to make 
smokers society's debt-payer, continually paying the bill for programs and services that 
benefit smokers and nonsmokers alike. Earmarking consumer excise taxes is unsound, 
unwise and unfair tax policy for several reasons. 

Earmarking means a less competitive and more inflexible budgeting procedure. 
Under general funding, most interest groups have to compete against each other 
for a piece of the budget "pie." Earmarking, by contrast, shields favored, special 
interests from competition from groups who must vie for general fund revenues. 
It also ties lawmakers' hands by removing a source of revenue that could 
potentially be used for general funding purposes, rendering the revenue base 
inflexible. 

Earmarking often violates accepted principles of taxation. Two widely accepted 
principles of taxation are the ability to pay and benefit principles of taxation. 
Increasing the federal tobacco excise tax to pay for the national debt or to finance 
health care reform fails both tests. The cigarette excise tax is extremely 
regressive, taking a much higher percentage of income from low- and middle- 
income families than from the wealthy. 

8 Consumer excise taxes are an unreliable source of earmarked funds. Hitching a 
federal cigarette excise tax increase to health care reform is like funding a 
program with a voracious appetite with a sinking revenue base. If cigarette sales 
continue to slip with the passage of time, hancing the ever expanding heath care 
system would conhont serious funding problems. Logic and fiscal prudence would 
dictate that funding come from a more reliable tax base. 

It is unfair to ask one group of taxpayers -- smokers -- shoulder the burden of h) 
0 

deficit reduction or health care reform. In a progressive system, the tax burden -I 
-I 

should be borne by all, not just one group of taxpayers. .b 
lu 
0 
01 
0) 
lu 



Consumer Excise Taxes and Diminishing Returns 

Over the last ten years, state and local governments have increased consumer excise 
taxes hundreds of times. Lawmakers are now finding that a tax revenue source which 
provided stop-gap relief for states grappling with budget deficits is not a panacea for 
their fiscal woes. In fact, they are learning the reality of falling revenues from this 
"popular," punitive tax. 

Economists agree that the well is going dry. Through the 198Os, the percentage of 
revenues generated by consumer excise taxes dropped steadily. A study by the Council 
of State Governments (CSG) confirms this point. The CSG calls excise taxes on tobacco 
and alcohol a "worn-out tax source," and urges policymakers to look elsewhere for 
revenues to fund a range of programs and services. (Source: Council of State 
Governments report, March 1993.) 

While it may be politically easy for some federal lawmakers to suggest increasing 
consumer excise taxes on products like cigarettes, states and localities are learning the 
painful realities of a relying on a shrinking revenue source. They have reached the point 
of diminishing returns of this source that is, over time, unstable at best. 
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.:;it cape (a  raise rwcnuc OY In- -1rn [LxDavcn Income. T?IC J V C ~ B ~ C  :n rncrr sacs I W  OASC ov lnciuainc 
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iY8Os lncusea on ralslnq r a n .  ' sala 

Table 2: Average motor fueis tax rata for all states \Villiarn Duncornbe a i  the blcrro- 

- EaSOllfll and diesel. 1976 to 1990' poittan Stuaiu Proqrarn ar Svracusc 
Cnrvenicv. "But stnce 1987 rhcrc has 

18 - been a conccncd ctforr to expand 
16 - scrvlcc raxatlon. 
14 - 

f 1 2 -  
For most statcs. scrv~ccs rcrnaln 

10 - m untapped source w~th  mom rcw- 
nuc porentrai than ~ncrciulnp tsx ~~ . - 

;? 6 -  rates on lers responstve sources. ., 
Debate over faxing servtccs has h) 

heated up as [he U.S. econornv has 0 

0 -  , I 1 1 I become more cetvtce-orlcnted. -l ~ 

Spending on scvlccs has lncrensed a" 
h) 

rtcadiiv since rhc 1960s while spend- 0 '*. 

Ing on tanqiblc qoods has declined. 
Y w  

(06- I D i e d  according ro the C.S. Cornrncrcc ~1 
-a,.---...-...--. ): . w e n t .  In the dd q u m e r  of 
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Table 4: Rank order of adjusted elasticity tor seiectad state menue  sources - 1977 to 1990 I 

Cmrmismlar Zbcm vmaiuu ax .liaror iuir rar . ~ 

.?am - i& l 'ak~lll Mnlnrv S& la'iutrd rksttcuv ?& uiium'riartuur 
: [owa 2.29 [daho l . t3 Loursiana 3.28 
2 Louisiana 2.07 LVvom~ng 0.89 Nevada 1.69 
3 Wvom~nq 1.72 South Ddrota 0.81 Delaware 1.52 
t Sourh DAota 1.39 Hawati 0.74 Tznncssec 1.21 
5 Ohio 1.26 [Ilino~s 0.58 Iowa 1.10 
6 .Liassachusctts 1.20 Utah 0.56 West Viryinla 0.97 
7 Ronda 1.19 Rhodc Island 0.52 Oregon 0.88 i 
8 Tcnnnsec 8 Cdifomra 0.48 V i r g n ~ a  0.85 

0.46 Missoun 0.84 9 Pcnnayivan~a 1.17 Washington 
10 Washington 1.17 Kansas 0.46 Utah 0.82 j 

0.26 Ohio 0.79 !I Conncct~cur 1.16 Nebraska 
I? Tora~ 1.15 Wisconsin 0.21 Vermont 0.76 1 
13 .Arkansas 1.14 Maine 0.19 Oklahoma 0.75 
If Nonh Carolina 1.09 .Arkansas 0.17 Wiscons~n 0.71 
' , - Sawali : 09 Yevea  1 . 6  Florida 0 6+ . . 
.3 XCIItUCKY : ,  J 1 Texas ' I ?  sew > ~ ~ X I C O  ' l 6 4  
! Xhoac island : dl  Flor~aa !IS jouin Dakota ').63 
:B Ncw Ycrk i U l  \liss~ssippl ) . i i  Connecticur 0 61 
:9 Llichlgan i.01 iowa I .  iVash~nqron 0.61 
20 :Viscons~n 1.00 Tcnncsscc 1 . 0  Sou~h  Carolina 0 60 
21 .Minnesota 1.00 Ceorpa 0.10 .Arizona 0.60 
?? Idaho 0.98 Connecticut 0.09 Minnesota 0.59 
23 Virpnla 0.96 .Alabama 0.07 Kansas 0.56 I 
24 Nonh Dakora 0.96 Montana 0.06 Maine 0.56 I 
25 New Jcrsev 0.94 .+nzona 10.03 Miss~sslpp~ 0.53 1 
26 Ncvaaa 0.94 Oregon 0.02 .Alabama 0.51 
9 - - South C~roi ina  0.94 New ,Mex~co 0.01 Texas 11.48 
28 Mane 0.94 Colorado 0.01 Nebraska 0.+7 
29 Vermont 0.93 South Carolina 0.01 .LLontana 0.+6 
20 Georqta 0.92 miss our^ 0.00 C e o r ~ a  0.+5 
:i ~Cdiiorn~a 0 41 t'errnont -1).06 Ind~ana \).+I 
: Llissouri '1 40 Delaware -306 irkansas 1 39 
' 3  Marv~ana 1)89 \..irqnia -1).09 LVvom~ng 3J.20 
24 Nebraska 0.88 New Hampsn~re -0.09 Idaho 0.3) 
d 5  Alabama 0.83 Yew jenev -0.11 New jerscv U.33 
26 Arizona 0.83 Ohio -0.13 Colorado 0.33 
37 Indiana 0.83 Indiana -0.15 Rhodc Island 0.33 j 

38 New ~Mexlco 0.82 North Dakota -0.16 Cdifornla 0.26 , 
39 .Missirs~pp~ 0.81 Pcnnsvivan~a -0.18 Hawaii 0.25 
40 Kansas . 0.81 New York -0.19 North Carolina 0.23 ! 

41 [Ilinols 0.70 ,Ua!uachusccrs -0.21 North Dakota 0.23 
+2 Clah 0.68 Nonh Carolina -0.22 Maryland 0.21 
13 Colorado 0.47 .Uarvland -0.25 Ptnnsvlvanla 0.18 ! 

+4 Wur V i r ~ n i a  -0.35 M i ~ e x r c a  -0.36 New Hampsh~re 0.16 , 
15 Oklahoma -2.05 Kenmckv -0.38 .Massachuserrs 0.16 , 
16 .Alaska We t  V i r ~ n l a  -0.42 Illinois 0.11 
7 Delaware ,Va .Uishigur -0.64 Mich~gan 0.10 , 
48 .Montana s a k  Oklahoma -0.85 Kentuckv 0.09 I 
49 New Hampshire Aaaka -1.28 New kbrk -0.17 
50 O r e v n  Louisiana -1.39 . U a h  -15.70 I 

Averaqe 0.95 0.03 0.27 1 
I b l c  4 Summurta me t d u  1.r q e n d  ub ni. I- pmd- ru d e itvb t+.. An c W r u v  eaelficlmr el 1.0 rmM lmm I 
,nr t u  nncm8xd n thr uau nu u ptnmd 1- 1977 lo I N .  A so*Tlclsln - r h  1.0 msuu ux m u c  lncmud ma IM pr. 
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Taxes to grow with 
7om oagr 12 

3crccnt wh~lc cunendtrurcs tor scr- 
..ices reacned 54 percent. 

~ U I  r a g  SCWICU can oc ~ I J T I C U I I  
?oiiticdv an0 ~racncailv. In Massa- 
cnuserts and Flonaa nwiv  enactea 
icrvrcc tax packages were repcaled 
In waves 01 anti-lax sentiment. 

llassachusetts In 1990 passed 
broad-based servrce tax lcgsiatron 
~ i m c d  at utilities. pmimionai. per- 
sonal and busmar semca. expand- 
ine the sales rax to 59 n m  acwtcn. 
However. the rciorm war shon.~ivcd. 
as Gov. William Weld pushed a 
rcpcai through the Lcqslaturc In 
llarcn 1991. Oniv me urtlirv cues  
ina 2 tcw sacct nusrnas sewice r s r -  
- 5  ivcrc sparea. 

.<rate taw svtrems nave laggea oe- 
nrnd the strucrurai cnangcs In the 
..conomv. Onlv rcccndv have starcs 
;niriarcachangcs in tnerr tax srruc. 
rurc to rcflccr thc scrvrcc-onenred 

Table 5: General Sales Tax 
ibu .4onaw Ehrtuuv 

;984 z .37  
!985 : . j9 
!986 1.03 
I987 0.96 
1988 0.73 
1989 0.80 
1990 0.69 

.kcording ro Ron Alt olthe Fed- 
eration a i  Tax hdmmuuacon. Penn- 
svivanra. Massachusetts and N m  
'fork have enacted rhc nmest scr- 
.. .tee raxcs in the last two vears. 
,'Evrn mouqh Pcnnsvlvanra urcndcd 
:nc sacs tax to cover 24 new SeMCCS 
.7cv rc realv nlst oiavrngcarcn-uo 
Lirn rnc rest of inc countr; 

If the id0 scwrccs rracxcd bv tnc 
T.4 .  rnc ~vcraqe stare taxes 53. 
?ennsvtvanra now taxcrr dl scrvrccs. 
llassacnuscrts aadcd !8 new scr- 
.:ices to 11s general sales tax men ai- 

cconomv. .cr the rcpeal but st111 ranks among 

Power to the powerless 
iom nafc 11 

The Lours~ana Housc IS alrcaov 
cmrnq to the nqnt. sad Rcp. Mdvtn 
Kio ' Holden. 2 member ot thc 

-:lacK caucus. ".Vhen tncv mane 
iacx oistncts. i r  icava wnrres wltn 
.rr~c or no olacx reoresentallon. 

As a rnuit. Hoidcn sard. some 
vnire l c ~ s i a t o n  are more cautrous 
~ w u r  votrng wtrh the black caucus. 
oecause rhr, don'r wanr to offend 
ahire wren. "I can see rhe ncqanvt 
Impact oi  havrng more black leqa- 
:a tan vs. less black pmpie rn a drs- 
:net. ' Holdcn said. 

In 1992. blacks increased therr 
numoen rn the Loulsrana House 
from 14 to 24 oi  I05 memben and 
:n me 39.rnemberSenate from five 
-0 erqht. That glvu rhe black caucus 
morc power. bur there's d i u q m -  
menr on how much more. Even 
:houqn the 24 memben o i  the black 
;aucus arc a sizable vottnq block. @ ,r numb arc pa le r  than hclr  
~nfluencc. satd Bruncau. 
Thc biack caucus didn't wield as 

nucn rntlucncc at it mlghc have In 

:'?92's rasion bccausc so manv mcm. 
3cn were new. s a d  Hoidcn. 
."err strll feciinqour where we srood . . ,n issues. nc sara. .\.losr memocn 

I rne caucus. ne sala. tavor tnc In- 
-rests or mrnorrtres. wamen. iow- 
i n a  rnrddle.class people and labor. 

In spec~al coun.ordered Novem- 
ber clecrtons, the number of black 
lepdators In rhe 122-member Mis- 
siutppl House increased from 21 to 
32. That's a rtgnPune l n c m  but 
nor as radical as i r  a p p c m  because 
black legriaran have been steadilv 
lncrcalnqwcr the last decade. said 
Housc Speaker Tim Ford. 

The turnlng pornt came In 1984 
when a coalition oi  black and white 
leqdaron revolted agaulrt the rhen- 
speaker. The codi t~on failed. but 
came back ro oust the speaker tn 
1987. Since then. black legislaton 
have been n m c d  ro powtful com- 
mi t tm  like wavs and means. said 
Rcp. B m c v  Schobv. 

Ford. a white who w;u elected 
speaker in 1992 with biack support. 

:he lowest in thc natron wrtn oniv 29. 
The leaders are New blextco ana 
Fiawalr. rvnlcn tax 155. Ioi1owt.a ov 
Dclawarc at i+ i  m a  Sourn Dakota 
A! 130. 

I t  is iiitclv morc srares'wril atid 
rervlccs ro rnelr raies nase Thc 
FTA expects morc sratcs ro Impose 
:axes on busrness scrvrccs sucn as 
aaverrlsinq, ernplovmenr aqcnn: 
sccuntv, janrtonai and secretarrai 
scrvrccs. Thc most wrdclv r ~ x e a  
buslncss servrces are prtnrlnq ano 
photo finishmg. taxed by ++ states. 

Duncornbe sard stares will move 
incremcnrailv cowards appivine thc 
sales tax ro services rather rhan 
trvrnq ior wnolesale ILK reforms or 
massive cnanees i i ~ c  [nose artcmor- 
fa I I ~ S U C C C ~ S I U ~ ~ ~ ~  n Fiorraa Jnc 
ilassacnuscrts 

{no 2s rne C~unc i i  sruav Snow\ 
states Inat exoana tnc~r  sates r u  
ierv~ccs arc posrrtonrne tncmszrt.s 
:o KCCP pace wrrn growrn In person- 
d income ana dcmand lor qovcrn- - 
mcnt scmrccs. - 

bclrcvcs inar .ncrcdsca :~laci. ; n .  

voivemcnr nas ocen coo0 lor Inr 
House. '!I, ocnctictai in rhc lac: 
! n x  mrnorlrv '.niccs Jrc rcaut.ir:' 
:caresentea ' n  [actors i)erort. ":" 
Lec~sraturc. ' Fora sala 

Thcrc s ilrrle racial porarlzntron 
on icglsiatirc issues, said Fnro. 
.'We're drv~dcd morc bv urban 3na 
mral and iiberv and consen.atrve.~~ 

just as Latino legrslaton teci the 
re~ponsrbrlitv ol'repmenrrne rhetr 
ethnic proup. blacks ice1 the\ czn 
more tatriv rcprcscnr rhe black popu. 
laaon. said Rep. Charics Young. .i 
leader rn the black caucus. He r x .  
pects the .Cfissrsslppr black caucus 
to have qrearer inlluence on the bud- 
get process and brrnq more e a u h  
ro divislon ot tsx revenues. N 

Black memben want morc arren- 
0 
V 

tion ro cducntron and lob dcvelop- V 
Q ~ 

men1 ro help rhose In povene "Lntd lq 
we move the bottom of the state. we 2 
hawn.1 moved the seace." b u n ?  - 
sad. - -4 - 
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Tobacco "User Fees" A Duck In Fiscal Feathers 

The anti-smoking lobby and some lawmakers have urged levying excise tax hikes on 
consumers who purchase cigarettes add earmarking the resulting revenue to help defray 
the nation's deficit or to finance health care reform. Many call these taxes "user fees" to 
minimize voter opposition. 

But a tax on consumers who purchase tobacco products is just that: a tax. 

A user fee is a charge imposed exciusively on those who benefit born a particular 
program, usually a government service. For example, the entry fee for a national park is 
considered a user fee because it is levied only on those who wish to use amenities 
offered by the park. 

The notion of consumer excise taxes as "user feesH has been raised during previous 
Administrations. As former OMB Director Richard Darman stated at Senate Finance 
Committee hearings February 12, 1990, "If the cigarette excise tax were to be justified as 
a "user fee," you would have to dedicate the revenue to ... something that was going to 
actually benefit the cigarette smokers. That's pretty unlikely." 

To impose a "user fee" or excise tax on tobacco and reserve the revenues to pay a debt 
that was incurred by the nation as a whole -- or to pay for health care services and 
programs horn which all citizens will derive benefit -- is an unfair and discriminatory tax 
policy. 



Debunking the "ocial Costsn of Smoking 

Some people claim that smoking is not strictly a personal choice, but imposes external 
"social costs" on our nation, and that smokers should compensate by paying higher taxes. 

In economics, "social costs" are activities of one group of individuals that impose 
significant costs on another group. Environmental pollution, for example, in 
which a company discharges waste products into a community water supply, 
constitutes a "social cost." 

Private costs, in contrast, are activities on the part of one individual that do not, 
generally, impose costs on others. In these cases, the costs are borne by the 
individuals who undertake the activity directly. Smoking falls into this category. 

Almost one-third of medical expenses related to any illness or injury are private 
costs, paid directly by the individual. Private insurance companies and 
government-financed health care programs usually cover the rest. Health insurers 
who have established different premium rates for smokers and nonsmokers have 
done so without benefit of actuarial studies to support these rate differentials. 
The 1989 Surgeon General's Report acknowledged that "there is little supportive 
actuarial evidence that nonsmokers incur fewer claims." 

@ Funding for government programs such as Medicaid and Medicare comes from all 
taxpayers, smokers and nonsmokers alike. Contributing to such programs is 
considered beneficial for all participants and, like any social insurance program, 
the benefit to some taxpayers will be greater in value than their actual 
contribution. 

It is m ~ l t  to determine who gains and who loses under such a system -- so 
difficult, in fact, that even a staff report from the Office of Technology 
Assessment on the claimed "costs" of smoking declined to address this issue, 
calling it too "complex." 

However, if these government programs were being overused by smokers, as the 
American Medical Association has recently claimed, one could argue that smokers 
were creating additional costs for others. To the contrary, however, smokers as a 
group are very much e e o r e s e n t d  in the population groups served by these 
programs. 

Forty-five percent of those served by Medicaid, for example, are children; 15 
percent of Medicaid beneficiaries and more than 90 percent of Medicare 
beneficiaries are over age 65 -- an age group in which only 16 percent are 

IU 
0 

smokers. w 
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Nevertheless, an American Medical Association report released on February 2?1 UI o 
claimed that smokers "cost" the health care system $22 billion annually. Of that m - 
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0 total, the AMA claims that the government spent $4.2 billion in the Medicaid and 
Medicare programs on tobacco-related illnesses. 

Smokers already pay $11.3 billion in federal, state and local cigarette excise taxes 
and another $2 billion in additional sales taxes, for a total of $13.3 billion. 

However, given the enormous contribution that smokers already make to 
government health care financing -- in excise and sales taxes, personal income and 
Social Security taxes and other fees, there is ample reason to suggest that smokers 
are subsidizing nonsmokers in these programs -- not the other way around. 

According to Uwe Reinhart, a prominent Princeton health economist, 'The only 
real argument left for taxing tobacco is that the government wants to punish 
people for their behavior. It's not a question of recouping health care costs." 
(Detroit Newb October 27, 1993). In fact, Reinhart says that total lifetime health 
costs are actually lower for many smokers. 



New OTA Report Suggests 
That Smokers Already Are Paying Their Own Way -- And Then Some 

The Congressional Office of Technology Assessment (OTA) recently claimed that 
smokers "cost" federal, state and local governments $8.9 billion in health care 
expenditures attributable to smoking-related illnesses. 

But smokers already pay federal, state and local governments $113 billion in 
cigarette excise taxes and another $2 billion in sales taxes -- a total of $133 
biion. These taxes alone contribute substantially more than OTA claims 
smokers "cost"the government in health care expenditures. 

Of the $8.9 billion total, OTA estimates the federal government's share at $6.3 billion -- 
24 cents per pack of cigarettes sold. 

The federal excise tax on cigarettes currently stands at 24 cents per pack. 

OTA divides the federal government's $6.3 billion in costs between Medicare ($3.5 
billion) and Medicaid ($2.7 billion). 

But total estimated payments by smokers into these two programs in 1990 totaled 
nearly $21 billion -- more than three times the amount OTA says smokers "cost" 
these federal programs, 

Smokers as a group are in fact yndemaresented in the populations served by 
these programs. Forty-five percent of those being served by Medicaid, for 
example, are children. And more than 90 percent of those served by Medicare 
are over 65 -- an age group in which only 16 percent are smokers. 

Despite these facts, President Clinton has suggested that a cigarette excise tax increase is 
"one option that is up there high" because "taxpayers spend an enormous amount of 
money every year through Medicare and Medicaid directly related to costs that are tied 
to smoking." May 14, 1993. 

Even if these programs were properly viewed as npay-as-you-go"programs -- which 
they are not -- the fact is that smokers are paying more than their fair 
share. 

Between sales and excise taxes ($133 billion) and payments to Medicare and 
h) Medicaid ($21 billion), smokers are paying $34 billion to federal, state and local o 

governments -- nearly bur t ima  the amount OTA claims that smoking costs 4 
4 

government at all levels in health care expenditures. .P 
E u 
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Given the enormous contribution that smokers already are making to 4 
2 

government health care financing, there is ample reason to conclude that 
smokers are "subsidizing* everyone else -- not the other way around. 



"STOP TRYING TO LEGISLATE MORALS AND 
BEGIN TEACHING OUR YOUNG PEOPLE RESPONSIBILITY." 

U.S. Surgeon General Joycelyn Elders, intenriew on 
"Both Sides with Jesse Jackson," CNN (Oct. 2, 1993). 

Anti-smokers advocate increasing tobacco excise taxes to fund reform of the U.S. health 
care system. They claim that a substantial increase in the federal excise tax is an 
effective way to raise needed revenue while discouraging young people from smoking. 
Research, however, has found that the most effective way to reduce youth smoking is not 
by altering the tax code, but by addressing peer pressure and the intluence of family - 
the main reasons young people smoke. An examination of the information concerning 
young people and smoking is revealing. 

Youth smoking is on the rise. Smoking rates among young people continue to 
decline. For the period 1976-87, the prevalence of smoking among high school 
seniors fell from 29 to 19 percent -- a 33 percent decline. In October 1991 -- the 
latest year for which figures are available -- the Centers for Disease Control and 
Prevention published figures reporting teen smoking rates (one or more days 
during the week before the survey) among 12 to 18 year olds at 11.5 percent. 

Underage people who smoke represent approximately three percent of all 
smokers. While we all agree that the one young person who smokes is too many, 
there are ways to curb underage tobacco use without punishing -- through unfair 
and regressive taxation -- the overwhelming majority of the smoking population 
who are adults and who are using the product legally. 

Experts cite peer pressure and parental influence as the main reasons some 
young people smoke. Many successful, effective life-skills programs include 
decision-making and refusal training to help young people deal with peer 
pressure. In fact, U.S. Surgeon General Joycelyn Elders advocates such programs 
and underscores the role parents can and should play in raising young people. 

"I advocate educating our parents so that all will know how to instill in their 
children the courage, strength and perseverance to meet the challenge of growing 
up. We do not teach parents how to be good parents. Because they do not want 
to do anything wrong, sometimes parents simply do nothing when it comes to 
providing sound, solid direction and guidance for their children." [Statement 
before the U.S. Senate Labor and Human Resources Committee, July 23, 1993.1 

Countering peer pressure and the influences of family is the thrust of the tobacco 
industry's ongoing initiatives to reduce youth smoking. The tobacco industry 
continues to support nationwide programs to provide parents and other adults N 
with the tools they need to help their children learn how to deal with peer o 

4 
pressure -- and to help them decide to smoke. 4 
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Lessons from Canada's Decision to Lower Cigarette Taxes 

The Canadian government has reduced cigarette taxes. Prime Minister Jean Chretien 
announced plans to roll-back federal cigarette taxes by at least $5 per carton. Provinces 
are encouraged to follow suit. In Quebec, the tax will drop $21 per carton. 

This decision flies in the face of the anti-smoking lobby. For years they have held up 
Canada as a model. They contend that Canada's experiment with high cigarette taxes 
has led to lower cigarette consumption, higher tax revenues and has acted as deterrent to 
youths. 

The Canadian "model," however, has broken down. Other lessons were learned. 
Cigarette consumption has not fallen appreciably compared to the United States. There 
has been an enormous increase in smuggling and theft. It has become more difficult to 
deter youths from smoking. And, Canadian smokers have become openly resentful of 
their government. 

Anti-smokers allege that Canadian cigarette consumption has fallen in tandem with giant 
cigarette tax hikes. This would be the case if one measured consumption by domestic 
sales. which have nose-dived. However, many Canadian smokers have avoided the taxes 
by Canadian cigarettes in the ~ & e d  States. These shipments are called 

a "export-duty free" and they can be tracked quite easily. 
- 

When total Canadian cigarette production is measured, including export duty-free, 
Canadian cigarette production decreased by 27 percent from 1982 to 1993. In the 
United States, the drop was about 22 percent for the same period. From 1988 to 1993, 
total Canadian produiion fell by aboit 14 percent compared to a 13.7 percent drop in. 
the United States. This demonstrates that high taxes have not reduced Canadian 
consumption more than other nations -- it has just led to mote consumption of smuggled 
products. 

Smuggling has become big business. In a December 1993 Wall Street Journal report, the 
Quebec government estimated that 50 percent of the cigarettes consumed were smuggled 
into the province. More recent estimates pegged the share at 75 percent. According to 
the National Association of Convenience Stores, "the underground or bootleg market for 
cigarettes in Canada had grown so large that it now outpaces, in terms of volume, the 
entire Canadian convenience store industry's sale of cigarettes." 

With high taxes has come a crime wave. Examples of organized crime and theft abound 
with record levels of robberies at stores that sell cigarettes. The Mayor of Cornwall, 
Ontario, was under police protection after a series of death threats were attributed to his N 

vocal opposition to smuggling. A group of 75 store owners openly defied Canadian law 0 
-4 - 

by selling cigarettes at cut-rate prices to hordes of delighted customers. This action was 2 
in protest of the lost sales and lost jobs absorbed by these legitimate retailers. N z 
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Given the emergence of an underground market, high taxes have also made it more Ci 
difficult to deter youths from smoking. The anti-smoking lobby argues that high taxes 
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will keep cigarettes out of the hands of young people. When taxes are raised, however, 
@ smuggling and theft make cigarettes even more accessible to kids. For example, in 

Canada about 33 percent of all cigarettes are purchased illegally. The last thing a 
smuggler is concerned about is checking one's I.D. The surest way to control youth sales 
is by working with legitimate retailers, not smugglers. 

High tobacco taxes appear to have failed to lower consumption and deter youths from 
smoking. Why does the anti-smoking lobby insist on keeping taxes high even though it 
has spawned a crime wave? One answer is tax revenues. Cigarette tax revenues have 
risen, not near as much as expected, but they have increased. Are civic-minded health 
professionals more concerned about losing their share of tobacco revenues earmarked to 
public grants from which they directly benefit? 

The U.S. Experience 

Could we expect similar problems in the United States? Many Americans are not fond 
of big government. In response to confiscatory taxation, Yankee ingenuity is likely to 
develop its share of loopholes. To begin, truck high-jackings and theft are likely to rise. 
In November 1993, the National Association of Convenience Stores testified before the 
House Ways and Means Committee about concerns of significant amounts of store theft 
in response to the Clinton administration's 75c per pack cigarette tax hike proposal. 

Another source of tax evasion is cross-border sales involving low-tax states, Indian 
reservations and military bases. State cigarette and sales t axs  do not generally apply to 
such sales on military bases or Indian reservations. Consumers in states with high 
cigarette and sales taxes can make savings large enough to deflect a $7.50 per carton 
federal excise tax hike. For example, a New York resident can now save over $7.00 per 
carton on an Indian reservation. According to New York Tax Commissioner James 
Wexler, such sales already take up 7 percent of the New York market and are rising. 

However, the real fire could exist on the United State's 2,000-mile border with Mexico. 
Maneuvers similar to the Canadian episode could take place, Export duty free U.S. 
cigarettes could easily find their way to Mexico without the Clinton tax and come back 
across tbe border as smuggled smokes. 

Mexican premium catego~y cigarettes, which include most of the top U.S. brand names, 
now sell for about $1.35 per pack with Mexican taxes included. After the Clinton tax, 
smugglers could save about $9 per carton for such brands in Mexico. On other brands, 
the savings could be as much as $19 per carton. At $10 per carton, a truck-full of 
cigarettes from Mexico would have a gross profit potential of about $600,000 in the 
United States. 

With incentives such as these, the United States may be on the verge of a new smuggler 
revolution. Americans and Mexicans mav be engaged in a new form of trade not quite - - 
envisioned by our pro-NAFTA leaders. 
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ECONOMIC LOSSES TO THE DNITED STATES 
FROM INcREXSING TBE FKDEBAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACX 

Increasing the federal cigarette tax by $0.75 per pack would have 
a siqaificant impact on the United States economy. Cigarette sales 
in the United States could fall by approximately 12%. Price 
Waterhouse estimates that 681,353 US residents have jobs in sectors 
linked to the distribution and retailing of tobacco products. 
Approximately 81.762 of theae jobs would be last if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the US tobacco sector is re- 
spent in the United States economy which stimulates other sectors. 
Price Waterhouse estimate8 that 1,601,164 United States jobs are 
created due to this expenditure- induced or rippie effect. 
Increaeing the cigarette tax by $0.75 per pack would lead to a loss 
of 192,140 expenditure-induced jobs. 

~ l l  together, the tax hike would lead to a loss of 273,902 jobs. 

Finally, dwindling cigarette sales will also mean leas state 
cigarette tax revenues. Total state cigarette tax revenuea will 
drop by $855.936.000. 

ECONOMIC LOSSES 

bacco Growin $119,088,000 
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ECONiXtC LOSSES TO AWS!AK& 
FROM M(3REASING FEDERAL EXCISE TAX 

PROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Alabama economy. Cigarette sales in 
Alabama could fall by approximately 12%. Price Waterhouse 
estimates that 7,006 Alabama residents have jobs in sectors linked 
to the distribution and retailing of tobacco products. 
Approximately 841 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Alabama tobacco sector is 
re-spent in the Alabama economy which stimulates other sectors. 
Price Waterhouse estimates that 25,466 Alabama jobs are created due 
to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by -$0 -75 per pack would lead to a loss of 3,056 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 3,897 jobs 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Alabama cigarette excise tax @ revenues will drop by $8,777,880. 

ECONOMIC LOSSES 

I SECTOR 

Tobacco Growing 

Tobacco Manufacturing 

Tobacco Wholesale Trade 

Tobacco Retail Trade 

Tobacco Sector Suppliers 

TOTAL TOBACCO SECTOR 

EXPENDITURE INDUCED SECTORS 

Thcrc sromates far job and compenrationlorr are bawd on a comprrhcmivermdy of employmentand compensarlonln the US. tohacco lndUSlN 
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0 
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PAYROLL LOSSES 

NA 

$1,095,264 
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$8,564,580 

TOTAL LOSSES 

EMPLOYMENT 
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NA 

59 
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$17,166,552 

$83,743,572 
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ECONOMIC LOSSES TO ALAS= 
FROM INCREASING THE PEDEXAL W I S E  TAX 

PROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Alaska economy. Cigarette sales in 
Alaska could fall by approximately 12%. Price Waterhouse estimates 
that 805 Alaska residents have jobs in sectors linked to the 
distribution and retailing of tobacco products. Approximately 97 
of these jobs would be lost if the federal cigarette tax is 
increased by $0.75 per pack. 

In addition, the income created in the Alaska tobacco sector is re- 
spent in the Alaska economy which stimulates other sectors. Price 
Waterhouse estimates that 1,929 Alaska jobs are created due to this 
expenditure-induced or ripple effect. Increasing the cigarette tax 
by $0.75 per pack would lead to a loss of 231 expenditure-induced 
jobs . 
A11 together, the tax hike would lead to a loss of 328 jobs. 

Finally, dwindling cigarette sales will also mean less state 
@ cigarette excise tax revenues. Alaska cigarette excise tax 

revenues will drop by $1,908,000. 

ECONOMIC LOSSES 
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ECONOMIC LOSSES TO ARIZONA 
FROM INCREASING TZE FED- EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Arizona economy. Cigarette sales in 
Arizona could fall by approximately 12%. Price Waterhouse 
estimates that 4,859 Arizona residents have jobs in sectors linked 
to the distribution and retailing of tobacco products. 
Approximately 584 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Arizona tobacco sector is 
re-spent in the Arizona economy which stimulates other sectors. 
Price Waterhouse estimates that 12,903 Arizona jobs are created due 
to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 1,548 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 2,132 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Arizona cigarette excise tax 
revenues will drop by $6,375,840. 

ECONOMIC LOSSES 

TOTAL LOSSES $58,735,848 2,132 1 



ECONOMIC LOSSES TO m S A S  
FROM INCREASING THE FED= EXCISE TAX 

FROM $0.24 TO $0.99 PER PACX 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Arkansas economy. Cigarette sales in 
Arkansas could fall by approximately 12%. Price Waterhouse 
estimates that 3,790 Arkansas residents have jobs in sectors linked 
to the distribution and retailing of tobacco products. 
Approximately 454 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Arkansas tobacco sector is 
re-spent in the Arkansas economy which stimulates other sectors. 
Price Waterhouse estimates that 11,453 Arkansas jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 1,374 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 1,828 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Arkansas cigarette excise tax 
revenues will drop by $10,380,000. 

ECONOMIC LOSSES 

TOTAL LOSSES $42,570,396 
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ECONOMIC LOSSES TO CALIFORNIA 
FROM INCREASING THE FED- EXCISE TAX 

PROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the California economy. Cigarette sales in 
California could fall by approximately 12%. Price Waterhouse 
estimates that 42,026 California residents have jobs in sectors 
linked to the distribution and retailing of tobacco products. 
Approximately 5,044 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the California tobacco sector is 
re-spent in the California economy which stimulates other sectors. 
Price Waterhouse estimates that 82,997 California jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 9,960 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 15,004 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. California cigarette excise tax 
revenues will drop by $84,600,000. 

ECONOMIC LOSSES 
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ECONOI6CC LOSSES TO COLORAW 
FROM INCREXiING THE FEDERAL EXCISE TAX 

PROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Colorado economy. Cigarette sales in 
Colorado could fall by approximately 12%. Price Waterhouse 
estimates that 5,585 Colorado residents have jobs in sectors linked 
to the distribution and retailing of tobacco products. 
Approximately 670 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Colorado tobacco sector is 
re-spent in the Colorado economy which stimulates other sectors. 
Price Waterhouse estimates that 14,603 Colorado jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 1,752 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 2,422 jobs 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Colorado cigalette exciss tax 
revenues will drop by $7,038,480. 

ECONOMIC LOSSES 
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ECONOMIC LOSSES M CONNECTICUT 
FROM IN-ING THE PEDEWiL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Connecticut economy.. Cigarette sales 
in Co~ecticut could fall by approximately 12%. Price Waterhouse 
estimates that 11,659 Connecticut residents have jobs in sectors 
linked to the production, distribution and retailing of tobacco 
products. Approximately 1,399 of these jobs would be lost if the 
federal cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Connecticut tobacco sector 
is re-spent in the Connecticut economy which stimulates other 
sectors. Price Waterhouse estimates that 17,671 Connecticut jobs 
are created due to this expenditure-induced or ripple effect. 
Increasing the cigarette tax by $0.75 per pack would lead to a loss 
of 2,121 expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 3,520 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Connecticut cigarette excise tax @ revenues rill drop by $14,414,510. 

ECONOMIC LOSSES 
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ECONOMIC LOSSES TO DE- 
FROM INCREASING FEDERAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Delaware economy. Cigarette sales in 
Delaware could fall by approximately 12%, Price Waterhouse 
estimates that 1,120 Delaware residents have jobs in sectors linked 
to the distribution and retailing of tobacco products. 
Approximately 134 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Delaware tobacco sector is 
re-spent in the Delaware economy which stimulates other sectors. 
Price Waterhouse estimates that 4,704 Delaware jobs are created due 
to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 564 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 698 jobs. 

Finally, dwindling cigarette sales will also mean leas state 
cigarette excise tax revenues., Delaware cigarette excise tax @ revenues will drop by $2,424,000. 

ECONOMIC LOSSES 

TOTAL LOSSES $23,002,908 698 I 
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E C O ~ C  LOSSES TO DIS'IXICT OF COLUMBIA 
FROM INCREASING THE FKDERAL EXCISE TAX 

FROM $0.24 TO $0.99  PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the District of Columbia economy. 
Cigarette sales in District of Columbia could fall by approximately 
12%. Price Waterhouse estimates that 1,565 District of Columbia 
residents have jobs in sectors linked to the distribution and 
retailing of tobacco products. Approximately 189 of these jobs 
would be lost if the federal cigarette tax is increased by $0.75 
per pack. 

In addition, the income created in the District of Columbia tobacco 
sector is re-spent in the District of Columbia economy which 
stimulates other sectors. Price Waterhouse estimates that 2,855 
District of Columbia jobs are created due to this expenditure- 
induced or ripple effect. Increasing the cigarette tax by $0.75 
per pack would lead to a loss of 343 expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 532 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. District of Columbia cigarette 
excise tax revenues will drop by $2,808,000. 

ECONOMIC LOSSES 
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ECONOKK LOSSES M FLORIDA 
FROM INCREASING THE FKDERAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Florida economy. Cigarette sales in 
Florida could fall by approximately 12%. Price Waterhouse 
estimates that 23,860 Florida residents have jobs in sectors linked 
to the production, distribution and retailing of tobacco products. 
Approximately 2,863 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Florida tobacco sector is 
re-spent in the Florida economy which stimulates other sectors. 
Price Waterhouse estimates that 68,120 Florida jobs are created due 
to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 8,174 
expenditure- induced jobs . 
All together, the tax hike would lead to a loss of 11,037 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Florida cigarette excise tax * revenueswilldropby $51,208,920. 

ECONOMIC LOSSES 
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ECONOMIC LOSSES TO GEORGIA 
FROM INCREASING THE FEDEBAL EXCISE TAX 

PROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $ 0 . 7 5  per pack would have 
a significant impact on the Georgia economy. Cigarette sales in 
Georgia could fall by approximately 12%. Price Waterhouse 
estimates that 28,597 Georgia residents have jobs in sectors linked 
to the production, distribution and retailing of tobacco products. 
Approximately 3,432 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Georgia tobacco sector is 
re-spent in the Georgia economy which stimulates other sectors. 
Price Waterhause estimates that 3 5 , 8 6 0  Georgia jobs are created due 
to this expenditure-induced or ripple effect. Increaaing the 
cigarette tax by $ 0 . 7 5  per pack would lead to a loss of 4 , 3 0 3  
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 7,735 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Georgia cigarette excise tax 
revenues will drop by $10,233,600. 

ECONOMIC LOSSES 

TOTAL LOSSES $209 ,488 ,680  7,735 N 
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ECONOMIC LOSSES TO HAWAII 
FROM INCREASIHG TBE FEDERAL EXCISE TAX 

PROM $0.24 TO $0.99 PER PACX 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Hawaii economy. Cigarette sales in 
Hawaii could fall by approximately 12%. Price Waterhouse estimates 
that 1,733 Hawaii residents have jobs in sectors linked to the 
distribution and retailing of tobacco products. Approximately 208 
of these jobs would be lost if the federal cigarette tax is 
increased by $0.75 per pack. 

In addition, the income created in the Hawaii tobacco sector is re- 
spent in the Hawaii economy which stimulates other sectors. Price 
Waterhouse estimates that 1,966 Hawaii jobs are created due to this 
expenditure-induced or ripple effect. Increasing the cigarette tax 
by $0.75 per pack would lead to a loss of 236 expenditure-induced 
jobs. 

All together, the tax hike would lead to a loss of 444 jobs 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Hawaii cigarette excise tax 

ECON013IC LOSSES 
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ECONOMIC LOSSES TO IDAHO 
=Cad INCREASING THE FEDERAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Idaho economy. Cigarette sales in 
Idaho could fall by approximately 12%. Price Waterhouse es'timates 
that 1,565 Idaho residents have jobs in sectors linked to the 
distribution and retailing of tobacco products. Approximately 187 
of these jobs would be lost if the federal cigarette tax is 
increased by 50.75 per pack. 

In addition, the income created in the Idaho tobacco sector is re- 
spent in the Idaho economy which stimulates other sectors. Price 
Waterhouse estimates that 4,595 Idaho jobs are created due to this 
expenditure-induced or ripple effect. Increasing the cigarette tax 
by $0.75 per pack would lead to a loss of 551 expenditure-induced 
jobs. 

All together, the tax hike would lead to a loss of 738 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Idaho cigarette excise tax revenues @ will drop by $1,909,100. 

ECONOMIC LOSSES 

These estimates for job md wnyrnwtionloss are basd on1 comprehcnsivesmdy of employmentand compcnzationin b e  U.S. robacco ~dusrry * prepared by Pice Waterhause in 1992. The economic lass crtimates am pmjected by The Tobacco inscnure usnng a rwndmd pncr elrsriclry 
model. 
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ECO-C LOSSES TO ILLINOIS 
FROM INCRESING TEE FEDERAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Illinois economy. Cigarette sales in 
Illinois could fall by approximately 12%. Price Waterhouse 
estimates that 25,768 Illinois residents have jobs in sectors 
linked to the distribution and retailing of tobacco products. 
Approximately 3,092 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Illinois tobacco sector is 
re-spent in the Illinois economy which stimulates other sectors. 
Price Waterhouse estimates that 77,294 Illinois jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 9,275 
expenditure-induced jobs. 

All together, the tax hike would lead to a losa of 12,367 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Illinois cigarette excise tax * revenue. rill drop by $11,600,000. 

ECONOMIC LOSSES 

PAYROLL LOSSES EMPLOYMENT 

TOTAL, LOSSES $476,809,008 12,367 
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ECONOIUIC LOSSES TO INDIANA 
FROM IN(3REASING THE PEDERsL EXCISE TAX 

PROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Indiana economy. Cigarette sales in 
Indiana could fall by approximately 12%. Price Waterhouse 
estimates that 10,769 Indiana residents have jobs in sectors linked 
to the production, distribution and retailing of tobacco products. 
Approximately 1,293 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Indiana tobacco sector is 
re-spent in the Indiana economy which stimulates other sectors. 
Price Waterhouse estimates that 34,094 Indiana jobs are created due 
to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 4,091 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 5,384 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Indiana cigarette excise tax @ revenues will drop by $13,189,200. 

ECONOMIC LOSSES 
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ECONOMXC LOSSES M IOWA 
FROM INCREASING TBJ3 FPSERAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Iowa economy. Cigarette sales in Iowa 
could fall by approximately 12%. Price Waterhouse estimates that 
5,285 Iowa residents have jobs in sectors linked to the 
distribution and retailing of tobacco products. Approximately 634 
of these jobs would be lost if the federal cigarette tax is 
increased by $0.75 per pack. 

In addition, the income created in the Iowa tobacco sector is re- 
spent in the Iowa economy which stimulates other sectors. Price 
Waterhouse estimates that 16,034 Iowa jobs are created due to this 
expenditure-induced or ripple effect. Increasing the cigarette tax 
by $0.75 per pack would lead to a loss of 1,924 expenditure-induced 
jobs. 

All together, the tax hike would lead to a loss of 2,558 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Iowa cigarette excise tax revenues @ will drop by $ll,lOl.680. 

ECONOMIC LOSSES 
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ECONOMIC LOSSES TO KANSAS 
FROM ICNCREASINO TEE FEDERAL EXCISE TAX 

FROM $0 .24  TO $0 .99  PER PACX 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Kansas economy. Cigarette sales in 
Kansas could fall by approximately 12%.  Price Waterhouse estimates 
that 4 , 3 6 1  Kansas residents have jobs in sectors linked to the 
distribution and retailing of tobacco products. Approximately 524 
of these jobs would be lost if the federal cigarette tax i s  
increased by $ 0 . 7 5  per pack. 

In addition, the income created in the Kansas tobacco sector is re- 
spent in the Kansas economy which stimulates other sectors. Price 
Waterhouse estimates that 14,545 Kansas jobs are created due to 
this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $ 0 . 7 5  per pack would lead to a loss of 1 , 7 4 5  
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 2,269 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Kansas cigarette excise tax * revenues will drop by $6,468, IOO.  

ECONOMIC LOSSES 

TOTAL LOSSES $ 6 1 , 1 0 9 , 3 7 6  2 , 2 6 9  

These esumres for job and compcnsauonloss arc bared on a comprchcnszvcsmdy of cmployrncnrand eompensailoncn chr U.S. robacco tdurtry 
pnparcd by Price Watorhousc in 1992. The cconamlc 10% esurrutss arc pmjecrsll by Thc Tobacco Insomis using d snnliard pncr slaslrity 
model. 



ECONOWIC LOSSES TO LOUISIANA 
PROM INCREASING THE FKDEFUL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Louisiana economy. Cigarette sales in 
Louisiana could fall by approximately 12%. Price Waterhouse 
estimates that 7,808 Louisiana residents have jobs in sectors 
linked to the distribution and retailing of tobacco products. 
Approximately 936 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Louisiana tobacco sector is 
re-spent in the Louisiana economy which stimulates other sectors. 
Price Waterhouse estimates that 15,803 Louisiana jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 1,896 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 2,832 jobs. 

Finally, dwindling cigarette aales will also mean less state 
cigarette excise tax revenues. Louisiana cigarette excise tax @ revenues will drop by $10,713,480. 

ECONOHIC LOSSES 

SECTOR PAYROLL LOSSES EMPLOYMENT 

TOTAL LOSSES $77,025,528 2,832 

Tho= csllmalcs for job and compcnsallonlass a= based on a GomprchcnstvcsNdy of cmployrncntand cornpcnranon ~n Ihe U.S. IO~~LGII lnduilry 
prcparsd by Pnct Warerhouse m 1W. The cconamlc loss rsrkmatcr arc prolecud by The Tobacco lnrrnwre ustng a sandad pncr elnsrrlry 
model s 
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ECONOMIC LOSSES TO KENTUCKY 
FROM Il?CU%SING TEE FED- EXCISE TAX 

PROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Kentucky economy. Cigarette sales in 
Kentucky could fall by approximately 12%. Price Waterhouse 
estimates that 61,648 Kentucky residents have jobs in sectors 
linked to the production, distribution and retailing of tobacco 
products. Approximately 7,398 of these jobs would be lost if the 
federal cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Kentucky tobacco sector is 
re-spent in the Kentucky economy which stimulates other sectors. 
Price Waterhouse estimates that 75,891 Kentucky jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 9,107 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 16,505 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Kentucky cigarette excise tax 
revenues will drop by $2,232,000. 

ECONOXIC LOSSES 

These cstlmatu for job and cornpensanonloss arc based on a cornpnhens~vcrrudy o i  empioyrncntard compcnratwn m rhc U.S. rohacclr indusri? 
prepared by Price Waarhouse in 1992. Tic economlc loss estlrnares are pmjectcd by Tl~c Tobacco Lnstllurc uslng a alarnlanl prlcr CInSllCltY 
rnudri. 



ECONOMIC LOSSES TO MXlXR 
FROM INCREASING THE FED= EXCISE TAX 

PROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Maine economy. Cigarette sales in 
Maine could fall by approximately 12%. Price Waterhouse estimates 
that 2,382 Maine residents have jobs in sectors linked to the 
distribution and retailing of tobacco products. Approximately 287 
of these jobs would be lost if the federal cigarette tax is 
increased by $0.75 per pack. 

In addition, the income created in the Maine tobacco sector is re- 
spent in the Maine economy which stimulates other sectors. Price 
Waterhouse estimates that 5,322 Maine jobs are created due to this 
expenditure-induced or ripple effect. Increasing the cigarette tax 
by $0.75 per pack would lead to a loss of 639 expenditure-induced 
jobs. 

All together, the tax hike would lead to a loss of 926 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Maine cigarette excise tax revenues 
will drop by $5,933,400. 

ECONOMIC LOSSES 

These rsumarcr for job and compenslnonlors a n  based on a comprchcnsivesmdy of employment and compnsaoon!n h e  U.S. nlkccu lodUSln 
preparcd by Price Warcrhousc !n 1992. Thc r;conoms loss rsumrcs are pmjcctcd by 7 % ~  Tobacco InSllNlt uslng a srandard price eldstlGlN 
model. 

I TOTAL LOSSES 1 $ 2 4 , 4 9 5 , 7 2 0  926 



ECONOMIC LOSSES TO MAR- 
FROM ~ C R E A S D I G  TEE PEDgaAL EXCISE TAX 

PROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Maryland economy. Cigarette sales in 
Maryland could fall by approximately 12%. Price Waterhouse 
estimates that 9,563 Maryland residents have jobs in sectors linked 
to the production, distribution and retailing of tobacco products. 
Approximately 1,147 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Maryland tobacco sector is 
re-spent in the Maryland economy which stimulates other sectors. 
Price Waterhouse estimates that 17,984 Maryland jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 2,158 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 3,305 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Maryland cigarette excise tax 
revenues will drop by $17,288,640. . 

ECONOMIC LOSSES 

These est~marcs for job and compnsarlonloss arc based on a comprshensiveamdy of crnployrncnrand curnpcnsariun In h e  U.S. rohacco !nJuslrv 
prepared by Price Warcrhoux in 1992. The ccammic lass rrurnnus am pmjected by The Tobacco lnrnmtc urlnz I 5rmdard prrcr clnrtlctrv 
mdel.  



ECONOMIC LOSSES TO MASSACEUSElTS 
FROM ~ ~ I N G  TRE FEDERAL EXCISE TAX 

PROM $0.24 TO $ 0 . 9 9  PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Massachusetts economy. Cigarette sales 
in Massachusetts could fall by approximately 12%. Price Waterhouse 
estimates that 12,623 Massachusetts residents have jobs in sectors 
linked to the production, distribution and retailing of tobacco 
products. Approximately 1,515 of these jobs would be lost if the 
federal cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Massachusetts tobacco sector 
is re-spent in the Massachusetts economy which stimulates other 
sectors. Price Waterhouse estimates that 32,336 Massachusetts jobs 
are created due to this expenditure-induced or ripple effect. 
Increasing the cigarette tax by $0.75 per pack would lead to a loss 
of 3,880 expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 5,395 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Massachusetts cigarette excise tax @ rcvenucs rill drop by $30,744,000. 

ECONOMIC LOSSES 

TOTAL LOSSES $178,781,376 5,395 
h, 
0 

Therc ertirmrcr for job and compcnutionlorr are b d a n a  comprehenr~vestudy ofemploymcntand compenratiuntn de U.S. robrcco indusrry u 1 
prepaced by Pncs Waterhours in IWZ. The economic loss rrtlmalcs are pmjcclcd by me Tobacsu Insuluts urlne 2 stand~rd p r r r  rPAsnclry 
model. 
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ECONOMIC LOSSES M MICHIGAN 
PROM INCREASING TBE FEDERAL EXCISE TAX 

PROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Michigan economy. Cigarette sales in 
Michigan could fall by approximately 12%. Price Waterhouse 
estimates that 13,935 Michigan residents have jobs in sectors 
linked to the distribution and retailing of tobacco products. 
Approximately 1,673 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Michigan tobacco sector is 
re-spent in the Michigan economy which stimulates other sectors. 
Price Waterhouse estimates that 55,640 Michigan jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 6,677 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 8,350 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Michigan cigarette excise tax @ revenues rill drop by $29,496,000. 

ECONOMIC LOSSES 

Thcsc csrimatcs for job and compsnut~onloss arc bascd on a comprchcnsivcstudy of cmploymsntand compmsanunm the U.S.  tuhacccr ioJustrl rG 
prepared by Price Warerhouse in 19%. The eeconamlc loss ertinurer are projected by The Tobacco ln r t l~ te  using r standard pncc rlrsrleiry 0 
model. 
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SECTOR PAYROLL LOSSES EMPLOYMENT 

TOTAL LOSSES $296,858,388 8,350 



ECONOMIC LOSSES TO MINNESOTA 
FROM IN-ING TEE FEDERAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Minnesota economy. Cigarette sales in 
Minnesota could fall by approximately 12%. Price Waterhouse 
estimates that 8,020 Minnesota residents have jobs in sectors 
linked to the distribution and retailing of tobacco products. 
Approximately 962 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Minnesota tobacco sector is 
re-spent in the Minnesota economy which stimulates other sectors. 
Price Waterbouse estimates that 23,514 Minnesota jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 2,822 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 3,784 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Minnesota cigarette excise t w  
revenues will drop by $20,820,000. 

ECONOMIC LOSSES 

I T O ~ ~ C E O  Retail Trade $5,309,820 375 , I 

SECTOR 

Tobacco Growing 

Tobacco Manufacturing 

Tobacco Wholesale Trade 

- - 

PAYROLL LOSSES 

NA 

NA 

$3,389,208 

I 

Thesecstirnarcs for job snd cornpcnrauonlons am b a e d  on1  comprehenrivcrnnty of cmploymentand cornpcnsatlonIn 3 c  U.S. rohacsu lruluslry 
prcpared by Pncs Waterhours in 1992. The economic loss esrimnus are pmjssrsd by The tobacco lmcirulc urine r snnrlard price clrstlciry 
model. 

EMPLOYMENT 
LOSSES (JOBS ) 

NA 

NA 

99 

Tobacco Sector Suppliers 

EXPENDITmZE INDUCED SECTORS 

TOTAL LOSSES 

$14,226,444 

$88,588,500 

$111,513,972 

488 

2,822 

3,784 

i TOTAL TOBACCO SECTOR $22,925,472 962 



ECONOMIC LOSSES TO MISSISSIPPI 
FROM INCREASING TBE FEDERAI. EXCISE TAX 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Mississippi economy. Cigarette sales 
in Mississippi could fall by approximately 12%. Price Waterhouse 
estimates that 4,359 Mississippi residents have lobs in sectors 
liaked to the distribution and retailing of tobacco products. 
Approximately 523 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Mississippi tobacco sector 
is re-spent in the Mississippi economy which stimulates other 
sectors. Price Waterhouse estimates that 16,609 Hississippi jobs 
are created due to this expenditure-induced or ripple effect. 
Increasing the cigarette tax by $0.75 per pack would lead to a loss 
of 1,993 sxpenditure-induced jobs. 

All together, the tax hike would lead to a loss of 2,516 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Mississippi cigarette excise tax 
revenues will drop by $5,751,800. 

ECONOMIC LOSSES 

EXPENDITURE INDUCED SECTORS 46 765 548 

TOTAL LOSSES $56,601,744 2,516 

Tlleseesurnales for job and cornpenranonloss arc baredonacomprchenrivcs~dy of employrnemandcompcnral~on~n the U.S. tohaccc~ lnduary 
prepared by Pnce Watcrhousc in 1992. The economic loss csrlmalcs arc pmjccrcli hy Thc Tobacco InrrlNrc uslng a rwrulord pricr olasrlciN 
rnodcl. 



ECONOMIC LOSSES TO MISSOURI 
FROM INCREASING TBE PgDgRAG EXCISE TAX 

pROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Missouri economy. Cigarette sales in 
Missouri could fall by approximately 12%. Price Waterhouse 
estimates that 9,835 Missouri residents have jobs in sectors linked 
to the production, distribution and retailing of tobacco products. 
Approximately 1,180 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Missouri tobacco sector is 
re-spent in the Missouri economy which stimulates other sectors. 
Price Waterhouse estimates that 24,984 Missouri jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 2,998 
expenditure-induced jobs. 

~ l l  together, the tax hike would lead to a loss of 4,178 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Missouri cigarette excise tax 
revenues will drop by $l2,780,000. 

ECONOMIC LOSSES 

Thesc csrimalcs forlob and cornpensationloss an: based on r c.ornpn:h~nslvcstudy of smploymentand sompmsatlonIn Ihr U.S. lohacco induslry 
.A 

prepared by Pncc Waterhouse in 1992. me esonornlc lor$ errimalcr am pmjccred by The Tohaccu lnrrilucc ustng a srandard price clnaiclty 
model. 
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TOTAL LOSSES $122,052,048 4,178 



ECONOMIC LOSSES TO MONTANA 
FROM I N W I N G  TEE PEDERAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Montana economy. Cigarette sales in 
Montana could fall by approximately 12%. Price Waterhouse 
estimates that 1,289 Montana residents have jobs in sectors linked 
to the distribution and retailing of tobacco products. 
Approximately 156 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Montana tobacco sector is 
re-spent in the Montana economy which stimulates other sectors. 
Price Waterhouae estimates that 3,215 Montana jobs are created due 
to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 386 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 542 jobs. 

Finally, dwindling cigarette sales will also mean less state @ cigarette excise tax revenues. Montana cigarette excise tax 
revenues will drop by $1,574,640. 

ECONOMIC LOSSES 

SECTOR PAYROLL LOSSES EMPLOYMENT 

TOTAL LOSSES I $11,856,060 1 542 I lu 
0 
V 

Thmsesumatcs forjob and ca~nsar ionloss  an b a s d o n a  comprchsnrivssludy ofcmpioymntand compcnution~n rhc U.S. rohrcco indusrry 
prepared by Pncc Walerhouse ~n 1992. The rconarntc loss estimaer arc pmjecled by The Tobacco [naftmrr uslng 1 standard pmr etasticiN a " .  
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ECONOMIC LOSSXS TO NEBIULSKA 
FROM INCXEASIND THE FEDERAL EXCISE TAX 

PROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Nebraska economy. Cigarette sales in 
Nebraska could fall by approximately 12%. Price Waterhouse 
estimates that 3,023 Nebraska residents have jobs in sectors linked 
to the distribution and retailing of tobacco products. 
Approximately 363 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Nebraska tobacco sector is 
re-spent in the Nebraska economy which stimulates other sectors. 
Price Waterhouse estimates that 5,306 Nebraska jobs are created due 
to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 637 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 1,000 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Nebraska cigarette excise tax 
revenues will drop by $5,480,400. 

ECONOMIC LOSSES 

EMPLOYMENT 
LOSSES (JOBS) 

SECTOR 

II 
PAYROLL LOSSES 

Tobacco Growing 

Tobacco Manufacturing 

Tobacco Wholesale Trade 

Tobacco Retail Trade 

Tobacco Sector Suppliers 

TOTAL TOBACCO SECTOR 

EXPENDITURE INDUCED SECTORS 

l3eseesdmater for job and compensauonloss are basedona carnprehenrivesimdy of employmentand cornpensallonin !he U.S. labacco ialuslv 0 
prepared by Prxcc Warerhouse in 1992. Thc cconornic loss rst~rnarcs arc pmjccrcd by The Tobacco lnsliimre using a srandard prse elasrslty 

-I 

modsl. 2 r 
kl 
0 
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II NA 

$26,808 

$1,271,568 

$1,581,816 

$4,600,284 

$7,480,476 

TOTAL LOSSES 

NA 

NA 

4 6 

12 9 

188 - 
363 

II $15,390,972 637 

h, 

$22,871,448 1,000 



ECONOMIC LOSSES TO NEVADA 
FROM INCREASING TBE FED= EXCISE TAX 

PROM $0.24 TO $0.99 PER PACg 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Nevada economy. Cigarette sales in 
Nevada could fall by approximately 12%. Price Waterhouse estimates 
that 2,051 Nevada residents have jobs in sectors linked to the 
distribution and retailing of tobacco products. Approximately 245 
of these jobs would be lost if the federal cigarette tax is 
increased by $0.75 per pack. 

In addition, the income created in the Nevada tobacco sector is re- 
spent in the Nevada economy which stimulates other sectors. Price 
Waterhouse estimates that 2,348 Nevada jobs are created due to this 
expenditure-induced or ripple effect. Increasing the cigarette tax 
by $0.75 per pack would lead to a loss of 282 expenditure-induced 
jobs. 

All together, the tax hike would lead to a loss of 527 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise fax revenues. Nevada cigarette excise tax 
revenues will drop by $5,575,200. 

ECONOMIC LOSSES 

SECTOR EMPLOYMENT 1 LOSSES (JOBS) 

11 Tobacco Growina I NA I NA 11 

TOTAL LOSSES $13,350,372 527 

Tobacco Manufacturing 

Tobacco Wholesale Trade 

Tobacco Retail Trade 

Tobacco Sector Suppliers 

TOTAL TOBACCO SECTOR 

EXPENDITURE INDUCED SECTORS 

These estlmales forlob and compcnrattonloss are based ona eomprehsnstvesedy of employmentand eompnsat~onm the U S tohaccll ldustry 
prepared by Pnce Warerhouse In 1992. The econamlc loss esumares a n  prnjecled by ?he Tuhacco InsrlNre uslng r aandard price elilstlclFl 
model 

$15,732 

$928,188 

$1,808,328 

$1,841,052 

$4,593,300 

$8,757,072 

NA 

3 4 
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ECONOMIC LOSSES TO NEW HAMPSHIRE 
FROM INCREASING THE FEDERAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the New Hampshire economy. Cigarette sales 
in New Hampshire could fall by approximately 12%. Price Waterhouse 
estimates that 1,686 New Hampahire residents have jobs in sectors 
linked to the distribution and retailing of tobacco products. 
Approximately 202 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the New Hampshire tobacco sector 
is re-spent in the New Hampshire economy which stimulates other 
sectors. Price Waterhouse estimates that 6,828 New Hampshire jobs 
are created due to this expenditure-induced or ripple effect. 
Increasing the cigarette tax by $0.75 per pack would lead to a loss 
of 819 expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 1,021 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. New Hampshire cigarette excise tax 
revenues will drop by $5,472,000. 

ECONOMIC LOSSES 

These esnrnaus for joband cornpervllrionloss arc bascdon a cornprchenslvcs~dy of employmcnrand cornpensarionin the US. ohdeco ~ndusrrv -i 
prepamd by Pnce Waferhouse In 1992. 7he rconomzc lorr crtirnarcr are pmjccrcd by Thc Tohacso lnsr~mrc us~ng a swndad pncc clrsncity 
model. 
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ECONOMIC LOSSES TO NEW JERSEY 
FROM INCBEASING THE PEDXRAL EXCISE TAX 

PROM $0.24 TO $0.99 PEP. PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the New Jersey economy. Cigarette sales in 
New Jersey could fall by approximately 12%. Price Waterhouse 
estimates that 16,234 New Jersey residents have jobs in sectors 
linked to the distribution and retailing of tobacco products. 
Approximately 1,949 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the New Jersey tobacco sector is 
re-spent in the New Jersey economy which stimulates other sectors. 
Price Waterhouse estimates that 62,970 New Jersey jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 7,556 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 9,505 jobs. 

Finally, dwindling cigarette sales will also mean less state 
@ cigarette excise tax revenues. New Jersey cigarette excise tax 

revenues will drop by $30,862,680. 

ECONOMIC LOSSES 

TOTAL LOSSES $350,672,532 9,505 

Theseesumarcs for job anrl compenuuonlors arc bawd on1  somprshsns8vermdy at employmentad compensatnan~n Be U.S. tobacco induslry -4 
prepamd by Pnce Warerhousc in 1992. The econom.: lorr ertimatcr am projected by The Tobacco In~tzruu urtng il standard prrce clastlciry -4 
madel. 
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ECONOMIC LOSSES TO NEW MEXICO 
FROM INCREASING THE FgDERAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the New Mexico economy. Cigarette sales in 
New Mexico could fall by approximately 12%. Price Waterhouse 
estimates that 1,949 New Mexico residents have jobs in sectors 
linked to the distribution and retailing of tobacco products. 
Approximately 234 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the New Mexico tobacco sector is 
re-spent in the New Mexico economy which stimulates other sectors. 
Price Waterhouse estimates that 3,351 New Mexico jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 402 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 636 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise fax revenues. New Mexico cigarette excise tax 
revenues will drop by $2,712,000. 

ECONOMIC LOSSES 

SECTOR 

Tobacco Growina 

Iu 
Thew ernmales forjob and compnsarlonloss are based on a ComprehcnsiveSNdy of  employmenrand compnrarlonln Ihe U.S.  tobacco irulusrrv 0 
pnpand by Pncc Warcrhouss in 1992. Thc cconomic lass esrimarcs arc pmjecrcd by The Tobacco Inrrimrc usin* s .;mndanl pncr elrsrlclry 3 
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Tobacco Manufacturing 

Tobacco Wholesale Trade 

Tobacco Retail Trade 

Tobacco Sector Suppliers 

TOTAL TOBACCO SECTOR 

EXPENDITURE INDUCED SECTORS 
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NA 
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NA 

$448,440 

$1,363,524 

$2,507,700 

$4,319,664 

$9,581,196 

$13,900,860 

Nh 

17 

101 

116 

234 

402 

636 

h, 
0 
-4 

2' 



ECONOMIC LOSSES TO NEW YO= 
FROM INCREMING THE FEDERAL EXCISE TAX 

FROM $0.24 M $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the New York economy. Cigarette sales in 
New Pork could fall by approximately 12%. Price Waterhouse 
estimates that 40,580 New York residents have jobs in sectors 
linked to the distribution and retailing of tobacco products. 
Approximately 4,870 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the inc~me created in the New York tobacco sector is 
re-spent in the New York economy which stimulates other sectors. 
Price Waterhouse estimates that 195,035 New York jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 23,404 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 28,274 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. New York cigarette excise tax 
revenues. will drop by $88,812,000. 
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SECTOR 

Tobacco Growing 

Tobacco Manufacturing 

Tobacco Wholesale Trade 

Tobacco Retail Trade 

Tobacco Sector Suppliers 

TOTAL TOBACCO SECTOR 

EXPENDITURE INDUCED SECTORS 

PAYROLL LOSSES 

NA 

$14,022,372 

$13,591,524 

$23,397,780 

$149,369,460 

$200,381,136 

5909,540,936 

EMPLOYMENT 
LOSSES (JOBS) 

NA 
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382 

1,326 

3,010 

4,870 

23,404 



ECONOMIC LOSSES TO NOR= CAROLINA 
PROM INCREASING THE FEDERAL EXCISE TAX 

PROM $0.24 TO $0.99 PER PACX 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the North Carolina economy. Cigarette 
sales in North Carolina could fall by approximately 12%. Price 
Waterhouse estimates that 105,633 North Carolina residents have 
jobs in sectors linked to the production, distribution and 
retailing o f  tobacco products. Approximately 12,676 of these jobs 
would be lost if the federal cigarette tax is increased by $0.75 
per pack. 

In addition, the income created in the North Carolina tobacco 
sector is re-spent in the North Carolina economy which stimulates 
other sectors. Price Waterhouse estimates that 154,713 North 
Carolina jobs are created due to this expenditure-induced or ripple 
effect. Increasing the cigarette tax by $0.75 per pack would lead 
to a loss of 18,566 expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 31,242 jobs. 

@ Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. North Carolina cigarette excise tax 
revenues will drop by $5,181,000. 
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ECONOMIC LOSSES TO NORTE DAKOTA 
FROM INCREASING TEE PEDERAL EXCISE TAX 

PROM $0.24 TO $0.99 PER PA- 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the North Dakota economy.. Cigarette sales 
in North Dakota could fall by approximately 12%. Price Waterhouse 
estimates that 1,275 North Dakota residents have jobs in sectors 
linked to the distribution and retailing of tobacco products. 
Approximately 153 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the North Dakota tobacco sector 
is re-spent in the North Dakota economy which stimulates other 
sectors. Price Waterhouse estimates that 1,503 North Dakota jobs 
are created due to this expenditure-induced or ripple effect. 
Increasing the cigarette tax by $0.75 per pack would lead to a loss 
of 180 expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 333 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. North Dakota cigarette excise tax 
revenues will drop by $2,580,000. 

ECONOMXC LOSSES 

SECTOR PAYROLL LOSSES EMPLOYMENT 

TOTAL LOSSES $7,470,012 333 I 
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ECONOMIC LOSSES TO OHIO 
FROM INcRKA!XNG THE FEDERAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Ohio economy. Cigarette sales in Ohio 
could fall by approximately 12%. Price Waterhouse estimates that 
22,421 Ohio residents have jobs in sectors linked to the 
production, distribution and retailing of tobacco products. 
Approximately 2,690 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Ohio tobacco sector is re- 
spent in the Ohio economy which stimulates other sectors. Price 
Waterhouse estimates that 81,860 Ohio jobs are created due to this 
expenditure-induced or ripple effect. Increasing the cigarette tax 
by $0.75 per pack would lead to a loss of 9,823 expenditure-induced 
jobs. 

All together, the tax hike would lead to a loss of 12,513 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette exciae tax revenues. Ohio cigarette excise tax revenues 
will drop by $33,780,000. 

ECONOMIC LOSSES 
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ECONOMIC LOSSES TO OKLAHOMA 
FROM IN(3REASING THE FEDERAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Oklahoma economy. Cigarette sales in 
Oklahoma could fall by approximately 12%. Price Waterhouse 
estimates that 5,214 Oklahoma residents have jobs in sectors linked 
to the distribution and retailing of tobacco products. 
Approximately 627 of these jobs would be lost if the federal 
cigarette tax ia increased by $0.75 per pack. 

In addition, the income created in the Oklahoma tobacco sector is 
re-spent in the Oklahoma economy which atimulates other sectors. 
Price Waterhouse estimates that 11,489 Oklahoma jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 1,379 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 2,006 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenuea. Oklahoma cigarette excise tax @ revenues will drop by $7,492,560. 

ECONOMIC LOSSES 
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Tobacco Wholesale Trade 

Tobacco Retail Trade 

Tobacco Sector Suppliers 

TOTAL TOBACCO SECTOR 

EXPENDTTURE INDUCED SECTORS 

TOTAL LOSSES 

SECTOR 

Tobacco Growing 

Tobacco Manufacturing 

$2,437,272 

$3,018,672 

$8,360,664 

$13,855,920 

$40,806,912 

$54,662,832 

PAYROLL LOSSES 

NA 

$39,312 
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222 
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ECONOMIC LOSSES TO OREGON 
PROM mcRBASING THBl FEDERAL EXCISE TAX 

PROM $0.24 TO $0.99 PER PACX 

Increasing the federal cigarette tax by $ 0 . 7 5  per pack would have 
a significant impact on the Oregon economy. Cigarette sales in 
Oregon could fall by approximately 12%. Price Waterhouse estimates 
that 4,388 Oregon residents have jobs in sectors linked to the 
distribution and retailing of tobacco products. Approximately 526 
of these jobs would be lost if the federal cigarette tax is 
increased by $ 0 . 7 5  per pack. 

In addition, the income created in the Oregon tobacco sector is re- 
spent in the Oregon economy which stimulates other sectors. Price 
Waterhouse estimates that 16,669 Oregon jobs are created due to 
this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 2,000 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 2,526 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Oregon cigarette excise tax 
revenues rill drop by 111,540,000. 

ECONOMIC LOSSES 

TOTAL LOSSES $69,459,276 2,526 
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ECONOMIC LOSSES TO PENNSYLWANIA 
PROM INCREASING TBE FEDERAL EXCISE TAX 

PRoM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Pennsylvania economy. Cigarette sales 
in Pennsylvania could fall by approximately 12%. Price Waterhouse 
estimates that 25,949 Pennsylvania resident8 have jobs in sectors 
linked to the production, distribution and retailing of tobacco 
products. Approximately 3,113 of these jobs would be lost if the 
federal cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Pennsylvania tobacco sector 
is re-spent in the Pennsylvania economy which stimulates other 
sectors. Price Waterhouse estimates that 62,148 Pennsylvania jobs 
are created due to this expenditure-induced or ripple effect. 
Increasing the cigarette tax by $0 -75 per pack would lead to a loss 
of 7,458 expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 10,571 jobs 

0 Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Pennsylvania cigarette excise tax 
revenues will drop by $41,892,000. 

ECONOMIC LOSSES 
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ECONOMIC LOSSES TO RHODE ISLAND 
PROM INCREASING TBE FEDERAL EXCISX TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Rhode Island economy. Cigarette sales 
in Rhode Island could fall by approximately 12%. Price Waterhouse 
estimates that 1,498 Rhode Island residents have jobs in sectors 
linked to the distribution and retailing of tobacco products. 
Approximately 179 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Rhode Island tobacco sector 
is re-spent in the Rhode Island economy which stimulates other 
sectors. Brice Waterhouse estimate8 that 4,281 Rhode Island jobs 
are created due to this expenditure-induced or ripple effect. 
Increasing the cigarette tax by $0.75 per pack would lead to a loss 
of 514 expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 693 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Rhode Island cigarette excise tax 
revenues will drop by $4,980,000. 

ECONOMSC LOSSES 
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ECONOMIC LOSSES TO SOUTH CAROLINA 
FROM I N U I N G  TEE FEDERAL EXCISE TAX 

PROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the South Carolina economy. Cigarette 
sales in South Carolina could fall by approximately 12%. Price 
Waterhouse estimates that17,218 South Carolina residents have jobs 
in sectors linked to the production, distribution and retailing of 
tobacco products . Approximately 2,066 of these jobs would be lost 
if the federal cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the South Carolina tobacco 
sector is re-spent in the South Carolina economy which stimulates 
other sectors. Price Waterhouse estimates that 23,133 South 
Carolina jobs are created due to this expenditure-induced or ripple 
effect. Increasing the cigarette tax by $0.75 per pack would lead 
to a loss of 2,776 expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 4,842 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. South Carolina cigarette excise tax 
revenues will drop by $3,420,000. 

ECONOMIC LOSSES 

TOTAL LOSSES $99,135,072 4,842 
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ECONOMIC LOSSES M SO- DAKOTA 
FROM RKXEASING THE FEDERAL EXCISE TAX 

PROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the South Dakota economy. Cigarette sales 
in South Dakota could fall by approximately 12%. Price Waterhouse 
estimates that 1,212 South Dakota residents have jobs in sectors 
linked to the distribution and retailing of tobacco products. 
Approximately 146 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the South Dakota tobacco sector 
ia re-spent in the South Dakota economy which stimulates other 
sectors. Price Waterhouse estimates that 1,709 South Dakota jobs 
are created due to this expenditure-induced or ripple effect. 
Increasing the cigarette tax by $0 -75 per pack would lead to a loss 
of 205 expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 351 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. South Dakota cigarette excise tax 
revenues will drop by $1,788,000. 

ECONOMIC LOSSES 

TOTAL LOSSES $7,194,048 351 1 
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ECONOMIC LOSSES M TENNESSEE 
PROM INCREASING TEE FEDERAL EXCISE TAX 

PROM $0 .24  TO $ 0 . 9 9  PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Tennessee economy. Cigarette sales in 
Tennessee could fall by approximately 12%. Price Waterhouse 
estimates that 21.614 Tennessee residents have jobs in sectors 
linked to the production, distribution and retailing of tobacco 
products. Approximately 2,594 of these jobs would be lost if the 
federal cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Tennessee tobacco sector is 
re-spent in the Tennessee economy which stimulates other sectors. 
Price Waterhouse estimates that 30,340 Tennessee jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 3,641 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 6,235 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Tennessee cigarette excise tax 
revenues will drop by $8,988,000. 

ECONOMIC LOSSES 
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ECONOMIC LOSSES TO TEXAS 
FROM INCREASING TZE FEDERAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACX 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Texas economy. Cigarette sales in 
Texas could fall by approximately 12%. Price Waterhouse estimates 
that 28,234 Texas residents have jobs in sectors linked to the 
distribution and retailing of tobacco products. Approximately 
3,388 of these jobs would be lost if the federal cigarette tax is 
increased by $0.75 per pack. 

In addition, the income created in the Texas tobacco sector is re- 
spent in the Texas economy which stimulates other sectors. Price 
Waterhouse estimates that 76,486 Texas jobs are created due to this 
expenditure-induced or ripple effect. Increasing the cigarette tax 
by $0.75 per pack would lead to a loss of 9,178 expenditure-induced 
jobs. 

All together, the tax hike would lead to a loss of 12,566 jobs 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Texas cigarette excise tax revenues 
will drop by $70,332,000. 

ECONOMIC LOSSES 
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ECONOMIC LOSSES TO UTAH 
FROM INCREASINO TBE FED- EXCISE TAX 

PROM $0.24 TO $0.99 PER PACK 

:creasing the federal cigarette tax by $0.75 per pack would have 
significant impact on the Utah economy. Cigarette sales in Utah 
iuld fall by approximately 12%. Price Waterhouse estimates that 
446 Utah residents have jobs in sectors linked to the 
.stribution and retailing of tobacco products. Approximately 294 
i these jobs would be lost if the federal cigarette tax is 
lcreased by $0.75 per pack. 

1 addition, the income created in the Utah tobacco sector is re- 
)ent in the Utah economy which stimulates other sectors. Price 
tterhouse estimates that 7,116 Utah jobs are created due to this 
genditure-induced or ripple effect. Increasing the cigarette tax 
$0.75 per pack would lead to a loss of 854 expenditure-induced 

1bs. 

-1 together, the tax hike would lead to a loss of 1,148 jobs. 

y, dwindling cigarette sales will also mean less state 
tte excise tax revenues. Utah cigarette excise tax revenues . 

by $3,357,600. 
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ECONOMIC LOSSES TO VERMONT 
FROM INCFSWINO T 5  FEDERAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Vermont economy. Cigarette sales in 
Vermont could fall by approximately 12%. Price Waterhouse 
estimates that 845 Vermont residents have jobs in sectors linked to 
the distribution and retailing of tobacco products. Approximately 
102 of these jobs would be lost if the federal cigarette tax is 
increased by $0.75 per pack. 

In addition, the income created in the Vermont tobacco sector is 
re-spent in the Vermont economy which stimulates other sectors. 
Price Waterhouse estimates that 2,801 Vermont jobs are created due 
to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 336 
expenditure-induced jobs . 
All together, the tax hike would lead to a loss of 438 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Vermont cigarette excise tax 
revenues will drop by $1,608,000. 

ECONOMIC LOSSES 
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ECONOMIC LOSSES TO VIRGINIA 
FROM INCXEASING TBE FEDERAL EXCISE TAX 

FROM $0 .24  TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Virginia economy. Cigarette sales in 
Virginia could fall by approximately 12%. Price Waterhouse 
estimates that 4 4 , 5 3 7  Virginia residents have jobs in sectors 
linked to the production, distribution and retailing of tobacco 
products. Approximately 5 , 3 4 3  of these jobs would be lost if the 
federal cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Virginia tobacco sector is 
re-spent in the Virginia economy which stimulates other sectors. 
Price Waterhouse estimates that 83,792 Virginia jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 10,055 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 15,398 jobs 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Virginia cigarette excise tax 
revenues will drop by $5,600,000. 

ECONOMIC LOSSES 
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ECONOMIC LOSSES TO m H I N G T O N  
FROM II'ICXEA!3ING TEE FED= EXCISE TAX 

PROM $0.24 TO $0.99 PER PACX 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Washington economy. Cigarette sales in 
Washington could fall by approximately 12%. Price Waterhouse 
estimates that 7,072 Washington residents have jobs in sectors 
linked to the distribution and retailing of tobacco products. 
Approximately 849 of these jobs would be lost if the federal 
cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Washington tobacco sector is 
re-spent in the Washington economy which stimulates other sectors. 
Price Waterhouse estimates that 25,135 Washington jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 3,016 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 3,865 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Washington cigarette excise tax 
revenues will drop by $23,220,000. 

ECONOMIC LOSSES 
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ECONOMIC LOSSES TO WEST VIRGIBTA 
FROM INCREASING THE FEDERAL EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the West Virginia economy. Cigarette sales 
in West Virginia could fall by approximately 12%. Price Waterhouse 
estimates that 3,759 West Virginia residents have jobs in sectors 
linked to the production, distribution and retailing of tobacco 
products. Approximately 450 of these jobs would be lost if the 
federal cigarette tax is increased by $ 0 . 7 5  per pack. 

In addition, the income created in the West Virginia tobacco sector 
is re-spent in the West Virginia economy which stimulates other 
sectors. Price Waterhouse estimates that 9,790 West Virginia jobs 
are created due to this expenditure-induced or ripple effect. 
Increasing the cigarette tax by $0.75 per pack would lead to a loss 
of 1,175 expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 1,625 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Weat Virginia cigarette excise tax @ revenues will drop by $1,140,000. 

ECONOMIC LOSSES 

These rsrimass far job and compensauonloss arc basedona comprchcnr~vestudy of  employmenland eompenrarlontn !he U.S. mh~cco inrluslry 4 -  
prepared by Pnce Warerhouse in 1992. The econamle loss estlmam an pm,celed by The Tubaccu Inrtimte eslng 1 stsndml prlcr elrsucly 
moriei. 8 . 0 .. 



ECONOMIC LOSSES TO WISCONSIN 
FROM INCREASING THE F%DP;RAt EXCISE TAX 

FROM $0.24 TO $0.99 PER PACK 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Wisconsin economy. Cigarette sales in 
Wisconsin could fall by approximately 12%. Price Waterhouse 
estimates that 9,903 Wisconsin residents have jobs in sectors 
linked to the production, distribution and retailing of tobacco 
products. Approximately 1,189 of these jobs would be lost if the 
federal cigarette tax is increased by $0.75 per pack. 

In addition, the income created in the Wisconsin tobacco sector is 
re-spent in the Wisconsin economy which stimulates other sectors. 
Price Waterhouse estimates that 32,110 Wisconsin jobs are created 
due to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a Loss of 3,853 
expenditure-induced jobs. 

All together, the tax hike would lead to a loss of 5,042 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Wisconsin cigarette excise tax * revenues will drop by $21,072,000. 

ECONOMIC LOSSES 
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ECONOMIC LOSSES M WYOMING 
FROM INCREASING TBE FEDERAL EXCISE TAX 

PROM $0.24 TO $0.99 PER PA= 

Increasing the federal cigarette tax by $0.75 per pack would have 
a significant impact on the Wyoming economy. Cigarette sales in 
Wyoming could fall by approximately 12%. Price Waterhouse 
estimates that 796 Wyoming residents have jobs in sectors linked to 
the distribution and retailing of tobacco products. Approximately 
96 of theae jobs would be lost if the federal cigarette tax is 
increased by $0.75 per pack. 

In addition, the income created in the Wyoming tobacco sector i s  
re-spent in the Wyoming economy which stimulates other sectors. 
Price Waterhouse estimates that 1,864 Wyoming jobs are created due 
to this expenditure-induced or ripple effect. Increasing the 
cigarette tax by $0.75 per pack would lead to a loss of 224 
expenditura-induced jobs. 

All together, the tax hike would lead to a loss of 320 jobs. 

Finally, dwindling cigarette sales will also mean less state 
cigarette excise tax revenues. Wyoming cigarette excise tax 
revenues will drop by $708,000. 

ECONOMIC LOSSES 

These esrimares for job and compcnsadonloss ace based on a ~ o m p r e h e n s i v ~ ~ ~ d y  of employmentand compcnsat~on~n rhc U.S. robacco industry 
pmpamd by Price Waterhause tn 1992. The eeonomzc loss estimaes are pmjecred by The Tobacco lnsttmte urtng n stnndani pier  rl3StlCltY 
model. 

TOTAL LOSSES $8,411,712 320 
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Mr. Chairman and distinguished members of the Com- 
mittee, I appreciate the opportunity to testify on issues 
related to the financing of health care reform. I am the Ramsey 
Professor of Economics at the University of Georgia. 

I am here today at the request of The Tobacco 
Institute. The Institute has asked me to address questions 
raised by the CommitteeJs October 29 hearing announcement 
regarding the Administration's proposal to help finance health 
care reform by increasing the federal excise tax on cigarettes 
by 75 cents per pack -- a 312 percent hike. The views expressed 
in this statement are my own and do not necessarily reflect the 
views of The Tobacco Institute. 

It is important to note, at the outset, that the 
President has stated that his purpose in proposing to increase 
the federal excise tax on cigarettes is to help finance 
his health care program -- & to reduce smoking. This is what 
the President said in response to a question from Andrea 
Mitchell at his press conference last Friday: 

''I didn't want to raise any money from anybody to 
do anything other than to pay for the health care 
program, although I think that higher tobacco 
taxes [would] discourage use and that's a good 
thing. But that wasn't what was behind it." 

Given that the President's sole justification for 
increasing the federal cigarette excise tax is to help pay for 
his health care package, it is fitting that the Committee's 
questions focus on the economic justification for, and the 
fairness of, the Administration's proposed tax increase. The 
Committee's concerns are well-founded. 

The Committee has asked, first, whether smokers 
"inflict significant external costs on the rest of society" and, 
if so, whether the federal cigarette excise tax should be raised 
"to deal with this." As I will explain, if smokers do impose 
external costs on the rest of society, they already are more 
than paying their own way at current tax levels. It is unfair, 
therefore, to make them pay more, and it could not be justified 
economically. 

The Committee also has asked whether we can measure 
how much health care costs would be reduced by raising the ciga- 
rette excise tax to the level suggested by the Administration, 
with the decline in smoking that would be expected to result. 
I am aware of no hard data that would permit such a measurement. 
At the same time, though, I would point out that a recent 
government study has suggested that reducing smoking could 
increase, not decrease, health care costs in the long run. 

a Finally, the Committee has asked for an assessment of 
the effects of the tax increase proposed by the Administration 
on tobacco production. The proposed tax increase undoubtedly 
would reduce consumption and thereby decrease production, This 
would result in increased unemployment nationwide, with the 
Southeastern states being especially hard hit. The proposed tax 
increase also would reduce state revenues and trigger additional 
federal spending that would substantially offset the $10.4 



billion in "neww revenues that proponents of the proposed tax 
increase project. 

The Committee's questions force us to examine the 
basic purpose of health care reform legislation. Is it to 
establish a pay-as-you-go system, in which Americans are taxed 
according to the health care costs that they are thought to 
incur as individuals, by virtue of their particular behaviors 
and lifestyles? If so, it would be arbitrary and unfair to 
single out smokers. 

It would be similarly arbitrary and unfair to focus 
solely on smokers if the purpose of the legislation is to reduce 
health care costs by promoting "healthier" lifestyles and be- 
haviors. As I have noted, President Clinton has said that this 
is not the basis on which the Administration has proposed to 
increase the federal cigarette excise tax. If that were the 
basis, however, fairness and consistency would require the 
targeting of a long list of "risky1* lifestyles. 

From the standpoint of fairness and economic policy, 
the Administration's proposal to finance health care reform 
through increased cigarette excise taxes is particularly ironic. 
A principal aim of the President's health care reform program is 
to help lower-income families. But cigarette excise taxes, like 
all other excise taxes, are inherently regressive. The Congres- 
sional Budget Office reported in 1987 that a cigarette excise 
tax increase would hit lower-income families more than six times 
harder than higher income families. Indeed, the CBO, which 
studied the distributional effects of excise tax increases on 

0 beer, wine, liquor, tobacco, gasoline, airfare and telephone 
services, concluded that "[aln increase in the excise tax on 
tobacco would be the most regressive of all."' A Congressional 
Black Caucus Task Force report released by Congressman Mervyn 
Dymally (D-Cal.) stated that even a modest increase in excise 
taxes would "considerably magnify the incidence, prevalence and 
the enormity of poverty in the United States.1f2 

Let me now address the Committee's three questions in 
greater detail, and from a purely economic standpoint, leaving 
aside these questions of fairness. 

EXTFXNAL COSTS 

External costs refer to costs that are incurred by one 
person but paid by another. If you incur a cost and you pay it, 
it is an internal, not an external cost. Thus, if you miss work 
and lose a day's pay, that is an internal cost. If you get sick 
and a total stranger pays for your treatment, that is an 
external cost. 

The Committee has asked generally about the external 
costs of smoking. It has not limited its inquiry to external 
coats related to health care. I will consider the various types 
of possible external costs separately. 

As discussed below, smokers already pay at current tax 
levels more than their fair share of any external costs borne by 
the government as a supposed result of their smoking. It is 

@ Congressional Budget Office, "The Distributional Effects of 
an Increase in Selected Federal Excise Taxes," pp. 1-2 (Jan. 
1987). 

Report for the Chairman of the Congressional Black Caucus, 
"Analyzing the Possible Impact of Federal Excise Taxes on the 
Poor, Including Blacks and Other Minorities," p. 4 (July 1987). 



inappropriate, moreover, to view private health insurance pre- 
. miums paid by nonsmokers as external costs. Finally, foregone 

e wages and "lost" productivity are not properly viewed as 
Nexternaln costs. It has not been established, in any event, 
that smokers, as a group, are less productive than nonsmokers 
when all relevant factors are taken into account. 

A. Health care 

1. Coats to Governme!& 

Let's start with the external costs that smokers are 
said to impose on federal, state and local governments in health 
care expenditures attributedto smoking-related illnesses (h, 
illnesses that reportedly are suffered more commonly by smokers 
than by nonsmokers). 

In a report released in May of this year, the Office 
of Technology Assessment (OTA) estimated that smokers "cost" 
federal, state and local governments $8.9 billion in health care 
expenditures because of illnesses viewed as smoking-related.3 
Assuming the validity of that estimate for the sake of discus- 
sion, the fact is that smokers currently pay federal, state and 
local governments $11.3 billion in cigarette excise taxes and 
another $2 billion in sales taxes -- a total of $13.3 billion. 
Only smokers pay this $13.3 billion. Nonsmokers do not. 

Thus, through excise and sales taxes, smokers cur- 
rently are paying $4.4 billion - to federal, state and local 
governments than the $8.9 billion that OTA claims smokers "cost" 
all levels of government in health care expenditures. OTA 
estimates the federal government's share of these government 
"costs" at $6.3 billion. This translates to 24 cents per pack 
of cigarettes sold -- the current Level of the federal cigarette 
excise tax. Clearly, with respect to government costs, smokers 
are more than "paying their own way" at current tax levels. 

2. private Medical costs 

OTA estimates that smokers also generate $11.9 billion 
in health care costs that are not borne by the government -- 
that is, health care costs that are paid by smokers individually 
or through private insurance. For purposes of accurate cal- 
culations, even this $11.9 billion estimate must be reduced to 
$7.5 billion by the $4.4 billion in excess taxes that smokers 
pay. The Committee also should recognize, however, that there 
are more fundamental problems with OTA's estimate. 

By definition, health care costs paid by smokers are 
not "externalq1 costs. such health care costs include co- 
payments, deductibles and other costs that are not covered by 
insurance. These out-of-pocket costs cannot properly be 
included in any tabulation of "external costs" that smokers are 
thought to impose. OTA never attempted to calculate or disag- 
greqate these costs that are paid by smokers. Thus, it has no 
basis to claim that smokers do not also pay their way in the 
private insurance market. 

It is, in any event, inappropriate to view private 
health insurance premiums paid by others as an llexternallt cost. 
Insurance by definition involves the pooling or sharing of risk: 
I promise to pay your bills if you get sick, and you promise to 
pay mine if I get sick. Because the obligation to pay is reci- 
procal, insureds are, in effect, one person. Since we are a 
"joint enterprise" for the purpose of sharing risk, the cost 
that each of us may impose on the other is therefore not genu- 

s "Smoking-Related Deaths and Financial Costs: Office of 
Technology Assessment Estimates for 1990" (May 1993). 



inely external. Neither does the fact that an employer may pay 
for an employee's health insurance make the premium an external 
cost. Health insurance premiums paid by employers ultimately 
are paid by employees through reduced wages. 

The premise of insurance is the spreading and sharing 
of risk. It would defy this premise to isolate smokers as a 
"high risk" group for purposes of financing health care reform. 
It also would perpetuate a discriminatory feature of our current 
health care system, a feature that the Administration's reform 
package seeks to eliminate. 

Ironically, Secretary Bentsen has suggested that an 
increase in the federal cigarette excise tax is justified as a 
substitute for differential premiums for smokers and nonsmokers 
currently offered by heath insurers. Such premium differentials 
generally would be disallowed by community rating under the 
Administration's proposal. The Surgeon General, however, has 
indicated that it is quite uncommon for private health insurers 
to offer such premium differentials for smokers and nonsmokers. 
Even more to the point, the Surgeon General has stressed the 
paucity of "actuarial data to document that nonsmokers incur 
fewer health care costslt than ~mokers.~ Under Secretary 
Bentsen's rationale, therefore, the proposed tax increase would 
"substitute" for a premium differential that is more imaginary 
than real and that is not justified actuarially in any event. 

8. Poreaone Waaba and  LO#^" Productivity 

OTA suggests that smoking results in $40.3  billion in 
foregone wages and $6.9 billion in "Iost" productivity. Even 
assuming for the sake of discussion that these estimates were 
accurate, they do not represent nexternal costs." The most 
important point to make here is that, since these "costs" are * not related to health care, it is inappropriate to consider them 
in determining whether a proposed federal cigarette excise tax 
increase may be justified as a means of financing health care 
z&xn. 

These rather obvious points aside, foregone wages are, 
by definition, costs borne directly by the employee. They 
cannot be considered costs incurred by anyone else. Thus, the 
$40 .3  billion that OTA assigned to foregone wages cannot be 
viewed as an external cost that justifies any increase in the 
cigarette excise tax. 

llLostll productivity cannot be considered a cost at all 
unless one assumes that society somehow is entitled to maximum 
productivity from its members, so that anything less than maxi- 
mum effort is a social "loss." That is, of course, an absurd 
conception. When a person is absent from work for whatever 
reason -- to go on vacation, have a tooth pulled, serve on a 
jury, or attend a child's school play -- there is no "cost" to 
society. The fact that someone does something other than work 
does not represent a S O C ~  loss unless we view ourselves as 
"owned" by society and society is viewed as having the power to 
determine how we spend our time based on its own criteria of 
value. This is not my vision of America or any other free 
society. 

It has not been established, in any event, that 
smokers, as a group, are less productive than nonsmokers when 
all relevant factors are taken into account. The large majority 
of studies that report an association between smoking status and 
increased employee absenteeism acknowledge that factors other 
than smoking may account Ear the apparent association. As James 

See Reducinu the Health Consemences of Smokinu -- 25 Years 
of Procfress: A Reaort of the Surueon General 548-49 (1989). 



Athanaeou, an antismoking advocate, stated in an, early review 
article: 

llSickness absence is a complex behavioral phe- 
nomenon in which a multiplicity of health, social 
and psychological factors are involved. * * * 
Most investigators have implicitly assumed that 
the only difference between a non-smoking and a 
smoking group is their tobacco habit and that any 
other personal factors are equally distributed 
within these groups. * * * None of the reported 
studies has considered the additional effects on 
sickness absence of job satisfaction, attitudes 
to work, personality, other psychosocial or 
socioeconomic variables and the urban factor in 
conjunction with the effects of smoking.1v' 

Professors Robert D. Tollison and Richard E. Wagner 
likewise commented in their 1992 study of the issue: 

n[S]mokers and nonsmokers are not identical in 
all respects other than smoking. AUiOng other 
things, smokers have an above-average represen- 
tation in blue collar occupations, they also 
consume on average an above-average amount of 
alcohol, although there are many teetotaling 
smokers and nonsmoking alcoholics, and they 
generally exercise less than nonsmokers, although 
smoking bicyclists, swimmers, and joggers can be 
found. In assuming that people are identical 
except for their smoking, various diseases and 
their associated costs are improperly attributed 
to smoking. n6 

A recent study by Gabel and Colley-Niemeyer is 
instructive. These researchers investigated absenteeism among 
employees of a state public health department in the U.S. in a 
1990 study. Although they found a higher rate of absenteeism 
among smokers than among non-smokers, they also suggested that 
"in addition to education level and sex, selected life-style 
behavior may ba related to smoking [that] may significantly 
influence sick leave and absenteeism."' As the editor of the 
journal in which the study appeared stated, "separating 
absenteeism differences in smokers and nonsmokers is difficult 
if these two groups of workers differ in other health-related 
behavior. "' 

Athanasou, James A . ,  "Sickness Absence and Smoking Behavior 
and Its Consequences," Journal of Occu~ational Medicine (1975), 
vol. 17, p. 444 .  

6 Tollison, Robert D. and Wagner, Richard E., The Economics 
of Smoking (1992) at 64. 

' Gabel, Harold D. and Colley-Niemeyer, Brenda, "Smoking in 
a public health agency: Its relationship to sick leave and 
other lifestyle-behavior," Southern Medical Journal (L990), vol. 
83, no. I, p. 16. 

a Novotny, Thomas E., llSmoking policies and the healthy 
worker effect," SQuthern Medical Journal (1990), vol. 83, no. 1, 
pp. 11-12. See also, u, carmichael, A. and Cockcroft, A. ,  
"Survey of Student Nurses1 Smoking Habits in a London Teaching 
Hospital, M . . e d a c u  (1990), vol. 84, p. 280; Hawker, 
Rosalind and Holtby, Ian, "Smoking and absence from work in a 
population of student nurses," m l i c  Health (1988), vol. 102, 
pp. 161-67; Parkes, Katharine R., "Smoking as a moderator of the 
relationship between affective state and absence from work," 
sou rnol (1983), vol. 68, no. 4 ,  pp. 698- 
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Professor Richard Ault of Auburn University and 
several colleagues recently reviewed a series of studies sug- 
gesting that smokers miss more work than nonsmokers because they 
smoke. Ault and his colleagues found that the studies merely @ compared absenteeism rates tor smokers and nonsmokers, without 
considering whether the observed difference was due to smoking 
per se or to other underlying determinants of absenteeism that 
are more prevalent among smokers than among nonsmokers. Accord- 
ing to Ault, the failure to consider such other determinants has 
resulted in wspurious conclusions about the relationship between 
smoking and ab~enteeism."~ 

ECT 00 A TAX ZNCReASB ON DEWiND FOR BEALTB CARq 

The Committee also has asked whether we can measure 
how much health care costs would be reduced by raising the 
cigarette excise tax to the level suggested by the Adminis- 
tration, with the decline in smoking that would be expected to 
result. As noted, I am aware of no hard data on this point. 
However, a number of experts and government authorities assume 
that smokers would live longer and make greater demands on the 
health care system if they did not smoke, and thus believe that 
reducing smoking might well increase, not decrease, health care 
costs. 

OTA stated in its recent report, for example, that the 
reduction or elimination of smoking -- 

"may not lead to savings in health care costs. 
In fact, significant reductions in smoking pre- 
valence and the attendant increase in life 
expectancy could lead to future increases in 
total medical spending, in Nedicare program 
outlays, and in the budgets of the social 
Security and other government programs." 

As an economist, I cannot assess the validity of OTA's 
assumption that reducing smoking would increase life expectancy. 
But if OTA's assumption is accepted, its statement -- that 
reducing smoking could increase health care costs over the long 
run -- seems self-evident. OTA1s statement likewise makes it 
self-evident that proponents of a federal cigarette excise tax 
increase cannot justify such a tax increase as a means of 
reducing the nation's escalating health care costs. 

There is no dispute that the proposed tax increase 
would reduce consumption and would thereby decrease production. 
This and other effects of reduced consumption would dramatically 
increase unemployment and substantially offset the $10.4 billion 
in additional federal revenues that proponents of the tax 
increaee project. 

According to Price Waterhouse, there are approximately 
681,000 jobs in the U.S. tobacco sector of the economy.'' The 
tobacco sector includes tobacco growing and manufacturing, the 
distribution and retailing of tobacco products, and the 
industries that supply these sectors. 

808 ("[A] major methodological limitation of many studies relat- 

e ing to sickness absence and smoking is the implicit assumption 
that smokers and nonsmokers differ only in smoking behavior."). 

~ult, Richard w., et al., "Smoking and Absenteeism," 
m i e d  E C O ~ Q ~ ~ C S  (1991), vol. 23, pp. 743,  753-52. 

lo Price Waterhouse, "The Economic Impact of the Tobacco 
Industry on the United States in 1990" (Oct. 1992). 



The Administration estimates that the proposed 75- 
cent-per-pack cigarette excise tax increase would result in a 
12-15 percent reduction in demand. It is estimated that this 
would cost about 82,000 tobacco sector jobs. Along with these 
lost jobs would be a payroll loss of approximately $1.9 billion. 
Through an inevitable ripple effect, this payroll loss would 
generate a loss of nearly 192,000 jobs throughout the economy. 

The South would be particularly hard hit by these job 
losses. It is estimated that nearly 40,000 tobacco sector jobs 
would be eliminated in 12 Southeastern states. In the six major 
tobacco producing states of Georgia, Kentucky, North Carolina, 
South Carolina, Tennessee, and Virginia the tobacco sector job 
losses are estimated to come to approximately 33,500 jobs. 

The proposed tax increase would trigger a significant 
increase in required federal spending as well. Increases in 
federal spending would be required as tobacco workers become 
unemployed bacause of decreased production. A reasonable esti- 
mate of these losses is $1.72 billion. 

In addition, the tobacco component of the Consumer 
Price Index (CPI) is 1.7458 percent. A 75-cent increase in the 
price of a pack of cigarettes (a 40 percent increase) would 
boost the CPI by .7 percent. That in turn would require a .7 
percent increase in federal spending on all indexed federal pro- 
grams, such as the social Security, food stamps, and federal 
pension programs. At 1993 spending levels, this would amount to 
$3.92 billion in additional obligated federal spending. 

The total quantitative losses come to $5.64 billion, 
which leaves only $4.76 billion net revenue from the proposed 
75-cent excise tax increase. This is less than half the gross 
estimate proponents claim the proposed tax increase actually 
would raise. When the multiplier effect takes effect, the net 
revenue from the proposed tax increase is reduced even further. 

It also should be recognized that reduced cigarette 
sales from the proposed federal excise tax increase will reduce 
state cigarette excise tax revenues. These revenues are cur- 
rently around $6.7 billion per year. Given a reasonable price 
elasticity of demand for cigarettes, the proposed 75-cent 
increase in the price of cigarettes would reduce this revenue by 
approximately $800 million. Some of this loss to the states 
undoubtedly would have to be made up by the federal government. 
This would represent yet another source of erosion of the net 
revenue the federal government would receive from the proposed 
cigarette excise tax increase. 

Increasing the federal cigarette excise tax is simply 
not justified from an economic standpoint. Smokers already more 
than "pay their way" at current levels of taxation. Making them 
pay more would be discriminatory and unfair. In addition, OTA's 
recent report suggests that reducing smoking actually could 
increase health care costs over the long run rather than reduce 
them. Finally, the proposed excise tax increase would trigger 
additional federal expenditures that would substantially offset 
the new tax revenues and impose significant unemployment costs 
on the economy, particularly in the South. 

For all of these reasons, the proposal to increase the 
federal cigarette excise tax to finance health care reform 
should be rejected. 



Statement of 
Fred Bond, Vice President 

Tobacco Growers' Information Committee, Inc  

Before the US House Ways & Means Committee 
On the Administration's Health Security Act 

November 18, 1993 

Thank you, Mr. Chairman, for the opportnnity to appear before this Committee and 
discuss "the effect of the tax increase proposed by the Administration on the production 
of t o b m . "  

My name is Fred Bond. I am testifying on behalf of the Tobacco Growers' Information 
Committee, an organization representing hundreds of thousands of tobacco farmers and 
family members in 22 states across the country where tobacco is produced. 

President Clinton proposes a drastic increase in tobacco taxes to pay for U.S. health care 
reform. The majority of tobacco growers believe that all Americans should have equal 
access to adequate health care. 

Tobacco growers accept that as wage-earners, property owners and co~lsumers, a portion 
of what they earn, own or buy will be taxed. In fact, many tobacco growers are willing to 
pay their fair share for a better health care system. 

However, tobacco growers are not willing to shoulder a far greater tax burden or to 
sacrifice their livelihood and their dignity to pay for a government program intended for 
all Americans. They expect taxes to be fair -- and not to single out certain Americans to 
contribute than their share. 

Tobacco is one of the Southeast's leading industries. Various facets of the U.S. tobacco 
sector, which includes tobacco growing, manufacturing and sales, employ nearly 325$00 
people from this region of the country. AU of these folks have something in common - 
they all stand to lose significantly from tax-increase proposals being debated here in 
Washington. 

Tobacco contributes significantly to the nation's economy - in both jobs and revenues. 
In 1990, approximately 2.2 million workers derived income hom the tobacco industry. 
Thesc workcrs earned ovcr $66 billion. In that same year, the tobacco industry 
contributed to the federal government over $21.9 billion in non-sales-related taxes: $11.4 
billion in personal income taxes, $2.6 billion in corporate taxes, and $7.9 billion in RCA. 
The industry also contributed to the states $2.8 billion in personal income taxes and 
$855.5 million in corporate wes .  

Consider the tobacco tax contribution from a different perspective. Tobacco often is 
referred to as a "cash crop!' In dollars and cents, each acre of tobacco alone yields more 
than $30,000 in revenue for the federal government. That figure dimbs to around 
$70,000 per acre when state and local revenues are factored in. 

How dire would the consequences of a tobacco excise tax increase be? It is estimated 
that a 75-cent increase in the tobacco tax would wipe out more than 273,000 tobacco- 
related jobs across the country. About 100,000 of these tobacco sector jobs would be 
from Southern states alone. 

The tobacco tax increase also would eliminate $8 billion in individuals' salaries upon 
which the economy depends for strength and recovery. State governments would suffer 
revenue shortfalls as tax collections fall with the projected decline in jobs and retail 
sales. How will the states to make up the $155 billion difference? 

This is unacceptable. We must devise a method to fund health care reform without 
&g on specific geographic regions to make unfair sadccs. 



There are some interests who suggest implementing a o p  "diversification" p r o m  to 
help tobacco fanners make the shift to another crop. Some specifically suBest that a 
portion of the federal tobacco tax should be earmarked to underwrite a transition. A 
check from the government to the farmer is not going to salvage the local car dealership, 
l o d  churches and schools, restaurants, farm equipment stores and 1 the other elements 
of communities. 

Tobacco farmers are already well diversified. Most tobacco is grown on farms where the 
bulk of the acreage is devoted to other crops such as soybeans and corn, or to other uses 
such as raising cattle or hogs. Yet, without tobacco, a farm W y  cannot pay their bills. 
Nearly 80 percent of all flue-cured tobacco farms derived half of their gross farm income 
from tobacco. And about 65 percent of all burley tobacco farms obtained more than 50 
percent of their gross farm income from tobacco. 

Tobacco areas have achieved maximum diversification. Further diversification to crops 
considered exotic for tobacco producing areas would not support existing farm families; 
growers in other parts of the United States would not appreciate subsidies to help former 
tobacco farmers compete with them. 

I would like to address other matters pertaining to the impact of tobacco tax increases 
on tobacco growers. The 1993 flue-cured tobacco quota was set at 891 million pounds in 
December 1992. At that time, there was a strong market demand for approximately 815 
mil. lbs. of flue-cured tobacco. Uncertainty aeated by cigarette excise tax increases by 
as much as $2.00 per pa& caused demand for flue-cured tobacco to drop by as much as 
125 mil. Ihs., or a 14 percent drop in manufacturer and dealer purchases. 

The additional 125 mil. Ibs. placed under loan in the flue-cured tobacco grower owner 
marketing cooperative resulted in depressed returns to growers and a guarantee of the 
Future increased marketing assessments. Tobacco grower owned marketing cooperatives 

a are mandated by federal law at no net cost to the taxpayer. Losses in the sale of loan 
stocks are made up by the grower and purchaser in the form of marketing assessments. 
The threat of a cigarette excise tax increase has cost growers millions of dollars this year 
in personal income and, because of large inventories, will cost the growers millions of 
dollars in personal income in the Future. 

U.S. Department of Agriculture analysts have recently given an unofficial projection of 
the 1995 National Flue-Cured Marketing Quota Official projections can only be made 
using existing laws that might impact tobacco. However, these projections took into 
account a 75-cent-per-pack cigarette tax increase. These projections, with the 75-cent 
increase, decrease the flue-cured quota to a catastrophic 50 percent from current levels 
by 1995 - or a 445 mil. Ib. decline. 

In conclusion, Mr. Chairman, we believe that a solution to the nation's health care 
challenge should be constructed on a solid foundation. AU members of society who can, 
should pay their fair share. Financing progressive government through regressive means 
forces a few Americans to shoulder the tax burden of the entire society. Singling out 
one product, in this case tobacco, to pay more is unfair and unwise policy. 

The tobacco tax punishes, in an economic sense, the very people the Administration and 
many in Congress claim they want most desperately to help - working Americans and 
their families who play by the rules. 

Tobacco tax increases are bad tax policy. Raising tobacco taxes will only create new 
fiscal problems for hundreds of thousands of hard working Americans, and for state and 
local governments across the country. 

0 Tobacco growers from across the United States do support health care reform. But we 
will qpt stand by and watch our livelihoods be destroyed by this drastic tax increase. 



Just a few weeks wo, Mr. Chairman, you said during an inteniew on CNN that vou 
didn't think the of the legislation was to people out of business royj taxing 
them so heavily: 

While it may not be the intent of this legislation, it surely wiU be the outcome. Thank 
you. 
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Mr. Chairman, members of the committee, my name is Robert Curtis and I am 
President of the Kentucky State AFL-CIO. I am also International Vice President for the 
Tobacco Sector of the Bakery, Confectionery and Tobacco Workers International Union 
(BC&T), which represents 125,000 hard-working men and women. 

Let me begin by saying that I grew up on a tobacco farm. 

Mr. Chairman, I am here today because tobacco workers and their families are deeply 
concerned about the proposed 75-cent increase in the federal cigarette tax. 

The labor movement supports affordable, accessible health care for all Americans. 
We strongly support efforts to reform our country's health care system. 

But Mr. Chairman, there is a fly in the ointment. 

President Clinton said that health care reform will expand the American job base. 

We disagree. 

Our union recently conducted a study on employment and compensation in the U.S. 
tobacco industry. We found that a 75-cent increase in the cigarette tax would cost more than 
80,000 American jobs. 

That's 80,000 men and women out of work. 
That's 80,000 American families thrown on the scrap-heap. 
And these jobs, Mr. [insert name here] and Mr. [insert name here], are located in one 

particular region of the country -- the South. 

Our figures show that the south will lose close to 40,000 jobs. That's three-and-a- 
half times as many jobs as the rest of the country. My state -- Kentucky -- would lose more 
than 7,000 jobs, second only to North Carolina. 

h2 
0 
-.I 

Let me emphasize that we are a talking here about losing low-wage, service-sector 3 
jobs. We K e  talking about losing the highest paid manufacturing jobs in the country. 0 

F 
fu 

Mr. Chairman, health care may be our country's number gr& issue. But we do not 
believe that m group of American workers 



@ in industry in  pa^ region of [he country should be forced to bear the entire burden, 

Throughout the south, tobacco jobs ailow hard-working men and women to raise their 
families, educate their children, and provide for their own retirement. 

Mr. Chairman, I represent people like ... [insert names here] 

In countless communities from Richmond, Virginia, to Macon, Georgia, Americans 
depend on tobacco revenue for their economic survival. 

Tobacco is the cornerstone of the southern economy. 

Retraining is often talked about as a solution to job loss. 
Mr. Chairman, retraining is not the answer. We support retraining programs. But we must 
ask ourselves this question -- retraining for what? For part-time work at Domino's pizza 
for $5.35-An-hour? Most displaced tobacco workers would find themselves lost in the want- 
ads. 

If they got lucky, they might get the chance to compete for a minimum-wage, part- 
time job, a job without security or benefits. 

If they try to stay in an extended retraining program, how will they support their * families after their unemployment benefits run out? 

Mr. Chairman, we believe that health care reform can succeed. But first, Americans 
must believe that the program includes universal coverage, cost-containment, and fair 
financing. 

For m y  union's members, the bottom-line is fairness. Fairness for ourselves, our 
families, our communities, and our region. 

- 

The proposed tobacco tax does not meet this fairness test. 

Before thousands of honest, hard-working Americans like [insert names here] lose 
their jobs and their future, we ask the members of this committee to reconsider this proposal. 

Thank you. 
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My name is Gloria Johnson. I am President of the Coalition of Labor Union Women 
(CLUW), the nation's only orgarbtion of trade union women. CLUW is an organization o i  
20.000 members from 75 affiliated chapters, representing 7.5 million women in unions from 
diverse geographic, industrial and occupational backgrounds. Since its inception in 1974, 
CLUW has been a strong voice on issues ranging from reproductive rights and affirmative 
acuon, to family leave and national health care reform. 

The Coalition of Labor Union Women applauds the courage and commitment of President 
Clinton and Fint Lady Hillary Rodham Clinton to MA? on the issue of health care reform. 
Thanks in large pan to their leadership, we now have an historic opportunity to enact a 
national health care plan that will guarantee everyone in this counuy access to high quality, 
affordable and comprehensive health care benefits. 

The Coalition of Labor Union Women is on record in suppon of a single-payer approach to 
health care reform. We have endorsed and strongly support the American Health Security 
Act (H.R. 1200 md S. 491) introduwd by Congressman Jim McDcnnott (D-WA) and 
Senator Paul Wellstone iD-MN). CLUW believes that ultimately the United Stater will have 
to move to a single-payer system in order to solve the many fundamental problems we face 
~n our health delivery system. That being said, CLUW is committed to passage of health 
care reform that meers the principles of a single-payer system and serves the needs of 
working women and their families. On close examination, the Administration's Health 
Security Act. meets several of CLUW's basic principla for reform. 

One of these key pnnclpies 1s universal access and we commend President Clinton's 
commllment 10 provldlng universal coverage by 1998. No other health reform proposal 
under consideration - other than s~ngle-payer - comes close to achieving this imponant goal. 

Currently 15 million American women have no health insurance and nine million children are 
umnsured. Together, women and children comprise over two-thirds of the 37 million 
Americans without coverage. All too often jobs that are typically "women's work" like food 
service, clerical or retail jobs have little or no health coverage. Women also make up two- 
thirds of the part-time workforce and most pan-time jobs provide no health benefits. 
Women, pmcularly working women, will benefit disproprtionately from the inclusion of 
universal coverage in the Clinton bill. 

Stmng cost containment is a second principle by which CLUW evaluates any health reform 
legislation. The Administration's bill effectively pun the breaks on spiraling health care 
costs through statutory limits on the annual increase in insuranfe premiums. This single 
feature of the Clinton bill would likely save working women and men and all consumers 
billions af dollan every year. 

Comprehensive benefits. including the full range of women's health care needs, is a crucial 
provision o i  the health reform package. We applaud the Clinton plan for guaranteeing a 
uniform. national benefit package that mirrors some of the best private health plans c u m t l y  
available. Better still, the Administration's plan emphasizes preventive w e  services 
designed to keep Americans healthy mther than treat them only after they bccome'iil. 

Delivery of routine mammograms, Pap smean, pre- and post-natal health care top the list of 
prevenhtive measures that, if available to all women, could dramatically improve women's 
health and save lives. This year, 44,000 women will die of breast cancer; 13,200 of these 
deaths could have been prevented by early detstion through mammograms and early 
treatment. Nine out of 10 deaths from cervical cancer could be prevented by early detection 
through regular Pap smears. Similarly, 25% of all pregnant women do not receive adequate 



prenatal care, a major cause of low birth weight in iniano. 

The Adminisuation's Health Security Act goes a long way to address women's health care 
needs. The standard benefit package combined with routine physical examinations, 
preventative screenings and laboratory testr would provide millions of American women with 
basic care that is currently out of reach. In the area of family planning, the plan would offel 
the full range of reproductive health services, including abortions. 

Under the Clinton plan, health security would become a reality for the nation's 65 million 
children. The standard benefit package covers children for well-baby and well-child chsck- 
ups, muune immunmhonr, and dental and vision arc  up to age 18. Fully funding the 
S p e d  Supplemenei Food Program for Women and Children (WIC) will help meet the 
nutritional needs of low-income women and children. Together, these benefits would 
enhance not only health of millions of children, but also the peacc of mind of their parents. 

The Clinton Administration has displayed foresight and leadership by introducin~ a bill that 
acknowimlges that chronic care needs -are as imhnant as acute &.- The -tion of a Iong- 
term home and mmmunity-based care program for Americans of all ages raLes the crucial 
fmt step of meting the chronic can n&s that panicuiariy burden our elderly. A new 
prescriphon drug benefit for the elderly and a wmmiunent to mental health wvemge are 
additional elements of the expansion of coverage many Americans would achieve under the 
President's plan. 

Tne financing of health care reform may be the most difficult aspect of developing a plan. 
Yet, when it comes to fairness and equity, it is also the single most~mportant wmponcnt of 
any reform package, CLUW believes that health can reform must be financed in a 
progressive manner bas& on ability to pay. To that end, we have consistently supporttd 
income taxes as the preferable funding mechanism for the nation's hcaltil care program. The 
Adminisvation plan's reliance on flar premiums and excise taxes is a matter of much concern 
to the working women of CLUW. Consumer excise taxes - whether bmad-based value 
added taxes or narrow tobacm Bxes such as those in the Adminisaation's proposal - are 
regressive, costing those with the least the greatest shaxe of their income. UnfomnaL?ly. 
working women would bear a disproportionate burden. We would like to see the new hcalth 
care program improve rather than exambate this workplace inequity and hope that Ulis is 
achieved as health rrform moves thmugh Congress. 

America's health care system is in critical condition and is in urgent need of reform. 
President Clinton has taken an admirable fin! step by introducing legislation that will address 
many of the most serious problems which exist in our current system. CLUW applauds the 
Admmismon's efforts on thrm of our most imponant principles for health care reform: 
univerral coverage, comprehensive benefits and cost control. 

Thank you 
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Mr. Chairman and Members of the Committee: 

My name is Norman Hill and 1 am the president of the A. Philip Randolph Institute (APRI), 
an organization of African-American trade unionisB established in 1965 by the late Civil 
Rights and labor leaders, A. Philip Randolph and Bayard Ruslin. APRI has over 150 
chaprers nationwide, and I am proud that our v o w  participation campaigns have brought 
millions of African Americans to the polls. 

On behalf of our two million members, I want to express our support for President Clinton's 
efforts to reform the natlon's d i g  health care system. All Americans are anxious to see 
health care costs brought under conml and universal access to health care a s s u d  - two 
major goals of the Clinton program. 

African American workers wmpriw a large proportion of the uninsured. Even those who 
have heaith insurance live in fear of losing their jobs and the health insurance benefits that 
often are provided with employment. For this reason, we are particularly pleased with the 
President's commitment to providing universal aaccess to health insurance benefits for all 
Americans. The Health Secunty Act includes a provision requiring employen to pay 80 
percent of an employee's insurance premium. Although this provision is wnmversial, we 
view it as one of the most imporant elements of the President's plan. For those employen 
who m o t  afford to bear the iull burden of this cost, the plan provides significant subsidies 
to ease that burden. 

APRI also applauds Prestdent Clinton's recognition that skyrocketing health care custs must 
be controlled for health care reform to be successful. We believe that limiting the annual 
incrcasc in hcaith insurance premiums will be a significant step forward in reducing these 
costs. In addition, asfewer health plans compete for larger shares of the consumer market, 
casts Increases among ~nsurance companies may also be d u d .  

.APRI is concerned, however, thal the health care acms and security thal we so desperately 
need may come at the expense of low- and middle-income African Americans. Last year, we 
released a study titled Fair T a x e d  a Dram for &--w. The study shows 
that low- and middle- income African Americans pay a far higher share of their income in 
federal payroll and excise m e s  as well as state and local taxaxes than wealthy Americans. In 
fact, an African American family of four with a combined income of $25,000 can pay 
proportionately almost six times more of its income in federal excise tares on products like 
gasoline or tobacco than a family maldng $250,000 a year. 

Whether you are African-Amerim. Hispanic or Caucasian, if you are poor or middle-class, 
you will pay a higher percentage of your income in all of these taxes than if you are very 
rich. Our concern with the Health Security Act is that it relies heavily on flat premiums and 
tobacco excise taxes for financing. Bared on the evidence provided in our own study, in 
addition to a number of studies and analyses by groups like Citizens for Tax Justice, this 

~ ~~ 

legislation places an unnecessary burden on the backs of all low-and middle-income ~ ~ 

. .~ 
Americans, including African Americans. !2 
Heaith care reform IS desperateiy needed, but a new health care system should not exacehate 4 

4 
exlsting tnequtues In this country. Over-reliance on regressive taxes will do just that. P .~~ 

h) 

As the President's health care reform plan moves through Congrw, we call upon lawmakers 0 
Q) 

to work with President Clinton to finance h d t h  care reform in a fair and cquirabie manner -- .b 
in a way that asks all Americans to contribute based on their ability to pay, rather than laking 0) 

, . 
more from those who can least afford it. 
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Mr. Chsrman ana Members o i  the Cornmtrree: 

My name IS Ralph Iimencz and I am President o i  the Labor Counc~l for Laun 
Amencan Advancement (LCLAA). On behalf of the 1.4 million LCLAA members, I want 
to express our suppon for President Clinton's proposed health Care reionn pian. n c  
Prcs ida  is to be mmmended for taking action to resolve a serious crisis for millions of 
Amuicm. 

As the Hispantc am o i  the AFL-CIO. LCLAA joins wirh munrless working men and 
women who are anxious to see health cart cosu brought undcr conmi and universal access 
to h& care assured. Hisparuc worken cornpnsc a large segment o i  the 37 million 
Amcncans wlthout h d t h  insuranCE. Even those who have h d t h  ~IIswCE live in fcar of 
losing thelr jobs and the health insurance benefits that o h  arc provided with cmpioymcnt. 

We are proun or the union health can pmrecnon pmvlded to memoen or LCLAA, 
pamcuiariv In mls umc or escalaung n d t h  can cosrs and ciforts by employers to cut back 
on hmlth a r c  ameirts. However. we also recognlzc rhaI thuc  beneiits have an advuse 
atfecr on me cost ot h d t h  care whlch har depress& wages and beneriu. For d ~ s  reason. 
LCLAA smngiy supporu the Prmdent's plan to c o n m  heaith can cosu by llmtnng annual 
In- m msuiance prcnuums. 

In addidon. LCLAA strongly endonu the Adminismuon's effort to provide u n i v d  
health care pmrocnon for the uninsured. Far too many employers mil fn offer health 
insurance to heir empioyas. When Hispanau and other minority Americans am fomurare 
enough to find work, they rarely enjoy the benuits of h d t h  care coverage. Not only d m  
h e  president's plan rrqu~rr cmploym to offer mvcrage, it alw, o i f m  subsidies to employers 
who are unable ro bear the full cost of insunng de i r  employees. 

We applaud President Clinton's vlsion on the health care rssue. But csrcnuai to any 
heslth case plan IS a source or iunding that n fair and equirable to all Amenc-anr. The 
Prcsrdent's rellancc on tiat prem~ums and exctsc taxes a s o u m  o i  fundine ior h d t h  care 
w~ll not onlv put senous reiorm tn jeopardy, bur aiso uniairiy discriminate asaulst iow- and 
mrddle-mcome Amenms. 

Last y w .  LCLAA relmed a study enridcd Hispanrcr and T a r c  A Sf& m 
Ineqd l ly ,  whlch shows thal Hispanics in the United Stales pay a far higher share o i  income 
In payroll and consumer exc~se cues than do the very wealthy. financihg the new healrh 
care p r o g m  should Improve. rather than exacerbate. this inequtty. We an concerned that. 
to the extent the plan relies on exctse mes as a major rource of new financing. thts goal will 
not be met. 

As our study shows. fed& mu ln the United Stam are becomtng more 2nd mom 
regrastve. in parncular. consumer excise wcs ukc a grarcr s h m  o i  income imm 
Amcncans ot low and moderate income3 than from the wcal~hiest Amerisns. This poiicy of 
repwive  wauon is exmmelv devimrnel U, the gmwtng Hispantc population in the United 
Stam. which st111 predomrnanuv fails into the low- and modcrarc-mcomc categories. 

Tte LCWA study provtdes telling sratisrics of just how biased the Current United 
Stam m s~srem has become on Hispanrc Americans. Following are three key findings 01 

the stud).: 

1. A Hispan~c iamlly o i  four wirh an lncome of amund b18.OM) will pay m fedeial 
consumer exclse nxes a share or rhetr income between 10 to 15 times greater than a 



2 A lemxe H~s~an ic  n a a  or housenold wlrh one cnild an0 an Income or S17 200 w~ii 
pay In reoem oayroll u e s  Dmoonionarelv three rlmes as mucn as a ram~lv wnose 
ncome ruls In me roo rwo oercenr or [he nanon. 

3. The thlrd malor federal tax. rn lncome rax. 1s mucn f i r e r  ior Hisoanlcs. Still. the 
income tax has unaergone dramauc changes due io Reagan-Bush tax policies o i  the 
past d d e .  many oi  which have worKed to !he advantaee or the weaithy and at the 
ex- oi  mlnonues such as Hispanics. 

Thes  findings point toward one obvious conclusion: President Clinton's health ca~~ 
plan r c l i  ux, heady upon rcgnsdve mu and insurance premiums and not heawiy enough 
on him, more pmgnsnve income mu. In exma. President Clinton. like many 
Presidents ~n the past. ts coundng on low- and middle-income Amexicans to bear the brunt of 
finanang a plan that will benetit all Amerigns. 

As thc h d t h  can  ~ s u c  Is debated over the coming months. picarc keep in mind that 
I r  was Prcs~denoal candidate Bill Clinton who sa~d  that he would oPf Disc BTes to h a  
hmtrh carc reform. We now have Pnsidmt Bill Clinton wno x d s  to have lower- and 
rn~ddleinmmc Amcncans bear the f u r a n d  brunt o t  his health care plan. 

We all want the President to s u d  in his health care rciorm efforts. and wnlmlling 
healrh ox costs and prowding u n i v e d  wvcrag  is cscnnal lo any health carc plan. But 
mlying on flat pnmlums and a t o b m  cxcle tax a major s o u r n  of funding u an accident 
waidng w h a p .  

nunk you. 
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MI. Chaimran and Membefs of the Committee: 

My name is David McCarty. I am president of the American Agriculture Movement 
( A M ) ,  an orgaruzation composed of and dedicated to the survival of America's family 
farmers. We have members in 35 states who represent fanners producing a wide variety of 
commodities across Nonh America, and it is on their behalf that the AAM submits this 
testimony. 

Rural Americans are well aware of the problems this country is facing in the hmlth 
care debate, and we wholeheanedly support President Clinton's efforts to reform the nation's 
ailing health care system. We applaud his efforts to ensure health coverage for all 
Americans, and at lower costs. Unfomnately, we fccl the Administration's plan fails to 
consider the pocketbooks of all citizens in all regions of the country. Yes, the nation's 
health care system needs an overhaul -- but not at the cxpnsc of the families who farm this 
country's iand. 

The AAM h a  a long history of opposition to ucisc such as those levied on 
gamline, alcohol and tobacco. T h m  excise taxes are regressive and just plain unfair. It is 
not fair that ~ r a l  men and women must pay a significantly higher proportion of their income 
on these taxes. For this reason, the AAM supports fair taxation for all Americans. 
regardless of how they earn their living. 

Rural families rely heavily on the income generated fmm one of its most profitable 
crops - tobacco. Tobacco is one of only two crops allowed by federal policy to return 
adequate profit to growers. The other is peanuts. The tobarn and peanut programs are 
model agriculture programs that other commodity programs should copy. 

Because tobacm is one crop that sustains so many rural families and commufIiti~~ in 
(his country, the AAM strongly opposes the President's proposed quadrupling of the tobacco 
ux -- the only new tax being proposed - to finance a national health care program. This tax 
w~ll only serve ro wlpe out thousands of farms and farming communities that have already 
been devastated by tlood. drought and past tax incrrares. 

Fanners are under siege and are being hit coming and going. Earlier this year, we 
were hit with an increase in the gas tax which significantly raised the cost of driving our 
products to market. Now, on top of everything else, the President's plan ~eeks to add yet 
another w to an already overburdened segment of the population. 

It is ironic that currently, rural Americans pay a considerably larger portion of their 
income on excise taxes -- 33% more than urban families - and yet it is these very people 
who are being singled out to finance a health care program for the entirt nation. Have not 
rural families and communities becn targeted enough? Is it not time to find a more equitable 

- 

way to solve the health care crisis? The AAM thinks so. 

Mr. Chairman, the AAM believes that the President's plan will set the wheels in h) 
0 

motion for the long road ahead in the quest for a national health care program. Rural -.I 
families and communities would like nothing more than to w the light at the end of the -.I ~~ 

tunnel in this journey. However, it cannot come at the enpenre of their livelihoods, their 
A 
h) 

farms and their lmal economies. The Congress should adopt a more equitable plan that 0 
cons~ders all ciuzens in all regions of the United States - not a plan that asks one segment of Q) > 

01 
the population lo shoulder the burden for a national program. 0 

Thank you. - 
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Mr. Chairman and Members of the Committee: 

Thank you Mr. Chairman. I am a tobacco farmer from Brandenburg, Kentucky, and 
I have come here today to share with you my concerns about the proposed tobacco tax to pay 
for health care reform. 

I want to start by telling you what tobacco means to me and my family. 

I began farming tobacco back in 1963, when my husband brought me to Kentucky to 
start our own f m .  Over the years, we have built up a 100 acre farm on which we raise 
cattle, corn, hay and 10,000 pounds of tobacco each year. 

Our tobacco crop has been the foundation on which we built our farm and our family. 
My husband and I raised four children on tobacco. The money from our tobacco crop has 

@ paid for their medical care, for their fmd and for their education. 

We have also raised 38 foster children on our farm. The welfare office always sent 
the "problem children" to us. I discovered that the real problem was that these children did 
not have anything to do but to get into trouble. So I put them to work on our farm -- they 
cleaned out the barns, they helped put in the tobacco crop, they hoed the tobacco and they 
helped top the tobacco. After a long days work, those kids ate a good supper, took a shower 
and went straight to bed. There was no energy left in them to cause trouble. 

My own children and our foster children saved money from tobacco so that they 
could go to movies or to ball games. I always told those kids: When you spend that money, 
tell people you earned it from tobacco. 

Tobacco is our livelihood. 

I am here today because our livelihood is being threatened. I cannot express enough 
how deeply concerned I am about the President's proposal to increase tobacco taxes to pay 
for health care reform. Farm families like mine stand to suffer a great deal if this proposal 
becomes a reality. 

I want to tell you that I support the idea of health care reform. When I was young, I 
studied to be a nurse and worked for a while in the Louisville Children's Hospital. I know 
first hand that our health care system is in serious need of refom and I congratulate the 
President for recognizing this fact. 



But the President has proposed a 75 cent per pack cigarette tax as the soie tax to pay 
for health care reform. This proposal asks farmers, like me, to foot the bill for a system that 
benefits the entire nation. That is unfair. 

It is unfair to tobacco farmers whose hard work already generates $62,000 per acre in 
state and federal taxes. It is unfair to black farmers, many of whom grow tobacco, and who 
historically have lost their farms at a faster rate than white farmers. It is unfair to my home 
state of Kentucky, which stands to lose over 300 million dollars, and it is unfair to the South 
as a whole, which stands to lose the very foundation of its economy. 

The Bible says that you earn your living by the sweat of your brow and I can tell you 
that farming tobacco makes you sweat. But farmers are accustomed to hard work. We are 
also accustomed to dealing with the hardships of nature -- we always have to worry about too 
much rain on our crop, or not enough. But no amount of hard work or resiliency will 
prepare us for dealing with the man-made hardships that come from Washington. American 
tobacco farmers cannot survive this threat to our livelihoods. 

I want to invite President and Mrs. Clinton and all of the members of this committee 
down to Kentucky to see the people who are working so hard to make ends meet -- they are 
doing it with tobacco. I want them to meet tobacco farmers and their families 
-- face to face -- and to learn just how much our crop means to us, and to the South. If they 
understood that, I am certain they would not insist on this unfair tobacco tax. 

The simple fact is that tobacco farmers cannot afford to pay for health care reform 
and we should not have to. All Americans stand to benefit from changes in our health care 
system and all Americans should pay for it. This is the American way and it is the fair way. 

I serve on the credit committee of the Community Farm Alliance which issues small 
loans to farmers in need. I can tell you two things from that experience. There are a lot of 
farmers out there in rural America who are already fighting day after day to hold on to their 
land. There will not be enough money in the coffers of the Community Farm Alliance, or in 
the coffers of any other farm support groups, to help those farmers survive if this unfair tax 
becomes a reality. 

On behalf of my family and the many tobacco fanners who will never get the 
opportunity to come here and talk to you, I ask you to work with the President to develop a 
health care program that is fair to all Americans, including tobacco farmers, tobacco plant 
workers and southern communities. A tobacco tax increase does not meet this test. 

Thank you. 
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National Consumers Leaque Statement 
Committee on Ways and Means, U. S. House of Representatives 
X. R. 3600. The Health Security Act 

Kr. Chairman and members of the Committee, over 44 years 
ago, the National Consumers League (NCL) vas founded by a group 
of Americans concerned about protecting the rights of citizens in 
the workplaca and marketplace. Since that time. N U  has g r o m  
into a national orsanization re~resentins thousands of consumer 

~ 

activists across the nation on issues ranging from state and 
fadaral consumer protection legislation to fair labor standards 
for child labor. 

over our 94  year history, Nffi membars have often voiced 
their concern about the failure of our health care svstem to 
adwuately protect all mericans. Despite the passaqa of 
IIdicarm and Medicaid legislation in tho mid-1960'8, o v o ~  37 
million Americans have no health insurance protection. Millions 
morm have limited protection, and virtually all American. liva in 
fear of losing their fobs and the vital health insurance benefits 
that go with employment. 

Evan for those who do have hiqh quality health insurance 
protection, the costs of thosa policies have been skyrocketing. 
The $752 billion spent on health care in 1991 was equivalent to 
approximately $7,860 far each of t h e  96 million American 
households or over half the annual income cf more than 24 percent 
of all households. 

noreover, the distribution of health care spending among 
households is qrcssly unfair. According to a recent study by the 
Economic Policy Institute, low-income families pay over twic* the 
share of income for health care as do high-income families. Out- 
of-pocket spending is particularly reqrrasiva with low-income 
families spending nearly nine timen the leva1 of high-income 
families as a share of income. 

The National Consumers League Board of Direotors establishad 
a set of principles to guide our policy on health car. refom. 
These principlrs address the problw~s describad above as well as 
the naed for grsatar consumer involvermant in the health car* 
decision-making process. Health care reform, whatever specific 
form it taken, muat create a system that assures access to 
affordaale, quality care for all Alnericans and controls cost. 
While medical care itself is inevitably technical and therefore 
must be left to physicians and otner qualified health care 
providers, it is important that consumers be genuine participants 
in their own care and have a significant role in shaping public 
policies which affect them and their families. The principle6 
that the National Consumers League sets forth are: 

1 Prevention and the promotion of health lifestyles must be 
essential components of health care reform. 

Primary health care should be the foundation of the system. 
Consumers should be able to receive care from a full range 
of qUalltY pr3vlder3, including physicians, nurses, 
pharmacasts, dentlscs, nutritionists, and mencal health 

m Attention must be given to populations with spacial needs 
such as children, pregnant women, the poor, people with HIV ru 
and Aros, the elderly, people with mental and physical 
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disabilities, and non-Engliah speakers. 2 
1 Tharc must be a etronq emphasis on the development of ru 

physician practice guidelines and nursing research based on 0 
health outcomes. 
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A network of cars should be available to Dersons living in 
undussrved urban and rural areas to coorhinate an often 
fragmented heaZth delivery system, often complicated by 



inadequate communications and transportation systems. 

m Long-term care must be an essential feature of reform. It 
should be integrated with acute health care services and 
should be available in che most appropriate setting. 

Health care financing must be progressive and based on a 
uniform payment system with ccmunity rating. Deductibles, 
co-insuranca and copayments are obstacles to full access to 
the health care system and should be eliminated or at least 
held to a minimum. 

Proqrams should set specific prices for health care 
services, and providers should be prohibited from requiring 
consumers to pay additional Leas. 

Consumers nust have access to oomprshenslve and accuratm 
information and education about the range and implications 
of available health care options. 

Manaqed-car8 systems, including Health Maintenance 
OrgMiZationa, should be a choice for consumers and 
participation should be on a voluntary basis. 

The new health care system should require a safe environment 
in workplaces, the proper disposal or industrially-related 
toxics, and research on occupational health hazards. 
Workplaces that are dangerous or evpase employeas to long 
term health riSKs imposa substantial burdens on the system. 

Diss8s~natlon of new medlcal technologies without adequata 
aaseeament of effectivenmss re requirements for training and 
taaching is harmful to the quality of medical care and 
greatly adds to the cost. 

Advertisinq of preecription medications should be carmfully 
monitor~d and regulated. 

Consumars must have tha right to an appaals prooess to 
canteat unfair administrative or madical decisions. 

Patients should have unrestricted access to their medical 
records and they should have a right to correct inaccurate 
information and to control dissemination of confidential 
information. 

8 Consumers must be represented in either an administrative, 
advisory, or advocacy capacity at every love1 and in every 
sector of health care. 

The recent introduction of President Clinton's Health 
Security Act is a major step forward in the process leading to 
comprehensive health care reform. The President'8 commitment to 
universal access ta haalth insurance for all Amaricans is a 
critical component of reform. Although the employer mandate 
included in the plan will be controversial, NCL strongly supports 
this method or assuring health insurance coverage to the millions 
of Americans who today are uninsured. 

In addition, we commend tha President for provitsions Of the 
plan deelgned to slow the dramatic increases in health care costs 
that have plagued the current system for the past two decades. 
Although many insuranc8 companies will oppose these provisione. 
WE view limits on increases in health insurance premiums as a 
core element of the Clinton plan. The insurance industry has 
bean a part of the health care cost crisis for too long, now they 
can becoma.part of the aolution. 

- 
The President's plan also recognizes tha importance of 

greater consumer involvemant in the health care decision-making 



process. The establishment of consumer advisory boards to assist 
the health alliances in determining which health plans best meet 
the needs of consumers can be invaluable in assuring consumers 
access to the best possible plans. 

However, we would caution that such advisory boards must 
have the means to be effective advocates for consumers. Too 
often such hoards are set up as "window-dressingU with no real 
acoess to information essential to aaking informed decisions. 
NCL would urge that provision be made for these boards to have 
sufficient reaourcrs -- both in terms of staff and financial 
assistance -- to play a major role in working W i n  health care 
alliances. 

Ae tho EPI study paints out, the ourrent health car. system 
is highly regreaeive. NCL believes that reforming our payment 
system to make it more fair to low-and middle-income consumera is 
an important element of health care reform. In the area of 
financing, wo believe the Cllnton health car. plan can bo 
improved. 

First, the plan relies very heavily upon Clat premiums to be 
paid by employers and employees for much of the funding. These 
promiurns vould remain the samo for an employee making 515.000 and 
for the employee making $150,000. If the coat of an avoraga 
policy in tha U.S. is SA,O00, the family making $15,000 would pay 
27 percent of its income for health care, and the family making 
$l5o,ooo would pay less than 3 percent of its income for healtn 
cars. Although the plan does include submidies for the very 
poor, the inequities of premium financing cannot be fully 
addrassod in this manner. 

In addition, tho Clinton plan calls tor a dramatic incxeaee 
in tObao00 excise taxee to pay for part of the proqram. Exciar 
taxes -- whether broad based value added taxes or narrow tobacco 
taxes are highly regressive. According to studies don. by 
Citizens for Tax Justice, an excise tax on tobacco takes a 72 
t h o s  greater share of income from a family of four in the lowrst 
20 percent of the income distribution than it does from a slmilar 
family in the highest one percent. 

Taken togethar, the Health Security Act's reliance on flat 
promiuma and cxciae taxes may do very little to improve tho 
rsgrossivenass of tho currarrt haalth care system. we urge tho 
commitceo to look closoly at the distribution of health care 
costs under the Clinton plan and find ways to make the program's 
cinancinq mechanisms more equitable for lov- and middle-incomo 
consumera. 

Tns National Consumers League stronqly supports many 
elamonts of the Health Seollrity Act. Provisions of the plan 
designed to assure universal accors and cost containment are 
critical to successful reform of the current eystom. Our m.ab.rs 
and a11 health oare consumare have a tremendous stake in refom 
and vill work actively to assure that these provision6 are 
includad in the final lav. 

Howaver, we also believe that consumers must be rncouraged 
to play an effective role in the new health care systrm and that 
tho bill can be strengthenmd to aseurr their participation as 
full partners with the health alliances. In addition, we urgs 
tha Ways and Keans committor to find ways to improve the 
prdgtessivity of the Clinton plan. 
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Introduction 

Good afternoon, Mr. Chairman, Members of the Committee. It is a pleasure 

to be here today. My name is Eugene Glover. I am the President of the National 

Council of Senior Citizens (NCSC). NCSC represents over five million older 

Americans nationwide through our 5,000 affiliated dubs and State Coundls. The 

National Council was founded in 1961 to lead the fight for Medicare. After its 

enactment--an event we considered to be the first step in the creation of a 

universal national health care system-the Council continued its emphasis on 

health reform. At the same time, we expanded our commitment to programs for 

older workers, transportation, housing, civil rights and Social Security protections. 

() We do this not just for today's retirees, but also for current workers who will one 

day enjoy the fruits of their labor. 

Suvuort for Clinton Health Plan 

Before I begin, I would like to take a moment to let the Committee know 

what position the National Council has taken with regard to the overall direction 

of health care reform. As you may recall from my previous appearances before 

your Committee, Mr. Chairman, the National Council of Senior Citizens is a 

singlepayer organization and supports the bills introduced by Congressman Jim 

McDermott (D-Wash.) and Senator Paul Wellstone (D-Minn.). NCSC believes that 

ultimately the United States will have to move to a single-payer system in order 4 
4 

to solve the many fundamental problems we are facing with our health care 
k 
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system. This being said, we have carefully examined the Clinton health care iC, 

program and have found good reasons to support it. 



There are many reasons *or seniors to support the Uinton health proposal. 

Universal coverage bv 1998 is a key reason the National Council supports this 

legislation. No other health care proposal, other than singlepayer, comes dose 

to meeting this important goal. 

Strong cost containment: if we as a nation cannot hold down the spiraling 

growth in private health care expenditures, we will never be able to control 

Medicare and Medicaid costs-leaving us unable to achieve any meaningful, long- 

term deficit reduction. 

Medicare is strengthened with the addition of a prescription drug benefit 

for which out-of-pocket costs are capped. Balance billing is finally eliminated * under Medicare. The National Council fought for many years, both here in 

Congress and in State Houses across the nation, to have this onerous and 

regressive cost-sharing provision removed from the Medicare program. 

Early retirees are covered. While some in Congress may see this as a boon 

to those corporations which now provide retiree health benefits, it is actually a 

necessary component for reaching universal coverage. Of the ten million early 

retirees, only about forty percent have any business-provided health insurance. 

Only about four percent of all U.S. companies provide retiree health benefits. 

This means 6 million older Americans are either buying individual insurance 

policies themselves or going without such protection. The early retiree benefit is 

fundamentally not a business benefit, but a help to retired workers. Many of 

these people were forced out of the workplace. They would have continued 



* working had their employer not told them it war either the pension check or the 

unemployment line. 

This President has taken leadership to acknowledge that chronic care needs 

are as important as acute care. The creation of a long-term home and community- 

based care program for citizens of all ages takes the crucial first step of meeting 

chronic care needs that inaease with age. 

This commitment to the seniors of America cannot be found in the 

Cooper/Breaux bili. It cannot be found in the Michel/Lott bill. It cannot be 

found in Gramm/Anney or in Chafee. These pieces of legislation only take from 

Medicare and offer nothing in exchange. 

0 The Clinton bill meeb our basic principles. The President's commitment 

cannot be in doubt. For this and the reasons stated above, the National Council 

has endorsed the Clinton bill as the best starting point for reform and will work 

with you, your staff, this Committee and the Congress as a whole to enact a final 

reform package. 

There are some improvements NCSC would like to make to the bilI as 

drafted. NCSC believes that ~ed i ca r e  should be absorbed into the health alliance 

system within five years of the creation of the last health alliance. During the 

transition period, Medicare beneficiaries should have the option of staying in 

Medicare or moving into the health aILiance system during the open enroilment 

@ pefiods without higher costs. We are concerned that the different benefit levek 

offered to the elderly through Medicare would result in the creation of a two-tier 



svstem of medicine. \Ve are aiso concerned about the ability of Medicare to 

absorb another $124 billion in cuts. All premiums in the health alliance system 

must be community rated without regard to age. Medicare shouid then pay the 

eighty percent share of premium costs, as Medicaid will, for its beneficiary 

population. Without these protections, Congress runs the risk of requiring 

someone over 65 to pay over fdty percent of their health premium costs, while a 

high-risk younger person only has to pay twenty percent. In fairness, since the 

Clinton program provides protections to those at 150 percent of poverty or below, 

the Qualified Medicare Beneficiary (QMB) program should be raised from its 

current levels to 150 percent of poverty as well. Finally, we would like to see a 

federal minimum benefit level established for the long-term home and 

community-based care program in order to establish a uniform system throughout 

the states. The eligibility requirement should also be reduced from three activities 

of dailv living to two at a date specific point. 

While NCSC is going to be pushing for these "improvements" to the Clinton 

health plan, I must emphasize again that the National Council supports the 

overall direction of the Administration. We believe the Clinton bill is the vehicle 

to take us into the 21st Century. 

Opposition to Other Apvroaches 

NCSC is unalterably opposed to the other health proposals currently before 

Congress. It is our belief that these programs only hurt the elderly by reducing 

Medicare spending without offering beneficiaries needed health care protections. 



* NCSC is currently engaged in educating its membership about the dangers these 

different proposals present. We urge any Members of Congress and the Senate 

who may have co-sponsored the Cooper/Breaux, Michael/Lott, Chafee, or 

Gramm/Amey bills to remove their names from the list of co-sponsors. This is 

an issue the National Council and its members take very seriously and will be 

watching very closely. 

Financinn the Clinton Health Promm 

Mr Chairman, everyone here knows that the most difficult part of putting 

a national health care program together is the financing. In developing this 

program, the Administration had to make many difficult decisions. We are 

grateful that this President had the foresight and courage to live up to his 

promises by putting together a health reform package that meets the needs of the 

nation and is fully funded. 

Financinq the Clinton Health Procram - Proeressivitv 

Mr. Chairman, the National Council has always believed that any health 

reform effort must be financed in a fair and progressive manner. NCSC agrees 

with the studies that have been previously presented to you that income taxes 

followed by premiums are the most progressive methods of financing health care. 

While we would prefer to see the income tax system used to help finance the 

Clinton health proposai, NCSC supports the Administration's use of the wage- M 
0 
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based premium. We are somewhat concerned, however, about the use of a N 2 
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potentially unstable revenue source--the proposed tobacco tax-as a major Q) rn 
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component of the financing package. NCSC believes that excise taxes are 

regressive and that their use should be kept to a minimum if they cannot be 

eliminated altogether. 

Financing the Clinton Health Promam - Medicare 

The National Council of Senior Citizens is concerned about the use of 

Medicare growth reductions to help finance the Clinton health plan. As I 

mentioned earlier, the National Council is worried about the ability of Medicare 

to absorb additional reductions at this time. Our concern, which is shared by 

others, is that Medicare reimbursement levels will fall to a point where the 

financial incentives to providers will be such that the providers will spend less 

time with their Medicare patients, or perform more procedures in order to 

increase volume. Our members are also worried about the possibility that 

reimbursement differences could lead to providers turning Medicare beneficiaries 

away altogether. 

It is important to remember that Medicare currently has a higher level of 

cost control than any private section insurance program. And it is working. I do 

not need to remind this Committee that when you marked up the Omnibus 

Reconciliation Act of 1990 and included specific numbers for the Part B premium, 

many of you were skeptical that beneficiaries would be paying twenty-five 

percent of program costs in the out years. However, the opposite is true. The 
h, 
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cost-containment mechanisms have been so effective that Part B premiums u 
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currently cover about twenty-eight percent of program costs, not twenty-five 
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percent. Medicare costs have increased more slowiy than anticipated only three 

years ago. 

NCSC is also disturbed by the proposed addition of a co-payment for the 

home health care and clinicai laboratory benefits. The addition of a co-payment 

is no less than a benefit reduction-+ reduction proposed at the same time others 

would be seeing their benefits increase within the basic alliance pians. 

While the National Council represents a working-dass constituency, we 

remain opposed (as we have been for the past twelve years) to asking wealthier 

beneficiaries to pay a higher Part B premium. NCSC's primary objection, among 

others, is that the wealthy over 65 are being asked to pay seventy-five percent of 

premium costs, the wealthy early retiree is being asked to pay one hundred 

percent of premiums, while the wealthy employed person would only have to pay 

the same twenty percent middleincome people would pay. It is a fundamental 

unfairness to ask people to pay different amounts simply because of their age. 

Financincr the Clinton Health Plan - Cost Sharinq 

Mr. Chairman, after twenty-five years' experience with the Medicare 

program, NCSC can safely say that cost sharing is simply an inhibitor to health 

care access rather than a way of eliminating unnecessary care or of forcing 

consumers to be aware of the costs involved. If cost sharing is included in the 

health plan, then those who can afford it will buy supplemental insurance to 

cover their potential liability. Those who cannot will simply wait, hope to get 

better, and finally see a physician after their illness has gotten worse, using even 



@ more resources than they would have originally. We urge this Committee and 

the Congress to reexamine the cost-sharing issue from the viewpoint of the 

consumer rather than from the ivory tower of the health economist. It i ,  

providers who determine the supply and even a well-educated consumer is going 

to be more concerned about his/her health or the health of his/her family to 

worry about the price. Imposing cost sharing will not change that behavior, 

Conclusion 

Mr. Chairman, the American people want a health plan that is fairly and 

progressively financed. While an income tax-based system would be preferable, 

the wagebased premium will meet their needs. They want a plan that limits cost 

sharing so they can receive care when its needed. They want a plan that depends 

on reiiable funding sources rather than unstable taxes. And, they want a plan 

that does not turn the primary health insurance program for the eideriy- 

Medicareinto a pooriy funded, second-class system of medicine. 
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Mr. Chairman and members of the Comrnim, I want to thank you on behalf of Citizen 
Action and our three million members for this opportunity to testify today. I am 
par i i ah ly  appreciative for the ability to share with you our views on health care 
financing, which is both the major cause of today's health care crisis and the fundamental 
key to successful reform. 

The current U.S. health care financing system can best be described as fragmented, 
inefficient, regressive, uncontrolled and increasingly unaffordable. This Committee is 
all too well aware of the problems created by this financing system: cost-shifting from 
public to private payers and from private payers to other private payers; the growth in 
the number of uninsured and inadequately insured due to the inability to afford wst 
increases; the overburdening of government, business and family budgets; and an 
increase in individual cost-sharing. Clearly, this non-system is no foundation upon which 
to bum an efficient, effective and universal system where heal. care is a right for aY 
Americans. 

President Clinton has drawn the bottom line: a health care system in which all Americans 
have access to comprehensive benefits and enforceable cost controls. That being said, 
Citizen Action believes that much can be done to President Clinton's plan to ensure that 
these goals are met and that we create a health care system that is fmanced progressively, 
based on ability to pay. 

Citizen Action has been and remains a strong supporter of H.R. 1200, the American 
Health Security Act. While the specific mechanisms in this bill are being revised to 
replace revenues lost due to passage of the budget bill, the financing principles of H.R. 
1200 are sound and essential to a well-functioning health care system. In my testimony, 
I would like to outline those principles and discuss how other proposals do, or do not, 
meet them. 

Before doing so, however, I want to express Citizen Action's strong opposition to 
recently-made proposals, such as the Penny-Karich bill and entitlement caps, which could 
make health care reform impossible to enact. Our members and the American public 
have been encouraged over the past several years by findings that comprehensive reform 
can be financed by curbing inefficient health w e  spending. Proponents of measures tc 

@ put reduced spending to uses besides health care reform must tell the American public 
that targeted revenues are no longer available and that, therefore, long-awaited heaith 
care reform will be even more long-awaited. Or, they must develop an alternative means 



of financing universal access to care at least as comprehensive as the President has 
pmposd. C i k n  Action urges this Committee to put h d t h  care savings to their 
appropriate use - reform of the health care system. 

Citizen Action believes that health care financing mechanisms should be evaluated by 
four criteria: 

Fairness. By fairness, we mean that paymentr must be based on ability to pay. 
Those who can afford to pay more should pay more than those who cannot. 
Furthermore, the cost of access to care should not depend on employment, 
health status or place of residence. 

Efficiency. Other things being equal, health care financing should be simple 
and cost as little as possible to implement. Furthennore, health care financing 
should do as little as possible to distort other decisions in the economy. 

Remove barriers that keep patients from getting the best care. How we pay 
for health care affects who gets care, what care they get, and the general level 
of quality of care available to them. 

Adequacy and Stability of Funding. The sources of funding should be as 

0 
stable as possible to ensure certainty of adequate funding for health w e  now, 
and in the future. 

The major heaith care reform approaches being considered by Congress now employ 
some combination of six basic financing mechanisms: premiums, cost sharing, excise 
taxes, changes in the tax treatment of employer provided health benefits, payroll taxes, 
and income taxes. We will analyze each of these approaches in terms of our criteria in 
turn. 

I. Premiums. All of the major health care refonn approaches besides HR 1200 continue 
to rely premiums as the primary soure of financing. Unfortunately, premiums are the 
most regressive way to finance health care, Premiums violate the principle of fairness 
in several ways. 

First, insurance costs the same amount whether you make $15,000 or $150,000. If the 
cost of an average policy is $4,000, the family making $15,000 pays 27 percent of their 
income for health insurance while the family making $150,000 pays less than 3 percent 
of their income. Most of the plans attempt to soften this fundamental injustice by ~~. ~ . .  

providing some level of subsidies to the poor and near poor. Even where such subsidies h) ~ 

are adequately funded, the essential elements of a head tax remain for those families not o v 
poor enough to qualipj for subsidies, and for top earners in the subsidized categcries who 
would reccivc oniy a small subsidy. Consider this example. A family of four making 
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$29,000 makes more than twice the current level of poverty. For them, the $4,000 
premium would amount to 14 percent of their income. The Clinton plan provides the 
greatest assurance of subsidy for the pooF~of the competing premium based plans, 
although the entitlement cap should be cause for considerable anxiety. The other 
premium plans offer less generous subsidies, and do not go as far to make sure they are 
fully funded. 

Second, premium based plans that do not mandate a comprehensive benefit package are 
very likely to impose a kind of sick tax. To the extent that healthy people are allowed 
and encouraged to purchase bare bones policies, those who need more comprehensive 
benefits will pay more. In 1987, the 50 percent of Americans who needed health care 
the least accounted for only 3 percent of ai l  health care spending, while the ten percent 
who needed the most health care accounted for 72 penxnt of health spending. Of the 
premium based plans, the Clinton plan is really the only one that attempts to avoid this 
injustice. The Clinton plan accomplishes this by mandating a comprehensive benefit 
package and cost sharing arrangements that limit the ability of insurance companies to 
offer policies that attract only healthy individuals. At the other extnme are proposals 
that seek to reduce the number of Americans who are uninsured through incentives like 
medical IRAs to buy catastrophic bare bones policies. These policies wiU siphon off 
healthy individuals. Under an individual mandate, low income individuals and families 
might only be able to afford these policies. 

@ Third, the premium based financing systems in all of the major bills perpetuate some, 
or most forms of discrimination built into the current system. All of the premium based 
plans except the President's perpetuate the link between employment and access to health 
insurance. By leaving to the employer most, if not all, of the decisions about their 
employees' choices, these proposals continue one of the least popular aspects of the 
current health care system - the probabdity that if you lose your job, or if you change 
your job, your health insurance options will change. The Clinton plan neariy eliminates 
this problem by providing most people in the same health alliance region the same choice 
of plans, at least up to the weighted average premium. 

All of the premium based plans will do little to address the fundamentaIIy unequal access 
to health care based on piace of residence. To a great extent, under the Clinton plan, 
the quality of health care available to you is a function of the resources available to the 
health alliances. This creates three concerns. First, we are concerned that the special 
targeted programs in the President's bill do not go far enough to ensure the infusion of 
resources into medically underserved areas. Second, we are concerned that not enough 
is done to cushion the impact of declining regional economic conditions. When a health 
alliance region is economically hard hit, revenues to the health alliance could fall 
precipitously as workers are laid off. And third, we are concemed that businesses and 
workers in low-wage regions, and regions with high unemployment, will face higher 
premiums than those in more prosperous areas of the country. It must be noted, however, 
that the President's targeted programs and limited nationally distributed subsidies go 



much further to attenuate these regional injustices than any of the other premium based e plans. 

Premiums also violate the principle of efficiency in several ways. First, they are, by 
definition, more costly to collect than taxes. Whether through health alliances or 
traditional insurance companies, a free-standing enormous bureaucracy is required. 
There is a substantial body of evidence shows that privately financed health systems are 
far more costly to administer than public ones. For example, a Citizens Fund analysis 
of data submitted by the commercial insurance industry in 1991, found that it cost 
commercial insurers 36.4 cents to deliver a dollar of benefits. This compares with 2.1 
cents for Medicare and 0.9 cents for the Canadian national system. 

Second, aU of the premium based systems distort economic decision making and invite 
gaming of the system. Premium based systems discourage the employment of low wage 
workers since, as discussed above, they are essentially head taxes on each worker hired 
whether the worker adds $20,000 value to the company or $200,000. The premium 
based plans also distort hiring practices by making it more cosdy to hire those with 
families than those without. All of the premium based systems except for the 
Administration's wilI continue job lock to a certain extent. This would be true even if 
the preexisting condition problem were solved since the decision about what health care 
choices are available to you will stdl be made by your employer. All of the premium 
based systems will invite some form of economicatly wasteful gaming. For example, the @ President's plan .vim mmpanies to spin off their low wage jobs to qualify for 
subsidies. Perverseiy, in the frst few years of the plan, private employers receive 
greater protection than public employers. Thus, in certain instances that government will 
be subsiding the health care provided private school teachers but not the health 
insurance of public school teachers. 

Many of the premium based proposals do little, if anything, to provide health care 
consumers with the proper incentives. Proposals with an individual mandate and without 
a comprehensive benefit package may, at best, increase the number of people who are 
technically insured. But since they will only be able to afford catastrophic bare bones 
packages, with high deductibles, they will still be discouraged from seeking primary and 
preventive services and end up overburdening the nation's emergency rooms. Of course, 
those proposals which do not even provide an individual mandate will perpetuate a 
system in which too many people cannot afford to be rational health care consumers. 

Premiums are a moderately stable and certain funding source. The President's proposal 
is the most stable of the premium-based plans. The other plans will be extremely 
sensitive to economic conditions as companies, and individuals drop their insurance 
coverage as they lose their jobs or have their hours cut back. 



11 .  Cost sharing. While proponents of cos t -~hakg argue that it is essential as a twl 
to reduce unnecessary utilization, the evidence strongly suggests that cost-sharing will 
have an equal effect on necessary and unnecessary utilization but will have an unequal 
effect by discouraging lower income persons from obtaining care. The authors of nearly 
all current health care proposals recognize the financial obstade created by cost-sharing 
through provisions which exempt preventive senices - those services deemed as 
important - from cost-sharing obligations. As important as preventive services are, 
consumers may well wonder why other medical care - such as prescription drugs to 
reduce the threat of stroke - do not deserve equal treatment. 

More importantly in terms of a financing discussion, cost-sharing on provider-ordered 
treatment or items cannot be seen as a means to reduce unnecessary utilization but rather 
as a means of raising revenues. In that regard, cost-sharing should be viewed as a f o m  
of a "sick tax" -a point of service levy on persons who need prescription drugs, hospital 
treatment, or other services deemed necessary for them by providers. 

Again, there are a range of approaches to this issue among the various proposals. H.R. 
1200 eliminates cost-sharing requirements, raising revenues upfront and placing 
utilization constraints where they belong - on providers. The Clinton proposal seek to 
address the unfairness of cost-sharing through an annual stop loss, ($1500 per individual, 
$3000 per family and $1000 for prescription drugs). While better than current practice 
and, as I will mention, the other alternatives, these stop losses are not related to family 
income. and therefore, well-intentioned as they may be, can impose significant reghnive 
burdens on families. (Again, the family with $24,000 income would have to expend over 
10 percent -- without factoring in premiums - before it received any protection.) 

Proposals such as H.R. 3080 and H.R. 3222, on the other hand, either encourage high 
cost-sharing through a catastrophic coverage option with a $3600 deductible or fail to 
specify any panicular limits. These are the most unacceptable proposals. 

I l l .  Excise taxes. Excise taxes -- whether broad based value added taxes or narrow 
tobacco taxes are extremely regressive, costing those with the least the greatest share of 
their income. Citizens for Tax Justice has produced a number of studies of such taxes. 
Among the findings: A national sales tax would cost those in the bottom twenty percent 
of America more than five times the share of their income that it would cost those in the 
top ten percent. Excise taxes on tobacco take a 72 times greater share of a family of 
four's income in the lowest 20 percent of the income distribution as they do a family of 
four's income in the highest one percent. Excise taxes on alcoholic beverages take a nine 
times greater share of a family of four's income in the lowest 20 percent of the income 
distribution as they do a family of four's income in the top one percent. 

4 
Narrow taxes also fail the test of adequacy and certainty. Health care funding should not 4 
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goals for the Administration's tobacco tax could be more fairly, efficiently and 
dependably met by less than a one percent payroll taxax. 

IV. Changes in the tax treatment of employer provided health benefits. A 
number of the plans propose to raise revenues by changing the tax treatment of employer 
provided health benefits. We feel that this should be labeled for what it is: a tax hike 
on the middle clas. We are disturbed about the largest effect will be place an unfair 
burden on workers who negotiated for health benefits instead of wages to subsidize the 
health care of the uninsured. 

Furthermore, medical IRA plans would provide greater assistance to the wealthy than to 
the middle class. This would occur because the value of tax deductibility is much greater 
in higher income tax brackets than at lower income tax brackets. 

V. Payroll taxes. Payroll taxes can be an element in a fair financing package. For this 
to be the case two conditions must be met. First, the payroll tax must not be capped - 
in other words, it should be the set at the same percentage of earnings if you make 
$15,000 or $150,000. Second, it must be part of a larger package that also taxes 
unearned income equally. Payroll taxes that do not do this are regressive, and distort 
economic decisions by making investment in capital more attractive relative to 
investments in jobs. HR 1200 is the only proposal to rely on payroll taxes. The payroll 
tax in HR 1200 meets these conditions. 

Payroll taxes completely break the link between employment and access to health-care. 

VI. Income taxes. Income taxes are the most progressive mechanism available to 
finance health care. Earlier this year, Citizen Action and Citizens for Tax Justice 
analyzed the distributive impacts of HR 1200. This is what we found: 

Distributive Impacts o f  the 
American Health Security Act (AHSA) 

Family o f  Four, As if  Plan Implemented in 1992 

Lowest Second Third Fourth Next Top 5 
Fifth Fifth Fifth Fifth 15 % % 

- 

Average Incorns 1 $14.100 $28,900 $42,900 $58,600 $86,600 $294,200 



Cumnt health spending' 
AHSA health spendingb 
AHSA savinga (CUITC~C 

(a) Out-of-pocket payments plus health iacuraace premium. Empioyer rhsts of health irmrance 
premium not included. Sourea is C o a n ~ e r  Expcndibm Survey. Including out-ofpocket paymenu for 
healtk inavance premiums. 
(b) Continued ouwf-packu paymenu 

Sources: Cal&oar by Citizens for Tax Justice 

In conclusion, we find that the fairest and most efficient way to finance comprehrndvs 
health care reform that provides health security for all Americans is the American Health 
Securty Act. Among premium based systems, the Clinton Administration proposal 
distinguishes itself for its commitment to health security, and for its softening of some 
of the worst aspects of a fundamentally regressive financing system. The other proposals 
that have been introduced in the House of Reprerentatives to not provide real health 
security, and will place an unfair burden on most Americans. 





Rebuttal to the Coalition on Smoking OR Health 



INCREASING THE CIGARElTE EXCISE TAX IS UNJUSTIFIED -- 
SMOKERS MORE THAN PAY THEIR OWN WAY 

The Coalition on Smoking OR Health (the Coalition) continues to insist that a 75 cents- 
per-pack cigarette excise tax increase is justified because smokers supposedly impose 
significant "social costs" on the rest of society. The Coalition's argument is incorrect. 

President Clinton has stated that his sole purpose in proposing the cigarette 
excise tax increase is solely to help finance his health care program -- not to 
reduce smoking. At his press conference in November 1993 he stated: "I didn't 
want to raise money from anybody to do anything other than pay for the health 
care program, although I think higher tobacco taxes [would] discourage use and 
that's a good thing. But that wasn't what was behind it." 

The Coalition relies on figures supplied by the Office of Technology Assessment 
(OTA). In a May 1993 report, OTA estimated that government at all levels 
spends $8.9 billion annually providing health care to persons with illnesses OTA 
attributes to smoking. Assuming the validity of this estimate for the sake of 
discussion, smokers currently pay federal state and local governments $11.7 billion 
in cigarette excise taxes and another $2 billion in sales taxes annually -- a total of 
$13.7 billion a year. 

Thus, through excise and sales taxes, smokers currently are paying federal, state 
and local governments $4.8 billion more to than OTA claims smokers are costing 
government. Moreover, OTA estimates that the federal government's share is 
$6.3 billion. This translates to about 24 cents per pack -- the current level of the 
federal cigarette excise taw. With respect to government costs, smokers are paying 
their own way. 

OTA also estimates that smokers generate $11.9 billion in health care costs that 
are not borne by the government -- that is, health care costs that are paid by 
smokers themselves or through private insurance. For purposes of accurate 
calculation, even this $11.9 billion estimate must be reduced to $7.1 billion in light 
of the $4.8 billion in excess taxes that smokers pay. 

But there are more fundamental problems with OTA's analysis .... 

OTA never attempted to measure and disaggregate the health care costs 
paid by smokers. Such costs include insurance premiums and co-payments, 
deductibles and other costs that are not covered by private insurance. 
Thus, OTA has no basis to claim that smokers do not pay their own way in 
the private market. Even the Surgeon General stressed in his 1989 report 
the paucity of "actuarial data to document that nonsmokers incur fewer 
health care costs" than smokers. 



It is inappropriate to view private health insurance premiums paid by 
others as an "external" cost. The premise of insurance is the spreading and 
sharing of risk. Because the obligation is reciprocal, insureds are, in effect, 
one person. The fact that ad employer may pay for an employee's health 
insurance does not make the premiums an external cost. Health insurance 
premiums paid by employers ultimately are paid by the employees through 
reduced wages. - 

OTA and the Coalition suggest that smoking results in about $47 billion in 
foregone wages and "lost" productivity. Since these supposed cosa are not 
related to health care, i t  is inappropriate to consider them in determining 
whether a proposed federal cigarette tax increase may be justified as a 
means of financing health care reform. 

Foregone wages are, by definition, borne by the employee. They 
cannot be considered costs incurred by anyone else. And "lost" 
productivity cannot be considered an external cost unless one 
assumes that society is somehow entitled to the maximum 
productivity of each of its members, so that anything less than 
maximum work effort is a societal "loss." But the fact that someone 
does something other than work does not represent a social or 
external cost. 

It has not been established that smokers, as a group, are less 
productive than nonsmokers. The large majority of studies that 
report an association between smoking status and increased 
employee absenteeism acknowledge that socioeconomic, lifestyle and 
other factors may well account for such reported differences. 

In sum, as Professor Dwight R. Lee, Ramsey professor of economics at the University of 
Georgia, has stated: "If smokers do impose external costs on the rest of society, they 
already are more than paying their own way. It is unfair, therefore, to make them pay 
more, and it could not be justified economically." 

January 1994 



0 THE FACTS ABOUT TOBACCO TAXES AND JOBS 

Recentlv, the Coalition on Smok~ng OR Health (the Coaiitlonl celeased a 
.vhlte paper that alleges oniv a few Fobacco-related jobs will be lost from the 
proposed $25 per pack federal excise tax Increase. The Coalition misses the 
maik on a n-be; of its so-called factual representations which t h s  paper 
addresses. In fact, the U.S. tobacco industry plays a very important role in the - national economy. The combination of domestic sales, net investment by 
tobacco companies and net exports allows the tobacco industry to contribute 
more than $50 billion a year to the country's gross national product. A 313 
percent federal excise tax increase aimed solely at the tobacco industry will 
have a significant impact on numerous jobs throughout the tobacco 
community. 

INDUSTRY LARGER THAN 3 COMPONENTS - - The tobacco 
industry is not limlted. as the Coalition states. to just growlng, manufacturing 
or wholesaling. In tact, Price Waterhouse estlrnates that there are 
approx~mately 255,000 tobacco-related In the Cruted States who 
growers and manufacturers contract with to supply their tert~lizer, farm 
implements, industrial rnachlnerv, paper, computers, advertlslng and many 
other inputs necessary to carry oh the business. The Coalition's statement is 
ldce suggesting that the automobile lndustry is confined to one producer of a 
raw matenal such as iron ore, a few large manufacturing companies and their @ distfibutors. It is widely known that there are thousands of inputs that p 
into the manufacture of an automobile including rubber, steel. glass. 
advertising, etc. I t  is lroruc that the Coalition criticizes firms for their ties to 
the tobacco ~ndwt ry  and then chooses to exclude them from thelr economic 
and job loss analvs~s of the tobacco industry. 

. ht the retall tobacco sales are .a hghly protitable for the tern of 
thousands of merchants who own and operate .;mall, ~ndependent 
businesses. Tobacco sales In more than 80,000 convenience stores account for 
more than 26 percent of all product sales - only gasoline sales rank higher. 
The National Association of Convenience Stores testified before the House 
Ways and Means Committee on November 19, 1993, that a 75 cents-peppack 
cigarette tax increase "means more than lost profits to convenience skirr 
operators, it a h  means lost jobs to American workers." Again, the Coalition 
chose to exdude lost retail jobs and profits in its economic calculations. 

According to Price Waterhouse, account for almost 
3 times (681,000) the jobs calculated by the Coalition (259,000). td o 
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. YES, THERE IS .i RIPPLE EFFECT - - just as ~t tailed to inciude 
>uppliers and retailers, the Coalition's economlc analvsis iaiis to account for 
:he "ripple effect" of potenhal job losses that a 75 cents- per-pack cigarette tax 
:vould cause. The "ripple ' or .'multiplier etiect" is a standard measurement 
in economlc analvs~s and is a iactor used to account tor potentla1 economic 
disiocations in non-core ~ndustries or sectors. For example, jobs in North 
Carolina or Kentucky's houslng industry would be a t  risk shouid there be a 
sharp down turn in the tobacco industrv. There are numerous communities 
throughout the South where the rippie. effect would have a severe impact. 
Pnce Waterhouse estimates that more than 175.000 indirect jobs would be at 
risk in North Carolina and Kentucky alone. The Coalition, however, chooses 
to ignore the jobs lost because of the ripple effect. 

NET JOB LOSSES - - The Coalition argues that in the long run, many 
lost tobacco-related jobs wlll zero out by jobs created elsewhere. While many 
econom~sts subscribe to this zero sum theorv. ~t is little solace to individuals 
who are suddeniv out or work. In addition. tobacco-related lobs are among 
the highest pavlnq ones in the country and even though a job mav be found 
elsewhere ove; tune, ~r 1s hlqhlv doubttul that one wlth comparable pay will 
be ~mmediatelv ava~lable. 



TOBACCO TAXES AS A RELIABLE REVENUE SOURCE 

The Coalition on Smoking OR Health has issued a white Faper which 
contends that the iederai excise tax on tobacco products is a reliable. steady 
source of revenue. The Coalition claims that the proposed 75 cents per- 
pack federal excise tax increase would raise $65 billion in new taxes over - the next six years, about $10.5 billion a vear. This paper addresses some of 
the aasemons made by the Coalition. 

. CPI EFFECT NOT INCLUDED IN ANALYSIS - - The Coalition's 
analysis fails to consider the effect that a 75 cents per-pack increase wouid 
have on the Consumer Price Index (CPI). The tobacco component of the 
CPI is approximately two percent (1.7458 percent) and the proposed tax 
inaease would increase the index to approximately three percent. The 
one-percent jump In the CPI would, in turn, trigger an equvalent increase 
In food stamps, social securitv, government renrement and other federal 
spending programs indexed tb the CPI. . i t  todav's spending levels, this 
Increase would require an additional $5.6 billion In rnandatorv iederal 
outlays. 

108 LOSSES NOT ACCOUNTED FOR - - According to Treasury 
Secretary Lloyd Bentsen. the proposed tax would reduce tobacco 
consumption by 12 to 15 percent. The decline would result in substantial 
manufacturing and sales cutbacks and more importantly, in substantial 
losses in the tobacco-related jobs (Price Waterhouse estimates that to be 
approximately 8qb00 jobs). The surge in unemployment would require 
another $2.5 billion spending increase for unemplovment benefits and 
other federal subststence programs. In addition, 'the lost sales and 
unemployment would result in a sharp reducuon of federal income tax 
recelpts from both individuals and busmesses. 

ONLY ONE-THIRD NET REVENUES REALIZED - - A 
combination of one percent increase in the CPI, increased spending on 
federal unemployment benefits plus reduced income tax receipts clearly 
show that the proposed 75 cenu per-pa& cigarette tax inaease would leave 
the federal government with only $3 billion - less than one-third of the 
revenues claimed by the Coalition. 



.* 
CONTRABAND CIGARETTES .4ND OTHER CRIMINAL 

. lCTIVITY - - The Coalition maintains that Congress should Look to 
Canada and the experience it has had in raising tobacco taxes. Wlule 
Canadian tobacco tax revenues have risen, the Coalition fails to point out 
that Canada has also experienced a significant increase in cigarette 
muggiing, tax evasion, robberies and other cnrmnal activities. According 
to a leading Canadian economic analysis firm. Lindquist Avey Macdonald 
Baskerviile, Canada has suffered a loss of $1.3 billion in tax revenues due 
to illegal cigarette sales. The Canadian Department of National Revenue 
estimates that smuggled tobacco accounted for more than 20 percent of 
total Canadian consumption in 1992, and in a December 9, 1993, 

report, Quebec's government estimates that more than 50 
percent of the cigarettes consumed are smuggied into the province. The 
Canadian press has reported that Quebec's Revenue Minister has proposed 
reduclnn the provinual and federal taxes -. In addition to 
Sovernment estimates, Canadian merchants are competing with an 
rapldlv increasing underground market oi bootlegged cigarettes. In 
testlmonv before the Ways and Means Committee on November 19, 1993, 
the ~ a t i o n a l  Association of Conveluence Stores (NACS) stated, " . . that 
the underground or bootleg market for cigarettes in Canada had grown so 
large that it now outpaces. In terms of volume, the entire Canadian 
convenience store industw's retall sale of cigarettes. While the Coalition 
contends that smoking i n  Canada has fallen far greater than that in the 
U.S., the fact is that there has been no appreciable difference in 
consumption rates. The fact is that Canadians are smoking more tax- 
evaded. contraband bootlegged cigarettes. 

. U.S. NOT IMMUNE TO CONTRABAND OR CRIMINAL 
.ICTIVITY - - The Canadan experience can provide a qurck studv of the 
rlsks presented by raising the agarette tax. Illegal agarette sales m Canada 
are being made out of the back of automobiles, vans and are being done so 
in prominent areas of major cities. As NACS's stated in its Ways and 
Means November 19th testimony, " . . . as prominent as Yonge Street in 
Toronto where office workers know, just like a child knows when the 
Good Humor man is in the neighborhood, that the tobacco vendor will be 
around today." 'IRe street price for a pack of contraband cigarettes is about 
S2.50 which is approximately $1.9 less pack than merchants pay for them 
at w h o 1 ~  A h i g h  cigarem tax would provide an a m & v e  lure to the 
wcrupuloris who will engage in ci- counterfeiting and smuggling 
in order to make a quick buck. If th 75 cent per-pack tax is adopted, the tu 
differential between U.S. and Mexican produced cigarettes would amount 
to 814 - $20 per carton - an attractive inducement to cross the 2.000 d e  
border and smuggle cigarettes. a 



TOBACCO AGRICULTURAL ISSUES 

The Coalition on Smoking OR Health opposes iederal programs and the use 
JC anv federal tunas that encourage and crornote the growth or tobacco. It  
xalntalns that federal funds would be better spent In support or fac!litatlng 
the growth oi alternative crops, , , . In real support for the countrv's small 
tarrner." 

. AMERICAN TOBACCO FARMERS PRODUCE THE HIGHEST 
QUrtLlTY TOBACCO IN T H E  WORLD on approximatelv 138.700 (1992) 
operating tobacco farms in 23 states (Census oi Agr~culture~. Tobacco is the 
fifth leading crop in the US in value of production. In 1992 the average farm 
value per a a e  was S600, topping al l  other crops. 

THE TOBACCO PRICE SUPPORT .4ND MARKETING QUOTA 
PROGRAM IS A VOLUhTARY PROGRAM oi production controls and pnce 
jupports. approved everv three vears bv  an overwhelm~ng maioritv vote by 
7roducers ot most or the rooacco grown in the L'nlted States. Parricipaong 
growers subm~t to strict proauctron controls in excnange tor .I guaranteed 
minimum support price. bv  grades tor their tobacco. .Monev IS borrowed at 
market interest rates from the Cornmod~tv Credit Corporation ICCC) by 
farmerawned cooperatives that '~dvance the support puce to iarmers whose 
tobacco does not bring in more than the support price. The cooperatives 
repav the CCC wtth interest and bear their own adrn:mstrat~ve and operamg 
costs. 

. TOBACCO F.4RMERS SUBSIDIZE THEIR OWN PRICE SUPPORT 
PROCRAM. Beglnrung In 1982, to be eligible iot program benetits, all tobacco 
farmers contrxbute to an account which was established to ensure the 
operahon of the tobacco price support program at no-net-cost to the taxpayer. 
Since 1986. all buvers or tobacco also pav one-half ot the no-net-cost 
assessment. Thus, kanuiacturers must pay more tor tobacco than without 
the existing program. The USDA admimsters the program, as i t  does in a 
comparable way for many other commodities. .A portion of salarled office 
staff in some 600 county offices and at headquarters is devoted to 
administering the program. If their time was not spent on tobacco, that 
portion of personnel expenses would be spent otherwise, on some other Crop. 
Tobacm ~ p o c t z o n  and grading services have been financed though user fccs 
since 1982. While USDA also provides a market news service for sellen and 
buyen of tobacco, similar news services, research, and federal crop insurance 
and disaster assistance are provided for practically all agricultural 
commodities. Given the billions of dollars of revenue that u aIIXIullly 
generated by state and federal income and excise taxes on tobacco, tobicco 
growers are not being subsidized by the US taxpayer. 



. TERMINATING THE FEDERAL TOBACCO PROGXAM WOULD NOT 
DISCOURAGE USE OF TOBACCO PRODUCTS. On the contrary, 
dereguiahon o i  domest~c tobacco producrlon would result in a substantial 
eypanslon or productlon. Tobacco rvould be cneaper and productlon would be 
~ncontrolled, resuit~ng In lesser costs for cigarette rnanuracturers. 

. THE TOBACCO PROGRAM I S  WORKING AS IT SHOULD TO 

5TABILIZE PRODUCTION. Even though cigarette production has recently 
hit its hghest  level in over ten vears, US quotas for flue-cured and burley 
tobacco have been reduced. T h s  has been largely, attributed to greater reliance 
on cheaper imported tobacco due to increasing sales of discounted (i.e., 
"generic") cigarettes. Also, the anticipated cigarette excise tax increase is acting 
to constrain domestic purchasers, and abundant world tobacco supplies at 
much lower prices is impacting exportdemand. The reduced demand has 
resulted in a bwld-up at cooperative inventories, placing downward pressure 
on the quota formula. Other recent events should act to stabilize the quota. 
Recent cigarette pricinq strategies have halted the growth ot discounted 
:lgarettes. In addltlon. :be auaget ~econc~ i i a t l on  .Act of 1093 imposes 
penalties on domestic ;igarette rnaiutacturers for each pound or imported 
tobacco used in excess ot 25 percent ot ,111 tobacco used to manufacture 
dgarettes in the US. rtiective [anuarv L .  1994. 

. YOU C;INNOT SIMPLY PAY TOBACCO FARMERS T O  CONVERT 
THEIR LAND T O  OTHER USES. In an attempt to drive a wedge to urufied 
rndustry oppsi t ron to the increase in the federal excise tax on cigarettes to . 
fund health care reform. the Coalition and others opposed to tobacco have 
recentlv proposed "alternative crop" schemes for tobacco growers by 
dedicating a portion ot the proposed tax Increase. Tobacco farms are already 
well divers~fied. Most tobacco IS gown on farms where the rnalorltv of the 
.~creage is devoted to other farm uses. Tobacco. however. :ontrlbutes the 
;ion's share of gross income on these tarms. .And there are other problems. 
juch as an  inadequate inirastructure to support diversification schemes. AS 
William Sprague, the Pres~dent of the Kentucky Farm Bureau Federation. 
stated at a recent Congressional hearing when asked about alternative crops, 
"But 1 think if you look at our. farnung operations in Kentucky, the s u e  of OUI 

farms, out culture, our climate. burley tobacco is what we do best . . . and we 
feei strongly that we should be able to do  this without 'big Unde Sam' putting 
the clamps on us to literally destroy our industry." 



• ELILUZNATION OF ALLOTMEANTS OR QUOTAS WOULD HAVE 
SEVERE ECONOMIC EFFECTS ON THE SOU7XEAST COMMUNITIES 
T'iYAT HAVE DEPENDED UPON THE PRODUCTION OF TOBACCO FOR 
.MANY YEARS. Much of the bank credit svstem in these areas relies on 
dliotrnents or quotas as coilatera1 for loans. c he value ot thelr iarrns depends 
upon the capitalized value ot allotments, and, according to the L'SDA, most 
persons still living, who were granted historicai ailotments with the 
~nception of the program, are retired or widowed. A tobacco dollar in these 
rural communities rolls over many times, making a major contribution to 
the local economic base in terms of sales of goods and servlces and to the Local 
tax base. 

VIRTUALLY ALL EXPORTS OF TOBACCO AND TOBACCO 
PRODUCTS - VALUED AT OVER S6 BILLION IN 1992 - ARE SOLD 
WITHOUT ANY US GOVERNMEm N N D I h G .  .-\s long as there is a legai 
domestic and export market for tobacco. US growers have a r~ght  to supply 
that market In compenhon with toreign producers. Foreign governments are 
heavllv lnvolved in the production o t  :obacco. through monopoly 
rnanuigctur~n~ arrangements or subs~dizatlon dr producr~on. LViuie the 
L'SDA had provlded export assistance for tobacco through several programs. 
tobacco has not been a designated comrnoditv for export credit guarantees 
since 1989. The L'SDA's Forelgn ~ ~ r ~ c u i t u r a l  Service (FAS) is currently 
prohibited from using its funds to promote the sale or export of tobacco or 
tobacco products, barnng tobacco from the Market Promotion Program (MPP) * and federa1 export pmmotlon activities avaiiable to other US agncuittaral 
commodities. 



Rebuttal to the Southern Governors' Association 



An Analysis of the Southern Governors7 Association Issue Brief 
The Impact of Tobacco Taxes in the Southn 

The Southern Governors Association recently released an SGA Brief entitled, 'The 
Impact of Tobacco Taxes in the South." The SGA Brief purports to analyze the Clinton 
Administration's proposed 75-cent cigarette tax increase to help finance health care 
reform. The SGA Brief claims to "evaluate both sides of the debate." 

The SGA Briefs review is based on the assumption that a federal tobacco excise tax 
"may well be inevitable." As a result, the report concludes that U.S. Representative 
Michael Andrews' (D-TX) tobacco crop conversion proposal "may be worth serious 
consideration by Southern Governors." Such a declaration in a document alleging to 
present a nonpartisan, objective analysis is questionable at best. 

Overall, the SGA Brief is severely critical of the tobacco industry's arguments against 
cigarette excise tax increases. SGA staff rely in large part on publications of the anti- 
smoking lobby, e.g., the Coalition on Smoking OR Health (the Coalition), which are 
fraught with errors and inaccuracies. In fact, the Coalition presented these arguments in 
December 1993; point-by-point rebuttals are offered in the attached one-page documents. 
Following are summaries of the SGA staff arguments along with factual rebuttals. 

A B '  &: According to the estimates put forth by the Coalition and the 
g f ice  FT$hnology Assessment (OTA), smokers allegedly 'cost" society $68 billion a 
year, or $2.59 per pack of cigarettes. 

: In a May 1993 report, the OTA estimated that all levels of government spend a 
total of $8.9 billion a year to provide health care to persons with illnesses OTA 
attributes to smoking. Accepting the OTA figure for the sake of argument, a thorough 
analysis of the OTA estimates would show that smokers more than pay their way at the 
current level of taxation. 

SGA B@fAss&rc: SGA staff conclude that a $2-per-pack cigarette excise tax increase 
is warranted because tobacco taxes have not kept pace with inflation. 

From 1980 to early 1994, the federal cigarette tax increased from 8 cents to 24 
cents per pack. At the same time, the average state cigarette excise increased from 13.1 
cents to 28.7 cents per pack. The Consumer Price Index increased during that period by 
about 75 percent. Thus, the combined federallstate excise rose from 21.1 cents to 52.7 
cents per pack -- a 149 percent increase, or twice the level of inflation. 

SGA B@fAss&rc: SGA staff claim that a 75-cent cigarette tax increase will result in 
the loss of only a jobs. 

a : The tobacco industry plays an important role in the U.S. economy. Combined, the 
domestic consumption of tobacco, net investment of the tobacco companies and net 
exports of tobacco products contribute more than $50 billion annually to the national 



economy. A mega-tax increase aimed solely at such a large industry will have significant 
job and payroll effects 

SGA BrkfAsrhq: SGA staff dispute The Tobacco Institute's (TI) job-loss estimates, 
saying they might not be as "calamitous" as TI suggests. 

: The Tobacco Institute's job-loss projections, based on Price Waterhouse economic 
data, rely on a standard elasticity model. In fact, the elasticity estimate TI uses is more 
conservative than the one SGA (and the Coalition) employs. Price Waterhouse has 
stated that the elasticity figure TI uses is "conservative and widely used in academic and 
industry projections. m h e  method used to estimate job losses is certainly reasonable 
and comparable to job loss estimates from other studies." 

5-a: The Brief says that if Kentucky, North Carolina and Virginia were 
removed from SGA states, the percentage of tobacco-related employment in the 
remaining SGA states (1.84 percent) would be well below the entire nation (2.07 
percent). 

-- 

&I&: The percentage of tobacco-related jobs in all non-tobacco states is approximately 
1.6 percent -- a 30 percent error. Accordingly, there are only five out of the total 17 
SGA states with a tobacco-related employment percentage less than the non-tobacco 
states. The "nonpartisan" Brief appears to go to great lengths to distort the tobacco- 
related employment picture. 

SGA BrkfAsrsrioq: Citing government and Coalition reports, SGA staff maintain that 
tobacco excise taxes are a reliable source of funding and will generate $66 billion in new 
revenue over the next six years. 

: Upon review, a cigarette excise tax increase could lead to much less in revenues 
than forecasted. Among the factors not accounted for is the impact of a tax increase on 
the Consumer Price Index, which would be significant. 

S O i  BrkfAsssrioq: Using a Coalition report, SGA minimizes the economic importance 
of tobacco growing. The Coalition suggests that "the best be made of a bad situation for 
growers": use the proceeds of a higher federal cigarette excise tax to subsidize tobacco 
farmers to switch to other crops (also referred to as "crop conversion"). 

m: Tobacco growing is very important to many rural communities. According to the 
Census of the Agriculture, there were approximately 138,700 operating tobacco farmers 
in the United States in 1992. The crop was worth nearly $3 billion, making tobacco the 
fifth leading crop in value of production. Tobacco provides $3,800 in revenue per acre, h, 

0 
the highest of all crops. Furthermore, tobacco growers already grow other crops; they w 
are already among the most diversified of farmers. w 

P .  
h, 
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