SIGNIFICANCE OF A DECLINE IN CIGARETTE USE

ON TAX REVENUES

Jaseph H. Murphy, LL.B.

IIWHERE there's smoke, there’s fire
is & time-womn adape. To the
tax officisl, “where there’s amoke, there's
revenue” s a time-tested fact; a great
deal of revenue as we are all aware,

The federal pgovernment’'s lax on
cigarettes, eight cents a pack, produced
some 2 billion 63 million dollars in the
fiscal year ended last June 30 (1965).

The states derived nearly one billion
200 million dollars from their taxes on
tobacco products in their fiscal years
ending in 1964. Local governments also
tapped this source, among them New
York City, whose four.cent tax on ciga-
rettes yielded $41 million in the city’s
fiscal year ended last June 30 {1965).

A sharp rise in the revenue of the
states can be expected in next year's
figures which will reflect the legislation
of 1965. By August 1, 22 states had
increased their cigavetle iax rates, an
all-time high for the number of states
taking such action in any one year. In
Hawaii and New York the rate was
doubled, New York becoming ome of
three states with a rate of ten cents a
pack.

Rates throughout the states range
from ¢ in North Carolina and Oregon
to cleven cents in Texas and Washing-
ton. The most frequent rate, eight cents,
is found in 21 states {Table 1) ; Oregon
has enacted a four-cent tax to hecome
effective July 1, 1966, if spproved by
popular referendum,

In New York, cigarettes are also sub-
ject to the state retail sales tax of 2
per cent, which became effective Au-

s

gust 1, and to the local sales taxes im.
posed in New York City and several of
the Targer upstate counties and cities at
rates ranging from 1 per cent to 3 per
cent, : :

The budget of New York State for
the present fiscal year calls for 3 billion
251 million dollars in botal current reve.
nue. The cigaretic tax is expected to
produce 230 million dollars, 7 per cent
of this total.

Why is it that the cigarette is called
upon to support in ite fragile column so
great a weight of taxation? The an-
swers lie in the rising demands upon
the revenue sources of the states and
their municipalities, in the feld of tax
theory, and in the patierns of human
behavior,

The factors causing extreme pressure
on the resources of state and Jocal gov-
ernments—the rapid rise in expenditures
for public education, heslth, mental
health, care of the aged, highway con-
struction and maintenance, and con-
servation of our natural heritage—are
s¢ well known as to require no elahora-
tion here.

Changos in Revenue Systams

To meet these meeds, many changes
have been made in the revenue systems
of the states in recent years. The base
of taxation has been broadened and
rates increased.

Any tax structurc-—state, federal, or
local—has got to contain elements of
progressivity on one hand and sability
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on the other, Now, income. sales taxes,
and estate taxes are illustrative of the
principle of productivity. I mean by
this, when times are good, the returns
from these taxes increase commensurate
with the times. however, they likewise
decline when times are not so 2ood.
Fxcize taxes on commodities are prime
examples of stability, Thus, the yield
for motor fuel taxes, because of the im-
pottance of the motor vehicle to onr
personal and commercial transportation,
eontinues an uninterrupted growth as
population and wvehicle use rise, with-
out much regard to fluctuations in the
economy as & whole. We say the de-
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mand for such a commodity as motor
fuel is “inclastic.”

The cigarette taxes are attractive as
revenue producers because the habit of
smoking is so entrenched in our society
lhat, in this case again, demand has
proved relatively inelastic over a long
perind. The yiel of the cigarette taxes
has followed an upward pattern as popu:
lation in the smoking ages has increased.
Tt has heen our experiente in the past
in New York State, and it has been true
quite generally, that a rise in price has
had hiule or no lasting effect on con.
sumption of ciparettes,

From the standpeint of equity, ciga-

Table 1—Suate cigarelic tax ratea per 20 regular size cigarettes (New York and ad-

jacent stales underscored)

Rate Rate Rate
Slate (Centsi Srate {Cents) State (Crnts}

Alabama T Louisiana ) Pennsylvania ]
Alaska 8 Maine C 8 Rhods Tsland B
Arizona 61t Marrland 6 South Carolina H]
Arkansaa © 8 Massachusetis 8 South Dakots 8
LCalifornia 3 Michigan ] Tenncssce 7
Colorade 5 Minnesota 8 Texas n
Conneclicut E Miesizsippi g Utah §
Detawars 7 Missouri 4 Vermont p
District of Virginia 3

Colubia 5 Mantana 8 Washington 1
Florida a Nebraska B West Virginia &
Georgia 8 Nevada 7 Wiszonsin 18
Hawaii 4055 of New Hampshire 21% of Wyoming 4

Wholesals Retail
Price Yalue Effective
Tdaho T New Jersey §  Oregoti 4 U1/66 sub
- ject 10 vorer

Tlineis 7 New Mexico 8 appreval
Indiana [ New York L
Iowa g North Dakata B North Carpline No Tax
Kansas 2 Ohio 8
Kentucky 216 COklakoma 8

Souzens CCR State Taz Gulde (AT Siatea” volums).
Research and Ststinges Buress,
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Table Ze=PPer capila consumgplion of cigareles by perzons 18

ryears of age and over (calendar years)

Yeur United States New York State
14930 3522
1931 3,74
1652 3,886
1953 3978 ] Caocer
1954 3546 | Scare
1955 3,597 8,640
1956 3,650 3,192
1957 373 4,003
1958 3053 8,209
1959 4,073 4,956
1960 4172 4213
1961 - 4,206 - oehBT8 ~Highy L.
1062 4,965 4,356
1963 4348 ¢ High 4319
Surgeon Sargeon
1964 4,196 &— General's 4190 ¢— General's
Report Report
1965 4318 Prelim, —_—
Estimate
1964 figure shows 1964 figure shows
decline of 1.6% decline of 4.2%
{rom 1961 and from 1961
34% from 1968, Cu !
1965 estimate

- indicates rise of

29% from 1964.

2 - it ne

Source; Natlonal Tebacen Tax Awoclatlon, (Dats darved from reveous Sgures.)
Naw York Stare Depurtment of Taxatioh and Finsnoce, lueudl and Statlatice

Buresn.

sette taxes have the advantage of being
impased on a commodity which is not
a basic necessity, No matter how rauch
we may enjoy smoking, we must con.
cede that we have a clear choice
whether to smoke of not to smoke.
In this sense, the tax is self-assessed,

Drop in Consumption

The Surgeon General's Report of
January 11, 1964, like the publicity
given to the suspected health hazards
of cigarctte smoking in the early 1950°s
caused a temporary, rather sharp fall-

ing-off in consumption, The figures in
Table 2 show the trend of per capita
consuzaption both nationally and in New
York State for persons 18 years of age
and over.

Nationslly, per capita consumption by
persons in the smoking ages has risen
from 3,522 cigarettes in 1930 to 4,345
in 1963, with an interruption of the up-
ward teend in 1953 and 1954, and a
temporary Jeveling off in 1962, In 1964
per capita consumption declined 3.4 per
cent from the previous year, reacling
to the Surgeon General's Report. The
estimate for 1965, however, indicales a
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reversal of the decling, for & 2.9 per
cend rise from 1961

The New York State figures available
since 1955 show much the same paltern
as the nationz]l data, In New York,
however, the highest per capita figure,
4,373 cigareltes, was reached in 1961,
followed by a tapering off in 1962 and
1963, and a shatper decline in 1964
after the release of the Surgeon Gen-
eral's Report. New York's decline from
1961 to 1964 was 4.2 per cent, con-
siderably greater than the nation-wide
decline of 3.4 per cent in the same
period.

The figures for New York State ciga-
rette tax revenue in Table 5, when ex-
pressed as the amount of tax collections
per one cent of the tax rate, show a
graduwally rising trend over the past 15
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years, The figures for the state’s fiscal
years ending March 31, 19534 and 1933,
show declines due to the onset of the
cancer srare, followed by a quick re-
sumption of the upward trend. Again,
the Surgeon General’s Report broke the
upward trend temporarily with a de-
cline of 2 per cent in the 1964 fiscal
year from the level of 1963,

In this table, it is Interesting to note
the effect of the increases in the rate of
tax on April 1, 1959, when New York’s
rate was raised from three cents to five
cents, and in 1965 irmmediately prior to
the change from five cents to ten cents,
In bath cases smokers, stocking up in
advance of the rate increzse, pushed
revenues Up sharply.

State tax collection dala compiled by
the Tobacco Tax Council for the period

Tahble 3—New York State cigarette tax revenue

€% Change
Fiscal Yoar Rate of  Collections from
Euded Net Tax per per One Cemt Preceding
March 31 Collections Pack of Tax Year
1950 § 50684179 LT $18,804,726 —
1931 58,486,330 3¢ 19,495 443 +3.2¢%
1932 59,768 830 3 19,022,943 +2.2
1953 61,608,862 3¢ 20,536,287 +3.1
1954 60,011,308 i 20,003,799 —26 & Canzer
1955 59141385 ¥ 19380452  —31 ¢ Scare
1956 59,736,478 1 19,905,403 +27
1957 61532421 * 20,510,807 +3.0
1958 63,947,670 ¥ 21,315 850 +3.9
1950 68,293,298 i 21,964,408 4-1.7 & Smokers stoek up hefore
rate increase
1960 114,767,193 5 22,952,438 — 056 ¢—Lag due to higher 1ste
and unusually high
prévipns yrar
1961 120,227,074 5¢ 24,045,414 +4.8
1962 123511454 5¢ 24,708,290 +248
1963 125.483.548* 5¢ 25,006,700% +1.6
1964 122982433 5d 24 506,486 —20 «— SurgeonGeneral'sBaport
1963 127.036.024 5¢ 25.407.204 +383 «— Smokers stock up before

rate is doubled

¥ Flyure anjurea 1o eliminate efect of o ehsngn §2 deposls procedare which nflated ‘lm peroal eollactions Ro

137,583,545

Kew Ya::k Shate Depariment of Taxatlon and Finanese, Rescarch and Statlstics Boreza.
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Fable J=—Maontltly cigarerte tax collections in New York Siate (calendar ycars 1963

10 1963)
{In Thousands}
1963 1964 1965
January $ 10,181 ) § 9710 J ¢ Surgeon  § 9275 )
Ceneral's Rate
February 9.560 1827 |« Report, 9177 » 5¢
Jan. 11
March B,595 8,549 12,243 ] ¢~ Smokers stock up in
advance of rate
April 11,350 16510 17,835 Y incrense in April
May 11,588 9,799 16,748
June 10,068 11,124
. Rate . Rate 19,633 , Rate
July L8 [ 9 11576 | 5¢ 104
20,105 | ¢— Smokers siock up in
August 11,044 10,499 advanct of salas wx
19491 | ¢— Cigarettes subject 1o 2%
September 10,302 10,171 state sales tax and Jocal
19054 ) 4— taxes ranging from 0 to
Qeciober 11,047 10533 3% effective August
November 9,453 10,277
December 10,606 | 124t |
$125.242 $129.426

New York State Department s Tanvarisn apd Flnanee, Keessped and Statlptjes Baruau,

January through April, 1965, give evi-
dence of the resurgence in cigarette
sales as the effect of the Surgeon Gen-
eral’s Report wore off. In the first four
months of 1965, seven and a half bil-
lion packages of cigarettes were taxed

by the states, an increase of 10 per.

cent over the numbst taxed in the Jan-
uary through April peried a year
earlier,

The upturn in cigarette sales in 1965
s the more striking because the de-
cline in the earlier months of 1964 had
been very widespread. Out of 45 states
reporting, all but five showed declines
in per eapita consumption from 1963 to
1961, These ranged from one-tenth of
one per cent in South Carclina to 12.5
per cent in South Dakota, The decline

42

i per capita consumption in New York
was 3.8 per cent for this period, Thess
perticular per capita comparisons are
related to the entire population, not just
the population of smcking age. The
trend is clesr, whatever series is used.

It is too carly to tell whether the
doubling of the New York Stale ciga.
retis tax rate six months ago, or the
increases Which other states have of.
fected, will have any lasting effect in
reducing the amount of cigazetts smok-
ing (Table 4). In March, 1963, the
month immedintely prior to the effec.
tive date of the New York tax in.
crease, there was 2 great increase in
sales because cigarette smokers stocksd
up in advance, The revenues for the
next two months declined, but June,
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July, August, and Scptember have
5}10“'“ CUnSidEl'ﬂbl(‘ I(‘CO\'CI’}'.

We shall have to look to the 1966
fipures to see whether the increases in
cigarette taxes will produce any depres.
sing effect upon consumption,

In spite of the revenue needs of the
states, it iz difficult to see how such
drastic rate increases as we have had in
the past two years could be accepted
by the smoking public, if society as a
whole were heginning to have some con.
cern about the effect of smoking on
health. Governor Rockefeller, in rec.
ommending the increase from five cents
to ten cents per pack in his Budgel
Message to the 1965 Legislature, recog-
nized this concerti. He said: “In view
of the pressing revenue needs of the
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ctale, wmd the potentizl health hazard
associated with cigarette smoking, an in-
crease tn this lax is warranted.”

It remains te be seen whether the
increased cost of cigarettes, reflecting
the recent sharp tax increases coupled
with the public health factor, will over-
come the pattern of the past. I the past
repeats ibsell, we shall see a sharp re-
covery in consumption after the initial
impact of the rate increases wears off. In
the meantime, the United Siates De-
pariment of Agriculiure, in its publica-
tion “The Tobacco Situation™ for Sep-
temher, 1965, makes the following fore-
cast: "Due mainly to continuing growth
of the number of persons of smoking
age, cigarettc consumption in 1966 is
likely to increase to a new high.”

The Honorable Jeseph Murphy is commissioner of taxation and finance for
New York State, and president of the Siste Tax Commission, Albany, N. Y.
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