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“Sugar ., rum. , and tobacco, - are
commaodities which are no where
necessaries of life, which are become
objects of almost universal
consumption, and which are therefore

extremely proper subjects of
taxation.

Adam Smith, An Inquiry into the Nature and
Causes of The Wealth of Nations , 1776
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Overview of Tobacco and Alcohol
Taxation



Why Tax?

A Efficient revenue generation

A Primary motive historically and still true in- many
countries today

A Very efficient - sources of revenue given:

A Historically low  share of tax in price in many countries
A Relatively inelastic demand for tobacco products,
alcoholic beverages
A Few producers and few close substitutes
A One of many goods/ services that
Rul eo
A AThis vice brings in one hun

taxes every year. | will certainly forbid it at once
| as soon as you can name a virtue that brings in
as much r el vNapolean @l on tobacco tax 5
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Why Tax?

A Promote public health

A Increasingly important motive for higher tobacco
taxes In many high income countries
A Less so for alcoholic beverage taxes

A Based on substantial and growing evidence on the
effects of tobacco taxes and prices on tobacco use

A Particularly among young, less educated, and low income
populations

A iné We [] have a package of six p
MPOWER, that can help countries implement the provisions
In the Convention. All six measures have a proven ability to
reduce tobacco use in any resource setting. But tobacco
taxes are by far the most effective . oDirector General
Dr. Margaret Chan, WHO, 2008



France: smoking, tax and male lung
cancer, 1980-2000

Number
igarettes/adult/day

Lung Cancer Deaths:
males age 35-44/4
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Why Tax Tobacco?

A Cover the external costs of tobacco
and excessive alcohol use

A fiPigouvian 6 t a X
A Less frequently used motive

A Account for costs resulting from tobacco use
Imposed on non -users

A Increased health care costs, lost productivity,
property damage, criminal justice costs, etc. caused

by exposure to tobacco smoke among non -
smokers, harms incurred by non/moderate drinkers
A Canal so include fiinternal.
addiction, imperfect information, and time
Inconsistent preferences 11



