CAMPAIGN

fLor
ToBAGD-FREE
K3 ds"’ STATE BENEFITS FROM INCREASING SMOKELESS TOBACCO TAX RATES

Many states have been increasing their cigarette tax rates both to increase state revenues and to reduce
smoking, especially among kids. But by neglecting to increase their smokeless and other non-cigarette
tobacco taxes at the same time, some of these states have missed an opportunity to further reduce
overall youth tobacco use and tobacco-caused harms, and secure additional new state revenues.
Smokeless tobacco use is harmful and can be deadly. It causes oral cancer, gum drsease and nicotine
addiction; and it increases the risk of cardiovascular disease, including heart attacks." However, raising
smokeless tobacco tax rates would directly reduce smokeless tobacco use, its harms, and costs.

Smokeless Tobacco Use Harms Kids and Leads to Lifetime Addictions

It is well established that smokeless tobacco use causes serious harm, including gum disease, and
substantially increased risk of oral cancer.?> Even worse, smokeless use during youth can lead to a
lifetime of addiction to smokeless tobacco or, frequently, to cigarettes, as the nicotine addiction created
by smokeless use ultimately leads to habitual smoking.’

Especially with the new smokeless tobacco products on the market, it is even more important to take
measures to prevent youth initiation. Moist snuff now comes in a wide variety of kid-friendly flavors such
as grape, apple, and vanilla, and because they are taxed — and priced — lower than cigarettes, they are
more accessible than cigarettes. The big cigarette companies have recently introduced snus products,
moist snuff and other flavorings in small teabag-like pouches that do not require spitting, using their
popular cigarette brand names (R.J. Reynolds’ Camel Snus, Philip Morris’ Marlboro Snus, Liggett Group’s
Grand Prix Snus, and Lorillard’s Triumph Snus). These products are so concealable that one high school
student has admitted using Camel Snus durlng class, saying, “It's easy, it's super-discreet...and none of
the teachers will ever know what I'm doing.”

Raising Smokeless Tobacco-Tax Rates Reduces Youth Use

As with cigarettes, raising the price of smokeless tobacco products through state tax increases or other
means will prompt a reduction in smokeless tobacco use, especially among adolescents and young
adults. For example, one study found that a 10 percent increase in smokeless tobacco prices reduces
adult consumption by 3.7 percent and reduces male youth consumption by 5. 9 percent, with two-thirds of
that reduction coming from kids stopping any use of smokeless tobacco at all.® In West Virginia (where
male teenagers are twice as likely to use smokeless tobacco as any other male teenagers in the U.S.), a
increase in smokeless tobacco prices would cause more than half to quﬂ

After reviewing a number of research studies on the relationship between tobacco product prices and use
rates, the independent U.S. Centers for Disease Control and Prevention (CDC) Task Force on
Community Preventive Services similarly concluded that increases in tobacco prices decrease both adult
and youth prevalence and reduce the quantity used by adolescents and young adults who do not quit.
The Task Force also concluded that adolescents and young adults are two to three times more sensitive
to tobacco price changes than adults. Accordingly, the Task Force strongly recommends excise tax
increases to raise the unit prices of tobacco products in order to: 1) reduce consumption of tobacco
products; 2) reduce tobacco-use initiation; and 3) increase tobacco-use cessation.”

Increasing Cigarette Taxes without Increasing Smokeless-Tobacco Taxes Prompts Kids to Start
Using Smokeless

When cigarette prices and taxes increase without corresponding increases to other tobacco product taxes
and prices, some users, especially youths, will simply switch to smokeless tobacco rather than quitting or
cutting back or avoiding tobacco use altogether. In the 1980s, for example, when state cigarette taxes
climbed much higher and faster than smokeless tobacco taxes, there was a substantial increase in
smokeless tobacco use, especrally among male youths, who make up 90 percent of adolescent
smokeless tobacco users.® Data and research also show that adolescents substitute smokeless tobacco
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for cigarettes when smokeless is substantially cheaper.® Moreover, recent research has confirmed that
cigarette smokers who switch to smokeless tobacco have much higher risks of death and other health
harms than those who quit tobacco use completely

Setting Smokeless Tobacco Tax Rates Effectively

Simply raising all state tobacco taxes will produce enormous benefits by reducing overall tobacco use,
with an especially powerful negative effect on tobacco use by kids. At the same time, it is important to
make sure that the tax rates on all tobacco products are roughly comparable, to minimize shifts from one
tobacco product to another cheaper one and to maximize the overall reduction in tobacco use.

One way to create comparable rates is to make sure that the cigarette, smokeless, and other tobacco
product tax rates — or the proposed increased rates — all roughly equal the same percentage of the
underlying prices for the products (either those charged to consumers or those charged by the
manufacturers to wholesalers). In most states, smokeless and other non-cigarette tobacco-product taxes
are already set at a percentage of manufacturer or wholesale prices. While cigarette taxes are typically
set as certain amounts per pack, it is possible to translate those amounts into percentages of the prices
charged by manufacturers through the manufacturer price data available from the U.S. Department of
Agriculture’s Economic Research Service and from other sources. Another option is to compare the state
cigarette tax per pack amount to the average retail price of cigarettes in the state, while also translating
the other tobacco product taxes into retail price percentages.

Percentage of Price vs. Weight-Based Taxes. The U.S. Smokeless Tobacco Company (UST), the
biggest U.S. manufacturer of smokeless tobacco products, has been trying to get more states to tax
smokeless tobacco (specifically, moist snuff products) based on weight rather than through a percentage
of wholesale or retail price. Over time, such shifts to a weight-based tax dramatically reduce the portion
of state revenues gained from their smokeless tax, reducing the effective tax on the kinds of higher-priced
premium products that UST sells and increasing the effective tax on lower-priced brands, predominantly
sold by UST competitors. In contrast, a percentage-of-price tax levies a fixed percentage tax on all
smokeless products, ensuring that those products that bring in higher amounts of revenues and profits
also pay higher amounts per can or dose while still paying the exact same percentage tax as less
profitable brands. Indeed, a percentage-of-price tax is a flat tax.""

But this is not just an issue of premium versus lower-price brands. The vast majority of kIdS who use
smokeless tobacco use the higher-priced premium brands, such as UST’s Copenhagen.'® By ultimately
lowering the price on the smokeless tobacco products most popular with kids, shifting to a weight-based
tax would increase smokeless tobacco use among youth

Taxing by weight also provides a massive tax break to the new generation of smokeless tobacco products
(e.g., Ariva, Stonewall, Snus products) that can weigh as little as one-tenth as much as standard
smokeless products. Accordingly, states with weight-based smokeless or moist snuff taxes will see their
revenues shrink as thls new wave of super-low-weight products takes over more and more of the total
smokeless market.'

Because of all of these problems, shifting to a weight-based tax for smokeless tobacco or moist snuff is a
problematic way to address UST's core complaint about smokeless brands with bargain-basement prices
paying extremely low taxes per can or dose. To ensure that smokeless tobacco brands that engage in
unfair competition or predatory pricing still pay reasonable amounts of tax, a state could simply add a
minimum tax onto its existing percentage-of-price tax system. 1

Campaign for Tobacco-Free Kids, June 25, 2008 / Ann Boonn

More information on increasing smokeless tobacco taxes is available at
http://www.tobaccofreekids.orqg/facts issues/fact sheets/policies/tax/other products/.

"Evenifa shiftto a weight-based smokeless tax would initially bring in more revenue than a state’s existing
percentage-of-price tax, the value of the revenues it brings the state will erode over time due to inflation. In contrast,
a percentage-of-price system will keep up with inflation, bringing the state more revenue as inflation and smokeless
tobacco prices increase.
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> The Campaign for Tobacco-Free Kids has model legislative language, available upon request, to establish a
minimum tax in existing state percentage-of-price tobacco tax systems — or to modify existing or proposed weight-
based tax systems for smokeless or moist snuff so that (like a percentage-of-price system) they keep up with inflation
and product price increases, do not fail to tax low-weight products adequately, and better protect the public health.

To get any of this model legislative text, please email aboonn@tobaccofreekids.org.




