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A SIGNIFICANT FEDERAL CIGARETTE TAX INCREASE
WILL STRENGTHEN THE ECONOMY AND CREATE NEW JOBS
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It is well established that a significant increase to the federal cigarette tax rate would both
substantially increase federal revenues and reduce smoking and related harms and costs.” In fact,
the Joint Committee on Taxation has projected that the 61-cent per pack increase recently passed by
the U.S. House of Representatives would produce net new federal revenues of at least $6.0 billion per
year; and earlier estimated that a 61-cent increase would reduce U.S. taxed pack sales by less than
10 percent.? That kind of reduction would have only a negligible effect on the revenues and profits of
cigarette manufacturers, wholesalers and retailers, but the related smoking declines would strengthen
our economy, and create jobs. By reducing smoking, cigarette tax increases shift some consumer
expenditures from cigarettes to more productive uses, increase worker productivity, and reduce public
and private expenditures on healthcare and other smoking-caused costs.

e Smokers who quit or cutback will use the money they formerly spent on cigarettes to
increase their savings and investments or to increase their spending on other goods and
services. Overall, these alternative uses of the cigarette savings will help to produce more jobs
and more productive economic activity.® Because cigarette manufacturing and distributing is so
capital intensive, spending on cigarettes does not create as many jobs as spending on most other
goods and services — and shifts from spending on a consumable product to increased savings or
investments is always more economically productive (especially when the consumable product
produces such large and serious social costs).*

e Using increased cigarette tax revenues to fund beneficial programs not only promotes
worthwhile goals but typically helps to create jobs. Using cigarette tax revenues to support
beneficial government programs produces a further shift of expenditures to more productive
purposes. This beneficial shift will be especially pronounced in the pending State Children’s Health
Insurance Program (SCHIP) legislation, which would use tobacco tax increases to fund the renewal
and expansion of a program that provides critically needed healthcare to underserved youth.
Moreover, spending on healthcare is an especially powerful way to create jobs.

e Economic studies have found that even if smoking were entirely eliminated in the United
States, the net economic effect would be positive, with the shift from expenditures on cigarettes
and other smoking-caused costs to more productive goods and services or to savings producing an
increase in total jobs as well as other increases in productive economic activity.> Even in those
states with the highest levels of tobacco farming and tobacco manufacturing, the direct economic
consequences from eliminating all U.S. smoking would be offset by these other economic benefits,
especially given the increasing diversification of those states’ economies over the past decade or
so. In addition, the subsequent increases in public health and worker productivity from eliminating
smoking would provide massive benefits and public and private cost savings to every region of the
country. And all those net impacts and benefits hold true, in a smaller scale, when smoking is
reduced rather than eliminated.

¢ State-specific economic impact studies in New Hampshire, Texas, and Virginia have found
that substantial cigarette tax increases in those states would actually increase total state
employment — and that reduced cigarette sales have, historically, been linked with increased state
retail employment.®

e Cigarette tax increases do not significantly reduce overall retailer revenues. After Maryland’s
cigarette tax was raised to $1.00 per pack, a border-area impact study by the state Comptroller
found that “When all taxable sales throughout the entire study area for retailers typically selling
cigarettes are examined, however, there is no evidence that the increase in tobacco taxes has had
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a direct and measurable impact on gross revenues.” Moreover, any negative impact on retailer

revenues would be even more unlikely with a federal cigarette tax rate increase, which does not (as
state increases do) create any new cross-border retailer price differences.

e The smoking reductions from a significant federal cigarette tax rate increase will increase
worker productivity. The U.S. Centers for Disease Control and Prevention (CDC) estimates that
productivity losses caused by smoking amount to more than $96 billion per year — and that total
does not even include business losses from cigarette breaks or from workers being less productive
when on the job because of smoking caused health problems.® Reducing smoking through a
federal cigarette tax increase would reduce all of these smoking-caused productivity losses
experience by public and private sector employers.

e By reducing government, private sector, and household smoking-caused costs, a significant
federal cigarette tax rate increase will further strengthen and improve the nation’s economy
— especially since those savings will, overall, be shifted to much more productive uses. CDC
currently estimates that smoking-caused healthcare costs alone total more than $96 billion each
year, with federal and state governments covering roughly half of those costs and private health
insurance and individual households covering most of the remainder. °
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More information on federal tobacco tax increases is available at
http://www.tobaccofreekids.org/facts issues/fact sheets/policies/tax/us federal/.
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