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Abstract

This paper draws upon the experiences of foreign countries in implementing tobacco taxation to provide lessons the Chinese government can use when 
considering the feasibility of raising additional taxes on cigarettes. Based on current international data and Chinese published data, this paper concludes that 
there is still leeway to raise existing taxes. The Chinese government should consider conducting some pilot experiments in tobacco tax increases, with some of 
the new revenues allocated for tobacco control programs as well as for financing healthcare services among the poor.

(Tobacco Control 1997;6:136-140)

 

Introduction

Cigarette smoking is harmful for health, causing premature death through smoking related illnesses such as lung cancer and cardiovascular disease. Smoking is
also responsible for substantial healthcare costs and lost productivity due to illness and premature death.

China currently has a relatively high prevalence rate of cigarette smoking. More than 300 million individuals in China are smokers, and approximately 30% of 
the world's smokers live in China.1 Previous research has estimated that each ton of tobacco consumed results in approximately one death.2 It has been 
predicted that 50 million Chinese children alive today will die prematurely as a result of tobacco use.3

According to the 1992 national household expenditure survey, urban per capita expenditures in China on cigarettes (54.28 Chinese yuan (Y) (US $9.05)) were 
higher than healthcare and medical expenditures (Y41.51 ($6.92)) and alcohol and soft-drink expenditures (Y45.92 ($7.65)).4 This survey also showed that on
average, per capita annual cigarette consumption was 33.03 packs, ranging from 24.32 packs for the low-income group to 33.58 for the middle-income group 
and 45.09 for the highest-income group.4

Given the size of the smoking population in China, it is not surprising that China is the largest cigarette-producing country.4 It produced 32.85 million cases or
82.125 billion packs (one case consists of 2500 packs) of cigarettes and used 1.85 million hectares for tobacco production during 1992, which represents a 
93% increase in production and a 25% increase in tobacco growing area since 1981. Per capita consumption of cigarettes reached a peak in 1990 of 1437.8 
cigarettes, and then declined slightly to 1417.3 in 1991 and 1400.4 in 1992. From 1981 to 1992, per capita consumption increased by 62.8%.

In recent years, China has made major progress in tobacco control by banning all cigarette advertising, increasing import duties on cigarettes, and banning 
cigarette smoking in some public places. Still, China is a major world consumer of cigarettes. A recent study indicated that 895,600 individuals died of 
smoking-related illnesses in 1989.5 Medical care expenditures due to smoking were estimated at Y6.9 ($1.15) billion in 1989, while the value of lost 
productivity or premature death was about Y20.13 ($3.35) billion that year. The value of these resources could be used for many other productive services in 
the society. 

Government agencies and health policymakers around the world have used a variety of policy alternatives to control tobacco smoking.6 These policies include 
a ban on cigarette advertising, the prohibition of cigarette smoking in public places, antismoking media campaigns, the prohibition of cigarettes sales to minors
or in vending machines, health education in schools, and taxation on cigarette products. The objectives of some of those tobacco control instruments in 
reducing tobacco consumption are obvious, while others are less certain. It is universally recognized that taxation on the sale of cigarettes has been very 
effective in accomplishing its aims. Despite variations in cigarette taxes, it is generally agreed that a tobacco tax is a reliable source of government revenue, a 
convenient and effective method of collecting revenue, and, most importantly, a deterrent to cigarette consumption.

The government of China relies on revenue from the tobacco tax as a major financial resource. The question is whether sufficient opportunity exists for raising
existing tax on cigarettes in China to control cigarette smoking, while still being financially beneficial to the government. The purpose of this paper is to draw 
upon the experiences of foreign countries in implementing tobacco taxation, to provide lessons the Chinese government can use when considering the 
feasibility of raising the tax on cigarettes.

Rationales for cigarette taxation and international experiences

A fundamental principle of economics indicates that increased cigarette prices will reduce cigarette consumption. The retail price of cigarettes consists of the 
prices of the raw materials, labour costs, and taxes. In general, cigarettes are taxed at various levels of government, encompassing federal, state, and local 
areas. The most common form of cigarette tax is based on units of quantity of sales (an excise tax) whereas some governments apply a cigarette tax based on a 
fixed percentage of the price (an ad valorem tax).

In China, cigarette taxes are collected by the central government at the level of the manufacturer, according to the number of cigarettes produced. Once these 
cigarettes leave the factory no additional tax is added. Therefore, it is called a product tax. Because it is imposed according to quantity produced, it can also be 
considered an excise tax. All cigarette factories are owned and operated by the government. Thus, tax collection administration is very efficient. 

Excise taxes are easier to collect and do not change over time, while an ad valorem tax changes as the price of cigarettes changes, and may add more 
administrative costs in collecting tax revenues. Regardless of the form of cigarette taxes, an excise tax is a component of the retail price, thus reducing 
cigarette consumption. The reduction of cigarette consumption could result from either a reduction in the number of cigarettes consumed by smokers, or a 
reduction in the number of smokers.

Rationales for Cigarette Taxation



Two rationales are used to justify a tax on cigarettes.7 The first rationale is simply to consider the cigarette tax as an efficient instrument with low 
administrative costs for collecting revenue for government spending. In the case of the United States, an increase in the federal cigarette tax was used to 
finance the Civil War in 1864, and the Korean War in 1951. Thus, before 1960, taxes on cigarettes were enacted and raised to generate revenue rather than to 
discourage consumption. Similarly, in Finland, a major increase in cigarette price (a 60% increase in a seven-month period during 1975/76) was intended 
mainly to increase state revenue.8

The second rationale for imposing a cigarette tax is to consider taxes as "user fees". It is argued that the tax covers the external costs of smoking and will 
discourage smokers from using cigarettes, thus leading to a reduction in tobacco-related healthcare costs by reducing the morbidity and mortality associated 
with cigarette smoking. This second rationale, with its anti-smoking objective for raising cigarette taxes, came into use after release of the US Surgeon 
General's 1964 report on smoking and health. Since 1980, countries such as Finland, Denmark, Egypt, Canada, Nepal, Iceland, Peru, Australia, and New 
Zealand have raised cigarette taxes as means to reduce cigarette consumption.

Given the rationale of raising the cigarette tax to control tobacco use, many countries and states have used part of the revenue from such taxes to support 
anti-smoking activities, such as health education, medical research on tobacco-related diseases, and anti-smoking media campaigns -- for example, in Australia
and New Zealand. In Victoria, Australia, a 5% tax was levied on the sale of tobacco products in 1987 to finance health promotion.9 Other countries, such as 
Egypt and Nepal (personal communication with Minister of Health, Yur Raj Sharma, 1995), have used the additional tax revenues for health-related activities, 
such as paying for low-income maternal and child healthcare or subsidizing medical expenditure for low-income families.10

In November 1988 voters in California (USA) approved the California Tobacco Tax and Health Promotion Act (Proposition 99). This ballot initiative 
increased the state excise tax on cigarettes from 10 cents per pack to 35 cents per pack, beginning in January 1989. It explicitly specified how the new tax 
revenue was to be used, including health education programs for the prevention and reduction of cigarette use, indigent healthcare, research, parks, recreation, 
environmental programs, and other activities.11 Following a model program funded by tobacco tax revenues in the state of Minnesota,12 Proposition 99 was 
the first state legislation in the United States that sought to deter cigarette consumption both by increasing the state excise tax and waging an anti-smoking 
campaign.

Studies show that six months after the tax increase in California, cigarette sales had declined by about one pack per adult, or 10.9%. One year after the tax 
increase, the decline per capita had remained at a rate of three-quarters of a pack per adult per month, or a 9.5% reduction throughout the next three years.13

The cigarette tax increase led to a reduction in cigarette sales. Did the state's total revenues from cigarette sales decline? The answer is no. Based on the results 
of an estimated price elasticity of demand of -0.40, it can be shown that a 10% increase in price reduces the quantity demanded by 4%.14 Thus, the percentage
increase in price is higher than the percentage decrease in quantity by six percentage points. In other words, the value of loss in sales is more than offset by the 
value of gains due to the increased price. Therefore, tax revenues have increased. The actual California state cigarette tax revenue increased 200% in 1989, 
despite a 14% reduction in total cigarette sales. Cigarette sales continued to decline each year, while the revenue continued to be much higher than the pre-tax 
(1988) period. The state cigarette tax revenue in 1993 still was 170% higher than in 1988.

This is a very important finding for policymakers in tobacco control and policymakers in tax revenue departments. As long as the price elasticity of the 
demand for cigarettes is less than -1, the increase in taxes will result in a net gain in total tax revenues. The less elastic the demand, the less effective the tax 
will be in reducing cigarette consumption, but the more effective the tax will be in generating additional tax revenues. To plan for the desired level of reduction
in cigarette consumption and the desired amount of increase in tax revenues, it is important to know the magnitude of the price elasticity of the demand for 
cigarettes.

California's anti-smoking legislation, Proposition 99, is a major success for the voters of California. Besides Minnesota and California, similar tax-funded 
initiatives in tobacco control have been implemented in the states of Massachusetts,15 Michigan, and Arizona.

Cigarette Taxes and Retail Prices Around the World

A cigarette tax is a major component of the retail price of cigarettes. It would be useful to know what proportion of the retail price is represented by cigarette 
taxes around the world. The Chinese government could use this information as a point of reference for their policy on cigarette taxes.

Most cigarette taxes are excise taxes, which means that the proportion of the retail price allocated to the tax may decline as the retail price increases. In other 
words, the real value of the excise tax will decline as inflation occurs over time. Some states in the United States and other foreign countries impose other sales
tax fees on the cigarette product in addition to the excise tax. Therefore, it is more meaningful to compare the total taxes as a percentage of retail price. To 
make all prices comparable, it is useful to convert prices to US dollars per pack of cigarettes.

Based on data from December 1993 for 24 selected countries, the average retail price of cigarettes ranged from $0.63 per pack in Spain to $4.55 in Norway.16
The retail price of cigarettes in many Scandinavian countries (Norway, Denmark, Sweden, Finland), western European countries (United Kingdom and Eire), 
and Canada exceeded $3.00 per pack. The United States price averaged $1.80 per pack. Portugal, Argentina, Taiwan, Spain, and South Korea averaged less 
than $1.50 per pack.

The amount of tax imposed on cigarettes in these 24 countries ranged from $0.42 per pack in Spain to $3.48 in Denmark, with an average of $1.66 per pack. 
As a percentage of retail price, taxes in Denmark and the United Kingdom were the highest--85% and 77%, respectively. The percentage in 12 of the 24 
countries exceeded 70%.16 Those countries with cigarette prices less than $1.50 per pack had high tax rates as well: 81% for Portugal, 70% for Argentina, 
70% for Spain, and 60% for South Korea (with the exception of Taiwan, 47%).

According to official data reported by the General Taxation Bureau, Ministry of Finance, the cigarette product tax rates for China ranged from 35% to 60% in 
1988. However, these tax rates are calculated from the producer's point of view. According to the 1993 China statistical yearbook, sales revenues were Y68.89
($11.48) billion in 1990 and Y76.75 ($12.79) billion in 1991.4 The government revenue from the cigarette tax was Y27 ($4.5) billion in 1990 and Y29 ($4.8) 
billion in 1991. The reported retail price per pack was Y1.33 (US $0.22 per pack) in 1992. Thus the effective retail tax rate was 39.2% in 1990 and 37.78% in 
1991. In other words, out of every Y10 ($1.66) spent by consumers on cigarettes, consumers paid between Y3.8 ($0.63) and Y3.9 ($0.65) in taxes. Thus, in 
terms of tax rates at the retail level, in China, rates are not as high as in many other countries.

Government revenue and price elasticities

The optimum amount of tax levied on cigarettes could be based on the economic burden of smoking to society, depending upon whether the purpose of the 



taxation is to control tobacco use, or, based on price elasticity, to maximize revenue. Cost estimates of the economic burden of cigarette smoking in the United 
States range from $0.50 per pack to $5.00 per pack depending on the assumptions of the value of life and the extent of the negative impact of cigarette use -- 
for example, smoking-related low birth weight -- included in the calculation.17 18 No consensus exists in the American research community as to which cost 
figure should be used as a basis for cigarette taxes. 19

On the other hand, if the purpose of a cigarette tax is to control tobacco smoking and at the same time maximize revenue, then the magnitude of price elasticity
of demand for cigarettes will be an important reference point. For instance, in President Clinton's Health Security Act of 1993, the White House proposed a 75
cent per pack increase in the federal excise tax as one source of revenue to finance the health insurance program. Based on 1992 taxes and cigarette smoking 
data, it was estimated that a 75 cent per pack increase in the federal cigarette excise tax would have prevented 900 000 premature deaths.20

According to a 1990 World Bank report, revenue from tobacco products, alcoholic beverages, and gasoline accounted for approximately 27% of China's total 
product tax revenues in 1986. Cigarette tax revenue alone reached the peak percentage of 14.84% of total government revenue in 1983, and then declined to 
6.70% in 1986. In recent years, cigarette taxes have contributed about 9.5% of total government revenues. For instance, in 1992, the total government tax 
revenue was Y329.7 ($54.9) billion; the cigarette tax revenue that same year was Y31.0 ($5.2) billion. Thus, cigarette taxes raised 9.4% of total government 
revenues. Clearly this tax represents a major source of government revenue.

To illustrate the possible revenue impact of an increased excise tax on cigarette sales, 1992 data on price and sales figures are used. According to the PRC
(People's Republic of China) yearbook, the retail price per case of cigarettes was Y3320 ($553), and 32.65 million cases were sold.4 A recent study estimated
that the price elasticity of the demand for cigarettes in Sichuan province in China, ranges from -0.65 to —0.80, which is somewhat higher (that is, more price
sensitive) than in many other developed countries, but not as high as estimates from Papua New Guinea.4 7 21 The Papua New Guinea estimates were for
excise tax elasticity (-0.50 to -0.71), and the price elasticity would be as high as -1.0 or -1.42.6 In this illustration, we assume —0.65 (the lower end of the
Sichuan estimate) to be the price elasticity for the Chinese population.22

Given this information, if the Chinese government cigarette industry imposed a 10% increase in price, from Y3320 ($553) per case to Y3652 ($608), a 6.5% 
reduction in sales would occur, from 32.65 million cases to 30.53 million cases. However, the total revenue would increase from Y108.41 ($18.07) billion to 
Y111.5 ($18.58) billion, a Y310 ($51.67) billion increase, or an increase of 2.9%. Thus, given the inelastic demand for cigarettes, the total revenue will 
increase when the price is increased. Assuming the effective tax rate in 1992 was 37.78%, the effective tax rate would have to rise to 43.43% to achieve a 10%
increase in price, an increase of 15% in the effective tax rate. Given these assumptions, total tax revenues would rise by 18.2%, while total sales revenues 
would rise by 2.9%.

Options for additional cigarette taxes in China

Given the negative health consequences of cigarette smoking, it is certainly justifiable to consider imposing additional tax on cigarettes. Furthermore, 
additional financial resources are needed to facilitate healthcare reform in China to expand the coverage of healthcare services for the poor, especially for the 
uninsured in the low-income urban and rural population.23 A number of countries, including the United States (California), Nepal, and Egypt, have been 
using tobacco tax revenues to pay for healthcare services or health insurance premiums. Finally, a serious need exists in China for a health promotion 
campaign and its financial support, which may include an anti-smoking media campaign or school health education programs. A small portion of the 
additional cigarette tax revenues could be used to fund health promotion and disease prevention activities.

As noted above, China currently imposes a product tax on cigarettes. These taxes are incurred and paid directly by the producer; but leeway exists, however, 
for the consumer to pay an additional tax on cigarettes at the retail level in the form of a sales tax or an excise tax. Currently, cigarette taxes account for less 
than 40% of the retail price in China, not as high as many other countries in the world, where taxes comprise more than 60% of retail prices.

Several factors determine how much tax should be imposed. One major factor relates to the objective of reducing cigarette consumption. US data suggest that 
a third of the reduction in cigarette consumption following tax increases is the result of current smokers quitting, and two-thirds is due to smokers reducing 
their individual cigarette consumption. The other factors relate to: (a) consumers' ability to bear the additional financial burden; (b) the amount of revenue the 
government needs to achieve a given objective; (c) the magnitude of the potential negative impact on the cigarette industry; and (d) smuggling.

In California, before Proposition 99 was implemented, the legislature had the intention of reducing tobacco consumption in California by 75% by the year 
2000. Canada, recognizing that its high tax rate caused major smuggling between Canada and the United States, subsequently lowered its tax rate. In Egypt, 
the tax rate was increased from five to 10 piasters per pack to produce enough revenue to provide health insurance for school children. Therefore, the Ministry 
of Health, the Ministry of Finance, and other interested parties in China need to collaborate in developing China's tax increase agenda.

Several concerns have been expressed relative to an increase in cigarette taxes. The first two have immediate impacts: an increase in smuggling to avoid the 
additional tax burden, and the shifting from cigarette consumption to cigarette substitutes (such as pipe or cigar smoking). These two responses will weaken 
the effect of an additional cigarette tax. Many countries, such as Canada, have experienced the problem of cross-border smuggling. Smuggling in China is 
already a major problem, especially between Hong Kong and China. The Chinese government has not been able to effectively control the cigarette smuggling 
problem. The substitution effect could be minimized if the tax covers not only cigarettes, but also other tobacco products.

One long-term negative consequence of an increased cigarette tax is the reduction of the economic wellbeing of tobacco farmers and workers in the tobacco 
industry, who will face lost income and unemployment. In this case, the government should develop a long-range gradual plan to convert tobacco farm 
production into other agricultural production, and to convert tobacco factories into non-tobacco factories by providing loans, the money for which can come 
from the cigarette tax. There will certainly be disproportionate losses to particular geographical areas. A similar policy debate is occurring in the United 
States.24 26 Brazil has encouraged tobacco farmers to transfer into other cash crop activities. Additional innovative policy alternatives in this area should be 
considered. Perhaps the World Bank can take further initiative, by not only refraining from lending for the purposes of tobacco production, but also by 
providing loans for converting tobacco production to production of alternative crops (H Barnum, unpublished paper, 1993).

Conclusions

Many countries around the world have taken the initiative to control cigarette use because of its impact on public health and healthcare costs. China is in a 
unique position because its relatively high smoking prevalence provides a large tax base; therefore, the imposition of a cigarette tax increase will have a 
significant effect in generating revenue and reducing cigarette consumption. When combining tax revenue from both producers and consumers, the total 
revenue for the state will increase, not decrease.



The healthcare sector is currently facing limited financing sources, given the current state and local tax structure. Therefore, the option for raising additional 
revenues from a increased cigarette tax is a golden opportunity for China to finance healthcare reform and activities in health promotion and disease 
prevention.

This review of international experiences with cigarette taxation and the current status of Chinese cigarette consumption leads to the following 
recommendations.

• Tobacco tax policies in China should be linked to the objective of reducing tobacco use. Government policymakers should consider using tobacco tax as an
intervention in accomplishing the goals of health promotion and disease promotion.

• Researchers have shown that tobacco taxation is an effective means of reducing cigarette consumption. Using a portion of cigarette tax revenue for
anti-smoking activities would further achieve the goals of tobacco control.

China is a major country both in terms of the size of its population and the wide geographic differences in the production of tobacco and the manufacture of 
cigarettes. Raising cigarette taxes could be a major political and economic issue. One option for the central government is to carry out small-scale experiments 
in certain areas, like many other social and health insurance experiences being implemented in various local areas, to examine the potential impact of 
additional cigarette taxation on cigarette consumption, government revenue, possible allocation of additional tax revenue to health promotion and healthcare 
financing, and the Chinese cigarette manufacturing industry and tobacco farm sector.
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