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Background

While the effectiveness of raising tobacco product
prices in reducing tobacco use has been well-
documented, very little is known about how the
structure of excise tax ation on tobac co products may
affect the effectiveness of price policies.

Excise tax structure is defined by the tax base and
whet her different rates are imposed. A specific excise
tax is a monetary tax levied on the quantity of
tobacco products and an ad valorem excise tax is a
tax levied as a percent age of the value of tobacco
prod ucts.

Limit ed evidenc e shows that, com pared with a
uniform specific ex cis e tax system, other systems
are ass ociated with great er price variability and
opportunities for tax avoidance.

However, very little is known about the impact of the
structure of excise taxation on other tobacco

prod ucts on retail prices for other tobacco prod ucts.
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Study Aim

o To assess the impact of tax structure changes for
other tobacc o products on retail prices of ot her
tobacc o products using the state level tax structure
and prices data in the U.S.

Data

o OTP Tax Structure Data OTP data structure datawere
compiled viaoriginal legal research for the years 2007
through 2013, which contain coded statelaws (stautory and
administrative'regulatory) that relate totax base, type, and
tax retes forall tobaaco produds

OTP Prices Data OTP prices datawere ottained fran the
Nielsen store scanner datg organized by 52 designated
Nielsen markes. The datacortain the quarterly maket-
level prices andsales deafortobaccoproduds & the
Uni;&rgal Produd Code(UPC) level fa the time period 2007
to .

Method

o OTP Tax Structure datawere linked tothe Nielsen Price
Data basedon gate yea and quarter

o Regression Analysis was usedto estimate the associaion
between prices and tax structure

o Analytical Model:

Pricej, =NoT axj,+AdV alTax; +E fftax;, + 8, +y; +&j;

o Where NoT axis adunmy variable withthe value of 1
indicating stetes that don't have any tax,AdV alTaxis a
dummy variable withthe value d 1indicating states tha
have AdValorem Tax,E fftax is tdaltax s apercent of
price, andg, +y, represent year and quarter dummies
respectively.

o

Method (cont’d)
o Next, Difference-in-Dfference method was usedto draw
comparisons between average prices instaes that changed
tax struduretostees that did not change tax structue fa
two OTPs little cigars and moist snuff. The reasontofacus
on these two products is because the only significart
changes in statelevel tobaccotax structures werefor litle
cigars, moist snuff, and snus in our study period, and we did
not have enough observations inprice detafor snus.
Because many Nielsen designated markets cross state
borders, inordertomatch with state level tax sructure daa,
we limited our analyses to 19 Nielsen markets that
completely fall within astate’s boundary.
Analytical Model:
Pricej, =ChangeState .+ PostChang e, + (State * Post);,
+6:+&;
Where C hangeState is adunmy variable withthe value of 1
indicating staes that changed tax strwcturein our study
period, PostChangeis a dummy variable indicating the post
change period. (State * Pos?) is theinteradion tem, and §,
are year dummies.
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Results
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Conclusion and Discussion

o Two genaal conclusionfran crass-sectional analysis Taxes
increase prices for other tobacco prodicts, and prices are
higher under specfic tax structure than ad valorem tax
strudure.

For litle cigars, average prices incressed after stetes
changed their tax structures from ad valorem tax to specific
tax.

Formoist snuff, average prices increasedin State of
Washington and Texas after these two stetes changed their
tax strudtures fran ad valorem tax to specfic tax

Although we observed price increases, at least for afew
states in our study, dter states changed their tax structures
from ad valorem tax to specific tax for little cigars and moist
snuff, the resson tha dives the priceincreaseis unclea. The
price increase may be dueto inaease ineffectivetax raes
associated wththe tax structure change, it may also be due
to the change in brands/product types mix wthin a specific
product category. F uther studies are needed to diffeentiate
thesefactas.

Our study has several limtations first, for detailed analysis
we only examined afew selected Nielsen markets tha fall
within a state’s boundary and afew selected tobaaco
products, which limits the generalization d our results.
Second, we did nd corsider the effedtive tax rate changes
that may accanpany the tax strudure changes. T hird, we only
examined the average pricefor aspecift tobacco product
Future studies can examine whether tax changes affect the
price for premium brands and discount brands dfferertly.
Last, we did nd examine the tax structure change on price
variability. Further studies are neededto examine how tax
strudure changes may fect the price variability using
measures such as the raios d IQRto the median pice.

In summary, our results indicate that theO TP tax strwcture
change is associated withretail prices changes & least for
some gtates and afew seleded tobacco products. This
suggests tha tax strucure changes may induce behavioral
changes intobacco wsethrough its dired mpact on prices.
States may consider alter ta« structure for tobacco produds to
influence the retail prices for tobacco products.
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