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Abstract

As one kind of special goods, tobacco has the nature of double plainness. On
the one hand, production of tobacco can bring tremendous benefits and provide
substantive revenue; on the other, consumption of tobacco may trigger health dam-
age, medication expense increase, productivity loss and life losing indeed.

Holding the world’s biggest tobacco production and consumption, China is the
country with the most smoking people. What has incurred this kind of producing
and consuming situation even in the worldwide context of smoke control or ban?
Should the government make relevant policies to guide tobacco production and con-
sumption? And how?

After consulting abundant academic literatures, the author finds a noticeable
difference between western and domestic research: both western theoretical circle
and government support affirmatively that tobacco consumption should be levied at
the higher tax rate and sumptuary taxation should be effected; while in China,
there are very few researches focusing on taxation system design based on the point
of view of smoke control. Most economic literatures are interested in how to perfect
tax system in order to promote tobacco industry; while the researches dedicating
smoke control are scattered in the field of commonality sanitation. It is under this
research situation that this topic—how taxation policies work on tobacco consump-
tion control—is raised in this dissertation.

Based on economic angle, firstly, the research discusses whether the
government’s intervention on tobacco consumption has enough positive foundations
or not, for tobacco is with the nature of private goods. This book agrees with
government’s intervention because of market failure including consumers’ unsuitable
bias, negative externality, incomplete information and income disparity. Ways of

government’s invention in allusion to different market failure is diversiform. After




brief discussion and comparison on instruments of this sort of invention, this book
focuses on the study at the point of view to tobacco excise.

Tobacco consumption control can be realized by taxation adjustment, the eco-
nomic theory foundation of which is the transmit mechanism from taxation to price
then to demand with the core issue of demand price elasticity.

Demand of tobacco is short of price elasticity, generally, for tobacco is one
kind of addictive goods. Price elasticity of tobacco demand is distinguished among
countries, durations and characteristics. General rules are as follows; () price
elasticity of tobacco demand in developed countries is smaller than that in develo-
ping ones; (2 price elasticity of tobacco demand on characteristics with high in-
come is smaller than those with low income; @) price elasticity of tobacco demand
on top grade tobacco is smaller than low grade; @ compared with adults, young
people have higher price elasticity of tobacco demand.

Price elasticity of tobacco demand in China shows its particularity, which in-
cludes: (D smokers in China are much concerned about price—accordingly, the
price elasticity is great; (2) the majority of smokers are consumers of low grade to-
bacco and it incurs high price elasticity as well; 3) top grade tobacco in China has
the nature of gift and corruption, which matches the nature of Giffen good, so its
price elasticity is positive; (@ price elasticity of tobacco demand in China is be-
tween —0.656 ~ —0.18, thereinto, price elasticity of smoking participation is
—0.89. Tt shows the price is the influential factor on people’s decision of smoking
or quitting smoking; meanwhile, smokers’ price elasticity of smoking amount is
—0. 18 and it shows price plays a weak role in smoking.

The main results of this research show China taxation burden of tobacco excise
tax is at a low level compared with the main tobacco production countries. Mean-
while, the tax decentralization system related to tobacco revenue is spiriting up that
local government supports tobacco industry. In the case of low tax and
government’s support, tobacco production and consumption in China are in the pri-
macy of the world. The huge tobacco consumption incurs tremendous economic loss
and pricks up income distribution unfairness.

Therefore, this book addresses the following policy proposals

(1) The goal of designing tobacco and tobacco products excise tax is to far-

thest control the number of smokers and the amount of smoking,

1oDUSqQY




(2) There are two perspectives of designing optimal tobacco and tobacco
products excise tax rate. One is considered from the point of view of consumer
utility, which can achieve the goal that consumer’s after tax marginal utility equals
to social marginal cost; accordingly, the average tobacco and tobacco products
excise tax rate should increase from existing 34. 81% to 59. 96%. Another is con-
sidered from the point of view of health harm due to smoking, which can reach the
purpose that the number of smokers can be reduced by 20% ; accordingly, in order
to achieve the goal of controlling tobacco, tobacco and tobacco products excise tax
rate should increase by stages from current 34.81% to 46.77% , 62.55% and
77.63% in turn.

(3) We need to adjust the income distribution related to tobacco in the exist-
ing fiscal system. In detail, it means the economic connection between local
government and tobacco industry should be cut off and the revenue from tobacco
should be gathered only by central government in order to avoid the behavior that
local government runs in the opposite direction.

(4) All revenue relating to tobacco products should be specially used as spe-
cial funds and serve for the goal of tobacco control.

- Finally this book tests how the increase of tobacco and tobacco products excise
tax works on economy considering changes including tobacco consumption, govem-
mental revenue, employment, GDP and the loss of the smokers’ health. Also this
book probes into how increase of tobacco tax burden impacts income distribution
based on tax equity. The results show positive influence on economy and social
welfare when tobacco and tobacco products excise tax goes up.

The research methodology of this book converges empirical analysis and stand-
ardized analysis. On the one side, the book deduces reasonable academic results
via deductive logic method, which is in virtue of judgment standard in welfare eco-
nomical theory. On the other, empirical models are built to run statistical data and
questionnaires are investigated to statistical analysis, which provides evidence to

support the results.
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