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ABSTRACT

This paper analyzes the effect of cigarette taxation on cigarette
consumption. Based on existing empirical literature and the experiences
of California, this paper concludes that raising taxes on cigarettes is an
effective way to reduce cigarette consumption, while still being financial-
ly beneficial to the government. The consensus estimates of price
elasticity of cigarette demand suggest that a 10 percent increase in
cigarette prices causes a decrease in cigarette consumption of 3 percent
to 5 percent. Also, we simulate the effect of increasing cigarette excise
taxes in Taiwan. The result shows that sales of cigarettes will be
reduced annually by 113 million packs (or 6.95 packs per adult) owing to
an additional NT$ 2.88 tax increase per pack, with the annual govern-
ment revenue increasing NT$ 3.7 billion.
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