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ABSTRACT

The main purpose of this study is to evaluate the effect of a
“Tobacco Health Welfare Tax” on cigarette consumption through the
estimation of cigarette price elasticities. It’s found that the price elastic-
ities for domestic and imported cigarettes, calculated at sample means,
are —0.49 and —0.807. The raising of the health welfare tax from 5 NT$/
pack to 10 NT$/pack is an increase of 5 NT$ per pack. Provided the cost
reflection in the tobacco business is 5 NT$/pack, there would be a per
capita decrease of 2.23 and 4.86 packs in domestic and imported cigarette
consumption, respectively. That is, there would be a reduction of 8.09
packs per capita or 148-million pack decrease in cigarette consumption,
resulting in additional tobacco health welfare tax revenue of NT$ 9.5
billion. To reduce the cigarette consumption of Taiwan below the world
average, 61 packs per capita, and taking the consumption and retail price



PEERERS D | R EREN AR E RO ER 35

in 2004 as the base, there should be a price hike of NT$ 29/pack in impor-
ted and domestic cigarettes, respectively, to reduce total cigarette con-
sumption by 46.93 packs per capita. Total cigarette consumption should
be reduced by about 860 million packs, or a per capita cigarette consump-
tion decrease of 44%.
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