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| have been asked to assess the January 4, 20410 Téye Failure of Tax Policies to Curb Tobacco €onption:
Results of the 1994 Statistics Canada Survey orkBm@repared by Jean-Francois Ouellet for the Giama
Convenience Store Association (CCSA). Becauseaimiportance of tobacco tax policies to societfdres to
reduce tobacco consumption, | am pleased to submavaluation of the CCSA study. | believe thisaesly
flawed work has a potential to mislead decision-aenalabout tobacco tax policies and, as a resuliatm public
health.

Stating, as Ouellet does, that tobacco taxes litdheeimpact on the use of tobacco products, iga@evealth of
research evidence that has accumulated over thelgeedes. Such ignorance —wilful or not— attestad of itself
to the poor quality of his report. Both theory aedearch evidence show clearly that the single eféesttive

method of reducing the prevalence and consumpfieobacco products is to increase their prices.

First, higher prices for tobacco products can dedividuals who do not smoke from starting, thusventing
addiction. Second, higher prices can persuademeers to quit or reduce their consumption. THiigher prices
can prevent former users from starting again. Aoldlly, the young and the poor are more affectgdrbincrease
in tobacco prices than their older and wealthiemterparts (Chaloupka, and Warner 2000).

In 1999, the World Bank concluded, after an extemseview of the evidence, that on average a jimcease of
10% would be expected to reduce demand for tobpiamucts by about 4% in high-income countries (\W&#ank
1999). In a meta-analysis of 86 studies (and muae 500 point estimates), Gallet and List find amgrice
elasticity of -0.48 (Gallet, and List 2003). Sinni{g in an extensive review of both theoretical @mdpirical
evidence, Chaloupka and Warner, in response toléma that the demand for cigarettes may not foltowe of the
most fundamental law of economics, the law of dein@e. a downward-sloping demand curve) write:
As the now-substantial body of economic researchatestrates, however, the demand for cigarettes
clearly responds to changes in prices and othérrfgcas found in applications of both traditiomaddels
of demand and more recent studies that explicttypant for the addictive nature of smoking (Chalaup
and Warner 2000 p. 1546).

Ouellet also conveniently ignores a wealth of Céradtudies that have looked specifically at thpast of tobacco
taxes on tobacco use within the Canadian contéxpa@icular interest are a number of studies take great care

in examining the impact of tobacco taxes when tigesenuggling.
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First, Vivian Hamilton and colleagues from McGilhlversity (Hamilton et al. 1997), analyze the satataset

utilized by Ouellet and find strikingly differen¢sults. Hamilton and colleagues, as does Ouebietpared short-

term trends between provinces where taxes havedgeand provinces where taxes had not been cdtpbserve
that:

1. Smoking prevalence declined during the entire superiod in both groups of provinces, but the dezlvas
greater in the provinces where taxes were notfouin(29.0% to 24.9%) than in the provinces wheresavere
cut (from 31.0% to 28.3%). Difference in smokingyalence between the 2 groups of provinces inctease
from 2.0 percentage points in January 1994 to 8rdgmtage points between February and March 1995.

2. The difference in the rate of starting smoking kewthe 2 groups of provinces widened from 0.2%0 0
percentage points between the beginning and thefaheé survey period.

3. The quit rate increased during the survey peridabih groups of provinces, but was lower in eadiein the
provinces where taxes had been cut. The most $&zddferences in quit rates between the 2 grodps o
provinces occurred in cycles 1 and 2, just aftertéx rates had been reduced.

4. Mean number of cigarettes smoked declined onlyhtiign both groups of provinces. The decline weesager
in the provinces where taxes had not been cutfin &osolute terms (0.5 v. 0.1, respectively) andg@age
terms (2.9% v. 0.6%, respectively).

Second, in a study published in the Journal of tHeatonomics, economists Jonathan Gruber from the
Massachusetts Institute of Technology, Anindya féem the University of Waterloo and Mark Stabilerfr the
University of Toronto, use two distinct approactiest take account of widespread smuggling in thiy @890s and
find price elasticity estimates in the narrow ranfie0.45 to -0.47. They also find that the semgitiof smoking to

price is much larger among lower income Canadi@ralier, Sen, and Stabile 2003).

Third, University of Waterloo economists, Sen anuljavito, use a wide array of datasets to exploeerétationship
between tobacco use and prices during the 1990saraiude that the 1994 reduction in taxes resuttesh
increase in smoking participation. Sen and Wirjaaito find that the 1994 tax cut led more teerstdda smoking
(Sen, and Wirjanto 2009).

! The four key messages provided in the bullet gaané reproduced nearly verbatim from Hamiltonl et1897).
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Fourth, Bo Zhang and colleagues at the Univerdifiyasonto examine the impact of the tobacco tas cut
smoking initiation among young adults and find tleater cigarette prices were associated with higimeoking

initiation among young adults (Zhang et al. 2006).

In addition to the four studies briefly describdubee, there are at least ten others that studgetagonship between
prices or taxes and tobacco use in Canada astudiles obtain price elasticity estimates thatsafestantially
different from zero, which indicates that priceséda significant and often substantial impact dratzo use (Auld
2005; Dupont, and Ward 2002; Farnworth 2006; Gétprand Kaiserman 1997; Gospodinov, and Irvinex200
Gospodinov, and Irvine 2009; Malhotra, and Bouda#®®8; Reinhardt, and Giles 2001; Stephens d98i7).

In addition to ignoring blatantly existing reseamlidence, Ouellet’s analysis fails to reach evenlowest standard
of research quality. Notwithstanding the limitatiohthe dataset utilized which are well documehtedy. the very
short term nature of the survey and the substaattigdion which Ouellet even fails to mention) ahe utter lack of
methodological description (which is a serious @ndn and of itself), Ouellet’s data manipulatemd statistical
approach raise serious methodological concernspit@es rich literature on the stages of smokingikgt Ouellet
arbitrarily codes stages of smoking to create aalisscale of smoking uptake. The limited statétanalyses
presented suggests the use of univariate analyslesaltivariate analyses with a dismal number oftcad

variables which raise serious concerns of omitihble bias.

Ouellet’'s Chart 1 illustrates well his attempt tslead his readers. In Chart 1, Ouellet reprodtmiescco
consumption data presented by Stephens (Steph8B3 %t conveniently avoids providing the most aripnt and
meaningful data. We reproduce Ouellet’'s Chart dlwekhich is based on Stephen’s Table 2. The dai&ldwardly
show a clearer picture: total tobacco consumptioppled substantially every year between 1990 aB b9®
suddenly jumped upward in 1994, just when taxe®wat. It is worth reiterating that these datapesented by
Ouellet to support, bizarrely, the notion that ¢as did not lead to any changes in tobacco consampThe data

show unmistakably the opposite.

2 See Hamilton and colleagues (Hamilton et al. 198id) Stephens (Stephens 1995) for more details.
% See Wakefield and colleagues for a synthesisisfiterature (Wakefield et al. 2004).
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Table 1: Canadian tobacco consumption, 1990-1994 (billioits)

1990 1991 1992 1993 1994
Total legal sales 54.25 46.90 41.41 35.20 50.49
Total contraband 1.27 4.43 9.83 14.21 4.20
Total Market 57.42 53.88 53.67 51.80 56.56

Stephens (1995): Table 2.

Ouellet's questionable data manipulation and medlugcal approach yields results that are not etlgdds with
published work that analyse the same dataset (mptisingly, Ouellet fails even to inform readedsg to his
ignorance or mendacity, that such a contradicttughsexists), but that are also at odds with mbemta dozen

Canadian studies and a wealth of studies condirctibe United States and Europe.
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