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On the impact of tax-induced price hike on China’s tobacco industry
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Abstract: Starting from May 10 2015, the government of China raised the consumption tax on cigarettes. This paper analyzed the impact of
tax-induced price changes on cigarette consumption, profits, structural changes, leaf tobacco, manufacturing cigarette brands competition
and smoking prevalence in China. Results showed that average sales price would rise quickly, sales volume would go down, tax and
profits increase rate in tobacco commercial companies exceeded that of industrial enterprises, performance of cigarette brands would be
further polarized and leaf tobacco manufacturing would still be under pressure. It was suggested that (1) Tier 4 and 5 cigarettes should
increase supply on a proper scale. (2) Management and control capacity should be enhanced on leaf tobacco planting, cigarette production,
marketing, capital management, inventory and R & D. (3) Close monitoring over key cigarette brands should be strengthened in order to
cushion the impact of tax-induced price hike.
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