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(Figure 1) Trends in Real Tobacco Price Index(TPI) and Sales Volume(2005. 1- 2014. 6)

Sales in million packs Real TPI (2005=100)
12000 - 120
10000 4

8000
6,000
4,000
2400 THOf 2 (Sales) 20
_____ Az Fpa x| %= (Real TPI)
S e N S —
ENESENBEN BB oNBEKNEINBEEBEE88EY
ERRERRBEBRERERBEBERERERRRERERERRER

Al Feke] Qo] dale] dulAlAl e dee WEE A4 2 Aem dyEch
A a7 TR A S ae s wlAlAled] SEA A ] E An A7 A
" e F83 Astolth o] 2 Qlal] FHlAl Fte] X1 FA| dldol FEAC
2 7198 $= 908 Foz AuEE wbd AA7F EREIA 1 AP G e Al
ol Yol ozy o] 2ul FHaeFE (quality shading) @7go] YeEPGoZH &

FHE vEhdth 3 A 2A1R1d

=}
=
2a9 247 BAASAE EYshe PokE A

>
[
3
(o]
kv
2
T,
i
>
i
52
30
kv

(Table 1yl ZFolr] AAG oAl A Sro] HEl=Ho] irk 7|4 BE
o] #ufj7}Ao] 2,5004%1 MPPC Hlje] 25 AAFEEE BF 114%p7t 5715
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(Table 1) Changes after Cigarette Tax Reform

Before  |Increase by | After the B/A
Reform (A) | Reform |Reform (B)
. . . 950 . 1,182 0
Factory Price and Retail Margin (38.0%) 232 (%. 3%) 24%p
) 1,550 . 3,318 "
Total (62.0%) 1,768 (73.7%) 114%p
. ) 961.5 1,449.5 "
Subtotal (38.5%) 488 (32.22) 51%p
Local Tob Consumption
Tax | 00RO TO SumpHo 641 366 1,007 57.1%p
Tax ax
Burden Local Education Tax 320.5 122 442.5 381%p
. ) 588 . 1, 868 000
Subtotal (23.5%) 1, 280 (41.5%) 218%p
National | Health Promotion Levy 354 487 841 138%p
Tax - :
Individual Consumption B 504 504
Tax
VAT etc 234 199 433 85%p
U 2,500 . 4, 500 "
Sales Price (100%) 2,000 (100%) 80%p

Source: The table is produced by the author, using a new release (2014. 9. 11) from the
Ministry of Health and Welfare.

HHA QIS oY 71 oA 2A7E den FEAdel A EHAIT B 7R A
Aol A= e, SAl=T ARSA A4, I3 o] A%
2] WA Al H FAl, Alee] AH-FA3t v A Al
o] aelstth o] 7k FAIHO® 114%py Eole Ale 1 9 A%
=] F4ld F=dth 7P HZo FHAIZE IE IR 2005
FSES 100% wrdshd 2014d 712 g7k 3,000 A
71 (CanAET VS EFNARESTHE) & 100% RHdsid el 3,5009 =
AxE, A AAFeR duiAE 7P wEA IRAASE d=o A5
2005~2013d 717t & A& QAFZEL 56, 8%p= UehdT) 3 -2viete} v
FArE dh o] S A2 -gabHA] 20100 HHjAlS F43] ARl LR

o

A% 2005~2014d 713F T MlE AFEL 55, 4% pE VERATE 5 oA AR
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5) 9=& 19934 o] A< Tobacco Duty Escalator T E71AEA| S Al-&3te] Hujjo] ot



60 FEFETE A 63 A4S

e AR ok A QY ForAME YR iﬂr‘}.%}ﬁ‘r% A& o] A7

A ole] 74 ARl =Ao] AR E AT 7 i zbA gl whet amjakET)

= % 0.62%p7k 432 Ao d g, vl 2 27 vl A F
AE fFAlsks gl =71l Al B2 G A9 Al71EA] A% =7}
Sl e FAT Qe Al Akl disf 2 FEe® A8d $7t 9l

=3

19890 Huj&nA|7F =919 o] & 251 0] W 7|7t Bt whiAe] Fa oAt
£ 201595 Fghale] o o] 2t AR T Fufdn]o] digk v7A A AL nd
38| ZstElojgitt. (Table 2)9l Fe]d ulel o] Z7]o& FaA|glely F4

FRANC 5 Tha 2349 P42 gsg oLt 2000dT EREE FnET EA
2 sl o AAE #%], FAF9AE g 5 2 Wle] vl tsisith o
£ B3l FEvete] 293 A 7EAA Ao vlal v7EEA Aol FAE T X8
kS-S & 4 ok
(Table 2) Pricing and Non-Pricing Policy Changes
v Price Measures Non-Price Measures
car (Cigarette Tax) Legal and Institutional Regulation Antismoking Campaign

Tobacco packaging warning labels
1986 reinforced and tobacco advertising limited
(Tobacco Business Act)

Consumption
1989 | tax adopted

(360won/box)
Increase
1994 | in tax rate
(360—460won/box)
1995 National Health Promotion Act established
1998 Natlon.al antismoking
campaign
2000 Public antismoking

advertising begun

Al B2E ufd AAA A=, 200599 B 114 & A= 3. 779Eg] o1 20139
£ 5.9192 =2 ol (www. the-tma. org. uk) . ‘3:_1 B dujjol] thafl =42k 2 HkAI 7} A
Baly)d), 20059 o] FellE 200697 2010d F Aelo] A SIS Qs o A
2005130l 1749 157. 84<llo] ¥-3}be] gl ot 2010 o] Foll & 244, 88dllo] Fabe (A AAA AT
A, 2012).
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Increase
2001 | in tax rate
(460—510won/box)
2002 Tar and nicotine disclosure to the public
WHO Framework Convention on Tobacco
Control signed, extensive smoking bans
2003 in public places enforced, adult
certification device in vending machines
installed
Increase WHO Framework Convention on Tobacco |Smoking, a behavior
2005 | in tax rate Control ratified, free counselling at public |that the world bids
(510—641won/box) | health centers and care services provided |farewell.
Hot line service for smoking cessation
2006 ) & Tell us the truth.
begun
Warning messages for carcinogenic Cigarette smoking is
2007 . .
substance mandated invisible violence.
A campaign for sayin,
2008 pas yine
No
Sales of duty-free cigarettes in the
2009 » .
military abolished
Local governments authority to enact an
. sot . Y . Do not help Yourself,
2010 ordinance for smoking bans zoning
but get Help.
empowered
Ad restricted, warning messages
2011 reinforced, designation of public use No smoking sign
facilities as non-smoking areas permitted
Additional warning messages,
2012 non-smoking areas designated, WHO
FCTC 5th conference of parties hosted
Protocol to eliminate illicit trade signed, |You can contribute to
2013 counselor system adopted, messages such | expanding Korea’s
as ‘mild”, “low tar’, etc prohibited health zone.
2014 Warning messages A place of gathering is

for E-cigarettes reenforced

a place of nonsmoking.

Source: KT&G.
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Wi Q0] THARE AL IR 2]l S Hof Frh AlA| Zb=e] el
% A5l gk World Bank (1999) ¢ A elel M2 7H A2 -0. 14904
-1.23 Alo] 2 Z7PE R Al Atolzt gl awld] Age] A=y
A=) 7wt detls welle Huleee] 7R g e® 0.3
oA -0.5AF0]9] Fre & F3Eth T3 Gallet and List (2003) + WEHEAl S &4
1960 ~2000'd Ateloll e 86 o] #a =iollA] &gt HitzQl
-0. 489S HojFr) volr) Chaloupka, et. al. (2010) 2] A&l u}
tFo =z gk 1009 o]/Fe] AddTela s Fulas] 7Ha=E g -0.25~-0
Atol & F7g gty
ol A= 2000 o] F oF 200 ] #H HdPAFrE dxd vt Q=] A
e Am 9 W, 83 7 e@EA 3= (Table 3ol el viel At
U AFES A AR SN AIAEAE, PAAE, *él"ir&}x}i, Al
AxE o2 TEEnh AAIE ARE o] &3 AfdlA= dARE € A5E o
Sohetl, AR G54 Ak W] 7H, &5, AIREL, 7] iﬂl%} 55 49
= aeshH, WA REY AE2AL ARE ARG ATl e 7Y &R 5
A Wess W gtk TR A G929 A5E Ak tiA
2 -0.6 olat= 7H4 Hgt= A9l Zlo 2 vehe, 2P AFda e 7HA R Aol
-0.3 PRt 2 w9 e Ao FALI|E Stk

e o

(Table 3) Price Elasticities of Cigarette Demand estimated by Prior Studies

Elasticities Source and Variables
Choi Total: *0: 4?5 Demar}d=f(real inC(.>me, incor.ne, gend.er, age,
S (2(’)1 5) Income quintile: education, 'ocm.lpatlon, smoking duration) ;
-0.425~-0.812 1998~2011; micro data
Shin, Y. I. and 0,38~ -0.49 Consumption=f (income, price, electricity
Seo, J. H. (2013) consumption) ; 1989~2012; macro data
Choe, B. and 0. 487 Consumption=f (price, income, population,
Lee, K. (2013) employment rate) ; 2005~2013; state/city data
KIHASA Total: -0.658; Males: | Telephone survey of smokers (Males 504,
(2009) -0.780; Females: -0.483 |Females 295)
Lee, Y. and 1965-2005: -0. 20 Consumption=f (price, time, time?, -electricity
Na, S. L. (2007) | 1988-2005: -0.50~-0.43 |consumption); 1965~2005; time-series data
Kim, Y. . -0.427~-0.631 -

(2006)
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Jeong, W. J.
(2006)

Macro data: -0.26~-0. 43
Micro data: -1.17~-1.58

Kim, W. N. and

Smoker: Jan -0.69, Mar
-0.62, June -0.55

AQ=f(aP, Y, A, E, C, D)
Q Consumption, P price, Y income, A age,

KH?Z’OS%) ) Total: Jan -0.39, Mar |E education C cross effect D smoker dummy;
-0.37, June -0.35 phone survey of 1,000 people
Kim, W. . . ne .
N. (2005) Smoker: -0.55~-0.69 | Survey
Kim, W. N. et N oe N Ea e .
. (2005) 0.28~-0.53, -0.3418 Survey
Kim, W. N and 0.3976 AIDS demand system; 1998~2003; household
“U. O¢

Seo, J. H. (2005)

survey

Expenditure=f (price, income, household

Kim, W. All households -0.5206 | characteristics) 5 1998~2003; urban household,
N (2004)
monthly data
Kim, J. H. Converaes fo 0 Consumption, tobacco price index;
(2004) e 1975~2002; time-series data
. Consumption per capita=f(GDP per capita,
Kim, Y. L et . .. .
(2003) -0.18~~0. 30 tobacco CPI, electricity consumption, year
dummies) ; 1980~1999; time-series data
Lee, M. H. and
Seong, M. J. -0. 058 Time-series model, Linear expenditure system
(2002)
. . Aggregate data Consumption per capita=f(GDP per capita,
Kim, W. N. and . . . . .
Lee. C. R Total: -0.19; Adult: tobacco CPI, beverage factory price per capita,
’ (200'2) ) -0.177 Y-1); Aggregate data:1980~1999 Micro
Micro data: -0. 7085 data:1991~1999
Consumption per capita=f (electricity
Kim, S. J. Short-run: -0. 27, consumption, average price, disposable income
(2002) Long-run-0. 36 per capita, warning message dummy) ;
1960~1997; time series data
Kim, W. M. RPN . _
(2001) Adult: -0.4; Teens: -1.4
Kim, J. S. Short-run: -0.4553; Consumption= (GNP, price, electricity price) ;
(1996) Long-run: -0.3322 1972~1995; quarterly data

Source: This table is made by modifying Shin, Y. L

2. ZERE N2
oA Wil LYTE FPFORA 7
shedl, ol71Ae] S thew 1

and Seo, J. M. (2013)’s data.
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(Figure 2) Trends in Nominal and Real Tobacco Price Indexes
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(Figure 3) Daily Average Cigarette Consumption Per Capita Over 15 Years of
Age by Months
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Note: Author’s calculation using data on Korean Tobacco Association.

919 4 ()X DB B DAL BB/ W oA § o] F A7l HulisE
o] WElE epic,

23 30 M thest e HYL AN A, V1T ANz 24T A
AR X-12 Aol et WSS AREYL AN T AL 2RS¥
g3 S, Abgeks AmEe] AAGARe|nE WS welE 24

et M tA R wel o] EAsh, 13} A

e

iy
1o

o,

o

¢

Ao
o
o,



68 AEFEHE A 637 A4S

AR e Ao BAED A, SRR Bel2e] EAgoR WiE
2] A71A RAWA, 5 TARe] EAGEAE ARt 29 AL A4
t Ao ehbd ARSA g FENSE o g3l

A2 sitgt= 7341 #Ale jle Ao Bt
A W2 ARk AR (GLS; generalized least square) 2+ AF5.9] AJA|

d EAFS 133 M x4 28 (VECR; vector error correction model) & 54
[

23 FHo| o] 8¥ 2tae} zhme] dHe ey 2ok 4 4 g A
Sl @27} Al Aol KT&G, BATK, PMK, JTIKS 470 Bui3Ake]
3 gl RS Fakele] Ageith ARz A5 BAA ] KOSIS (7
VA ZR) A Al Fsle FElEIIAFE ARSShe], AR E IR S o)t

155 AR e R 7k Btk shue] BaderA s e &
2010 71 aBAE7HA SR U] o84 2010d 7% AR

APgenh b AP AR e 154 o) AT o] AR KOSISOlAM 28t

il
=
¥
ko
oo
&
1o,
Ry
iy

= (Table 4ol AA= =, A3 Al A 2t 29
7

of tiaf dw gt d 2 (1) 4 (Dol A" 71249 2ge F83 A

il

A (DO6) 2k 7HATE o

3l
ol
=
=
rlo
N
re
3l
oflt
=
2
Do
()
o
(o))
L
o,
B T
inj
=)

i

(o]
%0
2
(o
i
.
o
o
9,
rlr
]
=

& G
W7 @ Al 21 FAE GleS Bsld A7) 2 AR Folzt
=2 A3 A Aol
W7l FFAREAS T o5 AYle] RS AR Aol7h drks ARLE eln]
shed, o A3k dulel] v AAg e el T BB AN B
o 27t FelHoR AP

Jor
rEl
12
El
by
o
o
X
¥
3
R
N
)
Ho
1o
2
s
=
rd
)
S
S
5]

i
N

9 sha Folxl /1% B AAAQ HANE =



o 21o1A

3}

8

1

o
R

o] v
22 A7) el

X
=

(s}

e} 20127} 714

a
fS

]_
MY A geHs(DB3), 27018 A grds

a
RS

}g_
el Zv)st g7

2

9

o]
(DB1) 9}
i

O
i

Seltet dilre el 23 wRA PA B Pl 69
7

af 7F

9%

A 2ol Hy]

= M e

o] Ynu|¥<=(DA2, DA3, DA4, DA5)E F7}

. ©]

3

el
T

735 o]

L

A7l Fs] A7

7HAeE ] apo]
7}Vat

(DB2),
2~570<4

<
T

e =

(Figure 2)°4] HXo] 2011d o|= 4

)

)

b g
=

2011 o]

F A7)

°

1
J

%
LS

1
StEE R whf

OX1
50
173

=
il
A

BA

Z

5

uj 2.o] A&7} 7}

o] 717o] EAld] Q4 Wsle 92 A @l 2

oIt} %

Al

7

AN
Ioh wEbA 20119 o] F HE7HE

Alell 744 el <

SHIEL!

E akdul el ejabd] »% MPPC @ujel 7148 e

(e}
A AAE AR 2011d 5L 2012

1
%

k1
=

vehdths < ae
o 2
¥k 11 o]

7] 4&H]

| @7 av2g7] dejdseet D11

HIGE

k)

22 olE 11y

ol =]

o=

A

ol

o]
2



70 RFHERAZE Al 63 - A4

Fol WAty Hes Frkith
(Table Lol o1d9] 47k 2gdl g F=gd=rt geldnh. AAL #59
5787 A71deel A7 24 T 23] DWto] 1.5~2.5 Al
2 YehA A7) EAE gl ok WA gujal] A
& AEd, BE BN RO gh& 7HAM, 1% ol e 7HA
Aoz yehtr #4219 £33 frelddire 42 23E Bk 7
B A 29 (229 &4 FHATE 0.412 7P He
(1-D oAM= -0.628 71 =7 vebdeh o]eh e A" o 343 A7
g oo & Agdgelr] F8 -0. 2014 -0.54019] gk frAtsie, =l
o] gL 7Aoo Bt = A G| SAFsITh
7H Qg ol wlgr el AR viAlE 9 T4 42 Ao= e
= , 232 2 RY (2-1)2 20068 TSR 1 o] o]
A719l 7HAgE o] thE 4 Stk AAl stellA 7Rl 2006 o] §- Al7]€]
m

S,
o
it
o
_IE
ox,

ot I f

2

lo
i)
ftlo
27
o
=
td

— (B, + B)) & FoH oz gEAN, waket Alg 5571 0.012] o} AL FholojA]
20065 H5o] 7HAE= o] 2 AJol7t drkal B 4 glvh. e Y (2-1) dlMe
warke] Al grel FEA7F BlfrefAololA 20061 d o] AT
2l zpol7k drhar & 4= glth oleidt Axte 7HFo] 4] ¥lgkd 49 7140
A o2 Wghe Aol vla] 7 e go] nA|ekAl EolA] A Fat 2

o F P w1 AelE obF vud £ AL BE Aolst §ig

7HAE A vz Wgge] 34 dite v 2ok 54 Alx

BE Bl e #hs 7RIARE frelae] 10
2 WA #E e Ao yehdth Az S 259 deld
TR F3 o] AFE e, Fuisac] A25EEAL (.2~0.3 FEloA &

o) 10% 7kt Hulas 0.2~0.3% S7Heche lolth AT f9

N
"b' A
AN
o
X
<



Selue gulpagee] 293 gua ZAd B gl 71

(Table 4) The Estimates of Price Elasticities of Korean Cigarette Demand

Variable Model (1) Model (1-1) Model (2) Model (2-1)
Constant 76.527* 82. 83%*F 83.01*** 69. 02***
(3.84) (4.64) (4. 40) (3.86)
. -0.55%** -0.62*** -0.55%** -0.417**
Price (3
rice (3,) (4. 34) (-4.25) (-5.08) (-3.91)

‘ o 0. 02* 0.01* 0.01
Prices X D06 () (1.90) (1.68) (1.22)
Industry Production 0. 34* 0.25 0. 32 0.21

Index (4,) (1.86) (1.50) (1.70) (1.19)

- 0, 04%** -0, 04%** -0, 04*** -0. 03***
Time Ve ‘

ime Varying (3;) (-3.50) (-4.34) (-4.11) (-3.60)

) 0.01 0.19***
DB3
(n) (0.18) (13. 05)
0. 05 0.25%**
DB2
() (0.61) (17. 06)
0.07 0.21%**
DB1 (.
() (1.19) (13.75)
-0. 24 -0. 61"
DAL (A
AL(A) (-1.61) (-21.78)
-0.13** -0. 32"
DA2 (A
(A) (-2.12) (-10.01)
] -0. 09*** -0.16***
DA3 ().
(A3) (-4.47) (-6. 05)
-0.03 -0. 11"
DA4 (A
() (-1.17) (-4.16)
-0. 03** -0. 04
DA5 (A,
(A5) (-2.00) (-1.33)
’ ) -0, 25%**
DB3XD11(~5) (-5. 10)
) -0, 28***
DB2X D11 (~5) (-14.07)
) -0. 20***
DB1XD11(~5) (-10.61)
0.56%**
DAIXDI11(X9) (12. 36)
0. 27***

DA2XD11(X5) (6.75)

) 0.10%**

DA3XDI11()S) (3.19)

) 0.12%**

DA4XDI11(X9) (3.46)

) 0. 00
DA5SXDI1(AS) (0.14)
e 0.45 0.47 0.54 0. 65

F 45.33*** 36.73*** 15, 73*** 14.16%**
D. W. 1.63 1.70 1.76 2.01

Note: *, **, and *** indicate 10%, 5%, and 1% significance, respectively.
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(Figure 4) Cholesky Impulse Response

Response of Price to Cholesky
One S.D. Tobacco Consumption Innovation
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Estimation of Cigarette Demand Function and its

Implication on the Cigarette Tax Policy

Byeongho Choe™ - Keunjae Lee™*

Abstract

The objective of this paper is to figure out the desirable way of cigarette
taxation by investigating the effect of discontinuous increase in cigarette tax on
smoking reduction. We use a monthly data for cigarette consumption to
estimate the cigarette demand function by employing explanatory variables
such as cigarette price, income and non-tax regulation. We consider the
possible difference in the price elasticities of cigarette consumption between the
periods of with and without sudden price shock in the estimation. We also
consider the short-term consumption adjustments before and after a sudden
increase in cigarette price through tax increase. It is shown that there is no
difference between the effect of a sudden tax increase and that of a gradual and
continuous tax increase on cigarette consumption. Especially, the price shock
of a sudden tax increase on cigarette consumption disappears in a short
period. The results imply that a gradual and continuous increase of the
cigarette tax at an appropriate rate is a good alternative for the cigarette pricing
policy to avoid various costs of sudden tax increase and to reduce smoking.
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