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Tobacco is a unique product for taxation purposes. It is 
highly addictive, thus although most smokers want to 
quit smoking, they have substantial difficulty doing so. 
Reducing tobacco affordability through taxation is one 
of the most proven and effective uses of fiscal policy for 
health purposes. 

Taxation should be an important component of a 
comprehensive strategy to achieve New Zealand’s 
Smokefree 2025 goal. Tobacco taxation reduces smoking 
uptake, prompts quitting, and hence reduces smoking 
prevalence. The tobacco industry fears fully effective 
taxation policies.[1 2] While there has been an policy of 
10% annual tobacco tax increases since 2010, tobacco 
industry activity erodes the effectiveness of the policy. 
This review is an opportunity for advice to government 
on a fairer approach.

We suggest, as a foundation policy principle for tobacco 
taxation policy, that it should be explicitly driven by 
health needs, with the goal of the policy being to 
maximise positive health impacts rather than raising 
revenue.[3]

Many smokers support tobacco tax increases, particularly 
if the additional income is used to help create a 
supportive context for quitting. At a population level, 
tobacco taxation provides much larger health gains for 
Māori compared to non-Māori. These benefits would be 
even greater if some tobacco tax revenue was dedicated 
to supporting quitting (for example, by funding high 
impact media campaigns).

Currently, the tobacco industry manipulates prices and 
brands to reduce the impact of tobacco tax rises in New 
Zealand whilst maximising their profits; for example, by 
minimising the impact of tobacco excise tax increases on 
budget brands and raising prices for premium brands by 
more than the tobacco tax-related increases. Since 2014 
there has been a rapid increase in the the market share 
of the cheapest ‘budget’ cigarette brands. A maximum 
price before tax and a government mandated retail price 
would: (i) prevent tobacco marketing based on prices; 
(ii) enable government to better address externalities 
imposed on society by the tobacco industry; and (iii) 
enable government to limit industry profits.

There is also evidence that loose tobacco provides a 
lower priced means to continue smoking, with many 
smokers (particularly Māori and young people) rolling 
thinner roll-your-own (RYO) cigarettes to minimise cost. 
A further differential tax increase for RYO tobacco (the 
last such increase was in 2010) would help remove this 
price incentive. 

We recommend
Government mandated tobacco retail 
prices: The use of mandated retail prices 
and maximum prices before tax provide 
options for Government to reduce smoking 
prevalence, remove price marketing and 
increase revenue.[4-7] 

Dedicated tax: Until 2025, the dedication 
of at least $100m (currently about 5%) of 
tobacco tax revenue annually to creating 
a stronger environment that minimises 
smoking uptake and better supports 
smokers to quit. 

Tobacco tax rises: Continuing to use 
tobacco tax increases to reduce smoking 
prevalence, as long as a proportion of 
tobacco tax revenue is dedicated for 
tobacco control, and smokefree policy 
changes make it easier for smokers to quit.

Differential increase in loose tobacco 
tax: Ensure that RYO cigarettes are not 
a cheaper alternative to factory made 
cigarettes and do not encourage smokers 
to switch between products as an 
alternative to quitting. This can be done 
by implementing a differentially greater 
increase in loose tobacco (RYO) taxation, 
monitoring the impact and repeating as 
necessary.
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Tobacco is a unique product for taxation purposes.
[8] ‘The fundamental social issue with tobacco is the 
product itself’[9] which has a need for a high degree 
of regulatory and policy measures.[10] It is highly 
addictive, thus although most smokers want to quit 
smoking,[11-15]  they have substantial difficulty doing 
so.[16] In New Zealand, tobacco use will continue to 
require considerable policy attention, due to the extent 
of harm from tobacco use and the resulting health 
inequalities.[17 18] Since 2010 there has been an 
policy of 10% annual tobacco tax increases. However, 
tobacco industry activity erodes the effectiveness of 
the policy,[19-22]  and the Tax Working Group review 
is an opportunity for advice to government on a fairer 
approach.

BACKGROUND

Effectiveness and  
cost-effectiveness 
Tobacco tax increases are one of the most extensively 
researched public health interventions. There is 
overwhelming evidence that price and price increases 
reduce smoking prevalence and uptake, especially 
among young people, those who have less education, 
and those experiencing greater deprivation.[23] [24]
p.150 This intervention will improve population health 
and reduce health inequalities. For example, in Europe, 
recent research indicates that higher tobacco prices are 
associated with reduced infant mortality.[25]

The tobacco industry has always been concerned that in 
the long term tobacco taxation will reduce its markets.
[1 2] A recent review of industry strategies in relation to 
tax found ‘tobacco tax increases are the most effective 
and inexpensive way of reducing tobacco smoking 
prevalence, consumption, initiation and inequalities in 
smoking.’[19]

Recent New Zealand research found that historically 
‘increasing price was strongly associated with reducing 
regular smoking prevalence in NZ adolescents, 
which remained significant even when adjusting 
for demographic factors and established individual 
predictors.’[26] New Zealand modelling research has 
found increased tobacco prices produce further health 
gains, reduce health inequalities and generate health 
system cost-savings.[27 28] Research in Auckland 
‘socioeconomically deprived neighbourhoods … with 
large proportions of Māori and Pacific Island people’ 
indicated that tax-driven price increases increased quit 
attempts.[22] Tobacco taxation in NZ has been one of 
the most cost-effective health interventions, with major 
health gain and cost savings within and outside the 
health sector.[27] 

Tobacco taxation also may have a role in encouraging 
some smokers who are unable to quit using inhaled 
nicotine to switch to e-cigarettes. These are likely to 
be less dangerous than tobacco smoking, although 
not without dangers.[29-31] A complete switch to 
e-cigarettes could create enable smokers to avoid the 
adverse financial impacts of tax increases as well as to 
reduce some of their health risks. Government tax policy 
could help create an incentive to switch and hence 
further reduce tobacco smoking prevalence.
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Taxation as part of the wider policy scene 
Despite clear evidence of tobacco taxation’s effectiveness, tobacco taxation alone is not sufficient to meet  
the Government’s 2025 tobacco prevalence goal of 5%. See Figure 1:

Figure 1: Projected daily smoking prevalence trends for NZ men[32]*

*  Assuming current tobacco policies and prevalence trends
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Tobacco taxation therefore needs to be seen as part of 
a comprehensive set of tobacco control policies across 
many sectors. A synergistic approach is required to get 
the maximum positive effect from tobacco tax increases.
[33]p.16 Furthermore, there is an ethical imperative 
to combine taxation with other policies that promote 
quitting, to avoid increasing the adverse impacts on 
smokers who do not give up smoking after tobacco 

tax increases.[34] Such policies include improved mass 
media campaigns,[35-38] enriched Quitline services 
integrated with policy changes,[39 40] policy and 
other work on tobacco product additive restrictions or 
reductions in nicotine content,[41-43] and enhanced 
policies (eg, outdoor smokefree environments) that 
assist smokers to quit.



Smoking is not an 
individual informed choice 
Tobacco as a widely available product is unique because 
of the severity of nicotine addiction, the extent of harm 
from smoking and the lack of informed choice asserted 
by new users. The fact that new users cannot realistically 
understand addiction, ahead of becoming addicted, 
creates a strong ethical justification for implementing 
measures like tobacco price increases. This is because 
such increases have been shown to reduce smoking 
uptake.

The severe nature of nicotine addiction means smoking 
is not a choice and many smokers find quitting difficult.
[16 44] Rather than having net enjoyment from 
smoking, nearly all smokers in countries such as New 
Zealand are discontented because of their addiction and 
its costs. The vast majority want to quit smoking and 
regret having started.[11-13] Quitting provides smokers 
with major net welfare gains.[11]

Smoking uptake since the 1950s is a result of 
government failures, including insufficient regulation, 
and insufficiently effectively communicated information 
about nicotine addiction and the harms caused by 
tobacco use.[14 15] Many users start as children or 
youth, before they are at an age when they can make 
a more informed choice. Almost all other smokers start 
as young adults,[45] when true informed choice is very 
rare because few understand the addictive nature of 
smoking or fully comprehend or apply to themselves the 
consequences of starting smoking.[46 47] 

The ethical concerns
The current arrangements for tobacco taxation raise 
many problematic ethical issues. Currently Government 
applies specific taxes to an addictive and extremely 
harmful product, which most users started without 
making a true informed choice. The tax revenue raised 
is used for general purposes and is not specifically 
allocated to help smokers to quit or reduce the numbers 
starting to smoke. Current tax policy does not prevent 
price marketing of tobacco. In short, tobacco tax policy 
in New Zealand appears primarily designed to gather 
revenue, rather than to help smokers quit,[3] (even 
though in the last decade the political rhetoric has 
particularly focused on health benefits). 

For those smokers unable to quit, or sufficiently cut down, 
tobacco tax increases can have adverse financial effects, 
including increased household poverty. New Zealand 
qualitative research has indicated that many of those 
unable to quit ‘felt victimised by a punitive policy system 
that coerced change without supporting it.’[48] Other 
New Zealand research has found that tobacco spending 
can have a major effect on households with children. 
Enabling low income households with smokers and 
children to be smoker-free would significantly increase the 
welfare of those households.[49] The need for increased 
justice in the use of tobacco tax revenue is shown by New 
Zealand smoker’s support for tobacco tax increases if the 
revenue is used to help smokers quit.[50 51] 

Ethical solutions
Government can reduce the ethical tensions by 
reducing the risk of new smokers starting, creating 
an environment that supports smokers to quit, and 
by providing more comprehensive social support for 
poor households.[34 49] Government has a duty of 
reciprocity to smokers, to use sufficient resources to 
ensure that they and their children will be tobacco-free.
[52] A dedicated tobacco tax is discussed below. 

We suggest that the two commonly used arguments for 
tobacco taxation increases are not ethically defensible, i.e.,

• That smokers should pay to cover the negative 
externalities of tobacco use, such as greater health 
care costs and harm to others from secondhand 
smoke. We argue that the tobacco industry is 
responsible for the externalities,[53 54] and that 
the government failures in tobacco policy erode 
arguments for smoker responsibility.[55 56]

• To use tobacco to raise general revenue.

Instead, there are two ethically defensible rationales for 
tobacco taxation:

A. To reduce smoking prevalence (increasing quitting 
and reducing smoking uptake) and hence reduce 
avoidable ill-health and premature deaths arising from 
use of a highly addictive and hazardous substance;

B. To transfer revenue from the tobacco industry to 
public funds, so as to provide revenue that can be 
used to help reduce smoking prevalence. A system 
of government mandated retail price and maximum 
price before tax could implement this approach  
(see recommendations).
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The need for a dedicated 
tobacco tax in New Zealand 
Using tobacco tax revenue to reduce the problem 
of tobacco use would ease the ethical concerns of 
tobacco taxation,[34] increase support for tobacco taxes 
amongst New Zealand smokers, [50 51] and help reduce 
the chronic underfunding of the most cost-effective 
New Zealand Government tobacco control activity.[57 
58] In 2016-17 ‘over 90% [of both Māori and non-Māori 
smokers surveyed] agreed that Government should use 
the tax from tobacco to fund programmes that help 
smokers to quit or reduce young people starting to 
smoke’.[50] The Ministry of Health calculated about $62 
million (m) was spent on tobacco control in 2014-15, 
compared to $1.5 billion (b) in tobacco tax revenue,[59] 
($1.8b in 2016).[60] However, much of this spending 
was on relatively cost-ineffective individual treatment 
(including pharmaceuticals at $15m) and less than 
$4m was spent on highly cost-effective mass media 
campaigns.[38 59 61 62]

The recent major US National Cancer Institute (NCI) 
review of tobacco economics found that: 

‘Dedicating part of tobacco tax revenues for 
comprehensive tobacco control or health 
promotion programs (i.e., earmarking) 
increases the public health impact of higher 
tobacco taxes.’ [24]p.189

Dedicated taxes would help:

1. Ensure continuity of funding for tobacco control (the 
success of Californian dedicated tax indicates this)
[63] Other examples of successful dedicated tobacco 
taxes include in Guam,[64] and elsewhere.[65 66]

2. Provide visible and tangible evidence of government 
commitment to reduction of social harm 

3. Identify clearly, for those who pay tobacco tax, 
their eligibility for services in return, ie support in 
improving their health

4. Provide reassurance that the purpose of tobacco tax 
is primarily for health improvement and achieving a 
smokefree society

5. Signal, in symbolic but important ways, recognition 
of the reciprocal duties and relationships inherent in 
any tax system between state and citizens. 

Tobacco taxes and equity
A 2014 review found ‘strong evidence that increases in 
tobacco price have a pro-equity effect on socioeconomic 
disparities in smoking’.[67] New Zealand research 
estimates that taxation increases provide more than four 
times the health gain for Māori compared to non-Māori 
(because of the greater % of Māori who are smokers), 
and such increases are therefore a major way to reduce 
health inequalities.[27] Despite this evidence of strong 
potential pro-equity impacts, research is needed 
to assess whether the current excise tax schedule 
continues to deliver pro-equity outcomes.

It is difficult to separate out the effects of tobacco tax 
rises from other policies that affect smoking and equity. 
However, over a period when regular above inflation 
tobacco tax increases occurred, smoking prevalence 
among the most deprived New Zealand quintile 
decreased from 30.4% to 26.6% during 2012/13 to 
2016/17 (an absolute drop of 3.8%) compared to a 
drop from 10.8% to 8.2% (an absolute drop of 2.6%) 
for the least deprived quintile. As a result the absolute 
difference in prevalence decreased from 19.6% to 
18.4%, but the relative difference increased from 2.8 
to 3.2.[68 69]. The continuing high prevalence among 
disadvantaged smokers suggest that continued tobacco 
tax increases, combined with a comprehensive range 
of additional measures that impact particularly on more 
deprived smokers, are needed if the Smokefree 2025 
goal is to be achieved among this group.
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Net community benefit 
Does tobacco tax harm smokers and their families? 
Across communities, tobacco tax provides more benefit 
in improved health and longer life when compared to 
the adverse health effects of financial loss. While some 
continuing smokers may pay more for tobacco, at a 
population level a New Zealand analysis found:

‘The estimated harm to life expectancy from 
tobacco taxation (via financial hardship) is 
orders of magnitude smaller than the harm 
from smoking…. Policy makers should be 
reassured that tobacco taxation is likely to be 
achieving far more benefit than harm in the 
general population and in socioeconomically 
deprived populations.’[70]

There are real potential adverse financial impacts for 
continuing smokers, and hence the need for supportive 
environments that support smokers to quit. However, 
there are sustained financial benefits among people who 
quit and among young people who never start. 

If e-cigarettes are widely available and less expensive 
than tobacco, these could offer a realistic substitute for 
some smokers who cannot quit. A complete switch to 
e-cigarettes (rather than co-use with tobacco) could 
create enable smokers to avoid the adverse financial 
impacts of tax increases as well as to reduce some of 
their health risks.[29-31] 

The costs of tobacco use 
for individuals, communities 
and economies 
The major US NCI report on tobacco economics 
found that the ‘economic costs of tobacco use are 
substantial and include significant health care costs 
… and the lost productivity that results from tobacco-
attributable morbidity and mortality.’ … ‘Tobacco use 
in poor households exacerbates poverty by increasing 
health care costs, reducing incomes, and decreasing 
productivity, as well as diverting limited family resources 

from basic needs.’ The costs include: ‘illness, disability, 
premature death, and forgone consumption and 
investment. …Substantial economic resources are lost 
to other uses because of tobacco-related illnesses, 
premature disability, and death. …  Evidence from 
household expenditure surveys … shows that tobacco 
use displaces household expenditures on education 
and medical care, which are important investments 
to improve economic well-being. … In high-income 
countries, lifetime health care costs are greater for 
smokers than for nonsmokers, even after accounting for 
the shorter lives of smokers.’[24]

Industry efforts to reduce 
the effect of NZ tobacco  
tax rises
Tobacco tax increases do not necessarily translate into 
effective tobacco price changes, as the industry uses 
differential price increases for budget and premium 
brands in response to tobacco tax increases They use 
price as part of the marketing of their products. 

In 2016, the retail price of 20 cigarettes ranged from 
$18.90 to $29.90.[60] The tobacco industry (including 
in New Zealand) uses a variety of manipulative tactics 
to reduce the impact of tobacco tax increases, including 
smoothing the retail price changes and minimising price 
increases for budget brands. This increases the use of 
budget brands, as smokers switche to save costs and 
reduce the impacts of tax increases.[19-22] During 
2014-2017, the market share of the new ‘ultra-budget’ 
brands Club, Choice and West increased from 4% to 
24%.[71 72] Currently in New Zealand, the retail price 
of particular tobacco products depends on tobacco 
industry decisions. 

RYO tobacco provides another means for smokers to 
continue to get nicotine for a lower cost than when 
using factory made (FM) cigarettes. RYO cigarettes can 
be made with less than half the weight of the tobacco 
in a FM cigarette. The reported use of RYO tobacco in 
New Zealand increased during 2007/8 to 2016/17, with 
61% of smokers using either RYO exclusively or both 
RYO and FM, an increase from 52% in 2007/08.[73] RYO 
use is disproportionately concentrated among Māori, 
lower income and young smokers.[22 74-76] Research 
indicates that RYO use has positive attributes for young 
New Zealand smokers, apart from price advantages.[77]
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Such marketing by price can be addressed by a fixed or 
minimum retail price per cigarette or tobacco weight.
[6 7] A periodically fixed or mandated retail price has 
an advantage over a minimum price because it removes 
any ability to market by price. A mandated retail price 
and a differential increase in RYO tobacco could prevent 
the industry minimising the impact of tobacco tax 
increases on smoking prevalence. Combined with a 
maximum tobacco price before tax, the intervention 
could help Government deal with the negative 
externalities that the tobacco industry imposes on 
Government, society and the environment. By reducing 
the maximum price before tax, in conjunction with 
an mandated retail price, Government could increase 
the tax revenue available to address these negative 
externalities. This regulated price system would also 
enable government to limit industry profits.[6 7]

Risks from tobacco price 
increases 
While the tobacco industry and its allies have suggested 
a substantial illegal tobacco market with increased 
tobacco prices, existing peer reviewed research in 
New Zealand suggests that this illegal market is very 
small,[78] and is likely to remain so even with higher 
prices, because of the difficulties in smuggling or illegal 
production.[79]

There is currently considerable media coverage of 
robberies of dairies and convenience stores, where 
tobacco and cigarettes are among the items stolen. 
These crimes have prompted calls to end tobacco tax 
increases. We lack robust data on both the trends in 
these robberies and the degree to which these can be 
attributed to tobacco taxation. However, there is at least 
a strong perception that these thefts have become more 
problematic because of tobacco tax increases. 

Currently, tobacco retailing is an unregistered or licensed 
activity, with no requirements on the secure storage 
of products, reporting and recording of thefts, or staff 
training. The widespread sale of an addictive, dangerous 
product with few regulations stands in stark contrast to 
the supply of addictive pharmaceuticals via pharmacies, 
and creates risks when tobacco prices increase. 

Rather than stop future tobacco taxation increases, and 
abandon a highly effective measure to reduce smoking 

prevalence, we suggest the sale of tobacco at a small 
number of sites that have legislated requirements for 
security and training. This approach would have many 
health and crime prevention benefits.[80]pp.11-17 In 
particular: 

• Limiting tobacco sales to fewer outlets which have 
better security would reduce the opportunities for 
crime;[81] 

• Reducing the number of outlets is likely to reduce 
smoking uptake, and prompt and support smokers to 
quit.[27 82-84]

Taxation and the 
environmental costs  
from smoking
Other tobaco product related taxes could be used to 
deal with the environmental externalities from the 
tobacco industry. These externalities include post-smoker 
product waste, landfill costs, hazardous waste, and 
damage to soil, water and marine environments.[85] The 
conseqent policies could include a tax on cellulose butts, 
which many smokers mistakenly believe lower the health 
risks of smoking,[86] and that have extensive negative 
environmental effects.[54 87 88]

Complementary effects 
from increased alcohol 
taxation, or a minimum 
alcohol price
There is some evidence that increased effective alcohol 
prices will reduce tobacco use,[89-92] as these two 
products are typically complementary. Smokers are 
also much more likely to be heavy drinkers than non-
smokers, and young people often begin smoking whilst 
out drinking with friends. Health Promotion Agency 
researchers have found that ‘strong links between 
smoking and drinking… may act as barriers to successful 
cessation among young late-onset smokers.’[93] Because 
alcohol use adversely affects reasoning and decision-
making,[94] even small amounts can increase smoking 
relapse.[95] We encourage the Tax Working Group to 
explore a combined tobacco and alcohol taxation policy 
to reduce health harm from both tobacco and alcohol.
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Recommendation 1: 

Government mandated retail 
price and maximum price 
before tax

A mandated retail price would mean that all brands would 
be the same price per cigarette or tobacco weight. A 
periodically adjusted Government mandated retail tobacco 
price per cigarette (or tobacco weight), combined with a 
maximum price before tax, would enable Government to 
control the effect of tobacco tax rises. It would remove the 
tobacco industry’s current ability to smooth or minimise 
the effects of excise tax increase, enable the Government 
to reduce the profits tobacco companies make from 
an addictive dangerous product, and prevent potential 
windfall profits from a mimimum price system alone.[4-7] 

The maximum price before tax would be set at the point 
tobacco leaves bond, and the importer or manufacturer 
would have to provide for wholesale and retail margins 
from that maximum price. The mandated retail price 
allows the Government to remove any marketing ability 
based on price. 

Example: Maximum pack price before tax $5, 
mandated pack retail price $28 ($23 tax). Tax revenue 
(and/or a dedicated tax) could be increased by either 
lowering the maximum price before tax, increasing the 
mandated retail price, or both. See Figure 2.

Figure 2: Example of maximum pack price before tax $5, 
mandated pack retail price $28 ($23 tax)

‘Maximum price before tax’ systems are widely used 
when there are private monopolies or restricted markets, 
as a way to protect communities. For instance, with 
power, fuel, communications or other networks.[96 97] 
This system would also be suitable for the commercial 
sale of an addictive dangerous product. 

Recommendation 2:

Dedicated tobacco tax revenue

Until 2025, the dedication of at least $100m (currently 
about 5%) of tobacco tax revenue annually for tobacco 
control. This funding would support improved mass 
media campaigns,[35-38] enriched Quitline services 
integrated with policy changes,[39 40] policy and 
other work on tobacco product additive restrictions or 
reductions in nicotine content ,[41-43] and enhanced 
policies (eg, outdoor smokefree environments) that 
assist smokers to quit and prevent smoking uptake. Such 
policies can reduce health inequalities and save health 
system costs.[39]

Recommendation 3:

Continued tobacco tax rises
Continuing to use tobacco tax increases to reduce 
smoking prevalence and uptake, as long as a proportion 
of tobacco tax revenue is dedicated for tobacco control, 
and smokefree policy changes are made to make it 
easier for smokers to quit. 

Recommendation 4: 

Differential increase in loose 
tobacco tax 
Ensure that RYO cigarettes are not a cheaper  
alternative to factory made cigarettes and do not 
encourage smokers to switch between products 
as an alternative to quitting. This can be done by 
implementing a differentially greater increase in loose 
tobacco (RYO) taxation, monitoring the impact and 
repeating as necessary.

THE RECOMMENDED 
POLICIES
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Further information on the background to tobacco control in 
New Zealand is available in:

• The August 2017 Achieving Smokefree Aotearoa by 
2025 (ASAP) report.[33]

• The Evidence and Feasibility Review Summary Report 
accompaning the ASAP report.[80]

And in the attached appendicies:

A. Achieving Smokefree Aotearoa by 2025: pp.19-20 
(section on tobacco affordability recommendations)[33]

B. ASAP Evidence and Feasibility Review Summary Report: 
pp.6-10 (Summary of evidence for tobacco affordability 
interventions)[80]

For any questions on this submission, please contact:

Professor Richard Edwards
University of Otago, Wellington
Email richard.edwards@otago.ac.nz
Or
Associate Professor George Thomson
University of Otago, Wellington
Email george.thomson@otago.ac.nz

Department of Public Health
University of Otago, Wellington
PO Box 7343
Wellington South 6242
New Zealand

FURTHER 
INFORMATION
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OBJECTIVE 1: AFFORDABILITY
Make tobacco products less affordable

Action 
1.1

Action 
1.2

Increase tobacco excise tax by 20% annually in 
2019, 2020 and 2021 
We recommend that measures to reduce the affordability of tobacco products should continue and 
be enhanced with three years of annual tax increases. The increases should be inflation-adjusted –  
a 20% increase above the normal indexation for Consumer Price Index changes. 

This is likely to help reduce smoking uptake and increase cessation. The evidence suggests this will 
have the greatest impact on reducing smoking among Māori, people on low incomes and young 
people.9-12 

We acknowledge the potential adverse effects on smokers on low incomes and recommend measures 
are taken to mitigate these impacts, such as increasing smoking cessation support for smokers on low 
incomes. 

Action 1.1 will produce an increase in tobacco tax revenue. This is a potential source of funding for 
enhanced smoking cessation support and other measures recommended in this action plan. Available 
evidence and monitoring tells us the increases should be timed to maximise impact in prompting 
people to quit smoking.

This action would require new finance legislation. We recommend this be enacted as part of 
the Budget 2018, with the first tax increase occurring in January 2019 (or as soon as possible). 

We also recommend ongoing monitoring and review of the impact of tax increases and responses 
of the tobacco industry. A full three-year review should be completed by July 2021. This will inform 
decisions about the requirement for further actions to reduce tobacco product affordability in order  
to reach the 2025 goal. 

Establish a minimum retail price that must be 
charged for tobacco products, with effect from 
December 2020
Tobacco tax rises do not automatically translate to tobacco retail price rises or equivalent increases for 
different tobacco products. Minimum price regulation is a way to ensure the impacts of the tobacco 
tax increases aren’t undermined by tobacco industry actions designed to minimise their effect. 
This is a potential source of funding for enhanced smoking cessation support and other measures 
recommended in this action plan. An example of industry response in the face of tobacco tax 
increases is differential price increases so that the price of ‘budget’ brands is kept low while ‘premium’ 
brand prices increase. This has the effect of shielding many smokers from the tax increases and 
encourages brand switching as a way to reduce the impact of tobacco tax increases.

This action should also include restrictions on price promotions. 

This action will require new legislation and could be included in the new Smokefree Aotearoa 
2025 Act. The new legislation for this action should be in force by December 2020.
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Complementary measures to support 
actions to make tobacco less affordable
The positive impact of the tobacco tax increases should be 
maximised, and potential adverse effects minimised, using the 
following complementary measures.

1. Implement concurrent enhanced smoking cessation 
support and marketing by December 2018. Support 
for cessation should include targeted support for Māori, 
Pacific and low-income smokers and increased capacity 
for the Quitline. Marketing needs to include Quitline 
advertising and integrated stop-smoking mass media 
campaigns. This will maximise the positive impact of the 
tax increases and minimise adverse economic effects on 
people on low incomes.

 Mass media campaigns should include specific marketing 
of the tax increases and addressing the potential 
unintended consequences – to make it clear to the public 
that the measure is effective, the benefits outweigh the 
costs and that, if the retailing of tobacco products is 
causing security problems, then the industry should take 
responsibility for security measures (as happens with 
other high-value products, such as money in banks or 
jewellery retail). 

2. Implement an additional one-off 15% increase in 
tobacco tax on roll-your-own (RYO) tobacco, in addition 
to the recommended base increase of 20%. This action 
aims to stop RYO cigarettes from being a cheaper 
alternative to factory-manufactured cigarettes, which 
can undermine the beneficial impact of tax increases. 
We recommend this measure is introduced with finance 
legislation as part of the Budget 2018, and is started to 
coincide with the tobacco tax increases in January 2019.

3. End duty-free concessions for tobacco products by 
2018. Aotearoa New Zealand still allows duty-free tobacco 
products to be brought into the country. In 2014 the 
duty-free personal concession was lowered from 200 
cigarettes to 50 cigarettes (or 50 grams of tobacco or 
cigars or a mixture of all three weighing not more than 50 
grams). It is an anomaly to provide any tax incentive for 
the purchase and consumption of tobacco products, and 
such a concession undermines the impact of tobacco tax 
increases. We recommend this concession is ended by 
introducing legislation as part of the 2018 Budget.

THE EVIDENCE SUGGESTS 
TAX INCREASES HELP 
PEOPLE ON LOW INCOMES, 
MĀORI AND PACIFIC 
PEOPLES, AND YOUNG 
PEOPLE TO QUIT SMOKING.

IT WILL BE VITAL TO 
SUPPORT SMOKERS ON 
LOW INCOMES TO QUIT 
– THROUGH ENHANCED 
CESSATION SUPPORT, 
REDUCED RETAIL 
AVAILABILITY AND 
PRODUCT CHANGES.

$
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Affordability — Make tobacco less affordable 
Summary of rationale for Objective 1:  
We have prioritised an increase to tobacco excise tax based 
on compelling evidence of effectiveness and the impact on 
reducing socioeconomic and ethnic disparities in smoking 
(and resulting health inequalities). Modelling evidence 
predicts greater health gain for Māori compared to non-
Māori from ongoing annual tax increases.2

In addition, New Zealand stakeholders strongly supported 
this policy option. Tax increases are an established measure 
that attract high public support. There are precedents 
in other countries for higher tax increases, for example 
Australia has legislated annual tobacco tax increases that 
are higher than 10% until the year 2020 (in 2010 they 
increased tax by 25%).3

Potential adverse effects need to be considered, particularly 
the impact on low-income smokers and retailers, but we 
believe these impacts can be mitigated. 

Minimum price regulation is a relatively new policy measure 
internationally, but it is considered promising in the 
research literature. The measure is used in many US states. 
In Aotearoa New Zealand, there have been recent increases 
in the availability and sales of budget brands, and survey 
evidence indicates that smokers switch to budget brands in 
response to tobacco tax increases. This suggests minimum 
price regulation is needed to maximise the impact of 
tobacco tax increases in promoting smoking cessation.

KEY ADVANTAGES KEY DISADVANTAGES

1.1 Increase annual tobacco excise tax by 20% 
Likely to help achieve 2025 goal as tax increases are Potential for hardship among those who don’t quit.   
supported by strong evidence of effectiveness and may   
help reduce disparities in smoking. This needs to be mitigated, for example, by intensifying and  
 better targeting support for smoking cessation to reduce  
 the impact on Māori, Pacific and low-income smokers.

Higher tax increases are recommended by international  Potential opposition from Treasury to higher tax increases. 
expert bodies (such as IARC). 

Incremental extension of an established measure is The tobacco industry will oppose tax rises.  
relatively feasible and could be introduced fairly rapidly  
as a Budget measure in 2018. 

Larger tax increases are acceptable to NZ tobacco control  Possible increased risk to retailers of tobacco-related crime.  
stakeholders4 and the public (particularly if some of the This should be mitigated by rapid reductions in smoking  
additional revenue is used for helping smokers quit).30 prevalence and demand for tobacco with the implementation  
 of the action plan and specifically by Action 2.1 (reducing the  
 number of retailers selling tobacco products — these could   
 have enhanced storage and security in place).

 Risk of illicit tobacco trade — not a large problem in NZ but   
 requires continued vigilance and robust enforcement. 

1.2 Minimum price regulation 
Recommended in the recent literature as a way to  Only limited evidence is available to base decisions on, as it is 
counter industry efforts to keep prices low, particularly  an emerging area of tobacco control. 
for budget brands. 

May raise prices, reduce price dispersion and complement  
increased excise taxes. 

Already implemented in many US states and jurisdictions.
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Reviewed papers – tax and price
Our review included:

• Eight recent systematic reviews (2011-2016) on the 
effectiveness or cost-effectiveness of tax and price 
interventions.5-12

•  Six other reviews including:

 - One narrative scoping review on public support13

 - One systematic overview of systematic reviews on  
 social inequalities14

 - One brief review on taxation as part of a wider  
 paper on US tobacco control strategies15

 - One large review of evidence on the impact of  
 tobacco taxes and prices on tobacco use, and the  
 added impact from dedicating tobacco tax revenues  
 to other tobacco control efforts16 

 - One review on cost-effectiveness of various   
 interventions including tax and price17

 - One qualitative review of the literature on tobacco  
 control endgame strategies, including minimum price  
 regulation and price cap regulation18 

•  One individual paper on price cap regulation19

•  Eight New Zealand studies: two modelling studies,20, 24 
one qualitative study on low-income smokers’ responses 
to tax increases,21 one qualitative study of Māori and 
Pacific tobacco control stakeholder views on large tax 
increases and other endgame policies,4 and four surveys 
of smokers.22, 23, 25, 26

Summary of evidence – tax and price 
interventions
Action 1.1 Increase tobacco excise tax 
by 20% (above inflation) annually in 
2019, 2020 and 2021
Aotearoa New Zealand has a history of regular annual 
tobacco excise tax increases, including current increases of 
10% annually above inflation, which have occurred since 
2010. The 2016 Budget introduced ongoing 10% tax rises 
for the four years until 2020.

We recommend increasing the current annual tobacco excise 
tax by 20% above inflation annually for three years from 
2019-2021, with a review in 2021 to assess the need for 
continued increases. This is a potential source of funding for 
enhanced smoking cessation support and other measures 
recommended in this action plan. Available evidence 
and monitoring tells us the increases should be timed to 
maximise impact in prompting people to quit smoking.

Evidence on the effectiveness of raising the 
price of tobacco
Our evidence review found compelling evidence that 
tobacco tax and price interventions are highly effective 
in reducing tobacco use, preventing children and young 
people from taking up smoking, and motivating smokers to 
quit. The evidence is consistent and includes the findings of 
eight recent systematic reviews (2011-2016).5-12 

Some researchers and expert tobacco control organisations, 
including the US National Cancer Institute and the World 
Health Organization, point to tax increases as the single 
most effective tobacco control intervention, compared with 
all other interventions.5, 8

The effectiveness of tobacco tax/price increases in reducing 
tobacco-related morbidity and mortality is supported by a 
small, but growing, evidence base.5

Examples of the effect of tobacco prices 
on smoking prevalence
The World Bank estimated that a 10% cigarette price 
increase results in a 7% decrease in smoking consumption 
by young people and 4% by adults.8

One authoritative US review estimated that increasing 
the unit price for tobacco products by 20% would reduce 
overall consumption of tobacco products by 10.4%, 
prevalence of adult tobacco use by 3.6%, and youth 
initiation of tobacco use by 8.6%.12

The University of Otago’s Burden of Disease Epidemiology, 
Equity and Cost-Effectiveness Programme (BODE3) has 
carried out modelling on the impact of annual 10% and 
20% increases in tobacco tax. This work suggests it will 
have a substantial impact on smoking prevalence, but 
will be insufficient on its own to achieve the Smokefree 
Aotearoa 2025 goal.2, 24  This work also showed that tax 
increases can result in major health gains and cost-savings 
to the health sector.

Tax and price increases are considered the most cost-
effective of traditional tobacco control interventions. They 
cost the least, while raising new revenue, so are politically 
attractive.5

Evidence is not yet available to inform the specific size 
and timing of tax increases. For example, the question of 
whether to introduce smaller regular increases or a sudden, 
larger increase at three-yearly intervals. Both approaches 
have potential merits. For this action plan, we have selected 
ongoing increases of 20% annually rather than a ‘shock’ 
increase. Our reasons for this include consistency with the 
current incremental approach, which is a well-established 
measure in many settings. 
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Effects on equity and reducing disparities
Evidence from Aotearoa New Zealand and overseas suggests 
that increasing tobacco tax can help to reduce socioeconomic 
disparities in smoking. Consistent research in high-income 
countries indicates that lower-income populations are more 
responsive to tobacco tax/price rises, and tax/price increases 
are associated with reduced income disparities. Our review 
identified four systematic reviews from 2014-16 to support 
this finding,6, 9, 10, 20 as well as Aotearoa New Zealand evidence 
on the positive effects of tax increases in socio-economically 
disadvantaged communities.25

Some research indicates that tax/price interventions can be 
effective in reducing ethnic disparities.12 Recent Aotearoa 
New Zealand evidence suggests that annual tobacco tax 
increases may have a greater positive impact on reducing 
Māori and Pacific tobacco use, compared with non-Māori.26 
Modelling evidence also predicts greater gain for Māori, 
compared to non-Māori, from ongoing annual tax increases.20 

In contrast, another study suggests the 2012 tax increase 
may have had stronger effects on non-Māori (compared to 
Māori) quitting behaviour.22 The study authors noted that 
Māori participants nonetheless reported more financial 
pressure to quit. 

Further research is needed to investigate the effects on 
ethnic disparities, and the financial hardship experiences 
of low-income smokers.21 Any adverse effects should be 
monitored, as part of the ongoing evaluation of the action 
plan’s impact, so that appropriate measures to mitigate 
these impacts can be introduced.

Importance of complementary measures
It may be argued that tobacco products are already 
expensive in Aotearoa New Zealand, and that previous 
tax increases have not yet significantly reduced Māori and 
Pacific smoking. Our proposal is for a much larger increase 
than previously (20% instead of 10% annual increases), 
which we expect to have a greater positive impact. 
Complementing the tax increases with the other measures 
in the action plan is likely to enhance effectiveness for 
Māori and Pacific smokers. Complementary measures 
include targeted smoking cessation support, enhanced and 
targeted mass media campaigns, additional increases on 
roll-your-own (RYO) tobacco (these are smoked much more 
commonly by Māori)27 and ensuring that alternative nicotine 
delivery products (such as electronic cigarettes) are more 
accessible and affordable than smoked tobacco products.

Stakeholder support
Consistent with the evidence, stakeholders in our 
engagement process expressed strong support for 
increasing the price of tobacco products. The consulted 
stakeholders strongly agreed that increasing tax/price and 
reducing retail availability and supply were the two highest 
priorities of the six intervention areas discussed (see above). 

An online survey of 32 stakeholders, carried out as part 
of the engagement process, revealed that 20% annual 
increases were favoured over two other options (continuation 
of the current 10% annual increase, and a larger one-off 
increase of 30% followed by 20% increases annually).

Feasibility and public support
Drawing on the evidence and expert views of Aotearoa 
New Zealand stakeholders, we assess the recommended 
annual tax increase as a highly feasible and acceptable 
intervention. Increasing tax is an established measure with 
a long history in Aotearoa New Zealand, which can be 
implemented simply by amending finance legislation. This 
could be introduced as part of the Budget in 2018. 

Aotearoa New Zealand and international evidence suggests 
the public endorse tax increases,7, 28, 29 including some 
evidence of smoker support and among young people. 
Public and smoker support appears particularly strong 
if some of the additional revenue raised is allocated to 
the national tobacco control programme to help support 
smokers to quit.30 

Possible adverse effects of tobacco  
price rises
Potential impact on low-income smokers
We have considered the potential for adverse impacts of 
tax/price increases – particularly on poorer smokers and on 
crime affecting tobacco retailers. Low-income smokers who 
quit as a result of the tax increases will benefit financially. 
However, some low-income smokers who continue to 
smoke may be disadvantaged financially as a result. Others 
who continue to smoke will not be disadvantaged, for 
example, if they compensate by smoking less tobacco. 

Some Aotearoa New Zealand research suggests hardship 
may have increased for some low-income smokers following 
recent tax increases.21 In particular, potential negative 
impacts on the children of smokers will need to be carefully 
monitored and addressed. For example, addicted smokers, 
including parents with dependent children, may forgo 
spending on household essentials in order to buy tobacco. 
More research is needed.

This potential effect should be mitigated by enhancing 
access to free high-quality services for smoking cessation 
support targeted to low-income, Māori and Pacific smokers; 
possibly using dedicated tax revenue to fund this support. 
Without such supporting interventions to help increase 
quitting, the adverse financial effects of tax increases are 
likely to impact disproportionately on low-income smokers 
who continue to smoke. As noted earlier, close monitoring 
of the impact of the tax increases should occur so that 
further mitigation measures can be considered if necessary. 

Potential impact of tax increases on retail crime
Recently, media reports have drawn attention to various 
crimes targeted at retailers in Aotearoa New Zealand, 
including the theft of tobacco products and violence against 
small retailers in dairies and service stations. Such crimes 



are clearly undesirable and unacceptable. At present, 
data is not available to confirm whether these crimes are 
increasing, and if they are, what factors are driving the 
increase. However, understandable concern and anxiety is 
being expressed by retailers and others.

We believe the response to retail crime should not be to 
abandon the established, evidence-based policy of tobacco 
tax increases. This would harm the health of New Zealanders 
since tobacco price increases are so strongly associated 
with reducing and preventing tobacco use and prompting 
smokers to quit. Reversing the tax increases would benefit 
tobacco manufacturers, who have a vested interest in 
keeping tobacco products affordable. Finally, the effects of 
abandoning tax increases on retail crime are unknown. 

Our view is that implementing a comprehensive action 
plan for achieving Smokefree Aotearoa by 2025, as in 
the accompanying action plan, offers the best solution to 
the issue of tobacco-related retail crime for the following 
reasons.

1. Large reductions in smoking prevalence that result 
from implementation of a comprehensive action plan 
will have an impact on reducing demand for tobacco 
products, which in turn will reduce an important driver 
of tobacco-related retail crime. 

2. Another objective in our action plan – to greatly reduce 
the availability of tobacco products – will help reduce 
tobacco-related retail crime by dramatically reducing 
the number of tobacco retail outlets. This will decrease 
the availability of tobacco products for theft and require 
tobacco to be sold from stores with adequate storage 
and security arrangements.

Potential increase in illicit trade (smuggling) of tobacco
Smuggling is unlikely to be a major problem in Aotearoa 
New Zealand because of geographic isolation, strong 
border controls, and effective tax administration and 
enforcement. The risk of illicit trade is probably greatly 
overstated as a problem and has not been a major issue 
to date in Aotearoa New Zealand, despite ongoing tax 
increases.31

Action 1.2 Establish a minimum 
retail price that must be charged for 
tobacco products, with effect from 
December 2019
Minimum price regulation is a relatively new, but growing, 
area of tobacco control. Laws to regulate the minimum 
price of tobacco products are already in place in at least 
24 US states and the District of Columbia.18 As noted in 
the Achieving a Smokefree Aotearoa by 2025 action plan, 
the main action plan, the main rationale for regulating 
the minimum price of tobacco is to counter the tobacco 
industry’s efforts to keep prices low in response to increases 
in tax, such as price discounting.

Evidence on the effectiveness of minimum 
price regulation
Evidence is emerging on the effects of minimum price 
laws, so only limited evidence is currently available. A 
systematic review in 2016 found the most common ‘non-
tax’ price interventions were minimum price regulation 
and restrictions on price promotions.7 The review noted 
that these two interventions are seen as promising 
complements to tobacco taxes, and recommended the use 
of both interventions.

The current literature includes few studies that measured 
the impact of these interventions on average prices, price 
dispersion or disparities in tobacco consumption, since 
much of the literature focuses on policy development 
and potential legal challenges.7 Of the three studies in 
the 2016 review that explicitly measured the effects of 
minimum price laws on price-related outcomes, two found 
no evidence that average cigarette prices were higher in 
places with minimum price laws, and one found no average 
price impacts of a voluntary, industry-led policy. Three other 
studies found that policies to restrict price promotions were 
associated with lower awareness of promotional offers.7 
The review’s authors emphasise there is a need for further 
research in this area.

Aotearoa New Zealand survey research suggests that 
smokers do switch to cheaper brands of tobacco products 
in response to increased tobacco taxes, which minimum 
price regulation would help to deter. One survey revealed 
that more than a fifth of smokers and recent ex-smokers 
on low incomes switched from premium to cheaper brands 
following tobacco tax increases.25 Analysis of the annual 
tobacco returns by tobacco manufacturers and importers 
provides evidence of brand positioning and growth in the 
availability and sales of budget brands.32

Stakeholder support
Minimum price regulation was not specifically discussed in 
our stakeholder engagement process, as the focus was on 
increasing tobacco taxes. 
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Feasibility and acceptability
Several papers analysed in a 2016 review of ‘non-tax’ price interventions, including minimum price regulation, found 
evidence of public support for these types of tobacco pricing policies.7 No Aotearoa New Zealand evidence on public 
support for minimum price regulation was located for our review; the current evidence on public support appears focused 
on tobacco tax increases.
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Summary of evidence on tax and price interventions

Evidence assessment Strong evidence for tobacco tax increases.

 Newly-emerging limited evidence for minimum price regulation.

Effectiveness We assessed increasing tobacco tax as highly effective and minimum price regulation as  
 uncertain (because it is an emerging area with limited evidence available).

Equity and reducing disparities  We assessed the likely impact on equity and reducing disparities as positive for tobacco  
 tax increases and uncertain for minimum price regulation. 

 The evidence suggests that people on low incomes and young people are more   
 responsive to tobacco tax increases. Some evidence, including from Aotearoa    
 New Zealand, is available to suggest tobacco tax increases can reduce disparities  
 in terms of income and ethnicity.

Cost-effectiveness Tobacco tax increases are highly cost-effective, and minimum price regulation is likely to  
 be cost-effective. 

Unintended impacts We considered three main potential adverse effects: possible impact on smokers on low  
 incomes, impacts on retail crime, and impacts on illicit trade (smuggling) of tobacco   
 products.

 The first two are important considerations for Aotearoa New Zealand, but can be   
 mitigated, whereas illicit trade is less likely to be a major problem. 

Technical feasibility We assessed technical feasibility of tobacco tax increases as high – because it is an  
 established measure that can be done by amending finance legislation. Minimum price  
 regulation, as a new measure, is assessed as moderately feasible.

Political feasibility Tobacco tax increases are assessed ‘moderate to high’ in terms of political feasibility,   
 and minimum price regulation is assessed as moderately feasible politically.

Acceptability / public support We assess acceptability of tobacco tax increases as moderate to high, based on strong  
 international and Aotearoa New Zealand evidence of public and smoker support for tax  
 and price interventions in general, including among young people. (Majority support is   
 found among smokers only if the extra revenue is ear-marked to support smokers to   
 quit). Acceptability of minimum price regulation is assessed as moderate based on 
 overseas evidence of public support.

Precedents Tobacco tax increases are standard practice in multiple countries including Aotearoa   
 New Zealand. Acceptability of minimum price regulation is in place in at least 24   
 US states and the District of Columbia. Integrated mass media campaigns and   
 concurrent enhanced cessation support has been implemented in Iceland, Switzerland  
 and Vietnam.




