Korea’s 2015 cigarette tax increases
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ABSTRACT
South Korea increased tobacco taxes in 2015 after a
10-year gap. This commentary suggests two lessons for
public ﬁnance practitioners. Substantive tax increases are
crucial to reducing tobacco use; particularly where prices
are demonstrably lower and prevalence higher in
comparison to other countries ranked similarly on
economic development indicators. Second, as a rule of
thumb, governments cannot afford to neglect the annual
increases that ensure that tobacco taxes do not lose
their efﬁcacy over time.

Inﬂation erodes the value of ﬁxed-price taxes over
time, reducing both their effectiveness and the value
of governments’ excise revenues. It is therefore surprising that more countries have not adopted an automatic annual inﬂation adjustment in their tobacco
taxes.
The government of the Republic of Korea
recently elected to increase cigarette taxes for the
ﬁrst time in a decade.1 By 2014, the per-pack tax
of 1550 won—introduced in 2005—was equivalent
to less than 1250 won, a 20% decline in real terms.
If the tax had been pegged to the consumer price
index, it would instead have risen to nearly 2000
won.
South Korea’s decision to raise taxes to nearly
3318 won per pack1 is commendable, and of particular importance for a country with one of the

highest levels of tobacco use globally (44% of men
and 27.7% of all adults are smokers) and, as ﬁgure 1
depicts, the cheapest cigarettes within the OECD.2
The government will also raise taxes annually in line
with consumer price inﬂation. Taken together, these
decisions raise pack prices, rectify a decade of nonincreasing taxes, and prevent future erosion in the
real value of the tax. All three actions make eminent
public health and ﬁscal sense, and are long overdue.
As a timely article in this issue makes clear,3 fears
of the regressiveness of tobacco tax increases can be
misplaced. Indirect taxes are, in general, regressive:
poorer smokers pay a larger fraction of their incomes
as cigarette taxes. Choi analyses data from 1998 to
2011 to show that smoking prevalence in Korea
declines with rising income, but that the poorest
smokers are the most price-responsive. This ﬁnding
suggests that tax-induced quits will be highest among
those with the highest burden of tobacco use.
Choi’s article should go some way to assuaging
concerns that the poorest will bear the largest economic burden of cigarette price increases in Korea.
Part of the proposed higher tax is an 841 won (US
$0.77) levy per pack to be directed towards the
National Health Promotion Fund, with the intention that this will help fund cessation support programmes.3 Addressing the most economically
vulnerable through such spending may help reduce
health inequalities.
Korea’s cigarette tax increase underscores a larger
theme for public ﬁnance practitioners in other
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Figure 1 Adult male prevalence and purchasing power-adjusted prices of most sold brands in the OECD countries,
2012. Age-standardised prevalence used for comparability across countries. Data sourced from the WHO Report on the
Global Tobacco Epidemic, 2013: enforcing bans on tobacco advertising, promotion and sponsorship. Belgium, Iceland,
Ireland and Luxembourg omitted because estimates of age-standardised male current smoking were not available.
Graph labels are 3-digit country ISO codes (KOR=South Korea).
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countries—it is possible to ‘normalise’ tobacco tax increases and
inﬂation adjustments as sound public policy. Between 1993 and
2000, the UK implemented a tobacco duty ‘escalator’, raising
taxes annually above inﬂation. Australia has consistently raised its
cigarette taxes and moved to close tax loopholes.4 In the USA,
the 2009 federal cigarette tax increase, from $0.39 to $1.01 per
pack, came at a time when the tax had fallen in real terms to less
than 70% of its 1960 value.5 While a one-time decision to raise
tobacco excises is often contested, automatic mechanisms to
prevent existing taxes from losing their bite should not be.
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