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ABSTRACT : The government continuously increases cigarette price to reduce the smoking rates.
Opinions of cigarette makers and Ministry of Health and Welfare on the effect of cigarette price
hike are sharply opposed. This dispute is important because there is possibility of additional increase
of cigarette price by 500 won. Therefore, as an inquiry into existing studies for the effect of
cigarette price hike on tobacco product, namely analysis of the effect of cigarette price hike
consumption, we empirically analyzed the effect of cigarette excise tax hike through establishing
improved analytic models considering time trend. As a result, it is substantiated that time trend in
the effect of cigarette excise tax hike is certainly exist and early impact is heavy. However, the
amount of cigarette consumption is recovered to the level of the average in 5 months. Since it is
proved that the long term effect of cigarette price hike is immaterial, health authority should
reconsider the plan of additional raising cigarette price by 500 won.
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Fig. 1. Time trend of cigarette sales [based on
total domestic sales(x1,000 cigarettes)].
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Table 1. Model I - Estimation results

Source Sum of Squares degree of freedom Mean of Squares
Model 2.80231373 12 0.233526145
Residual 0.352312226 35 0.010066064
Total 3.15462596 47 0.067119701
Number of obs F(12, 35) > F R-squared Adj R-squared Root MSEY
48 23.20 > 0.0000 0.8883 0.8500 0.10033
1) Mean Squares Error.
Iquant Coef. Std. Err." t P>|tl [95% Conf. Interval]
die -0.1699775 | (0.0484996)" -3.50 0.001 -0.2684369 | -0.0715182
dpp 0.1864607 | (0.0534208)™ 3.49 0.001 0.0780107 0.2949107
tlml -0.5869906 | (0.1104239)” -5.32 0.000 -0.811163 -0.3628183
tlm?2 -0.3515031 | (0.1019543)" -3.45 0.001 -0.5584813 | -0.1445248
t1m3 -0.2263399 | (0.1019543)" -2.22 0.033 -0.4333181 | -0.0193616
t1lm4 -0.0891388 | (0.1019543) -0.87 0.388 -0.296117 0.1178395
timb -0.063821 (0.1019543) -0.63 0.535 -0.2707992 0.1431572
t2ml -0.356675 (0.1418877) -2.51 0.017 -0.6447224 | -0.0686276
t2m?2 -0.2867809 | (0.1499478)" -1.91 0.064 -0.5911911 0.0176293
t2m3 -0.1941561 | (0.1418877) -1.37 0.180 -0.4822034 0.0938913
t2md -0.2962658 | (0.1418877)° -2.09 0.044 -0.5843132 | -0.0082184
t2m5 -0.0612933 | (0.1418877) -0.36 0.720 -0.3393407 0.2367541
cons 1.450115 (0.0181278)" 79.99 0.000 1.413314 1.486917

1) Standard errors in parentheses.
2) + significant at 10%; * significant at 5%; #*#

significant at 1%.
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Table 2. Model I -Estimation results (including time trend(t))

Source Sum of Squares degree of freedom Mean of Squares
Model 2.80236757 13 0.215566736
Residual 0.352258389 34 0.010360541
Total 3.15462596 47 0.067119701
Number of obs F(13,34) > F R-squared Adj R-squared Root MSE"
20.81 > 0.0000 0.8883 0.8456 0.10179
1) Mean Squares Error.
Iquant Coef. Std. Err.” t P>l [95% Conf. Intervall
dje -0.170068 (0.0492199)” -3.46 0.001 -0.2700949 -0.0700412
dpp 0.1866383 (0.0542525)" 3.44 0.002 0.0763839 0.2968926
t -0.0000954 (0.0013237) -0.07 0.943 ~0.0027855 0.0025947
tlml -0.588272 {0.1134287)" -5.19 0.000 -0.8187869 -0.357757
t1m2 -0.3527794 (0.1049395)" -3.36 0.002 -0.5660421 -0.1395168
t1m3 -0.2275208 (0.1047242)" -2.17 0.037 -0.4403461 -0.0146956
tlmd -0.0902243 (0.1045253) -0.86 0.394 -0.3026454 0.1221967
t1m5 -0.0648111 (0.1043428) -0.62 0.539 -0.2768613 0.1472391
t2ml -0.3533352 (0.1512203)" -2.34 0.025 -0.6606517 -0.0460187
t2m2 -0.2833506 (0.1593942)" -1.78 0.084 -0.6072785 0.0405772
t2m3 -0.1908163 (0.1512203) -1.26 0.216 -0.4981328 0.1165002
t2md -0.2929261 (0.1512203)° -1.94 0.061 -0.6002426 0.0143905
t2m5 -0.0479535 {0.1512203) -0.32 0.753 -0.35527 0.259363
cons 1.452346 (0.0359964)™ 40.35 0.000 1.379193 1.525499

1) Standard errors in parentheses.

2) + significant at 10%; * significant at 5%; #* significant at 1%.
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